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Jurisdictional Q&A – Sri Lanka

(c)

(d)

1. What are the key laws and regulations 
that govern mergers and acquisitions in your  
jurisdiction?

(a)
(b)

 
(c)
 
(d)
(e)

2. What are the government regulators and 
agencies that play key roles in mergers and  
acquisitions?

(a)
(b)
(c)
(d)
(e)

3. Are hostile bids permitted? If so, are they 
common in your jurisdiction?

No, Sri Lanka law does not make provision for 
hostile bids.

4. What laws may restrict or regulate certain 
takeovers and mergers, if any? (For example, 
antimonopoly or national security legislation).

(a)

(b)
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Companies Act No. 7 of 2007 (“Companies Act”)
Securities and Exchange Commission Act  
No. 36 of 1987
Company Takeovers and Mergers Code  
of 1995 (“Takeovers and Mergers Code”)
The Listing Rules of the Colombo Stock Exchange
Foreign Exchange  Act No. 12 of 2017 and  
regulations issued thereunder

The Registrar General of Companies 
Securities and Exchange Commission (“SEC”)
Colombo Stock Exchange
Department of Foreign Exchange
Board of Investment 

The Foreign Exchange Act and regulations 
issued thereunder, specify certain areas 
of business in which foreign investment is  
prohibited and/or restricted.  

The Land (Restrictions on Alienation) Act  
No. 38 of 2014 which prohibits the transfer  
of title to land to a foreigner, foreign  

company or a company incorporated in  
Sri Lanka where any foreign shareholding  
in such company either direct or indirect  
is 50% and above, subject to certain  
exemptions, may have the effect of  
restricting a foreign investor from acquiring 
shares in a Sri Lankan company.  

It may be noted that the Consumer Affairs 
Authority Act No. 9 of 2003, which is the 
law governing the promotion of competition  
in Sri Lanka, does not contain specific  
provisions relating to mergers or monopolies  
and only deals with the promotion of  
competition. In these circumstances,  
a merger is only subject to control of  
it amounts to the prevalence of an  
anti-competitive practice within the meaning  
of the 2003 Act. An anti-competitive  
practice is deemed to prevail under the Act 
“…where a person in the course of business, 
pursues a course of conduct which of itself  
or when taken together with a court of  
conduct pursued by persons associated  
with him, has or is intended to have or is  
likely to have the effect of restricting,  
distorting or preventing competition in  
connection with the production, supply or  
acquisition of goods in Sri Lanka or the  
supply of securing of services in Sri Lanka”.  

There is no specific national security  
legislation in Sri Lanka restricting and/or 
regulating takeovers and mergers but there 
are industry specific laws and regulations  
(e.g. the Banking Act and regulations  
issued thereunder) which may contain such  
restrictions but the same will depend on  
the specific industry in which the investment 
is sought to be made.
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In the context of a merger, the Companies 
Act provides for two forms of amalgamation;  
i.e. short form amalgamation and long form 
amalgamation and the documents required 
to effect an amalgamation will depend on  
the method of amalgamation chosen.

In the event of a long form amalgamation, two  
or more companies may amalgamate and  
continue as one company, which may be one  
of the amalgamating companies or may be  
a new company.  In a long form amalgamation, 
every company proposing to amalgamate is  
required to approve an amalgamation proposal  
in the form set out in the Companies Act  
and such proposal is required to be approved  
by a special resolution of the shareholders 
of each amalgamating company in terms of 
the Companies Act. Prior to this, the board of  
directors of each amalgamating company will  
be required to resolve, inter alia, that in its  
opinion the proposed amalgamation will be  
in the best interests of the Company. In  
addition to the above, a solvency certificate 
signed by the directors, written notice to  
creditors and public notice of the proposed 
amalgamation is required to be given.   

In a short form amalgamation, a company and 
two or more companies that are directly or  
indirectly wholly owned by the first company, 
may, without complying with the requirement 
to prepare an amalgamation proposal and have 
the same approved by the shareholders of 
each amalgamating company, amalgamate and  
continue as one company, i.e. the first  
company. The documentation required in the 
case of a short form amalgamation will be  
a board resolution of each amalgamating  
company in the form specified under the  
Companies Act, a solvency certificate signed  
by the directors, written notice of the  
proposed amalgamatio to the secured creditors  

5. What documentation is required to  
implement these transactions?

In the context of a takeover, 

(a)

(b)

 
(c)

 
(d)

(e)

(f)

An investment in the shares of an unlisted 
company can take place by way of a transfer 
of shares or a subscription to new shares 
both of which require the board of directors  
of the target company (as well as the  
respective boards of the transferor and 
transferee, if relevant) to approve the  
transaction. 

In the event an issue of shares is a major 
transaction for a company issuing new shares 
to an investor in terms of the Companies Act, 
such issue is required to be approved by 
the shareholders of the company by way of  
a special resolution as defined in the  
Companies Act.  A “major transaction” is  
defined in the Companies Act to include  
inter alia the acquisition of or an agreement 
to acquire assets of a value which is greater  
than half the value of the assets of the  
company before the acquisition. 

Within twenty working days of an issue 
of shares, the company in which shares 
are issued is required to give notice to the  
Registrar General of Companies in the  
manner specified in the Companies Act.

In order to carry out a transfer of shares of 
an unlisted company, the transferor and the 
transferee will be required to complete a 
share transfer form which is the instrument 
by which the transfer is to be carried out in 
terms of the Companies Act.

In a listed company, instructions to sell and 
buy shares, respectively, are given to brokers 
to effect a transfer on the Colombo Stock 
Exchange in terms of the Automated Trading 
Rules of the Colombo Stock Exchange. 

The parties to a share transfer or share  
subscription also usually opt to enter into 
a share purchase agreement or a share  
subscription agreement setting out the 
terms and conditions pursuant to which the 
proposed investment will be made in the  
target company. If a continued relationship  

is envisaged between the shareholders of  
the target company, the parties may in  
addition enter into a shareholders’  
agreement recording therein the rights  
duties and obligations of the shareholders 
in relation to the target company and each 
other. 
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If a deal involves an issue of shares by the  
target company and this issue amounts to  
a major transaction for the company as specified 
above, shareholder approval will be required  
by way of special resolution in terms of the 
Companies Act. 

Shareholder approval is required where shares 
of a listed company are acquired by way of  
private placement in terms of the Listing Rules 
of the Colombo Stock Exchange. 

In the case of a merger by way of long form 
amalgamation, shareholder approval of the 
amalgamation proposal is required in terms  
of the Companies Act. 

8. Do directors and controlling shareholders 
owe a duty to the stakeholders in connection 
with a deal?

The Companies Act specifies a fiduciary duty on 
the directors of a company to act in good faith and 
in what they believe to be the best interests of the 
company. 

Further to the above, it may be noted that in terms 
of the Companies Act, before an amalgamation 
proposal is put to the shareholders, the board of 
an amalgamating company shall resolve that in its 
opinion, the proposed amalgamation is in the best 
interests of the company. 

Where the deal involved an issue of shares by a 
company, it may be noted that the directors of 
the said company are required in terms of the  
Companies Act to decide the consideration for 
which the shares will be issued and resolve that in 
its opinion such consideration is fair and reasonable 
to the company and to all existing shareholders. 

Although the Companies Act does not specify  
duties owed by controlling shareholders to  
minority shareholders in connection with a deal, 
minority shareholders have certain rights in terms 
of the Companies Act, e.g. the right of a minority 
shareholder to require the company to purchase  
his shares if a resolution to approve an  
amalgamation of the company is passed without  
his consent or the right to make an application  
to court for an order to remedy any actions  

of the company and public notice of the  
proposed amalgamation. 

In the context of a takeover however, it may  
be noted that a short form amalgamation  
(i.e. an amalgamation of two or more companies 
that are directly/indirectly owned by the first 
company) will be irrelevant. 

6. What government charges or fees apply to 
these transactions?
 
In an amalgamation the charges will include that 
of filing records with the Registrar General of 
Companies and the costs of publishing public 
notice. 

In the event of takeover, where a subscription  
to new shares by the acquiring entity is  
envisaged, there will be a fee payable to the 
Registrar General of Companies in order to file  
a public record (i.e. a Form 6) on the issue of  
new shares of the target company.   

Where shares of a listed public company are 
traded on the Colombo Stock Exchange there 
will be certain transaction costs applicable  
including a share transaction levy of 0.3000%, 
prescribed fees payable to the Colombo  
Stock Exchange and Central Depositary  
Systems (Private) Limited, a cess payable to  
the SEC and prescribed brokerage fees. 

7. Do shareholders have consent or approval 
rights in connection with a deal?

In terms of the Companies Act, subject to the 
articles of association of a company (which may 
specify otherwise), where a company issues 
shares which rank equally with or above existing 
shares in relation to voting or distribution rights, 
those shares are required to first be offered  
to the holders of existing shares in a manner  
which would, if the offer was accepted,  
maintain the relative voting and distribution 
rights of those shareholders. 

Further, in the case of an unlisted company, 
the articles of association of the company may  
specify consent/ approval rights of shareholders 
in connection with a deal. 
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12. Can minority shareholders be squeezed  
out? If so, what procedures must be observed?

In terms of the Companies Act s 246, where any 
person pursuant to an offer made to the holders  
of voting rights of a company acquires not  
less than 90% of the voting rights of such  
company, such person can acquire all of the 
outstanding shares carrying voting rights of the 
company shares on terms not less favourable  
than the terms made under the aforementioned  
offer after giving notice in the prescribed  
manner to the holders of such shares of the  
desire to acquire such shares. The shareholders  
to whom such notice has been issued can  
make an application to the court within  
fourteen days of the receipt of such notice  
for the acquisition of his shares, for an order 
against such compulsory acquisition of shares.

It may be noted however that in the context of  
a listed company, the regulator considers 
that the rights set out in the aforementioned  
s 246 can only be exercised by way of an  
amalgamation. 

13. What is the waiting or notification period  
that must be observed before completing  
a business combination?

In a takeover or merger where the offeree is  
a listed public company, the Takeovers and 
Mergers Code sets out certain offer periods 
to be adhered to, e.g. Rule 21 of the Takeovers 
and Mergers Code specifies that an offer shall 
initially be open for acceptance at least 21 days 
after the day the offer document is forwarded  
to the board of the offeree company and to  
every shareholder of the offeree (which is  
required to be within 28 days of the  
announcement of the offer in terms of the 
Code) and where an offer is revised, it is to be 
kept open for at least 14 days from the date of  
posting of written notification thereof of the 
said revision to the shareholders of the offeree. 

Where shareholder approval is required by  
way of special resolution prior to an issue of 
shares by a company, a company (subject to 
its articles of association) is required to give  
fifteen working days’ notice of the general  

conducted in a manner oppressive to such  
shareholder.

9. In what circumstances are break-up fees  
payable by the target company?

Break-up fees are not provided for under  
Sri Lanka law but they can be contractually 
agreed upon between parties to a contract. 

10. Can conditions be attached to an offer  
in connection with a deal?

Yes, conditions can be attached to an offer 
in connection with a deal. These conditions 
can take the form of conditions precedent,  
(i.e. conditions to be satisfied prior to the  
transfer of shares) or conditions subsequent  
(i.e. conditions to be satisfied within a specified 
time-frame following the transfer of shares). 
Such conditions are usually identified by  
the acquiring party during the course of its  
due diligence study of the target company. 

Further, even in the context of listed companies, 
it may be noted that the Takeovers and Mergers  
Code recognizes offers made which are  
subject to conditions. 

11. How is financing dealt with in the  
transaction document? Are there regulations 
that require a minimum level of financing?

There are no regulations that require a minimum 
level of financing and the parties to a transaction 
usually opt to record the terms of financing in 
a commercial agreement usually entered into 
prior to the transaction taking place, e.g. a share 
purchase/ share subscription agreement.

In the context of a listed company however, 
shares traded/ subscribed to must be for cash. 
The settlement of funds in respect of a trade 
of shares on the Colombo Stock Exchange  
between the respective participants of the  
buyer and the seller must take place by 10.30 
hours on the 3rd market day after the trade 
(T+3) through a licensed commercial bank  
appointed by Central Depositary Systems  
(Private) Limited to function as a settlement 
bank.
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The abovementioned regulations also provide 
that any person resident outside Sri Lanka 
who invests in/ acquires shares in local  
companies are required to make their  
respective investments through an Inward  
Investment Account opened and maintained 
with a licensed commercial bank in Sri Lanka. 

16. How will the labour regulations in your  
jurisdiction affect the new employment  
relationships?

In the case of a takeover, there is no change 
anticipated to the employer itself and a mere 
change in the ownership of the employing  
entity will not affect the employee unless  
otherwise provided in the contracts of  
employment. 

Similarly, a merger will usually have no bearing 
on the terms and conditions of employment  
and the employee will continue as an employee 
of the amalgamated entity. It may be noted that 
in terms of Section 245 of the Companies Act, 
once an amalgamation becomes effective, the 
amalgamated company will succeed to all the 
property, rights, powers, privileges, liabilities 
and obligations of each of the amalgamating 
companies.

17. Have there been any recent proposals for 
reforms or regulatory changes that will impact 
M&A activity?

(a)

(b)

meeting at which such resolution is to be passed.

In the event of a merger, the board of each  
amalgamating company is required to give  
public notice of the proposed amalgamation  
and notice to all secured creditors (and in the 
case of a long form amalgamation, a copy of 
the amalgamation proposal to every secured  
creditor), in terms of the Companies Act, at least 
20 working days before the amalgamation is 
intended to become effective. 

14. Are there any industry-specific rules that 
apply to the company being acquired?

Yes, there are several industry specific rules 
that could apply to a company being acquired  
but these will depend on the particular  
industry/ sector to which the company in  
question belongs. 

As discussed above, the Foreign Exchange  
Act and regulations issued thereunder, also 
identify certain areas of business in which  
foreign investment is prohibited and/or  
restricted.  

If the company being acquired is a company 
registered with the Board of Investment of  
Sri Lanka and has entered into an agreement  
with the Board in terms of the Board of  
Investment of Sri Lanka Law No. 4 of 1978, 
s 17, the said agreement will likely include a  
condition requiring the said company to  
obtain prior approval of the Board of  
Investment or in the alternative to inform  
the Board of Investment in advance, of a  
proposed transfer of shares in the said company. 

Further, it may be noted that industry specific 
rules usually apply to heavily regulated sectors  
in Sri Lanka such as banking and finance,  
insurance and telecommunications.

15. Are cross-border transactions subject to 
certain special legal requirements?

The Foreign Exchange Act and regulations  
issued thereunder, identify certain areas of  
business in which foreign investment is  
prohibited and/or restricted.  

The existing Securities and Exchange Act 
is expected to be repealed by a new Act in  
the near future. The objects of the proposed  
new Act include that of protecting the  
interests of investors both local and foreign 
and to mitigate systemic risks in the financial  
system. There is also provision in the  
proposed Act to enable the listing of  
securities of an exchange, on such exchange, 
which would become immediately relevant 
when the proposed demutualization of the  
Colombo Stock Exchange takes effect. 

There has also been a longstanding proposal 
to amend the Takeovers and Mergers Code  
following which the existing code will cease 



6

LexisNexis® Mergers & Acquisitions Law Guide 2020

to be in force except to the extent to which  
express contrary provision is made in the 
new code. Although the new code was  
proposed in the year 2014 it is not  
anticipated to take effect in the near future. 
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