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Executive Summary - Sri Lanka
Sanctions:

None

FAFT list of AML
Deficient Countries

No

Higher Risk Areas:

Compliance with FATF 40 + 9 Recommendations
Not on EU White list equivalent jurisdictions
Corruption Index (Transparency International & W.G.I.))
Failed States Index (Political Issues)(Average Score)

Medium Risk Areas:

World Governance Indicators (Average Score)

Major Investment Areas:
Agriculture - products:
rice, sugarcane, grains, pulses, oilseed, spices, vegetables, fruit, tea, rubber, coconuts;
milk, eggs, hides, beef; fish
Industries:
processing of rubber, tea, coconuts, tobacco and other agricultural commodities;
telecommunications, insurance, banking; tourism, shipping; clothing, textiles; cement,
petroleum refining, information technology services, construction
Exports - commodities:
textiles and apparel, tea and spices; rubber manufactures; precious stones; coconut
products, fish
Exports - partners:
US 22.6%, UK 9.8%, India 6.4%, Belgium 5.2%, Germany 4.8%, Italy 4.3% (2012)
Imports - commodities:
petroleum, textiles, machinery and transportation equipment, building materials, mineral
products, foodstuffs
Imports - partners:
India 21.3%, China 16.5%, Singapore 8.6%, Iran 7.7%, UAE 4.4%, Malaysia 4.3% (2012)
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Investment Restrictions:
The government allows 100% foreign investment in any commercial, trading, or industrial
activity other than a few specified sectors, which are regulated and subject to approval
by various government agencies or the BOI: air transportation; coastal shipping; large
scale mechanized mining of gems; lotteries; and manufacture of military hardware, military
vehicles, and aircraft; dangerous drugs; alcohol; toxic, hazardous, or carcinogenic
materials; currency; and security documents.
Foreign investments in the areas listed below are limited to 40% of foreign equity. Foreign
ownership in excess of 40% must be approved on a case-by-case basis by the BOI: the
production for export of goods subject to international quotas; growing and primary
processing of tea, rubber, coconut; timber-based industries using local timber; deep-sea
fishing; mass communications; education; freight forwarding; travel agency; and shipping
agency business. The government is considering opening higher education to foreign
investment. Foreign investment is not permitted in the following businesses: non-bank
money lending; pawn-brokering; retail trade with a capital investment of less than US$1
million; and coastal fishing.
Private entities are free to establish, acquire, and dispose of interests in business enterprises.
Private enterprises enjoy benefits similar to those granted to public enterprises, and there
are no known limitations to access to markets, credit, or licenses. Foreign ownership is
allowed in most sectors, although the new land ownership law prohibits foreigners from
owning land according, with some exceptions.
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Section 1 - Background

The first Sinhalese arrived in Sri Lanka late in the 6th century B.C., probably from northern
India. Buddhism was introduced in about the mid-third century B.C., and a great civilization
developed at the cities of Anuradhapura (kingdom from circa 200 B.C. to circa A.D. 1000)
and Polonnaruwa (from about 1070 to 1200). In the 14th century, a south Indian dynasty
established a Tamil kingdom in northern Sri Lanka. The coastal areas of the island were
controlled by the Portuguese in the 16th century and by the Dutch in the 17th century. The
island was ceded to the British in 1796, became a crown colony in 1802, and was formally
united under British rule by 1815. As Ceylon, it became independent in 1948; its name was
changed to Sri Lanka in 1972. Tensions between the Sinhalese majority and Tamil separatists
erupted into war in 1983. After two decades of fighting, the government and Liberation Tigers
of Tamil Eelam (LTTE) formalized a cease-fire in February 2002 with Norway brokering peace
negotiations. Violence between the LTTE and government forces intensified in 2006, but the
government regained control of the Eastern Province in 2007. By May 2009, the government
announced that its military had defeated the remnants of the LTTE. Since the end of the
conflict, the government has enacted an ambitious program of economic development
projects, many of which are financed by loans from the Government of China. In addition to
efforts to reconstruct its economy, the government has resettled more than 95% of those
civilians who were displaced during the final phase of the conflict and released the vast
majority of former LTTE combatants captured by Government Security Forces. At the same
time, there has been little progress on more contentious and politically difficult issues such as
reaching a political settlement with Tamil elected representatives and holding accountable
those alleged to have been involved in human rights violations at the end of the war.
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Section 2 - Anti – Money Laundering / Terrorist Financing

FATF status

Sri Lanka is no longer on the FATF List of Countries that have been identified as having
strategic AML deficiencies

Latest FATF Statement - 21 June 2013
The FATF welcomes Sri Lanka’s significant progress in improving its AML/CFT regime and notes
that Sri Lanka has established the legal and regulatory framework to meet its commitments in
its Action Plan regarding the strategic deficiencies that the FATF had identified in February
2010. Sri Lanka is therefore no longer subject to FATF’s monitoring process under its on-going
global AML/CFT compliance process. Sri Lanka will work with the APG as it continues to
address the full range of AML/CFT issues identified in its Mutual Evaluation Report, in
particular, ensuring the continued implementation of its procedures to identify and freeze
terrorist assets.

Compliance with FATF Recommendations

The last Mutual Evaluation Report relating to the implementation of anti-money laundering
and counter-terrorist financing standards in Sri Lanka was undertaken by the Financial Action
Task Force (FATF) in 2015. According to that Evaluation, Sri Lanka was deemed Compliant for
5 and Largely Compliant for 7 of the FATF 40 Recommendations.

Money Laundering/Terrorism Financing Risks (FATF Mutual Evaluation Report)
The assessment team considers the following two as the main risk areas for ML because they
pose greater systemic challenges and broader, negative societal impact than other ML risks:
Drug trafficking: According to the NRA, drug-related offences and proceeds are the highest
among all predicate crimes for ML. The drug trafficking threat originates primarily from the
trafficking of heroin from India and Pakistan for consumption in Sri Lanka, and as a transit
point for heroin heading to other destinations. The measures undertaken have been limited
by capacity constraints and existing sectoral and national vulnerabilities.
Corruption: Corruption is also identified in the NRA’s top-tier category of predicate crimes for
ML. Corruption-related proceeds are a significant risk given the systemic negative impact on
society. Compounding this risk is the lack of corruption-related ML investigations,
prosecutions, and convictions. Based on statistics provided by Sri Lanka, there were 7706
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reported cases of bribery and corruption between 2008 and 2013. Of those, 336 were
prosecuted, with only one leading to an ML investigation.
The assessment team considers other predicate offences identified in the NRA as important
ML risks, but not in the same categories as illicit proceeds from corruption and drug
trafficking. These other risks include fraud (cheating, criminal breach of trust, criminal
misappropriation), robbery, credit and debit card fraud, human smuggling/trafficking,
extortion and counterfeiting of currency. Fraud and human trafficking are recurrent risks.
According to Sri Lanka’s crime statistics there were 39 068 and 11 344 cases of fraud
investigations and prosecutions respectively between 2008 and 2012. On human trafficking,
Sri Lanka is primarily a source country. There are about 1.1 million unskilled Sri Lankans working
abroad, some in conditions of forced labour. The risk posed by human smuggling has
declined in recent years with successful cooperation between Sri Lanka and Australia in
deterring people smuggling. Credit card and debit card fraud is increasing as the economy
grows and card usage increases, although it is more limited to hotels and higher end retail
outlets.
Terrorist financing associated with the Liberation Tigers of Tamil Eelam (LTTE) remains, despite
its military defeat in 2009. The LTTE international network is still actively pursuing the objectives
of the LTTE and certain elements of the Tamil diaspora are providing support for possible LTTE
resurgence. However, according to Sri Lankan authorities the funding base has declined by
80% post 2009. Nevertheless, there have been three LTTE incidents over the last two years, the
most recent in April 2014, which involved an attempted resurgence of the LTTE in the Jaffna
Peninsula. The National Security Strategy covers comprehensively the issue of the ongoing
threat and risk associated with the LTTE and other emerging threats. The non-sanitised version
of the NRA also goes into further detail than the summary provided in the sanitised version.
Universally, competent authorities demonstrate a high level of understanding of the ongoing
terrorist threats and TF risks, and remain vigilant against any possible LTTE resurgence, or other
activities that may cause internal conflict. The NRA, National Security Strategy and officials
met during the onsite indicate that the banking sector had been used to facilitate financing
of terrorist activities. NGOs and MVTS hawalas have also been used to channel funding for
terrorism.
There is a nexus between LTTE TF and ML. The LTTE was known to engage in criminal activities,
including human trafficking, people smuggling and arms trafficking to support its activities.
There are also publicly available reports of LTTE affiliates based overseas being investigated
and prosecuted for ML. Likewise, as noted in the National Security Strategy, as a result of the
rise of terrorism and the civil war Sri Lanka experienced previously, and the response required
from the state, a considerable amount of arms and ammunition inadvertently fell into the
hands of criminals.
The cross-border connection is not limited to the financing of LTTE, as Sri Lanka’s ML/TF risks
also involve transnational illicit flows because of Sri Lanka’s geographic location. Sri Lanka is a
major transhipment port and accounts for 70% of all ships sailing to and from South Asia.
Many of the world’s most important sea-lanes are located in close proximity to Sri Lanka. This
structural feature has exposed Sri Lanka to drug trafficking, human trafficking and people
smuggling. Authorities consider that the proceeds of drug trafficking are mostly laundered
back to their source jurisdictions and for human smuggling, to end destinations or transit
points and not just within Sri Lanka.
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Overall, Sri Lanka is not considered an end destination for proceeds of crime. Sri Lanka is not
an important regional financial centre and the civil war years have deterred private sector
flows into the country, although that is changing in the hotel sector because of increased
tourism.
It is more likely that proceeds of crime are exported to foreign jurisdictions from Sri Lanka, a
reverse of the situation with TF, where funds are imported into Sri Lanka. There have been
reported cases of proceeds of corruption being laundered into overseas bank deposits or
property offshore, and law enforcement investigations have indicated that drug money is
laundered offshore.
The NRA reasonably considers the non-bank financial sector and certain designated nonfinancial businesses and professions (DNFBPs) as higher risks. In addition to the usual higher
risks associated with the banking and securities sector based on international typologies,
casinos, real estate agents and dealers in precious stones pose higher risks in Sri Lanka
because of the absence of any meaningful prudential and AML supervision, although there
is some basic prudential supervision for precious stones. While the casino sector is currently
limited to five small operations, and no junket tours, there is potential for further expansion.
The commercial real estate sector is experiencing significant growth because of the
booming economy, and Sri Lanka is one of the world’s major producers of precious stones.
Informal money or value transfer service (MVTS) providers pose significant vulnerabilities and
TF risks. The NRA appears correct in identifying the informal MVTS sector as the highest risk
sector. Based on the NRA the alternative remittance sector accounts for 15% to 43% of all
private remittances. Most remittances, either formal or informal, come from Sri Lankans living
or working in the Middle East region. Informal remittances are commonplace in Sri Lanka,
particularly to facilitate Sri Lankans working overseas in sending money home. Although the
LTTE has exploited this channel for TF, most funds remitted from abroad are for legitimates
purposes, such as overseas workers remitting funds to their relatives in Sri Lanka.

Extract from 2013 Asia Pacific Group on Money Laundering Yearly Typologies Report:
Money Laundering Trends:
Emerging and Continuing Trends
• Remitting money out of Sri Lanka purported to be payment for imports, where no actual
imports had taken place
• Use of accounts to collect funds from human smuggling and trafficking.
• Use of accounts to collect proceeds of the drug trade
• Frauds relating to internet and e-banking
• Use of accounts for third party deposits where depositors were requested to deposit money
into an account as job application registration fees, investment schemes or lottery
contributions. Such deposits were then immediately withdrawn through ATMs
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Declining Trends
• Use of bank accounts to collect ransom
• Use of individual accounts to finance terrorist activities
• Use of non-profit organizations for terrorist financing activities

US Department of State Money Laundering assessment (INCSR)

Sri Lanka was deemed a “Monitored” Jurisdiction of by the US Department of State 2016
International Narcotics Control Strategy Report (INCSR).
Key Findings from the report are as follows: Perceived Risks:
Sri Lanka is neither an important regional financial center nor a preferred center for money
laundering. Nevertheless, the lack of transparent tender mechanisms in government
projects, past experience with terrorism, tax evasion, and a large informal economy make
the country vulnerable to money laundering and terrorism financing. Corruption and drugrelated proceeds pose the highest money laundering risks. Local authorities report that drug
trafficking, primarily of heroin, is becoming an increasing problem. Terrorism financing
activity, by all accounts, has diminished significantly since the end of Sri Lanka’s civil war in
2009.
As a major transshipment port, Sri Lanka receives 70 percent of all vessels sailing to and from
South Asia, exposing Sri Lanka to associated drug and human trafficking. Authorities believe
the proceeds of drug trafficking are mostly laundered back to their source jurisdictions, and
those for human smuggling, to end destinations or transit points. Overall, Sri Lanka is not
considered an end destination for foreign proceeds of crime. There does not appear to be a
significant black market for smuggled goods in the country.
Legal remittance flows through the formal banking system have increased sharply in recent
years, reaching $7 billion in 2014. Remittances originate primarily from Sri Lanka’s substantial
overseas workforce. According to local authorities, these funds are processed largely
through the banking system, and therefore, do not present serious money laundering
concerns. The Sri Lankan government’s Board of Investment regulates the 12 free trade zones
(FTZs) in Sri Lanka. FTZs employ strict access and customs controls with no reported incidences
of suspicious transactions.
DO FINANCIAL INSTITUTIONS ENGAGE IN CURRENCY TRANSACTIONS RELATED TO
INTERNATIONAL NARCOTICS TRAFFICKING THAT INCLUDE SIGNIFICANT AMOUNTS OF US
CURRENCY; CURRENCY DERIVED FROM ILLEGAL SALES IN THE U.S.; OR ILLEGAL DRUG SALES
THAT OTHERWISE SIGNIFICANTLY AFFECT THE U.S.: NO
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CRIMINALIZATION OF MONEY LAUNDERING:
“All serious crimes” approach or “list” approach to predicate crimes: List approach
Are legal persons covered: criminally: YES civilly: YES
KNOW-YOUR-CUSTOMER (KYC) RULES:
Enhanced due diligence procedures for PEPs:

Foreign: YES

Domestic: YES

KYC covered entities: Banks, registered finance companies, insurance companies, securities
companies and brokers, money changers, casinos, real estate agents, dealers in precious
metals and stones, lawyers, and trust or company service providers
REPORTING REQUIREMENTS:
Number of STRs received and time frame: 718 in 2014
Number of CTRs received and time frame: 5.5 million in 2014
STR covered entities: Banks, registered finance companies, insurance companies, securities
companies and brokers, money changers, casinos, real estate agents, dealers in precious
metals and stones, lawyers, accountants, and trust or company service providers
MONEY LAUNDERING CRIMINAL PROSECUTIONS/CONVICTIONS:
Prosecutions: 7 in 2014
Convictions: Not available
RECORDS EXCHANGE MECHANISM:
With U.S.:
MLAT: NO
Other mechanism: YES
With other governments/jurisdictions: YES
Sri Lanka is a member of the Asia/Pacific Group on Money Laundering (APG), a FATF-style
regional body.
ENFORCEMENT AND IMPLEMENTATION ISSUES AND COMMENTS:
The primary barriers to stronger enforcement of Sri Lanka’s AML/CFT laws appear to be
inadequate judicial resources and a lack of financial crime investigative experience. While
about 10 money laundering and terrorist financing-related cases have been filed by Sri
Lanka’s Attorney General in the past few years, all cases are still pending. Reportedly, there
has been only one money laundering conviction. The financial intelligence unit (FIU) is not
using financial intelligence or other available information to undertake strategic analysis or to
identify emerging ML/TF trends and threats.
There have been no criminal indictments which relate to money laundering facilitated by
public corruption. Investigation of public corruption-related money laundering is hindered by
the fact corruption cases are investigated and prosecuted by the Bribery Commission under
bribery law, while money laundering charges are prosecuted by the Attorney General. The
Advisory Board to the FIU coordinates AML/CFT activities in general, and the Office of the
Chief of National Intelligence coordinates matters specifically relating to terrorism and
terrorist financing.
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The Government of Sri Lanka is concerned the Liberation Tigers of Tamil Eelam’s (LTTE)
international network of financial support is still functioning. In March 2014, the government
issued a notification listing 16 groups and over 400 individuals, based in several countries, as
terrorists connected to the LTTE. The notification states that all funds, assets, and resources
belonging to these entities should be frozen. The order also prohibits Sri Lankan nationals from
maintaining links or contacts with members of the proscribed organizations and prevents
them from obtaining funds from them for activities in Sri Lanka.
The magnitude of alternative remittance systems is not known, but the Colombo Fraud
Bureau has examined illegal money transfer agencies popularly known as undiyals in
localities in and around Colombo. Many of these money transfer agencies have been
involved in the transfer of illicit funds. Undiyal, meaning bills of exchange, is the Sri Lankan
equivalent of hawala and uses an international network of agents.
Although AML/CFT laws cover designated non-financial businesses and professions (DNFBPs),
such as casinos and gem dealers, no regulator has issued KYC or currency reporting policies
covering these entities. These entities are not required to maintain customer information or
report suspicious activity.
In 2015, the Sri Lankan government provided an amnesty to overseas bank accountholders
as a result of the implementation of Swiss bank laws that would result in the closure of
unnamed bank accounts. The Sri Lankan minister of finance stated that, as of November
2015, Sri Lankan banks received $450 million dollars from overseas accountholders. The Sri
Lankan amnesty program means that depositors will not be asked questions as to the source
of the funds or how the funds were earned.
Sri Lanka should develop a mechanism for its enforcement agencies to work more closely,
given that corruption generates illicit funds that are laundered. The FIU should enhance its
operational analysis procedures to ensure that essential and critical information, beyond
what is provided in financial intelligence, is included in its initial analysis. The government
should provide the necessary resources and capacity to ensure all DNFBPs are adequately
supervised and adhere to KYC and reporting requirements.

Current Weaknesses in Government Legislation (INCRS Comparative Tables):
According to the US State Department, Sri Lanka does not conform with regard to the
following government legislation: Arrangements for Asset Sharing - By law, regulation or bilateral agreement, the jurisdiction
permits sharing of seized assets with third party jurisdictions that assisted in the conduct of the
underlying investigation.

EU White list of Equivalent Jurisdictions
Sri Lanka is not currently on the EU White list of Equivalent Jurisdictions
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World Governance indicators
To view historic Governance Indicators Ctrl + Click here and then select country

Failed States Index
To view Failed States Index Ctrl + Click here

Offshore Financial Centre
Sri Lanka is not considered to be an Offshore Financial Centre
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Reports

US State Dept Narcotics Report 2012:
Sri Lanka plays only a minor role in the international narcotics traffic as a transshipment route
for heroin transiting from India and Pakistan. Government of Sri Lanka (GSL) officials work to
raise awareness of and vigilance against drugs and illicit drug smuggling. The lead agency
for counternarcotics efforts is the Police Narcotics Bureau (PNB). The GSL does not, as a
matter of policy, encourage or facilitate the illicit production or distribution of any controlled
substances or the laundering of proceeds from illegal drug transactions.
Sri Lanka is a party to the 1988 UN Drug Convention. There is a bilateral extradition treaty
between the United States and Sri Lanka, but no bilateral mutual legal assistance treaty.
The primary drugs available and abused in Sri Lanka are Southwest Asian (SWA) and Indian
produced ‘brown sugar’ heroin, and cannabis in the form of marijuana and hashish. Brown
sugar heroin is widely available throughout the country, particularly in the capital Colombo.
The GSL considers heroin a growing threat and remains committed to targeting drug
traffickers. The majority of locally consumed heroin originates from India. The remaining
percentage is either produced in Pakistan/Afghanistan or of unknown origin.
Maritime drug smuggling from India is the greatest threat to Sri Lanka. According to police
officials, drugs are transported across the Palk Strait from India and then overland to the
south. Police officials report that the Bandaranaike International Airport is the second major
entry point for drugs. According to the PNB, Pakistani drug couriers have changed their
patterns of travel to avoid detection because direct flights from Pakistan are screened more
thoroughly than other flights. Many Pakistani couriers are traveling to Dubai then onward to
Sri Lanka in an attempt to avoid detection.
Cannabis is cultivated locally, primarily in smaller operations in the former conflict areas of
the North and East. All indications are that locally grown cannabis is strictly for domestic
consumption and there are no indications that it is being exported. The police regularly work
to locate and eradicate cannabis crops. Police note that the “party drugs” found in
Colombo social venues are believed to be imported from Thailand.
Efforts began in late 2010 to increase the size, reach and responsibility of the PNB as well as to
foster better cooperation between the PNB and other GSL institutions including the Customs
Service, the Department of Excise and the Navy. From January to October 2011, the GSL
made 11,787 arrests for using, dealing or trafficking heroin, 7 for Hashish, 4 for Cocaine and
22,691 for Cannabis. Though arrests increased from last year, seizures of heroin decreased
significantly. This drop has been attributed by senior officials within the PNB to better
cooperation and information sharing between the agencies involved in the counternarcotics effort thus reducing trafficking. The GSL seized 23kg of heroin (down from 137 kg in
2010), 18 kg of hashish (down from 23kg), 10 kg of cocaine and 50,000 kg of cannabis (up
from 20,270 kg) thus far in 2011. The cocaine seizure was the single largest seizure of cocaine
in Sri Lanka’s history.
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The National Dangerous Drugs Control Board (NDDCB) runs a total of 5 treatment and
rehabilitation centres island wide capable of treating approximately 1000 patients a year.
The most recently opened centre, inaugurated on October 3, 2011 is the only one in the
country specifically for women. Women comprise just 1 percent of heroin addicts.
The GSL welcomes U.S.-sponsored training for criminal investigative techniques and
management practices. Sri Lanka also works with regional and international partners on
narcotics issues, particularly the Colombo Plan, a regional organization with special expertise
in drug prevention and treatment. The SAARC- the South Asian Association for Regional
Cooperation Drug Offense Monitoring Desk (SDOMD), located within the PNB, serves as a
clearing house for SAARC countries to input, share, and review regional narcotics statistics.
GSL officials maintain steady contact with counterparts in India and Pakistan, origin countries
for the majority of drugs in Sri Lanka.
The U.S. government will continue to aid the Sri Lankan police in its transition to communityfocused policing techniques. The U.S. government provided no narcotics specific training to
Sri Lanka in 2011. The U.S. also expects to continue its support of regional and country-specific
training programs, particularly through the Colombo Plan. The U.S. Drug Enforcement
Administration attaché based in New Delhi visits Colombo regularly and has plans to provide
the PNB and other agencies with training opportunities in 2012.

US State Dept Trafficking In Persons Report 2014 (Introduction):
Sri Lanka is classified a Tier 2 (watch list)country - A country whose government does not fully
comply with the Trafficking Victims Protection Act’s minimum standards, but is making
significant efforts to bring themselves into compliance with those standards.
Sri Lanka is primarily a source and, to a lesser extent, a destination country for men, women,
and children subjected to forced labor and sex trafficking. Some of the Sri Lankan men,
women, and children who migrate to Saudi Arabia, Kuwait, Qatar, the United Arab Emirates,
Jordan, Bahrain, Egypt, Lebanon, Iraq, Afghanistan, Malaysia, Singapore, Mauritius, and the
United States to work as construction workers, domestic servants, or garment factory workers
are subsequently subjected to forced labor. Exploiters hold these migrants in forced labor
through restrictions on movement, withholding of passports, physical or sexual abuse, and
threats of detention and deportation for immigration violations. Before their departure from
Sri Lanka, many male migrant workers go into debt to pay high recruitment fees imposed by
unscrupulous labor recruitment agencies—most of them members of Sri Lanka’s Association
of Licensed Foreign Employment Agencies—and their unlicensed sub-agents; some women
migrants report being required to pay off recruitment fees through salary deductions in the
destination country. Observers reported that unregistered recruiters increasingly sought to
coerce potential recruits, especially women, into accepting jobs abroad by repeatedly
loaning them money and then suggesting migrant work as the only viable way to repay the
debt. Some recruitment agencies commit fraud by baiting and switching: they promise one
type of job and conditions but then change the job, employer, conditions, or salary after
arrival. Some Sri Lankan women are subjected to forced prostitution in Jordan, Singapore,
Maldives, and other countries.
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Within the country, women and children are subjected to sex trafficking in brothels. Boys are
more likely than girls to be forced into prostitution in coastal areas for child sex tourism.
Children, individuals with physical deformities, and those from socially vulnerable groups are
forced to beg or engage in criminal activity in the cities of Colombo and Kandy. There have
been reports of children being subjected to bonded labor and forced labor in dry-zone
farming areas on plantations, and in the fireworks and fish-drying industries. Some child
domestic workers in Colombo, generally from the Tamil tea estate sector of the country, are
subjected to physical, sexual, and mental abuse, nonpayment of wages, and restrictions of
their movement, which in total may indicate labor trafficking. A small number of women from
Thailand, China, Egypt, and countries in South Asia, Europe, and the former Soviet Union
have been subjected to forced prostitution in Sri Lanka in recent years.
The Government of Sri Lanka does not fully comply with the minimum standards for the
elimination of trafficking; however, it is making significant efforts to do so. The government
continued modest prevention efforts, including updating its national action plan, holding
monthly inter-ministerial meetings, and launching awareness campaigns. Despite these
measures, the government failed to demonstrate evidence of increasing overall efforts to
address human trafficking over the previous reporting period; therefore, Sri Lanka is placed
on Tier 2 Watch List. For the third year in a row, authorities failed to convict any traffickers
under Sri Lanka’s trafficking statute, and almost none of the traffickers convicted under the
procurement statute served time in prison. Provisions for victim protection were inadequate,
as the government provided no specialized services to male victims, incarcerated sex
trafficking victims, and mixed child victims with criminals in state institutions. Authorities did
not approve guidelines for victim identification and protection that were developed in 2012,
though some agencies began implementing them anyway. However, authorities rarely
enforced labor recruitment regulations and increasingly denied young Sri Lankan women the
legal permission to migrate for work, increasing the likelihood that women would use
unregulated recruiters who are more likely to exploit migrant workers.

US State Dept Terrorism Report 2015
Overview: The Sri Lankan government maintained a strong military presence in post-conflict
areas and continued to voice concern about the possible reemergence of pro-Liberation
Tigers of Tamil Eelam (LTTE) sympathizers, but the new, democratically-elected government
of President Maithripala Sirisena and Prime Minister Ranil Wickremesinghe emphasized its
commitment to seek political reconciliation with the Tamil community, including through talks
with the Tamil diaspora. The security services’ focus on a possible LTTE resurgence affected
the government’s attention to emerging threats, such as reports of Sri Lankan foreign terrorist
fighters joining the Islamic State of Iraq and the Levant (ISIL). Although the Sri Lankan
government maintained a comprehensive counterterrorism stance, counterterrorism
cooperation and training with the United States in 2015 was limited.
In July, Sri Lanka saw the first confirmation that Sri Lankans had joined ISIL when social media
announced the death of Sharfaz Shuraih Muhsin, an ISIL fighter from Sri Lanka, after he was
killed in coalition airstrikes in Syria. Thauqeer Ahmed Thajudeen – Muhsin’s brother-in-law and
fellow Sri Lankan national – was later identified as a member of ISIL in Syria. According to
media reports quoting Turkish government sources, 10 members of Muhsin’s family went to
Iraq through Turkey. Sri Lankan Defence Secretary Karunasena Hettiarachchi said that
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although there were reports of Sri Lankans joining ISIL, there was no concrete evidence to
suggest the group was operating in Sri Lanka.
Legislation, Law Enforcement, and Border Security: Counterterrorism legislation in Sri Lanka
has historically focused on eliminating the LTTE. In 2015, the Government of Sri Lanka
continued to use the Prevention of Terrorism Act (PTA), enacted in 1982 as a wartime
measure, which gives security forces sweeping powers to search, arrest, and detain
individuals. The new government pledged to end the broad application of the PTA even as
civil society groups urged replacing it with a new act that more closely conforms to
international standards. The new government also took steps to reduce the military’s role in
civil society and its control of land in security zones in the north and east. In November, the
Government of Sri Lanka granted bail to a first tranche of LTTE-associated Tamil prisoners held
under the PTA. The Government of Sri Lanka further announced rehabilitation programs for
other long-held Tamil prisoners.
Sri Lanka’s law enforcement capacity was robust, and its political leadership has launched a
broad modernization effort. While such issues as the modernization of police computer
systems were a work in progress, the leadership within the law enforcement community
recognized the need for improvement and actively sought assistance to bring its abilities up
to western standards.
Although U.S. counterterrorism assistance to Sri Lanka has generally been limited, the Sri
Lankan government maintained its partnership with the U.S. Departments of State, Homeland
Security, Defense, and Energy on securing its maritime border. The U.S. Coast Guard, under
the Department of State’s Export Control and Related Border Security (EXBS) program,
continued to train Sri Lankan Coast Guard and Navy personnel on border and export control
matters, and the Government of Sri Lanka continued to cooperate with U.S. Customs and
Border Protection through the Container Security Initiative, Megaports, and related initiatives.
In October, representatives from Sri Lankan law enforcement and judicial personnel
attended the three-day Tenth Regional Workshop for Judges, Prosecutors, and Police
Officers on Effectively Countering Terrorism in South Asia. The workshop was jointly hosted by
the UN Counter-Terrorism Committee Executive Directorate and organized by the Global
Center, with support from the Governments of Australia and the United States.
Border security remained a significant issue for the Sri Lankan government. In August, the
Department of Immigration and Emigration, with the technical support of International
Organization for Migration, and funding from the Australian Department of Immigration and
Border Protection, launched an initiative to capture biometric data from all new passport
applicants.
The Government of Sri Lanka continued to collaborate with the EU Immigration Department
on an Advanced Passenger Information system, which transmits passenger information to Sri
Lankan immigration officials upon arrival.
In November, Sri Lanka removed the ban on eight Tamil diaspora organizations and 267
individuals previously on the terrorism watchlist established by the Rajapaksa-led
government, and criticized by civil society for being excessively broad in scope. The number
of terrorist groups dropped from 16 to eight and individuals named as terrorists dropped from
424 to 157.
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Countering the Financing of Terrorism: Sri Lanka belongs to the Asia-Pacific Group on Money
Laundering, a Financial Action Task Force-style regional body. Sri Lanka’s financial
intelligence unit is a member of the Egmont Group. Although it is neither an important
regional financial center nor a preferred center for money laundering, Sri Lanka remained
vulnerable to money laundering and terrorism finance. Key factors included a lack of
transparent tender mechanisms in government projects, past experience with terrorism, tax
evasion, and a large informal economy. Sri Lanka’s risks also involve cross-border illicit flows
because of its geographic location. As a major transshipment port, Sri Lanka receives 70
percent of all vessels sailing to and from South Asia.
Substantial cash assets amounting to $677,600 and land assets worth $533,000 relating to
terrorists and terrorism financing have been frozen, while cash and non-cash assets
amounting to $6.5 million have been confiscated under the Prevention of Terrorism Act of
1979 (as amended).
Countering Violent Extremism: Sri Lanka continued to operate a one-year long rehabilitation
program for former alleged LTTE combatants, participation in which was mandatory for a
majority of the prisoners formerly held under the PTA who were released on bail. The former
Rajapaksa government estimated it rehabilitated approximately 12,000 former LTTE cadres
during its tenure, although the number of persons undergoing this program decreased
dramatically in the years leading up to and including 2015. Limited access by independent
bodies to known rehabilitation camps prevented reliable evaluations of the government’s
efforts.
International and Regional Cooperation: Sri Lanka continued to cooperate with a number of
donor countries, including the United States, to improve its land and maritime border security.
These efforts also enhanced the government’s capacity to interdict potential foreign terrorist
fighters attempting to transit through the country. Government officials have expressed
interest in increasing Sri Lanka’s regional cooperation on counterterrorism. Sri Lanka is a
signatory of the South Asian Association for Regional Cooperation Regional Convention on
Suppression of Terrorism.
Following 2014 anti-Muslim riots instigated by extremists in southern Sri Lanka, international
donors have funded a number of reconciliation-focused programs, such as a program from
July to October 2015 in the Kalutara, Galle, and Matara districts that promoted non-violence
and reconciliation between Muslim, Sinhalese, and Tamil communities.
In September 2015, Sri Lanka military personnel participated in joint training exercises in India
focused on improving military-to-military cooperation and inter-operability in counterterrorism
operations. In November, Sri Lanka held the annual Galle Dialogue, which featured
multilateral discussion by international security force representatives on issues of regional
security in South Asia, including maritime security threats.
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International Sanctions

None applicable
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Bribery & Corruption

Index

Rating (100-Good / 0Bad)

Transparency International Corruption Index

36

World Governance Indicator – Control of Corruption

45

US State Department
While the country has generally adequate laws and regulations to combat corruption,
enforcement is considered weak and inconsistent. U.S. firms identify corruption as a
constraint on foreign investment, but, by and large, it is not a major threat to operating in Sri
Lanka – at least once a contract has been won. The business community claims that
corruption has the greatest effect on investors in large projects and on those pursuing
government procurement contracts. Some claim that the level of corruption makes it difficult
to compete with bidders not subject to the U.S. Foreign Corrupt Practices Act. Projects
geared toward exports face fewer problems. Local investors say internal controls do exist,
although they are weak. Sri Lanka ratified the UN Anti-Corruption Convention in 2004. Sri
Lanka has signed but not ratified the UN Convention against Transnational Organized Crime.
Sri Lanka is a signatory to the OECD-ADB Anti-Corruption Regional Plan. Attempts to
introduce a Freedom of Information Act to increase transparency have been unsuccessful.
Bribery Commission
The Bribery Commission is the main body responsible for investigating allegations brought to
its attention and instituting proceedings against responsible individuals in the appropriate
court. The law states that a public official's offer or acceptance of a bribe constitutes a
criminal offense and carries a maximum sentence of seven years imprisonment and a fine at
the discretion of the courts. A bribe by a local company to a foreign official is not covered
by the Bribery Act.

Corruption and Government Transparency - Report by Global Security
Political Climate
In 2010, President Rajapaksa's United Peoples Freedom Alliance (UPFA) won a landslide
victory. According to Freedom House 2013, President Mahinda Rajapaksa has introduced a
more centralised rule, which has raised concerns over the lack of transparency in policy
formulation and decision-making.
According to Freedom House 2013, official corruption continues to be a problem, and this is
closely linked to the current inadequate legal and administrative framework. The
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enforcement of existing safeguards on corruption problems remains weak, such as wealthdeclaration requirements. The Sri Lankan political system is marked by three significant types
of corruption: bribes paid to avoid bureaucratic red tape, bribe solicitation by government
officials, and nepotism or cronyism. In an attempt to combat these practices all
appointments, transfers, promotions as well as disciplinary action within the public service
sector have been assigned to the Public Service Commission (PSC). However, the President
and his advisors appoint PSC members, meaning that the formally independent commission
is composed of members that owe their position directly to the President. The December
2008 appointment of a new Attorney General with close relations to the present
administration is yet another example of the politicisation of state institutions. Moreover, there
are no stipulations to secure asset declarations for public officials, nor are there any rules on
conflict of interest, as reported by the Bertelsmann Foundation 2012. Corruption is carried out
with a sense of impunity, and it is worth noting that no high-ranking official or politician has
been prosecuted for corruption or abuse of power while serving in office. According to the
US Department of State 2013, Sri Lanka has lost 2 percentage points from its annual GDP
growth due to corruption.
Sri Lanka has been a war-based economy since 1983, producing an environment conducive
to corruption. Hence, military expenses are not only high, but are also protected from the
Auditor General's scrutiny through the enactment of the Official Secrets Act and other
legislative enactments. Several sources, most recently Transparency International’s Global
Corruption Report 2009, concluded that military procurement is rigged through commissions
and often involves low quality goods. The report, for example, describes that the purchase of
old but overpriced military aircraft was exposed by newspapers in 2007 and 2008. While
media attention prompted the government to investigate the case, the investigation was
soon discontinued before it could yield any result. Transparency International Sri Lanka’s
Annual Report 2011 shows that Sri Lankan households often encounter petty corruption in
their interaction with government agencies. According to the report, and supported by the
cases posted on the website of the Commission to Investigate Allegations of Bribery or
Corruption, bribes are commonly extorted by middle and lower-ranking officials in
education, health, land administration, police and the judiciary. According to Transparency
International’s Global Corruption Barometer 2013, 35% of surveyed Sri Lankan households
perceive that corruption has increased a lot over the past 3 years, and 19% reported to have
paid a bribe within the last year. Furthermore, 36% believe that the government’s actions to
fight corruption are ineffective.

Business and Corruption
Sri Lanka has managed to maintain a relatively stable level of economic development. The
country has developed a strong market economy and a liberal free trade and investment
regime. Nevertheless, the US Department of State 2013 notes that the business environment
also poses challenges for investors. For instance, the unpredictable economic policy
framework imposes high costs on investors. This is further supported by the World Economic
Forum's Global Competitiveness Report 2012-2013, which cites policy instability and
corruption amongst the most important obstacles to doing business in Sri Lanka. Sri Lanka was
formerly committed to a policy and process of privatisation of public companies and made
some progress in privatisation, including part of the national airline and various hotels.
However, according to the US Department of State 2013, the current government has
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increased state control over both the public and the private sectors, and has halted or even
reversed several privatisations. According to the US Department of State 2010, privatisation
was conducted in a corrupt manner, which is estimated to have cost Sri Lanka USD 1.3 billion.
For example, Lanka Marine Services and Sri Lanka Insurance Company were privatised in
2002. Over the course of 2008 and 2009, the Supreme Court of Sri Lanka reversed the
decision to privatise these two companies. In its 2009 report, the Supreme Court denounced
the corruption associated with the privatisations in the strongest terms. Both companies were
undervalued by complicit auditors and sold off to private interests well-connected to highlevel government officials.
According to the former chief justice, as cited in a 2011 news article by Reuters, corruption
has become systemic in Sri Lanka, which will discourage foreign investors from investing in the
country. Likewise, the US Department of State 2013 also reports that foreign companies
identify corruption as a constraint to foreign investment, but that in the big picture it does not
pose a major threat after the contracts have been won. Corruption seems to have the
greatest influence on investors in large projects and on those seeking government
procurement contracts. Companies seeking to contract agents to facilitate business
transactions on their behalf, whether planning to invest in or already doing business in Sri
Lanka, are strongly recommended to conduct extensive due diligence to avoid contracting
potentially corrupt agents. Nonetheless, the World Bank & IFC’s World Bank & IFC’s Enterprise
Surveys 2011 does indicate that petty corruption is prevalent and constitutes a constraint to
business dealings. For example, 15.6% of the surveyed companies identify corruption as a
major constraint to their current operations and almost 14% claim that they expect to bribe
public officials to 'get things done'. Moreover, a considerable percentage of companies
expect to make unofficial payments to get licences and permits, and to access various
public utilities, such as electrical connections.
The level of corruption is markedly high in public procurement. Business executives in the
Global Competitiveness Report 2012-2013 report that the diversion of public funds to
companies, individuals or groups due to corruption is fairly common. One of the reasons for
this is insufficient legislation. For instance, the law on declaration of assets does not require
political parties and parliamentary candidates to declare the sources of their funding, thus
obscuring potential biases politicians may hold towards bidders. Political bribery has
reportedly reached considerable proportions, and it is reported that in order to obtain large
contracts, commissions and bribes are often paid overseas and in hard currency. This is
backed by the Enterprise Surveys 2011, where more than 18% of the surveyed companies
expect to pay unofficial payments to secure government contracts. Therefore, companies
are recommended to develop, implement and strengthen integrity systems, and conduct
extensive due diligence during the procurement process when planning to invest in or when
already doing business in Sri Lanka.
Regulatory Environment
According to the World Economic Forum’s Global Competitiveness Report 2012-2013, Sri
Lanka's inefficient government regulations and political instability are significant problematic
factors for doing business. The country's political instability and frequent policy shifts create
uncertainties among companies, impeding their ability to make a proper business risk
assessment. According to the US Department of State 2013, both foreign and domestic
investors still complain that the regulatory environment is characterised by unpredictability
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due to outdated or inaccessible regulation and rigid administrative procedures. While many
foreign companies have had positive experiences in Sri Lanka, some have also had problems
with government practises and unexplained delays. According to the US Department of
State 2013, state-owned companies are crowding out private investments. The Board of
Investment (BOI), a government agency that is responsible for foreign investments, functions
as a one-stop shop for investors. The BOI is effective in helping investors who intend to set up
business in the BOI-established industrial processing zones, which also offers better
infrastructure and reliable public supplies and utilities. However, the US Department of State
2013 maintains that the BOI is less effective in assisting investors seeking to operate outside
these zones. Some of the operating difficulties cited by companies pertain to difficulties in
clearing supplies and equipment through customs, finding a factory location and obtaining
approvals for operations.
The Sri Lankan tax regime is characterised by a cumbersome bureaucracy. According to the
Global Competitiveness Report 2012-2013, tax rates and regulations are identified by the
surveyed business executives as major business constraints. Nevertheless, according to the
World Bank & IFC Doing Business 2013, the total tax rate paid by companies has been
reduced from being twice the average of the OECD to almost the same level. The same
report further notes that Sri Lanka has eased the process of starting a business by
computerising and expediting the process of obtaining registration numbers of employees.
Thus, starting a business in Sri Lanka has become simpler and quicker, now requiring 5
procedures and taking an average of 7 days with no requirements for minimum capital.
Attempts have been made to reduce red tape by introducing standard tariff rates and in
order to minimise corruption and attract more foreign investment to Sri Lanka, uniform
administrative procedures have been introduced.
Companies should be aware that resolving disputes in the courts may be a lengthy process,
because the procedures allow for one party in the dispute to prolong the case indefinitely.
The court system is considered unreliable and cannot be depended upon for upholding the
sanctity of contracts; therefore, companies often prefer to resolve matters out of court, for
example, through arbitration, as reported by the US Department of State 2013. The
Arbitration Act of 1995 recognises foreign arbitration awards. Arbitral awards made outside
Sri Lanka can be enforced in Sri Lanka, and similarly, awards made in Sri Lanka are
recognised and enforceable abroad. The Institute for the Development of Commercial Law
and Practice ICLP) arbitration centre has been established to facilitate settlement of
commercial disputes. If the Sri Lankan government is party to the dispute, often the case
when foreign companies are involved, the ICLP is unlikely to become involved in the dispute.
However, Sri Lanka is a member of the International Centre for the Settlement of Investment
Disputes (ICSID) and has ratified the New York Convention 1958. Access the Lexadin World
Law Guide for a collection of legislation in Sri Lanka.
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Section 3 - Economy

Sri Lanka continues to experience strong economic growth following the end of the 26-year
conflict with the Liberation Tigers of Tamil Eelam. The government has been pursuing largescale reconstruction and development projects in its efforts to spur growth in war-torn and
disadvantaged areas, develop small and medium enterprises and increase agricultural
productivity. The government's high debt payments and bloated civil service have
contributed to historically high budget deficits, but fiscal consolidation efforts and strong GDP
growth in recent years have helped bring down the government's fiscal deficit. However, low
tax revenues are a major concern. The 2008-09 global financial crisis and recession exposed
Sri Lanka's economic vulnerabilities and nearly caused a balance of payments crisis.
Agriculture slowed due to a drought and weak global demand affected exports and trade.
In early 2012, Sri Lanka floated the rupee, resulting in a sharp depreciation, and took steps to
curb imports. A large trade deficit remains a concern, but strong remittances from Sri Lankan
workers abroad help offset the trade deficit. Government debt of about 80% of GDP remains
among the highest in emerging markets.

Agriculture - products:
rice, sugarcane, grains, pulses, oilseed, spices, vegetables, fruit, tea, rubber, coconuts; milk,
eggs, hides, beef; fish
Industries:
processing of rubber, tea, coconuts, tobacco and other agricultural commodities;
telecommunications, insurance, banking; tourism, shipping; clothing, textiles; cement,
petroleum refining, information technology services, construction
Exports - commodities:
textiles and apparel, tea and spices; rubber manufactures; precious stones; coconut
products, fish
Exports - partners:
US 22.6%, UK 9.8%, India 6.4%, Belgium 5.2%, Germany 4.8%, Italy 4.3% (2012)
Imports - commodities:
petroleum, textiles, machinery and transportation equipment, building materials, mineral
products, foodstuffs
Imports - partners:
India 21.3%, China 16.5%, Singapore 8.6%, Iran 7.7%, UAE 4.4%, Malaysia 4.3% (2012)
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Banking

Sri Lanka has a fairly well diversified banking system, which includes the Central Bank of Sri
Lanka (CBSL), two large state-owned commercial banks, nine private domestic commercial
banks, eleven foreign banks, a national savings bank, six regional development banks, two
long-term lending institutions, two housing banks, two private savings banks, and 12
merchant banks. The domestic commercial banks operate branches throughout the island.
All commercial banks operate foreign currency banking units (FCBU) and conduct off-shore
business and finance projects approved by the BOI.
The Central Bank is responsible for regulation and supervision of Sri Lanka's banking system.
The legal framework consists of the Monetary Law Act and the Banking Act. The Central Bank
is empowered to issue detailed directives to the commercial banks. In January 2008, Sri
Lanka adopted International Convergence of Capital Measurement and Capital Standards
widely known as the Basel II Framework for computation of the capital adequacy ratio.
Commercial banks are also required to comply with Sri Lanka Auditing and Accounting
Standards and Central Bank guidelines on loan loss provisioning.

Stock Exchange

The Colombo Stock Exchange has been the second highest performing stock market in both
2009 and 2010. Foreign direct investment (FDI) finances about 4% of overall investment.
Foreign investors are allowed to access credit on the local market. They are also free to raise
foreign currency loans.
The Colombo Stock Exchange (CSE) is a company limited by guarantee, and established
under the Companies Act No. 17 of 1982. The CSE took over the Stock Market in 1985 from
the Colombo Share Brokers Association.
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Section 4 - Investment Climate

Executive Summary
The end of the war in 2009 has allowed Sri Lanka to focus on rebuilding the country’s
economy and infrastructure. The government has set ambitious goals for economic
development – aspiring to GDP growth rates over 8 percent and developing five economic
hubs in ports, aviation, commerce, knowledge, and energy. Tourism is also growing rapidly.
With a relatively open investment climate and financial system, moderately stable monetary
policy, improving infrastructure, and world-class local companies, Sri Lanka has many of the
ingredients to progress economically. For some U.S. and foreign investors, Sri Lanka’s frontier
market has been fertile ground for both direct and capital investments.
The current president, Mahinda Rajapaksa, was reelected to a second six-year term in
January 2010. The Rajapaksa government follows a statist economic policy and the space
for the private sector has contracted. The government supports import substitution. Private
investment both foreign and local has been sluggish. Certain other policies are impeding the
investment climate such as a prohibition on land sales to foreigners and the November 2011
“Underutilized Assets” Act, which resulted in the seizure of 37 companies and assets. Although
most of these companies were defunct enterprises, several were viable businesses. Political
violence aimed at businesses has also increased. The business community claims that
corruption has the greatest impact on investors in large projects and on those pursuing
government procurement contracts. Some claim that the level of corruption makes it difficult
to compete with bidders not subject to the U.S. Foreign Corrupt Practices Act. Improvements
to governance, regulatory environment, financial landscape, human resources, and
government administration would be pre-requisites to achieve government’s economic
targets. Growth could also be hampered by the lack of export diversification and the lack of
private investment.
The United States remains concerned with the human rights situation in Sri Lanka. A United
Nations Human Rights Commission (UNHRC) resolution passed in March 2014 requests the
office of the UN Human Rights Commissioner to lead an investigation into alleged violations
and abuses of human rights during the conflict and to monitor the human rights situation.
Despite the 1983-2009 civil war, GDP growth averaged around 5 percent from 2000-2008.
Economic activity rebounded at the end of the war resulting in an average growth of 7.5
percent in the last four years. GDP reached $67 billion in 2013. The Central Bank of Sri Lanka
(CBSL) predicts the economy will grow by 7.8 percent in 2014 and over 8percent thereafter,
and the per capita GDP of $3,280 will increase to $4,000 by 2016. The CBSL is keen to
maintain lower interest rates and lower inflation than in the past to spur growth, but the
private sector is yet to respond. Losses of state-owned enterprises (SOE) and a bloated civil
service are major concerns. Sri Lanka suffers from a large current account deficit. Sri Lanka’s
annual exports are about $10 billion, mostly tea and garments. The United States is the most
important market for Sri Lankan exports. Imports are about $18 billion. Remittances from
migrant workers, around $6.4 billion per year, are Sri Lanka’s largest source of foreign
exchange and help to partially offset the external deficits.
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With the conclusion of the war, the GSL is investing heavily in infrastructure. The government
has also undertaken a significant urban renewal program – cleaning up and beautifying
cities. In its drive to improve infrastructure, Sri Lanka’s non-concessional foreign debt has
increased significantly to about 50 percent of total foreign debt. China has emerged as the
largest project lender. Many observers believe Sri Lanka will have difficulty repaying loans
taken to improve infrastructure, although government officials are confident that growth will
bring in the necessary revenue.
1. Openness To, and Restrictions Upon, Foreign Investment
Attitude Toward FDI
Sri Lanka is a constitutional, multiparty republic. In 1978, it shifted away from a socialist
orientation and opened up to foreign investment, although changes in government have
often been accompanied by reversals in economic policy. The current president, Mahinda
Rajapaksa, was reelected to a second six-year term in January 2010.
The Rajapaksa government follows a statist economic policy, with key goals including the
development of Sri Lanka as a regional hub for air and sea transportation, trading, energy,
and knowledge-based services. The government aims to use the current Indo-Lanka FTA and
the proposed Sri Lanka –China FTA to make Sri Lanka a gateway to massive Indian and
Chinese markets. The government also aims to reduce poverty by steering investment to
disadvantaged areas; developing small and medium enterprises (SMEs); promoting
agriculture; and expanding the civil service. The government has halted privatization –
reversing several previous privatizations – and advocates state control of what it deems
"strategic" enterprises such as state-owned banks, airports, and electrical utilities. The
government has increased its control of the banking sector and utilized governmentcontrolled pension funds and companies to take majority control of leading private banks.
The Sri Lankan military has expanded into activities traditionally reserved for the private
sector, including air services, agriculture, construction and tourism. The government supports
import substitution and import duties remain very high on vehicles, food, consumer items and
most finished products. The government has removed taxes on certain intermediate imports,
however, to make the country a trading hub.
While the state is a major player in many economic sectors, the private sector plays a key
role across the economy, including in finance, exports, tea, apparel, IT, and tourism.
However, both local and multinational companies complain that an increasing government
role in business is impacting the investment climate. Though many multinational companies
and local small and medium enterprises often perform better than large local companies,
some feel that government procurement and project approval decisions favor large local
operators.
Sri Lanka requires high levels of FDI to meet the desired growth levels. Most of the current
economic potential is in the tourism sector, with Sri Lanka designated as Lonely Planet’s top
destination in 2013, and major international chains opening hotels over the next few years.
Tourist arrivals reached 1,275,000 in 2013. Investors are capitalizing on Sri Lanka’s
environment, culture, religious history, and wildlife to attract high-end tourists, especially from
the growing markets in India and China. The ports are another important driver of growth,
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with the Colombo Port being one of the most active in the region, and the country situated
at the crossroads of global shipping lines.
Ample scope exists as well for an expansion in the information technology/business
processing operations (IT/BPO) sector. With a growing and aspirational middle class, investors
see opportunities in franchising, retail, and services, as well as light manufacturing.
Investments with an export dimension have the most potential. Reconstruction in the North
and East, and infrastructure development throughout the country, including new ports and
roads, are also fuelling growth. Sri Lanka’s free trade agreements with India and Pakistan
offer preferential access to those markets, and Sri Lanka maintains friendly relations with all its
neighbors in the region. The capital city of Colombo offers expatriate managers a good
quality of life relative to the region.
Areas of Concern
Sri Lanka can still be a challenging place to do business, with high transaction costs related
to an unpredictable economic policy environment. While many government departments
and ministries boast competent staff, the government’s overall provision of services is
impeded by inefficiency, and economic growth is stymied by opaque government
procurement practices.
Certain recent policies have also sent mixed signals to investors. The 2013 budget prohibited
all land sales to foreigners and imposed a tax on lease transfers to foreigners, but the
government then issued circulars exempting diplomatic missions, condominiums over the
fourth floor, and foreign majority-owned companies in business for ten consecutive years. The
Cabinet can also approve a land purchase for an investment “in the national interest,”
provided there is a substantial foreign remittance for the purchase of the land. A land
transfer tax of 100 percent may still apply.
Other recent policies include the November 2011 “Underutilized Assets” Act, which resulted in
the seizure of 37 companies and assets. Although most of these companies were defunct
enterprises, several were viable businesses. The government stated that these companies
had violated the terms of their land leases with the government. The government has
promised that this was a “one-time” measure, but subsequently announced plans to seize
10,000 hectares of allegedly unused tea plantation land leased to private companies. The
expropriation law – and its passage after one day of debate in Parliament – created an
atmosphere of uncertainty and unpredictability in the business environment.
The Securities and Exchange Commission (SEC) was rocked by scandals in 2013. Media
reports accused SEC chief of accepting a bribe of $3 million from an Indian property investor
and passing the payments to government VIPs. There have been no investigations and all
concerned parties have denied any wrongdoing. Previously, four senior SEC officials resigned
over regulatory issues, citing pressures from high net-worth local investors. In December 2012,
a special parliamentary committee impeached the Chief Justice over corruption charges in
what many called a politically-motivated process. Local investors cite the risks of contract
repudiation, cronyism, damage to reputation, and de facto or de jure expropriation as
concerns.
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From an investor viewpoint, the power and petroleum sectors are particularly challenging, as
decision-making authority is highly fragmented, and the capital investments required are
substantial. Trade union opposition at both the Ceylon Petroleum Corporation and the
Ceylon Electricity Board (CEB) make reform of these loss-generating SOEs very difficult.
Sri Lankan financial institutions (FI) may have trouble complying with the U.S. Foreign
Accounts Tax Compliance Act (FATCA). The government has directed banks to directly
register with the Internal Revenue Service (IRS).
Start-up Costs, Scalability, Retention, and the Need for a Local Partner
Investors report that starting a business in Sri Lanka is relatively simple and rapid – especially
when compared to other frontier markets – and 20 percent cheaper than in neighboring
countries. But scalability is a problem. Lack of skilled labor and a smaller talent pool means
that companies can take years to double in size. Investors claim retention is good in Sri
Lanka, but numerous public holidays, worker reluctance to work at night (which is especially
problematic in the IT/BPO sector), lack of labor mobility, and a difficulty in recruiting women
can reduce efficiency and increase start-up times. The garment industry has had more
difficulty with employee retention, especially in the North and East because of poor quality of
life issues in these regions. Many service sector companies rely on Sri Lankan engineers,
researchers, technicians, and analysts to deliver high-quality, high-precision products. Foreign
and local companies report a strong worker commitment to excellence in Sri Lanka, with
rapid adaptation to quality standards.
Increasing Ties to China
Chinese companies are building much of Sri Lanka’s new infrastructure using Chinese loan
financing. Most of these companies bypass the government tender process, and Sri Lanka’s
corporate sector or non-Chinese foreign investors play little to no role in the projects. The
projects, valued between $3 billion to $6 billion or more, range from construction of major
ports, international airports, and power stations to expressways and reclaimed cities,
highways, railways, and telecommunication towers.
Laws/Regulations of FDI
The Board of Investment (BOI) (www.investsrilanka.com), an autonomous statutory agency, is
the primary government authority responsible for investment, with a focus on foreign
investment. BOI promotes the following sectors as priority sectors for FDI: tourism and leisure;
infrastructure; knowledge services; utilities; apparel; export manufacturing; export services;
agriculture; and education. Specialized divisions representing these sectors are tasked with
providing services to foreign investors through the entire investment process.
The BOI manages a number of export processing zones that feature business-friendly
regulations and improved infrastructure for foreign investors. The BOI is intended to provide
"one-stop" service for foreign investors, with duties including approving projects, granting
incentives, and arranging utility services. It also assists in obtaining resident visas for expatriate
personnel, and facilitates import and export clearances.
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BOI incentives are attractive and real, but the BOI is not yet a "one-stop shop." Although the
BOI is relatively effective in assisting investors who want to establish operations within its
export processing zones, it is less effective in facilitating and servicing large investments
outside these zones. Sri Lanka's bureaucracy often works at cross-purposes with BOI
authorities. For example, registration of foreign company branch offices in Sri Lanka can be
expensive.
The Treasury and a special Cabinet Review Committee outside of the BOI handle large
investment projects, both local and foreign, identified as strategic development projects.
These projects require approval from the full Cabinet, as well as Parliamentary approval.
The principal law governing foreign investment is Law No. 4, created in 1978 (known as the
BOI Act), as amended in 1980, 1983, and 1992, along with implementing regulations
established under the Act. The BOI Act provides for two types of investment approvals. Under
Section 17 of the Act, the BOI is empowered to recommend concessions to companies
satisfying certain eligibility criteria on minimum investment. Such companies are eligible for
generous investment concessions. Investment approval under Section 16 of the BOI Act
permits companies to operate under the "normal" laws of the country and applies to
investments that do not satisfy eligibility criteria for BOI incentives. The Strategic Development
Project Act of 2008 (SDPA) provides generous tax incentives for large projects that the
Cabinet identifies as Strategic Development Projects. Other laws affecting foreign investment
are the Securities and Exchange Commission Act of 1987 as amended in 1991 and 2003, the
Takeovers and Mergers Code of 1995 (revised in 2003), and the Companies Act of 2007.
Various labor laws and regulations also affect investors.
Foreign investments, particularly if not keyed toward export, are often more successful when
guided by a local partner who can navigate the cultural and political landscape. Some
sectors, however, such as IT/BPO, report relatively little need to rely on local agents or the
government to start operations. Most investors agree that any export-based investment
faces fewer problems, especially if the company is registered with the BOI. The greatest
challenges lie in infrastructure contracts or competing for any government tender offer,
where foreign investors find it difficult to navigate the opaque procurement process.
Industrial Promotion
The Government of Sri Lanka aspires to develop economic hubs in ports, aviation,
commerce, knowledge, and energy. Travel and tourism also have great potential. The
government invites companies to set up manufacturing plants, warehouses, and service
companies near a newly built port and airport in the Southern city of Hambantota.
Government hopes a proposed FTA with China and the current Indo-Lanka FTA would help
Sri Lanka to be a gateway to massive markets in China and India.
Limits on Foreign Control
The government allows 100% foreign investment in any commercial, trading, or industrial
activity other than a few specified sectors, which are regulated and subject to approval by
various government agencies or the BOI: air transportation; coastal shipping; large scale
mechanized mining of gems; lotteries; and manufacture of military hardware, military
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vehicles, and aircraft; dangerous drugs; alcohol; toxic, hazardous, or carcinogenic materials;
currency; and security documents.
Foreign investments in the areas listed below are limited to 40% of foreign equity. Foreign
ownership in excess of 40% must be approved on a case-by-case basis by the BOI: the
production for export of goods subject to international quotas; growing and primary
processing of tea, rubber, coconut; timber-based industries using local timber; deep-sea
fishing; mass communications; education; freight forwarding; travel agency; and shipping
agency business. The government is considering opening higher education to foreign
investment. Foreign investment is not permitted in the following businesses: non-bank money
lending; pawn-brokering; retail trade with a capital investment of less than $1 million; and
coastal fishing.
Privatization Program
The government has halted privatizations, preferring to maintain state-owned enterprises,
and has even reversed several privatizations. Labor unions in state-owned enterprises often
oppose privatization and restructuring and seem particularly averse to foreign ownership. In
the past, this made the privatization of government entities problematic for new foreign
owners.
Investment Trends
Sri Lanka has failed to attract major foreign investments. From 2006-2010, foreign direct
investment (FDI) flows to Sri Lanka averaged only about $500 million per year. The Central
Bank claims annual FDI flows increased to about $1 billion in 2011-2012 and $1.4 billion in
2013, mainly for telecommunications, ports and property development, but fell short of the $2
billion annual government target. However, a 2012 UNCTAD report estimates FDI in Sri Lanka
at only $300 million.
(See http://unctad.org/sections/dite_dir/docs/wir12_fs_lk_en.pdf). According to the BOI, the
top sources of foreign direct investment in Sri Lanka (total flows from 2005-2012) are Malaysia,
India, Hong Kong, United Kingdom, UAE, Mauritius, Netherlands, Singapore, China,
Luxembourg, USA, Sweden, Japan, Italy, and Belgium.
Total cumulative U.S. investment in Sri Lanka is estimated to be in the range of $150 million.
Major U.S. investors include Energizer Battery, Mast Industries, Smart Shirts (a subsidiary of
Kellwood Industries), Chevron, Citibank, 3M, Coca-Cola, Pepsi Co, Fitch Ratings, AES
Corporation, AIG/Chartis Insurance, American Liquid Packaging Systems USA, Virtusa, Avery
Denison, Motorola Solutions, Amsafe Bridport, RR Donnelly, and Revlon (through its Indian
subsidiary). Several Sri Lankan-Americans have started IT and BPO companies in Sri Lanka
serving the U.S. market. In addition, IBM, AT&T, Procter & Gamble, Microsoft, Google, Intel,
Oracle, DuPont, Bates Strategic Alliance, McCann-Erickson, Pricewaterhouse Coopers, Ernst
and Young, and KPMG all have branches, affiliated offices, or local distributors/
representatives. Kentucky Fried Chicken, Pizza Hut, Federal Express, UPS, McDonald's, TGIF are
represented in Sri Lanka through franchises. Numerous other American brands and products
are represented by local agents.
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Major non-U.S. investors include Unilever, Nestle, British American Tobacco Company, Mitsui,
Fonterra, Pacific Dunlop/Ansell, Prima, FDK, Telekom Malaysia Bhd, S.P. Tao, HSBC, AIA Group,
the Indian Oil Corporation, Bharathi Airtel and Cairn India. In 2011, Shangri La Hotels signed
agreements to build hotels in Sri Lanka. Leading U.S. and foreign investors that have acquired
significant stakes in privatized companies include Chevron, Mitsubishi Corporation, and the
Indian Oil Corporation.
The Colombo Stock Exchange remains below its 2010 peak when it was ranked as one of
world’s best performing stock markets, and some foreign investors, including U.S. funds exited
the Colombo market in the first quarter of 2014.
TABLE 1: The following chart summarizes several well-regarded indices and rankings.
Measure

Year Rank Website Address
or
value

TI Corruption
Perceptions
index

2013 91 of
177

http://cpi.transparency.org/cpi2013/results/

Heritage
Foundation’s
Economic
Freedom
index

2013 90 of
177

http://www.heritage.org/index/ranking

World Bank’s
Doing
Business
“Ease of
Doing
Business”

2013 85 of
189

http//doingbusiness.org/rankings

Global
Innovation
Index

2013 98 of
142

http://www.globalinnovationindex.org/content.aspx?page=giifull-report-2013#pdfopener

World Bank
GNI per
capita

2012 USD
2,920

http://data.worldbank.org/indicator/NY.GNP.PCAP.CD

TABLE 1B - Scorecards: The Millennium Challenge Corporation, a U.S. Government entity
charged with delivering development grants to countries that have demonstrated a
commitment to reform, produced scorecards for countries with a 2012 per capita gross
national income (GNI) or $4,085 or less. A list of countries/economies with MCC scorecards
and links to those scorecards is available here:
http://www.mcc.gov/pages/selection/scorecards. Details on each of the MCC’s indicators
and a guide to reading the scorecards, are available here:
http://www.mcc.gov/documents/reports/reference-2013001142401-fy14-guide-to-theindicators.pdf
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2. Conversion and Transfer Policies
Sri Lanka generally has investor-friendly conversion and transfer policies. Companies note
they can repatriate funds relatively easily. In accordance with its Article VIII obligations as a
member of the IMF (http://www.imf.org/external/pubs/ft/aa/aa08.htm), Sri Lanka liberalized
exchange controls on current account transactions in 1994, and in 2010-2012, the
government relaxed exchange controls on several categories of capital account
transactions. When the government experiences balance of payments difficulties , the
government tends to impose controls on foreign exchange transactions but has showed
restraint in recent years.
Local business contacts claim there is also a legal parallel mechanism for conversion, i.e.,
small traders carrying up to $10,000 on travel in personal luggage. Exporters must repatriate
export proceeds within 120 days to settle export credit facilities. Other export proceeds can
be retained abroad in a local bank's correspondent bank. No barriers exist, legal or
otherwise, to the expeditious remittance of corporate profits and dividends for foreign
enterprises doing business in Sri Lanka. The average delay period for remitting investment
returns, interest, and principal on private foreign debt, lease payments, royalties, and
management fees through normal legal channels is one to four weeks. All stock market
investments can be remitted without prior approval of the Central Bank through a special
bank account. Investment returns can be remitted in any convertible currency at the legal
market rate. Policies are becoming more restrictive for real estate investment, however; no
gains can leave the country, and investors can only take out what they brought in. Gains
from real estate cannot be transferred unless the investment is in a BOI-approved project.
The informal money transfer/exchange system (hawala) is active, although with higher rates.
Foreigners are now permitted to invest in Sri Lankan debt instruments, both government and
corporate debt. The Central Bank’s rupee-denominated T-bill and T-bond issues in the local
market are also open to foreign investors. Both foreign and local companies are permitted to
borrow from foreign sources.
In June 2013, the Financial Action Task Force (FATF) removed Sri Lanka from the list of
countries that are subject to FATF’s monitoring process. A Financial Intelligence Unit (FIU) was
created in 2006 and operates under the Central Bank.
3. Expropriation and Compensation
Until recently and since economic liberalization policies began in 1978, the government had
not expropriated a foreign investment. The last expropriation dispute was resolved in 1998.
However, on November 9, 2011, the government approved a new law entitled the Revival of
Underperforming Enterprises and Underutilized Assets Act that allowed expropriation of assets
belonging to 37 companies the government considered as underperforming. These
companies had leased land from the government, but the government claimed the
companies were not meeting the lease conditions. Although many of the 37 companies
were defunct, several were viable businesses. The Central Bank stated that the Act was a
“one-off” measure, but the government subsequently announced plans in the 2012 and 2013
budgets to retake 10,000 hectares of tea plantation land leased to private companies that
the government said was not being fully utilized. The law increases investor uncertainty
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regarding property rights in Sri Lanka and is often cited as having a chilling effect on foreign
direct investment.
Apart from the Underutilized Assets Act, the land acquisition law empowers the government
to take over private land for public purposes. Compensation is paid per government
valuation, which some local investors consider relatively fair. There are cases, however, of the
military taking over businesses in the North and East on claims they are on government land,
with little to no compensation. Many land records were lost or destroyed during the war,
which complicates land tenure issues and delays resolution. There are recent reports of
government taking over private lands throughout the country for purportedly public
purposes.
4. Dispute Settlement
Legal System, Specialized Courts, Judicial Independence, Judgments of Foreign Courts
Sri Lanka's legal system reflects diverse cultural influences. Criminal law is fundamentally
British. Basic civil law is Roman-Dutch. Laws pertaining to marriage, divorce, and inheritance
are ethnic. Sri Lankan commercial law is almost entirely statutory. The law reflects colonial
British law, but amendments have largely kept pace with subsequent legal changes in the
United Kingdom. Several important legislative enactments regulate commercial matters: the
Board of Investment Law; the Intellectual Property Act; the Companies Act; the Securities
and Exchange Commission Act; the Banking Act; the Industrial Promotion Act; and the
Consumer Affairs Authority Act.
Sri Lanka's court system consists of the Supreme Court, the Court of Appeal, Provincial High
Courts and the Courts of First Instance, i.e., district courts (with general civil jurisdiction) and
magistrate courts (with criminal jurisdiction). The provincial high courts have original,
appellate, and reversionary criminal jurisdiction. The Court of Appeal is the intermediate
appellate court with a limited right of appeal to the Supreme Court. The Supreme Court
exercises final appellate jurisdiction for all criminal and civil cases. Citizens may apply directly
to the Supreme Court for protection if they believe any government or administrative action
has violated their fundamental human rights.
All commercial matters exceeding the value of Rs 3 million (approximately $23,000) fall within
the jurisdiction of the Commercial High Court of Colombo. A number of tribunals also
exercise judicial functions, such as the Labor Tribunals that hear cases brought by workers
against their employers. Litigation can be slow and unproductive. Monetary judgments are
usually made in local currency, but procedures exist for enforcing foreign judgments. Overall,
Sri Lanka’s record in handling investment disputes is problematic. Disputes have become
politicized, and the stability of contracts in general could be improved.
Bankruptcy
The Companies Act and the Insolvency Ordinance provide for dissolution of insolvent
companies, but there is no mechanism to facilitate the reorganization of financially-troubled
companies. Other laws make it difficult to keep a struggling company solvent. The
Termination of Employment of Workmen Act (TEA), for example, makes it difficult to fire or lay
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off workers who have been employed for more than six months for any reason other than
serious, well-documented disciplinary problems.
In the absence of proper bankruptcy laws, extra-judicial powers granted by law to financial
institutions protect the rights of creditors. When a company cannot meet creditor demands
for a sum exceeding Rs 50,000 (approximately $385), the creditor may petition the court to
dissolve the company. Lenders are also empowered to foreclose on loan collateral without
court intervention. However, loans below Rs 5 million ($38,000) are exempt, and lenders
cannot foreclose on collateral provided by guarantors to a loan. Financial institutions also
face other legal challenges as defaulters obtain restraining orders on frivolous grounds due
to technical defects in the recovery laws.
The Companies Act of 2007 introduced a "solvency test" to determine the financial health of
a company. The solvency test is intended to prevent companies without sufficient assets from
obtaining loans and to protect rights of creditors. The law sets forth the responsibilities of a
company's directors in cases of serious loss of capital. While the Companies Act does not
provide for the revival of struggling companies, the courts generally take a liberal attitude
towards any restructuring plans that would benefit a company.
Investment Disputes
Sri Lanka's courts have a mixed record with regard to upholding the sanctity of contracts. The
courts are not practical for resolving disputes or obtaining remediation, because their
procedures allow one party to prolong cases indefinitely. Aggrieved investors (especially
those dealing with the government on projects) have frequently pursued out-of-court
settlements in hopes of speedier resolution. In late 2008, the Supreme Court, in an interim
order, halted payments to five international and local banks involved in oil hedge contracts
with the government. One of the involved banks was American. The banks filed for
international arbitration. The record on international arbitration is mixed, as two banks won
their cases and the government won the third case against the American bank.
Some U.S. companies have experienced problems with payment of valid contracts,
implementation of agreements with the government, and failure to secure contracts, despite
demonstrated superior performance, high value, and competitive bids. In practice, it may
be advisable to seek to include provisions for international arbitration.
A U.S. power company producing electricity in Colombo has experienced several difficulties
since 2010, including late payments and failure to provide required letters-of-credit by the
state-owned power purchaser, and a retroactive law that requires partial government
ownership. Overdue payments have reached alarming levels – creating a serious cash flow
problem for the company. The USG has raised the issue in bilateral meetings, but the issue
has not been resolved.
International Arbitration
Most investors prefer to choose arbitration over litigation due to court delays. Investors are
advised to go to a neutral country for arbitration purposes. The Arbitration Act of 1995 gives
recognition to the New York Convention on Recognition and Enforcement of Foreign Arbitral
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Awards. Arbitral awards made abroad are now enforceable in Sri Lanka. Similarly, awards
made in Sri Lanka are enforceable abroad.
An independent center for arbitration known as the Institute for the Development of
Commercial Law and Practice (ICLP) (www.iclparbitrationcentre.com) has been established
in Colombo for the expeditious, economical, and private settlement of commercial disputes.
However, the ICLP appears unlikely to become involved in disputes involving the Sri Lankan
government, which is often a party to disputes involving foreign investors.
The Labor Department has a process involving labor tribunals for settling industrial disputes
with workers or unions, and arbitration is required when attempts to reconcile industrial
disputes fail. The Labor Commissioner typically becomes involved in labor-management
mediation. Other senior officials, including the Labor Minister and the President, have
intervened in particularly difficult cases.
Investment Protection
The government has entered into 27 investment protection agreements with foreign
governments (including the United States) and is a founding member of the Multilateral
Investment Guarantee Agency (MIGA) of the World Bank. Under Article 157 of the Sri Lankan
Constitution, investment protection agreements enjoy the force of law, and no legislative,
executive, or administrative action can contravene them. The government has ratified the
Convention on Settlement of Investment Disputes, which provides the mechanism and
facilities for international arbitration through the World Bank’s International Center for the
Settlement of Investment Disputes.
The U.S. Sri Lanka Bilateral Investment Treaty (BIT) can be found at
(www.state.gov/documents/organization/43588.pdf). The United States and Sri Lanka hold
annual bilateral Trade and Investment Framework Agreement (TIFA) talks, which is a forum to
seek to resolve trade disputes.
5. Performance Requirements and Investment Incentives
WTO/TRIMS
To qualify for investments, the Board of Investment specifies certain minimum investment
amounts for both local and foreign investors. In most cases, firms enjoying preferential
incentives in the manufacturing sector must export 80% of production, while those in the
service sector must earn at least 70% of their income in foreign exchange. Foreign investors
are generally not expected to reduce their equity over time, nor are they expected to
transfer technology within a specified period of time, except for build-own-transfer or other
such projects in which the terms are specified within pertinent contracts. A member of the
World Trade Organization (WTO), Sri Lanka complies with the WTO Trade Related Investment
Measures obligations.
Foreign investors who remit at least $250,000 can qualify for a one-year resident visa, which
can be renewed. Employment of foreign personnel is permitted when there is a
demonstrated shortage of qualified local labor. Technical and managerial personnel are in
short supply, and this shortage is likely to continue in the near future. Foreign employees in
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the commercial sector do not experience significant problems in obtaining work or residence
permits. Sri Lanka has ceased issuing dual citizenship status to Sri Lankans who have obtained
foreign citizenship. Tourist and business visas are granted for one month, with possible
extensions. The international donor community has increasingly experienced delays and
difficulty in obtaining business visas for their implementing partners.
Investment Incentives
For strategic development projects, the Strategic Development Project Act of 2008 provides
tax incentives for large projects that the Cabinet identifies as Strategic Development Projects
(SDP). SDPs are defined as investments that are in the national interest, likely to bring
economic and social benefits to the country and change the landscape of the country
through the provision of goods and services, substantial inflow of foreign currency,
generation of employment and income, and transfer of technology. Information regarding
projects selected as SDPs is published in the official gazette and needs to be approved by
the Cabinet and Parliament. Projects are exempted from taxes for up to 25 years. The
exempted taxes include corporate income tax, Value Added Tax, Economic Service
Charge, Debit Tax, Customs Import and Export taxes, Port and Airport Tax, and the Nation
Building Tax.
For other projects, the BOI provides the following incentive regime:
•

•

•

•

Small-Scale Enterprises: A 4 to 5-year tax holiday for small-scale enterprises in
agriculture, animal husbandry, fisheries, and creative work, including art work and
information technology. Minimum investment of Rs 25 million ($219,000).
Medium-Scale Enterprises: A 4 to 6-year tax holiday for medium-scale enterprises in
manufacturing, agriculture, agro processing, animal husbandry, fisheries, fish
processing, IT/BPO, health care, education, beauty care, cold rooms/storages,
tourism, sports and fitness centers and creative work. Minimum investment of Rs 25
million to Rs 200 million ($192,000 to $1.5 million).
Large-Scale Enterprises: A 6 to 12-year tax holiday for large-scale enterprises in
agriculture, dairy or forestry; manufacturing or processing of non-traditional goods for
exports; services provided to a person or partnership outside Sri Lanka; tourism;
infrastructure projects, renewable energy, industrial estates, knowledge cities, urban
housing, town centers, waste management systems, water services, hospitals, health
care services; maintenance of maritime vessels/ aircrafts; sporting services; software
development; light or heavy engineering industry; education services. Minimum
investment of Rs 300 million to over Rs 2.5 billion ($2.3 million to over $19.2 million).
Import Replacement Industries: A 5-year tax holiday followed by a concessionary tax
rate of 12 percent for strategic import replacement industries (i.e., cement, steel,
pharmaceuticals, fabric, and milk powder). Minimum investment levels apply.

For further information on investment incentives and other investment-related issues,
potential investors should contact the Board of Investment directly (www.investsrilanka.com
or info@boi.lk.) The BOI has introduced an investor matchmaking service via the BOI website.
Information regarding this service can be found at
www.investsrilanka.com/online_resources/partnership.
Trade Agreements
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The Indo-Lanka Free Trade Agreement (ILFTA) (www.doc.gov.lk) between Sri Lanka and India
has been in effect since 2000. Under this agreement, most products manufactured in Sri
Lanka with at least 35% domestic value addition (if raw materials are imported from India,
domestic value addition required is only 25%) qualify for duty-free entry to the Indian market.
Because production constitutes a portion of value addition, the ILFTA enables foreign firms
operating in Sri Lanka to gain preferential entry into the Indian market. Current exporters to
India claim to face a variety of non-tariff barriers that have reduced the FTA’s effectiveness.
Discussions on liberalization of the services sector under a proposed Comprehensive
Economic Partnership Agreement (CEPA), with a possible incorporation of investment and
economic cooperation has stalled, however. The 2005 Sri Lanka-Pakistan Free Trade
Agreement (SLPKFTA) (www.doc.gov.lk) provides duty-free entry into Pakistan for almost all Sri
Lankan exports except for 541 items on Pakistan’s negative list.
Sri Lanka and six other South Asian nations belonging to the South Asian Association for
Regional Cooperation (SAARC) agreed in 2004 to establish a South Asian Free Trade Area
(SAFTA) (http://www.saarc-sec.org/main.php), which began operation on July 1, 2006. SAFTA
offers regionalized tariff reductions for imports from member countries. Sri Lanka also hopes to
sign a Free Trade Agreement with China.
Together, the above agreements could help make Sri Lanka a gateway to South Asia for
foreign investors. To date, however, inter-regional trade remains quite low, and investors and
relevant officials are not optimistic for a near-term increase.
Generalized System of Preferences (GSP)
Sri Lanka lost duty-free privileges for exports to the European Union (EU) enjoyed under the
"EU GSP-Plus" incentive agreement in 2010 because the EU found that Sri Lanka had not fully
complied with three human rights conventions (the International Covenant on Civil and
Political Rights, the Convention against Torture, and the Convention on the Rights of the
Child), and that the government is not committed to resolving human rights complaints.
Currently, Sri Lanka enjoys preferential import duty rates in EU markets under the “EU GSP”
incentive program.
Many Sri Lankan exports to United States enter duty-free under the U.S. GSP program,
although garments – Sri Lanka’s biggest single export sector – are excluded. In June 2012, the
United States Trade Representative closed the review of a petition filed by the AFL-CIO
alleging that Sri Lanka was not meeting internationally recognized labor standards, without
any change to Sri Lanka’s GSP trade benefits. The closure of the review was based on the Sri
Lankan government’s efforts over the past few years to address the worker rights issues
outlined in the petition. The United States and Sri Lanka have established a TIFA
subcommittee to improve labor practices in Sri Lanka.
6. Right to Private Ownership and Establishment
Private entities are free to establish, acquire, and dispose of interests in business enterprises.
Private enterprises enjoy benefits similar to those granted to public enterprises, and there are
no known limitations to access to markets, credit, or licenses. Foreign ownership is allowed in
most sectors, although the new land ownership law prohibits foreigners from owning land,
with some exceptions. (See “Areas of Concern,” above) Most investors say acquiring land is
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often the biggest challenge for any new business in Sri Lanka. Private land ownership is
limited to fifty acres per person. The government owns approximately 80% of the land in Sri
Lanka, including the land housing most tea, rubber, and coconut plantations, leased to the
private sector on 50-year terms. Although state land for industrial use is usually allotted on a
50-year lease, the government may approve 99-year leases on a case-by-case basis,
depending on the nature of the project. As noted above, many land title records were lost
during the war, and significant disputes remain over property ownership in the North and
East.
7. Protection of Property Rights
Real Property
Secured interests in property in Sri Lanka are generally recognized and enforced, but many
investors claim protection can be flimsy. A fairly reliable registration system exists for recording
private property including land, buildings, and mortgages, although problems exist due to
fraud and forged documents. In the World Bank’s Doing Business Index, Sri Lanka ranked 145
out of 188 countries in the ease of “registering a property” index involving 8 procedures and
52 days.
Intellectual Property Rights Protection (IPR)
IPR enforcement has improved in Sri Lanka, although counterfeit goods continue to be
widely available, making it difficult for the legitimate industries to protect their markets. Local
agents of well-known U.S. and other international companies representing recording,
software, movie, clothing, and consumer product industries continue to complain that lack
of IPR protection is damaging their businesses. Sri Lanka has a comprehensive IPR law and
several offenders have been charged or convicted. Overall, progress on IPR protection is
improving in the country. For instance, the government's new Information Technology (IT)
policy requires government agencies to use licensed or open source software. Software
companies have also reported an improvement in the IPR regimes of large companies.
Sri Lanka is a party to major intellectual property agreements. Sri Lanka adopted an
intellectual property law in 2003 that was intended to meet both U.S.-Sri Lanka bilateral IPR
agreement and TRIPS obligations to a great extent. The law governs copyrights and related
rights, industrial designs, patents, trademarks and service marks, trade names, layout designs
of integrated circuits, geographical indications, unfair competition, databases, computer
programs, and undisclosed information. All trademarks, designs, industrial designs, and
patents must be registered with the Director General of Intellectual Property.
Infringement of intellectual property rights is a punishable offense under the IP law with
criminal and civil penalties. Recourse available to owners includes injunctive relief, seizure
and destruction of infringing goods and plates or implements used for the making of
infringing copies, and prohibition of imports and exports. Penalties for the first offense include
a prison sentence of six months or a fine of up to Rs 500,000 ($4,425), but smaller penalties are
the norm. Aggrieved parties can seek redress for any IPR violations through the courts,
though this can be a frustrating and time-consuming process.
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The government has established a special antipiracy and counterfeit unit in the Criminal
Investigation Division (CID) of the police to specifically address IPR concerns. There is also an
IPR unit in the Social Protection Unit of Sri Lankan Customs, and a trademark database to
advance IPR protection.
The U.S. Embassy, the United States Patent and Trademarks Office (USPTO), and the
American Chamber of Commerce of Sri Lanka are working to pursue more aggressive
enforcement and enhance public awareness.
Patents, Copyrights, and Trademarks
Patents are valid for 20 years from the date of application but must be renewed annually.
The law permits compulsory licensing and parallel imports of pharmaceutical products.
Copyrights are not registered. A work is protected automatically by operation of law. Original
literary, artistic, and scientific works including computer programs and databases are
protected under the law. Enforcement limitations apply to copyrights, including software.
Sri Lanka recognizes both trademarks and service marks. The exclusive right to a mark is
acquired by registration. A mark may consist of words, slogans, designs, etc. Protection also is
available to well-known marks not registered in Sri Lanka. Registered trademarks are valid for
ten years and renewable. The law also recognizes both certification marks and collective
marks.
For additional information about treaty obligations and points of contact at local IP offices,
please see WIPO’s country profiles at http://www.wipo.int/directory/en/.
Resources for Right HoldersContact at Mission:
•
•
•

Christopher Corkey, Economic Officer
94-11-2498500
commercialcolombo@state.gov

Local lawyers list: http://srilanka.usembassy.gov/service/legal-resources-in-sri-lanka.html
Country/Economy Resources:
•
•

American Chamber of Commerce in Sri Lanka www.amcham.lk
National Intellectual Property Office of Sri Lanka www.nipo.gov.lk

8. Transparency of the Regulatory System
The Board of Investment strives to inform potential investors about laws and regulations that
may affect operations in Sri Lanka, but some of the measures are difficult to find. Proposed
laws and regulations are generally made available for public comment, but are occasionally
published without public discussion. Foreign and domestic investors often complain that the
regulatory system is unpredictable due to outdated regulations, rigid administrative
procedures, and excessive leeway for bureaucratic discretion. Effective enforcement
mechanisms are sometimes lacking, and coordination problems between the BOI and
relevant line agencies frequently emerge. Lethargy and indifference on the part of mid- and
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lower-level public servants compound transparency problems. Lack of sufficient technical
capacity within the government to review financial proposals for private infrastructure
projects also creates problems during tendering. The Sri Lankan Cabinet must approve
strategic projects by private investors to receive incentives.
Although many foreign investors, including U.S. firms, have had positive experiences in Sri
Lanka, some have encountered significant problems with government practices and
regulations. Some claim that the level of corruption makes it difficult to compete with bidders
not subject to the U.S. Foreign Corrupt Practices Act. Some multinational firms have
experienced extensive unexplained delays in trying to reach agreement on investment
projects. Others have had contracts arbitrarily canceled without compensation, even
though the Cabinet had already approved the contracts.
9. Efficient Capital Markets and Portfolio Investment
Retained profits finance about 70 percent of private investment in Sri Lanka, with short-term
borrowing financing a further 20percent. Local companies are allowed to borrow from
foreign sources. Foreign direct investment finances about 6 percent of overall investment.
Foreign investors are allowed to access credit on the local market and are free to raise
foreign currency loans.
The state consumes over 50 percent of the country's domestic financial resources and has a
virtual monopoly on the management and use of long-term savings in the country. This
inhibits the free flow of financial resources to product and factor markets. In the past high
budget deficits have caused interest rates to rise and resulted in higher inflation.
The Securities and Exchange Commission (SEC) covers the Colombo Stock Exchange, unit
trusts, stock brokers, listed public companies, margin traders, underwriters, investment
managers, credit rating agencies, and securities depositories. Portfolio investment is
encouraged. Foreign investors can purchase up to 100 percent of equity in Sri Lankan
companies in numerous permitted sectors. In order to facilitate portfolio investments, country
funds and regional funds may obtain SEC approval to invest in Sri Lanka's stock market. These
funds make transactions through share investment external rupee accounts maintained in
commercial banks. During 2012-2013, the SEC started to investigate insider trading, market
manipulation, and fraud, but came under pressure from powerful market players who
argued that these regulations were depressing stock values. Four senior SEC officials resigned
over regulatory issues during this period, citing pressures from high net-worth local investors.
The Colombo Stock Exchange (CSE) was the world’s second best performing stock market in
2009-2010, based on post-war economic optimism. The CSE went through a sharp correction
in 2011 and 2012. The market remains below its peak. Some foreign investors exited the
Colombo market in the first quarter of 2014. Analysts point to several factors driving the
market downturn, including excessive speculative investment during bull runs, regulatory
issues, market manipulation, insider trading, negative investor sentiments on emerging
markets as well as concerns about UN resolutions regarding a lack of Sri Lankan government
action on postwar reconciliation and accountability. Corporate profits of Sri Lankan
companies are still strong, however, and do not seem to be a factor in driving away
determined investors. Market participation needs to be deepened – both in terms of investor
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base and number of businesses listed on the Colombo Stock exchange – a concern local
investors echo.
Credit Instruments
Commercial banks are the principal source of bank finance. Bank loans are the most widely
used credit instrument for the private sector. Financial institutions also raise syndicated bank
loans to fund large-scale investment projects undertaken by the private sector.
The domestic debt market in Sri Lanka is still at a nascent stage. Credit ratings are now
mandatory for all deposit-taking institutions and for all varieties of debt instruments.
Sri Lanka received its first sovereign credit ratings in December 2005. Current ratings stand at
"BB-Minus" with a stable outlook (Fitch), "B-Plus" with a stable outlook (S&P) and “B1” with a
stable outlook (Moody’s).
U.S. investors have shown a strong appetite for Sri Lanka’s capital market, holding a little over
60 percent ($3.8 billion) of Sri Lanka’s sovereign bonds, as well as 80 percent ($3 billion) of the
12.5 percent of rupee-denominated debt set aside for foreign investors.
Banking System
Sri Lanka has a fairly well-diversified banking system. There are 24 commercial banks – 12
local and 12 foreign. In addition, there are nine local specialized banks. Citibank NA is the
only U.S. bank operating in Sri Lanka. Several domestic private commercial banks now have
substantial government equity acquired through investment agencies controlled by the
government. Access to credit remains a significant problem for the SME sector nationwide.
The Central Bank is actively promoting consolidation in the banking and financial sector.
The Central Bank is responsible for supervision of all banking institutions and has driven
improvements in banking regulations, provisioning, and public disclosure of banking sector
performance. Credit ratings are mandatory for all banks operating in Sri Lanka. The Central
Bank has accepted the Basel II standardized approach framework, and has introduced
accounting standards corresponding to International Financial Reporting Standards for banks
from January 1, 2012.
Total assets of commercial banks stood at Rs 5,942 billion ($45.7 billion) as of December 31,
2013. The two fully state-owned commercial banks – Bank of Ceylon and People’s Bank –are
still important players, accounting for over 35 percent of all banking assets. The two state
banks have a large portfolio of non-performing loans. Both these banks have significant
exposure to the state and state-owned companies, which are treated as performing loans.
However, as these banks are implicitly guaranteed by the state, their problems have not
harmed the credibility of the rest of the banking system.
Private commercial banks and foreign banks operating in Sri Lanka generally follow more
prudent credit policies and, as a group, are in better financial shape. Foreign banks tend to
make provisions in line with international best practices, as most foreign bank branches are
subject to supervision in their own country in addition to that of the Sri Lankan Central Bank.
Partly due to a fall in gold prices, and default of loans given on gold pawning, non40

performing loans of the banking sector, increased from 3.7 percent in 2012 to 5.2 percent in
2013.
10. Competition from State-Owned Enterprises (SOE)
The government has halted SOE privatization, and SOEs are active in transport (bus and
railways, ports and airport management, airline operations); utilities such as electricity;
petroleum imports and refining, and water supply; retail; banking; telecommunications; TV
and radio broadcasting; newspaper publishing; and insurance. Since the end of the war, Sri
Lankan armed forces have begun operating air services, tourist resorts, and farms for civilian
purposes, crowding out some private investment. Directors of SOEs are appointed by the
Cabinet or a line ministry. The government allocates board seats to both senior government
officials and politically-affiliated individuals. There is concern that the public banks are
required to take on increasing debt from inefficient SOEs, forcing them to carry a greater
share of non-performing loans. In addition, there are several important large private banks in
which multiple government entities own interest, so on aggregate these companies are
majority government owned. By the virtue of the shareholding the government exerts control
over the appointment of boards of directors and management of these banks. SOEs
structure of governance is questionable. SOE senior managers usually report to politically
affiliated boards of directors. SOEs are often charged with working to political agendas.
Government Control of Private Sector Pension Funds
Sri Lanka does not have a sovereign wealth fund (SWF). Currently, the government manages
and controls large pension funds of private sector employees, using these funds for
budgetary purposes and stock market investments. The government and the Central Bank
are accused of misusing the Employees Provident Fund (EPF), a large retirement fund of
private sector workers managed by the Central Bank, for unwise stock market investments
and to help governing party supporters. Contacts argue the fund must be segregated from
politics and professionalized. SOEs, and government-managed pension funds must meet Sri
Lanka accounting standards.
11. Corporate Social Responsibility
Leading companies in Sri Lanka are actively promoting CSR and some SME companies have
also started to promote CSR. The Ceylon Chamber of Commerce, the largest business
chamber in Sri Lanka, has a CSR section promoting CSR among its membership. In addition, a
professional accounting body has a program to promote sustainability reporting.
Internationally, some of Sri Lanka's leading companies have joined the UN Global Compact
initiative. The apparel industry, Sri Lanka’s largest export industry, has a specially designated
CSR program for the industry under the title "Garments without Guilt"
(www.garmentswithoutguilt.com). The ethical sourcing and sustainable development
practices under the program aim to empower women and their communities through
poverty alleviation and opportunities for education and personal growth. In addition, the
program endeavors to promote sustainable eco-friendly manufacturing practices in the
apparel industry. Accounting standards are applicable for all banks, stock exchange listed
companies, and all other large and medium-sized companies in Sri Lanka. Accounting
standards are constantly updated to reflect current standards adopted by the International
Accounting Standards Board (IASB). Sri Lanka adopted IASB’s Financial Reporting Standards
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(IFRS) from January 1, 2012. However, these standards don’t govern executive
compensation.
12. Political Violence
The Sri Lankan government's military campaign against the Liberation Tigers of Tamil Eelam
(LTTE) ended in May 2009 with the defeat of the LTTE. During the war, the LTTE had a history of
attacks against civilians, and the U.S. government designated the LTTE as a terrorist
organization, although none of the attacks were directed against U.S. citizens. There have
been no terrorist attacks since the end of the conflict, although the Sri Lankan government
claims a nascent terrorist cell attacked a police officer in March 2014. The government has
authority throughout the island. Demonstrations take place in Sri Lanka from time to time in
response to world events or local developments. Demonstrations near Western embassies are
not uncommon. Protests aimed at Western embassies have been well-contained, with
support from the Sri Lankan police and military.
Business-related Violence
Business related violence has increased recently. In August 2013, a large rubber glove
manufacturing factory was forced to move to a new location due to protests. Residents near
the factory protested alleging it to have polluted water in the area. An army crackdown on
protesters resulted in three deaths. In March 2014, residents near another rubber factory
protested against water pollution. In mid-2013, a leading international food company
temporarily suspended operations in Sri Lanka, citing precautionary measures to ensure the
safety of its employees after it faced product bans, court cases and angry demonstrators
over the sale of contaminated milk powder. In 2013, a group of local politicians were
charged with killing a Sri Lankan tea estate manager. In 2011, a British tourist vacationing in Sri
Lanka was murdered at a tourist hotel by a group that included local politicians.
In May 2011, workers at the Katunayake Export Processing Zone (EPZ), the country’s largest
EPZ, held a large protest demanding the withdrawal of a proposed new pension plan
covering all private sector employees. The protest led to a violent clash between the workers
and the police. The clashes resulted in the death of one EPZ worker, injuries to a number of
protestors and police officers, and damage to several factories. The government closed the
EPZ for two days as a precautionary measure. Following the clash, the government withdrew
the pension bill.
Human Rights Concerns
The United States remains concerned over the human rights situation in Sri Lanka, which
includes allegations of extrajudicial killings, disappearances, intimidation, and harassment
during the war. Due to the lack of a credible reconciliation and accountability effort after
the 2009 end of the conflict, the United States sponsored resolutions on the situation in Sri
Lanka in the UN Human Rights Council (UNHRC) in March 2012, March 2013 and again in
March 2014. All three resolutions passed. The 2014 resolution requests the office of the UN
Human Rights Commissioner to lead an investigation into alleged violations of human rights
during the conflict and to monitor the human rights situation.
13. Corruption
42

While the country has generally adequate laws and regulations to combat corruption,
enforcement is considered weak and inconsistent. U.S. firms identify corruption as a
constraint on foreign investment, but, by and large, it is not a major threat to operating in Sri
Lanka – at least once a contract has been won. The business community claims that
corruption has the greatest effect on investors in large projects and on those pursuing
government procurement contracts. Some claim that the level of corruption makes it difficult
to compete with bidders not subject to the U.S. Foreign Corrupt Practices Act. Projects
geared toward exports face fewer problems. Local investors say internal controls do exist,
although they are weak. Sri Lanka ratified the UN Anti-Corruption Convention in 2004. Sri
Lanka has signed but not ratified the UN Convention against Transnational Organized Crime.
Sri Lanka is a signatory to the OECD-ADB Anti-Corruption Regional Plan. Attempts to
introduce a Freedom of Information Act to increase transparency have been unsuccessful.
Bribery Commission
The Bribery Commission is the main body responsible for investigating allegations brought to
its attention and instituting proceedings against responsible individuals in the appropriate
court. The law states that a public official's offer or acceptance of a bribe constitutes a
criminal offense and carries a maximum sentence of seven years imprisonment and a fine at
the discretion of the courts. A bribe by a local company to a foreign official is not covered
by the Bribery Act.
14. Bilateral Investment Agreements
The Government of Sri Lanka has signed investment protection agreements with the United
States (which came into force in May 1993) and with the following other countries: Australia,
Belgium-Luxembourg, China, Denmark, Egypt, Finland, France, Germany, Indonesia, India,
Iran, Italy, Japan, Korea, Kuwait, Malaysia, the Netherlands, Norway, Pakistan, Romania,
Singapore, Sweden, Switzerland, Thailand, the United Kingdom, and Vietnam.
Taxation
Sri Lanka’s tax rates are mid-range for the region; the highest corporate tax rate is 28
percent. Private sector contacts generally laud the government for maintaining a fairly
consistent corporate tax policy over the last several years; for some, consistent taxes are
more important than lower taxes. One notable exception was the 2013 extension of the 12.5
percent Value Added Tax (VAT) to supermarkets and large trading houses.
Foreign investors not qualifying for Board of Investment incentives such as tax and exchange
control exemptions or concessions are liable to pay taxes on corporate profits, dividends,
and remittances of profits. They are also liable to pay a VAT on goods and services. An
Economic Service Charge (ESC) at 0.25 percent of income applies to BOI-approved
companies enjoying tax holidays.
A bilateral treaty between Sri Lanka and the United States to avoid double taxation was
ratified and entered into force on June 12, 2004. The Embassy encourages prospective U.S.
investors to contact an international auditing firm operating in Sri Lanka to assess their tax
liability.
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15. OPIC and Other Investment Insurance Programs
The United States and Sri Lanka concluded in 1966 (and renewed in 1993) an agreement that
allows the Overseas Private Investment Corporation (OPIC) to provide investment insurance
guarantees for U.S. investors. OPIC currently provides coverage to banking and power sector
investments in Sri Lanka. Sri Lanka's membership in the Multilateral Investment Guarantee
Agency (MIGA) offers the opportunity for insurance against non-commercial risks. The U.S.
Embassy and other U.S. Government institutions spend tens of millions annually in Sri Lanka.
This amount can potentially be utilized by OPIC to honor an inconvertibility claim; however,
no such claims have been made to date in Sri Lanka. The Embassy purchases local currency
at the financial rate.
16. Labor
Labor Market
Sri Lanka’s labor market is small, with a limited pool of skilled workers. Engineering,
accounting, legal, and architectural professions follow high standards, although local design
talent is still underdeveloped. Labor is available at relatively low cost, though it is priced
higher than in some other South Asian countries. Many of Sri Lanka’s top graduates seek
employment outside the country. For those who remain, Sri Lanka's labor laws afford many
employee protections. Many investors consider this legal framework somewhat rigid,
however, making it difficult for companies to reduce their workforce even when market
conditions warrant doing so. The cost of dismissing an employee in Sri Lanka is, percentagewise, one of the highest in the world. Sri Lanka's labor force is literate (particularly in local
languages) and trainable, although weak in certain technical skills and the English language.
The average worker has eight years of schooling, and two-thirds of the labor force is male.
Retention is fairly good in the IT/BPO sector, but the garment industry reports up to a 40
percent staff turnover rate. Lack of labor mobility in the North and East is also a problem, with
workers reluctant to leave their families and villages for employment elsewhere.
In 2013, 8.4 million Sri Lankans were employed, with 44 percent in services, 26 percent in
industry, and 30 percent in agriculture jobs. Overall, 41 percent of the workforce is in the
private sector and 15 percent in the government. Self-employed workers constitute 32
percent of all employed, while another 9 percent were unpaid family workers. About 61
percent of the employed are in the informal sector.
The unemployment rate has declined in recent years to around 4 percent, although low
unemployment rates are due in part to a large outflow of Sri Lankan migrant labor.
Unemployment among women and high school/college graduates has been proportionally
higher than the rate for less-educated workers. Youth and entry-level unemployment and
underemployment remain a problem. A significant proportion of unemployed people seek
"white collar" employment, often preferring low-paying but stable government jobs.
However, most sectors seeking employees offer manual or semi-skilled jobs or require
technical or professional skills such as management, marketing, information technology,
accountancy and finance, and English language proficiency. The construction, plantation,
and apparel industries also report a shortage of workers. Some investors have faced
problems in finding sufficient employees with the requisite skills, a situation the tourism industry
is likely to face as more hotels open in the near future.
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The government has initiated educational reforms it hopes will lead to better preparation of
students and better matches between graduates and jobs. More computer, accounting and
business skills training programs and English language programs are becoming available. But
the demand for these skills still outpaces supply.
Migrant Workers Abroad
There are an estimated 1.8 million Sri Lankan workers abroad. Remittances from migrant
workers, at $6.4 billion, are Sri Lanka’s largest source of foreign exchange. The majority of this
labor force is unskilled (housemaids and factory laborers) and located primarily in the Middle
East. Sri Lanka is also losing many of its skilled workers to more lucrative jobs abroad.
Trade Unions
About 20 percent of the workforce is unionized, but union membership is declining. There are
more than 1,900 registered trade unions (many of which have 50 or fewer members), and 19
federations. About 15 percent of labor in the industry and service sector is unionized. Most of
the major trade unions are affiliated with political parties, creating a highly politicized labor
environment. In many cases, several unions, affiliated with different political parties, work
together at state-owned enterprises. This is not the case for private companies, which only
have one union or perhaps a workers' council to represent the employees.
All workers, other than police, armed forces, prison service, and those in essential services,
have the right to strike. By law, workers may lodge complaints to protect their rights with the
commissioner of labor, a labor tribunal, or the Supreme Court. The President retains the
power to designate any industry as an essential service.
Unions represented workers in many large private firms, but workers in small-scale agriculture
and small businesses usually did not belong to unions. The tea industry, however, is highly
unionized, and public sector employees are unionized at very high rates. Labor in export
processing zone enterprises tends to be represented by non-union worker councils, although
unions also exist in the EPZs. Worker councils have functioned well in some companies in
providing for worker welfare. The BOI has requested that companies recognize trade unions,
allow union access to export processing zones, and accept the right to collective
bargaining. The BOI has issued guidelines for employee councils, giving powers to employee
councils to negotiate binding collective agreements. According to the BOI, where both a
recognized trade union with bargaining power and a non-union worker council exist in an
enterprise, the trade union will represent the employees in collective bargaining. The
International Labor Organization's (ILO) Freedom of Association Committee has observed
that Sri Lankan trade unions and worker councils can co-exist, but advises that there should
not be any discrimination against those employees choosing to join a union. The right of
worker councils to engage in collective bargaining has been held as valid by the ILO.
Unions have complained that the BOI and some employers, especially in the export
processing zones, prohibit union access and do not register unions on a timely basis.
Employers allege that the JVP, a Marxist political party opposed to private enterprise, could
provoke labor to strike under the pretense of trade union activity. Due to the JVP's violent
past, employers are generally not in favor of it or its trade union arm, the Inter-Company
Trade Union. There are also a number of independent unions.
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In June 2012, the United States Trade Representative closed the review of a petition
submitted by the American Federation of Labor and Congress of Industrial Organizations
complaining of alleged labor rights violations in EPZs without any change to Sri Lanka’s trade
benefits. The closure of the review was based on the Sri Lankan government’s efforts over the
past few years to address the worker rights issues outlined in the petition. Further, the BOI
established “facilitation centers” for unions to meet members and other workers in the three
largest EPZs. The United States and Sri Lanka have established a subcommittee under the
Trade and Investment Framework Agreement to discuss labor issues in Sri Lanka.
Collective Bargaining
Collective bargaining exists but is not universal. The Employers' Federation of Ceylon, the
apex employers’ association in Sri Lanka, assists its member companies to negotiate with
unions and sign collective bargaining agreements. While about a quarter of the 548
members of the Employers' Federation of Ceylon are unionized, 121 of these companies
(including a number of foreign-owned firms) are bound by collective agreements. A further
24 have signed Memorandums of Understanding with trade unions. As of December 2012,
there were only five collective bargaining agreements signed in companies located in EPZs.
Labor Rights
The law prohibits all forms of forced and compulsory labor. While there was no national
minimum wage, 43 wage boards established by the Ministry of Labor set minimum wages
and working conditions by sector and industry in consultation with unions and employers.
Minimum wage laws did not cover workers in sectors not covered by wage boards, including
informal sector workers. The law does not require equal pay for equal work. The law prohibits
most full-time workers from regularly working more than 45 hours per week. In addition, the
law stipulates a rest period of one hour per day. Regulations limit the maximum overtime
hours to 15 per week. The law provides for paid annual holidays, sick leave and maternity
leave. Occupational health and safety regulations did not fully meet international standards.
Child Labor
Child labor is prohibited and is virtually nonexistent in the organized sector, although child
labor occurs in informal sectors. The minimum legal age for employment is set at 14. The
minimum age for employment in hazardous work is 18 years. The Hazardous Occupations
Regulation contains a list of 51 occupations considered to be hazardous forms of child labor
in Sri Lanka.
Labor-Management Relations
Formerly confrontational labor-management relations have improved in the last few years as
employers have worked harder to motivate and care for employees. Work stoppages and
strikes in the private sector increased in 2013 compared to 2012. While labor-management
relations vary from organization to organization, managers who emphasize communication
with workers and offer training opportunities generally experience fewer difficulties. U.S.
investors in Sri Lanka (including U.S. garment buyers) generally promote good labor
management relations and labor conditions that exceed local standards.
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ILO Conventions
Sri Lanka is a member of the International Labor Organization (ILO) and has ratified 31
international labor conventions. The labor laws of Sri Lanka are laid out in almost 50 different
statutes, and the Ministry of Labor has consolidated these in a Labor Code. Sri Lanka has
ratified all eight of the ILO’s core labor conventions. The ILO and the Employers' Federation of
Ceylon are working to improve awareness of core labor standards, and the ILO also
promotes its Decent Work Agenda program in Sri Lanka.
17. Foreign Trade Zones/Free Ports
Sri Lanka has 12 free trade zones, also called export processing zones, administered by the
BOI. In addition, a large private apparel company opened Sri Lanka's first privately-run fabric
park in 2007. The company invites local and foreign companies to set up fabric and apparel
factories in this eco-friendly park.
In the past, firms preferred to locate their factories near Colombo harbor or airport to reduce
transport time and cost. However, excessive concentration of industries around Colombo has
caused heavy traffic, higher real estate prices, environmental pollution, and scarcity of labor.
The BOI and the government now encourage export-oriented factories to set up in industrial
zones farther from Colombo, although Sri Lanka's poor roads make these outlying zones more
challenging.
18. Foreign Direct Investment and Foreign Portfolio Investment Statistics
TABLE 2: Key Macroeconomic data, U.S. FDI in host country/economy
Central
Bank of Sri
Lanka*

USG or
USG or international
international
Source of data
statistical
source

Economic
Data

Yea Amou
r
nt

Year Amou
nt

Gross
Domestic
Product
(GDP)

201 67,200
3

2012 59,400 http://www.worldbank.org/en/country
http://www.imf.org/external/pubs/ft/weo/
2014/01/weodata/weoselgr.aspx
2013 65,833

(Millions
U.S.
Dollars)
GDP
Growth
Rate

201 7.3%
3

2013 7.3%

http://www.imf.org/external/pubs/ft/weo/
2014/01/weodata/weoselgr.aspx

Population 201 20.4
(Million)
3

2013 20.8

http://www.imf.org/external/pubs/ft/weo/
2014/01/weodata/weoselgr.aspx
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Per Capita 201 3,280
GDP
3

2013 3,161

http://www.imf.org/external/pubs/ft/weo/
2014/01/weodata/weoselgr.aspx

(U.S.
Dollars)
Inflation

201 4.7%
3

2013 4.7%

http://www.imf.org/external/pubs/ft/weo/
2014/01/weodata/weoselgr.aspx

Budget
Deficit

201 5.9%
3

2013 5.8%
(Proj)

http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm

Exports

201 10,394
3

2013 9,826

http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm

(Millions of
U.S.
Dollars)
Imports

(Proj)

201 18,003
3

(Millions of
U.S.
Dollars)

2013 19,406 http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm
(Proj)

Remittanc 201 6,400
es Inflow
3
(Millions of
U.S.
Dollars)
Total
Public
Debt

201 78.3%
3

2013 76.6%

http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm

(Proj)

(pct of
GDP)
Total
Foreign
Debt

201 39,740
3

2013 35,500 http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm
(Proj)

(Millions of
U.S.
Dollars)
Public
201 11,285
Foreign
3
Commerci
al Debt

2013

http://www.imf.org/external/np/sec/pr/2013/pr134
81.htm
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(Millions of
U.S.
Dollars)
Foreign
Reserves

201 8,574
3

2013 6,661
(Proj)

Foreign
Sri Lanka
Direct
Statistical
Investment source*

USG
statistical
source

USG Source of data

U.S. FDI in
Sri Lanka

NA

NA

201 102
2

Bureau of Economic Analysis(BEA)

NA

NA

201 18
2

Bureau of Economic Analysis (BEA)

(Millions
U.S.
Dollars,
stock
positions)
Sri Lanka’s
FDI in the
United
States
(Millions
U.S.
Dollars,
stock
positions)
Total
inbound
stock of
FDI as %
GDP

201 2%
3

* Central Bank of Sri Lanka http://www.cbsl.gov.lk
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Section 5 - Government

Chiefs of State and Cabinet Members:

For the current list of Chief of State and Cabinet Members, please access the following Central Intelligence Agency online directory of Chiefs of State and Cabinet Members of
Foreign Governments

Legal system:

mixed legal system of Roman-Dutch civil law, English common law, and Jaffna Tamil
customary law

International organization participation:

ABEDA, ADB, ARF, BIMSTEC, C, CD, CP, FAO, G-11, G-15, G-24, G-77, IAEA, IBRD, ICAO, ICC
(national committees), ICRM, IDA, IFAD, IFC, IFRCS, IHO, ILO, IMF, IMO, IMSO, Interpol, IOC,
IOM, IPU, ISO, ITSO, ITU, ITUC (NGOs), MIGA, MINURSO, MINUSTAH, MONUSCO, NAM, OAS
(observer), OPCW, PCA, SAARC, SACEP, SCO (dialogue member), UN, UNCTAD, UNESCO,
UNIDO, UNIFIL, UNISFA, UNMISS, UNWTO, UPU, WCO, WFTU (NGOs), WHO, WIPO, WMO, WTO
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Section 6 - Tax

Exchange control
For further information - http://www.gov.lk/web/index.php?lang=en

Treaty and non-treaty withholding tax rates
For further information - http://www.gov.lk/web/index.php?lang=en
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Methodology and Sources
Section 1 - General Background Report and Map
(Source: CIA World Factbook)
Section 2 - Anti – Money Laundering / Terrorist Financing
Lower Risk

Medium Risk

Higher Risk

Not Listed

AML Deficient
but Committed

High Risk

>69%
Compliant or
Fully Compliant

35 – 69%
Compliant or
Fully Compliant

<35% Compliant
or Fully
Compliant

Monitored

Concern

Primary Concern

INCSR - Weakness in Government Legislation

<2

2-4

5-20

US Sec of State supporter of / Safe Haven for
International Terrorism

No

Safe Haven for
Terrorism

State Supporter
of Terrorism

EU White list equivalent jurisdictions

Yes

FATF List of Countries identified with strategic
AML deficiencies
Compliance with FATF 40 + 9
recommendations
US Dept of State Money Laundering
assessment (INCSR)

No

None

Arab League /
Other

UN , EU or US

Corruption Index (Transparency International)
Control of corruption (WGI)
Global Advice Network

>69%

35 – 69%

<35%

World government Indicators (Average)

>69%

35 – 69%

<35%

>69%

35 – 69%

<35%

International Sanctions
UN Sanctions / US Sanctions / EU Sanctions

Failed States Index (Average)

Offshore Finance Centre

No
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Yes

Section 3 - Economy
General Information on the current economic climate in the country and information on
imports, exports, main industries and trading partners.
(Source: CIA World Factbook)

Section 4 - Foreign Investment
Information on the openness of foreign investment into the country and the foreign
investment markets.
(Source: US State Department)

Section 5 - Government
Names of Government Ministers and general information on political matters.
(Source: CIA World Factbook / https://www.cia.gov/library/publications/world-leaders1/index.html)

Section 6 - Tax
Information on Tax Information Exchange Agreements entered into, Double Tax Agreements
and Exchange Controls.
(Sources: OECD Global Forum on Transparency and Exchange of Information for Tax
Purposes PKF International)
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DISCLAIMER
Part of this report contains material sourced from third party websites. This material could
include technical inaccuracies or typographical errors. The materials in this report are
provided "as is" and without warranties of any kind either expressed or implied, to the fullest
extent permissible pursuant to applicable law. Neither are any warranties or representations
made regarding the use of or the result of the use of the material in the report in terms of their
correctness, accuracy, reliability, or otherwise. Materials in this report do not constitute
financial or other professional advice.
We disclaim any responsibility for the content available on any other site reached by links to
or from the website.

RESTRICTION OF LIABILITY
Although full endeavours are made to ensure that the material in this report is correct, no
liability will be accepted for any damages or injury caused by, including but not limited to,
inaccuracies or typographical errors within the material, Neither will liability be accepted for
any damages or injury, including but not limited to, special or consequential damages that
result from the use of, or the inability to use, the materials in this report. Total liability to you for
all losses, damages, and causes of action (in contract, tort (including without limitation,
negligence), or otherwise) will not be greater than the amount you paid for the report.

RESTRICTIONS ON USE
All Country Reports accessed and/or downloaded and/or printed from the website may not
be distributed, republished, uploaded, posted, or transmitted in any way outside of your
organization, without our prior consent. Restrictions in force by the websites of source
information will also apply.
We prohibit caching and the framing of any Content available on the website without prior
written consent.

Any questions or queries should be addressed to: Gary Youinou
Via our Contact Page at KnowYourCountry.com

54

