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TURNOVER TAX (AMENDMENT) ACT, No. 6 OF 1988 

. (Certified on 24th March, 1988) 

AN ACT TO AMEND THE TURNOVER TAX ACT, NO . 69 OF 1981 

1. This Act may be cited as the Turnover Tax (Amendment) Act, No. 6 of 1988. 

2. Section 49 of the Turnover Tax Act, No. 69 of 1981 (hereinafter referred to as 
the "principal enactment") is hereby amended as follows:— 

(1) by the insertion, immediately after subsection (4) of that section, of the following 
subsection :— 

'(4A) Subject to the provisions of subsection (5) and subsection (6), 
where the Commissioner-General is satisfied that any person carrying on the 
business of manufacturing or producing articles (hereafter in this section 
referred to as "supplier") supplies such articles to any exporter and that 
such supply is covered by a letter of credit opened in a bank in Sri Lanka 
on a back to back basis against an International Letter of Credit for remit­
tance to Sri Lanka, of the foreign exchange value of the exports related to 
such supply, and— 

(i) that the turnover tax has in fact been paid by such supplier to the Principal 
Collector of Customs in respect of the raw materials used by such 
supplier in the manufacture or production of the articles so supplied ; 
or 

(ii) that— • 

(a) the price paid by such supplier for the purchase of such raw 
materials as is attributable to the manufacture or production 
of such articles was paid to the manufacturer or producer 
from whom such raw materials were purchased; and 

(b) the turnover tax has in fact been paid by the manufacturer or 
producer of such raw materials in respect of the turnover of 
his business as is attributable to such raw materials, 

such amount of the turnover tax paid by the supplier as is attributable to 
the raw materials used in the manufacture or production of such articles 
shall be paid to such supplier by the Commissioner-General:'; 

(2) in subsection (5) of that section by the substitution for the expression "sub­
sections (3) and (4) shall", of the expression "subsections (3), (4) arid (4A) 
shall" rand 



( II ) 

(3) by the repeal of subsection (6) and the substitution therefor of the following 
subsection :— 

" (6) No payment under subsection (3), subsection (4) or subsection (4A) shall be 
made by the Commissioner-General in respect of any article or any article 
and container, receptacle or wrapper in which such article is exported or 
supplied unless a claim in writing for such payment is made by the exporter 
or supplier of such article not earlier than three months, and not later than 
nine months, after the export or supply of such article.". 

3 . The amendments made to the principal enactment by section 2 of this Act 
shall for all purposes be deemed to have come into force on January 1, 1988. 

MONETARY LAW (AMENDMENT) ACT, No. 7 OF 1988 

(Certified on 24th March, 1988) 

AN ACT TO AMEND THE MONETARY LAW ACT 

1. This Act may be cited as the Monetary Law (Amendment) Act, No. 7 of 1988. 

2. Section 10 of the Monetary Law Act (hereinafter referred to as the "principal 
enactment"), is hereby amended by the insertion, immediately after paragraph (b) 
of that section of the following paragraph :— 

"(bb) may, notwithstanding the provisions of paragraph (c) of section 117, grant 
loans and advances, for housing purposes, to officers and servants of the 
Central Bank on the mortgage of, or otherwise on the security of, immovable 
property ;": 

3 . Section 23 of the principal enactment is hereby amended as follows :— 

(a) by the insertion immediately after subsection O ) of that section, of the 
following:— 

"Nothing in paragraph (b) or (c) shall be held to disqualify an officer or 
servant; of the Central Bank who has been temporarily released to serve 
in any office or position for which salary or remuneration is payable out 
of; public funds or who is a director of any banking institution which is a 
public corporation, for appointment as a Deputy Governor." ; 

(b) in subsection (2) of that section, by the substitution for paragraph (d) thereof, 
of the following paragraph :-



( in ) 
" (d) if, in the opinion of the board, he has failed to carry out his duties : 

Provided that nothing in this subsection shall be held to empower the 
Monetary Board, with the concurrence of the Minister, to remove from office, 
any Deputy Governor who has,been temporarily released, under subsection 

. • . , (3) to serve in any office or position for which salary or other remuneration 
is payable out of public funds or to serve with a banking institution which 
is a public corporation, as a Director of that banking institution by reason 
only of the fact that such Deputy Governor holds such office or position 
or is such Director." ; 

(c) by the addition immediately after subsection (2) of that section of the follo­
wing subsection :— 

" (3) The Monetary Board may, with the concurrence of the Minister, 
temporarily release a Deputy Governor to— 

• (a) serve in an office or position for which a salary or other remunera-
tion is payable out of public funds; 

(b) serve with a banking institution, which is a public corporation, 
as a Director of that banking institution, ] 

on such terms as may be determined by the Monetary Board, with like 
concurrence. -

For the purposes of this section, "public corporation" shall have the same 
r meaning as in Article 170 of the Constitution.". 

4. The' following new section is hereby inserted immediately after section 120 
of the principal enactment and shall have effect as section 120A of that enactment:— 

120A. The Monetary Board may, subject to the provi­
sions of subsection (3) of section .23, at the request of the 
Government or otherwise temporarily release any officer 
or servant of the Central Bank, with the consent of such 
officer or servant( to serve in any office or position outside 
the Central Bank, on such terms and conditions as may be 
determined by the Monetary Board.". 

INLAND REVENUE (AMENDMENT) ACT, No. 8 OF 1988 

" (Certified on, 25th March, 1988) 

AN ACT TO AMEND THE INLAND REVENUE ACT, No. 28.OF 1979 

1: Th i s Act may be cited as the Inland Revenue (Amendment) Act, Nov 8 of 1988. 

2. Section 7 of the Inland Revenue Act, No. 28 of 1979 (hereinafter referred to as 
the "principal enactment") is hereby amended in subsection; (3) of that .section as 
follows:— , . i 

'^Releaseof ... . 
officers and' 'L 

servants of the . . . 
Central Bank. 



( iv ) 
(1) by the substitution in paragraph (b) of that subsection for the words "paragraph 

(h) and paragraph (/),", of the words "pargagraph (h), paragraph (/) and 
paragraph (m)," ; . 

(2) by the substitution in paragraph (k) of that subsection for the words "of that 
property at that time ; and", of the words " of that property at that time ; " ; 

(3) by the substitution in paragraph (/) of that subsection for the words and figures 
" after April 1,1977. " of the words and figures "after April 1, 1977 ; and" ; 
and 

(4) by the addition immediately after paragraph (/) of that subsection of the follo­
wing paragraph :— 

" (m) where the property is immovable property and that property was 
acquired by way of gift or inheritance on or after April 1, 1977, by 
the person to whom such gain arises from any person who had ac­
quired such property on or after April 1, 1977, the value of such 
property at the time when it was acquired by the first mentioned 
person shall— 

(i) if the second-mentioned person had acquired that property 
by purchase, be an amount equal to the cost of such purchase ; 
and 

(ii) if the second-mentioned person had acquired that property 
otherwise than by purchase, be an amount equal to the market 
value of the property at the time of such acquisition, 

increased by the cost of any improvements, additions or alterations 
to that property made by the second-mentioned person after it was 
acquired by him.". 

3. Section 8 of the principal enactment is hereby amended in paragraph (a) of that 
section as follows:— 

(1) by the substitution in sub-paragraph (xux) of that paragraph, for the words 
and figures " the President's Fund established by the President's Fund Act, 
No. 7 of 1978 ; a n d " of the words and figures "the President's Fund 
established by the President's Fund Act, No. 7 of 1978 ;" ; 

(2) by the substitution, in sub-paragraph (L) of that paragraph, for the words and 
•, figures "National Defence Fund Act, No. 9.of 1985",, of the words and 

figures "National Defence Fund Act, No. 9 of 1985 ; and" ; and 

(3) by the addition immediately after sub-paragraph (L) of that paragraph, of the 
following sub-paragraphs:— 



( vr ). 

" (Li) the Sri Lanka Institute of Architects incorporated by the Sri Lanka 
Institute of Architects Law, No, 1. of 1976 ; :H 

,,- r y - . (Mi) .the Surveyors' Institute of Sri Lanka incorporated by the. Surveyors' 
[''. ' 'institute of Sri Lanka Act, No. 22 of 1982 ; and 

1 (Liii) the Institute of Chemistry, Ceylon incorporated by the Institute of 
Chemistry (Ceylon) Act, No.'15 of 1972.". 

4. Section 9 of the principal enactment is hereby amended in subsection (1) of 
that section as follows :— 

(1) by the substitution in paragraph (w) of that subsection, for the words "to his 
...residence.", of the words "to his residence ; and",; and 

(2) by the addition immediately after paragraph (m) of that subsection of the 
following paragraph :— 

" («) such part of any suni paid to an employee at the time of his retire-
' ment, from any provident or pension fund, as represents income 

' derived by that fund for any period commencing on or after April 
1, 1987, from investments made by it,". • ..; •» 

.5* Section 11 of the principal enactment is hereby amended as follows •:—-

(1) in paragraph (b) of that section by the substitution, for the figures." 20, 20A, 
21,", of the figures " 20, 20A, 20B, 20C, 21" ; 

(2) in paragraph (c) of that section by the substitution, for the words "within one 
year thereafter ; and " of the words " within one year thereafter ;" ; and 

(3) by the insertion immediately after paragraph (c) of that section, of the following 
paragraph:—' ! • 

" (cc) any dividend paid on or after April 1, 1988, to a shareholder of a 
• •'» company put of any such dividend as is referred to in paragraph (a) 

or (b) received by that company through two or more intermediary 
' . companies during the period for which the dividends referred to'1 

in paragraph (a),or (i) are exempt from income tax or within two. 
f years thereafter ;and"^ 

6. Section 12 of the principal enactment is hereby amended in subsection (1) 
of that section as follows :— 

(1) in paragraph (b), by the substitution for the words "year of assessment if such 
house is used", of the words and figures "year Of assessment if the construc­
tion of such house was or isicompleted on or before March 31, 1989, and 
is used"; and ! ; : v . : : . 



( VI > 

(2) by the insertion immediately after paragraph (b) of that subsection of the 
following new paragraph :— 

" (bb) the income accruing to the owner of a house for the year of assessment 
in which the construction of that house was completed and for the 
six years of assessment immediately succeeding that year of 
assessment, if the construction of such house is completed on 
or after April 1, 1989, and is used solely for residential purposes 
and— 

(i) is occupied by the owner thereof: or 

(ii) has a floor area (inclusive of the thickness of the walls) 
not exceeding two thousand square feet: 

Provided that where the floor area of the house is one thousand and five 
hundred square feet or less, the income accruing to the owner shall be exempt 
from income tax for the year of assessment in which the construction of that 
house was completed and for the nine years of assessment immediately 
succeeding that year of assessment;". 

7. Section 14 of the principal enactment is hereby amended by the repeal of sub­
paragraph (xvi) of paragraph (a) thereof and the substitution therefor of the following 
sub-paragraph :— 

(xvi) the change of ownership of any property, on or after November 12, 
1986, occurring not less than twenty-five years after its acquisition 
by the person to whom such gain arises.". 

8. The following section is hereby inserted immediately after section 20B, and shall 
have effect as section 20c of the principal enactment:— 

20c. (1) Such part of the profits and income within the 
meaning of paragraph (a) of section 3, (other than any profits and 
income from the sale of capital assets), of any undertaking as con­
sists of the export" profits and income of that undertaking shall 
be exempt from income tax for any year of assessment commen­
cing on or after April 1, 1988. 

(2) In this section— 

(a) " export profits and income " and "total turnover" 
• , have the respective meanings assigned to them in 

subsection (2) of section 20 ; 

'Exemption 
from income 
tax of profits 
from supplies 
to certain 
enterprises. 
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(b) " export turnover" when used in relation to an under­
taking to which this section applies means the 
total amount received or receivable by that under­
taking from the sale, of goods to any enterprise 
with which an agreement has been entered into 
by the Greater Colombo Economic Commission 
under section 17 of the Greater Colombo Economic 
Commission Law, No.-4 of 1978, during the period 
for which the profits and income of that enterprise 
are exempt from income tax under the terms of 
that agreement, for which payment is made out 
of funds drawn from any account maintained by 
such enterprise in a foreign currency banking 
unit of any commercial bank in Sri Lanka, ex­
cluding— 

(i) any amount received or receivable by the sale 
- • , of capital assets ; • 

(ii) any amount received or receivable from the 
• , , sale of gems; 

(iii) any amount received or receivable from the 
, , \ . . ,. sale or export of black tea in bulk, crepe 

. rubber, sheet rubber, scrap rubber, coconut 
,, , oil, desiccated coconut, copra, fresh coco­

nuts or coconut fibre ; 
- . ' ' . • < • 

(iv) any profits and income not being profits and 
income within the meaning of paragraph 
(a) Of section 3.'. 

9. Section 21 of the principal enactment is hereby amended as follows :— 

(1) by the renumbering of that section as subsection (1) of that section ; 

(2) by the substitution, in the renumbered subsection (1) of that section, for the 
words "sells any house or flat,", of the words and figures "sells, on or before 
March 31, 1989, any house or flat," ; and 

(3) by the addition immediately after the renumbered subsection (1) of that section 
of the following subsection :— 

" (2) Where any person who carries on an undertaking for the cons­
truction and sale of houses or flats, being an undertaking approved by the 
Commissioner for National Housing having regard to the housing policy 



( v,'i ) 

of the Government, sells on or after April 1, 1989, any house or flat, the 
floor area of which does not exceed two thousand square feet and the cons­
truction of which was commenced by such person on or after January 1, 
1977, such sale being the first sale of that house or flat, seventy five per centum 
of the profits and income arising from such sale shall be exempt from income 
tax.'*. 

10. Section 23 of the principal enactment is hereby amended as follows:— 

(1) in subsection (1) of that section— 

(a) in paragraph (eee) of that subsection by the substitution for the words 
"on its cost of construction." of the words, "on its cost of constru­
ction" : . 

"Provided that no deduction under the preceding provisions of this 
paragraph shall be .allowed to a person in respect of any capital asset 
referred to in subparagraph (i), or sub-paragraph (ii) or sub-para­
graph (iii) of this paragraph, in respect of which the total of the 
allowances granted for depreciation in the preceding years of assess­
ment is equal to the cost of acquisition or the cost of construction, 
as the case may be, of such capital asset." ; 

(b) by the substitution, in paragraph (hit), of that subsection, for the words 
"to a special reserve for bad and doubtful debts;", of the words 
"to a general reserve to meet expenditure of a revenue nature ; " ; 

(c) by the substitution, in paragraph (0, of that subsection for the words 
and figures "on-or after April 1, 1987,", of the words and figures 
" on or after April 1, 1986,*' ; 

(2) in subsection (3) of that section— 

(a) by the substitution, in paragraph (bbb) of thatsubsection, for the words 
"cost of acquisition", wherever those words occur in that paragraph 
of the words "cost of acquisition or the cost of construction, as the 
case may be" ; .. 

(b) by the substitution for the proviso to paragraph (bbb) of that subsection, 
of the following proviso :— 

. " Provided that, where such difference exceeds, the proceeds of 
such disposal, the excess shall be treated for the purposes of subsection 
(1) as an expense incurred in the production of income : 
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Provided further that; nothing in this paragraph shall apply to—-

(a) the transfer on or after April 1, 1987, of any such capital 
asset to a company referred to in section 14 (a) (xv) 
on the conversion of a business carried on,by an in­
dividual, either solely or in partnership, to-such 

. company ; or 

(ft) the disposal by any person, of any such capital asset, 
if the full proceeds of disposal are used by such'person, 
within one year of the disposal, for the replacement 

; of such capital asset to be used by him for producing 
. , . „ - . . . income, in any trade, business, profession, vocation 

„ .. , . . •.. or employment carried on, or exercised by him." ; 

;,(3) in subsection (5) of that section by the substitution for the word and figures 
"(1) (ee), or( l ) ( / )" , 'of the word and figures"(1) (ee),(i) (eee).or (1) 
( / ) " ; and : ' ' ' 

(4) in subsection (7) of that section— ' ; ' J \ 

(a) by the substitution in sub-paragraph (i) of paragraph (a) of that subsec-
' tionfor the words and figure " or paragraph (ee) of subsection (1) ", 

of.the words and figure " or paragraph (ee) or paragraph (eee) of 
: ; , . _ subsection (1) " :.. 

(b) by the substitution in sub-paragraph (i) of paragraph ( / ) of that subsec­
tion, for the words " such proceeds of sale ;" of the words "the profits 
on the sale of the asset sold ;" ; and 

(c) by the insertion immediately after sub-paragraph (i) of paragraph ( / ) 
of that sub-section of the following :— ' 

" For the purposes of this; sub-paragraph the profit on the sale 
of an asset sold shall be the excess of the proceeds of sale of such 
asset over the difference between— 

(i) the cost of acquisition or the cost of construction, as the case may 
be, of such asset; and 

(ii) the total allowance for depreciation granted in respect of such 
capital asset;". 

11. . Section 24 of the principal enactment is hereby, amended in subsection (2) 
of that section, by the substitution for the words and figures " 23 (1) (a) or 23 (1) 
(e) or 23 (1) (/)—", of the words and figures "23(1) (a) or 23 (l)(e) or 23 (1) (eee) 
or 23(1) C O - " . 



( x ) 

12. Section 25 of the principal enactment is hereby amended by the insertion 
immediately after subsection (1) of that section of the following subsection :— 

"(1A) Where the Commissioner-General directs under the provisions of sub­
section (3) of this section, that the accounts in respect of any trade, business, 
profession or vocation be made up for such periods as may be specified in that 
direction, he may further direct that the statutory income from that source for any 
year of assessment commencing on or after April 1, 1988, be computed on the 
amount of the profits of the period ending in that year of assessment. Where, 
however the statutory income of any person from a trade, business, profession 
or vocation has been computed by reference to an account made up for a certain 

' period and such person fails to make up an account for the corresponding 
period in the year following, the statutory income from that source both of the 
year of assessment for which such failure occurs and of the two years of assessment 
following shall be computed on such basis as the Commissioner-General' shall 
consider just and equitable in the circumstances of the case : 

Provided that the Commissioner-General may at any t^me vary or revoke a direc­
tion given under the preceding provisions of this subsection : 

And provided further that where any such direction is varied or revoked by the 
Commissioner-General he may order that the statutory income for any year of 
assessment from the source in respect of which such direction was given be computed 
as if the accounts were made upto the thirty-first day of March in that year of 
assessment.". 

13. Section 29 of the principal enactment is hereby amended as follows:— 

(1) in subsection (4A) of that section by the substitution for the words and figures 
" section 20, or section 20A ", wherever those words and figures occur in 
that subsection, of the words and figures " section .20, or section 20A, or 
section 20B, or section 20c" ; and 

(2) by the addition at the end of paragraph (a) of subsection (6) of that section, 
of the following :— 

"(iv) no deduction shall be made in respect of any capital loss arising from 
the disposal of any capital asset used by such person for producing 
profits and income of any trade, business, profession or vocation 
carried on or exercised by him, if a deduction for depriciation 
in respect of such asset has been allowed under section 23 of this Act 
or under section 10 of the Inland Revenue Act, No. 4 of 1963, or 
under section 11 of the Income Tax Ordinance.". 



( XI ) 

14. Section 31 of the principal enactment is hereby amended as follows :— 

(1) in subsection (1) of that section by the substitution for the words and figures, 
" Subject to the provisions of subsection (5) and subsection (5A),", of 
the words and figures " Subject to the provisions of subsection (5), subsection 
(5A), subsection (5B), and subsection (5c)," ; 

(2) in subsection (2) of that section— 

(a) in paragraph (e) of that subsection— 

(i) by the substitution in sub-paragraph (i) of that paragraph for 
all the words and figures from " in the repayment of capital" 
to " of a house purchased on or after that date," of the follow­
ing words and figures :— 

" in the repayment of capital of any loan granted on or 
after April 1, 1973, but on or before March 31, 1989 for the 
construction of a house or for the purchase either of the first 
house or of the first site for the construction of a house 
purchased on or after April 1, 1973," ; and 

(ii) by the substitution in sub-paragraph (ii) of that paragraph 
for the words and figures " on or after April 1, 1973,", of the 
words and figures " on or after April 1, 1973, but on or before 
March 31, 1989," ; 

(6) by the insertion, immediately after paragraph (e) of that subsection of 
the following new paragraph :— 

" (ee) any amount paid by an individual to the Government of Sri 
Lanka or to any banking institution within the meaning of 
the Monetary Law Act or to any local authority or to any 
other institution approved by the Minister in charge of the 
subject of Housing having regard to the housing policy of the 
Government— 

(i) in the repayment of capital of any loan, granted on or 
after April 1, 1989, for the construction at a cost not 
exceeding one million rupees of a house, being the 
first house constructed by such individual, on or after 
April 1, 1978 or, for the purchase either of a house 
or of a site for the construction of a house purchased at 
a cost not exceeding one million rupees, being the 
first house or the first site purchased by such individual 
on or after April 1, 1978, such repayment being made 
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by the individual while he is the owner of that house 
or site or while the owner of that house or site is the 
child, under eighteen years of age, of such individual— 

(a) who has acquired ownership of such house or site, 
by way of gift from such individual;. and 

(b) whose income has been, for the purposes of this 
Act, aggregated with that of such individual in 
that year of assessment; 

(ii) as monthly payments in terms of any rent purchase agreement the 
consideration of which does not exceed one million rupees 
entered into, on or after April 1, 1989, in respect of the first 
house purchased on or after April 1, 1978 on rent purchase 
terms ;" ; 

(c) in paragraph (/) of that subsection by the substitution for the words 
" on the construction of a house,", of the words and figures "on the 
construction of a house on or before March 31, 1989," ; 

(d) by the insertion, immediately after paragraph (/) thereof, of the following 
new paragraph :— 

" (ff) any amount spent by an individual on the construction, at a 
cost not exceeding one million rupees, on or after April 1, 
1989, of the first house constructed by him on or after April 
1, 1978, such amount not being an amount obtained on 
any loan from the Government of Sri Lanka or any 
institution or authority referred to in paragraph (e) ;" ; 

(«?) in paragraph (g) of that subsection by the substitution for all the words 
and figures from "any amount spent" to "on or after that date,", 
of the words and figures "any amount spent by an individual for the 
purchase on or after April 1, 1978, but on or before March 31, 1989, 
of either the first house or of the first site for the construction of a 
house purchased by him on or after April 1, 1978," ; 

(/) by the insertion immediately after paragraph (g) of that 
subsection of the following new paragraph :— 

" (gg) any amount spent by an individual for the purchase at a cost 
not exceeding one million rupees on or after April 1, 1989, 
of either the first house or of the first site for the construction 
of a house, being the first house or the first site purchased by 
him oh "or after April 1,1978, such amount not being an amount 
obtain on a loan from the Government of Sri Lanka or any 
institution or authority referred to in paragraph (e) ;" ; 



( XIII ) 

(g) in paragraph (/) of that subsection— 

( 0 by the substitution, for the words "spent by a person in constru­
cting any house or fiat or the cost of purchase of any unit", 
of the words and figures " spent by a person in constructing, 
on or before March 31, 1989, any house or flat or, the 
cost of purchase, on or before March 31, 1989, of any 
unit"; and 

(//) by the substitution, in sub-paragraph (///) of that paragraph, 
for the words and figures "sub-paragraph (/) of paragraph 
(b) of subsection (1) of section 23 or paragraph (/") of 
subsection (1) of section 23", of the words and figures 
"sub-paragraph (/) of paragraph (b) of subsection (l).of 
section 23 or sub-paragraph .(/«) of paragraph (eee) 
of subsection (1) of section 23 or paragraph (/) of sub­
section (1) of section 23 " ; 

(h) by the insertion immediately after paragraph (/) of that subsection, of 
the following paragraph :— 

" (//) any amount spent by a person in constructing any house or 
flat at a cost not exceeding one million rupees, on or after 
April 1, 1989, or in the purchase at a cost not exceeding 
one million rupees on or after April 1, 1989, of any unit 
of residential accommodation constructed with the approval 
of the Urban Development Authority (established by 
the Urban Development Authority Law, No. 41 of 
1978) and comprised in a registered condominium 
property within the meaning of the Apartment Ownership 

' Law,No. 11 of 1973, if— 

(i) such house, flat or unit is for occupation as a dwelling 
house by any member of the staff employed by 
such person, 

(«) the floor area of such house, flat or unit does not 
exceed two thousand square feet, and 

(»7)no allowance is deductible under sub-paragraph 
(/) of paragraph (b) of subsection (1) of section 
23, or sub-paragraph (m) of paragraph (eee) of 

. subsection (1) of section 23, or paragraph ( / ) of 
subsection (1) of section 23 in respect of such 
house, flat or unit." ; 



( XIV ) 

(/*) by the substitution, in the paragraph immediately succeeding paragraph 
(0) of that sub-section, for the words " In paragraphs (e) and (g) 
of this subsection ", of the words " In paragraphs (e), (ee), (g) and 
(gg)of this subsection " ; 

(3) in subsection (3) of that section, by the substitution, for the words "in para­
graph ( / ) or paragraph (g), such", of the words "in paragraph ( / ) or para­
graph (ff) or paragraph (g) or paragraph (gg), such" ; 

(4) in subsection (5B) of that section, by the substitution for the words and figures 
"for any year of assessment commencing on or after April 1, 1986—", of the 
words and figures "for the year of assessment commencing on April 1, 1986, 
and the year of assessment immediately succeeding that year of assessment-"; 

(5) by the insertion, immediately after subsection (5B), of that section, of the 
following subsection :— 

"(5c) The deduction from the assessable income of any person other 
than a company for any year of assessment commencing on or after April 1, 
1988— 

(1) in respect of all qualifying payments other than those referred 
to in paragraphs (b), (c), (m) and («) of subsection (2), made 
by him, or deemed to have been made by him, in that year 
of assessment, shall not exceed one-third of such assessable 
income or fifty thousand rupees, whichever is less ; 

(ii) in respect of all qualifying payments, referred to in paragraphs 
(c), (m) and («) of subsection (2), made by him or deemed 
to have been made by him, shall not exceed fifty thousand 
rupees ; and 

(iii) in respect of the aggregate of all qualifying payments referred 
to in paragraphs (i) and (ii) of this subsection shall not exceed 
fifty thousand rupees." ; and 

(6) in subsection (7) of that section, by the addition at the end of the proviso to 
that subsection, of the following proviso :— 

" Provided further that where an additional assessment arises in conse­
quence of any sum of money in respect of those shares being withdrawn 
or realised by, or paid to, the person who purchased those shares, such 
additional assessment consisting of the difference between— 

(i) the income tax to which the person who has been granted the allowance 
would have been liable if such part of such allowance as is attributable 
to the total sum withdrawn or realised by, or paid to, such person 
had not been granted, and 
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(ii) the amount of tax charged for that year of assessment, 

shall, notwithstanding anything in this Act, be made in respect of that person 
and accordingly the provisions of this Act relating to notice of assessment, 
appeal and other proceedings shall apply to such additional assessment.''. 

15. Section 32 of the principal enactment is hereby amended as follows :— 

(1) in paragraphs (a) of subsection (1) of that section-

Co) by the substitution in sub-paragraph (v), of that paragraph, for the words 
and figures "in respect of any year of assessment commencing on or 
after April 1, 1986,", of the words and figures, "in respect of the year 
of assessment commencing on April 1, 1986, and in respect of the 
year of assessment immediately succeeding that year of assessment," ; 

(b) by the insertion immediately after sub-paragraph (v) of that paragraph 
of the following sub-paragraph.— 

" (vi) in respect of any year of assessment commencing on or after 
April 1, 1988, at the appropriate rates specified in Part II D 
of the First Schedule to this Act ;" ; 

(2) in subsection (2) of that section— 

(a) by the substitution in paragraph (e) of that subsection, for the words 
"has been paid by the employer", of the words "has been paid 
by the employer, or " ; 

(b) by the insertion, immediately after paragraph (e) of that subsection of 
the following paragraph :— 

"(f) any sum paid to him at the time of his retirement from any 
employment, from the Employees' Trust Fund, established 

: by the Employees' Trust Fund Act, No. 46 of 1980, " ; and 

(c) by the substitution, for the words " if such aforementioned sum has 
been paid by, the employer of such individual, " of the words 
"if any one or more of the aforementioned sum or sums has 
been or have been paid to such individual by his employer, 
or if such employer has contributed to such fund or funds," ; 

(3) in subsection (3A) of that section, by the substitution for the words "more 
than two years but less than five years after the acquisition of such property 
by such person, and the rate of income tax payable on such part of such 
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income ", of the words " more than two years but not more than five years 
after the date of acquisition of such property by such person, and the rate 
of income tax payable on a part of such income " ; 

(4) in subsection (3B) of that section— 

(a) by the substitution, for the words "within such period after the acquisition 
of that property ", of the words " within such period after the date 
of acquisition of that property " ; 

(b) by the substitution in Column I of that subsection— 

(i) for the words " more than five years but less than fifteen years ", 
of the words " more than five years but not more than fifteen 
years " ; and 

(ii) for the words " more than fifteen years but less than twenty 
years ", of the words " more than fifteen years but not more 
than twenty years " ; and 

(5) by the insertion immediately after subsection (3B) of that section, of the follo­
wing subsection :— 

" (3c) Where for the purposes of paragraph (/) or (m) of subsection (3) 
of section 7, the value of any property is determined by reference to a date 
earlier than the actual date of acquisition of such property by any person, 
the date of acquisition of such property by such person, shall for the pur­
poses of this section, be deemed to be the date on which the person second-
mentioned in such paragraph acquired such property.". 

16. Section 33 of the principal enactment is hereby amended by the repeal of 
subsection (lc) of that section and the substitution therefor, of the following subsec­
tion :— 

" (lc) Where for the period commencing on November 12, 1986, the 
taxable income of a company includes any capital gain arising from the 
change of ownership of any property, the provisions of subsections (3A) 
and (3B) of section 32 shall, mutatis mutandis, apply to the taxation of that 
capital gain.". 

17. Section 50 of the principal enactment is hereby amended as follows :— 

(1) 'by the repeal of paragraph (b) of that section, and the substitution, of the follo­
wing paragraph therefor:— 

"(b) for the year of assessment commencing on April 1, 1986, and the 
year of assessment immediately succeeding that year of assessment, 
shall not exceed sixty per centum ;" ; and 
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(2) by the insertion immediately after paragraph (b), of that section of the following 
, new paragraph :— 

"(c) for any year of assessment commencing on or after April 1, 1988, 
shall not exceedfifty per centum". • 

18. Section 67 of the principal enactment is hereby amended by the repeal of 
subsections (2), (3) and (4) of that section, and the substitution there for, of the 
following subsections :— 

" (2) An individual who is physically present in Sri Lanka for one hundred and 
eighty three days or more during any year of assessment shall be deemed 
to be resident in Sri: Lanka throughout that year of assessment. 

i3) An individual who has been deemed resident for two or more consecutive years 
of assessment shall be deemed to be resident until such time as he is coun-
tinuously absent from Sri Lanka for an unbroken period of three hundred 

. and sixty five days. When such person is so absent he shall, notwithstanding 
the provisions of subsection (2), be deemed to be non-resident from the 
commencement of the year of assessment in which such absence commences. 

(4) Where, but for his presence in Sri Lanka for any period or periods not exceeding 
in the aggregate thirty days, a person would have been deemed under sub­
section (3)'to have been non-resident, such period or periods not exceeding 
thirty days shall be treated as if it or they had been spent by him outside 
Sri Lanka.". 

19. Section 86 of the principal enactment is hereby amended as follows :— 

(1) in paragraph (a) of subsection (2) of that section by the substitution, for the 
. words and figures " on or after April 1,1986, and ", of the words and figures 

" on or after April 1, 1986, but before April L 1988, and." ; and ' 

(2) by the addition, at the end of that section, of the following'newlsubsection:— 

" (3) Where the aggregate of— 

(a) the wealth tax to which a person is liable for any year of assess­
ment commencing on or after April 1, 1988,. and 

(b) the income tax to which such, person is liable for that year of 
assessment, 

exceeds fifty per centum of the aggregate of the assessable income of that 
person for that year of assessment and of any profits and income (other 
than the net annual value of a residence and any subsidy exempt from income 
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tax under this Act), being profits and income exempt from income tax 
under this Act, or under any other enactment, and which but for that 
exemption would have been taken into account in computing the assessable 
income of that person for such year of assessment, such excess shall be 
set off against the wealth tax to which he is liable for that year of 
assessment.". 

20. Section 89 of the principal enactment is hereby amended in the proviso to 
that section, by the substitution, for the words and figures " paragraph (e) of sub­
section (1) of section 23,", of the words and figures "paragraph (e) or paragraph 
(eee) of subsection (1) of section 23,". 

21. Section 92 of the principal enactment is hereby amended by the insertion imme­
diately after subsection (2), of that section, of the following new subsection :— 

*' (2A) Every person who furnishes a return of income or wealth which is not 
in such form and dOes not contain such particulars as are specified by the Commis­
sioner-General for the purposes of the foregoing subsections shall be deemed, 
for the purposes of this Act, not to have furnished a return of his income or wealth,". 

22. Section 115 of the principal enactment is hereby amended in subsection (5) 
of that section as follows :— 

(1) in paragraph (a) of that subsection by the substitution for the words " end of 
that year of assessment; and ", of the words " end of that year of assess­
ment ; " ; 

(2) in paragraph (b) of that subsection by the substitution for the words " after 
the expiry of three years from the end of that year of assessment: ", of the 
words " after the expiry of three years from the end of that year of assess­
ment; and " ; and 

(3) by the insertion, immediately after paragraph (b) of that subsection, of the 
following paragraph:— 

" (c) of the income tax or wealth tax, as the case may be, payable under 
this Act, for any year of assessment commencing on or after April 1, 
1988, by any person who has made a return of his income or wealth 
as the case may be, after the thirtieth day of November next succeed­
ing the end of that year of assessment, but on or before the thirty 
first day of March in the next succeeding year, 

after the expiry of five years from the end of the year of assessment in which 
the return is made : ". 

; 23. Section 118 of the principal enactment is hereby amended by the substitution, 
for the word " Clerk " wherever that word occurs in that section, of the word " 
".Secretary". 
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24. Section 119 of the principal enactment is hereby amended in paragraph (c) 
of subsection (3) of that section, by the substitution, for the word " Clerk ", of the 
word " Secretary ". 

25. Section 121 of the principal enactment is hereby amended in subsection (1) 
of that section, by the substitution, for the word " Clerk ", of the word " Secretary". 

26. Section 122 of the principal enactment is hereby amended in subsection (1) 
of that section by the substitution, for the word " Clerk ", of the word " Secretary ". 

27. Section 163 of the principal enactment is hereby amended by the substitution, 
in the definition of " executive officer ", for the words " one thousand five hundred 
rupees; ", of the words " five thousand rupees;". 

28. The First Schedule to the principal enactment is hereby amended as follows :— 

(1) in PART He of that Schedule, by the substitution, for the words and figures 
" for any year of assessment commencing on or after April 1, 1986,", of the 
words and figures " for the year of assessment commencing on April 1,1986, 
and for the year of assessment immediately succeeding that year of assess­
ment," ; and 

(2) by the insertion immediately after PART He of that Schedule, of the following 
Part :— 

" PART IID 

The rates of income tax for any year of assessment commencing on or after April 1, 
1988, shall be as follows :— 

On the first Rs. 21,000 of the taxable income . . 10% 

On the next Rs. 24,000 of the taxable income . . 20% 

On the next Rs. 24,000 of the taxable income . . 30% 

On the balance of the taxable income . . 40% " 

29. (a) The amendments made to the principal enactment by section 15 (3) 
and section 15 (4) of this Act shall be deemed for all purposes to have come into force 
on November 12, 1986 ; 

(b) The amendments made to the principal enactment by section 10 (2), section 
10(3), section 10 (4) (a), section 11, section 14(2) (g)(ii) and section 20 of this Act 
Shall be deemed for all purposes to have come into force on April 1,1987 ; and 

(c) The amendments made to the principal enactment by section 2 and section 15 (5) 
of this Act shall be deemed to have come into force on November 17, 1987. 
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BANKING ACT, No. 30 OF 1988 

(Certified on 25th August, 1988) 

AN ACT TO PROVIDE FOR THE INTRODUCTION AND OPERATION OF A PROCEDURE FOR THE 
LICENSING OF PERSONS CARRYING ON BANKING BUSINESS ; FOR THE REGULATION. AND 
CONTROL OF MATTERS RELATING TO THE BUSINESS OF BANKING ; AND TO PROVIDE FOR 
MATTERS CONNECTED THEREWITH OR INCIDENTAL THERETO. 

1. (1) This Act may be cited as the Banking Act, No. 30 of 1988. 

(2) The provisions of this Act other than Part V shall come into operation on such 
date as may be appointed by the Minister by Order published in the Gazette (herein­
after referred to as the " appointed date "). 

(3) The provisions of Part V of this Act shall come into operation on such later 
date as may be appointed by the Minister by Order published in the Gazette.. 

PART I 

LICENSING OF PERSONS CARRYING ON BANKING BUSINESS 

2. (1) On or after the appointed date, no banking business shall be carried on except 
by a company under the authority of a licence issued by the Monetary Board with the 
approval of the Minister. 

(2) Where such company is a company incorporated outside Sri Lanka no licence 
shall be issued unless such company has complied with the provisions of Part XIII 
of the Companies Act, No. 17 of 1982. 

(3) Any company which has been issued a licence under the provisions of this Act 
shall, hereinafter be referred to as a " licensed commercial bank ": 

(4) Notwithstanding the provisions of subsections (1) and (2) of this section and 
of section 3 of this Act, all commercial banks specified in Schedule I to this Act, 
which on the appointed date are carrying on banking business, shall be issued a licence 
in accordance with the provisions of this Act. 

(5) Any company which carries on banking business in contravention of subsection 
(1) shall be guilty of an offence under this Act. 

For the purposes of this section " company " means a company formed and regis­
tered under the Companies Act, No. 17 of 1982, and includes a company duly incor­
porated outside Sri Lanka, or formed in pursuance of any statute of any foreign coun­
try, Royal Charter or letters patent and a body corporate established by or under 
any written law and shall not include the Central Bank, or a private company 
incorporated outside Sri Lanka except the banks specified Schedule I. 
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3. (1) An application for a licence shall be made in writing to the Monetary Boarcf 
in such manner as may be determined by the Monetary Board. 

(2) Every application for a licence shall be accompanied by— 

(a) a copy of the Memorandum and the Articles of Association of the company 
or the constitution of the company or any other document associated with 
the same; 

(b) a copy of the balance sheet and profit and loss account if any, of the company 
in respect of the year, preceding the year in which the licence is applied for ; 
and 

(c) in the case of an application by a company incorporated outside Sri Lanka, 
an affidavit from the Chairman of such company supported by a resolution 
of its Board of Directors, stating that such company shall on demand by the 
Central Bank provide such funds as may be necessary to cover all obligations 
and liabilities incurred in the carrying on of banking business in Sri Lanka. 

(3) On receipt of an application under subsection (1) the Monetary Board may, 
where such Board considers it necessary, require the applicant to furnish such other 
documents or particulars, in order to determine whether, a licence should be issued 
or not. 

(4) No company incorporated in Sri Lanka under any written law shall make an 
application for the issue of a licence— 

(a) unless such company is registered as a public company ; 

. (b) unless the Memorandum of Association of the company sets out as the primary 
objects of such company, the carrying on of the business of accepting deposits 
of money subject to withdrawal On demand by cheque/draft, order or other­
wise ; and 

(c) if the Memorandum of Association of the company provides for the carrying 
on of any other form of business, unless the Memorandum of Association of 
the company limits such forms of business to one or more of the forms of 
business specified in Schedule II to this Act. 

(5) Any person who submits an application and other documents under subsections 
(1), (2) and (3) containing information which is to his knowledge false or misleading 
in any material particular, shall be guilty of an offence under this Act.. 

4. ( l)The Monetary Board may require any company incorporated outside 
Sri Lanka, Which has applied for a licence under section 3, to undertake to remit to 
Sri Lanka, prior to the commencemet of their business in Sri Lanka, a sum of money, 
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determined with the approval of the Minister, in United States Dollars, or its equi­
valent in any designated foreign currency. The amount so remitted may form part 
of the assigned capital of such company and shall be kept as a deposit with the Central 
Bank or in such other manner as may be determined from time to time by the Mone­
tary Board. 

(2) The Monetary Board may, where such Board considers it necessary or expedient 
to do so in the interest of national economy, from time to time, make further deter­
minations as regards the remittance of money after the expiry of a period of six months 
from the date of the last of such determinations. 

(3) A determination made under this section shall apply uniformly to all companies 
incorporated outside Sri Lanka which apply for a licence after each such determina­
tion. 

5. (1) On receipt of an application under section 3, the Monetary Board, having 
considered the documents and particulars accompanying such application, and having 
satisfied itself that the terms and condition of such licence will be observed by the 
applicant, shall, with the approval of the Minister, issue a licence to the applicant 
authorizing such applicant to carry on banking business in Sri Lanka. 

(2) The licence shall specify— 

(a) whether the bank shall carry on domestic banking business or offshore banking 
business, or both such business ; and 

(b) the place or places or area within which any bank may carry on business. 

(3) Every licensed commercial bank shall display a copy of the licence issued to 
it under subsection (1) in a conspicuous place within the premises of any such bank. 

6. (1) Subject to the provisions of section 17, no licensed commercial bank shall— 

(a) carry on any banking business other than the business specified in the licence ; 
or 

(b) carry on any other form of business other than those specified in Schedule II 
to this Act. 

7. Nothing contained in the provisions of section 6 shall be construed so as to 
restric the Bank of Ceylon or the People's Bank, established under the Bank of Ceylon 
Ordinance (Chapter 397), the People's Bank Act, No. 29 of 1961, respectively, and 
any Regional Rural Development Bank established under the Regional Rural 
Development Bank Act, No. 15 of 1985, in the exercise of the powers conferred on 
each such bank by and under the aforesaid statutes applicable to each of such banks, 
respectively. 
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8. (1) Every licensed commercial bank shall pay to the Central Bank an annual 
licence fee as may be determined by the Monetary Board, having regard to the differ-
rent classes of banking business carried on by such bank. 

(2) The Monetary Board shall inform each such licensed commercial bank the 
amount payable as licence fee, and the manner in which such fee shall be paid. 

(3) Where a licence fee is determined in respect of classes of banking business such 
fee shall apply to all banks carrying on such classes of business. 

9. (I) Where the Monetary Board is satisfied that any licensed commercial bank 
has— 

(a) failed to commence business within nine months of the issue of the licence 
under section 5 ; or 

(6) failed to pay up any debts incurred by it, on such debts becoming due ; or 

(c) where a petition or action for relief has been filed against it, had appointed 
in respect of it, under any bankrupcy law or any other law which provides 
for relief of debtors or which relates to debtors, a custodian or receiver ; or 

(d) ceased to carry on banking, business, 

the Monetary Board may, give notice that it would cancel the licence issued to such 
bank and shall communicate such notice to the licensed commercial bank. 

(2) A licensed commercial bank may tender objections in writing to the Monetary 
Board against the notice of cancellation under subsection (1), within thirty days of the 
date of receipt of such notice, giving reasons why the licence issued to it under section 
5 should not be so cancelled. 

(3) After the expiration of sixty days from the date of notification of the cancellation 
and after considering the objections tendered to the Board under subsection (2), the 
Monetary Board may withdraw such notice or cancel the licence issued to the licensed 
commercial bank, and shall notify the bank accordingly. 

(4) A cancellation of a licence under subsection (3) shall take effect— 

(a) where no appeal against the cancellation is preferred under subsection (5), 
after the period for preferring such appeal has expired ; or 

(b) where an appeal against the cancellation is preferred under subsection (5), after 
the cancellation is upheld by the Court of Appeal, 

and notification of such cancellation shall be published in the Gazette. 
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(5) Any person aggrieved by a decision of the Monetary Board in respect of any 
cancellation under subsection (3), may appeal against such decision to the Court 
of Appeal within fourteen days of his being informed by the Board of such cancella­
tion. 

(6) Until rules are made under Article 136 of the Constitution pertaining to appeals 
under this section, the rules made under that Article pertaining to applications by way 
of revision to the Court of Appeal shall apply to every appeal made under this section. 

(7) The Court of Appeal may on an appeal made to it under subsection (5), confirm, 
revise, modify or set aside the decision against which the appeal is made and make any 
other order as the interests of justice may require. 

10. (1) Where notice for the cancellation of a licence has been issued by the 
Monetary Board under subsection (1) of section 9, the Board may give directions to 
the licensed commercial bank— 

(a) prohibiting it from dealing with or disposing of its assets in any manner 
specified in such direction ; 

(b) prohibiting it from entering into any transaction or class of transactions so speci­
fied ; or 

(c) prohibiting it from soliciting deposits. 

(2) Whereas a licensed commercial bank has failed to comply with the directions 
issued under subsection (1) the Monetary Board may further direct— 

(a) such bank to forthwith suspend its business within Sri Lanka, and, in the case 
of a bank incorporated or established in Sri Lanka, its business within and 
outside Sri Lanka ; and 

(b) the Director of Bank Supervision to take charge of its business and of its books, 
records, and assets, and it shall be lawful for the Director of Bank Super­
vision to take such steps as are necessary for him to comply with the direc­
tive of the Monetary Board. 

(3) Where the Director of Bank Supervision takes charge of all books, records 
and assets under subsection (2) and the Monetary Board withdraws the cancellation 
unconditionally, the Monetary Board shall direct the Director of Bank Supervision 
to deliver forthwith to such bank the books, records and assets taken into his custody. 

(4) Notwithstanding anything in any written law for the time being in force, no 
action or proceedings may be instituted by any licensed commercial bank in any court 
in respect of any directions given bona fide under this section, and any loss or damage 
incurred or likely to be incurred or alleged to be incurred by reason of any such 
direction. 
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11. (1) Where a licence of a licensed commercial bank is cancelled, the Monetary 
Board shall direct the licensed commercial bank forthwith to suspend its business in 
Sri Lanka and, in the case of a licensed commercial bank incorpoiated or established 
within Sri Lanka, the business both within and outside Sri Lanka, and shall also direct 
the.Director of Bank Supervision to take charge of its business and its books, records 
and assets and to take such steps as may be necessary to prevent the continuance 
of the business of banking by such bank. It shall be lawful for the Director of Bank 
Supervision to take such action as he may be deem necessary to comply with the direc­
tive of the Monetary Board. 

(2) Where the cancellation of a licence has been made in respect of a licensed com­
mercial bank incorporated or established within Sri Lanka by or under any written law 
for the time being in force, the Director of Bank Supervision shall forthwith make 
application to a court of competent jurisdiction to commence proceedings for the 
winding up of the business of such bank, and he shall be appointed liquidator for the 
purposes" of winding up of the bank in accordance with the provisions of Part VIII 
of this Act: 

(3) Where cancellation of a licence has been made in respect of a licensed commercial 
bank incorporated outside Sri Lanka, the Director of Bank Supervision shall forth­
with inform the head office of such bank that it should honour the obligations and 
liabilities incurred in the carrying on of the business of the branch established within 
Sri Lanka, and shall take such steps as may be necessary to enforce any such under-
_taking.as may have been given in this regard in accordance with the provisions of 
subsection (2) of section 3. 

(4) The Monetary Board may, in addition to the procedures laid down in subsec­
tions (1), (2) and (3) of this section, take such other steps in respect of the licensed 
commercial bank, as it may deem necessary by— 

(a) requiring such bank to forthwith take any action or to do any. act or thing 
which the Board may consider necessary in relation to the business of such 

~-lu•>'' bank ; 

(b) appointing a fit and proper person to advice such bank in regard to the proper 
conduct of the business of such bank ; 

(c) assuming control of and carrying on business of such bank, or by delegating 
the control so assumed by the Board, to another person in order to carry 
on the business of the bank ; , 

(d) re-organising such bank by increasing its capital, arranging for new shareholders 
and reconstituting its board of directors ; and 

(e) making such arrangements as are necessary for,the amalgamation of such 
bank with any other licensed commercial bank, that consents to such amal­
gamation. 
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12. (1) The written approval of the Monetary Board given with the concurrence 
of the Minister, shall be required— 

(a) for a licensed commercial bank to open or close a branch, agency or office of 
such bank, in any part of Sri Lanka or to effect a change in the location of 
any existing place of business ; 

(b) for a licensed commercial bank incorporated or established within Sri Lanka 
by or under any written law to open or close a branch, agency, or office 
in any place outside Sri Lanka ; 

(c) for a licensed commercial bank to acquire the business of another licensed 
commercial bank or of any branch of another licensed commercial bank ; 

(d) for any person or nominee of such person, partnership, company or.corporation 
to acquire a material interest in a licensed commercial bank incorporated 
or established within Sri Lanka by or under any written law ; 

For the purposes of this paragraph " material interest" means the holding 
of over ten per centum of the issued capital of such licensed commercial 
bank; and 

(e) for banks incorporated or established outside Sri Lanka to open a representative 
office or such other place of business within Sri Lanka. 

(2) The approval under this section may be granted subject to such terms and condi­
tions as may be specified by the Monetary Board with the concurrence of the Minister. 

13. (1) The Monetary Board may, with the approval of the Minister, on a report 
by the Director of Bank Supervision, by order made in writing, withdraw the approval 
or vary the terms and conditions of an approval granted under section 12, including 
the closure of a branch, agency or office of a licensed commercial bank. Notice of 
the decision of the Monetary Board shall be communicated by the Director of Bank 
Supervision to such bank which shall carry out all the obligations and meet all the 
liabilities of the branch, agency or office. 

(2) Any licensed commercial bank to whom notice has been issued under subsection 
(1) may within thirty days of the date of such order, tender objections in writing to 
the Monetary Board giving reasons why such approval should not be withdrawn 
or the terms and conditions varied. 

(3) After the expiration of sixty days from the date of the notice and after con­
sidering the objections placed before the Board under subsection (2), the Monetary 
Board shall, with the approval of the Minister— 
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(a) by order made in writing, cancel the notice of withdrawal or the variation un* 
conditionally ; or 

(b) by order made in writing and published in the Gazette, confirm the withdrawal 
of variation with or without modification. '. •' 

(4) Where the order for the closure has been made under subsection (1), the Mone» 
tary Board shall direct the Director of Bank Supervision to take all steps as may 
appear necessary in the circumstances, to satisfy himself that all'persons who have 
deposited moneys in that branch, agency or office are given the opportunity to with­
draw such moneys expenditiously and to ensure that such measures as would safeguard 
the interest of such depositors are taken. It shall be lawful for the Director of Bank 
Supervision to take such steps accordingly. 

14. (1) Where the Governor of the Central Bank has reasonable grounds to believe 
that any person or any commercial bank is carrying on banking business without 
a licence, the Governor may direct the Director of Bank Supervision, or any other 
officer of the Central Bank to examine the books, accounts and records fpr. the pur­
pose of ascertaining whether such person or bank has contravened, or is contravening 
any of the provisions of this Act. < . - •» v . 

(2) The Director of Bank Supervision or such other officer so authorized by the 
Governor in terms of subsection (1) may require such person or the bank to furnish 
to him such information or to produce for inspection any books, minutes, accounts, 
cash, securities, vouchers, other documents and records as he may consider necessary 
to obtain for the purpose of such examination, and it shall be the duty of such person 
.or. bank to furnish such information and to submit to such officer for examination 
such books,, minutes, accounts, cash, securities, vouchers, other documents and 
records, as the case may be, when so required. , 

(3) Any person who fails to furnish such information or to produce any books, 
minutes, accounts, cash, securities, vouchers, other documents and records when 
required to do so under subsection (2) shall be guilty of an offence under this Act. 

(4) Any refusal by any person or commercial bank to furnish such information or 
to submit such books, minutes, accounts, cash, securities, vouchers, other documents 
and records in contravention of the provisions of subsection (2) shall be prima facie 
evidence of such person or bank carrying on banking business, without a licence. 

15. - The provisions of this Part shall not be construed to mean that a licence under 
section 5, or approval under section 12, shall be required fpr the. Monetary Board 
or the Central Bank to exercise, perform or discharge the powers, duties or functions, 
in respectof banking business conferred on, or irriposed on, or assigned to, the Mone­
tary Board under the Monetary Law Actor any written law, 
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PART II . 

BANKING NAMES AND DESCRIPTIONS 

16. (1) No company other than a licensed commercial bank shall use as part 
of its name or its description any of the words " bank ", " banker ", or " banking " 
or any of its derivatives or its transliterations, or their equivalent in any other 
language and no licensed commercial banks shall carry on the business of banking 
in Sri Lanka, unless it uses as part of its name at least one of such words : 

Provided, however, a licensed commercial bank incorporated outside Sri Lanka 
and carrying on the business of banking and whose names does not contain the 
word " bank ", " banker ", or " banking " in any language may carry on such 
business in Sri Lanka notwithstanding the omission of these words in its name. 

(2) No firm, individual or group of individuals, shall for the purpose of carrying 
on any business, use as part of its or his name or description any of the words 
" bank ", " banker " or " banking " or any of its derivatives, or its transliterations, 
or their equivalent in any other language. 

(3) Nothing in this section shall apply to— 

(a) a subsidiary of a licensed commercial bank formed for one or more of the 
purposes mentioned in subsection (1) of section 17 of this Act; 

(b) any association of licensed commercial banks formed for the protection of 
their interests ; 

(c) a trade union registered under the Trade Unions Ordinance (Chapter 138) 
which is an association or combination of workers, who are employees 
of a banking institution within the meaning of section 127 of the Monetary 
Law Act, or of the Central Bank ; 

(</) an agency, institution, person or body of persons which falls within the 
meaning of paragraphs (b) and (d) of the definition of " banking institution" 
contained in section 127 of the Monetary Law Act ; 

(e) a company which, within one week of its incorporation, applies for a licence 
under section 2 and until such time as the decision of the Monetary Board 
in respect of the application is conveyed to the company ; 

(/) the representative office of a commercial bank incorporated or established 
outside Sri Lanka. 

-• 17. (1) A licensed commercial bank incorporated or established in.Sri Lanka 
shall not have as its subsidiary a company which is not a licensed commercial bank : 
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Provided however, such bank may, with the written permission of" the Monetary 
Board, have a subsidiary which— 

. (a) carries on the sole business of providing training in any one of the subjects 
relating to banking, accountancy, valuation, project appraisal and credit 
appraisal; 

(b) carries on the sole business of engaging in hire purchase transactions ; 

(c) carries on the sole business of providing medium and long term credit for 

development; 

(d) carries on the sole business of factory leasing and warehousing ; 

(e) carries on the sole business of providing management consultancy services ; 
. ( / ) become the subsidiary only by reason of a licensed commercial bank having 

to acquire the share of a company consequent to such licensed commercial 
bank capitalising the capitol and the interest accrued thereon and which 
is unpaid by the company to the bank, on loans granted by the licensed 
commercial bank; 

(g) carries on any form of business which is not specified in Schedule II to this 
Act : 

Provided, further that the provisions of this subsection shall not apply to a 
subsidiary formed before the appointed date by any licensed commercial bank 
incorporated or established in Sri Lanka. 

(2) A licensed commercial bank shall not accord to any of its subsidiary companies, 
treatment which is more favourable than the treatment accorded to other constituents 
of the bank, carrying on the same business as any such subsidiary company. 

(3) For the purposes of this Act a company shall, subject to the provisions of 
subsection (4) of this section, be deemed to be a subsidiary of another if, and only if— 

(i) that other company holds more than half in nominal value of its equity share 
capital; or 

(ii) that other company is a shareholder of it and controls the composition of its 
board of directors ; or 

(iii) the first-mentioned company is a subsidiary of any company which is that 
other's subsidiary. 
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(4) In determining whether one company is a subsidiary of another— 

(a) any shares held or power exercisable by that other in a fiduciary capacity 
shall be treated as not held or exercisable by i t ; 

(b) subject to the provisions of paragraphs (c) and (d), any shares held or power 
exercisable— 

(i) by any person as a nominee for that other except where that other is 
concerned only in a fiduciary capacity ; or 

O'i) by, or by a nominee for, a subsidiary of that other, not being a 
subsidiary which is concerned only in a fiduciary capacity, 

shall be treated as held or exercisable by that other; 

(c) any shares held or power exercisable by any person by virtue of the provisions 
of any debentures of the first mentioned company or of a trust deed for 
securing the issue of such debentures shall be disregarded ; 

(d) any shares held or power exercisable by, or by a nominee of, that other or its 
subsidiary (not being held or exercisable as referred to in paragraph (c) 
shall be treated as not held or exercisable by that other, if the ordinary 
business of that other or its subsidiary, as the case may be, includes the 
lending of money, and the shares are held or power is exercisable as 
aforesaid by way of security, only for the purposes of a transaction entered 
into in the ordinary course of that business. 

(5) For the purposes of this Act, a company shall be deemed to be another's 
holding company if, and only if, that other is its subsidiary. 

(6) In this Part the expression'" equity share capital" in relation to a company, 
means its issued share capital excluding any part thereof which, neither in respect of 
devidends nor as respects capital, carries any right to participate beyond a specified 
amount in a distribution. 

PART III 

CAPITAL REQUIREMENTS, RESERVE FUNDS AND MAINTENANCE OF 

LIQUID ASSETS 

18. Notwithstanding anything contained in any other written law no licensed 
commercial bank'shall on or after the appointed date, commence or carry on business 
in Sri Lanka unless it complies with all the requirements specified in this Part. 

19. (1) Every licensed commercial bank shall at all times maintain an unimpaired 
capital in an amount not less than twenty-five million rupees. 
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' (2) The unimpaired capital shall be— •.'<.•'.• ; > 1 ' 

, (a) paid up if it is a licensed commercial bank,incorporated or established in, 
. Sri Lanka by or under, any written law ; ; . . ,.; 

(b) assigned to such bank by the head office if it is a licensed commercial bank 
incorporated or established outside Sri Lanka : 

Provided however, the Monetary Board may having'regard to the deposit 
liabilities or. to the total liabilities 'including' 'contingent liabilities, or to the total 
assets or to any specified categories of such assets," of a bank, after a period of five 
years from the appointed date, vary from time to time the amount specified as the 
minimum amount required to be maintained by;. a licensed, commercial bank as 
unimpaired capital. The Monetary Board shall, in writing, communicate ,to ;'all 
licensed commercial banks any variation made by it, in respect of the unimpaired 
capital required to be maintained by a licensed commercial bank. Where any 
licensed commercial bank'is required by sUch variation to augment its capital, it 
shall upon application to the Monetary Board, be afforded a period of twelve-months, 
or such longer period as may'be granted by the Monetary Board, in whichtof comply 
with that requirement. 

(3) For the purpose of computing the minimum required capital, when such 
amount is prescribed in reference to liabilities or assets, both capital and'liabilities 
or assets shall be of such kind and computed in such manner as the Monetary Board 
may form time to time determine, having regard to the interests of national 
economy. . ' 

(4) In the case of a licensed commercial bank incorporated or established in Sri 
Lanka by or under any written law, the limit of foreign -participation in the capital 
of such bank, shall at no time exceed the limit, established from time to time, by 
the Monetary Board. , , ; -

, (5)A licensed commercial bank shall not reducesits— 

(a) paid-up capital; or 

(6) capital assigned to such bank, 

without the prior written approval of the Monetary Board. 

(6) A licensed commercial bank shall not create any charge upon any; unpaid 
capital of such bank and any such charge created in contravention of these provisions 
shall be null and void. . „. 

(7) (a) Every licensed commercial;bank shall at all times maintain capital funds 
in an aggregate amount equivalent to such percentage of the average of its month-end 
liabilities including contingent liabilities, incurred. during the preceding twelve 
months as may from time to time be determined by the Monetary Board, having 
regard to the interests of national economy.. , : . 
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(b) Any variation in the percentage referred to in paragraph (a) shall be 
communicated to every licensed commercial bank by the Monetary Board in 
writing, provided that every licensed commercial bank which is required by such 
variation to augment its capital funds, shall be afforded a period of twelve months 
or such longer period as may be granted by the Monetary Board, in which to comply 
with such requirement. 

(8) Nothing contained in subsections (1) and (7) shall be construed to mean 
that the licensed commercial banks set out in Schedule I of this Act are required to 
comply with the provisions of the preceding subsections before the expiry of twelve 
months from the appointed date. 

(9) Where the capital or capital funds of a licensed commercial bank have become 
deficient in terms of the provisions of the preceding subsections the Monetary Board 
may, grant a reasonable period of time for the rectification of such deficiency. 

20. (1) Every licensed commercial bank shall maintain a reserve fund and shall 
out of the net profits after the payment of tax of each year, before any dividend is 
declared or any profits are transferred to the head office or elsewhere, transfer to 
such reserve fund— 

(a) a sum equivalent to not less than five per centum of such profits until the 
amount of the said reserve fund is equal to fifty per centum of the paid-up 
or assigned capital of such bank, as the case may be ; and 

(b) a further sum equivalent to not less than two per centum of such profits 
until the amount of the said reserve fund is equal to the paid-up of assigned 

. capital of such bank as the case may be : 

Provided , however, that an amount not less than twenty-five per centum of the 
net profits shall be utilised for setting off such intangible assets as may be determined 
by the Monetary Board, before such profits are transferred to the reserve fund. 

(2) The reserve fund of any licensed commercial bank shall not be reduced nor 
impaired : 

Provided, however, that the Monetary Board may, specify circumstances in which 
the reserve fund may be reduced, and shall permit a reduction when a transfer is 
made for the purpose of increasing the paid-up or asigned capital, as the case 
may be. The Monetary Board shall permit an impairment of the reserve fund 
when it is the only means of preventing an impairment of paid-up or assigned capital, 
as the case may be, subject to the condition that within a givert period of time, the 
deficiency shall be rectified. 

21. (1) Every licensed commercial bank shall-maintain liquid assets in such 
amount as may from time to time be determined by the Monetary Board having 
regard to the nature of the business carried on by such bank, which shall not in a 
daily average each month, be loss than such percentage of the total of its liabilities, 
less its liabilities to the Central Bank and to-the Shareholders: 
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Provided, however, the percentage determined by the Monetary Board shall not 
be less than twenty per centum and not more than forty per centum of the total of its 
liabilities, less its liabilities to the Central Bank and to the shareholders. 

(2) The Director of Bank Supervision, may, by notice in writing, require every 
licensed commercial bank to furnish to him such return or returns as she may deem 
necessary for the purposes of satisfying himself that the provisions of subsection 
(1) have been complied with, and every licensed commercial bank so noticed, shall 
furnish such return or returns as may be required. 

(3) Any licensed commercial bank which fails to comply with the provisions of 
subsection (1) shall, within such time as may be determined by the Monetary Board, 
pay to the Central Bank a charge on the amount of the deficiency calculated at such 
rate as may be determined by the Monetary Board. 

(4) Any licensed commercial bank which fails to comply with the provisions of 
subsection (3) shall be guilty of an offence under this Act. 

22. No licensed commercial bank incorporated or established within Sri Lanka 
by or under any written law shall pay any dividend on its shares and no licensed 
commercial bank incorporated outside Sri Lanka shall transfer abroad any profits 
earned in Sri Lanka, until all its capitalised expenses, including preliminary 
expenses and other items of expenditure not represented by tangible assets, have 
been completely written off. 

PART IV 

OFF-SHORE BANIKNG BUSINESS 

23. No off-shore banking business shall be carried oh except by a commercial 
bank Licensed to carry on off-shore banking and such bank shall carry on its 
business in accordance with such off-shore banking scheme formulated by the 
Monetary Board : 

Provided that the banks specified in Schedule I, which on the appointed date 
are carrying on off-shore banking business under the " Foreign Currency Banking 
Scheme " established by the Monetary Board shall be issued a licence in terms of 
section 5 enabling such banks to carry on off-shore banking business under this 
Part. " • 

24. All off-shore operations of a licensed commercial bank under this Part 
shall be carried on by its offrshore unit, and Parts III, V and VI of this Act shall 
not apply in respect of off-shore banking business. 

25. The Monetary Board may, by order made with the approval of the Minister, 
authorize an off-shore unit of a licensed commercial bank subject to such terms and 
conditions as the Monetary Board may, with the approval of the Minister, impose, 
having regard to the interests of national economy, to carry on all or any Of the 
following businesses ;— . • •: 
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(a) accept time and demand deposits from any non-resident in any designated 
foreign currency provided that, in the case of time deposits, such deposits 
shall not be less than ten thousand United States dollars, or its equivalent, 
or such higher amount as may be determined by the Monetary Board, 
and provided that no savings accounts from which funds are .withdrawable 
by cheque shall be opened by such off-shore unit; 

(b) borrow any sum in a designated foreign currency from any non-resident; 

(c) extend accommodation to any non-resident in any designated foreign 
currency; 

(d) engage in any transaction in any designated foreign currency with any other 
off-shore unit; and 

(e) engage in any other transaction authorized by the Monetary Board with the 
approval of the Minister, in any designated foreign currency. 

26. The Monetary Board may with the approval of the Minister, by order 
authorize licensed commercial banks to engage in off-shore banking business in any 
or all of the business specified under section 25, subject to such terms and conditions 
as the Monetary Board may specify with the approval of the Minister having regard 
to the interests of national economy. 

27. Every licensed commercial bank shall, in respect of its off-shore unit, 
prepare— 

(a) a balance sheet as at the last working day of each financial year of such licensed 
commercial bank ; ' > 

' (b) a profit and loss account in respect of such year. 

28. The Monetary Board may specify the form of the balance sheet and profit 
and loss account referred to in section 27 and the balance sheet and profit and loss 
account shall be prepared in such form as is specified. 

29. The provisions of Part III, Part VI and Part VII of Chapter V of the Monetary 
Law Act, shall not apply in respect of off-shore units. 

30. (1) Every commercial bank engaged in off-shore banking business, shall 
appoint annually, a qualified auditor to audit the accounts of its off-shore unit and 
such auditor shall submit a report to such licensed commercial bank in respect of 
the accounts, balance sheet and profit and loss account of such, off-shore unit. The 
auditor shall state in his report whether in his opinion, the balance sheet and profit 
and loss account are full and fair and properly drawn up and whether they exhibit 
a true and correct statement of affairs of the licensed commercial bank. 
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(2) A certified copy of the report shall be sent to the Monetary Board, and if the 
Monetary Board is of the opinion that the auditor has not discharged his duty to 
the best of his ability the Board may, Order the licensed commercial bank to appoint 
another auditor for the purpose of preparing a fresh report. 

31. The Monetary Board may cause an examination of any off-shore unit to be 
made by officers duly authorized by it, in that behalf, in consequence of the auditor's 
report, or the auditor's failure to submit a report, or because, of other relevant 
information that affords the Monetary Board reasonable grounds to believe that the 
off-shore unit is not in a sound financial condition or that it is.engaging in fraudulent 
unsafe or unsound banking practices or that the requirements of this Part have riot 
been comphed with in the carrying on of its business. ... , . , : ? 

32. Every off-shore banking unit shall maintain the books, minutes, accounts, 
cash, securities, vouchers, other documents and records as may be determined by t h e ' 
Monetary Board, h a y i n g s regard to the nature of the business carried on by such 
off-shore unit. . : • 

33. (1) It shall be lawful for the Director of Bank Supervision or any officer of 
the Department of Bank Supervision or anyofficer authorized under section 31— '•• 

(a) to require any director, officer or employee of any off-shore unit to furnish 
him with such information as he may, consider necessary to obtain, for the 
purpose of ascertaining the true condition of the affairs of any off-shore 

V .- / . unit ; ' .* -•. ; ; -;_-v .,• v , ; - ; -.. . •. ,•-

(b) to require any such director, officer, or employee to produce for inspection 
by him at such time as he may specify any books, minutes, accounts, cash, 
securities, vouchers Other documents and records1 in the possession of such 
director, officer or employee containing or likely to contain any such 
information. 

(2) It shall be the duty of every director, officer or employee of any off-shore unit 
to afford to the Director of Bank Supervision or to any officer of his department 
or any officer authorized under section 31 : whenever required so to do, in terms of 
subsection (1), the fullest opportunity to examine books, minutes, accounts, cash, 
securities, vouchers, other documents and. records in his possession containing or 
hkely to contain any such information. 

(3) -If any books, minutes, accounts, cash, Securities, vouchers, other documents 
and records are not produced or information not furnished in accordance with the 
provisions of subsection (2), the officer so defaulting shall be guilty of an offence 
under this Act. 

34. Subject to the provisions of this Part, the Monetary Board-triay, from time 
to time, call for information, reports and returns as it may deem necessary for the 
purposes of this Part arid may publish information and data extracted therefrom 
which does not disclose particulars of individual transactions. 
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PART V 

ACCOUNTS, AUDIT, INFORMATION AND INSPECTION 

35. Every licensed commercial bank shall prepare at the expiration of each 
financial year— 

(a) a balance sheet as at the last working day of such financial year ; and 

(b) a profit and loss account in respect of such year. 

36. (1) The balance sheet of a licensed commercial bank shall set out the state 
of affairs of such bank as at the end of the financial year to which such balance sheet 
relates. 

(2) There shall be shown in the balance sheet or in any statement annexed 
thereto — 

(a) capitalised expenses not represented by tangible assets under separate 
headings, so far as they are not written off; 

(b) the market value of investments; 

(c)the method adopted to value fixed assets if there had been any valuation of 
such assets during the financial year ; 

(d) the aggregate amounts of advances after the provisions for bad and doubtful 
. debts; 

(e) any increase or decrease in the provision for depreciation, renewals or 

diminution in the value of fixed assets ; 

(/) the sources and applications of funds; 

(g) reserves, provisions and liabilities distinguishable from each other ; 

(A) except in the case of the first balance sheet after the coming into force of this 
Part of this Act the corresponding amounts at the end of the immediately 
preceding financial year for all items shown in the balance sheet. 

37. There shall be shown in the profit and loss account or in any statement 
annexed thereto— 

(a) the amount charged to revenue by way of provision for depreciation, renewals 
or diminution invalue..of.fixed assets : 
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(b) the amount charged to revenue for Sri Lanka income tax and other Sri Lanka 
taxation on profits and distinguishable from such accounts, the amounts, 
of material, set aside or proposed to be set aside for liabilities in respect 
of tax due in the current year of taxation or a succeeding year ; 

(c) the aggregate amount of dividends paid or proposed to be paid ; 

(d) the amount of remuneration of auditors; 

(e) the amount charged to revenue representing the aggregate amount of the 
emoluments of directors; 

( / ) the amount set aside or proposed to be set aside to, or withdrawn from, 
reserves ; 

(g) under separate headings, the profit or loss or the income and expenses arising 
from transactions such as are not usually carried on by banking companies 
and are carried on owing to circumstances of an exceptional or. non-recurrent 
nature or by a change in the basis of accounting ; 

(h) except in the case of the first profit and loss account after the coming into 
force of this Part of this Act, the corresponding amount at the end of the 

. immediately proceeding financial year for all items shown in the profit and 
loss account. 

38. (1) Every licensed commercial bank incorporated or established within Sri 
Lanka by or under any written law shall transmit to the Director of Bank Supervision, 
and publish within five months after the close of the financial year its balance sheet 
as at the close of the financial year, and exhibit them in a conspicuous place of each 
of its.places of business, until the balance sheet and profit and loss account for the 
succeeding financial year are prepared and exhibited. 

(2) Every licensed commercial bank incorporated outside Sri Lanka shall transmit 
to the Director of Bank Supervision within five months of the close of each financial 
year its balance sheet as at the close of the financial year and its profit and loss 
account for such financial year in respect of its business in Sri Lanka. 

(3) The Monetary Board may specify the form of the balance sheet and profit 
and loss account referred to in this Part and where such form is specified, the balance 
sheet and profit arid loss account of every licensed commercial bank shall be prepared 
;n such form as may be specified. 

.(4) Every commercial bank licensed to carry on banking business in. Sri Lanka 
shall within six months of the close of the financial year, exhibit in a conspicuous 
place within the place of business of'such commercial bank-;-
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(a) the profit and loss account for such financial year in respect of its business 
within Sri Lanka including the business of its off-shore unit; and 

(b) the consolidated -balance sheet as at the end of such financial year setting out 
the state of affairs of such commercial bank and of its affiliates and 
subsidiaries, until its next profit and loss account and balance sheet are 
exhibited. 

39. (1) Every licensed commercial bank shall appoint annually a qualified 
auditor to audit the accounts of such bank. The duties of such auditor shall be— 

(a) in the case of a licensed commercial bank incorporated or established within 
Sri Lanka by or under any written law, to prepare a report in respect of 
the accounts balance sheet and profit and loss account examined by him, 
to be submitted to each of its shareholders ; and 

(b) in the case of a licensed commercial bank incorporated outside Sri Lanka, 
to submit a report to its head office in respect of the accounts, balance sheet 
and the profit and loss account examined by him. 

(2) Every such report, which shall be completed within three months of the end of 
the financial year, shall contain a statement by the auditor as to whether in his opinion 
the balance sheet and profit and loss account contain a full and fair and properly 
drawn up statement and whether they represent a true and correct statement of the 
bank's affairs, and if the auditor has called for an explanation or any information 
from the officers or agents of such licensed commercial bank whether such explanation 
or information is satisfactory. , 

(3) The report of the auditor made in accordance with subsections (1) and (2) 
shall, in the case of a licensed commercial bank incorporated or established within 
Sri Lanka by or under any written law, be read together with the report of the Board 
of Directors of the licensed commercial bank at the annual general meeting of its 
share-holders, and, in the case of a licensed commercial bank incorporated outside 
Sri Lanka, be transmitted to the head office of such licensed commercial bank. A 
copy of such report shall be transmitted to the Director of Bank Supervision. Where 
the Director of Bank Supervision is not satisfied with the report of the auditor, 
he may make a request to the Monetary Board for the appointment of a new auditor 
to submit a fresh report. 

(4) If a licensed commercial bank fails to appoint an auditor under subsection (1) 
or the Director of Bank Supervision has made a request to the Monetary Board in 
terms of subsection (3), the Monetary Board shall have the power to appoint an 
auditor for such licensed commercial bank. 

(5) Every auditor appointed under subsection (1) or (4) shall have a right of 
access at all times to the books, accounts and vouchers and all documents and 
records belonging to the licensed commercial bank, which he considers necessary 
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for the performance of his duties, and he shall be entitled to require from the officers 
of such bank such information and explanations as he thinks necessary for the 
performance and proper discharge of his duties and functions as auditor.. 

(6) The remuneration of the auditor, whether appointed by the licensed commercial 
bank or by the Monetary Board, shall be paid by the licensed commercial bank and, 
in the case of an auditor appointed by the Monetary Board under subsection (4), 
he shall be paid such amount as may be determined by the Monetary Board. 

, (7) No person haying an interest in any licensed commercial bank or any 
director, officer, employee, agent of such licensed commercial bank shall be eligible 
for appointment as auditor for that licensed commercial bank. Any person appointed 
as auditor who shall after such, appointment acquire any interest in or become 
a director, officer, employee or agent of such licensed commercial bank shall forthwith 
cease to act as such auditor. -

(8) Nothing contained in this section shall apply to the audit of the accounts' of 
any licensed commercial bank which is a public corporation. 

40. Where any licensed commercial bank has, due to circumstances beyond its 
control, failed to comply with the provisions of section 35, or where an auditor 
appointed by such licensed commercial bank has, due to reasons beyond his control, 
failed to complete the audit report as specified, the Monetary Board may, on an 
application made by such licensed commercial banks, grant a reasonable period of 
time for compliance with the preceding provisions of this Part. < 

41. ( l )The Monetary Board shall, from time to timej cause an examination of 
any licensed commercial bank or any of its subsidiaries, to be made by an officer 
duly authorized by it, whenever it appears to the Board that such examination is 
necessary or expedient in order to examine whether such licensed commercial bank 
is in a sound financial condition and whether the carrying on of business by the 
licensed commercial bank has been in accordance with the provisions of this.Act 
or any other written law. " ; " 

(2) Every licensed commercial bank and any subsidiary of such licensed commercial 
bank referred to in subsection (1) shall permit the officer authorized by the Monetary 
Board, to inspect at any time as requested by such officer all books, minutes, accounts, 
cash, securities, vouchers other documents arid records relating to its business and 
shall be required to furnish such information concerning its business as may be 
requested by such officer. 

(3) If any books, minutes, accounts, cash securities, vouchers, other documents 
and records are not produced or information not furnished in accordance with the 
provisions of subsection (2) or if any information furnished or item produced is false 
in any material particular the defaulting licensed commercial bank or subsidiary 
or both, as the case maybe, shall be guilty of an offence under this Act. 
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P A R T VI 

DISQUALIFICATION FOR APPOINTMENT AS DIRECTOR, SECRETARY, 
&c. OF LICENSED COMMERCIAL BANKS 

42. (1) No person shall be appointed or elected as a director of a licensed 
commercial bank if he—: 

(a) is a person , who, having been declared insolvent or a bankrupt under any 
law in Sri Lanka or in any other country, is an undischarged insolvent or 
bankrupt; or 

(b) is serving or has served a sentence of imprisonment imposed by any court 
in Sri Lanka or any other country ; or 

(c) has been convicted of any act which is of a fraudulent or illegal character. 

(2) A director of a licensed commercial bank shell be removed from the office of 
director if— 

(a) he becomes subject to any of the disqualifications mentioned in subsection (1); 

or 

(b) he becomes permanently incapable o f performing bis duties ;. or 

(c) he has been convicted of any act which is of a fraudulent or illegal character; or 
(6?) has done an act or thing which is manifestly opposed to the objectives and 

interests of the licensed commercial bank. 

43. No licensed commercial bank shall have as Secretary of such licensed 
commercial bank, a person other than an employee of such licensed commercial 
bank. 

44. (1) No person shall be appointed as Manager, Secretary or other official 
of a licensed commercial bank and any such person appointed as Manager, Secretary 
or other official of such bank shall be removed from office if he— 

(a) is a person, who, having been declared insolvent or a bankrupt under any law 
in Sri Lanka or in any other country, is an undischarged insolvent or 
bankrupt; or 

(b) is serving or has served a sentence of imprisonment imposed by any court in 
Sri Lanka or by any other country ; or 

(c) has been convicted of any act which is of a fraudulent or illegal character. 
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(2) No person who has been a director or has been a chief executive officer of a 
licensed commercial bank which has been wound up by an Order of court shall, 
without the written approval of the Monetary Board, act as a director or chief 
executive officer of a licensed commercial bank. 

(3) No licensed commercial bank shall employ or be managed by a managing 
agent other than an employee of such licensed commercial bank. 

PART VII 

CONTROL OVER LICENSED COMMERCIAL BANKS 

45. (1) Where the Director of Bank Supervision is of the opinion that a licensed 
commercial bank— 

(a) is engaging in unsafe or unsound practices in the carrying on of its business, 

which— 

(«) is likely to jeopardise its obligations to its depositors ; or 

(IJ) is likely to result in such bank being unable; to meet its obligations ; or 

(b) has contravened or failed to comply with the provisions of the Monetary Law 
Act or the provisions of this Act, 

he may issue an order directing such licensed commercial bank— 

(a) to cease and desist from any such practice or contravention ; or 

(6) to comply with the provisions of the Monetary Law Act or the provisions of 
this Act; or 

(c) to take necessary action to correct the conditions resulting from such practice 
or contravention. 

(2) Any licensed commercial bank dissatisfied with an order given under subsection 
(1), may, before the expiry of thirty days from the date of the issue order, appeal 
in writing to the Monetary Board and the Monetary Board shall render its decision 
within fifteen days of receipt of such appeal. 

46. (1) The Monetary Board may give directions as it may deem necessary to 
all or any licensed commercial bank specifying— 

(a) the class or classes of advances which may or may not be made by such bank ; 

(Z») the margins to be maintained in respect of secured advances ; 
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(c) the maximum amount of accommodation which, having regard to the paid-up 
capital, reserves and deposits of such licensed commercial bank and other 
relevant considerations, as may be made by such bank to any one company, 
public corporation, firm, association of persons or individuals, or in the 
aggregate, to an individual, his close relations or a company or firm in which 
he has a substantial interest; 

(d) the maximum percentage of the share capital in a licensed commercial bank 
incorporated in Sri Lanka— . 

(i) held by a company, an incorporated body, or an individual; 

(ii) in the aggregate by— 

(a) a company and one or more of the following :— 

(ad) its subsidiaries; 

(bb) its holding company ; •" -

(cc) a subsidiary of its holding company ';' or 

(dd) a company in which such company or its subsidiary, or its 
holding company, or a subsidiary of its holding company 
has a substantial interest; or 

(b) an individual and one or more of the following :— 

(ad) his close relations ; 

(bb) a company in which he has a substantial interest Or in which 
his close relation has a substantial interest; 

(cc) the subsidiary of such company ; 

(dd) a holding company of such company ; 

(ee) a subsidiary of such company's holding company ; 

(ff) a company in which such company, or its subsidiary, or its 
holding company or a subsidiary of its holding company 
has a substantial interest; or 

(gg) an incorporated body other than a company in which such 
individual or his close relation has a substantial interest. 
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. (2) A direction issued under, subsection (1) shall have, .effect not withstanding that 
such direction, will require a licensed cprnmerdal bank, to effect a, change in the 
nature or amount of any ,of its .assets, or, liabilities,; whether acquired or incurred 
beforei or. after the date of the coming into operation of this Act, provided, that: a 
licensed'commercial bank which is required to so effect a change, is afforded a period 
of twelve rnonths from rthe,date of such direction or. such longer -period, as may be 
granted by the .Monetary Board, in which, to comply with that;requirement. 

(3) In order to comply with a direction issued to it under paragraph (d) of sub­
section pJ^ahcensed commercial bank maydirect^ar^rson, holding, shares in such 
bank.to reduce.the; number of shares held by,such person in such bank, whether 
such, shares were acquired by such person before or after the appointed date, within 
such .period as, may .be, specified in such, direction ;an,d,it. shall be the duty of such, 
person to .comply with such direction. . 

(4) A person who fails to comply with a..direction, given .to jbim under, sub-rsection 
(3) shall be guilty of an offence under this Act, and shall on conviction after summary 
trial by a Magistrate be liable to imprisonment for a term not exceeding eighteen 
months or to a fine not exceeding one thousand rupees pr to, both such imprisonment 
and fine. ; j , - , , - <'. 

47 ;, (OJheprpvjtsipns of this section,sfrall apply rjnly to. licensed commercial 
banks carryingondomesticbanldng.b^^ ,, ; , , , , , r 

(2) No licensed commercial bank shall grant accommodation against security of— 

""(o)*its'own shiares'^'or""'. . • ' 

(b) shares of companies which have a substantial interest in i t ; or 

( e ) shares of companies in which the companies referred to in paragraph !(b) have 
' substantial interest. •"'' 1 -

(3) No licensed commercial bank shall grant any accommodation to any of its 
directors or to a close relation of such director, unless such security as may from 
time.to time'be approved by the Monetary Board, is given, and such accommodation 
is. sanctioned at a meeting,of the Board of Directors ;with not less than two thirds 
of the number of directors .constituting the : Board of Directors of the licensed 
commercial bank (other than the director concerned), voting in favour of such 
accommodation, . ; ;,„,.,... . . -:

 r ; 

(4) Accommodation granted by.a licensed commercial, bank to a director or to a,, 
close relation of.such, director .shall not exceed ;the,:ampunt pf the accommodation, 
if any, extended to him or such close relation, and outstanding on the day prior to 
the date of his appointment as a director or on the day prior to the appointed date, 
wlucheyer is, later, or rupees five, hundred thousand, : whichever, is,more,, and such 
accommodation is secured by such security as may from time to time be approved 
by;|me.Mpnetary .Board for the p u l s e s , of this section.. ; 
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(5) No licensed commercial bank shall grant accommodation to any concern 
fh which such director who on the day prior to the date of his appointment as a 
director or on the date prior to the appointed date, whichever is earlier, has a. 
substantial interest, unless such a security, as may from time to time be approved 
by the Monetary Board is given, and such accommodation is sanctioned at a 
meeting of the Board of Directors, with not less than two thirds of the number of 
directors constituting the Board of Directors of the licensed commercial bank 
(other than the director concerned), voting in favour of such accommodation. 

(6) Where any accommodation has been granted by a licensed commercial bank 
to a person or a close relation of a person or to any concern in which the person has 
a substantial interest and if the person is a director of that licensed commercial bank 
on the appointed date or is appointed a director after the appointed date, steps shall 
be taken to obtain such security as may be approved for that purpose by the 
Monetary Board, within one year from the appointed date or from the date of 
appointment as director, whichever is applicable. 

(7) Where such seburity has not been provided as specified in subsection (6), the 
licensed commercial bank shall take steps to recover any amount due on account 
of any accommodation together with interest, if any, due thereon— 

(a) within the period specified at the time of the grant of accommodation or at the 
expiry of a period of six months of the termination of the period specified 
in subsection (6), whichever is earlier ; 

(6) where no period has been specified, at the expiry of a period of one year of the 
termination of the period specified in subsection (6): 

Provided that the Monetary Board may, in any case, on an application 
in writing made to it by the licensed commercial bank in that behalf, extend 
the period for the recovery of the accommodation until a date, not beyond 
the period of three years commencing from the expiry of six months specified 
in paragraph (a): 

Provided further, that the provisions of this subsection and of subsection 
(6) shall not apply if and when the director concerned vacates such office 
whether by death, retirement, resignation or otherwise. 

(8) Where no security has been provided within the period specified in subsection 
(6), or the amount due has not been repaid in terms of subsection (7) in respect of 
ah accommodation granted to a director or to a concern in which the director has 
a substantial interest such Director shall be deemed to have vacated office on the 
expiry of the period specified in subsection (7). 

(9) Every director of a licensed commercial bank, who is in any manner whatsoever, 
whether directly or indirectly, interested in any accommodation or proposed 
accommodation from that licensed commercial bank, shall as soon as is practicable, 
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declare the nature of his interest to the Board of Directors and the Secretary or 
Manager of such licensed commercial bank shall cause the declaration to be circulated 
forthwith to all the directors. 

(10) A director shall not take part in any deliberations or decisions of the Board 
with regard to any business transacted or proposed to be transacted by a licensed 
commercial bank in which the director or a closerelation of the director, or. a concern 
in which the director has a substantial interest, is interested, and the director shall 
withdraw from the meeting of the Board at which such business is discussed or 
transacted while the deliberation is in progress or decision is being made. 

(11) No accommodation or any part thereof granted by a licensed commercial 
bank to a director or to a close relation of the director or to a concern in which the. 
director has a substantial interest shall be remitted without the prior approval 
of the Monetary Board, and any remission without such approval shall be void and 
of no effect. 

(12) Any director who contravenes the provisions of subsections (9) and (10) 
shall be guilty of an offence undeT this Act. 

(13) For the purpose of this section— 

" company " shall not include a company incorporated outside Sri Lanka ; 

" director " shall not include a director of a licensed commercial bank 
incorporated outside Sri Lanka.; . 

48. (1) Notwithstanding anything contained in any,other written law or in any 
contract, no licensed commercial bank shall directly or indirectly deal in the buying 
or selling or bartering of goods, except in connection with the realization of security 
given to or held by it, or engage in any trade, or buy, sell or barter goods for others, 
otherwise, than in connection with bills of exchange received for collection or 
negotiation or with such of it§ business as is referred to in Schedule II or in any other 
law or in the Bank of Ceylon Ordinance (Chapter 397) or in the People's Bank Act, 
No. 29 of 1961, where the provisions of these enactments are applicable. 

(2) The provisions of the preceding subsection shall hot apply to any such business 
as aforesaid, which was being carried on by a bank on the appointed date :-. 

Provided that the said business shall be completed before the expiry of one year 
from the appointed date. 

49. Without the prior approval obtained in writing of the Monetary Board, 
no licensed commercial bank shall sell, transfer, assign or dispose of any of its 
immovable assets below the market value of the assets or increase the valuation of 
the assets as recorded in the books of the bank above the market value of the assets. 
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-•: •• • -PART VIII 

LIQUIDATION OF LICENSED COMMERCIAL BANKS INCORPORATED WITHIN SRI LANKA 
AND CLOSURE OF BRANCHES OF LICENSED COMMERCIAL BANKS 

- INCORPORATED OUTSIDE SRI LANKA 

'50. The Director of Bank Supervision shall be appointed as the liquidator for 
the purposes of this Part. 

51. No voluntary liquidation of a licensed commercial bank incorporated or 
established in Sri Lanka by or under any written law shall be effected without the 
prior authorization of the Monetary Board obtained in writing. The authorization 
shall'be granted only if it appears to the Monetary Board that— 

(a) the licensed commercial bank is solvent and has sufficient liquid assets to repay 
its depositors and other creditors without delay ; and 

(b) the liquidation has been approved by the affirmative vote of the shareholders 
of at least three-fourths of the outstanding shares entitled to vote at a 
meeting called expressly for this purpose : 

Provided that if the liquidation is to be affected in whole or in part 
through the sale of any of the assets of the licensed commercial bank to, 

. and the assumption of its deposit liabilities by, another licensed commercial 
bank, the Monetary Board may, upon a finding of imminent danger of 
insolvency, waive the requirement for shareholder approval: 

Provided further,-that the provisions' of paragraph (c) of subsection (1) 
of section 12 shall riot apply to such assumption of liabilities. 

52,: Where a licensed commercial bank has received the authorization of the 
Monetary Board to liquidate, such bank shall— 

(a) immediately cease to carry on business, exercising only such powers as are 

necessary to effect an orderly liquidation ; 

(b) repay sums of money due to its depositors and other creditors ; . . 

(c) wind up all operations undertaken prior to the receipt of the authorization. 
53. Any licensed commercial bank which is subject to voluntary liquidation 

shall, within thirty days of the receipt of the authorization referred to in section 51 
cause a notice of voluntary liquidation, to be sent by registered post to all depositors, 
to the creditors, and persons otherwise entitled to the funds or property held by such 
licensed /commercial bank as a fiduciary, lessor or a safe deposit box or bailee. 
The Monetary Board shall specify the information to be included in the notice. The 
Monetary Board may,' where it considers it expedient so to do, exempt the posting' 
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' of such notice to specified persons upon a showing- of reasonable cause therefor by 
such licensed commercial bank. The notice shall be kept displayed in a conspicuous 

• place; within the place of business of the licensed commercial bank; and shall; be given 
such other publicity as the Monetary Board may direct. <• : " ,f; ^ ; ,., 

54. The* authorization toigo into voluntary, liquidation shall; not ^prejudice the 
rights of a depositor or other creditor: or owner-to payment in full of his claim.and 
the rights on an.owner of.funds or other.property held,by the licensed commercial 
bank. All lawful claims shall be paid promptly and all funds and other property 

r held by the; licensed commercial -bank shall' be returned to their rightful owners 
within such maximum period as the Monetary Board may determine. 

55. Where the Monetary Board,is of the opinion that any.licensed corrmiercial 
bank has discharged all its obligations as referred to in section 54 the name of such 
bank shall be removed from the list of licensed commercial banks, and.the outstanding 
assets shall be distributed among its rightful owners in proportion to their respective 
rights., Np distributions,shall be.made.until-^ ,,,,,.,>..;•• 

(a) all claims of depositors or other creditors or owners have been paid and, in 
the case of disputed claims, before „the licensed.commercial;b,ank-> has 
transmitted to the Central Bank sufficient funds to meet any liability that 
may arise after.a judicial decision ; : ; , , . ,,, , 

(b). any funds payable to depositors, other creditors and owners who have not 
claimed them, have been transmitted to the Central BankV 

(c) any other funds ^ r property held by the licensed commercial bank which could 
hot be returned to the rightful owner in accordance with the provisions of 
ihiisection, have been'dealt with in accordance with section'72. ; : 

' 56 ; Where the: Monetary Board1 isFof'the opinion'1 that-^'-- • ^ 

(a) the assets of a licensed commercial bank whose voluntary liquidation, it has 
' * ' authorized, will not be sufficient for the full discharge of all its obligations^; or 

(b) the completion of voluntary liquidation is unduly delayed, 

ittshallforthwith take steps4o»revoke;the licence issued to such bank sand commence 
proceedings for the compulsory liquidation of such bank in conformity,;with< the 
procedures set out hereunder. 

57. When the cancellation of the licence of a licensed commercial bank 
incorporated or established in Sri, Lanka has:become final in terms of subsection:(3) 
of section 9, the licensed commercial bank shall forthwith suspend its business 
within and outside Sri Lanka, and the Director of Bank Supervision shall direct 
thatliquidation proceedings in accordance'with the provisions of this Act be token. 
As soon as possible after initiating the liquidation proceedings <#n inventory of the 
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assets and contingent liabilities of the licensed commercial bank shall be made and 
a copy thereof transmitted to the Monetary Board, which copy shall be available 
at the office of the Monetary Board for examination by the parties having an interest 
in the business of such bank. 

58. The Director of Bank Supervision shall be vested with the full and.exclusive 
power of management and control of the affairs of any licensed commercial bank 
for the purpose of compulsory liquidation and shall have the power— 

(a) to wind up its operations by the institution of liquidation proceedings in 

Court; 

(b) to stop or limit the payments of its obligations ; 

(c) to execute any instrument in the name of the licensed commercial bank ; and -

(d) to initiate, defend and conduct in its name any action or proceedings to- which 
the licensed commercial bank may be a party. 

59. Under liquidation proceedings— 

(a) any term, statutory, contractual or otherwise, on the expiration of which a 
claim or right of the licensed commercial bank would expire or be 
extinguished, shall,by the operation of this section, be extended by six 
months from the date of the commencement of the proceedings ; 

- (b) any attachment or lien, except a lien existing six rrionths prior to the date as 
specified in paragraph (a) shall be vacated, and no attachment od lien, 
except a lien created by the Director of Bank Supervision, in the application 
of the provisions, of this Part, shall attach to, any property or assets of the 
licensed commercial bank in liquidation ; 

(c) any transfer of any assets of the licensed commercial bank made after or in 
contemplation of its insolvency shall be void. 

$0. (1) Within a period of six months from the date on which the cancellation 
of a licence becomes final, the Director of Bank Supervision may, subject to the 
provisions of any other law for the time being in force, terminate-^- ;.'. 

(a) any contract of employment entered into with such bank ; 

(6) any contract for services to which such licensed commercial bank was a party; 
or 

(c) any obligation of the licensed commercial banks including its Obligations, if 
'- - '. any, as a lessee. . :.. v ' " -
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(2) A lessor who shall have received ninety days notice that the Director:of Bank 
Supervision is exercising discretionary powers to terminate the lease shall have no 
claim for rent other than rent accrued on the date of termination of the lease; nor for 
damages by reason of such termination. 

61. As soon as possible after the cancellation of a licence becomes final, the 
Director of Bank Supervision shall make a final distribution by taking such steps as 
are necessary to terminate all functions performed in a fiduciary capacity by the 
licensed commercial bank and return all assets and property held by the licensed 
commercial bank as a fiduciary to the owners thereof, and settle its fiduciary accounts. 

62. As soon as possible after the cancellation of a licence becomes final, the 
Director of Bank Supervision shall dispatch by registered post to all depositors, 
owners, other creditors, safe deposit box lessees, and the bailors of property held 
by the licensed commercial bank, a statement of the nature and amount ibr which 
their claim is shown in the licensed commercial bank's books. The statement shall 
specify that any objections if any must be filed with the Director of Bank Supervision 
before a specified date not later than sixty days from the issue thereof, and shall 
invite safe deposit box lessees and bailors to withdraw their property in person. The 
Director of Bank Supervision may, subject to confirmation by the Monetary Board, 
obtained prior to the commencement of the sixty day period, exempt the dispatch 
of the statements by post to specified persons upon the licensed commercial bank 
showing reasonable cause therefor. 

63. . (1) Any safe deposit box, the contents of which have riot been withdrawn 
before the date specified, shall be opened in the manner prescribed by. the Director 
of Bank Supervision. The contents and any ; unclaimed property shall be held Tjy 
the licensed commercial bank as bailee,"and— ."... 

*. (a)ail monies, shall,.upon direction by the Monetary Board, be transferred to a 
special account in the Central Bank ; 

(b) any article other than money shall, upon direction by the Monetary Board, 
be referred to the Minister for a direction as to the method of disposal 
of the same. 

. 2 . The money referred to in paragraph (a) and articles referred to in;paragraph 
(b) shall be deemed to be abandoned property in terms of the provisions of Part IX, 
if the owner thereof, has, over a period of ten years from the date of deposit of such 
money or articles, as the case may be, not evidenced an interest in,= the same. ; The 
provisions of section 72 shall apply in respect of such items as from the date of their 
transfers. .,. • . . . . . . . . . . - v -

64. Within three months after the date specified in the notice for vfiling of 
objections or such longer period as may be determined by Monetary Board, the 
Director of Bank Supervision shall— • \ : : : : c ^ j r - C'O 
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' (a) reject any claim if he doubts the validity thereof; < 

(b) determine the amount, if any, owing to each identifiable depositor or o.ther 
creditor and the priority attaching to his claim under the provisions of this 
Act; 

(c) prepare a Schedule of the scheme of work he proposes to take ; , 

(d) notify each person whose claim has not been allowed in full, and publish once 
a week for three consecutive weeks, a notice in three daily newspapers in 
the Sinhala, Tamil and English languages, which contains an intimation 
of the date and place, where the Schedule of the scheme of work he proposes 
to take, will be available for inspection. The date so intimated, shall be a 
date not sooner than thirty days from the date of the third publication in 
the newspaper, upon which the Director of Bank Supervision will file the 
Schedule in Court. 

$5. Within twenty one days after the filing of the Schedule, referred to in 
paragraph (c) of section 64, any depositor creditor, shareholder or other interested 
person may file objections to any step proposed to be taken. Any objections so 
filed shall be considered by the Court upon such notice to the Director of Bank 
Supervision and interested parties as the Court may specify. If an objection is 
sustained, the Court shall direct that an appropriate modification be made to the 
Schedule. After filing the Schedule the Director Bank Supervision may, from 
time to time, make partial distribution to the holders of claims which are undisputed 
or which have been allowed by the Court, on condition that a proper reserve is 
established for the payment of disputed claims. As soon as possible after all objections 
have been decided upon, the Director of Bank Supervision shall make the final 
distribution. ' 

66. (1) The claims set out hereunder shall have priority as against the general 
assets of the licensed commercial bank in the order indicated below—' 

(a) necessary and reasonable expenses incurred by the Director of Bank Supervision 
in the application of the provisions of this Part; 

(b) wages and salaries of officers and employees of the licensed commercial bank 
in liquidation for the three month period preceding the revocation of the 
licence of the licensed commercial bank ; ' 

(c) taxes, rates, and deposits owed to the Government and Local authorities ; 1 

(d) fees and assessments due to the Monetary Board ; 

(e) savings and time deposits to the extent of rupees five thousand or less j 

(f) other deposits. 
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(2) After payment of all-other claims filed, with interest thereon calculated, at a 
rate to be fixed by the Director of Bank Supervision^ with the approval of the Court, 
any remaining claims which were not filed within the prescribed time shall be paid. ; 

'< (3);lf. the amount available in respect of a particular category, of claims'is 
•ihsufficientto provide payment in full, the said amount shall be distributed pro-rata 
among the parties of that claim. . • •• .> 

; 67. Any assets remaining after all claims have been paid shall be distributed 
among all the shareholders in proportion to their participation. . •: 

68. Funds remaining unclaimed after the final distribution referred to in section 
61 is made, which are not subject to the other provisions under this Act, shall upon 
direction by the Monetary Board, be transferred to a special acCountin the Central 
Bank,': The Monetary Board may utilise such funds for- such purposes' as may be 
determined by the Monetary Board after consultation with the Minister. The 
funds shall be abandoned property, in terms of Part IX of this Act, if the owner 
has not, within the ten years immediately preceding the date of the final distribution 
under "Section' 61, evidenced any interest in the funds; Section 72 shall apply 
in respect of such funds as from the time of their transfer under this section. 

69. Once all assets have been distributed in accordance with the provisions of 
this Act, the Director of Bank Supervision shall render an audited account to Court. 
Upon approval of the account by Court, and where the Court makes an order to 
terminate the liquidation, the Monetary Board shall be relieved of any liability in 
connection with the liquidation. The Director of Bank Supervision shall proceed 
to'''terminate the judicial/ existence of the ''licensed commercial bank concerned, 
in' 'accofrianccF with such provisions' 'of the Companies Act, No. 17 of 1982, and 
applicable thereto, which are not inconsistent with the provisions of this Act. 

70. r ( l ) When a licensed commercial bank incorporated outside Sri Lanka wishes 
to close down its business in Sri Lanka the* approval of the Monetary Board for 
thCj closure,, shall jbe granted, subject to such terms and conditions as the Board 
may specify. Where approval is granted by the Board the affairs of the licensed 
commercial bank in Sri Lanka shall be wound up in accordance with the procedures 
set out in suhsection (4). 

(2) When' a cancellation of the hcence of a licensed commercial bank incorporated 
outside Sri Lanka has been made final under subsection (3) of section 9, the licensed 
commercial bank shall terminate its business in Sri Lanka and its affairs shall be 
wound up in accordance With the provisions of subsection (4). ' 

(3) When liquidation proceedings in respect of a licensed' commercial' bank 
incorporated outside Sri Lanka are started at the place where the' head office is 
located, the.Monetary. Board shall order the closure of the licensed commercial 
bank in Sri Lanka. 
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(4) When the business of the licensed commercial bank is closed down under 
subsections (1) or (2) or (3), the licensed commercial bank which.is the subject of 
liquidation, shall retain only such powers as are necessary to wind up its affairs 
within Sri Lanka, which hall be done expeditiously and in an orderly manner. The 
Director of Bank Supervision shall supervise the winding up under subsection (1) 
or (2) or (3) of this section, in accordance with the provisions of subsections (1) 
and (3) of section 11, take all measures necessary to ensure that no assets owned 
by the licensed commercial bank, which is the subject of liquidation are removed 
from Sri Lanka until all obligations and liabilities incurred by such bank, to which 
the undertaking referred to in paragraph (c) of subsection 2 of section 3 relates, 
have been met in accordance with the undertaking. The provisions of sections 
63 and 68 shall apply to the winding up of the affairs under this section. 

(5) Where the Monetary Board is of the opinion that the licensed commercial 
bank has discharged all the obligations referred to in the preceding provisions of 
this section, the name of such bank shall be removed from the list of licensed 
commercial banks. 

71. In the event of conflict or inconstency between the provisions of this Part 
of this Act and the provisions of the Monetary Law Act (Chapter 422) or the 
Companies Act, No. 17 of 1982, the provisions of this Part shall prevail. 

PART IX 

ABANDONED PROPERTY 

72. (1) In addition to the articles referred to in sections 63 and 68 the articles 
enumerated in subsection (2) of this section, held by a licensed commercial bank 
other than such articles so held by an offshore unit.of a licensed commercial bank 
shall presumed to be abandoned if the owner has, within a period of ten years 
immediately after the date of deposit, or payment of funds towards the purchase 
of shares or other interests, or issuing, of instruments, or the date upon which funds 
held in a fiduciary capacity became payable, or capable of being distributed, or the 
expiration of the period for which the safe deposit box was rented, as the case may 
be— 

(a) not increased or decreased the amount of the deposit or funds or presented 
the pass book or other record for the crediting of interest or dividends in 
respect of the articles enumerated in paragraphs (a) and (b) of subsection 
(2) of this section ; 

(b) not increased or decreased the principal of accepted payment of principle 
or income in respect of funds held in a fiduciary capacity ; 

(c) not had any correspondence with the licensed commercial bank concerning 
such articles; 

(d) not otherwise indicated an interest in the articles as evidenced by a memorandum 
concerning them by the licensed commercial bank. 
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(2) The following shall be the articles referred to in subsection (1):— 

(a) any general, deposit (demand, savings or matured time deposit) made in Sri 
, Lanka, with that licensed commercial bank together with any interest or 

dividend thereon excluding any lawful charges; 

(b) any funds paid in Sri Lanka towards the purchase of shares or other interests 
in a licensed commercial bank together with any interest or dividend, 
excluding any lawful charges ; 

(c) any sum payable on cheques or on written instruments, on which the licensed 
commercial bank is directly liable ; 

(d) any intangible personal property and any income or interest thereon held 
in a fiduciary capacity for the benefit of another person ; 

(e) any contents of a safe deposit box upon which the rental period has expired 
and concerning which notice has been sent by registered post to the last 
known address of the lessee and to which the lessee has failed to respond 
within three years. 

73' (1). Any licensed commercial bank holding any abandoned property referred 
to in section 72, shall make a report to the Monetary Board in such form as the 
Monetary Board may determine stating the nature of the articles held and in the 
case of money, the amount of money. 

(2) Notwithstanding anything in any other law, all monies included in the report 
shall, if the Monetary Board directs, be transferred by the licensed commercial bank 
to a special account in the Central Bank and may be utilised by the Monetary Board 
for such purposes as may be determined by the Monetary Board after consultation 
with the minister. 

(3) The articles included in the report that do not fall under subsection (2) shall 
be referred by the Monetary Board to the Minister for such action as he shall prescribe. 

. 74. Within thirty days from the submission of the report required by subsection 
(1) of section 73, the licensed commercial bank shall publish a notice in the Sinhala, 
Tamil and English daily newspapers stating the name of the owner and particulars 
concerning the property and shall despatch, by registered post a notice to the owner 
to his last known address containing particulars concerning the property, provided 
that the Monetary Board. may exempt the licensed commercial bank from the 
mailing of such notice upon the licensed commercial bank showing reasonable cause 
therefor. 

75. (1) Where any person furnishes proof to the satisfaction of the Monetary 
Board that moneys lying to the credit of an account which was in his name or in the 
name of a person from whom he derives title, have been transferred to a special 
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account in the Central Bank under section 73 shall, subject to such terms, conditions 
or restrictions as are imposed in respect of such money by or under any written law 
be entitled to the repayment of such moneys by the Central Bank together with the 
interest payable on such moneys upto the date of such repayment, in accordance 
with such rates and conditions as are applicable to the account to the credit of which 
such money were lying before they were transferred to the special account in the 
Central Bank. 

76. Any licensed commercial bank which fails to file the report or to pay or 
deliver property presumed to be abandoned as required by section 74 shall be guilty 
of an offence under this Act. 

PART X 

GENERAL 

77. Every director manager, officer or other person employed in the business 
of any licensed commercial bank shall, before entering up on his duties sign a 
declaration pledging himself to observe strict secrecy in respect of all transactions 
of the bank, its customers and the state of accounts of any person and all matters 
relating thereto, and shall by such declaration pledge himself not to reveal any 
other matters which may come to his knowledge in the discharge of his duties except 

(a) when required to do so— 

(0 by a court of law ; 

(ii) by the person to whom such matters relate ; 

(b) in the performance of his duties ; and 

(c) in order to comply with any of the provisions of this Act or any other law. 

78. No suit or prosecution shall lie against any member of the Monetary Board 
or any officer or servant of the Central Bank for any act which in good faith is done 
or purported to be done by the Monetary Board or by any officer or servant of the 
Central Bank under this Act ; or against any director, officer or employee of any 
licensed commercial bank for any act which in good faith is done or purported to 
be done by him under this Act or oh the direction of the Monetary Board: 

79. (1) Any person who contravenes the provisions of subsection (1) of section 2, 
subsection (5) of section 3, subsection (2) of section 15, subsection (5) of section 16, 
subsection (1) of section 17, subsection (2) of section 33, subsection (2) of section 41, 
subsections (9) and (10) of section 47 and section 77 of this Act or any rule or 
regulation made thereunder, and the licensed commercial bank and every officer or 
servant of such bank who knowingly and wilfully authorizes or permits such default, 
shall be guilty of an offence under this Act and shallbe liable, on conviction after 
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summary, trial before a Magistrate, to imprisonment of ^either description for a term 
not exceeding three years or to a fine not exceeding one million rupees or to both 
such imprisonment and such fine. : • - -i. • • •• 

(2) Every person who is guilty of an offence under. this Act for which, no 
punishment has been specified under subsection (I), shall, after summary trial before 
a Magistrate, be liable to, imprisonment for a term not exceeding eighteen months 
or to a fine not exceeding five hundred thousand rupees or to both such imprisonment 
and such fine. 

80. ' (1) Any, person who being a director," manager, officer or employee of a 
licensed commercial bank— 1 - . . . . . . . ^ 

(a) fails to take all reasonable steps to secure compliance by the licensed 
commercial bank with the requirements of that Act; or 

Q>) fails to. comply with any direction issued by the Monetary Board under the 
provisions of this Act ; 

(c) fails to take all reasonable steps to secure the correctness of any statement 
submitted under the provisions of this Act; 

((f) wilfully makes a false entry or causes such ah entry to be made in any book, 
or record or in any report, slip, document, or statement of the business) 

, . , affairs, _transactions, conditions, assets or liabilities or accounts of such 
licensed commercial.bank ; or 

(e) wilfully omits to make an entry .in. any. book or record in any report, slip, 
document or statement of the business, affairs, transactions, conditions, 
assets or liabilities or accounts of such licensed commercial bank or wilfully 
causes any such entry to be omitted ; or 

( / ) wilfully alters abstracts, conceals or destroys an entry in any book or record 
or in any. report, slip, document, or statement of the , business,, affairs, 
transactions, conditions, assets or liabilities or accounts of such licensed 
commercial bank or wilfully causes any such entry to be altered, abstracted 

_ concealed or: destroyed., . .: 

shall be guilty of an offence under this Act, and shall, on conviction after summary 
trial by a Magistrate, be liable to a term of imprisonment for a term not exceeding 
eighteen months or to a fine not exceeding one thousand rupees or to both such 
imprisonment and fine. 

(2) In any proceedings against a.person under subsection (1) it shall be a defence 
to prove that he had reasonable grounds to believe that another person was charged 
with the.duty of securing compliance: with the.requirements of this Act or with the 
duty of ensuring that these statements were accurate and that such person was 
competent and in a position to discharge that duty. 
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81. Where an offence under this Act is committed by a body corporate, every 
person, who at the time of the commission of the offence was a director or an officer 
of the body corporate, shall be deemed to be guilty of that offence unless he proves 
that the offence was committed without his knowledge, or that he exercised all due 
diligene to avoid the commission of such offence. 

82. (1) The Minister may make regulations in respect of matters required by this 
Act to be prescribed or in respect of which regulations are authorized to be made. 

(2) Every regulation made by the Minister shall be published in the Gazette and 
shall come into operation on the date of such publication or on such later date as 
may be specified in the regulation. 

(3) Every regulation made by the Minister shall, as soon as is conveniet after 
its publication in the Gazette, be brought before Parliament for approval. 

(4) Every regulation which is not so approved shall be deemed to be rescinded 
as from the date of such disapproval but without prejudice to anything previously 
done thereunder. Notification of the date on which any regulation is deemed to be 
rescinded shall be published in the Gazette: 

83. A licensed commercial bank which is granted a licence in terms of section 5 
shall be deemed to be— 

(i)an approved credit agency for purposes of the Trust Receipt Ordinance 
(Chapter 85) and the Mortgage Act (Chapter 89); 

(ii) an " approved bank " for purposes of the Finance Act, No. 65 of 1961. 

PART XI 

REPEAL 

84. The Monetary Law Act, (Chapter 422) is hereby amended by the repeal of 
sections 1 16A, 121A and 121B of that Act. 

85. The Companies Act, No. 17 of 1982 is hereby amended by the repeal of 
Part XIV of that Act. 

PART XII 

INTERPRETATION 

86. In this Act, unless the contest otherwise requires— : 

" accommodation" means any loan or overdraft or advance or any commitment 
to grant any loan or overdraft or advance, including a commitment to 
accept a contingent liability ; 
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"banking business" means the business of receiving funds from the public 
through the acceptance of money deposits payable upon demand by 
cheque, draft, order or otherwise, and the use of such funds either in 
whole or in part for advances, investments or any other operation either 
authorized by law or by customary banking practices ; 

" capital funds " means paid-up or assigned capital and the reserve fund as 
provided for in section 2 ; 

" Central Bank " means the Central Bank of Sri Lanka established under the 
Monetary Law Act, (Chapter 422); 

" close relation " means spouse or dependant child ; 

" company " means a company formed and registered under the Companies Act, 
No. 17 of 19&2 ; 

" concern " means a company or firmT 

" designated foreign currency " means a foreign currency determined as a desig-
. :. nated foreign currency by the Monetary Board.; 

" director " means— 

(a) in relation to a licensed commercial bank incorporated in Sri Lanka, 
any person by whatever designation he may be called, carrying out 
or empowered to carry out substantially the same functions in relation 
to the direction of the licensed commercial bank as those carried out 
by a director of a company incorporated under the Companies Act ; 

(p) in relation to a licensed commercial bank incorporated outside Sri 
Lanka, any person by whatever designation he may be called carrying 
out or empowered to carry out substantially the same functions 
in relation to the direction of the licensed commercial bank as 
those carried out by a director of a company incorporated under 
the Companies Act and the person in Sri Lanka responsible for 
carrying out the functions of such licensed commercial bank who 
shall be designated the principal authorized agent or his alternate ; 

" Director of Bank Supervision " means the Heads of the, Department of Bank 
Supervision of the Central Bank established under the Monetary Law 
Act, (Chapter 422); 

"domestic banking business" means any banking business that is not subject 
to Part IV of this Act, dealing with off-shore banking ; 

"head office of a commercial bank " means the place where the office of the Board 
of directors of the commercial bank is located ; 
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liquid assets " means—. 

(o) cash ; . 

(b) balances with licensed commercial banks ; 

(c) money at call in Sri Lanka ; 

(«*) treasury bills and securities issued or guaranteed by the Government 
of Sri Lanka which have a maturity not exceeding one year ; 

(e) goods receipts ; 

(/) import and export bills; 

(g) such other assets as may be determined by the Monetary Board ; 

local Authority" means any Municipal Council, Urban Council or any 
Development Council and includes any Authority created and established 
by or under any law to exercise, perform and discharge, powers, duties, 
and functions corresponding to or similar to the powers, duties and functions 
exercised, performed and discharged by any such Council; 

Monetary Board " means the Monetary Board of the Central Bank of Sri Lanka 
established under the Monetary Law Act, (Chapter 422); 

non-resident" means ah individual company, body corporate or other judicial 
person or any unincorporated body not included in the definition of 
"resident" ; 

place of business " means any branch or office of a licensed commercial bank in 
Sri Lanka including a mobile office open to the public ; 

public corporation " means any corporation, board or other body which was or 
is established by or under any written law other than the Companies 
Ordinance, with funds or capital wholly or partly provided by the 
Government by way of grant, loan or otherwise ; .. ' 

qualified auditor " means— 

(a) an individual who, being a member of the Institute of Chartered 
Accountants of Sri Lanka, or of any other Institute established by 
law, possesses a certificate to practice as an Accountant, issued 
by the Council of such Institute ; 
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(b) a firm of Accountants each of the resident partners of which, being a 
member of the Institute of Chartered Accountants of Sri Lanka or 
of any other Institute established by law, possesses a certificate to 
practice as an Accountant issued by the Council of such Institute ; 

" resident" means— , 

(a) a citizen of Sri Lanka residing in Sri Lanka ; 

(b) an individual who is not a citizen of Sri Lanka but. Who has been in 
Sri Lanka for at least six months and continues or intends to be in 

... Sri Lanka.; . i . 

' : '(e) a company incorporated in Sri Lanka, or a body corporate established 
under any written law or any firm, partnership or other organization 
in Sri Lanka; , . . 

(d)a.branch subsidiary, affiliate, extension, office or any other unit of a 
' , ..,' company or other judicial person established under the laws of any 

; foreign country, operating in Sri Lanka ; / •. • 

"substantial interest "means— ' ; ; '. 

>(a) in relation to a company means.the holding df a beneficial interest by 
, , ^ .; anothjer ..company of an,.individual or his ciose relation, whether 

• '•-' • singly or taken together, in the shares thereof the paid-up value of 
which exceeds rupees one million or ten per centum of the paid-up 

-capital of the company, whichever is less, or the existence of a 
• ; guarantee or indemnity given by an individual or his close relation 

. , . or by another company on behalf of suchcompany; 

(b) in relation to a firm, means the beneficial interest held therein by an 
I individual or his close relation, whether singly or taken together, 

- r : w h i c h represents more than ten per centum of the total capital 
subscribed by all partners of the said firm or the existence of a 
guarantee or indemnity given by an individual or bis or her spouse 
or;parent or child on behalf of such firm. . 

[Section 2(4)] 

. .SCHEDULE I 

1'. Algemerie Bank Netherland N.V. 
2. American Express Bank Ltd. 
3. Amsterdam-Rotterdam Bank N. V. 
.4. , Bank of Ceylon 
5. Bank of Credit & Commerce International (Overseas) Ltd. 
6. Bank of Oman Ltd. 
•7..' Banque Indosuez • 
8 ; CitibankN. A. . .• • • • . 
9. Commercial Bank of Ceylon Ltd. ; -
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10. Deutsche Bank A O. 
11. Grindlays Bank P. I. C. 
12. Habib Bank A. G. Zurich 
13. Habib Bank Ltd. 
14. Hatton National Bank Ltd. 
15. -Hongkong & Shanghai Banking Corporation 
16. Indian Bank 
17. Indian Overseas Bank 
18. Middle East Bank Ltd. 
19. Overseas Trust Bank Ltd. 
20. People's Bank 
21. Standard Chartered Bank 
22. State Bank of India 
23. Union Bank of the Middle East Ltd. 
24. Sampath Bank Ltd. 
25. Seylan Trust Bank Ltd. 
26. Any Bank established under the provisions of the Regional Rural Development Bank Act, 

No. 15 of 985. 
(Section 3(4) 

SCHEDULE II 

(a) opening, maintaining and managing deposit, savings and other similar account; 

(b) the borrowing, raising, or taking up of money, the lending or advancing of money either 
upon or without security; the drawing, making, accepting, discounting, buying, selling, 
collecting and dealing in bills of exchange, hoondees, promissory notes, coupons, drafts, 

• bills of lading, railway receipts, warrants, debenture certificates, scripts and other 
instruments and securities whether transferable or negotiable or not granting and issuing 
of letters of credit, travellers cheques and circular notes ; the buying, selling and dealing 
in bullion specie; the buying and selling of foreign exchange including foreign bank notes, 
the acquiring, holding, issuing on commission, underwriting and dealing in stock, funds, 
shares, debentures, debenture stock, bonds, obligations, securities and investments of all 
kinds, the purchasing and selling of bonds, scrips, or other forms of securities on behalf 
of constituents or others—the negotiating of loans and advances; the receiving of all 
kinds of bonds, scrips or valuables on deposits, or for safe custody or otherwise and the 
carrying on of the business of safe deposits, the collecting and transmitting of money 
and securities; 

(c) acting as agents for Government or local authorities or for any other person or persons ; the 
carrying on of agency business of any description other than the business of a managing 
agent of any company, which is not a banking company, but including the clearing and 
forwarding of goods the power to act as attorneys and to give discharges and receipts ; 

(d) contracting for public and private loans and negotiating and issuing the same; 

(e) the promoting, effecting, insuring, guaranteeing, under writing, participating in managing and 
carrying out of any issue, public or private, of state municipal or other loans or of shares, 
stock debentures, or debenture stock of any company, corporation or association and the 
lending of money for the purpose of any such issue ; 

if) carrying on and transacting every kind of guarantee and indemnity business ; 

( ? ) promoting or financing or assisting in promoting or financing any business undertaking or 
industry either existing or new, and developing or forming the same either through the 
instrumentality of syndicates or otherwise ; 

(h) acquisition by purchase, lease, exchange, hire or otherwise of any property immovable or 
movable and any rights or privileges which the company may think necessary or convenient 
to acquire or the acquisition of which in the opinion of the company is likely to facilitate 
the realisation of any securities held by the company or to prevent or diminish any 
apprehended loss or liability ; 

(i) managing, selling and realising all property movable and immovable which may come into 
the possession of the company in satisfaction or part satisfaction of its claims ; 

{]) acquiring, holding, and generally dealing with any property and any right, title or interest in 
any property movable or immovable which may from the security or part of the security 
for any loans or advances or which may be connected with any such security; 
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(k) undertaking and executing trusts; 

( / ) undertaking the administration of estates as executors, trustees or otherwise ; 

(m) taking or otherwise acquiring and holding shares in any other company having objects similar 
to those of the company; 

(n) establishing and supporting or aiding in the establishment and support of associations 
institutions, funds, trustees and conveniences calculated to benefit employees or 
ex-employees of the company or the dependants or connections of such persons, granting 
pensions and allowances and making payments towards insurance, subscribing to or 
guaranteeing moneys for charitable or benevolent objects or for any exhibition or for any 
public, general or useful objects ; 

(0) the acquisition, construction, maintenance arid alterations of any building or works necessary 
or convenient for the purposes of the company ; 

(p) selling, improving, managing, developing, exchanging, leasing, mortgaging, disposing of or 
turning into account or otherwise dealing with all or any part of the property and rights 
of the company; 

(9) acquiring and undertaking the whole or any part of the business of any person or company 
when such business is of a nature enumerated or described in this Act; 

(r) doing all such other things as are incidental or conducive to the promotion or advancement 
of the business of the company ; 

(s) engaging in management consultancy services ; 

(/) providing for the training in banking, accounting, valuation, project and credit appraisal and 
allied subjects; 

(u) engaging in the business of hire-purchase services, factories, leasing and warehousing ; 

(v) providing for medium and long term credit for development. 
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INLAND REVENUE (AMENDMENT) ACT, No. 31 OF 1988 

. . . (Certified on 8th September, 1988) 

AN ACT TO AMEND THE INLAND REVENUE ACT, No. 28 OF 1979 

1. ' This Act may be cited as the Inland Revenue (Amendment) Act, No. 31 of 1988. 

2. Section 8 of the Inland Revenue Act, No. 28 of 1979, (hereinafter referred 
toas the " principal .enactment") is hereby amended in paragraph (a) of that section 
as follows :— 

(1) by the substitution, in sub-paragraph (Lii) of that paragraph, for the words 
and figures " Surveyors' Institute of Sri Lanka Act, No. 22 of 1982 ; and, 
of the words and figures " SurveyorsTnstitute of Sri Lanka Act, No. 22 
of 1982;"; 

(2) by the substitution, in sub-paragraph (Liii)of that paragraph, for the words 
and figures " Institute of Chemistry (Ceylon) Act, No. 15 of 1972.", of the 

- words and figures "Institute of Chemistry (Ceylon) Act, No. 15 of 1972; 
and " ;and 

(3) by the addition, immediately after sub-paragraph (Liii) of that paragraph, of 
the following sub-paragraph :— 

" (Liv) the Sri Lanka Institute of Development Administration established 
by the Sri Lanka Institute of Development Administration Act, 
No. 9 of 1982." 

3. Section 33 of the principal enactment is hereby amended in paragraph (b) of 
subsection (2) of that section as follows :— 

(1) by the substitution, in sub-paragraph (Hi) of that paragraph, for the words 
and figures "November 15, 1978, and ", of the word and figures 
"November 15, 1978," ; 

(2) by the substitution, in sub-paragraph (iv) of that paragraph, for the words 
" existing company ;", of the words " existing company ; and " ; and 

(3) by the addition, immediately after sub-paragraph (iv) of that paragraph, of 
the following new subparagraph :— 

" (v) the taxable income of which for any year of assessment commencing 
on or after April 1, 1988, does not exceed three hundred and thirty-
three thousand three hundred and thirty three-rupees.". 
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4. The following sections are hereby inserted immediatelytafter section 33 of the 
principal enactment and shall have effect as sections 33A, 33S, 33C and 33D of that 
enactment:— . -

?'Advance 
company tax on 
qualifying 
distribution to 
which resident 
companies are 
liable, y . , 

33A. (1) Every company resident in Sri Lanka,shall be liable to 
pay for every year of assessment commencing.;on or after April 
1, 1988 a tax (hereinafter referred to as the / 'advance company 
tax") calculated at the appropriate rate specified in the Seventh 
Schedule to this Act. as the rate applicable to companies of that 
class, on an.amount equal to the amount of every qualifying 
distribution made by that company during that year of assessment. 

(2) Every resident company shall be entitled to deduct, in 
accordance with the: provisions of section 125(2) (iv), from the 
tax payable by it under section 33 (1) (a) of this Act for any year 
of assessment commencing on or after April 1, 1988, the advance 
company tax paid by it in that year of assessment. Such deduction 
shall not exceed 50 pet centum of the tax payable under section 
33 (1) (a) by that company in that year of assessment. 

(3) The advance company tax paid by a company in any year 
of assessment which is in excess of the amount deducted for that 
year of assessment under subsection (2) shall not be refunded to 
the company but shall be carried forward and deducted, in 
accordance witl} the provisions of section 125 (2) (iv) from the 
tax payable under section 33(1) (a) by that company for the 
next succeeding-year of, assessment and so on, so however, that 
the total amount deducted on account of advance company 
tax from the tax payable by that company under section 33(1) (a) 
for any year r of .assessment shall not exceed 50 per centum of 
the tax payable under .section 33 (1) (a) by that company for that 
year of assessment. 

33B. (1) Where:-a resident person, other than a company, 
receives in any year of assessment, a dividend in relation to which 
advance company tax under subsection (1) of section' 33A 'has 
been paid by any resident company, the statutory income of such 
person from such dividend for that year of assessment shall be 
deemed to be a sum equal to the aggregate of the gross dividend 
and the advance company tax which is attributable to such part 
of that dividend 'as consists of a qualifying distribution. 

(2) Every resident person, other than a company, whose 
total statutory income for any year of assessment includes a 
dividend in relation to which advance company tax , unxler 
subsection (1) of.section, 33A has been paid by,-any. resident 
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company, shall be entitled to deduct from fhe tax payable by such 
person for that year of assessment, a sum equal to the advance 
company tax paid on such part of that dividend as consists of a 
qualifying distribution. Where the amount to be so deducted 
exceeds the tax payable by him for that year of assessment, the 
excess shall, subject to the provisions of chapter XXIII, be 
refunded to such person. 

33c. Every resident company shall maintain for every year of 
assessment commencing on or after April 1, 1988, a record 
indicating— 

(1) dividends in the form of money or of an order to pay money 
from other resident companies received on or after April 1, 
1988, classified under the following Categories and sub­
categories :— 

(a) exempt dividends ; 

(b) dividends in relation to which advance company tax 
has not been paid ; 

(c) other dividends— 

(/) dividends paid out of profits for any period prior 
to April 1, 1988, 

(//) dividends in relation to which, advance company 
tax has been paid at 50 per centum. 

(Hi) dividends in relation to which.advance company 
tax as been paid at 33 1/3 per centum, and 

(iv) dividends in relation to which advance company 
tax-has been paid at 25per centum ; 

(2) profits and income, other than dividend income, arising or accruing on or 

after April 1, 1988, classified under the following categories :— 

(a) exempt profits and income ; 

(b) profits and income taxable at rates other than those specified in the 

Second Schedule to this Act; and 

(c) other profits and income ; 

(3) details of dividends paid out during that year of assesssrhent, out of each of the 
categories and subcategories of income set out in the foregoing paragraphs ; 



( LXV ) 

(4) appropriations made during that year of assessment out of each of the 
categories and subcategories of income set out in the foregoing 
paragraphs, for payment of taxes and reserves. 

5. Section 38 of the principal enactment is hereby amended as follows :,— 

(1) in subsection (2) of that section— 

(i) by the substitution for paragraph (d) of that subsection of the following 
paragraph :— 

" (d) the composition of the gross dividend indicating separately the amount 
paid out of— 

(i) exempt dividends received ; 

(ii) dividends received, in relation to which advance company tax 
has been paid at 50 per centum ; 

(iii) dividends received in relation to which advance company, tax 
has been paid at 33 1/3 per centum ; 

(iv) dividends received, in relation to which advance company tax 
has been paid at .25 per centum ; 

(v) other dividends received ; 

(vi) income exempt from income tax ; . 

(vii) profits and income taxable at rates other than those specified 

in the Second Schedule to this Act; and 

(viii) other profits and income ; " ; and 

(ii) by the addition, immediately after paragraph (d) of that subsection of 
the following new paragraphs :— 
"(e) the advance company tax paid in relation to such part of the 

dividend paid out of the other profits and income referred, 
to in sub-paragraph (viii) of the foregoing paragraph as 
consists of a qualifying distribution ; 

( / ) advance company tax paid in relation to such part of the dividend 
paid out of a dividend referred to in sub-paragraph (ii) or 
(iii) or (iv) of,paragraph (d) as consists of a qualifying 
distribution. " ; and . , . 
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(2) by the insertion, immediately after subsection (2) of that section of the following 
new subsection :— 

" (2A) Every company resident in Sri Lanka shall, for every year of assess­
ment commencing on or after April 1, 1988, furnish to the Commissioner-
General oh or before the thirtieth day of November immediately succeeding 
the end of that year of assessment, a statement in such form as may be 
specified by the Commissioner-General setting out the particulars of— 

(i) advance company tax paid in that year of assessment; 

(ii) any payments made in that year of assessment in respect of tax under 
section 33 (1) (a) for any year of assessment commencing on or 
after April 1, 1988. " ; and 

(3) in subsection (4) of that section by the substitution for the words " the amount 
of tax shown on such statement. ", of the words " the amount of tax inclu­
ding the advance company tax, shown on such statement. ". 

6. Section 97 of the principal enactment is hereby amended by the addition, 
immediately after subsection (3), of that section of the following new subsection :— 

" (4) Notwithstanding the provisions of any of the foregoing subsections, 
the entirety of the advance company tax payable by any company resident 
in Sri Lanka, under section 33A (1) on an amount equal to the amount of 
every qualifying distribution made by such company in any year of assess­
ment commencing on or after April 1,1988, shall be remitted to the Commis­
sioner-General at the time at which the dividend consisting of each such 
qualifying distribution is distributed. The remittance shall be accompanied 
by a declaration in such form and containing such particulars as may be 
specified by the Commissioner-General to ensure the orderly collection 
of such tax. 

For the purposes of this subsection the expression " the time at which 
the dividend consisting of each such qualifying distribution is distributed " 
means the date on which the,dividend is declared or where the dividend 
is declared to be paid on a future date, such future date.". 

7. Section 117 of the principal enactment is hereby amended in subsection 
(12) of that section, by the substitution, for the words and figures " on or after April 
1, 1987, shall be agreed to, or determined,", of the words and figures, "on or after 
April 1, 1987, shall be agreed to, or determined by the Commissioner-General,". 

8. Section 125 of the principal enactment is hereby amended as follows :— 

(1) in subsection (1A) of that section by the substitution for the words and figures 
"specified in section 97 (3),", of the words and figures "specified for the 
payment of that tax in section 97 (3) or section 97 (4)," ; 
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? (2) iri subsection (2) of that section, by the addition, immediately after paragraph 
' ; "(iii) ofthe proviso to that subsection, of "the following paragraph :— 

" (iv) for any year of assessment Commencing on.or after April 1, 1989, 
any excess of advance company tax paid by a company and carried 

. - '-forward in accordance with the provisions of subsection(3) of section 
33A, from the year immediately preceding that year of assessment 
may be deducted, to the extent it can be deducted, first from the 
quarterly instalment payable on or* before the fifteenth day of August 
in that year of assessment and the balance, if any, of such excess, 
fromthenext quarterly instalment payable on or before the fifteenth 
day of November in that year of assessment and so on, and the 

>; r . v M . ' f ; v , v'ajBount'SO-^erJucted ishdt^fpr?the<'purposes' of this paragraph, ibe 
deemed to have been paid on the fifteenth day of August, or:the; 
fifteenth day of November and so on, as the case may be." ; and 

(3) in rsu¥section'<ll)*ofthat section, by the substitution for the words ' 'any year 
of assessment.", of the words "any year of assessment, the advance com­
pany tax payable for any year of assessment by a company in relation to 

' u - - ' 1 any qualifying distribution;". - -"'• ' " ' ' - r •'• ' - - -

9. Section 126 of the principal enactment is hereby amended by the addition, 
immediately.after paragraph (c) of that section of the following new paragraph :— 

'" (d) any advance company tax which a company is required to pay under this 
ACt ," . • . - ',. 

10. Section 151 of the principal enactment is hereby amended in,paragraph (d) 
of subsection (1) of that section by the substitution, for the words 'arid figures "re­
quirements of section 60 (3) ", of the words and figures "requirements of section 33c 
or section 60 (3) ". 

11. Section 158 of the principal enactment is hereby amended by the addition, 
imtriediately after subsection (11) of that section,, of the following new subsection :— 

"(12) Nothing in the precedingeprovisions of this section shall be read or construed 
as empowering the Minister or the Secretary to the Ministry of the Minister 

: : '. 7

5, to have access" to, or to examine; any records or -documents; relating to the 
affairs of any person, in the possession, custody or control of the Com­
missioner-General.". 

i-12,. Section 163 of.the principal enactment,is hereby.amended by the insertion, 
immediately after the definition of" property ", of the following definition :— 

;"'qualifying'distributiOri!" means the whole of1-'part of any gross dividend 
distributed in any year of assessment conimericirig1 on or after April 1, 1988, 
by a resident company to a shareholder, in the form of money or of an order 
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to pay money, out of such profits of the company which, if taxable for that 
year of assessment, would be taxed at the appropriate rate specified in the 
Second Schedule to this Act, as the rate applicable to companies of that class, 
but does not include any dividend distributed out of— 

(i) profits or income which accrued, or arose, to such company,, prior to 

April 1, 1988 ; 

(ii) its exempt income ; and 

(iii) any income from dividends received by such company, 
13. The Second Schedule to the principal enactment is hereby amended as 

follows :— 

(1) in Part II of that Schedule, by the substitution, for the words and figures "April 
1, 1979.", of the words and figures " April 1, 1979, but ending on or before 
March 31, 1988. " ; 

(2) in Part III of that Schedule, by the substitution, for the words and figures " April 
I, 1979 ", of the words and figures " April I, 1979, but ending on or before 
March 31, 1988, " ; . 

(3) by the substitution, in paragraph (b) of Part IV of that Schedule for the word 
and figures " April 1, 1982—", of the words and figures "April 1, 1982, but 
ending on or before March 31, 1988—" ; and 

(4) by the insertion, immediately after Part IV of that Schedule, of the following 
new Part:— 

"PART IV A 

Small Company 

The rate income tax for every year of assessment commencing on or after April 1, 1988 — 

(1) if the taxable income of the company does not exceed two 
hundred and fifty thousand rupees 33 1/3 

(2) if the taxable income of the company exceeds two hundred and fifty thousand rupees 
but does not exceed three hundred and thirty-three thousand three hundred and 
thirty-three rupees, the tax shall be the aggregate of— 

(i) a sum equal to 33 1/3 per centum of two hundred and fifty thousand rupees, and 

(ii) the amount by which the taxable income of the company for that year of 
assessment exceeds two hundred and fifty thousand rupees.". 

14. The following new Schedule is hereby added immediately after the Sixth 
Schedule to the principal enactment and shall have effect as the Seventh Schedule 
to that enactment:— 
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"SEVENTH SCHEDULE" 

(SECTION 33A (1) 

The rates of advance company tax for every year of assessment commencing on or after 
April 1,1988, shall be as follows:— 

(/) • on the amount equal to the amount of every qualifying distribution made by a small 
company. 

; , . . 25 per centum 

(ii) on the amount equal to the amount of every qualifying distribution made by a 
quoted public company or a people's company.-

or a people's company. . . 33 1/3 per centum 

(iii) on the amount equal to the amount of every qualifying distribution made by a 
company other than a'small company, or a quoted public company, or a people's 
company. 

'. people's company. . . SO per centum" 

EMPLOYEES' PROVIDENT FUND (AMENDMENT) 
ACT, No. 42 OF 1988 

(Certified on 24th November, 1988) 

A N ACT TO AMEND THE EMPLOYEE PROVIDENT FUND ACT, NO. 15 OF 1958 

1. This Act may be cited as the Employees' Provident Fund (Amendment) Act, 
No. 42 of 1988. 

2. Section 5 of the Employees' Provident Fund Act, No. 15 of 1958 (hereinafter 
referred to as the "principal enactment") is hereby amended as follows :— 

(«) by the insertion immediately after paragraph ( / ) , of the following new para­
graph :— 

"(ff) shall maintain a Suspense Account, into which shall be credited the 
contributions received under this' Act in respect of which, the em­
ployers have failed to furnish relevant returns in terms of the Act or 
any regulations made thereunder, or have furnished deficient or 
incorrect returns and thus cannot be credited to individual accounts, 
and all the moneys held on the date on which this paragraph comes 
into force, in an account maintained by the Fund in respect of such 
contributions, shall be transferred by the Monetary Board to the 
Suspense Account created by this paragraph. 

As and when an employer, who has failed to furnish relevant 
returns as referred to above, furnishes correct returns in respect of his 
employee, the Monetary Board shall transfer the moneys lying in the 
Suspense Account to the individual account of the member. 
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Where any moneys are transferred from the Suspense Account 
to an individual account as provided for in this paragraph interest 
shall be paid on that sum, for the period from the date of receipt 
of such moneys to the date of transfer of such moneys to the indivi­
duals account, for a period not exceeding six years prior-to the 
date of such transfer, and the rate of interest shall be the rate deter­
mined in terms of section 14(1) of the Act, and applicable for the 
year in respect of which the interest is paid ;" ; and 

(b) by the insertion immediately after paragraph (kk) of the following new para­
graph :— 

" (kkk) shall deduct any outstanding monies due on a housing loan under 
section 22, from the individual account of a member, upon a directive 
from the Commissioner to that effect, and transfer the amount so 
deducted to the relevant lending institution ;". 

3. Section 22 of the principal enactment is hereby amended by the insertion of 
the following proviso, at the end of that section :— 

'Provided however, a member of the Fund may, assign or charge the contri­
butions lying to the credit of his individual account in the Fund, with the State 
Mortgage and Investment Bank established under the State Mortgage and Invest­
ment Bank Act, No. 13 of 1975, or the National Housing and Development 
Authority established under the National Housing Development Authority Act, 
No. 17 of 1979 or the Housing Development Finance Corporation of Sri Lanka 
Limited established under the National Housing Act (Chapter 401), or the People's 
Bank established under the People's Bank Act, No. 29 of 1961, or the Bank of Cey­
lon established under the Bank of Ceylon Ordinance (Chapter 397) or the National 
Savings Bank established under the National Savings Bank Act, No. 30 of 1971, 
or Multipurpose Corporative Societies established under the Corporative Societies 
Ordinance (Chapter 124), against a loan given for housing purposes by any one 
of the said lending institutions. 

In any case where more than one member of a family are members of the Fund, 
all such members of the family as are members of the Fund may assign or charge 
the aggregate of the contributions lying to the credit of their individual accounts 
against a housing loan taken as aforesaid. 

Where the repayment of the instalment of a loan is in default, the Commissioner 
shall, after being so intimated by the relevant lending institution, settle the instalment 
in default together with interest accrued on such instalment to such lending insti­
tution, out of the moneys lying in the individual account or accounts of such em­
ployee or employees, notwithstanding the provisions of section 23 or 24 of the Act. 
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The intimation by a relevant lending institution to the Commissioner, with 
respect to defaults in payment by an employee of instalments of a loan shall be 
made at the end of each calendar year. 

Where there are any sums outstanding on account of a housing loan taken as 
aforesaid at the time of the payment of a benefit under section 23 or 24, as the case 
may be, the Commissioner may direct the Monetary Board, to deduct such out­
standing sums out of the moneys lying to the credit of such member or members, 
in his or their individual accounts as the case may be, and transfer the moneys so 
deducted, immediately after such deduction, to the respective lending institutions. 

For the purpose of section 22, " Family " means a member of the Fund, his or 
her spouse, and his or her children . " . 

. ,4. ; Section 23 of the principal enactment is hereby amended in subsection (1) of 
that section, by the substitution for the words " Save as hereinafter provided in this 
section "•, of thp words" Save as hereinafter provided in this section and subject to the 
deductions made in section 22,". . . , 

5. Section 24 of the principal enactment is hereby amended as follows :— 

; (a) in subsection (1) of that section, by the substitution for the words "then such 
amount shall—", of the words and figures "then subject to the deductions 

,. •; . made in section 22, such amount shall—" ; 

(b) in subsection (2) of that section, by the substitution for the words and figures 
"such amount shall—" of the words "subject to the deductions made in 
section 22, such amount s h a l l — " ' 

. 6 . The following new section is hereby inserted immediately after section 31 and 
shall have effect as section 31A of the principal enactment:— 

31A. Where any employer, who is required in terms of^this 
Act. or any. regulation made thereunder, to furnish a return to­
gether with any contribution, has failed to furnish such return, 
within the specified period or has furnished incorrect or deficient 
return and is unable to explain to the satisfaction of the Commis­
sioner, the reason for the failure to furnish such return for that 
period, he shall be liable to pay to the Fund a surcharge at the rate 
of one per cent of the amount of such contribution for every com­
pleted month or a part thereof from, the last date on or before 
which the return was due to the date of receipt,by the Central 
Bank of Sri Lanka of a duly completed return," 

',' Imposition 
of a surcharge 
on employers 
who fail 
to furnish 
returns.-
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MULTILATERAL INVESTMENT GUARANTEE AGENCY 
ACT, No. 57 OF 1988 

(Certified on 17, December, 1988) 

AN ACT TO ENABLE SRI LANKA TO FULFIL ITS OBLIGATIONS UNDER THE CONVENTION 
ESTABLISHING THE MULTILATERAL INVESTMENT GUARANTEE AGENCY 

WHEREAS Sri Lanka became, on October 3, 1986, a signatory to the Convention 
establishing the Multilateral Investment Guarantee Agency. 

AND WHEREAS it is necessary to make legal provision to enable Sri Lanka to fulfil 
its obligations under that Convention : 

1. This Act may be cited as the Multilateral Investment Guarantee Agency Act, 
No. of 1988 and shall come into operation on such date as the Minister by Order 
published in the Gazette, certifies as the date on which the Convention establishing 
the Multilateral Investment Guarantee Agency (hereinafter referred to as "the Con­
vention"), and the provisions of which are set out in the Schedule to this Act enters 
into force in respect of Sri Lanka. 

2. The Minister shall on behalf of the Government, create and issue to the 
Multilateral Investment Guarantee Agency (hereinafter referred to as "the Agency") 
established by the Convention, such non-negotiable and non-interest bearing promi­
ssory notes and or similar obligations as may be necessary to meet Sri Lanka's obli­
gations to the Agency, under paragraph (i) of Article 7 of the Convention. 

3. There shall be paid out of the Consolidated Fund of Sri Lanka— 

(a) such sums as may from time to time, be required to pay to the Agency, the 
initial subscription payable by Sri Lanka under paragraphs (i) and (ii) of 
Article 7 of the Convention ; 

(b) such sums as may, from time to time, become payable to the Agency by Sri 
Lanka, under any other provisions of the Convention ; and 

(c) such sums as may be required for the redemption of any notes or obligations 
created or issued to the Agency under section 2 of this Act. 

4. (1) For the purpose of providing any sums required to be paid out of the 
Consolidated Fund of Sri Lanka under section 3, the Minister in charge of the subject 
of Finance is hereby authorized to raise loans, on behalf of the Government of Sri 
Lanka, by the creation and issue to the Central Bank of Sri Lanka, in such form as 
he thinks fit, of non-interest bearing and non-negotiable notes or obligations. 
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(2) Notwithstanding anything in the Monetary Law Act (Chapter 422) the Central 
Bank of Sri Lanka is hereby authorized to accept and hold any notes or obligations 
created and issued in accordance with the provisions of subsection (1) of this section. 

(3) ; There shall be paid out of the Consolidated Fund of Sri Lanka all sums required 
for the redemption of any notes or obligations created and issued to the Central Bank 
of Sri Lanka under subsection (1) of this section. 

5. All sums received by, or on behalf of, the Government of Sri Lanka from the 
Agency— 

(a) as a refund under Article 10 of the Convention ; 

(b) on a distribution of net-income under Article 27 of the Convention ; 

(c) on a liquidation of the Agency under Article 55 of the Convention; and 

(d) under any other provision of the Convention, shall be credited to the Con­
solidated Fund of Sri Lanka. 

6. The provisions of Articles 1, 44,45, 46, 47, 48 and 50 of the Convention shall 
have the force of Law in Sri Lanka and accordingly— 

(a) the Agency shall have in Sri Lanka, the status and capacity specified in the 
aforesaid Article 1 ; and 

(b) the Agency and its official shall, subject to the aforesaid Article 50, have in 
Sri Lanka, the immunities and privileges specified in the aforesaid Articles 
44, 45, 46, 47 and 48. 

7. When designated as such by the Government of Sri Lanka under Article 37 
of the Convention, the Central Bank of Sri Lanka shall be the depository of the 
Agency in Sri Lanka, for the purposes referred to in that Article. 

8. In this Act, 'Central Bank' means the Central Bank of Sri Lanka established 
by section 5 of the Monetary Law, Act (Chapter 422). 

CONVENTION ESTABLISHING THE MULTILATERAL INVESTMENT 
GUARANTEE AGENCY 

Preamble 

The Contracting States 

Considering the need to strengthen international co-operation for economic development 
and to foster the contribution to such development of foreign investment in general and private 
foreign investment in particular; • 
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Recognizing that the flow- of foreign investment to developing countries would be facilitated and 
further encouraged by alleviating concerns related to non-commercial risks; 

Desiring to enhance the flow to developing countries of capital and technology for productive 
purposes under conditions consistent with their development needs, policies and objectives, and 
on the basis of fair and stable standards for the treatment of foreign investment; 

Convinced that the Multilateral Investment Guarantee Agency can play an impbrtant role in the 
encouragement of foreign.investment complementing national and-regional investment, guarantee 
programs and private insurers of non-commercial risk and ;. 

Realizing that such Agency should, to the extent possible, meet its obligations without resort to 
its callable capital and that such an objective would be served by continued improvement in investment 
conditions, , . 

Havt Agreed as follows : 

CHAPTER I 

ESTABLISHMENT, STATUS, PURPOSES AND DEFINITIONS 

Article 1. Establishment and Status of the Agency. 

(a) There is hereby established the Multilateral Investment Guarantee Agency (hereinafter called 
the " Agency "). 

(b) The Agency shall possess full juridical personality and, in particular, the capacity to— 

(i) contract; 

07) acquire and dispose of movable and immovable property ; and 

(.iii) institute legal proceedings. 

Article 2. Objective and Purposes. , 

The objective of the Agency shall be to encourage the flow of investments for productive 
purposes among member countries, and in particular to developing member countries, thus 
supplementing the activities of the International Bank for Reconstruction and Development 
Qiereinafter referred to as the " Bank") 'the International Finance Corporation and • other 
international development finance institutions. 

To serve its objective, the Agency shall— 

(a) issue guarantees, including coinsurance and reinsurance, against non-commercial risks in 
respect of investments in a member country, which flow, from other member countries; 

(b) carry out appropriate complementary activities tq promote the flow of investments to and 
among developing member countries ; and 

(c) exercise such other incidental powers as shall be necessary or desirable in the.furtherance of 
its objective. 

The Agency shall be guided in all its decisions by the provisions of this Article 

Article 3. Definitions. , , 

For the purposes of this Convention— 

(a) A " Special Majority " means an affirmative vote of not less Convention has entered into 
force in accordance with Article 61. 

(b) " Host Country " of " Host government" means a member its government.or any public 
authority of a member in whose territories; as defined in Article 66, an investment which has been 
guaranteed or reinsured, or is considered for guarantee or reinsurance, by the Agency is to be located. 
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(c) A " developing member country " means a member which is listed as such in Schedule A 
hereto as this Schedule may be amended from time to time by the Council of Governors referred 
to in Article 30 (hereinafter called the " Council"). 

(d) A " Special Majority " means an affirmative vote of not less than two-thirds of the total voting 
power representing not less than fifty-five per cent of the subscribed shares of the capital stock of 
the agency. 

(e) A " freely usable currency " means (i) any currency designated as such by the International 
Monetary Fund from time to time and (if) any other freely available and effectively usable currency 
which the Board of Directors referred to in Article 30(hereinafter called the " Board") may designate 
for the purposes of this Convention after consultation with the International Monetary Fund and 
with the approval of he country of such currency. 

CHAPTER H 

MEMBERSHIP AND CAPITAL 

Article 4. Membership. 

(a) Membership in the Agency shall be open to all members of the Bank and to Switzerland. 

(b) Original members shall be the States which are listed in Schedule A hereto and become parties 
to this Convention on or before October 30,1987. 

Article 5. Capital. 

(a) The authorized capital stock of the Agency shall be one billion Special Drawing Rights 
(SDR 1,000,000,000). The capital stock shall be divided into 100,000 shares having a par value of 
SDR 10,000 each, which shall be available for subscription by members. All payment obligations 
of members with respect to capital stock shall be settled on the basis of the average value of the 
SDR in terms of United States dollars for the period January 1, 1981 to June 30, 1985, such value 
being 1.082 United States dollars per SDR. 

(b) The capital stock shall increase on the admission of a new member to the extent that the then 
authorized shares are insufficient to provide the shares to be subscribed by such member pursuant 
to Article 6. 

(c) The Council, by special majority, may at any time increase the capital stock of the Agency. 

Article 6. Subscription of Shares. 

Each original member of the Agency shall subscribe at par to the number of shares of capital 
stock set forth opposite its name in Schedule A hereto. Each other member shall subscribe to 
such number of shares of capital stock on such terms and conditions as may be determined by the 
Council!, but in no event at an issue price of less than par. No member shall subscribe to less than 
fifty shares. The Council may prescribe rules by which members may subscribe to additional shares 
of the authorized capital stock. 

Article 7. Division and Calle of Subscribed Capital. 

The initial subscription of each member shall be paid as follow.— 

(i) Within ninety days from the date on which this Convention enters into force with respect to 
such member, ten per cent of the price of each share shall be paid in cash as stipulated in 
section (a) of Article 8 and an additional ten per cent in the form of non-negotiable, 
non—interest—bearing promissory notes or similar obligations to be encashed pursuant 
to a decision of the Board in order to meet the Agency's obligations. 

O'O The remainder shall be subject to call by the Agency when required to meet its obligations. 

Article 8. Payment of Subscription of Shares. 

(a) Payments of subscriptions shall be made in freely usable currencies except that payments by 
developing member countries may be made in their own currencies up to twenty-five percent of the 
paid-in cash portion ot their subscriptions payable under Article 7(0. 
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(b~) Calls on any portion of unpaid subscriptions shall be Uniform on all shares. 

(c) If the amount received by the Agency on a call shall be insufficient to meet the obligations 
which have necessitated the call, the Agency may make further successive calls on unpaid 
subscriptions until the aggregate a mourttreceived by it shall be sufficient to meet such obligations. 

(d) Liability on shares shall be limited to the unpaid portion of the issue price. 

Article 9. Valuation of Currencies. 

Whenever it shall be necessary for the purposes of this Convention to determine the value of one 
currency in terms of another, such value shall be as,reasonably determined by the Agency, after 
consultation with the International Monetary Fund. 

Article 10. Refunds. 

(a) The Agency shall, as soon as practicable, return to members amounts paid on calls on 
subscribed capital if and to the extent that— 

(/) the call shall have been made to pay a claim resulting from a guarantee or reinsurance contract 
and thereafter the Agency shall have recovered its payment, in whole or in part in a freely 
usable currency; or 

(ii) the call shall have been made because of a default in payment by a member and thereafter 
such member shall have made good such default in whole or in part; or 

(Ui) the Council, by special majority, determines that the financial position of the Agency permits 
all or part of such amounts to be returned out of the Agency's revenues. 

- (b) Any refund effected under this Article to a member shall be made in freely usable currency in 
the proportion of the payments made by that member to the total amount paid pursuant to. calls 
made prior to such refund. ' 

(c) The equivalent of amounts refunded under this Article to a member shall become part of the 
callable capital obligations of the member under Article 7 (/'/). 

CHAPTER HI 

OPERATIONS 

Article 11. Covered Risks. 

(a) Subject to the provisions of sections (b) and (c) below, the Agency may guarantee eligible 
investments against a loss resulting from one or more of the following types of risks :— 

(0 Currency Transfer— 

Any introduction attributable to the host government of restrictions on the transfer outside 
the host country of its currency into a freely usable currency or another currency acceptable 
to the holder of the guarantee, including a failure of the host government to act within 
a reasonable period of time on an application by such holder for such transfer ; 

(/V) Expropriation and Similar Measures 

Any legislative action or administrative action or omission attributable to the host 
government which has the effect of depriving the holder of a guarantee of his ownership 
or control of, or a substantial benefit from, his investment, with the exception of 
non-discriminatory measures of general application which governments normally take for 
the purpose of regulating economic activity in their territories ; 

(HI) Breach of Contract 

Any repudiation or breach by the host government of a contract with' the.holder of a 
guarantee,.when (a) the holder of a guarantee does not have recourse to a judicial or 
arbitral forum to determine the claim of repudiation or breach, or (b) a decision by Such 
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• . forum is not rendered within such reasonable period of time as shall be prescribed in 
the contracts of guarantee pursuant to the Agency's regulations, or (c) such a decision 
cannot be enforced and 

'(/v) War and Civil Disturbance ' ' ; ' 
• •„•; Any military action or,civil disturbance in any territory, of the host country to which this 

Convention shall be applicable as provided in Article 66. 

(b) Upon the joint application of the investor and the host Country, the Board, by special 
majority, may approve the extension of coverage under this Article to specific non-commercial 
risks other than those referred to in section (a) above, but in no case to the risk of devaluation 
or depreciation of currency. ' 

(c) Losses resulting from the following shall not be covered :— 

(/) any host government action or omission to which the holder of the guarantee has . 
' agreed or for which he has been resrionsible'; and 

(«)any host government action or omission or any other event occurring before the 
,. ........ conclusion of the contract pf guarantee. 

Article\2. Eligible Investment^. , . ' • ' < • , ' • 

(a) Eligible investments shall include equity interests, including medium or long-term loans made 
or guaranteed by holders of equity in the enterprise concerned, and such forms of direct investment 
as may be determined by the Board. 

(fc) The Board, by special majority may extend eligibility .to any other medium or. long-term form 
of investment, except that loans other than, those mentioned in section (a) above may be eligible 
only if they are related to a specific investment covered or to be covered by the Agency. - ' 

•• (e) Guarantees shall be restricted to investments, the implementation of which begins subsequent 
' to the registration of the application for the guarantee by the Agency. Such investments may 
include— .. „ . • , v 

(/) any transfer of foreign exchange made to modernize, expand, or develop an existing investment; 
and '" ' ..• ' / '• . ' ' ' V 

(//) the use of earnings from existing investments which could otherwise be transferred outside 
the host country. 

(</) In guaranteeing an investment the, Agency shall satisfy itself as to— 

(Qthe economic soundness.of the investment and its contribution to the development of the 
host Country; ' ' '. J ; ; 

(ft) compliance of the investment with the host country's laws and regulations;. * 

(iii) consistency of the investment with the declared development objectives and priorities of- the 
host country; and 

. (iv) the investment conditions in the host country, including the availability of fair and equitable 
treatment and legal protection for the investment. : ' ,* - . i ,"; 1 

Article 13. Eligible Investors. ' 'V 

(a) Any natural person and any juridical person may be eligible to receive the Agency's guarantee 
provided that— J 

(0 such natural person is a national of a member other than the host country; 

(iV) such juridical person is incorporated, and has its principal place of business in a member or 
the majority of its capital, is owned by a member or members or Nationals thereof, provided 
that such member is not the host country in any of the above cases; and 

(iii) such juridical person, whether or not it is privately owned, operates on a commercial basis, 
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- (b) In case the Investor has more than one nationality, for the purposes if section (a) above the 
nationality of member shall prevail over the nationality of a non-member and the nationality of the 
host Country shall prevail over the nationality of any other member. 

(c) Upon the joint application of the investor and the host country, the Board, by special majority, 
may extent eligibility to a natural person who is a national of the host country or a juridical person 
which is incorporated in the host country or the majority of whose capital is owned by its nationals, 
provided that the assets invested are transferred from outside the host country.. 

Article 14. Eligible Host Countries 

Investments shall be guaranteed under this Chapter only if they are to made in the territory of a 
developing member country. 

Article 15. Host Country Approval 

The Agency shall not conclude any contract of guarantee before the host government has 
approved the issuance of the guarantee by the Agency against the risks designated for cover. 

Article 16. Terms and Conditions 

The terms and conditions of each contract of guarantee shall be determined by the Agency subject 
to such rules and regulations as the Board shall issue, provided that the Agency shall not cover the 
total loss of the guaranteed investment, Contracts of guarantee shall be approved by the President 
under the direction of the Board. 

Article 17. Payment of Claims 

The President under the direction of the Board shall decide on the payment of claims to a holder 
of a guarantee in accordance with the contract of guarantee and such policies as the Board may 
adopt. Contracts of guarantee shall require holders of guarantees to seek, before a payment is 
made by the Agency, such administrative remedies as may be appropriate under the circumstances, 
provided that they are readily available to them under the laws of the host country. Such contracts 
may require the lapse of certain reasonable periods between the occurrence of events giving rise to 
claims and payments of claims. 

Article 18. Subrogation 

(a) Upon paying or agreeing to pay compensation to a holder of a guarantee, the Agency shall 
be subrogated to such rights or claims related to the guaranteed investment as the holder of a 
guarantee may have had against the host country and other obligations. The contract of guarantee 
shall provide the terms and conditions of such subrogation. 

(b) The rights of the Agency pursuant to section (a) above shall be recognized by all members. 

(c) Amounts in the currency of the host country acquired by the Agency as subrogee pursuant 
to section (a) above shall be, accorded, with respect to use and conversion, treatment by the host 
country as favourable as the treatment to which such funds would be entitled in the hands of the 
holder of the guarantee. In any case, such amounts may be used by the Agency for the payment 
of its administrative expenditures and other costs. The Agency shall also seek to enter arrangements 
with host countries of other uses of such currencies to the extent that they are not freely usable. 

Article 19. Relationship to National and Regional Entities. 

The Agency shall co-operate with, and seek to complement the operations of national entities 
of members and regional entities the majority of whose capital is owned by members, which carry 
out activities similar to those of the Agency, with a view to maximizing both the efficiency of their 
respective services and their contribution to increased flows of foreign investment. To this end the 
Agency may enter into arrangements with such entities on the details of such co-operation, including 
in particular the modalities of reinsurance and coinsurance. 

Article 20. Reinsurance of National and Regional Entities. 

(a) The Agency may issue reinsurance in respect of a specific investment against a loss resulting 
from one or more of non-commercial risks underwritten by a member or agency thereof or by a 
regional investment guarantee agency the majority of whose capital is owned by members. The 
Board, by special majority, shall from time to time prescribe maximum amounts of contingent 
liability which may be assumed by the Agency with respect to reinsurance contracts. In respect 
of specific investments which have been completed more than twelve months prior to receipt of the 
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application for reinsurance by the Agency, the maximum amount shall initially be set at ten per cent 
of the aggregate contingent liability of the Agency under this Chapter. The conditions of eligibility 
specified in Articles 11 to 14 shall apply to reinsurance operations, except that the reinsured 
investments need not be implemented subsequent to the application for reinsurance. 

(fi) The mutual rights and obligations of the Agency and a reinsured member or agency shall be 
stated in contracts of reinsurance subject to such rules and regulations as the Board shall issue. 
The Board shall approve each contract for reinsurance covering an investment which has been made 
prior to receipt of the application for reinsurance by the Agency, with a view to minimizing risks, 
assuring that the Agency receives premiums commensurate with its risk, and assuring that the 
reinsured entity is appropriately committed towards promoting new investment in developing 
member countries. 

(c) The Agency shall, to the extent possible, assure that if or the reinsured entity shall have 
the rights of subrogation and arbitration equivalent to those the Agency would have if it were the 
primary guarantor. The terms and conditions of reinsurance shall require that administrative 
remedies are sought in accordance with Article 17 before a payment is made by the Agency, 
Subrogation shall be effective with respet to the host country concerned only after its approval of 
the reinsurance by the Agency. The Agency shall include in the contracts of reinsurance provisions 
requiring the reinsured to pursue with due diligence the rights or claims related to the reinsured 
investment. 

Article 21. Co-operation with Private Insurers and with Reinsurers. 

(a) The agency may enter into arrangements with private insurers in member countries to enhance' 
its own operations and encourage such insurers to provide coverage of non-commercial risks in 
developing member countries on conditions similar to those applied by the Agency. Such 
arrangements may include the provision of reinsurance by the Agency under the conditions and 
procedures specified in Article 20. 

(b) The Agency may reinsure with any appropriate reinsurance entity, in whole or in part, any 
guarantee or guarantees issued by it. 

(c) The Agency will in particular seek to guarantee investments for which comparable coverage 
on reasonable terms is not available from private insurers and reinsurers. 

Article 22. Limits of Guarantee 

(a) Unless determined otherwise by the Council by special majority the aggregate amount of 
contigent liabilities which may be assumed by the Agency under this Chapter shall not exceed one 
hundred and fifty percent of the amount of the Agency's unimpaired subscribed capital and its 
reserves plus such portion of its reinsurance cover as the Board may determine. The Board shall 
from time to time review the risk profile of the Agency's portfolio in the light of its experience with 
claims, degree of risk diversification, reinsurance cover and other relevant factors with a view t o 
ascertaining whether changes in the maximum aggregate amount of contingent liabilities should be 1 

recommended to the Council. The maximum amount determined by the Council shall not under 
any circumstances exceed five times the amount of the Agency's unimpaired subscribed capital, its 
reserves and such portion of its reinsurance cover as may be deemed appropriate. 

(d) Without prejudice to the general limit of guarantee referred to in section (a) above, the Board 
may prescribe— 

(0 maximum aggregate amounts of contingent liability which may be assumed by the Agency 
under this Chapter for all guarantees issued to investors of each individual member.. 
In determining such maximum amounts, the Board shall give due consideration to the 
share of the respective member in the capital of the Agency and the need to apply more 
liberal limitations in respect of investments originating in developing member countries ; 
and 

(H) maximum aggregate amounts of contingent liability which may be assumed by the Agency 
with respect to such risk diversification factors as individual projects, individual host 
countries and types of investment or risk. 

Article 23. Investment Promotion 

(a) The Agency shall carry, out research, undertake activities to promote investment flows and 
disseminate information on investment opportunities in developing member countries, with a view 
to improving the environment for foreign investment flows to such countries. The Agency may, 
upon the request of a member, provide technical advice and assistance to improve the investment 
conditions in the territories of that member. In performing these activities the Agency shall— 
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(/) be guided by relevant investment agreements among member countries; 

(/'/) seek to remove impediments, uvboth developed and developing member countries ; and 

( H I ) coordinate with other agencies concerned with the promotion of foreign investment, and 
in particular the International Finance Corporation. 

(6) The Agency also shall— 

(0 encourage the amicable settlement of disputes between investors and host countries; 

07)endeavor to conclude agreements with developing member countries, and in particular' 
with prospective host countries, which will assure that the Agency, with respect to 
investment guaranteed by it, has treatment at least as favourable as that agreed by the 
member concerned for the most favoured investment guarantee agency or State in an 

• agreement relating to investment, such agreements to be approved by special majority of 
the Board; and 

; ( H 0 prornbte and facilitate the conclusion of agreements, among its members, on the promotion 
and protection of investments. ' . 

(c) The Agency shall give particular attention in its promotional efforts to the importance of 
increasing the flow of investments among developing member countries. . 

Article 24, Guarantees of Sponsored Investments 

In addition to the guarantee operations undertaken by the Agency under this Chapter, the Agency 
may guarantee investments under the sponsorship arrangements provided for in Annex J to this 
Convention. 

CHAPTER IV 

FINANCIAL PROVISIONS 

Article 25. Financial Management 

The Agency shall carry out its activities in accordance with sound business and prudent financial 
management practices with a view to maintaining under all circumstances its ability to meet its 
financial obligations. 

Article 26.. Premiums and Fees 

'. The Agency shall establish and periodically review the rates of premiums, fees and other chargfes, 
if any, applicable to each type of risk. , 

Article 27. Allocation of Net Income. 

(a) Without prejudice to the provisions of section (a) (iii) of Article 10, the Agency shall allocate 
net income to reserves until such reserves reach five times the subscribed capital of the Agency. 

(b) After the reserves of the Agency have reached the level prescribed in section (a) above, the 
Council shall decide whether,- and to what extent, the Agency's net income shall be allocated to 
reserves, be distributed to the Agency.'s members or be used otherwise. Any distribution of net 
income to the Agency's members shall be made in proportion to the share of each member in the 
capital of the Agency in accordance with a decision of the Council acting by special majority. 

Article 2%. Budget 

The President shall prepare an annual budget of revenues and expenditures of the agency for 
approval by the Board. 

Article!'). Accounts 

. The Agency shall publish an Annual Report which shall include statements of its accounts and of 
the accounts of the Sponsorship Trust Fund, referred to in Annex I to this Convention, as audited 
by independent, auditors. The Agency shall circulate to members at appropriate intervals a 
summary statement of its financial: position and a profit and loss statement showing the results o f 
its operations. . 
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1 - CHAPTER V '••<"'"• • ; ' • 

• v ' -••' ORGANISATION AND MANAGEMENT ' - ' • . • • ' : ' '•. '•••..> 

Article 30. Structure of the Agency 

•The Agency shall have a Council of Governors, a Board of .Directors; a President.and staff to 
perform such duties as the Agency may determine. , , , . . . . . • , v . - '": 

ArticleM. .TheCouncil , , , , : . • :i' . . . , : / 
(a) All the powers of the Agency shall be vested in the Council, except such powers as arc; by the. 

terms of this Convention, specifically conferred upon another organ of the. Agency. The council 
may delegate to the Board the exercise of any of its powers, except the power to-^-' -
*• '.(0 admit'new memebers ahd̂  determine the' Wnditions^of their admission; , • 

(n)suspend a member; ., : r : : v j< ii. b" .... : •; .•'.[ -.> •'•'•';> '•• 

(iii) decide; oriiany increase or decrease in the capital; r'' ' 

(iv) increase the limit of the aggregate amount of contingent liabilities pursuant of section (a) of 
Article 22 ; ; : - j V L . : • , , - , • , r . ^ ; ^ . 

. (v) designate a.member as a developing member country pursuant to section ,(c) of Articje 3 ; .. 

(vi) classify a new member as'belonging to Category One or Category Two for voting purposes 
pursuant to section (a) of Article 39 or reclassify an existing member forthesame.purpbses 

(v/0 determine the compensation of Directors and their Alternates;,: .-. roi ,', 

(viii) cease operations and liquidate the A g e n c y ; . y . . .,. . . . . . . _ . f A 

(ix) distribute assets to members upon liquidation; and- •' •'" ; b a . / - '•..- ..: 

(x) amend this Convention, its Annexes and Schedules;.. ; •; - . . .. ; V. 

(b) The Council shall be composed of one Governor and one Alternate appointed ,by each member 
in such manner as it may determine. No Alternate may vote except in the absence :of his principal. 
The Council shall select one of the Governors as Chairman, - .;••'.• . ' . , .-, v-v 

(c) The Council shall hold an annual meeting and such, other meetings as may be detenr^edby 
the Council or called by the Board.' The Board shall call "a" meeting of the "Council whenever 
requested by five members or by members having twenty-five/ww/j/ pf.the total voting power , , . . , 

Article 32. The Board. ' . ,. , ; , , ? ~; :<,..<••;-;•.., :. . . ; . - . \ v 

(a) The Board'shall he responsible for>the general operations of the Agency and shall take, in 
the fulfilment of this responsibility, any 'action required or permitted under this Convention. ... . , •, 

(b) The Board shall consist of not less than twelve Directors. The number of Directors may be 
adjusted by the Council to take into account changes in membership. Each Director may appoint 
an Alternate with full power to act fpr hin>in c^se of the Directors abesence.or inability to. act; .Tlie 
President of the Bank shall, be ex-officio; (Chairman of the Board, but shall have ho vote Vexcept a 
deciding vote incase of an equal division. j , ' . ; ' . ' . : " . "„ • ' , .- .',' l ,-• . . „ • 

(c) The Council shall determine the term of office of the Directors. The first Board shall be 
constituted by the Council at its inaugural meeting, („. 

(d) The Board shall meet at the call of its chairman acting on his own initiative or upon request 
fo three Directors. 

(e) Until such time as the Council may decide that the Agency shall have a resident Board which 
functions in continuous session, the Directors and Alternates shall receive compensation only for 
the cost of attendance at the'meetings of the Board and the discharge o f other official -functions 
on'behalf of the-Agency.' Upon the establishment of a'Board in continuous session, the-Directors 
-and Alternates shall receive suc&raminerauon-' as may be' deten&ined by the- Council. 

Article 33. . President and Staff 
-' (a) The President shall under the general control of the Board, conduct the ordinary business of 
the Agency. He shall be responsible for the organization appointment and dismissal of the staff.: 

. (b) The President shall be appointed.by the,Board on the nomination of its Chairman. The 

.Council shall determine the salaryandterms pfthe^contract of service, of the President. 
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(c) In the discharge of their offices, the President and the staff owe their, duty entirely to the 
Agency and to no other authority. Each member of the Agency shall respect the international 
character of this duty and shall refrain from all attempts to influence the President or the staff in 
the discharge of their duties. 

(d) In appointing the staff, the President shall subject to the paramount importance of securing 
the highest standards of efficiency and of technical competence, pay due regard to the importance 
of recruiting personnel on as wide a geographical basis as possible. 

(e) The President and staff shall maintain at all time the confidentiality of information obtained 
in carrying out the Agency's operations. 

Article 3 4 . Political Activity Prohibited 

The Agency, its President and staff shall not interfere in the political affairs of any member. 
Without prejudice to the right of the Agency to take into account all the circumstances surrounding 
an investment, they shall not be influenced in their decisions by the political character of the 
member or members concerned. Considerations relevant to their decisions shall be weighed 
impartially in order-to achieve the purposes stated in Article 2 . 

Article 3 5 . Relations with International Organizations 

The Agency shall, within the terms of this Convention, cooperate with the United Nations 
and with other inter-governmental organizations having specialized responsibilities in related fields, 
including in particular the Rank and the International Finance Corporation. 

Article 3 6 . Location of principal office 

(«) The principal office of the Agency shall be located in Washington, D. C , unless the Council, 
by special majority decides to establish it in another location. 

(b) The Agency may establish other offices as may be necessary for its work. 

Article 3 7 . Depositories for Assets 

Each member shall designate its central bank as a depository in which the Agency may keep 
holdings of such member's currency or other assets of the Agency or, if it has no central bank, it 
shall designate for such purpose such other institution as may be acceptable to the Agency. 

Article 3 8 . Channel of Communication 

(a) Each member shall designate an appropriate authority with which the Agency may communicate 
in connection with any that member with respect to matters dealt with in Articles 19 to statement 
of such authority as being statements of the member. The Agency, upon the request of a member 
shall consult with that member with respect to matters dealt within Article 1 9 to 2 1 and related to 
entities or insurers of that member. 

(b) Whenever the approval of any member is required before any act may be done by the Agency, 
approval shall be deemed to have been given unless the member presents an objection within such 
reasonable period as the Agency may fix in notifying the member of the proposed act. 

CHAPTER VI 

VOTING, ADJUSTMENTS OF SUBSCRIPTIONS AND REPRESENTATION 

Article 3 9 . Voting and Adjustments of Subscriptions 

(a) In order to provide for voting arrangements that reflect the equal interest in the Agency of 
the two Categories of States listed in Schedule A of this Convention, as well as the importance of 
each member's financial participation, each member shall have 177 membership votes plus one 
subscription vote for each share of stock held by that member. 

(b) If at any time within three years after the entry into force of this Convention the aggregate 
sum of membership and subscription votes of members which belong to either of the two Categories 
of States listed in Schedule A of this Convention is less than forty per cent of the total voting 
power, members from such a Category shall have such number of supplementary votes as shall be 
necessary for the aggregate voting power of the Category to equal such a percentage of the total 
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voting power. Such supplementary votes shall be distributed among the members of such 
Category in the proportion that the subscription votes of each bears to the aggregate of subscription 
votes of the Category. Such supplementary votes shall be subject to automatic adjustment 
to ensure that such percentage is maintained and shall be cancelled at the end of the above-mentioned 
three-year period. 

(c) During the third year following the entry into force of this Convention, the' Council shall 
review the allocation of shares and shall be guided in its decision by the following principles :— 

(/) the votes of members shall reflect actual subscriptions to the Agency's capital and the 
membership votes as set out in.section (a) if this Article ; 

(ii) shares allocated to countries which shall not have signed the Convention shall be made 
available for reallocation to such members and in such manner as to make possible voting 
parity between the above-mentioned Categories ; and 

(iii) the Council will take measures that will facilitate members' ability to subscribe to shares 
allocated to them. 

(d) Within the three-year period provided for in section (b) of this Article, all decisions of the 
Council and Board shall be taken by special majority, except that decisions requiring a higher 
majority under this Convention shall be taken by such higher majority. 

(e) In case the capital stock of the Agency is increased pursuant to section (c) of Article 5, each 
member which so requests shall be authorized to subscribe a proportion of the increase equivalent 
to the proportion which its stock therefore subscribed bears to the total capital stock of the Agency, 
but no member shall be obligated to subscribe any part of the increased capital. 

( / ) The Council shall issue regulations regarding the making of additional subscriptions under 
section (e) of this Article. Such-regulations shall prescribe reasonable time limits for the submission 
by members of requests to make such subscriptions. 

Articled. Voting in the Council 

(a) Each Governor shall be entitled to cast the votes of the member he represents. Except as 
otherwise specified in this Convention, decisions of the Council shall be taken by a majority of the 
votes casted. 

(b) A quorum for any meeting of the Council shall be constituted by a majority of the Governors 
exercising not less than twothirds of the total voting power. 

(c) The. Council may by regulation establish a procedure whereby the Board, when it deems 
such action to be in the best interests of the Agency, may request a decision of the Council on a 
specific question without calling a meeting of the Council. 

Article 41. Election of Directors 

(a) Directors shall be elected in accordance with Schedule B. 

(b) Directors shall continue in office until their successors are elected. If the office of a Director 
becomes vacant more than ninety days before the end of his term, another Director shall be elected 
for the remainder of the term by the Governors who elected the former Director; A majority of 
the votes cast shall be required for election. While the office remains vacant, the Alternate of the 
former Director shall exercise his powers , except that of appointing an Alternate. 

Article 42. Voting in the Board 

(a) Each Director shall be entitled to cast the number of votes of the members whose votes counted 
towards his election. All the votes which a Director is entitled to cast shall be cast as a unit. Except 
as otherwise specified in this Convention, decisions of the Board shall be taken by a majority of the 
votes cast. 

(b) A quorum for a meeting of the Board shall be constituted by a majority of the Directors 
exercising not less than one-half of the total voting power. 

(c) The Board may by regulation establish a procedure whereby its Chairman, when he deems 
such action to be in the best interest of the Agency, may request a decision of the Board on a specific 
question without calling a meeting of the Board. 
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CHAPTER V I I . 

PRIVILEGES AND IMMUNITIES 

Article 43. Purposes of Chapter 

, To enable the Agency to fulfill its functions, the immunities and privileges set forth in this Chapter 
shall be accorded to the Agency in the territories of each member. 

Article 44. Legal Process 

Actions other than those within the scope of Articles 57 and 58 may be brought against the 
Agency only in a court of competent jurisdiction in the territories of a member in which the Agency 
has an office or has appointed an agent for the purpose of accepting service or notice of process. 
N o such action against the Agency shall be brought (/) by members or persons acting for or deriving 
claims from members or {«) in respect of personnel matters. The property and assets of the Agency 
shall, wherever located and by whomsoever held, be immune from all forms of seizure, attachment 
or execution before the delivery of the final judgment or award against the Agency. 

Article 45. Assets 

(a) The property and assets of the Agency, wherever located and by whomsoever .held shall be 
immune from search, requisition, confiscation, expropriation or any other form of seizure by execu­
tive or legislative action. 

(b) To the extent necessary to carry out its operations under this Convention, all property and 
assets of the Agency shall be free from restrictions, regulations, controls and moratoria of any 
nature ; provided that property and assets acquired by the Agency as successor to or subrogee of a 
holder of a guarantee, a reinsured entity or an investor insured by a reinsured entity shall be free 
from applicable foreign exchange restrictions, regulations and controls in force in the territories of 
the member concerned to the extent that the holder, entity or investor to whom the Agency was 
subrogated was entitled to such treatment. 

(c) For purposes of this Chapter, the term " assets " shall include the assets of the Sponsorship 
Trust Fund referred to in Annex I to this Convention and other assets administered'by the Agency 
in furtherance of its objective. •'' 

Article 46. Archives and Communications 

(a) The archives of the Agency shall be inviolable, wherever they may be. 

(b) The official communications of the Agency shall be accorded, by each member the same 
treatment that is accorded to the official communications of the Bank. i 
Article 47. Taxes 

(a) The Agency, its assets property and income, and its operations and transactions autho­
rized by this Convention, shall be immune from all taxes and customs duties. The Agency shall 
also be immune from liability for the collection or payment of any tax or duty. 

(6) Except in the case of local nationals, no tax shall be levied on or in respect of expense 
allowances paid by the Agency to Governors and their Alternates or on or in respect of salaries, 
expense allowances or other emoluments paid by the Agency to the Chairman of the Board, Direct­
ors, their Alternates, the President or staff of the Agency. 

(c) No taxation of any kind shali be levied on any investment guaranteed or reinsured by 
the Agency (including any earnings therefrom) or any insurance policies reinsured by the 
Agency (including any premiums and other revenues therefrom) by whomsoever held ; (i) which 
discriminates against such investment or insurance policy solely because it is .guaranteed or re­
insured by the Agency ; or (ii) if the sole jurisdictional basis for such taxation is the location 
of any office or place of business maintained by the Agency. 

Article 48. Officials of the Agency . . -•, 

All Governors, Directors, Alternates, the President and staff of the Agency— 

(i) shall be immune from legal process, with- respect to acts performed by them in their 
official capacity; 
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(ii) i-not being'"'local nationals; shall be accorded'the same'immunities'from immigration, 
•.-.:> . v.- -restrictions, alien registration requirements-and national service obligations, and the 

same facilities as regards exchange restrictions as are accorded by the-members concer­
ned to the representatives, officials and employees of comparable rank of other mem-

.-• bers; and .•. -. - <..: • , •"• 

(iii) shall be granted the same treatment in respect of travelling facilities, as is accorded by 
the members concerned to representative, officials and employees of comparable rank 
of other members. 

Article, 4?.- Application of'this ̂ Chapter. ,•• : -. , . r . 

Each member/ shall take ; such action as is necessary in its own /territories for the, purpose 
o f making effective in terms of its'own law the principles set forth in this Chapter and shall inform 
the Agehcy of the detailed action which it Has taken; '. , ;"' / . : . ' ' 

Article 50. Waiver. . ^ 

- ^ e immunities^ exemptions and privilegesprovided in this Chapter are granted in the interests 
of the Agency and may be waived, to such extent and upon such conditions as the Agency' may 
determine, in cases where. such a waiver would not prejudice its interests. The Agency shall 
waive-theirmmmity ofany Of its Staff incases Where, in its opinion, the immunity would impede 
thecourse of justice and-can be waived without prejudice to; the interests of the Agency." " 0 

v^-:v. i';, '•„• . V ~ ' ,v •• CHAPTER VIII '"' 

. . , .WnTHpRAWAL, SUSPENSION OF MEMBERSHIP AND CESSATION OF ' 
OPERATIONS ',' . . ... 

Article 51. Withdrawal 

Any member may, after the expiration of three years following the date upon which this 
Convention has entered into force with respect to such member, withdraw from the Agency at any 
time by giving notice in writing to the Agency at its principal office. The Agency shall notify the 
Bank, as depository of this Convention, of the receipt of such notice. Any withdrawal shall become 
effective ninety days following the date of the receipt of such notice by the Agency. A member 
may^revoke such notice as long- as it has no fibecome effective. , . ' : ' . . . . ' >• 

Article 52;-Suspension of Membership>• - r ' 

(a) If a member fails to fulfil any. of its obligations under this Convention, the Council may by 
a majority of its members exercising a majority of the total voting power, suspend its membership. 

- (6) . While under suspension a member shallhave no rights under this Convention, except for 
the right of. withdrawal and other rights provided in this Chapter and Chapter IX, hut shall remain 
subject to all its obligations. " * ' * . . ' . > \ 

(c) For purposes of determining eligibility for a. guarantee or reinsurance to be issued under 
Chapter III or Annex I to this Convention, a suspended member shall not be treated as a member of 
the Agency.. i , • , : . 

'(ft) ' The suspended member shall automatically cease "to be'-a member one year from the date 
of its suspension unless the Council decides to extend the period of suspension or to restore the 
member to good standing. - - • • 

Article 53. Rights and,Duties.of States Ceasing to be Members _ . . ; . 

1(a). When.a State ceases to be a member, it shall remain liable for all its obligations, including 
its contingent obligations, under this Convention which shallhave been in effect before the cessation 
of its membership. • * • 

'(b) Without'prejudice to section (a) above', the'Agency shall enter into an arrangement with 
such State for the settlement of their respective claims and obligations. Any such arrangement shall 
be approved by the Board. . _ . . . . . . . . 

Article 54. Suspension of Operations 

' (ay The Board may, whenever it deems it justified suspend the issuance of new guarantees for 
a specified period. ^ : 
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(b) In an emergency, the Board may suspend all activities of the Agency for a period not 
exceeding the duration of such emergency, provided that necessary arrangements shall be made for 
the protection of the interests of the Agency and of third parties. 

(c) The decision to suspend operations shall have no effect on the obligations of the members 
under this Convention or on the obligations of the Agency towards holders of a guarantee or 
reinsurance policy or towards third parties. 

Article 55. Liquidation 

(a) The Council, by special majority, may decide to cease operations and to liquidate the Agency. 
Thereupon the Agency shall forthwith cease all activities, except those incidents to the orderly 
realization, conservation and preservation of assets and settlement of obligations. Until final 
settlement and distribution of assets, the Agency shall remain in existence and all rights and 
obligations of members under this Convention shall continue uninpaired. 

(b) No distribution of assets shall be made to members until all liabilities to holders of guarantees 
and other creditors shall have been discharged or provided for and until the Council shall have 
decided to make such distribution. 

(c) Subject to the foregoing, the Agency shall distribute its remaining assets to members in 
proportion to each member's share, in the subscribed capital. The Agency shall also distribute 
any remaining assets of the Sponsorship Trust Fund referred to in Annex I to this Convention 
to sponsoring member in the proportion which the investments sponsored by each bears to the 
total of sponsored investments. No member shall be entitled to its share in the assets of the Agency 
or the Sponsorship Trust Fund unless that member has settled all outstanding claims by the 
Agency against it. Every distribution of assets shall be made at such times as the Council shall 
determine and in such manner as it shall deem fair and equitable. 

CHAPTER IX 

SETTLEMENT OF DISPUTES 

Article 56. Interpretation and Application of the Convention 

(a) Any question of interpretation or application of the provisions of this Convention arising 
between any member of the Agency and the Agency or among members of the Agency shall be 
submitted to the Board for its decision. Any member which is particularly affected by the question 
and which is not otherwise represented by a national in the Board may send a representative to 
attend any meeting of the Board at which such question is considered. 

(b) In any case where the Board has given a decision under section (a) above, any member may 
require that the question be referred to the Council; whose decision shall be final. Pending the 
result of the referral to the Council, the Agency may, so far as it deems necessary, act on the basis 
of the decision of the Board. 

Article 57. Disputes between the Agency and Members 

(a) Without prejudice to the provisions of Ariticle 56 and section (b) of this Article, any dispute 
between the Agency and a member or an agency thereof and any dispute between the Agency and a 
country (or agency thereof) which has ceased to be a member, shall be settled in accordance with the, 
procedure set out in Annex II to this Convention. 

(b) Disputes concerning claims of the Agency acting as subrogee of an investor shall be. 
settled in accordance with either (/) the procedure set out in Annex II to this Convention, or (ii) an 
agreement to be entered into between the Agency and the member concerned on an alternative 
method or methods for the settlement of such disputes. In the latter case, Annex II to this 
Convention shall serve as a basis for such an agreement which shall in each case, be approved by 
the Board by special majority prior to the undertaking by the Agency of operations in the territories 
of the member concerned. 

Article 58. Disputes Involving Holders of a Guarantee of Reinsurance 

Any dispute arising under a contract of guarantee or reinsurance between the parties thereto shall 
be submitted to arbitration for final determination in accordance with such rules as shall be provided 
for or referred to in the contract of guarantee or reinsurance. 
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CHAPTER X 

AMENDMENTS 

Article 59. Amendment by Council 

(a) This Convention and its Annexes may be amended by vote of three-fifths of the Governors 
exercising four -fifths of the total voting power, provided that, 

(0 any amendment modifying the fight to withdraw from the Agency provided in Article SI of 
the limitation on liability provided in section (d) of Article 8 shall require the affirmative 
vote of all Governors; and 

O'O any amendment modifying the loss-sharing arrangement provided in Articles 1 and 3 of 
Annex I to this Convention which will result in an increase in any member's liability 
thereunder shall require the affirmative vote of the Governor of each such member. 

(b) Schedules A and B to this Convention may be amended by the Council by special majority. 

(c) If an amendment affects any provision of Annex I to this Convention, total votes shall include 
the additional votes allotted under Article 7 of such Annex to sponsoring members and countries 
hosting sponsored investments. 

Article 60. Procedure 

Any proposal to amend this Convention, whether emanating from a member or a Governor or a 
Director, shall be communicated to the Chairman of the Board who shall bring the proposal before 
the Board. If the proposed amendment is recommended by the Board, it shall be submitted to the 
Council for approval in accordance with Article 59. When an amendment has been duly approved 
by the Council, the Agency shall so certify by formal communication addressed to all members. 
Amendments shall enter into force for all members ninety days after the date of the formal 
communication unless the Council shall specify a different date. 

CHAPTER XI 

FINAL PROVISION 

Article 61. Entry into Force 

(a) This Convention shall be open for signature on behalf of all members of the Bank and 
Switzerland and shall be subject to ratification, acceptance or approval by the signatory States in 
accordance with their constitutional procedures. 

(b) This Convention shall enter into force on the day when not less than five instruments of 
ratification, acceptance or approval shall have been deposited on behalf of signatory States in 
Category One, and not less than fifteen such instruments shall have been deposited on behalf of 
signatory States in Category Two ; provided that total subscriptions of these States amount to not 
less than one-third of the authorized capital of the Agency as prescribed in Article 5. 

(c) For each State which deposits its instrument of ratification, acceptance or approval after 
this Convention shall have entered into force, this Convention shall enter into force on the date of 
such deposit. 

id) If this Convention shall not have entered into force within two years after its opening for 
signature.the President of the Bank shall convene a conference of interested countries to determine 
the future course of action. 

Article 62. inaugural Meeting 
: Upon entry into force of this Convention, the President of the Bank shall call the inaugural 
meeting of the Council. This meeting shall be held at the principal office of the Agency within 
sixty days from the date on which this Convention has entered into force or as soon as practicable 
thereafter. 

Article Si. Depository 

Instruments of ratification, acceptance or approval of this Convention and amendments thereto 
shall be deposited with the Bank which shall act as the depository of this Convention. The 
depository shall transmit certified copies of this Convention to States members of the Bank and to 
Switzerland. 
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Article 64. Registration 

The depository shall register this Convention with the Secretariat of the United Nations in 
accordance with Article 102 of the Charter of the United Nations and the Regulations thereunder 
adopted by the General Assembly. 

Article 65. Notification 

The depository shall notify all signatory States and, upon the entry into force of this Convention, 
the Agency of the following;— 

(a) signatures of this Convention ; 

(b) deposits of instruments of ratification, acceptance and aproval in accordance with Article 63; 

(c) the date on which this convention enters into force in accordance with Article 6 1 ; 

(d) exclusions from territorial application pursuant to Article 6 6 ; and 

0 ) withdrawal of a member from the Agency pursuant to Article 51. . 

Article 66. Territorial Application 

This Convention shall apply to all territories under the jurisdiction of a member including the 
territories for whose international relations a member is responsible, except those which are excluded 
by such member by written notice to the depository of this convention either at the time of 
ratification, acceptance or approval or subsequently. ' 

Article 67. Periodic Reviews 

(a) The Council shall periodically undertake comprehensive reviews of the activities of the Agency 
as well as the results achieved with a view to introducing any changes required to enhance the 
Agency's ability to serve its objectives. 

(b) The first such review shall take place five years after the entry into force of this Convention. 
The dates of subsequent reviews shall be determined by the Council. 

DONE at Seoul, in a single copy which shall remain deposited in the archives of the International 
Bank for Reconstruction and Development, which has indicated by its signature below its agreement 
to fulfill the functions with which it is charged under this Convention. 

ANNEX I 

GUARANTEES OF SPONSORED INVESTMENT UNDER ARTICLE 2 4 

Article 1. Sponsorship 

(a) Any member may sponsor for guarantee an investment to be made by ah investor of any 
nationality or by investors of any or several nationalities. 

(6) Subject to the provisions of sections (b) and (c) of Article 3 of this Annex, each sponsoring 
member shall share with the other sponsoring members in losses under guarantees of sponsored 
investments, when and to the extent that such losses cannot be covered out of the Sponsorship 
Trust Fund referred to in Article 2 of this Annex, in the proportion which the amount of maximum 
contingent liability under the guarantees of investments sponsored by it bears-to the total amount 
of maximum contingent liability under the guarantees of investments sponsored by all members. 

(c) In its decisions on the issuance of guarantees under this Annex, the Agency shall pay due 
regard to the prospects that the sponsoring member will be in a position to meet its obligations 
under this Annex and shall give priority to investments which are co-sponsored by the host countries 
concerned. 

(d) The Agency shall periodically consult with sponsoring members with respect to its operations 
under this Annex. 

Article 2 . Sponsorship Trust Fund 

(a) Premiums and other revenues attributable to guarantees of sponsored investments, including 
returns on the investment of such premiums and revenues, shad be held in a separate account which 
shall be called the Sponsorship Trust Fund. 
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(b) All administrative expenses and payments on claims attributable to guarantees issued under 
this Annex shall be paid out of the Sponsorship Trust Fund. 

(c) The assets of the Sponsorship Trust Fund shall be held and administered for the joint account 
of sponsoring members and shall be kept separate and apart from the assets of the Agency. 

Article 3. Calls on Sponsoring Members 

(a) To the extent that any amount is payable by the Agency on account of a loss under a sponsored 
guarantee and such amount cannot be paid out of assets of the Sponsoring Trust Fund, the Agency 
shall call on each sponsoring member to pay into such Fund it's share of such amount as shall be 
determined in accordance with section (b) of Article 1 of this Annex. 

•(b) No member shall be liable to pay .any amount on a call pursuant to the provisions of this 
Article if as a result total payments made by that member will exceed the total amount of guarantees 
covering investments sponsored by it. 

(c) Upon the expiry of any guarantee covering an investment sponsored by a member; the liability 
of that member shall be decreased by an amount equivalent to the amount of such guarantee ; such 
liability shall also"be- decreased' on a pro rate basis upon payment by the Agency ofany claim 
related to a sponsored investment and shall otherwise continue in effect until the expiry of all 
guarantees of sponsored investments outstanding at the time of such payment. 

•'(d) If any sponsoring member-shall not be liable for an amount of a call pursuant to the provisions 
of this Article because of the limitation contained in sections' (b) and (c) above, or if any sponsoring 
member'shall default In payment of an amount due in response to any such call, the liability for 
paymeht^of. such amount shall be shared pro rata-by the other sponsoring members. Liability of 
members pursuant to this section shall be subject to the limitation set forth in sections (b) and (c) 
above.'•' • • ' • : ' - v - ' . ' • • " • . ' " ' ' " . ' • • " . . -

(e) Any payment by a sponsoring member pursuant to a call in accordance with this Article 
Shall be madepromptly and in freely usable currency. ; o ; , . • 

AMcte 4. Valuation ofCurrencies and Refunds- -•' i . , . . < . ; '•!....•• 

The provisions on valuation of currencies and refunds contained in this Convention with respect 
to'capital subscriptions shall.be applied mutatis•mutandis to fund paid by members on account of 
sponsored^investments.-v: -' - -~ • ' '. • - . » • . • ' '•"•. 

Article 5. Reinsurance 
(a) The; Agency', inay, 'under the conditions set forth in Article I of this Annex, provide 

reinsurance to a member, an agency thereof, a regional agency as defined in section (a) of Article 20 
of this Convention or a private insurer in a member country. The provisions of this Annex 
concerning guarantees and of Articles 20 and 21 of this Convention shall be applied mutatis mutandis 
to reinsurance provided under this section. 

(b) The Agency may obtain reinsurance for investments guaranteed by it under this Annex and 
shall meet the cost of such reinsurance out of the Sponsorship Trust Fund. The Board may decide 
whether and to what extent the loss -sharing obligation of sponsoring members referred to in section 
(b) of Article I of this Annex may be reduced on account of the reinsurance cover obtained. 

Article 6. Operational Principles ' '' • 4 •• • 

Without prejudice to the provisions,of this. Annex, the provisions with respect to guarantee 
operations under Chapter HI of this Convention'and to financial management under chapter IV 
of this Convention shall be applied mutatis mutandis to gurantees of sponsored investments except 
that (i)such investments shall qualify for sponsorship if made in the territories of any member, 
and in particular of any developing member,, by an investor or investors eligible under' section 
(a) of Article I of this Annex; and (ii) the Agency shall not be liable with respect to its own assets 
for any guranteeor. reinsurance issued under this Annex and each contract or guarantee, or 
reinsurance concluded pursuant to this Annex shall expressly so provide. 

Article7. Voting . . . 
For decisions relatingto sponsored investments, each sponsoring member shall have one additional 

vote for each 10,000 Special Drawing Rights equivalent of the amount guaranteed or reinsured on 
the basis of its sponsorship, and each member hosting a sponsored investment shall have one 
additional vote for each 10,000 Special Drawing Rights equivalent of the amount guaranteed or 
reinsured with respect to any sponsored investment hosted by it. Such additional votes shall be 
cast only for decisions related to sponsored investments and shall otherwise be disregarded in 
determining the voting power of members. ' r . , 

http://shall.be
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ANNEX H 

SETTLEMENT OF DISPUTES BETWEEN A MEMBER AND THE AGENCY UNDER ARTICLE 57 

Article 1. Application of the Annex 

All disputes within the scope of Article 57 of this Convention shall be settled in accordance with 
the procedure set out in this Annex, except in the cases where the Agency has entered into an 
agreement with a member pursuant to section (b) (ii) of Article 57. 

Article 2. Negotiation 

The parties to a dispute within the scope of this Annex shall attempt to settle such dispute by 
negotiation before seeking conciliation or arbitration. Negotiations shall be deemed to have been 
exhausted if the parties fail to reach a settlement within a period of one hundred and twenty days 
from the date of the request to enter into negotiation. 

Article 3. Conciliation 

(a) If the dispute is not resolved through negotiation, either party may submit the dispute to 
arbitration in accordance with the provisions of Article 4 of this Annex, unless the parties, by 
mutual consent have decided to resort first to the conciliation procedure provided for in this Article. 

(b) The Agreement for recourse to conciliation shall specify the matter in dispute, the claims 
of the parties in respect thereof and, if available , the name of the conciliator agreed upon by the 
parties. In the absence of agreement on the conciliator, the parties may jointly request the Secretary 
-General of the International Centre for Settlement of Investment Disputes (hereinafter called 
ICSID) or the President of the International Court of Justice to appoint a conciliator. The 
conciliation procedure shall terminate if the conciliator has not been appointed within ninety days 
after the agreement for recourse to conciliation. 

(c) Unless otherwise provided in this Annex or agreed upon by the parties, the conciliator shall 
determine the rules governing the conciliation procedure and shall be guided in this regard by 
the conciliation rules adopted pursuant to the Convention on the Settlement of Investment 
Disputes between States and Nationals of Other States. 

(d) The parties shall co-operate in good faith with the conciliator and shall, in particular, provide 
him with all information and documentation which would assist him, in the discharge of his func­
tions; they shall give their most serious consideration to his recommendations. 

(e) Unless otherwise agreed upon by the parties, the conciliator shall, within a period not exceeding 
one hundred and eighty days from the date of his appointment, submit to the parties a report 
recording the results of his efforts and setting out the issues controversial between the parties and his 
proposals for their settlement. 

( / ) Each party shall, within sixty days from the date of the receipt of the report, express in writing 
its views on the report to the other party. 

(g) Neither party to a conciliation proceeding shall be entitled to have recourse to arbitration 
unless: 

(i) the conciliator shall have failed to submit his report within the period established in section 
(e) above; or 

(ii) the parties shall have failed to accept all of the proposals contained in the report within 
sixty days after its receipt; or 

(iii) the parties, after an exchange of views on the report, shall have failed to agree on a settlement 
of all controversial issues within sixty days after receipt of the conciliator's report; or 

(iv) a party shall have failed to express its views on the report as prescribed in section ( / ) above. 

(h) Unless the parties agree otherwise, the fees of the conciliator shall be determined on the basis 
of the rates applicable to ICSID conciliation. These fees and the other costs of the conciliation 
proceedings shall be borne equally by the parties. Each party shall defray its own expenses. 

Article 4. Arbitration 

(a) Arbitration proceedings shall be instituted by means of a notice by the party seeking 
arbitration (the claimant) addressed to the other party or parties to the dispute (the respondent). 
The notice shall specify the nature of the dispute, the relief sought and the name of the arbitrator 



( x c i . )• 

appointed by the claimant. The respondent, shall.vwithimthirty days after the date of receipt of the 
notice, notify the claimant of the name of the .arbitrator appointed by it. The two parties shall, 
within a period of thirty days from'the date of appbintmerit of the'second arbitrator, select, a third 
arbitrator, who shall act as President of the! 'Arbitral Oribunal'(the Tribunal). 

(b) If the Tribunal shall not have been constituted within sixty days, from the date of the notice, 
the arbitrator not-yet appointed or the President not yet selected shall be appointed, at the joint 
request of thê  parties, by the Secretary-General of ICSID. If there is no such joint request, or if 
the Secretary-General shall fail to make the appointment within thirty days of the request, either 
party may request the President of (the International Court of.Justice to make the appointment.', 

(c) N o party shall have the right to "change the arbitrator appointed by it once the hearing of the 
dispute has,commenced. In case,.any arbitrator (including the President of the Tribunal).shall 
resign, die, pr become incapacitated, a successor shall be appointed in the manner followed'in the 
appointment of his predecessor and such successor shall have the same,powers and duties 6f the 
arbitrator he succeeds. • - * 

(rf)The Tribunal shall convene first ^t such time and place as shall be determined by' the 
President. Thereafter, the Tribunal^shall determine the place and dates of its meetings. r, \; : 

(e) Unless;-otherwise provided in this Annex or agreed upon by the parties, the Tribunal shall 
determine its procedure and shall be, guided in this regard by the arbitration rules adopted pursuant 
to the Convention on the Settlemenuof Investments Disputes between States arid Nationals of Other 
States. -. .-j>. " ,, t. • 

( / ) The Tribunal shall be the judge'-of its own competence except that, if an-objection is'raised 
before the Tribunal to the effect that the' dispute falls within the judisdiction of the Board' or the 
Council under;'Article 56 or within the jurisdiction of a judicial or arbitral body designated in an 
agreement under'Article I of this Arinexand the Tribunal is satisfied that the objection Hs'-genuine, 
the objection shall be referred by the Tribunal to the Board or the Council or the designated body, 
as the case may be, and the arbitration, proceedings shall be stayed until a decision has been, 
reached on the matter, which shall be binding upon the Tribunal. 

(g) Thfe Tribunal shall, in'any dispute''within the scope of this Anndx,-apply the provisions of 
this Convention/ any'relevant agreement between the parties to the dispute, the Agency's by-laws 
and regulations/ the applicable rules of international law, the domestic law of the member concerned 
as well as the applicable provisions-of the investment contract, if any. Without prejudice, to the 
provisions of this Convention, the Tribunal may decide a dispute ex aequo et bono if the- Agency 
and the membericoncerned so agree. The Tribunal may not bring a finding of non liquet, on the 
ground of silence or obscurity of the law. . . . 

(A) The Tribunal shall afford a fair hearing to all the parties. All decisions, of the Tribunal shall 
be taken by a; majority vote and shall state the reasons on which they are based. The award of the 
Tribunal shall be in writing, and shall be signed by at least two arbitrators and.a copy thereof shall 
be final and binding upon the parties-and shall not be subject to appeal, annulment or revision. ; 

(0 If any dispute shall arise between the parties as to the meaning or scope, of an award, either 
party may, within sixty days after-the award was rendered, request interpretation of the award by 
an application in writing to the President of the Tribunal which rendered the award. The President 
shall, if possible, submit the request: to the Tribunal which rendered the award and shall convene 
such Tribunal within sixty days after receipt of the application. If this shall not be possible, a; new 
Tribunal shall be constituted in accordance with the provisions of sections (a) to (d) above,,.. The 
Tribunal may>'stay enforcement of the award pending its decision on the requested Interpretation. . 

( / ) Each member shall recognize" an award rendered pursuant to this Article as binding and 
enforceable-within its territories 6f> the award them shall be governed by the laws concerning 
execution of-judgement in force irf-the State in whose territories such execution is sought and shall 
not derogate:from the law in force"relating to.immunity from, execution. 

(k) Unless-the parties shall agree'!otherwise,.the fees and remuneration payable to the arbitrators 
shall be determined on the basis of the rates applicable to-ICSID,, arbitration. A Each party shall 
defray its own costs associated with rthe arbitration proceedings. The costs of the Tribunal.shall 
be borne by-the parties in equal proportion utiles the Tribunal decides otherwise. Any question 
concerning thedevision of the costs bf the Tribunal or the procedure for payment of such costs shall 
be decided by the Tribunal ^ 

Articie 5. Service of Process 
Service of any notice or process;iri connection with any proceeding under this Annex ..shall be 

made in writing. It shall be made^by the Agency upon the authority designated,by the. member 
concerned pursuant.to Article, 38,of this Convention and by that member at the principal office of 
theAgency. " ' ^ • ' . ' i - • :><.••..•• T ..• . K . ...> ^ ^ 


