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EXECUTIVE SUMMARY 

In late 1989, a dozen years after accepting the need for a more market directed 
economy, Sri Lanka completed its first successful sale of a public company. In the five 
years since thai event, over forty additional sales of companies have taken place, along 
with greater private sector involvement in bus transportation, tea plantations and some 
other, less extensive, government activities 

This assessment explores the legacy of those five years, as seen through the eyes of 
those involved in the privatization process, and as demonstrated in the performance of 
the privatized ccmrpanies Itexamines the impact of privatization on specific elements of 
tire econorry, including that o,government fiscal accounts, on employment, productivity 
and investment in the firms or, the emerging stock rmarket, on shares gifted to 
employees, arid a range of related economic activities It does not attempt to evaluate 
tire performance of particular participants in the process 

Marny factors influenced the Sri Lankan government to move ahead with privatization. 
including tire belief that state ovnred enterprises would function more efficiently in the 
private sector To a large extent this belief has been justified by the improved 
productivity and customer service orientation of the majority of privatized firms Another 
major driving force behind the sale of government enterprises was the desire to curtail 
burgeoning domestic debt arising foni large fiscal deficits However, privatization has 
had little impact on reducing the deficit Peak government receipts from sales, which 
were bunched into a few quarters, amounted to inotmuch than one/tenth of themore 
prevailing deficit of approximately ten percent of Gross Domestic Product Likewise, the 
government saved little by way of payments to the firms, the firms marked for sale had 
received alnrcst rio recent capital or current transfers While many of these firms are 
now paying more to the government in taxes, the net new inflow so far is relatively 
small. The Govern nent did gain some added potential revenue from shares retained in 
privatized firms While ;irnited scale privatization has had equally limited real budget 
impact, it has given the government valuable experience in the process, and increased 
the likelihood that larger scale privatization efforts will be successful. 



Since the firms studied have operated as private ventures for only short period,a 
conclusions as to their performance are necessarily tentative. As far as possible, time 
series were constructed for the period 1989 to 1994, based on the data provided by the 
firms, augmented by in-depth interviews Most privatized firms exhibit a familiar pattern: 
investrment increased, more attention to and customernarketino service, management 
strengthened (especially mid-level) and profitability on the upswing Labor productivity 
generally increased, but this ritay largely reflect the decreased employment 
accompanying niany of the privatizations. despite government measures to minimize 
this effect Collectively the privatized firms performed somewhat disappointingly on 
productivity (gains were about equal to industry averages). Some additional time may 
be required as reorganizations are effected, new investment comes on line, and residual 
government covenants on employment expire (many firms agreed to no redundancies 
for two years) Future monitoring of productivity trends and re!ated series should be a 
priority interest 

Tile biggest payoff came from tha interaction of privatization with the rapidly developing 
Colombo financial community, especiaily the share market Each boosted the other. 
New listings attracted foreign investors and generally fueled strong advances in trading 
and prices Sales of government owned enterprises helped raise funds directly, and 
strengthened the market generally by honoring an often stated commitment to a more 
market driven economy. The endurance of this privatization push is now being tested 
by a severe decline in the market. To be successful, future privatizations will need to 
regain the positive interaction that prevailed in 1992-93, when the stock market figured 

prominently in the process. 

Lessons learned, and recommendations for future USAID involvement, are included in 
the finai sections of the assessment. Overall, they underscore the depth of influence 
from a long history of pervasive government ownership and control. In the period 
studied, priva!:zation proceeded slowly and was poorly integrated into the economy. As 
a result, the new government is looking for additional avenues to accelerate 
privatization, both to raise firms performance and to ease the still economically 

deadening fiscal deficit. The recent formation of the Public Enterprise Reform 



Commission (.ERC) is a welLome positive sign that the new government recognizes the 
economic benefits of proceeding with a privatization program 

Gc:d candidates for future privatization efforts are private - public partnerships for 
building infrastructure, partial privatization of large public enterpises like Telecom, and 
outright sale of selected public companies, including Air Lanka. How quickly these 
privatization goals can be accomplished, how far the Sri Lankan electorate is willing to 
go, and when major sectors of the econromy, energy, transportation, food, distribution, 
and banking, will move from public to private direction is impossible to say. One 
message of the evaluation is that these changes are likely to corne slowly. 
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1. INTRODUCTION 

Backgriund
 

The initial history of privatization in Sri Lanka has been documented in a number of 
published accounts' and need not be reviewed extensively here. To understand the 
assessment however, it is mportant to set the present context of privatization, as 
gleaned from the interviews, and to place in perspective events occurring since tile 
release of earlier accoLJnts. 

Sri Lankan pivatization is embedded in the economic liberalization that began in 1977 
and continues today To some the resulting transformation of the economy from inward 
looking central control to more market directed economic activity has been rapid and 
nearly complete, to others it has been a long slow transition, one struggling to keep pace
with changes in the world outside Sri Lanka Divergent views on what privatization has 
accomplished, and what lies al'ead, often reflect the respondent's perspective of the 
overall liberalization process 

Whatever one's views, it is clear that Phase one (1977-1989) brought a recognition of the 
need for market based direction of economic activity, but no successful sales of public
enterprises Phase two (1989-1994) produced sales of forty-two companies, mostly
small and medium sized enterprises. This period, so unlike the twelve years under 
economic liberalization that preceded it, now appears to be nearing its end It may differ 
markedly from the periods that lie immediately ahead, based on the observations of 
those most involved in the privatization process As the assessment will bring out, 
opinions differ widely on what was accomplished by phase two and Alhat this 
privatization implies for the future 

Assessment Scope and Guidelines 

This assessment was prepared at the request of the United States Agency for 
International Development (USAID) to assist them in understanding the basic features 
and results of recent privatization efforts in Sri Lanka. Its purpose is to ascertain 
privatization's imPact on various elements within the economy, with an eye to identifying 
lessons learned 

The assessment, admittedly, is premature. There is a paucity of available post
privatization data, and most newly privatized firms haven't had time to break away from 
old ways sufficiently to establish their performance potential. However, to understand 

Jayawardene, A S (1993), Kelegama, Saman (1994) Kelegama, Saman (1993) 

2 Appendix I contains the relevant parts of thie scope of work including purpose, general
background, USAID's support for privatization in Sri Lanka, and specific issues for study. In 
general, most back up documents are included in the Appendix along with data and tables not 
incorporated inthe main text 



economic events as they unfold today, and to improve assistance when it is requested 
tomorrow, many of USAID's questions must be answered now. Recognizing the 
limitations of such an early evaluation, USAID worked closely with the investigators to 
define what could, and could not, be done within the limited resources available The 
following guidelines were established 

" assessment to focus on economic impact - a privatization project evaluation was 
done in 1991, as part of the interim evaluation of the mission's Private Sector 
Policy Support (PSPS) project 

* 	 assessment based on sales of public enterprises - not limited privatization of 
government furctions 

* 	 plantations and bus transportation excluded 

* 	 use of extensive qualitative data (interviews) to provide broad coverage of diverse 
economic impacts 

* 	 latest data or estimates to be obtained from firms where possible 

* 	 quantitative data mostly in time series format to facilitate easy updating and 
monitoring 

Qualitative Data 

The interviews took place in the final quarter of 1994, a period of election, political unrest,
and much public rhetoric over privatization issues Despite the potential difficulty, tre 
team to ,.,ell more andwas able obtain structured interviews with than 60 firms 
individuals closely involved in privatization over the past five years and, in some cases, 
with individuals involved in earlier years l Cooperation excellent and responseswas 
candid 

The interviews quickly established that there was limited agreement among the 
participants to the process, and those affected by it, on the objectives of privatization.
Likewise, there were wide differences in views of the government's role in the Sri Lankan 
economy General knowledge of privatization seemed limited, only a handful of key
business people, scholars, and policy makers with long standing involverment in 
privatization were familiar with tire overall program Consequently, views expressed
often reflected a fairly narrow perspective, and many interviewed commented that the 
government had provided too little information on such factors as the selection of firms to 
be privatized, method of sale, the valuation of enterprises and similar questions.
Charges of lack of trarsparency, or even fraud and crony capitalism, fignred prominently
in the criticism of some interviewees, as it did in the election campaign. In contrast, a 
majority of those interviewed, recognized that mistakes had been made, but felt that 
most of the privatization had been done about as well as possible under difficult 

See attacF.inent 2 for inierview list 
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circumstances Several senior figures in relatively politically neutral positions recalled 
the difficult days of tile early privatization, and the doubts of many that any sales could 
be successfully completed under such circumstances. The choices of enterprises for 
privatization, they felt, were determined largely on pragmatic grounds that necessarily
included profit making firns, or those holding strong promise of quick turn around. 

Quantitative Data 

Starting with United Motors in 1989, forty two companies (excluding plantations and bus 
tran-portation) were privatized between the period December 1989 and June 1994. A 
listing of privatized enterprises in Sri Lanka is set out in attachment 3 Attachment 4 
gives tile sectoral analysis of the privatized companies and shareholding patterns after 
privatization Thirty one of the firms had post privatization data for at least nine months. 
The analysis included 27 of these firms which is over 80% of the firms privatized to June 
30, 1994 and represents 86% of employment in that category of companies. More 
details of the number of firms for which complete data was obtainable for time series 
analysis for key indicators is set out in attachment 5 This data was obtained from the 
companies, sLIpplenmented by data fhom annual reports of companies Estimates were 
required to adjust for sutch changes as shifts in accounting periods and other data gaps. 

Since privatization took place throughout the period, the data must be interpreted with 
caution in this regard This iss,!e is addressed in a variety of ways in the body of the 
report, as individual tables and charts are presented Most data is indexed based on 
aggregate totals for the indUstry or other subgroup, with an accompanying series that 
measLures diffusion4 . In this way, the indices permit some conclusions to be drawn about 
the firms across the size spectrum. For those interested in further detail, individual firm 
indices are provided inatthchment 5 These time series can be updated easily and 
integrated into aggregate series as more data becomes available, or new comparisons 
are demanded 

Methodology 

All interviews were conducted by the authors based on questions prepared in advance­
answers were collated to ensule that reported impressions were properly descriptive of 
the range of responses Stucient assistants were utilized to record comments of retailers 
and traders in products of privatized firms, since this method was cost effective and 
probably less biased than formal questioning. 

Where possible, data was indexed to permit easy presentation and to facilitate creation 
of composite indices of diverse variables, Data series generally extend from 1988 
through 1994 to provide a perspective on performance befcre and after privatization. 

4 Percent of series components rising 
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2. IMPACT OF PRIVATIZATION 

The assessment is structured to answer fairly directly, the questions raised in the scope
of work; i.e., to describe the effects of privatization on various elements of the economy.
While this approach is straightforward, it does not result in an arbitrary crouping of impact
discussions. Most privatization effects spread through the economy and ultimately
impact all its segments interaction is the norm It is hoped that the collective impact 
stands out more clearly as the sectors are addressed. 

.i IMPACT ON GOVERNMENT 

Although 1987/88 decision to move ahead with sale of public enterprises resulted from 
many forces, much of the push came from a desire to brighten the government's bleak 
fiscal picture. From the onset of economic liberalization in 1977 until the fist privatization
in 1989, the government deficit averaged more than eleven percent of GDP. Donors and 
international competition had pressured the government to reduce taxes from export 
crops - a traditionally strong source of revenue - while demands for additional spending
marched ever upwards Since new tax sources were hard to find, one answer seemed to 
lie in raising the efficiency of government enterprises and/or sale of government assets 
deemed not critical to fulfilling the government's economic role That isnot to say there 
were not other goals; many interviewed felt that government leadership of the time 
wanted to encourage the development of an entrepreneurial middle class, and to 
promote broader stock ownership is a means to eventually achieving a more nearly
equal distribution of wealth. Fortunately, tihe need for fiscal medication was not 
inconsistent with achieving the other goals, and privatization moved to its more active 
phase in 1989. Opposition to privatization - eventually to be named peoplisalion - was 
limited mainly to those who were opposed to any sale of public assets and those workers 
who felt they would be adversely affected by loss of a government job. The government
succeeded in overriding the opposition in part by offering the workforce shares, and by 
selling enterp;ises at discounted prices. 

The choice of assets to be sold flowed naturally from the needs of the time; the ideal 
candidate firm was not involved in a core economic activity, produced little revenue 
(perhaps even requiring government transfers), and possecsed good upside potential
given an infusion of capital and technology from the new private sector owner. 
Unfortunately, tihe major public sector recipients of public funds transfers didn't fit this 
mold. The largest current transfers in the three periods ending 1989, went to the Sri 
Lanka Central Transport Board, tihe Road Development Authority, the Co-operative
Wholesale Establishment and the Ceylon Electricity Board. More than one third of the 
much larger capital transfers went to the Mahawoli Authc-ity, which received capital
!ransfers far in excess of all current transfers during the thr e year period. Other major
capital transfer recipier,,s were Air Lanka, Airports and Aviation Services, the National 
Water Supply and Drainage Board and the National t-lol,;ng Authority. 

In contrast, those public sector companies that were chosen for privatization were 
receiving very few public transfers. The last listed transfer to Government Owned 

4
 



Business Undertakings, a group including many of the privatized firms, was a 1985 
current transfer equal to about US$ six hundred thousand, and the last substantial 
transfers to this group of companies (abcut US$ five million) occurred in 1984. There 
were a few post 1985 transfers to other companies later privatized, but nothing
substantial in terms of the desired budget relief. While the data on transfers from the 
privatized corporations are more difficult to construct, comments and scattered data 
indicate that few incoming transfers were finding their way to the government, suggesting 
that little revenue was lost via privatization. 

The long run net fiscal impact of prvatization, of course, depends on a multitude of other 
factors that can be estimated only very generally at ihis point. One detailed estimate of 
the fiscal effects of privatization for which suitable data were available concluded that 
five of the six firms showed a net present value that was"unanibiguously positive" and 
the sixth would be positive if efficiency improved, as evidence suggested was the case. 
These estimates indicated that privatization of both profit and loss making firms 
produced positive fiscal benefits for the government ". They also lend support to a 
commonly expressed observation by those interviewed that most firms had become 
more efficient, and were now contributing revenues to the government. Reported tax 
revenue gains for the government are growing rapidly although much of it occurs as a 
result of the contribution of a few companies. The impact is discussed in detail later in 
this report. 

What, then, are the most significant effects of privatization on the government's fiscal 
operations so far? The dominant impact has been government's realization of proceeds
from the sale of the companies, in the immediate instance, and the increase in the value 
of government shares retained in companies riot yet fully privatized. Higher taxes paid,
although of lesser importance to date, are making an increasingly important contribution 
to government coffers. 

Two-thirds (approximately US$ 100 million) of total privatization receipts were realized in 
the period from the final quarter of 1991 through to the second quarter of 1992 (see
chart 1). The four largest privatizations took place in this period, those firms and their 
approximate US$ value were: Distilleries Co. US$ 35 million, Asian Hotels Corporation 
US$ 22 million, Lanka Ceramic US$ 18 million and Kelani Tyres US$ 9 million. In the 
peak year - 1992 - privatization receipts were US$ 91 million (Rs 4.1 billion), an amount 
equal to about one percent of Gross Domestic Product. 

5 Kelegama (1994) 
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Interestingly, 1992 saw a decline of more than four percentage points in the fiscal deficit,
from 11.6 percent of GDP in 1991 to 7 3 percent of G/P in 1992. Unfortunately, much of 
this reduction was achieved via unsustainable cuts i/ government capital spending, and 
the deficit has again risen to an average of about Ipercent of GDP in 1993 and 1994. 
Given the spread of receipts over the 1991-94 fiscal years, and the lags in booking of 
actual receipts of some privatization proceeds, privatization receipts were not the major 
source of the swing in the deficit over the period 1991 through to 1994. 

The exact net impact on the deficit is difficult to estimate given the variety of costs 
incurred by the government for valuations, advertising, labor redundancies and so forth. 
Although some of these costs were borne by donors, especially USAID, it is impossible 
to say that such offsets represent net additions to donor programs. (USAID assistance 
for privatization in Sri Lanka is described in box) On balance, the deficit reduction impact
would appear to average about one-half of one percent for 1992 and 1993, and less 
than one-qUarter of one percent in 1991 and 1994. It seems reasonable to assume, for 
reasons discussed below, that the fiscal impact in 1995 will be a reduction in the deficit of 
similar magnitude, i.e., between one quarter and one half percent of GDP. 

Government receipts from privatization fell significantly in 1994, as privatization efforts 
were put on an election year hold However, the potential value of government owned 
shares in several privatized corporations has increased sharply since the dates of their 
privatization, despite the recent downturn in the Colombo share market. The 1994 year
end value of these shares, shown in attachment 6, exceeds Rs. 2.4 billion for companies
listed on the Colombo Stock Exchange; and shares in unlisted companies would add at 
least another Rs. 100 to 200 million. Collectively, these shares represent realizable 
funds roughly equivalent to actual receipts in the peak year of 1992. The portion of these 
funds that can be realized in 1995 depends very much on the decisions taken by the new 
government. 
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USAID aspistance for privatization in Sri Lanka 

USAID assislance for privatization in Sri Lanka was a component of the Private Sector Policy Support
(PSPS) ploject amrrourntirg to approximately $ 9 million in technical assistance, funding of the 
Commercialization Division of Public Enterlpises (COPED) in the Ministry of Finance and acttral Costs of 
divestiture. rhe project goals included privati;ing a total of 24 Slpoe Owned Enterprises (SOEs) and helping
the Govenmernt of Sri Lanka (G0SL) develop th institutional caponility to car y out privalization activities. 
AID and GS L signed the PSPS ngreerient ill July 1938 of which, Ihe frunds allocated to assist in the 
)1ivatization were rriart iva tilahl to 

" 	 Analyze piivaliatiot possibilities arid melliods 

" 	 Detray exprseo' irr: rrirdit Ihin prepaatiorl of curirpalleS for divestihrre Such exprerses include
 
inrirooc ne 
 t firarial ul rirdlts, legal cotls associated with corirpanry restictring. advertising of the 
pr htrc offrlingii a111d ing1(1lhe advice of stie hroker s (tholgh not for paying corimissions or other fees) 

StDefray post pliv iz7altici expenses Such expll,ses inchlode severance payments for redtundaitnt 
workers (only after successful divestitre of an SOE), management services to newly-divested firms 
and workr Iiainig pregrais for the rew company 

" Defray costs associated with piuhlic ertucation and pihlicity for the cornmission, office eiqipment and 
firrnihrire for the cormmiission and a vehicle for tlre proict 

As part of the ptroject, USAID enremd into a hrec year cintracl wili Finl and Yoinrg (L SA) to work direcly
with COPFD In identify app;opriate short lermn specialists (expaliales and locals) for the tasks, guide their 
work and rep it nr the rise of contract funds Some of tIhe iterris that rave teen funded by USAII) include 
preliminary sludies for foulr textile nills, registration of shares for United Motors, Ceylon Oxygen and 
Pligoda; legal fees for Ilotel Rutari and Ceylon Cold Stores: profiles of lire. rubber and Plywood comparnies
for the Ministiry of IInslties, suveying for Milco Laind, post privalization lechnical assistance for United 
Motors throuih tire IESC; and promotion and advertising for Urilert Motors, Ceylon Oxygen, Purgoda, Nylon 
6. Oils and Fals and I tunas Falls 

In her policy statement presented to the third Parliamernt of Sri Lanka on Jan. 6, 1995, 
President Kumnaratunga stated that ... "the Government will embark upon a major 
program of selective and carefully planned privaization of public sector enterprises in 
1995. This will include major ventures in the services sector especially il aviation, in 
transport, and in insurance. Divestiture of some industrial and trading activities such as 
sugar, paper, fertilizer, and milk will be completed shortly. Large Government shares in 
companies will be disposed of in the market". 

This direct policy pronouncement reinforces and gives dimension to an earlier statement 
that the private sector must be the engine of economic growth. While the ongoing list of 
companies selected for privatization has undergone periodic revisions, the Public Sector 
reforms proposed in the Budget speech in February 1995, listed in the Box is reasonable 
representative of the current list. 

7
 



Public Enterprise Refoms proposed In the 1995 Budget 

Ibe 90yeinent wmouced As p1o for iiatizaton of state enterp ises MVie prentaon of Viebusdgei for 1995 where Atwas piposOe Oial over Ps; 03 billion would be raised 0y~oupti the Pu~blic EnterpriseRefrm) Nogrrm APublic En~terprise form Commisin will be entrujsted wi Ohe asR of initiating and
coordting srtegic alliance between Vie public #secorenteiprises and private sector ivstors and
facilate 90verneel dedsimn in Cooperation withi relevant government agencies, The rommsrlon wilt
con~sider 61verse methods of feform wth a Yeew lo mximizlrng the benefits of the country wwbd woold 

" thesale of $easeof goverment propesly/assets, Partially or wholly
" the sale o 9,oyernmet4al re Ancompanie, partially or wfoly
" opening ite public sectorto priate setor participaion and copetition

*parwlsileteen public aodlx te 'd b Vi salef apolionothe shares of pubic 

iodueyaaaaSgrld
" 	 manageme4r (echnkal expedise ofsM rketiq agreemens wthe privatesector 
" direct private sector ivoyesymens in areas such as lnotastriature 

The imediate tasksof theCommssion during 1995 will be as follows: 
,OpfNaing vp goyemnen rndnooes go fair competition 
• e rA~ M~o	 //a2.Coux pleie the Oult 	 4Lt

nutries reforms infespect of 
* ,ariath Fafwli-er Entwrps 

* evnalala Sugar an Sl iven d 
* Co~ombv' Qwrnerral (Tea) Co Ltd 

* 	 La anka ld 
*State Trading (Textiles ),,Corporation Ltd 

54SLanka Rubbej'manufacturing Co. Ltd
 
WkMladustres oLanka Ltd (Mlco)
 
P0 0a,ePar CoLd
 

. Sale Ceylon Coporation td3.Slfall or part ofGoveirn'nent shares inYarious cornparies
* Capital Devetopment sod Investment Company
* fatinal Development Banik 
* Lanka Ceramic td' 
* eylon lass Company Ltd
 
*Pelwalle Sugqar Co U
 
* Subsidiaries of Sri Lanka Insurance Corporation (Commnercial Bank of Ceylon, Robinson Club)

*Ceylo'n flotelsi Corporation


* 	 Lanka Phosphates LUd 
, daladariHotels
 
lBoggla Grapbie (Lanka) Ltd
 

SaleUase of Government land and properies

5. Strategic alliances in the public Uttliies/lnfastructurelSeyices sector 

Su Lanka TJecom Ltd
* 	 Ceylon EJectricity Board
• 	Ab'LankaWU 

Sd Lanka Insurance Corporation 
* 	 Ceylon Shipping Coiporaton
* 	 Ceylon Petroleum Corporation 

CCeylon Goyernment Railways
* 	 Galle Harbor Development 
* 	 Colombo t atunayake Highway 
* 	 Colombo Matara lighway ,
0, Management of state secto plantations wbere the government is considering a proposal to broad base 
the ownerWp by offedn9 a s are to the management 
7,any other public enterprises referred to the commission 

Many of the smaller manufacturing and service firms included in the list are in various 
stages of the prvatization process; several sales are likely in 1995, especially in view of 
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the President's remarks Revenues from these sales, however, will be small, especially
in comparison to potential revenues from sales of government shares in already
privatized firms lhe amounts, tining and mechanics of such sales are difficult to predict
in view of tho governments cornitrment to ellinq shares in large public corporations 
not yet privatized, such as S , ; Lanka Telecommurnications 

Over the past six months there has been a steady withdrawal of foreign investors in the
Colombo market To sell lar e r- iiJrks of shares at favorable prices, this trend must 
reverse 

Most mackset prc:-a-t. mter-ewed1 prior to the new governnents most recent policy 
statements felt that privatization - and stock mrket activity would be stalled in 1995-

Their expectations may have been 
 buo d sornewliat by the President's remarks, but 
file outlook rermains cloudy and will continue to be so for the immediate future. Under 
these conditions, !1 s-erns likely that 1995 wii see government receipts from 
privatization greater , n the depressed levels of 1994, but still well short of amoun-ts 
required to luwer the deficit significantly 

One aspect of f.revious prrabization sales that troubled several interviewees was the use 
of privatization receipts to finance current expenditures Although most government
receipts are fungible, making it difficult to determine uses of specific funds, there has 
been an absence of a government commitment to resist new spending based on sales 
of assets In faci, on several occasions tie previous government said that it was 
engaging in new spending based on privatization receipts Criticism of these past
practices was faced squarely by President Kuniaratunga when sh slated that "The 
significant re. -riues raised by privatization will be used primarily to retire public debt" 
1his corrrmtmerit is especially encouraging in view of tie persistent rise in debt 
repayment as a percern of total government expenditures (The recent budget however 
shows that a large portion of the sizeable receipts expected from privatization will not be 
used for debt repaynent 

Initially, the assessment hoped to document the nor-financia! impact of privatization on 
government operations After considerable probing, it became evident that little or no 
positive impact riccurred, in terms cf freeing poicy makers time for more important
activities Given the considerable time prvatization activities require a' all ,evels of 
government, it is unlikely that any privatization dividends of this nature will appear, 
except in the very long run 



2.2 IMPACT ON THE ECONOMY 

The direct effects of privatization were relatively minor in terms of overall employment, 
productivity and investment. 

Employment 

Over the ye2rs, the government looked upon many of the state enterprises as a 
convenient way of easing the problem of unemployment in the ecnnomy Consequently,
they were heavily over-staffed, with many of the workers being appointed on their 
politica! affiliations and access to politicians The government implemented redurdancy
programs in the organizations prior to the privatization as in the Leather Products 
Corporation However, this strategy was not followed in all the privatizations, and the 
companies had to rationa!ize staff through voluntary retiremen! schemes since many had 
to enter into an understanding to avoid redundancies for a period of 2 ycars. 

Employment in the group of 25 companies for which full yeary data was available 
dropped from 29,536 it, 25.222 persons in 1994.1988 to a decrease of 15% Thirteen 
(or 52%) of the companies, had increased ,, number of persons employed. The 
aggregate employment levels in the sectors of the economy in which privatized
companies operate has been compared with the levels of employment in the privatized 
companies in chart 2 

Employment - Selected Sectors Emplr yment - 25 PrIvatlsed 
Companies 
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Source- Company data. Labour force survey 
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The diffusion index on chart 3 shows the percentage of companies increasing 
employme-t over the previous year. 
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Overall, the number of persons employed in 42 privatized companies amounted to thirty 
thousand persons which is less tihan 1% of the non-agricultural work force. In national 
terms, privatization had little impact on employment levels. Index data is shown on 
attachment 5 1 

Productivity 

Productivity was measured using an output measure that was calculated by deflating 
turnover by the wholesale price index This method produced data fron, 19 companies.
The deflate turnover was divided by the number of employees in the company tn 
measure productivity5

. The productivity data was irdexed and compared with a national 
productivity index calculated using aggregate output and employment in the industry 
sectors in which the privatized comparies operater The productivity of privatized 
companies increased at around aggregate sectoral productivity levels for the period 1992 
an' 1993 and showed an improved performance in 1994. (see chart 4). It toot- early to 
draw any definitive conclusions on the overall improvement in productivity in these 
companies Fifteen, or over three quarters, of the companies sampled, had increased 
productivity over the period The index data is shown on attachment 5.2. 

As vo:ume output data was available only for 9 of the companies, it was not possible to get a 
representative productivity measure using volume output per worker 
"National data for employment was available only from 1990 and therefore, aggregate productivity
data is available only from that poi'nt 
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The percentage of companies with improved productivity over the previous year are 
shown in the diffusion index 
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Investme n t .. ._.._.Difusi n_ 

While direct investment in privatized companies has increased over the period 1988 to
1994, enabling the companies to develop, the magnitude of this increased investment 
(around Rs 900 mn per annum by 1994) has been too small to have any significant
impact on the overall investment levels in the economy with a Gross Domestic Capital
Formation of Rs 128 billion (1993). Dala was available for 25 companies. Details of
indexed values are provided on attachment 5.3 The percentage of companies with
increased investment over the previous year is shown in the diffusion index. 
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The major impact on investment attributable to the privatization process is in the extent to 
which it enabled the rapid development of the stock market and increased the 
attractiveness of Sri Lanka as a place for investment. This has come about by the 
increased availability of shares due to the privatization and by drawing the attention of 
foreign investors to investment opportunities in Sri Lanka The development of the stock 
market has in turn resulted in assisting the privatization process through the marketing 
channels that have been created as well as by serving as a mechanism for conducting 
the divestiture 

One of the principal drawbacks of investing in the Colombo Stock market is that it is thin,
which means that the volume of trading is low as is the availability of stock, The 
privatizations increased the depth of the market, as seen by the liquidity that it generated
amounting to a third of the transactions in the stock exchange. It also improved the 
breadth of the market as seen by the market capitalization of privatized enterprises which 
amount to a sixth of the total market 
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Company Market CaP % % of Total Traded 

National Development bank 4.91 1.38 
United Motors 0.34 1.13 
Pugoda 0.21 0.73 
CeV'on Oxygen 0.42 0.16 
Lanka Milkfoods 0.5 3.32 
Asian Hotels 2.84 1.95 
Kelsnl Tyres 1.01 3.21 
Veylex 0.38 0.24 
Hunas Falls 0.1 0.27 
Lanka Ceramic 2.01 3.13 
Sathosa Motors 0.14 0.16 
Sogala Graphite 0.08 1.32 
trans Asia 0.7 2.42 
People's Merchant Bank 0.28 0.2 
Hotel services 0.24 0.57 
Distilleries 1.92 12.31 

Total 16.18 32.5 

Source Colombo Stock Exchange 

The funds that International investment funds typically have to invest in small emerging 
markets such as Sri Lanka are relatively large when compared to the value o. 
transactions in the market. As many of the quoted companies in Sri Lanka are closely
held, turnover of shares in these companies tend to be low and brokers are hard pressed 
to find shares in the quantities that fo-eign investors consider efficient to purchase at a 
given tinie Shares in privatized companies being made available to the public has 
alleviated this problem, resulting in increased foreign interest in tne Sri Lanka stock 
market 

It is generally believed that privatized ventures are usually sold at a heavy discount at the 
initial public issue of shares ]his has been the experience in many developed and 
developing countries The need for a heavy discount on price arises from the need to 
attract a large value of investment over a relatively short period of time as these 
enterprises are often relatively large. International investment funds are therefore 
attracted to markets where state divestiture of enterprises takes place. These investors, 
once attracted to a country for investment in newly privatized ventures often establish a 
presence through investing in a portfolio, creating an opportunity for other companies to 
raise capital through the stock market through initi-l public offerings as well as through
rights issues. Foreign activity in the stock market in 1994, accounted for nearly half the 
value of all transactions 
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Foreign activity as a %of Total Value Traded 
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Source Colombo Stock Exchange 

The government policy of selling off a minority interest (usually 30% ) of several of the 
privatized institutions throug~i the process of listing on the Co,onibo Stock Exchange
created an increased public awareness and demand for scrip, resulting in increasing
share ownership among the public. This process was further assisted by the fact that 
many of these issues were issued at a discount for reasons given earlier and by the 
policy on allocation of shares where a proportion of the issue was reserved for small 
applications. The public issue of shares in the privatizeo National Development Bank 
attracted much foreign interest and thereby signaled the start of an upward trend in the 
Colombo Stock market which lasted for almost a year. (see box ) 

The cumulative impact of the privatizations and other policy initiatives of the government
resulted in the market prices of equities to rise dramatically, making the Colombo stock 
market one of the best performing stock markets in the world in 1993. 

An interesting example is that of a group of Hong Kong based investors who came into 
Sri Lanka initially to buy shares on the stock market and then bid for a stake in Asian 
Hotels on privatization. The group has now invested in a Merchant Banking operation,
Asia Capital and moved onto several direct investments in unlisted companies. 
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At what price? - The NDB experience 

The "right price" at which shares in public enterprises should be sold has been the subject of much 
discussion. National Development Rank's (NDR) experience in pricing a public issue of shares anis 

example of how a price for a share was oeternined
 

lie governmernt was offering 30P of th holding in NDR to Ihe public thr 2'gh the stock exchange Ihe 
offer price had to be deterrmined by the governrnent Expnrieniced internati ral firmis of valuers were called
in The National Development fank of Singapore was called in to vatr~e the siares in September 1991 as 
Ihe ptilic issue was expected ti take effect in 1992 The reconirnended price was Rs 35/- per share
July 1992, Frns & Young. after looking at the most recent financial results. recorniiended that the shire be 
prkted at Rs 50/- per shl-e When, the issue was finally put on the rrarkel in February 1993 at Rs 50/- per
shie, nnany broking houses advised their clients riot to buy the shares as they were considered too 
expensive Despite this. the issue was a success, being oversubscribed twice over I lowever, institutional 
investors were to of NDB NDB'sslow recogri7e the potential share price increased rapidly over the 
following year as investors recognized the growth potential of the company and the general favorable 
investment climale in the economy 

It is the market thal dteterminies Ihe 'right price" rhe remaining shareholing of tIre government, a 15% 
share can now he sold at rriankel price 

Taxes paid to government oy NDB 

nso 
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Price 

The chart 9 below shows that the prices charged by the 15 privatized companies for 
which data is available increased faster than the general price level. The impact of these 
price increases on the general price level was marginal as the turnover in privatized 
companies represents less that 0.001% of total turnover in the economy. 
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Attachment 5.4 contains the detailed price indexes. Chart 10 shows the percentage of 
companies with increased prices over the previous year 
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Taxation 

'F;scal levies contributed by 23 of the companies increased faster than the increase in 
total revenues of the government during the period. Over the period, 83% firms in the
sample increased their tax payments to the government, increasing the total collections
from the privatized companies from Rs 2,910 mn in 1988 to Rs 6,422, mn in 1994. The 
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details of tax paid indexes are in attachment 5.5. The percentage of companies with 
increase in tax payments over the previous yea is shown in the diffusion index. 
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Industry structure 

The impact on industry structures due to privatization has been mainly in the area of 
financial services and the hotel industry seciors. However, in other areas, competition
increased after piivatization such as in the ceramics sector, tires, motor companies and 
distilleries, streamlining operations and improving service levels as the firms become 
more market oriented. With time, some companies which were monopolies have had to 
face competition after privatization as with Ceylon Oxygen and Ceylon Agro Industries. 

lhe impact on financial markets did not result primarily from the privatization of financial 
enterprises but the impact that the program had on the development of the stock market 
and the consequent development and expansion of the financial services industry. 

The financial sector privatizations were: Acland Insurance Services (a small insurance 
company), National Development Bank (one of the two development finance institutions 
in the country) and People's Merchant Bank, (the merchant banking arm of People's
Bank, a state owned bank). These divestitures did not have a dominant impact on the 
industry, as they accounted for a relatively small part of the total financial services 
industry. 

The privatization program was one of the series of policy reforms that transformed the 
financial services industry through the generation of demand for new financial services, 
and thereby improved access to capital. The program contributed significantly to the 
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emergence of new financial intermediaries such as stock brokers, merchant banks and 
venture capital companies, while established financial institutions have developed new 
products to suit the needs of the market. 

On more than one occasion, domestlc entrepreneurs successfully bid for assets of the 
privatized companies but subsequently had difficulties in raising the necessary funds,
due to many factors, including the size of the undertakings on offer, and regulatory
constraints faced by the existing financial intermediaries, At the same time, the 
privatization of enterprises that were dc ninant in their industries and the resultant de­
regulation threw Lip new opportunities for the expansion and development of these 
companies and for the entry of competing firms, creating new opportunities for the 
financial services industry. (Nanayakkara, 1993) 

Specific financial services which developed as a result of the privatizations were: the 
valuation of business, financi'l structuring of the acquisition, mobilization of funding,
legal and secretarial services and handling public issues. Developments are also seen 
in methods for structuring finances, such as in the leveraged buy out of Kelani Tyres,
Veyangoda Textile Mills arid Puttalarn Cement Company (see box) and the development 
of the use of debentures as a source of financing 

Puttalam Cement Company- a leveraged buy out 

A leveraged buy out occurs when borrowings against the assets of a target company is used to purchase
fhe company. This strategy creates a highly leverag3d capital structure with a heavy interest cost. This
mechanism is used when a restructuring of operations will generate large cash flows inthe future which can 
then be used to retire debt 

The leveraged buy-out of PuLttalam Cenrit Company Ltd has caused much controversy as the question of 
the legality of a leveraged buy out under the present company law in Sri Lanka has been questioned. This 
issue has now been settled through a redefinition of the Balance Sheet. 

February 9,1993: the government of Sri Lanka called for offers for the purchase of a 90% stake in the share 
holding of Pultalam Cement Company Ltd (PCCL),which manufaclures cement. 

September 20, 1994 the offer of US$ 41.1 million made by Tawakkal Group of Companies of Pakistan was 
accepted. 

January 5, 1994: The purchase consideration wns paid, financed partly by a direct payment of Rs 1,128
million by a consortium of local and inrr ational investors arid partly through the issue of debentures by the 

Ire st-ck exchange and issue new shares to obtain the fund-, for the program of modernization. 

company as follows: 
Rs mn % The attractive earnings potential of the company 

Equity 1123 56 in the hands of private sector management who 
Debentures 
Convertible debentures 

600 
300 900 44 

intended to modernize and expand the plant
resulted in a successful mobilization of the 

2020 funds. The company intends to get a listing on 
It is also 

expected that the deberitures would eventually be quoted on the market, reflecting the price of the
underlying shares. 

The straight debentures holders were guaranteed an interest rate of 21% while the convertible debentures 
carried an interest rate of 15% and would be convertible to 2 ordinary shares at a future date. The local
investors took up the redeemable debentures while part of the convertible debentures were placed
internationally. The redeemable debentures were secured by aprimary mortgage of the assets of PCCL. 
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The expansion and sophistication of the stock market and related services was a direct
result of the privatization process. As a result of the increased volumes traded and 
foreign investment in the market, new stock brokerages have started up in technical 
collaboration with regional broking houses such as Jardine Fleming and Smith New 
Court. These operations in turn have resulted in greater publicity to attract buyers for 
privatized companies through their international marketing networks. In addition, the 
collaboration with the regional broking firms has improved the quality of the research and 
evaluation in ihe local market. 

The three five star hotels owned hy the government, Hotel Lanka Oberoi, Ramada 
Renaissance arid Hotel Ceylon Intercontinental were privatized under the company 
names of Asian Hotels, Trans Asia and Hotel Services. As these hotels had been given
out to 3 different hotel management companies to operate, there was a severe price war 
resulting in negative returns. A group of foreign investors successfully bid for a stake in 
all three hotels and have now set a new strategic direction for the hotel industry.
Although the same management contractors are rLinning the hotels, the new owners are 
upgrading the hotels through a major refurbishinq program, a policy of not competing on 
price within the group has reduced competition wthin the hotel group, but increased their 
ability to compete with the leading five star Colombo Hotel. Privatization has 
consolidated this industry and increased profitability of the companies although at a price 
to the consumer. 

Competition and regulation 

In 1987, the Fair Trading Commission Act 1was set up to control monopolies, mergers
and restrictive business practices and continue with price surveillance. At our interview 
with the Fair Trading Commission (FTC) they emphasized their role in encouraging
competition rather than regulation. However, the lack of adequate resources in the form 
of funding to employ and retain qualified staff poses a very real constraint on their 
activities. As a result, it is conceivable that they are not in a position to effectively deal 
with anti competitive practices that may arise. A report presented to the Industrialization 
Commission of Sri Lanka on Competition Policy proposes the transformation of the FTC
into a Presidentially appointed National Competition Council (NCC) that would make 
competitiveness and enhancement of competition the central foci of development policy
and have the politica! clout to promote it. The report also cites the necessity to endow 
this organization with the necessary resources to carry out its mandate. 

Many concerns have been raised about converting public monopolies into private
monopolies without adequate regulation. So far, the signs are that with time, the market 
appears to be solving the issue as competitors emerge. In fact some are of the opinion
that the government relinquishing the monopoly status on industries encourages
competition. Ceylon Oxygen, which was a monopoly producer of industrial gases,
already has one competitor in operation and another possible competitor about to start 
operations. Ceylon Oxygen is now feeling the constraints of the limited possibility of
raising prices while still carrying the unnecessarily large overhead expense which is a
legacy of state ownership There were also concerns that Ceylon Agro Industries had a 
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monopoly over animal feed. There appears to be competition emerging in this area as 
well. Competitors have made complaints to the Fair Trading Commission against these 
two privatized companies and the cases are being investigated. Distilleries Company of 
Sri Lanka Ltd controls 80% of the market share of locally produced liquor products.
After privatization a large number of bottlers have been issued licenses to manufacture 
liquor, but significant competition is yet to emerge. 

Most domestic industry in Sri Lanka requires a degree of tariff protection to remain 
competitive. Privatized companies are no exception. Specifically, the textile companies,
Kelani Tyres and Ceylon Oxygen would not be able to be profitable if not for the tariff 
protection they enjoy At the same time, Kelani Tyres and the textile companies have 
strong competition from imported products. Management of these companien allege
these products are often brought in without paying the full tariff on the item, either 
through under-invoicing or by smuggling. The management of these companies,
however, are aware of the necessity to become more competitive and are exploring 
export opportunities. 

Some companies continue to be dependent on government purchasing, as at Leather 
Products Corporation, (the primary supplier of boots tn tilemilitary) that had special
anangements for 3 years after privatization. United Motors also continues to supply 
spares to vehicles that were sold to the government in previous years, thus having an 
assured customer. While privatization must result in a competitive market, and 
continuing preference to certain entities is not warranted, it is likely that with time these 
aberrations will be ironed out. 
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2.3 IMPACT ON FIRMS 

Privatization has eniabled the firms to become more market oriented, arid encouraged 
them to inject necessary investment to upgrade operations and improve profitability. ,he 
access to technology provided by their new parents, along with professional 
management, is enabling many of tile compaies to move towards being internationally
competitive The principal problem treat the companies face is the change in culture and 
work attitudes that is 1 lingering legacy of state ownership 

Labor arid Employment 

Labor arid emfn)loyee relations reriain one of the problern areas iri privalized companies 
as the process of a cullture change to a results oriented environment is achieved through 
new working practices. prodUctivlty targets arid a more disciplined work environment. 
Ihe experiernrces of several organizations including Veyangoda Textile Mills, (see box)
Satlhosa Motors arid IvertI btel Buhari where the employee trade union became the new 
owler is Ili;) chat) 3ig Wor ker titudes ard developing a new work ethic is a slow and 
diffiCill process 

A new work ethic for Ve-yango-da Textile Mills. 
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The over staffing of the companies posed a big problem to the management of the 
privatized ventures Most of the companies entered into an agreement whereby no 
redundancies were to be made for 2 years after privatization, which prevented a number 
of companies from reducing the staff to desired levels Some of the companies 
implemented selective voluntary rlclirernent schemes with a very attractive redundancy 
package (see box) as (lid Distilleries Company of Sri Lanka, United Motors, Ceylon Agro 
Industries, Ceylon Ieather Products and Ceylon Oxygen Voluntary retrenchment has its 
problems because it is the ablest of the employees that usually are in the best position to 
take advantage of the offer as was experienced in the Leather Corporation and 
Veyangoda Textile Mills. Kelani Tyres overcame this problem by identifying the 
redundant positions first arid implementing the offer of voluntary retirement to any 
employees in the identified positions Some companies have adopted a strategy of 
absorbing the excess staff through systems of retraining with computerization. 

Motivating staff to increase productivity and quality standards is one of the most 
important challenges facing the privatized companies. This is being done through 
extensive training programs, introducing participatory work methods and incentive and 
bonus schemes as practiced by companies such as Lanka Ceramics, Kelani Tyres, 
Ceylon Oxygen and Veytex Many of the companies cited the fact that the elimination of 
political interference in the running of the company has resulted in improved motivation 
as well as skill levels. "he most significant change in recruitment has been that ability 
has replaced political affiliations as the criteria However, some vestige of the old system 
remains 

Efficiency 

Efficiency increases the productivity of companies by reducing the resources consumed 
per unit of output. Privatized companies improved productivity in many different ways. 
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Reduction of excess employees and the reduction of absenteeism was one of the 
principal methods used to increase efficiency. Incentivising production as a method of 
motivating staff was also practiced with much success at Lanka Ceramics and Kelani 
Tyres. Improved work methods through retraining was used extensively at Lanka 
Ceramics which is estimated to ha,', increased productivity by nearly 10%. Hunas Falls 
Hotels used the peiiod during which the refurbishment was being done to place staff at 
other hotels in the group for training, while Ceylon Oxygen engaged in extensive training
with the objective of reaching international levels of competence. 

The elimination of waste and fraud contributed considerab!y to efficiency gains in the first 
y-ar of privatization in some of the companies as was experienced by Ceylon Oxygen
where purchasing procedures were streamlined to reduce input costs and Distilleries 
where large scale pilferage of spirits for sale to illicit markets was prevalent (Annual 
Report 1994) 
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Better utilization of assets was accomplished in many ways such as the use of excess 
land by Asian Hotels, which expanded into construction of apartment blocks. Ceylon 
Oxygen upgraded arid modernized their plant and enhanced stock control systems.
Kelani Tires is adopting a strategy of rehabilitating old machinery and improving
productivity before investing in r.ew machinery Much of the storage of raw materials of 
Kelani Tyres has been eliminated in favor of spot purchases and deliveries. This was 
made possible by the elimination of the need to nain Ministry approval for purchases, a 
time consuming piocess. Similar changes were reported by other privatized companies. 

The decision making process in the company has also resulted in efficiencies with the 
management being able to respond more quickly to the needs of the organization without 
being restricted b.' the rules that have to be followed under gove:nment ownership. For 
instance, the companies can now engage in more efficient purchasing methods using
economies of scale afforded by centralized buying by the parent company such as in the 
hotel sector In the textile sector, the ability to build up long term relationships with 
suppliers, has resulted in more stringent quality standards, resulting in lower input costs 
and better quality 

On aggregate there is an irmprovenent in the productivity of tile privatized companies.
However, analysis of output per worker shows thit the reduction in employment has
1-"en a significant contribution to the improvement in labor productivity. 

Investment and Technology 

Budget constraints resulting from a large deficit prevented the government fron investing
adequately in the commercial enterprises th3t came within its control This resulted in a 
constrairt on the enterprise in terms of accessing new technology, improving production
techniques, expansion programs and on-going maintenance Privatization, for most of 
the companies, resulted in large investments to upgrade and expand the company. The 
companies that were listed on the stock market were ablr, to raise money though the 
market for the investment program, as did Asian Hotels, and Hunas Falls. 

Many of tile companies bought unproductive assets as part of the privatized company.
There have been different approaches to dealing with these assets. Kelani Tyres has a 
policy of disposing of unpioductive land to improve the liquidity of the company, while 
Asian Hotels has decided to develop the excess land by way of additional investment. 
Although the sale of assets by privatized companies has raised cries of asset stripping, if 
the company is not in a position to utilize the asset, disposJ to some one who has use 
for it is often a good management decision 

Significant improvements have been made in asset management such as with debtors 
and stock control in the companies, which have had an impact on the management of 
finances by reducing working capital needs and generating the liquidity needed for 
expansion. 

Investment has taken place to achieve diverse objectives as is seen in the examples 
listed 
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InF. N MI r_ 

Investment undertaken 
and/or proposed 

Asian Hotels complete refurbishment 
program 
develop excess land into 
an apartment complex 

Trans Asia refurbishment of hotel 
Hunas Falls expansion of hotel, 

refurbishment, golf course 
Veyangoda Textile New Machinery, 
Mills computerization 
Pugoda Textiles New machinery 
United Motors additional workshop to 

increase service levels, 
Ceylon Oxygen new plant for an expansion 

program, upgrading the 
present plant and 
computerization. 

Distilleries packaging technology 
Lanka Ceramics new ventures in the 

ceramics industry 
National diversification of financial 
Development Bank services 

source annual epols. interviews wilth1arlagernont 

Technology 

Many of the privatized companies inject new technology into the company through the 
new owners, At Ceylon Oxygen, engineers from the parent company have been 
advising on production techniques and some of the senior employees are being trained 
abroad At Sathosa Computers, the parent company is providing cutting edge 
technological support (see box ). Noritake is providing technical advice to Lanka 
Ceramics. Reduction in raw material costs due to new designs due to the technical 
collaboration with Avon is expected to reduce the costs per unit by 15-20% at Kelani 
Tires. In other instances, the management is taking steps to improve technology as with 
Distilleries Company introducing tamper proof packaging. Veyangoda Textile Mills is 
using Marubeni corporation of Japan to improve technical skills. 

Management 

Management in government organization is generally thought to be poor. Professional 
managers in the public sector are paid very much less than in the public sector, a 
multiple of between 4 - 10 times the salary depending on the level of management. It is 
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conceivable that good managers would not find the public sector an attractive option. 
Privatization enabled the institutions to increase the professionalism in management by
releasing it from the stipulated salary slructures. It was at the middle management levels 
that the greatest impact was felt for it was in these grades that it was most difficult to 
attract competent staff. This [tad a significant impact on the ability of the company to 
improve management capability 

Sathosa Computers finds the right parent 

Salhosa Computer Services ltd was incorporated in 1982 by converting the dati processing departmenl or 
lire Cooperalive Wholesale Establishrinent ((,WE) Subsequently, it becnme one of the leading information 
systeri consultants in Sri I anka. cateing to holh public and private sector nrganizations the company was 
bought by ttayleys. one of the nost efficiently rnaringed firm,r in Sri t ankn, for Rs 1.5 mn in Jovember 
1992 Alost 2 years later, with losses mounting despite i e irinrn.turnovr, llayleys divested itself of the 
company in July 1994 EDS tire new owner took over lie company at no cost except to pay the credit 
balance in fire books due to flayleys 

Business activities 

Consultancy services 10 ...... 

Systems analysis and design . 

Software maintenance 4 

Facilities management 

Bureau services 

2 

0 
-2 

Training -4 
1988 1989 1990 1991 1992 1993 1994 

The new parent coripany is a regional software house The leading edge knowledge of the Information 
Technology industry and the software products made available through EDS is giving a competilive edge to 
tie services that Sathosa Compulers has to offer The turnaround of Sathosa Computers is now being
accomplished throti(Il culling down unrincessary expenditire and expanding the client base Although the 
erplryees still find it difficull to get accustomed to thre change to a high tech. private sector culture of 
organization, tlre new nranrage merit is confident lhalthey can Make tlre venture a success. 

We see here ain interesting example of how irarkel forces delivered the company to a parent that could 
support and develop Ilre conirally through synergies of "strategic fit" 

Strategic planning 

Privatization has resulted in the Board of Directors of the companies becoming more 
business oriented by giving them the ability to respond quickly to new developments in 
the environment. The directors have also become more results oriented with 
shareholders demanding returns on their investment and becoming concerned with the 
share price on an on-going basis whereas the government tended to be a more passive 
shareholder Several of the companies had systematized budgets and corporate 
planning processes were introduced after privatization. 
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At the National Development Bank, strategic alliances were made by offering a stake in 
the equity of the company to institutions such as Citicorp Investment Bank of Singapore
and Asia Pacific Ventures. Subcommittees were set ip at the board level to guide the 
direction of the company which resulted in the owners getting directly involved in the 
running of the business. Hunas Falls hotel is an interesting example where it was 
developed into an up market hotel which has allowed them to increase room rates four 
fold. 

The companies that were under a management contract such as the Asian Hotels and 
Trans Asia, the textile firms and Sathosa Motors (which was an independent company
owned by the Cooperative Wholesale Establishment) found the transition from a state 
owned enterprise relatively less painful. They used to private stylewere sector 
management In the case of city hotels, where the management contractors have been 
retained by the new owners, it is the strategic vision and its resultant investment that is 
the most visible change in the organization. 

Product marketing methods 

Marketing orientation is perhaps the most important development in the post privatization
period. In many of the companies, the marketing division had to be significantly
expanded, driven mainly by the need to be competitive. Examples range from National 
Development Bank which engineered a change in image to "the achievers bank" to the 
Leather Products Company which had to change from a "selling" to a "marketing" 
strategy with the recruitment of professiona, marketing personnel. Some examples,
although seemingly trivial reflect the attention to detail and being close to the customer 
that is the hallmark of successful companies At Lanka Ceramics showroom, where 
customers had to bring their own packing boxes, are now provided with the same free of 
charge. The dealer that buys from Kelani Tyres no longer has to order 35 tires to get his 
actual requirement of 8 and The Distilleries Company now delivers products to its 
customers' premises 

The increased customer orientation has resulted in widening of dealer networks as has 
occurred at Kelani Tyres and United Motors, introduction of new products as at Ceylon
Oxygen and improvement in quality as at Veytex. 

Turnover has increased in 25 of the 27 companies for which data is available. Although 
turnover figures are riot conceptually the same as GDP at market prices, comparison
with GDP is provided to give a roLigh measure of the overall growth in turnover since 
value added by the firms cannot be calculated form the data available. The detailed 
indexes for the companies are given on attachment 5.6. The percentage of companies
with increased turnover over the previous year is shown in the diffusion index on chart 
16. 
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International competitiveness 

While most of the privatized companies that were interviewed had a long way to go
before they could compete in international markets, it is clear that the management of the 
companies were looking into the possibility of doing so in the future. Kabool Textiles is 
producing largely for the export market. Ceylon Leather Products is exporting on an ad­
hoc basis. Veytex is exploring an expansion program with the possibility of exporting.
While Kelani Tyres currently needs a tariff rate of at leas! 45% to be profitable, in the long
term, it is expected that technical improvement will make the company competitive in the 
export market. 
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Performance 

Return on Net Assets has been examined for the 21 companies for which data was 
available. The absolute rate of the return in these cqses would not be significant as the 
price and terms of payment and not the net assets of the companies would determine the 
return to investors. For the purpose of this study, the return on net assets is compared 
over time to identify whether the companies improved their performance. Levels of 
profitability are affected by strategic decisions which may not give improved returns in 
the short term It is therefore too soon to come to a definitive conclusion. However, it is 
seen that over the period studied, 53% of the companies improved their profitability. 
Attachment 5 7 shows the individual results of companies The diffusion index shows the 
percentage of companies that have increased profitability over tile previous year. 

Profitability (return on net assets) and 
diffusion Index 
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The privatized hotels show marked improvement with the 5 s'3r hotels being turned 
round to show net profits after tax while Hunas Falls, although still in the red, is confident 
of turning a profit at their hotel in the near future through ambitious expansion plans and 
a new strategic focus. 

Rationalizing the product range is expected to increase profitability in Kelani Tyres. 
While earlier, Kelani Tyres made a full range of tires and related products, making losses 
on some of the items with limited production, it is now concentrating on the manufacture 
of light truck tires which will increase profitability. 

Lanka Loha bought the State Hardware Corporation with the intention of using the 
facilities for manufacturing containers at a time when there was an acute shortage of 
containers world wide. But by the time the company was handed over, nearly 2 years 
later, the shortage had eased and many factories were supplying the market from other 
parts of the w'xrld. The company has since been beset by many problems, including the 
fact that the cost of production of the main product, mammoties, is uncompetitive in the 
world market Meanwhile the government has been engaged in importing and 
distribution of mammoties in competition through the CWE and State Trading 
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Corporation networks, making it almost impossible for Lanka Loha to engage in profitable 
operations. 

Share prices 

The index of privatized company share prices and the CSE all share price index is 
compared in the chart below. We see the two indices moving in nmuch the same manner. 
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The privatized companies are performing worse in the beverage, footwear and textiles 
sector and performing better in the motors and finance sectors. The manufacturing
sector is showing improved performance after January 1994, due to the rapid increase 
in price inLanka Ceramics. 

Table 20 shows the initial offer price to the public through the stock exchange and the 
price one month after the share opened for trading on the exchange. The price is 
chosen as one month after the date of opening to allow initial price volatility to abate 
before analyzing the price. Much of the gains made on privatized company shares come 
from the difference between the initial public offering price and the price at which it is 
initially quoted in the market. 
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Company Name Date of IssueI IPO Price/ Stock market price % Appreclationl 
Divestment Price on date of at the end of the 1st (Depreciation) 

divestment* of month of trading_ 

National Development Bank Feb-93 50.00 95.00 90 

People's Merchant Bank Jun-93 20.00 39.00 95 

Veyangoda Textile Mills Aug-94 18.00 22.25 24 

Kelanl Tyres Jan-92 26.00 86.00 231 

Distilleries Jun-92 11.00 11.25 2 

Ceylon Oxygen Mar-91 15.00 85.00 487 

Pugoda Jun-91 10.00 28.60 186 

Lanka Ceramics Dec-92 25.00 33.00 32 

Bogala Graphite Feb-92 10.00 11.00 10 

Sathosa Motors Sep-93 55.00 193.00 251 

Hunas Falls Aug-93 16.00 43.00 169 

United Motors Dec-89 10.00 10.00 0 

Hotel Services* May-93 20.00 27.00 35 

Asian Hotels* Dec-91 50.00 40.00 (20) 

Trans Asia Hotels* May-93 32.00 30.00 (6) 

'Divestment of shares In public quoted companies 

2.4 PEOPLE IMPACT 

We conducted interviews with 12 employees from privatized companies and 18 dealers 
of products to identify the impact on motiation, incentivization, service levels and 
general impressions on privatization. We also interviewed some trade unions and 
persons connected with the trade union movement in Sri Lanka. (see box) "1ne 
interviewers were very responsive but sometimes had diverse views. Many of them did 
not have very definitive views on the privatization process. Workers spoke about 
efficiency increases, incentives for production reduced political interference and flexibility 
in the decision making process while the dealers in the products were of the view that 
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there was increased competition, more disciplined administration, improvement in quality
and improved availability of goods and increased prices. 

Trade Unions in Sri Lanka 
Labor resistance has had i significant impact on the progress of the privatization program. For 
instance, the privatization of the telecommunications Department in the late 1980's was 
hampered by labor-union agitation (Jayawardene 1992) as was the privatization of the State 
Banks. The perception that privatization means wholesale deregulation resulting in an increase 
in prices was also mentioned in the course of our interviews 

Most major trade unions in Sri Lanka have a tie with political parties Workers generally shift to 
a Trade Union affiliated to the Political Party in power Worker demands in [lie public sector 
become a political issue and are rarely subject to a process of baraninirg or negotiation As a 
result, union s tend to endorse the policy of the political party rather than being independent
represenlaties of the workers This feature of trade unionism in Sri Lanka contributed to the 
successful privatizations in the 1989-1994 period with the Jathika Sevaka Sarigam aa, the UNP 
trade union with a significant membership in the manufacturing arid conmercial enterprises, 
backed these privatizations 

Some of the major trade unions that are directly affected by the privatization process is listed 
below, a more comprehensive list is attached. 

Members ­
1994 

Ceylon Workers Congress 417,188
Jathika Seva Sangamaya (UNP affiliation) 261,892 
Ceylon Mercantile Industrial and General Workers Union (CMU) (Independent) 33,493
Sri Lanka Nidahas Seveka Sargarnaya (SLFP affiliation) 29,169
Sri Lanka Railway Services Union 10,123
National Post arrd Telecommunication Services Jnion 8,781 
Ceylon Bank Employees Union n.a. 
n a not available Soirce Ministry of Labor ' upto 7/12194
Strikes in non plantation enterprises 

1988 10 
1989 7 
1990 8 
1991 19 The rise in labor unrest in 1994 after a period
1992 17 of relative tranquillity is associated with the change in 
1993 23 government and a resurgence of political activity in the 
1994' 70 work place. 

Labor resistance has had a significant impact on the progress of the privatization 
program. For instance, the privatization of the telecommunications Department in the 
late 1980's was hampered by la' -. union agitation. (Jayawardene 1992) as was the 
privatization of the State Banks. 

The major Trade Unions in Sri Lanka have a tie up with political parties. Workers 
generally shift to a Trade Union affiliated to the Political Party in power. Worker 
demands in the public sector becoie a political issue and are rarely subject to a process
of bargaining or negotiation. As a result, unions tend to endorse the policy of the political 
party rather than being independent representatives of the workers. This feature of trade 
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unionism in Sri Lanka has contributed to the successful privatization process with the 
Jathika Seveka Sanganaya, the UNP trade union ,ith a significant membership in the 
ranufacturing and commercial enterprises backing the privatization process in the past. 

The workers resist privatization for many reasons The main reason being the fear of 
retrenchment of labor as these enterprises are known to be over staffed This is a valid 
concern, unemployment being as high as 14% (1993) in Sr, Lanka. In addition, workers 
fear that they would riot have the same privileges enjoyed as a state employee which 
included runmerous benefits and high salary scales ii the lower grades. There is also tie 
perception of goverrment service being a more respectable occupation than woik in the 
private sector with a guarantee of life time employment Tie perception that privatization 
means wholes, le deregulation resulting in an increase in prices was also mentioned. 

Subsequent to prvatization tie workers realized the importance of being able to conduct 
negotiation with mnanagerrent and achieve their demands through a process of 
bargaining and workers started to shift to urions that could provide thern with this ability. 

To enrable tire privalization program, the government gave an assurance of 
commensurate payment and a sweetener to employees in the form of 10% or 5% of total 
shares free of charge, the basis of distribution was the length of service, irrespective of 
the position of the employee in lhe corporate hierarchy. Table 20 shows the average
value of the employee shares received free in ternrs of the average employee's annual 
wage (based on share prices n December 1994) 

Company no of average average number of 
shares received years wages 

by a worker represented by the free 
shares 

hituras Falls 4,000 3 
Ceylon Oxygen 1,700 2 
f'rans Asia 5,000 2
 
istilleries 10,000 3
 

Asian hlotels 9,000 3
 
!3'tIrr IflIivf.lp ' hllraa,"c lfii 

A volurtary eterrcirrrrent package was offered to some employees depending on the 
length of service ( see box ) despite its seeming attractiveness, inflationary perceptions 
in the econony were high, making it less attractive to the employees. The offer of 10% 
shres free of charge was designed as a sweetener to assist the state to sell the 
privatization package to workers 
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Retrenched porsors :n public sector Institutions 
Analysis of survey results (SLBDC 1992) 

This survey carried out in 1992 covertc a sample of 30 persons from those relrenched form the Leather
Corporaion, Ceylon Oxygen and United Motors Nearly 75% of the resporrdents had work experience of 
over 5 years with some having as much 25 years of experienrce 

Profile of the sample Sore conclusions from the suvey are as follows: 
1. Present activities 

New 
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|q Self 
Ad m n strat i v "dlrllal .employment, 23%; 

12%23 
Clerical 

Technical Entrepreneur 
8% 23% 

Super-Aoy 2. Amounts received as compensation 
16% 

Rs Number of persons 
<50,000 9 

50,000 <75,000 6 
75,000 <100,000 8 

100,000 < 150.000 3 
over 150,000 4 

3, Utilization of Funds 
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3. 	 STRENGTHS AND WEAKNESSES 

The qualitative and quantitative evidence presented in this assessment portray a variety
of responses to privatization. Many impact.r' clearly are favorable, but some are not. 
Summing across these patterns to give overall results - especially ones that could be put
forth with any degree of confidence - is risky given the short history of the active 
privatization phase in Sri Lanka Even with that caveat, however, there are several 
features of the privatization that appear to stand out as hallmarks of the process as it has 
been pursued to date in Sri Lanka. 

Among the many strengths are: 

" the vital boost given to Sri Lanka's emerging capital markets, which is opening the 
economy to international portfolio investment­

" 	 Introduction of stock ownership to a small cadre of middle level management, 
including some who retained their peoplisation shares; 

" 	 substantially increased productivity, and sensitivity to market demands, for perhaps a 
score of firms; 

" 	 marginally enhanced government revenues, directly through privatization proceeds, 
and prospectively via higher values for government-owned shares and improved 
revenue prospects, 

and in the long run, perhaps most importantly; 

* 	 paving of the way for alternative, larger scale privatization initiatives (managerial 
contracts, long tern leasing, public private cooperation on infrastructure, minority 
private ownership of government facilities and large public enterprises, and others). 
The new government has taken a number of steps in this direction, as discussed in 
the epilogue. 

Set against these gains are the hard realities of the process; on balance, most comments 
and data indicate significant weaknesses in Sri Lank.'s privatization efforts, which were 
described as: 

* 	 slow, arrd poorly integrated into the economy; 
niot generally igniting basic changes in Euppliers, customers or competitors except in 
financial markets; 

* 	 lacking a strong constituency of supporters outside the formal private sector; 
* 	 doing little to increase knowledge, or acceptance, of the role of markets in setting 

prices or allocating resources; and 
* 	 adding disappointingly little to government coffers. 
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4. LESSONS LEARNED ANII THEIR IMPLICATIONS FOR 
FUTURE PRIVATIZATION 

Insights drawn (albeit tentatively) from the assessment, and the strengths and 
weaknesses scorecard, give some useful guidance on what should be continued, 
avoided, or altered as privatization moves ahead in Sri Lanka. The lessons learned 
(large and small) and their implications, are provided below, 

Lesson:
 
The first and most fundamental lesson is that privatization bucks a strong head wind in 
an economy with firmly entrenched public sector production and distribution systems. As 
long as the existing r- ie contains economic hardships within acceptable limits, as it 
has done in Sri Lank-, iere is a built-in reluctance to change. 

Implication: 
Change will come slowly, most of the means of production and distribution are likely to 
remain under direct public control for the foreseeable future. Full privatization outside the 
current public sector economic mainstream should continue, large public enterprises 
should be made more efficient through a mixture of public and private ownership, and 
market oriented decision making should be introduced/reinforced wherever possible by 
encouraging competing private sector firms. 

Lesson:
 
An equally important corollary lesson is that an economy with severe macroeconomic 
imbalances presents a difficult transition environment; eg. newly privatized firms face 
uncertain availability and a high cost of capital as a result of a government that both 
borrows heavily and directly controls most financial intermediation. 

Implication: 
For privatization to take root, the government must simultaneously reduce its role in the 
economy indirectly; for example, through improved fiscal and monetary management. 

Lesson:
 
The most immediate impact of privatization, as is shown in datafor Sri Lankan firms, is 
often a reduction in employment. This is a serious deterrent to privatization in an 
economy like Sri Lanka that is not growing fast enough to produce adequate numbers of 
new jobs. The jobs issue, and employer-employee relations, dominated most of the 
discussions on privatization. 
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Implication: 
The principal unions must be courted and won on both a philosophical and economic 
level; this will not be easy since many represent workers that are extracting heavy
economic rents under the present system. The key to success is buying out the rent 
positions in the short run via more acceptable (and certain) cashable benefits and 
creation of more truly productive jobs over time. 

Lesson:
 
There wa$ a widely expressed view that the supporters of privatization inside and outside 
of government had failed to fully inform the public as to the basic goals and methods of 
the privatization process. 

Implication: 
Education will be helpful, but cannot quickly convert long standing ideological opposition. 

Lesson:
 

It was often argued that the public had no knowledge of share ownership; and 
consequently, little positive effects came from either gifting shares of privatized
companies to employees, or setting aside a portion of the shares for broad public
distribution, under the standard peoplisation formula of ten percent for employee shares 
thirty percent for the public at large and sixty percent for the core owner/operators. 
Some felt that poorly informed workers were induced to sell their shares at initial (low)
prices, by profit seekers who had at least the tacit co-operation of the new majcr 
shareholders 

Implication: 
Although allegations of chicanery seems to have limited justification, most employees
choose not to hold on to their gifted shares. Despite the considerable compensation
involved,-even for those who made the likely rational economic choice of selling early on­
there was no indication that the gifted shares influenced employees to accept the 
privatization process. Efforts of management to encourage employees to hold shares 
and inform them generally about markets seemed to make little difference in this regard.
These reports cast some doubt on the frequently expressed opinion that privatization
efforts suffered greatly from the lack of public information. (see box for procedures for 
divestiture of public enterprises) The universe of potential direct share owners in Sri 
Lanka is small most people will come to own shares - if at all - indirectly through pension
plans or other collective portfolios. Additional formal educational effort to encourage
share ownership may experience rapidly diminishing returns. 
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2 

Procedures for divestiture of Public Enterprises 

This was a modified version of the tender (procurement) procedures of the Government's Financial 
Regulations which was systemalized by Cabinet decision and practice. These rules could be considered 
as a Mirlimurn set of rules which could be used Jayawardene (1993) notes thai unfortunately, this set of
procedures (lidrot set out a procedure to inrform tie public of the privatization process and as a result. may
have resulted in some misinformation /disirforialion 

SIlie relevant Minister will choose the priorities and will recorirm erd to tire Cabinet tIre appointment of a 
Cabtirret Appointed Divestiture Committee (CADC), ieaded by his own Secretary and with
inpresentations of concerimnd Miristries and the Corrm ericialization Division of the Treasurry (CDT). 

Ie CADC with own Ministry anrO ')Tassistance will pr,pare fli firm for privatization by ­

a) trarsfer of debt overlhang to the Treasury
 
b) compensated reherchmer t of excess staff so Ithat
post privatizalion retrenchment could be 
avoided
 
c) valuation by tire Governmenr's Chief Valuer
 
d) determining shae capital of ftre firm as a going concern
 
e) preparatiorr of up-to-dale accounts
 

3. 	The CADC will also determine the mode of diveslitfue 

L 	 Where shorrg leadership, new technology and public confidence were paramount for 
future success, it will offer a majority share (qererally 51.(30%) to a single corporate
bidder, reservirg 10,, to be given to workers free of charge and fie remaining 30-39% to 
be issued to tie public 

II. 	 Where viability of Ire firm required a stro g financial corn ilment by Ile buyer. shares up
to 90% will be offered, receiving 10% to Ire workers, to be givern free 

11.Where the chrarces of continued operalior of tire firr were in doubt bul there were 
valuable assets which could be profitably employed elsewhere, tire assets of the firm will 
be pil up for outrighl sale 

IV. 	 Thereafter the CADC will invite sealed offers giving 42 to 60 rdays notice, published in local newspapers 
or where useful abroad The offers should indicate Ire proposert developmernt plans, the credentials of 
the bidder am labor employment plan 

V. 	 With the assistance of professional financial irrslilulionssuch as tti Development Finance Corporation
of Ceylon, ttre National Developmenft Bank and leading accounting firrrs, the CADC will evaluate tire 
offers, giving p niary weight to the financial offer or prcposed buying price. Two offers being similar 
ttre CADC could give weightage to the rompetence and tre track record of the bidder and the wisdom 
of tie development plans 

VI. 	 ftie best financial offer will be recorrmended to tIhe Cabinet If iot, reasons will have to be given as to 
why a lower offer is recommended 

VII. 	 If tire CADC wishes to negotiate for betler terms, it shoud seek Cabinet approval 
VIII. Once the Cabinet decides, the line Miristry of CDT will sign a Memorandum of Understanding (MOU)

with ttre successful party, indicating Ie time schedule of payments and actual divestiture, which will 
have to be backed by a perfomarnce bond 

Whree lire CADC feels, for given reasons, a good financial offer could be obtained by bidding in tire 
Colombo Stock Excharge, it should be recommend and obtain Cabinet approvalto do so. 
Sourre Jnynmnrdnr (1993) 
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Lessons: 
The toughest lesson to capture correctly is that of the need for fairness, transparency
and trust in the privatization process. Outright dishonesty has been identified as a 
pervasive characteristic of Sri Lankan privatization, especially by those outside the 
process, those who were adversely affected (workers who lost their jobs, unsuccessful or
would be bidders). The most vocal opposition currently comes from those most likely to
be affected adversely by future privatization (mostly entrenched unions and workers).
Our assessment did not attempt to det ,rmine the validity of these claims; to do so was
both outside the scope of work and the capabilities of the investigators. Perhaps by bias
in selection of interviews, or from reservation on the part of supposedly neutral parties
contacted, the interviews did not uncover the alleged widespread abuses. 

Implication: 
Privatization in Sri Lanka is predominantly a political issue; issues of resource utilization 
and efficiency are secondary. Stated differently, how the pie gets divided (or how it is
perceived to be divided), takes precedence over its size. Given the grave difficulties in 
determining exactly what something isworth, especially in an economy where markets
signals are often discouraged, it will be ha-d to expedite the privatization process,
outside of curtailing obvious deceit and fraud. Politically motivated caution, reinforced by
the neEd for continuing consensus, is another factor pointing to low rates of new 
privatization. 

Lesson
 
Prior to the recent allegations of impropriety, much attention on privatization methods
centered around the use of tenders for sale of firms, versus sale on the stock exchange.
The obvious advantage of the stock exchange sale was that it was more open; the
disadvantage was that the state had less control over the ultimate purchaser and the 
conditions surrounding the sale In practice, both methods appear to have been 
necessary, depending on the firm being sold When either method is possible, most 
people interviewed favored the stock exchange route; since such sales are both easily
policed and immediately supportive of that capital market. 

Implication:
The privatization already in place has produced some productive dialogue, often 
between groups initially holding diverse views. There seems to be a growing
appreciation of the practical, procedural problems that accompany any privatization, and 
a growing willingness to adapt to the needs of the transaction. 

Lesson: 
While the assessment is not primarily about USAID's involvement, the specific lesson for 
this organization is that donor assistance can help move privatization along, albeit at a 
pace likely to be seen as quite slow; the further removed the assistance is from the
actual transaction the more effective it is likely to be. Redundancy payment made to 
encourage privatization may have improved USAID's access to the privatization process,
but assistance to the stock exchange was far more leveraged in terms of making the 
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most of a little privatization. Although the assessment team did not review extensively
the details of the assistance provided through the Commercialization of Public 
Enterprises Division (COPED), the interviews produced mixed views on the effectiveness 
of this organization, in contrast to the virtual universal acclaim for USAID's support for the 
stock exchange. 

Implication: 
The implications are incorporated in the recommendations for future assistance provided
below. In general, the assessment team recommends that USAID evolve away from
direct new privatization assistance, moving toward specific company assistance to 
improve productivity (e.g. TIPS) and broad support for financial markets whenever 
possible USAID should lend weight to donor community assistance for economic reform, 
especially of fiscal policy and financial institutions 
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5. 	RECOMMENDATIONS FOR FUTURE ASSISTANCE 

Although not specifically soliciting advice on USAID funding (which may have unduly
biased or side tracked the discussions), the team attempted to determine indirectly ways
in which future assistance would be most beneficial. Areas identified were: 

1) 	 there seems to be a role for continuing mediation between management and 
employees/unions among the privatized firms. We were impressed with the 
confidence expressed by all sides in the capabilities of the Employer's Federation 
and recommend exploring with that organization the forms of assistance that would 
be most useful management and labor. 

2) 	capital markets support has been extremely helpful in magnifying the benefits of 
privatization; broadening the support to include other financial markets, already
included in USAID's financial markets project, makes sense and should continue. 
Although it may be the toughest row to hoe, USAID should look for ways to assist the 
government to privatize government owned financial institutions - especially the two 
large commercial banks. Based on experience to date, this will require new 
approaches, so some USAID support might be given to exploring successful state 
bank privatization elsewhere. 

3) 	USAID, already deeply involved in public/private partnerships for infrastructure (built­
own-operate, built-own-transfer, and similar devices), may want to concentrate 
further on this effort. Especially needed by government participants in such 
deliberations is assistance from very experienced, technically qualified experts with 
good track records on similar projects. 

4) 	the privatization of Air Lanka, Telecommunications and other big public enterprises
will be the battleground for the coming post small-medium firm privatization period.
Frankly, based on the collective opinions of those interviewed, this is probably an 
area to avoid. To do otherwise risks undermining the relatively solid contributions 
USAID has made to privatization to date. Now is the time to extend and shore up
earlier contributions, and possibly reach out for increasing privatization of financial 
intermediaries, as opportunities arise. 
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EPILOGUE
 

Privatization activities in Sri Lanka remain controversial; their net benefits hotly debated. 
In late 1994, a new government was elected partly on the basis of a campaign that 
severely criticized past privatization policies and actions. As we enter 1995 there is a 
haze of uncertainty over the course of future privatization efforts, one that is unlikely to lift 
until the new government demonstrates the nature of its voiced strong support for the 

private sector. 

Pronouncements in the new government's first budget, and related follow on statements, 
are encouraging. Especially welcome are the emerging details on future privatization, as 
in the case of the proposed capitalization and sale of long term leases in the plantation 
sector and the creation of the Public Enterprise Reform Commission. Still to be learned 
is the nature of the government's proclaimed strategic alliance with the private sector, 
and the success or failure of budget deficit reduction measures. 
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Attachment I 

..one of Work 

tLmpnct1(l As'rc~iessmet of ri Lanka's Privatizationr Prain 

1. fllo of St~kujly
 
Impact Assessment of Sri Lanka's Privatization Program.
 

*ho purpose of this study is to plovide the USAID/Bri Lanka Olfice of Private Sector 
Development and Hoousing (PSDI-1) with: (1) arl'assessment of the impact of the 
Government of Sri Lanka's privatizaution prograrr; (2) an arialysis of the successes and 
failures of the privatization program; (3) a review of the policyineasures taken by the 
Governmeni t to support the plivatization program (e.g. tax incentives, tarif concesionS, 
labour policies); and, (') a review of "lessons learned" from the program to (late which 
could be i efleclod ii the Governmient's ongoing pdvatizatioin effoi ts. 

3.0 ggenfl Bac~kground -ThlGo~vrninqg. Sri Lankasj Pivaization Initiative. 
Followirg irirloperlrl:r:, thre Goverirnur t of Sri Lanka chose to establislh State-Owned 
Entorprises (SOl:s) an a means rof driving economic growth. In tIre late 1950's a puhlic act 
was i)assd ci eatin. SOIs intI mininl, agqicuilture andi,txtile sectors, anioig others. 
Foim 1970-77 the government implemented:a nationalization Irogram, foilowing the 197 1 
passage of Fre Busiress Undertakings (Acquisition). Act which prnvided the legal basis for 
nationalization. '"this Act was amended several times thereafter , and conti rod to fpvide 
tir basis for tIhe estahlishrircnt of Government-Owned B1siness Undertakings (GOBUs). 
Overall econroinic liberalization was initiated inl 1977, and included a commitment to 
iprivatization, allmeit tentative, due to the realization that various public enterprises wee 
having an increasingly difficult time competing with private sector enterlpris's. GOBU's 
were converted into limited liability companies, registered with the Registrar of Companies 
and shares vested with the Secretary to the Treasury in preparation for divestiture. 

Sri Lanka's privatization program now covers the major sectors of theIeconomy i.e. 
industry, agriculture and services. Intlre industrial sector, 42 state owner| ernterprises 
(SOEs) rave been privatized to date (July 3 1, 1994). In anricultmie, thi managemnvt of 
governrnerqt owned plantations in the tea sector have been privatized. In th0 service 
sector, the bus transport subsectur has already been partially privatized and in the banking 
sector the two state banks, People's Bank and the Bank of Ceylon, are to be managed on 
r-morn commercial lines in the future. 

The privatization of state ovned enterprises (primarily manulacturing industry) effeclively 

comnenced during the period 1987-1990 under the Presidential Commission on
 
Privatization. This commission designed the general Irainework for pivatization,
 
established criteria and drew up a list of state enterprises to be privatized. In January
 
1990, small enterprise privatization was entrusted to the Commercialization of Public
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- ttschM onlt ( o t )-T 

of the Ministry of Finance. COPED's list of enterprises to ' rritorprpies Division (COPED) 
"livati70d his (iWon consistently slire then and presently contains 70 SOEs. As 

a total of 12 wereiinentioned ahove '12 of these SOEs have l)eiln pivatized and of these, 


r-oinletr'rf diring the ynar 1993. lle Govi ment of Sri Lanka (GSL) has a commitment
 

to coimnpleting those privatizations that are plesently in the pipeline during 199,1.
 
onIHowever, th1P fitLie of the renaining enteirprises earmarked for divestiture will depend 

theIresults of thre upcoinhlg election. The larger enterprises to he privatized are presently 

handled by the Ministry of Indu.stries or otIr specialized bodies with support from the 

World Bank,
<,:
 

theusualinode, of irivatization of.the.SOEs or.COPED'.nist.is-thati.10per.cont of, tho. 

shinres ari allocated free of charge to the erimployees of the company, then 60 per cent (or 

rai in seiMe c;ases) aie offelrd to a col pernat investor either through a tender process or 

. . 

on the C0olnnhe Smnok Exchrai.1e. Finally, the remaining 30 per cent of thi, shares are sold 

ough the Colombo Stock Exchiange. Ilr general, tire govenment's chiefto tI in pu ic: l t 
valuer values he companies to be prwivtimzd .l~itlU IJngoth the "net asset'• mnetlod and the 

"cash flow" nethod. 

I 1988, tJSAII) establinlimd tIhr Privatr, Sertor Policy Support Projitc(t (PSPS) to provide 

asistance to the GSL and Sri Lanka's private sector il the following areas: strengthening 

private sector chambers and iusiness associations: capital market development; venture 

capital firm development; and, privatization, Tle privatization component of the PSPS was 

initially expected to work with the Presirle(itial Coinmission on Privatizatiorn. A lak of 

progress there resulteil in a shift to assisting tire Commercialization of Puhlic Enterpris'es 

of the Ministry of Finance in irnplementing GSL's mrndimim-teirriDivision (COPED) 

privatization (3-5 years).prograrn. Approximately $ 9 million of the overall $15 million
 

PSPG project was allocatld to provide technical and financial assi-tao.rr to COPED.
 

USAID assistance for privatization has been directed loiard four stages in tIe pivatizationl
 

process: technical assistance; certain operating cost support for COPED; expenss related
 

to the preparntion of SOEs for divestituire; and, some of the actual costs of divestitum e,,
 
including severance payments for redundant labour.
 

As part of tie project, USAID entared into a three year contract with Ernst & Young's
 

(USA) International Finance and Investment Consulting Services Group to work directly
 

with COPED to produce on-going valuations arid company profiles of public enterprises
 

selected for privatization. The project was initially projected to run from Septemiber 1989
 

through ,July 1993, but the contract was arnrided in April 1992 and thus teminated on
 

December 31, 1992. tErnst and Young performed several initial valuations arid then trained
 

the staff of Ernst & Young/Colomso, COPED and the Valuation Depa mert to continue tle
 

Work, with minor additional support provided by Equity Expansion International Inc. and
 

Intrados.
 

Continuing] support for privatizatiornlder tHIMPSPS project includes a host ciontry 

contract with a local accounting firm to continue the remaining preparatory work related I 

the privatization of Ie remaining 28 corrpanies earmarked by the Government. Also,' 

training of exectitives and inanagers of privatized SOEs was expected to be significantly 

more under PSPS than was actually carried out., This has been due, in part, to tIe fact 

that it is only within the past two years that a large number of SOEs have completed the 

, , 
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Attachment I (contld) 

prIVatization process, r date, five 5nr ior Vxecutivns from tile Ceylon Loothur Corporation,
Afsian Iiotels CrJiporation, Coylon Oxygon, Pugoda rextilos Ld. and United Motors Ltd,
have boon sient to apo t~piiatior nanaoenent course conducteid by INTHADOS i"-

Washington., ItiS expoctei thatJ USAID will Sup)ort 
a plost-prl vatizion c00ourse to be ield

:in Colombo for the nianagomentO of ily priVatiMzed entdrpris'es dun September, 1994. 

As Stated in)Section 2.0, thlprpowo of this study is to provide the Govellmnent of SriLanka' (GO SI. hwFli UhSAll/Sdi c Iva to Senctor 'Dovelop nsuit armil ousingfihe of PIr
(PSD 1) with an assessorniit of tli imparct of th Govrrinente of ni Lanka's pivatization
 
program, an d, make imcommndnqjlions which can b"e consifled in Ite Govelnme ri's

future privatizatior) effofts"
 

Tho study will be designed arid, 'irprqntad In a manner tat will provide emnpi, ical
finldingsiho,evicielrce), conchrsioris (i.e, interfprottlons and judgerollt s about firldings)
arnd recommendations related to the privatizatioIprocems, Whiln answering tie questions
 
listed below:
 

a, Prograrmi Iipact oil tile Government: What are thre major
accomplishmrrents of tile pivtization programn ? The major strengths and 
wealnesses? Has the fpivatization program had a significant budgetary
impact on the GSL? If so, of what magnitude? What is the continuling
financial burden on the Govemment of maintaining the remaiing State
Ow ed Enterprises? 

b. IProgrnrri Impact rl Individuarl firms: What ha, hooll tile Impact of tileipirvatization program on inlividual firms - par ticularly in the aroas of 
em ployment, technologiical imnpr ovements, financial managament, hunlran " resource developrrient, strategic planning arnd product marketirg? Are those
enterprises viable as piatized entities? Are they becomingInternationally
competitive? What policies/condilions continue to constrain the

developrIent of newly privatizd enterprises?"
 

c. ['".,onolle Impact: The bitnefits of privatization. are ururlly expected
tu ir ludeinlrl competitive hIrehrlor and offhnlent performance ofkfirrns,
wi'l Ilorgrir term one fits felt in tirms of increased income and employment,
coirrpetitivie prices to 1ar r31.urners and so fortli, Are tlrese henefits being felt
in Sri Lanka? if riot, wiy? ro what extntn State OwnedIas privatizationo
Enter p isoas lrarll the] structure of industry in Sri Lanka? Hove anti.
r:ornpetilive 1ar1 o101irerrls (tariff protction, 1iar ket share guaraintees, Plc)
been rnade Irl tIre process of privatization in Sri Lanka that slnfli ficr Itiy 

We ,rrtlcilpme liwtt e consilultrin will .rrvey a cross-section of rorrd 10 privatizedJ
companles, relyirrl Oi previous sludipn to supplomoit llIre fpI d work, 

""" ' 



Attachment i (contd) 
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Attachment 2 

List of People Interviewed 
Companies
L.U D.Fernando Mr Gunanandan, 
Finance Manager Asian Hotels Corporation
Distilleries Co,of Sri Lanka Ltd 95, Steuart Place 
110, Norris Canal Road Colombo 3 
Colombo 10 Telephone 436878 
Telephone 696794 

JR P Dissanayake Basil de Silva 
Asst General Manager Managing Director 
Ceylon Leather Products Ltd Hotel, de Buhari 
141, Church Road 15, Panchikawatte Road 
Colombo 15 Colombo 10 
Telephone Nos 522776-8 

Mrs Bandara Romesh Lokuge
Pugoda Textile Mills Ltd Hunas Falls Itotels 
70, Mandawela Road I layley Jetwing 
Pugoda 457 & 503 Union Place 
relephone 036-5232,5236 Colombn 2 

Rohan Fernando G A Hidelarachchi 
Kelani lyies Ltd Chief ExecuLtive 
P 0 Box 08 United Motors Lanka Ltd 
Kelarniya 100, Hyde Park Corner 
Telephone 438329,521241 Colombo 2 

Ms Mallika Chandrasekera, B.D Y.Seneviratne 
Director Planning and Supplies Chairman 
Veyangoda Textile Mills Ltd Sathosa Motors Ltd 
323, Galle Road 25 Vauxhall Street 
Colombo 4 Colombo 2 

P S Illesinghe Sunil Peiris 
I lurnan Resource & Administration Finance Controller 
Ceylon Oxygen Ltd Trans Asia IHotel 
50 Sri Pannananda Mawatha Colombo Rennaisance 
Colombo 15 Colombo 2 

Shiran Dissanayake N C W Attanayake 
Lanka Loha Ltd Director/General Manager
117, Itunupiliya Road Lanka Ceramic Ltd 
Colombo 2 696, Galle Road 

Colombo 3 

II Nagashima 
Director/Addl General Manager 
Sathosa Motors Ltd 
25, Vauxhall Street 
Colombo 2 



Attachment 2 ctd I 

List of People Interviewed 

Government: 
Y. A. Piyatissa 
Central Bank of Sri Lanka 
Janadhipathi Mawatha 
Colombo 1 

Aritha Wickramanayake 
Director General 
Securities & Exchange Commission of Sri Lanka 
73, WA.D.Ramanayake Mawatha 
Colombo 2. 

A D.K.Perera 
Chairman 
Fair Trading Commission 

321 Galle Road 
Colombo 3 

Bus InesslProfessionals 
Dr. J. Uyangoda 
Political Scientist 
Social Scientists .';sociation 
129/6 Nawala RoLd 
Colombo 5 

Dr H Nicholas 
UC-ISS Project 
University of Colombo 
Colombo 3 

Ranjith Fernando 
General Manager 
National Development Bank 
40 Navam Mawatha 
Colombo 2 

Thilan Wijesinghe 
Asia Stock Brokers (Pvt) Ltd 
108, W A D Ramanayake Mdwatha 
Colombo 2 

Manohan Nanayakkara 
Chief Executive Officer 
CF Venture Management Co Ltd 
14 A (rhird Floor), 16th Lan . 
Colombo 3 

Chandi Chanmugam 
Institute of Policy Studies 
99, St Michaels Road 
Colombo 3 

Indrani Jayasinghe 
Director General 
Public Enterprises Division 
General Treasury 
Ministry of Finance, Planning, Ettnic 
Affairs and National Integration 
Colombo 1 

A SJayawardene 
Secretary 
Ministry of Finance, Planning, Ethnic 
Affairs and National Integration 
Colombo 1 

Justin Meegoda 
President &Chief Executive Officer 
Vanik Incorporation Ltd 
108, W A D Ramanayake Mawatha 
Colombo 2 

Professor W D.Lakshman 
Vice Chancellor 
University of Colombo 
Colombo 3 

Saman Kelegama 
Institute of Policy Studies 
99, St Michaels Road 
Colombo 3 

G C B Wijesinghe 
Partner 
Ford Rhodes Thornton & Co, 
32, Macan Markar Building 
Colombo 3 
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List of People Interviewed 
USAIDIEmbassy 
Nick Reigg 
Economist 
US Embassy 
356 Galle Road, 
Colombo 3 

David Cohen 
Director 
USAID 
Galle Road 
Colombo 3 

Donors 
Thomas Maxwell 
UNDP 

Ministry of Industries, Science & Technology 
73/1, Galle Road 
Colombo 3 

Jim Robertson 
Policy Advisor 
Ministry of Industries, Science & Technology 
73/1 Galle Road 
Colombo 3 

C Sassenpour 
IMF Representative 
IMF office, Central Bank of Sri Lanka 
Colombo 1 

Employer\Employee 
Franklyn Anlerasinghe, Secretary General 
Employers Federation of Ceylon 
30 Sulaiman Avenue 
Colombo 5 

Patrick Amerasinghe 
President 
Federation of Chambers of Commerce & Industry 
29 Gregory's Road 
Colombo 7 

Palitha Atukorale 
Deputy Chief Org 3., ,er 
Jathika Sevaka Sangamaya 
416, Kotte Road 
Pita Kotte 

Bruce Neuling
 
Deputy Director
 
USAID
 
356 Galle Road
 
Colombo 3
 

Robert England 
UNDP
 
202-204 Baudhaloka Mawatha 
Colombo 7 

John Ryan 
Director 
Colombo Plan Bureau 
12 Melbourne Avenue 
Colombo 4 

Timothy Ryan 
Country Programme Director 
Asian American Free Labor Institute 
9 Kinross Avenue 
Colombo 4 

M Chandran 
Activities Coordinator 
Asian -American Free Labor Institute 
9 Kinross Avenue 
Colombo 4 

Bala Tampoe 
General Secretary 
Ceylon Mercantile Union 
3 22nd lane 
Colombo 3 



Attachment 2 ctd ii 

List of People Interviewed 

Hemantha Weerakoon S K Adhikari
 
General Secretary Friedrich - Eber 
- Siftung
Telecommunication Officers Union 14 Rotunda Gardens 

Colombo 3 

Dealers
 
Ceylon Oxygen -
 Oxygen House, Kotahena 

A.Gunawardene 
Saifee Distributors. Maligawatte 

Lanka Ceramics - Wataraka Stores, Maharagama 
Sinha Ceramics, Maharagama 
Dehiwela Ceramics 

Kelani Tyres - Mt Lavinia Tyre Centre 
Three Slar, Ratmalana 
Broadway Tyre House, Dehiwela 

Veyangoda Textiles - Apsara, Dehiwela 
Sausiri, Nugegoda 
Apple Blossom, Nugegoda 

Sathosa Motors - Saman Motors, Colombo 10 
Sathosa Dealers, Colombo 10 
Hemantha Motor StoresColombo 10 

Distilleries Company - Prince, Bambalapitiya 
Duroi Wine Stores, Borella 
Borella Wine Stores 

Lanka Ceramics - United Motors ­
2Supervisors 1Worker 
1Worker 2 Executives 
IOfficer 

Veyangoda Textile Mills ­
2 Officers 
2 Workers 



Attachment 3 

Privatized Enterprises InSri Lanka 
(Excluding plantations and transportation) 

1. United Motors Ltd 
2 Hotel de Buhari Ltd 
3. Ceylon Oxygen Ltd 
4 Dankotuwa Porcelain Co Ltd. 
5 Thulhiriya Textile Mills Ltd. 
6 iunas Falls Hotels Ltd 
7 Ceylon Leather Products 
8 Lanka Loha Ilardware 
9 Ceylon Oils and Fats Co Ltd. 

10 Bogala Graphite Lanka Ltd. 

S1INylon 6 Plant (Lanka) Synthetic Fibre 


12. Veyangoda Textile Mills Ltd 
13 Lanka Milk Food Ltd 
14 Kelani Tyres Ltd 
15 Acland Insurance Service Ltd 
16 Distilleries Co of Sri Lanka Ltd. 
17 PIttalam Cement Ltd 
18 Lanka Ceramics Ltd 
19 Asian Htotels Corporation Ltd. 
20 Sathosa Motor Co Ltd 
21 CCC (Fertilizer) Ltd 
22. Lanka Porcelain Ltd 
23. Kahatagaha Graphite Lanka Ltd. 
24. Pugoda Textile Mills 
25. Sathosa Computers Ltd. 
26. Ceylon Shipping Lines Ltd 
27 National Development Bank 
28 1Hingurana Sugar Co Ltd. 
29 Trans Asia Hotels Ltd 
30 Hotel Services (Ceylon) Ltd 
31 Colombo International School (SL) Ltd 
32 Mahaweli Marine Cement Co Ltd. 
33 Ruhunu Ceiient Company Ltd 
34 People's Merchant Bank Ltd 
35. Hevyquip Ltd & CCC (Eng) Ltd. 
36 Mattegoda Textile Mills Ltd 
37 Lanka Canneries Ltd 
38 State Trading (Tractor) Corporation 
39 Wayamba Agro Fertilizer Co. Ltd. 
40 Tea Smallholder Factories Ltd 
41 Ruhunu Agro Fertilizer Co. Ltd. 
42. Lanka Lubricants 

n a =not avnilable 

Employment. Completed 
No Divestiture(date) 

554 Dec.'89 
102 Dec.'90 
427 Dec.'90 
658 Dec.'90 

3,000 Feb.'90 
35 Aug.'92 

1,054 Jul'91 
537 Oct.'91 

1,116 Jan.'92 
855 Feb.'92 
484 Feb '92 

2,448 Mar.'92 
418 Mar.'92 

2,000 Apr.'92 
47 May.'92 

1,789 Jun.'92 
n.a Jun.'92 

2,998 	 Jul.'92 
954 Jul.'92 
172 Aug.'92 
690 Sep.'92 
n.a Sep.'92 
737 Sep.'92 

2,810 	 Sep.'92 
57 Nov.'92 

n.a Dec.'92 
176 Mar.'93 

1,330 	 Mar.'93 
520 May '93 
420 May '93 
n.a May '93 
166 Jun.'93 
n.a Jun.'93 
n.a Jun.'93 

1,481 Jul.'93 
956 Oct.'93 
375 Nov.'93 
440 Jan.'94 

46 Mar.'94 
194 Apr.94 
67 May'94 

n.a. Jul.'94 

Source: Ministry of Finance 



PRIVATISED COMPANIES - SECTORAL ANALYSIS AND SHARE HOLDING 
Q= quoted puiiC comraly 
Sector Privatised Companies Nature of Business Date of 
.... _in the Sector Privatisation 

Proceeds 
(Rs. mn) 

Shareholding Pattern 

Banks, Finance & 
Insurance 

Q National Development Bank Deveiopment Banking Servics Mar-93 182.9 39.7% Government 
5%Asia Pacific Ventures Ltd. Singapore 
5%Citicorp Investment Bank Singapore
5%Commonwealth Development Corp. 
5.9% Asian Development Bank 

34-4% sold on the Colombo Stock Exchange 
5%Employees 

a People's Merchant Bank Mercnant banng Jun-93 

Acland Insurance Services Ltd. insurance agency May-93 13.8 90% P&I Insurance Brokers (Pvt.) Ltd. 
10% Employees 

Beverages, Food 
& Tobacco 

Lanka Canneries Frut Procssing andcanning Nov-93 60% Heath & Co.(Ceylon) Ltd. 
30% to be sold on the stock exchange 
10% Employees 

0 Lanka Milk Foods Pacxeng of rmilkpowder Oct-91 527.8 519. to Stassen Exports Ltd. 
(Milford Exports Ceylon Ltd.) 
39% sold on Colombo Stock Exchange 
10% Employees 

0 Distilleries Company of Sri Lanka Lquordistlierand botler Mar-92 1548 510 Stassen Exports Ltd. 
(Milford Exports Ceylon Ltd. with Lanka Milkfood) 

9%Smith New Court Far East Ltd. 
30% sold on the Colombo Stock Exchange 
10% Employees 



Sector Privatised Companies Nature of Business Date of Proceeds Sharehoiding Pattern 

Chemicals & 
Pharmaceuticals 

a Ceylon Oxygen Ltd. Manufacurers of Ina. 
and mecaancal gases 

Nov-90 87 60% Norsk Hydro A.S.of Norway 
30% Public Issue 
10% Employees 

Pngo Industries Ltd Feed mifor ivestock Jan-92 191.2 55% Pngo Agro Products Ltd. 

5% Free Lanka Trading Co. Ltd. 
30% retained by secretary to the Treasury 
(To be floated on the stock exchange) 
10% Employees 

Mahaweli Marine Cement Ltd. Manufactunng and 

bagging of cement 

Jun-92 32 60% Manne Cement of Switzerland 
(27% Of this Transaction) 
30% to be floated on the 
Colombo Stock Exchange 
10% Employees 

Kahatagaha Graphite Lanka Ltd. Mining and Processing Sep-92 16.5 90% Ceylon Grapnite Mining Co. Ltd. 
10% Employees 

Puttalam Cement Cement producion Dec-93 90% Tawakkal Ltd. - Pakistan 
10% Employees 

Ruhunu Cement Cement producton Jun-93 60% Yasodha Enterprises 
30% to be sold on the CSE 
10% Employees 

> 

S 

Construction & 
Engineering 

CCC (Engineers) Ltd. Trade and Manufactunng 
of Tea macinery 

Jul-93 60% Informex Construction Ltd. 
30% to be sold on the CSE

110% Employees 



Sector 
Footwear & Textiles 

I 
0 

I Privatised Companies 
Pugoda Textile Mills 

I Nature of Business 
Textle Manufacunng 

I Date of 
Jun-90 

[ Proceeds 
90 

jShareholding Pattern 
60% to Lakshmis Textile of India 
30% Public Share issue 

10% Employees 

Ceylon Leather Products Leatner tannery and 
manu: of ieatmer gs 

Jul-91 90 90% S.A. Perera & Co. Ltd. 
10% Employees 

0 Veyangoda Textile Mills Textile Manuacaunng Mar-92 270 48% East-West Clearing and Forwarding Ltd. 
12% Merchant Bank of Sn Lanka
30% Public Issue 

10% Employees 

CPC Nylon 6 Plant 
(Lanka Synthetic Fibre) 

Manufacture of nylon yam, net Feb-92 227-7 90% to a consortium representing 'a Korean 
Company. ( Tongyang Nylon Co. Ltd. / South Korea) 
and the Nawaloka group of co.s 
10% Employees 

Kabool Lanka Ltd. 

(Thulhinya Textile Mills) 

Texti Manufac=nng Feb-90 260 Sale of Assets only to Kabool Lanka (Pvt)Ltd 

Mattegama Textile Mills Ltd Textile Proauctan Oct-93 90% Embassy of the People's 
Republic of China in Sn Lanka 
10% Employees 

Hotels & Travels Hotel De Buhari Restaurant Dec-90 6.3 90% Jathika bevaka Sangamaya 
(JSS) the UNP sponsored trade union 
(Workers Investments Ltd) 
10% Employees 

7 

0 Asian Hotels 5Star Hotel inColombo Jan-92 597.2 51% Hong Kong Group of Investors 
Asia Investment Management Services Ltd. UK 

39% Sold on the Colombo Stock Exchange 
10% Employees 

-1, 
0 
C" 



ISector I Privatised Companies I Nature of Business Date of I Proceeds Shareholding Pattern 

Hotels and Travels ctd a Trans Asia Hotels 5Star Hotel May-93 1124 38.4% Asian Hotels Corporation Ltd. 
38.5% Hotel Properties (Pvt) Ltd. Singapore 
11.38% Ramada International 
1.35% Design Consortium (Pvt) Ltd. (Sri Lankan) 
10% Employees 

o Hunas Falls Hotel Aug-91 18 60% to Hayleys Group 
Haycarb(45%) +Jetwing Management(15%) 
30% Sold on the Colombo Stock Exchange 
10% Employees 

Land & Property Hotel Services (Ceylon) Ltd 5Star Hotel May-93 181.1 51.4% Asian Hotels Corporation Ltd. 
10% employees 

Manufacturing a Bogala Graphite Lanka Ltd Mining &procesig Feb-92 111.8 50% Govemment of Sri Lanka 
40% Public share issue 
10% employees 

0 Kelani Tyres Tyre Manufactrer Feb-92 602.8 60% Consortium led by Nova Lanka Ltd 
including Bntish( Avon' Tyres) 
and Hong Kong interests 
30% sold on the Colombo Stock Exchange 
10% Employees 

Lanka Porcelain Manufactung of porceiam ware Sep-92 51% Nontake Co. Ltd Japan 
(11% of this transaction) 
49% Lanka Ceramic 

CI 

Q 

Wayamba Agro Fertilizer Co Production and marketing of 
ferlizer 

Mar-94 27.33 90% CIC Fertilizer Co. Ltd 
10% Employees 

C7 
.L 



Sector Privatised Companies Nature of Business Date of Proceeds IShareholding Pattern 

Manufacturing ctd Tea Small Holders Factones Ltd Tea Processing Ap:-94 76.36 51% John Keells Holding Ltd. 
NDB, C.F. Co. Ltd 
39% To be issued to the public 
10% Employees 

Ruhunu Agro Fertilizer Co Prouction and marKeling of May-94 29 90% Yasodha Enterpnses 
ferlizer 10% Employees 

Lanka Lubricants Ltd Petroleum processing Jul-94 497.61 51% Caltex Trad. Corp. Dubai 
39% Secy. to the Treasury 
10% Employees 

Colombo Commercial Jul-94 85.05 90% Jayagiri Transport Ltd 
(Fertilizer Co ) Ltd 10% Employees 

State Hardware Corporation Hardware Items Oct-91 30 90% A.B.C. Management Services (Pvt) Ltd 
(a local consorlium) 

(Lanka Loha) 10% Emcloyees 

Dankotuwa Porcelain (Pvt.) Ltd Manufacturers of Ceramicware Dec-90 102 50% International Ceramic Inc. -
Japanese Consortium 
40%16 Retained by Employees Trust Fund 
10% Employees 

Hingurana Sugar Industries Ltd Growing and processing cane Mar-93 25 90% S.Arumugam & Bros. 
10% Employees 

Lanka Ceramics Ltd. Manufacturing of Ceramicware Jun-92 300 15% sold to Nontake of Japan et al 
(7.5% of Nontake of Japan: 

1.5% Electronic Ceramic Ltd.; 
6% Lanka Porcelain (Pvt.) Ltd. 

50% Secretary to the Treasury 
25% sold on the CSE 

1 110% Employees 

.­



Sector Privatised Companies 

Motors o United Motors 

Motors ctd 0 Sathosa Motors 

Services Sathosa Computer Services Ltd 

Ceylon Shipping Lines Ltd 

Colombo International School 
(Sn Lanka) Ltd 

Stores & Supplies Lanka Tractors Ltd 

I Nature of Business I Date of Proceeds IShareholding Pattern 

imDortersctmotorvenjoe & 
agents ofAitumsi .otor Corp 

Dec-89 95 5% Mitsubishi Motor Corp. of Japan 
90% Public Share Issue 
5%Employees 

Motor car agency Aug-92 74.25 60% C.ltoh of japan 
30% sold on the Colombo Stock Exchange 
10%,. Employees 

Sctware development 
andsales 

Nov-92 1.5 90% Hayleys Ltd 
10% Employees 

Shipping services Dec-92 51.3 51% C&A Consultants (Pvt.) Ltd. Singapore 
39% Ceylon Shipping Corporation 
10% to be given to employees 

School Nov-93 51% Muncnmeyer Petersen GMBH & Co 
KG of West Germany 

39% Parent Teachers Association 
10% Undecided (to be given to staff) 

3 

Sales &markeing of farm 
machinery 

Jan-94 60% Globe Commercial Trading Ltd. (Sr Lanka) 
30% to be sold on the CSE 
10% to be given to employees 

C2 

source: Ministry of Finance 



Attachment 5
Company Performance Data 

Mailing 42 Companies 

Replies received 24 Companies
 

Response Rate 
 57% of the total number of firms privatized 
77% of firms with at least 9 months post 

privatization data 

Data received was supplemented by information from other sources. Where 
information was lacking, estimates have been Inade, The companies for which data 
for key indicators were available for time series analysis for the period 1988-1994 is 
listed below. Data had to be adjusted in some cases to enable time series analysis 
i.e. when 15 months or 3 months data was available. 

Key Indicator No. of Companies 

with data 

Employment 25 

Productivity 19 

Investment 25 

Price 15 

-axes 
 23
 

Turnover 25
 

Profitability 23
 



EMPLOYMENT
 
Attachment 5.1 

No.of persons employed thousands)
1988 1989 1990 1991 1992 1993 1994 

Selected sectors 1660 1329 1576 1636 1782 
25 Privailzed Companies 
Diffusion (%) 

30 
1 

28 
40 

28 
28 

27 
40 

27 
16 

26 
24 

25 
20 

Employment Index 
1988 1989 1990 1991 1992 1993 1994 

Aclnnd 100 122 131 135 131 131 1.1 
Ceylon Agro 100 98 87 5 
Asia fHotels 100 94 85 83 93 93 82 
Bogala 100 100 100 100 100 100 75 
Lanka Ceramic 100 71 68 6G 60 51 51 
Dankotuwa 100 128 129 140 137 151 160 
Disltillefies 100 98 97 96 90 80 79 
Kabool 100 100 100 115 119 118 118 
Kelani Tyres 100 99 95 93 93 74 74 
Hotel Services 100 103 115 104 107 101 101 
Htnas Falls 100 100 120 123 131 166 166 
Ceylon Leather 100 97 93 90 63 63 63 
Lanka Loha 100 99 96 92 89 83 82 
Manraweli Marine Cement 100 109 135 126 126 126 148 
NDR 100 99 89 91 102 102 102 
Ceylon Oxyflen 100 100 99 85 74 69 65 
Lanka Milkfoods 100 104 106 104 101 94 98 
People's Merchant 100 118 118 145 145 155 155 
Pugoda 100 101 101 102 102 103 104 
Rh1n1 Cement 100 100 100 95 90 99 103 
Sathosa Molors 100 112 108 109 106 106 104 
Sathosa Computers 100 104 132 149 138 128 111 
irans Asia 100 104 102 116 113 115 106 
United Molors 100 98 90 82 79 78 78 
Veyangoda 100 96 96 94 92 91 89 

25 Pivalized Corrpanies 100 102 104 102 104 103 102 

Index of Total Employees 100 96 96 93 91 87 85 

NLmi,, 1990 1991 1992 1993 1994 
FNatr E--ployren- 16604091628898 15763331 16358111 17821761 
Numbers reflect tIhe following sectors: mining & quarrying, 
marmufacturing, trade & holels, transport, storage arid communication, Insurance & real estate. 
The figures for 1990 - 1993 are based on averages of quarterly data, while the figure for 1994 Is a 
projection using first quarter data. 
Source: Quarterly Labour Force Surveys, 1990 - 1994. 

Index of employment 
1988 1989 1990 1991 1992 1993 1994 

Privatized Hotels 100 100 106 106 111 119 114 
Tourist Industry 100 114 125 135 144 150 155 

Privatized Textile Mills 100 99 99 104 105 104 104 



PRODUCTIVITY 
Attachment 5.2 

Productivity Index - Deflated Turnover / No. of Employees 
19581 1989 1990 1991 1992 1993 1994 

19 Privatized Companies 1001 101.9 100.2 104.2 118.7 122.7 126.61 
National 100.2 107.9 119.1 123.9 121.5 
Diffusion (%) 42 47 58 58 63 741 

Productivity Index Based on Production Figu es (output per empl yea) 
1988 1989 1990 1991 1992 1993 1994 

Lanka Ceramic 100 98 160 164 158 214 214' 
Dankoluwa 100 101 112 111 100 117 110 
Distilleries 100 88 109 118 124 149 157 
Kelani Tyres 100 100 117 118 112 81 81 
Ceylon Leather 100 92 81 56 107 76 91 
Lanka Loha 100 114 134 56 73 71 72 
Mahawell Marine Cement 100 96 85 84 70 77 87 
Pugoda 100 96 96 118 97 127 112 
Veyangoda 100 91 110 119 115 135 153 

9 Privatized Companies 100 97 ill 105 106 116 108 

Diffusion (%) 22 66 55 33 66 55 

Productivity Index - Deflated Turnover ! No. of Employees
1988 1989 1990 1991 1992 1993 1994 

Acliand 100 85 77 81 78 75 72 
Asia Hotels 100 94 73 107 116 133 153 
Borqala 100 79 112 85 62 51 60 
Lanka Ceramics 100 130 153 172 160 171 171 
Dankotuwa 100 123 123 123 137 140 142 
Distilleries 100 90 106 116 130 140 167 
Hunas Falls 100 92 63 64 64 47 106 
Kelani Tyres 100 103 114 104 92 84 89 
Ceylon Leather 100 92 70 48 135 146 139 
Lanka Lohia 100 167 125 87 175 202 85 
Mahaweli Marine Cement 100 93 74 73 73 83 92 
Lanka Milkfoods 100 127 133 149 171 172 194 
Pugoda 100 96 106 106 113 108 108 
Ruhunu Cement 100 113 88 134 170 173 183 
Sathosa Motors 100 78 76 99 87 '19 106 
Sathosa Computers 100 83 60 61 75 85 103 
Trans Asia 100 102 103 111 122 127 137 
United Motors 100 86 141 156 195 195 201 
Veyangoda 100 103 108 105 100 120 141 

19 Prlvatized Companies 100 102 100 104 119 123 127 

Kabool 100 92 75 789 1029 1432 1285 

Diffusion (%) 42 47 58 58 63 74 
*Calculaion uses the 1993 turnover and employee figures. 



Attachment 5.2 rtd 
Sectoral contribution to GNP at 1982 constant factor cost prices 

1988 1989 1990 1991 1992 1993 19944" 
Minlng & Quarrying 3392 3576 3901 3511 3300 3693 3915 
Manufacturing 19622 20488 22427 23949 26059 28806 31399 
Transport, Storage & Co, 13619 13883 14410 15534 16606 17287 17978 
Banking, Insurance & Rea 5819 6!68 6556 6831 7241 8023 8745 
Services (n.e.s.) 4423 4530 4940 5355 5714 5828 5968 

Total 46875 48645 522341 55180 58920 63637 68005 

*'Projections for 1994 are based on the 1995 Budget Speech, 



INVESTMENT
 
Attachment 5.3 

Gross Domestic 
1988 
100 

1989 
108 

1990 
141 

1991 
168 

1992 
199 

1993 
253 

1994 
316 

Fixed Capital Formation 
Indexed total investment value 100 138 307 313 785 838 504 

Investment Index 

Acland Insurance 
1988 
100 

1989 
100 

1990 
6717 

1991 
17 

1992 
33 

1993 
33 

1994 
33 

Asian Hotels 100 9 106 1 4 53 251 
Hotel Buhari 100 240 100 236 429 100 100 
Lanka Ceramics 100 130 128 332 154 230 230 
Ceylon Shipping Lines 100 16 456 
Dankoluwa Poicelain 100 240 1600 753 4093 11100 1467 
Distilleries 100 100 3600 11700 600 30900 12900 
Holel Services 100 150 100 179 236 132 164 
Hunas Falls 100 0 138 22 22 295 148 
Kabool 100 109 349 202 174 
Kelani Tyres 100 100 89 12 2141 135 312 
Ceylon Leather 100 82 30 15 109 183 48 
Lanka Loha 100 1 7 0 0 4 961 
Mahaweli Marine Cement 100 24 1010 4753 1376 261 1099 
Lanka Milkfoods 100 94 92 86 150 147 71 
NDB 100 112 283 240 494 800 524 
Oxygen 100 167 167 475 175 417 167 
People's Merchant 100 142 168 172 280 377 
Pugoda 100 195 134 561 919 68 144 
Ruhunu Cernenet 100 104 0 2 2 4618 2 
Salhosa Motors 100 32 91 105 77 212 137 
Sathosa Computers 100 120 262 7 31 70 195 
Trans Asia 100 316 70 50 10 102 29 
United Motors 100 105 54 235 272 197 
Veyangoda 100 85 8 13 14 458 475 

Actual investment in 25 
privatized companies (Rs. rn) 230 318 706 719 1803 1925 1158 

Diffusion (%) 40 48 48 60 68 36 



PRICES Attachment 
5.4 

1988 1989 1990 1991 1992 1993 1994 
15 Privatized Companies 100 113 139 159 178 199 236 
WPI All Items 100 109 133 145 158 170 178 
Diffusion (%) 87 87 93 93 87 73 

1988 1989 1990 1991 1992 1993 1994 
Privatized Hotels 100 118.6 145.8 182.9 218.1 257.6 318.0 
Hotel Industry 100 111.8 147.5 174.4 198.3 271.2 275.0 

Distilleries Company 
1988 
100 

1989 
122.0 

1990 
143.9 

1991 
154.5 

1992 
162.6 

1993 
182.1 

1994 

Alcoholic Drinks(WPI) 100 113.9 133.0 154.4 176.3 190.1 

Price Index 
1988 1989 1990 1991 1992 1993 1994 

Asia Hotels 100 121 131 187 258 281 312 
Hotel Services 100 121 196 241 259 295 344 
Hunas Falls 100 10! 111 120 128 204 341 
Kelani Tyres 100 118 144 154 174 176 170 
Trans Asia Hotels 100 127 145 184 227 250 275 
Distilleries 100 122 144 154 163 182 185 
Dankotuwa 100 121 170 200 229 263 263 
Ceylon Leather 100 113 120 125 150 150 150 
Lanka Loha 100 104 160 180 180 157 186 
Mahaweli Marine Cement 100 101 124 150 160 172 195 
Lanka Milkfoods 100 100 100 100 118 137 132 
Pugoda 100 102 103 105 107 112 114 
Ruhunu Cement Works 100 114 148 160 164 183 190 
Sathosa Motors 139 169 191 236 238 
Sathosa Computers 100 114 148 160 164 183 190 

15 Privatized Companies 100 113 139 159 178 199 219 



TAXATION 

Attachment 5.5 

Taxes (Rs ran) 
1988 1989 1990 1991 1992 1993 1994 

National 35946 47513 61206 68157 76353 87274 100276 
23 Privatized Companies 2910 2857 3866 4482 5216 5424 6422 

Diffusion (%) 52 52 52 69 48 61 

Indexed 

1 19881 19891 19901 19911 19921 19931 194 
National 100 132 170 1901 2121 2431 279 

Tax Index 

1988 1989 1990 1991 1992 1993 1994 
Acland 100 100 81 115 44 44 44 

Asian Hotels 100 98 79 127 170 988 1436 

Hotel Buhari 100 85 75 67 254 270 295 

Lanka Ceramics 100 147 245 200 239 142 157 

Ceylon Shipping Lines 100 37 37 28 3 3 3 

Dankotuwa 100 181 527 569 1087 962 742 

Distilleries 100 96 136 159 178 188 230 

Hotel Services 100 ill 120 130 126 125 127 

Kabool 223 730 1442 3885 2123 

Kelani Tyres 100 143 256 237 253 257 265 

Ceylon Leather 100 126 145 107 203 271 404 

Lanka Loha 100 115 30 18 121 173 173 

Mahawelt Marine Cement 100 66 59 47 45 59 77 

Lanka Milkfoods 100 85 53 168 271 261 329 

Ceylon Oxygen 100 158 780 1403 1098 1003 600 

NDB 100 100 8100 12900 25050 21980 21500 

People's Merciant bank 100 83 230 443 536 1241 2601 

Pugoda 100 108 115 101 126 112 120 

Ruhnuu Cement 350 1446 1611 

Sathosa Motors 100 102 119 170 180 169 296 

Lanka Tractors 100 584 1268 672 672 672 672 

Trans Asia 100 113 140 187 220 67 67 

United Motors 100 100 155 180 260 350 450 

Veyangoda 100 108 35 159 170 201 366 



Turnover Attachment 5.6 

25 Privalised Co:s. 
GDP at market prices 

19881 
100 

100 

1989 
111.8 
113.5 

1990 
139.3 
144.9 

1991 
154.4 
167.7 

1992 
177.4 
191.6 

1993 
193.2 
223.7 

1994 
220.8 
257.2 

Dispersion %_ 72 70 67 64 64 52 

GDP at market prices 
Value of Textile and lealher 
Privatized Textile & Leather 

1988 
100 
100 
100 

1989 
113.5 
113.2 

99 

1990 
144.9 
80.0 
125 

19911 
167.7 
48.3 
41 

1992 
191.6 
99.6 
625 

1993 
223.7 
165.5 

868 

1994 
257.2 

835 

Privalized Food Industries 

Value of Food, beverages 
arid tobacco _____ 

1988 

100 

100 

1989 

111.1 

125.8 
__________ 

1990 

124.6 

149.6 

1991 

116.1 

204.4 
_____I_____ 

1992 

157.7 

232.8 

1993 

161.1 

270.6 
__________ 

1994 

1837 

Privatized Hotels Turnover 
Official Receipts from 

Tourism 

1988 
100 
100 

1989 
104 
112 

1990 
108 
217 

1991 
144 
266 

1992 
174 
362 

1993 
198 
412 

1994 
266 
436 



Turnover Index Attachment 5.6 ctd I 

Acland 
Asia Hotels 
Bogala 
Hotel Buharl 
CCC Engineers 
Ceylon Shipping 
Dankoluwa 
Distilleries 
Hingurana Sugar 
tHunas Falls 
Kelari Tyres 
Lanka Ceramics 
Ceylon Leather 
Lanka Loha 
Mahawell 
Lanka Milkfoods 
NDB 
Pugoda 
Ruhunu Cement 
Salhosa Molors 
Sathosa Compulers 
Lanka Tractors 
Trans Asia 
United Motors 
Veyangoda 

1988 

100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 
100 

1989 

113 
97 
86 
100 
114 
94 
172 
97 
156 
100 
110 
100 
98 
109 
110 
144 
117 
106 
123 
96 
94 

141 
116 
92 
108 

1990 

133 
83 
149 
138 
196 
82 

211 
136 
176 
100 
145 
138 

87 
164 
133 
188 
180 
142 
118 
110 
106 
222 
141 
170 
35 

1991 

159 
129 
123 
175 
163 
44 
249 
162 
138 
115 
141 
166 
63 
79 
134 
225 
240 
157 
178 
156 
131 
216 
187 
187 
144 

1992 

161 
170 
98 

221 
163 

14 
298 
184 
138 
132 
136 
153 
134 
146 
145 
273 
355 
184 
187 
147 
165 
222 
218 
243 
147 

1993 

167 
212 

87 
234 
146 

33 
359 
191 
138 
134 
107 
148 
156 
124 
179 
276 
490 
190 
209 
142 
184 
226 
249 
260 
187 

1994 
167 
223 
81 

251 
141 
35 

406 
236 
138 
315 
118 
148 
156 
124 
244 
338 
594 
200 
225 
196 
204 
217 
259 
280 
224 

25 privatised companies. 100 112 139 154 177 193 221 

Kabool 
People's Merchant Bank 100 155 

100 
454 

1319 
874 

1939 
1340 

2865 
1579 

2706 
1931 

Index of Total Turnover 100 109 140 179 209 237 268 

Diffusion (%) 60 76 68 72 72 68 



Attachment 5.6 ctd 11Deflated Turnover Index 
1988 1989 1990 1991 1992 1993 1994 

Acland Insurance 100 104 100 110 102 98 93 
Asia Hotels 100 89 62 89 108 124 125 
Bogala 100 79 112 35 62 51 45 
Hotel Buhari 100 92 103 121 140 137 141 
CCC Engineers 100 104 147 112 103 86 79 
Ceylon Shipping 100 87 62 30 9 19 20 
Dankotuwa 100 158 159 171 189 211 228 
Distilleries 100 89 102 ill 117 112 132 
Hingurana Sugar 100 143 132 95 87 81 78 
Hunas Falls 100 92 75 79 84 79 176 
Kelani Tyres 100 101 108 97 86 63 66 
Lanka Ceramics 100 92 104 114 97 87 83 
Ceylon Leather 100 90 65 43 85 91 87 
Lanka Loha 100 100 123 54 92 73 70 
Mahawell 100 101 100 92 92 105 137 
Lanl3 Milkfoods 100 132 141 155 173 162 190 
Puguda 100 97 107 108 116 112 112 
Ruhutnu Cement 100 113 88 122 118 123 126 
Sathosa Motors 100 88 82 107 93 84 110 
Sathosa Computers 100 86 79 90 104 108 114 
Lanka Tractors 100 129 167 149 140 133 122 
Trans Asia 100 106 105 128 138 147 145 
United Motors 100 84 127 128 154 153 157 
Veyangoda 100 99 26 99 93 110 125 

24 Privalised Companies 100 102 103 104 107 106 115 

Kabool 100 92 75 907 1226 1683 1516 
NDB 100 107 135 165 225 288 333 
Peoples Merchant Bank 100 142 340 601 847 928 1082 

Diffusion (%) 46 50 63 50 42 58 

Index of Deflated Turnover 100 102 105 111 114 111 123 

WPI (all item) Index 100 109 133 145 158 170 178 



PROFITABILITY 

Attachment 5.7 

Net Profits Before Tax/ Net Assets(%)
1 19881 1989123 Prvatized Comp 91 12 

19901
12 

19911
8 

19921
13 

19931
17 

1994
13 

NSB Savings Rate 12 14 16.2 14 14 14 14 

Net Profits before tax I Net Assets (%)
1 19 19891 

23 Privatized Cornp 8.7 12.4 
19901 
12.0 

19911 
7.91 

19921 
12.9 

1993] 
17.21 

1994 
13.3 

Diffusion (%) 26 35 39 30 43 26 

Net Profit Before Tax I Net Asset (%) 
1988 1989 1990 1991 1992 1993 1994 

Asian Hotels (10) (10) (11) (4) 3 3 1 
Hotel Buhari 8 7 5 3 12 12 12 
Lanka Ceramics is 18 26 25 18 15 14 
Ceylon Shipping Line 91 23 21 7 (76) 36 
Dankotuwa Porcelain 5 22 22 16 6 9 3 
Distilleries 15 (4.4) 59 92 67 117 86 
Hotel Services (2) (0) (1) (1) (3) (0) 1 
Hunas Falls (2) (13) (2) (2) (5) (52) (9) 
Kabool 
Kelani Tyres 8 18 

(25) 
38 

(10) 
18 

(2) 
6 

(3) 
(9) 

(3) 
0 

Ceylon Leather 
Mahaweli Marine 

(10) 
54 

(30) 
93 

(9) 
91 

(10) 
54 

(7) 
4 

(25) 
68 

(7) 
91 

Lanka Milkfoods 23 14 (5) 18 86 50 88 
NDB 7 7 14 20 28 30 30 
People's Merchant (320) 15 28 19 16 20 18 
Pugoda 13 12 8 11 16 10 15 
Ruhunu Cement 
Sathosa Motors 

144 
92 

(7) 
55 

(1) 
51 

(1) 
63 

(2) 
47 

77 
32 41 

United Motors 31 33 18 19 24 18 21 
Veyangoda 10 3 9 9 
Ceylon Oxygen 5 (1) 14 18 28 32 29 
Salhosa Computers 
Trans Asia 

4 
(10) 

(1) 
(8) 

(90) 
(7.4) 

(190) 
(2.8) 

22 
7 

(59) 
5 

(165) 
6 

23 Privatized Comp,. 9 12 12 8 13 17 13 



Attachment 6 

Government Shareholding In Privatised Companies 

Company 

National Development 
Bank*# shares 
Lanka Ceramics* 
Bogola Graphite' 
Lanka Tractors 
CCC (Engineers) 
Lanka Canneries 
Prigo Agro Industries 
Mahaweli Marine 
Cement 
Ruhunu Cement 

Goverment 
shareholding 

15% 

50% 
50% 
30% 
30% 
30% 
30% 
30% 

30% 

no of 
shares 

1,875,000 

15,000,000 
139,805,000 

Source Company annual reports to 31 March 1993 and Ministry of Fiaince 

value 
per 

share at 
Dec 

1994 Rs 
395 

75 
4 

Market
 
Value as at
 

Dec 1949
 
Rs mn
 

740 

1,125 
559 
72 
30 
51 
95 
23 

110 
2,805 

approximate iarket value of siares that government owned in unquoted shares is taken as theproportion of thesale 
price of thernnajornly holding 
"quoted on thestock exchange 
# The balarce governrmnent shares are heldhyCentral Batik ofSO Lanka The government also holds Rs 275ron in
convertible stock in ND)B This is convertible over tie period 199 - 2001 



Attachment 7 
Trade Union Response to Structural Adjustment 

Frederich Eber Siftung Workshop
2nd &3rd September, 1994. 

Representatives of the major trade unions contributed to this statement which was formulated 
at the workshop. 

RECOMMENDATIONS 

1. 	 As all groups agree that in the light of the experience, the Government to take back 
the management of the estates and re-structure the management in consultation with 
the 1rade Unions. 

The CWC wants the following to be included. 

i) Trade Unions to be amended to representative Trade Unions. 

(ii) 	 The CWC Proposals 

As there are 23 Management Companies operating in the plantation sector 
and each of these companies manage 7,500 - 15,000 hectares of land: 
* 	 should be broken into 66 management companies each catering for 

about 5000 workers 
* 	 each company should have at least Rs 100 Million as capital.
* 	 Shares of these companies should be in the share market. 
• 	 20% shares should be in l hands of the state. 10% with the 

workers.
 
* 
 there should be a body to monitor these companies. 
* 	 all conditions of work should be agreed upon 

2. 	 If privatizalion is to take place in the future, the Government should stick to what they
have proposed in the Election Manifesto of the Peoples Alliance. These should be 
done in consultation with the public and the Trade Unions. 

3. 	 The Trade Union Movement should oppose and resist Structural Adjustment
Proposals (SAP)which are directed against the interests of the workers. Build 
solidarity and unity amongst the Trade Unions to resist S A P which have adverse
effects or, the working class This workshop in the context of the workers, wants the 
Government to ratify and implement in law, [10 Convention 87 and implement in law, 
[L0 Con 	 98 immediately 

4. 	 All private and privatized road passenger transport operators be slate regulated
effectively and immediately Adequate transport facilities be provided in the late hours
in tile interests of tihe workers and the general public. An integrated transport policy 
be adopted by the Government for Rail and Road transport services 

5. 	 As the Post and Telecommunication industries are public utility services, these sectors 
should be kept under state ownership. 



List of participants 

Mr.l fatty Sandrasekera 
Secretary Industrial Relation 
Ceylon Workers Congress 
St. Michaels Road, 
Colombo 3. 

2. 	 Mr. S.Leslie Fernando, 
Chief Organiser,
 
Jathisaka Sevaka Sangamayn,
 
416, Kotte Aoad,
 
Pita Kotte.
 

3. 	 Mr. K. Selvanathan, 
Ceylon Workers Congress, 
Nuwara Eliya. 

4. 	 Mr. M.S Al!. Mohldeen, 
Administrative Secretary, 
LIEWU, 
60, fRandaranayakepura,
 
Welikade,
 
Rajagiriya.
 

5, 	 Mr. M. D,1.A. Jayamanne, 
LJEWU, 
60, Bandaranayakepura, 
Welikade, 
Raj giriya. 

6. 	 Mr. Leslie Devendra, 
General Secretary, 
SLNSS, 
301,T. B.Jayah Mawatha, 
Colombo 10. 

7. 	 Mr. P. Bala Tampoe, 
General Secretary, 
Ceylon Mercantile Union, 
3,22nd Lane, 
Colombo 3. 

8. 	 Mr. Ranjith Madawale, 
umro, 
P.O. Box 15, 
Colombo 2. 

9. 	 Mr. Palitha Atukorale, 
Deputy Chief Organiser, 
ISS, 
416, Kotte Road, 
Pita Kotte. 
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10. 	 Mr. Dl.W. l'orrnnpeMunit, 
President, 
UPIO, 
P.O.fHox 15. 
Colormbo 2. 

II. 	 Mr. G. Jegnatlan, 
Secretary,

Ceylon Mercntile I hnion,
 
3, 22nd Inne,
 
Colombo 3.
 

12. 	 Mr. S,R.Adikami 
Friedrich-nber Stifliing, 
14. Rotunda Gardens, 
Colombo 3. 



Attachment 8 

Major Trade Unions in Sri Lanka 

Twelve Major Trade Unions in Sr Lanka 
Number of
Members 

1 C~yhorr Workers Cfillress 417,188 
2. t anko National Fstate Workers; Urinio 381,657 

3 .1aihika Sewaka Sanclairraya 261,892 

4 lie DOfmorialh Workers Jnion 91.'890 

5 National Wulker ('ngress 67,067 

6, I anka Guru Snc(anmaya 47,472 

7 Natoional Union of Worker, 42,587 
8 United P'lantatior Workems Uion 34,677 

9 lhe Ceylon Merranile Industrial General Workers 33,493 

lM 41fl'lri ka Nidahas Sevaka Sarrqamaya 29,169 

I I Ire CeyloInPlatatinr Workers Union 28,120 

12 Ceyln Banrk Flnployves tiorm 1a 
se"rurepl Murruciy rofI h(t 

Public Sector trade unions with over one thousand members 

Number of 
Members 

I I arrka Grurrr Sarrnrrrrayn 47,472 
vemmmi Clerical Services Union 

3 Sri I anka I lealtlh Services Union 14,637
 
4 Natioral Fducation Scm ices inion 14,160
 
5 Flan(qaiganmnwelar Aiyarr Unior 12,523
 

2. lr (Irwr 16,063 

8. Sri I anka Railways Services Union 10,128
 
7 Sri I anka Inlaric feaciers Uniorn 9,033
 
8 National Prlst & I elecormunicatior Services Uninn 8,781
 
9 Sri lanka Jnior o! (rrasevakas 8.010
 

10 All Crylor rCovermment Clerical Unron 7,727
 
11 Sri I aika !enchrers Freerdnr Urnirrr 7,404
 
12 Urrion of (ovemorent Srvice Nur rs 7,098
 
13 All Ceylon Post & I ele(rIph Union 6,864
 
14 (;owerrmrIt Srveyors I abotur Union 4,754
 
I5 (nrverrrrrrert Farily Ilirmh Service Union 4,150
 
16 ("overirrin.t Purlic S(ervrce Iarout Urrion 3.626
 
17 Urnion of Railway Sevices 3,559
 
18 Union if ri Ianka Freedom Railway Services 2,233
 
19 Sri ianka Post & I elecnmmnicntinn Imade Union 2,672
 
20 All Ceylon I elecomrilnicaion Fnrinrrers Union 2608
 
20 All Ceylor Railway frmliieers I.arour Union 2,534
 
21 lie (Cover rrrrrnrt Medlcal ()fiicers Association 2485
 
22 lire overrnnen I lealih Service Nurses Association 2441
 
23 (Ceymr leacherls Congreos, 2212
 
24 lie (Ceylonr Suhbint Marlers Uniorr 2112
 
25 lie Goverirnrrrt Nalinnn lypits Association 2 "2
 
26 All Ceylrrr (ove rmrierrl I ypis., ,ssocialiorr 1963
 
27 Sri I anka United (CalialeClerical Ser dices Urrion 1829
 
28 National Jniorr of Clerks 
 1715
 
29 (rrvemiel Admiir;ilive Services Uniorr 1684
 
30 National Iivestock and I leallh Services Association 1217
 
31 Lanka Railway Workers Union 1198
 
32 ('rvmnmen t Office Workers Union 1096
 
33. AllCeylon roverrnernt Weavers Association 1096 

Sotl{ciMiriry of I alhnir 
rna - net .vallable 



Attachment 8 ctd I 
Major Trade Unions In Sri Lanka ctd 

Number of Trade Unions and Membership 

Year Registrations during the year No. of unions registered No. of members 

1981 73 1130 1,668,230 

1982 73 1149 1,601,056 

1983 66 1107 1,836,697 

1984 63 1068 1.806,173 

1985 76 957 1,563,394 

1986 69 948 1,479,128 

1987 77 903 1,677,431 

1988 100 949 1,656.780 

1989 89 1034 1,623,478 

1990 68 1137 1,638,537 

1991 88 1033 1,640,183 

source Ministry of Labour 



Attachment 9Questionnaire 

IMPACT OF PRIVATISATION.
 

Non Firm - Government, other donor, professionals etc
 

What are the major accomplishments of the privatisation program?
 

What do you consider to be its strengths
 

What do you consider to be its weaknesses
 

What are the major constraints of privatisation of State Enterprises
 

Have anti competitive arrangements tariff protection, market share
 
guarantees been made in the process of privatisation that reduce 

benefits to society? 

Is there nn effective regulatory mechanism in place to ensure a 

competitive environment 

What are the main lessons learned 

What should be done for the fulure SOE's to be privatised 

Inwhat way has this process increased efficiency 

Inwhat way has the process increased international standing as a 
place for investment 

Inwhat way has it affected Domestic politics 

What Is the impact on the budget expenditure? Revenue (only 
selected people 

How could USAID help in the future? 

IMPACT OF PRIVATISATION- Questionnaire 

Firms 

What are the major accomplishments of the privatisation in your 

enterprise? 

What do you consider problems associated with the privatisation? 

What are the major constraints for the privatisation of State 

Enterprises in general? 

Have anti competitive arrangements tariff protection, market share 
guarantees been made in the process of privatisation? 



Attachment 9ctd I 

Is there an effective regulatory mechanism in place to ensure a
 

competitive environment?
 

What are the main lessons learned from this process?
 
What should be done for the future SOE's to be privatised
 
In what way has this process Increased efficiency
 

How could USAID help in the future?
 

What is the Impact of privatisation on (employment) 

collective agreements, 

recruitment policy, 
levels of employment and lay off,
 

trade union arrangements
 

HRD policies
 
What investments have taken place since privatisation 
What are the technological imp ovements done since privatisation 

process?
 

In what way has financial management changed since privatisation 
How has strategic planning process changed since privatisation 
How has product marketing methods changed since privatisation 
What % of production is exports before/after 
What policies and conditions continue to constrain the developnent of 

the organisations? 
What are the significant price changes since privatisation 
In what way did you change the organisational structure and why 
What has been the impact on industry mix 

What has been the impact on industry structure 
Was there a change in the factor inputs and how ? procurement 

methods? 

How many shares did an employee get oi; average? 
How many years salary did it represent 


