Directions issued to Primary Dealers

Direction Issue Date
2002
1 1. Direction on Segregation of Proprietary Government 10-Jan-02
Securities Accounts
2 2.Direction on Financial Statements 10-Jan-02
3 3.Direction on New Products 9-Apr-02
4 4. Direction on Secondary Market Quotes (Bid and Offfgaces) 11-Mar-02
5 5. Direction on the Establishment of a Branch OffigeHrimary 9-Apr-02
Dealers
6 6.Direction on Repurchase and Reverse Repurchasemerds 2-May-02
7 7.Direction on Secondary Market Actual Rates 15-Jul-02
8 8.Direction on Capital Adequacy 30-Oct-02
2003
9 1. Directions On Custodial & Trust Holdings Of Scripcsirities 14-Feb-03
10 2.Direction on Forward Rate Agreements and Intereseé Bwaps 1-Apr-03
11 3. Direction on Firm Tvv_q Way Quotes (Bid and Offerdes) 23-3ul-03
for Benchmark Maturities
12 4. Direction on Minimum Subscriptions Levels for TreasBill and 15-Aug-03
Bond Auctions
13 5.Direction on Minimum Capital Requirement 28-Nov-03
14 6.Direction on Special Risk Reserve 28-Nov-03
15 7.Direction on Accounting for Repo Transactions 19-Dec-03
2004
16 1. Direction on Short Selling of Securities 6-Jan-04
17 2.Direction on Adjusted Trading (Away Prices) 7-Jun-04
2005
18 1. Direction on Enhancement of Minimum Capital Requieat of 18-Jan-05
Primary Dealers
2. Direction on Enhancement of Minimum Capital Reqonest,
19 Dividend Distribution and Maintenance of Tier Il |Gl by Primary | 18-Apr-05
Dealers
2006
20 1. Direction On Risk Weighted Capital Adequacy Framgwo 20-Jun- 06

(RWCAF) for Primary Dealers (PDs)




Attention:

Reference No: 08/24/002/005/01

Direction on Segregation of Proprietary Government
Securities Accounts

This direction is issued under Section 10(2) of Regulations made by the President, dated
March 01, 2000 under the Local Treasury Bills Oadice and the Registered Stock and

Securities Ordinance and will come into effect fritnJanuary, 2002.

K G D D Dheerasinghe
Superintendent of Public Debt

Colombo
Date: 10.1.2002.

1. With effect from £' January 2002, Primary Dealers are required tosifjagheir
proprietary government securities portfolio undeo tcategories: Investment Account
and Trading Account.

2. The criteria for classifying government secustieto such categories are given below:

Trading Account

(a) Government securities acquired for the specifippse of trading on a regular basis to
profit from short-term changes in market prices gimlds shall be held in the Trading
Account.

(b) Government securities held in the Trading Accountstrbe revalued or “Marked to
Market” on a weekly basis using the weekly reporideighted Average Market Prices
compiled by the Central Bank.

(c) Any gains or losses on securities held in the Tig@iccount must be taken to earnings.

Investment Account



(a) Government securities acquired with the positivenh and ability to hold to maturity
shall be held in the Investment Account. The Prjniaealer should intend to earn a
regular interest yield from these securities. $ées classified into the Investment
Account shall be documented and authorized by thefCExecutive Officer of the
Primary Dealer and this statement must be submitigtie Public Debt Department of
the Central Bank of Sri Lanka with the monthly ficgal statements.

(b) Securities in the Investment Account may be usedgjourchase transactions.

(c) Securities in the Investment Account shall beiedr and reported at cost over the
period of redemption, with the following exceptions
(i) Carrying values of securities in the Investment@ot may be adjusted to account

for the accretion of discount (or depletion of prem). The adjustments should be
amortised on a straight-line basis over the petoadaturity.

(i) Carrying values of securities in the Investmentd\od may be written down to their
fair value to account for any diminution in valuéieh is expected to be other than
temporary (i.e. if the decline results in a pernmrimpairment of the value of the
security).

(i) The carrying value of securities in the InW@&nt Account used under temporary
switching transactions in repurchase and reverparcbase transactions, may be
adjusted after the reversal or “second leg” ofttaesaction has been concluded to
reflect margin calls.

(iv) The carrying value of securities transferred frame fTrading Account into the
Investment Account shall be marked to market piaothe transfer. Therefore, any
gains or losses due to revaluation would have Ibeeognised in earnings prior to
the transfer. The market value of the securitiesha point of transfer into the

Investment Account then becomes the ‘historicat’ dos accounting purposes.

Reclassification of Securities

(a) Transfer of securities between the Trading Accauntt the Investment Account must be
justifiable, documented and authorized. A statdnosenportfolio transfers, if any, shall
be signed by the Chief Executive Officer of thenkmy Dealer and submitted to the
Public Debt Department together with the monthhaficial statements.



(b) Portfolio transfers shall only be undertaken rarelyffhe circumstances justifying

portfolio transfers into and out of the InvestmAntount are given below:

() A change in the statutory and regulatory requirasmesgarding the type or level of
permissible investment securities

(i) A significant increase in the capital requiremethest obliges the Primary Dealer to
reduce its investment holdings

(iif) A major business occurrence that necessitttessale of securities to maintain the
Primary Dealer’s risk profile

(iv) A significant change in risk weights assigned tovegoment securities for the

purpose of computing the capital adequacy ratio.



Market Revaluation of Proprietary Securities Accouns

The guidelines on market revaluation and the adoogitreatment of the securities accounts
are given below.

Table 1
Market Revaluation of Proprietary Securities Accourts

Description Accounting Treatment

I. Investment Account Book and maintain at cost
Amortise premium or discount over period to redeompt
Adjust for impairment of value expected to be otti@n

temporary
Profit (loss) from sale prior to maturity is chadyto
capital
Gains (losses) on Investment Securities are taken
income

ii. Trading Account Mark to Market at least weekilsing CBSL market rates

Profit(loss) from sale prior to maturity is chatdge capital
Gains (losses) on Investment Securities arentake
income

iii. Securities used in financing  Retain securitesthe balance sheet
transactions (repurchase arithe value of securities outstanding (i.e. whererédwersal
reverse repurchase) of the repurchase and/or reverse repurchase tiiorsa
has not been effected) should be adjusted for masayls
Book interest income/expense, whether explicitgplicit,
to the B/S; Interest Income or Interest Expensewauc

iv. Reclassification of securities Book the recifisd security at current market rate
from Trading to Investment  That current mariet¢ becomes the ‘historical cost’ of
Account the security

v. Reclassification of securities Take profit @p&rom reclassification to income as the

from Investment to Tradin transfer ‘in substance’ (i.e. the intention) amasuota sale.
Account
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Direction on Financial Statements

This direction is issued under Section 10(2) of Regyulations made by the President dated
March 01, 2000 under the Local Treasury Bills Oadice and the Registered Stock and
Securities Ordinance and will come into effect frm‘?‘rﬂanuary, 2002.

K G D D Dheerasinghe
Superintendent of Public Debt

Colombo
Date:10.1.2002.

1. With effect from #' January 2002, Primary Dealers are required togpestheir annual
financial statements, the Balance Sheet and thit Rral Loss Account in accordance

with the accounting methodology specified in theL&nka Accounting Standards.

2. In addition, Primary Dealers are required to mamttneir proprietary government
securities portfolio in one of two separate accsuthe Investment Account and the
Trading Account in accordance with the Direction 8egregation of Proprietary

Government Securities Accounts.

3. The annual financial statements of the Primary &wsamust be audited by an external
auditor registered with the Central Bank of Sri kanin accordance with the Sri Lanka
Auditing Standards.

4. Audited annual financial statements of Primary Besalre required to be submitted to
the Public Debt Department of the Central Bank mfL&nka, within five (5) months of

the end of the financial year to which it relates.

5. Primary Dealers are also required to submit unaddiinnual financial statements to the
Public Debt Department of the Central Bank of Smka, within three (3) months of the

end of the financial year to which it relates.



6. Primary Dealers are required to publish their BedarBheet and Profit and Loss
Statement for the financial year, in Sri Lankan spapers preferably in all three
languages (Sinhala, Tamil and English) or at l@ashe English language newspapers

within six (6) months of the end of the financialy to which they relate.

7. Primary Dealers are also required to publish theaudited Balance Sheet and Profit and
Loss Statement for each half year, in Sri Lankawspapers preferably in all three
languages (Sinhala, Tamil and English) or at l@ashe English language newspapers

within two (2) months of the end of the half yeamthich they relate.

08/24/002/005/01 Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1

April 9, 2002

Direction on New Products




The direction is issued under Section 12 of theuRepns made by the President dated
February 01, 2002 under the Local Treasury Billsi@ance and the Registered Stock and
Securities Ordinance and will come into effect frapril 12, 2002.

K.G.D.D. Dheerasinghe
Superintendent of Public Debt

Colombo
Date : 12.4.2002

With effect from April 12, 2002, Primary Dealergaequired to inform the Public Debt
Department of any new product it is intending tenleh, prior to its introduction to the
market. The details of the structure of the prepigsroduct, price, interest yield, maturity
and other relevant information should be submittedtonsideration. Any documentation or
agreements with customers relating to the proppseduct should also be submitted.
Primary Dealers are required to obtain the concgeef the Public Debt Department prior
to launching the new product.

This direction is being issued in the interest ohsumer protection and to maintain the
integrity and safety of the government securitieskat.

Primary Dealers are required to strictly complyhathtis direction.

Direction/p2/cn2

Attention:
Reference No: 08/24/002/005/01

Public Debt Department,

No: 30, Janadhipathi Mawatha,
Colombo 01.

March 11, 2002



Attentions: Chief Executive Officers

To: All Primary Dealers

Direction on Secondary Market Quotes (Bid and OfferPrices)

The Primary Dealers are required to be “market msika the secondary market for
government securities, thereby improving marketitigy. Liquidity is facilitated if there
are active market-makers who will undertake to maie demand and in any trading
conditions, continuous and firm (effective) two wayces. The Public should also have
easy access to information on the latest bid gifesles of each Primary Dealer.

All Primary Dealers are hereby directed to subimgirt daily buying and selling quotes for
securities with maturity upto 3 years on the scig@vided by the Public Debt Department
of the Central Bank of Sri Lanka (CBSL). The figgtotes for the day should be submitted
by at least 10.00 a.m. These quotes will be dissai®d to the public via CBSL web page,
Public Debt Department web page, other electrorédienand published in the newspapers.
Primary Dealers are also required to dissemindtermation on there daily two-way prices
to the public through there own information disseation systems.

This direction is issued under Section 12 of thguRations made by the Minister of Finance
dated February 1, 2002 under the Local Treasutg Bitdinance and the Registered Stock
and Securities Ordinance and will come into effemtn 11" March ,2002.

Dr. H. N. Thenuwara

Superintendent of Public Debt

Reference No: 08/24/002/005/01
Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1

April 9, 2002



Direction on the Establishment of a Branch Office g Primary Dealers

The direction is issued under Section 12 of theuRegpns made by the President dated
February 01, 2002 under the Local Treasury Billsi@ance and the Registered Stock and
Securities Ordinance and will come into effect frapril 12, 2002.

Colombo K.G.D.D. Dheerasinghe
Date: 12 .4.2002 Sugendent of Public Debt

With effect from April 12, 2002, Primary Dealersaequired to inform and obtain the prior
concurrence of the Public Debt Department for thaldishment of a branch or any other
type of office which proposes to engage in tradimgyovernment securities and primary
dealer business.

The following details relating to the proposed lmfashould be submitted to the Public Debt
Department for consideration.

(1) Type of Establishment.

(2) Location and Address.

(3) Type of Activities.

(4) Manager and Qualifications.

(5) Staff Numbers and Duties.

(6) Organization Structure and Internal Control System.
(7) Operating Systems.

(8) Risk Management Systems.

(9) Proposed date for commencement of business.

Primary Dealers are required to strictly complyhathtis direction.

Directioin/cn2
Attention:

Direction on Repurchase and Reverse Repurchase Agments

This direction is issued under Section 12 of the Relations made by the Minister of
Finance dated February 1, 2002 in terms of the Lo¢&reasury Bills Ordinance and the
Registered Stocks and Securities Ordinance and witome into effect from 1 June,
2002.



Signed
Colombo K.G.D.D.Dheerasinghe
Date 2.5.2002

Definition and Structure

A repurchase (repo) is a sale and repurchase agnteRor example , Party A
sells securities to Party B with a legally bindiagreement to purchase
equivalentsecurities from Party B for an agreed price atexsied future date,
or at call. Legal ownership to the securities clesngiving Party B full
(“unfettered”) title to the securities. Party B ynase or dispose of them as it
pleases, but it has an obligation to deliver edaivasecurities to Party A at the
end of the repo. Party A’s spot sale and forwanctipase (repo) is matched by
Party B’s spot purchase and forward sale (“revezpe”).

The interest rate implied by the difference betwdba sale price and
“repurchase” price is the repo rate. If Party Aedling securities to Party B in
order to raise finance for itself, then the repe iig, in effect, the cost to Party
A of raising secured funds. Party B can “lend” mpne Party A for a “repo
rate” of interest, and receive government secaritieThis is a general
collateral, or GC repo”(see Annex 1) and is normally initiated by the part
which wants to borrow money i.e. the cash taker.

Alternatively, Party B may have a short positionairparticular government
security, which it covers by obtaining (reversimg thus “reverse repo”) that
security from Party A. As Party B is initiatingethransaction, A has more
negotiating power over the repo rate he will paylancash received. The repo
rate may therefore be lower (and may even be zeft)s allows party A to
invest the cash which it receives — perhaps viar€&® — at a higher rate than
he is paying B, and earn a net return. This'ispacial’ repo”, ie a repo in a
specific government security (see Annex 2) andasmally initiated by the
cash provider.

Since the secondary market value of securitiesigeovas “collateral” can

vary, the cash taker in GC repo may give a mamiprotect the cash provider
against adverse movements in the market priceeotdiiateral. For instance,
if the expected price volatility of the securitiessed was V% over the period
from initial payment of the margin to its next n@mrevaluation, then a repo
loan of 100 would require “collateral” of 100 pl\8s'. The securities should
be revalued every day or at least every week .

Accrued Interest and Pricing of the Securities

The market value of a security will be affecteddagrued interest. In the case
of coupon bonds - other things being equal — theketavalue including
accrued interest (the “dirty” price) will increase steadily in between coupon




payment dates, and drop by the amount of the coopatbupon date. In the

case of a zero coupon bond, the market value anitl tto rise steadily, other

things being equal, up to redemption. Similarhge &xposure of a cash lender
in a repo transaction will increase over time asrast accrues on the loan.

In the case of most short-term repo transactidns,means that the secondary
market value of the collateral increases broadlyina with the value of the
loan plus accrued interest. With longer —termgaations, particularly if the
yield curve is significantly sloped (whether posiy or negatively) the
collateral: loan ratio can change over time. Tiay require a periodic
adjustment in the amount of collateral provided

If a coupon is payable during the life of a rep@re may be a need for a
simultaneous adjustment to the level of collataslthere will be a step
adjustment to the market value of the collaterghaut a corresponding change
to the value of the loan plus accrued interestpréttice, most short-term repo
transactions will try to use securities where tbhepon payment dates fall
outside the period of the repo transaction.

Hold-in-custody (HIC) Repo

In some cases, the cash taker may retain the geeun a segregated account
— rather than transferring it. For instance, gddrank might borrow cash by
repo, but in order to reduce transactions costdaltate substitution (see
annex 1), the repo is not registered with the fe¢bnk’s) government
securities registry/depository. While the cashvjgler is the beneficial owner
of the securities, it is still registered in themeaof the cash taker. The cash
provider takes on some credit risk in order to wbtahigher overall return.

Tri-partite Repo

One of the parties | the repo may not have an axtgauhe (dematerialised)
settlement system, or may lack the necessary bidicke-infrastructure to
manage the administration of repo. If the caskider does not wish to
assume credit risk on the cash taker by using ldp®rhe could ask a third
party — perhaps a custodian bank with good cratlitg, or an international
clearing organisation — to stand in the middleg@if/ely acting as an agency
broker.

Blocked Repo

Where repo is essentially being used as a forre@ired lending, the securities
taken as “collateral” may be put into a blockedoard. Although the form of
repo means that legal ownership passes to the fwasider”, they cannot be



on-sold or otherwise pledged unless there is antefedefault. In this case it
Is necessary to clarify who has the power to uribtbe securities, and in what
circumstances. In the event of default, it is imt@ot that the cash provider can
access the securities quickly (to minimize pris&)i

Blocked repo reduces the liquidity of the transactior the cash provider, as it
Is not possible in this case to on-sell or repotbeatsecurities received. This
will tend to discourage the use of longer-term cacts and may prove a major
deterrent to the use of repo. In some countrieskield repo is preferred by the
authorities, at least in the initial stages of iterket, because if prevents a
chain of transactions involving a single secudtyd where a default could
precipitate a chain reaction. (If Bank A doesmtirn securities to Bank B,
then Bank B cannot in turn pass them back to Baré&n@ so on.)

Blocked repo also prevents the cash provider frgkmg a short position by
selling outright a security which has been repoedHowever, it is not clear
that this reduces risk in the market, since anytipos whether long or short,
entails a measure of risk.

FOOT NOTES

! Strictly speaking, the collateral would be 10041V%):; but for low

values of V the difference is insignificant.

2 The repo interest is calculated as size ofliv@n™*interest rate (here
0.065 as the rate is 6.5%)* period of the repo.(&/865 for a 7 day
repo). 100* 0.065*(7/365) = 0.125
® It is normal market practice to quote securitiesqw excluding accrued

interest (“clean” prices), as this facilitates canpon between different

securities and across time; but accrued interesf ourse taken into
account when calculating the actual payment fortearysaction.
4

Account must also be taken of ex-dividend datesh@ke apply) when

valuing the collateral.

Annex 1

Figure A : General Catlatl Repo (in nc-specific stock

First leg of the GC repo

sells 100 tioof government securify=>
1 navs 100 cash for the covernment sec
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Annex 2
Figure B : Special Repo (in a specific governmecusity’
First leg of the special repo
Par[x Party B
A sells 100 toof government securify=>

[0 pays 100 cash for the government security

1 with a nominal value of X

Party B now has 100 worth of government securdyctver its short position) and Party A has theafsE00 of cash.

Second leg of the special repo :

nave 100 cach nhiic re —




Party Party
A B
Annex 3

Classic repo vs Sell and Buy-Back

A sell and buy-back is in many respects similaregpo, though more “primitive”. The key

similarities and differences, are summarised below

* Purchase and Sale :Both involve purchase and sale, i.e transfervafiership, rather
than the use of the security as collateral (whanmeesship is only transferred in the event
of default).

 Margin maintenance : Sale and buy-back typically does not involve nrarg

maintenance. While this simplifies the transactioecause there is no need to provide



additional margin if the secondary market pricéhef security changes, it can give rise to
increased credit risk — see annex 6.

Coupon : With repo, the cash taker retains the right tp @upon payments. If coupon
is paid during the life of the repo (to the casbwvmter as legal owner), it must be
immediately passed to the cash taker. Failureotsa would constitute an event of
default. In a sell and buy-back, the value of ¢cbepon is factored in to the repurchase
price. This gives rise to credit exposure agdimstcash provider for the period between
payment of the coupon and maturity of the repo.

Substitution : In a repo transaction, the security repoed camplimciple be substituted
for another security of the same value. Assumarnstance that a market-maker repos
out a security, and then has demand from a cleedituly that particular security. The
market-maker could conclude the deal with the tliand substitute a different security
for the one repoed. The client obtains the spesiicurity he wants, and the repo cash
provider still has satisfactory “collateral”. (practice, the cash provider may charge a
few basis points for the inclusion of the subsiimtclause, since this gives the cash
taker rather than the cash provider the chancetefit if the security goes “special”.)
There is no right of substitution in sell and bwaek transactions.

Industry-approved contract : This exists for repo, normally the PSA/ISMA contrac
providing greater legal certainty to both particifsma There is no standard

documentation with sell and buy-back transactions.

CLASSIC REPO vs SELL/BUY-BACK

Repo Sell/Buy-Back
Purchase and Sale X X
Margin Maintenance X X
Coupon passed X X
Coupon added to end price Substitution X X
Industry-approved contract X X




Attention:
08/24/002/0005/001 Public Debt Department
Central Bank of Sri Lanka
No.30, Janadhipathi Mawatha
Colombo 1

July 15, 2002

Chief Executive Officer,

* Ceybank Securities Ltd.

» Commercial Bank Primary Dealer Ltd.
* NSB Fund Management Co. Ltd.

* HNB Securities Ltd.

» First Capital Treasuries Ltd.

e Sampath Surakum Ltd.

* Seylan Bank Asset Management Ltd.
e Ceylinco Shriram Securities Ltd.

Direction on Secondary Market Actual Rates

The Public Debt Department is setting up a systemonitor actual secondary
market rates on a real time basis. In this rednidhary Dealers are required to submit
actual buying and selling rates for all maturitésecurities transacted during the day, in the



format provided below. As an initial step, it isngpulsoryto provide actual rates of short
term securitiesraded.

All Primary Dealers are therefore required to sectial buying and selling ratesor 91
day and 364 day Treasury Bills by fax to the Publabt Department by 4.00 p.m. daily.
The fax numbers are 477718/9.

Name of Primary Dealer ...........

Instrument /Period Buying Yield Rate Selling Yield Rate
(Range) (Range)

3 month Treasury Bill
12 month Treasury Bill
2 Year Treasury Bond
3 Year Treasury Bond
4 Year Treasury Bond

5 year Treasury Bond

6 Year Treasury Bond

All Primary Dealers should strictly comply withis direction which is issued under
Section 12 of the Regulations of 2002 under thgifered Stock & Securities Ordinance
and the Local Treasury Bills Ordinance.

K.G.D.D.Dheerasinghe
Superintendent of Public Debt
Attention:

CHIEF EXECUTIVE OFFICERS, PRIMARY DEALERS

DIRECTION ON CAPITAL ADEQUACY

This direction is issued under Section 12 of the Relations made by the Minister of
Finance dated 1 February, 2002 under the Local Tresaury Bills Ordinance and the
Registered Stock and Securities Ordinance and witome into effect on January 1,
2002.

Colombo K.G.D.D.Dheerasinghe
Date : 30.10.2002 Superintendent, Public Debt

1. In order to promote the safety, soundness andlisyabi the primary dealer system, it
has been decided to introduce a capital adequacyreenent for primary dealers.

2. With effect from January®] 2003 primary dealer companies are required totaiai a
minimum capital to assets ratio (capital adequatyy % with Tier 1 capital constituting
not less than 70% of total capital funds.



3. For the purpose of the Capital Adequacy Ratio,te&fs defined as follows :

Tier-1 Capital

(a) Issued and paid up ordinary share capital.

(b) Issued and paid up non-cumulative preference slfamsredeemable or redeemable at
issuer’s option).

(c) Share premium account.

(d) Reserves created or increased by appropriatiomstained earnings or other surpluses
eg. retained profits and other reserves (excludixe assets revaluation reserves and
retained profits on unaudited financial statemerRetained profits on unaudited
financial statements can be included if the cediion of a statutory auditor is
provided).

Less

Goodwill and other intangible assets accumulateglsds, investments in shares of

subsidiaries and affiliate companies.

Tier-2 Capital

(a) Short term subordinated debt (maturity period oferthan 3 years).
(b) Long term subordinated debt (maturity period of entbran 5 years).
(c) Cumulative preference shares.

(d) Perpetual subordinated debt.

Less

Investment in subordinated debt of other compardebentures and any debt instrument
issued by subsidiaries, associate and affiliatepzones and loans and advances granted to
subsidiaries, associate and affiliate companies.

4. For the purpose of this Direction, assets shallea

(a) Trading Securities Account — Balance Sheet Valuarkét Value)

0] Treasury Bills.
(i) Treasury Bonds.

(b) Investment Securities Account — Balance Sheet Valamortised Value at
Historical Yield Rates).

0] Treasury Bills.
(i) Treasury Bonds.

(c) Money lent under Reverse Repurchase Agreementuri$es Purchased under
Agreements to resell) — Balance Sheet Value (Let/l-eg — 1 plus Accrued
Interest).

(d) Cash & Bank Balances.

(e) Fixed Assets — Balance Sheet Value (Net of Deptieala

(f) Other Assets — Those not included in the aboveexwstuding items deducted from
the capital calculation — Balance Sheet Value.

5. Returns on the Capital Adequacy position shouldsbhbmitted to the Public Debt
Department, at the end of each month in the foatraady provided by the Public Debt
Department.



Attention:
Reference No. 08/24/002/005/01

DIRECTIONS ON CUSTODIAL & TRUST HOLDINGS OF SCRIP
SECURITIES

This direction is issued under section 10 of the Realations made by the President

dated 1 March 2000 under the Local Treasury Bills @inance and the Registered

Stock and Securities Ordinance and will come intoféect from 1 January 2002.

Colombo K.G.D.D. Dheerasinghe

February 14, 2003. Superintendent of Public

(1) A dealer direct participant shall deposit any sii@sr purchased, received or retained
by the dealer direct participant for the accouna @ustomer in a custodial securities
account in the name of the customer, provided Wiatre a security purchased,
received or retained by a dealer direct participant behalf of more than one
customer the dealer direct participant shall maingecounts to show the rights of
each such customer in the security and such sgcsiniall be maintained in a
custodial securities account on behalf of all stiestomers.



()

®3)

(4)

(5)

(6)

()

A dealer direct participant shall deal with secesitheld on behalf of a customer by
the dealer direct participant only in accordancehwnstructions given by the
customer to the dealer direct participant in wgtin

Where securities are physically held by a dealezctliparticipant on behalf of a
customer such securities shall be physically segeegfrom the securities of the
dealer direct participant or of other customergheaf dealer direct participant, and
shall be held in safe and secure custody.

Securities held by the dealer direct participantb@malf of a customer shall be
clearly identified in the records of the dealeredirparticipant as being held for the
customer, and shall not form part of the asseteetiealer direct participant.

The dealer direct participant’'s records relating securities held on behalf of
customers shall be available for inspection byGeatral Bank and to the customer
or the customer’s authorised representative abredie times, subject to applicable
laws.

A dealer direct participant shall furnish to then@al Bank returns in respect of
custodial holdings of securities on a monthly basihe format at Schedule — |

A dealer direct participant shall issue to its oostrs confirmations in respect of

purchases and sales of securities on behalf ofubtomer in the format at Schedule
— Il and shall, in addition, issue to the custoneersonthly statement with respect to
the securities held by the dealer direct partidipanbehalf of the customers. Where
a dealer direct participant holds a security onalfedf more than one customer, the
dealer direct participant shall issue a confirmatio each such customer at the time
that the customer acquires a right in the secusgcifying the serial number of the

security due to the customer and the coupon rassyi, payable to the customer on

such security in the format at Schedule — II.



Register of Securities held in Custody/Trust on Helf of Customersfor the month of

Schedule 1

Purchase| Name of | Reference No. | Purchase| Maturity | T.Bill/ Part/Full Face Value of Securities
Date Customer| of Confirmation | Amount | Date T.Bond | Owner-ship/ T.Bill/Bond In Out
Letter (Face Beneficial Signature | Date Signaturd Date
Value) Ownership

Table Register/cn2




Schedule —II
CONFIRMATION ADVICE
Purchase of Treasury Bills under Custodial Arrangenents

Reference No.
Date

Name of Customer
Address

Dear Sir/ Madam,
Purchase of Treasury Bills

With reference to your application, we comfirm thia¢ following Treasury Bill/s is/are held in
our custody on your behalf. On maturity you wilteéve the face value of the Treasury Bill/s.

1. Face Value

2. Treasury Bill No.
3. Purchase Date
4. Yield

5. Price

6. Maturity Date

Yours Faithfully,

Manager Authorised Officer
Schedule — I

CONFIRMATION ADVICE
Purchase of Treasury Bonds under Custodial Arrangerants

Reference No.
Date
Name of Customer
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Address

Dear Sir/ Madam,

Purchase of Treasury Bonds
With reference to your application, we confirm ttiaa following Treasury Bond/s is/are held in
our custody on your behalf. On maturity you wilteéve the face value of the Treasury Bond/s
and on coupon payment dates you will receive semual interest payments

1. Face Value

2. Treasury Bond No. :

3. Coupon Rate

4. Yield

5. Purchase Date

6. Coupon Payment Dates :
7.Interest Payment Amounts :
8. Maturity Date

9. Accrued Interest Paid

10. Clean Price

11 Total Price Paid :

Yours Faithfully,

Manager Authoris®fficer
Schedule — I

CONFIRMATION ADVICE
Purchase of Treasury Bills under Trust Arrangements

Reference No.

Date

Name of Customer

Address

Dear Sir/ Madam,
25



Treasury Bills Held in Trust

With reference to your application, we comfirm thtia¢ following Treasury Bill/s is/are held in
trust by us and that your beneficial ownershiphie Bill/s is as stated in Item 1 below . On
maturity you will receive the said value of the dsary Bill/s as stated in Item 1 below.

1. Value of Beneficial Ownership :
2. Treasury Bill No. & Face Value:
3. Purchase Date

4. Yield

5. Price

6. Maturity Date

Yours Faithfully,

Manager Authorised Officer

Schedule — |l

CONFIRMATION ADVICE
Purchase of Treasury Bonds under Trust Arrangemerd

Reference No.
Date

Name of Customer
Address

Dear Sir/ Madam,

Treasury Bonds held inTrust
With reference to your application, we confirm ttiaa following Treasury Bond/s is/are held by
us in trust and that your beneficial ownershiphef Bond is as stated in Item 1 below. On
maturity you will receive the said value of the 8sary Bond/s as stated in ltem 1 and on coupon
payment dates you will receive semi-annual intgpaginents as stated in Item 7.

1. Value of Beneficial Ownership

2. Treasury Bond No and Face Value.
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3. Coupon Rate
4. Yield
5. Purchase Date

6. Coupon Payment Dates :

7.Value of Interest Payment :

8. Maturity Date

9. Accrued Interest Paid
10. Clean Price Paid
11. Total Price Paid :

Yours Faithfully,

Manager

 Authorsefficer
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Attention:

Direction on Forward Rate Agreements and Interest Rte Swaps

This Direction is issued under Section 12 of the Relations made by the Minister of Finance

dated February 1,2002 under the Local Treasury Bifi Ordinance and the Registered Stocks

and Securities Ordinance and will come into effedrom April 1, 2003.

Colombo K.G.D.D.Dheerasinghe

April 1,2003 Superintendent of Public Debt

Financial derivatives such as Forward Rate Agreeifi#dA) and Interest Rate Swaps (IRS) are usefulmfanaging interest rates risks.

Description of the Product

1. A Forward Rate Agreement (FRA) is a financial caaotrbetween two parties to exchange

2.

interest payments for a ‘notional principal’ amoontsettlement date, for a specified period
from start date to maturity date. Accordingly, the settlement date, cash payments based
on contract rate (fixed) and the settlement rate naade by the parties to one another. The

settlement rate is the agreed bench-mark/refenenegrevailing on the settlement date.

An Interest Rate Swap (IRS) is an agreement betw&erparties to exchange a stream of
interest payments for a ‘notional principal’ amoont multiple occasions during a specified

period. Such agreements generally involve the &xgé or swapping of future fixedte

interest payments for future floatimgte interest payments or the exchange of futogeding

rate interest payments for future floatingte interest payments. Accordingly, on each

payment date that occurs during the swap periah payments based on the fixed/floating

and floating rates, are made by the parties tcano¢her.

Participants

3.

Primary Dealers (PDs) can undertake FRAS/IRS amodugt for their own balance sheet
management and for market making. PDs can dffeget products to Licensed Commercial
Banks, Licensed Specialised Banks, Registered Eem&@ompanies, Registered Leasing
Companies, Registered Insurance Companies, ingtialt investors and corporates for

hedging their own balance sheet exposures
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Product Policy and Internal Control System
4. Prior to undertaking FRAS/IRS, PDs are requireshform Public Debt Department (PDD),

Central Bank of Sri Lanka and abide by such repgrénd any prudential requirements as
prescribed by the Central Bank of Sri Lanka, friimme to time.

5. PDs are required to ensure that appropriate iméreisire and risk management systems such
as ability to price the product and to “mark torked ” their positions, monitor and limit

exposures on an ongoing basis, etc., are put aepla

6. A copy of the document detailing Product Policy dntkrnal Control System should be
submitted to the Public Debt Department, CentralkBaf Sri Lanka .

Types of FRAS/IRS
7. PDs can undertake different types of basic FRAs/IR&aps having explicit/implicit option

features such as caps/floors/collars are not peahit

Bench Mark Rate

8. The benchmark rate shall be the Treasury Billr@asury Bond rate

Size
9. There will be no restriction on the minimum or nrayim size of ‘notional principal’
amounts of FRAs/IRS.Norms with regard to size are expected to emergine market

with the development of the product.

Tenor

10. There will be no restriction on the minimum or nrayim tenor of the FRAS/IRS.

Capital Adequacy
11.PDs are required to maintain capital for FRAS/IRS,per the stipulations contained in

Annex 1

Exposure Limits
12.1n order to set exposure limits for counterpart®s may apply the conversion factors to

notional principal amounts as per the exposurdnateprescribed idnnex 1.

29



13.Furthermore, while dealing with corporates and itasbns other than Licensed
Commercial Banks, PDs should exercise due diligeaagasure that they are undertaking
FRAS/IRS only for hedging their own rupee balanbeets exposures. PDs are advised to
also obtain a certificate from the authorised sigrydsignatories of corporate/s to the effect
that the transactions undertaken by them are nmfearftedging balance sheet exposures
only, i.e., size and tenor of the transactions ua#ten are not in excess of their underlying

rupee exposures.

Swap Position
14.Preferably, PDs should undertake FRAS/IRS only Fadging underlying genuine
exposures. However, recognising the crucial roleygd by the market maker in
development of the product and creating of the efaitkelf, PDs have been allowed to
undertake market making activity, which would inv@lat times dealing in the market
without underlying exposure.However to ensure that market makers do not over
extend themselves, market makers are required to @te prudential limits on swap

positions, which may arise on account of market makg activity.

Accounting and Valuation
15.Transactions for hedging and market making purpatesild be recorded separately.

While transactions for market making purposes shou be “marked to market” (at
least at weekly intervals), those for hedging purpses could be accounted for on
accrual basis.PDs should adopt accounting treatment on the ldsike International
Accounting Standards (IAS 32 & 39 ) . PDs may rédeknnex 2.

Documentation
16. For uniformity and standardisation, PDs shaidd International Swap Dealers Association (
ISDA) documentation, as suitably modified to coynwiith these Directions for undertaking
FRAS/IRS transactions. Institutions should furteealuate whether the counterparty has the
legal capacity, power and authority to enter inRAB/IRS transactions.

Reporting
17.PDs are required to report, as per the proformacated in Annex — 3 their FRAS/IRS

operations on a monthly basis to Public Debt Depant, Central Bank of Sri Lanka.
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18.These directions are intended to form the basislémelopment of Rupee derivative products

such as FRAS/IRS in the country. The directions smbject to review, on the basis of
development of FRAS/IRS market.

Annex - |

Capital Adequacy for Primary Dealers on Interest Rae Contracts for Credit Risk

Primary Dealers undertaking Forward Rate Agreemamdsinterest Rate Swaps, will be required to

fulfill the following minimum capital/capital adequy requirements:

Over and above the minimum capital requirements andhe capital adequacy ratio required by

the Direction on Capital Adequacy Primary Dealers will have to maintain additional caital

at 12 per centof Risk Weighted Assets (RWA) towards credit riskon Interest Rate Contracts.

The methodology for these off-balance sheet iteitide as follows :

(i)
@

Q@
Q@

(ii)

The notional principal amount will be multiplied Iblye conversion factors given below to
arrive at the adjusted value.

0.5 per cent of notional principal valoe driginal maturity of less than 1 year.

1.0 per cent for original maturity of oyesar and less than two years.

1.0 per cent for each additional year.

The adjusted value thus obtained shall be multipbg the risk weight applicable to the
counter party as specified below.

Primary Dealers/Licensed Commercial Banks/ 2(0cpet.
All others 100 per cent.
Annex 2

Accounting Norms

Accounting for Hedge Swaps

() Interest Rate Swap which hedges interest bearisgtaw liability should generally be

accounted for like the hedge of the asset or Itgbil
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(i) The Swap that is accounted for like a hedge shbeldccounted for on accrual basis except
the swap designated with an asset or liability thatarried at market value or lower of cost
or market value in the financial statements. bt ttase the swap should be marked to market
with the resulting gain or loss recorded as ansdjant to the market value of designated
asset or liability.

(iii) Gains or losses on the termination of swaps shioeilcecognised when the offsetting gain or
loss is recognised on the designated asset olitfabirhis implies that any gain or loss on
the terminated swap would be deferred and recogriser the shorter of the remaining

contractual life of the swap or the remaining bfghe asset/liability.

(iv) Redesignation of Hedge Items

If a hedge is redesignated from onm itd asset/liability to another item of asset/lidpisuch
redesignation should be accounted for as the tetromof one hedge and acquisition of another.th@n
date of redesignation the swap should be markethtet and the mark to market value would be
amortized over the shorter period of the remaitifegof the swap or remaining life of the assebliay.

The offsetting mark to market entry adjustments lekdne treated as premium received or paid for hedge
on the newly designated item of asset/liability #md would be amortized over the life of the
redesignated asset/liability or remaining termhaf swap whichever is shorter.

(v) When a PD is acting like a broker for nag parties and is not a Principal to the contract
itself, then the fee should be recognised immelgias an income. In case where the bank

acts like a Principal the fee should be amorgizezt the life of the contract.

Accounting for Trading Positions

The following should be used as general princifdesccounting of trading transactions.

@ Trading swaps should be marked to market with ceamgcorded in the income statement.
(i) Income and expenses relating to these swaps sheulecognised on the settlement date.

(iii) Fees should be recognised as immediate incomependiure.

(iv) Gains or losses on the termination of the swapsldhme recorded as immediate income or

expenses.

Disclosures
The following should be disclosed in the note ® llalance sheet:

the notional principal of swap agreements;

nature and terms of the swaps including informatinreredit and market risk and the accounting pesic
adopted for recording the swaps;

guantification of the losses which would be incdrifecounterparties failed to fulfil their obligath under
the agreement;

collateral required by the entity upon enterin@ isivaps;
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* any concentration of credit risk arising from theaps. Examples of concentration could be expogdores
particular industries or swaps with highly gearethpanies; and

* the “fair” value of the total swaps book. If thevaps are linked to specific assets, liabilities or
commitments, the fair value would be estimated arhthat the entity would receive or pay to termenat
the swap agreements at balance date. For a tradiag the fair value would be its mark to market

value.

Annex - 3

Monthly Return on Forward Rate Agreement/InteresteRSwaps
Name of the Institution :

Month and Year :

1. Gross Notional Amount (Rs.) :
Total
Of which for
Hedging
Market Making

2. FRAS/IRS contracted during the month of .................. 200

Original No. of Notional | Floating # | Fixed Floating @ #
Maturity Contracts| Amount | Rate Rate Rate
(Rs.) (Range) (Range) (Range)

Upto 3 Months
3-6 Months
6 — 12 Months

1-2 Years
2-3 Years
3-4 Years
4-5 Years
5-6 Years
6-7 Years
7-8 Years
8-9 Years
9-10 Years
10-11 Years
11-12 Years
12-13 Years
13-14 Years
14-15 Years

# along with rates bench marks should also be me®di in bracket.
33



@ rate pertaining to second leg, if the swap @m&afiing to floating’ in nature

3. FRAS/IRS outstanding as at the end of the month af................... 200
Residual No. of Notional Floating # | Fixed Floating @ #
Matu.rltly/ Contracts Amount Rate Rate Rate
Repricing

Date* (Rs.) (Range) | (Range) | (Range)

Upto 3 Months

3-6 Months
6 — 12 Months
1-3 Years

2-3 Years
3-4 Years
4-5 Years
5-7 Years

6-7 Years
7-8 Years
8-9 Years
9-10 Years
10-11 Years
11-12 Years
12-13 Years
13-14 Years
14-15 Years

* Residual maturity or repricing date, whicheveearlier, is to be reported.

# along with rates bench marks should also beiomesd in bracket.

@ rate pertaining to second leg, if the swap @mtfiing to floating’ in future.
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Attention:

08/24/002/0005/001 Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1
July 23, 2003.

Chief Executive Officer

» Ceybank Securities Ltd.

» Commercial Bank Primary Dealer Ltd.
* NSB Fund Management Co. Ltd.

* HNB Securities Ltd.

» First Capital Treasuries Ltd.

e Sampath Surakum Ltd.

» Seylan Bank Asset Management Ltd.
* Ceylinco Shriram Securities Ltd.

* Peoples’ Bank

* Hongkong & Shanghai Banking Corporation Ltd
» Capital Alliance Ltd

Direction on Firm Two Way Quotes (Bid and Offer Prices)
for Benchmark Maturities

We refer to the Direction on Secondary Market Fiwo Way Quotes issued on July 2, 2002
where PDs are required to make firm two way qufde42 month Treasury Bills.

In order to promote the liquidity of medium anddet@rm market, it is necessary to expand the
firm two- way quote requirement for selected benahtmaturities.

In this regard, the Public Debt Department hascsedefour benchmark maturities, that cover
short to medium- term securities.

All PDs are hereby required makem ( effective) two- way quotesfor the following benchmark
maturities for trading with the public.

Firm Two Way Quotes for Selected Benchmark Matesiti
a) 3 month Treasury Bills
b) 12 month Treasury Bills
c) 2 year Treasury Bonds
d) 5 year Treasury Bonds

» All PDs required to submit their effective buyingdaselling quotes for securities in the
benchmark maturities to the Public Debt Departnietihe specimen format provided in the
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Annex. The firm two way guotes should be e-mailedhe Public Debt Department by at
least 10.00 a.m. daily. The e-mail address is g@ebsl.lk

» All PDs are also required to put their effectiveying and selling quotes for securities in the
benchmark maturities on the Bloomberg Screen bg.d0 daily.

PDs are also encouraged to make two way quotesetmrities in other maturities.

All PDs are required to comply with this directiaith immediate effect and non compliance may
result in prohibition to participate in auctionswdoicted by the Public Debt Department in the
future.

This direction is issued under Section 12 of thgukations made by the Minister of Finance dated
February 1,2002 in terms of the Registered StookiksS%ecurities Ordinance & the Local Treasury
Bills Ordinance.

K.G.D.D. Dheerasinghe
Superintendent of Public Debt

ANNEX
SPECIMEN FORMAT
FIRM & EFFECTIVE
TWO WAY QUOTES
Name of Primary Dealer .............c..coooviiininnann ...
| Instrument /Period | Buying Yield Rate | Selling YieldRate |
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(Range) (Range)

3 Month Treasury Bill
12 Month Treasury Bill
2 Year Treasury Bond
3 Year Treasury Bond (optional )
4 Year Treasury Bond (optional )
5 Year Treasury Bond
6 Year Treasury Bond (optional )

10 Year Treasury Bond (optional
15 Year Treasury Bond (optional

& o)) @) NetPO
Bounmms WS W cunkid

CENTRAL BANK OF SRI LANKA

Sontos oo,

2@SuP wreisem s, Janadhipathi Mawatha,
@ 6oJ0w 590, 5. Qu. @w. 590, P.O. Box 590,
eMC® 1, BERO. Qarupivy - 1.\ ks Colombo 1, Sri Lanka.
OB Q08 ‘@ 238 : ‘wEPuanR’ Telegrams: ‘"CENTRABANK'
__Attention:
08/24/002/0005/003 Public Debt Department

Central Bank of Sri Lanka
No0.30, Janadhipathi Mawatha
Colombo 1

August 15, 2003

Chief Executive Officer of Primary dealers

Direction on Minimum Subscriptions Levels for TraasBill and Bond Auctions




This direction is issued in terms of Section 12tled Regulations dated February 1, 2002
issued by the Minister of Finance under the RemgsteStocks and Securities Ordinance and the
Local Treasury Bills Ordinance. In terms of thisedition each Primary Dealer is hereby required to
subscribe a minimum 10% of the amount offered Bxhematurity at each Treasury Bond auction
and Treasury Bill auctions in order to ensure thatauctions are fully subscribed.

All Primary Dealers are required to comply withsthlirection with immediate effect

K.G.D.D.Dheerasinghe
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CENTRAL BANK OF SRI LANKA

SEMOE @D, 28U wregews, Janadhipathi Mawatha,
M@ 6oIOw 590, 5. Qu. @w. 590, P.O. Box 590,

eMC® 1, BERO. Qarupivy - 1.\ ks Colombo 1, Sri Lanka.

OB 0T ‘@areme 558 ° ‘wEHuNER’ Telegrams: ‘CENTRABANK*

Superintendent of Public Debt

Attention:

Ref:08/24/002/0005/003 Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1
November 28, 2003

Chief Executive Officers of Primary Dealers

Direction on Minimum Capital Requirement

In terms of the direction dated December 23, 288@ad under the section 7 of the Local Treasury
Bills Ordinance and the Registered Stock and Seesiil©Ordinance, all Primary Dealers (PDs) are
required to maintain a minimum capital requiremehRs. 200 million of which a minimum of Rs.
150 million should be maintained as Tier-I capital.

However, in view of the current financial statusldraving considered the viability and stability of
the primary dealer system and the interest of #t®nal economy, the Central Bank of Sri Lanka
has decided that the minimum capital maintained pyimary dealer should be increased to Rs. 400
million of which minimum Rs. 350 million should leaintained as Tier-1 Capital with in the
timeframe specified below.
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Before 31/12/2004 Before 1/7/2005
Minimum Capital Funds Required Rs.350 ronli Rs.400 million.

Tier | capital and Tier Il capital are defined aidws :

Tier-1 Capital
(e) Issued and paid up ordinary share capital.

() Issued and paid up non-cumulative preference sliacgsredeemable or redeemable at issuer’s
option).

(g) Share premium account.

(h) Reserves created or increased by appropriationetafned earnings or other surpluses eg.
retained profits and other reserves (excludingdiassets revaluation reserve).

Less

Goodwill and other intangible assets accumulatedds, investments in shares of subsidiaries and

affiliate companies.

Tier-2 Capital
(e) Short term subordinated debt.

() Long term subordinated debt.
(g) Cumulative preference shares.
(h) Perpetual subordinated debt.

K.G.D.D.Dheerasinghe
Superintendent of Public Debt
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CENTRAL BANK OF SRI LANKA

SHOE 0D, 2@8uUP wreigen s, Janadhipathi Mawatha,
NNE 6T 590, 5. Qu. @w. 590, P.O. Box 590,
eIMC® 1, GO, Q@arpy - 1. W ks Colombo 1, Sri Lanka.
DR QOSS: ‘@m0’ 338 ‘LEPuNER’ Telegrams: ‘CENTRABANK®
Attention:
Ref:08/24/002/0005/003 Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1

November 28, 2003
Chief Executive Officers of Primary Dealers

Direction on Special Risk Reserve

In order to promote the safety, soundness andt#iglis/ of the Primary Dealer(PD) system and to
build up PD capital base, with effect from July2004, Primary Dealers (PDs) are required to
transfer a percentage of their profit after taxually to a Special Risk Reserve as follows.
a. 50% of the profit after tax annually by the PDs whaintain capital funds less
than Rs.400 million
b. 25% of the profit after tax annually by the PDs wiaintain capital funds in
excess of Rs.400 million.
This direction is issued in terms of Section 1the Regulations dated February 1, 2002 issued by
the Minister of Finance under the Registered Stouk Securities Ordinance and the Local Treasury
Bills Ordinance.

Please acknowledge receipt.
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CENTRAL BANK OF SRI LANKA

S8 oo, 2@BUP wreisems, Janadhipathi Mawatha,
@ @O0 590, 5. Qu. @w. 590, P.O. Box 590,
CIME® 1, BEeO. Qerepioy - 1. W) wisn Colombo 1, Sri Lanka.
O Qoos: ‘DOALPD’ 558 : ‘LEPuuER’ Telegrams: ‘CENTRABANK'
K.G.D.D.Dheerasinghe
Superintendent of Public Debt
Attention:
08/24/002/0005/003 Public Debt Rejment,

etember 19, 2003.

CEO'’s of Primary Dealers ,

Direction on Accounting for Repo Transactions

All Repurchase and Reverse Repurchase transastiangd be recorded to reflect the true
commercial effect or substance of the transactésall Repo transactions are in effect
collateralized borrowings / lending, they shouldalseounted for as follows.

1. Repurchase Transactions
Dr. Cash/Bank
Cr. Repurchase A/C

2. Reverse Repurchase Transactions
Dr. Reverse Repurchase A/C
Cr. Cash

Carrying value/Book value of securities given afl&eral for Repo borrowings should also be
taken out of the Trading/Investment portfolio acuioand put into a separate encumbered
Trading/Investment portfolio account. When prepatime Balance Sheet, Primary Dealers should
report the encumbered and unencumbered secudtesher but a note to the accounts should
disclose the value of encumbered securities incudéhe Trading /Investment portfolio. A note to
the accounts should also disclose the market \ailgecurities obtained as collateral on Reverse
Repurchase transactions and the policy on haiorutee collateral taken on Reverse Repurchase
transactions.

Yours faithfully,

Superintendent of Public Debt
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CENTRAL BANK OF SRI LANKA

SMOE 0D, K@U vreI s s, Janadhipathi Mawatha,
NNE 8300 590, 5. Qu. @w. 590, P.O. Box 590,
eIC® 1, MO, Qasrgpiy - 1. ) wksn Colombo 1, Sri Lanka.
TR 008 ‘@®axmd 558 ‘wEPuuER’ Telegrams: ‘CENTRABANK'
Ref:08/24/002/0005/004 Public Debt Department
No0.30, Janadhipathi Mawatha
Colombo 1

January 6, 2004

Chief Executive Officers of Primary Dealers

Direction on Short Selling of Securities

This direction is issued in terms of Section 12haf Regulations dated February 1, 2002 issued by
the Minister of Finance under the Registered Styuk Securities Ordinance and the Local Treasury
Bills Ordinance. In terms of this direction Primd@ealers (PDs) are required to refrain from short
selling of securities. No PD should sell any se@siwithout actually holding the relevant secesti

in its portfolio. Securities obtained as collaterareverse repo transactions are not consideyed a
PD’s own securities and hence they cannot be sold.

Please acknowledge receipt.

K.G.D.D.Dheerasinghe
Superintendent of Public Debt
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Attention:

Reference No: 08/24/002/0005/004
Public Debt Department,
No: 30, Janadhipathi Mawatha,
Colombo 01.
June 7, 2004

Chief Executive Officers of Primary Dealers,

Direction on Adjusted Trading (Away Prices)

Primary Dealers are hereby required to refrain frawing adjusted trading or using away prices for
recording their transactions. They should use atimrearket prices, for recording their transactions.

Adjusted trading is a practice involving the salesecurity at a price above the prevailing market
value and the simultaneous purchase and bookirays#le or different security at a price greater
than its market value. Such transactions inappatgdyi differ the recognition of losses on secusitie

sold while establishing an excessive reported veduacquired securities.

This direction is issued in terms of Section 12haf Regulations dated February 1, 2002 issued by
the Minister of Finance under the Registered Stouk Securities Ordinance and the Local Treasury
Bills Ordinance.

Please acknowledge the receipt of this direction.

Dr. H. N. Thenuwara
Superintendent of Public Debt
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CENTRAL BANK OF SRI LANKA

SO 0D, 2@PuP wreigens, Janadhipathi Mawatha,
@ 80T 590, 5. Qu. @w. 590, P.O. Box 590,

SIS 1, 0. @srpiy - 1.\ wkan Coiombo 1, Sri Lanka.

BB QoS ‘@mar-me 558 ‘LEHLNLR’ Telegrams: ‘CENTRABANK’

Ref:08/24/002/0005/005
Public Debt Department
January 18, 2005
Chief Executive Officers of Primary Dealers,

Direction on Enhancement of Minimum Capital Reguiemt of Primary Dealers

This direction is issued in terms of section 12h&f Regulation dated February 1, 2002 issued by the
Minister of Finance under the Registered Stocks &@aclurities Ordinance and the Local Treasury
Bills Ordinance.

In terms of the direction on Minimum Capital Reguirent issued on #8November 2003 Primary
Dealers (PDs) were required to maintain Rs 350ianilas minimum capital before 31 December
2004. However, some PDs were unable to meet thigrement by 31 December 2004. Considering
this situation and the current market conditiohs, Monetary Board decided to extend the deadline
from 31 December 2004 to 1 July 2005 for the PDscomply with the minimum capital
requirement of Rs 350 million.

PDs are required to comply with the above requirgnselbject to the condition that any PD who

wishes to declare profits as dividends during thega from 31 December 2004 to 1 July 2005 shall
obtain the prior approval of the Central Bank tosdo

Dr W M Hemachandra
Superintendent of Public Debt
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CENTRAL BANK OF SRI LANKA

SO 0D, 2@PuP wreigens, Janadhipathi Mawatha,
@ 80T 590, 5. Qu. @w. 590, P.O. Box 590,
SIS 1, 0. @srpiy - 1.\ wkan Coiombo 1, Sri Lanka.
BB QoS ‘@mar-me 5585 ‘wGPHuBR’ Telegrams: ‘CENTRABANK®
Ref:08/24/002/0005/005 Public Debt Rejment
April 18, 2005

Chief Executive Officers of Primary Dealers,

Direction on Enhancement of Minimum Capital Reguiemt, Dividend Distribution and

Maintenance of Tier |l Capital by Primary Dealers

This direction is issued in terms of section 12hef Regulation dated February 1, 2002 issued by the
Minister of Finance under the Registered Stocks &&aclurities Ordinance and the Local Treasury

Bills Ordinance.

1. Primary Dealers (PDs) are required to increasermim capital from,
a. Existing Rs 200 million to Rs 250 million from 1ly@005 and
b. Rs 250 million to Rs 300 million from 1 July 2006
instead of Rs 350 million as per the CBSL direction 28 November 2003 and 18 January

2005.

2. PDs who maintain a capital between Rs 250 millidRs-300 million are allowed to declare
25% of profits as dividends with effect from 1 J@RO5.

3. PDs who maintain a capital above Rs 300 million @guired to allocate 25% of profits
annually to a special reserve with effect from Iy 2005. Direction on special risk reserve
issued on 28 November 2003 will be lapsed aftei 8t 2005.

4. PDs are allowed to maintain up to a maximum 50%ief —I capital as Tier — Il capital with
effect from | July 2005.

5. PDs are required to implement the Risk Weightedit@apdequacy Framework with a
minimum capital requirement of Rs 300 million wéffect from 1 July 2006.

Superintendent of Public Debt
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S\ Sados e, 2@BUB wresms, Janadhipathi Mawatha,
@ ecd0o 590, 5 Qu. @e. 590, P.O. Box 590,
eae® 1, B0, Qargioyy - 1. @ wkan Colombo 1, Sri Lanka.
e god: ‘®mate’ 838 ‘wEuakR’ Telegrams: ‘CENTRABANK'
08/25/001/0034/001
Circular No. SSSS/01/2005 September 30, 2005

To: All Participants of LankaSettle System.
Amendment to L ankaSettle System Rules, August 2003.

You are hereby informed that the first paragraph of Clause 5.8 of Volume 3 of
LankaSettle System Rules issued in August 2003 is amended to read as follows with
effect from October 1, 2005.

"LankaSecure will accept Securities Instructions for settlement on future Value Dates
and will store such instructions until such Value Date. The System will accept
Securities Instructions for up to 31 calendar days in advance of current date and
Securities Instructions with future Value Dates greater than 31 calendar days in
advance will be rejected.”

Accordingly, clause 5.8 of Volume 3 of the LankaSettle System Rules will read as
follows with effect from October 1, 2005.

" 5.8 Forward Dated Transactions

LankaSecure will accept Securities Instructions for settlement on future Value Dates
and will store such instructions until such Value Date. The System will accept
Securities Instructions for up to 31 calendar days in advance of current date and
Securities Instructions with future Vaue Dates greater than 31 calendar days in
advance will be rejected.

If a Securities Instruction is received by LankaSecure that has a value Date that has
already passed it will be rejected.

At the start of each Business Day LankaSecure checks that each stored Securities
Instruction has a valid Value Date. If a stored Securities Instruction has a value date
that has already passed it will be rejected.

In the event that a Business Day is "cancelled’, e.g. a day on which due to
extraordinary circumstances the Central Bank is not open for business, it is the
responsibility of the Participant to cancel stored Securities Instructions for that Value
Date or re-send them following rejection with anew Value Date."

C.Premaratne K.R.M.Siriwardhane
Superintendent of Public Debt Director/Payments and Settlements
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08/24/021/001/005 September 29, 2005

Circular No : SSS502/2005

To: All Participants of LankaSettle System

Cancellation of the Primary Dealer License of Commercial Bank Primary Dealer

Ltd. and Appointment of Commer cial Bank of Ceylon Ltd. asa Primary Dealer

Commercial Bank Primary Dealer Ltd. of No.21, Bristol Street, Colombo 01 has been
permitted by the Monetary Board of the Centra Bank of Sri Lanka to transfer its
Primary Dealer business to its parent company, Commercial Bank of Ceylon Ltd.
(Dedler Direct Participant) of the same address which will be appointed as a Primary
Dealer with effect from October 01, 2005.

Accordingly, we wish to inform you that with effect from October 01, 2005
Commercial Bank Primary Dealer Ltd. will ceasesto be a Primary Dealer.

Consequently, SWIFT User ldentification Code (BIC) No. CBPDLKLXXXX and
RTGS Settlement Account Number CBPDLKLXXXX010004552 of Commercial
Bank Primary Dealer Ltd. will ceases to be operative with effect from October 01,
2005. The following current SWIFT User Identification Code (BIC) and RTGS
Settlement Account Number of Commercial Bank of Ceylon Ltd. will be used for all
Primary Dealer operations of Commercial Bank of Ceylon Ltd.

SWIFT User ID Code (BIC) : CCEYLKLXXXX
RTGS Settlement Account  : CCEYLKLXXXX010004404

Mrs. C. Premaratne Mrs. K.R.M. Siriwardhane
Superintendent of Public Debt Director/Payments and Settlements
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Circular No: SSSS/01/2006 February 28, 2006

To: All Participants of LankaSettle System

Reporting Securities Transactionsin the Central Depository System

As stipulated under custodial responsibilitieshaf system rules of LankaSettle, it is the soleamsibility of the Dealer
Direct Participants in the Central Depository SgstCDS) to record the legal ownership of a secysitymptly and
accurately. There are different types of accoumtthé system to record different types of transasti However, it has
been observed that most participants are recobogrity transactions in incorrect accounts in@mS of the Central

Bank in particular for repos and reverse repos.

The following denotes the meanings of the four syp&repo and reverse repo accounts availableeisystem from the

participants’ point of view.

1. Tradable Repo Account CRE
2. Non- Tradable Repo Account CRR
3. Tradable Reverse Repo Account CRP
4. Non- Tradable Reverse Repo Account REP

Participants must record their repo and reverse rgmsactions in the following manner.
a) A repo transaction by a participant with a customer

Securities must be held in the participa@fE or CRR account giving legal ownership to thet@amer

b) A reverse repo transaction by a participant witbther participant or with a customer
Borrowing party (repo party) must transfeciséties to the lending party’s (rev.repo party) ERr REP

account.

In addition to the above, outright sales of se@®sgiby a participant to a customer should be reztbid the account type
of CSL and no other securities transactions berdetbin this account. The details of accounts tgpailable in

LankaSecure are given in Annex I.

Accordingly, all participants are kindly requesttxd report above securities transactions in coresxounts as per
System Rules of LankaSettle issued by the Centwak®f Sri Lanka (CBSL).

C. Premaratne

Superintendent of Public Debt



Annex |

Account Types Availablein LankaSecure

The following Account Types are used in LankaSecuf@e Central Bank may, at its discretion, restite
Account Types that may be available to any Paditipor category of Participant as well as the tratign
types that may be applied to each Account Type.

to

t

Epo

e

t

Account Type Code | Purpose

Participant’s/ OWN | Holds securities owned by the Participant/ Gdri@ank

Central Bank’s Own Account

ILF Account ILF Holds securities, in the case oftm#pants, to be transferred
the Central Bank as collateral for ILF, and, in ttese of the
Central Bank, transferred by the participants ® @entral Bank
as collateral for ILF.

Pledge Account PLG Holds securities that have hedged to the Participant (in the
case of an Approved Credit Agency) or an entity idrom the
Participant is acting. The name of the Pledgoreorded in the
Owner field. Securities in these accounts cannadirdoed excep
in accordance with applicable Regulations.

Customer Account CSL Holds securities owned by a "person residentSm Lanka"

(Resident) Customer of a Participant. The account is crebtedpecifying a
resident Owner in securities transactions. Thisoat Type is
available only to Dealer Direct Participants.

Customer Account CSF Holds securities owned by'@erson resident outside Sri Lanki

(Non-Resident) The account is created by specifying a non-residawner in
securities transactions. This Account Type is lakée only to
Dealer Direct Participants.

Tradable Repo Account CRP Holds securities that wamsferred under a Reverse Repo
Agreement by a Participant or a Customer to a @patty that
are to be returned at a future date under the tesmsuch
agreement. Securities in this Account are tradable.

Non-Tradable Repo Accounf REP Holds securities taeg¢ transferred under a Reverse R
Agreement by a Participant or a Customer to a @patty that
are to be returned at a future date under the tesmsuch
agreement. Securities in this account cannot loeda

Tradable Customer Revers€RE | Holds Securities that are transferred undeeeeRe Repurchase

Repurchase Account Agreement by a Participant or a customer to a custdhat are to
be reversed at a future date under the terms df agceement.
Securities in this account are tradable.

Non-Tradable CustomerCRR | Holds Securities that are transferred undeeweRe Repurchas

Revere Repurchase Account Agreement by a Participant or a customer to a custdhat are to
be reversed at a future date under the terms df Sgceement
Securities in this account cannot be traded.

Statutory Investment AccountSTI Securities that are held by Participant to mesthtutory
requirements imposed on the Participant.

Primary Auction PurchasePAP Holds securities purchased at Primary AuctiBrinfary Dealer

Account and Designated Non Dealer Bidder use only).

Domestic Operations RepdOP | Holds securities transferred to a Participanthe Central Bank

Account under a Repo Agreement that are to be returnedheéoCentral
Bank at a future date. Securities in this Accouatreot tradable.

Domestic Operations Revers®RP | Holds securities transferred to the CentralkBlay a Participan

Repo Account under a Reverse Repo Agreement that are to benesetuio the
Participant at a future date.






Ref: 08/24/002/0005/006

Public Debt Department
June 22, 2006

To: Chief Executive Officers of Primary Dealers,

Direction On Risk Weighted Capital Adequacy Framgw@&@WCAF) for Primary Dealers (PDs)

This direction is issued in terms of section 12tled Regulation No.01 of 2002 dated February
1,2002 issued by the Minister of Finance underRkgistered Stock and Securities Ordinance and

the Local Treasury Bills Ordinance.

1. With effect from July 01, 2006 PDs are required tonaintain:

a. A required minimum capital which is the higher of.800 million (minimum capital)
or the capital sufficient to meet the interest regasitivity of the trading portfolio
including reverse repos and risk on disallowancepifal charge), and counterparty
credit risk;

b. Net capital [Capital (Tier | and Tier Il) minuspital for counter party risk], which
should be equal to or higher than the capital advaagd

C. A minimum risk weighted capital adequacy ratio (QAR 8%

The methodology of calculating sensitivity of the Portfolios to an assumed change in
yields along with the risk exposure for long/shmsitions (capital charge), and counterparty
credit risk requirement are given_in Schedule 1 &2.

2. PDs are required to comply with the following reguatory requirements for reporting of
capital adequacy with effect from July 01, 2006.

All PDs are required to report the positions ofitikapital adequacy in the specified format
on a monthly basis, which is given_in Schedule 8lectronic format (via email/soft copy).
The reporting format for the respective month lealset completed by each PD and submitted
to the Public Debt Department (PDD) on or befor8 a6the subsequent month. These
reporting formats would cover, inter alia,

a. Whether the minimum absolute capital requiremebeisg satisfied; and
b. Whether the CAR is above or below its required mumn capital adequacy ratio.
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All PDs on a daily basis are required to maintam above-mentioned minimum capital and
capital adequacy ratio requirements including geranechanism to monitor those
requirements.

3. Definition of Capital Funds, Net Capital, Minimum Capital, Required Minimum
Capital, Capital Adequacy Ratio and Minimum Capital Adequacy Ratio

3.1 Capital Funds

Capital Funds would include the followings:

Tier-l Capital
(i) Issued and paid up ordinary share capital.

() Issued and paid up non-cumulative preference sliacgsredeemable or redeemable at issuer’s
option).

(k) Share premium account.

() Reserves created or increased by appropriationgtained earnings or other surpluses, eg.,
retained profits and other reserves (excludingdixssets revaluation reserves and retained
profits on unaudited financial statements. Retajmedits on unaudited financial statements can
be included, if the certification of a statutoryd#ar is provided).

Less

Goodwill and other intangible assets, accumulatedds.

Tier-1l Capital

Tier-1l capital includes the following and will Benited to 50% of Tier-I capital.
() Medium term subordinated debt (maturity period afrenthan 3 years).

() Long term subordinated debt (maturity period of enttran 5 years).

(k) Cumulative preference shares.

(I) Perpetual subordinated debt.

To be eligible for inclusion in Tier Il capital, éhinstrument should be fully paid-up, unsecured,
subordinated to the claims of other creditors, foderestrictive clauses, and should not be
redeemable at the initiative of the holder or withthe consent of the Central Bank of SriLanka
(CBSL). This instrument should carry a fixed magyrand as it approaches maturity, it should be
subject to progressive discount, for inclusion ierTl capital.
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Instruments with an initial maturity period of edue less than 3 years should not be included as
part of Tier Il capital. The subordinated debt finstents included in Tier Il capital shall be subjec

to discount at the rates shown below:

Remaining Maturity of Instruments Rate of Discount
(%)

Less than one year 40.00

One year and above but less than two years 20.00

Two years and above but less than three years 0

Three years and above 0

3.2 Net Capital
Net Capital includes Tier-1 and Tier Il capitalsgecounter party risk capital requirements.
3.3Minimum Capital
Minimum capital is Rs. 300 million, which is impakdy the CBSL and required, to be
maintained by a PD.
3.4 Required Minimum Capital
A required minimum capital is the higher of Rs.3@0lion (minimum capital) or the capital
sufficient to meet the interest rate sensitivitytlod trading portfolio plus rev.repo and capital fo
disallowances (capital charge), and capital fomtexparty credit risk.
3.5 Capital Adequacy Ratio
Capital Adequacy Ratio is the ratio computed bydiing available capital by the risk-weighted
assets.
3.6 Minimum Capital Adequacy Ratio
Minimum Capital Adequacy Ratio is the ratio complby dividing minimum required capital

by the risk-weighted assets.

C. Premaratne
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Superintendent of Public Debt

Schedule 1
MEASUREMENT OF MARKET RISK (CAPITAL CHARGE)
A. Fixed Income Instruments
PDs are required to calculate capital charges basedn the standardised duration based
method as follows.

i.  First calculate the price sensitivity of all instrants in terms of a change in interest rates of
between 3.0 and 1.8 percentage points (adjustelé Beiss) depending on the duration of the
instrument as per Table 1 given below. (For rewarpertfolio, take maturity of the rev.repo
instead of the security maturity)

ii.  Slot the resulting sensitivity measures into a tlonabased ladder with the thirteen time-
bands set out in Table 1,

iii.  Calculate the capital charge for trading plus repo as follows;
Market value of the individual security * modifieduration * assumed change in vyield.
(Please see the schedule 3, Page 12 for calculatidmodified Duration for Trading and
Reverse Repo)

iv.  Subject the lower of the long and short positiangach time-band to a 5% capital charge
towards vertical disallowance designed to captaedurisk; (Please see the schedule 3, Page
15)

v. Carry forward the net positions in each time-bamdhorizontal offsetting across the zones
subject to the disallowances set out in Table a$e see the schedule 3, Page 15)

Table- 1
Assumed Yield Changesach Maturity Category
Zone Time Period Assumed Weight
Change
in Yield
1 1 month (o
less) 3.0 0
1 to 3 months 3.0 0.2
3 to 6 months 3.0 0.4
6 to 12 months 3.0 0.7
2 1 to 2 years 2.7 1.25
2 to 3 years 2.4 1.75
3 to 4 years 2.25 2.25
3 4 to 5 years 2.25 2.75
5 to 7 years 2.1 3.25
7 to 10 years 1.95 3.75
10 to 15 years 1.8 4.5
15 to 20 years 1.8 5.25
over 20 years 1.8 6.0

Source: Basle standard bands with treble Basle gieghnges
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In line with the Basle methodology, long and shparsitions within the same time band may be 95%
offset against each other, with 5% of the smalfethe long or short position within a time band
being required as a basis reserve. The remainisdiqo (i.e., the residual after offset) is carried
through to Table 2 below, which gives the horizbdligallowances to be applied to different time

bands within zones, between adjacent zones, aalliyfiletween zones 1 a®d

Table- 2
Zone Netting Disallowance Table
Zones within the zone  between adjacent between zones
zones land3

Zone 1 40%

40%

100%
Zone 2 30%

40%

Zone 3 30%

Source: Basle standard

Price sensitivity can be calculated in two differenhways:

1. Modified Duration * Change in yield; or
2. Explicit calculation of the price change basedrothe formula outlined below which will be
used in the risk weighted capital adequacy calculans..

Both approaches will give the same result for sma(e.g. 1 to 50bp) changes in yields; however,
in the case of larger assumed changes in rates, tlagter approach will be more accurate due to
the impact of convexity (which measures the sensitty of duration itself to the change in the
level of yield).

The price sensitivity of any instrument may be esthated by using the formula given below,
where the discount rate to be used is the valuatiorate used in marking that specific security
to market.
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Price Sensitivity Where

)
NPV — Z[( )(HSJ(T)] NPV = Z(( )(1+Rj J

_ ! Y = Sum over all cashflows
NPV
G = Cashflow amount at time t
R = Valuation rate as derived
from Primary Dealer

Department  quoted rates

(interpolating and adding off-

the-run spread where
necessary)
S = Valuation rate as defined

above + assumed change in

yield (see Table 2 below)

fj = Value date of the cashflow

(expressed in days from now)

to = Settlement date of the
security (expressed in days

from now)

T = Time, in years, fromptto f
calculated on an Actual/Actual

basis.

B. Interest Rate Derivatives
The measurement procedure should include all isterate derivatives and off-balance sheet

instruments (e.g., forward rate agreements (FRdtkgr forward contracts, interest rate swaps etc.)
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in the trading book, which are reacted to changeyield rates. The following procedure outlines
the general valuation procedure in the event thah sactivity exists. The derivatives should be
converted into positions of the relevant underlyingtrument and should be subject to market risk

charges as described in Schedule 1

i. Forward Contracts, including Forward Rate Agreanents (FRA)

These instruments are treated as combinationsigfdad short positions. The maturity of a FRA is pleriod until it is delivered or the contract is
exercised, plus - where applicable - the life & tinderlying instrument. For example, a long posith a June three-month interest rate futures
entered in April has to be reported as a long fosih a government security with a maturity ofefimonths and a short position in a government

security with a maturity of two months.

il. Swaps

Swaps are treated as two notional positions in igoment securities with relevant maturities. For
example, an interest rate swap under which a P&ciiving floating rate interest and paying fixed
will be treated as a long position in a floatingeranstrument and a short position in a fixed-rate
instrument. Tenor of the floating rate instrumentreated as equivalent to the period until the nex
interest fixing while the tenor of the fixed ratesirument is treated as equivalent to the residaal
of the swap.

Until a direct source is available, discount ratesld be derived from the bid/off prices published
by the PDD to value the swap transactions with ggpate additions for spreads, and applied
similar to the bond pricing methodology describe&chedule 1. In most of the cases, an
appropriate margin has to be added to the governseenrities yield curve to obtain an accurate
curve for swap valuation.

Appropriate valuation techniques may be developednfore complex financial market products
when the need arises.
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CALCULATION OF GENERAL MARKET RISK FOR INTEREST RAT E

RELATED INSTRUMENTS (Example extracted from Amendment to the Capital Accord to
Incorporate Market Risks-Basle Committee on BankingSupervision, January 1996 page 51 &
52)

1. A bank may have the following positions:

- Qualifying bond, $ 13.33 mn market value, reslidnaturity 8 years, coupon 8%
- Government bond, $ 75 mn market value, residwurnity 2 months, coupon 7%;
- Interest rate swap, $ 150 frivank receives floating rate interest and paygifixe
next interest fixing after 9 months, residual bifieswap 8 years;

- Long position in interest rate future, $ 50 matelivery date after 6 months, life

of underlying government security 3.5 years.

2. Table- 3 shows how these positions are slotttedthe time-bands and are
weighted according to the weights given in Tablef A.1. After weighting the positions the next

steps in the calculation will be:

(a) Thevertical disallowancen time-band 7-10 years has to be calculated: The
matched position in this time-band is 0.5 (thedess the absolute values of the
added (weighted) long and (weighted) short posstiorthe same time-band)
which leads to a capital charge éb%of 0.5 = 0.05 = $ 25,000. The remaining

net (short) position is -5.125.

(b) Thehorizontal disallowances within the zortesve to be calculated: As there is

more than one position only in zone 1, a horizodisdllowance can only be calculated in this zone.
In doing this, the matched position is calculated®2 (the

lesser of the absolute values of the added longhad positions in the same

zone). The capital charge for the horizontal disadince within zone 1 is 40% of

0.2 =0.08 = $ 80,000. The remaining net (long)tamsin zone 1 is +1.00.

(c) Thehorizontal disallowances between adjacent zdraa® to be calculated: After

calculating the net position within zone 1 theduling positions remain: zone 1
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+1.00, zone 2 +1.125, zone 3 -5.125. The matchesiigo between zones 2 and
3is 1.125 (the lesser of the absolute valuesefdahg and short positions
between adjacent zones) The capital charge ircéss is 40% of 1.125 = 0.45 =$ 450,000.

(d) Thehorizontal disallowance between zones 1 ah@8to be calculated: The
remaining net (long) position in zone 1 is +1.00zone 3 the net (short) position
is -4.00. If there were no offsetting between zahesd 3 allowed the capital
charge would be 5.00 = $ 5,000,000. However, thizbiotal disallowance
between the distant zones is 100% of the matchsitigqowhich leads to a
capital charge of 100% of 1.00 = 1.00 = $ 1,000,000

(e) The overall net position is 3.00 leading t@pital charge of $ 3,000,000.

! The position should be reported as the market vafube notional underlying. Depending on the catre

interest rate, the market value of each leg ofstap (i.e., the 8 year bond and the 9 months flpatn be
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either higher or lower than the notional amount. $ake of simplicity the example assumes that theent

interest rate is identical with the one the swadpaised on.

Table- 3
(% mn)
fone 1 Lone 2 Lone 3
Time- over
band 0-1 1-3 -6 6-12 1-2 213 34 4-5 | 57 7-10 10-15 | 15-20 0
Months Years
Position +75 -50 +150 +50 -1a0
Gov, Fut. swap Fut. Swap
+13.33
Qual.
Weight 0.a0 0.20 0.40 0.70 1.25 1.75 225 275 3.25 375 4.50 525 600
(%)
Position 4015 | -0.20 | +1.05 +1.125 S5625
X +0.5
Weight

¥Yertical

Disallow

Horizont.

Disallow. 0,20 x 40% =008

1,125 % 40% =045

Disallow. 1.0x 100 = 1.0
3

i The total capital charge in this example 15

- for the vertcal disallowance b 50,000

- for the horizontal disallowance i zone | 5 80,000

- for the horizontal disallowance between adjacent zones 5 450,000

- for the horizontal disallowance between zones 1 and 3 3 [ 000,000

- for the overall net open position 5 3,000,000
3 4,580,000

Note- Vertical Disallowance under section 2 (ap%. Accordingly, Vertical Disallowances in the
Table- 3 and capital charge in the section 3 abowe adjusted.
Weights in the Table-3 are respective price seftsis.
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Schedule 2
CAPITAL ADEQUACY FOR COUNTER PARTY CREDIT RISK

PDs are required to arrive at the credit equivadembunt for the purpose of reckoning exposuredoumter party on. For this purpose, PDs should

consider the market value of respective repo/rpu.te find out the net exposure of the investment.

Step 1

The net exposure of the repo and rev. repo findusurg the following formulae.
Repo = (market value — leg 1)
Rev.repo =(leg 1 — market value)

Step 2

The net exposure thus obtained shall be multipigdhe risk weightage allotted to the relevant

counter-party as specified below:

1. Government/guaranteed by 0%
government

2. Banks/PDs, EPF and ETF 20%

3. Insurance companies, provic 50%
funds

3. Corporates 75%

4. Others 100%

Step 3

Capital utilization by counterparty is obtainedngsthe following formulae. It is clear that samewséy used for repo and rev. repo transaction woul

have only one-way exposure for calculation.

Repo = (market value — leg 1) * risk weigl&%

Rev.repo = ( leg 1 — market value) * risk weigt&8%
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Shedule 3
Risk Weighted Capital Adequacy - Calculation

Capital Charge Trading Portfolio = Tablel, Modified Duration * Assumed Changes in yield rates% * Market Value
Reverse Repo = Table2, Modified Duration * Assumed Changes in yield rates% * Market Value
Disallowances = As Seenin Table 3

Trading Portfolio —_— To calculate Modified Duration,identical security maturity considered

Reverse Repo —_— To calculate Modified Duration,Rev.Repo maturity considered

Capital Utilization by Counterparty Credit

Reverse Repo Table 4, (Leg 1 - Market Value) * Risk weight% * 8%
Repo Table5, (Market Value - Leg 1) * Risk weight% * 8%

Yield Rates and Counterparty risk weights use forc ~ alculations

1) For Capital Charge
Assumed .
Change in Yield (Basel) e Period

3.00% 1 month (or less)

3.00% 1 to 3 months

3.00% 3 to 6 months

3.00% 6 to 12 months

2.70% 1 to 2 years

2.40% 2 to 3 years

2.25% 3 to 4 years

2.25% 4to 5 years

2.10% 5to 7 years

1.95% 7 to 10 years

1.80% 10 to 15 years

1.80% 15 to 20 years

1.80% Over 20 years

1.80%
2) Counter Party Risk

Counter Party Risk Weight

Government and Government guaranteed 0%
Banks / PDs, EPF and ETF 20%
Insurance Companies & Approved Provident
Funds 50%
Corporates 75%
Others 100%
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Name of the PD:

Capital Adequacy Reportasat ...........ccoveeeeveeennes
Amounts in Rs million
* Risk
Weighted
Assets

1. Available Capital 0.0
2 Less: Capital utilization by Counterparty credit 0.0 |-
3. Net Capital (1+2) 0.0
4. Capital Charge For Trading & Reverse Repo 0.0
5. Capital charge for disallowances 0.0
6. Total Capital Charge (4+5) 0.0 0.00]
7. Regulatory Minimum Capital 300
8. Unused Capital (3 - 6) if 3>=6 0.0
9. Required minimum capital

(higher of Rs. 300 M or sum of capital charge and counter party risk) 300
10. Whether the total Capital in excess of required minimum capital 0
11. Npv of Portfolio (Trading & Reverse Repo) 0.0
12.Total Risk Weighted Capital (Capital charge+Counterparty risk+capital for disallowances) 0.0)
13.Risk weighted other assets (Weighted Assets in balance sheet without trading portfolio and reverse repo) 0.0
14.Total Risk Weighted Assets (2+6+13) 0.0]
15.Risk Weighted Capital Adequacy Ratio (Minimum 8%) 1/14 0.0%

* Risk Weighted Assets

Amounts in Rs million

1. Capital Charge For Trading & Reverse Repo

2.Capital charge for Disallowances

3.Risk weighted Assets for total Capital Charge (1+2)/8%

4.Risk Weighted Assets for Counter Party

5.Risk weighted other assets (Weighted Assets in balance sheet]
without trading portfolio and reverse repo)

6.Total Risk Weighted Assets 3+4+5 -
7.Available Capital -
8.Risk Weighted Capital Adequacy Ratio (Minimum 8%) 716 0.0%
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Settlement Date

Trading Portfolio

Capital Charge

Table 1 Amounts in Rs Millions
Remaining Capital Charge
. Maturity Days . (Market Value *
Market Value Se;unty Coupon Rate Yield Rate Mduration (Maturity Date- FesiE _Change n Mduration *
Maturity Date Yield .
Settlement Assume change in
Date) yield)

Trading Bonds

Total
Trading Bills

Total
Forward Purchases

Total
- Short sellings

Total

Total NPV( (Trading Bonds+Trading Bills+Forward
Purchases -Short Sellings)

Total Capital charge for Trading Portfolio (Tradin

Sellings)

g Bonds+Trading Bills+Forward Purchases -Short

Reverse Repo

Table 2

Amounts in Rs Millions

Market Value

Rev.Repo
Maturity Date

Security
Maturity Date

Coupon Rate

ield Rate

Mduration

Remaining Maturity
Days (Maturity Date-
Settlement Date)

Assumed Change
in Yield

Capital Charge (Market
Value * Mduration *
Assume change in yield)

NPV of Trading & Reverse Repo

Total Capital Charge for trading portfolio and reve

rse repo
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Example -Table 3

Capital Charge For Disallowances

Rs Mn
Zone 1 (Months) Zone 2 (Years, Zone 3 (Years)
Time Band 0-1 1-3 3-6 6-12 1-2 2-3 3-4 4-5 5-7 7-10 10-15 15-20 Over 20
<=1 3<=X >1 6<=X>3  [|12<=X>6 [2<=X>1 [3<=X>2 |4<=X>3 [5<=X>4 [7<=X>5 [10<=X>7 |15<=X>10 [20<=X>15 20>
Positions 0 275 150 75 25| 50.45 0 150  45.14 100 0 75 0
0 0| -75 -100 -275 0 0 -125 0 0 0 0 0
Weights % 0.00 0.20) 0.40 0.70 1.25 1.75 2.25 2.75 3.25 3.75 4.50 5.25) 6.00
Position*Weights 0.55) 0.60) 0.53 0.31 0.88 413 1.47 3.75 3.94
-0.30 -0.70 -3.44 0.00 -3.44
Position"Weights (ABS) 055 0.60 053 031 0.88 413 1.47 3.75 3.94
0.30 0.70 3.44 3.44
Verticle Dissallowances
Zone 1
36 0.3*5% 0.02
6-12 0.525*5% 0.03
Zone 2 1-2 0.313*5% 0.02
Zone 3 45 3.44*5% 0.172
Total Verticle Disallowances 0.23
Horizontal Disallowances (Within the Zones)
Zone 1 (Months) Zone 2 (Years, Zone 3 (Years)
Time Band 0-1 1-3 3-6 6-12 1-2 2-3 3-4 4-5 5-7 7-10 10-15 15-20 Over 20
>=1 1>=3 3>=6 6>=12 1>2  [2>=3  |3>=4 |4>=5 |5>=7 [7>=10 [10>=15 15 >=20 <20
Position*Weights 0.55 0.60) 053 031] 0.8 413 1.47 3.75 3.94
-0.30 -0.70 -3.44 0.00 -3.44
Net Total 0.00 0.55) 0.30 0.18 -3.13 0.88 0.00 0.69 1.47 3.75 0.00 3.94 0.00
Positives 0585 088 9.84
Negatives 0.18 3.3 0.00
Zone 1 0.18*40% 0.07
Zone 2 0.88*30% 0.26
Total Horizontal Disallowances (Within) 0.33
Horizontal Disallowances (Inter Zones)
Zone 1 (Months) Zone 2 (Years, Zone 3 (Years)
Time Band 0-1 1-3 3-6 6-12 1-2 2-3 3-4 4-5 5-7 7-10 10-15 15-20 Over 20
>=1 1>=3 3>=6 6>=12 1>22  [2>=3  |3>=4  |4>=5 |5>=7  |7>=10 [10>=15 15 >=20 <20
Position*Weights 0.00 0.55 0.60 053] 03| oss 000 413 147 375 0.00 3.04 0.00
0.00 0.00 -0.30 0.70 -3.44 0.00 0.00 -3.44 0.00 0.00 0.00 0.00 0.00
Total 0.68 2.24 9.84
Total(ABS) 0.68 2.24 9.84
Zone 1-2 0.68+40% 0.27
Zone 2-3 Remaining
Zone 22.24+0.68 =-1.567 min
Zone 3 9.84 (1.567*40%) 0.63
Total Horizontal disallowances (Inter Zones) 0.90
Total Disallowances 1.4605

Verticle Dissallowances+ Horizontal Disallowances (Within the
Zones) +Horizontal Disallowances (Inter Zones)
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Capital Charge for Disallowances

Rs Mn
Horizontal
Position*Weight Disallowances (Within
. Position . Verticle Disallowances the Zones) Horizontal Disallowances-Inter zone
Time Band Weight%
Absolute
Net Total MIN(Long & Verticle Net
Long Short Long*weight [Short*weight Net Total | Absolute LONG SHORT Short) Disallowances | Minimum Min*% Inter Zone
0-1 0.00% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0 1-21-3
g 0 0
= Net Total Absolute
g 1-3 0.20% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0
=3 0.000 0 1-2
-
@
é 3-6 0.40% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.0000 0.000 0.000| Capital
Zone 1 Net Total [Absolute [Minimum [Rate Charge [Remaining
6-12 0.70% 0.000 0.000 0.000 0.000 0.000 | 0.000 0.000 0 Zone 2 0.000(  0.000[7016 1 0000 0.000 000 0.000
Total 0.000 0.000 0.000 0.000 0.000 0.000 0 Zone 3 0.000| 0.000|Zone 2 0.000) 0.000) 0.400 0.000 0.000
Positives 0.000 0.000
Negatives 0.000 0.000 1-3
7 | 12 1.25% 0.000 0.000 0000 | 0.000 0000 | 0000 | 0.000 0 Sapial
b i : ) : : . . . Net Total _|Absolute [Minimum _[Rate Charge |Remaining
Y Zone 1
>
< 23 1.75% 0.000 0.000 0.000 0.000 0.000 | 0.000 0.000 0 0.000 0 Remainin
‘a\‘: 9 0.000 0.000 0.000 1.000 0.000
,§ Zone3 0.000) 0.000) 0.000 0.000
3-4 2.25% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0
Total 0.000 0.000 0.000 0.000 0.000 0.000 0 1-2,2-3
Positives 0.000 0.000
Negatives 0.000 0.000 1.2 0 0
45 2.75% 0.000 0.000 0.000 0.000 0.000 | 0.000 0.000 0 (S
57 : : : : : . : Net Total |Absolute |[Minimum |Rate Charge [Remaining
? 57 3.25% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0 Zone 1 0.000] 0000 000 0.000
g 7-10 3.75% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.00 0.000 0.000 Zone 2 0.000 0.000 ) 0.400 0.000 0.000
2 10-15 4.50% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0 ) :
=
N 15-20 5.25% 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0 b3
. Capital
over 20 6.00% 0.000 0.000 0.000 0.000 0.000 | 0.000 0.000 0 NetTotal |Absolute |Minimum |Rate  |Charge |Remaining
Zone2
Total 0.000 0.000 0.000 0.000 0.000 0.000 0.000 Remaining 0.000 0000 0000 05D 0.000
Positives 0.000 0.000
) Total 0.000 0.000 Zone3 FALSE 0.000) 0.0000 0.000
Negatives 0.000 0.000
Rs mn 2-3,1-3
Verticle Disallowance - 0 0
Horizontal Disallowance -Within the Zone = 2-3
Capital
Horizontal disallowance -Inter Zones = Net Total |Absolute |[Minimum |Rate Charge  |Remaining
Zone 2 0.000 0.000 0.000 0.000
- Zone 3 0.000) 0.000) 0.400 0.000 0.000
1-3
Capital
Net Total |Absolute [Minimum |[Rate Charge [Remaining
Zone 3
Remaining 0.000]  0.000| 0.000 | 1.000 0.000
Zonel 0.000) 0.000) 0.000
0.000;

61



Counterparty Risk For Repo and Reverse Repo

Settlement Date
Reverse Repo
Table 4 Amounts in Rs millions
) . Risk weighted
Lea 1 Value '\Sﬂzcrtgy Security I\RAZT;T ng Counternart Counterparty |Net Value (Leg 1- E\(‘;lt' Va(l)l;(;ztive Assets for Counterparty risk (Net
9 Value Maturity Date (0a s)y parly Weight Market Value ) VallzleZ) Counterparty risk  |Value*Weight *8%)
Y (Net Value*Weight )
0.00 0.00
Repo
Table 5 Amounts in Rs millions
) . Risk weighted
Lea 1 Value '\Sﬂzcrtgy Security I\RAZT;T ng Counternart Counterparty |Net Value ((Market E\(‘;lt' Va(l)l;(;ztive Assets for Counterparty risk (Net
9 Value Maturity Date (0a s)y parly Weight Value-Leg 1) VallzleZ) Counterparty risk  |Value*Weight*8%)
Y (Net Value*Weight )
0.00 0.00

Total Counterparty Risk for reverse repo and repo

Total Risk weighted Assets for Counterparty risk (r  epo & reverse repo)
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Risk Weighted Other Assets

Table 6 Rs Mn
As per
Balance Risk Weighted
Sheet Weight % Assets

Balance with Central Bank 0%

Cash in Hand and with Banks 0%

Cash with Custodial Agent 0%

Securities Purchased under agreements to resell

Trading Securities

Investment Securities 100%

Trading Receivables 100%

Fails to Deliver 100%

Securities with Custodial Agent 100%

Principal and Interest Receivable 100%

Accounts Receivable 100%

Loans and Advances 100%

Investment in Subsidiaries 100%

Fixed Assets (net of depreciation) 100%

Other Assets (net) 100%

Total Assets
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Ref: 08/24/002/0005/006

Public Debt Department
June 22200¢

To: Chief Executive Officers of Primary Dealers,

Direction On Risk Weighted Capital Adequacy Framework (RWCAF) for Primary Dealers
PDs
This direction is issued in terms of section 12tled Regulation No.01 of 2002 daté@&bruar

1,2002issued by the Minister of Finance under the Regest Stock and Securities Ordinance

the Local Treasury Bills Ordinance.

1. With effect from July 01, 2006 PDs are required tonaintain:

a. A required minimum capital which is the higher of.B00 million (minimum capite
or the capital sufficient to meet the interest ragasitivity of the trading poufio
including reverse repos and risk on disallowancegifal charge), and counterp:
credit risk;

b. Net capital [Capital (Tier | and Tier Il) minusptal for counter party risk], whic
should be equal to or higher than the capital advaagd

C. A minimum risk weighted capital adequacy ratio (QAR8%

The methodology of calculating sensitivity of th® Portfolios to an assumed chang:
yields along with the risk exposure for long/shmositions (capital charge), and counterg

credit risk requirement are given_in Schedule 1 &2.

2. PDs are required to comply with the following reguditory requirements for reporting of
capital adequacy with effect from July 01, 2006.

All PDs are required to report the positions ofitlsapital adequacy in the speed forma
on a monthly basis, which is given in Schedul& 2lectronic format (via email/soft cop
The reporting format for the respective month lealse completed by each PD and subm
to the Public Debt Department (PDD) on or befor& b5 the subsequent month. Th
reporting formats would cover, inter alia,

a. Whether the minimum absolute capital requiremebeisg satisfied; and

b. Whether the CAR is above or below its required munmn capital adequacy ratio.
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