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Many senior personnel in the private and public sectors have advised (he author though sole 
responsibility, for the opinions expressed in this article,is that of the author. The author was 
the founding Secretary General of the Colombo Stock Exchange. He directs the wins Lokh 
Institute, for autochthonous Economics and Policy Research. 

This papaer utilises material made avai­
lable elsewhere recently^ so as to high­
light certain problems that exist in the 
Sri Lanka Stock Exchange Market and 
our methods of financing enterprises. 

Background 

The Sri Lanka Stock Exchange was 
brought under the aegis of public direc­
tion only after the passage of the Secu­
rities Council Act in 1987. From 1982 
upto that point there was a Stock Ex­
change bringing a wider and public ran­
ge of interests to bear on the market. In 
the period from 1981 onwards, there 
was public promotion, at least in inten­
tion, of the Stock Market. Prior to that 
the market was run as a private club. 
The traditions and personnel of the mar­
ket date largely from that early peiriod. 

The Share Market began after the crea­
tion of companies by law in Sri Lanka 
about five years after such legislation 
was introduced in England. By 1977 the 
local commodity brokers and agents 
who handled the export commodities 
were also handling sufficient volume of 
shares to organise into an informal asso­
ciation called the Colombo Brokers 
Association. The share ownership com­
prised largely British colonials and .Lon­
don Stock Exchange investors. From 
the mid 1950s to 1981, the volume of 
transactions declined and the ownership 
of companies concentrated. These mat­
ters have been dealt with by the author 
elsewhere in greater detail. 

Stock Market Companies 

. In the publications noted abovep^ de­
tailed material on the 167 companies lis­
ted in the Stock Exchange on March 31 
1984 were given. The companies whose 
businesses had been nationalized, such 

as the Estates, were excluded from these 
studies. This paper utilizes this data in 
the discussion that follows. 

This means that our discussion is bias­
ed towards recent events; for only 38 
(ie. 22.8%) companies of the 167 were 
incorporated prior to 1948. Indeed, 83 
of the companies had been brought into 
the Stock Market following the new 
promotional measures in the eighties. 

The paid up capital of the listed com­
panies amounted to Rs.6,256.8 million 
distributed into mainly Manufacturing 
37.8 percent; Hotels 32.1 percent; and 
Property Development 18.2 percent. 
The concentration in the largely capital 
intensive hotels and property sectors is 
clear. It should be realised that under 
Sri Lankan practice, in contrast to prac­
tices elsewhere, especially our commer­
cial neighbour India, capital issue is not 
the same as the cash payment to the 
enterprise. Our practices allow initial 
share issues for items such as promotion 
or lease that suffer loose quantification. 
It is also possible to revalue assets, make 
a book entry into reserves and to issue 
shares against such reserves to existing 
shareholders. These amounts also appear 
as issued capital. Therefore it may be 
prudent, at this preliminary stage, to im­
prove estimates by reducing the amoun­
ts of bonus issues from issued capital. 
Rs.386.6 million bonus shares had .been 
issued of which Manufacturing account­
ed for Rs. 262.5 million. 

Capital 

From the point of view of the provi­
sion of capital, 30.9 percent came from 
foreigners and should be regarded as 
Trade Investments rather than Portfolio 
or Share Market Investments as the capi­
tal really serves further interests than 

1. Dr. Darin C Gunesekera and D.L.LP. Jayawardena, Preliminary data analysis of stock ex­
change listed company ownership and provision of capital SIAAS Annual Sessions, 
December 1988. 
A more complete treatment of the survey data will be available in D.LLP.Jayawardena's 
forthcoming book from Sathosa Printers. 

2 vide note 1. 
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market shareholding. Statutory bodies 
held 19 percent, and 8.4 percent was 
held by government and associated bod­
ies. Domestic private investors held 37.2' 
percent of the issued share capital as sta­
ted at the outset. But this is not the ac­
tual market.amount. The primary mar­
ket for shares may be defined to be the 
amounts raised by public offer. Only 
Rs. 1,466.1 million had been raised by 
primary offer to the public (a much lar­
ger amount had been offered) and Rs. 
541.6 million by way of rights offers to 
shareholders. 

These sums of money are small and 
need to be tempered with the fact that 
the" 167 companies accounted for only 
47,341 jobs. This incidently amounts 
to an issued capital, of various vintage 
Rupee of Rs. 128,000 per job. This is 
a high per job cost both in terms of the 
national economy and by general do­
mestic company standards. It suggests 
that the quoted companies are the high 
capital intensity end of the Sri Lankan 
commercial sector. This actually con­
firms Economic Logic. The. Stock Mar­
ket was being promoted by tax measu­
res that made cost of capital low and 
provided Government enhancements to 
increase returns to capital. So we diver­
ted national resources into this market 
where capital intensity — generally spea­
king, imported machines and modern 
buildings - was much higher. 

The loans granted these companies 
amounted to Rs.4.53 billion, of which 
43.4 percent was foreign agencies and 
foreign banks; while 40.4 percent was 
from governmental sources. The rest 
were from in-group companies, direc­
tors, local private banks, and finance 
companies. The debt equity ratio of 
manufacturing, the largest debtor, was 
.83. These amounts relate to loan capi­
tal as disclosed by the companies. It is 
not equal to the total bank liability to 
equity position. 

In Sri Lanka, bank short term, loans 
and advances to. these enterprises are. 
of a fairly permanent nature and are 
given against security of liquid assets or 
other mortgaged assets. There is there- . 
fore a case to include these with loan 
capital, which would make the Debt 
Equity ratio very much higher. 

Ownership 

Nine of the listed companies were clo­
sely affiliated in ownership to other lis­

ted companies. The gross number oi 
• shareholders Was 88,859 with 40.1 per­

cent in manufacturing and 30.4 percent 
and 8.9 percent in Hotels and Property, 
respectively. However, on glancing 
through the lists of shareholders Of the 
:ompanies it appeared that certain com­
panies had fewer than twenty sharehol­
ders in total. Therefore the percentage 
of shares held by the largest twenty 
shareholders was ascertained. 

No distinction was made as to whether 
the shareholders were distinct entities or 
close relatives or one owning the other, 
as may be the case with corporate share­
holders. This will be considered at a 
following stage in so far as shareowners 
of the same address may be lumped to-

. gether. In the case of 51 companies, the 
top twenty held 90- 100 percent of the 
issued shares and in a further 50 compa­
nies the holding was 80 - 89 percent. In 
75 percent of the listed companies, the 
twenty largest individually listed share­
holders owned more than 70 percent of 
the shares. In only 4.7 percent of the 
oases did the top twenty hold below 50 
percent. As the name and address lists in 
the data suggest the twenty top holders 
are largely related in business, family or 
by power of attorney or constitute the 
existing 'directorate; and. this depiction 
is consistent with the increasing concen­
tration of shareholding suggested above. 
The data is also consistent with the 
model constructed by the author and 
referred to elsewhere. 

It was nottjd that a modification of 
this data should be made to take into 
account certain features of these com­
panies when interpreting the data. These 
features are those peculiar to new com­
panies as the greater weight of promo­
ters' shares and shares issued in lieu of 
initial services. However, even taking 
these factors into account the concen­
tration depicted above is hardly lessen­
ed. 

It was interesting to note tnat several 
companies did not possess even 20 

shareholders. This was without any test 
of whether the persons, were indeed 
seperate persons without relationships 
or ownership amongst them. It was thus 
clear that the Stock Market's own Rule 
or ownership must be in gross violation. 
The Rule is that 20 percent of shares 
must be with the general public.^)-

By all standards abroad - developed 
and underdeveloped - the above is not a 
situation that can be called a Stock 
Market. By way of comparison in an 
underdeveloped country of our-, gene­
ral level of development, India, share­
holding of companies is in the millions 
(even of Bombay only situations) and 
40 percent is the minimum general pub­
lic holding. The term general public is 
stringently defined and applied. 

Change 

This situtation demands change. The 
agents of change may inquire why this 
situation, arose. The reason lies in the 
role of Banks. The Banks have been 
lending short term but permanent in 
practice to the quoted companies with­
out demanding Share Capital increase. 
This, is particularly clear when one notes 
the poor position of paid in share capi­
tal at the commercial private banks 
themselves. As they had been not asking 
for fresh subscriptions as the" balance of 
ownership on their own Board, for ins­
tance Hatton National Bank Ltd., at the 
date of this survey, would be disturbed 
as all could not meet such cash deman­
ds, they could hardly force'borrowers to 
raise owners' paid-in-capital. 

The solution proposed by. the Stock 
Exchange project was to give the Banks 
an interest in expanding companies' 
capital base. This meant a financial re­
ward in this business. They brought 
banks in as broker-dealers in the Stock 
Exchange. The Finance Ministry and 
Central Bank's Governor at. the time dis­
allowed i t ( 4 1 and the Commercial Banks 
withdrew from the'project. However, it 
should be recorded that all the four Sr 

A senior Chartered Accountant who has advised many of these companies informed me as 
follows. "The printed Rule states that'20 percent shares must be offered to the public. It 
does not state that this must be taken up nor that it must be continued after listing is 
given. The matter of what constitutes "offer" was much debated folio wing Central Bank 
Governor Tennekoon's ruling on the transfer of Hatton National Bank shares. Events over­
look any final conclusion. Presently (1989) these Rules are required to •be considered as 
Guidelines. The rationale Is that the present situation is in a stage of growth and flux. One 
is remined of the motorist in Rome 'truffle lights are advisory' he told the policeman. 

'4. For reasons not concerning the Stock Market listed companies. 
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Lankan commercial banks at the time 
did join the project and thus signalled 
their own acknowledgement of the situ­
ation and their desire'to make things 
progressively better. 

Foreign • 

Looking over the above data, it is clear 
that the major function of the Stock 
Exchange has been the facilitation of 
Foreign Investors. It enables foreign in­
vestment in share and loan Capital - the 
dominant amount - to be combined 
with similar Government contributions 
in government approved fields and ven­
tures. Domestic private sector collabora­
tors.', purchase or receive a share as well. 
The usefulness of the market is to ena­
ble a continuous evaluation of the stake 
in Sri Lanka for the investing organisa­
tion and in setting a fair price at point 
of sale(5)Proceeds of Stock Market share 
sales and dividends are remittable and 
are of financial "seniority" at a time of 
applying foreign remittance restrictions. 

Individual consideration of the largest 
companies makes this clear. Shaw Wal­
lace, largely foreign owned, relies on a 
good dividend (100% in recent years) to 
reward owners. Such rates would not be 
a reasonable strategy for a purely do­
mestic broad based company. Ceylon 
Tobacco and Reckit and Coleman have 
a well over 80 percent foreign partner 
ownership. Where Ceylon Tobacco is 
concerned, there is a ready demand for 
its shares. The 93 percent British Ameri­
ca Tobacco foreign holding must be 
attributed to a desire for return by way 
of dividend rather than gain through 
managerial practice. 

In highlighting these features, it is my 
intention to make the evolution, prac­
tices, personnel, attitudes^and so on at 
the Stock Exchange more understanda­
ble. An economic situation may or may 
not be good depending on the viewpoint 
and development strategy. To unders­
tand an economic situation is not to; 
make such a judgement but to see why 
aspects that may not be logically ob­
vious are .being compelled to be- that 
way. 

..••ji-''-<s"' .;„" 
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OF TERMS 

;gaterclungeably. The ownership of a registered 
fl#B)rany i a t p i M l through ownership of its ihaiet. The list of 
jfMgke owim^jjtrafetained by the Company's Secretary, who is 

; m t ^ ^ m i i ^ file this list with the Ragjstni or Companies. 
Tte Xkwtiafa&a deals primarily with matters relating to shares 

-aM^ttout^M^ty. Persons acquire shares by way of initial issue 
pf sli«^«»%»et|HkSt issues of shares by sale, distribution of shares 
« * « B^toslaueholdera, by way of Rights offered to shareholder.* 

•• ccpurcfasec* transfer of slum from an existing owner. 
...-;"'-. :'- : v >'•.'•• '. 

- .• .'.>'• •*<•.•'•"••.:• . 

-:. Tb» temjttwatd Jk*.die sense of Finance Capital It is usual; v divided 
- - &£jOt^Qitfjl&0i& Equity Capital. Loan Capital is long term Lia-

< VtlHy ' « ' ' & i i ^ ^ N t y capital is the sum of Issued shares at their 
;V-|jb*j- i l&ejf^byllw Company and Reserves. The reserves of a com-
•}\:M^::^ip^i^i^mim in two accounts. Earned reserves are actually 
. , *ainnrt tllrt irtalatil profits where the company received money 
.•''; O t ^ i a ^ y - a w tains of an accounting nature as when a»s«!s ate 

-.nOC£&aaJbJ^ for already issued stocks. Only brokers or nej-
. " * . * « j ^ ^ a j f » i tilth the exchange may do sale/purchase at 'he. i. v 

. * ; •• '£ ' < . K ijiiB|iLJSJ|r3t»».1987, no tiansfers of owner.' L» in compiiiw lived 
\ ^ ; ' ' • ' 4 t :Cofeml» Exchange can take place outside it. litis •*a law 

• tmttrue lo-Sd. Lanka. In other coumrles restrictwrison sales |iuuha-
• • ' ; - sit are limited to those imposed by companies tt their vaetar.vs' 

1 jî ril. Itettng «equires them to remove these so as to •pnt:-.-

mutated companies. These air companies whose shares 
4tlknng on the exchange. The normal principle L 
mutt be available for sale to anyone equally. H»w-

we: protect our foreign investor groups from hostile tactics -.us-
: jhMnary «£tejaHteie. No issued share may be sold to a foreigner w:th-
>e»ta l<frpe»»2»nt penalty tax on the value of the transaction, 'i his 
't^t^^'ft^MU replacement or substitution of foreign partner 
ji«ttto ^Vestta die addition or ,n* foreign partners without a>.rtj< 
feic* ifjsiitpaa, foreign investors. It is this rule. a!w unique ;< Sii 
L t « ^ thM; aacjket our exchange esicntially a vehiiie- fr; r.ireir.i< in-

- Yitit^ifa.uititii* shows that tne attractions ham work*i< in •-•ctt-
I f l |U f c « t ^ Investment. Our exchange also permits r.-stric ;•.»'« on 
share sales to groups wisnuu; to stain control of companies uWil -. ir 
the US type exchanges where this is encouraged. There exists I host 
two views as to whether changes in conbol are good or bad. Practi-
cxlly .Sated- companies in Colombo are wry much more difficult to 
tSJce'OW than in other reported markets. Share ownership .atl-cts 

I t* . I ; 
Ac+ondlagto current legislation a 100 percent transfer tex applies 

ia0^Wiaiptkitfbstd and times to non-nationtls, Now the aboil-
ditiiifflkiijfctfir lax on sham Is being contemainted though the 
tax on tranafftofiand to non-nationals wut witmue. 

5. .Upon postage of money and shares the deal Is valid by law and acceptable for aU purposes. 
Certain companies contain Articles requiring share ownership transfer to be further appro­
ved by its Board But stock exchange market price Is accepted. TVs is the reason for care­
ful scrutiny of this process. 

6. Relative degree oj new Investor tearchjor Instance. Unlike many developing countries we 
' do not have door to door salesmen of shorn. Another is dress, speech and business style 

in which this sector is guided by the senior foreign companies in this country. 
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