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REGULATIONS

T

{Published by Authority)
PART I: SECTION (I) — GENERAL
Central Bank of Sri Lanka Notices

REGISTERED STOCK AND SECURITIES ORDINANCE

made by the Minister of Finance under Section 55 of the Registered Stock and Securities Ordinance

(Chapter 420) as last amended by Act, No. 32 of 1995.

KarsHAsp NarIMAN CHOKSY,
Minister of Finance

31st January, 2002.

Regulations

1. These Regulations may be cited as the Registered Stock and Securities Ordinance (Primary Dealers) Regulations,
No. 1 of 2002, amd shall come into force on Ist February, 2002,

2. Appointment of Primary Dedalers

(1) The Monetary Board may from time to time determine the criteria for the appointment of Primary Dealers or

2)

3)

the purposes of the Ordinance.

A Primary Dealer may enter into transuctions in Treasury Bonds directly as a counter party with the Central
Bank in the primary and the secondary market and my transact in Treasury Bonds for its own account and
for the account of customers in accordance with the Ordinance, any other written law, di rections, guidelines.

operating instructions and contracts as may be applicable.

Every Primary Dealer appointed by the Monetary Board shall be bound hy and comply with these regulations
and any directions and guidelines issued by the Central Bank.

3. Application for Appointment as a Primary Dealer :

(1)

2)

3)

An application for appointment as a Primary dealer shall be made to the Central Bank by a Licensed
Commercial Bank or any other company or in the case of a company to be fo rmed for the purpose of carrying
on the activities of primary dealer by the promoter of such company, in the form set out in Schedule | or
Schedule 1T hereto, as may be approptiate, and shall be accompanied by the documents referred to in the
Annex to Schedule Tor IT,

The applicant shall furnish to the C':entral Bank such other information and documents as the Central Bank
may consider necessary for the purpose of considering the suitability of the applicant to be appointed as
Primary Dealer.

The Central Bank may conduct such inquiries as it may consider necessary 1o ascertain the suitability of the
applicant (o be appointed as a Primary Dealer, including inquiries as regards the compelence, character,

integrity and suitability of its directors and principal officers.
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4. Appoiniment :

A

0.

The Central Bank may, having regard to the suitability of the applicant to be appointed as a Primary Dealer on
the basis of the criteria adopted by the Monetary Board for the approval of Primary Dealers, and in the interest of
the national economy and the primary dealer system, appoint an applicant as 2 Primary Dealer.

Conditions applicable 1o Licensed Commercial Banks which are appointed us Primary Dealers

Where the Monetary Board appoints a Licensed Commercial Bank as a Primary Dealer, the Bank shall comply
with the following conditions :

(1) (a) The Licensed Commercial Bank shall create and maintain a special reserve, known as the ** Primary Dealer
Special Reserve " in & minimum amount as may be determined by the Monetary Board from time to time.
The Primary Dealer Special Reserve shall be used exclusively for obligations arising from primary dealer
operations and activities of the Licensed Commercial Bank.

(b)  Any variation of the minimum amount determined under sub-paragraph (1) (@) shall be communicated to
the Licensed Commercial Bank in writing.

{¢) When any variation made under sub-paragraph (1) (b) requires the Licensed Commercial Bank to increase
the minimum amount determined under sub-paragraph (1) (@) or sub-paragraph (1) (b), the Monetary
Board may, on appiication made to it, grant the Licensed Commercial Bank a period of six (6) months or
such longer period in which to comply with such requirement.

(2) The Licensed Commercial Bank shall maintain separate books of accounts in respect of primary dealer activities
and conduct such primary dealer activitics in a separate unit.

(3) The Licensed Commercial Bank shall not have on its Board of Directors, a director or an employee of another
Primary Dealer Company.

()

'The primary dealer operations of a Licensed Commercial Bank shali be headed by a qualified and competent
person holding a senior management position in such Bank, who shall devote his full time to such primary
dealer operations.

(5) The Licensed Commercial Bank shall be subject to operating guidelines and prucential requirements imposed
by the Central Bank from time to time in respect of primary dealer activities and operations.

(6 The primary dealer activities and operations of a Licensed Commercial Bank shall be monitored and supervised
by the Central Bank,

Conditions applicable to Companies which are appointed as Primary Dealers :

Where the Monetary Board appoints a company #s a Primary Dealer hereinafter referred to as a ™ Primary Dealer
Company ", the Company shall comply with the following conditions :

(1) The Memorandum of Association of the Company shall limit 1t objects to carrying on the activities set outin
Schedule I 1o these Regulations and to activities ancillary to, or in connection with such activities.

{2) The Company shall maintain a minimum capital as determined by the Monetary Board from time to time, of
which the Tier Ll capital shall not exceed 50 per centum of the Tier [ capital,

(3) The Company shall not have on its Board of Directors, a director or an employee of another Primary Dealer or
except for the Chief Executive Officer, an employee of the company.

(4) The company shall not have on its Board of Directors any person who is subject to any disqualification
applicable to directors of a licensed commercial bank in terms of the Banking Act provided however un
employee or director of a licensed commercial bank which is not a primary dealer shall not be disqualified to
be adirector of Primary Dealer Company.
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()

(6

The Company shall not register, without prior written approval of the Monetary Board, any shareholdings of
a person if such shareholding results in a change in the controlling interest in the Primary Dealer Company.
For this purpose “ controlling interest ” shall mean the holding of 51% or more of the paid-up share capital of

the Company.

The Company shall not register without the prior written approval of the Monetary Board any shareholding
of more than 10 per centum of the issued capital of the Company of a person if such person is the holding
company or a subsidiary of any other Primary Dealer.

7. Variation in the Capital of a Primary Dealer Company :

(1)

(4)

The Monetary Board may having regard to the viability and stability of the primary dealer system and the
interest of the national economy determine the capital required to be maintained by a Pnimary Dealer Company
and may vary such determination from time to time. A determination or a variation made by the Monetary
Board under this sub-paragraph shall be communicated to all Pnmary Dealer Companies in writing.

Where a Primary Dealer Company is required by a variation under sub-paragraph (1) above to increase its
capital, it shall upon an application made to the Monetary Board, be given a period of six months. or such
longer period as may be granted by the Monetary Board in which to comply with such requirement.

A Primary Dealer Company of which the capital {alls below the minimum required to be maintained in terms of
this regulation shall forthwith notify the Central Bank in writing of such fact.

Without prejudice to the rights of the Monetary Board to suspend or cancel the appointiment of a Primary
Dealer Company which fails to maintain the minimum capital required to be maintained in terms of this
Regulation, the Monetary Board may, if it considers it 1o be in the interest of the Primary Dealer system or the
national economy to do so, grant time as determined by the Monetary Board to meel the shortfull in capital.
The Monetary Board may grant such permission subject to such terms and conditions as it may impose.

8 Material Interest :

A Primary Dealer shall not acquire or hald either directly or indirectly a material interest in another Primary

Dealer Company. For this purpose, * material interest * means the holding of over 10 per centum of the issued
capital of such Primary Dealer Company.

9. Dufies and Privileges of Primary Dealers ;

(1) A Primary Dealer shall have the right to deal with the Central Bank as a counter-party in the primary and

(2)

(3)

(6)

(M

secondary markets for securities.

A Primary Dealer shall participate in the primary market in the manner and at levels determined by the Centrul
Bank from time to time and communicated to the Primary Dealer.

A Primary Dealer shall be responsible for creating and maintaining a secondary marker in securities.

A Primary Dealer shall comply with levels for maintenance of stock of securities and for participation in the
secondary markel as determined by the Central Bank from time to time and communicated to the Primary

Dealer.
A Primary Dealer shall have the right to engage in transactions relating to securities for its own account and
for the account of customers.

A Primary Dealer shall maintain stahdards of competence and infrastructural facilies as may be determined
by the Central Bank from time to time and communicated to the Primary Dealer.

A Primary Dealer shall act in a fiduciary capacity in respect of its customers in the holding of and in the
collection and payment of maturity proceeds and interest on securities and shall for this purpose segregate
the assets of its customers from its own assets. The assets of customers shall not form a part of the assets of

the Primary Dealer in a winding-up.
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(8) A Primary Dealer shall maintain strict confidentiality in respect of its dealings with its customers.

(9) A Primary Dealer shall conduct its business and activities in accordance with the operations manual, code of
conduct and any other guidelines for Primary Dealers formulated by the Central Bank from time to time.

1. Supervision, Examination and [nvestigation of Primary Dealers :

(1) The Central Bank may supervise and examine a Primary Dealer and may conduct investigations into any
specific matter or activity of a Primary Dealer for the purpose of ensuring that the conduct of business by the
Primary Dealer is not prejudicial to the interest of the customers of the Primary Dealer and to the Primary
Dealer system and/or that the Primary Dealer is acting in compliance with the provisions of the Ordinance, and
the Regulations made under the Ordinance, operations manual, code of conduct, guidelines and any other
applicable written law.

(2) A Primary Dealer shall make available to the Central Bank its books, accounts, registers, files and other
records kept in relation to its activities as a Primary Dealer, inclusive of records maintained in electronic and
magnetic media and shall furnish any information as may be required for the purpuses set out in sub-
paragraph (1).

(3) A Primary Dealer, its directors and officers shall comply with any request made for the submission of any
books, accounts, registers, files or information under sub-paragraph (2).

11. Evaluation of Performance :
(1) The performance of a Primary Dealer shall be evaluated by the Central Bank periodically on :
(@) its participation at primary auctions in securities ;
{(b) 1n creating and maintaining a Secondary Market in securities ; and

(c) it record of compliance with applicable laws, rules, regulations, directions, guidelines and the code of
conduct.

{2) A Primary Dealer shall be informed by the Central Bank of any shortcomings which come to light in the course
of such evaluation and such Primary dealer shall take any measures that may be recommended by the Central
Bank to remedy such shortcomings.

12, Directions :

(1) The Central Bank may issue directions to a Primary Dealer to ensure compliance by the Primary Dealer with
these Regulations. Without prejudice to the generality of the foregoing and to the power of the Central Bank
to issue directions under the Ordinance or any other written law, such directions may provide for all orany of
the following matters :

(u) The procedures to be complied with by Primary Dealers in respect of auctions of securities carried out
by the Central Bank and secondary market operations of the Primary Dealer ;

(b} The minimum level of panicipatinﬂi by Primary Dealers, in primary auctions of securities carmied oul by
the Central Bank ;

(¢) The conditions (o be complied with by Primary Dealers in the collection and payment of maturity
proceeds and interest on securities Lo custamers ;

(d) The maintenance of books, records and accounts by Primary Dealers ;

{¢) The adequacy of internal controls and risk management systems ;
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() The submission of periodic reports or information to the Central Bank by Primary Dealers ;
(g) The minimum level for secondary market operations of Primary Dealers ,

() The maintenance of stocks of securities to mect the demand for such securities in the secondary
market ;

(i) Charges that may be imposed by Primary Dealers on customers ;

() The qualifications required of the Chief Executive Officer of the Primary Dealer company or the person
who heads the primary dealer operations of & Licensed Commercial Bank and of the other senior
executive officers ;

(k) The infrastructure and other facilities to be maintained by the Primary Dealer for the proper discharge of
its duties ;

(h The activities and business which may be carried on by the Primary Dealer Company as activities ot
businesses connected or incidental to the activities set out in paragraph (1) to (3) of Schedule IT1 :

{m) The rectification of any situation arising {rom any failure of shortcoming which has come to light in the
course of supervision, examination, investigation or evaluation conducted by the Central Bank |

(n) The discharge of obligations and duties 1 the Central Bank, other Primary Dealers, direct participants
and customers of a Primary Dealer whose business and activities as a Primary Dealer has been suspended

under paragraph 13 ; ,
(o) Capital, reserves, capital adequacy and other prudential and operaling requirements.

(2) Inthe event of a Primary Dealer failing to comply with any provisions of the Ordinance, these Regulations or
any other regulations, or directions issued under the Ordinance, or carrying on business in a manner which
is detrimental to the interest of its customers, the Monetary Board may conduct such investigations as it may
consider necessary and may issue to such Primary Dealer a direction to comply with such provisions or to
cease (o carry on business in such manner within such time as may be specified in the direction and where the
Primary Dealer fails to comply with such direction, shall without prejudice to any other action under paragraph
13, publish for the information of the public, in a local newspaper in all threc languages the direction so issued
to the Primary Dealer.

13. Suspension and Cancellation of Appointments of a Primary Dealer :

(1) The Monetary Board may suspend a Primary Dealer from carrying on the business and activities of a Pimary

Dealer for a period which shall not exceed six months or may cancel the appointment of 2 Primary Dealer, if

such Primary Dealer has failed to comply with any law, regul ation, direction, guideline or code of conduct
applicable to it or acts in a manner detrimental to the interest of the Primary Dealer system or {0 the national

economy. :

(2) Where the Monetary Board suspends & ‘Prima:y Dealer from carrying on the business and activities of a
Primary Dealer under sub-paragraph ( 1) above, the Monetary Board may at of before the expiry of the period
of suspension, extend the suspension for the further pericd—

(a) if it is of the opinion that further time is required to ensure the proper discharge by the Primary Dealer
of its obligations and duties to the Central Bank, othier Primary Dealers, direct participants and customers |
or

{b) if arequest for such extension is made by the Primary Dealer and the Monetary Board considers itto be
in the interest of the Primary Dealer system to grant such extension.

A suspension may be extended in terms of this sub-paragraph notwithstanding that by such extension the
maximum period of time specified in sub-paragraph (1) will be excceded.

(3) The Monetary Board may revoke the suspension imposed on a Primary Dealer if it is of the opinion that the
situation that led to the suspension has been rectified and it will not be detrimental 10 the interest of the
Primary Dealer system or to the national economy to revoke such suspension
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(4} The Monetary Board may at the expiry of a period of suspension, cancel the appointment of a Primary Dealer
it inits opinion the continuance of business by the Primary Dealer is detrimental to the interest of the Primary
Dealer system and to the national economy.

(5) A Primary Dealer whose appointment is suspended or cancelled shall not have the right to deal with the
Central Bank as counterparty in the primary and secondary markets in securities and shall not transact new
business with customers and shall not be entitled to utilize the facilities provided by the Central Bank to
Primary Dealers except to the extent permitted by the Central Bank for the discharge of such Primary Dealer’s
obligations and duties to the Central Bank, other Primary Dealers, customers and others in accordance with
directions issued by the Monetary Board.

14, Central Bank :

Where by these Regulations any power has to be exercised or any act has to be done by the Central Bank such
power shall be exercised or such act shall be done by an officer of the Central Bank authorsed for the purpose by
the Monetary Board.

15. Interpretation —In these Regulations, unless the context otherwise Tequires ;

“Banking Act” means the Banking Act, No. 30 of 1988,
" Capital " means the aggregate of Tier I Capital and Tier [I Capital.
“ Central Bank " meuans the Central Bank of Sri Lanka established by the Monetary Law Act, No. 58 of 1949,

" Company ™ means a company within the meaning of the Companies’ Act, No. 17 of 1982 but shall exclude a Licensed
Commercial Bank.

“Customer " means in relation to a Primary Dealer any person who purchase from such Primary Dealer or sells to such
Primary Dealer or otherwise acquires or disposes of securities or any interest therein through such Primary
Dealer or who negotiates with such Primary Dealer for the possible acquisition or disposition of such securities.

" Licensed Commercial Bank " means a Licensed Commercial Bank within the meaning of the Banking Act, No. 30
of 1948,

" Monetary Board " means the Monetary Board of the Central Bank of Sri Lanka.
“ Ordinance ™ means the Registered Stock and Securitics Ordinance.

" Primary Dealer Special Reserve " means the special reserve created and maintained by a Licensed Commercial
Bank in respect of its Primary Dealer operations. The Primary Dealer Special Reserve shall be made up of
retained profits or a combination of retained profits and debt capital. Tier I1 capital (subordinated debt) shall not
exceed 50 per centum of Tier | capital (retained profits).

“Tier I Capital " means the total of :

(a) Issued and paid up ordinary share-capital

() Issued and paid up perpetual non-cumulative preference share (non-redeemable or redeemable at issuer's
option, with the prior approval of the Central Bank)

(¢} Share premium account ;
7

(d} Reserves created or increased by appropriations of retained eamings or other surpluses eg. retained profits
and other reserves (excluding fixed asset revaluation reserves and retained profits on unaudited financial
Statements. Retained profits on unaudited financial statements can be included if the certification of a
statutory auditor is provided) ;

Less : Goodwill and other intangible assets, accumulated losses including losses on unaudited financial
statements.
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“Tier 11 Capital " means the total of
(«) Short term subordinated debt (maturity perioﬂ of more than three years) ;
(b) Long term subordinated debt ( maturity period of more than five years) :
(¢} Cumulative preference shares |
{d) Perpetual subordinated debt.

16 (a) Registered Stock and Securities Ordinance (Primary Dealers) Regulations, No. 1 of 2000 is revoked with
effect from 1st February, 2002.

(k) Notwithstanding the revocation effected by paragraph (a) ;

(i) Companies appointed as Primary Dealers under the regulations repealed under paragraph {a) shall be
deemed to be Primary Dealer Companies appointed under these Regulations.

(i) Any directions or guidelines issued under the regulations repealed under paragraph (a) shall be valid
and effective as if they were issued under these Regulations.

Schedule |

APPLICATION TO BE A PRIMARY DEALER IN GOVERNMENT / TREASURY SECURITIES AND
CENTRAL BANK SECURITIES

Licensed Commercial Bank

(1) Name of the Bank :

(2) Date of Incorporation of the Bank in Sri Lanka/ Date of Establishment of the Branch in Sri Lanka* .

(3) Directors of the Bank .

{4y Capital and Reserves of the Bank/Branch* :
(As per the latest audited financial statements)

=

(5) Evidence of Experience in activitics relating to the Government Securilies market, money and capital market:

(6} Specific reasons for the application to be Primary Dealer:

(7) Limit on the investment in Government Securities, if any, imposed by the Head Office™:

 §
Secretary to the Board of Directors
of the Bank/Chiel Executive*.
Seal of the Bank

Date:

¥ In the case of a branch office of a Bank incorporated outside Sri Lanka.
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............ Annex to Schedule |

DOCUMENTS TO BE SUBMITTED WITH THE APPLICATION
(Licensed Commercial Bank)

(a) A Resolution of the Board of Directors of the Bank/Head Office approving the Bank functioning as a Primary
Dealer.

(b) An undertaking from the Bank/Branch to abide by the rules and regulations, code of conduct and related
guidelines and directions pertaining to Primary Dealer operations to be issued by the Central Bank from time (o
tme.

(¢) Listof Senior Managers involved in primary dealer activities together with their qualifications and experience.

() A detaiiod work plan with projections for the expansion of the institutional network and custemer base relating
1o Government Securities and Central Bank Securities operations.

{e) Datest available audited financial statements of the Bank.

Schedule IT

The Superintendent,
Public Debt Department,
Central Bank of 511 Lanka,
Colombo 1.

APPLICATION TO BE A PRIMARY DEALER COMPANY IN GOVERNMENT/TREASURY SECURITIES
AND CENTRAL BANK SECURITIES

We . . . (Name of the Company} hereby apply 1o be appointed as 2 Primary Dealer in terms of
the Lucal T mrﬁur} Blub Oriimame and {hc Registered Stock and Securities Ordinance, Particulars relating to the company are

given below
Section A — General Information

. Name ol the Applicant Company :

2. Registered Address :
Telephone No., : Fax No.:
E. Mail :

3. Date of Incorporation :

4. Type of Organisation (Private Lid, or Puhli}: Ltd. or other) :

5. Details of Bank Account/s

Name of the Bank Current Account No. Saving Account No.
and Branch
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e

Section B : Evaluation |
(1) Share Capital

Rs. Mn.

Authorised
Issued and Fully Paid

Please indicate Name of Shareholders.

(2) Name of Directors :
(List out separately heir academic/ professional qualifications and experience.J.

(3) Munagement :
(List out all key officials including CEO with their academ ic/professional qualifications and experience.)

{4) Details of Employment:

Grade Existing Proposed
Male Female Male Female
P [ i C F C P 53

Executive

Non Executive

Total |

P = Permanent C = Casual

(3) Evidence of experience in activities relating to government securities and money and capital markets :
() Evidence with regard 1o the necessary infrastructure facilities to undertake primary/secondary market transactions :
(7} Any specific reasons for the application to considered for primary dealer status :

(§) Any other matters which the applicant considers uscful for the Central Bank of Sri Lanka to evaluate the
application :

() Documents referred to in Annex to Schedule IL
(Please annex the documents)

(10) We further undertake to provide any further information or documents that Central Bank of Sri Lanka may
consider necessary for the purpose of considering our suitability to be appointed as a Primary Dealer.

Signature of Authorised Officer :
Name of the Applicant Company :

Date :

Note.—Where the space provided is insufficient, information may be given in an additional sheet of paper under the
same reference number,
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Annex to Sc:hedule. I.I.
DOCUMENTS TO BE SUBMITTED WITH THE APPLICATION

L Memorandum and Articles of Association of the Company.
I Certificate of Incorporation of the Company.

1. Resolution of the Board of Directors to make an application to the Central Bank of $ri Lanka for appointment as
a Primary Dealer and authorizing the signatory of the application to sign the application on behalf of the
applicant,

IV An undertaking [rom the Company to abide by the rules and regulations, directions, code of canduct and related
guidelines pertaining to Primary Dealers and to primary/secondary marke! transactions issued by the Central
Bunk from time to time.

Vo Last audited linancial statements of the Company.
Schedule I1T
Activities of Primary Dealer Companies
(1 Bidding ar primary auctions conducted by the Ccnirul Bank of Sri Lanka for Treasury Bills, Treasury Bonds and
struments issued by the Government and the Central Bank and purchasing such securities in such primary

market,

(£) Lingaging in the secondary market activities in Treasury Bills, Treasury Bonds and other Government and Central
Bunk Securities with the Central Bank and others.

(3) Promoting and developing a secondary market in Treasury Bills, Treasury Bonds and other Government and
Central Bank Securities ; and

(4) Any activities connected or incidental to the activities set out in paragraph (1) to (3) above.
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