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INTRODUCTION
 

TO 

THE REPORT
 

TO
 

THE MINISTER OF ECONOMY
 

OF THE
 

YEMEN ARAB REPUBLIC 

ON 

OBSTACLES TO INVESTMENT IN THE Y.A.R. 

AND
 

THE PROPOSED DRAFT INVESTMENT LAW
 

A. 	 Mission and Scope of Work of the Consultants
 

On the instructions of the Minister of Economy of the Yemen Arab
Republic, the Consultants have undertaken the following tasks:
 

(1) 	To identify and report back on 
the 	main obstacles to

private investment in the Y.A R. by Yemenis, Arabs and
 
foreigners;
 

(2) 	To prepare, in collaboration with the responsible

Ministry officials, a draft investment law aimed at

promoting and encouraging investment in the Y.A.R. by
reducing or eliminating as many of those obstacles 
as
 
possible;
 

(3) 	To recommend a coordinated plan of action to deal with

major obstacles reqliring action outside of the law;
 

(4) 	To prepare a commentary on the Draft Investment Law;
 

(5) 	To recommend appropriate follow-on activities in
 
support of the new investment law; and
 

(6) To submit both the Draft Investment Law and this report
 
in both English and Arabic.
 

B. 	 BpgkounId of theConsultants
 

John Bentley is a lawyer and holds 
a Juris Doctor (J.D.)
degree from the School of 
 Law 	of the University of
 



California at Berkeley and a Bachelor of Arts in Government
from Harvard University. 
 He served from 1978-1982 as a
legal consultant to the Ministries 
of Economy, Investment
and Finace of the Government of Egypt on laws 
and
procedures affecting investment and on the Companies and Tac
Law reforms of 1981. 
 He has also served as a legal advisuz
to the Foreign Investment Board of Indonesia. 
 He currently
is the chief international legal consultant to a law firm in
Cairo which specializes in inveutment law problems.
 

Dr. Ronald G. Wolfe is an Arabist and an expert on the
Middle East. He holds a Bachelor's degree frcm Georgetown
University and earned his Ph.D. at Indiana University. He
has taught Arabic at Georgetown and Indiana and has lived
and worked in Cairo for many years with the Ford Foundation,
as Director of America-Mideast 
 Education and Training
Services and as a private businessman. -


C. Methodoloz
 

(1) Before coming to the Y.A.R., Mr. Bentley spent several
days in Cambridge, Massachusetts, reviewing the Harvard

Law School collection of the investment laws of the
world and, consulting with Vice David
Dean Smith of
Harvard Law School 
and Dean Jeswald Salacuse of the
Fletcher School Law
of and Diplomacy at Tufts

University., both experts on foreign investment.
 

(2) In Cairo, before coming 
to the Y.A.R., Dr. Wolfe
translated the third Ministry Draft investment law.
 

(3) After meeting with the Minister upon their arrival in
the Y.A.R. on August 19, the 
 consultants spent
approximately ten days interviewing Y.A.R. Governmantofficials, businessmen, investors, banker3 and lawyers.
 

(4) Meanwhile, the consultants reviewed the Y.A.R. lawsaffecting investment and numeroun
studied reports on
tho economy and legal system of the Y.A.R.
 

(5) The consultants reviewed 
the existing Investment Law
18/1975 and two draft investment laws prepared by
Ministry officials, the final 
one being presented on
 
August 22.
 

(6) The consultants then worked in collaboration with the
General Department for Investments to prepare the Draft
Investment Law analyzed in Section 5 of this Report.
 

D. Organization of the Report
 

This report is organized in seven sections:
 

3 
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Section 1 is the Executive Summary of the Report;
 

Section 2 provides an overview of the 
 obstacles to
investment in the Y.A.R. and compares the overall investment
 
climate with other countries;
 

Section :3 analyzes what appear to 
be the most serious
obstacles to investment in the Y.A.R. today: 
 Namely, price
controls, exchange controls, import restrictions, limits on
interest rates and the government deficit and its financing;
 

Section 4 outlines the 
policy changes urgently needed in
addition to a new investment law to 
improve the Y.A.R.'s
 
investment climate;
 

Section b analyzes the Draft Investment Law article by
article or chapter by chapter, as relevant, and identifies

the obstacles to investment sought to be overcome;
 

Section 6 considers other obstacles 
to investment which
 
cannot be addressed by the investment law; and
 

Section 7 outlines the actions needed to support

investment law after it is promulgated. 

the
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SECTION 1
 

EXECUTIVE SUMMARY
 

OF THE REPORT -TO
 

THE MINISTER OF ECONOMY
 

OF THE
 

YEMEN ARAB REPUBLIC
 

ON 

THE OBSTACLES TO INVESTMENT IN THE Y.A.R.
 

AND
 

THE DRAFT INVESTMENT LAW 

1.1 	 A Primary Objective of Investment Law is to Reduce theobstacle to Investment in the Y.A.R. 
One of the objectives of enacting a new investment law is to
reduce or eliminate legal and non-legal obstacles 
to both
national and foreign investment in the Y.A.R. Passing such a law
would raise the Y.A.R.'s standing relative to other countries who
are also competing for investment funds around the world 
-- notonly 	for foreign funds, but those of Yemenis as well. 
One of our
discoveries during 
our stay in the Y.A.R. is that many Yemenis
holding U.S. Dollars and other foreign currencies are investingthem abroad, not only in foreign bank deposits and securities buteven in projects in Thailand and Malaysia. Creating the rightclimate for investment in the Y.A.R. would encourage many Yemenis
to invest in their own country. This in turn would be a keyfactor in attracting Arab and foreign investment to the Y.A.R.
 

1.2 The Worldwide Cgmpetition for Investment
 

Many countries today are 
competing hard for foreign investment.
Some, including France, Ireland and Turkey offer cash grants to
investors. 
Others, like Tunisia have done away with bureaucratic
red tape involved in approvals and help pay for infrastructure.
Still others like Egypt 
and 	Iraq have recently amended their 
investment laws.
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1.3 Advantages Offered Investors by the Y.A.R,
 
Although it faces significant competition for 
investment funds
(both foreign and Yemeni), the Y.A.R. 
also offers substantial
advantages to the prospective 
investor including an excellent
location, the greatest amount of 
arable 
 the Arabian
Peninsula, good climate, exciting 

land in 

tourism possibilities, ample
energy supplies, and a self-confident people.
 

1.4 The Y.A.R.'s 
Standing in the World-Wide Comnetition 
for
 
Inves-tment
 

Despite the Y.A.R.'s significant advantages, 
a September 1988
world-wide 
survey measuring the investment climate 95
communist countries in nonaccording 14 key factbrs found that theY.A.R. possesses 
.to 

one of the least desireable-investment climatesof all of the countries considered. 
In fact, it was rated fourth
from the bottom, behind almost every Arab and African countrysurveyed, including the oil-rich, countries,, CTunisia, Morocco,Jordan, Algeria, Egypt, Chad, Sudan, and even Syria, Somalia and
Libya. Moreover, according 
to the "Report on the Investment
Climate in the Arab Countries for 1988" by the Arab Organization
for Investment Guarantees, 
the Y.A.R. received virtually no
investment from other Arab countries in 1988.
 

1.5 Overview of Obstacles to Investment in the Y.A.R.
 
While these are only two studies surveying investor concerns, our
research indicates that there are over 30 significant legal and
non-legal obstacles 
to private foreign and local 
inv3stment in
the Y.A.R., the most serious of which are as fcllows:
 

(1) The pervasive system of 
government controls

economic and financial life 

over
 
in the Y.A.R. -- namely,import licensing, channelling 
all foreign exchange
transactions through the 
Central Bank, interest
limitations 
 and price controls --

rate
 
all of which
encourage smuggling 
and consumption and discourage
productive investment as described in greater detail in
Section 3 and to be dealt with by the actions set forth
in Section 4 of this report and Articles 21 and 22 of
the Dtaft Investment Law;
 

(2) The size of the Government's deficit and its financing
through borrowing also discussed in greater detail in
Section 3 with recommended remedial actions described
in Section 4 of this report;

(3) Powerful disincentives to bank lending to investment 

projects described in Section 3 and the commentary on 
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Article 23 and dealt with by 
actions suggested in
Section 4, Article 
20 and 23 
of the Draft Investment
 
Law and Section 6;
 

(4) 	The concept prevalent in existing 
legislation and
regulations that every investment project is prohibited
unless it is specifically permitted and fhe. resulting
wasteful bureaucratic procedures and delays inherent in
the existing 
system of licensing projects
separately licensing every phase 	
and then
 

of their activities
including their imports, exemptions, companies, foreign
workers, expansions, upgradings, and production levels,
dealt with by Chapter 7 of the Draft 'Investment Law on
licensing;
 

(5) 	Lack of stability in enforcement 
of the existing
investkent law and investors' rightb, dealt with byArticles 17, 18, 
19 and 81 and Chapter 13 of the Draft

Investment Law;
 

(6) 	Direct taxes on capital, including the proportionatestamp tax and zakat and the equivalent tax onforeigners, addressed by Article 
33.A. of the Draft

Investment Law;
 

(7) 	The proportionate stamp tax theon value of contracts,also dealt with 
 by Article 33.A. of 
 the Draft

Investment Law;
 

(8) 	Vagueness and uncertainty created by giving 
 the
Minister and the 
 licensing authorities 
 too much
discretion instead of 
providing a stable, 
clear and
predictable set 
of rules for investors 
and officials
alike, -dealt with by Chapter 7 of the Draft Investment
Law 	on licensing and 
by trying to remove 
vagueness,
uncertainty and unnecessary discretion from the entire
law;
 

(9) 	Lack of a.single organization with whom investors can
deal which has sufficient authority and power to issue
all needed licenses to establish 
 and operate an
investment project 
and 	which will support and assist
the investor 
 in 	 relations 
 with other government
organizations, 
dealt with 
by the creation of the
Investment Promotion Authority under Chapter 6 of theDraft Investment Law;
 

(10) 	Unnecessarily difficult procedures to form and 	 operateshareholding and 
 limited liability companies 
 and
excessive 
 restrictions 
 on 	 company decisions and
operations, 
dealt with by Chapter 
8 of the Draft

Investment Law;
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(11) Uncertainty 
as to which law prevails when another

existing law conflicts with the Investment Law, dealt
with by Article 99 of the Draft Investment Law and

specific articlesi
 

(12) Lack of a well-developed banking and 
savings system,

discussed in Section 6.
 

The Draft Investment Law 4 
designed to eliminate most of these
obstacles for investors and significantly improve the investment
climate in 
the Y.A.R. No investment lad, by itself, could
eliminate all major
existing obstacles to investment in the

Y.A.R.
 

1.6 Policy Changes Outside the
of New Investment Law ar,!
Resuired to Overcome What are Unquestionably the Most
Serious Obstacles to Investment in the Y.A.R.. Namely, the
Controls Now Existing on Imports. Foreiqn Exchanae. Interest
and Prices as well as the Government Deficit and Means of

Financing It
 

The biggest incentive to investment in any country is always the
overall climate for business and investment, and while all 
of
these policies may well have been justified at the time they were
instituted, in the current circumstances they serve to encourage
inflation, consumption and smuggling and discourage --
even block
 -- productive investment. Section 3 of the Report examines the
individual and cumulative impact of each of these obstacles to
investment, and Section 4 considers briefly what could be done to
reduce or eliminate them.
 

(a) Price Controls Encourage Consumption and WasteCause
Shortaqes and Inflation and Directly 
 Discourage

Productionand Investment
 

Price controls encourage consumption by keeping 
the
price on the price-controlled item low and discourage

production and investment by limiting the return 
a
producer can make on his investment. While encouraging
consumption, price 
controls often cause inflation in
two ways: First, demand is increased by the low prices
at the same time that production is discouraged thereby
resulting in shortages. These shortages then result in
highly inflated prices for the price-controlled goods

in the black market.
 

The second way that price controls cause inflation is
that since local producers refuse to produce the pricqcontrolled 
 goods in sufficient quantities, the
Government sometimes takes 
on the burden of supplying
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them at loss
a --
 that is, below the world market
price. This adds 
to government expenditures and adds
to the deficit which in turn leads td more inflation.
 
(b) Exchange Controls Encourage Imports and Consumption,


But Dscourage Exports. Production and Investment
 

Exchange controls, used to maintain an overvalued rate
for the Yemeni Rial, 
render Yemeni exports that much
more uncompetitive on international markets, because
they are 20 percent more expensive, and encourages a
demand for and consumption of imports, because they are
automatically made 20 percent 
cheaper relative to
Y.A.R. products by the overvalued rate for the Yemeni
Rial. Note this means
that also that imported
production inputs 
-- i.e., raw materials and machines
become cheaper relative to Y.A.R. inputs such as Yemeni
labor and Y.A.R. produced materials.
 

(c) 	Import Licenses, Hiqh Customs Duties and Other Import
Restrictions 
Encourage Smuggling and consumption and
Cause Inflation While Blocking Production and Thereby
Discouraging Investment and Depriving the Government of
customs and Tax Revenues
 

Import restrictions encourage smuggling 
because huge
profits can be made by smugglers as a result of high
demand for imports created by inflation which spurs
Yemenis into buying imported goods before their Yemeni
Rials decline further in value and because alternative
goods are not being produced locally because exchangecontrols and import licensing prevent the import ofsufficient production materials. 
 In 	 turn, theGovernment loses revenue because customs duties are notcollected on the smuggled goods (as they would havebeen if the goods had been legally imported) and
profits taxes and salary taxes 
are not collected from
smugglers (as they would have been 
from legitimate

importers).
 

(d) Banking Controls on Deposits Cause Speculation Against
the Yemeni Rial and Capital Flight and Discourage

Productive Investment
 

Existing banking controls 
 on deposits discourage
Yemenis from saving and encourage speculation against
the 	Yemeni Rial, an well 
as speculation in land and
gold, high levels of consumption and capital flight by
paying inturest only on 75 percent of deposits, paying
interest on Yemeni Rial deposits at below the rate ofinflation, and restricting withdrawals of foreigncurrency without 
official approval. This drives
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Yemenis to stay away from banks, 
to speculate against

the Yemeni Rial by purchasing foreign currency, gold,
land or consumer goods instead of saving and to 
keep
foreign 
currency holdings out of the Y.A.R. banking

system.
 

(e) Interest Rate Limits on Loans
 

The maximum limits imposed 
on loans mean that banks
have no desire 
to make long-term loans to investment

projects because 
their cost 
of funds -- especially
given the high reserve requirements -- on deposits over
nine months exceeds the interest rata they can earn on
loans of the same duration or longer.
 

(f) The Government Deficit and Deficit Financg
 

The Government deficit,, which is financed primarily by
Central Bank borrowing from Y.A.R. commercial banks at
a 2 percent spread over the cost 
of funds to the
banks,;increases liquidity within the !domestic economyand produces inflation without increasing production, astrong deterrent to investment. Inflation also
encourages consumption, because of the psychology of"Buy today, because it will only be more expensivetomorrow." It 
also encourages Yezenis to 
speculate
against the Yemeni Rial 
by buying foreign currency,
gold and land as fast possible to protect the value of
their money.
 

(g) Summa
 

In summary, price controls, exchange controls, import
licensing and restrictions, banking controls 
and the
public deficit discourage production, savings and
productive investment but 
 encourage inflation,
consumption, imports, 
smuggling, monopolies, low tax
collections and corruption. Dismantling these controls
as outlined in Section 4 below is 
essential for the
Y.A.R. 
 to create a proper climate for serious
 
investments
 

1.7 Policy Chancre Needed 
to Vastly Imrove the 
 Y.A.R.

Investment Climate 

As is outlined 
in detail in Section 4 of 
 this Report,
simultaneously with enacting the Investment Law, the Government
should move rapidly to take the following ateps in 
the order

indicated:
 

(a) Abolish price controls except on monopolies;
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(b) Eliminate controls on foreign exchange rates;
 

(c) Permit importers to import freely using thair 
own

foreign exchange;
 

(d) 	Reduce 
 customs duties on productive machinery,
equipment, instruments and tools to 
 zero or one
 
percent;
 

(e) 	Change customs duties 
to ensure adequate but not
excessive protection for Y.A.R. infant industries;
 

(f) 	Reduce customs duties on non-essential goods by enough
to drive smugglers out of business;
 

(g) 	Reduce the government deficit by increasing revenue and
cutting 
 spending with international financial
 
assistance if necessary;
 

By removing import restrictions as outlined in Section
4, te Government will 
greatly inqrease revenues by
collecting more customs 
duties and profits taxes on
legitimate importers 
which it is 
not 	now collecting
from smugglers. Otherwise, the deficit must be reduced
by cutting government spending as as
much possible,
seeking assistance from 
 international 
 financial
institutions 
 or through bilateral arrangements if
 
necessary.
 

(h) Increase interest rates on Yemeni Rial bank deposits to
substantially above the inflation rate;
 

(i) Slowly ease restrictions on international capital

movements into arid out of the Y.A.R.;
 

The above measures will be substantial incentives for Yemenis to
deposit their Y.A.R. and 
foreign currency in Y.AoR. banks 
and
savings institutions 
and 	once 
again attract worker remittances
into the country's financial institutions, mobilizing them 
for
productive investment 
in projects. By increasing the real
interest rate on Y.A.R. currency deposits to suSstantially above
the inflation 
rate, Yemenis 
will reduce their purchases of
foreign currency and speculation against the Yemeni 
Rial. By
allowing Yemenis the opportunity freely to transfer their foreign
currency deposits out of Y.A.R. bank deposits, they will not be
afraid to bring them in the first place.
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1.8 
 TiMinf and Secruence of Policy Changes Extremely Imyortal
 
The timing and ordering of above
the actions is extremelyimportant and should occur as outlined in detail in Section 4.11
 
generally as fol7ows:
 

(a) 	First Liberalize 
 Trade and Begin Reducing the
 
Government Deficit
 

This 	would be done by taking the actions described in
Sections 4.1  4.7 	with respect to ending controls on
prices, foreign exchange rates and imports and reducing
customs duties to outsell the smugglers and increase
government revenues 
from customs duties and 
profits
taxes collected from legitimate importers
 

(b) Next*Liberalize Domestic Y.A.R. Financial Market
 

Only when the deficit is under control and trade has
been liberalized as described in subsection (a) above
should the domestic financial market be liberalized and
domestic interest rates raised to positive real values
 as outlined in Section 4.8
 

(c) Finally, Slowly Remove Restrictions on InternationJ
CaDital Movements Into and out of the Y.R.
 

Then,, only after the domestic capital market has been
liberalized 
should controls on international capital
movemente into and out of the Y.A.R. be removed slowly
and carefully as described in Section 4.9.
 

1.9 	 Policy Chance Advantage-

The 	benefits of the foregoing program 
for 	the People and
Government of the Y.A.R. are as follows:
 

(a) 	Imports will be discouraged and Y.A.R. production of
import substitutes and exports will be encouraged bygiving Y.A.R. products an immediate 20 percent priceadvantage in the domestic 
and 	international 
markets

because of floating the Yemeni Rial;
 

(b) 	An a result, productive investment in the Y.A.R. will

receive a powerful incentive;
 

(c) 	Moreover, Y.A.R. producers will be encouraged to
replace imported inputs and foreign labor which would
suddenly be percent
20 	 more expensive with Y.A.R.

materials and Yemeni labor;
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(d) As interest rates are inrreased and restrictions eased
 on Y.A.R. financial markets and international capital
movements, net foreign 
 capital inflows will be
attracted into the country's banks thereby mobilizing

capital for productive investment;
 

(e) 	In addition, capital flight will 
be discouraged when
Yemenis realize 
that they can receive the same or
better benefits by keeping their money here as by

depositing it in London, New York or Bahrain;
 

(f) 	As imports are discouraged and smuggling reduced and
Y.A.R. production increases in response to 
 the
encouragement 
of a better market position for the
Y.A.R., 
the balance of payments will improve, thereby
promoting even greater investor and creditor confidence
and giving the country yet more resources to develop

its human and physical infrastructure;
 

(g) 	The Government will obtain 
substantially increased
 revenues from collecting customs duties, profits taxes
and salary taxes from legitimate importers and
investment projects 
and 	from their wholesolers and
retailers which not
are now being collected from
 
smugglers;
 

(h) 	The gainers- from these policies will be those who standto benefit from a better international market positionfor the Y.A.R., namely, manufacturers, farmers, the
tourist industry, workers and the unemployed; and the
jovernment will 	 from
benefit increased revenues and
respect among the people for having reduced smuggling
and increased production and investment in the country.
 

1.10 If Properly Managed the Recommended Policy Changes Will not
Cause Inflation But Will Reduce Inflation!
 

It has been suggested that by allowing the foreign exchange rate
to 
float and to allow private importers the right to use their
own foreign exchange, inflation 
will result. But inflation
results from government deficit spending. 
 As noted above, an
essential part' of the program 
is reducing the deficit throughincreased revenues and spending restraint. This is essential inorder to maitain the incentive for the production in the Y.A!.R. 
of exportable apd tradeable goods. 
Liberalizing the trade sector in a way that will reduce oreliminate smuggling, in the manner outlined above will be apowerful force for reducing inflation by increasing Governmentrevenues from customs duties and taxes 
on importers and by
dropping the price of legitimate imports which will 
take the
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place of more expensive smuggled goods. 
 Moreover, much of the
inflation already has been 
absorbed by the Government's wise
policy of allowing the informal free market of currency exchange

to continue.
 

Moreover, the fact is that the Y.A.R. already has inflation which
is evident in the market place and 
caused by policies which
encourage smuggling, consumption and land speculation instead of
investment and production. 
 Even if inflation does result, 
it
will 	be inflation with growth and investment which is far better
than 	inflation 
with 	little 
or no growth or investment which is
what 	the Y.A.R. currently is facing. 
 With 	a population of ten
million people., half of whom are 
under the age of fifteen, and
growing at 3 percent per year 
one 	could venture to say that
inflation with growth in productive investment is better than no
inflation and no growth.
 

1.11 General 
Timing: Now is the Most Opportune Time to Take
 

For the Y.A.R., now is the opportune time to begin these reforms
with 	liberalization of the exchange rate and the trade sector and
deficit reduction. 
 This 	would be a powerful message to Yemeni,
Arab 	and foreign investors world-wide that the Y.A.R. is serious
about encouraging and promoting real 
investment in the
By implementing these policy changes 	
country.
 

now, the Y.A.R. would be
well-positioned for competition within the ACC. 
 Moreover, the
Y.A.R. already is in a strong position to begin because:
 

(a) There are substantial liquid assets Yemeni
in hands
which could be put to immediate use for investment;
 
(b) 	The Y.A.R. policies 
of 	 exchange controls, import
restrictions and price controls are relatively new and
 

not entrenched;
 

(c) 	The Y.A.R. has relatively little foreign debt, compared

to many other countries;
 

(d) 	The differential 
between the official rate and the
informal market 
rate for the Yemeni Rial is not so
overwhelming that the adjustment would be unacceptably

painful;
 

(e) 	The Y.A.R. should be able 
to obtain assistance, if
needed, to =arry it through any adjustment period from
bilateral or international sources if it were to carry
out the proposed program;
 
(f) 	The Y.A.R. is now enjoying revenues from oil which give
 

it a cushion 
against any short-term adverse 
social
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effects which may occur and will enable it to carry on
its vital functions of providing the Y.A.R. people with

security, education and infrastructure.
 

1.12 Review and Analysis of the Draft Investment Law
 

Section 5 of this report 
reviews and analyzes the Draft
Investment Law article by article or 
chapter by chapter, as
 
relevant.
 

The driving concept behind the law is 
to substantially enhance
the investment climate in the Y.A.R. by eliminating -r reducing
as many of the obstacles described in Sections 2 and 3 of this
rep.rt as possible and by providing substantially increased
facilities for invostors and incentives for desired investments.
 

In that regard, the main features of the Draft Investment Law are
 
as follows:
 

(a) 	Articles 21 and 22 remove foreign exchange burdens from
the -Government and give investment projects the right
and responsibility to obtain their nwn foreign exchange

for project purposes.
 

Article 21 on foreign currency bank accounts providesthnt. project foreign currency accounts may be creditedwith foreign currency from foreign invested capital,
foreign loans, proceeds from exports, proceeds 
from
sales to the domestic market 
in foreign currency as
well as from any person, private 
or public, holding
foreign currency within the Republic or outside of it.
At the same time, Article 22 makes'clear that projects
shall have both 
the right and the resmonsibilitv to
obtain their own foreign exchange from any source,
private 
or public and, equally important, that the
Government will be under no obligation to provide
foreign exchange to projects. This article thereby

relieves the Government of an impossible burden: That
of guaranteeing to meet the foreign currency needs and
demands of private investment projects.
 

Under Article 21.D., projects can use their foreign
currency accounts to make any and all foreign currency
payments required to establish, implement and operate
their projects including payment for fixed assets,
imported production materials, working capital, loanrepayments, royalties 
 and other fees for foreign
technology transfer and transfer 
 of profits or
repatriation of capital pursuant to Articles 24.and 26.
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Modelled on similar 
 provisions in the Egyptian
investment 
law, these clearly are the most 
important
provisions in Draft
the Investment Law dealing with
what is by far the most serious obstacle to investment
in the Y.A.R.: namely, the current inability of foreign
investors to obtain and use their own foreign exchange
to import investment project requirements and
technology. 
 Without these facilities, there will 
very little private investment in the Y.A.R., 
be
 

no matter
how many other guarantees, rights and exemptions 
are
given to investors. 
 As Dean SalacUse of the Fletcher
School of Law and Diplomacy has said, "Foreign exchange
is the mother's milk of investment." 
 Without providing
free access to foreign exchange, a dynamic program of
large-scale private investment wiJll not be possible.'
 

Providing these facilities on the-.'other: hand, willchannel the foreign exchange now being. invested byYemenis in smuggled goods, land and foreign countriesinto productive investment thein Y.A.RY! I :n addition,nothing is more: important for attracting foreign
investors than providing these rights'and facilities.
 

(b) Article 28 gives an investment project the license
to import 
all fixed assets and production materials
needed to establish and operate the project. 
Since allproject imports will be financed with the project's ownforeign exchange using the foreign 
currency bank
account authorized by Article 21, there will be no need
to have the import license approved by the CentralBank. In other words, the project's original licensewill serve its
as license 
 to import project
requirements. To survive, projects must ablebe toimport their production needs freely. 
 Currently,
projects wait many months in 
some cases to obtain
import licenses and then get them for only 30 
to 40
percent, at most, of their needs. 
 Once the government
rids itself of the burden of supplying foreign exchange
for investment project imports, investors will be able
to plan accordingly to provide 
their own foreign

exchange.
 

(c) Article 29 provides customs exemptions to projects on
fixed: assets and materials required for their
establishment.
 

(d) Article 30 gives investment projects a reduction of
customs duties on production materials to the extent
necessary to compete with equivalent finished ,imports.

(e) Article 24%grants the right to transfer abroad profits


attributable to foreign invested 
capital using the
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project's Article 
21 foreign currency bank account.
Similarly, Articles 25, 26 
 and 27 provide for
repatriation of foreign 
invested cabital various
in
circumstances. 
 Again, all such transfers must be
funded by the project's own foreign currency, not by
that of the Government. 
 The right to transfer profits
and repatriate capital 
are fundamental to attracting
foreign investment and are reflected in most investment
 
laws.
 

(f) A principal,objective of the law is to attract foreign
capital held by Yemenis into investmen.t projects in the
Y.A.R. 
 The means of realizing this objective is to
guarantee Yemenis 
 the same rights as Arabs and
foreigners with respect to the foreign capital invested
by them -- that is, the 
right to transfer profits
abroad -in respect of their foreign invested capitalunder 
Article 24 and to repatriate foreign 
invested
capital under Articles 25 and 26. Thus "ForeignInvested Capital" is defined by nature and source, not
by the nationality of. its contributor. Similarly,
Articles 7 and 8 guarantee freedom of investment and
equal treatment of investors 
with the idea that Yemeni
investors should be treated as well as foreign and Arab
investors to encourage them to 
invest their foreign

capital in the country.
 

(g) Although Yemenis are invited to invest foreign capital
owned by them, 
Arab and foreign investors are
permitted not
to invest Yemeni Rials 
 to establish a
project, except 
 in the case of a debt-equityconversion. 
 In this case, under Article 3.A.(29), aforeign investor can purchase a foreign currency debtobligation of the Y.A.R., exchange it for Yemeni Rials
at the Central Bank at the face value of the obligation
and invest the Rials so obtained in a project in the
Y.A.R. Such an investment would still be considered
"Foreign Invested Capital" for all purposes of the law,
including 
 profit transfers abroad 
 and capital

repatriation rights.
 

(h) Chapter 7 establishes a streamlined licensing system
which eliminates much of the duplication present in the
existing system by leaving most projects to be licensed
administratively 
and having only 
highly sensitive
projects reviewed 
 and approved by a high-level
government body. 
Moreover, the principle of the system
will be to 
allow all projects to proceed unless they
are prohibited or clearly to
fail come within the
State's Socio-Economic Development Plan. 
Thisapproach
will be possible 
because all projects will now be
responsible to provide their own foreign exchange to
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meet their requirements and the burden will no 
longer
be on the Government.
 

(i) Article 16 guarantees projects freedom from controls on
profits and salaries and prices except in the case 
of
monopolies and 
 price 
 fixing and except under
extraordinary circumstances in the 
case 	of a specified
list of essential goods. In 
addition, Article
guarantees projects against economic discrimination and
Article 14 gives investors 
the right and freedom 
manage their projects in accordance with 
to
 

business
conditions 
as they see them. Theso guarantees are
essential to attract 
 private inveitment into the
 
country.
 

(j) 	 Article 23 seeks to remove the disincentives to banklending to investment projects by reMoving governmentimposed limits 
on interest rates 
ont loans, providingcreditors ;with 
a means of perfecting, and enforcing
mortgages. and ensuring that interest and otherobligations. of 
a debtor continue ,to accrue 
until a
judgement -is awarded, rather 
than being..; suspended by
the initiation of legal action.
 
(k) 	Articles 20, 21 and 	23 ensure that projects will
receive interest on the full amount of their depositsregardless, of reserve requirements and that such rates
can be freely negotiated with the bank and 
are 	not
subject to imposed limits.
 

(1) 	 Article 10 guarantees projects the right to own landand provides a recording system to ensure clear title 
to land. 

(m) 	Chapters 3, and 4 establish performance-based: tax andcustoms, exemption incentives for projects which meet
specified conditions and objectives. :Such exemptions
will be granted only upon proof of performance and not
automatically with the license as follows:
I 

(1) 	To' qualify for 
the longer tax exemption periods
specified in Chapter 3, specific requirements must
be met regarding the nature, location and value of
new 
fixed assets and paid-in capital of the
project, as well 
as whether it is a shareholding
company with 25 percent of its shares held by the

publicl
 

(2) After the tax exemption period is competed,
Chapter 4 provides incentives in the form of

exemptions and rights to encourage:
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(A) 	Project expansion and upgrading,
 

(B) 	Exports;
 

(C) 	High value added to thp national economy by
saving or earning foreign exchange and using

local materials; and
 

(D) 	Employment of Yemenis.
 

(n) All Projects, however, will receive certain basic tax
 
exemptions specified in Article 33, namely:
 

Cl) 	 Exemption of capital from proportionate stamp duty

and other direct taxes and imposts on capital;
 

(2) 	Exemption from proportionate stamp tax of all
 
contracts relating 
to a project's establishment,

operation, expansion or upgrading;
 

(3) 	Exemption from 
the 	tax on salaries of foreign
workers 
of a project of actual amounts paid in
respect of housing the employees, educating their
children in the 
 Y.A.R. and and
air sea
transportation in bringing the employees here and

repatriating them;
 

(4) 	Exemption 
from real estate transfer tax of all
purchases and sales of real 
estate for project

purposes and from profits tax interest on loans to
finance investment costs and for three years 
on

technology transfer feest
 

(5) 	Every project will receive a four-year exemption

from profits and real estate taxes, starting from

the 	date of the license rather than the date of
commencing operations in order to encourage quick

implementation of the project.
 

(o) 	Article 32 provides projects with less 
costly and
faireriprocedures to obtain work permits and visas for
foreign experts, managers and employees.
 

(p) 	chapter 6 establishes an independent Investment

Promotion Authority with the power to license projects
and 	the task of promoting and facilitating investment
in the Y.A.R. 
Although this is the sole responsibility

of the. IPA, Article 5 makes it the duty of 
every
Government Official to facilitate 
the 	implementation

and operation of all projects.
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(q) 	Chapter 8: facilitates 
the 	formation and operation of
shareholding and 
limited shareholding companies
investment projects a 	
for
 

as means to help mobilize
 
capital.
 

(r) Chapter 9,provides a system of rules and procedures for
the 	establishment 
and 	operation 
of free zones for
export industries.
 

(s) 	Chapter 11 provides the grounds for license
cancellation, withdrawal 
of rights and penalties for
violations. 
 But 	Article 19 guarantees projects that
licenses will be
not cancelled, property seized or
projects nationalized without 
a court order. based on
clear and convincing evidence and aispecific provision
of law issued after a judicial, hearing lin which theproject or the investor, as the casei'may be, has had an
opportunity to participate. 

(t) 	In addition, Chapter 12 provides projects and investors
with a system of administrative appeals, Chapter 13
guarantees the right to, and provides a c,.mplete system
for, binding arbitration or litigation, to settle
disputes with 
 the government, among investors
themselves and between projects 
and 	third parties.
This 	should be read in connection with Article 18 which
also guarantees investors the rJght to 	 sue andarbitrate in respect of disputes.
 

(u) 	Article 9 thatensures projects will be governed byrules relating to the private sector,.even if a project
has 	 up to 75 percent government or public sectorparticipation, and Article 12 assures projects that the
publicisector will not subsequently monopolize the sale

of their produrts
 

(v) 	Numerous provisions 
 seek to ensure stability and

predictability in the law:
 

(1) 	Discretion with respect to providing exemptions is
restricted 
to highly sensitive projects under
Articles 61-63 highly
or 	 significant projects
which' 
 awarded
can 	be special privileges by the
Cabinet or the IPA Board of Directors. Otherwise,
rights and exemptions are 
 either provided
automatically to all projects under Chapter 2 or
must 	be awarded on the basis of performance under
 
Chapters 3 and 
.
 

(2) 	Article 17 ensures that the law cannot be modified
except by anothr law specifically referring to it
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and 
that rights granted cannot be taken away eM
 
post facto;
 

(3) 	Article 99 requires that all existing laws be
modified or cancelled to 
the 	extend required to

give 	full effect to this law;
 

(4) 	Finally, 
to provide flexibility, some matters
relating to minimum 
 qualifications for 
 tax
exemptions and other matters may be amended by the
Cabinet or by the IPA Board, but only once 
every

five 	or three years as provided in Article 81.
 

1.13 	other Obstacles to Investment
 

Section 6 reviews obstacles to investment not dealt with by the
law or Section 4 of this Report as follows:
 

(a) 	Lack of a well-developed competitive banking system to
mobilize savings and finance investment throughout the
 
cotutry;
 

(b) 	The need for developing physical infrastructure

facilities to attract investment, such as industrial
estates, free 
zones 
and 	new urban cormunities where
preplanned factory sites 
are supplied with watar,
power, sewage and transportation facilities;
 

(c) 	Excessively high internal transportation costs;
 

(d) 	Relatively low literacy rate;
 

(e) 	Need for higher training in management and business;
 

(f) 	Need for professional lawyers, 
judges, accountants,
auditors, and engineers trained 
 in the needs of
investment projects in their respective fields;
 
(g) 	Need to survey and map the entire country and develop a
modern land recording system based 
on the Australian
 

system;
 

(h) 	A slow and restrictive visa system which must be
streamlined to attract investment.
 

1.14 	Recommended Follow-on Activities
 

Section 7 of the Report details the follow-on activities need to
 
support the New Investment Law upon its promulgation:
 

21 



(a) Immediately 
 upon promulgation, tAe 
 Minister will
distribute copies of the law to all government offices
and the 
public pending publication in the
 

(b) Within 90 days, the Minister'must prepare and issue the
executive regulations a'd the official forms, including
the form of applicat.ion to establish projects,
licenses, certificates, etc. 
as well 
as model articles
of incorporation and statuten for projects.
 
(c) As soon as possible, senior officials responsible forimplementing the law should make observation visits to
countties 
which have been successful in promoting


investment.
 

(d) Training and orientation of officials of the IPA andother Government Organizations concerned
. wit,investment and investment project activities.
 

(e) Review and Revision, of other laws 
procedures and
pract~ces affecting investment.
 

(f) Review of tax administration and procedures; and
 
(g) Establishment of economic
an 
 policy analysis unit
placed at a high level within the Government.
 

SECTION 2
 
OVERVIEW OF OBSTACLES TO INVESTMENT IN THE Y.A.R.
 

2.1 A Primary oblective of Investment La is to Reduce theObstacles toInvestment in the Y.A.R.
 

One of the objectives of enacting a new investment law is toreduce or eliminate legal and 
non-legal obstacles to both
national and foreign investment in 
:he Y.A.R. Passing such a law
would raise the nation's standing relative to others who are also
competing for investment funds around the world
foreign funds, but those 
-- not only for
of Yemenis as well. One 
of our
discoveries during our stay in the Y.A.R. is that many Yemenis
holding U.S. Dollars and other foreign currencies are investing
them abroad, not only in foreign bank deposits and securities but
even 
in projects in Thailand and Malaysia. Creating the right
climate for investment in the Y.A.R. would encourage many Yemenis
to invest in their 
own country. This in 
turn would be a key
factor in attracting Arab and foreign investment to the Y.A.R.
 

22 



Certainly this has been the experience of Egypt which radicallyrevised its Investment Law in 1974 expecting to attract foreigninvestment. 
Bdt the first result of the 1974 Egyptian Law was to
stimulate Egyptians to invest in their own country. Foreign
investors then followed. 
But even today, statistics show that 65
percent of all investment in Egypt under the investment 1974 law
has 	been by Egyptians, in foreign currency as 
well as Egyptian
 
currency.
 

2.2 	 The World-Wide Competition for Iivestment
 

Many countries today are 
competing hard for foreign investment.
Ireland, for example, provides a tax-free cash gran 
of up to 50
percent 
of the value of certain high-priority investments.
Similarly, France offers cash grants of more than 50 percent to
high-technology companies which locate in certain areas which the
government wants to develop. These grants are made tN_th thegovernment taking back any 	 shares, or seats on the BoardDirectors or any kind of control of the project.	 
of 

Within the Middle East region, competition for'foreign investment
is also very 
strong. Turkey, for example, provides cash
assistance to selected investment projects from a special fund,
though on a lesser, scale 
than France or Ireland. Under its
recent 
(1987) law for industrial investment, Tunisia pays 50
100 	perccnt of the costs of 
to


constructing the infrastructure
nece3sary to implement projects in designated areas, as well as
all 	of the employer's social security 
contribution 
for 	five
years, renewable for another five years. 
 Closer to the Y.A.R.,
Egypt, Iraq and Djibouti have all recently revised their laws to
reduce obstacles and offer more 
 incentives to encourage
investors. Dubai's 
efforts and energy in promoting investment
there are well-known, and 
Bahrain has developed itself as an
international financial center.
 

2.3 	Advantages Offered Investors by the Y.A.R.
 

Although it faces significant competition for 
investment funds
(both foreign and Yemeni), the Y.A.R. also offers substantial
advantages to the prospective investor:
 

(1) 	A highly strategic location at the juncture of the Red
Sea, the Gulf of Aden and the Indian Ocean;
 

(2) 	A good business location near the markets of such oilrich countries as Saudi Arabia, Oman, Qatar, the United
 
Arab 	Emirates and Kuwait;
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(3) 	 A very temperate, pleasant climate relative to

surrounding countries;
 

(4) 	The greatest amount of arable 
land in the Arabian
Peninsula with sufficient rainfall to grow seasonal
fruits and vegetables for export to 
markets within

1,000 miles;
 

(5) 	Perhaps 
the 	most exciting possiblities for tourism
development in the Middle 
East 	today with beautiful
scenery and architecture, fascinating culture, friendly
and 	hospitable people, historic 
sites, and again, a
 very 	pleasant climate;
 

(6) A relatively good financial position with 
a small
international debt and significant cash liquidity which
could be put 
to use,;in productive investments almost
 
immediately;
 

(7) 	Ample supplies of electricity for industry;
 
(8) 	Substantial reserves of natural gas which some day can
 

also supply energy to industry;
 

(9) 	Significant oil resources;
 

(10) 	A reasonable profits tax rate; and
 
(11) 	A large and growing population of people whose basic
honesty, self-confidence 
 and dynamism is known


throughout,the world.
 
In this regard, it is important to note that the key to economic
development is people, not natural riches. 
 The.most successful
countries 
in the world today, economically, 'have almost
significant natural resources to speak of: 	

no
 
Switzerland, a small
country which has the highest per capita income of any country in
the world; the city state of Singapore, which has the highest per
capita income 
in Asia after Japan; Hong Kong; Taiwan and South
Korea, which both also have large defense establishments; and, of
course, 
Japan itself, which has gone 
from feudalism only a
hundred years ago and total defeat at the end of World War II to
the economic giant of today's world economy.
 

Without significant 'natural 
resources all these
of countriesdepend on imports and, of course, exports. They have succeededby giving top priority to educating their people; 
then 	building
their infrastructure; and then to following policies designed to
encourage investment, savings and pride of workmanship.
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2.4 The Y.A.R.es 
Standina in the World-Wide Competition for
 
Investment
 

Despite the 
Y.A.R.Is significant advantages, a September
world-wide survey measuring the 
1988

investment climate in 95 non"...),munist countries according to 14 key factors found that theI.Ao". was one 
of *the least desireable countries for 
foreign
investment. 
In fact it was fourth from the bottom, behind almost
every Arab and African country surveyed, including the oil-rich
countries, Tunisia, Morocco, Jordan, Algeria, Egypt, Chad, Sudan,
and even Syria, Somalia and Libya. Only Surinam, Burma and Iraq
ranked lower, and Iraq has since changed its investment law. The
14 factors 
and the rankings of the countries are listed
Appendix A to this report. in
Areas of concern to investors in this
particular study where the Y.A.R. scored low were ease of access
to foreign exchange, the 
approval process, dispute settlement,
ease of obtaining work permits for 
foreign employees, profit
repatriation restrictions, 
 investment incentives, domestic
economic performance, international economic performance, andlabor conditions.
 

Moreover, according to the "Report on the Investment Climate inthe Arab Countries for 1988" 
 by the Arab Organization for
Investment Guarantees, 
the Y.A.R. received no investment from
other Arab countries in 1988, either from private sources or from
joint Arab projects. This is contrasted with the three countries
at the top of the list: Egypt, US $ 51 Million; Tunisia, US $ 41
Million; 
and Morocco, US $ 39 Million. A list of the main
factors affecting the decisions 
of Arab investors in 1988 as
compiled from the Arab Investment Guaiantee Organization's Report
is contained in Appendix B to this report.
 

2.5 Overyiew of Obstacles to Investment in the Y.A.R.
 

While these are only two studies surveying investor concerns, our
research indicates that there are indeed a number of seriouslegal and non-legal obstacles to private foreign and local
investment in the Y.A.R. as follows:
 

(1) The pervasive system of government controls over
economic and financial 
life in the Y.A.R. -- namely,import licensing, channelling 
all foreign exchange
transactions through the Central Bank, interest ratelimitations 
 and price controls -- all of 
 which
 encourage smuggling and consumption and discourage
productive investment as described in greater detail inSection 3 and to be dealt with by the actions set forthin Section 4 of this report and Articles 21 and 22 of 
the Draft Investment Law; 
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(2) The size of the Government's deficit and its financing
through borrowing also discussed in greater detail 
in
Section 3 with recommended remedial actions described
in Section 4 of this report;
 

(3) The concept prevalent in existing 
legislation and
regulations that every investment project is prohibitedunless it is specifically permitted and the resultingwasteful bureaucratic procedures and delays inherent inthe existing system of licensing projects and thenseparately licensing every phase 
of their activities
including their imports, exemptions, companies, foreign
workers, expansions, upgradings, and production levels,
dealt with by Chapter 7 of the Draft Investment Law on

licensing;
 

(4) Powerful disincentives 
to bank lehding. to investment
projects described in Section 3 and the commentaryArticle 23 and dealt :with 
on 

by actiops, suggested inSection 4, Article and20 23 of the Draft Investment

Law and Section 6;
 

(5) The negative attitudes generally 
 of government
officials toward 
 private 
 sector, business and
investment, discussed and dealt with by Article 5 of
the Draft Investment Law and in Section 6;
 
(6) Lack of an effective system of establishing clear title
to land, dealt with 
by Article 10 of the Draft


Investment Law;
 

(7) Lack of a clear and certain system for arbitrating
disputes, dealt with 
by Chapter 13 of the Draft

Investment Law;
 

(8) Lack of stability in enforcement of the law and
investors," rights, dealt with by Articles 17, 18, 19and 81 and Chapter 13 of the Draft Investment Law;
 
(9) Use of police by government officials and private
parties to resolve civil and commercial disputes, dealt
with by Article 19 of the Draft Investment Law;
 
(10) Lack of clear judicial authority to revoirse ministerial
 or governmental decisions which are 
contrary to clear
provisions of the law or which have no authority in the
law, dealt with by Articles 18 and 19 aaid Chapter 13 of
the Draft Investment Law;
 

(11) A customs drawback system to encourage exports whichdoes not work, because the drawback is often never paid
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and cannot be collected, dealt with by Article 41.B.
 
and C. of the Draft Investment Law;
 

(12) A rigid system of restricting customs exemptions to the
letter and not 
allowing for reasonable variations in
prices, delivery dates, nature of the item etc., 
dealt

with by Article 29.C. of the Draft Investment Law;
 

(13) Delays 
in obtaining customs exemptions and in customs

clearing procedures 
which lead to added costs to
investors for demurrage and storage charges which
sometimes render 
 the Customs exemption almost
worthless, dealt with by Articles 29.E. and 67 of the

Draft Investment Law ;
 

(14) A customs tariff which sometimes imposes heavier duties
 on raw..materials used by Y.A.R. producers than on the
finished equivalent imported product, dealt with byArticle 30 of the Draft Investment Law;
 

(15) Long, costly and repetitive; procedures to obtain work
permitsl for foreign experts, managers and othersmployees, addressed A.ticleby 32.A. of the Draft 
Investment Law;
 

(16) Direct taxes on capital, including the proportionate
stamp tax zakat andand the equivalent tax onforeigners, addressed by A.rticle 33.A. of the Draft 
Investment Law;
 

(17) The proportionate stamp ontax the value of contracts,
also dealt with by Article 33.A. of the Draft 
Investment Law;
 

(18) Lack of a clear system for taxing and enforcing
royalties, fees and other 
payments for transfer of
technology, dealt with by Articles 33 and 83.B. of the
 
Draft Investment Law;
 

(19) A system of basing tax incentives on the license,
rather 
than on actual performance, dealt with by

Chapters 3 and 4 of the Draft Investment Law;
 

(20) Vagueness and uncertainty created by giving the
Minister and the licensing authorities too much
discretion instead of providing a stable, clear andpredictable set of rules for investors and officialsalike, dealt with by Chapter 7 of the Draft Investment

Law on licensing and by trying to remove vagueness,
uncertainty and unnecessary discretion from the entire
 
law;
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(21) Lack of a single organization with whom investors 
can
deal which has sufficient authority and power to issue
all 
 needed licenses to establish and operate an
investtent project and which will 
support and assist
the investor in relations with 
 other government
organizations, dealt with by 
the creation of the
under Chapter 6 of the Draft Investment Law; 
IPA
 

(22) 	Unnecessarily difficult procedures to 
form 	and operate
shareholding and limited 
 liability companies and
excessive restrictions 
 on 	 comrany decisions and
operations, dealt 
with by Chaptnr 8 of the Draft
 
Investment Law;
 

(23) 	A tendency on the part of government :officials
interpret to
the law as -they see it usually to the
detriment of an investor and often .contrary,to clearly
stated :.provisions-; ;of the 
 very 'law they are
"interpreting," dalt with by Articles!'5,iand: 99 of the

Draft Investment'iaw;
 

(24) Lack of rules governing free zones in the event thatthey are established, dealt with by Chapter 9 of theDraft Investment Law;
 

(25) 	Uncertainly 
ars to which law prevails when another
existing law conflicts with the Investment Law, dealt
with by Article 99 of the 
Draft Investment Law and
 
specific articles;
 

(26) 	Lack of sufficient physical infrastructure facilities,
such as roads, deep-water port facilities, industrial
 
estates, etc., discussed in Section 6;
 

(27) 	Low literacy 
 rate and low skilled labor force,

discussed in Section 6;
 

(28) 	Excessively high rates for transportation within thecountry, discussed in Section 6;
 

(29) Lack of a well-developed banking and savings system,
discussed in Section 6; 

(30) 	Lack of efficient Governmental systems and trained
officials to with business
deal modern 	 enterprises,

discusmed in Section 6;
 

(31) 	A somewhat restrictive 
 and slow visa system and
requirements for exit visas discussed in Section 6.
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As noted above, many of the above listed obstacles are more fully
analyzed and explained in the article by article analysis of the
Draft Investment Law which follows in Section 5 below.
The Draft Investment Law is designed to eliminate most of these
obstacles for investors and significantly improve the investment
 
climate in 
the Y.A.R. No investment law, by
eliminate all existing major to 

itself, could
obstacles investment in the
?.A.R. Other obsutacles both legal and nonlegal must be addressed
by other means, as discussed in Sections 3, 4, and 6 of this
 
report.
 

One of the primary functions of an investment law is to serve as
a message to 
the world on the policy of it country towardinvestment: For some countries, the primary message is that
investment must be controlled 
 and restricted. 
 For other
countries, the 
message is that investment must 
be encouraged.
Based on our interviews 
with ministers and -other government
officials, we understand that the 
intended purpose of the
Y.A.R.'s new investment law will be to reflect 
a policy to
encourage investment. 
 If we are correct in our understanding,
then, as is discussed below 
in Sections 4 and 
6, it will be
necessary to effect some major law and policy changes in addition
to enacting a new investment law, partly by returning to some of
the policies that were previously followed in the 
early 1980's

and partly by initiating new policies.
 

In Egypt, as 
is well known, enactment of the 1974 Investment Law
43 presaged an overall change in policy from a closed, centrally
controlled (and :stagnating) economy to a much: more 
open, less
controlled 
and dynamic one. Accordingly the 1974 Egyptian
investment law sought to remove what were 
overwhelming legal
obstacles to private investment in Egypt because of restrictions
contained in virtually all of the laws affecting investment: The
foreign exchange laws, the companies laws, 
the tax laws, the
labor laws, etc. Thus, 
the 1974 Egyptian law is virtually a
catalog of exceptions to all of those laws.
 

Thereafter, the Egyptian Government and legislature proceeded to
gene ol y reform the laws affecting investment and business in
Egypt paioing in succession a reformed Foreign Exchange Law 97 of
1976 giving every private citizen and company the right to hold
his own foreign exchange and transfer it abroad freely, 
a
reformed Companies Law 159, a reformed Income Tax Law 157 and a
reformed Labor Law 137 
all in 1981. As indicated by the
obstacles listed above and will
as appear from the discussion
below in Sections 
3, 4 and 6, much will have to be done in
addition to enacting a new investment law to create in the Y.A.R.
 a suitable climate for investment.
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SECTION 3
 

THE MOST SERIOUS OBSTACLES TO INVESTMENT IN THE Y.A.R.:
 

THE PUBLIC DEFICIT AND GOVERNMENT CONTROLS ON 

PRICES, FOREIGN EXCHANGE, IMPORTS AND INTEREST RATES 

Policy changes outside of the new investment ldw are required to
overcome what are unquestionably the 
most serious obstacles to
investment in the Y.A.R., 
namely. the controls now existing on
imports, foreig exchange, interest and priceh as well as the
government deficit means
and of financing it. The biggest
incentive to investment in any country 
is always the overall
climate for business and investment, and while, all of these
policies may well have been justified at;'the- time they were
instituted, in the current circumstances they':serve;to encourage
inflation, consumption and smuggling and discourage-- even block
-- productive investment. 
Let us now examine 'the individual and
cumulative impact eachof of these obstacles :to investment andconsider in Chapter 4 briefly what could be done to reduce or
eliminate them:
 

3.1. Price Controls Encourage ConsumDtion and Waste.CauseShortages and Inflation and Directly Discourage Production 
and Investment
 

Price controls encourage consumption by keeping the pride on the
price-controlled 
 item low and discourage production and
investment by limiting the return a producer can make on hisinvestment. While encouraging consumption, price controls oftencause inflation in two ways. 
 First, demand is increased by the
low prices at the same time that 
production is discouraged
thereby resulting in shortages. These shortages then result in
highly inflated prices for the price-controlled goods 
in the
 
black market.
 

This situation 
then feeds on itself, because persons having
control over 
such goods, being attracted by high black market
prices, themselves sell 
the goods into the black market. In
Egypt, for example, this happens in two ways. 
First, people line
up/at the government store to buy, say, chickens. 
When they are
available, ordinary people will buy as many as possible and sell
most of them into the black 
market. Second, sometimes the
officials in charge of these stores 
will themselves sell the
chickens into the black market, so that they never even reach the
 
aovernment store customer.
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The second way that price controls cause inflation is that since
local producers refuse to produce the price-controlled goods in
sufficient quantities, the Government sometimes takes 
on
burden of supplying them at a loss that is, 
the
 

-- below the worldmarket price. 
 This adds to government expenditures and adds to
the deficit which in turn leads to more inflation (and in turn to
More demands for price controls).
 

There 
are many examples from the Egyptian experience where price
controls have consistently discouraged local production,
encouraged massive consumption and, at the same time, resulted in
shortages and high 
prices in black markets and contributed
substantially to a huge government deficit. 
A few years ago, the
Egyptian goverument imposed price con
controls watermelons, a
popular fruit in Egypt. 
Overnight, watermelons disappeared from
the market completely, except for some sold at high prices in the
black market. The next year, very few watermelons were produced
but the government lifted the 
price controls with the result
that, in the 
following year, so many watermelons were produced
that the prices actually dropped of their own accord.
 

Similarly, a few years ago, green seedless grapes were very few
and very exper-ive. With no price controls, green grape
production hak. yrocketed to the point where they are nowplentiful and much cheaper. 
 Bread prices,, however, 
remain
controlled at a very low level with government bakeries producing
most of the bread at huge losses. 
Every year Egyptian newspapers
comment on how !wheat consumption per person in Egypt is thehighest in the world by far and how, because bread is so cheap,huge quantities :of it are fed to animals because it is so muchcheaper than animal feed. 
 Moreover, price controls are 
applied
only to legitimate investors and producers, not to smugglers and

black marketeers.
 

3.2. Exchange Controls Encourage Imports and Consumption. But
Discourage Exports, Production and Investment
 

Exchange controls, used to maintain an 
overvalued rate for the
Yemeni Rial, have numerous adverse effects on investment. In our
short stay here, the official rate has remained at YR 9.77 to US
$ 1, while in the informal market the rate has ranged between"YR
11.33 and YR 11.80, a difference of between 16 and 21 percent.
With this differential, few tourists or Yemenis holding U.S.
Dollars have much incentive to exchange U.S. Dollars through the
commercial banks, preferring 
the informal market for 
obvious
reasons. This differential also renders Yemeni exports that much
more uncompetitive on international 
marketsbecause they are 20
percent 
 more expensive, and encourages a demand for and
consumption of imports, because they are automatically made 20percent cheaper by the overvalued rate for the Yemeni Rial. 
Note
that this also means that imported production inputs -- i.e., raw 
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materials and machines become cheaper relative to Y.A.R. inputs
such as Yemeni labor and Y.A.R. produced materials. Thus Y.A.R.
producers are encouraged to import labor-saving machines instead
of using Y.A.R. labor and use imported rather than Y.A.R. raw and
intermediate materials.
 

3.3. 	Import Licenses, High Customs Duties 
and 	Other Imoort
Restrictions Encourage Smuggling and ConswMution and Cause
Inflation While Blockina Production and Thereby Discouraging
Investment and Depriving the Government of Customs and Tax
 

Import restrictions in the form of excessively high tariff rates,
import licenses and outright bans have the following bad effects 
on the investment climate: 

(a) 	Import restrictions reduce the overall, quantity of
goods available, thereby encouraging 'inflation and
increased demand for the now scarcer imports; 

(b) 	Import licenses establish monopolistic or oligopolistic

and 	 highly profitable positions for 	 the few who are
able 	to obtain import licenses;
 

(c) 	Import restrictions encourage smuggling beca'use huge
profits can be made by smugglers as a result of the
following:
 

(1) 	 The high demand for imports created by theovervalued exchange rate the
for Yemeni Rial
making*, imports 20 percent cheaper relative to 
Y.A.R. products;
 

(2) 	Because high prices for imports 
arr 	created by

excessively high tariffs;
 

(3) 	Because the alternative of obtaining highly sought

after goods through legitimate channels is blocked

by the import licensing system; and
 

(4) 	Alterative goods 
are 	not being produced locally
because of exchange controls and import licensing

which prevent the import of sufficient production

materials.
 

(d) 	 Import restrictions reduce government revenues thereby
increasing the government's deficit which in turn
increases the danger of inflation, because: 
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(1) 	The government does not collect customs duties 
on

goods which are 
smuggled or are not imported in
 
the first place;
 

(2) Profits 
 taxes are not collected on either
 
legitimate importers or on smugglers.
 

(e) 	Import restrictions encourage corruption because of the
excessively high profits to be made by those who obtain
import licenses and those who smuggle, which in 
turn

makes it worthwhile to bribe officials as a cost of
 
doing a very lucrative business;
 

(f) 	Import restrictions encourage consumption and trading

and discourage productive investment because:
 

(1) 	Easier, very high profits are to be made in

smuggling and importing for those who can 
get
licenses, whereas taking 
the 	trouble to get an
investment project going and keeping it up is much
 
more expensive in time and money and much more
problematic in view of 
the 	overall investment
 
climate; and
 

(2) 	While traders can always get their goods from

smugglers who in turn 
can bring in goods in
manageable quantities, investors must go through

the import licensing system in order to get their
 
raw materials in because the large, bulky
quantities needed could not be easily smuggled in
 
even if that were desired: For example, smuggling

in five tons of production materials is difficult,

five 	t3levision sets, much easier.
 

(3) 	Currently, because of the government's shortage of
foreign currency, import licenses 
for 	investors
 
are 	months behind investment project production

schedules and do not permit sufficient materials
 
to maintain much more 
than one third of full
 
production.
 

Few situations could be much more disastrous for the investment
climate than the prevailing situation described above. 
Thus, for
existing investors, the overall result 
of the import licensing
system is a discontinuous, uncertain supply of imported inputs,
inefficient 
 and reduced utilization of existing production

capacity and layoffs of workers.
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3.4 	 Banking Controls on Deposits Cause Speculation Against the
Yemeni Rial and Capital FliQht 
and 	Di courage Productive
 

Existing banking controls 
on deposits discourage Yemenis from
saving and encourage speculation against the Yemeni Rial, as well
an 
speculation in land and gold, high levels of consumption and
capital flight as follows:
 

(a) 	Because banks apparently are subject 
to high reserve

requirements 
of 25 percent on deposits, interest is
paid only on 75 percent of the amount deposited,
whether foreign currency or Yemeni Rials, either

because of banking regulations or because of officially
sanctioned banking practice. 
 Thus, "for example,

assuming an interest rate of 10 percent, m deposit ofUS $ 1,000 for one year earns only US $ '75 of interestinstead of US $ 100 	-- that is, the- effective rate ofinterest on the US $ 1,000 deposit is only 7.5 percent
instead of 10 percent. Since anyr Yemeni holding
surplus U.S. Dollars or other 
freely, convertible

foreign currencies 
can 	easily get the full interest
rate In Bahrain, Saudi Arabia, London, or New York, he
has virtually no economic incentive to deppsit his
foreign currency funds in a bank in his own country.
 

(b) 	 This is compounded by the fact that he cannot w'thdraw 
more than US $ 1,500 without the permission of theCentral Bank. 
 This in itself, of course, is a
significant deterrent to depositing the money 
in the
first'place: Anybody who cannot get their money out of
 a bank (or country) without official approval will not
put 	 it in there in the first plaee: Why take theunnecessary risk that the approval will not be given

especially when an easy alterative is to deposit his
 money in a bank in Bahrain, or London where can
one
always get it back and be 
 paid interest at

international rates on the full deposit.
 

(c) 	Interest rates on Y.A.R. currency deposits are set at a
level which is below the inflation rate resulting in a
negative real rate of interest 
on such deposits. For
example, let us assume that the annual rate 
of

inflation is, say, 20 percent, and the interest rate;on
Yemeni Rial deposits is 10 percent -- but, as noted
above, it is effectively only 7.5 percent because of

the 25 percent reserve requirements. With 2b percent
inflation, the depositor's Yemeni Rials deposited in a
savings account in September 1989 will buy 20 percent

less in September 1988. So, instead of earning 7.5
percent on his deposit, he has actually lost 12.5
 
percent.
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By way of example, if he deposits YR 1,000 in October

1989; he will receive back YR 1075 in October 1990.

But, with 20 percent annual inflation, those 1075

Yemeni Rials in October 1990 will buy only what YR 860

would have 
bought in October 1989. Therefore, to
 
protect the value of his YR 1,000, he is better off'to
 
do one of the following
 

(1) Buy U.S. Dollars or Swiss Francs or some 
other
 
free foreign currency and deposit them in 
a U.S.
 
or Swiss Bank -- i.e., speculate against the 
Yemeni Rial; or 

(2) Buy gold in Yemen or elsewhere; or
 

(3) Buy land; or
 

(4) Buy consumer goods, e.g., Japanese television sets
 
or a Toyota. The Yemeni will see that he better
 
spend his rials today, because Toyotas and TV sets
 
will only be that much more expensive tomorrow.
 

All of the above banking policies discourage Yemenis from saving
in either foreign currency or Yemeni 
Rials in Y.A.R. banks,
reducing the amount of loanable funds available for financinginvestment. In addition, of course, investment projectsthemselves will not wish to deposit either 
Y.A.R. or foreign

currency in banks where they will lose money.
 

3.5. Interest Rate Limits on Loans Deprive Banks of the Incentive

To Mke Investment Project Loans
 

The maximum limits imposed on loans mean that banks have no
desire to make long-term loans to investment projects because

their cost of funds -- especially given the high reserve
requirements -- on deposits over nine months exceeds the interest
rate they can earn on loans of the same duration or longer. Aloan of three months duration yields interest to the bank whichis only one percent greater than the ofcost funds. But the
banks have no interest in making a loan for even that short aperiod for onG percent profit when they can always make an easy
guaranteed profit by selling excess deposits to the Central Bankat 2 percent over their average cost of funds. Investment
projects of any size at all usually need term loans of. at leastfive years to help finance the investment costs of establishing
the project. 
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3.6 	The Gover 

Discouraces 

ment Deficit and Deficit Finance Causes Inflation,
Investment and 
Promoes Seculatn in Land.
Gold 	and Forein currency
 

Currently, we understand that the Y.A.R. Government is running a
deficit which 
is financed primarily by Central 
Bank borrowing
from Y.A.R. commercial banks at a 2 percent spread over the cost
of funds to the 
banks. This increases liquidity within the
domestic economy and produces 
 inflation without 
 increasing
production, a 
strong deterrent to investment. Inflation also
encourages consumption, because of the psychology of "Buy today,
because it will only 
be more expensive tomorrow." It also
encourages Yemtanis to speculate against the Yemeni Rial by buying
foreign currency, gold and land 
as fast as Possible to protect
the 	value 
of their money. Although the deficit was reduced
somewhat last year, efforts must be made to assist its continued
decline. 
One-way is to cut government spending. -Another is to
increase government revenues by some of the means suggested below
in Section 4.7. Undoubtedly, both means will ihave'to be used.
 

3.7. Controls on Prices, Foreign Exchange. ImDorts:and Ban Ig

Have Not Worked
 

Moreover, it would appear that tha above controls actually haveworsened the very situation they were intended to improve.the purpose of channelling all foreign 
Was 

exchange transactions
through the Central Bank to maintain the government's" foreignexchange position? it would seem to be so. 
 Yet, 	 in f*t, thisposition appears to have declined. Thus, the Central Bank'sgross foreign assets dropped from US $ 558 Million in 1987 to US
$ 285 Million' in 1988. Worker remittances 
through official
channels have declined from a high of over US $ 1 Billion in 1983to US $ 340 Million in 1988. 
While 
some of this decline no doubt 
can 	be attributed to
declining numbers of Yemeni workers in the oil rich states, much
of it springs from the fact that, given a 20 percent differential
between the official and unofficial rates for the Yemeni Rial and
the 25 percent lower effective interest rate paid by Yemeni banks
on foreign deposits, Yemenis 
 more
can make from their foreign
earnings by channelling them into smuggled goods, gold, the
informal foreign exchange market, speculation and, indeed,
investments overseas, including simple bank deposits.
 
Was the intent of import controls to restrict imports of luxury
goods 
or to increase Government revenues 
from higher customs
duties? 
In fact the Yemeni market is filled with imported luxury
consumer goods from Japanese cars, refrigerators and teXevisionsets 	as well as French perfumes, Swiss watches, Swedish scissors
and German pens. 
The problem is that most of these are smuggled
goods on which no customs are 
paid. Accordingly, Government
 



revenues from customs have dropped in recent years. Is the
purpose of price controls and interest rate limitations to reduce
inflation? 
 In fact the Y.A.R. has plenty of inflation because
both local production and legitimate imports are discouraged, but
the smuggled goods are not subject to price controls.
 

3.8 Summary
 

In summary, price controls, exchange controlsi import licensing
and restrictions, banking controls and the 
 public deficit
discourage production, savings and productive investment but
encourage inflation, consumption, imports, smuggling, monopolies,
low tax collections and corruption. Dismantling these controls
as outlined in Section 4 below is 
essential for the Y.A.R. to
create a proper climate for serious investment.
 

SECTION 4
 

POLICY CHANGES NEEDED TO VASTLY IMPROVE
 
THE Y.A.R. INVESTMENT CLIMATE
 

Although noteworthy, the failures of the above-discussed'policies

to achieve their intended goals are beside the main point, which
is that their cumulative 
impact has been to create what
undoubtedly the worst, climate for investment in the Arab world, 

is 
except for Mauritania, Djibouti and the 
People's Democratic
Republic of Yemen. In the study cited in Section 2 above, evenSudan, Somalia, :and Libya were awarded higher ratings for theirinvestment climates than the Y.A.R., though not much higher.Together with enacting the Investment therefore,Law, thesepolicies 
must be changed as soon as possible, before their
effects become an irreversible 
 deterrent to productive
investment. Moreover, 
if they are left in place, Y.A.R.
businesses and investment projects will be 
ill prepared for
competition within the Arab Cooperation Council (ACC).
 

If these polices are changed now, in the right sequence,theY.A.R. could become the most productive and prosperous of all of
the ACC countries within a few years, because all of these other
countries are dlso plagued in varying degrees 
with the same
obstacles, although currently on a lesser scale than that of the
Y.A.R., because of recent reforms in those countries. Now is the
time for the Y.A.R. to leap ahead of those countries and lead the
way. With all of its natural advantages, the Y.A.R. can createone of the most attractive investment climates in the Arab world
by a few discrete, well-executed changes of policy as follows:
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First, the Draft Investment Law as described article by article
in Section 5 should be enacted without delay. Within the Draft
Investment Law, investors and projects must be granted the right
to obtain and use their own foreign exchange to freely import the
machinery, 
equipment and materials needed to establish 
and
operate their projects, as well 
 as to t:ansfer profits,
repatriate capital 
and make payments for foreign loans 
and
technology transfer. 
 This is discussed in detail below in the
comments on Articles 20, 21 and 22 of the Draft Investment Law.
 

Simultaneously with enacting the Investment Law, the Government
should move rapidly to take the following steps :in the order
 
indicated:
 

4.1 Abolish Price Controls Except on Monoolies.
 

Ending price controls will send a powerful messageito the people
of Yemen and investors everywhere that henceforth,*the policy ofthe Government is to encourage production and investment in thcY.A.R. and discourage consumption and trading.:, '!-;As a result,production of Y.A.R. products will increase in response to 
the
removal of controls. At the 
same time consumption of,formerly
price-controlled items will be discouraged. To ex~entthe thatsuch items were imports, consumers will prefer Y.A.R. products,
stimulating Y.A.R. production further. 
 The Y.A.R. has, already
experienced the. benefits increased
of production, in the
agricultural sector where farmers are to sellable their productsat free market prices instead of controlled prices. To the
extent that price controls have been subsidized by the
government, eliminating them will help reduce government spending
and the government deficit. 
 Price controls should be reserved
only for cases of monopolies, monopolistic practices and price
fixing or attempted price fixing by companies trying to control
the market. In. these the
caseg, Government is justified in
imposing pri-e controls to protect the consumer. Otherwise, the
consumer's best protection is a market with plenty 
 of
competition. 
That will get the best quality and the best prices.
 

4.2 Eliminate Controls on Foreign Exchange Rates
 
At the same time, the official exchange rate should be floated to
eliminate the differential between the 
official and informal
rates and then consistently managed in such away that it does not
rise in value relative to foreign currencies and world prices.
This will have the following results:
 

(a) Y.A.R. products will immediately become 20 percent
cheaper than imports and therefore more competitive in
the domestic market, since imports will now be at least
 
20 percent more expensive;
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(b) Y.A.R. exports also immediately will become 20 percent
cheaper relative to the products 
of foreign countries
and thus that much more competitive internationally;
 
(c) This in 
turn will 
encourage both
investment foreign and
in Yemeni
Y.A.R. projects 
to produce 
the more
competitive exports and import substitutes, which will
now be relatively 
more attractive 
to Yemenis
investing in land and smuggled goods; 

than
 

(d) At the 
same 

to 

time, Y.A.R. producers will be encouraged
replace imported inputs, 
which ar3
more expensive now 20 percent
because 
 of 
 the lower 
Yemeni 
Rial
exchange rate, with less expensive Y.A.R. inputs.
is, 
 That
Y.A.R. labor will now become relatively cheaper to
foreign labor 
and to foreign laborzsaving
Likewise, machines.
Y.A.R. 
 produced
materials raw and intermediate
will become relatively less
foreign ones. expensive than
This will 
have a dynamic, multiplier
effect on Y.A.R. production, employment of Yemenis and
the Y.A.R. 
economy generally.
increasa This in turn
government 
 revenues
consumption from- salary 
will
 

taxes and, eventually, profits 
taxes,
 

taxes
projects. on
 

(e) By making imports more expensive, the Y.A.R.'s overall
 
as 

balance of payments position should improve, especially
Y.A.R. producers 
 begin exporting 
 and Y.A.R.
consumers begin choosing less expensive Y.A.R. products
over more expensive imports.
 

(f) The tourist industry should receive a substantial boost
since 
a lower 
official 
exchange
Y.A.R. rate will make 
the
a less expensive and therefore more
tourist destination for foreign tourists. 
desireable
 

will encourage This in turn
substantial 
investment 
in 
the tourist
industry.
 
In short, by allowing the 
exchange
depreciate relative to 

rate to float and 
thereby
foreign currencies, the idea is
the prices of domestic products relative to world prices thereby
 
to lower
increasing the 
profitability of producing exportable goods and
import substitutes in the Y.A.R.
 

While this could also be done by a government-managed
or so-called 
"managed float", once devaluation

implemented, allowing a free floating exchange 


the decision 
is made and
political pressures on the Government. rate reduces the
This is because there are

always special interest groups who wish to maintain an overvalued
exchange rate because it benefits them
smugglers, importers, traders 

-- such as, for example,and those who wish to 
consume
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imported products 
-- who will 
bring pressure to bear on the
Government every time a decision must ba made to bring down the
exchange rate to encourage productive investment.
overvalue the rate because 	 They want to
it encourages

imports which makes them rich.	 

the consumption of
 

The best way to avoid constant political pressures is to make the
decision 
once and 
let the Yemeni Rial
decision should 	 float freely. This
be made easier 
by the fact that
already floating in the informal market anyway. 
the .rate is
 

then be managed through fiscal The rate would
 
objective 	 and other policies with the
of keeping 
it relatively 
low 	compared 
to foreign
currencies to maintain the newly acquired competitive position of
Y.A.R. products in the world markets.
 

4.3 	 Permit Importers to 
Import Freely-Usnc 	 Fore
Their own 

Exchangre
 

Permit All importers to import using theirfrom whatever 	 own';foreign exchangesource and 
remove
Central 	 from the GovernmentBank the- burden of providing oreign 	
and the 

government imports. 	 exchange for non-As we understandto the 	 it, this would be similarsystem which prevailed a few years ago. 

4.4 	 Reduce Customs Duties on Productive Machinery.Instruments and Tools toZero orOnePercent 
Euiment. 

At the same time, to the extent not already done, reduce customs
duties, taxes and fees to zero or a nominal rate of 1 percent on
all 
imported productive machinery, equipment,
tools including. computers, 	 instruments and
 
tools. 	 office equipment and
The Y.A.R. needs all 	 educational
of the production goods and tools
that it can get, and it does not matter who imports them, because
eventually they will be used by someone to produce something or
to learn to produce something (which is
because that 	 just as important)
is all that they can be used for.
example, recently reduced 	 Egypt, for
its tariff 
on computers 
to almost
nothing, because the Egyptian government realized that getting
computers into the ccuntry was important, even if they were only
used for personal purposes.
 

Then, if customs duties are reduced on productive machinery and
equipment in this way, investors and the government will not have
to waste time 
and effort fighting 
over 
customs exemptions for
goods that clearly are productive machinery, equipment and tools
and are good for the country no matter who uses them. 
 Instead,
the question of customs exemptions would only arise in cases of
investment 
projects where

identical such 	

luxury and investment goods are
as television 
sets, 
hair dryers
furniture for deluxe class hotels.	 
or luxury
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4.5 Chancte Customs Duties to Ensure Adecruate But Not Excessive
 
Protection for Y.A.R. Infant Industries
 

Change as needed customs duties on imports to ensure that:
 
(a) 	Y.A.R. industries receive 
some protection
products 	 for their
in 	 the early 
years, provided that
protection 	 the
is 
not 	so great that inefficient
resources 	 use of
in 	 encouraged, 
 and provided that
protection is reduced over time 

the
 
that Y.A.R. industries 

-- say, ten years -- so
 are encouraged 
 to 	 become
competitive internationally; and
 
(b) 	Duties on raw 
materials used by Y.A.R. industries do
not exceed the duties imposed on an imported finished
product substantially equivalent to the Y.A.R, produced
products.
 

4.6 	Reduce Customs Duties 
on Non-Essential Goods bM-gDrive SmugglersOutofBusiness 
_t 

Reduce Customs duties, taxes and fees on nonessential and luxury
goods to 
the 	point 
where the c.i.f. price, plus the importer's
cost of sales and profit margin 
 say 50 percent to be safe
will be at least one-third less than that of equivalent smuggled
goods in 
smuggled goods in the market. 


the 	market or whatever margin is required to undersell,
Together with allowing importers
to import freely using their own 
foreign exchange, thqs should
achieve the following results: 
 t
 
(a) Substantially increase government revenues from customs
duties and profits taxes on importers; and
 
(b) 	Drive the smugglers out of


undercutting 	 business by substantially
their prices. 
 This measure 
should be
bolstered by increasing, to the extent possible, police
and military 
 measures 
 against smuggling.
themselves; 	 By
however, 
police measures 
never will be
enough to stop smuggling as long as huge profits can be
made, because the 
smugglers 
will always find
which 	 a way,
most likely would be
officials. 	 bribing government
Unfortunately, 
 bribery is
inevitable 	 an almostresult when there are huge profits to bemade from illegal activities.
 
(c) 	The only effective way to stop smuggling is take the
profit out of it and put profits from imports back into
the 	hands of legitimate importers by taking theoutlinsd above. 	 stepsThat way the government wins twice, 
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4.7 

first by substantially reducing smuggling hopefully to
insignificance, and, second, by getting a share of the
revendes from imports that it
the form of now does not receive in
customs 
 duties 
and 	Profits taxes on
importers.
 

Reduce Government Deficit by Increasin
Spending With Revenue and Cutting
International 
 Financia 
 Assistance

Neces sary 

At the same time, 
every effort
domestic 	 must be expended to
inflation 	 contain
by dramatically 
reducing 
 the 	government
deficit as 
follows:
 

(a) 	The government deficit can be reduced through increased
revenues. 
As noted above, this will occur as a matter
of course from increased collection of:
 
(1) 	Customs duties 
on 


Paragraph 2 above; 
legal imports as suggested in
 

(2) 	Revenues from 
 a Government 
 declared 
 customs
"amnesty",, giving people a period of time, say six
months, within 
which to 
pay 	customs
smuggled goods 	 duties on
-- especially vehiclessevere penalties. 	 or face
We 	 understand 
 that the
Government has been successful with this approach
in the past;
 

(3) 	Taxes on the profits of legitimate importers;
 
(4) 	Taxes and 
social 
insurance 
contributions
newly-hired 	 from
workers 
of investment 
and 	tourist
projects encouraged by 
the 	improved competitive
position of the Y.A.R.;
 
(5) 	Consumption taxes on newly-produced non-essential
 

goods;
 

(6) 	Eventually, taxes on the profits of new investment
and tcurist projects themselves; and
 
(7) 	Profits taxes 
on wholesalers 


legitimate imports and 
and retailers of
 

new 
Y.A.R. products which
should increase.
 
(b) 	In addition, the government may be able to raise taxes
by increasing consumption taxes on less essential goods
and 	products such 
as juices, bottled 
water, soft
drinks, cigarettes, luxury goods, etc.
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4.8 

(c) Perhaps annual license fees for vehicles also could be
increased, but not 
so much as
evasion profitable again. 
to make smuggling and
This could be combined with
a massive police effort to check vehicle registration
paperq 
and licenses 
 like the Egyptian police
Unregistered vehicles would be confiscated until heavy
fines-were paid.
 

do.
 

(d) The 4ficit 
should be reduced by
spending utting government
as much as possible,

demands or at least resisting
and pressures

government wages 

for increasing spending
and nonessential on
 
items. services and budget
 
been 

In part, to the extent that the Government has
subsidizing 
price-controlled 
items, government
spending and the deficit will be reddced accordingly by
abolishing price controls 
as suggested in Section 4.1
above.
 
(e) Seeking financing for essential governmentsuch programsas education and construction of infrastructurefrom bilateral 
and international
Y.A.R.: to undertake donors. Were thethis rcommended program,certain wethat areit could successfully
bilateral and bargain with
international


receive donor organizationssubstantial tohelp to makechanges with as the needed policylittle dislocationAregardless as possible. Butof the difficulties,
essential these changes
to improve are
the Y.A.R. 
investment 
climate
sufficiently to become competitive with other countries
in the region.
 

Increase Iterest Rates onYemeni Rial Bank Deposits tosta tia A Above the InflationRate
 
After the 
 above-described 
trade liberalization
reduction 
measures and deficit
have taken hold
dropping, actioi. and inflation has started
must be taken to liberalize the Y.A.R. currency
financial market and thereby encourage Yemenisto deposit Y.A.R.
currency into the banking system to provide private capital for
investment and loans to investment projects. 
This would be done
as follows:
 

(a) First, 
all depositors 
of Y.A.R. currency would be
granted the right to withdraw any and all
current accounts funds from
at any time
withdrawals would and guaranteed that no
require government 
or
approval, but rather would be 
central bank 

agreement subject to the depositorsprivately negotiatedthis assurance, with the bank. Withoutfew Yemenisinto the will ever deposit moneyYA.R. banking system.

ever put money Few people anywhreinto a ifbank they have any fear
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4.9 

whatsoever that they will be able 
to get it back out
Again.
 

(b) Next, steps must be taken to 
raise interest rates
positive to
real rates above 
the world interest rate
attract Yemeni to
savings in 
both Y.A.R. currency as
follows:
 

(1) First, measures 
must be taken to assure Y.A.R.
currency depositors 
 that they will 
 receive
interest on the full amount of their deposits and
hot just 75 percent;
 
(2) At the same time, interest rates should be raised
to exceed the Y.A.R. inflation rate by the amount
of the world interest rate. 
 So long as interest
kates are less than the rate of inflation, Yemenis
will keep their savings out of banksinstead and put itinto gold and expensiveI consumer goods.This may well mean that 
interest rates initially
could go up to 
as 
much as 30 or 40 percent or
more. 
But that will be necessary to encourage the
savings that 
 will be required to finance
investment in the Y.A.R.
 

This is what happened in South Korea the1960rs when that in latecountry undertook 
a similar
program. In 1968 the interest rate on savings inSouth Korea was almost 30 percent. But the system
worked, and Koreans started saving and investing.
Every Korean became 
an investor with
deposit. a savings
Today, the country is prosperous
successful 
and the interest rates have 
and
 

come way
down since then. 
 The policy goal should be 
to
make every Yemeni an investor with a Yemeni Rial
savings account. 
 But 
the level of inflation
and therefore -the level of interest rates -should already have dropped if the Government hassuccessfully done its work to reduce 
its deficit
as described in Section 4.7 above.
 

Slowly Ease Restrictions on International Caital Movements
IntoandOut of theY.A.R.
 
After the Y.A.R.'s financial market has been liberalized and
domestic interest rates raised as described above, and there has
been ample opportunity for 
substantial 
local savings to occur,
then controls on international capital movements into and out of
the Y.A.R. should be lifted slowly:
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(a) First: by assuring Yemeni, Arabin Yemeni banks that 
and foreign depositorswithdrawaldeposits of foreign currencywill not be subject 
to prior government 
or
Central Bank approval as in the case of Y.A.R. currency
depositsr
 

(b) Second, 
 by ensuring 
 that depositors
interest will receive
on the 
full amount 
of their
deposits instead of only 75 percent; 
foreign currency
 

(c) Third, by ensuring 
 that depositors
something more than the world interest rate on foreign
currency deposits;
 

will receive
 

(d) Fourth, 
by ensuring that bank 
dharges,
commissions do not exceed New York, London, 
fees and
 

or Bahrain
rates for deposits, withdrawals, transfers, checks, and
other banking services; and
 
(e) Fifth, by removing any remaining controls
capital movements on foreign
into and 
 out of 
.the Y.A.R.
Obviously, if potential depositors have reason to fear
that they will not be able to 
get their foreign
currency out of a Yemeni bank, they:will never deposit
it there in the first place.
 

4.10 Resu 
 fie 
lizing Domestic and InternationalFinanial
mar ets andCaital 
 s
 
The above measures will be substantial incentives for Yemenis to
deposit their 
Y.A.R. and foreign currency
savings institutions and once in Y.A.R. banks andagaininto the country's attract worker remittances
 
productive financial institutions, mpbilizing them
investment for
in projects. 
 By increasing 
the real
interest rate on Y.A.R. currency deposits to substantially above
the inflation 
rate, Yemenis 
will reduce
foreign currency and speculation against the 

their purchases of
allowing Yemenis Yemenithe-opportunity Rial. Byfreely to transfer their foreign
currency deposits out of Y.A.R. bank deposits, they will not be
afraid to bring them in the first place.
 
This is what happened
exchange law was 

in Egypt after
passed in 1976. the new foreign
Once Egyptians realized that
they could get their money out of Egypt freely, they transferred
it in freely. 
The same thing happened in Chile in 1976 and South
Korea in 1966. These deposits by Yemenis in banks in their own
country will ultimately become a major sourceinvestment in the Y.A.R. 
of financing future 
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4.11 	Timing and Sequence of Polic 
Chanes E 
 emely Important

The timing 
and 	ordering 
of the 
above actions
important and should occur as follows:	 

is extremely
 

(a) 	 First Liberalize Trade 
 and Begin Reducing____h

Government Deficit
 
First, 
the following actions 
 should

simultaneously on the same day:	 

all be taken
 

(1) 	-Abolition 
of 	 all price controls except on
monopolies as described above in Section 4.1;
 
(2) 	Reduction of the value of the Yemeni Riallrelative
to 
foreign currencies by permitting the 
official
exchange rate to float freely to coincide with the
informal market exchange rate as described

Section 4.2 above;	 
in 

(3) 	Lifting of 
 import controls 
 and licensing
permitting all private importers to use their ownforeign exchange to import any and all 

by
 

products
and 	ending the Government's obligation to provide
foreign exchange for private imports 
as described
in Section 4.3 above;
 
(4) 	Reduction to zero or one percent of customs duties
and taxes 
on all 
imported productive machinery,
equipment, instruments and tools 
as described in
Section 4.4 above;
 
(5) 	Reduction 
of customs duties 
and 	taxes 
on all
imported raw and intermediate production materials
sufficiently 
to 


such 	
allow Y.A.R. products made with
materials 
 to 	 compete
equivalent 	 with substantially
imports 
as discussed 
in Section 
4.5
above;
 

[6) 	 Reduction of customs duties, taxes and fees on all
non-essential 
consumer 
goods 	 to
and 	vehicles
level which is 	 a
more than sufficient
with smuggled goods 	 to compete

as discussed in 
Section 4.6
abovei.
 

7) At the same time, the government deficit must be
reduced 
and 	kept under tight control by holding
spending in 
check 
and 	increasing 
revenues
discussed above in Section 4.7 above;	 
as
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(b) Next Liberalize Domestic Y.A.R. Financial MaLget
 
Only when the deficit is under control and trade has
bee4 liberalized as 
described in subsection 
(a) above
shodld the domestic financial market be liberalized and
domestic interest rates raised to Positive real values
at least 10 percent above the actual 
inflation rate as
outlined in Section 4.8 abovel
 

(c) Finlly, Slowly Remove 
Restrictions 
on International
Ca tal Movements Into and Out of the Y.A.R
 
Then, 
only after the domestic capital market has been
liberalized 
should controls 
on international
movements into and out of the Y.A.. 

capital

be removed slowly
and-carefully as described in Section 4.9 above.
 

(d) Readons for Seguence and Timing: 
 Avoid Revrsing
Incentives 
to Y.A.R. Producers and Reduce Danger of
Inflation
 

During the first phase of taking the actions outlined
in subsection 
(a) above, it is 
important to maintain
whatever controls exist 
on capital movements: into and
out of the Y.A.R. 
-- i.e., restrictions on withdrawal
of foreign currency by Yemeni 
citizens, interest rate
limits on savings deposits and 
other
capital movements. controls on
This is because
floating the Yemeni Rial 
the impact of


and reduction
restrictions in import
will result in real
a reduction of
value the
of the Yemeni Rial 
 relative
currencies. to foreign
In turn, this will, 
as noted above, make
imports relatively 
more expensive in the
locally-produced Y.A.R. than
products, 
 creating 
 a powerful
incentive for productive investment in combination with
the new investment law.
 
But it will take time for impact of the change to take
hold and start to 
 work. First, there
production bottlenecks will be
to be overcome 
as investors
react to the new situation: that is, it will take timeto , build factories, train 'workers,
tranpportation, storage and other facilities, 

develop
 
as well
as to obtain raw and 
intermediate
either in product suppliers
the Y.A.R. or abroad. 
 In short, there is
always a lag time between doing what must be done to
encourage investment projects for Y¥A.R. production and
getting the projects fully implemented and operating.
 

If the controls 
on Y.A.R. financial 
markets
international and
capital movements 
are taken off 
too
quickly, the result probably would'be massive inflows
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of foreign and 
Y.A.R. capital into the 
Y.A.R. which
would result in 
a real rise in the value of tle Yemeni
Rial relative to foreign 
 currencies despite 
 the
floating rate. 
 This is because, once Yemenis realize
that they are receiving a real value for their Yemeni
Rials :by leaving them 
in a Y.A.R. bank, and 
are
guaranteed that their deposits will gain value rather
than lose 
it because of inflation, they will tend
stop buying foreign to
 
currency and speculating against


the Yemeni Rial.
 

In addition, due to 
the added cost of 
imports, the
demand for imports will 
drop. Meanwhile, because
Y.A.R. products and materials and labor are now cheaper
relative to imports, the demand for them will increase.
Less demand for imports means 
less demand, for foreign
currency. Increased demand for Y.AR.i! productsanexports means increased demand for thpiYemeni and 
The danger 
then is that allowing 0the value of theYemeni Rial to rise relative to foreign currencies willreverse the 
process 
by once againi making imports
cheaper relative to Y.A.R. products and inputs. 
 This
would then reverse the desireable incentives for Y.A.R.
production and 
against import consumption originally
created by trade liberalization.
I 

This is what 
 happened in Chile in 
 1976 which
liberalized 
 its capital market 
 too soon after
liberalizing its 
international 
trade sector. This
resulted in 
massive 
capital inflows, which 
in turn
caused a rise in the value of the Chilean peso relative
to 
foreign currencies, thereby again making imports
cheaper relative to local products and Chilean exports
more expensive relative 
to those of 
other countries.
This reduced the profitability of production in Chile
and caused investors to move 
out of: the production of
goods and into land speculation and construction.
 
Accordingly, in 
the usual case, controls on local
financial markets should 
be lifted only well
trade after
has been liberalized 
and the deficit brought
under-control -- nay six months to
substantial period 

a year. Later, a
after that, the restrictions 
on
international 
capital movements into and of
out the
country should be removed slowly.
 

It is tempting 
for many countries to liberalize 
the
controls on international capital flows too quickly as
a way of obtaining quick and 
easy foreign exchange
flown. 
 But the result can be inflation and a reversal
of the positive signals originally sent to investori by
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a liberalized trade
the value sector by causing an increase in
of the Yemeni 
Rial relative
currencies which 	 to foreign
would again 
cause imports 
to become
cheaper relative to Y.A.R. products and exports.
 

.4.12 General 
Timin 
 Now 	is 
the Most O--ortune 
Time 
to Take
Action
 
For the Y.A.R., 
now 	is the opportune time to begin these reforms
with liberalization of the exchange rate and the trade sector and
deficit reduction. 
 This 	would be a powerful message to 
Yemeni,
Arab 	and foreign. investors world-wide that the Y.A.R. is serious
about encouraging and promoting real
By implementing these policy changes 

investment in the country.

well-positioned now, the Y.A.R. would- be
for 	competition within 
the 	ACC. Moreover, the
Y.A.R. already ii in a strong position to begin'becauses
 

(a) 	There is large
a 
 amount 
of liquidity 
in the country
which could be put to immediate use for investment;

(b) 	The Y.A.R. policies of exchange controls, 
 import
restrictions and price controls are relatively new and
hopefully are not entrenched;
 
(c) 	The Y.A.R. has relatively little foreign debt, compared
to many other countries;
 
(d) 	The differential 
between 
the 	official
informal 	 rate and
market 	 the
rate for the
significant enough 	 Yemeni Rial, whileto

speculation 	 inhibit investment and encourage
in land and 
foreign currency, is
ovowxhelming that the adjustment would be unacceptably
painful. 

not 	so
 

Egypt made a similar adjustment in 1987 which
resulted 
in a significant 
increase
exports within 	 in the country's
a short period which
devaluation 	 involvedof 60 percent (from LE 1.35 per US 
a 

LE 2.16). Moreover, 	 $ 1 tobecause 
the 	Y.A.R. 
has 	wisely
allowed the informal market to exist and continue, much
of the~adjustment has already been made in the market;
and
 
(e) The Y.A.R. undoubtedly could obtain assistance to carryit through any adjustment period from
international 	 bilateral
sources 
if it were to carry out 

or 
proposed program.	 the
 

(f) The Y.A.R. is now enjoying revenues from oil which give
it a cushion against 
any 	short-term 
adverse
effects which may occur and will enable it to carrI on
its vital functions of providing the Y.A.R. people with
 

social
 

security, education and 	 infrastructure. Other nations
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have wisely used 
oil revenues 
to borrow and
beyonPtheir means spend
and to put off the 
actions 
that
would 'have created dynamic, self-sustaining growth in
their economies such as Venezuela, Nigeria and Egypt.

It 
may be useful to 
consider 
some aspects
.experience in the of the Egyptian
field of economic policy reform.
made many advances since 1974 Egypt has
with its investment
year, the foreign exchange law in 1976, some 

law in that
 
liberalization of imports (but not sufficient)
and trade, and tax
reforms in 1981. andcompanies law
 
decisive 

Yet, Egypt still has fallen short:of taking the
measures 
that it should have taken
take) to create (and still should
a truly dynamic climate
failed to use its oil for. investment. it
revenues 
in the b-st way to help it make
these changes at a time when it had its best opportunity to do so
in the early 1980'. 
 Moreover, Egypt's reforms-were not well
planned, timed Or coordinated, and when taken, the reforms were
sometimes incomplete and insufficient.
 
Today, Egypt is making changes slowly and painfully and only when
it'has to. 
 Also, instead of having a well-coordinated plan of
action, the changes have been made one at a time in a disjointed
way. 
The result is that the changes are then overtaken by events
and defeated.
 

For example, in 1987, 
as noted above, Egypt brought the official
rate for the Egyptian Pound very close to the market rate.
result was The
that within a few months
increasing. There were even 
Egyptian exports beganinstances where Egyptian merchants
were buying Egyptian products (such as batteries) from the retail
market and shipping them to Saudi Arabia.
 

Egypt did 
not substantially 
reduce its government 
deficit,
however, and as a result, it continues to experience inflation of
20 to 30 percent 
per year at least.
allowing the Egyptian Pound to 
moreover, instead offloat free,committee the Governmenta to determine the rate on a daily basis. 

created 
the Egyptian government But becausehad failed toreducing its control inflation byown deficit, the free marketdropped. rate for the PoundIn response, the committee failed to keep the official
rate even with the free market rate, because it was subjected to
political pressures to keep the pound consistently overvalued. 
For example, in the summer of 1989, the free market rate for thePound for the U.S. Dollar had gone up to almost LE 3 to US $ 1,while the committee kept the official rate at LE 2.45. 
 Although
the free market rate dropped somewhat, and the committee brought
the official 
rate down to LE 2.57, the result is that Egyptian
exporters have lost much of the advantage they had two years ago,
and each decision by the committee to change the official rate is
made reluctantly and with pain. 
 It would have been much easier
to allow the Pound simply to float up and naturally maintain its
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true market level, thereby increasingproducts the demandand the resulting for Egyptianincentives
production even more. for investment 
 and
Instead, the Egyptian economy currently is
in a state of stagnation after the dynamism of the late 1970's,
early 1980's and two years ago.
 
Strategically, the Y.A.R. is much better positioned by far than
Egypt was 
in 1974, to take 
the decisive,
outlined above: coordinated
First, actions
 
which currently 

as noted above, the government policies
restrict 
and discourage 
investment
controls, import restrictions, price controls, etc. 
-- exchange

few years old; -- are only a
most 
whereas in 1974, Egypt had maintained one
centrallyvoontrolled 
 of the
economies 
outside 
of the communist
block for almost twenty years.
 

Second, the Y.A.R. has a relatively small public sector, whereas,
Egypt's public -sector in 
1974
dominates the economy. 
was all-pervasive and 
even today
There are few factors more inhibiting to
private investment than a large public sector.
 

Third, the 
Y.A.R.'s 
external debt and budget
more manageable deficit
than Egypt's. are much
Like Egypt, is
the Y.A.R.
producing relatively modest, but significant, amounts of oil and
has large reserves of natural gas. 
 Hopefully, unlike Egypt, the
Y.A.R. will now;use its oil
policies revenues wisely to help initiate the
and laws needed 
to promote
growth by encouraging dynamic self-sustaining
investment, 
 instead 
 of perpetuating
policies which are politically popular in the short run but which
create a poor investment climate and invite 
economic stagnation
as has happened'in Egypt.
 
4.13 Neeslw-Un .
 i K--

4.13ecesarv E01o-u
t Actions: HoldDowlyAiue. the Y Inflat:ion and eepe 
 ......
o..e.atie
LwReegn
Curencesto to
inainthe 
ataeousCcm
of YA.R. ttveost
Products n
 

once the above program is initiated, it is essential to hold down
the prices of non-traded goods, services and labor by restraining
inflation 
by taking the 
fiscal 
measures
inflation necessary
-- ie.. by reducing to restrain 
increasing the gpvernment
revenues or defit through
reducing spending. If 
inflation 
does
occur, then it is essential to lower the value of the Yemeni Rial
further 
so that, it stays low relativeworld prices. to foreign currencies andIn other words, once
floated and tVie Yemeni Rial has been
devaluation 
 has occurred
production to !encourage
and ' investment, Y.A.R.
producer then the position
must be maintained of the Y.A.R.
 
continuing by keeping inflation down
to devalue th3 or by
Yemeni
currencies. Rial relative 
to foreign
South Korea, Taiwan and Singapore have steadfastly
and successfully followed this policy for 20 years and Japan for
over 
40 years, resulting 
in spectacular 
export-led 
economic
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growth. 
 Turkey is endeavoring to 
follow a similar policy with
excellent results in increasing exports.
 
Again, Politically 
the easiest 
way to keep 
the value 
of the
Yemeni Rial low relative to other foreign curkencies is to allow
the Yemeni Rial to float freely.
of periodically adjusting the 

This takes the Political burden
 
adjustments rate off of thd Government.
art unpopular Such

exchange rates such as 

among groups favored by overvalued
 
exchange smugglers, traders and importers.
rateis. does not Pegging
work because
pegging cannot adjustments required by
be timely enough 
to avoid encouraging 
black
markets and leading to overvaluation of the cuirency.
 

4.14 Imnortan+ 
 to Resist 
 Demands 
 for Protection
Producers by Y.A.Rl
 
I 

In.addition, once the foregoing regime is instituted, as part of
the fight against inflation, 
all efforts must 
be expended to
 
resist demands by Y.A.R. producers for protection
through monopolies, from
subsidies, imports

excessively high duties import quotasi import 
bans and
result in higher prices 

on competing products. Protection will

inflation to Y.A.R. consumers. which
and lead to a will fuel
competitive deterioration 
 in
position. 

also 
the country's
It would 


impetus to
uneconomic and inefficient use of Y.A.R. resources 
give an 

and smuggling,
if, as a 
resualt 
of such protection, 
the
products are too low, or the prices are too high.
quality of Y.A.R.
 

4.15 PrivateSecorcometitionforFore cnge

It has been suggested that by allowing importers to use their own

foreign exchange, the private sector and the government would be
in competition. for 
 available
Government already foreign exchange.
is competing But the
for foreign 'exchange with
private sector,: and the Government is losing, 'as always happens
when the competition 

the
 
offers
businessmen estimate that well 

a better price. 
 Prominent
 
exchange over 80 percent
owned, by Yemenis of the foreign
is outside 
 official 
 channels.
Unfortunately, it is not being channelled intofinvestmnt in the
Y.A.R. as wouldibe the case if the above program were adopted but
into smuggled goods, 
land speculation and investments
countries, as noted above. 

in other
 

4.16 IfProerI Ma-aied the RecommendedPolicy Changes Will notCause Iflation
tqjll educeInflation
It has been suggested that by allowing the foreign exchange rate
to float and to: 
allow private importers the right to
own 
foreign exchange, inflation use their
will result. 
 But inflation
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results 
from government deficit
essential part spending.

of the As noted above, an
program is 
reducing 
 he deficit through
increased revenues and spending restraint. 
 This is essential in
order to maintain the incentive for the proddction in the Y.A.R.
of exportable and tradeable goods.
 

Liberalizing 
the 
trade sector
eliminate smuggling as 
in a way that will reduce
outlined above will be 

or
 
reducing inflation a powerful force
for by increasing Government
customs duties, and taxes revenues from
on importers and by dropping the price
of legitimate imports which will take the place of more expensive
smuggled goodsz 
 Moreover, much of the inflation already has been
absorbed by the Government's wise policy of allowing the informal
free market of currency exchange to continue. Then, it is the
Government's responsibility to control inflation by reducing its
budget deficit,
 

Moreover, the fact is that the Y.A.R. already has inflation which
is evident 
in the market place 
and caused by policies which
encourage smuggling, consumption and land speculation instead of
investment and: production. Even if 
inflation 
does result, it
will be inflation with growth, if the exchange rate is properly
managed 
to keep Y.A.R. prices below world prices, which is far
better than inflation with little or no growth which is what the
Y.A.R. currently is 
facing. 
 With a population of ten million
people, half of whom are under the age of fifteen and growing at
3 percent per year, one could venture to say that inflation with
growth in productive investment is better than 
no inflation and
no growth.
 

4.17 Summary ofPolicy
Change Advantages
 
In summary, the benefits of the foregoing program are as follows:
 

(a) Imports will be discouraged and Y.A.R. production of
import substitutes 
and exports
giving will be encouraged by
Y.A.R. products 
an immediate 
20 percent price
advantage in tie domestic and international markets; by
allowing 
the exchange rate for 
the Yemeni Rial to
devalue by floating;
 
(b) As a result, productive investment in the Y.A.R. will
receive a powerful incintive;
 
(c) Moreover, 
Y.A.R. producers 
will be encouraged
replace imported inputs and 

to 
suddenly be foreign labor which20 percent more wouldexpensive
materials and Yemeni labor; 

with .A.R.
 

(d) As interest rates 
are increased and restrictions eased
on 
Y.A.R. financial markets and international capital
movements, 
 net foreign capital 
 inflows 
 will be
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attracted into the countryle banks thereby-mobilizing
capital for productive investment;
 
(e) 	In addition, capital flight will be discouraged, when
Yemehis realize that 
they can receive the same or
better benefits by keeping 
their money here
depositing it in London, New York ok Bahrain; 

as by
 

(f) As imports are discouraged, and as smuggling is reduced
and as Y.A.R. production increases 
in response to the
encouragement 
of a better market position for the
Y.A.R., 
the balance of payments will improve, thereby
promoting even greater investor and'creditor confidence
givilig the country yet more resources to develop itshuman and physical infrastructure;
 

(g) 	The::Government 
will obtain substantially 
increased
revenues from collecting customs duties, profits taxes
and 	. salary taxes from legitimate J':importers
investment projects and 	 and
from their wholesalers
retailers 	 and
which are 
not 	now being collected from
smugglers;
 

(h) 	The gainers from these policies will be ':hose who stand
to benefit from a better international market position
for 	'the Y.A.R., 
namely, manufacturers, 
farmers, the
tourist industry, workers and the unemployed and
government will 	 the
benefit 
from increased 
revenues 
and
respect among the people for having reduced smuggling
and increesed production and investment in the country.
 

SECTION 5
 
Review and Analysis of the Draft Investment Law
 

Following is a commentary on the Draft Investment Law, article by
article, and 
chapter by chapter, explaining the obstacles
investment that each is designed to reduce or eliminate or other
purposes which the 

to
 

article may serve. Many of 
the 	articles
originated in one or both of two earlier drafts provided to uthe Ministry of Economy. bySome articles have been adaptedsuccessful provisions of other 	 frominvestment laws from
world. 	 around the
Many 	.have been drafted with
obstacles 	 a view to eliminating
to investment 
in the
sections of this report. 	
Y.A.R. identified earlier
in


In this commentary, the 
text of the
articles and chapters is generally left out, and what follows the
article heading is the text of the commentary.
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Chapter 1
 

Preliminqry Provisions
 

Article 1 -
 Title
 
The title introduces 
the principal concept behind 
the Draft
Investment Law, which is to encourage and promote investment in
the Y.A.R.
 

Article 2 
- Purposes 
It is important for investors and government officials to know atthe outset what the purposes
Government of the lay are andand the Legislature for the
understand them, those purposes 

to be agreed upon them. As we

facilitate are to encourage,
Yemeni, promote and

within the 

Arab ard foreign investment
framework of in the Y.A.R.
the State's Socio-Economic
Plan. n to provide Development
a stable,

institutional 

clear and predictable legal and'frameworkmind for investmenrt.that every single article of the lt should be kept inDraft Investment
reflects the philosophy contained in this statement of purposes.
 
Law
 

Article 3 
- Definitions and Construction
 
There are a number of definitions which represent key concepts in
the law as follows:
 

A. Definitions
 
(4) "IPA" or "Authority" 
means


Authority the Investment Promotion
(IPA) established 
under Chapter 
6 of this
Law.
 
Chapter 
6 of the 
law establishes
Promotion Authority" "The Investment
 or "IPA", which
institution which will have authority 

will be a key

establishment to license 
the
of all projects under the law, and
provide them with to
all 
 other licenses
establish, needed to
operate 
 and expand investment 
 projects
including import licenses and licenses to estaklish the
companies need to carry projects into effect.
also: will The IPA
provide investors
assistance in and projects with
dealing with
Organizations other Government
and with finding land, 
 partners,
suppliers, etc.
 
Additionally, the IPA will have the responsibility for
certifying 
the rights of investors 
and projects to
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various exemptions qnder the law. 
The IPA $u discussed
in detail in the commentary on Chapter 6 below.
 
(27) "Foreign Invested Capital" and (28) "Yemeni Invested
Capital"
 

Theqe definitions 
are extremely
success important
of the for the
law. "Yemeni 

currency Invested Capitals
of means
the Y.A.R. 
and otHer
capital invested locally sourced
in a project by
Y.A.M. a citizen
"Foreign of the
Invested C&pital" 
is foreign capital
invested in an Investment Project in the, Y.A.R. in any
of heveral defined forms includingforeign currency. freely convertibleUnlike 
Yemeni
however, Foreign Invested Capital,
Invested 
Capital 
is defined 
by its
source, not by the nationality of the owner.,


Thus, as is specifically provided in Article 8.D.(2),Yemenis may invest foreign funds in aY.A.R. investmentproject, but foreigners and Arabs maynotRepublic' s currency. invest theThe ideacurrency held by Yemenis either 
is 
within 

to 
the country or 

attract foreign
abroad into investment projectsthat, in the Y.A.R. Toit is necessary do 
Capital" by its 

to define "Foreign Invested
source

the: contributor. 

rather than the nationality of
This means that 
Foreign
Capital contributed Invested
by Yemenis
standing will have the
as same
that contributed by Arabs 
and foreigners
with respect to transferring profits and capital abroad
under Articles 24 and 26 of the law.
 
These are important rights which 
:menis must have in
order to attract their foreign currency holdings
investment 
in the Y.A.R. 
 No investor, regardless 

into
 
of
whether he is Yemeni, Arab or foreign, will put money
into a couitry if he does not think that he can get it
back out. 
Currently, it appears from our research that
Yemenis 
are holding large amounts ;of foreign currency
both within the country and outside of it.
this money is Right now
 

speculation 
being invested in smuggled goods,
and land
foreign investments.
provisions are essential to the effort to channel those
foreign 


The above
 
funds 
 held 
 by Yemenis
investment in their own country. 

into productive
 

Clause 27(b) of Article 3 provides one exception to the
rule that foreigners may not investY.A.R. investment project, 
Yemeni Rials in anamely, in
conversion of the case ofthe Y.A.R. 's foreiqn debt (if any) toequity.
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Thus, for 
example, 
assuming
foreign debt in 
that the ¥.A.R. had a
U.S. Dollars, 
an Arab 
or foreign
investor could purchase a portion of that debt, say, US
$ 1 Million. Normally, in such cases the investor would
purchase 
that debt at a 
discounted
example, US price
$ 700,000. of, for 

receive But, the investor could then
the face amount
Central of the obligation
Bank in Yemeni Rials, in 
from the
 

Million. this case YR 10
The investor could then under Clause 27(B) of
Article 3 invest the YR 10 millioi in a project in the
Y.AR. and such investment would be counted as 
Foreign
Invested Capital for all purposes of the investment law
of tSS $ 1 million.
 
The concept of debt-to-equity conversions was pioneered
by South 
American 
countries

burdens and was 

with large foreign debt
recently also adopted by Egypt in its
newInvestment Law.
 
(29) "Foreign or Arab Participation"
 

By contrast to 

(29) does 

"Foieign Invested Capital", definition
define "Foreign
terms or Arab Participat.on,of nationality into mean thecapital proportionof a Project owned and of totalcontributedYemeni Foreign to by nonor Arab Investors.
Definition Similarly,
(30), in
 
proportion "Yemeni Participation,, means
of total capital the

contributed to by 

of a Project ownedYemeni Investors. and
statistical and legal purposes, it is important to know
 

For a number of
the nationality of the participants in a project.


Other definitions will be discussedarticles where needed. in the context of specific 
is self-explanatory. 

Paragraph B of Article 3 on Construction
 

Article 4 - Scope of Application
 
This article simply lets investors know from the beginning what
projects 
are covered by 
the Law, namely all 
projects 
in all
fields except those which must be established under other laws as
 
is specifically set 
forth in 
a Schedule
which 
are completely 1 to the law and those
prohibited
similarly, Paragraph C of 

as listed 
 in Schedule
the article, informs 2.
 
investors 
what
projects requirs public sector participation :in Schedule 3 to the
Law. Paragraph D(1) explaing that all projects are openor foreign participation except those for Arabreservedspecifically set forth in schedule 4 to the Law. 


to Yemens as are 
It is important
to inform investors from the beginning whether the project they
have in mind will b*e subject to the law or not so that time is
not wasted for either the investors or the Government. 
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Paragraph 
D(2) of Article 
4, which forbids
investors Arab
from investing Yemeni and Foreign

debt-equity conversion, 

Rials except in the case of a
has already been 
discussed
connection with the concept of "Foreign Invested Capital."
 
above in
 

Article 5 -
 Duty of 
 Government 
 Officials 
 to Facilitate
 

Investment and Maintain Confidbntiality
 
A. 
 Duty of Government Officials to Facilitate Investment
 

Paragraph A of 
this article addresses
investment in the Y.A.R. a major obstacle 
to
 
Government That is the negative attitudes of
officials 
 which have
investors been ,reported toward
and- investment 
projects.
themselves in what often amounts to harsh treatment by such
 

These' attitudes 
show
 
officials or in slow service in terms oZ approving licenses
or clearing customs. 
These attitudes were a recurrent theme
in our discussions with investors who said repeatedly that
the biggest problem with the existing Investment Law 18/1975
was its implementation 
and that many Government Officials
simply ignored clear provisions of the 
law when it suited
them.
 

Although the organization charged with implementing the Law
will be the IPA investors and projects inevitably will find
themselves 

officials, 

dealing with many Government organizations
including and
the Customs Authority, the Tax
Authority, immigration officials, policemen, and officials
from the ministries of Economy, Municipalities, and Labor,
not to mention the authorities responsible for the sector in
which the-project is working.

investment Because of the importance of
to the national 
economy, 
it, must be
duty of every government official to 

a primary

facilitate investment
and not just the job of the IPA.
 

In many countries which have such an organization to promote
investment, other government agencies work against it.
happens especially when there This
 
despising: private is a change of policy from
investment 
to welcoming
encourage it. and trying to
Indeed, once the investment law is passed, to
ensure it6 success, every government official should read it
and participate in conferences to
facilitating rather than 

learn the importance of
harassing 
or delaying investment
projects.;
 

Accordingly, 
after the 
new law is passed it will 
be
important to educate Government officials on why investment
is vitally important for the Y.A.R.
that investment will They should be taught
create 
jobs, more-and better quality
goods in the market for them and their families as 
well as
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all of the people and new 
sources of 
revenue for
Government through the
increased 
collections
consumption taxes and 
of salary taxes,
future profits taxes and 
customs
duties.
 

B. 
 Duty of Officials to Maintain a Project's Business Secreta
 
Similarly, 
 in the course of

officials their duties, government
inevitably will 
 discover legitimate company
secrets relating to production know-how, secret formulas for
making prodicts, lists of customers and suppliers, plans for
new products, plans for 
new financing, etc.
makes it their Paragraph B
duty to maintain confidentiality 
unless
otherwise authorized. 
 In other words, such infqrmation may
be revealed only in 

business secrets which 

th9 line of duty. Obvtously, the
deserve 
to be protected do 
not
include those relating tq violations of law or breach of 
a
project's legal obligatiops.
 

Article 6 -
 General Outline of Guarantees, Rights, Exemptions

and Obligations for Licensed Projects
 

Ending Chapter 1: on Preliminapy Provisions, Article 6 provides a
brief overview of the scheme pf rights and exemptions available
to licensed projects 
under tpe law. 
 Chapter 2 sets
rights and benefits which all out the
licensed projects 
shall receive.
Chapters 3 and 4,set out additional rights and exemptions which
are available only to those pojects which earn them by meeting.
*pecifipd conditions and requ rements. 
 Finally, chapter 5 set.
out very special rights and e emptions which can be awarded only
by the Cabinet, in some cases, or the Board of the IPA, in other
cases, to projects found to 4a 
 of "special 
social and economic

significance."
 

Chapter 2
 

State Guarantees, Rights and Exemptions
Provided in Respect of All Licensed Projects
 

As noted above, Chapter 2 sets 
out the guarantees, rights and
exemptions available to 
all pFojects. This is 
a vital chapter
because it addresses many of :ey obstacles to private investment
in the Y.A.R. today.
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Article 7 -
 Freedom of Inveptment; and
 

Article 8 -
 Equal Treatment of Investors
 
These two articles, guaranteeing freedom of investment and equal
treatment to Yemenis, Arabs, and foreigners alike, 
are fully in
keeping with the spirit of an open investment climate.
'important that Yemenis have freedom to invest aid equal treatment
as it is 


It is as
 
Arabs and 
foreigners.
provisions are carried over 	

The freedom of investment
from Law 18
Ministry 	 of 1975 and the second
Draft Investment 
Law delivered
treatment article was 	 to us. The equal
contained in both Ministzy drafts and will
be very reassuring to investors.
 

Article 9 -
 Private Sector ptatus of Projects
 
Emanating from the 
first Ministry draft, this: article provides
assurance to investors that 9ven with tosector participation, 	 up 75 percent publica projct will be .consideredsector project 'free 	 a privateof the, rules encumbering,projects. 	 public sectorThis is similar to Articleexcept that there 7 of the newt Egyptian law 
be considered 

projects undpr the Egyptian investment law willas private sqctor 
projects regardless 
of thepercentage of public sector participation.
 

Article 10 
- Right to Own Lapd
 

A. RightofInvestment Proleftst 
Own andLease Land
 
Taken 
from: the "inistry s first Draft 
Investment 
Law,
Paragraph A of this artile provides important reassurances
to Arab and foreign inveptors that they and their projects
will be able to own or rapt land for project purposes.
 

B. Problemof stablishingCear Title toLand 
Paragraph 
B of Article 
10 addresses
important problems 	 one of the most
facipg investors today: 
 Namely, the
problem of -obtaining clear and certain title to land.
learned that all 	 We
too qften after 
purchasing
someone who 	 land from
appears 
to Pe the owner,
individual will suddenly discover that 

an. investor or any
 
someone
ownership of the land. 	 else claims
Even if the claim
founded, fIghting 	 is not well
it will mean costs and delay for the
investor and his project.
 

C. 	 Ultimate Solution is to Man and RecordLand Ownership fortheEntreu 
Ultimately, 
the solution 
to the problem: of establishing

clear title to land is to survey and map the entire country
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to establish the ownership interests in bach plat of land.This would be followed by establishment of a land recording
system which would conclusively establish the ownership
interests With respect to each piece of land in the Y.A.R.
Hopefully, such a system could be computer-based using the
Australian-system of land recording and cross referenced by
owners, lessees, easement owners, mortgagees and others with
interests *in 
the land. Certainly, this would be
important investment 
for the Government to make 
an
 

for many
reasons including investment promotion and encouragement.
 
D. 
 A Recording System to Help Investors Establish Clear Title
 

to Land
 

Pending development 
 of such a system, however, the
investment 
law creates a recording 
system fqr investors
using the, Register 
of Projects to be establiphed by
Investment Promotion Agency pursuant to 
the 

Article 68. Thiswill be a public register to which any person, private 
or
public, will have 
access 
and will contain key information
about each project. 
 It will also be used under Article 10
to establish a Project's right to the land which they lease
or buy against third-party claimants. 
This is a short-term
solution to a very important problem affecting investment in

the Y.A.R.
 

Article 11 -
 Project Right to Open Shops for Products
 
Taken from the. Ministry's first draft, thisimportant facility article provides anfor Ara4 and foreign-owned or controlledprojects to open shops fov the purpose of cll±~vgproducts which-will be very reassuring to them. project

Many investors
like to be able to control tie marketing of their products, and
they cannot do -it in many other countries.
 

Article 12 -
 No Public Sector Monopoly
 

A. 
 Investors Must Be Warned of Public Sector Monopolies If Any

Exist
 

Adapted from the Investment Promotion Law of Thailand,
this Article, guarantees investors against any public sector
monopoly on sales 
of their products. If there
' are any
exceptions, such as distribution of flour, for example they
should not be allowed 4nless they 
are specifically listed
and described in a scheoule to the law. 
 Article 12 should
be read together with Articla 
4.C. which requires that
investors be warned in Pchedule 3 about projects requiring
public sector participation.
 

61 



B. Reasons 
for Forei gn Investor Ccnri 
 Aout Public secto
ComletitLioh and Activitles
 

There are 
few areas 
of greater concern
investors than the specter of 
to private foreign
public
monopoly or dominance of the economy. 
sector competition,
 
There 
are severalreasons 

the 
foi this concern by foreign private sector investoraabout public sector. One is that public sectoroften receive preferential firmstreatment 
from the 
qovernment
over private firms in the form of subsidized inputs, usually
on the ground that such public sector firms are carrying asocial burden of providing employment and cheap goods to the
population. 
The other is that public sector firs often are
inefficient and lose mongy which areby the private sector. made up by taxes paidThus, the private' investor paystwice.
 

In this regard, the Y.AR. is 
fortunate
overshelming public sectqr which dominates, 
in 
the economy. 


not having an
 
would urge.that the Y.A. We
continue to restrict the public
sector to existing state 
enterprises and to
functions providing pecurity, its more vital
of 
 building infrastructure
enforcing the laws and ecicating its people.
extent poSible, Indeed, to the
we wou d urge the
world-wide trend and div st 

Y.A.R. to follow the
itself of business enterprises
except those providing p blic services.
enough responsibilities The Government has
ithout having to 
worry 'about the
risks of the marketplace.
 

Article 13 
-
 Go. Lunu vrerprence for Project Products Over
 
Imports
 

Paragraph 
A of: this article,
draft, promises. preference ip 
taken from th6 Ministry's 
first
government
products procurement to
of equal. quality local 

advantage. including a ten percent priceIn Paragraph B, thp Government would undertake not toimport into the Republic prodcts which would compete with those
of licensed projects except to 
the extent that production does
not meet demand.
 

Article 14 
-
 Right to Manage Projects
 
Although it 
seems obvious, it is 
important that investors have
assurance that they will be able to manage their projects an they
see fit according to 
business and 
economic conditions
according to government orders. and not
Thus, projects must 4e able to
determine produqtion levels in accordance with the demands of the
market 
and 
not be prevented f7om increasing production
necessary, decreasing production or, if
in accordance with
economic laws of supply and demand. elementary


This right will be a key in
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the Y.A.R.'s drive to build its competitive position to attract
invest-ent in preparation for the advent of the ACC.
 

Article 15 
-
 No Economic Discrimination
 

Derived from 
the MinistryIs 
first draft, this is an
guarantee important
to investors 
that they will not be
against in any way discriminated
with respect to other 
private or 
state
projects in the same activity.
equality bafore the 
This applies on the high level of
law and
Government supplied inputs, 
on the practical level that
 

facilities, will 
such as energy or communications
be provided to private
all and public sector
projects at the-same prices.
 

Article 16 
- Freedom 
from Controls 
on Prices, Profits 
and
 
salaries
 

A. Freedom 
From Price Controls Guaranteed
Projects E cept for Mono 
to Investment
 

ce Fixing
 
Freedom from controls on prices, profits and salaries is one
of the most important uarantees 
provided in
Investment. Law. the Draft
 
article 

As written, it very similar
in the Ministry'5 
is to an
first draft with 
two important
differences:
 

(1) It provides an additional important exception to
freedbm, namely, such
mo opolies and projects engaging 
in
price fixing or other monopolistic and anti-competitive
practices 
 (That is7 projects which
trying to are themselves
-control arW 
fix prices). 
 -Insuch ases, the
government has a perfectly legitimate right to control
prices to see that tiey are in line with market prices,
or, where there are po market prices, with a reasonable

profit.
 

(2) Instead of leaving as vague and uncertain the question
of what basic products the Cabinet could impose price
controls on, the law should spell them out in a defined
limited list, 
 that all investors know.
so 
It is not
fair to investors to leave a matter like price controls
vague: and 
unclear 
and leaxa 
them uncertain
whether as to
or not 
their product might be 
found to be a
"basic product" on Wtich price controls can be imposed.
 

Accordingly, the list must be clear 'anddefined in the
law without listing some 
catchall category, 
such as
"any other product found to be a basic product by the
Cabinet or some other Government body."
controls wre now in Because price
effect in the Y.A.R., 
it is very
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B. 


C. 


D. 


important 
 to guarantee 
 investment projects future
freedom from price control. 
 If price controls are to
be continued on some items, then it is essential that
investors 
be clearly 
warned in advance exactly what
those items are. 
The Best solution by Far is to Abolish 11 Price Cont-ols 
Except for Monopolies. to Discouraae 
 Consumntion 
and
Encourare Production
 

Price controls 
directi discourage private
are investment and
one of the most serious 
of the obstacles
investment, in to private
the 
Y.A.R. Frankly, we believe that it in
even a mistake to leave in the possibility of price controls
for "basic products" like wheat, bread and cooking oil.
 
Price Controls Cause Shortages. Black Markets:and Inflation
 
As is discussed 
in detqil in section%-3L ' 

controls invariably fail 

ove, price

to achieve their
guaranteeing purpose of
basic neceosities


reasonale, prices. for ordinary people at
Instqad, they usually create shortages
in the price-controlled item because productioncountry of similar in theor cpmpeting alternativesdiscouraged. s directlyThe shortagp in turn usually results in blackmarkets fr the price-cogtrolled item where itinflationary prces whic is sold forfar exceed what ordinary market
prices woul.d be. 

The Egyptian Example
 

(1) Price Controls in Egypt Have Discouraged Production and

Resulted in Shorta ei and Black Markets
 
In Egypt, price cqptrols certainly have
consumption encouragedof pricq-controlled items and discouragedlocal,production. 

price-controlled 

Often, this has led to a shortage of
goqds and 
black markets where
goods; are the
then sold for three or 
four times, what the
free market price wquld have been because that is the
only way the goods cgn be obtained. 'For example, a few
years' ago the government imposed -rice controls on
watermelons, a very popular fruit in Egypt.
watermelons disappeared from the market. 
Overnight


The next year
almost: none 
 were ,grown. 
 The government
decontrolled then
the prIces, and the following year
markets were theso ful of watermelons that the prices
came downof their oWn accord.
 

(2) Price.Controls inE3y 
t Also HaveResultedin Massve
OverConsmption and 
aste
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The other result of Egyptian price controls has beenmassive wastage. 

very low. 

Thus, in Egypt bread prices are keptThe result is, as the newspapers reportevery year, that Egyptians consume more bread than any
people on earth. 
Bread is 
so cheap that it is cheaper
thananimal feed, so people feed hdge amounts of bread
to their animals.
 

Article 17 
- Stability of Laws
 
This article addresses one of the
anywhere. Stability main concerns of investors
and predictability 
of laws and rules is
absolutely crucial to attracting investment. 
 It is particularly
important in the Y.A.R. becauqe of actual examples of officials
ignoring clear 
provisions of
Investment Law 

the law. Thus, Arttcle 16 of
18 of 1975 clearly provides for
exemption a 25
for 'customs duties percent
on raw materials 
and components.
Yet, this right has been takeq away by administrative action no
by legislative amendment.
 
In another 
case we were told about,
that machinery imported by 

a customs official decided
 q project under Lawentitled to a customs exemptign because it 
18 was not
 

was going to be used
to produce goods under a foreijn trademark. Nothing can kill the
prospect of 
foreign investmet
like that. But overall, there 
faster 

a 
than 'official attitudes
 

investors thap 
is strong impression among
no matter What 
 investment
government officials will simply ignore it if it suits them.
Moreover, there is a problem of conflicting laws. 


law is passed,
 

problems, clear To avoid these
assurances 
aro provided that no 
right provided
under the law vill be taken 4way retroactively and that no lawwill amend the Investment Law Without a clear statement of intent
to do so. 

Article 18 
-
 :Right to Sue an4 Arbitrate in Respect of Disputes
 
This provision 
assures investors that they will have access
the courts to
or recourse 
to arlitration and
itself is subject to that the Government
suit including all
Government an4 

Ministers, Ministries,
Organizations 
 Officials.
addressed This subject is
in much greater 
letail in Chapter 
13 on dispute
settlement.
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Article 19 - Guarantees Against Taking Proporty Without
 
Judicial Due Process
 

A. Basic Gua atee 
Against Taking Pr,2erty-i 
out Judicial Due
Process Essential to Encourage Invstmen
 
This article is based 
on 
important guarantees
against confiscating to investors
 or nationalizing projects
provided under the or assets
Investment Law 18 
and earlier Ministry
Drafts and is an essential provision of all laws designed to
encourage,private investment.
 

B. 
 Project Lcenses Cannot Be Cancelled Wthout a 
purt OrdeL
ich Ma 
Be Grgnted on an Expedited Basis
 
Article 
19.A(3) provides that
cancelled'without a court order. 

a project license cannot be
For an.investor, a license
cancellation after lie 
ha- made his investment 
 ,tantamount
to confiscation or natiolalization. 
 There
case -s a well-known
in a nearby country of an investor whose license was
cancelled after he had izvested over US $ 5 million.though he had Evendone nothing wrong and
investment even though thelaw of the qountry in question alsoguarantees against providedconfiscation 
and nationalization, 
the
investor still has not regeived compensation or even a court
hearing in the country.
 

The Government at some potnt may well have good grounds for
cancelling a license. 
 It so, let the Government bring its
case 
to qourt or to arbitration and let the court
arbitrators or the
decide 
if Cancellation
justified, Paragraph B(2) 
of the license is
of Article 19 
 gives the


Government the right
basis. to obtain 
a hearing on an expedited
 
C. 
 Court Ord rs to Seize InvestmentProlect Pro-erty or CancelProject Licenses Must Bep Based on ClearandEvidence usin convincingtheAMtion nder-
a s~ecific
Law and a Judicial HearinqAfter Fair Notice 

Provisionof 

In addition, Article 19.4. of the proposed draft specifies
that the court order fqr any of
Article the .actions listed
19.A. , must inbe Pased 
upon clear and convincing
evidence justifying the action under a specific provision of
law and 
may be issued 

investor !has 

only after a hearing of which the
had fair notice ind a..
participate. opportunity to
Then, either party
decision on an urgent baqis. 
can appeal the court's


This protects the Government
as well ab the Investor. 
Even if the cUrrent law requires
the same procedures, notipe and hearing, it is important to
provide for 
them in 
the Investment 
Law as assurances 
to
investors;
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D. Eedite Procedures Alloyed for Urent 
Cases
 
The Government 
receives
special expedited court 

additional protection
procedures by having

or if for cancellIng licenses
urgent action 
is required
however, to seize asstets.
there must Again,
be clear 
and convincing
justifying the action presented in a judicial hearing after
 

evidence
 
notice to the investor.
 

E. Com iensation 
at Market 
Value 
for Loss of Pro et by
Prol ects :or Investors
 
Finally, the proposed draft provides for compensation at the
market value for property which is takeft
second draft. In per the Ministry's

shall 

addition, it provides that compensation
be prompt, adequate, effective -and
language: similar 
to that fair, adopting

treaties. of many bilateral
Compensation investment
for the loss of 
foreign invested
capital may be freely transferred abroad the same as capital
repatriation under Articll 26.
 

Article 20 
-
 Yemeni Rial Ban) Accounts; and
 
Article 21 -
 Foreign CurrencV Bank Accounts; and
 
Article 22 
- No Government 
 Obligation 
 to Provide 
 Foreign


Currency

A. Falities 
Provided 
b These 
Artc es
Prmte ivte vestmen in the AR. 

are Essential to
 

These 
articles begin whit 
is perhaps the
series of provisions in the law 
most important


namely, those providing
banking, foreign currency and import rights and facilities
to investment 
projects. 
 Without
will these facilities,
be very little there
priVate investment 
in the Y.A.R., 
no
matter how many other guarantees, rights and exemptions are
given to investors. 
These provisions deal with what are by
far the most serious obstAcles to investment in the Y.A.R.,
namely, 'foreign exchange 
 controls,
restrictive import licenses,
banking prqctices 
 and restricted
facilities, which are discussed in detail in sections 3 and
 
banking


4 above. 'The facilities provided by Articles 20, 21 and 22
solve the foreign exchange problem for investors, but
for the country as a whole. not
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3. Interest: on- th Full amunt
S 	 o --.y men pgosits Notact to Gove 
 ent Lim tation
 
Articles 20 and 21 provide that all licensed projects
authorized to open local and foreign currency accounts, that
 

are
 
banks may not refuse to open ainterest will be paid 	

project account, and thaton the full amount of thedeposits regardless 	 projects'of reserve requirements.
provide that interest on project 	
They also


deposits will 
not
subject to government limitation. 	 be
The counterpart to this
provision is that interest on 
any 	limit loans shall not be subject to
other than that negotiated by the bank and the
project 
*as 	 is provided in Article 
 23.B. on banking
facilities discussed below.
 
C. 	 Articles 21 and 22 Remove the Foreign Exchane B rden Fro
the Govenment and Give Investment Proects the
Reepo s biity to 	 tA
Obtain 
Their Own FreJn Exchange -fo
Pro-i 	 ct Purposes 

Article 21 on
project 

foreign currency bank accounts provides that:foreign currency accounts may creditedforeign currency 	 be withfrom foreign invested capital, foreign
loans, proceeds 
from 	exports, proceeds from sales
domestic. market in 	 to the
foreign currency as well as from any
person, private or public, holding foreign currency within
the Republlc or outside of it. 
At the same time, Article 22
makes cleat that projects shall have both the right and the
resonsibility to obtain their own foreign exchange from any
source, private or public and,Government 	 equally: important, that thewill 	be under no obligation to provide foreignexchange to projects. This article therebyGovernment of an impossible burden: 
rel!eves the
 

meet That of guaranteeing to
the, 	foreign currency needs 
and 	demands of private
investment projects.
 

D. 	 Permitted Foreign Exchange Transfers
 
Under Article 21.D., projects can use their foreign currency
accounts for any and all foreign currency payments required
to establish, implement and operate their projects including
payment for
working 

fixed assets, imported production materials,capital, loan repayments, royalties and 	other fees
for foreign technology transfer and transfer of profits or
repatriation oA capital pursuant to Articles 24 and 26.
 
E. 
 TheSystem of Reuiring Investment Proects to Obtain Thi
Own Foreign Exchange and Removing the Obliation From the
GoverMentHasWrkedA
ExtremelyWellin 


These a3 ticles closely 
gypt
 

follow very successful similar
provisions 
in Egypt's 
former Investment 
Law 	43 of 
1974,
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except that 
the provisions
investment of the proposed
law are draft Y.A.R.
stronger 
and clearert
provisions, private investment would not 
Without 
these

in Egypt under Law 43 on Nave been possible
Before Law 43 was passed, 

the scale which it has occurred.
controls. Egypt had 
very tight exchange
Two years after the investment law was
Egypt passed a enacted,new foreign exchange law 11all Egyptians the right to their own 

1976 which gave
foreign currency bank
accounts and the right to obtain their own foreign exchange.
This 
created the so-called 
"own exchange"
foreign exchange in Egypt which has met the foreign currency
 
free market for


needs of all investment projects established there. 
 The new
Egyptian law contains similar provisions giving projects the
right and the responsibility of obtaining their own foreign
exchange 
and specifically 
taking 
the burden off of
government, the
 

Se of euirin the 
Govment to
Echnge Provide Foren
r Priva 
 tment 
 e 
Clearly, the 
nqed also to 

Central Bank and the Government of the Y.A.R.rid themselves 

nqw meet and of a burden which
should not they cannot

iavestors be expected to meet.
are able to Currently,
qbtain 
import permits and 
foreiqn
enchange for less than 40 percent of their production needs,
ad some, ;even 
 less.
projects have had to clos 

We understand that a 
number 
of
down. The government simply does
not have suXfficient 
foreign exchange to meet the needs
current 
investment projeats much 
 of
less inet the demands of
the kind of dynamic economy which the country in 
going to
invite 

need to create jobs for its rapidly growing population and
investment 
that will truly 
save iforeign 
exchange
through producing import substitutes or exports.

As noted above, the ideql solutionsuggested in Section 4 above for removing these controls for
 

is to. follow the plan
the entire economy.

this At the very least, it wouldcase -to follow Egypt's example 

be wise in
controls 
for investors. and release these
Right now
privately held by Yemeni_ both in the Y.Afr.and abroad is
 

the *foreign exchange

either going into smuggled goods or investments outside the
country 
as; is pointed out 
above.
investors under Articlee 21 

The facilities 
for
and 22 
of the Draft Investment
Law would enabie a significant portion of these fuidu to be
channelled Into Productiv investment,
will instead.
be the only way 
Indeed, this
effective
exchange to mobilize the
in the hands foreign
of private 
Yemeni 
citizens
investment in the country, for
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Article 23 
- Preferential Financing and Facilities
 
A. Article AiMs at Removin 
 Disincentives for Y.A.R. Banks to
Loan to I9ts
 

This Articie 
deals 
with another 
very. serious, 
 almost
crippling constraint on investment in the V.A.R., namely the
severe 
disincentives 
to commercial
the banks despite 	 and project lending by
an 
 excess
disincentive 	 of liquidity.
s 	 These
are 

virtually 	 so strong that banks understandably have
no desire 

Without 	 to make long-term
a banking 	 project loans.
system capable 
and willing
Yemeni Rial'financing facilities to investment projects, few
Investors are going to be motivated to invest in the Y.A.R.
 

to provide
 

The purpose of 
Article 23 
is 
to remove
disincentives 	 as many of 
these
as possible as explained below.,'

B. 	 Article 23.c. Removes Go 
 Limits
Sn 

en 	 on ntrest
Invetm 
t 
 ect
 
Because of interest rate ceilings on loans and high reserve
requirements,, 
banks 
lose money or break even
over 90 days. 	 on loans of
The maximum rate of interest'on loans is 15
percent with no add-ons 
or commissions permitted.
cost of funds 	 But the
for a 90-day deposit is
percent lees, and for 	 14 percent, only 1
a 270-day deposit,. 16,5 percent,
negative spread of 1.5 percent. 	 a
With those spreads between
costs and revenue, no Y.A.R. bank wants to provide, say, a
five-year 
loan to 
finance 
establishment
especlally 	 of awhen 	 project,it can sell excess bank depositsCentral Bank any time at a 2 percent margin over the cost of
 

to the
its funds. 
 The only solutionbanks an incentive 	 to this problem is to giveto loan 
to investment 
projects 
by
removing the interest rate limitation on such loans leaving
the interest 
rate to be negotiated 
between 
the parties.
This is provided for in Paragraph C. of Article 23.
C. ArtL 
23. Gives Banks an 
Easy and C
 

PetfengM rt 
 a es on s e sb rcRecordin
statement fmortgageIn TheInvesmentPrjecteiiMe;
We also understand that it is difficult to perfect mortgages
on property, 
creating 
another
project lending. 	 powerful disincentive
Accordingly, Paragraph E of 	
to


provides for a simple 	 Article 23
way for
mortgage 	 a creditor to perfect
on any asset of 	 a
submitting 	 an investment project simply by
:a mortgage 
statement
representative 	 signed by the project
for recording 
in the Investment 
Project
Register, which is to be established under Article 68 
(and
used under Article 10 to help a project establish its land
title).
 



Since the project Register will be open 1:o 
the public, any
other creditor can then look at the Register to see if some
or all of 'a project',s assets
Recording the information in 
have already been mortgaged.
 

conclusive proof 
the Project Register will be
in court of the creditorIs
mortgage as against the project or any third party. 

right to the
 
Where
an asset is mortgaged to two 
creditors, the first creditor
to file the statement will have priority.
be released The mortgage can
by submitting 
a mortgage release
signed statement
by the creditor 
for recording 
in the Project
register.
 

D. Article 23.E. Provides an 
Expedited Procedure for Banks to
Enforce Mortqaqes
 

Paragraph E Article
of 23 then provides
expedited procedure a clear and
for creditors
mortgage. to enforce a registered
By providing 
a clear and simple system
creditors for
to perfect

assets, banks 

and enforce mortgages on projectshould have much stronger incentivesto projects, especially if to loanthey can negotiate an interestrate which will allow them to make a reasonable profit over
the 
cost of their funds as is provided 
in Paragraph B of
Article 23.
 
E. 
 Article 23.G. Allows Interest to Accrue Pendng Legal Action
to Collect Debt From Defaulting Project Borrower
 

We understand that another disincentive to bank lending is
an ambiguity in the Commercial Code which makes it unclear
whether interest stops accruing when the 
creditor 
takes
legal action to collect 
a debt which is due.
does stop accruing, or if If interestthere is even :uncert-mnty about
it, this would be a strong incentive
default. a bo.~ wer to
This 
in turn, of course, 
for 


reluctant would make banksto lend without extremely strong security.Accordingly, Paragraph G clearly states that no legal action
by a creditor of a project will stop interest
obligations or otherof project from continuing to accrue until a
final judgment is rendered and enforced.
 
F Wi 
 si cntes toLend-in Removed Bak 
No Longer Will
Need to Demant xcessivel 
Hi h Collaterafo Loans
 

As a result of the above-described disincentives, banks are
extremely reluctant 
to lend 
and as a result follow very
restrictive banking practices, one of which is to demand 150
percent collateral 
to secure 
their loani.
uncertainty Given the
in perfecting 
mortgages
accrued interest pending 
and irith respect; to
 

insistence the outcome of litigation, this
is perhaps understandable.

protection But with the
and incentives 
for banks 
to loan to projects
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built into the proposed draft, such a demand would no longer
be necessary. Accordingly, 
Paragraph 
D of Article 23
restricts collateral on loans to projects to 100 percent and
requires banks 
to accept project loans 
which can be 100
percent secured.
 

G. Projects Entitled to Obtain Foreign Loans Directly
 
A fifth donstraint 
 on project 
 loan finance
requirement that all is the
foreign currency loans
through the be channelled
Central Bank 
at considerable 
cost to
borrower. the
Paragraph C would permit investment projects
make such to
loans directly.

purpose of the 

This is part of the overall
proposed draft 
 to eliminate
unnecessary as many
investment 

establishing projects 

costs as possible to make
in the Y.A.R.
possible relative to world costs. 
as inexpensive as


It must not be forgotten
that Yemen is in competition with the rest.of'the world, and
certainly the rest of the Arab world for investment, again
of both Yemenis and foreigners. 
 If an investor can
establish a project at less cost elsewhere, he is likely to
do so.
 

Article 24 
- Right to Transfer 
Profits of 
Foreign Invested
 
Capital
 

This article embodies 
the right to transfer profits 
which is
absolutely fundamental to attracting foreign investment and is a
feature of virtually all 
laws and systems designed to
foreign capital.. Indeed, it is attract
 
a central feature of Law 18 and
all earlier MinIstry drafts. 
 The difference here is
transfer will be funded that the
through the project's foreign currency
account and that'the government will not be obligated to provide
the foreign exchange for 
such transfers.
investor The project
must obtain his own or the
foreign exchange
transfer. to 'fund the
Paragraph B of Article 24 sets out the procedures for
the transfer which are self-explanatory.
 

It is important to note that 
to the extent that 
Yemenis
themselves invest freely convertible foreign currency in a Y.A.R.
project, they also will have the right to transfer profits abroad
under the principle 
of equality of 
treatmert.
purpose of this; law is to A principalencourage Yemenis whoforeign currency to invest it in 
are holding

the country insteadsmuggled goods, land of inand foreign bank deposits.effectively, Yemenis must have the same rights as foreigners and
Arabs with respect to their own 


To do that
 

foreign invested capital which
they put into an investment project in the country. 

72
 



Article 25 
-
 Transfer and Repatriation of Foreign Investment
Punds Before Implementation of A Projecti and
Article 26 
- Ikepatriation 
of 
Foreign Invested Capital After
 
Implementation of a Project; and
 

Article 27 - Investors Sale of Interest in Project
 
These 
 three articles provide for 
 the transfer abroad,
repatriation, of foreign invested capital in three cases:
 

or
 

(1) Where a project is not implemented

another either before 

for one reason or
 or after an 
investment 
company
has been formed;
 
(2) Following the 
 dissolution 
and liquidation 
of the
project after at least two years; and
 
(3) Upon the sale by the investor of his interest in the
project.
 

Like the right to transfer profits arising from foreign invested
capital, the right to repatriate foreign invested capital in the
above listed 
 instances 
 is fundamental 
 to attracting 
 its
investment in the first place and, accordingly,most investment is a featurelaws. ofLike transfersdiscussed of profits under Article 24
above, capital repatriation
proposed draft transfers 
 under
would be funded by the
the project's 
own
currency and not the Government's. foreign

same rights with Again, Yemenis would have therespect to transferringinvested capital abroad their foreignas foreigners and Arabs.
Yemenis, Obviously,
Arabs and foreigners to entice
 
country, they need 

to bring their money intothe assurance the
again if something that they can get it backgoes wrong or outthey change their minds, or they
wish to sell out.
 

Article 28 
- License to Import
 
This article licenses approved projects to import fixed assets
 
implementation, 

and production materials needed for the projects,' establishment,
operation, expansion 
or upgrading, subject
inspection to ensure that imported gocds are used for authorized
 

to

project purposes. Since all project importswith the project's will be financedown foreign exchange using the
currency bank account authorized by Article 21, 

foreign

there will be no
need to have the import license approved by the Central Bank.
other words, the project's original Inlicense (or amended licenseas the case may bA) will serve as its license to import project
requirements. 
To survive, projects must be able to import theirproduction needs freely. 
Currently, projects wait many months in
some cases to obtain import licenses, and they get them for only
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30 to 40 percent, at most, of their needs.
rids itself of 
Once the government
of the burden 
 supplying
investment project foreign exchange for
imports, investors will be able
accordingly to provide their own foreign exchange. 

to plan
 

Article 29 
-
 Customs Exemption for New Fixed Assets and Project

Implementation Materials
 

A. The Pu 
 ose of the Customs Exemtion is to Make Y.A.R. More
Compet tive as an-Investment Target
 
It is cornon 
for investment 
laws to offer exemption for
customs duties for the fixed assets and materials needed to
establish,. expand 
or 
upgrade a project. 
 In addition, the
household goods and effects of foreign managers and experts
of projects 
are exempted. 
 Given
countries the fact that many
are competing for foreign investment,
important mechanism this isfor reducing the costs'of an

establishingproject without much cost to athe country.' 
Indeed, as 
discussed
policy in Section 4.4 above,is to exempt an excellentA productioninstrumentq machinery, equipment,and tools from 
customs
imports them. duties no matter who
A country needs machines 'anddevelopment toolsno matter for itswho uses them.
other government officials would 

Then, customs andnot have to worry aboutexemptions for some importers but not others.
 
But for purposes of the investmentesza.-tial to make law, this exemption isthe Y.A.R.
internationally more competitive
as an investment destination by reducing the
costs of investment as much as possible. 
Again, the concept
is that once a project is licensed, it has the exemption and
there will' be no need to go back again to an exemptioncommittee as is now the case.
 

B. Artfile2 C PermitsExemption Within Allowable Var aios
in the Price, Schedule and Modelof theEemptedGoods 
Moreover, Paragraph C of Article 29 provides allowances forvariations.with respect to the imported assets and materials
to avoid the endless aggravation, delays and costs suffered
by investors when products arrive onhave a differentrisen in date, orvalue within 
 limit 
variations the one originally envisioned. 

adifferent model from 
a certain or are 

are substantial, Where 
required, but easily 

then a new license will beobtained so long as there is Aio abuse.
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C. 
 Article 29.E. Requires Top Priority for Customs Clearance of
Investment Project Goods
 
In addition, because of the importance of investment to the
national hconomy and development, Paragraph E of Article 29
requires 
 that the 
 customs 
 authorities 
 give investment
projects top priority in customs clearance. By comparison,
it should be noted that South Korea maintains a spialunit
of customs 
officials 
trained 
to facilitate 
imports by
investment projects.
 

D. 
 Limit on hxemptLon for Spare Parts
 
Paragraph. F of 
Article 
29 limits 
the exemption 
on spare
parts to 20 percent cf the total value bf new fixed assets
being imported.
 

Article 30 
- Customs Duty 
Reduction 
 on 
 Project Production
 
Materials
 

Apparently, there are some circumstances where customs duties on
 total raw materials required
exceed the duties 
to make a product in the
on a competing imported ptoduct. 

Y.A.R.,
 
Article 30
provides, first, that duties on raw materials shall Pit exceed 90
percent of the duties on an imported competing product. 
 Second,
it provides that where an investment project can prove that such
excess 
exists, it will be granted a reduction in duties by the
amount of the -excess. 


disappears by 
To the extent, however, that the
reason excess
of amendments
changes in in the tariff
the project's schedule, or
raw material
reasons, mix or
the reduction for any other
will be
provision will help 

reduced or terminated.
local This
products compete effectively 
in the
local market with equivalent imports.
 
Article 31 - Limitations on Project Import License and Customs
 

Exemption
 
A. 
 Project Imorts May Be Used OnlyforProject 
 rposes


Article 
29.A. makes 
it clear that
used only for exempted items must be
project purposes,
subject to losing and that violators are
their licenses 
under Article
punishment under Article 86. 
85 or to
 

B. Limtsonn ofImportedProject Goods
 
The article 
 aloo provides for the disposition of
fixed assets and liability imported
requires that accurate 

for the customs duties thereon,
records 
be kept and
inspections to enforce these rules. 
provides for
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Article 32 
- Employees of Projects
 
A. Unnecessary 
Costs and Delays Now En &te 
 _
 

Wiork Permits and Visas for Foreig~n Emloyees clfan Obstacle to Investment Projectsa re
the Y.A.R. and 
 rE tin Haier
Costs Harm the Country's Cometitive Pos ti 
"
 
Investment
 

Paragraph A of this article sets out rules relating to work
permits 
 and residence 
visas for 
 authorized
employees of licensed projects. non-Yemeni
 
in order to They are somewhat detailed
correct obstacles, delays and 
costs
being encountered and incurred by investors. 

currently
 

(1) Costs of AdvertLsing Position
 
First, apparently, 
in order
investor must to hire a foreigner an
advertise 
a position locally, which
reasonable enough. But iswe understand :thatAuthorities require the Laborthat the 
investor
television advertisein addition onto newspapers, a very costlyundertaking.
 

(2) Long Cost and Repetitive Procedures to ObtainInl*ialWorkPemit 
Moreover, 
the existing application process 
is long,
costly and fraught with aggravation.
we understand that the 

In this regard,
current
investors apply situation is that
for work permits before
arrives in country. the worker
This process can take
months from three
to one year, 
partly because each 
application
must, be reviewed by State Security. Then,, once
worker arrives, the


the investor 
must 
 turn over
worker's passport to the Ministry of Labor to have the
work permit stamped in the 
the 

passport. At this point,
apparently, the whole procedure of referring the matter
to state security 
is repeated and, 
again, it 
takes
several months before the passport is returned with the
work permit stamped in it.
 
(3) Investors nfali 
Fined for DelaybyOfficals
 

More disturbing, we understand that investors are then
fined YR 40 for every day that the passport was kept by
the Authorities 
because, technically, 
the worker has
been working without a work permit.
in addition to This seems unfair
 
previously 

being costly, because the permit was
approved and 
because
investor's fault that the work permit 
it 

was 
was not 'the
 

not stamped
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in the passport on the day that the worker arrived inthe country.
 

(4) Work Permit Renewal Procedures Also Costly. ReDetitive
 
and Unfair
 

Thereafter, the work permit must be renewed every year,
and the 
Labor Office Authorities 
will not accept a
renewal application before the date the permit expires.
Then, although 
the 	worker was previously approved,
processing the renewal also takes three to eight months
during which the investor once again is fined YR 40 for
every day between the date of 
expiration of
permit and day 	 the work
the work permit is 
actually renewed.
Moreover, apparently, no renewals
more 	 of a worker's
permit are granted after 
four years, even if 
the
investor is unable 

foreigner and must 

to hire a Yemeni to replace the
hire another foreigner to replace
the 	one has
that left. 
 This means added costs of
transportation and training without getting the bezefit
of employing Yemenis.
 

(5) 	Work Permit Procedures Add to Costs ard Auravation ofInvesting in the Y.A.R. 

These are unnecessary 
(and, in some cases, unjust)
added costs of investing in the Y.*A.R. 
and also cause
unneeded aggravation between Government authorities and
investors.
 

B. 	 Article 32.A. Seeks 
to Eliminate 
Unnecesarv 
Costs an
Delays of Exstincr System
 
Accordingly, PAragraph A of Article 32 attempts to alleviate
 
these problems by providing for:
 

(1) 	 .ewspayer Advertisina for Positions 

A one-time advertisement of 
a position in a newspaper
of 	 general circulation 
 in 	 the Project's area,
eliminating 
 the requirement 
 of 	 advertising 
 on
television. 
Perhaps the Government could establish its
own service of announcing available jobs on televisionitself. Again, the 	 idea is to reduce the costs ofinvesting in the Y.A.R.
 

(2) 	 Three-Year Work Permits 
 Renewable Indefinitely 
 on
Recommendation bythe IPA 
Three-year work pvrjr%.ts which can be renewed upon therecommendation of the ln.A. when a Yemeni replacement is
not available, so 
that the investor does 
not have to
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undergo the costs and aggravation of annual renewal or
of bringing in 
new 	foreign workets 
to replace those
required to leave after four years.
 

(3) 	Expedited Procedures
 

An expedited process for 
issuing 
work permits and
stamping passports, since there appears to
reason for taking months to 
be no good
 

process
individual 	 them (if the
is a security risk,
immediately apparent 	
then that should be
from the 
 State Security'srecords).
 

(4) 	No Pines for Period Following Submission of Application 
Eliminating 
fines from
renewal applications the date that',! passportsare 	 submitted orto the Authoritiessince from that time. the responsibilitythem, not on the 	 should be c"investment project. Naturally,would accrue 	 finesfor late submission of documents,there is no justification 	 butfor 	fines when the investor
has submitted passports and applications:bn time.
 

C. 	 Employees Generally and 	 Project Right to Hi e and Fire
Subject o oment Contract
 

(1) 	Provisions Will Reassure Investors
 
Paragraph B of Article 32 provides that with respect to
employees generally, investors 
are
fire 	 free to hire and
subject to 
employment 
contracts negotiated with
the workers and specifically provides that investment
projects Will not be subject to government imposed pay
raises or levels.
 

(2) 	LawsRestrictin the Right toFire Workers Discourae
Job Creation and Hiringin 
the Fi 
 st Place
 
While we understand that this has not been a problem in
the 
Y.A.R., investors 
will 
be reassured
provisions. 	 by these
Many countries have laws which forbid or
make very difficult 
firing workers,
Egypt for example. The result is! 

as in Europe and
that investorsthen reluctant 	 areto hire employees for 	 fear thatwill never be able to them 	

they
lay offproject is in danger of losing 

even when the 
money. As resultaunemployment is much higher in Europe than, say, in the
United States where hiring and firing and laying off is
governed 
by contract 
rather than 
law. This a
is
another example where government controls have exactly
the opposite impact of their intent: 
 By making firing
of workers difficult 
out 	of concern for workers' job
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security, these controls make investors afraid to hire
workers 
in the first place,

creatibn thereby reducing job
and increasing unemployment. 
 Article 
32.B.
will provide better security for workers in the long
run because investors will not be afraid to hire them.
 

4) Singapore's Eperience:

Investors" the Right 

Provisions Guaranteeqin
to Hire andEmloyment Contracts Has 

Fire Freely Subject toCreated Jobs and a HighStandard of Living 

In 1968, Singapore after a long and bitter politicalbattle repealed a law enacted five years earlier which
made firing workers difficult.
and firing a matter of 
The new law made hiring
contract negotiations
the investors and the workers. between
 
The day that the lawwas passed, Singapore police went onto the streets and
into factories 
in force
workers. to put down riots among
The Singapore government stuck by the
however, despite law,
fierce opposition and the 
law has
remained in effect ever since.
 

Today, Singapore has the 
lowest unemploymeot 
in the
world and the highest standard of living in Asia, just
behind Japan, and well ahead of most of the countries
of southern Europe. 
 In Singapore, investors 
readily
hire workers when they need them because they-know that
they can lay them off if businessGermany turns bad. Inand many parts Westof Europe, companieshire workers will noteven when they need them because of the
fear that ff business goes down they will never be able
to lay the workers off. 
 The result is 
that Europe
still has very high unemployment compared to Singapore
and the United States.
 

Article 33 
-
 Basic-Tax Exemptions Available to all Projects
 
As the title 
make' clear, this 
article provides basic
exemptions for all projects as follows: 

tax
 

A. Four-Year Profits and RealEstate Tax Exmption
 
First, every project will receive a four-year exemption from
profits and real estate taxes, starting from the dpe of the
ense rather than 

encourage 
the date of commencing operations into -r implementationquick of the project.
a exemption is discussed in more detail in the commentary
2hapters 3, .4and 5 below.
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B. 	 Five-Year L'ass Carry-Forward
 

For 
losses incurred 
after the exemption period
Projects will be able to 	 is over,
carry losses fol'ward
tax purposes for a period of five years. 
for profits


This is a standard
provision in most profits tax laws, but wa did not find it
explicitly stated 
in the law on taxing commercial
industrial profits. It im5cLant 	
and
 

td limit
carry-forward period 
is 	 the loss
 as well as allow it. Most tax laws
seem to fix five years as a fair period.


C. 	 Exemption of1Capital From Prpoortionate Stamp Duty

and 	Other Direct Taxes and Imposts on CaPital.,
 

(1) 	Exemption From Proportionate Stamp Tax
 
Article 
33.A. (3) provides for permanent. exemption
the 	project', capital offrom 	 the proportionate stamp taxand all 	other taxes on capital including the capitaltax 	on: foreigners.. This is one of thetax 	 most importantexemptions 
in the 
Draft Investment
First, 	 Law by far.
the 	taxes on capital
investment ;elf, the 	

are a direct tax onvery 	act that the lawto encourage. 	 is tryingAnything which unnecessarily increases
the 	costs of capital -- i.e.,
a project --	
the cost of establishngreduces the Y.A.R.'s competitive position
for 	investment world-wide and should be eliminated.
 

What 	should be taxed are the results of operations of dproject -- that is, its 	 income and products,its 	capitel -- its but notestablishment 
very 	 -- when that isthing 	 thewhich the Y.A.R. is trying to encourage.Right now the United States is considering changing its
tax 	las because the costs of capital in the UnitedStates-are roughly twice the costs in Japan and higher
that 	the U.K. and West Germany. The Y.A.R. 
can 	take
this 	step first and eliminate the 	proportionate stamptax on capital and the capital tax on foreigners.


(2) 	Zakat
 

As presently administered, akat 	represents a tax oncapital in that newly-formed companies, which have not
had 	a 'chance 
to purchase assets
invested funds held by them. 
are taxed on the
 

difficult 	 This is especially
for limited shareholding

imder the 	 companies which,
law, 	must have one hundred percent of its
capital paid 	 in upon formation,
to 	 which is then subjectzakat of two and a half percent. This represents a
considerable 
cost, especially where
investmert 	 the amount of 
very 

costs required to establish a project arelarge, say, in the millions. With 	 thls kind of 
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cost on the investment 
of paid-in equity capital,
investors will 
make every effort td 
avoid paying in
capital either by delaying the payment or, much worse,
borrowing to 
 finance investment 
costs instead of
investing, a phenomenon which now occurs in the United
States with disturbing regularity because of the high
cost of capital in the U.S.
 

Not being experts in the Shari'a, we cannot pretend to
be able to formulate 
a definitive 
solution
problem of zakat. to the
We strongly recommend that a team of
distinguished Islamic lawyers and judges be 
assembled
to determine how zakat can be imposed without being a
direct charge on 
invested capital. We can only offer
the following suggestions.
 

(a) The Draft Investment 
Law contains the 
following

formulation:
 

"With respect to Projects and Investment
Cbmpanies, zakat 
shall be the individual
responsibility 
 of each 
 of the Yemeni
Investors with respect to the shares owned by

them."
 

This at least would reduce the burden directly on
the Project's capital and shift the responsibility
to tie Yemeni investors themselves. 
We understand
that the approach cf many other Islamic countriesin to put the obligation on individuals 
rather
tan on companie-. 
 Again, whether this solution
comports with the Ahari1A is not something we are
equipped to answer.
 

(b) An alternative formulation might be as follows:
 

"Permanent exemption of the Project's capital
from the proportionate stamp tax, 
and all
other taxes on capital, including the capital
tax on foreigners 
 and zaktF provided
however, that zakat shall 
instead be levied
on that portion of 
a Project's 
net income
attributable to Yemeni participation."
 

We understand that this is 
the approach ,in Saudi
Arabia. 
 The ,dvantage is that 
it taxes the
r of capital investment -- that is, the netincome --
 rather than the 
capital itself, a
progrssive solution.
 
(c) The 
Draft Investment 
Law itself contains some
 

relief from the impact of zakat:
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(1) Chapter 8, generally, and Article 
70 in
particular 
make formation of shareholding
companies 
-- both publicly held and privately
held -- much easier proceddrally and removes
 many disincentives 
to their organization.
*Such companies have much
a 
 more flexible
approach to paying 
in capital than limited
shareholding companies in that only one-fifth

of the capital must be paid in on formation.
 

(2) At the 
same time, Article: 70.B.(11) makes
paying capital for 
 limited 3hareholding
companies more flexible by allowing 
 25
percent to be paid in upon formation, rather
than one 
hundred percent, with twenty-five
percent being paid in every year after that
until the capital is fully paid'.up.
 

The object of both of these provisions is to allow
investors to 
pay capital in as' it ;is 
required
rather than all at once upon formation, even whenit is not needed at that time#:- and therebysubjecting:it to the z 
 obligation. 
 But these
are only partial solutions, and it would be much
better to find a way to impose Zakat other thandirectly on invested capital which has 
not yet
been expended on fixed assets.
 
C. Exemption From Proportionate Stamp 
Tax of All Contracts
Relating to a Project's Establishment, Oeration, Expansion
or Uncrading Under Article 33.A.(4)
 

Along with the exemption from proportionate stamp tax on the
value of capital discussed above, this is the most important
tax exemption in the Draft Investment Law. 
The problem here
is that the 
tax is imposed directly 
on the value of
contracts. 
 Because the value of contracts related
escablishment aad operation of 
to the
 

a large investment project
can be huge -- say, loans and mortgages in the millions of
Rials --
 the tax will be 
very large even though the
percentage may be small.
 

Accordingly, the tax has the adverse impact of discouraginginvestoro from. formalizing their contracts at a time whenthe investment 
 law wants to encourage sound
practices and stability business

and predictability
relationships, of legal
an essential 
element in promoting economic
growth. Again, what should be 
taxed are the rg@a11 
of
business contrvcts 
and business operations -- i.e., netincome, gross sales, or individual sales of products -- not
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the contracts and operations themselves which produce those
desireable results.
 
B. Exemption 
rom the Tax 
 alaries of Fo
Pro ect n Workers of
of Actual Amounts Paid i
Employees. Educating Their Children 

Respect of Housing the
 
in 
 e R ad ir
and Sea Tra s ortation in Bringing the Emioes Here and
Repatriating Them Under Article 33.A. 5)
 

While such allowances may or may not be subject to salaries
tax in the Y.A.R., it is important to clarify the matter for
investors. 
 Although the 
salaries
employee, in fact it tax is imposed on theis the investment project which bears
the burden because 
 it must negotiate
compensation net take home
with its employees. 
 The cost of housing
managers ahd experts and educating their children either in
foreign schools in the Y.A.R.

in (such as the American School
Sana'a) or in boarding schools back in 
the employee's
home country is very expensive, not to mention the cost of
transporting an employee and his family to the Y.A.R.
 
If these elements 
are included 
as taxable income 
in the
salaries of employees, the cost of bringing them to Yemen
would be enormous. 
For that reason, the investment laws of
many countries exempt these allowances from the salary tax
specifica]ly, and we recommend that the Y.A.R. do the same.
Under no 
 circumstances, 
 however, should the
employee's salary itself be exempt from taxes, and the Draft
Investment Law 


foreign
 
so provides.


the cost of 
Again, the purpose is reduce
investment 
in the Y.A.R. relative 
to other
countries In the world and the region.
 

D. 
 Exem tion From Real Estate Transfer Tax ofAll Purchases an
BaQlso 
 RalEstate forPr&cTax Interpst on Loans to u~s adFo
Finance Investmen Cs rft
 
a nd for
Three Years on Technolo Transfer Fees
 

(1) Exemqtion 

Finally, Clauses 6, 7 and 8 of Article 33.A. exempt:
 
(a) 
From the real estate transfer :tax 
all purchases
and sales of real estate by projects for purposes
of establishment or expansion (not for purposes of
trading); and
 
(b) From profits taxes all interest paid by projects
on loans 
to finance 
investment costs (but not
operations); and
 
(c) From profits taxes for a period of threefollowing commencement yearsof operations all payments 
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in respect of royalties and other fees for foreign
 
transfer of technology.
 

(2) Reasons for Exemotion
 

Although in several cases these are taxes paid by
someone other 
than the Project or the investors -i.e., banks, real 
 estate transferor, and
transferor of technology -- there 
foreign

are strong reasonsfor these exemptions, namely:
 

(a) To encourage Y.A.R. banks to
the 

loan to projects forpurpose of financing 
their establishment.
This is especially important in view of the manydisincentives banks currently have: for loaning to
projects as 
noted above in Section,3.5 and in the
commentary on Article 23 above;,
 
(b) Similarly, to encourage 
landowners 
to sell or
lease real estate to Projects,, instead of to land
speculators and, thereby put" land O..
to the most
productive use possible; 
 i 

(c) Also to 
encourage the transfer of technology to
the Y.A.R., 
one of the essential purposes of the
law in the first place 
as we understand it.
should 
be noted that Article: 83 
it
 

of the Draft
Investment Law provides for taxing technology fees
following 
the end of the exemption period 
at
specific rates, subject to any treaties the Y.A.R.
may have or may conclude in the future with other
countries for the prevention of double taxation.This subject is elaborated further in thediscussion on Article 83 below.
 
(d) Finally, 
 to reduce overall 
 the costs of
establishing investment projects in the Y.A.R. and
imprqving the 
 country's competitive position
relative to 
other countries for attracting Arab,
foreign and Yemeni investment.
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Chapter 3
 
Extended Tax Exemption Periods Available Only to

Projects Actually Meeting Specified Conditions; and
 

Chapter 4
 
Continuing Tax Exemptions Available to Projects
Meeting Specified Conditions
Following the Basic Exemption Period; and
 

Chapter 5
 
Rights and Exemptions Granted by Cabinet or IPA Decree
To Projects of Special Economic and Social Significance
 

While all 
projects would 
receive 
the rights, and
facilities specified in Chapter 2 of the Draft 
exemptions


the Investment Law,
special privileges and exemptions set out in Chapters 3, 4
and 5 would be received only by those 
projects which 
actually

wants 

meet the criteria of projects which the Government specifically
to encourage. 
 The special privileges 
and exemptions
provided by Chapters 3 and 4 would be available to
meeting 
the conditions any project
prescribed
exemption. 
 Such incentives for each such right or
are referred to by experts in
field as "performance-based" the
or "performance-linked.,
that the 
project receives This means
the right or exemption only 
it if
actually performs or meets the conditions established by the law.
 

This differs from system underunder Chapter 2 of the current investmentthe draft proposed law andlaw where the privileges,rights and exemptions are part of the license; that is, whoever
receives 
the license is, 
on the face of 
it, entitled
right, exemption or other incentive. to the
Under the performance-based
incentive system, every project has the chance;to be established,
but only those which 
actually perform the 
conditions 
receive
special exemptions. 
Chapters 3 and 4 of the
number of 

Draft Investment Law thus provide for aperformance-based incentivesinvestment to encouragemostly in tiie specificform of tax exemptions. The systemworks as Zollows:
 

A. Article332LA.(l) - Four-YearProfits and Real Estate Tax

Exemptionfor
All Projects
 

First, as 
already noted
Chapter 2, every 
above, under Article 33.A. of
project, regardless
characteristics, of size or
receives other
an automatic 
 exemption 
 from
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profits and real 
estate taxes for four 
(4) years from the
date of the license. Although every project woold receive
this privilnge, this really is a performance-based incentive
also: 
 By starting the exemption period from the date of the
license of 
establishment, 
investors
incentive to will have a powerful
implement their projects alid
or operations start production
quickly 
to get maximum
exemption. benefit from the
Those which get started quickly will
benefit. get more
Those which are slow to start up will receive less
and possibly not benefit, since a tax holiday is 
not much
use if you do not make taxable profits.
strong incentive This will also be afor projects already to welland ready to go be organizedat the time the application 
is first
submitted.;'
 
B. Chapter 3 -
 Extended Tax Exemption Periods Available Only
to 
 Pro ects Actually 
 Meeting Specified


Conditions
 
After that, longer tax exemption periods are available under
Chapter 3 to those projects which meet certain criteria as
follows:
 

Under Article 37 of the Draft Investment Law, projectS
commencing production with new fixed assets (other than
passenger cars, land and existing buildings) valued at
YR 30 Million or more and paid-in capital of at least
30 percent of 
total investment 
costs receive
holiday a tax
of six years from 
the date of commencing
production or operations, the first, three years 
a 100
percent exemption, the second three.year 
 a 50 percent
exeml!.;ion.
 

Thereafter, for each 
additional 
YR 20 Million of
fixed asset value, the exemption period 
new
 

is increased
two years up to a maximum of twenty years. 
Again, half
the period would be a 100 percent exemption, the other
half, 50 percent.
 

(2) Lyp of-,Lvejtment
 

First, to provide 
extra encouragement
and education projects, Article 
to agriculture


37.A.(2)(b) provides
that only half of the above amount of new fixed assets
are required 
to obtain the 
six-year 
tax holiday and
subsequent additions for increased investment. Second,
Article 37.A.(1) provides 
for a ten-year tax holiday
for traditional 
craft industries certified as
the Responsible Authority and 
such by


for
desireable Projects listed 
specific, highly


on Schedule 
6 to the Draft
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Investment Law whic4 
can be changed only 
once every
 

three years.
 

(3) Location
 

In addition 
to whatever other tax 
holiday
would be entitled to, a project
it would receive
two an additional
years 
if it is located

development in an area targeted for
which 
 is outside
centers. Thus, the 

the main population
law envisages two 
development
zones, A and B, which are defined by Schedule 5 to the
law, which can be amended only once every five years to
ensure stability. 
For example, a manufacturing project
starting production with paid-in capital of 30 percent
of total investment 
costs and 
YR 30 Million of new
fixed assets in Zone A would receive a tax holiday of
six years, whereas the sayde project located in Zone B
will receive an eight-year tax holiday.
 

(4) Form of Company
 

On top of 
any other tax 
holiday, 
a shareholding
company, 25 percent of the issued shares of which 
are
held by the public, would receive 
an additional
year tax holiday. two
paragraph 

Thus, if the project described in
(3) were implemented by. such
Zone, B, the a company in
total tax holiday period would be ten
years, instead of eight years, and eight instead of six
in Zone A.
 
C. chapter 
4 Contini ng Tax EXemtions


Specifie-d.ConditionsF 
for P oects eetin


int 
 Exemption eriod
 
While Chapter 3 of the Draft Investmentextended tax exemption periods 

Law provides forto encourage specific kinds
of investment, Chapter 4 provides for continuing incentivesto encourage certain desireable activities and behavior asfollows:
 

(1) Project Expansion andUpqrading
 

(a) Expansion Durin ExemptionPeriodUnder Para raphsB and E of Article 37 
Under Article 37 of the Draft Investment Law,project expansion and upgrading does not in itself
qualfy for a tax exemption period,undertaken although, ifduring the original exemption period,the expansion will extend the exemption period for
two years under Paragraphs B and E of Article 37if the investment is large enough. Thus,Project qualifies if afor a six-year holiday because 
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it has new 
fixed assets worth YR
Zone A, and 30 Million in
expands three years later with
fixed assets valued at an 
new
 

additional 
YR 20
Million, the-period will be extended by two years
for the entire project pursuant to Article 37.B.
 
(b) No New Exem tion Period Follo ing the End of the


Tax Holiday
 

Following the end of the 
tax holiday, however,
there would be no new exemption period for project
expansions 
 in and of themselves. 
 The main
incentive for expansion will be the market itself
and the success of the project.
 
(c) Exemption for Reinvested Profits Used to 
Finance
New Fixed Assets for Expansio
 

Article 
 39.A., however, encourages 
 project
expansion by providing that profits reinvested to
increase paid-in 
capital and 
obtain 
new fixed
assets would be tax exempt in the year invested or
the following year at the investor's choice.
 
(d) Three-year 
 Depreciation 
 for Purchape 
 of New
Machiner and U'guipment
 

In addition, Article 
39.B. provides that 
new
machines and equipment purchased by a project can
be depreciated 
at an accelerated 
years instead of rate of three
ten years, 
50 per cent
year of purchase in the
or the following year at 
the
option of the project, 30 percent the year after
that and 20 percent in the third year.
this Permitting
kind of accelerated 
depreciation 
of a new
machine for tag purposes is a device which many
countries -- inaluding the United States 
-- use to
encourage projects to upgrade and modernize their
plant and equipment to become' more 
efficient and
more competitIve 
 with 
 rbducrs
countries. in other
Once a project is established, there
is no reason 
to provide complete
periods tax exemption
for each expansion.

important to encourage 

But it is very

established 
projects to
keep plant and equipment up-to-date and modern to
at least stay even with world competition.
 

(2) Encouragementof xp~rts 

To encourage exports, Article 41 of the DraftInvestment Law proviqes:
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(a) 	Exports will be exempt from any taxes pn exports

as well as consumption on
taxes Y.A.R, produced

inputs; and
 

(b) In addition, foreign currency revenues 
 from
 
exports will be exempt from profits taxes up to 50
 
percent of the total tax due;
 

(c) 	Finally, exporters will be entitled to a rebAte of

the customs paid on imported inputs. If the

rebate is not paid right away, the 
exportgr

credit the amount of 	

can
 
the 	rebate on customs owing


for new imports or sell his right to the rebate to
 
any other project. This system should 
be much

earier to enforce than the existing duty
"drawback" system where exporters have a difficult

time being repaid previously paid customs duties 
on imported inputs for exported products.
 

Here, if the Customs Authorities do not or cannot
 
pay back customs duties previously paid Py the
 
exporter because of cash flow.problems 
or other

problem, they will be required to credit the
amount against current or future import duties for

whichever project presents the customs 
rebate

certificate ispued by the 
IPA. Similarly, the
 customs rebate-credit system will be much easier

for the governpent to enforce than exempting the

imported inputs of exporters from the beginning

and trying to police the exemption.
 

(3) 	Tax Exemption to Encourage Value Added to the Economy
 

Under Article 42, Projects which can show that they

have added value to the national economy in terms of
foreign exchange earnings or savings pursuant to an

analysis to be performed by the Investment Authority
Admihistration would be entitled to an exemption of up

to 0 percent depending on the percentage of value
added. This exemption will encourage use of local
 
materials and inputs.
 

(4) 	Employment of Yemenis
 

To encourage projects to 
employ Yemenis, Article 44
permits project to exempt an amount equal to 10 percent

of total wages paid to Yemenis in t~ie preceding year as
evidenced by salary tax and social insuranoe records up

to 50 percent of the total taxes due.
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(5) .Cumulationof exemptions
 

Article 44 allows projects which quaiify for more than
one profits 
tax exemption under the Preceding Articles
41-43 to cumulate them, provided 
that the 
total
exemptions do not exceed 50.percent of the total taxes
due in any year. 
Thus, if a project were entitled to a
20 percent exemption 
from profits tax 
for export
revenues 
 under Article 41.A., and 20
exemption for a percent
having added 
economy value to the national
under Article 42 and 
another 20
employing Yemenis percent forunder Article 43, the project wouldbe exempted for a total of 50 percent of profits taxes
due even though all of the exemptions together amounted
to 60: percent. This limitation
reinvested profits 

does not apply. tofor expansion purposes provided byArticle 40.
 
D. Procedures to Obtain Exemtions 
 ,
 

To obtain the performance-based tax exemptions
Articles 37 and under40-43, the project must prove that it hasqualified fbr the exemption either to the Responsible Tax or
Customs Authorities or to the IPA. 
For example, to obtain a
six-year 
tax exemption under Article 
37,. a projectnotify the :Investment Authority within a 
would 

reasonable periodof commencing production, and produce evidence and documents
to show that it had at least YR 30 Millionfixed assets and a paid-in woih of nowcapital equal atto least 30percent of its. total investment costs. 
 The Authority could
then inspect the project site or examine books an4 records.After satisfying
within 

itself that the exemption was warranted,a reasonable time of the project's request, it wouldissue a tax exemption certificate to the project which would
be conclusive prooZ of the project's right'to the exemption.
Similarly, where an exporter can show that it is entitled to
a customs rebate on imported productionInvestment Authority would 
inputs, the


issue a 
 customs
certificate rebate
which would be as good as a cash payment inrespect of future customs duty obligations of the Project.
 
E. 
 Summary of Performance-based Investment Incentive Ssti 

In summary, rather than giving a project a tax holiday inadvance based on its plans and promises to export, or employ
Yemenis or foreign
save 
 exchange, the
required project would be
to show that it had
focusing earned the exemption.on actual performance, BYinstead of promises, theAuthorities responsible for investment will waste less time
and resources 
and 
be able to concentrate 
on the goal of
promoting and encouraging investment. 
 They will be able to
conserve resources to analyze only special projects and give
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additional 
exemptions 
only to projects 
which actually
perform the desired 	conditions.
 
F. 	 chapter 5 - Rights and Exemptions Granted by Cabinet or
 

IPA Decree 
to Prolects 
of Secial Economic
and Social Significance
 
Finally, Chapter 5 	provides for a category of projects of
"special social significance"twhich the Cabinet 	 as defined by Articlecan award extra 	 46 toincentives,
exemptions 	 rights
on a case-by-case 	 and


basis
exemption periods, 	 such as longer tax
government-assisted
financing or state lands at favorable rates. 
or guaranteed

The Cabinet in
turn could define such projects in advance, and delegate its
licensing 
authority 
 to the Investment 
Authority 
under
Article 66.D.
 

Chapter 6
 
The Investment Promotion Authority (IPA)
 

A. 
 Nature andPupose of the Investment Promotion Authority
 
Taken almost completely 
from Chapter 2 of
first Draft'Investment Law and Chapter 4 of the second Draft
 

the Ministry's

Investment 

investment 

Law, Chapter 6 and Articles 48-57
Law provide 	 of the Draft 
organizati 	 for the establishmentof an Investment 	 and 
to in 	 Promotion Authoritythis report as 	 (referredthe "IPA". A legal entity havingindependent and administrative nature under the spervision
of the Ministry of Economy, the IPA would be the principal
agency responsible for carrying out the Investment Law.
 

B. 
 ManyOherCowitries Have SimilarOranizatons to Promote

Invstment
 
Many countries 
have similar organizations and
create a 	 endeavor
single agency which 	 to
prospective
licensed investment projects go 	

investors and
 
requests 	 to with proposals and
for assistance. 	

can 

Thus, Egypt 
has its 
General
Authority for Investment; Singapore, an Economic Development
Board; 
Tunisia, an Industrial Promotion Agency; Ghana,
Investments Centre; 
 an
etc. Establishing such an 
agency whose
sole concern is investment promotion is
to potential 	 an important signal
investors 
that a country 
is serious 
about
promoting investment.
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C. 
 Powers and Functions of the IPA
 
Under 
the Draft 
Investment 
Law, the 
IPA would 
have the
following powers and functions:
 
(1) Issue all licenses to projects;
 

(2) Grant project import licenses;
 
(3) Establish project companies;
 
(4) Obtain work permits for foreign employees of P.jects;

(5) Issue project certificates 
 for tax 
 exemptions 
or
customs rebates;
 
(6) Obtain other needed perm!ts for projects;. 
(7) Process project applications;
 
(8) Evaluation 
and recommendation 
of projects 
requiring
special review and approval under Articles 61-62;
(9) Assist projects with other government organizations;
 
(10) Establish 
and allocate 
state 
lands 
for
industrial estates and tourist complexes; 

free zones,
 

(11) ;.I other necessary tasks 
 to implement 
 licensed
projects;

(12) Study laws 
 affecting 
 investment 
 and 
 make


recommendations 
Co the Cabinet;
 
(13) Study investment issues and make recommendations;
 
(14) Study investment opportunities in the Y.A.R.;
 
(15) Prepare and print lists of projects;

(16) Publish data and information relating

conditions in the Y.A.R.; an4 
to investment 

(17) Other duties relating to investment promotion assignedby the Minister and the Cabinet.
 
The IPA would have 
 all powers necessarypurposes including to accomplishthe capacity itscontract generally to sue and be sued,and acquire to
specifically, as well 

and dispose of property
 
return as the power to requisition
for fair compensation land into the owner for purposes of 
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establishing 
 free zoneq, 
 industrial 
 estates, 
 tourist
 
villages and complexes, etc.
 

D. 
 IPA Board of Directors
 
The 
 IPA would 
have 
 a Board 
 of Directors
according to Article 50 of the Law and formed by a decree of
the President 


constituted
 
of the Republic
Chairman. who would also name the
 

carry out 
This would give the IPA the preatige required to
 

private 
its vital fuiction of promoting and facilitating
investment in 
the Y.A.R. The Board would
chief Policy-making organ of the IPA. 

be the
 

E. 
 IPA Excutive Administration
 
Implementing the Board's policies and carrying on the dayto-day business 
 of the 
 IP would
administration baheaded an executiveby a Director General who wouldserve as the Deputy Chairmaw also
of the Board.
similar pettern Egypt follows aof organization for its 
General Authority
for Investment.
 

F. Board aot Concerned With Roti-ne ndividual Projaqjg
As a policy-making body, the Board would not be concernedwith reviewing each investment project and deciding whether
to approve it or not.

procedures, this would be handled ts a routine matter by the
 

Rather, under chapter 7 on licensing

Executive Administration, exceptprojects described for the highly sensitivein Article 
61 and 
those requesting
special benefits as projects of "specinl social and economic
significance" under Chapter 5. Moreover,! once oneprojects was approved by the IPA Board or:the Cabinet 

of 
as 
these 

case be,may all subsequent Lhe
exemption :would be issued 

licenses and certificates of 
without having to 

by the Executive Administrationco back to the Board. Of course, the 
work 

Board and its Chairman would be charged with overseeing the
of the Executive 
Administration,
General would be responsible and the Director
to keep the
informed IPA Board fully
on investment 
statistics 
and activities 
of the
Executive Administration.
 

G. Asst
L 'aetomeit Proects With Ot )ther Goveunin 

One of the most important functions of theassist licensed investment projects 
IPA will be to 

Organizations which with other Government
affect 
them.
arrangements, To facilitriteeuch organizations thesewill have officesat the IPA which offices will located 
full authority be staffed by officials with 
issue all 

from their Ministries and Organizations
permits and to
approvals 
required 
to establish,
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implement 
and operate investment projects. 
 Thus, the
Ministry of Labor will have officials stationed at the IPA
headquarters with authority to issue work permits to foreign
employees of Investment Projects without going back to the
Ministry 
for further approvals. Similarly, 
Immigration
officials, at the IPA would be empowered to issue residence
vitis to Arab and 
foreign investors 
and foreign managers,
experts and employees of investment projects.
security clearance problems, 	 To assist in
 a representative
security 	 of state
would be stationed 
at the IPA with authority to
clear such permits and visas from the secuL- hy standpoint on
an expedited basis.
 
Likewise, 
Customs 
and Tax Authority officials
stationed at 	 would be
the IPA 
with full authority
investment 	 to resolve
project problems

competence. 	 in their respective areas of
In 	this regard, it should be noted that South
Korea 
has a special Customs 
unit which
authorized 	 Is trained
to handle 	 and
customs clearance ".'of
projects on 	 investment
an 	expedited: basis.
formed 	 Such a unit could also be
by. 	the Y.A. . Customs Authority.
representing the 	 Aluo, officials
Companies Department
departments 	 and, other relevant
of 	the Minist*y of
stationed 	 Economy would also
at 	the IPA be
with full authority
approve Investment Companies along with 

to review and
 
officials 
of 	the
Ministry of Municipalities and housing.
 

H 	 Estblishment of the IPA Shows That the Y.A.R. is Serious
About Promoting Private Investment in the YA.R.
 
Establishing an all encompassing agency such as the IPA to
implement the Investment Law would send a powGrful message
to 	potential Arab, foreign and Yemeni Investors that theY.A.R. is serious about attracting and assisting investment
projects 
 in 	 the country. Pending
establishment 	 the formation andof 	 the IPA, Article 97,Transitional 	 in Chapter 14Provisions, 	 onprovides that:
Economy and 	 the Ministry of
the General Department
exercise 	 of Investment
the 	 will
functions 
and powers
following such 	 of the IPA and that
establishment, 
the General Department for
Investments will be transferred to the IPA.
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Chapter 7
 
Licensing and Registration Procedures for Projects
 

A. The Exist n Licensnc System 
for Prjects is 
a Major
Obstacle to Investment in the Y. .R.
 
One of 
the most serious 
obstacles 
to investment
Y.A.R. in the
(and other countries 
as well) is the
requiring government approval and 

system of
licensesinvestment project and for everyevery expansion orproject thereafter. change in theApproved projects under the Investment
Law then receive ceitain privileges.
the project is But, the license for
only the beginning. Thereafter, investors
must obtain separate licenses to
companies, law form a company under the
106/1976, 
as well as an
bring in each import license to
shipment of 
 imported 
fixed assets and
production materials which license must be validated by the
Central Bank.
 

Moreover, even 
though a licensed project
entitled is theoretically
to a customs exemption for imported 
fixed assets
needed to establish the project, a separate application must
be made to obtain the customs exemption for each shipment of
fixed assets 
which requires separate
Exemptions Committee approval by the
established
Investment under ArticleLaw 18/1975. Apparently, 20 of 
consumes so much this latter proceduretime because itExemptions Committee together 

is difficult to get thefor a meeting,often pey, considerable that investorsfees for demurrage while theywaiting. are 

B. The Licing System Imyose eavy Costs n Time AD Moneyon Investors and the Government Alike
 
Embodied in both Industry
18/1975, Law 20/1975 and Investment Lawthis system of separateimposes heavy costs applications and licensesin time and money 
for the investor in
following up hiso~n investment application. At the sametime, the system also imposes heavy costs on the Government
which must 
commit scarce human resources to the taskprocessing ofeach application
studies and other data for

and analyzing feas~ibility
each proposed projectestablishment or expansion.and feasibility Analyzing investmentstudies requires proposalsexpertise and 
'experience
rarely found among government employees, including Europe,
America and Japan. 
Because they lack the experience and or
expertise, government employees often delay decisions simply
because they may fear making a mistake.
the world, Worse, anywhere in
license systems 
create many
favoritism, opportunities for
corruption 
and other abuses. 
 In some other
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countries investors have k,,'n shocked to find that officials
have let out secret and 
 nsitive information contained in
an expensive feasibility iuudy.
 
C. The Existnq Licensinq System 
 C:ies MonoDoliesPrivileged Positions for Those Who A-recl 
 or
 

Have License.
 
Another unfortunate consequence of the licensing system isthat those who receive approvals early find themselves in amonopoly or semi-monopoly position.highly-motivated They then become
pressure group a 
subsequent applicants which may try to preventin the 
same field 
from receiving
licenses so that they can continue to monopolize or dominate
the market 
and make easy profits. 

such
Even: without
pressure groups, a long and costly approval process tends to
create monopolies, 
semi-monopolies

privileged positions for those who already have licenses.
 

and highly profitable
 

D. A Possble Solution Would 
 to Eliminate"the Licensing
SystemEnirely
 

The beat solution would be simply to sliminate the approval
process for most investment projects.
and approval The government review
process 
should be reserved only for a few
categories of projects which are especially sensitive, suchas those with unusually high foreignor high foreign inputs and 
ownership percentages

outputs,
ratios or high debt-equityorhigh priority projectseconomic significance of such. special social andwhich can 
 justify
privileges even greater
and exemptions 
which
Cabinet or can be grantedthe IPA Board by theunder Chapter 5 of
Investment the DraftLaw. This task shouldsystem of performance-based incentives 
be made easier by the 

3 and set forth in Chapters4 of the Draft Investmentbecause such special rights 
Law as outlined above,and exemptionsgranted automatically with will not be 

only to 
each license, but instead will gothose projects which prove thattask should also be they qualify. Themade easier by takingproviding the foreign exchange needed by projects for their
 

the burden of 
establishmet and operation

putting it on to the 

off of the Government and
eliminate projects themselves.the need to have This will 
the Central 

each import license approved byBank because
longer every project licenserequire. an will noallocation of the Government's scarceZoreign exchange holdings.
 
E. 
 Many Countries Allow Investment Without
a LicensingSystem


The Y.A.R, wouJd not be the firstsystem. country to adopt suchIn the U. S. and Europe, it is a 
company very easy toand establish form a 
without or expand an investment projectobtaining prior approval. To form a company in, the 
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United States, an investor simply prepares a set of articles
of incorporation with certain required provisions and files
them with the Corporations Commissioneri 
are Once the articles
filed, the company is formed. 
 The receiving officials
looks only to see whether the required provisions are there,
leaving the investor free to otherwise utructure thd company
as ha chooses to, then let it be easy to invest.
 
But this system is followed not only in the highly developed
industrial countries. 
 Tunisia recently adopted
system. Article 2 of the 1987 a similar
 
Investment provides as follows: 

Tunisian Code of Industrial
 

"Article 2
 
Investments in manufacturing industries can be carried
out freely and are not subject to prior authorization.
However, they are subject to a declaration made to the
Industrial 
Promotion Agency. This 
declaration
contain, must
in particular, information 
on the nature of
the project, where 
it will be located, jobs to be
created, a list of the material to be acquired, foreign
part!ipation 
 and the 
 investment 
 and financing
schenes..
 

Thus, Tunisia has 
instituted 
a 
simple registration system
for most projects, leaving only those desiring very special
benefits to be reviewed and approved by the government.
 
F. TheSoI 
 onof the Draft InvestmentLaw is to Establisha
sjU---ler MoreStreaminedLicensn Sste
 

While highly desireable, a simple registration system would
not be practical in the Y.A.R. at this time because so many
licenses 
are 3till required 
in order to 
do business.
Instead, Chapter 7 of the Draft Investment Law sets
more streamlined licensing system as follows: 
out a
 

(1) The Draft Investment Law Eliminates theReuirementfor
aFeasblityStud 
and Substitutes a Detailed StandardFo iAppliit2 n 
Pursuant to Article 
 59, investors
standard will submit
form application a


which
information will requirecovering the importantProject which the facts about theGovernment and the public need toknow:
 

(a) Description of the proposed business operations;
 

(b) Legal form;
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(c) Investment costs of fixed and intangible assets;
 
(d) Yemeni and foreign invested capital;
 
(e) Foreign and local loan financing;
 
(f) Names, nationalities 
 and proposed ownership
interest of each of the investors;
 
(g) Names of references who can 
provide information
about each of the investors.
 
In short the application 
will give
everything the Governmentit needs to know about ,the proposed projectfrom the standpuint
national economy 

of analyzing itsi.iAmpact on thsand. the national, income.then no There isneed 
for. the investor
feasibility study. 
to supply a separateMost of the smaller-projects do not
need them, and the application itself uill be designed
in such a way that willsmaller 

it serve as a,'guide for theinvestors to plan their projects. The largerprojects will have feasibility studies any way.
 
Government 
officials 
should 
not have to waste time
bothering with reviewing different,feasibility studies
with different 
formats. 
 Many of 
the feasibility
studies ctxrently being submitted 
are
inadequate or are either woefully
outdated by the time the project is
actually established. Indeed, the Governmentworry about the feasibility of each project. 

need not 
it Because
is their money at stake, the
will do everything they 

investors themselves 
can to ensure the success ofthe project.
 

The Government's main concern should and will be theeffect of the project 
on the national economy: i.e.,
will the project benefit the national economy more than
it costs it. 

performed 

This kind of analysis only needs to be
on certain projects having 
high foreign
costs, not every single project.
 
(2) TheDra Investment Law will Reduce the Level ofAuthority to Issue Licenses
 

(a) Only Sensitive Proects Will 
Be Reviewed
Approved brtheHih and

Level IPA Board
 

Instead 
 of each project being 
 reviewed 
 and
licen!ed by a high level government board or body,
only highly sensitive projects above 
a certain
size would be handled in this way. 
 In the Draft
Investment Law, these are set out in Article 61 as
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projects exceeding YR 
30
costs for Million in investment
new fixed 
assets which could 
prove
costly to the national economy in terms of forrign
currency 
outflows, 
for example.
projects having less 
These Jnclude 

participation, than 30 percent Yemenior a high proportioncurrency 'f foreignpayments rfl-ti'.-e ....payments, 6-... ejn flor 

products will 

a high debt equity ratio, or whosebe offered at dubstantiallyprices than higherequivalent 
imports, 
or those 
which
require unusually large amounts of water.
 
Similarly, 
 projects 
 requesting
unusual benefits or requiring


as government-guaranteed
financing or 
such 

State Lands below marketthe license Prices orto establish 
a privately-ownsd
operated free zone are and 
scrutiny and approval 

among those requiringat a high level. Other
projects of a similar highly sensitive nature can
be included in a schedule to the law which can be
amended every two years.
 
(b) All 
Othe P o1Jcts Wll BeLicnsd
i e ytd
Execitive Admi istrtio 

But the essence 
of the proposed law is
most project licensing to leave
to be
administrative handled at the
level 
under Articles 
59 and 60.
The philosophy behind the law is that if a project
is not specifically prohibited by the law or theState Plan, then it is permitted.
 
(3) Licdures 
 Unde Articles 
 ad 60
 

(a) Deternr eIf Proect is Within theSco e ofLaw Under Artcle4 
the 

First, 
the IPA's Executive Administration would
examine 
 a project application
whether, to determine
pursuant 
to Article
Investment 4 of the Draft
Law, the
prohibited according to 
proj eat is specifically
a schedule of prohibitedprojects attached te the law, or is required to be
formed under another law (such as a bank forexample) or is reserved to the public sector (such
as an armaments factory, for example)is foreign participation, or, if therewhetherin a the project isfield reseryed totally
listed to Yemeni citizenson another scheduleprojeqt is to the law. If the 

other 
found to be prohibited accordingforegoing totests, then, itforthvith and a will be rejectedfull statement of reasons given to 
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the investor. 
 Of course, 
since investors will
already know what proj ects are formed underlaws as 	 otherlisted 
in Schedule .1
Investment 	 to the Draft
Law,

Schedule 2, no 

or prohibited 'according
one is 
ever likely to 
to
 

such projects in the first plac.. 
apply for
 

(b) Dot oemi e Whether Pro ect Falls 
Into Article 61
9e-4s 
 Sec 
 ReviewandArrnrva
 

Next, the IPA 
 Executive 
 Administration
determine 	 will
whether 
the project
listed 	 is one of thosein Aiticle 61 
as requiring special review
and approval by the Board of Directors.
review and 	 If it is,
analysis will 
proceed up 
to the IPA
Board level under Articles 62 and 63
above 	 as describedin subsection 2. If not, processing will
continue under Article 60.
 
(c) Notice of Project to Resonsible'Autorityfoaector 
to Detr-mne- Whether Project 	 oConform tI 	 to_the Plan 

Under Article 60, a written notice will be sent tothe Government 
Authority 
responsible
sector in 	 for thewhich the project proposes to workdescqibing the project, its proposed location and
its production capacity and inquiring whether the
proposed project in any way fails to 
conform
the State's 	 toSccio-Econcomic 
Development 
Plan for
the Sector.
 

(d) Responseof ResDonsible Authmity 
The Responsible Authority then has fifteen days
within which to respond in writing stating clearly
any and all respects in which the project fails to
conform to the State Plan.
 

(e) 	CertificationThatProject Conforms 
to the State

Plan
 

If the Responsible Authority states that it has no
objection 
to the project 
or does not 
provide
detailed reasons why the project does not conform
to the State Plan or fails to respond at 	all, the
project will be deemed certified as conforming to
the State Plan.
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(f) Formation of Investment Com any
 
The investors are then notified within five days
whereupon they proceed 
to form their company to
implement the project pursuant to Chapter 8 of the
Draft Investment Law and Companies Law 106/1976.
 

(g) IIsu~nce of License to Investment Company
 
Upon, formation, 
the company 
will receive
license 
for the project 

the
 
from the IPA Executive


Administration.
 

(h) Procedures Where the Project is not Certified asConforming to the State Plan
 
If on 
the other hand, the Responsible Authority
clearly states 
and describes 
reasons why the
project is at variance with the State Plan, the
investors will be supplied promptly with a copy of
the reasons. 
 If the project is then changed to
meet all of the 
objections, 
the project will be
approved forthwith and 
the investors invited to
form their company. Otherwise, 
it would be
rejected.
 

(4) Projects of High Social and Economic Significance
 
If the. project
of 

falls into a category under Article 61being 
highly sensitive 
or
economic significance of such social and
that it needs 
 and deserves
special privileges, then the 
 IPA Executive
Administration 
would subject it to 
close national
income analysis to determine whether the costs of the
project to the 
country outweigh its 
benefits
versa or vice
and make a recommendation to the Board of
Directors accordingly. 
 Where special privileges havebeen requested which under the Draft Investment Law can
only be approved by the cabinet, these projects also
would first have to be approved by the IPA Board.
most of the projects would be 
But


handled in
administrative manner described above. 
the simple
 

(5) Project Changes
 

Articles 59 and 64 read together set out the dcheme for
handling changes, expansions or upgradings of projects.
Articles 59.A.(2) 
and Article 
64.A. require that all
changes i4 the 
information contained 
in the original
project application during the entire
project must life of the
be promptly reported 
to the IPA in
application amendment. an
Minor changes will be recorded
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but will iiot 
affect the processing of an application.

Majorchahges as defined by Article 64.B. made prior to
the licensing of 
a project will cause the application
to be 
treated as a new application and processed
according to the procedures outlined above 
under

Articles 59, 60 or 63 
as the-case may be.
 

Where a major change is made after the project
licensed, the Project will 

is 
undergo only the proceduresdetermined to be necessary by the IPA in light of thechanges with a view to expediting procedures as much aspos ble. For example if 'IPAthe ExecutiveAdministration determines that the changes are not such
that it is necessary to revert, tb 
ths Responsible
Authority, then it will 
issue.. an amended 
licenso
straight away. If, on the other. .hand, the 
IPA
Executive Administration determines that'the project is
changed to the extent 
that the Responsible Authority
should be consulted, then it will follow,the procedures


outlined in Article 60 for doing so.
 

Similarly, changes in projects will not have to go to
the IPA Board unless they are of such magnitude as to
bring the changed project within the scope of kfticle
 
61.
 

(6) Project Expansions and Upgradings
 

Under Article 65, expansions and upgradings of projects
 
can be handled in one of two ways:
 

(a) In the Oricinal Application 

Where the i. 'estor foresees or plans a projectexpansion from the beginning, he can provided forit in the original application. In this case, the
expansion will be approved 
 in the original

license; or
 

(b) Like a Change Under Article 64
 

If not foreseen or planned from the beginning, the
expansion or upgrading will be treated 
like a
change in the project under Article 64.
 

(7) Subsequent Licenses for Approved Projects
 

Article 66 makes clear that once a project is approved
by the appropriate authority, all subsequent licenseswill be issued by the IPA Executive Administration,
unless the special conditions of Article 61 are
 
triggered.
 

102
 



8) 
Form and Legal Effect of Licenses
 

(a) Objective: Eliminating Wasteful Procedures
 

Article 67 
 on the form and legal effect of

licenses eliminates the need fok licensed projects
to go back to special committee. or highar
authorities to obtain the customs and other rights
and exemptions to which they are already entitled
by virtue of the license they have already

received.
 

(b) F.orm of License
 

Article 67.A. requires that the form of 
the
license will forth
set all of the rights and
exemptions 
to which the project is entitled by
virtue of Chapter 2 as well 
as any special rights
or exemptions awarded by the Cabinet 
or the IPA

Board under Chapter 5.
 

(c) Crtificates of Exemption 

As noted above, the IPA Executive Administration
will issue certificates to projects which provethat they have performed the conditions necessaryto qualify for additional rights and exemptions. 

(d) 
Lecal Effect of Licenses and Certificates
 

Article 67.B. then provides that the project's
license or certificate will entitle projects toall of the rights and exemptions specified therein
immediately upon presentation to the ResponsibleAuthority concerned without any further licenses or authorizations 
 by any other government

authority being required. 
This will eliminate the
need,for duplicate procedures to obtain exemptions
and rights for projects which havq alreadyreceived licenses 
unlike 
the current situation
wherea licensed project must go back to a special
exemption committee for its customs exemption.
 

Articles 38.C. 
and 45.D., as well as Article
67.B., make clear that other Government
Authorities must grant the exemptions specified in
licenses and certificates issued by the IPAwithout question. This approach is essential ifcostly bureaucratic delays which now characterize
the approval process are to be eliminated. These
delays must be eliminated if the Y.A.R. is to
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compete successfully for A1rab, Foreign and Yemeni
 
investment.
 

(9) The ose Pro 
 res Will Mae 
he Y. a St.r..
Competitor for Investment in the Mid
 
If the proposed procedures are adopted, the Y.A.R. will
have :by far the most streamlined and
of investment approvals efficient system
in the Middle East
substantially improve its competitive position.

and will
 

(10) Overll Philosophy 
of the Licensin 
 Sstem: 

Investment Be Freq 

Let
 
and Easy, jt ResIrained and
 

In short, if Yemenis, Arabs 
or foreigners want to make
an investment 
in the Y.A.R., any 
investment 
in any
field, let it be easy to do under guidelines and rules
clearly stated 
in the 
encourage law. The policy should be
all investment, to
not just
areas but in a few favored
across 
 the board.
investment The Y.A.R.
to create jobs, to soak up 
needs
 

its excess
liquidity in the most beneficial and: least inflationary
way and 
to start creating wealth.
enough to make an It is difficult
investment
profitable and many projects will 
project work and be 

without not succeed.the opportunity But,to try andfailures, there without somewill be many fewer succeses. Like
seeds, not every investment comes to bear fruit. Many
seeds have to be sown 
to grow a single orange tree or
to have a successful crop of corn. 
Investment projects
are the same way.
 

Chapter a 
Investment Companies
 

A. Importance 
 of Shareholdn and Limited Shaeholdn
Commaies hodnr-n Liie hro nc 
Shareholding companies and limited shareholding companies
are the most efficient vehicles for implementing investment
projects and for mobilizing capital generlly.
companies are Shareholding
especially useful because their shares can be
transferred easily and for successful projects capital can
be raised 
by offering shares
Accordingly, these companies should be made easy to form and
operate 


for public subscription.
 
with only as 
 much government 
intervention 
as
necessary to ensure that the public is protected. Chapter 8
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provides a means 
for forming companies under thp Investment
Law and grants them

the Companies Law. 

a number of necessary exe~ptions
Agai, from
one of the overall purposes is to
encourage the fprmation of these companies as, for example,
Egypt has done with its companies law reform of 1981.
 
B. 
 certain Projects Re Uired to Form Shareholding and Limited
Shareholdinq Comanies
 

Article 
 69 of 
the Draft Investment 
Law requires that

projects with more 

projects of a certain size with more than two investors and
that 49
must form either 

percent foreign participation
a shareholding 
company 
or a
shareholdLng company. 
limited
 

C. 
 Md1
 

C. MdelArt~e 
an Sttue 
or Investment Comp"LesArticle 70 provides for the IPA to promulgate model articles
of association for investment companies.
what Egypt This is similar to
has done in 
 that the 
 Egyptian
Authority has Investment
done the same
have certain thing. Such articles
mandatory should
provisions,
investors' should but otherwisebe able to structure control 
the 

and manageentof the company as they see fit. 
D. Modificatons f Co anies Law 106/1976
 

Article 70.B. provides for certain essential modifications
of the Companies Law 106 as follows:
 
(1) Onlv-- Two Founders or ShareholdersReuired
 

Clause 
 I lowers the minimum numberand/or founders of shareholdersto two 
for both
limited shareholding companies. 
shareholding 

world-wide trend. Egypt did the 
This is in Iine with 

and
a 

when it same thing in 1974exempted 
 investment
requirement of projects from the
having seven 
shareholders.
countries, such companies can be formed by one person.
 
In many
 

It is especially important to reduceshareholders the number offor the investment,shardholding law becausccompany the 
company is the most flexiblefur joint form ofventures involvingpartners and foreign or ArabYemenis. Also,that- very it should be rememberedfew shareholdingoffering shares companies start outfor public subscription. by

They usuallybegin as privately held shareholding companies and only
offer shares for public subscriptionbecome successful after they haveand need to raise capitalby offoring their shares to the public. 
to expand 
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Moreover, very few members of the public ever Want to
subscribe 
to a brand 
new venture# 
whether it succeeds 

They wait to see 
or not. Therefore,chances of mobilizIng capital, tQ imprpve the 

form such companies 
it should be made easyto 

by reducing
shareholders and founders to the minimum.
the number of
 

(2) Publclya-Held Shareholdin Compan s toDecision Be Formed by aof the IA 
 Chairma,Shareholdin PrivateComanies - eldand Limited
Comanis b a Shereho1din
Decision of the 
 E 
 ItIve Directo
 
Clauses 
2 and 3 of 
Article
requirement 70.B. eliminate the
for investrent 
 shareho.ding 
 companies
offering their sharesformed for public subscriptionby a decree of to bethe President, andcompanies to be formed by a decree of the Minister. 

other 
These are holdover requirements from the days when allcorporations or companies were formed by a charter from
the:King, such asfor-example. the old British East India CompanyIt is not necessary for the President tobe concerned with the formation of companies or to take
responsibility for them.
 
Again, reducing

companies the level of -authority tois part of a formworld-wide
Egypt eliminated the trend. In 1981,requirementformed by a decree that companies beof either the president 
or a
minister and allows companies to be formed by a reviewcommittee after review by their companies department.
Accordingly, public shareholding companies 
under the
Draft Investment Law would be formed by a decision of
the 'IPA chairman and private shareholdingshareholding andcompanies limitedby a decisiondirector after of the IPAreview by the 
Companies Registration
Department and the IPA Executive Administration.
same, of The
course applies 
to amendments 
of company
statutes.
 

(3) Timehre 
d for Decisions FormCopnies andAmenidSatutes 
Clauses 4 and 5 reduce the time for official decisions
to form companies to 30 days, a moreperiod since than reasonablethe formationmatter. of companies is aAs routinenoted above,
companies are formed in a day simply by filing required
articles 


in the U.S. and Europe
 
and statutes 


authorities. with the Companies Law
 
from the 

Companies also will be legally instituted
date of 
the decision 
also
world-wide trends in this field. 
in keeping with


Clause 6 reduces the
time:for approving amendments to statutes tu 15 days.
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(4) New MiuMi Capital ReRlJKRpent 
Clauses 
7, 10 and Ii provide
requirement, new minimum 
of public 

for investment companies taking 
capital 

shareholding, the formprivate 
 shareholding
limited shareholding and 
current values 

companies routpectively to reflect
 
companies, 

-- YR 10 Million for public shareholding
YR 500,000

companies and 

for private shareholding
YR 250,000 
for limited 
shareholding
companies.
 

(5) Authorized 
 But Unissued Ca 
ShAreholding&Com anies
 
Clause 
8 provides 
a very
shareholding companies, 

important new advnntage

allowing to


them to 
provide in
their statutes for an authorized capital of up to three
times 
the amount 
of issued
permitting capital (shares)issued capital andto be increasedlevel of the authorized capital by a vote of 
up to the

of directors instead the boardof requiring the statutes to beamended each time the capital is increased by a vote of
the. extraordinary 
general 
meeting
This clause of shareholders.
also reflects 
a world-wide 
trend 
and is
also found in the 1981 companies Law reform enacted by
Egypt. 
 The objective 
is 
to make increasing capital
easy and got difficult.
 
(6) Investment Comanies 
Can Be Capitalized in
rr.enc or Foregn
YemeniRials
 

Clause 12 allows 

in 

companies to be taitalized entirely
foreign currency 
or Yemeni
statutes may provide. Rials or both as the
Egypt also allows companies to
be capitalized in foreign currency.
are, rules Also established
for recording 
 the currency
contributions of capitalin the company's booka. 
(7) 
 Share Increased to YR 100000 

Clause 13 raises the maximum face value of sh6res to YR
10o 000. 
 It is difficult and expensive for companies
tohave 
t have low value shares especially

Partners., Stuionsoa where there are 

in joint 
a smalll number ofcompanies nu er oneed flexibility in this area. 

(8) SharesMayBe s-ied at a Premium
Clause 14 Allows shares to be issued at a premium over
the. face value so long as this, fact
Again, cpmpanies is recorded.
should 
be able to 
raise capital
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easily, and 
if their shares turn 
out to command 
a
better price than the face value# they should be able
to benefit from that good fortune,.
 
(9) Priority Ri hts of Existing Shareholde.ns to SharesTransferredby Any Means
 

Clause 15 
makes 
clear that existing shareholders
provide in can
the statutes that they
priority right to can exercise a
shares of 
any a partner transferred bymeans including gift, 
inheritance
creditors. and seizure by
Though joint ventures often take 
the form
of:a shareholding or limited shareholding company, theyare still partnerships among peopletrust or companieseach other, but might not get along with 
who 

another
person to whom the shares are transferred, even if the
transferee 
 is a relative 
of the partner. 
 This
provision will be very reassuring to foreign investors.
It expands a provision which 
is. already
Article in the law,
102 of Law 106, to cover 
all possibilities.
Naturally, transfers cannot be stopped, but they can be
made subject to a priority right.
 
(10) Directors Need Not BeShareholders
 

Clause 
16 eliminates 
the requirement that members
the board of directorE be shareholders. of
 
Again, this is
part of # world-wide trend.

shareholding companies 
One of the advantages of
 

companies and limited shareholding
is that the management -can be separate from
the ownership of the shares. 
Of course, the management
remains under the control of the shareholders since all
board members must be elected by the shareholders. 
 If
the shareholders want to elect someone to the Board who
is not a shareholder, then they should be allowed to do
 so,
 

Companies in the U.S. and Europe do 
not require that
directors be shareholders,

it and foreign investors find
extremely burdensome 
to make 
each director
shareholder. aThiq is especiallyinvestors true since foreignare usual].y companies themselvesappoint natural and mustpersons to the :board whoshareholders cannot bewithopt the 
burdensome
routine of and unnecessary
providlpg them with 
so-called "guarantee"

shares.
 

(11) Shareholders 
Must Bi Reresented 
on the Board in
Proor to 
Thei Shares
 
Clause 17 ensures tftat shareholders will be represented

on. the 
board in proportion 
to their shares. 
 This
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ensures 
that 
a shareholder owning only 51 
percent of
the shares will not be able to elect all members of the
board.
 
(12) XMpti 
 From 	Comanies La 
106 Prpvis o
 

Clause 
18 exempts investment 
companies 
from certain
provisions of Companies Law 106 as follows:
 
(a) Article 112. Pararaphs B and C.
 

These provisions 
 unnecessarily
company's 	 restrct
flexibility 	 a
in issuing
requiring that the capital be *Xullypaid and that
'previous bond subscribers have paid their value in
 

loan bonds by
 

full. 
 a time when
At 	 the country is trying to
mobilize 
 savings 
 and 	 capitalI for 
investment,
companies need all the flexibility that they can
get If 
Poteptial bondholders 
do npt like thefact 	that the qompany's capital or pripr bopds are
not 	fully paid, they will not buy the bonds unless
the 	company dqes 
whatever is. required
the 	, matter to remedyqr 	 make
attractive. 	 the hew bond offering
A company can 
still be in excellent
financial cond4tion, even if its capital and prior
'bonds are not fully paid.
 
(b) 	Article 121. PlAK raphB
 

This clause requires that members of the board be
shareholdersF 
 an unnecessary 
 and 	 inconvenient
requirement as discussed under number 10 above.
 
(c) 	Article126. Pragrhs A and
 

These paragraphs 
 require that theboard members 	 majority ofbe 	of 
Yemeni nationality.
also exempts 	 Egypt
its investment 
 companies
nationality requirements 	 from
for 	board members
most 	other countries. as do
 
to 	be allowed 

If Arabs and foreigners are
to hold a maj
investment 	 interest
companies, 	 in
then logically
also 	 they must
be able to 
name whoever they 
wish 
to the
boar&, regardless of nationality.
 

(d) 	Art.qle 128
 

This article requires that if the
the public sector owns 	 government orany shares whatsoever in a
company, they 4re entitled to permanent positions
on 	the Board 
of Directors, a
incompatible w~th 	 rule which is
the 	rule of Article 9 of the 
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Draft Investment Law that invest-sent projects will
be treated as being in the private sector even if
the 	government or the public sebtor owns up to 75
percent of the project. 
 For 	purposes 
of the
xnvestient 
Law the government 
and the public
sector must be treated like any other shareholder.
they are entitled to occupy positions on the board
In 	proportion 
to 	 their Participation the
in
company like other shareholders but no more. 
 it
does not make sense that if the.government 
or the
public sector qwns one out of a thousapd shares of
a company that they become entitled to a permanent
position on tho board.
 

(e) Article 130, Pararaph C
 
This clause pgevents 
an individual
director 	 from being a
of ,ore than
companies, 	 two public shareholding
an 	 unnecessar 
 restriction.
shareholders 	 The
qhould have 
the-ifreedom
whomever they wish 	 to elect
to the Board .:and 
they can
decide whether they want someone who already is a
member 
of sevpral boards
foreigners 	 of directors. Many
and 	Arabs are 
directors 
one 	publicly-held of more than
shareholding 
company.
also. exempts ipvestment companies 	 Egypt

from 	 a similarprovision of its companies law.
 

(f) 	Article 134
 
This article requires - that all
board 	 members of the
of directors 
 except
representatives 	 government
and 	corporations hold
shares" while "guarantee
 
an 

hey are on the board of directors,
extraordinarily 
burdensome 
 requirement
investment 	 for
companies 
as discussed under 
item 10
above.
 

(g) Article 137, Paragraphs C and D
 
These paragraphs 
restrict 
the 	remuneration
directors. 	 of
This 	should be strictly a decision for
the shareholders based on their ;assessment of the
value of a director's contribution to the company.
Note that 
the 	restriction 
of 	Paragraph
Article 137 	 B of
on the percentage of net profit to be
allocated to the Board is retained, however.
 

(h) 	 Artiqle 141 P Brarah 


These provisions place unnecessary restrictions on
the 	 board 
 of 	 directors 
to 	 enter into 
 loan
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agreements, sel 
or mortgagethe 	company avd absolve 
real estate owned bythe 	company's debtors.
The 	board of directors needs fuil powers to manage
the 	company 
as they see fit 
limited
restrictions 	 only by
contained in
and directives 	 thO company's statutes
by the 
 general assembly
bhareholders. 	 of
The 	restrictionh
bf 	 forbidding loans
greater 
than three years and mortgages 
are
especially limiting when investment projects often
iequire loans 
of five and ten 
years secured by
!ortgages of real estate and other assets. 
 Egypt
has removed these restrictions from all companies
in its 1981 Companies Law.
 

(i) 	Article 194
 

This removes 
the requirement 
that amendment 
of
statutes be approved by the Minister of Economy in
light of 
the 	provisions 
of Clauses 
2 and 3 of
Article 70.B. of the Draft Investment Law shifting
such decisions 
to the IPA 
Chairman
Director 	 or the IPA
General 
after review
Registration 	 by the Companies
Department 
and 	the 
IPA 	Executive
Administration. 
See 	the discussion under number 2
above.
 
(J) 	 Article 197 

This. article unnecessarily restricts the company
Zrom 	increasing capital until after the original
capital is fully paid up. 
 Most countries 
have
eliminated this restriction, leaving the decision
to potential 
buyers 
of 	the 
new 	shares 
as to
whether this fact is important or not.
 

(k) 	Article 243
 

This article requires 
that limited shareholding
companies have a fixed duration. 
Under the Draft
Investment Law such companies have the possibility
of 	unlimited 
duration 
thereby. following world
trends and taking advantage of one of the primary
advantages of such companies. 
 See 	the discussion
under number 15 below.
 

(13) 	PowersofPCharmJan Reduced 
Clauses 19 and 20 remove
Chairman of the 	

a number of powers from theBoard as set forthLaw 106 and 	 in Article 142 ofplace them
Directors. into the hands of the Board of 
trend. 

Again, this is in keeping with a world-wideThe 	governing body of a shareholding company is
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-- 

the board of directprs who should have all of the power
to manage the compary, including the power to delegate
eir authority to 
anyone
mar 	 they choose andnot be the 	 who may orchairman. In fact, the trendthe chairman is an honorary figure 	
in that 

meetings'and chair them but not much else. 

with power o call

amond equals the 	 He is first
Board
on 	 of Directors,
management usually is delegated to a general manager or
 
but the
 

a managing 	director.
 
(14) Minutes of Board of Directors Meetinas 
 0Loncer toBe
Sent to theEconomy
 

Clause 21 eliminates the requirement of sending minutes
of board 
Economy. 	

of directors meetings to theThis requirement Ministry ofexists.almostthe world these dpys 	 no where inand represents;,an
interference by the government in unwarranted
 
company. While 	 the management of theareminutes 	

tere good reasonsof sharehQlders 	 for sending
eliminating 	 meetings to:.'thethe reqqirement 	 Ministry,for directors meetings willbe a good signal to foreign and Arab investors.
 

(15) Unl'mitejDuration 
 Comanes
vor 


Clause 22 allows shareholding and limited shareholding
companiesto be forped for an unlimited period of time
in line with world trends.
corporation 	 One of the advantages of a
they 
as oppomed to partnership companies is thatihave 
an existence 
independent
which' can 	 of their
be unlimited 	 owners
in duration.
companies 	 Thare
which 	 are some
are 
over
many,; many which 	 two hundred years old and

limitation 
are over 100 years old. Removing the
on dur4tion 
will 
be another 
reassuring
signal to foreign itivestors.
 

(16) Diecors of Limie Shareholdinc, 
eOnized Board 

Clause 23 
allows the statutes
companies to organize 	
of limited shareholding
their directors
are more than one --	 where there


shareholding 	 like the board of directors of a
company.

in 
the 1181 Egyptian 

This follows a similar provision
company 
law which
forms of companies. 	 has similar
Of course, 	the company must notify
the commercial register who is authorized to sign for
it and what the restrictions 
on 	
ifthe managers are,
any.
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(17) Minimum Vote for Al. Amendments Chanqed to Two Thirds
 
Clause .24 reduces the minimum percentageamendment for any
to the statutes 
to two-thirds 
instead
requiring three-fourths for certain amendments. 

of
 
especially It is
important 
for companies to 
be able to
increase capital easily and a three-fourths majority is
very difficult to 
achieve, 
 of course, the company's
statttes can set a higher limit if the founders agree.
 

(18) Re_
quired Information 
on Company StL-ionery
 
Clause 25 
requires companies to publicize certain key
facts about 
their organization 
anO capital on their
stationery, a common requirement.
 

(19) Investment Companies Not Limited to 49 Percent ForeiQn
or Arab Participation
 

Article 
71 ensures that investment companies
subject areto the rule notof the commercialparticipation law that foreignin enterprises cannot exceedan 49 percent,obvious conflict with the spirit of the investmentlaw and a nagging ambiguity under Law 18.
 

Chapter 9
 

Free Zones
 

A. Free Zone 
Outside 
of the Count 
 or Customs and 
Imort
Reglation Pu 
 oses
 
The Draft Investment Law adds this chapter to the Ministry's
first draft to provide a framework 
for free zones in the
event that.the decision is made to establish them.
concept of a free zone, of course, The main
 
is within the borders 

is that of an Area which
of the country but outside 
of its
customs territory. Accordingly, as is set forth in Articles
75 and 77, foreign goods
between the 
and foreign currency can movefree zone 
and international 
markets freely
withoit being subject to customs duties and the usual importand exchange control rules. 

Conversely, for purposes of the movementthe free zone and of goods betweenthe customs tprritory of theArticle 76'treats country, 
country. 

the free zone a though it were a foreignAccordingly, goods shipped from the free zone into
the country are treated as
duties on all 
imports and subjected to customs
foreign inputs, and goods shipped 
from the
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country into the free zone as exports.
that for Article 79 providesthe purpose of determining the tax exemption forexports under Article 41.A. of the Draft Investmenthowever, only Law,exports to foreign countriesfree zone from both theand the country will be counted, and that goodsmoving between them shall not.
 

B. Means of Establishing Free Zones
 
Article 72 provides for the means of establishing free zones
by Cabinet decree along the lines of similar legislation in
Egypt. An entire city 7fay be made into a free zone only by
a law, however.
 

C. 
 Advanced Features of Draft Investment Law on Free Zones
 
The Draft Investment 
Law provides a considerable advance
 
over the Egyptian law ii the following respects:,
 
(1) Free Zone Production for Exports Only, 
Not for the


Y.A.R. Domestic Majket
 
Paragraph B of Article 
72 makes clear that the only
purposes of free
the zones are the
for export of
products and services and that free zone products will
be sold into the country only under highly restricted
circumstances. 
 In this regard, Egypt's free zone
industries 
have 
produced primarily for Egyptian
market. Producing the


for the domestic market in Y.A.R.
free zones would 
not be allowed under the Draft

Investment Law.
 

(2) Provision for Privtely-OwnedandOperated Free Zones
 
Article 72.A.(2) of the Draft 
Investment 
Law allows
flexibility for having privately-managed free zones 
as
well as publicly-managed 
free zones, reflecting a
world-wide trend. 
The Egyptian law allows for setting
up individual free zone projects within the country, a
policy which has odd results. For example, there is 
a
bank located in the middle of Cairo-which is a "private
free zone" all to itself. Whenever one stepz into the
bank, he steps out of the customs territory of Egypt.
The purpose of this is not 
clear. Yet there is no
provisior for 
having a large free zone 
with
projects 
which could be privately-owned 

many

and managed
under suitable controls.
 

(3) Free Zone Goods Not Taxed
 

The Egyptian law places a tax on the movement of goods
into and out of the free zone, which hits at the very
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purpose of 
the free zone. 
 The Draft Investment Law
gives free zone projects the same rights and privileges
of other investment projects, which meanswill that theyeventually pay profits 
taxed. But, since freezone projects will be primarily export industries after
their 
tax exemption period expires, they 
should pay
only fifty percent income tax on 
revenues earned from
exports to foreign 
countries under the provisions of
Article 41.A.
1 

(4) Finall, 
 ManaQement and Infrastructure Fees
 
Article 80 provides for payment of management fees by
projects not 
to 
exceed 0.3 percent of annual gross
sales, similar to projects in the free 
zones of Taiwan
and: an :infrastructure 
fee to cover
developing the free zone on a pro 

the costs of
 
over rata basis spread
25 years, in addition to rent. 
 Of course,
would havs to in careused establishing these chargesmake sure tothat the Y.A.R. acquires and maintains
competitive edge a
in attracting industries to
zone, especially in light of the nearby free 

its free
 
Aden and zone in
industrial 
 estates 
 in the United Arab
Emirates.
 

(5) Power of 
IPA to Requisition 
Land for Free Zones on
Payment Of FairCoM;ensation to PropertyOwners
 
Note also that Article 49.E. gives the IPA power to
obtain private land by requisition'upon payment of fair
compensation to the property owner thefor purpose ofestablishing free zones, as well as industrial estates,
tourist village 
and complexes 
and other investment
facilities which would be within the customs territory

of the country.
 

Chapter 10
 

General Provisions
 

This chapter 
cove:s various miscellaneous 
general provisions,
namely amendment of schedules, project and investor obligations,
technology transfer rules and notices and communications.
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Article 81 -
 Amendment to Schedules, New Fixed Asset Values and

Paid-In Capital Amounts
 

A. Amendment by Cabinet Decree Only Once FiveEvery Years ofSchedules 51 6. and 7, and of Fixed Asset Values an-dPaid-inCapital Amounts for Certain Tax Exemptiogg
 

Paragrap4 A of this Article permits amendment by Cabinetdecree on recommendation of the IPA of Scheduleinvestment zones for 5 definingpurposes of 
 Article 37.C.
exemptions, Schedule tax
6 specifying with particularity high
priority'projects for which a ten-year tax holiday would be
granted and the 
amounts for new

capital fixed assets and paid-in
established 
for the tax holidays :in Axticles 36,
37.A.(2). and 
37.B. and 
46.A.(4) and the categories
projects requiring IPA special review 

of
 
set fnrth 4- ?4.^

61.A.
 

To ensure stability, it is necessary
amendments only once every five years. 
'to makae such
 

The idea is to have
both flexibility to adjust in the light of experience but to
assure investors 
that there will 
be stability for a
substantial period of time. 
In the long run, the less these
schedules 
can be amended, the better,
investors to avoid causingto delay investment decisions while they see howthe schedules are going to be amended.
 
B. 
 All Other Schedules May Be Amended by 
the IPA Board On1
OnceEve Three Years
 

Article 81.B. 
allows all 
other schedules to be amended by
the IPA Board, but only 
once every three years, again
maintain stability. 
to
 

C. 
 Cabinet andIPA Board Amendments May Not hance the Law or
Adversel Affect Vested Rights
 
Article 81.C. provides assurance to investors that schedules
cannot be amended to take away existing rights or to change
the intent of the law to encourage, promote and facilitate
 
investment.
 

Article 82 - Oblijations of Projects or Investors 

A. InvestorObligations
 

This article spells out the obligations of investors to:
 
(1) Notify the IPA prior to commencing production;
 
(2) Maintain complete and accurate books and records;
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(3) 	Keep separate accounts for merged projects;
 
(4) 	Provide the IPA with:
 

(a 	 Annual statements 
 of the Article 
 21 foreign

currency account;
 

(b) 	 Annual balance sheet, profit: and loss statementand report of activities; and
 
(c) 	 Path and information reasonably requested within

thirty days.
 
(5) Allowng IPA designated officials access to the project
premises during 
normal working hours to
reasonable inspections for insuring that 

carry out
 
a project is
meeting its obligations under the law.
 

B. 
 Data 	Reuests and Ins ections Must Not Amount 
to Needless
ffarssment of Pro ects
 
The IPA' should be mindful, however, 
 that 	data requests andinspections should be made only for very important reasons.
Supplying 
 data to government agencies
inspecttons 	 and undergoing
is time-consuming 
and 	expensive.
requests or inspections amount to 	

If data 
Y.A.R. 's 	 needless harassment,world competitive position 	 the 
investment could be seriously impaired. 

for attracting
 

Article 83 
- Rules Relating to Technology Transfer
 
A. 
 Technolor Transfer Agreements Enforceablein 
the Y.A.R.
 

Paragraph A of this 

transferors 

article provides assurance to foreign
of 	 technology

projects 	 that their agreements 
with
in the Y.A.R. will 
be enforceable,
access 	 giving them
to both Y.A.R. courts and the arbitration procedures
set forth in Chapter 13 of the Draft Investment Law.
 

B. 	 Taxation of TechnologyTransferFees
 
Paragraph 
B provides for 
taxation 
of technology
fees following the 	 transfer
end 	of the three-year
established 	 tax holiday
in Article 33.A.(6). Because 
it is very
difficult for, tax authorities to establish what the profit
on technology transfer fees are, it is best just to set them
out very cleaily so that everybody knows what the.rules are
and can plan accordingly. Predictability is very important
in reassuring, investors in an 
investment law. 
 Uncertainty
is one of the greatest disincentives to investment.
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C. 
 TheSUQested Tax Rates Track Trhose Established in Treaties
Between States for the Prevention of Double Taxation
 
The rationale for the suggested rates 
is that they closely
track what often is found in treaties for the prevention of
double taxation. 
 They are set slightly lower, however,
because. at 
 this stage the Y.A.R.
technology transfer. wants to encourage
At the same time, the Y.A.R. is
entitled to obtain some tax revenues from them.
 

D. 	 Trademark Royalties
 

since trademark royalties 
are 	normally mostly profit, they
set 	at 20 percent.
are 	 Trademarks nevertheless 
can be an
important form of technology transfer becauseand 	effort has gone a lot of moneyinto promotingfte;ensuring that 	 trademark andits worth is maintainedquality-production standards. 	
by:!keeping up high

Accordingly,;projects who are
licensed to 
use trademarks 
are 
required and lusually taught
to maintain 
a certain standard of quality.. 
Sinc) quality
standards are among theproduction, this can be one of the most important aspects of
 
most important aspects of 

technology transfer. 
E. 	 Royalties forPatents and Know-How
 

The tax on patent and
cent, since they 
know-how royalties is set at 10 peroften have a 
lot 	 of research and
development expense behind them and, in any event, their use
in the Y.A.R. is something to be encouraged.
 

F. 	 Technical Assistance Fees
 
Technical assistance fees are for experts sent to the Y.A.R.
to provide assistance on the spot or by telephone, telex or
telefax and entail continuing expenses by the transferor and
are one of the most desireable forms of technology transfer.
The tax on such fees also is 
set at 
10 percent because of
the on-going expense in providing technical assistance and
because:it is another highly desireable form 	 of. technologytransfer.
 

G. 	 Managemqn 
and Marketing Fees
 
Management and marketing fees 
are for
and 	 also on the spot services
entail expenses 
 in providing the
Management 	 services.
and marketing "know-how" also
form of technology and should be welcomed. 

is an important

The tax rate is
set at 15 percent in recognition of the costs of providing
the service.
 

11
 



Article 84 
-
 Notices and Communications
 
This article simply 
sets forth rules
communications 	 for how notices and
should be sent

received. 	 and when they will be deemed
The article encourages sending notices quickly by hand
.delivery or 
by electronic means 
such as 
telex and telefax, but
cables are not among the permitted means of communication because
it is difficult to know whether they have been received.
 

Chapter 11
 
License Cancellation, Withdrawal of Rights and Penaltiee
 

A. Groudsfor Cancelling ense or With
 

Taken largely from 
similar provisions
drafts, Article 	 in the Ministry's
85 sets out 
the grounds for cancelling 
a
license or withdrawing rights as follows:
 
(1) Where a project fails to adhere to the conditions ofthe license; or 
(2) 	Where the license or right was granted on the basis offalse information; or
 
(3) Where 
a right or license is applied for other


authorized purposes; 
than
 

or
 
(4) Where a project knowingly or recklessly violated the

law.
 
B. 
 Court Order Required toCancelLicense Under Article 19
 

Note, however, 
that a license may
administrative 	 not be cancelled by
decision alone but only by 
a court order
after a judicial hearing pursuant to Article 19 of the Draft
Investment 
 Law. This is an important guarantee for
investors that an impartial judge will determine whether the
grounds for cancellation exist. 
 As noted under Article 19,for an .investor whocancellation 	 has invested inof a license 	 the 'country,can mean the same
confiscation 	 thing as
or nationalization. 
grounds for cancelling 

If the IPA has solidthe license, thenorder it 	 the court willcancelled if the IPA proves itsArticle 	 case. Moreover,19-B. (2) provides the 
IPA with the right to an
expedited procedure for cancelling licenses.
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C. Penalties
 

Article 86 sets out penalties for varioiis violations of the

law as follows:
 

(1) Knowingly or recklessly providing false information to
obtain any license or right or exemption under the law
is subject to fines of up to YR 500,000 and five years
imprisonment plus returning 
the value of the right

obtained.
 

(2) Any application 
 of a right or license for any
unauthorized purpose is 
subject to fines 
of up to YP
200,000 plus payment of twice the 
value of the right

received.
 

(3) Wrongful disposition of imported assets is 
subject to
the same fines as described in number 
2 above plus
paying twice the customs duties and fees due.
 
(4) Government officials who disclose 
secret information
about projects without authorization are- subject to afine of up to YR 100,000 and imprisonment of up to two
 

years.
 

(5) Government officials who 
 engage ih unwarrantedobstruction or harassment of an investment project are
subject to suspension 
from duty or reduction in rank
and a fine of up to YR 50,000. 

(6) Violation 
of all other provisions of the law are
punishable by a fine of up to YR 100,000.
 

D. Treatment of Violations by.Comanies
 

Where an: offense is committed by a company, Article 86.B.
subjects the company itself to 
the applicable fines andofficers of the company who perpetrated the offense or who
knew of 
it and failed to report it to both the applicable

fines and prison terms.
 

E. Prosecution of Investment Projects Requires Approval
Request of the IPA Chairman 

or 

Article 86.C. provides that all criminal complaints against
investment projects must be requested or approved by the IPA
Chairman in writing.
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Chapter 12
 

Administrative Appeals and Remedies
 

Chapter 12 
establishes 
a system 
of administrative

investors and projects as follows;	 

appeals for
 

A. 	 Appeal Decisions by the IPA Executive Administration and
 
Board
 

Taken from similar provisions in the Ministry's first draft,
Article 87 
allows investore to 
appeal decisions of the IPA
Executive Administration to 
the IPA Boal:d,
can then be appealed to 	 whose decisions
the Minister 
and in turn to the
Prime Minister as appropriate.
 

B. 
 Complaints A ainst Government Organizations
 
Article 88, adapted from the Thai Investment Promotion Law,
then 	provides that any investor ordifficulties 	 project which encountersor obstacles 
submit 	 with another government agencya complaint 	 mayto the IPA. 
 If the IPA 	 is unable toresolve the matter, it can be appealed to the Minister and,
again, in turn to the Prime Minister, who is then authorized
to 
order any Government Organization or official 
to render
any assistaice the Prime Minister deems appropriate.
 
Under Article 
 88.C. 
 such Government 
 organizations 
 or
officials must comply with the Prime Minister's order within
ten days or notify him in writing of all reasons in details
why the order cannot be complied with. 
 The Prime Minister
can then take any appropriate action in light of the reasons
given. Meanwhile, even 
without an
IPA can 	 investor complaint, the
take 	action to report or 
eliminate 
obstacles
investment through the Minister and then the Prime Minister.
 

to
 

C. Appeal ofGoernmentDecisions toCourtor Arbitration PanelUnder Chapter 13
 
Finally, :Article 
 89 makes clear
decisions 	 that any Government
may 	be appealed 
to a Y.A.R.
arbitration panel under Chapter 13 

court or to an
 at any time without the
need 	to complete the administrative appeal process 
set out
in Chapter 12.,
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Chapter 13
 
Settlement of Disputes Concerning Projects
 

A. Overall ImPortance 
of 
Dispute SettleMent 
Provisions

Reassure Investors to
 

This is another 
extremely important chapter
Investment Law and expands of the Draft 
Ministry draft 

on the provisions in the firstcalling for 
 arbitration 
 of investment
disputes arising from the implementation of the law pursuant
to the rules of the judicial Jurisdictio.i. 
more important to investors Few matters are
than security in
any disputes knowing that
they have 
with the 
gove:rnment, 
with local
partners and with suppliers, customers, employees and others
will be 
 tried fairly and 
 objectively.. 
 Accordingly,
investment laws of many countries contain commitments by the
government to settle disputes with investors through one of
several means of international arbitration." See for example
the investment laws of Tunisia, Egypt, Singapore and Ghana.
 
B. Reasons for Governments to Commit to Settle InvestmentDisputes by Arbitration
 

A commitment 
by a Government 
to arbitrate disputes with
investors sends a strong message of reassurance to investors
that the government is serious about attracting investment
into the country. 
There are three good reasons for this as
follows:
 

(1) GuaranteeofNeutrality
 

For one thing, a government commitment
investment disputes provides 
to arbitrate
 

assurance 
to investors
that a dispute will be heard on neutral ground.
case of the Y.A.R., In the
for example, the 
problem is 
not
that the country's courts might benotconsistent reliable or 
or 

or fair to foreign investors, but that Arabforeign investors simply do 
not know
courts. the local
Because 
at this point very few
investors are familiar with the Y.A.R., 
foreign
 

for the Government it is important
to agree to 
having investment
disputes resolved by international arbitration.
 
(2) In Arbtr ton. Disputes Can Be Settled by Expertsithe Sublect Matter of the Disute
 

Another good 
reason 
for such a commitment
arbitration provides a means of having diaputes settled
 
is that
 

by experts in the subject matterInvestment of the dispute.and commercial disputes are often complexand difficult matters to understand and resolve and may
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put a difficult burden on a court which is not used to
considering 
 them. Thus, 
 arbitration
assurance of offers an
expertise 

settling disputes. 

as well as neutrality in
 

(3 P edited Settlement of Disputes 
Finally, many disputes

many are referred to arbitration in
countries 
because 

resolved it is felt that they are
more quickly. 

years to 

In many places courts taken
resolve disputes simply
overburdened because they
with cases. are
Whereas
countries used courts in many
to resent

arbitration dispute settlement by
as an infringement 
on their jurisdiction,
they now welcome it as a way to reduce their own case
load.
 

C. For the 
Same Reasons. 
 It is Helpful
Settlement to Allow for
of Disputes the
Between 
Private 
Parties by
Arbitration
 

So, for the three reasons of offering assurancesneutrality, expertise and speed in resolving disputes, it is
 
of 

wise for 
an investment law to commit the government tosettling disputes with investors through arbitration.
the same reasons, For
it is also wine to
settle disputes among allow investors 
to
themselves 
and
parties through arbitration, 
with other third


provided that
agree to do so in writing. such parties
The government's agreement to do
so, of course, is contained in the law to begin.with.
course, if investors Of
or projects prefer to settle disputes
through the courts, then the law must provide for that also.

D. Review of the Scheme of Disute Sett'mentU theDraft
Proposed-ta
 

(1) Gen rallyDisutesMy 
be Settled b LitgationCourtsor in theb BindingAbitatIo,
 

Article 90 
of the Draft Investment Law provides that
disputes can be 
settled 
either by litigation
binding arbitration as set forth in the Chapter. 
or by
 

(2) GovernmentA reement to Settle Disutes With Arabor 
~2r~ggInestrsby LitiAtAccordingtothe ion or Arbitration
nvstor's-
Choice
 

In Article 91, 
the Government specifically
settle disputes with foreign agrees to
 or Arab investors
investment project by the means chosen by the investor
or the project, 

or any
 

as 
 the case may
litigation in be, either by
the Y.A.R. 
courts 
or by arbitration
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-- 

within the framework of any of the following means 
as
listed in Article 91.B.:
 
(1) 	The. Arab 
Organization 
for 	Investment 
Guarantee
 

Agreement; or
 
(2) 	The Convention 
for 	the Settlement 
of Investment
Disputes between 
States 
and 	the Nationals 
of
Another State; or
 
(3) 	Any other international or bilateral agreement to
which the Republic is a party; or
 
(4) The rules of procedure for commercial arbitration
of the United Nations Commission on International
Trade Law (UNCITRAL),


Center 	 at the nearest Regional
for 	International 
Commercial 
Arbitration
operating pursuant to such rules; 
or
 
(5) 
The 	rules and procedures set 
forth in Article 95
of this Law for 
binding arbitration 
 in 	 the
 

Republic.
 

Note that 
the first 

international arbitration 

four of these provide for
 
neutral site, 	 that is, arbitration in a
although of 
course. the 
parties could
agree to holding the arbitration in the Y.A.R. under,
say, the UNCITRAL 
Rules 
or the Convention
Settlement 	 for the
of Investment Disputes, instead
for example, or Geneva. The 

of Cairo,
 
arbitration within 

fifth provides for
the 	Y.A.R. under the 
Rules set
forth in Article 95 of the Draft Investment Law.
 
(3) Rules for Arbitrationof Disnutes in the Y.A.R.Under


the Investment Law
 

Skipping ahead, Article 
95 sets 
out 	a mechanism 
for
arbitration within the Y.A.R. where no other means are
agreed. The provisions of Article 95 have been drafted
with a view to resolving some problems with Arbitration
Law 33 of 1981, namely, that law requires the unanimous
agreement 
of all 
three arbitrators 
to be binding
both parties and there 	 onis some uncertainty whetherY.A.R. courts 	 theare obliged to enforce an arbitrationaward without reconsidering the 	entire case themselvesin which case 
the 	arbitration

been proceedings wauld have
a wisted effort. Also, Arbitration Lau, 33
not set 	 doesout a detailed procedure covering theproceeding. 	 entireAccordingly, Article 
95 establishes 
the
following machinery for binding arbitration of disputes
involving investment projects where no other rules have
been chosen:
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(a) 	Three-Memher Arbitration Panel
 
Article 95 
provides 
for 	constituting 
a panel of
three arbitrators with each party naming
the two then agreeing one and
on the third or,
agreement, 	 failing
appointment 
 by 
 an "Appointing
Authority" which would be either someone agreed to
by the parties or the IPA director general;
 

(b) 	Proceedins Governed by UN-ITLRule
 
s
 

Once constituted in accordance with the time frame
specified in the Article, the Panel will proceed
according to the Rules for Commercial Arbitration
of the United Nations Commission on International
Trade Law 
(UNCITRAL) currently prevailing 	at the
time 	of the dispute. 
 These rules are perhaps the
best and fairest rules overall 
in the world and
have been adopted by many countries as their own
rules, including many states of the United States
of America.
 
(c) Fina. and Binding Awards by MajorityVote of the
 

Arbitrators
 
Artiple 95.L. specifically provides 
that awards
shall be by majority vote and shall be final and
binding on both parties and enforceable an a final
judgment.
 

(d) 	Disputin PartiesCanAree 
to Alter Any Procedure
 
Finally, Article 95.M. provides that, by agreement
in writing, 
the 	parties 
can 	alter any of 
the
procedures, or appointments or the proceedings at
any time.
 

(e) 	Agreement to ArbitrateRequired
 
Under Article 95.A., 
the 	only condition for using
the 	arbitration 
procedures 
is an agreement 
in
writing between the parties which may be made in
advance 
or at 
any 	other time and may be part of
any 	 other written agreement or cont'-act includingCompany formation documents.
Government, 	 In the case of the
however, 
 the Law 
 itself
agreement 	 is theto arbitrate, and 	 the foreign or Arabinvestor or the Project, as the case way be, could
proceed directly to these provisions or directlyto one of the other means of arbitration listed in

Artile 91.B.
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(3) 	 Government Agreement 
to Settle Disputes WithInvet.s by Liti 1ati11 or Bidin 	
Yem 

Arirai nde
Article 95 as Chosen by tho Investor 
In Article 92, the Government agrees to settle disputes
with Yemeni investors by either Of two moans chosen by
the investor, 
either litigation
binding arbitration 	 in the courts or
according 
 to 	 Article
discussed above. 95, as
 
investors, 

As in the case of foreign and Arab
the 
law 	itself 
would 
be considered
Government's agreement to arbitrate the dispute if the
 
the
 

investor so chose.
 
(4) 	Arbitration of Dis utes Between Ivestors in
Proiect or Between the Sam
 e t 
 rties
 

Article 
93 provides 
tbt disputes. between
within the 	 investors
same project or between a project and any
other party could be settled by arbitration Pursuant to
a written agreement by any means including the Article
95 rules 
or the rules and Procedures of any existing
institution 
 providing 
 machinery
arbitration including, but not limited to, any RegionalCenter for Arbitration operating in accordance with therules for commercial arbitration of the United Nations 

for commercial
 

Commission 
 on International 
 'Trade Law,
International 	 theChamber of CommerceCourt of 	 in Paris, theArbitration or 	 London'he AmericanAssociation. 	 AbitrationAll of these organizations
established, 	 have wellexcellent 
 machinery
proceeding 	 and rules for
and private parties 
 should
Opportunity of choosing any Of 	
have the


them which
If private parties 	 they wish. 
Article 	 do not agree to arbitrate,92.B. guarantees 	 thenthem access to the courts ofthe Y.A.R.
 

(5) 	 iAssurance to Investors 
That Arbitration AwaJudgentsi
are 	 BindingA anl Parties Inl.uding theGovernment
 

Article 
94 assures 
investors 
 final arbitration
awards or court Judgments, 
that 


binding on all 	
as the case may be, will be
 

obeyed 	
parties and will be complied with and
by 	 all disputing parties
Government 	 including the
and all 
 ministers,
officials. 	 organizations
This assurance 	 and
that the 
government 
will
abide by whatever means of dispute settlement is chosen
is very impcrtant to promote investor confidence.
is especially important in the light of the 

This 
relatively low Y.A.R. 'rating in this area according to 
the
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study cited 
above. 
 Even if it 
were not 
the case,
however, the assurance would be an important one.
 
(6) Assurance to rnvestors That Y.A.R. Courts WIlArbitration-Awards 	 EnforceWithout Ret r isp.ute 

Article 
94.B. then requires 
the Y.A.R. courts 
to
enforce any arbitration award presented to it rendered
in accordance with any of the other articles of Chapter
13 as though it were

judgement rendered by 

a final and nonappealable

a competent Y.A.R. court.
enforcement 	 Such
must 
take place immediately 
and without
delay and without considering the facts of the dispute
or the arbitration 
procedures
enforcement 	 in other words,
is to 
occur without rehearing
The only 	 the case.ground for not enforcing the award would beclear and convincing evidence that the award was based
on fraud or corruption by the 
case 	 arbitrators,
the dispute would again 	

in which
 
be decided by binding
arbitration according to the same procedures unless the
parties agree otherwise.

in light of the 	
This assurance is importantcurrent uncertaintycourts 	 as to whether thewill 
enforce arbitration 
awards 
in the Y.A.R.
It is an important reassurance even 
if this were not a
problem, because the courts of some other countries in
the region have refused to enforce arbitration awards.
 

Chapter 14
 

..ransitional Provisions
 
This chapter contains 
some 
extremely important 
provisions 
as
 
follows:
 

Article 96 
-
 IDvcrwal Publication of the Law
 
This article requires that immediately following promulgation of
the law, even before its publicationThe Minister will make 	 in the Official Gazette.copies of the andLaw distributeall government offices and to the public upon request. 	

themto
 
This is
important because we understand that the Official Gazette is many
months behind in publishing laws. 
 Pursuant to Article l.B.,
law would go 	 the
into effect 
90 days after its promulgation which
could well be before its publication.
 

Because 
the effective implementation 
of the law depends upon
compliance by all government organikatjons and officials and not
just the IPA and the Ministry of Economy, it must be distributed,
and understood
read 	 by all government 
officials 
as soon 
as
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possible. 
 Note again that this 
is
Article required specifically by5.A. (2) (b) . Moreover, it is importAnt for the public tohave access to asthe law soon as possible,begin its so that the law canprimary function 
 of encouraging 
 and promoting
investment in,the Y.A.R.
 

'Article 97 
- Functions and Authority of the IPA
 
Pending Establishment
 

This article provides that pending the establishment of the IPA,
its functions, powers 
and authority
Ministry of Economy; shall be exercised by the
 
that of 

that Cf the iPA Chairman, by the Minister;
the IPA Board, by the Law
committee; 18 Investment Exemptionthat of IPAthe Executive Administration,General Department of Investment of the Ministry 
by the
 

IPA Director General by the General 
and that of the


Director of-theDepartment. InvestmentThis will allow the law to be enforced immediatelyupon its effective date by the above organizations and officials
in the event that the IPA has
time. not yet been established at that
This article also provides that upon establishment of the
IPA, the General Department of Investments will be transferred to
the IPA.
 

Article 98 
- Law 18/1975 Investment Projects
 
This article provides a procedures by which projects previously
established under Law 18 
can elect to be governed by the new law
except for the Article 33.A. profits tax exemption granted to all
newly licensed projects.
 

Article 99 -Cancellation and Modification of Laws
 

A. Investment Law18i_975
 

Article 99.A. cancels Investment Law 18
the extent that of 1975 except to
projects established 
thereunder 
do not
choose to be governed by the new law and tu the extent that
the Investment Exemption Committee established by Article 20
of Law 18 acts as the IPA Board pending establishment of the
IPA itself pursuant to Article 97.
 

B. Industry Law20/1976
 

Article 99.B. provides that from the effective date of the
new law all industrial projects will be licensed under the
new 
law and t1at all provisions
conflict of Law 20 of 1976 which
in any way with 
the new law or
provisions will any of its
be cancelled 
or modified
required to give full effect to the new law. 
to the extent
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C. 
 All Othor Laws Cancelled or Modified to the Extent Necessary
to Give Full Effect to the New Investment Law
 
Article 99.C. provides that there will be no conflicts with
any existing 
 laws, decrees, regulations, 
requirements,
guidelines or 
orders by specifically stating that
conflicting provisions of any of them will be cancelled 

all
 
or
modified to the extent required to give full effect to the
new 
law.: This rule applies 
to all laws and ragulations
including the following:
 

(1) Commtercial Law 39 of 1976; and
 

(2) Companies Law 106 of 1976; and
 
(3) Foreign Ownership of Real Estate Law 114 of 1976; and
 
(4) Labor Law 5 of 1970; and
 

(5) FisherieR Law 20 of 1978; and
 

(6) Tourism Law 34 of 1981; and
 

(7) Import/Expgrt Law 23 of 1975; and
 
(8) Commercial and Industrial Profits Tax Law 11 of 1972;


and
 

(9) Employee Tncome Tax Law 20 of 1974; and
 
(10) Capital Transfer Tax on Foreigners Law 48 of 1976; and
 
(11) Real Estate Tax Law 21 of 1976; and
 

(12) Stamp Duty Law 6 of 1979; and
 

(13) Judicial Power Law 28 of 1979; and
 

(14) Commercial Court Law 40 of 1976; and
 
(15) Commercial and Civil Litigation Law 42 of 1981; and
 
(16) Arbitration Law 33 of 1981; and
 
(17) All banking and exchange control 
laws, decrees and
 

regulations.
 

Not cancelled, however, 
is any law or regulation
provides more favorable rights or 
which
 

exemptions 
to investment
 
projects thiw +4... w Aw.
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Article i00 
-
 Issuance of Executive Regulations
 
This 
article requires to
the Minister
Regulations needed to 

issue the Executive
implement 
the law within 90 days of its
promulgation but ensures that implementation bf the law will not
be delayed by requiring the 
Responsible Authorities 
to proceed
with implementation to the extent possible even in the absence of
the Executive Regulations in the event that they are delayed.
 

Article 101 -Responsibility for Implementation
 
The article 
state simply that 
the 
Prime Minister 
and the
ministers are responsible for implementing the provisions of this
Law.
 

SECTION 6
 
OTHER OBSTACLES TO INVESTMENT IN THE Y.A.R.
 

6.1 Introduction
 

As noted in Section 2 above,
eliminate no investment law by
all existing itself can
major obstacles
country, to investment in
including any
the Y.A.R.
investment, indeed, The principal obstacles toare those identifiedReport, which must be in Section 3 of thisdealtSection 4, in addition 
with by policy changes outlined into the new Investmentelimination Law: namely,of price ccntrols, exchange 
 controls, importrestrictions, and controls on banking and reduction of the public
deficit. 
 The purpose is
of this section 
 to address 
other
obstacles not fully addressed by the draft investment law or by
Sections 3 and 4.
 

6.2 Lack of a Well-Developed Bankin 
andSaviln cs 'stem
 
Critical problems of law and banking policy affecting the Y.A.R.
investment climate have already been addressed above in Sections
3.4, 3.5, 4.8, 4.9, 
4.10 and 
4.11

Chapter 5 on Articles 20, 21 

and in the commentary inand 23. 
A thorough analysis of the banking system andbeyond the scope its needs is farof this report. Certainly a thorough study inthis area should be tudertaken with the help ofbusiness community. the banking and 
needs which we 

This section simply summarizes some of thehave observed relating to 
the
infrastructure as follows: 
Y.A.R. banking
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(a) Need for Competition
 

A healthy investment 

multiple, competing 

climate requires system of
and efficient 
a 


institutions which act 
banks and savings
to mobilize
savings the country's
and make loans 
 to finance
Currently, the investment.
system is dominated by
sector a single public
bank. 
 More and competing banks
financial and other
institutions 
will be reqtired to meet
needs of the
a dynamic economy. Banks are 
now excluded
from the Draft Investment Law. 
Thought should be given
to providing 
the incentives 
needed to attract more
banks into the system -- including foreign banks.
 

(b) Need to E 
and the Banking Network 
and Financial
Services Throughout the Country
 
To mobilize savings 
for investment
projects and to finance
of all sizes, an effective banking network
needs to be established which extends into all rural,
as well as 
urban, areas. Perhapa this could be along
the 
lines of the postal savings and
cooperativq systems of Japan or Taiwan. 

agricultural
 
to expand the financial One quick way
services system might be 
to
legalize private money changers 
and exchange houses.
They seemto be operating anyway, but their activities
should be kept limited. 
 They could:provide financial
services to small businesses and farmers.
 
Another way to expand the system might be
specialized to give the
banks 
 -- industrial, agricultural 
 and
housing -- more incentives to take deposits, expand and
do commercially 
profitable 
lending.
pension funds In addition,
and insurance 
 companies should 
 be
developed as lending and investment institutions.
 

(c) Traininr and Use of Modern Bankln Technjgiqes
 
Given the existing disincentives to commercial lending
discussed in the other sections of this report, banks
are not using modern techniques of fipancial and credit
analysis and operations. Rather, as noted above, they
rely on 
obtaining excessive guarantees and collateral
before making loans. 
 This will change upon passage of
the new iny-estment law and the policy changes described
in Section 4. 
To start functioning like modern banks,
training 
of loan officers 

required. Training should 

and 
be 

bank managers will be

extended 
as well to
pension fund and insurance company managers as well, as
these canbe important sources of investible funds.
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6.3 Infrastructure Needs
 
The importance of 
 physical infrastructure
investment to the ove7:all
climate is 
obvious. Roads, water 
systems, power,
sewage, deep water port facilities, airports are all critical to
encouraging 
investment. 
 Indeed, one the
of
incentives most successful
to investors 
have been the 
so-called
estates" "industrial
or "new 
urban communities" 
where governments develop
industrial sites for factories complete with roads, water, power,
and sometimes even buildings. Finding a site for
be one a factory can
of the most difficult challenges
the government for an investor. When
has already taken 
care 
of that problem,
decision to invest is much easier. 

the
 

There are many examples of success in
has established several 
this :;qard. Thus, Egypt
desert industrial 
cities under
Urban Communities its New
Law 59 
of 1979 such as Tenth of Ramadan City
and Sixth of October city, to name two of the most successful.
Similarly, Dubai has established a well-known industrial estate,
and the "export free zones" of Taiwan are famous.
 

The Draft Investment 
Law provides for
industrial estates, the establishment of
new communities

initial investment and free zones. While the
by the Government 
is substantial, 
it can
recover many of its costs in rent, infrastructure and management
fees. 
 The return on such an investment could be well worth it,
for given proper management, such zones and estates could even be
profitable.
 

6.4 Excessively High InternalTransport Costs
 
It is 
our understanding that internal land transportation costs
are extraordinarily high in the Y.A.R. 
 One business 
man said
that it costs him almost as much to ship a machine from Hodayda
to Sana'a as it to
did ship
Germany, to Hodayda. 

the same machine from Hamburg,
We also understand that 
a transport union
has managed to keep these high charges in effect through monopoly
power. 
 For the 
 Y.A.R. to be competitive 
 in attracting
investment, it is important to keep the costs of non-traded goods
and services 
 such as transportation
possible. One as reasonably low as
solution 
 is to
Fortunately, encourage competition.
the Draft Investment 
 Law
transportation projects if would allow for
the Responsible Authority approves.
Competition 
should bring prices down,
controlled by a monopoly that is too powerful. 
unless they are being


We recommend that
this matter be thoroughly investigated and prompt and effective
action taken for the sake of improving the investment: climate of
the country.
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6.5 Low Literacy Levels
 
We understand that the literacy rate in the Y.A.R. is relatively
low, but that significant progress has 
been made
revolution. since the
This is heartening.

important for the Few goals could be moreultimate improvement of the investment.than achieving climate100 percent literacy within
period. a reasonable time
As noted 
people, 

above, a country's greatest resourceand the best investment a Government 
is its 

educating them. can make is
 
which have 

This has been the approach of other countries
been successful 
in attracting investment: 
 South
Korea, Taiwan, Singapore and, of course, Japan all have literacy
rates of 100 y[ercent, considerably higher than the United States
of America. 
While illiterate people are not stupid and can learn
without knowing how 

that 

to read, reading makes technology transfer
much easier and 
faster. If a 
farmer cannot
instructions read the
for his new seed, or fertilizer 
or harvesting
machine, learning takes longer.
 

6.6 Business Education
 
To take full advantage of a new investment climate, Yemenis will
need management-training.

technology transfer 

One way will undoubtedly occur through
foreign investors.
establishing a management training facility or graduate business
school is an important possibility to consider. 


from But, long range,
 

Indeed, business
education at the clerical and secretarial level appears to be an
urgent need. 
 .In 'this respect, including education 
projects
within the scope of application of the new 
investment law is
wise decision. a
 

6.7 
 Land Survey, MaDpnci andRecording
 
As noted above in the commentary on Article 10,and certain means the lack of clear
of ascertaining title 
to land is 
an serious
impediment to investment. 
While the Draft Investment Law Article
10 deals with the matter for investors, the ultimate solution is
to 
survey and map every plat of land in the entire country and
establish a modern land recording system based on 
the Australian
system, so that all ownership interests in any plat of land could
easily be ascertained by any member of the public.
 

6.8 Slow and Restrictive Visasstem
 
To encourage 
 investors 
 (and tourists 
who sometimes
investors after:they visit a country) it 

become
 
system for is important to have a
obtaining 
visas quickly and
Washington easily. Visas in
and Cairo 
 can take several days
intervention without the
of high officials 
and sometimes apparently 
are
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qenied for no apparent reason. 
 Visas should take no aore than a
day and should be mainly to record who is visiting the country.
If security is 
a major concern, that fact alone 
is bad for the
overall investment climate. 
 The best form of security,
course, is prosperity for the country. 
of
 

In this regard, the
Egyptians have done 
an admirable job 
in moving from a closed to
an open country and still maintaining excellent security.
 
Exit visas should be completely phased out. 
 They are nothing
more than a bureaucratic 
irritant for long-term tourists and
potential investors and waste both the Government's time and the
visitor's time. 
 The open door to investment means an 
open door
to visitors generally. 
 Work permits are entirely another matter
and are addressed by the commentary to Article 32 above.
 

SECTION 7
 

FOLLOW-ON ACTIVITIES NEEDED TO SUPPORT THE NEW INVESTMENT LAW

I 

7.1 Introduction
I 

The purpose of this Section is to set out the activities which
should follow promulgation of the new investment law.
 

7.2 Informal Publication of the Law
 

Immediately upon promulgation of the new investment law, pending
publication in, the Official Gazette, 
the Minister of Economy is
required by Article 
96 to distribute copies 
to all government
offices. Hopefully, this will 
be accompanied by a Governmentwide campaign to have every official to read it, especially those
directly concerned with investment. In addition, the Minister is
required to make copies available to the public.
 

7.3 The Executive Regulations
 

Article 100 of the Draft.Investment Law requires the Minister of
Economy to issue the Executive Regulations within 90 days of the
promulgation of the law. 
 This will be the 'most immediate and
important substantive 
 task to ensure swift and
implementation of the new investment law. 
smooth
 

The Regulations will
set down detailed procedures for achieving the Law's objectives.
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7.4 DesiQn of Forms and Models
 
Together with the Executive Regulations the following forms and
models should be designed and prepared:
 

%a) The application 
 form 
 to establish
project. 	 an investment
This form will be 
extremely important and
should be designed with the help of an expert on social
cost-benefit analysis of investment projects.
 
(b) Project change forms;
 
(c) 	Certificates for exemptions, rebates 
 profit transfers
 

and other rights;
 

(d) Applications for certificates;
 

(e) Licenses;
 

(f) Notices to other responsible Government Authorities,

investors and third parties;
 

(g) Model arbitration demand form;
 
(h) Request to the 
IPA Executive 
Director
arbitrator 	 to appoint an
under Article 
95 of the 
Draft Investment


Law; 
(i) Model articles of 

investment companies; 
incorporation and statutes for 

(J) Model statement of movement in foreign currency 
account;
 

(k) Model financial statements;
 

(1) Model business records;
 

(m) Etc.
 

7.5 Observation Visits
 
As soon 
as is practicable, 
senior
implementing the 	 officials responsible
new 	 for
law from the IPA, as 
well 
as the Customs
Authority, should maike observation visits to countries which have
been successful in attracting foreign investment, such as Taiwan,
Singapore, Thailand, Malaysia, Tunisia, and Ireland.
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7.6 Trainincr and Orientation
 

Following promulgation of the law and the executive regulations,
it will be necessary to 
hold seminars and 
conferences
philosophy, concepts and procedures of the new law to train and
orient the following important groups:
 

on the
 

(a) IPA officials charged with implementing the new law;
 
(b) Officials of other organizations 
who also will have
contact with investors:
 

(1) Customs Authority;
 

(2) Tax Authorities;
 

(3) Companies Registration Department;
 

(4) Ministry of Labor;
 

(5) State Security;
 

(6) Immigration;
 

(7) Ministry of Foreign Affairs;
 

(8) Judges of the Commercial Court;
 

(9) Tourism Corporation;
 

(10) Ministry of Agriculture;
 

(11) Ministry of Transportation;
 

(12) Ministry of Health;
 
(13) Central Planning Organization;
 

(14) Ministry of Education;
 

(15) Ministry of Justice;
 

(16) Other Responsible Authorities;
 

(c) Yemeni businessmen and bankers;
 

(d) CommercialAttaches of Foreign Embassies
 
A prime objective of this training 
will be to replace
generally negative official attitudes toward investors and
investment projects with generally positive ones.
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7.7 Review and Revision of Other Laws and Procedures
 
Affecting Investment
 

As soon as possible, the Government should commence a program to
systematically review and revise all laws affecting investment.
 

The following appear to require the most urgent attention:
 

(a) All banking laws and regulations;
 

(b) Companies Law 106 of 1976;
 

(c) Preparation of 
a new capital markets 
and securities
 
exchange law;
 

(d) Commercial Law 39 of 1976;
 

(e) Commercial and Industrial Profits Tax Law 11 of 1972;
 

(f) Stamp Duty Law 6 of 1979;
 

(g) All other tax laws;
 

(h) Labor Law 5 of 1970;
 

(i) Arbitration Law 33 of 1981; and
 

(j) Laws and regulations relating to issuance of visas.
 

7.8 Review and Analysis of Tax 
Collection Administration 
and
 
Procedures
 

It is essential that the Government reap substantial benefit from
new investments in the country through increased tax collections.
Accordingly, if 
action has not already been taken, the tax
collection administrative 
machinery and procedures should be
reviewed to determine whether and how it can be improved. 
 Tax
collection officials should be thoroughly briefed and oriented on
how to 
handa tax collections from investors, projects
foreign transferors of technology. and
 
with 

In this regard, and in
connection 
 reviewing the tax 
laws as well, it would be
useful to call upon 
 an institution 
 such 
as the Harvard
International 
 Tax. Center which specializes in developing
countries' tax legislation and training tax officials.
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7.9 	Establishment of an Economic Policy Analysis Unit Within the
Government 
 to Monitor and Advise --on the TiminQ and
Coordination of the Policy Changes Set Out in Section 4 of
This Report
 

If there is not 
already an economic policy analysis 
unit -i.e., a so-called "think tank" -- placed at a high level in theGovernment, such a unit should be established as soon as possible
and should develop contacts with economic 
experts around the

world.
 

Policy analysis units also should be established within each
ministry.
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APPENDIX A 

CRITERIA FOR FOREIGN DIRECT INVESTMENT CLIMATE 

.1. EXCHANGE CONTROLS. 
 Ease of access to the foreign exchange
needed to conduct business. 
Use of multiple exchange rates.
 
2. 	 REPATRIATION 
RESTRICTIONS. 
 Severity of restrictions on
repatriating profits and capital, including limitations and
 

taxes.
 

3. 	 APPROVAL PROCESS. 
 The amount of time and expense involved
in obtaining required bureaucratic approvals. Honesty and
competence of the bureaucracy.
 

DOMESTIC ECONOMIC PERFORMANCE.
4. 	 Relative performance of GDP
growth, inflation, unemployment, investment, 
and 	budget

balance.
 

5. 	 INTERNATIONAL ECONOMIC PERFORMANCE. 
Relative performance of
current account and foreign debt.
 

6. 	 LABOR CONDITIONS. Availability of adequate labor, level ofwages, arid the flexibility allowed business in the use of
labor.
 

7. 	 EMPLOYMENT OF NATIONALS. 
 The existence and enforcement of
quotas mandating employment of host country 
nationals.
Requirements 
 for local participation 
 in 	 management.
Residence requirements for 
foreign nationals intended to
limit expatriate employment.
 

INVESTMENT INCENTIVES.
8. 	 Scope and magnitude of incentives in
the form of tax holidays, free trade zones and subsidies.
 
9. 
 TAX RATES. Level of corporate taxes and overall tax burden.
Discrimination against foreign firms in tax policy.
 
10. 	 DISPUTE SETTLEMENT. Reliability of local courts 
 and
administrative 
 agencies in resolving disputes.
Discrimination against foreigners and foreign businesses as
opposed to local interests; preference 
of some foreign
investors over 
others. Availability of international
dispute settlement 
and 	binding arbitration machinery


cases involving foreign business.	 
for
 

11. 	 PERFORMANCE REQUIREMENTS. Regulations 
concerning local
content, offsctting part of 
 imports with exports,
countertrade, barter, or devoting a percentage of production
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to exports. Regulations concerning the andUse sharing of 
technology.. 

12. CONTROLS ON OWNERSHIP. Percentage of bwnership allowed.Number of sectors in which 
 ownership is permitted.
Requirements 
Zor joint ventures and regulations specifying
that foreign 
assets be sold to local interests after a

specified period of time.
 

13. SECURITY OF OPERATIONS. Threats from 1political 
turmoil,

labor strife and crime
 

14. REGIME STABILITY. 
 The degree of uncortainty over the
composition of and change in the current government.
 

COUNTRY RANKINGS ON INVESTMENT CLIMATE
 

ACCORDING TO THE FOREGOING FACTORS
 

(5 IS THE MOST FAVORABLE SCORE AND 1 IS THE LEAST FAVORABLE)
 

RANK COUNTRY AVERAGE SCORE 

1 SINGAPORE 4.72 
 HONG KONG 
 4,,6
3 
 TAIWAN 
 4.4
4 
 SPAIN 
 4.3
5 BOTSWANA 4.15 
 IRELAND 
 4.1
5 MAURITIUS 
 4.1

5 
 SWAZILAND 
 4.1
5 THAILAND 4.1 
10 
 KUWAIT 
 4.0

11 
 BARBADOS 
 3.9
11 
 CYPRUS 
 3.9

11 
 SAUDI ARABIA 
 3.9
11 
 TUNISIA 
 3.9
15 
 MALTA 
 3.8
15 
 SOUTH KOREA 
 3.8

17 
 MALAYSIA 
 3.7

17 
 PORTUGAL 
 3.7
19 
 CAMEROON 
 3.6
19 
 CHILE 
 3.6
19 
 COTLMBIA 
 3.6
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RANK 

19 

19 

19 

19 

19 

19 

28 

28 

28 

28 

28 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

32 

44 


45 

45 

45 

48 

48 

48 

48 

52 


.52 

52 

52 

52 

52 

52 

59 

59 

59 

59 

59 

59 

59 

66 

66 

66 

66 

66 

71 


COUNTRY 

IVORY COAST 

LESOTHO 

PARAGUAY 

PHILIPPINES 

SRI LANKA 

TOGO 

GABON 

MOROCCO 

PANAMA 

SOUTH AFRICA 

CONGO 

COSTA RICA 

FIJI 

GHANA 

GUINEA 

HONDURAS 

ISRAEL 

JORDAN 

JAMAICA 

PAKISTAN 

TURKEY 

URUGUAY 

ALGERIA 


EGYPT 
INDONESIA 

SENEGAL 

BERMUDA 

DOMINICAN REPUBLIC 

GUYANA 

MEXICO 

BANGLADESH 

BOLIVIA 

BURUNDI 

CHAD 

MADAGASCAR 

MALAWI 

VENEZUELA 

BENIN 

CENTRAL AFRICAN REP. 

HAITI 

INDIA 

NIGER 

ZAIRE 

PAPUA NEW GUINEA 

GREECE 

KENYA 

RWANDA 

UGANDA 

ZIMBABWE 

CHINA 


AVERAGE SCORE 

3.6
 
3.6
 
3.6
 
3.6
 
3.6
 
3.6
 
3.5
 
3.5
 
3.5
 
3.5
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4
 
3.4 
3.4
 
3.3
 

3.2 
3.2
 
3.2
 
3.1
 
3.1
 
3.1
 
3.1
 
3.0
 
3.0
 
3.0
 
3.0
 
3.0
 
3.0
 
3.0
 
2.9
 
2.9
 
2.9
 
2.9
 
2.9
 
2.9
 
2.9
 
2.8
 
2.8
 
2.8
 
2.8
 
2.8
 
2.7
 

141 



RANK 


71 

71 

71 

71 

76 

76 

76 

76 

76 

76 

82 

83 

83 

83 

83 

83 

83 

83 

90 

91 

91 

91 

94 

95 


COUNTRY 

ECUADOR 
EL SALVADOR 

GAMBIA 

SUDAN 

ARGENTINA 

BRAZIL 

BURKINA FASO 

GUATEMALA 
MALI 
NEPAL 
ZAMBIA 
LIBERIA 

LIBYA 

MOZAMBIQUE 

NIGERIA 

PERU 

SYRIA 

TANZANIA 

SOMALIA 

ETHIOPIA 

NORTH YEMEN 

SURINAM 

IRAQ 

BURMA 


AVERAGE SCORE 

2.7 
2.7
 
2.7
 
2.7
 
2.6
 
2.6
 
2.6
 
2.6 
2.6 
2.6 
2.5 
2.4
 
2.4
 
2.4
 
2.4
 
2.4
 
2.4
 
2.4
 
2.3
 
2.2
 
2.2
 
2.2
 
2.1
 
1.8
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APPENDIX B 

NEGATIVE FACTORS AFFECTING INVESTMENT FOR ARAB INVESTORS 

CONTAINED IN: 

TJE REPORT ON THE INVESTMENT CLIMATE If THE ARAB COUNTRIES 1988 

BY 

THE ARAB ORGANIZATION FOR INVESTMENT GUARANTEES
 

1. 
 LACK 	OF ACCESS TO FOREIGN EXCHANGE
 

2. 	 PRICE CONTROLS 

3. 	 RESTRICTIONS ON TRANSFER OF PROFITS AND CAPITAL 

4. 	 LACK OF LOCAL FTNANCING RESOURCES AND CREDIT FACILITIES 

5. 	 UNSTABLE INVESTMENT LAW 

6. 	 BUREAUCRATIC DI1FFICULTIES IN LICENSING
 

7. 	 MULTIPLICITY OF GOVERNMENT ORGANIZATIONS OVERSEEING LICENSES
 
FOR INVESTMENT PROJECTS' ACTIVITIES
 

S. 	 DIFFICULTIES 
WITH GOVERNMENT AUTHORITIES IN IMPLEMENTING
 
LIfENSED PgOJECTS
 

9. 	 EXCESSIVE, 'CONFLICTINGAND UNCLEAR LAWS
 

10. 	 PUB3LIC SECTOR CONTROL OF ECONOMY 

11. 	 WEAK PRIVATE SECTOR
 

12. 	 COMPULSORY LOCAL PARTNER ARRANGEMENTS 

13. 	 NO LEGAL PROTECTION FOR FOREIGN INVESTED CAPITAL 

14. 	 RESTRICTION' ON ]HOVEMENT OF PEOPLE 

15. 	 CLOSED ECONOMIC POLICY
 

16. 	 UNCLEAR ECONOMIC POLICY
 

17. 	 LABOR UNION DOINANCE 

18. 	 HIGH PRODUCTION COSTS
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19. FAILURE TO ADHERE TO AGREEMENTS WITH INVESTORS 

20. UNCLEAR TAX EXEMPTION POLICIES 

21. IMPOSITION OF LABOR ON PROJECTS
 

22. INABILITY TO FREELY OWN LAND AND PROPERTY FOR INVESTMENT 
PROJECTS 

23. LACK OF TRAINED UPPER LEVEL CADRES 

24. INABILITY TO OBTAIN HIGH DEGREE OF CONTROL OVER THE PR( CT 

25. LACK OF ADEQUATE PROTECTION FOR LOCAL INDUSTRY
 

26. FAILURE TO RESPECT THE OWNERSHIP RIGHTS OF INVESTORS
 

27. EXCESSIVE GOVERNMENT CONTROLS
 

28. HIGH ENERGY COSTS
 

29. LACK OF POLITICAL STABILITY
 

30. INABILITY TO EARN A HIGH RETURN ON INVESTMENT
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Y.A.R. DRAFT INVESTMENT ENCOURAGEMENT AND PROMOTION LAW NO. 
 OF 198
 

Chapter 1
 

Preliminary Provisions
 

Article 1 - Title
 

A. This Law is the
entitled Investment Encouragement and

Promotion Law No. ( 
 ) of 198( ) AD.
 

B. 
 This Law shall go into effect 90 days after its promulgation

and shall be published in the Official Gazette.
 

Article 2 - Purposes
 

The purposes of this Law are:
 

A. 
 To encourage, promote and facilitate investment of national,
Arab and Foreign capital in the Yemen Arab Republic within
the framework of the overall policy 
of the State and the
objectives and priorities of 
the State's Socio-Economic
 
Development Plan;
 

B. To organize and 
 encourage investment, specifically in
Projects in industry, agriculture, tourism, education,
health, housing and construction, 
or any other economic
sector which will lead to increased exports, domestic

production, employment opportunities, and technological
advanceLent, and which will add real value to the national
 
economy;
 

C. 
 To facilitate the establishment of Investment Projects and
provide means to support them 
to ensure their prompt and
effective implementation and operation so 
that they can
participate 
 in hastening the process of socio-economic
 
development;
 

D. 
 To render Yemen's economic environment more competitive for
investment by providing guarantees, rights, facilities and
exemptions to Investment Projects in 
 a manner that
encourages and promotes 
 productive investment 
 in the
 
Republic; and
 

E. To 
establish a clear, stable and predictable legal and

institutional framework for investment.
 

(
 



Article 3 -
 Definitions and Construction
 

A. Definitions
 

In applying the provisions this
of Law, the words
phrases set and
forth below shall carry the meaning indicated,
provided that the construction 
of the wording does not
demand another meaning.
 

(1) "Republic" means the Yemen Arab Republic.
 
(2) "Government" 
means the 
Government 
of the Republic
including 
 all of its Ministries, Departments,
Authorities, Agencies, Organizations and Officials.
 

(3) "Minister" means the Minister of Economy, Supply and
Trade.
 

(4) "IPA" or "Authority" means the 
Investment 
Promotion
Authority 
(IPA) established under 
Chapter 6 of this
 
Law.
 

(5) 
"IPA Board" means the IPA Board of Directors.
 

(6) "IPA Chairman" means 
the Chairman of the IPA Board of
 
Directors.
 

(7) "IPA Executive 
 Administration" 
 means 
 the IPA's
administrative 
 office 
of managers and technicians
working in IPA departments, sections and units under
the IPA's organizational structure.
 

(8) "Government Organization" 
 means any Government

Ministry, Department, Authority or Organization.
 

(9) "Responsible Authority" 
 means 
 the government
Organization or Official responsible for the sector in
which a Project 
is working or is intended to be
established, 
or depending on the 
context, for 
any
matter relating to 
the Project or to the Project's
rights, obligations or liabilities.
 

(10) "Executive Regulations" means the regulations to beissued 
by the Minister which 
include 
the detailed
procedural provisions, instructions and rules required

to implement this Law.
 

(11) "Investment Project" 
or "Project" means every activity
of investment 
the primary purpose of which is to
produce goods provide
or services in the sectors
described in Article 
2.B. As used herein, depending
upon the context, the term also includes the Investors
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in the Project and the Investment Company 
f'rmed to

implement it.
 

(12) 	"Agricultural Project" 
means a Project engaged in
primary food production, that 
is, 	the production of
crops and livestock.
 

(13) 	"Expansion" means increasing the productive capacity of
a Project by the means described in Article 65.A.(1).
 
(14) 	"Upgrading" 
 means replacement of 
 worn out 
 or
obsolescent Project 
 machinery 
 and equipment, as
described in full in Article 65.A.(2).
 
(15) 	"License" means 
the official authorization by the IPA
for a Project's establishment, expansion 
or upgrading
pursuant to Chapter 7 and includes License Amendments,
amended Licenses, Import Licenses and 
 all 	 other
Licenses and certificates issued by the IPA to enable a
Project to obtain the Rights and Exemptions provided by
this 	L-aw.
 

(16) 	"Licensed Project" means a Project licensed by the IPA
to operate pursuant to Chapter 7 of this Law.
 
(17) 	"Investor" means every natural or corporate person, be
he Yemeni, Arab or Foreign, who invests in a Project,
or who holds or acquires any proprietary interest in a
Project, 
or who wishes to establish a Project under
 

this Law.
 

(18) 	"Investment Company" means 
the 	 company formcd by
Investors to carry out 
a Licensed Project pursuant to
Articles 60.E. and 63.H. and Chapter 8.
 
(19) 	"Right" neans any right, guarantee, facility, privilege
or exemption granted 
or provided to Licensed Projects


by this Law.
 

(20) "Yemeni" means or pertains to a natural person who is a
citizen of the Republic 
or a legal entity established
under the 
laws of the Republic, the majority of the
capital of which is owned by Yemeni citizens.
 
(21) "Arab" means or pertains to a natural person who is 
a
citizen of Arab
an country or legal
a entity
established under the laws of an Arab country.
 
(22) 	"Foreign" means 
of or pertaining to a 
"Foreigner,"
which in turn means a natural person who is 
a citizen
of a Foreign country 
or a legal entity established
under the laws of a Foreign country.
 

YAR 	Invest Law Draft 24/9/89 

3 



(23) 	"Fixed Assets" 
means all fixed assets needed for the
establishment, 
expansion or upgrading of a 
Project
including land, 
 buildings, machinery, 
 equipment,
appliances, instruments, 
means of transport, tools,
spare parts, laboratory installations, 
refrigeration
equipment, air conditioning and ventilation equipment,
safety equipment, buses 
 designed specifically for
tourism, fishing boats, furniture, and furnishings for
schools, training 
 institutes, hotels, 
 restaurants,
hospitals and clinics, regardless of whether they are
imported or produced or purchased locally.
 

(24) 	"New Fixed Assets" means new Fixed Assets as
defined in 
Clause 23 excluding land and
existing buildings but 
 including new
buildings, prefabricated buildings and
building materials.
 

(25) 	"Foreign Currency" means 
freely convertible Foreign
 
currency.
 

(26) 	"Investment Cost" means the total costs of the elements
comprising the 
fixed capital and the working capital
needed to establish and operate or expand or upgrade a

Project.
 

(27) 	"Foreign Invested 
 Capital" means 
 Foreign capital
invested in a Project in any of the following forms:
 
(a) 	Foreign Currency and Foreign Currency denominated
transferrable 
 securities 
 for the purposes of
establishing 
 a Project or 
 purchasing 
 or
subscribing to shares in a Project;
 

(b) 	The Republic's currency invested 
in a Project
which has been obtained pursuant 
to a debt-toequity conversion whereby 
 the Investor has
purchased a Foreign Currency obligation or debt of
the Republic and exchanged such obligation at its
face value for the Republic's currency ;
 
(c) 
New Fixed assets imported from abroad 
as an inkind 	contribution to the capital of a Project;
 
(d) 	Foreign intangible rights


and 	
such as patents,
trademarks 
 other intellectual 
 property
stipulated for use 
in the Project and registered
in the Republic, 
 or with a recognized
international organization or which are protected
under an international or bilateral agreement to
which the Republic is a party;
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(e) 	Profits and gains realized from Foreign Invested
Capital in the Republic and transferred the
paid-in capital 	 to 


another Project. 
of the Project or invested in
 

(28) 	"Yemeni Invested Capital" means:
 

(a) 	The Republic's currency 
invested by Yemeni
a
citizen or by 
a Yemeni legal entity the majority
of which is owned by Yemenis;
 
(b) 	Local intangible rights and 
 assets such
patents, trademarks 	 as
 

and 
 other intellectual
property registered in the Republic;
 
(c) 	Profits realized 
from the investment 
of Yemeni
Invested Capital 
and 	transferred 
to the paid-in
capital of the Project.
 

(29) "Foreign or Arab Participation" means the proportion of
total capital of a Project owned and contributed to by
non-Yemeni Foreign or Arab Investors.
 
(30) 	"Yemeni Participation" means the proportion of totalcapital of a Project owned and contributed to by Yemeni
 

Investors.
 

(31) 	"Application" 
means the Application 
to Establish 
an
Investment Project required by Article 59.A.
 
(32) 	"Bank" means any commercial, specialized or other bank
authorized to operate in the Republic.
 
(33) 	"Service 
Fees" means fees 
imposed in exchange for
services or a benefit actually received such as harbor
or storage fees and the like.
 
(34) 	"Customs Duties, Taxes 
and 	Fees" means all duties,
taxes, charges and fees of any kind imposed on exports
or imports, including without 
limitation, export 
or
import duties, defense 
 tax, statistical 
 tax and
earthquake reconstruction tax, and any other duty, tax,fee or charge whatsoever imposed on or in respect of
exports or imports other than Service Fees in exchange
for an actual benefit or service.
 

(35) 	"Customs Territory" means the territoryRepublic, excluding free 	 of the zones establishedChapter 9, where imports 	
pursuant to or exports are subjectCustoms Duties, Taxes and Fees 	

to 
according to prevailing


law and regulations.
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(36) "Days" means days on which Government Organizations are
working and excludes Fridays and official holidays.
 
(37) "Major Change" in a Project has the meaning set forth
in Article 64.B.
 
(38) 	" Project" means Investment Project definedas 
 in


Clause (11) above.
 

(39) 	"Project Representative" 
means the representative of a
Licensed cr proposed Project designated as such in the
Project Application or by written notice to the IPA.
 
(40) 	"Products" means 
anything produced by 
a Project and
includes goods, 
 services, and 
 housing 
 and other
buildings or installations.
 

(41) 	"Production Materials" means all materials required for
a Project to operate or produce in the ordinary course
of business including, without limitation, all raw and
intermediate materials, spare 
 parts, maintenance
materials, tools and supplies.
 

(42) 	"Tax Exemption Period" means the period 
for 	which a
Licensed Project is exempt from profits and real estate
taxes as described in Article 33.A.
 

(43) 	"Technology Transfer" means:
 

(a) 	The 
 licensing, assignment, sale and use of
patents, know-how, trademarks, copyrights or other
intellectual property rights;
 

(b) 	The 
supply of technical 
know-how, assistance or

knowledge;
 

(c) 	Technical 
design, engineering 
or other technical

services of any kind or form;
 

(d) Management, marketing or other services.
 

B. 	 Construction
 

Unless otherwise specified or required by the context:
 

(1) 	The singular shall 
comprise the 
plural, and 
nouns
comprise verbs, and vice versa; and
 
(2) 	References to "Article" and "Chapter" mean articles and
chapters 
of this Law. "Paragraph" refers to a
paragraph in the same article and "Clause" to a clause
in the same paragraph.
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(3) 	Titles and Headings of Chapters, Articles, Paragraphs
and Clauses are for reference only and shall have 
no
legal effect.
 

Article 4 -
 Scope of Application
 

A. 	 Projects Covered
 

Except for the excluded Projects described in Paragraph B,
the 	provisions of 
this Law 
 shall be applied to all
Investment Projects 
 comprised 
under the definition
Project as specified 	 of
in Article 3.A.(II) of this Law,
regardless of whether the Project is in the public, private
or mixed sector, and regardless of whether 
the 	invested
capital 
is Yemeni, Arab, Foreign or a combination thereof;
and 	any Investment 
Project in manufacturing, agriculture,
tourism, education, transportation, housing and health, and
any other field may be established, expanded, upgradedchanged provided that 	 or
it has been licensed by the IPA
pursuant to Chapter 7 of this Law.
 

B. Excluded Projects
 

(1) 	 Projects Requiring Establishment Under Other Laws 

Any Project listed and described in Schedule 1 of this
Law must be established under the Law indicated and may
not be establishied under this Law.
 

(2) 	Prohibited Projects
 

Any Project listed and described in Schedule 2 of this
Law is prohibited and may not be established under this
 
Law.
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C. 
 Projects Requiring Public Sector Participation
 

Any Projects listed and described in Schedule 3 of this Law
may be established under this Law only with participation by
the Public 
 Sector in the ownership
Otherwise, 	 of the Project.
any Investment 
 Project which is entirely
privately-owned and operated may be established pursuant to
the relevant provisions of this Law.
 

D. 	 Foreign and Arab Participation
 

(1) 	Any Investment Project 
 having Foreign
participation 	 or Arab
may be established 
pursuant to
relevant provisions of 	
the
 

this Law, except for the
Projects listed and described in Schedule 4 of this Law
which 
are 	reserved 
for 	one hundred (100) percent
ownership by Yemenis.
 

(2) 	Except 
in the case of a debt to 
equity conversion as
described in Article 3.A.(2c'(b), Foreigners and Arabs
may 	not invest the Republic's currency in
Yemenis, 	 a Project.
however, may invest 
Foreign Funds 
 in a
Project.
 

Article 5 -
 Duty of Government Officials 
 to 	 Facilitate
 

Investment and Maintain Confidentiality
 

A. 	 Duty to Facilitate Investment
 

(1) 	Because of the vital importance to the national economy
of encouraging investment in productive Projects, it is
a primary duty of 
each and every Minister, Ministry,
Government Organization, Official and 
 Employee to
eliminate obstacles to investment under this Law and to
facilitate 
the implementation 
and 	operation of all
Licensed Investment Projects.
 
(2) 
To this end, all Responsible Government officials:
 

(a) 	Must carry out their duties in a manner which does
not 	delay, obstruct 
or harass Projects and gives
them priority in importing and exporting goods,
obtaining needed Government permits, 
facilities
and 	services, and in implementing and conducting

operations; and
 

(b) 	Are hereby instructed accordingly to read this Law
and be familiar with it.
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(3) 	Any unwarranted obstruction or harassment of a Project
may result in 
a fine and disciplinary action pursuant
to Article 86.A.(5).
 

B. 	 Duty to Maintain Confidentiality
 

(1) 	Personnel affiliated 
with IPA 
and 	the Responsible
Authorities authorized to review Project operations are
required to 
 maintain 
 the 	 secrecy 
 of 	 the data,
information and documents to which they have had access
by virtue of their work and 
purpose to use it only for the
of enforcing this Law. 
 The 	 Executive
Regulations shall indicate the nature of information to
be considered secret for purposes of this Article.
 
(2) 	Any employee violating the provisions 
of Clause (1)
shall be subject to punishment pursuant
86.A.(4), 	 to Article
in addition to disciplinary action.
 

Article 
6 -
 General Outline of Guarantees, Rights, Exemptions
and Obligations for Licensed Projects
 
A. 	 Guarantees, Rights and Exemptions for All Liconied
 

Projects
 

All Investment Projects 
licensed under this Law and 
their
Investors shall be entitled to the guarantees, Rights and
exemptions 
 and 	 subject 
to 	 the obligations
described in Chapter 2 of this Law.	 
listed and
 

B. 	 Performance-Based Exemptions
 

Only Licensed Projects 
which actually
criteria 	 meet the specific
of any of the 
 Rights listed 
and 	described 
in
Chapters 3 and 4 hereof will be entitled to such 
Rights.
 
C. 
 Rights and Exemptions Requiring Special Approval
 

Projects shall be entitled to 
 Rights and exemptions listed
and described in Chapter 5 of this Law only as 
approved by
the IPA Board or the Cabinet.
 

D. 	 Obligations
 

All 
Licensed Projects shall be subject to the obligations

set forth in this Law and specifically in Article 82.
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Chapter 2
 

State Guarantees, Rights and Exemptions

Provided to 
All Licensed Projects and Investors
 

All Licensed Projects shall 
be entitled 
to the guarantees,
Rights and exemptions provided in this Chapter.
 

Article 7 
-
 Freedom of Investment
 
The State guarantees Yemeni, Arab and Foreign natural and legal
persons freedom of investment in Investment Projects pursuant to
this Law.
 

Article 8 -
 Equal Treatment of Investors
 
Arab and Foreign Invested Capital and Investors shall be treated
equally with 
Yemeni Invested Capital
distinction and Investors with
regarding no
 
procedures the Rights, obligations,
imposed under rules and
this Law, regardless
Foreign or Arab of whether the
investment 
is made independently, 
 or in
participation with each other or in participation with Yemenis.
 

Article 9 -
 Private Sector Status of Projects
 
Projects established under this Law, including those in which the
State or its public institutions participate in a percentage not
exceeding seventy-five 
(75) percent of
shall be considered private 

the authorized capital,
sector
regulations related 
Projects, and the laws and
to the public or mixed
employees shall not apply to 

sectors or their
 
laws, them, notwithstanaing any
decrees, regulations, guidelines, other
 

orders or practices to
the contrary.
 

Article 10 
- Right to Own Land
 
A. 
 Right to Own or Rent Land or Buildings for Project


Purposes
 

Projects, 
 Investment 
 Companies,

Investors have the 

and Arab and Foreign
right to purchase
buildings owned by the private 
or rent lands or
sector
utilized only for the 

or the State to be
purposes 
for which the
licensed under Project is
this Law, 
and shall
concerning not take any action
such lands for 
other than 
Project purposes
without the prior approval of IPA.
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B. Registration of Property Rights with the IPA
 
(1) 	Upon purchasing 
or 	 leasing 
 an 	 interest 
 in 	 real
property, the Project or the Investors shall submit an
authenticated copy of documents evidencing their title
to 
such real property interest 
to the IPA, who shall
then promptly register the same in the Special Register
of Projects established under Article 68.
 
(2) 	Such registration shall be conclusive evidence of the
Project's or the Investor's right to such real property
interest against all 
parties, provided
property interest 	 that the real
was 	obtained 
in good faith from a
person who would have reasonably appeared to have the
right or authority 
to convey 
the 	interest 
 to an
ordinarily prudent businessman.
 

(3) 	Accordingly, the Project or 
the 	Investor shall
deprived of 	 not be
such real property interest
court 	 except by 
a
order and payment of compensation equal 
to the
fair 	market value of the interest.
 

Article 11 
-
 Project Right to Ope:. Shops for Products
 
Regardless of the percentage of non-Yemeni participation in their
capital 
or management, industrial and agricultural Projects may
open commercial shops on their own, or in cooperation with other
Projects, to sell such Products on condition that the commercial
activity of such shops be restricted to such Products.
 

Article 12 
-
 No Public Sector Monopoly
 
Neither the Government nor the Public Sector shall monopolize or
attempt 
to monopolize 
the 	sale of
equivalent products as those. Drodliced 

the same or substantially
 
or assembled by a Licensed
Project.
 

Article 13 
- Government 
Preference 
for 
Project Products 
Over
 
Imports
 

A. 
 Preference in government and public institution procurement
shall be given to local agricultural and industrial Products
of Projects over import, 
includinq a ten (10) percent price
advantage.
 

B. 
 The Government shall not permit any Government Ministries or
Organizations or Public Sector Companies to import into the
Republic products which 
are 	substantially 
equivalent 
to
Products of any Licensed Project, except where not produced
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in sufficient quantity to meet the needs of such Government
Ministries or Organizations or Public Sector Companies.
 

Article 14 
-
 Right to Manage Projects
 
Investors 
shall have 

accordance 

the right to manage their Projects in
with their 
own judgement 
of business 
and economic
conditions.
 

Article 15 
-
 No Economic Discrimination
 

Financial 
or other types of burdens or obligations shall not be
imposed which violate the principle of equality between them and
public and private sector Projects working in the same activity
and established either under, or outside the scope of, this Law.
 

Article 16 
- Freedom 
from Controls 
on Prices, Profits 
and
 
Salaries
 

All Products of Licensed Projects shall be exempt from all forms
of price control and limitation 
on 
profits and/or salaries to
Project employees, provided that:
 
A. The Project 
is not a monopoly 
and does not engage in
monopolistic practices; and/or
 
B. 
 The Project does not fix prices or attempt to fix prices by
agreement 
with other producers 
or sellers of equivalent
products, housing or services; or
 
C. The Cabinet may impose price


than controls permitting
a reasonable no more
profit 
over costs of producing
following basic Products only in times of severe shortage:
the
 

(1) Wheat, flour, bread and other essential grains;
 

(2) Meat and poultry products;
 

(3) Milk;
 

(4) Cooking oil; and
 

(5) All forms of fuel and petroleum products.
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Article 17 
- Stability of Laws
 

A. 	 Neither this 
Law 	nor any provision thereof shall
cancelled 	 be
or amended 
or modified 
in any way except by a
subsequent law which specifically refers to this law and to
the specific provision or provisions intended 
to be so
cancelled, amended or modified.
 
B. 	 In any event, 
Rights and Exemptions already
Licensed Projects under this 	

granted to
 
withheld, withdrawn 	

Law shall not be nullified,

or 	 infringed upon
subsequent or 	 by any other
existing law, decree, regulation, guideline,


order or practice.
 

Article 18 -
 Right to Sue and Arbitrate in Respect of Disputes
 
As detailed in Chapter 13, all 
Projects and 
Investors 
are
guaranteed:
 

A. 
 The right of access to the courts of the Republic to sue the
Government, or any private or public individuals or entities
in respect of claims or disputes; and
 
B. 	 The right to settle disputes with the Government 
or any
other party by binding arbitration.
 

Article 19 - Guarantees Against 
 Taking Property Without
 

Judicial Due Process
 

A. 	 Prohibited Actions
 

Except by 
an order issued by a duly 
authorized 
court
pursuant to procedures and conditions set forth in Paragraph
B, and against fair compensation as provided in Paragraph C:
 
(1) 	No Project shall be nationalized, closed or seized, or
their business stopped, by any 
police or Government
Organizations or Officials:
 

(2) 	No property, assets, bank 
accounts 
or funds of a
Project or Investor shall be seized, impounded, frozen,
confiscated or sequestrated; and
 
(3) No Project License issued hereunder may be cancelled,
nor 	any right or exemption provided 
by this Law be
taken away.
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B. Required Procedure
 

(1) Such court order may be issued only after presentation
in a judicial hearing of clear and convincing evidence
justifying 
such action under 
a specific provision of
law in which the Project or 
 the Investors, aa
applicable, 
 shall have had 
 fair notice and an
opportunity to participate.
 
(2) Within no more than five (5) days of application by the
IPA to cancel a Project's License pursuant to Article
85, the 
court shall schedule such hearing within not
more than forty-five (45) days, provided that written
notice of the 
hearing and all 
grounds for cancelling
the License is delivered to the Project by hand or by
court bailiff not less than thirty (30) days prior to
the hearing. 
 No Government Organization 
or Official
other than 
the IPA shall be competent to initiate
action to cancel a Project License.
 
(3) Within one 
(1) day of a justifiable application by the
competent Responsible Authority 
for a hearing on 
an
urgent basis with respect to any of the other actions
listed in Paragraph A, the court shall 
schedule such
hearing within no more than ten (10) days provided that
written notice of the hearing and all grounds 
for the
requested action shall be delivered to the Project by
hand or by court bailiff not 
less than five (5) days
prior to the hearing.
 

(4) The court's decision in the first hearing in any such
case may be appealed immediately by either party to a
higher court on an urgent basis, which appeal shall be
heard within five (, 
days and decided within five 
(5)
days after that.
 

C. Compensation
 

For any of the actions described in Paragraph A, the Project
or the Investors, 
 as applicable, 
 shall be promptly,
adequately, effectively and fairly compensated for any loss
or damage based on 
the market value
concerned and in the 
of the property
same currency 
as
Compensation that invested.
for loss of Foreign Invested Capital may be
freely transferred abroad.
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Article 20 
- Local Currency Bank Accounts
 

A. 	 Opening and Closing Bank Accounts
 
All Licensed Projects shall 
be authorized 
to open local
currency accounts in any Bank upon presentation to the Bank
of the Project License. 
Banks shall not refuse to open any
Project's account or accept any Project's deposit. Any such
accounts 
may 	be closed and 
the 	entire
withdrawn at any time by the Project. 

credit balance
 

B. 	 Interest on Project Deposits and Loans
 
Interest on bank deposits of Projects and loans to Projects
shall 
not 	be subject to limitation, 
and 	interest 
at the
highest declared commercial 
rate 	determined 
by the Bank
shall he paid on the full amount of the credit balance of a
Licensed Project's 
 account regardless
requirements, notwithstanding 	 of reserve
 

any 	contrary
regulation 	 law, decree,or banking practice.
render 	 To the extent necessary tothe foregoing provisions effective, Project accounts
and deposits shall not be subject to reserve r3quirements.
 

Article 21 -
 Foreign Currency Bank Accounts
 

A. 	 Obligation and Right to Open Accounts
 

An Investment 
Project having Foreign Invested Capital 
or
Foreign Currency costs shall be required, and shall have the
right, to 
open Foreign Currency accounts
operating in the Republic, through which the 
with a Bank
 
transactions
described 
in Paragraphs 
C and are
D authorized
place. To open a 	 to take
Foreign Currency account the 
Project
License must be presented to the Bank with no other 2±c:se,
authorization 
 or approval by any
Organization or Official 	

other Government

being required. Banks shall not
refuse to open 
any 	Poject's Foreign Currency 
account 
or
accept any Project's Foreign Currency deposit.
 

B. 	 Obligation to Submit Annual Statement of Account to IPA
 
The Project shall submit to IPA at the end of each financial
year, a statement 
duly endorsed by a certified
accountant, indicating all 	

public

movements 
 in 	 such account,
together with such bank statements and other documents and
information 
as the IPA may reasonably request 
to ascertain
that the utilization has been in keeping with the purposes
of this Law.
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C. 	 Authorized Credits
 

The 	Project's Foreign Currency bank account may be credited
 
at any time with the following.
 
(1) 	The Project's Foreign 
Invested 
Capital deposited in
Foreign Currency;
 
(2) 	Proceeds 
of Foreign Currency loans 
obtained by the
Project to finance 
Investment Costs and operations of
the Project;
 

(3) 	Proceeds from the visible and invisible exports of the
Project and sales in Foreign Currency to the domestic
 
market;
 

(4) 	Foreign Currency proceeds from 
 dissolution,
liquidation, 
sale or other disposal of the Project
pursuant to Article 26;
 
(5) 	Foreign 
 Currency purchased through other
Currency accounts 	 Foreignat banks in the Republic or abroad

from 	their owners;
 
(6) 	Foreign Currency obtained 
 from banks, Projects,
companies or private persons in cash or checks drawn on
any 	Foreign or Yemeni bank; and
 
(7) 	Any interest paid in respect of the credit balance in
 

the 	account.
 

D. 	 Authorized Transfers
 

The 	 following payments and transfers abroad fromProject's Foreign Currency account may be freely made at any
time for the following purposes:
 

the 

(1) 	Payments 
 for 	 the Project's 
New Fixed Assets and
 
Production Materials imported from abroad;
 

(2) 	Payments in the Republic for Investment Costs;
 
(3) 	Payments to meet the Project's current working capital


needs;
 

(4) 	Payments of installments of principal and interest due
in respect of Foreign Currency loans;
 
(5) 	Transfers of Profits of the Project abroad pursuant to
Article 24;
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(6) 	Repatriation of 
Foreign Invested 
Capital pursuant

Article 26;	 

to
 

(7) 	 Payments of royalties, fees 	 and charges in respect ofTechnology Transfer agreements;
 
(8) 	Other expenses necessary for the Project;
 
(9) 	Transfers to other Licensed Projects; and
 
(10) Payments abroad to the account of a Foreign employee at
his request of up to seventy (70) percent of his salary
and compensation.
 

E. 	 Interest on Full Amounts
 
The Project's Foreign Currency accounts shall be entitled to
interest 
or. the full amount of the
account as determined 	

credit balance of the
by commonly accepted
banking practice, 	 internationalregardlessnotwithstanding 	 of reserve requirementsany 	 contrary and 
banking practice. 	

law, decree, regulation orTo the extent necessaryforegoing provisions 	 to render theeffective, 
 Project accounts and
deposits shall not be subject to reserve requirements.
 

F. 	 Withdrawals
 

A Project shall have the right to withdraw any amount from
its 
Foreign Currency bank account up to 
the 	entire credit
balance at any time.
 

G. 	 Closing Accounts
 

A Project may close 
its 	Foreign Currency 
accounts 
at any
time 	provided that the IPA is notified of such action and
provided again that 
movements 
in all such accounts 
are
reported in the annual statement required by Paragraph A.
 

Article 22 
- No Government 
 Obligation 
 to Provide Foreign

Currency
 

The Government 
shall 

provide the 	

not have any obligation whatsoever 
to
Foreign Currency necessary
establishment, 	 for the authorized
operations, 
 expansion
Investment Project. 	 or upgrading of any
Rather, to fund authorized Foreign Currency
transactions 
of the Project and 
fund the 
 Foreign Currency
account, a Licensed Investment Project shall be required, and is
hereby authorized, to obtain its own Foreign Currency at any time
from the 
 sources 
 listed 
 and described
notwithstanding 	 in Article 21.C.,
any provisions to the contrary of any other law,
 

YAR Invest Law Draft 24/9/89 

17
 



decree, regulation, order 
or practice governing transactions in
Foreign Currency.
 

Article 23 - Preferential Financing and Facilities
 

A. 	 Preference to be Given to Projects
 

Subject to Paragraph 
B, in granting loans
facilities, 	 and credit
Banks and specialized development finance
institutions 
shall give preference

provided that 	

to Licensed Projects,
they 	meet the 
conditions 
under which such
banks and 
institutions 
opt-rate, in 
accordance 
with the
finance policies they have in effect.
 

B. 
 No Limit on Loan Interest
 

Interest on 
loans to Projects shall 
not 	be subject
limitation and shall 	 to any
be negotiated freely between the Bank
and the Project in accordance with internationally accepted
commercial banking practice.
 

C. 	 Project Rights to Direct Loans
 

Projects shall 
have 	the right to obtain loans 
in Foreign
Currency and the Republic's currency directly from the Bank
without channelling such 
 loans

Organization 	 through any Government
 or 
other institution notwithstanding any law,
decree, regulation, guideline, order 
or practice to the
contrary.
 

D. 	 Collateral Requirements
 

Collateral requirements 
for 	loans to Projects shall not
exceed one hundred (100) percent of the total 
loan 	amounts
due. No Bank shall refuse any loan to any Project which can
be one hundred secured by collateral.
 
E. 	 Creditors Rights to 
Perfect Mortgages and Liens 
by Filing

with 	the IPA andt- emer
 

(1) 	Any Creditor 
of a Project shall 
have 	the right to
perfect a mortgage on any asset or group of assets of a
Project to secure its loan by submitting to the IPA an
original 
 and 	 one copy of 
 a mortgage statement
describing the 
loan 	terms and each mortgaged asset.
Such statement 
shall be signed by the authorized
officers 
of the creditors 
and 	the Project. The
receiving IPA 
official 
shall immediately record the
date 	and the time of submission on the original and the
copy 	and return the copy to the person submitting it.
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(2) Within 
 one day of receiving 
 the said mortgage
statement, the IPA shall register the mortgage in the
Special Register 
of Projects provided 
for in Article

68.
 

(3) The Statement registered with
conclusive proof of the 
the IPA shall be


creditor's right 
to the
mortgage against all third parties.
 
(4) Where 
an asset is mortgaged more than 
once,
mortgages shall the
have priority in the 
order of their
submission to the IPA.
 
(5) The mortgage may cover any tangible or intangible asset
of the Project including, without 
limitation,
buildings, all land,
other Fixed 
Assets, inventories
Production Materials of
 

or other 
or Products, accounts receivable,debts due theto Project, but not includingthe Project's rights 
 under Technology
agreements or Transfer
lease agreements for Fixed Assets which
preserve 
the owners' 


mortgage may also 
rights against the lender. A
cover all assets of the 
Investment
Project as 


and 
a going business including its trade name
good will, in addition 
to the 
assets described
 

above.
 

(6) The mortgage shall be released by submitting to the IPA
a Statement 
of Release of Mortgage signed 
by the
creditors or a court order releasing the mortgage.
IPA The
shall register relevant 
details 
of the mortgage
release in the manner specified in Clauses 
(1) and (2).
 
(7) The IPA 
 shall submit the 
 pertinent information
regarding mortgages and their release 
to the relevant
officials 
for registration in the Commercial Register


as well.
 

F. 
 Creditor Rights to Enforce Mortgages
 

Upon default by a Project of obligations covered by a valid
and existing mortgage registered with the IPA as
above, set forth
the creditor shall 
have the right to enforce the
mortgage by an expedited process before the commercial court
 as follows:
 

(1) Upon application, the 
IPA shall immediately 
issue
Certificate of Mortgage to the creditor, which shall be
a
 

conclusive proof of his right to the mortgage.
 
(2) Within five 
(5) days of the date of such Certificate,
the creditor shall apply to 
the Commercial 
Court to
enforce the mortgage.
 

YAR Invest Law Draft 24/9/89 

19 



(3) Within 
no more than five 
(5) days
application, the of receiving such
court shall order
application within 
a hearing on such
not more than
provided that the sixty (60) days
Project is notified within ten 
(10)
days of such order by hand delivery or court bailiff.
The 
court shall Render


within a final decision and judgement
no more than thirty (30) days 
of the first
hearing on the mortgage foreclosure.
 
(4) Upon a justifiable showing by the 
creditor that the
mortgaged assets are in danger of being lost and prima
facie evidence 
 the creditor
foreclose on 

that is entitled to
the mortgage, on the same day, the court
shall 
order the mortgaged assets to be seized pending
the hearing and a final 
court decision. 
 Such seizure
may be appealed by the Project to the same court which
appeal shall be heard and decided within no more than
five days, or 
sooner 
if the matter is urgent, upon
notice to the other party.
 
G. 
 Project Creditor Rights Generally
 

No legal action by a creditor regarding a valid obligation
of a Project in
as described

including a lawsuit, 

this Article or otherwise,
a bankruptcy action 
or initiation of
binding arbitration proceedings, 
as applicable, shall stop
interest accruing in respect
obligations of such obligation, or other
of a Project from 
continuing, 
until 
a final
judgement or arbitration award is rendered and enforced.
 
Article 24 
- Right to 
Transfer 
Profits 
of Foreign Invested
 

Capital
 

A. Principle
 

The right to transfer abroad the net profits resulting from
Foreign Invested Capital is 
guaranteed within
balance of the Project's Foreign Currency bank 
the credit
 

accordance account
with the procedures in
 
provided that all 

set forth in Paragraph B,
taxes and obligations due and owing have
been paid and provided further that the Project shall fund
the transfer using its
Government own Foreign exchange and the
shall not be obligated to provide
Currency required pursuant to Article 22. 
any Foreign
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B. 	 Procedures
 

(1) 	No prior authorization 
for 	the transfer is required
provided that there 
has 	first been submitted to the
 
IPA:
 

(a) 
All reports and documents for the financial year
concerned pursuant to Article 83.D.;
 

(b) 	A certificate issued 
by a chartered accountant

attesting that the Project has submitted its 
tax
declaration and discharged 
all 	taxes as well as
other obligations due to the State; and
 

(c) 	A Statement showing the distribution of profits to

all Investors in the Project.
 

(2) 	 Immediately upon submission of the 	documents required
above, the 
 IPA 	 shall issue a Profit Transfer

Certificate to the Project.
 

(3) 	The Project's 
 Bank shall immediately exscute the
 
transfer:
 

(a) 	 Upon submission of the IPA certificate set forth 
in Clause (2); and
 

(b) 	To the extent that the transfer is covered by the
credit balance in the Project's Foreign Currency

account.
 

Article 25 - Transfer and Repatriation of Foreign Investment
 

Funds Before Implementation of a Project
 
A. 	 Funds Brought in Before Company Formation
 

Any person wishing to transfer his funds in Foreign Currency
from 	 abroad to the Republic for the purpose of investmentmay 	do so via one of 
the 	Banks in the Republic. In the
event 
that 	he decides against investing such funds before
implementation, he has the right to re-transfer such funds
abroad, together with any interest accrued thereon, in the
same currency 
in which they entered, or in 
any 	other
convertible currency, within no more than one month from his
application to do so.
 

B. 	 After Company Formation
 

Similarly, in the event that an Investment Company which has
received Foreign Invested 
Capital does not implement a
Project, it 
 may return such Foreign Invested Capital,
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together with any interest accrued thereon, to the Investors
to the extent permitted by the credit balance in itr Foreign
Currency account, 
provided that all Investment Company
obligations have been paid, after notifying the IPA.
 

Article 26 - Repatriation 
of Foreign Invested Capital After
 
Implementation of a Project
 

Investors shall have the right to repatriate proceeds of Foreign
Invested Capital resulting from the liquidation, sale 
or other
disposal of a Project after at least two years have passed since
the Project commenced operations, even 
if such proceeds exceed
the amount originally invested, in accordance with the following:
 

A. Funds
 

Repatriation of 
Foreign Invested Capital funds within the
credit balance of the Project's Foreign Currency account,
provided that all taxes and obligations due and owing by the
Project have been paid as 
evidenced by the Project's final
liquidation or other papers and tax declaration.
 

B. In-Kind Capital
 

Foreign Invested Capital brought in kind may be re-exported

in kind.
 

C. Procedures
 

Procedures for the repatriation of capital shall be the same
as those for transfer of net profits, except that all
documents evidencing liquidation or sale shall 
also be
submitted to the IPA whereupon a Certificate of Repatriation
of Foreign Invested Capital shall be issued.
 

Article 27 - Investors Sale of Interest in Project
 

A. Rights of Sale
 

After notifying the IPA in writing, any Investor may dispose
of all of 
or part of his share or 
shares in a Project in
return for the Republic's currency or 
for Foreign Currency.
In the 
latter case the Investor shall 
have the right to
transfer such Foreign Currency abroad, even if the amount of
sale proceeds exceeds the amount originally invested.
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B. 
 Rights of Purchase
 

In the event of such sale, the purchaser shall replace the
Investor 
in benefitting from 
the 	provisions of
provided that a 	 this Law,
purchaser of shares reptasented
original investment 	 by an
of the Republic's currency shall 
not
benefit from the right to transfer profits under Article 24
or repatriate capital under Article 26.
 

Article 28 
- License to Import
 

Notwithstanding 
any 	other
order or 	 law, decree, regulation, guideline
practice, Investment Projects are 
hereby licensed 
to
import directly by themselves, but subject to IPA inspection, all
New Fixed Assets and Production Materials as are specified in the
Project License 
 as 
 being required for
implementation, 	 the Project's
establishment, 
 expansion,
operations. 	 upgrading
Such 	importation or
shall be permitted without delay
upon presentation 
of the Project Licensa
Customs or other 	 to the Responsible
Official 
without requiring
license, permit, paper 	 any additional
 or authorization 
from any covernment
Organization or Official.
 
Article 29 
-
 Customs Exemption for New Fixed Assets and Project
 

Implementation Materials
 

A. 	 Exemption
 

The following goods in
as described the Project License,
shall be exempted from all Customs Import Duties, Taxes and
Fees, except for Service Fees:
 
(1) 	New 
Fixed Assets imported to establish, expand
upgrade Investment Projects, 	 or
 

including minibuses
other vehicles 	 and
for transporting 
tourists
employees and 	 or Project
other 
means of transport 
for 	Project
purposes, but excluding passenger cars and jeeps; and
 
(2) The household goods and effects of expatriate managers
and experts of Projects.
 

B. 	 Presentation 
 of 	 Project License 
 to 	 Customs Authority
Sufficient to Obtain Exemption
 
Presentation of the Project License shall be sufficient to
obtain the 
exemption at 
the 	customs point, and other
no
license, permit, paper or authorization of any kind by any
Government Organization 
or Official 
shall be required to
obtain the exemption notwithstanding any other law, decree,
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regulation, guideline, order, requirement or practice to the
 

contrary.
 

C. 	 Variations
 

The 	full exemption shall not be denied or limited where:
 
(1) 	The value measured by the Foreign Currency C.I.F. price
of any exempted imports exceeds the value stated in the
Project License by an amount up to fifty (50) percent


of such value;
 
(2) 	The arrival date 
or dates of the goods varies by less
than six months from the 
schedule 
set 	forth in the
License; or
 
(3) 
There are minor variations in the model or type of good
described in the License.
 

D. 
 New 	License for Variations in Value and Timing
 
Upon presentation of evidence showing significant increases
in prices of exempted imports 
or that different New Fixed
Assets are needed or of substantial shipping delays, the IPA
shall promptly issue new Project Import Licenses.
 

E. 
 Expedited Customs Clearance for Investment Projects
 
Customs 
 Officials 
 shall give Investment Projects top
priority because of their importance to the National Economy
and 	shall clear 
their New

Materials, 	 Fixed Assets and Production
as well as the 
household 
goods and personal
effects of Project experts and managers, without delay.
 

F. 	 Limitation on Exemption
 

The 	 value of spare parts and maintenance supplies importedfor Projects under Paragraph A must not exceed 20 percent of
the total value of New Fixed Assets imported and declared
 
exempt.
 

Article 30 
- Customs Duty 
Reduction 
 on Project Production
 
Materials
 

A. 
 Customs Duty Limitation on Finished Imports Competing

with Project Products
 

Total Customs Import Duties, Taxes and Fees, 
other than
Service Fees, imposed on Production Materials imported by a
Licensed Project 
to produce a Product shall
percent of 	 not exceed 90
such Customs 
Import Duties, Taxes 
and Fees
 
YAR Invest Law Draft 24/9/89 


24 



imposed on a finished product which is
produced by the Project. 	
equivalent to that


Where it can 
be shown that such
excess exists, then the Project shall be granted a reduction
in total import duties and taxes by the amount of the 
excess. 

B. Procedures 

(1) An application shall be submitted 
clearly that the excess exists 
relevant evidentiary documents. 

to the IPA showing
together with any 

(2) 	Upon review and determination that such excess exists,
and within ten (10) days of receiving the application,
the 	IPA Executive Administration1 shall issue a
Certificate of Customs Duty Reduction stating
the amount of 
 the reduction 
 and
production matdrials eligible therefor. 
the
 

(3) 	Upon presentation of 
such certificate 
at the customs
point, the 
reduction shall be granted immediately by
the 	Responsible Customs Officials. 
 No other license,
permit, paper or 
authorization 
by 	any Government
Organization 
or Official 
shall be required to obtain
the reduction, notwithstanding any other law, decree,
regulation, guideline, order, requirement or practice.
 
C. 
 Reduction or Termination of Exemption
 

Should the excess be reduced or disappear by changes in the
tariff schedule or otherwise, the 
reduction automatically
shall be reduced to the 	 same extent or terminated,
applicable.	 as 

Article 31 - Limitations on Project Import License and Custom3
 

Exemption
 

A. 
 Goods to be Used Only for Project Purposes
 

The 	Import License and Customs 
exemptions set 
forth in
Articles 28, 
29 and 30 
are 	only for the import of New Fixed
Assets 
and 	Production materials required 
for 	authorized
Project purposes. Any other use shall be subject to actionunder Article 
85.A. (3) and punishment in accordance with
Article 86.A.(2) and Article 86.A.(3).
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B. 	 Disposition of Exempted and Imported Goods
 

(1) 	Fixed Assets
 

Unless sold to another Project, Fixed Assets exempted
from Customs Import Duties, Taxes and Fees pursuant to
Article 29 
shall not be disposed of locally by a
Project before five (5) years without either:
 
(a) 	Paying all of the Customs Import Duties, Taxes and


Fees previously exempted; 
or
 

(b) 	Authorization by the IPA which authorization shall
not be unreasonably withheld 
upon a showing

legitimate need by the Project.	 

of
 

The 	IPA may condition its authorization 
on payment of
part of such Customs Import Duties, Taxes and Fees as
shall seem reasonable under the circumstances. Failure
to comply with the 
 foregoing shall 
be punishable
pursuant to Article 86.A.(3).
 

(2) 	Production Materials
 

Projects may import 
hereunder only materials
required for their authorized operations. In the
event of a legitimate business need to dispose of
imported materials, a Project may do 
so after

informing the IPA.
 

C. 	 Records Required
 

Projects shall maintain accurate records with respect to the
 
location, use and disposition of all imported goods.
 

D. 	 Inspection
 

(1) Projects and their records shall be subject to
inspection at any time in respect of goods imported and
exempted in accordance with this Law.
 
(2) 	When production facilities have 
been assembled using
exempted imported 
New 	Fixed Assets, the 
IPA 	shall be
notified 
prior to the commencement 
of production or
operations. 
 Upon such notification, the IPA may
conduct a full inspection of the facilities.
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Article 32 - Employees of Projects
 

A. 	 Non-Yemeni Employees
 

(1) 	Projects are encouraged to employ and train as many
Yemenis as possible. 
 To the extent required, however,
any Project may employ non-Yemenis as set forth in its
License. Such non-Yemeni employees shall be entitled
to three-year work permits 
and residence visas which
shall be renewed upon recommendation by the IPA.
 
(2) 	Accordingly, upon presentation of its 
License to the
Responsible Authority 
 together with 
 the relevant
required documents, a Project shall be entitled to
obtain work 
permits 
 and visas 
 for all
authorized non-Yemeni employees for a period
of three years upon payment of all required


fees 	in advance, as follows:
 

(a) 	The Responsible Authority such
shall issue 
 Work
Permits without 
delay and within no more than
thirty (30) days from receipt of the application,
notwithstanding 
 any existing 
 law, decree,
regulation, guideline, 
order or practice to the
 
contrary; and
 

(b) 	Projects are exempt from 
any requirement to
advertise for national employees beyond once in 
a
newspaper serving 
the general area where the
Project will be located; and
 
(c) 	Within no more than five (5) days of receiving the
passport of an authorized non-Yemeni employee of a
Project 
 who has entered the 
 Republic, the
Responsible Authorities shall stamp such passport
with the relevant visa and work permit, or renewal
of same as the case may be. 
Moreover, no fines or
fees shall be charged to the 
Project or such
employee for not having a work permit or visa for
any period following such 5-day period where the
visa and the 
work permit have previously been
approved, nor 
 for renewal of 
 same where
application has been made prior to 
expiration of
the existing work permit or visa.
 

(3) 	Non-Yemeni employees working 
in administrative
technical positions 	 and

in any Project may transfer 70
percent of their net salaries and all of their end of
service compensation abroad to the extent permitted by
the 
credit balance of the Project's Foreign Currency


account.
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B. Employees Generally
 

Notwithstanding 
any law, decree, regulation, guideline,
order or practice to the contrary, Projects are free to hire
and terminate and lay off employees, as is deemed necessary
by the Project's management 
or owners, but subject to the
employment contract. 
Amounts paid to employees shall be
entirely a matter for negotiation and agreement between
the Project and the Employee, and Projects shall be
 exempt from any and all laws, decrees, regulations, and
Government orders imposing pay 
levels, increases or
 
decreases.
 

Article 33 - Basic Tax Exemptions Available 
 all Projects
 
A.' Exemptions 


0 JL .o ,J t-


Without prejudiceto more 
favorable exemptions provided tu
qpalified 
 jgct- by other provisions of this Law or other
lawsl-all Licensed Projects shall be izLitied Lao
 

/' 	 5,Exemption for- -rT(1o)- fourvers from the dat "-*
issuance'of the License L'.o-estab 
 h4-he Pxoject from: 

S/ 	 ;(a) All taxes on net profits of the 
 Project's

/"' authorized activities; and
/ 

(b) 	Real estate 
 tax on land, buildings, and

installations rented, owned or used by the Project

for its authorized purposes.
 

(2) 	Following 
the end of any tax exemption period, a

Project may thereafter carry forward and deduct losses
from operations in any year for a period of 
five (5)
years. This provision shall not apply to 
any 	losses
incurred during the tax exemption period.
 

(3) 	Permanent exemption of the Project's capital from the

proportionate stamp tax, all
and other taxes on
capital, including the capital tax on Foreigners. With
 
respect to Projects and Investment Companies, zakat
shall be the individual responsibility of each of the
Yemeni Investors with respect 
to the shares owned by

them.
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(4) 	Permanent exemption:from proportionate stamp tax of:
 

(a) 	All Company incorporation contracts 
 and all
 
amendments thereto;
 

(b) 	All contracts relating to:
 

(1) The implementation 
 of a Project's
 
establishment, expansion or upgrading;
 

(2) 	A Project's ongoing operations;
 

(3) 	Disposal of all or part of a Project's fixed
 
assets;
 

(4) 	The sale of shares in a Project by an
 
Investor;
 

(5) 	Liquidation, merger, purchase or sale of all
 
or part of a Project;
 

(6) 	Lease, purchase or sales 
 of 	 land and

buildings, fixed 
 assets, machinery, raw
. materials or products;
 

(7) Technology transfer, 
 patents, know-how,
management, technical 
 assistance 

transportation of goods.	 

and
 

(5) 	Exemption from the on
tax salaries and wages of the
following allowances and 
amounts actually paid in
 respect of a Project's non-Yemeni employees:
 

(a) 	Housing; and
 

(b) 	Education; and
 

(c) Air or sea transportation to and from Yemen.
 

Salaries and 
wages of such non-Yemeni employees 
are

otherwise subject to such tax.
 

(6) 	Exemption from profits 
tax 	for a period of three (3)
years 
following the commencement of operations or
production of all 
fees charges and Royalties paid by
1' 'Projects

j" e, 	
in respect of Foreign Technology Transfer as
defined in Article 3. Thereafter, taxes thereon shall
be withheld by the 
Project and paid as provided in
 

Article 83.
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(7) 	Exemption from profits tax of interest paid by Projects
 
on Foreign Currency loans used
Costs. /, 4""	 to finance Ipvestment
 

(8) 	Exemption from real estate transfer tax or all purchase
and sales of real 
estate by Project for purposes of
establishment or expansion.
 

B. 	 Procedures
 

The foregoing exemptions shall 
 be 	 provided by theResponsible Tax Authorities 
forthwith upon presentation of
the Project's License.
 

Chapter 3
 
Extended Tax Exemption Periods Available Only to
Projects Actually Meeting Specified Conditions
 

Article 34 -
 General Nature of Exemption
 
A. 
 Only 	Projects which meet the conditions required pursuant to
this 
Chapter shall be ertitled to any 
of the extended tax
exemption periods indicated in Article 37 
from 	profits and
real 	estate taxes.
 

B. 
 The 	tax exemption shall be 100 percent of taxes due for the
first half of the indicated exemption period and fifty (50)
percent for the second half.
 
C. 	 The length of the exemption period shall 
depend upon the
Project's location, minimum paid-in capital, 
and 	the other
minimum qualifications indicated in Articles 35, 
36 and 37.
Such exemption period shall begin with the date the Project
commences production 
or operations, as 
applicable, rather
than the date of the license to establish the Project, and
shall replace the exemption period specified 
in Article


33.A.
 

Article 35 
- Investment Zones
 

A. 	 Zone Location
 

For the purpose of establishing one of the criteria for the
tax 	exemptions provided under 
this 	Chapter, the Republic
shall be divided into 
Zone 	A and Zone B as set forth in

Schedule 5.
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B. 	 Amendment of Zones by Cabinet
 
After five years the Cz 
 4t may amend the Investment Zones
by decree and every five years after that based on the needs
and demands of development within the Republic pursuant to
Article 81.A.(1).
 

Article 36 
-
 General Conditions 
for Extended Profits and Real
 

Estate Tax Exemption Period
 

A. 
 New Fixed Assets
 

The value of New Fixed Assets required in Article 37 shall

exclude the costs and value of passenger cars and jeeps.
 

B. 	 Paid-In Capital
 
Paid-in capital shall be not less than thirty (30) percent

of total Investment Costs.
 

C. 	 Buildings
 

Buildings 
for hotels and housing shall be built to conform
 
to the architectural style prevailing in the area.
 

D. 	 Procedures and Obligations
 

Projects 
shall comply with the 
Procedures 
set 	forth in
Article 38.
 

Article 
37 -
 Specific Exemption Periods and Requirements
 
Subject to the conditions specified in Articles 34, 
35 and 36:
 
A. 	 Basic Exemption and Requirements
 

The basic tax exemption period shall be:
 

(1) 	Ten (10) years:
 

(a) 	For all traditional craft industries certified by
the Responsible Authority as such; and
 
(b) 	For the specific Projects described with
 

particularity in Schedule 6 of this Law.
 

(2) 	Six (6) years:
 

(a) 	For 
 any Investment 
 Project, other 
 than
 
agricultural 
 and 	 education 
 sector Projects,
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commencing production or operations in Zone A with
New Fixed Assets valued at 
not 	less than YR Ten
Million, or 
the 	equivalent 
of USD One Million,
whichever is greater; or
 
(b) 	For any agricultural or education sector Projects
in Zone A with New Fixed Assets of half the value
specified in Clause (a).
 

Projects 
which qualify 
for 	more than one 
basic exemption
period pursuant to Clauses 1 and 2 shall elect one only.
 
B. 	 Increased Exemption for Greater Investment
 

Any 	of the exemption periods specified in Paragraph A shall
be increased by two years for each YR Thirty Million of New
Fixed Asset value 
or the equivalent of USD Three Million,
whichever is greater, up to a maximum of twenty (20) years.
Project Expansion of sufficient magnitude undertaken during
the Initial Tax Exemption period shall qualify to extend the
Total Tax Exemption Period for the entire Project under this
Paragraph.
 

C. 
 Increased Exemption For Investment in Zone B
 
The 	total exemption period for 
which
otherwise 	 a Project would
be entitled 
in 
Zone 	A shall be extended by
additional 	 an
two 	 years for any 
 Project commencing 
 new
production or operations in Zone B.
 

D. 
 Increased Exemption For Publicly-Held Shareholding

Companies
 

The 	total exemption period to which
otherwise be 	 a Project would
entitled under this
shall be 	 Article or Article 33.A
extended 
for an additional 
two 	years
Project owned 	 for any
by a public stock 
company in 
which the
percentage of publicly held stock is no less than 25% of its
capital.
 

E. 	 Project Expansion or Upgrading
 

Except as provided in 
Paragraph B, Project Expansion 
or
Upgrading shall not qualify for the exemptions provided by
this 	Article 
or Article 
33.A., but may qualify for the
rights and exemptions set forth in Article 40.
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F. 
 Increasing New Fixed Asset Value Requiremento
 

Every five 
(5) years, the Cabinet, upon the recommendation
of the IPA Board, may increase the New Fixed Asset value
requirements set forth in this Article, pursuant to Article

81.A. (3).
 

Article 38 -
 Procedures 
to Obtain Tax Exemptions Under 
This
 

Chapter
 

A. 
 Evidence Supporting Claim for Exemption
 

Within ninety (90) days of 
 commencing production
operations, evidence or
shall be submitted 
to the IPA in
support of any claim for tax exemption under this Chapter.
 

B. IPA Inspection
 

The IPA may inspect the Project and its books, records and
inventory at any time in respect of the exemption request.
 
C. Certificate of Exemption
 

Once it is proved to the IPA's reasonable satisfaction that
all conditions 
for the requested tax exemption have 
been
met, and within no more than sixty (60) days of receipt of
all documents reasonably requested of the Project, whichever
first occurs, the IPA shall issue a Certificate of Exemption
to the Project specifying the terms of the
accordance with this Chapter. 
exemption in
The relevant Responsible Tax
Authorities 
 shall then 
 grant the 
 stated exemption
immediately upon presentation of such IPA Certificate.
 

Chapter 4
 

Continuing Tax Exemptions Available to Projects

Meeting Specified Conditions


Following the Basic Exemption Period
 

Article 39 
- General
 

Following the end of the total Tax Exemption Period provided for
in Article 33.A. and 
Chapter 3, any Project meeting specified
conditions may receive the 
tax exemptions provided for 
in this
Chapter, pursuant to the procedures prescribed in Article 45, but
subject, however, to the limitation specified in Article 44 that
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the 	cumulative 
exemptions 
in respect 	 tax
of Profits
Articles 41.A.(3), 	 under
42 and 43 shall not exceed fifty (50) percent
of the total tax due.
 
Article 40 
- Tax Exemptions to Encourage Project Expansion and
 

Upgrading
 

A. 	 Exemption for Re-Invested Profits
 
Profits of any Licensed Pr-Cect reinvested to
Project's paid-in capital and used to 

increase the
 
finance the purchase
of productive new fixed assets or technology, in whole or in
part shall be exempt from profits tax in that year.
 

B. 
 Accelerated Depreciation for New Machinery
 
Any 	Licensed Project shall 
be entitled 
to deductions 
for
accelerated depreciation of the cost of new machinery,
equipment or instrume.-:s purchased for the upgrading or
ixpansion of a Project over three (3) years as follows:
 

Fifty (50) percant 
in the year of purchase
following year, as the Project may choose; 
or the
 

Thirty (30) percaiAt in the succeeding year; and
 
Twenty (20) percent in the next succeeding year.
 

C. 	 Exemption Under Article 37
 
A Project Expansion or Upgrading of sufficient magnitude and
otherwise meeting the conditions specified, may elect a more
favorable tax exemption under Article 37.
 

Article 41 
- Tax Exemptions and Customs 
Rebate to Encourage

Exports


Any Project which exports all or part of its production shall be
 
entitled to the following:
 

A. 	 Tax Exemption
 

Exemption From:
 

(1) 	All 
customs duties, 
taxes and fees imposed on exports
of whatever kind or type, other than service fees; and
 
(2) 	 reduvicin 
tax on that portion of 
the 	production


exported; and
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(3) 	Profits 
tax to the extent of 
fifty (50) percent of
total tax 
due 	on all 
profits attributable 
revenues 	 to export
in 
 freely convertible 
 Foreign
transferred 	 Currency
through any Authorized Bank into the
Republic; and
 

B. 	 Customs Rebate
 

A rebate for all 
Customs Import Duties, Taxes and Fees of
any 	type whatsoever on 
imported Production Materials which
are incorporated into that portion of production exported.
 
C. 
 Customs Rebate Certificate
 

To 	 the extent that 
the customs
Paragraph is 	 rebate authorized byB 	 not paid immediately, a Project may use the
amount thereof as credit
a 
 agai~ist all Customs Import
Duties, Taxes and Fees imposed on any future imports by the
Project. 
 In such case, a Customs Rebate Credit Certificate
issued by the IPA pursuant to Article 45 shall be treated by
the 	Responsible Customs Official 
as though it were a cash
payment for the Customs Import Duties, Taxes or Fees due. 
A
Project may transfer its IPA Customs Rebate Certificate to
another Project after notifying the IPA.
 

Article 42 
- Tax Exemption 
to Encourage Value 
Added to the

National Economy
 

Any Project producing Products for sale to the domestic market
which can be shown to have added real value to the National
Economy in any financial.year according 	to an analysis by the IPA
in accordance with Article 62.A. shall 
receive 
a tax exemption
against taxes on net profits as follo,'s:

Positive Real Value 
 Tax Credit As %
 
Added to the Economy 
 Of Taxes Due
 
Below 30% 


0%
 
30% to 40% 


10%
 
40% to 60% 


20%
 
60% to 80% 


30%
 

80% to 100% 

100% plus 	 40%
 

50%
 
The Project may elect to apply the foregoing tax exemption either
in the current year or 
in the next succeeding financial year in
which the Project generates profits.
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Article 43 -
 Tax Exemption to Encourage Employment of Yemenis
 
To encourage employment of 
Yemenis, Investment Projects 
shall
receive an exemption from taxes on net profits in any year of an
amount equal to ten percent of total salaries paid to Yemenis in
the 	preceding 
year as evidenced 
by salary tax
insurance records, provided 	 and social


however, that such 
tax exemption
shall not exceed fifty (50) percent of total tax due.
 

Article 44 - Cumulation of Exemptions
 

Projects qualifying for more than one exemption from profits tax
under Articles 41.A.(3), 
42 and 43 may cumulate them; provided
that, following the end of the Project's relevant tax exemption
period as specified in Articles 33.A.(I) 
or 37 as the case may
be, Projects shall pay a tax of not less than fifty (50) percent
of total profits tax due even 
if the cumulated exemptions would
otherwise result in less tax.
 

Article 45 - Procedures to Obtain Exemption
 
To obtain any tax and customs duty exemptions or credits provided

for in Articles 40-43.
 

A. 	 Presentation of Evidence to Responsible Authority
Projects 
may deal directly 
with the Responsible
Customs Authority who shall grant 	
Tax or
 

the 	requested right,
exemption or 
 credit immediately 
 upon presentation 
 of
sufficient evidence showing entitlement thereto under this

Law.
 

B. 
 Request for IPA Certificate of Exemption or Rebate
 
Alternatively, 
a request for a Certificate of Exemption or
Rebate may be made to the IPA, in which case evidence may be
submitted 
to the IPA in support of any claim for tax
exemption under this Chapter.
 

C. 	 IPA Inspection
 

The IPA may inspect the Project and its books, records and

inventories at any time in respect of the exemption request.
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D. IPA Issuance of Certificate
 
Once it is proved to the IPA's reasonable satisfaction that
all 	conditions 
for the requested 
tax 	exemption 
have been
met, and within no more than sixty (60) days of receipt of
all documents reasonably requested of the Project, whichever
first 
 occurs, 
 the IPA 
 shall 
 issue
Exemption, Rebate or Credit, as the case may be, specifying
 

a Certificate 
 of

the 	terms 
thereof 
in accordance 
with this law. 
 The
Responsible Tax or Customs Authorities shall then grant the
relevant 
exemption, 
rebate 
or 	credit
presentation of such IPA Certificate. 

immediately upon
 

Chapter 5
 
Rights and Exemptions Granted by Cabinet or IPA Decree
To Projects of Special Economic and Social Significance
 

Article 46 
- Rights and 
Exemptions 
Granted 
Only by Cabinet
Decree to Projects of Special Economic and Social
Significance
 

A. Criteria
 

The Cabinet 
may set 
 the 	conditions
considering an Investment Project to be of 
and 

special economic
 
criteria 
 for


and social significance and deserving of one or more of the
rights and exemptions listed in 
Paragraph B in
with the general 	 accordance
policy of
addition 	 the State, provided 
that in
to such conditions and criteria, the Project must
fulfill one or more of the following conditions:
 
(1) 	The Project must make a highly significant contribution
to achieving food security in basic foodstuffs; or
 
(2) 	The Project must make 
an 	 appropriate
significant 	 and highly
contribution 
 to 	 the development
upgrading of rural or remote areas; or	 

and
 

(3) 	It must 
be 	 a joint Arab 
Project, 
especially
established by Arab companies formed in the context of
 
one
 

Arab organizations; 
or
 
(4) 	The actual value of New Fixed Assets nust be
than no less
YR 500 million 
or the equivalent 
of USD
million, whichever is greater, and the paid-in capital 

50
 
must be no 
less than thirty (30) percent of
the 	investment cost.
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B. 	 Rights and Exemptions
 

Upon recommendation 
from the IPA, following the special
review and approval procedures set forth in Articles 61-63,
the 	Cabinet may grant 
any 	Investment Project of special
economic and social significance to the national economy as
defined in Paragraph A, one 
or more 
of the following

rights and exemptions.
 

(1) 	Increased Exemption from Profits and Real Estate
 
Taxes
 

Full or partial exemption from profits taxes, 
real
estate taxes or companies' taxes, or from all of these
taxes together, for an additional period not to exceed
ten (10) years, 
 over and above the highest tax
exemption period for which the Project would otherwise
be qualified under Articles 33.A. or 37 of this Law;
 

(2) 	Preference in Obtaining State Lands
 

Preference 
in the acquisition of needed 
expanses of
State lands allocated for the establishment of Projects
and renting or selling them at favorable rates or at no
cost, upon such terms and conditions as the Cabinet may

decree;
 

(3) 	Favorable Financing Facilities
 

Facilities permitting 
the 	Project to obtain 
loans
needed for financing on easy 
terms either through
national 
 finance institutions 
 or international
specialized institutions, and allow the transfer abroad
of the 
net profits resulting from 
Foreign Invested
Capital investments 
therein 
without restriction 

condition;	 

or
 

(4) 	Temporary Protection from Exports
 

Provide the Project with 
adequate protection from
Foreign competition, provided however, that:
 
(a) 	the adequacy of 
local production and competition
be 	taken into account in terms 
of quantity,


quality and benefit to the consumer; and that
 
(IN) 	Such protection shall continue for a period not to
exceed ten (10) years 
for 	any given Product or
class of Products.
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Article 47 - Rights Which May be Granted by Special Action of
 

the IPA to Projects
 

A. 
 Sale 	or Lease of Land
 
The 	IPA may sell or lease 
land under its authority to
Projects at prices and rents and upon such terms as it shall
deem reasonable and appropriate under the circumstances.
 

B. 	 Feasibility Study Costs
 

Following special 
 review and 
 approval 
of 	 a Project's
application pursuant to Articles 61-63, upon a decree by the
IPA Board, the 
IPA may participate 
in all or part of the
feasibility study costs of Projects deemed by the IPA Board
to be of significance to the national economy.
 

C. 	 Protection of Local Production
 

In order to protect local production, upon recommendation of
IPA, following special review and approval of any concerned
Project Application pursuant to Articles 61-63, the Minister
may impose or increase customs duties on the importation of
finished 
or primary goods substantially equivalent to
national production, provided that:
 
(1) 	The adequacy of 
local production and 
competition be
taken into 
account 
in terms of quantity, quality and
benefit to the consumer; and
 
(2) 	No monopoly or oligopoly shall be 
 created
monopolistic practices shall be permitted; and that 

or
 

(3) 	Such protection shall continue for 
a period up to but
not exceeding ten 
(10) 	years for any given Product
class of Products.	 or
 

Chapter 6
 

The Investment Promotion Authority (IPA)
 

Article 48 
- Establishment of the IPA
 

A. 	 Independent Status
 

A public authority 
shall be established 
to be called the
Investment Promotion Authority (IPA) having corporate status
and an independent financial and administrative nature.
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B. Supervising Minister
 

The Minister of Economy, Supply and Trade shall 
supervise

the IPA.
 

C. IPA Composition
 

The IPA shall have:
 

(1) A Board
 

A Board of Directors headed by a Chairman and formed by
decree of the President of the Republic; and
 
(2) 
IPA Executive Administration and Director
 

General
 

An Executive 
Administration 
headed 
by a Director
General who shall also serve as Deputy Chairman of the
IPA Board and preside over the IPA Board in the event
of the Chairman's absence, who shall be appointed by a
decree issued by the President of the Republic.
 

(3) Power to Sign
 

The IPA Chairman, the 
Director General 
and senior
officials of the IPA Executive Administration delegated
by the IPA Board shall have the right to sign in the
 name of the IPA.
 

D. IPA Headquarters
 

The headquarters of the IPA shall be in the city of Sana'a,
and it may open branches and offices in other areas insideor outside the Republic as the exigencies of work require.
 

E. 
 Other Government Organization Offices at IPA
 
Headquarters
 

Offices representing the Ministry of Economy, SupplyTrade, the Ministry andof Social Affairs 
and Labor,
Ministry of Municipalities the
 
and Housing, 
 the Passport
Authority, the Customs Authority, and the Tax Authority and
other responsibl, uthorities shall be 
established 
at the
IPA headquarters 
within ninety (90) days of the
establishment. IPA's
Such offices shall be 
responsible for
carrying out all procedures pertaining to Investment Project
activities related to their Ministries, and pursuant to this
Law. They shall be invested with all 
powers required to
process expeditiously 
and issue all perm4.ts and 
approvals
required from their Ministries 
or Government Organizations
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or Authorities to establish, implement, operate, expand and
upgrade Investment Projects.
 

Article 49 -
 IPA 	Jurisdiction
 

A. 	 Overall Purpose
 

The sole responsibility of 
the 	IPA shall be to promote,
encourage and facilitate Yemeni, Arab and Foreign capital
investments pursuant to 
this 	Law and the objectives of the
State's Socio-Economic Development 
Plan, with the active
assistance and support of all other Government Organizations

and 	Officials.
 

B. 
 IPA Powers and Functions
 

The IPA may adopt the policies and measures which it deems
necessary to accomplish the purpose 
for 	which it was
established. In particular the IPA shall have power to:
 

(1) 	Issue Project Licenses
 

Issue all official Licenses and License Amendments to
establish, expand and upgrade Investment Projects.
 

(2) 	Grint Project Import Licenses
 

':rant import Licenses to Licensed Projects 
for 	all
machinery, equipment, appliances, instruments, tools,
means of transport, raw and 
intermediate materials,
building materials and installations, furnishings,
spare parts, maintenance materials and supplies needed
to establish, expand, upgrade 
and 	operate Investment
 
Projects.
 

(3) 	Establish Project Companies
 

Grant permits for the establishment of companies formed
for 	the purpose of 
investing in and implementing
Investment Projects pursuant the
to provisions of
 
Chapter 8.
 

(4) 	Obtain Work Permits
 

Grant entry and residence visas and work permits to 
non-Yemeni owners and workers in Investment Projects.
 

(5) 
Issue Project Certificates
 

Issue Certificates to Licensed Projects which qualify
for the rights established by this Law.
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(6) 	Obtain Other Needed Permits for Projects
 

Obtain from 
the 	Responsible Authorities 
on behalf of
Project Owners all other permits and approvals required
to establish, expand, upgrade and operate Projects.
 

(7) 
Process Project Applications
 

Expeditiously 
process applications for 
establishing,
expanding or upgrading 
Investment Projects, following
up with other Responsible Authorities where required.
 

(8) 
Evaluation and Recommendation
 

Conduct any evaluation of proposed
pursuant to Article 62 	

Projects required
to determine their value to the
national economy and present recommendations to the IPA
Board of Directors 
for 	decision wherever 
required
pursuant to this Law.
 

(9) 
Assist Projects with Other Organizations
 

Assist Projects in their 
 relations 
 with other
Government Organizations and Officials and in reducing
obstacles 
to 	the implementation, and
establishment 

operation of Investment Projects.
 

(10) 	Establish 
and 	Allocate 
State Lands 
for Free Zones,
 

Industrial Estates and Tourist Complexes
 

Pursuant to Cabinet guidelines:
 

(a) 	Establish and allocate State lands

iDjed for Investment Projects,

i. -strial estates, touristvillages, parks 
and resorts, new
 
urban communities and complexes and
free zones in various regions of

the country;
 

(b) 
Provide them with the utilities and
basic services required 
 to

establish 
 Investment Projects

therein; and
 

(c) 	Conclude contracts to lease or sell

such lands to Investment Projects.
 

All 	Responsible Authorities 
are required to
provide the IPA with all maps and information
related 
to lands at their disposal for 'his
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purpose, including the 
rules and 
conditions
 

related to contracting for them.
 
(11) All Other Necessary Tasks
 

Undertake 
 all other tasks
Licensed Projects pursuant 
required to implement

to 	 this 
 Law and to
facilitate their commercial and economic success.
 

(12) 	
StudyStudy Laws


the 
 laws, decrees, 
 systems
related to 	 and regulations
encouraging and promoting Yemeni, Arab and
Foreign capital 
investments 
in the Republic and make
any necessary recommendations in this regard.
 
(13) Study InvestAent Issues
 

Conduct research concerning investment issues including
impediments 
and 	blocks limiting the
organization 	 encouragement,
or 
effective channelling 
of investment,
and 	offer 
to the 
Responsible Authorities 
appropriate
ideas and suggestions in this regard.
 

(14) 	Study Investment Opportunities
 

Conduct 
 studies 
 related 
 to 	 discovering
investment opportunities, the economic 
available
 

Projects 	 feasibility of
and the promotion thereof 
among Yemeni, Arab
and 	Foreign businessmen.
 

(15) 	Prepare and Print Lists of Projects
Prepare and 
 print lists 
 of 	 available
investment 	 profitable
fields, opportunities

national, 	 and Projects that
Arab and Foreign capital 
are 	invited 
to
invest in under this Law.
 

(16) Publish Data
 

Gather 
and 	publish data 
and 	information
investment 	 relating to
conditions 
with the
Investors with the 	
aim of acquainting


investment climate 
in the Republic
and 	working to facilitate acquisition of the studies,
research, data and information they need to establish,
expand or upgrade Projects upon request.
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(17) Other Duties Assigned by Minister and Cabinet
 

Undertake other duties and tasks assigned to the IPA by
the Minister 
or the Cabinet in matters 
related to
investment or in Investment Project transactions.
 

C. Capacity to Sue or Be Sued
 

The IPA may sue and be sued in its own name.
 

D. 
 Power to Contract and Dispose cf Property
 

The IPA has the power to hold and dispose of any moveable or
immoveable property, 
enter into 
contracts 
or any other
transactions and open, close and operate bank accounts.
 

E. Power to Obtain Land
 

For the purpose of establishing free 
zones and industrial
estates pursuant to Clause 12 
of Paragraph B, the IPA shall
have power to purchase, lease or otherwise obtain privatelyowned land. For such purposes, the IPA shall also have the
power of eminent domain to requisition privately-owned land,
provided that compensation is made to the owners at the fair
market value of the land.
 

F. 
 All Powers Needed to Achieve Purposes
 

The IPA has all the 
other powers required to achieve the
purpose for which it 
was established, including 
setting
investment 
policy, defining 
investment priorities in the
economic sectors and 
fields covered by this Law in the
context of the State's socio-economic development plan, 
as
well as concluding contracts required to carry out its tasks
and achieve its purposes.
 

Article 50 -
 Composition and Jurisdiction of the IPA Board of
 

Directors
 

A. Composition of the IPA Board
 

The IPA Board shall be constituted as follows:
 

(1) Chairman
 

(2) IPA Director General 
(Deputy Chairman)
 

(3) Deputy Chairman of the Central Planning Organization
 

(4) 
Deputy Minister of Agriculture
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(5) 	Deputy Minister of Economy
 
(6) 	Deputy Chairman of the General Company for Tourism
 
(8) 	One 
(1) member to be appointed by the Federation of
Chambers of Commerce for a three (3) year term; and
(9) 	Two (2) members to be appointed by the Chairman for
 

three (3) year terms.
 

B. 	 IPA Board Responsibilities
 

The IPA Board of Directors shall be considered the supreme
authority in charge of IPA affairs, conducting its business
and drafting the policies it shall follow.
decisions It may take the
it deems necessary

which was 	

to achieve the purpose for
it established. 
 In addition
competence and powers 	
to its areas of
specified elsewhere 
in this Law, the
IPA Board may perform the following specific activities:
 

(1) 	Establish 
and 	draft general policies and plans
conducting 	 for
and 	developing 
IPA 	activity on
technical an managerial basis, including 
a modern
 

the 	rules,
bases and criteria for Project evaluation in a manner
in keeping with this Law and the 
various
developments affecting 
the 	national economy
and the demands of State public policy;
 
(2) 	Review applications 
to establish, expand 
or upgrade
Investment Projects 
 requiring special 
 review and
approval pursuant to Articles 61-63 and the
exemptions being requested 	 Rights and


for 	them in light of the
results of the evaluation submitted to the Board by the
IPA 	 Executive 
Administration 
and make appropriate
decisions regarding them pursuant to the provisions and
procedural rules 
contained 
in this Law, including
guidance 
to the Minister 
and 	the Cabinet concerning
granting the additional 
Rights contained in Article 46
of this Law;
 

(3) 	Review the periodic reports submitted by the Chairmanof the Board on the progress of IPA activity, includinginformation and statistics 
on the issuance of routine
Licenses to establish, expand 
or
the 	IPA Administration upgrade Projects by
not 	requiring 
Board approval
pursuant to Article 60.
 

(4) 	Review the IPA's financial status regularly and approve
the IPA's 
annual budget proposal and its 
 closing

accounts;
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(5) 	Approve the conclusion of loans and credit facilities
on behalf of 
IPA 	pursuant to stipulated rules 
and

procedures;
 

(6) 	Review issues presented by the Chairman of the Board or
his Deputy falling under IPA jurisdiction so that
appropriate policy 
decisions 
may 	be made
regarding them; and
 

(7) Determine the fees for services provided by IPA.
 
C. 
 Delegation of Powers and Responsibilities
 

The 	IPA Board may form one 
or more committees composed
Board members to 	 &ebe 	 entrusted

responsibilities. 	 with some of its
It 	 may also entrust some of its
responsibilities to the Chairman or the Director General or
delegate one of its members or an IPA official to undertake
 a specific task.
 

Article 51 
-
 IPA Board Meetings
 

A. 	 Meeting Procedures
 

(1) 	The IPA Board shall meet regularly at 
least
monthly or 
as 	 often as 
once
 

may 	be required at the
invitation of the Chairman, or his Deputy in the event
of his absence. The invitation shall be sent to Board
members at least seven days in advance of the announced
meet'ng date. 
 In the event of an emergency, this time
periud shall not be binding. 
The IPA Board shall also
meet 	at 
the 	request of the Chairman or a majority of
Board members, should the need arise.
 
(2) 	Board meetings shall not be valid unless a majority of
the members are present, provided that the Chairman or
his Deputy is also present.
 
(3) 	Board decisions shall be made by majority vote of those
present. 
 In the event of a tied vote, the side taken
by the Chairman shall prevail.
 

(4) 	Proceedings and 
decisions 
of the IPA Board snall be
considered secret and may not be disseminated until the
decrees regarding them have been issued.
 

(5) 	Minutes of meetings of the IPA Board shall Le recorded
in 
a special register and signed in accordance with a
system to be determined by the IPA Board.
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(6) 	Board decisions shall be reported to the Minister and
the public promptly. Decisions of the IPA Board shall
be issued under the signature of the Chairman of the
IPA Board, or in his absence, by his Deputy, and the
official in charge of t2ae Secretariat.
 

B. 	 Outside Participants
 

The 	IPA Board may invite 
to attend its sessions those
individuals whose knowledge 
or experience it wishes to use
to offer their opinions or advice, however they shall not be
entitled to vote in the proceedings.
 

C. 	 Conflict of Interest
 

If any member of the IPA Board has 
a personal interest in
any Board decision to be taken on a subject under review, he
must so 
declare and withdraw from the session while it is

being discussed.
 

Article 52 - Responsibilities of the IPA Board Chairman
 
The IPA Board Chairman is responsible for implementing the public
policy established to achieve the objectives of the !PA. 
 He is
specifically resporiible for carrying out the following tasks:
 

A. 	 Oversee IPA Management
 

Overseeing IPA management and monitoring and developing its
 
system of work to ensure that objectives are met;
 

B. 	 Appoint Officials
 

Appointing officials and employees 
 within the limits
established by IPA's internal regulations;
 

C. 	 Form Committees 

Forming committees to undertake specific tasks to help 	meet
IPA objectives; 

D. 	 Represent Before Courts
 

Representing the 	 IPA before the courts and in its contacts
with 	others; and
 

E. 	 Other Responsibilities
 

Exercising all other responsibilities assigned to him
 
pursuant to this Law or by the IPA Board.
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Article 53 - Responsibilities of the IPA Director General
 

A. 	 Deputy Chairman
 

The IPA Director General shall be the Deputy Chairman of the
Boalr, presiding 
over the IPA Board 
in the Chairman's
 
absence.
 

B. 	 Management of IPA Executive Administration
 

The IPA Director General shall be responsible for management
or 	 IPA Executive Administration 
and 	 for defining its
activities. 
He shall have the followi responsibilities in
 
particular:
 

(1) 	Overall supervision 
and
of IPA departments, sections 


units and coordinating them;
 

(2) 	Conducting the financial, technical 
and 	managerial
activities of the IPA administration and developing 
a
system of work to meet its objectives;
 

(3) 	Contracting in the name 
of IPA within the limits
established by IPA's internal regulations, except where
contracting authority is 
specifically reserved to the

Chairman by the Board;
 

(4) 	Implementing IPA Board decisions; and
 

(5) 	Exercising all powers delegated 
to him by the IPA
 
Board.
 

Article 54 -
 The IPA Executive Administration
 

Under the supervision 
of the IPA Director General, the IPA
Executive Administration shall implement the policies of the IPA
Board and carry out the business, functions and responsibilities
of the IPA and exercise its 
authority on a day-to-day basis,
including processing all Applications and issuing all routine
Project Licenses, License 
Amendments and Certificates, except
those requiring special review and approval under Articles 61-63,
which must be specifically reviewed and authorized by a decision
of the IPA Board, 
and 	those under Article 46 which must be
reviewed and approved by a decree of the Cabinet.
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Article 55 
- IPA Budget, Fund and Accounts
 

A. 	 Budget
 

IPA shall have an independent annual budget prepared 
in
accordance with rules applied to commercial establishments.
It shall not be bound by the special provisions concerning
the budgets of public institutions and authorities.
 

B. 	 Public Funds
 

IPA funds shall be considered public funds and shall not be
appropriated by prescription by others. 
 They 	shall be
disbursed pursuant to regulations issued by the 
IPA 	Board
and approved by the Minister.
 

C. 	 Accounts
 

IPA accounts shall be audited by a legal auditor appointed

by the IPA Board and approved by the Minister.
 

Article 56 
- IPA Resources
 

IPA resources shall be composed of the following:
 

A. 	 Appropriations made by the State to the IPA General Budget;
 
B. 
 Loans contracted for by IPA with a government or other bank
or 	 institutional guarantee pursuant 
 to 	 the relevant
 

regulations in force;
 

C. 	 Aid and assistance approved by the IPA Board; and
 
D. 	 Revenue earned 
in exchange for services 
rendered or fees
collected in the course cf IPA activity in accordance with
the conditions and limits set by the IPA Board and approved


by the Minister.
 

Article 57 
- Internal Guidelines
 

The IPA Board shall issue decrees and regulations organizing IPA
depaztments, sections and units, defining their responsibilities,
as well as budget, accounting, personnel 
and 	other decrees
required to implement the provisions contained in this Law.
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Chapter 7
 

Licensing and Reg4
 . tration Procedures for Projects
 

Article 58 
- General
 

The establishment of all Inivestment i'zcjects shall be licensed in
accordance with the 
provisions specified in Article
for Projects requiring special 	 (0, except
review and approval pursuant
Articles 61-63.	 to
 

Article 59 
- Establishment 
Licensing Procedures Applicable 
to
 
All Projects
 

A. 
 Submission of Application to Establish an

Investment Project
 

(1) 	To establish 
any 	Investment Project 
under this
Law, an Application 
for the Establishment 
of an
Investment Project must be submitted to the IPA on
the form to be designated for this 
purpose and
shall contain basically the following information

about the Project:
 

(a) 	The 
Project Representatives 
name,

nationality and address;
 

(b) 	Description 
 of the proposed
 
business operations;
 

(c) 	Legal form;
 

(d) 	Investment Costs;
 

(e) 	Yemeni 
 and Foreign Invested
 
Capital;
 

(f) 	Foreign and local loan financing;
 

(g) 	Names, nationalities 
and 	proposed
ownership interest 
of each of the
 
Investors;
 

(h) 	Names of references who can provide
information 
 about each 
 of the
 
Investors; and
 

(i) 	Any 
 other relevant 
 information
 
specified 
 by the Executive
 
Regulations.
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(2) Any changes in the information contained in such
Application must promptly be filed with the
IPA during the life of the Project.
 
(3) 	Intantionally or recklessly submitting false
or 
 misleading information with respect
to such Application, 
or failing 
to file
changes thereto with intent to mislead shall
be 	 punished bs-
 fines and 
 imprisonment
pursuant to Article 86.A.(1) hereof.
 

B. 
 IPA Review of Application for Omissions and Errors
 
(1) 	The receiving IPA 
official 
shall immediately 
examine
the 	Application 
to see if there are
omissions. 	 any obvious
If so, the 
IPA 	official 
shall promptly
return the Application to the individual submitting it
pointing 
out any 
such omissions. 
 If the Application
appears complete, the receiving official 
shall accept
it and issue a dated receipt.
 
(2) 	Within no more than ten 
(10) 	days of receipt, the IPA
shall 
examine the Application thoroughly to 
determine
whether the proposed Project falls within the scope of
the Law pursuant to Article 4.The IPA shall then notify
the Project Representative in writing of all omissions
and any apparent errors. 
 If the omissions 
are serious
enough to prevent the IPA from proceeding further with
licensing procedures, the
pending a 	

IPA shall suspend action
satisfactory 
response
Upon receipt 	 from the Investor.
of all informationApplication, 	 required in theor if omissions are minor, the IPA shallproceed forthwith to process all Projects pursuantArticle 60, except 	 tothose classified
special 	 as requiring
IPA review 
and approval which shall
processed pursuant to Articles 61-63.	 
be
 

Article 60 
- Establishment 
of All Investment Projects Except
Those Requiring Special Treatment
 
Any Investment 
Project in manufacturing, agriculture, tourism,
education, transportation, housing, health and any other field,
except for Projects classified as requiring special treatment
under Article 
61, 	may be licensed 
pursuant to the following
procedures:
 

A. 
 Notice to Responsible Authority
 

Within three 
(3) days of receiving a completed Application
pursuant to Article 59, the IPA shall send a notice to the
Responsible Authority describing 
the 	Project, its 
planned
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capacity and the proposed date of commencing operations and
inquiring whether the Project in any way fails to conform to
the State's Socio-Economic Development Plan 
for the sector
concerned.
 

B. 	 Response of Responsible Authority Required Within Fifteen
Days
 
Within fifteen (1.5)

Authority 	

days of the IPA notice, the Responsible
shall deliver 
to the IPA
according 	 a written statement
to IPA's standard 
form 	as promulgated
Executive Regulations which either:	 
by the
 

(1) 
States that the Responsible Authority has no objection
to the proposed Project as submitted; or
 
(2) Describes in complete detail all respects in which the
proposed Project fails to conform to the objectives of
the State's Socio-Economic Development Plan.
 

C. 
 Notice to Investor of Objection by Responsible

Authority
 

If within such fifteen (15) day period the IPA receives the
Responsible Authority's 
detailed written
respects 	 statement
in which the Project fails 	
of all
 

State's Plan, the IPA shall 	
to conform to the
send 	a
within five 	 copy of such statement
(5) 	days of 
its 	 receipt to
Representative. 	 the Project
If the Investors fail to meet such stated
objections within one-hundred eighty (180) days, the Project
Application shall be deemed rejected and no
shall be taken in further action
respect thereto.
hundred eighty 	 If within such one(180) day period, however,
submit to the IPA 	 the Investors
an Amended 
Project Application
substantially meets all of the stated objections, then, theproposed Project 

which
 
shall


Responsible Authority 
be deemed certified by the
 

State's 	 as being in conformity
Plan, and 	 with the
the IPA shall SO
Representative 	 notify the Projectwithin no more than 	five
Project is 	 (5) days that theapproved,

Paragraph E 	

and the procedures set forth in
shall be 
followed.
Administration 	 If the IPA Executivehas any doubt as to whethersubstantially 	 the applicationmeets 
 the objections 
 of the Responsible
Authority, then the procedures set forth in paragraphs A andB shall be repeated.
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D. 	 Certification 
by Responsibility 
Authority 
and 	Notice to
Investor
 

On the other hand, if within said fifteen-day period the IPA
either:
 

(1) 	Receives from the Responsible Authority a statement of
no objection to the proposed Project; or
 

(2) 	Receives from 
the 	Responsible Authority
which 	 an objection
is not supported 
by a clear and sufficient
statement of detailed reasons why the proposed Project
fails to conform to the State Plan; or
 
(3) 	Receives no 
statement 
at all 
from the Responsible


Authority;
 

then, the proposed Project shall be deemed certified by the
Responsible 
Authority 
as being in conformity
State's Plan, and the 	 with the
IPA 	shall so notify
Representative within no more than five (5) days.
the Project
 

E. 	 Application to Form Investment Company
 
Within one hundred eighty (180) days of a notice or approval
under Paragraphs C or D, as

shall submit 	

the case may be, the Investors
an application and related documents shall be
submitted to the IPA to form an Investment Company to carry
out 	the 
Project pursuant to Chapter 8
Companies Law. 	 hereof and the
Only 	Projects to be carried out by a single
individual 
shall not 
require formation 
of an Investment

Company.
 

F. 	 IPA Issuance of License
 

Within five (5) days of receiving notice of the formation of
the 	Investment Company, the 
IPA Executive
delegate shall issue 	 Director or his
a license 
for 	the
Investment Company in 	
Project to the
form to be prescribed by
Executive Regulations. 

the 	
the
License for Projects to be carried
out by individuals shall be issued within five 
(5) days of
certification pursuant to Paragraphs C or D of this Law.
 

G. 	 Registration in Commercial Register
 

Upon receiving the license, the Investors shall register the

Project in the Commercial Register.
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H. 	 No Other License Required
 

Upon registration in the Commercial Register, the Investment
Project may be carried out freely with no further license or
authorization being required.
 

Article 61 
-
 Projects Requiring Special Review and Approval
 
The following Projects may be established only after review and
approval by the IPA pursuant 
to the criteria and procedures set
forth in Articles 62 and 63:
 
A. 
 Certain Projects Exceeding YR Thirty Million
 

Any 	 Project having a total Investment Cost for 	 New FixedAssets exceeding YR Thirty Million, or the equivaLent of USD
Three Million, whichever is greater:
 

(1) 	Which has 
 less than 
 thirty 
 (30) percent Yemeni

participation! or
 

(2) 	Where, after 
full production 
is reached, the total
annual Foreign Currency payments exceed 
sixty (60)
percent of the total annual payments; or
 
(3) 	Which is financed by total 
loans exceedin 
 t (3)
times the paid-in capital; or
 
(4) 	Which produces for the domestic market and *here, after
full production 
is reached, the
),-I 
 Products would exceed one hundred ten 

unit pi4ee of the

(110) percent of
the 	 C.I.F. unit 
price of 
 same 
or 	substantially


equivalent competincT productsthe Republic before import duties; or alanded at seaport in 

(5) 	Which requires unusually of
large amounts 
 water as
specified in the Executive Regulations.
 
B. 
 Request for Special Rights and Exemptions Under Chapter


Five
 
Projects requesting any or all 
of the special Rights and
exemptions set forth in Chapter 5 of this Law.
 

C. 	 Establish Private Free Zones
 

Projects to 
establish 
free 	zones to be privately owned,

operated or managed under Chapter 9 hereof.
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D. Other Projects
 

Projects specified in Schedule 7 of this Law.
 

Article 62 
-	 Criteria for 
Establishment 
of Projects Requiring

Special IPA Review and Approval


Investment Projects 
having the 
characteristics
Article 61 	 described in
may 	be established in accordance with the licensing
procedures set forth in Article 63 only after review and analysis
by the 
IPA Executive Administration and a determination by the
IPA Board that the proposed Project would meet needs specifically
identified in the States Socio-Economic Development Plan and add
substantial 
real value to the 
national 
income and 
economy as
follows:
 

A. 	 Net National Income Benefits and Costs
 
The 	IPA Executive 
Administration 
shall first
Project to determine the 	

analyze the
extent 
to which benefits 
of the
Project to the national economy exceed its costs pursuant to
the criteria and procedures to be set forth in the Executive
Regulations.
 

B. 	 Additional Benefits and Costs to the National Economy
 
In addition, the IPA shall consider other respects in which
the 	Project meets 
needs specifically 
identified
State's Socio-Economic 	 in the
Development 
Plan in terms of the
following factors:
 

(1) 	The creation of employment opportunities and training
for Yemeni citizens;
 

(2) 	The utilization 
of local materials, supplies and

services;
 

(3) 	The potential for 
 stimulating 
 the development,
expansion 
and diversification 
of existing domestic
industries and Projects;

(4) 	The transfer, development or upgrading of 
appropriate
 

technology;
 

(5) 	The distribution of viable Projects within the country;
 
(6) 	Positive effects on national income distribution; and
 
(7) 	Any other benefits to the national economy brought to
 

the IPA's attention; as well as
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(8) Potential costs to the Nation in terms of:
 

(a) 	Damage to the environment or ecology of the areaof a 	Project's location; and
 
(b) 	Any other costs brought to the IPA's attention.
 

Article 63 -
 Licensing Procedures for Establishment of Projects

Requiring Special IPA Review and Approval
 

Investment 
Projects specified in Article 
61 as requiring the
special review and determination described in Article 62 may be
established only after approval by the IPA Board 
in accordance
with 	the following procedures:
 

A. 	 Statement Showing How the 
Project Will 
Add Value to the
National Economy or Be of Special Significance
 

In addition to 
the Application 
to Establish 
an Investment
Project required by Article 59, a 
statement 
must be
submitted 
to the IPA showing clearly 
and 	precisely the
extent to which the Project will add real 
net value to the
national income and economy by achieving a substantial real
increase in national export earnings or in Foreign exchange
savings on imports 
or otherwise according to the criteriaset forth in Article 62.
 
B. 	 Statement Showing Special Economic and Social
Significance for Projects Seeking Special Chapter 5 Rights
and Exemptions
 

In addition to the Application and the statement required by
Paragraph A, Investors wishing to have a Project considered
 
for the 
 Rights and exemptions provided for in Chapter
5 must also submit a statement which:
 
(1) 	Sets forth the special Rights 
 and exemptions


requested; and
 
(2) 	Shows clearly why the Project is of such 
Special
Economic and 
Social Significance 
that it needs and
deserves such special 
Rights and exemptions.
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C. 
 IPA Analysis and Recommendation
 

Within sixty (60) 
 days of receiving 
 the completed
Application and Statements, the IPA Executive Administration
shall:
 

(1) 	Determine whether and 
on what conditions, if any, the
Responsible 
Authority 
has 	certified 
the 	Project as
conforming to the State's Plan for the sector concerned
pursuant 
to the procedures specified 
in Paragraphs B,
C, and D of Article 60; and
 
(2) 	Determine the extent

would 	 to which the proposed Projectadd 	 net real value to the national economyincome pursuant 	 andto the provisions 
and 	criteria 

Article 62; and	 

of
 

(3) 	Determine, 
in the case of an Application requesting
special Rights and Exemptions under Chapter 5, whether
the 	Project is of such 
special social
significance that it needs 	
and economic
 

and 	deserves 
such Rights
and Privileges; and
 
(4) 	Recommend 
 to 	 the IPA 
 Board, based
determinations, whether to:	 

on such
 

(a) 	Approve the Project as submitted; 
or
 
(b) 	Approve the 
 Project conditionally 
subject
acceptance 	 toby the Investor of specified changesand 	 conditions 
required


acceptable to the 
to make the Project


IPA, 	in terms
specified 	 of the criteria
in Article 62, or 
to the Responsible
Authority in order to comply with the State's Plan
for the sector concerned; or
 
(c) 	Reject the proposal as submitted.
 

D. 
 IPA Board Decision Within Sixty Days
 
Within sixty (60) 
 days of receiving 
 the 	 Executive
Administration's recommendation, the IPA Board shall render
its decision.
 

E. 	 Notification of Board Action
 
Within five (5) days 
of the IPA
Executive Administration 

Board's action, the IPA
shall notify
Representative of 	 the Project
the 	IPA 
Board decision and
conditions 
 for 	 approval for 
any and all
or reasons 
 rejection, 
as
applicable.
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F. 	 Investor Acceptance of Conditions
 

In case of a conditional approval, the Investors shall have
one 	hundred eighty (180) days 
within which accept
to 
 in
writing all changes required by the IPA's notice.
 
(1) 	Upon such acceptance, 
the 	Project shall 
be deemed
approved as changed and the Project Application amended
accordingly. 
 No further approval action by the 
IPA
Board shall be required, and the Investors may complete
the procedures according to this Article.
 
(2) On the other hand, the Investor's failure to respond to
the 	IPA's notice within 
such 	180-day period 
or upon
non-acceptance of any of the changes required, the IPA
shall treat the Project as rejected.
 

G. 	 IPA Recommendation and Decision Notification
 
Upon approval of Project
a 	 of Economic 
 and
Significance seeking special 	 Social
 

Rights and exemptions which
can 	be granted only by the Cabinet pursuant to Article 46,
the 	IPA Board shall 
submit its 
recommendation
Cabinet. Within five 	 to tha
(5) days of the Cabinet's decision,
the 	IPA shall notify the 
Project Representative 
of the
Cabinet's decision.
 

H. 
 Formation of Investment Company
 

Within one hundred eighty (180) days of a notice of approval
of the Project by 
the IPA Board or 
the 	Cabinet, 
or of
acceptance of required changes pursuant to Paragraph E, as
the case may be, an application and related documents shall
be submitted 
to the IPA 
to form an Investment Company to
carry out the Project pursuant to Chapter 8 hereof and the
Companies Law. 
 All Projects licensed 
pursuant 
to this
Article must form an Investment Company.
 

I. 	 IPA Issuance of License
 

Within five (5) days of receiving notice of the formation of
the 	company, 
the 	IPA Executive 
Director
shall 	 or his delegate
issue a license for 
the 	Project the
Company in 	 to Investment
the form to be prescribed 
by the Executive

Regulations.
 

J. 	 Registration in Commercial Register
 
Upon receiving the license, the Investors shall register the
 
Project in the Commercial Register.
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K. 
 No Further License Required
 

Upon registrition in the Commercial Register, the Investment
Project may be carried out freely with no further license or
authorization being required.
 

Article 64 - Licensing for Project Change -
General
 

A. Application Amendment Required
 
Any change in information contained 
in an Application 
to
Establish a Project previously submitted to the IPA shall be
reported promptly to the IPA in an Application Amendment in
the form to be prescribed by the Executive Regulations which
shall describe all respects in which the Project has been
changed. Intentional or reckless failure promptly to report
major changes shall be 
punished by imprisonment and 
fines
pursuant to Article 84.A.(6).
 

B. Definition of Major Change
 

"Major Changes" in an Investment Project include substantial
changes in the nature, technology, capacity, location, fixed
assets, production inputs, 
financial data,
the Project or financing of
or any other factors which could reasonably be
expected to affect treatment of the Project under the Law.
 
C. 
 Changes in a Project Prior to Licensing
 

Where one or more Major Changes are made to a Project which
has not yet been licensed, the Application Amendment shall
be treated as 
a new Application and processed accordingly.
Minor changes shall be 
noted, but 
shall 
not affect the
processing of the Application for Licensing Purposes.
 
D. 
 Major Changes in a Project After Licensing
 

Major changes to a 
Project which already has been licensed
shall undergo only the
pursuant to Articles 
approval procedures necessary
60 or 
63. Such procedures
determined shall be
by the IPA 
in light of
Application the changes in the
Amendment 
with a 
view to eliminating
expediting procedures as much as possible. and
 

completion Upon successful
of such procedures, the IPA
amended License for the 
shall issue an
Project which 
shall reflect the
changes.
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E. 
 Changes in Company Documents and Commercial Register
 

Where required:
 

(1) 	The 
relevant 
company 
formation
amended 	 documents shall
to reflect 	 be
a Major Change in accordance with
the Companies Law and Chapter 8 of this Law; and/or

(2) 	Major Changes shall be 
registered 
in 
the 	Commercial


Register.
 
F. 
 Major Changes After Licensing and Before
Implementation
 

Where a major change is made to a Licensed Project before it
is implemented, 
the 	Investors 
shall 
stay implementation
pending:
 

(1) 	Granting of the amended license by the IPA pursuant to
Paragraph D; and
 
(2) 	Amending company formation documents 
and 	registration
in the Commercial Register to reflect the Major Change
where required pursuant to Paragraph E.
 

Article 65 
-
 Project Expansion or Upgrading
 

A. 	 Definitions
 

For the purpose of applying this Law:
 
(1) 	"Expansion" means increasing the productive capacity of
an established 
Project by 
the 	addition
Assets 	 of New
or technology 	 Fixed
either
quantity of 	 to produce a greater
existing 
Products, 
or to improve theLr
quality or to produce new Products; and
 
(2) 	"Upgrading,, 
 means 
 replacement 
 of
obsolescent Project Fixed Assets, 

worn out cr 
those in whole or inby which 	 part,are 
new 
or more advanced, or
upgrading existing Fixed Assets through the addition o
 

bjv
 
new motors 
or instruments 
purpose 	 or parts thereof
of 	 increasing for the
production 
 efficiency
improving the quality of Products and services.
 

or
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B. Procedure
 

Any Licensed Investment Project may be expanded or upgraded
as follows:
 

(1) By a Provision in the Original Application:
 
(a) Any planned expansion or upgrading may be provided
for in the Application to Establish an InvestmentProject originally filed with the IPA. 
(b) As such, the expansion or upgrading automatically
will be covered by the original license issued bythe IPA.
 
(c) Accordingly, investors or the Project, as the case
may be, only need notify the IPA at the time that
the expansion or upgrading takes place.
 

(2) 
By Submitting an Application Amendment:
 

(a) Any previously unforeseen expansion
constituting or upgrading
a Major Change 
 in an Investment
Project as defined in Article 64.B. should be the
subject of an Application Amendment submitted tothe IPA.
 

(b) 
The expansion or upgrading shall then be approved
in an amended license which must be granted by the
IPA in accordance with Article 64.D.
 
(c) If an expansion requires an amendment to theInvestment 
Company's 
formation 
documents 
or the
Investment Company's commercial registration, this
must be also be done as required by Article 64.E.
C. Guarantees, Rights and Exemptions for Project Expansion and
Upgrading
 

As in the case of any Investment Project:
 
(1) Any Licensed expansion or upgrading is eligible for the
guarantees, Rights and exemptions provided in Chapter2 for all Projects generally.
 
(2) Only those expansions or upgradings which specifically
qualify will 
 receive 
 the Rights 
and exemptions
provided in Chapters 3 and 4.
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(3) The special Rights and exemptions set forth in Chapter
5 are reserved 
for those expansions and
which specifically qualify upgradings

and are subjected to thespecial procedures for review and approval set forth in
Article 61-63.
 

Article 66 
- Issuance 
 of Licenses 
 and Certificates 
 and
 

Delegation of Licensing Authority
 
A. 
 Projects Requiring Cabinet Approval
 

All Licenses for the establishment or expansion of Projects
specified in Article 46 shall be issued by the IPA Executive
Administration upon a decision by the Cabinet and shall be
signed by the IPA Chairman or the 
.PA Director General 
or
their delegates.
 

B. 
 Projects Requiring Special Review and Approval
 
All Licenses for the establishment or expansion of Projects
specified in Article 61 
shall be issued upon a decision by
the IPA Board and signed by the Chairman or the IPA Director
General or their delegates.
 

C. 
 Other Licenses and Certificates
 

All other Project Licenses, License 
Amendments, 
Project
Import Licenses, Certificates 
of Exemption and
approvals or Licenses required 
other IPA
 

hereunder shall be 
by Licensed Projects
issued 
 by the IPA
Administration in the Executive


ordinary course 
of its business and
signed by the IPA Director General or his delegate.
 
D. Delegation of Licensing Authority
 

The Cabinet's 
Licensing authority may be delegated 
to the
IPA Board, and that of the IPA Board to the IPA Chairman to
the IPA Director General, 
and that of
General the IPA Director
to any senior official 
 of
Administration. the Executive
Any such delegation shall be in writing and
signed by a duly authorized official.
 

YAR Invest Law Draft 24/9/89 

62
 

'5
 



Article 68 - Project Registration
 

A. 	 Project Register
 

A special register of Investment Projects subject to theprovisions of this Law shall 
be established at IPA. The
data contained in the Register 
 shall be immediately
available to any member of the public who requests it.Executive Regulations will specify the initial 
The 

basic dataand information it shall contain, including the followAng:
 

(1) 	Project name and legal form.
 

(2) 	Description of the Project site, and the state of the

Project's title to the land and buildings.
 

(3) 	Basic air-s of the Project.
 

(4) 	Productive capacity of the Project.
 

(5) 	Value of the Project's fixed assets.
 

(6) 	Investment cost of the Project.
 

(7) 	Project capital in the currency of the Republic and the
 currency of investment, both paid-in and authorized.
 
(8) Names, addresses and nationalities of Investors 
and
 

thdir paid-in contributions to the Project Capital.
 

B. 	 Procedures.
 

The Executive Regulations 
shall also specify the detailed
procedures and for
fees making, altering and deleting
entries to the Register and making extracts of informationto be given to members of the public.
 

C. 	 Changes
 

Changes to the information originally submitted shall be
promptly recorded in the Register.
 

D. 	 Valuation of Capital
 

Valuation of capital in the 	 currency of the Republic forpurposes of determining Foreign, Arab and 
 Yemeni

participation shall be determined by the Investors. 
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E. 	 Creditor Filings
 

As provided in Article .23.E., Creditors may file mortgage
statements or final judgements against a Project to provide
notice to all third parties.
 
F. 	 Project Land Title Information
 

As provided in Article 1O.B., 
 the 	Project shall 
submit
evidence of its title to its land and buildings and the IPA
shall record the pertinent information in the Register.
 

Chapter 8
 

Investment Companies
 

Article 69 - Investment Company Form for Projacts
 
Investment Companies shall take any of the legal forms authorized
under the Company Law, provided that the following Projects shall
be established in the form of either a shareholding company or a
limited shareholding company:
 
A. 	 Any Project havIng more than two 	 Investors with paid-incapital of YR Five Million or more, or tho equivalent of USD
500,000 or more, whichever is greater; and
 
B. 	 Any Project with more than forty-nine (49) percent Foreignor Arab participation.
 

Article 70 
- Company 
 Law Modification 
 With Respect to
Investment Companies
 
The Companies Law 

respects except that 

shall govern Investment Companies in 
all
the 
relevant provisions of Comp&nies 
Law
106/1976 shall be modified or cancelled as follows:
 
A. 
 IPA Model Contracts for Investment Companies
 

The IPA may recommend model contracts for any or all forms
of Investment Corpanies to be promulgated by decree of the
Minister. 
 Such 	models shall
mandatory. 	 indicate which provisionsExcept for such 	 are 
shall be free to 	

mandatory provisions, InvestorsGtructure

wish, unless 	 Investnent Companies as theycontrary to specifica and 	 clear provisionthe Companies Law of 106 of 1976 as modified by this Law. 

in 
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B. 
 Modification of Rules Applicable to Limited Shareholding and
Shareholding Companies
 
Regarding Investment Companiesand 	 limited in the formshareholding 	 of shareholdingcompanies, the 	 followingapply:	 shal
 

(1) The 	 minimum number of sharehv. ders or promotersbe two (2) for a Shareholding Company 	 shallShareholding Company, 	 and for a Limitedcompanies 	 and the applications
shall 
be signed by 	 for suchnot 	less than two
persons.	 (2)
 
(2) 	 Shareholding Companies offeringsubscription their sharesshall be 	 for publicformed and statutes amended upona decision of the IPA Chairman, or his delegate, after
review by the Companies Registration Department and the
IPA Executive Administration.
 
(3) 	Limited 
 Shareholding 
 Companies
Companies 	 andnot 	 offering Shareholdingshares for 	public subscriptionmay be formed and statutes amended by a decision of the


IPA Director General,

the^ 	Companies 

or his delegate, after review by
Registration 
Department 
and 	the 
IPA
Executive Administration.
 
(4) 	The decision licensing an Investment Company shall beissued within not more than thirty (30) days following
the receipt of the application.

(5) 	Investment 
 Companies 
 shall 
 be 	 considered
instituted from the date of said decisions. 

legally
 
(6) 	 Amendments to an Investment Company'sarticles 	 statutesof association 	 orshall be decidednot 	more than upon withinfifteen (15) daysminutes of 	 of submissionthe extraordinary 	 of thegeneralshureholders 	 meeting ofamending theexpire without a 	 statutes.decision, 	 Shouldan acceptK.ance 	 the same shall be this periodfor publication 	 Conoidered

if required, and 	 in the official Gazette,
Register and 

for recording
amendments in the investment in the Commercial

shall be effective Projects Register. Suchdecision 	 fromor the expiration of 
the date of thethe 	 fifteenperiod, whichever first occurs.	 

(15) day 
(7) 	 For a shareholding Investmentshares for Public 	 Company offeringsubscription, 	 itsshall be 	 the minimumYR Ten Million, 	 capitalor the equivalentMillion, whichever is greater.	 

of UD One 
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(8) The articles of a shareholding company may provide for: 
(a) 	 Authorized but unissued share capital of up to

three (3) times the amount of the issued capital; 
(b) 	Increasing the 
iosued capital by issuing
shares up to 	 newthe level of the authorized capitalby vote of the Board of Directors, provided thatthe total authorized capital may be increased only
by the extraordinary 
 general meeting of


shareholders;
 

(c) 	The 
issuance of different classes of shares and
bonds with 
diffarent 
 Rights and preferences,
provided 
 that the rights and obligations
pertaining to 
 each such 
 class are
specified in the statutes of the Company. 
clearly
 

(9) 	All Shareholding Investment Companies 
which did not
offer shares for public subscription upon their initial
formation may do so provided that they shall followsimilar procedures to thoseof 	 set forth Companies Law 1061976, Articles 71-79 and Article 86, as applicable,and other relevant articles, as modified by this Law; 
(10) 	 For a shareholding Investment Company not offering itsshares 
for public subscription, 
the 	minimum issued
capital shall be YR 500,000 or the equivalent of USD50,000, whichever is greater.
 

(11) 	For 
a Limited Shareholding Investment
minimum issued capital shall be 
company, the 

YR 250,000, or the
equivalent
which at 

of USD 25,000,, whichever is greater, ofleast twenty-five (25) percent shall be paidin upon formation, and twenty- ivn (25) percent everyyear 	after that.
 
(12) 	 An Investment Company may 	 be capitalized entirely inForeign currency,according 	 or in local currency or both,to the original contributions to the capital,as the Investors may decide. The Company's statutes orarticles of association and 	 the Company's books andrecords shall clearly set forth 
the 	value of each
Investor's contribution to the Company's capital in the
currency of investment. The Company may issue shares,
allotments, loan 
bonds 
or debentures 
in Foreign orlocal currency. 

(13) The maximum face value of shares or allotments shall beYR 100,000, or the equivalent of USD 10,000, whichever
is greater.
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(14) Shares or allotments may be issued -t a premium if duly
recorded as such.
 
(15) The statutes 
 or articler 
 of association
shareholding company not nffering its shares for public
 

of a
 
subscription 
or a limited shareholding 
company
provide controlling may
measures 
on the circulation 
of
nominal shares giving existing shareholders or partners
a priority right 
to purchase 
or obtain any shares
transferred by another partner or shareholder by sale,
assignment, gift, bequest, inheritance,creditors in respect of detb, 

seizure bya or by any other means;on condition, 
however, that such 
measures 
do not
prohibit circulation.
 
(16) Members of the Board of 
 irectors
companies of shareholding
and managers 
 of limited shareholding
companies need not be Shareholders or partners.
 
(17) Shareholders 
shall be represented 
on the
Directors according Board ofto the proportion of their sharesof the total shares of the Company.
 
(18) Investment 
 Companies 
 shall be 
 exempted from 
 the
following provisions of Companies Law 106/1976: Article
112, Paragraphs 
B and C; Article 121, Paragraph B;
Article 126, Paragraphs A and B; Article 128; Article130, Paragraph Ci 
Article 134; Article 137,
Paragraphs C and D; Article 141, Paragreph B;Aricle 194; Article 1971 and Article 243.
 
(19) The Board of Directors 

Company and 
has full power to manage themay delegate any
responsibilities of its powers and
to the Chairman 
of the Board, or
another director, or the General Manager, or any other
person as it may decide, including but not limited to,
the following:
 

(a) Daily administration of the Company;
 
(b) Signing on behalf of the Company;
 
(c) implementation of Board decisions;
 
(d) Appointing an accounts controller, at the request
of the Shareholders Assembly;
(e) Supervision of bookkeeping; and
 
(f) Any other task or responsibility as the Board may
determine, except those reserved to the Chairmanlisted in Clause (21).
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(20) The duties of the Chairman of the Board of Directors of
a shareholding company shall be:
 
(a) To call Board of Directors 
 and Shareholders
 

meetings;
 

(b) To represent the Company before the courts; and
 
(c) Those as determined by the Board of Directors.
 

(21) Except as required by Article 124 of Companies Law 106
of 1976, it shall not be requiredBoard to send minutes ofof Directors meetings 
and decisions 
to the
Ministry of Economy.
 
(22) Both a shareholding company

company shall be 
and a limited shareholdingformed for an unlimited period,otherwise stated in their statutes. 

unless 

(23) The statutes of limiteda shareholding companyorganize the managers like maya board of directorsshareholding company, of a 
pertaining and according to the rulesthereto as modified by this Law.may in turn limit the authority Such Board 
to specified to sign for the companymanagers 
or
however, that any such 

other persons, providedrestrictions shall be recordedin the Commercial Register.
 
(24) All decisions of the extraordinary general meetingshareholdera of ofa shareholding company and 
a limited
shareholding company to amend the Statutes, increase or
decrease the capital, 

merge prolong the company's duration,or joint venture with another company, ordissolve the company are to be issued by approval of a
majority of two thirds of the shares or allotments, as
the case may be, represented in the meeting unless the
statutes provide for a higher majority. A resolution
by the extraordinary general meetingpassed by of shareholdersthe required majority 
shall be the only
action required by the shareholdersstatutes to amend theof either a shareholding companyshareholding company. or a limitedUnless otherwise specifiedthe statutes, managers of the company 
in 

full power 
the shall haveto take all proceduresdocuments necessary and sign allto make the amendmentaccordance with Conpanies Law 106 of 1976 

effective in 
as modified
by this Law.
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(25) All Investment Companies shall 
record on their
stationery and 
all communications 
to the public
the following information:
 

(a) Name;
 

(b) Legal form; 

(c) Headquarters address;
 

(d) Commercial Register Number;
 

(e) Authorized capitall
 

(f) Issued capital;
 

(g) Paid-in capital; and
 

(h) Date of expiration, if any.
 

Article 71 
- Extent 
 of Arab 
 or Foreign Participation in
 
Licensed Projects
 

Subject to Articles 4.C.
in Licensed Investment 

and 61, the percentage of participationCompanies by Yemenis,respectively Arabs or Foreigners 
Commercial Law 

shall 
any 

not be limited, any provisions in theor other laws to the contrary notwithstanding. 

Chaptor 9 

Free Zones
 
Article 72 -
 Establishment, 
Purposes and Management of Free
 

Zones
 

A. Establishment of Free Zones
 
(1) The Cabinet may, upon the proposal of the IPA's Board,
decide to establish public free zones for such Projects
as may be licensed under this Law; or
 
(2) The IPA's Board may establish private 
free zones as
Projects under this Law, after the special review and
approval procedures set forth in Articles 61-63.
 
(3) The establishment of 
a free zone covering an entire
city shall be by a law.
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(4) 	 The decree establishing a free zone shall indicate its 
location and boundaries. 

B. 
 Purposes of Free Zones to Increase Exports
 
The 	purposes of Free Zones established hereunder shall be to
proote industrial investmentproducts and and increase the export ofservices of the Republic. Accordingly,Products of Free Zone Projects shall.not be sold within the
Customs territory of the Republic unless:
 
(1) 	The 
import of the Products
Investment 	 is required by domestic
Projects within the 
 Republic's 
Customs
Territory; and
 
(2) 	Such Products 
cannot be 
manufactured
Territory of 	 in the Customs
the 	Republic, or the
to standards
specifications required by 	 and


such Investment Projects;

and
 

(3) All Customs Import Duties, Taxes and Fees shall be paid

in respect of such goods.
 

C. 	 Eligible Free Zone Projects
 
Projects shall be eligible to be licensed in the Free Zone
if they are engaged in the following activities:
 
(1) 	The manufacture, processing 
or assembling of 
export


products;
 

(2) 	International shipping industries;
 
(3) 	Banking, insurance 
and 	reinsurance business 
servicing
the 	international markets;
 
(4) Industries serving offshore oil exploration; and
 
(5) Transport, storage, loading, unloading, packing, repair
and 	 service activities essential to the 	production orsales operation of export industries and to the benefit
of personnel working in the zone.
 

D. 	 Legal Status and Management of Free Zones
 
Each 	Free Zone, public or private, shall be a separate legal
entity and shall be managed as follows:
 

(1) 	Public Free Zones
 

Management of a public free zone shall be conducted by
a board of directors, the formation and the appointment
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of the chairman of which shallthe IPA Board. be by a resolution ofzone The board of directors of a public freeshall have competence to implementof this law end the provisionsits Executivethe regulations Regulations,and resolutions as well asissued
Board. by the IPA 

(2) Private Free Zones
 
Management of a private free zoneframework shallof a shareholding be within thecompany formed pursuantthis Law. to 

Article 73 
- Regulations Governing Free Zones
The IPA '3oatd shall be theof al. free authority responsible for the affairs
zones. 
 It shall be concerned with laying down the
 
policy to be pursued within the framework of the State generalpolicy and the aims and prioritiesEconomic Development. of the State Plan for Socio-It may adopt such resolutions 
as it deems
 
necessary to attain the object of establishing such zones
particular: and in
 

A. Regulations
 
Laying down regulations for governing all activities withinthe free zones.
 

B. 
 License Conditions
 
Laying down the conditions for the granting of licenses and

occupancy 

governing 

of lands and premises in the free
the ingress and egress zones, the rulesofthereof, including country 
goods and registratncharges for of originoccupying the requiremens,verification places in which theof documents they are stored,and audits;related to control and theand security systemsdues owing the of such zonesIPA, and Customs and collectingDuties, Taxesdue. and Fees when 

Article 74 
- Licensing Free Zone ProjectsA. 
 The board of 
directors 
of a Publicshall be competent or private free zoneProjects to approve the system forin the free establishingzone within guidelinesthe IPA Board. establishedThe license authorizing by
activity may be issued by a decision of the zone's general
manager.
 
a Project to pursue
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B. 	 The license 
 shall be 
 in the form specified by IPA
regulations.
 
C. 	 A Licensed Free Zone Project shall not enjoy the
exemptions provided Rights and
for in this 


specified in the License.	 
Law beyond the purposes
 

Article 75 
-
 Free 	Zone Exemptions and Movement of Goods
 
A. 	 Exemption 
From Usual Import and 
Export Regulations and
Customs Duties
 

Subject to the provisions 
of laws and regulations banning
the circulation of certain dangerous or illegal goodsmaterials, all goods may be freely exported or imported from
 
or 

abroad by free zone Projects for their use, and shall not be
subject to the laws, rules and customs procedures applicable
to exports and imports. Further, such 	 goods shallsubject to Customs Import or 	 not beExport Duties, Taxas and Fees,but shall be subject to Service Fees.
 
B. 
 New Fixed Assets and Production Materials of Free Zone
Projects
 

Like 	other goods, as set forth in Paragraph A, all New Fixed
Assets and Production Materials required for establishing,operating, expanding or upgrading Licensed Projects inside
free zones shall be exempted from Customs
Taxes and Fees 	 Import Duties,
and all other 
taxes, duties, charges and
fees, with the exception of Service Fees.
 
C. 
 Movement and Security of Goods Within Free Zones
 

IPA 	Regulations 
shall specify the 
procedures
movement 	 for the
and security of all 
goods in,
free zone 	 from and withinfrom 	 the ztart of unloading until disposition 
a 

export.	 or 

D. 	 Shortages and Losses
 
Projects cperating 
 in the freeresponsible 	 zones shall be whollyfor any loss, shortage or changeweight, number, kinds 	 in theor quality of goodsThe in storage. 
such 

Project may be exempted from responsibilityloss, shortage or change is to 	
if 

the goods 	 due the nature ofthemselves or Is a resultWithin 	 of force majeure.the limits and pursuant to the rules adopted bythe IPA Board, the zone's administration may collectCustoms Import Duties, Taxes and Fees and levy fines inrespect of losses or shortages not approved by the 
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zcne's administration. The provisions of this
Paragraph 
shall not apply to losses resulting fromindustrial operations.
 

Article 76 - Customs Rules Applicable to the Movement of Goods
 

Between Free Zones and the Republic
 

A. Customs Duties on Imports into Domestic Market
 

Customs Duties, Taxes and Fees shall paid onbe goods
imported from the free zone into the local market as if they

were imported from abroad.
 

B. Calculation of on With
Customs Products 
 Both Local and

Foreign Content
 

As for products 
imported from free zone Projects that
include both local and Foreign 
components, the amount
subject to Customs Import Duties, Taxes and Fees thereonshall be only the value of the Foreign components calculated as of the date of their import into the free zone, exclusive
of operating costs in such zone.
 

C. Country of Origin
 

The free zone shall be deemed the country of origin withrespect to the calculation of freight for 
the Products
 
manufactured therein.
 

D. Imports from Free Zones Subject to Usual Rules
 

The movement of goods between the free zones and 
the
Republic's Customs Territory shall be in accordance with thegeneral rules governing imports and exports, provided thatProjects within the Republic's Customs Territory shall notbe entitled to the Rights and exemptions provided byArticle 41 with respect to revenues from exports to a free 
zone. 

E. Temporary Movement of Goods
 

Pursuant to IPA Regulations, the Free Zone manager or theIPA Executive Administration may permit the temporary entry
of local and Foreign goods, materials, parts and raw
materials, from inside the country into the free zone for
repair or for performing industrial operations thereon, and
returning the same into the country, or vice versa, all inthe manner prescribed in the IPA Regulations and without
their being subject to the import rules in effect. The
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customs tax shall be collected only on the value added
in the free zone in respect of the repair or operation

performed there.
 

F. Waste and Scrap
 
By way of exception from the 
usual
procedures, import rules andFree Zone managersthe Republic's Customs 

may permit withdrawal intoTerritory of 
leftovers,
containers ord-inary
and empty receptacles 
after paying all Customs
Import Duties, Taxes and Fees due theron.
 

G. 
 Duty Free Materials
 

All materials imported 
into a free zone 
free of Customs
Import Duties, Taxes and Fees in accordance with Article 76
shall not be imported 
into the Republic's Customs
Territory unless:
 
(1) They fall in one of the following conditions thatsothey can not be disposed of within the free zone;
 

(a) When the 
 export enterprise 
 declares 
 its
 
dissolution; or
 

(b) When the imported materials are subject to seizure
pursuant to a court judgement to repay debts; 
or
 
(c) When the export enterprise 
is ordered
removed from to be
the free 
zone by the Responsible
Authority or the Free Zone Management; and
 

(2) Such materials are of 
the class permissible 
for
importation; and
 
(3) The importation is approved by the IPA Director General
upon verification of the foregoing by the Free Zone
Manager.
 

Article 77 
-
 Currency Transactions Within Free Zones
 
Transactions carried out in free zones, 
and between such 
zones
and other countries shall not be subject to the provisions of any
law, decree, regulation, guideline, order or practice governingexchange control in the Republic.
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Article 78 
- Movement of Persons and Currency
Entry of individuals into free zones or their residence therein,
as well as 
bringing local currency out of or into such zones,
 
shall be in conformity with the terms and conditionsIPA Regulations. set forth in 

Article 79 -
 State Guarantees, Rights and Exemptions Provided
to All Free Zone Projecta
Projects established in public or privtte free zones, as well as

Privately-operated 
free 	zones 
which 
are 	 themselves licensed
exemptions 	 as
Projects, shall be entitled to all of the guarantees,
provided 	 Rights and
to other 
Licensed 
Projects
Chapter 2 of this Law in addition the 	 Get forth inthis Chapter, as well as the 

to exemptions set forth inRights and exemptions set forth in
Chapters 3, 4, and 5 to the extent that stipulated conditions are 
met; 	provided however, that only earnings from exports to other

countries shall qualifyprofits 	 for the exemptiontax provided by 	 of export earningArticle 41.A.(3) 	 fromand not exportsRepublic.	 to the 

Article 80 - Obligations of Free Zone Projects
 
A. 	 Payment of Fees
 

In all cases, Projects shall be bound to pay fees which may
be deteri-ned by the IPA Board for the following:
 
(1) 	Services;
 
(2) 	Management 
fees not 
to exceed
percent) 	 0.31 (Pointof the annual gross sales 	 Three 

revenues 
of the
Project;
 

(3) 	Rent for leased land;
 
(4) 	An 
 infrastructure 
 fee 	 representing
prorated share 	 the Project's
of expenses 
for 	development 
of any
public utilities, installation, and facilities for the
Project's site 	 in the 	form of an annual paymenttwenty-five (25) years.	 over 

B. 	 General
 
(1) 	In all 
other respects, 
the 	obligations
Projects shall 	 of Free Zonebe governed by thisRegulations issued pursuant hereto. 

Law and IPA 
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(2) 	Matters relating to Free
covered by a 	
Zone Projects which are not
provision 
of this
regulation shall be governed by the 

Law 
relevant 

or 
laws of
 

by an IPA
 
the Republic.
 

Chapter io
 

General Provisions
 
Article 81 
-
 Amendment to Schedules, New Fixed Asset Values and
 

Paid-In Capital Amounts
 
A. 	 Amendment by Cabinet Decree
 

The 	following 
shall remain 
in effect
thereafter may be amended by a decree of the Cabinet upon
the recommendation of the IPA Board not more than once every
five 	years.
 

for 	five years and
 

(1) 	Schedule 5 concerning Investment Zones;

(2) Schedule 6 concerning Projects eligible for a ten (10)


tax holiday.
 
(3) 	The amounts 
for 	New 
Fixed Asset
capital set 	 values and paid-in
forth in 
Articles 
36, 	37.A.(2), 37.B.,
46.A.(4), 
and 61.A.
 

B. 	 Amendment by Board Decree
 
All 	 other Schedules 
years 	 shall remain in effect forand 	 thereafter may three (3)be amended by aBoard 	 decree of the IPAno more than once every three (3) years.


C. 
 No Adverse Retroactive Effect on Existing Licensed Projects
 
No such amendments may be made in a way which:
 
(1) 	Derogates 
from any guarantee, 
 Right 
or exemption
provided by this Law; or
 
(2) 	Takes 
away retroactively


Investment Projects licensed
any Rights enjoyed byand 	 existing at the 	timeof such amendment; 
or
 

(3) 	Conflicts with the main aim ofpromote and facilitate 
this Law to encourage,

investment 
 and Investment
Projects in the Republic.
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Article 82 
- Obligations of Projects or Investors
 
In addition to those stipulated in the previous Articles of this
Law, the following obligations 
are encumbent 
upon Owners 
of
Projects or Investors, as applicable:
 

Notification to the IPA prior to commencing production oroperations.
 
B. Maintenance 
of complete 
and accurate
account, books, recordsand inventories, ofincluding, but not limited to, aspecial register of fixed assets contaiaing all the details
pertaining thereto, in 
accordance with
accounting and business systems. 

law and recognized
 

C. 
 Whenever Projects are expand4 or merged, clear and separate
accounts must be maintained in respect of the Projects which
still enjoy the Rights
Law and exeza;tions grantedfor the entire -iemaining period, 

them by thisexemptions so that thewill be applied only to Rights andto benefit from those Projects entitledthem and not to Projects which are not soentitled.
 
D. 
 Providing the IPA with the Project's annual Foreign Currency
account atatement as requiredbalance sheets, profit and loss

by Article 21.B., annualstatementactivities during the previoue financial year, as 

and report ofdata and 
information 
related well as
requested to the Projectwithin a maximum reasonablyof 30 days from receipt of therequest.
 

E. Allowing any

enter the 

official delegated in writing by theProject during IPA to
n.rmal 
 torking hours
Project records, books, it to reviewfixed
production materials assets,, inventories 
of
and production operations and provide
any clarification reasonably requested to determine that the
Project is meeting its obligations under this Law.
 

Article 83 
- Rules Relating to Technology Transfer
 
A. 
 Technology Transfer Agreements Enforceable
 

Subject to this Law, Transfer of Techinology Agreement
be enforceable in shall
Licensors the courts of the Republic by Foreignand other parties to such agreements.
parties to such agreements also Foreignhave the Right to settledisputes by binding arbitratiorv PUi.suant to chapter 13.
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B. 
 Taxes on Transfer of Technology Fees
 
(1) After expiration 
of the 
tax exemption 
period
Transfer of Technology for
 

33.A.(6), Projects fees provided by Article
shall withhold and pay 
to the
Responsible Tax Authorities income taxes in respect of
such fees at the following rates:
 
(a) Trademark License Royalties 
 20 percent
 
(b) 
Patent and Know-How License
 

Royalties 

10 percent
(c) Technical Assistance Fees 
 10 percent
 

(d) Management Fees and Other

Fees for Services Performed
In the Republic 


15 percent
(2) The rates specified in Clause (1) shall prevail unlessotherwise provided in an applicable treaty to which the
Republic 
is a party with 
the Home Country 
of the
Foreign Licensor or Transferor of Technology.
 
(3) Provisions in Technology Transfer Agreements providing
for payment of fees and royalties net of tax shall be
invalid.
 

Article 84 
-
 Notices and Communications
 

A. 
 All notices and comunidcations hereunder must be in writ4
~ng
 
and delivered by any of the means set forth in Paragraph B.
B. A communication shall be deemed to have been received by the
addressee:
 

(1) On the day of delivery by hand against receipt;

(2) On the 
next day following transmission 
by telex or
telephone facsimile machine (telefax);
 
(3) Following dispatch by registered mail:
 

(a) Fifteen 
(15) days between addressen 
within 
the
Republic;
 
(b) Twenty 
(20) days by air mail betwee:a the Republicand any Arab or African country; and 
(c) Thirty 
 (30) days by air mail betwewi the Republic
and any other country.
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Chapter 11
 
License Cancellation, Withdrawal of Rights and Penalties
 

Article 85 
-
 License Cancellation and Withdrawal of Rights

and Exemption3


A. 
 Upon approval of the Minister, IPA may initiate court action
to cancel 
a Project license
exemptions granted or withdraw the Rightsto a Project in whole or and 
to Article in part pursuant19, after warning and notifying the ProjectOwner, in the following cases:
 
(I) Where the Project or the Investor,failed as applicable,to adhere tc hasany 
of the terms
contained in the License; or 

and conditions
 

(2) Where the 
license 
or Rights were 
granted based on
false information; 
or
 
(3) Where a Project applies anypurpoies other Right under this Law forthan the authorized purposes of theProject; or 
(4) Where a Project has knowingly or recklessly committed a
serious violation of any provision of this Law.
B. 
 An Investor or Project those license has been cancelled or
whose Rights have 
been withdrawn 
may
application for licensing or to regain such 

submit 
a new
 
Rights after
one year.
 

Article 86 -
 Penalties
 
A. (1) Without prejudice to any more severe penalty providedfor in another law, any Investor, ProjectoRresetativor recklessly manager or otherprovides false person who knowingly

the IPA the 
or forged information toor Responsible 
Authority 
concerning 
a
Project with intent to obtain any license, Right, or
exemption 
 under this Law 
 shall 
 be punished
imprisonment for a period not to exceed five (5) years
 

by

nd a fine not less than YR 50,000, or the equivalentof USD 5000, whichever is greater, and not to exceed YR
500,000, or the equivalent of USD 50,000, whichever is
greater, or either nf these two punishments and nhallbe obliged to return the value of a y license,
or exemption wrongly received. 

Right,
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(2) Any disposition locally of imported Fixed Asetsnon-Project purposes forbefore five 
years,
another Project, except to 
paying 

without IPA authorization or withoutall Customs Import Duties, Taxes andrequired by Article Fees as 
less 

31 shall be subject finethan to a notYR 50,000, or the equivalent of USD 5000,whichever is greater, and not to exceed YR 200,000, or
the equivalent of USD 20,000, whichever is greater, in
addition to the payment of twice the customs fees and
duties 
and other incurred importation fees the
on
imported assets.
 

(3) Any person -.-o knowingly or reck~lessly applies anyRight or exemptia" under this Law for any purpose other
than an authorized purpose of a Licensed Project shall
be subject to the same fines as are set forth in Clause
(2) in addition to payment of twice the value of the
benefit received.
 

(4) Any Government Official who in the course of his duties
obtains possession of, or control over, any document or
information and who without authorization communicates
all or part of such document or information
other person to whom to any
he is not authorized
communicate the same, in violation of Article 5.B, 
to
 

shall be subject to 
a fine not exceeding YR
100,000 or imprisonment 
 for a term not
.exceeding two years or to both.
 
(5) Any Government 
Official


obstruction who engages in unwarranted
or harassrent 

shall of an Investment Project
be subject to & disciplinary action, including
suspension from duty or reduction in rank or to a fine
not exceeding YR 50,000 or all three actions.
 

(6) Violations of any other provisions of this 
Law which
are specifically made punishable by their forms shall
be subject to a fine not less than YR 25,000 and not to
exceed YR 100,000.
 
B. Where 
one of the offenses 
set forth above is committed by
any company:
 

(1) The Company shall be subject to the applicable fines;

and
 

(2) The following directors 
and officers of the Company
shall be subject to both such fines and the applicable

imprisonment:
 

(a) Those who perpetrated the offense; or
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(b) Thcje who had knowledge of the offense and failedto prevent its comission or report it toResponsible Authorities following its commission.
 
C. Criminal complaints and public lawsuits shall not be filedregarding violations referred to 
in Paragraph A without 
a
request or approval in writing from the Chairman of the IPA
Board. The IPA 
Board or its delegati may engage in
conciliation efforts regarding such pending public lawsuits,
provided the minimum penalty stipulated is paid in case of a
 

proven violation.
 

Chapter 12
 

Administrative Appeals and Remedies
 

Article 87 - Administrative Appeals of Decisions Issued
 
by IPA Officials or the IPA Board 

Investors or Projects may appeal decisions issued under this Law,first to the IPA Board, then to the Minister and finally to thePrime Minister, as eppropriate, regarding any matter affectingtheir interests or rights. 

Article 88 - Administrative Appeal 
 Regarding Government
 

Officials, or Agencies, or State Enterprises
 
A. Investor Complaints and Appeals
 

In the event an Investor or Project encounters any problems
or obstacles in the course of carrying out his activity, a
complaint may be submitted to the IPA, and the IPA shall
make every effort to resolve the matter. Should the IPL be
unable to do so, the IPA Chairman shall refer the matter to
the Minister. 
Should the Mini ter be unable to resolve the
matter, he may in turn refer it to the Prime Minister who is
he'.7y authorized to issue an order for the rendering of any
assi3taince which mayhe deam appropriate or orderto theResponsible Government Minlitries, Authorities, Officials orState enterprises to provide assistance without delay.
 
B. Unilateral Government Action to Remove Obstacles
 

In the event that procedures or practices for the collection
of taxes, customs duties or fees or for the conduct of other
government business are found to 
be an obstacle to an
Investment Project in particular, or to Investment Projectsgenerally, whether or not a grievance has been submitted to
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the IPA under Paragraph A, upon 
recommendation
Minister, the of the
Prime Minister 
 shall order the
government officials, agencies, related
 
organizations, 
or state
enterprises to take remedial action.
 

C. Response Required of Government Organizations and
Officials
 

Any Government Ministries, Authorities, Officials,Organizations, or State enterprises to whom an order of the
 
Agencies,


Prime Minister has been issued under Paragraphs A and Bshall:
 

(1) Expeditiously 
 render 
 the assistance 
 demanded 
 or
otherwisa carply with =uch order; 
or
 
(2) Within ten (10) days from the date was run which the orderreceived notify the Prime Minister in writing in
detail of all reasons why the order cannot be complied
with.
 

D. 
 Final Administrative Action By the Prime Minister
 
Where any order issued under Paragraphs A or B has not been
complied with in the manner required by Paragraph C(l), upon
receiving 
the notification 
of reasons for noncompliance
under Paragraph C, or if no such notice has been received,
the Prime Minister shall take arty appropriate action which
shall 
be final and compliance shall
Responsible be required of the
Government 
Authorities, 
Officials, or 
State
enterprises without delay.
 

Article 89 
-
 Appeal to Courts or Binding Arbitration 
Decisions of the IPA Executive Administration, the IPA Board, theMinister, or the Prime Minister affecting an Investment Projectmay 

to 
be appealed or referred at any time to the concerned court,or an arbitration panelneed pursuant to Chapter 13, without theto complete the administrative appealin this Chapter. process provided forIn this regard, the decision of such court or
arbitration panel, as the case may be, shall ba final.
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Chapter 13
 

Settlement of Disputes Concerning Projects
 

Article 90 -
 General
 

Disputes concerning Investment Projects under this Law shall beresolved by litigation in the courts or by binding arbitration asprovided in this Chupter.
 

Article 91 - Disputes Between 
the 	 Government and Foreign orArab Investors or Any Majority Foreign 
or Arab-

Owned Projects 

The Government hereby consents and agrees that any dispute withany Foreign or Arab Investors or 
any Project fifty-one (51)
percent owned by such Investors arising from the implementation
of any provisions 
of this Law shall be settled by one of the
following means chosen by the Investor or the Project as the case
may be:
 

A. 	 Litigation before the local judiciary pursuant to the rules
of Judicial Jurisdiction and Procedure; 
or
 
B. 	 Binding arbitration 
within the framework of any of the
following means chosen by the Project or the Investor:
 

(1) 	The Arab Organization for 
 Investment 
 Guarantee
 
Agreement; or
 

(2) 	The Convention 
 for 	 the Settlement 
 of Investment
Disputes between States and 
the Nationals 
of Another

State; or
 

(3) Any other international or bilateral agreement to which

the Republic is a party; 
or
 

(4) 	The rules of procedure for commercial arbitration ofthe 	United Nations Commission 
on International 
Trade
Law 	(UNCITRAL), 
at the nearest Regional Center for
International Commercial Arbitration operating pursuant
to such rules; or
 

(5) 	The rules and procedures set 
forth in Article 95 of
this Law for binding arbitration in the Republic.
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Article 92 - Disputes Between the Government and 	 YemeniInvestors or Majority Yemeni-Owned Projects

The Government hereby consents and agrees that any dispute withany Yemeni Investors or any Yemeni majority-owned Project arising
from the implementation of any provisions of this Law shall be
settled by one of the following means chosen by of the Investors
or the Project as the case may be:
 

A. 	 Litigation before the local judiciary pursuant to the rules
of Judicial Jurisdiction and Procedure; or
 
B. 
 Binding arbitration in the Republic in accordance with the
procedures set forth in Article 95.
 
Article 93 -
 Disputes Between Private Investors Within the Same
 

Project and Between Projects and Other Parties
 
A. 	 Agreement to Arbitrate
 

Disputes between a Project and any other person or party, as
well 	as 
disputes between or among any Investors in the same
Project, shall 
be settled by binding 
arbitration 
if the
parties so agree in accordance with any rules or procedures
agreed to, including:
 

(1) 	The 
rules and procedures 
set 	forth in Article 95
 
hereof; or
 

(2) 	The rules and procedures of any 
existing institution
providing machinery 
 for commercial 
 arbitration
including, but not limited to, any Regional Center for
Arbitration operating in accordance with the rules for
commercial arbitration of the United Nations Commission
on 
International Trade Law, the International Chamber
of Commerce in Paris, the London Court of Arbitration
or the American Arbitration Association.
 

The agreement to arbitrate may be made in advance or at any
time 	and must be in writing. Such agreement may be part of
nny written contract or agreement and may be included in the
Investment Company formation documents.
 

B. 	 Litigation
 

In the absence of any such written agreement to arbitrate,
such disputes may be settled by litigation before the local
judiciary pursuant to the rules of Judicial Jurisdiction and
Procedure.
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Article 94 -
 Effect and 
 Enforcement 
 of Judgements and
 
Arbitration Awards
 

A. Final Arbitration 
Awards or Final non-appealable
Judgements court
issued pursuant to Articles 
91, 92, 93 and 94
hereof shall be binding upon all parties and shall
immediately complied with and obeyed 
be
 

by all disputing
parties affected including the Government and all of its
Government Ministers, Organizations and Officials and state
enterprises, 
as well as Investors, Projects and third
parties, as applicable.
 

B. Notwithstanding the provisions of any other 
law, decree,
regulation, order or practice:
 

(1) The 
 courts of the Republic shall enforce any
arbitration 
 award presented 
 to it rendered in
accordance with any of the provisions of Articles 91,
92, 93 and 94 hereof as though it were 
a final and
nonappealable judgement rendered by a competent Court.
 
(2) Accordingly, 
the courts shall 
enforce such 
awards
without delay upon 
presentation of such arbitration
award without considering any of 
the facts of the
underlying dispute or questioning the arbitration
 

procedures.
 

(3) The courts may withhold enforcement only upon receiving
clear, convincing and unchallengeable evidence that the
judgement 
was based upon fraud or corruption by the
arbitrators. 
 In such case, the dispute shall be
decided again by binding arbitration according to the
same procedures 
 unless both parties otherwise
specifically agree in writing.
 

Article 95 
- Procedures 
 and Rules for Settling Disputes
Involving Investment Projects 
 by Binding

Arbitration in the Republic
 

Except where otherwise specifically agreed in writing
parties, or as otherwise provided by 
by the


provisions of Articles 91,92 and 93 hereof, the following procedures and rules shall govern
proceedings in 
the 
Republic for the settlement of disputes
involving Investment Projects by binding arbitration:
 
A. There must be 
a written agreement between the parties toarbitrate which may be made in advance or at any other time
and may be part of any other written agreement or contract,
including Company formation documents.
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B. 	 An Arbitration 
Panel shall 
be constituted, comprising 
a
member on behalf of each disputing party and a third member
acting 
as chairman 
to be jointly named 
by the said two
members.
 

C. 	 The Arbitration shall be initiated by -;ending to the other
party a statement 
in writing demanding arbitration setting
forth the first party's complaint 
or cla-Lm, and appointing
an arbitrator to the Panel.
 
D. 
 Within no more than thirty (30) days the second party shall
respond in writing appointing its arbitrator to the Panel.
 
E. 	 Upon failure to nominate an arbitrator within such 30-dayperiod, the second party forfeits entirely the right to do
sor Thereupon, 
the Zirst party may, after notifying the
second Party, apply to the Appoint.7-ag Authority which shall
nominate the second arbitrator and notify the parties within
no more than thirty (30) days thereof.
 
F. 	 For purposes 
of 
this Article, iche "Appointing Authority"

shall be either: 

(1) 	A 
person, organization 
or body agreed 
to by the
disputing parties in writing; or
 
(2) 	In the 
event of such
no agreement, 
 IPA Director
General or his delegate.	 

the 


G. 
 Should the Appointing Authority fail to nominate the second
arbitrator within such

shall appoint the 

30-day period, the first arbitrator
second arbitrator 
as sonn as possible,
notifying.the parties in writing of the nomination.
 
H. 	 Failing agreement 

ofon the nomination the third member to
act as chairman of the arbitration panel within thirty (30)
days 
of the appointment 
of the second arbitrator, the
arbitration panel chairman shall be chosen by the Appointing
Authority, at the request 
of either party.
shall be neutral 	 Such chairmanand 	 unbiased as between the parties andhave 	a reputation for fairness and objectivity.
 
I. 	 The Appointing Authority shall notify the parties in writing
of the appointed third member, after which the parties shall
have five 
(5) days within which to 
appeal the appointment
with notice to the other party, which appeal shall be heard
and decided by the Appointing Authority within no more than
thirty (30) days of the
Appointing Authority 

appeal. The decision 
of the
either to appoint
retain the 	 a new chairman or
original appointment 
shall be final and nonappealable unless the two other arbitrators agree on a third
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arbitrator 
to replace 
the appointee 
of the
Authority prior to the first meeting of the Panel.
Appointing
 

J. Unless the 
parties otherwise agree, the
shall Arbitration Panel
meet within 

appointment no more than thirty (30) day;
of the chairman, who shall 

of the

designate the 
time
and place of the meeting and make all arrangements necessary
therefor.
 

K. Except 
as specifically 
provided 
in
determined this Article
by majority vote of the 
or as
 

specifically arbitrators, or
agreed in as
writing by
proceedings shall be conducted in accordance with the rules
 
the parties, 
 the
 

of procedure 
for commercial arbitration prevailing
timn of the dispute at the
of the United Nations
International Trade Law, which are 
Commission 
on
hereby adopted for that
purpose.
 

L. The Panel shall isee 
resolved. 

to it that the dispute is expeditiously
Awards shall be rendered by majority vote, shall
be in writing, shall be signed by at least a majority of the
arbitrators, and shall be final and binding on both parties
and enforceable 
 as any other
Arbitration Panel shall decide 
final judgement. The
 

on the costs 
of Arbitration
and shall determine who shall bear such costs.
M. 
 Any of the foregoing provisions, procedures or appointments
may be altered, or the arbitration proceedings terminated or
suspended, 
at any time by 
an agreement 
in writing by all
parties or arbitrators.
 

Chapter 14
 

Transitional Provisions
 

Article 96 
-
 Informal Publication of the Law
 
Immediately following promulgation of
publication in the Official Gazette pursuant to Article I.B., 
the
 

this Law and pending its
 
Minister shall make copies of the Law and distribute them to all
government 
offices. 
 Copies shall 
also be
Investors and the public upon request. 

made available 
to
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Article 97 - Functions and Authority of the IPA 
Pending Establishment 

In the event the has beenIPA not established by datethe thisLaw goes into effect pursuant to Article I.B., 
the functions and
authority of the IPA shall be exercised by the MinistryEconomy, Supply and ofTrade and the General Department for
Investments pending the IPA's establishment. 
 More specifically,
all functions andauthority under this law of:
 
A. The IPA Chairman shall 
be exercised by the Minister 
of


Economy; and
 

B. The IPA 
Board of Directors 
shall be exercised by the
Investment Exemption Committee established under Law 18 
of
1975; and
 

C. 
 The IPA Executive Administration shall be exercised by the
General Department for 
 Investment 
 at the Ministry of
Economy; and
 

D. 
 The IPA Director General shall be exercised by the General
Director 
of the General Department for Investment
Ministry of Economy. of the
Upon establishment 
of the IPA. such
General Department of Investment 
and its staff shall be
transferred to the IPA.
 

Article 98 
- Law 18/1975 Investment Projects
 
All Project licensed pursuant to Investment Incentive Law 18 of
1975, 
or to the Arrangement and Encouragement of Industry Law 20
of 1976, shall continue to benefit
exemptions granted under 

from all Rights and
it that law; provided that, by
application to the IPA, any such Project may elect to be governedby this Law. 
Application, 

Within thirty (30) days of receipt of the completedthe IPA Executive Administration shall issue suchProject a new License under this Law without the need to obtain
the prior certification 
of the Responsible Authority under
Article 60, 
unless the Project requests special
to Chapter 5. Rights pursuant
Thereupon such Project 
shall be subject to all
obligations hereunder and entitled to all rights granted by this
Law, except the tax exemption granted by Article 33.A.
 

Article 99 -
 Cancellation and Modification of Laws
 

A. Law 18/1975
 

Subject only to Articles 97.B. and 98, the 
Investment
 
Incentive and Regulation Law 18 of 1975 is hereby cancelled.
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. Law 20/1976 

The Regulation and Encouragement of Industry Law 20 of 1976
is hereby modified to the extent 
that henceforth all
industrial Projects shall be licensed 
under this Law.
Accordingly, subject only to Article 98, 
all 	provisions of
Law 	20 of 1976 which conflict in 
any way with this Law or
any 	of its provisions are 
hereby cancelled or modified to
the extent required to give full effect to this law.
 

C. 	 Other Laws
 

All provisions of the following 
laws 	as well as allother laws, decrees, 
 regulations, requirements,
guidelines or orders which conflict with this Law shall
be modified or cancelled to the extent required to give
full effect to 
this Law, provided, however, 
 that 	no
provision of 
any 	Law shall be cancelled which offers
more 
favorable Rights or exemptions to Investment
 
Projects:
 

(1) 	Commercial Law 39 of 1976; and
 

(2) 	Companies Law 106 of 1976; and
 

(3) 	Foreign Ownership of Real Estate Law 114 of 1976; and
 

(4) 	La-bor Law 5 of 1970; and
 

(5) 	Fisheries Law 20 of 1978; and
 

(6) 	Tourism Law 34 of 1981; and
 

(7) 	Import/Export Law 23 of 1975; and
 

(8) 	Commercial and Industrial Profits Tax Law 11 
of 1972;
 
and
 

(9) 	Employee Income Tax Law 20 of 1974; and
 

(10) 	Capital Transfer Tax on Foreigners Law 48 of 1976; and
 

(11) 	Real Estate Tax Law 21 of 1976; and
 

(12) 	Stamp Duty Law 6 of 1979; and
 

(13) 	Judicial Power Law 28 of 1979; and
 

(14) 	Commercial Court Law 40 of 1976; and
 

(15) 	Commercial and Civil Litigation Law 42 of 1981; and
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(16) Arbitration Law 33 of 1981; and
 

(17) All banking and exchange control 
laws, decrees and
 
regulations.
 

Article i00 -
 Issuance of Executive Regulations
 

The Minister shall issue the 
Executive Regulations required 
to
implement this Law within ninety (90) days of its promulgation.
Any failure to do so, however, shall not delay the effective date
of this Law, and the Responsible Authorities shall 
implement it
upon its effective date to the extent possible in the absence of
such Executive Regulations.
 

Article 101 - Responsibility for Implementation
 

The Prime Minister and the 
ministers are responsible for
implementing the provisions of this Law.
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B. Law 20/1976
 

The Regulation and Encouragement of Industry Law 20 of 1976
is hereby modified to the extent 
that henceforth all
industrial Projects 
shall be licensed under this 
Law.
Accordingly, subject only to Article 98, 
all 	provisions of
Law 	20 of 
1976 	which conflict in 
any way with this Law or
any 	of its provisions 
are 	hereby cancelled or modified to
the extent required to give full effect to this law.
 

C. 	 Othar Laws
 

All provisions of the following 
laws 	as well as all
other laws, decrees, 
 regulations, requirements,

guidelines or orders which conflict with this Law shall
be modified or cancelled to the extent required to give
full effect to this 
Law, 	provided, however, 
 that 	no
provision of any 
Law 	shall be cancelled which 
offers
more favorable 
 Rights or exemptions to Investment
 
Projects:
 

(1) 	Commercial Law 39 of 1976; and
 

(2) 	Companies Law 106 of 1976; and
 

(3) 	Foreign Ownership of Real Estate Law 114 of 1976; and
 

(4) 	Labor Law 5 of 1970; and
 

(5) 	Fisheries Law 20 of 1978; and
 

(6) 	Tourism Law 34 of 1981; and
 

(7) 	Import/Export Law 23 of 1975; and
 

(8) 	Commercial 
and Industrial Profits Tax Law 11 of 1972;

and
 

(9) 	Employee Income Tax Law 20 of 1974; and
 

(10) 	Capital Transfer Tax on Foreigners Law 48 of 1976; and
 

(11) 	Real Estate Tax Law 21 of 1976; and
 

(12) 	Stamp Duty Law 6 of 1979; and
 

(13) 	Judicial Power Law 28 of 1979; and
 

(14) 	Commercial Court Law 40 of 1976; and
 

(15) 	Commercial and Civil Litigation Law 42 of 1981; and
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(16) Arbitration Law 33 of 1981; and
 
(17) All banking 
and exchange control 
laws, decrees and


regulations.
 

Article i00 
-
 Issuance of Executive Regulations
 
The Minister shall 
issue 
the Executive Regulations required 
to
implement this Law within ninety (90) days of its promulgation.
Any failure to do so, however, shall not delay the effective date
of this Law, and the Responsible Authorities shall implement it
upon its effective date to the extent possible in the absence of
such Executive Regulations.
 

Article 101 
- Responsibility for Implementation
 
The Prime Minister 
and 
the ministers

implementing the provisions of this Law. 

are responsible for
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