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

(Certified on 24th March, 1988)

AN Acr 10 AMEND THE TURNOVER Tax Acr, No. 69 oF 1981

1 “ This Act may be c:ted as the Turnover Tax (Amendment) Act, No. 6 of 1988.

2 Section 49 of the Turnover Tax Act No. 69 of 1981 (heremafter referred to as
the “principal enactment’ ) is hereby amended as follows —

(1) by the insertion, 1mmed1ately after subsectlon (4) of that section, of the following
subsectlon — :

(i) that— " *

‘(4A) Subject to the provisions of subsection (5) and subsection (6),
where the Commissioner-General is satisfied that any person carrymg 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) thatthe 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 C '

(@) 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
p _
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: expressmn subsectlons (3), (4) and (44)

shall” ;and



( o)

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

“(6) No'p'ayment under subsection (3), subsection (4) or subsection (44) 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 tnis Act
shall for all purposes be deemed to have come into force on January 1, 1988.

MONETARY LAW (AMENDMENT) ACT, No. 7 OF 1§s§
(Certiﬁed on 24th March, 1988) . '
- AN ACT TO AMEND THE Moﬁami Law Act
1. This Act may be cited as the Monetary Law (Amendmenf) Act, No 7 of 1988,

2, Sec’uon 10 of the Monetary Law Act (heremafter referred to as the “prmc1pal
enactment”), is hereby amended by the insertion, 1mmed1ate1y 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 (1) 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 :-




(m )
“ (d) if, in the opinion of the board, he has failed to carry out his daties :

Prov1ded that nothmg in this subsectlon 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 pos1t10n 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 posmon
or is such Director.”

(c) by the addition 1mmed1ately after subsectlon (2) of that sectlon of the follo-
wing ‘subsection i — -

“ (3) The Monetary Board may, with the concurrence of the Mlmster,
temporarxly release a Deputy Governor to— - . S

(a) serve.in an oﬂice or posmon for which a. salary or other remunera-
tron is payable out of public funds ;

4

(b) serve with a bankmg institution, which is a publlc 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 corpor’atlbn” shall have the same
. meamng as in Article l70 of the Constltutlon

-4, The followmg ‘new section is heteby inserted 1mmed1ately after section 120
of the principal enactment and shall- have effect as section120a of that enactment :—

“Releascof .. , ... .. 120A. -The Monetary Board may, subject to the provi-
officers and* -- * -

servantsof the - - - sions of subsection. (3) of section 23, at the request of the
Central Bank. . Government or otherwise temporarily release any officer

or servant of the Central Bank, with the consent of such

et - ... . officer or servant to serve in-any office or position outside

S the Central Bank, on such terms and condltlons as may be
determined by the Monetary Board.”.

INLAND REVENUE (AMENDMENT) ACT No. g OF 19ss
o (Certxﬁed on, 25th March 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 8 of 1988.

2, Sectlon 7 of the Inland Revenue Act, No. 28 of 1979 (heremafter referred to as
the “principal enac¢tment”) is hereby amended in subsection: (3) of that section as
follows :— AL E



(w )

(1) by the substitution in paragraph () of that subsection for the words “paragraph
(h) and paragraph (!),”, of the words “‘pargagraph (), paragraph (}) and
paragraph (m),” ; S

~ (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 subetitution 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 strbéeétion of the folio-
- 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

(i) if the second-mentioned . person ﬁad 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 alteratrons
to that property made by the second-mentroned person after it was
acqmred 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 (XLiX) of that paragraph, for the words

and figures © the President’s Fund established by the President’s Fund Act,

. 7 of 1978 ; and ” of the words and. figures “the President’s Fund
estabhshed by the President’s’ Fund Act, No. 7 of 1978 ;" ;

(2) by the eubétitutidn, in sub-paragraph '(L) of that baragraph for the words and
o - figures ‘“National Defence Fund Act, No. 9 of 1985”., of the words and
figures “Natlonal Defence Fund Act, No. 9 of 1985 and” ; and

(3) by the addmon 1mmed1ately after sub-paragraph (L) of that paragraph of the
following sub-paragraphs :—




( \4 ):

.“(Liy the Sri‘Lanka’ Institute of Architects. mcorporated by the. Sr1 Lanka .
Institute of Architects Law, No. 1.0of 1976 :

.. {Lii) the Surveyors’ Institute of Sri Lanka incorporated by the Surveyors’
' Instltute of Sr1 Lanka Act No 22 of 1982 and

100

(Llll) the ‘Institute of Chemistry, Ceylon mcorporated by the Institute of
v Chemrstry (Ceylon) Act No 15 of 1972 ”,

4, Sectlon 9 of the prmcrpal enactment is hereby amended in subsection (1) of
that section as follows :—

(1) by the substitutioh Aih'paragraph' (m)of that sixbseetion; for the words “to his
residence.?’, of the words “to his residence ; ; and”‘.; and

" (2) by the addition 1mmed1ately after paragraph (m) of that subsectron of the
followmg paragraph —
T« () such part of any sum paid to an employee at the time of his retire-
-ment, from any- provident “or’ pension fund, as represents income
RN . derived by that fund for any period commencmg on or after April
.1, 1987, from investménts made byit,”. .o

5 Sectlon 11 of the prmcnpal enactment is hereby amended as follows :—

(l) in paragraph (b) of that sectlon by the substltutlon, ‘for the ﬁgures “ 20 20A
21,”, of the ﬁgures 20, 20A 20B, 20c, 21”7 ;

(2) m paragraph (c) of that seetlon by the substrtutron, for the words “wrthm one
' ‘year thereafter ; and ot the words wrthm one year thereafter ;¥ ; and

(3) by the insertion 1mmedrately after paragraph (c) of that sectlon, of the followmg
: paragraph :— .

R g ;'

(cc) any dividend pard on or after Aprrl 1, 1988 to a shareholder of a

.. - - company.out-of any such dividend as is referred.to in paragraph (a)

- or {(b) received by that company through'two -or more intermediary.

- compames during the period for which- the dividends referred to"

- in-paragraph (a) or (b) are- exempt from income tax or within two .

years thereafter -and’:

6. Section 12 of the principal enactment~is hereby amended in subsection (1)
of that section as follows :— N
(1) m 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 stich house was or 1s completed on or before March 31, 1989, and
is used” ;and.+ Giin o



( v1)

“(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—

() 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 substltutlon therefor of the followmg
sub-paragraph :— :

(xvi) the change of ownership of any property, on or after November 12,
' 1986, occurring not less than twenty-ﬁve years. after 1ts acquisition
by the person to whom such gain arises.’

8. The following section is hereby inserted imﬂlediately after sectien 208, and shall
have effect as section 20c of the principal enactment :—

;f;‘gggég‘rllé 20c. (1) Such part of the profits and income within the
tax of profits meaning of paragraph (a) of section 3, (other than any profits and
f(r’oclgl._.f:iliplies . income from the sale of capital assets), of any undertaking as con-
entérprises.- 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. A
(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 ; :




“—r———

( v )

(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 termis 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 proﬁté‘ and income not beiﬁg profits and
 income within the meamng of paragraph
(@) of section 3.".

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

(1) by the renumbermg of that section as subsectlon (1) of that section ;

.

2 by the substltutlon, 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 ﬁat,” ; and

' (3) by the addmon lmmedlately after the renumbered subsectlon (l) of that section
of the following subsection :(—

(2) Where any person who carrles on an undertakmg for the cons-

truction and sale of houses or flats, being an undertaking approved by the
Commiissioner for National ‘Housing having regard to the housing policy



( vin)

of the Government, sells on or after April I, 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 snch 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 én_a@:tment 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 sub-paragraph (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 caprtal asset.”

(b) by the substitution; in paragraph (hh), of that subsectron, 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 (¢), 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) Qf that sectior_l—-

(a)- by the substitution, in paragraph (bbb) of that subsection, for the words
“cost of acquisition”, wherever those words occur in that paragraph
- of the words *““cost of acqulsmon or the cost.of construe;tlon as. the

case may be” : c

- . R . . , o
~ ok

(b) by the substitution for the provrso to paragraph (bbb) of that subsectlon
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 : .

1




€ x )
" Provided further that, nothmg in this paragraph shall apply to—

(a) the transfer on or after Aprrl 1 1987 of any such caprtal
~asset to a company referred to in section 14 (a) (xv)
on the conversion of a busmess carried on, by an in-
dividual . either solely or m partnershrp, to such

*company ; or ) A
(b) the dlsposal by any person, of any such’ caprtal 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 employinent carried on, or eXercised by him.”?; .

(3) 1n subsectlon (5) ot‘ that sectron by the substltutron for the word and ﬁgures
“(1). (ee), or (1) ( f)” “of the word and figures “( 1) (ee), (1) (eee) or (1)
(f)”;and

(4) in sibséction (7f of that” sectron———“"‘ R S o '

(a) by the substitution in sub-paragraph (1) of paragraph (a) of that subsec-

w0« oo tionfor the words and figure “ or paragraph (ee) of subsection (1) ”,

. - of .the words and -figure ' or paragraph (ee) or paragraph (eee) of
ST .subsection (1) ” ;.. . . o :

() by the substrtutron in sub-paragraph (1) of paragraph €2 of that subsec-
tion, for the words * such proceeds of sale ;”* of the words ““the proﬁts
’ on the sale of the asset sold ;7 and

1 e

(c) by the insertion unmedrately after sub-paragraph (1) of paragraph ( f ) '
' of that sub-section of the following :— -

K

* 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 acqui'sitionv or the cost of construction, as the, ease rn'ay
be, of such asset ; and

(n) the total allowance for deprecratron granted in respect of such
. capltal asset ;’ :

~11. . Section 24 of the prrncrpal enactment 1s hereby amended in subsection ()]
of that sectlon by~ the substrtutron for the words and ﬁgures “23 (1) (@ or 23 (1)
(e) or-23 (D =", of the words and ﬁgures “ 23 (1) (a) or 23 (1) (e) or 23 (1) (eee)
or 23 (1) -




( 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 dirécts 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 dccount 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-Géneral' shall
consider just and equitable in the circumstances of the case :

Provided that the Commissioner-General may at any time vary or revoke a direc-
tion given under the preceding provisions of this subsection : 7

‘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 m that year of
assessment . :

13. Section 29 of the principal enactment is hereb'y'amended as follows :—-

(lj in subsection (4a) of that section by the substitution for the words and figures

*“ section 20, or section 20A 7, wherever those words and figures occur in

" that subsection, of the words and ﬁgures ‘¢ section .20, or section 20a, or
section 208, or section 20c” ; and - -

(2) by the addition at the end of paragraph (a) of subsectlon (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.”. )




( x1 )
14, Section 31 of the principal enactment is hereby amended as follows :—

(1) in subsection (1) of that section by the substltutlon for the words and figures,
“ Subject to the provisions of subsection (5) and subsection (54),”, of
the words and figures  Subject to the provisions of subsection (5), subsection
(54), 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 *
* of a house purchased on or after that date,” of the follow-

mg 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) ot that paragraph
for the words and figures ““ on or after April 1, 1973,”, of the
words and figures  on or after Aprll 1, 1973, but on or before
March 31, 1989,” ; :

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

“ (e€) 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 anylocal 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—

(1) 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



( xn

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, inder eighteen years of age, of such individual—

(a) who haszacquired 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 ;> ;

(¢) in paragraph (f) 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 (f) thereof, of the following
new paragraph :—

*“(/f) 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,” ;

(f) 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 on or affer April 1, 1978, such amount not being an ameunt

obtain on a loan from the Government of Sri Lanka or any
institution or authority referred to in paragraph (e) ;” ;



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

(?) by the substitution, for the words “spent:by a person in constru-
cting any house or flat 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 (iii) of that paragraph
for the words and figures “sub-paragraph (i) of paragraph
) of subsection (1) of section 23 or paragraph (f) of
subsection (1) of section 23”, of the words and figures
* sub-paragraph (i) of paragraph (b) of subsection (1) of
section 23 or sub-paragraph (ifi) of paragraph (eee)
of subsection (1) of section 23 or paragraph (f) of sub-
sectron (1) of section 23 ;

(h) by the insertion immediately after paragraph (l) of that subsectlon, of
‘ the following paragraph :—

“ (1) 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 1 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,

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

" (iif) no allowanc_e is deductible under’ sub-paragraph

(i) of paragraph (b) of subsection (1) of section

23, or sub-paragraph (iii) of . paragraph (eee) of

subsection (1) of section 23, or paragraph (f) of

-.subsection. (1). of section 23 in respect of such
house, flat or unit.” ;



( xIv )

(/) by the substitution, in the paragraph immediately succeeding paragraph
(o) of that sub-section, for the words “ In paragraphs (¢) 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 (f) or paragraph (g), such”, of the words “in paragraph ( f) 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 (n) 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 ;

(i) in respect of all qualifying payments, referred to in paragraphs
(c), (m) and (n) 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

©) 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 :

JP——
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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 foiloWs —
(1) in paragraphs (a) of subsection (1) of that section—

(@) 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 1mmed1ately 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 7y

' ._(2) in sh_bsectioh () of that section—

(a) by the substitution in paragraph (e) of that subsectlon for’ the words
" “Has been paid by the employer , of the words “ has been paid
by the employer, or”’ )

(b) by the msertlon, 1mmed1ately after paragraph (e) of that’ subsectlon 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



( xvi)

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 ™ ;

@) in subsectioﬁ (3m) 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 ™ ;

() 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 :—

“(3¢c) 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
carlier 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 (1c) of that section and the substitution therefor, of the followmg subsec-
tion :—

“(1c) 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 sectlon 32 shall, mutatis mutandis, apply to the taxation of that
-capital gain.”

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

m 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 succeedmg that year of assessment
- shall not exceed sixty per.centum ;” ; and
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i (2) by the insertion immediately after paragraph (b), of that sectlon of the following .
» NEW paragraph — ' L . . ; _
(c) for any year of . assessment commencmg on or after Apnl 1, 1988,
shall not exceed fifty per centum,”. .

18. Section 67 of the principal enacfment is hereby amended by the repeal of
subsections (2), (3) and (4) of that section, and the substltutron there for, of the
followmg subsecnons —_ .

“(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.

1 3) 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 absént from Sri Lanka for an unbroken period of three hundred
-.. and sixty five days.. When stich 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 de¢emed 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 Sectron 86 of the pr1nc1pal enactment is hereby amended as- follows —

(l) in paragraph (a) of subsection (2) of that section by the substrtutlon, for the
words and figures ““ on or after April'l, 1986, and ”, of the words and ﬁgures
* on or after April 1, 1986, but before April 1, 1988 and ”; and

. .(2) by the addition at the end of that section, of the fo,llowing:new;’snbscction:—-
(3) Where the aggregate of—

(a) the wealth tax to Wthh a person is hable 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. thi 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 (@) 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 affer_ 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 eénd 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 7. - -
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24. Section 119 of the principal enactment is hereby amended in paragraph (c)
of subsection (3) of that sectlon, by the substitution, for the word * Clerk ”, of the
word ““ Sccretary .

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 1Ic 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 IIc of that Schedule, of the following
Part :—

“ PART 1ID

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 .. 409~
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

(¢) 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 operatlon on such
date as may be appointed by the Minister by Order published in the Gazette (herem-
after referred to as the “ appointed date ).

(3) The provisions of Part V of this Act shall come into operation on such later
da__ts as may be appoiqted by. thg_Minister by Order publishe_d,igrthe que.t{e.‘,__

"PART 1
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 !

“ Notwnthstandmg the provisions of subsections (0 and (2) of this section and
of section 3 of this Act, all commercial banks specified in Schedule T 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 contraventxon of subsecilon
(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.°(d) An application for a licence shall be made in wrmng to the Monetary Board
in such manner as may be determmed by the Monetary Board S

: (2) ‘Every appllcatlo'n for a licence shall be accompamed'by——- v

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

) a co'py 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 ;
“cand 0 o . o

(¢) 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.

S and lxabxlmes mcurred in the carrymg on of banking busmew in Sri L a.nka ;

(3) On recelpt ot an appllcatlon undcr subsect:on (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—

(@) 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 othér-
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. S

®) 'Any' person who submits an application and Sther documiénts under subséctions
o, ‘(2) and (3) containing information which is to his knowledge false or misleading-
m any matenal partleular, shall be gullty of an offence under this Act.:

4. (1)The Monctary: Board may require any company mcorporated outs:de
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 explry 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 determma-
tion. Ce

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 dxsplay a copy of the 11cence issued to
it under subsection (1) in a conspicuous place within the premises of any such bank.

6. (1) Subject to the pfovisions 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 si:eciﬁed 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 apphcable 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
‘an_munt 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. (1) 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

()] 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 cqmmimicate 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 céncellation ofa 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 subssction (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

(¢) 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 comniercial 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 incorporated 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-
_trve of the Monetary Board

(2) Where the cancellation of a licence has been made in respect of a licensed com-
mercial bank mcorporated or established within Sri Lanka by or under any written law
“for the time being in force, the Director of Bank Superv1s10n 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 wmdmg 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 prov1s1ons of
subsection (2) of section 3. : .

. (4) The Monetary Board may, in addmon to the procedures laid down in subsec-
tions (1), (2) and (3) of this sectlon, take such other steps in respect of the licensed
‘commercial bank, as if may deem necessary by——

. (a) requmng such bank to forthwrth take any actlon or to do any. act or thmg

; " which the Board may consrder necessary in relation to the busmess of such

Tpeae bank

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

(¢) assuming control of and carrying on business of such bank, or by delegatmg
- 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) makmg such arrangements as are necessary for the amalgamatlon of such
bank with any other licensed commerc1a1 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 representatlve
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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(@) by order made in writing, cancel the notice of thhdrawal or the variation un-
condrtlonally or

(b) by order made in wrltmg and pubhshed in the Gazette, confirm the wrthdrawal
' “or varratron wrth or wrthout modification. - : o

(4) Wheré the order for the closure has been made under subSectlon (1), the Mone-
tary Board shall dlrect the Director of Bank Supervision: to take all steps as may
appear necessary in the circumstances, to ‘satisfy himself that all’ persons who HKave
deposited moneys in that branch, agency or office are. given the opportumty to with-
draw such moneys expendrtrously 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
Supervrsron to take such steps- accordingly. - -

14. (1) Where the Governor of the Central Bank has reasonable grounds ta beligve
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 for. the pur-
pose of ascertaining whether such person or bank has contravened, or is contravemng
any of the provisions of this Act. s L T ‘ SR

*(2) The Direéctor 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 mspectlon any books; minutes, accounts,
cash, securities, vouchers, other documents and records as'he may consrder 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 securmes, vouchers, other documents and
records, as the case may be, when so ',requ;red v :

(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 gullty of an offence under this Act.

(4) Any refusal by any person or colnmercial bank to furn'ish "suc'h information or
to submit such books, minutes, accounts, cash,. securmes, vouchers, other documents
and records in contravention of the provisions of subsecnon (2) shall be prima facie
evidence of such person or bank carrymg on banking busmess w1thout 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 requlred for the Monetary Board
or the Central Bank to exercise, perform or discharge the powers, duties or functions,
in respect;of banking business conferred on, or iniposed on, or assigned to, the Mone-
tary Board under the Monetary Law Act or any-written law. :
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PART 11 |
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 7, 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 7, “ 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 tormed 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 ;

(d) 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 ; .

(f) the representative office of a‘commercial bank incorporated or established
outside Sri Lanka. - - A T

- 11 (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 :

Aet———e. SRl
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Provided however, such bank may, with the written permlssmn 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 bankmg, accountancy, valuation, pl‘O_]eCt appraisal and credit
appraisal ;

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

(¢) carries on the sole business of providing medium and long term credit for
development ;

(d) carries on the sole business of factory leasing and warchousing ;
(e) carries on the sole business of providing management consultancy services ;

.(f) 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 commercnal 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 _sha_i;éholder of it and controls the composition of its

board of directors ; or

(iii) the first-mentioned. company is a sub51d1ary of any- company whlch is that
other’s subsidiary.
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- (4) In determining whether one company is a Vsubsidiary of another—-

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

(b) subject to the prow)isions’of paragraphs (c) and (d), any sharesheld 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

(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 ;reated 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 ;

P

(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 purpbses 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’shiall 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 ummpalred caprtal shallbe— .. slun 0 0 0T s T

(a) paid .up. 1f it is-a licensed commermal bank mcorporated or estabhshed m

Sri Lanka by or under any writtenlaw ;. . .. . . Coei

" (b) assigned to ‘such bank by 'the head- office if it is a lrcensed commercral bank
incorporated or estabhshed outside Sri Lanka : '

Provxded however, the Monetary Board may havmg regard “to the deposrt
habllmes or. to the total hablhtles mcludlng contlngent liabilitiés, or to the total
assets or to any specrﬁed categories ‘of such assets;’ of 2 bank after a perlod of ﬁve
minimum amount required- to -be . maintained by:a hcensed commercial bank as
ummparred caprtal The. Monetary Board shall in wrrtmg, commumcate to. all
licensed commercial banks any variation made .by it in respect of the ummpalred
capital required to be maintained by a licensed commercial bank. Where any
licensed -commercial bank'is required-by such ivariation to augnient 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, m whlch to comply
with that requirement. K N

" (3) For the¢ purpose of computing the mmrmum required capital, when such
amount is’ prescnbed in reference to hablhtres or assets, both capital and- liabilities
or assets shall be of such kind and computed in. siich manneér as the Monetary Board
may form time to time determme, havmg regard to the 1nterests of natxonal
economy : : v

(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, estabhshed from time to tlme, by
the Monetary Board. CL ‘ . e e

. (5) A licensed commercial bank-shall not reduce-its— -
(a) paid-up capital ; or
(b) caprtal asslgned to such bank,

3

wrthout the prior written approval of the Monetary Board

6) A licensed commercral bank shall not create any charge upon apy unpa.ld
capital of such bank and any such charge created in contraventxon of these prov1sxons
shall be null and void. T T

(7) (a) Every licensed commercial barnk-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. . : o
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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, prov1ded 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. ' o

(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 sum equivalent to not less than five per centum of such profits until. the
_amount-of the said reserve fund i is equal to. fifty per centum of the pald-up
or assxgned capital of such bank as the case may. be and

(b) a further sum equlvalent to not 1ess than two per centum of “such proﬁts
until the amount of the said reserve fund is equal to the paid-up or assigried
. capltal 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 intarigible assets as may be determmed
by the Monetary Board, before such profits are transferred to the reserve fund.

(2) The reserve fund of atiy licensed commercial bank shall niot -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 incréasing-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 impairinent of paid-up or assigned capital,
as the case may- be, subject to the condition that within a glven perlod of txme, the
deficiency shall be rectified. i .

" 21, (1) Every licenséd ‘commercial ‘bank -shall .maintain’ liquid " asséts in such
amount as may from time to time - be detérmined by thé Monetary Board. having
regard to the nature of the businéss carried on by such bank, which shallnot in a
daily average -each- month, be léss than such percentage of- the total of 1ts llabllmes
less its liabilities to the Central Bank and -to-thé shareholders : » "» .. "7 =
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v 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

‘l‘iabilities, less it_s 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 tangxble assets, have

been completely written off.
- PART IV -~
» _O_i_?P-suomz BANIKNG BUSINEsS
23 No .oﬁ'-shore>bankrng”busi.ness -shall”be carrierl :on except _by_“a‘ eommercial

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 specrﬁed in Schcdule I, whrch on the appomted date

are carrying on off-shore banking business under the “ Foreign Currency Banking

Scheme ™ established by the Motietary Board shall be issued a licence in terms of
section 5 enabling such. banks to carry on off-shore banking business under this
Pat. R

24. All off-shore operations of a >li.oens‘ec-lv conmrercialﬁbanicu under this 4Part

..shall be carried on by its off-shore _unit, and Parts III, V and VI of this Act shall
snot-apply in respect of off-shore banking business. o - -

25, The Monetary Board may, by order made w1th the approval of- the Mmrster,

“authorize an off-shore unit of a llcensed 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 natlonal economy, to carry on all or any of: the

following businesses_;i—
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(@) accépt 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 sumina designated foreign currency from any non-resident ;

(c) extend accommodat]on to any non-re51dent in any desxgnated forelgn
. currency ;v .

(d) engage in any transaction in any desxgnated forelgn 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 havmg regard
to the interests of national economy. :

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

(o) a balance sheet as at the last workmg day of each ﬁnancnal yeéar of such licensed
© . commercial bank ; N

(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 audrtor for the purpose of preparmg a fresh report

31. The Monetary Board may cause an exammatron of any oﬂ’-shore umt 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 engagmg 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.. . ... .. . . . 5ot

32 Every oﬁ‘-shore bankmg umt shall mamtam the books mlnutes, accounts,
cash, securities, vouchers, other documents and records as may be determined by thé
Monetary Board, havmg regard 1o, the nature of the busmess carned on by such
oﬂ'-shore unit. _ '
33. (I) It shall be lawful for the Director of Bank Supervision or any ofﬁcer of

Le e
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(a) to require any director, oﬁ‘lcer or employee of any off-shore unit to furnish
him with such information as he may.consider necessary to obtain, for the
purpose of ascertammg the true condltron of the affairs of any off-shore
unlt e AR N R e Tian e hoT 0t ol ".‘Z: i

(b) to require any such director, officer, or émployee’ to-produce for inspection
by him at such time as he may specify any books, minutes, accounts, cash,
securities, vouchérs other documents and records iii-the- possessron of such
director, officer or employee containing or likely to contain :any such
information. o )

(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 possessron contammg or
likely to contain any such information.

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

3, Subject to the provisions of this Part the Monetary Board—may, from time
to time, call for information, reports and returns as it may deem necessary for-the
purposes of this Part and 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 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 rep_re_sented by tangihle assets under éeparate
headings, s0 far as they are not written off ;

: --(b) the market value of mvestments NV

(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 ; '

(¢) any increase or decrease in the provision for depreciation, renewals or
diminution in the value of fixed assets ; : ‘

- (f) the sources and applrcatrons of funds ;-
- (g) reserves, provrsrons and hablhtles drstmgulshable from each other ;

_(h) except in the case of the first balance sheet after the coming into force of this
Part of this Act the correspondmg amounts at the end of ‘the 1mmed1ately
precedmg ﬁnanc1a1 year for all 1tems shown in the balance sheet

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

(a) the amount charged to revenue by way of provrsron for deprecratron, renewals
or diminution in.value..of fixed: assets ; . :




t
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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 cucrent year of taxation or a succeeding year ;
(c) the aggregate amount of dividends paid or proposed to be paid ;.

l (d) the amount of remuneration of auditors ;

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

(f) the amount set aside or proposed to be set aside to, or withdrawn from,
TEserves ;

(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 ccase of the first profit and loss account after the cominginto
: - force of this Part of this Act, the corresponding amount at the end of the
B 1mmed1ate1y preceedmg ﬁnancral 'year for all items shown in the proﬁt and

loss account S '

" 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 ﬁnanc1a1 year its balance sheet
as at the close of the ﬁnancral year,. and exhlbrt them in a conspxcuous place of each
-of its_places of business until the balance sheet and proﬁt and loss account for the
succeedmg financial year are prepared and exhlbrted ‘ : -

. (2)' Every hcensed commerc:xal.bank‘mcorporated 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 tusiness in Sti Lanka Lo

(3) The Monetary Board may specrty the form of the balance sheet and proﬁt
and Toss account referred to in this Part- and where such form is specrﬁed the balance
sheet and proﬁt and loss account of every licensed commercral bank shall be prepared

in such form as may be specrﬁed ‘

-.(4) Every commercial. bank licensed. to carry on banklng business. in, Sri Lanka
.,hall within six months of the close of the ﬁnanc1a1 year, exhibit in-a consplcuous
place within the place of- busmess of such commercral 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 ofits 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 6r any information
from the officers or agents of such licensed commercial bank whether such explanatlon
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 fead 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 réport 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 abpoinfed 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




requested by such oﬂicer '
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- for the performance of his dutres, and he shall be entitled to require from the ofﬁcets

of such bank such information and explanatxons as  he thinks necessary for the-

' performance and proper discharge of his duties and functlons 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 appomted by the Monetary Board ‘under subsectlon (4),
he shall be paid such amount as may be determmed by the Monetary Board, ~

'

(7) No person havmg an mterest in any hcensed commerc1al bank or any
dlrector oﬁicer, employee, agent of such licensed commercial bank sha]l be eligible
for appointment as auditor for that licensed commercial bank. Any person appointed
as auditor who shall after such appomtment acquire any interest in or become
a director, officer, employee or agent of such hcensed commerc1a1 bank shall forthwith

cease to act as such auditor.

(8) Nothinig contairiéd in thi$ section shill apply to the audit of  the' dccounts' of
any licensed commercial bank which is a public corporation. ‘

Tt : [ 2RI TR S

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

appomted by’ such licérised commercial bank has, due to teasons 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 perlod of
time for compliance with the preceding provisions of this Part. - ... | .+ (.

"41. (1) The Monetary Board shall, from time to time; cause an e€xamination 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 Boardthat 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 provxswns of thls 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 inispect at any time as requested by such officer all books, minutes, accounts,
cash, securities, vouchers other documents -and. records relating to its business-and
shall be required to furnish such mformatlon concernmg its busmess as may be

i

(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 mtormanon furnished or item produced is false
in any material particular the. defaulting licensed commercial bank of subsidiary
or both, as the case may be, shall be guilty. of an offence under this Act.

P
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PART 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— ‘

(@) 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

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

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

(@) he becomes subject to any of the disqualifications mentioned in subsection (1) ;
or -

(b) he becomes permanently incapable of performing his duties ;. or
(c) he has been convicted of any act which is of a fraudulent or illegal character ; or

(d) has done an act or thing which is maniféstly 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—

(@) 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 ~

() 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 é inanaging
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—

(@) is engaging in unsafe or unsound practices in the carrying on of its busmess,
which—

(@) is likely to jeopardise its obligations to'its depositors ; or
(i) 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—
(@) to cease and desist from any such practice or contravention ; or

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

(¢) 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

wnthm fifteen days of receipt of such appeal.

(l) The Monetary Board may glve dlrectxons as it may deem necessary to
all or any licensed commercial bank specxfymg—

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

(b) 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 mterest ; .

(d) the maximum percentage of the share capxtal 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 ehe following :—
| (aa) its subsidiaries ; o
(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 :—

(aa) 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 iof such compény ;

(ee) a subsidiary of such company’s holding company ; °

(ff) a company in which such company, oe its subsidiary, or its
holding company or a sub51d1ary of its holdlng company

has a substantial interest; or’

“(gg) an incorphrated 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, subsectron (1)-shall have. effect not withstanding that
. such dlrectron will require.a. «hcensed commercral bank to. eﬂ'ect a. change ..in the

nature or:amount of any of its assets..or, lrabrhtres, whether acqurred or. mcurred
: before or after the date of the coming mto -operation of thls Act, provided, that a
; hcensed comr_nercral bank whrch is requrred to.so effect:a change, is afforded a perrod
i of twelve months. from the date of such drrectron or. such longer perrod as may be
} granted by the Monetary Board in whxch to comply wrth that: requrrement

(3) In order to compiy wrth Ja drrectron 1ssued to 1t under paragraph (d) of sub-
bank' t‘o’ reduce the number of shares held by such person m such bank whether
such shares were. acquired by such person before or after the appomted date. within
such perrod as may, be, specrﬁed in such direction ; and it shall be the duty of such
person to. comply with such drrectron S i S

(4) A person who farls to comply wrth a drrectlon glven to hrm under sub-sectxon
(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 erghteen
months .or to a fine not exceeding one thousand rupees, o to both such 1mpr1sonment
and fine. .

Loeteps e r
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.47,, (1) The provisions of .this. section.. shall apply only to. licensed commercial
banks carrying on domestic. banklng busmess P TR T

(2) No licensed commercial bank shall grant accommodanon agamst securlty of-—-
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(a) its’ Gwn shares or
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(b) shares of companies which have a substantial interest in it; or
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(c) shares ‘of compames in which 'the- compames referred to m paragraph (b) have -
substantral mterest et

. L} - . () -
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' (3) No hcensed commerclal bank . shall grant any accommodatron ‘to any of its
, directors or to a close relation of such director, unless such security as may from
‘ timé: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 concemed) votrng in favour of such
accon;modatron T L e e R
|

@ Accommoda_tipn granted by a licensed commercial bank to a director or to a;,
close relation of-such director.shall not exceedthe, amount of 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,
whichever is later, or rupees:five hundred thousand, .whichever, is,more, and such
accommodatlon is secured by such security -as may from time to ume be approved
by the Monetary Board for the purposes.of-this section. . R .
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"'(S)No' licensed ‘commercidl bank shall grant accommodation to any concern
in-which such director who on the day prior to the date of his appointment as a

dlrector or on the date prior to ‘the appomted date, whichever is earlier, has a.

substant1al 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 drrector concerned), voting in favour of such accommodatlon

(6) Where any accommodatlon has been granted by a licensed commercial bank
toa person or a close relation of a pérson 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
appomtment as drrector, whrchever is appllcable S :

- (T) Where such’security has" not been provrded as speclﬁed in subsectlon (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—

(@) 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
1n subsectron (6), whrchever is earlrer

(b) where no penod has been specnﬁed at the expiry of a period of one year of the
termination of the period specrﬁed in subsection (6)

Provrded 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 accommodatlon until a date, not beyond

the period of three years commencing from the explry of six months specified
in paragraph (a):

Provrded further,- that the provisions of this subsection and. of subsection

.{6) shall not apply if and. when the director concerned vacates such oﬁ‘ice '

- whether by death retirement, resrgnatron or otherwise.

(8) Where no securlty has been provrded wrthm the period speclﬁed in: subsectlon

(6), or the amount due has not been repaid in terms of subsection (7) in respect of
an accommodation granted to a director or to a concern in which the director has
a. substantlal interest such ‘Director shall be deemed to have vacated oﬂice on the
expn'y of the perlod spec1ﬁed in subsectlon (7) T

(9) Every dlrector of a hcensed commercral bank who is in any ‘maiiner whatsoever,
whether directly -or  indirectly, * interested in any accommodatlon or proposed{
accommodation from that licensed commercral bank, shall as soon asis “practicable,

!
i
i




( xnv;—-:‘ )

declare the nature of his interest to thé Board of Directors and the Secretary or
Manager of such licensed commercial bank shall cause the declaration to be cxrculated
forthwith to all the dxrectors : :

(10) A dlrector shall not. take part in any dehtmratlons 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 close.relation 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 progréss or decision is being made. -

(l 1) No accornmod_ati'on or any nart 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 rem1ss1on thhout such. approval shall be: v01d and
of no effect. . Cat R .

-(12) Any director who contravenes the’ prowsnons of subsectxons (9) and (10)
shall be guilty of an.offence under this Act. »

(13) For the purpose of this sectlon—- :

company shall not 1nclude a company mcorporated out51de Sr1 Lanka R

.“"‘dvireetor shall not mclude a director of a llcensed commercnal 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 receiyed for collection or
negotlatlon or with such of its business as is referred to in Schedule I.or in any other

law or in the Bank of Ceylon Qrdmance (Chapter 397) or in the People’s Bank Act,
~ No. 29 of 1961, where the provisiens of these enactments are applicable.

(2) The provisions of the preceding subsection shall ot 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. explry of one year
from the appomted date . . L . '

49 Wlthout the prlor approV‘ 1 obtamed in wntmg of the Monetary Board
no hcensed commerclal 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 i in the books.of the bank above the market value of the assets.
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AT :’, . ~+ PART VIII

LIQUIDATION OF LICENSED COMMERCIAL BANKS INCORPORATED WITHIN SRI' LANKA'

AND CLOSURE OF BRANCHES OF LICENSED COMMERCIAL BANKS
INCORPORATED OUTSIDE SR LANKA :

“50. The Dlrector of Bank Superwswn shall be appomted as the llquldator for
the purposes “of this Part

i

51. No voluntary hquxdation 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 t.he Monetary Board that—

* (a) the licensed commeraal bank is solvent and has suﬂiclent 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 leastthree-fourths of the outstariding 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 :

of sectlon 12 shall not apply to such assumptlon of llablhtles

.52,/ Where a. hcensed commermal bank has received the authonzatlon of the

Monetary Board to liquidate, such bank shall—

(a) 1mmed1ately cease to carry on busmess, exermsmg only - such powers ‘as are

necessary to ePfect an orderly liquidation ;
(b) repay sums of money due to its depositors and other creditors ; ,
(¢) wind ﬁp all onerafions' undertaken prior to the receipt of the authorization.

83, ‘Any licensed commercial bank which is subject to voluntary llquldatlon
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 otherwisé entitled to the funds or property ‘held by such
licensed commercial bank as a fiduciary, lessor or a safe deposnt 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 -

-$uch licensed: commercidl bank:. The notice: shall be kept- drsplayed in a conspicuous
place: within the place of busrness .of the:licensed commercial-bank; and shall-be gwen
such other publicity as the Monetary Board may direct. « . -« "o . ciel a0t oy

54, The-authorization to.go 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

rheld by -the: licensed:-icommercial- 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. commegcial
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 respectlve
rights.... No- distributions :shall- be.made nntil— i e b e

(@) all claims of depositors or other creditors or owners have been paid and, in

the case of disputed claims, before.-the . licensed commercial bank. has
transmitted to the Central Bank sufficient funds to meet any Irabrhty that
< may arise after.: ajudrclal decision ; < . ... Lo e eed

(b) any funds payable to deposrtors, other credrtors and owners who have not
clalmed them, have been transmltted to the Central Bank

(c) any othér funds or property held by the licensed commercial bank whrch cou]d
" “not'be rcturned to the r1ghtfu1 owner m accordance with the provrslons of
‘this sectron, Have been’ dealt with in accordance Wlth séctlon ‘72

HARUEERE '.‘F;’;? it ntN & e PRI TR T | B PAT A

"' 56. 'Where thé Monetiry Board isfof the oprmon that— Cat g e
aeinU L, I L IR
(a) the assets of a licensed commercial bank whose voluntary liquidation, it has
v Cauthorized, will not be suﬁiclent for the full dlscharge of all its obhgatlons or

o

(b) the completron of voluntary hqurdatron is unduly delayed
by ; PERCERRY PO e o P SRR LM
it shall forthwrth take steps.to:revoke: the hcence issued to:such-bank: fand ‘commence
proceedings for the compulsory liquidation: of such-bank in conformity.with:. the
procedures set out hereunder

B ¢ ' B - : - . -
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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
that:liquidation proceédings in' accordance: with the provisions-of this Act be taken.
As soon as possible after initiating the liquidation proceedings-an inventory of the
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assets and contingent " liabilities of the licensed commiercial bank shall be. made and
a copy thereof transmitted to the Monetary Board, which copy shail be. available
at the office of the Monetary Board for examination by the partles havmg an 1nterest
in the business of such bank. =~ .". . - L L

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 hqurdatxon and shall have the power—. 'f o

" (@) to wmd up 1ts operatlons by the mstltutwn of hquldatlon proceedmgs in
Court ; - . I .

' (b) to stop or hmrt the payments of its obhgatlons 3
.(c) to execute any instrument in the name of the hcensed commerc1al bank and

(d) to 1mt1ate, defend and conduct in-its name any ‘aétion or - proceedmgs to. whlch
the llcensed commercial bank may be a party.

$9. Under hqurdatlon -proceedlngs—

(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 operatxon of this section,’ be. extended by six
months from the date of the commencement of the proceedmgs ;

. (b) any attaehment or. hen, except a llen exrstlng s1x months 'prlor to the date as
speclﬁed Jn 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
Ilcensed commercial bank in hquldatron ‘

(c) any transfer of any assets of the hcensed commerc1al bank made after or in
contemplation of its msolvency shall be v01d

60. (1) Within a period of six months from the date on whlch 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; termmate— S

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

" (b) any contract for services to which such licensed commercial bank was a party ;
or i . ] AR

(c) any obligation of. the hcensed commercxal banks mc]udlng 1ts obhgatlons, 1f
. any, asalessee "o o oo 0T Lol . .

e

e e o
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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
“claiin-for rent other than rent accrued on the date of termrnat;on of the lease, nor. for
.damages’ by reason’of such termination, =10 ¢

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:stéps 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 licénsed

commercral bank as a ﬁducrary to the oowners thereof and settle 1ts ﬁduclary accounts

-~ 62 - ‘As soon as possrble afterthe cancellatlon of a lrcence becomes final, the
Drrector of Bank Supervrslon ‘shall’ dlspatch by regxstered post’ to-all deposrtors,
~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 for which
their claim is shown in the licensed commercial bank’s books. - The statement shall
specify that any objectlons if any must be filed with the Director of Bank Supervision
before a speclﬁed ‘date not later than- sixty days from the issué thereof, and shall
invite safe deposrt box lessees and bailors to’ withdraw their property in person The
Director of Bank Supervrsron may, subject to confirmation by the Monetary Board,
obtained prior to the commencement of the srxty day period, exempt the dispatch
"of ‘the statements by post to specrﬁed persons upon the hcensed cornmercral bank
showmg reasonable cause therefor '

63 ). Any Sa'fe depos'lt box the contents of which have not been withdrawn
before the date. speclﬁed shall be opened in the manner prescribed by . the Director
of Bank Supervision.” The contents and ' any. unclaxmed property shall be held by
the licensed commerclal bank as bailee, and—

- {a) all monies. shall, upon. direction by the Monetary Board, .be transferred toa
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.

if the owner thereof, has, over a penod of ten years from the date of' deposxt 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. e N o

64. Within three months-after -the. -date - specified in the . notice - for filing of
objections or such longer period as may be determined by Monetary Board the
Director of Bank Supervision shall— . oeasn

CILInL ANl \\
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« (d) reject-any claim if he doubts the vahdlty thereof ; . - ..~ ‘o
~.(b) determme the amount 1f any, owing to each xdentlﬁable deposrtor ar other
creditor and the pnonty attaching to his claim under the provisions-of*this
Act;

© prepare a Scheduie of the scheme of work he proposea to take; - o

(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 Superyision will file the
Schedule in Court. : .

65. Within twenty-one days after the filing of the  Schedule referred to in

paragraph (c) of section 64, any depositor credltor, shareholder.or other mterested
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
tune to time, make partial distribution to the holders of claims which are undlsputed
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 objectlons
have been decided’ upon, the Director of Bank Supervxsxon shall make the ﬁnal
distribution.

66. (1) The claims set out hereunder shall have pnonty as agamst 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 precedmg the revocatlon of the
lncence of the hcensed commerclal bank ; '

(c) taxes, rates, and depos1ts owed to the Govemment and Local authontles R

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

: (e) savmgs and tlme deposxts to the extent of rupees ﬁve thousand orless

N other depos:ts
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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 ’remarmng claims whlch were not ﬁled wrthm the prescrlbed time shall be: pard ‘

“A(3):1f. the amount avarlable in. respect of a. partrcular category of clalms is
msuﬁ’rcrent 't0- provide payment in full, the sard amount shall be distributed pro-rata
among the parties of* that claim; o i N
RN S N LI S TR RN I cha Y

67 -Any: assets: remaining after all clarms have been paid sha]l bedlstrrbuted
among all the shareholders in proportlon to: thelr partlclpatlon SRR P
68 Funds remaining unclarmed after the ﬁnal drstrrbutron referred to in sectlon
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 acéount .in the Central
. Bank:: The Monetary Board may'utilise such funds for 'suich purposes-as ray be
determined by -the ‘Monetary Board aftér 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 precedmg the date of the final distribution
under’ Sectlon 61, evidenced any ifitérest in the funds. Section 72 shall apply
in respect of such funds as from the tlme of thelr transfer under thls sectron ‘

B . . e it

69. Once all assets have been dlstrrbuted in accordance with the provisions of
this Act, the Director of Bank SupervrSron 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 termmate 'thé Jud1c1al’ existence’ of 'theé licensed commerc1al bank ¢concerned,
in accordance with such’ provrsrons of the Companies Act, No. 17 of 1982, and
applrcable thereto, whrch are not mconsrstent wrth the provrsrons of thls Act

70 T l) When a Ircensed commerual bank mcorporated outsrde Sn Lanka wrshes
v to close down 1ts busmess m Srr Lanka the approval of the Monetary Board for
' the closure shall be granted subject to such ‘terms and condrtrons as the Board
may speclfy Where approval is granted by the Board the aﬂ‘alrs of the hcensed
commercial bankin Sri Lanka shall be wound up in accordance w1th the procedures
set out r‘n.siubs,ec\tron (4) o ' ‘ : :

) Whén' a cancellatron of the licénce 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 liguidation ‘proceedings in respect of ‘a licensed comn;'ercial‘ 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 prov1s1ons of sectlons
63 and 68 shalt apply to the w1nd1ng up of the affalrs under thls section. .

(5) Where the Monetary Board is of the opinion that . the llcensed commercral
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 hcensed
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
Compames Act, No. 17 of 1982, the provisions of this Part shall prevail.

PART IX
-ABANDONED PROi'ERTY o

72. (1) In addmon to the artxcles referred to in. sectlons 63 and 68 the artlcles
enumerated in subsectlon (2) of thxs section, held by a licensed commercial bank
other than such artlcles so held by an offshore unit.of .a hcensed commercral 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 becanie payable, or capable of being distributed, .or the
expiration of the perrod for which the safe dep051t 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 (2) and (b) of subsection
+.(2) of this sectlon . : : ‘

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

-">(c) not had any correspondence with.the licensed commercial bank concermng
such articles ;

(d) not otherwise indicated an- 1nterest 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 deposlt (demand .savrngs or niatnred time deposrt) made in Sri

- Lanka with that licensed commercial bank together with any interest or
drvrdend thereon excludmg any lawful charges HER o

(b) any funds pard in Srr Lanka towards the purchase of shares or other interests
in a licensed commercial bank together w1th any interest or dlvrdend
excludmg any lawful charges ; :

'(c) any sum payable on cheques or on wrltten 1nstruments, on whrch the hcensed
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.

77,3, (l) Any lrcensed commercral bank. holdmg 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 statingthe 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 consultatlon
with the minister.

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

74 Wlthm thlrty days from the submlsswn of the report requlred by subsectron
(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 partrculars )
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
mallmg ot' such. notlce upon the hcensed commercral bank showmg reasonable cause
therefor : : : : : :

' 75. (1) Where any person furnishes proof to the satlsfactlon 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 denves title, have been. transferred to.a. specral
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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 dccordance
with such rates and conditions as are applicable to-the account to the credit of which
such money were lymg before they were transferred to the specral account 1n the
CentraI Bank. ~ : : »

76. Any licensed commercial bank which fails to file the report or to pay or
deliver property presumed to be abandoned as requlred by sectlon 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 knowlédge in the discharge of his duties except

: (a) when required to do so—
(Hbya eourt of law ;
(i) by the person' to ‘Whorn such mattererela‘te ;
('b)'- in the pe'rf‘ornlénce of his duti:e's-; and - |
(c) in order to comply with any of the provisions of thrs Act or any other lavg,

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 thls Act or on tl;e direction of the Monet_ary 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 cormercial bank and every officer or
servant of such bank who knowingly and wilfully authorizes or permits such default,

shall be guilty of an offeice under this Act and shall be 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: exceedmg one ‘million. rupees or to both.

suchlmpnsonmentand such fine, © o U e

o

(2) Every person who is gurlty of an oﬁ‘ence under thrs Act for whlch no
punishment has been specified under subsection (1), shall, after summary trial before
a Magistrate, be liable to, imprisonment. for a.term not exceeding eighteen months
or to a fine not exceedmg five hundred thousand rupees or to both such imprisonment -
and such fine.

,,,,,

hcensed commercral bank— o _

(a) fails to take all reasonable steps to secure compliance by the hcensed
commercral bank wrth the requlrements of that Act;or ‘

. (b) fails to. comply with any direction 1ssued by the Monetary Board under the
provrsrons of this Act : . B 4

© fails to take all reasonable steps ‘to secure the correctness of any statement
submitted under the provisions of this Act ;

(@) wrlfully makes a false | entry or causes such an 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. habxhtles or accounts of such
hcensed commercial.bank ; or ,J'_,,,

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

( f ) 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 hablhtres -or. accounts of such:licensed .
commercial bank or w1lfu11y causes any such entry to be altered, abstracted

i .., concealed or destroyed,. ' : s

\
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shall be guilty of an offence under this Act, and shall, on conviction after surnma‘ry

trial by a Magistrate, be liable to a term of imprisonment for a term not exceeding
eighteen months or to a fine not exceedmg one thousand rupees or to both such
imprisonment and fine. T R R

(2) In any proceedings against aperson ‘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 exercnsed all due
dlhgene to av01d the comm1ss1on of such offence.

‘82. (l) The Minister may make regulations in respect of - matters requijred by thls'-'

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 Gazerte 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 .regul’atibn,'made by. the Minieter shall, as soon as is eonyeni‘et after
its publication in the Gazette, be brought before Parliament for approval.

@ E‘vefy re'gulaﬁoh'which is not so abprov‘e’d ibsjhall. ‘be '.deemedi:b_.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 whxch is granted a licence in terms of sectlon 5
shatl be deemed to be—]

(1) an approved credit agency for- purposes of the Trust Recelpt Ordmance
(Chapter 85) and the Mortgage Act (Chapter 89) ;

(i) 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 116a, 121A and 1218 of that Act.

85. The Compames 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 ainy commitment-

to grant any loan or overdraft or advance, mcludmg a commltment 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 operatron either
authonzed by law or by customary banking practices ;

* capital funds” means paid-up or assng_ned capital and the reserve fund as
provided for in section 2 ;

e Central Bank » means the Central Bank of Sn Lanka estabhshed under the
Monetary Law Act, (Chapter 422) ;

* close relation *’ means spouse or dependant child ;

“ company >’ means a company formed and regrstered under the Compames Act,
No 17 of 1982

* concern > means a company or ﬁrm

'_“ desrgnated forelgn currency * means a- forelgn currency determmed as a desig-
nated forelgn currency by the Monetary Board ;

e direétof means——, ‘.'

(a) in relation to a licensed commerc1a1 bank mcorporated in Sri Lanka,
any person by whatever designation he may be called, carrying out
or empowered to carry out substantially the same functionsin relation.
to the direction of the licensed commercial bank as those carried out
by a director of a company incorporated under the Companies Act ;

(b) 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 Compames Act and the person in Sri Lanka responsible for

. carrying out the functions of such licensed commercial ‘bank who
- shall be des1gnated the prmcrpal authorlzed agent or his altemate ;

“ Dlrector of Bank Supervrsron ”* means the Heads of the Departrnent of Bank
Supervision of the Central Bank established under the Monetary Law
Act, (Chapter 422) ; .

-* domestic . banking business ** means any banklng business that is. not subject
to Part v of this Act dealmg wrth oﬁ‘-shore banklng ;

“head officé 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—
(a) cash ; |

- (b) balanees‘with; iicenseti 'eommercialib‘anhs»;‘-
(c) mioney-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 ;
(8) 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 functlons
exercised, performed and discharged by any such Council ;

: * Monetary Board ” means the Monetary Board of the Central Bank of Sri Lanka
estabhshed under the Monetary Law Act (Chapter 422)

*“ non-resident ”’ means an 1nd1v1dual company, body corporate or other judicial
person or any umncorporated body not included in the deﬁmtxon of
re81dent

“ place of business * means any b‘fanch or office of a licensed commercial bank in
Sri Lanka including a mobile office open to the public ; -

** public corporation ” means any corporation, beard 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 prowded by the
Government by way of grant loan or otherw1se

quahﬁed auditor ”’ means—

(@) an mdmdual who, bemg a member. of - ‘the Instltute of Chartered
Accountants of Sti ‘Larika, or of : apy other Tnstitute estabhshed by
law, possesses a certificate to practxce 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 wInch bemg a
member of the Institute of Chartered Accountants ot 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 ; o
(b) an individual who is not a citizen of-Sri Lanka but. who has been in
Sri Lanka for at least six months and contmues or 1ntends to:be in’
Sn Lanka ; ; '
<% .%(c) & company incorporated in Sri Lanka, or a body corporate established
under any written law or.any firm, partnership or other organization

1n Sn Lanka

~(d)a branch subsidiary, affiliate, extension, office or any other. unit ‘of a
.. .. .. company or other judicial person estabhshed under the laws of any
IR forelgn country, operatmg m Srr Lanka ; A
-?znsubsté’ntlal'mterest » means—

Lot PN

LT :,;(.; ~ another.company of an, md1v1dua1 or his close relatron, whether
v - .singly or taken together, in the ‘shares thercof 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 mdemmty given by an individual or. h1s close. relation

.. - or by another company on behalf of such- company ;'

(b) in relatlon toa ﬁrm means the beneﬁcral mterest held therem by an

A individual or his close relation, . whether . singly or taken together,

VI

..+ .- which represents’ more ‘than ten- per. “geritum of the total capital
subscribed by all partners of the said firm or the existence of a
" guarantee or indémnity given by an individual or his or her spousc

or; parent or chlld on behalf of such ﬁrm.

[

: [Section 2(4))
SCHEDULE I e T

Algemene Bank Netherland N.V.
American Express Bank Ltd.
Amsterdam-Rotterdam Bank N. V.

. Bank of Ceylon ’
Bank of Credit & Commerce Intematlonal (Overseas) Ltd.
Bank of Oman Ltd.

+ Banque Indosuez : ST
Citibank N. A, . .+ . : .
Commercial Bank of Ceylon Ltd



10. Deutsche Bank A G.

11. Grindlays Bank P. 1. 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 11

(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
mx;ying 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 ;

' (/) carrying on and transacting every kind of guarantee and indemnity business ;

(g) 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 ;

(k) acquisition by dpurchase, 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 ;

(/) 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 ; )
(1) 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 estabhshment 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 and alterations of any building or works necessary
or convenient for the purposes of the company ;

(p) sellmg, improving, managing, developing, exchanging, leasing, mortgaging, disposing of or
turning into account or otherwise dealmg 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

(Certlﬁed on 8th September, 1988)
AN ACT TO AMEND THE INLAND REVENUE ACT, No 28 orF 1979
1 ThlS Act may be c1ted as the Inland Revenue (Amendment) Act, No 31 of 1988.

2 Sectlon 8 of the Inland Revenue Act No. 28-of 1979, (hereinafter - referred
to.as the “ principal .enactment”) is. hereby amended in paragraph (a) of that section
as follows —

(1) by the substltutlon in sub-paragraph (Lu) of that paragraph for the words
and figures * Surveyors’ Institute of Sri Lanka Act, No. 22 of 1982 ; and,
of the words and figures * Surveyors’ Institute of Sri Lanka Act, No. 22
of 1982 Ra

(2) by the substitution, in sub—paragraph (Lm)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 15.0f 1972 ;
and ” ; and

A3) by the addmon, 1mmed1ately after sub-paragraph (Llll) 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 (i/i) 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 immediately after section 33 of the
principal enactment. and shall have effect as-sections 33A 338, 33c and 33D of that

enactment —

“Advance

. company.tax on

qualifying-
distribution to
which resident
companies are
liable, »

PRAN

R

33A. (1) Every company resident in:Shi ‘Le.nl'céi,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 rat¢ 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

" decordance ‘With - the provisions -of “séction 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-pér cenium ‘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 undér subsection (2) shall not be refunded to
the company but shall be carried forward and deducted, in
accordance wnth the prov151ons of section 125 (2) (iv) from the
tax payable under section 33(1) (@) 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: of :assessmerit shall: not exceed 50 per centum of
. the tax - payablé under.section ‘33 (1) (a) by that company for that
year of assessment

e ey e DAt
A)) Where a- res1dent person, other than a company,
receives in any year of assessment, a dividend in relation to whlch .
advance company tax under subsection (1) of section " 33A "has

" béen paid by any resident ¢company, the statutory incdtne 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 d1v1dend as cons:sts ofa quahfymg dlstrlbutlon

(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. .under
subsectlon (1) of . section, 33A has been paid by -any res1dent
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company, shall be entitled to deduct from the 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 prov1s1ons of chapter XXIHI, be
refunded to such person. ;

33c. Every re51dent company shall maintain- for every year of
assessiment commcncmg 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) exémpt dividends ;

®) dxvndends in relatlon to whlch advance company tax
- has not been paid ;

(c) other dividends—

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

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

(iii) 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 25 per 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 incc;me ;

(3) details of dividends paid out during that year of assesssment, out of each of the
categories and subcategories of income set out in the foregoing paragraphs ;
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(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 amendad as 4f'ol_lows":‘-—~
(1) in subsection (2) of that section—

® by the substitution for paragraph (d) of that subsectlon of the following
' paragraph — ’

(d) the composmon of the gross d1v1dend 1ndxcat1ng scparately the amount
paid out of— ,

- (i) exempt dividends received ;

(i) d1v1dends recelved in relatlon to whlch advance company tax
has been paid at 50 per centum ;

(iii) d1v1dcnds recelved in relatlon to: whlch advance company taxv
_ has been pald at 33 1/3 per centum ;

‘(iv) dividends received, m, rclatlon 0 whlch advance company tax
has been paid at 25 per centumn ; . .

(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 mcome ;7 ;and

(i) by the addmon, immediately after paragraph (d) of that subsection of
the followmg 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 foregomg paragraph as
consrsts of a qualifying distribution ;

(f) advance company tax pald 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 ) as consxsts of a quallfymg
distribution. ” ; and S BT
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-(2) :by the insertion, 1mmed1ately after subsection (2) of that sectlon of the followmg
new subsection — S

“ (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 on or béfore 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 gs’sésvs_ment 5

(i) 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 suph statement. ”, Qf _thg_'wo'rds * the amount of tax inclu-
ding the advance company tax, shown on such §tatement. .

6. Section 97 of the principal enactment .is hereby amended by the addition,
imiediately 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 334 (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 Commlssmnel-General to .ensure the orderly collectien
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
Aprill, 1987, shall be agreed to, or d’cterminéd 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),” ;

2
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( ) m subsectlon (2) of that section, by the addition, nnmedrately after ;paragraph
(111) of- the provrso to that subsectron, ‘of the followmg paragraph —
“ (iv) for any year:of assessment «commencing :on:or - after Aprrl 1, 1989,
any excess of advance company tax paid by a company and carried
iy oo caforward 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,
from ‘the next-‘quarterly instalment payable on'or before the fifteenth
day of November ‘in that year of assessment and so on, and the
§L PR Vamount-so -déducted :shall, fore thes purposes of this paragraph, be
deemed to have been paid on the fifteenth day of August, ortheé;
ﬁfteenth day of November and so on, as the case may be ;and -

CONAL T LN LT T Ty i Ay

“-(3) in‘ subsection (11) ‘of that sectron, by the SubStltllthl‘l 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 1n relatron to
“arly qualrfymg drstrlbutron e RO -
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9. Sectlon 126 of the principal enactment is hereby amended by the addition,
1mmed1ate1y after paragraph (c) of that SCCthl‘l of the followmg new paragraph —

Sy

(d) any advance company tax whlch a company 1s requrred to pay under thlS
Act,”,

10, Sectlon 151 of the prmcrpal enactment is hereby amended i in paragraph (d)
of subsection (1) of that section by the substitution, for the words ‘and ﬁgures re-
quirements of section 60 (3) ”, of the words and figures “requirements of section 33¢
or section 60 (3) . S

11. Section 158 of the principal enactment is hereby amended by theadd'it'iori.;"
immediately -after subsection (11) of that section,. of the following new subsection :—

“(12) Nothing in the preceding:provisions of this section shall be read or construed

as empowermg the Minister or the Secretary to the Ministry of the Minister

i 1o have. access. to,, or ‘to. examme .any records of -documents; relatmg to the
affairs of any person, in -the- possession, .custody or control.of the Com-

missioner-General.”. '

PR O

;-12,  Section 163 .of the principal enactment is hereby. amended by the insertion,
nmmedrately aftef the définition of.* property.”,. of the: following definition :—

f "',Qual_ifyil}g’-'distribﬁt:ioﬁﬂ”? means’ the* whole-'of~pait of any gross dividend
“eere Cdistributed in any yeat of assessment cofimencing on or after April 11988,
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—

(@) profits or income which accrued, or arose, to such company,. prior to
April 1, 1988 ;

(i) 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 substitﬁtion, for the words and figures “April
1, 1979.”, of the words and figures ““ April 1, 1979, but ending on or before
March 31, 1988. 7 ;

(2) in Part III 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, ” ;

(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 followmg
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 33173

(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—

() asum 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 oompany 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 commencmg 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 cenlum

e

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

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

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

company. _ _ ,
' people s company. .. 50 per centum”

") o EMPLOYEES’ PROVIDENT FUND (AMENDMENT)
' C ACT No. 42 OF 1988

' A (Certified on 24th November, 1988)
AN Acr TO AMEND THE EMPLOYEE PROVIDENT Funp Act, No. 15 oF 1958

1. This Act may be c1ted 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 :—

(a) by the insertion immediately after paragraph (f), 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
! ‘ S ‘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 imfnédiately aftér 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 byA 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. 4 :

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.

s

Where there are any sums outstanding on account of a housing loan taken as

" “aforesaid at the time of the payment of a bénefit 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 nvlerlnbervof the Fund, his or
her spouse, and his or her children.™. ' s T

4. ; Sect10n 23 of the prmc1pa1 enactment 1s hereby amended in subsection (1) of
that segtron, by the substitution for the words “ Save as hereinafter provided in thls
section i%; of the words “ Save as hereinafter provrded in th1s sectron and subject to the
deductions made in ‘sectron 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 deductlons
S made in section 22 such amount shall— ;

®) in s—ubs.ection'(Z) 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 shall—", o e

Y A The followrng new sectron is hereby mserted 1mmed1ate1y after sectlon 31 and
shall have effect as section 31a of the principal enactment :—

gfgn&%fﬁzge © .31Aa. Where any employer,. who is required in terms of this
on employers . Act. or any, regulatlon made thereunder, to furnish a return to-
who fail gether with any contribution, has failed to furnish such return,
to furnish . . . . . .

fetuirns.- " - 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

Cel - 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

AL which the return was due-to the date of recerpt by . the Central
" -'. -Bank of Sri Lanka of a duly, completed return,”
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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

A 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—

(@) 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

(¢) 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 Sn Lanka under subsectron (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 Conventien; and

(d) under any other provision of the Convention, vshall‘ 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— 4

(a) the Agency shall have in Sri Lanka, the status and capacity specified in the
aforesard Artrcle 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 Artlcles
44, 45, 46, 47 and 48.

" 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 deposxtory 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. estabhshed
by section 5 of the Monetary Law, Act (Chapter 422).

CONVENTION ESTA_BLISHING ‘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 forelgn mvestment in general and pnvate
forexgn investment in particular ; . . . .
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Recognizing that the flow of foreign investment to developing countries would be facilitated and
further encouraged by allevxatmg concerns related to non-commercial risks; ’

Desmng to enhance the ﬂow to developing countries of caplta] 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 Multilatéral Investment Guarantee Agency can play an important role-in the
encouragement of foreign.investment complementing national and regional investment. guarantee
programs and private insurers of non-commercial nsk and ;,

Realizing that such Agency should, to the extent possnble meet its obhgatlons w1thout resort to
its callable capital and that such an objective would be served by contmued unprovement in investment

conditions,

Havt Agreed as follows :

CHAPTER 1

ESTABLISHMENT, STATUS, PURPOSES AND DEFINITIONS

Article 1. Establishment and Status of the Agency.
(a) There is hereby established the Muiltilateral Investment Guarantee Agency (hereinafter called
the “ Agency ).

(b) The Agency shallv possess full juridical per.sonality and, .in’ particuiar, the capacity to—
(i) contract ; . v
" (i) acquire and dispose of movable and immovable property ; and
(iii) institute legal proceedings. 7 SR
Article 2. Objective and Purposes. : o

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
(hereinafter referred to as the * Bank™) -the International Finance Corporatlon and - other
international development finance institutions. .

To serve its objective, the Agency shall—

(@) issue guarantees, including coinsurance and reinsurance, against non-commercial risks in
respect of mvestments ina member country, whxch flow. from other member countries ; -

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

(¢) 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. S S T
For the purposes of this Convention— '

(@) A« Special Maj_ority ” means an affirmative vote of not less Convention has entered into
force in accordance with Article 61. .

’ () “ Host Country * of “ Host government ” means a member its government.or any public
authority of a member in whose- tefritoriés, ‘as defined in Article 66, an investment which has been
guaranteed or reinsured, or is considered for guarantee or reinsurance, by the Agericy 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 Govemors referred
toin Artlcle 30 (hereinafter called the “ Council ). .

(d) A “ Special Majonty * means an affirmative vote of not less than two-thlrds of the total votmg
power representing not less than fifty-five per cent of the subscribed shares of the eapltal stock of
the agency. : .

(¢) A “ freely usable currency ** means (i) any currency designated as such by the International
Monetary Fund from time to time and (ii) 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 Intematlonal Monetary Fund and
with the approval of he country of such currency.

CHAPTER II
MEMBERSHIP AND CAPITAL
Am'cle 4. Membership.

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

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

Amcle 5. Capxtal

(a) The authorlzed capital stock of the Agency shall be one bl]llon Special Drawmg Rjghts
(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 Umted States dollars per SDR.

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

(¢) 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
Councill, 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 ruleés 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 .— -

(/) 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 promlssory ‘notes or similar obligations to be encashed . pursuant

: to a decision of the Board i in order to meet the Agency’s obligations. .

(u) The remamder shall be. subject to call by the Agency when required. to meet its obhgatnons.
Article 8. Payment of Subscription of Shares.

(@) Payments of subscriptions shal! be made in freely usable currencies except that payments by
developing member countries may be made in their own currencies up to twenty~ﬁve per cent of the
paid-in cash portion of their subscriptions payable under Article 7().
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()] Calls on any portion of ‘impaid subscriptions shall be Uniform on all shares.

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

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

Article 9. Valuatron of Currencies.

Whenever it shall be necessary for the purposes of thrs Conventlon 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. S .

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—

(9 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

(#ii) the Council, by special majority, determines that the financial position of the Ageney perniits
all or part of such amounts to be returned out of thé Agency’s revenues.

- (b) Any refund effected under this Amcle to a member shall be made in freely usable currency in
the propomon of the payments. made by that member to the total amount paid pursuant to, calls
imade prior to such refund.

(¢) The equivalent of amounts refunded under this Article to a member shall become part of the
callable capital obligations of the member uader Artxcle 7 (u)

CHAPTER IIn
OPERATIONS
Article 11. Covered Rxsks

(a) Subject to the provnsrons of sectlons (b) and (c) below, the Agency may. guarantee ehgrble
investments against a loss resulting from one or more of the followmg types of risks :— -

(@) 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 ; -

{#) Expropriation and Sm'nlar Measures

Any legislative ‘action or administrative actlon or . omission attnbutable 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 régulating economic activity in their territories ;

(i) Breach of Contract

Any repudiation or breach by the host government of a contract with/ the. holdér of a
guarantee, when (d) the holder of a guarantée does not have recourse to a judicial or
arbitral forum to determine the claim of repudiation-or breach, or (b)a decision: by such

At Al - @ .
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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 Agencys regulatrons, or (c) such a decnsnon
cannot be enforced and '

(iv)WarandCrvxlDrsturbance o : B

Any military action or,cnvrl disturbance in any temtory of the host country to whlch thrs
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 extensron of coverage under this Article to specific non-commercial
risks other than those referred to-in section (@) above, but mnocaseto the rtsk of devaluatxon
or depreciation of currency.

(¢) Losses resulting from the following shall not be covered :— -

(i) any host government action or omission to which the holder of the guarantee has
g agreed or for which he has been responsiblé ; and }

(i) any host government action or omission or any other evént occurrmg before the
.. ... conclusion of the contract of guarantee . ) e -

'Arn‘cle 12 Ehglble Investments

. W

(a) Eligible investments shall mclude equity interests, mcludmg medtum of 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

(b) The Board by speexal majonty may extend elrgrbrhty to any other medmm or. long-term form
of investment, except ‘that loans other than.those mentioned in section (@) above may be eltglble
only 1f they are related toa spectﬁc mvestment covered or to be covered by the Agency. - " '-'_ - :

(c) Guarantees shall be restncted to mvestments the implementation of whlch begms subsequent
'to the registration of the application for the guarantee by the Agency. Such xnvestments may
include—~ Lot ln L R T
(f) any transfer of foreign exchange' made to modernize, expand, or developran existing investrnent ;
(ii) the use of earnings from exlstmg mvestments which could otherwrse be transferred outsxde

the host country.

P . B T

(dIn guaranteelng an mvestment t.he, Agency shall satrsfy 1tself as to-—

(i) the economic soundness of the mvestment and its contnbutlon to the development of the
‘ _ host Country ; . .

(fi) complianee of the investr‘nent with the,"host country's la’ws and‘regulations";, G

(iif) consistency of the investment with -the declared development objectives and priorities of the
host country ; and

(zv) the investment condmons in the host country, mcludtng the avarlablhty of farr and eqwtable
treatment and legal protectron for the invéstment, )

L

Article 13. Eligible Investors. o S

RPN F

(a) Any natural person and any Jurldleal person may be ehglble to recerve the Agency S guarantee
provided that—

(1‘) sueh natuml person is a natlonal of a member other than the host country ;. : ; -

(u) such juridical person is mcorporated and _has its prmcxpal plaee of busmess in a rnember or
the majority of its capnal is owned by a member or. members or Nationals thereof provtded
that such member is not. the host country in any of the above cases ; ° and -

(#i7) 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 purposesif section (a) above the
natlonahty 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.

(¢) 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 natlonals,
provided that the assets invested are transferred from outside the host country..

Artic]e 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 shali 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 agreemg 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 (@) 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 aiso 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 comsurance

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
hablllty 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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apphcauon for reinsurance by the Agency, the maximum amount shallinitially 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 thatthe reinsured
mvestments need not be implemented subsequent to the application for reinsurance,

(b) The mutual rights and obligations of the Agency and a reinsured member or agency shall be
stated in contracts of reinsurance subjectto 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 m developmg
member countries. .

"(c) The Agency shall, to the extent possible, assure that if or the reinsured entity shall have
the rights of subrogatlon and arbitration equivalent to those the Agency would have if it were the
primary guarantor. The terms and conditions of reinsurance shall requlre 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 nghts or claims related to the- temsured
mvestment .

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
deéveloping member countries on conditions similar to those applied by the Agency. Such
arrangements may include the provision of reinsurance by the ‘Agency under the condmons and
procedures specified in Article 20, '

(b) The Agency may reinsure with any appropnate 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 whlch comparab]e coverage
on reasonable terms is not available from private insurers and reinsurers. .

Article 22, I.umts of Guarantee

(a) Unless determined otherwise by the Councﬂ by special majonty 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 to
ascertaining whether changes in the maximum aggregate amount of contingent liabilities should be-
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 approprlate

(d) Without prejudice to the general limit of guarantee referred to in section (a) above, the Board~
may presenbe—

(z) maximum aggregate amounts of contmgent Irabrhty whrch 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 capltal of the Agency and the need to apply more
hbgral limitations in respect of investments originating in developing member countnes 3

an

- (i) maximum aggregate amounts of contingent liability which may be assumed by the Agency
with respect to such risk diversification factors as individual prOJects, xndmdual host
countries and types of investment or risk.

Article 23. Investment Promotion

" (@) The Agency shall carry. out researeh undertake activities to promote mvestment ﬂows and
disseminate information on investment opportunmes in developing member countnes, 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 ;
(u) seek to remove rmpedlments, in both developed and developmg member countnes and

(iii) coordinate with other agencies coneemed with the promotion of foreign mvestment and
in pamcular the International Finance Corporation.

(b)TheAgencyalsoshall— ‘ ] !

) (t') encourage the amicable settlement of dlsputes between investors ‘and Host countries 3

1 (i) endeavor to conclude agreements with developmg mémber countnes, and in partxcular'
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 mvestment such agreements to be approved by special majority of-
: 'the Board ; and o ) _ -

;,,'(m') promote and facilitate the conclusxon of agreements among its members, on the promotlon
A and protecnon of mvestments. . . .

(c) The Agency shall give particular attention in its promotronal eﬂ'orts to the importance of
increasing the flow of i investments among ,developmg 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 ].to this
Convention. .

Lt L . .+ ~CHAPTER IV

A ] FINANCIAL PROVISIONS

Article 25. Financial Management ) -
The Agency shall carry out its activities in accordance with sound business and prudent financial-

management practlees with a view to mamtammg under all clrcumstancesus ability to meet its

fmancxal obligations, -’ )

Arricl’e 26.. Premjums and Fees

" The Agency shall estabhsh and penodxcally revxew the rates of prennums, fees and other charges,
if any, applicable to each type of risk. .

Article 27 Allocatlon of Net Income.

T

(a) Without prejudice to the | provrslons 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
Coungil 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 28. Budget

" Theé Presidént shall prepare ‘an annual ‘budget of revenues ‘and expendltures of the ‘agency for
approval by the Board.--

Article 29.  Accounts

The Agency shall publish an Annual Report which shall mclude statements of 1ts accounts and of
the acéounts of the Sponsorship Trust Fund teferred to in Annex 1 to this' Convention, as audited
by independent. auditors, The Agency shall circulate to members at appropriate intervals a
summary statement of its ﬁnancral posxtlon and a proﬁt and loss statement shownng the results of
its operatiofs. .
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Artxcle 30. Structure of the Agency

tig

The Agency shall have a Council of Govemors a Board of vDu'ectors, a Pre51dent and staﬁ' to
perform such duties as the Agency may determme gt

Artiele 31. The Council - v . : : T

(@) All the powers of the Agency shall be vested in the Councxl exoept such powers as are, by. the
terms of this Convention, specifically conferred upon another organ of the Agency The councll
may delegate to the Board the exercise of any of its powers, except the powér to— : -

DUy e

(i) admtt new memebers and determme the condltlons ‘of thelr adrmsswn S

I ERRIReE I i B R B I

(u)SuSpendamember,. "-".‘.:

':uf’ can D

(m) decidé on any increase or decrease m the captta]

(#v) increase the limit of the agg,regate amount of contmgent habllttles pursuant of sectron (a) of
Artlcle22 R S O PR S . e

. (v) designate a. member as a developmg member country pursuant to sectton (c) of Artlcle 3
" (v) classify a'new member as ‘belonging to:Category: One  or Category ’I‘wo for voting purposes
pursuant to section (a) of Article-39 or reclassify an existing member for the same.purposes ;

(vii) determine the compensation of Dnrectors and thexr Alternates ;.

(ix) distribute assets to membets upon liguidation ; and T o
(x) amend this Convention, its Annexes and-Schedules; . ..

(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 pnncrpal
The Councxl shall select one of the Govemors as'Chairman, - .. ;- .. L

" (¢) The Councnl shall hold' an annual meetmg and such. other meetmgs as may be determmed'by
the Council or calléd by the Board. The Board shall call a meeting of ‘the Council whenever
requested by five members or by members havmg twenty-ﬁve percent of the total voting. power., ..

Article 32. 'The Board . o

(a) The Board-shall be responslble for the general operatlons of the Agency and shall take in
the fulfilment of this responsnblhty, any’ ‘action requlred or permltted under this Convermon {, e

(b) The Board shall consist of not Iess than twelve Dlrectors " The number of Du'ectors may be
adjusted by the Council to take into account changes in membership. "Each Director may appoint
an Alternate with full power to act for him-in case of the Directors abesence, or inability tq act; -The
President of the Bank shall, be. ex-officio, Chalrman of the Boa.rd but shall have no vote exeept a
deciding vote in case of an equal division. ”, 3, )

L I RN -

() The Council shall determine the term of oﬁice of the Dtrectors The ﬁrst Board shall be
constituted by the Council at its maugural meetmg e

(d) The Board shall meet at the call of 1ts chalrman actmg on h1s own mmattve or upon request
fo three Directors.

(e) Until such time as the Council may decidé 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 thé meetings' of the Board and- the discharge of-othér official -functions
on’ behalf of the-Agency. Upon the establishment of ‘a‘Board in continuous session, the Du'ectors
and Alternates shall receive such’ remuneratlon as may be determmed by the Councnl

Article 33, President and Staff o C
' (@) The President shall under the general control. of the Board, conduct the ordinary busmess of

fthe Agency. .He shall be resx)onsxblefor the orgamzatlon appomtment and dlsmrssal of the staﬁ“

(b) 'l‘he President shall- be appomted by the, Board on “the nommatton of 1ts Chau'man The
Councxl shall determine the salary.and terms of the contract of service, of the Pre51dent -
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(¢) 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 respectthe 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 paramountimportance of securing
the highest standards of etﬁcxency -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 mformatxon obtained
in carrying out the Agency’s operations.

Article 34, 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 35. Relations with International 6rganizations

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 Bank and the International Finance Corporation.

Article 36. Location of principal office

(a) The prmc:pal office of the Agency shall be located in Washingion, D C., unless the Councnl
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 37. Depositories for Assets

Fach 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 38. 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 w1thm Amcle 19 to 21 and related to
entmes or insurers of that member.

- () 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 REPRESENTATIOILI
Artzcle 39. Voting and Adjustments of Subscriptions

- (a) In order to provide for votmg arrangements that reflect the equal interest in the Agency of
th_e 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 membetshxp 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 th4dt such percentage is mamtamcd 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 (@) if this Article ;

(:i) shares allocated to countries which shall not have signed the Conventlon '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

(m) the Councd wnll -take measures that will facnhtate members’ ability to subscnbe 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 requmng a hlgher
majority under this Convention shall be taken by such hlgher majonty

(e In case the capital stock of the Agency is increased pursuant to section (©) 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.

. (f)The Council shall issue regulations regarding the making of additional subscriptions under
section () of this Article. Such-regulations shall prescribe reasonable time llmlts for the submxssmn
by members of requests to make such subscriptions. . .

Article 40, Voting in the Council

(@) Each Governor shall be entitled to cast the votes of the member he represents. Except as
otherw1se specified in this Convention, decisions of the Council shall be taken by a majority of the
votes casted.

(6) A quorum for any meeting of the Council shall be constituted by a majorlty of the Governors
exercising not less than twothirds of the total voting power. - .

(¢) The. Council may by regulatxon 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.

Arncle 41, Electlon of Directors
- (a) Directors shall be elected i in accordance with Schedule B.

(b) Directors shall continue in oﬁice 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.

Amcle 42, Votmg in the Board

(a) Each Director shall be entltled 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 Conventlon, decisions of the Board shall be taken by a majority of the
votes cast. o

(6) 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.

(¢) The Board niay by iegﬁlatxon establish a procedure whereby its Chairman, when he deéms
such action to be in the best interest of the Agency, may request a dec1s10n of the Board on a specific
question without calling a meeting of the Board . .
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CHAPTER VIL
PRIVILEGES AND IMMUNITIES R .
Article 43.  Purposes of Chapter ‘ ) ‘

. To enable the Agency to fulfill its functions, the immunities and prwlleges set forth in thls 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 Arncles 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.
No suchaction against the Agency shall be brought (/) by members or persons acting for or deriving
claims from members or (/i) 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 propei'ty and assets of the Agency, wherever located and by whomsoever .held sball be
immune from search, requlsmon, confiscation, expropnanon or any other form of selzure 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 entlty or an investor insured by a reinsured ennty 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 mclnde'the assets of the Sponsorshxp
Trust Fund referred to in Annex 1'to this Conventlon and other assets admlmstered by the Agency
in furtherance of its objective.

Article 46. Archives and Communications )
(a) The archives of the Agency shall be mwolable 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 3

Article 47. Taxes

(@) The Agency. its assets property and income, and its operations and’ fransactions autho-
rized by this Convention, shall be immune from all taxes and customs duties. The Agency shall
also be immune from hablhty for the collection or payment of any tax or duty

. (b) Except in the case of local nationals, no tax shall be lev1ed 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 staﬁ‘ of the Agency.

(¢) No taxation of any kind shali be levied on any investment jguaranteed 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 (i) if the sole jurisdictional basis for such taxation is .the ]ocanon
of any office or place of business maintained by the Agency. .

Article 48. Officials of the Agency . T
All Govemors Dlrectors, Altemates the Pre81dent and staff of the Agency— '

(@ shall be nnmune from legal process with- respect to acts performed by them in thexr
official capaclty H . R
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(u) not bemg “focal nationals, shall be accorded ‘the same"immunities' from - immigration,

, : “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 representatwes oﬁ‘lclals and employees of comparable rank of other mem-

bers*andm},» S SN -

(m) sha]l be granted the same treatment m respect of travellmg facxlmes as is accorded by

the members concerned to representatlve, officials and employees of eomparable rank

of other members. . .

Arm:le 49.- Apphwt}on of this. Chapter L e 5 ; o AR

Each member shall take such actxon as is. neeessary in 1ts own terntorles for the purpose

of i making effective'in terims of its own law the prmmples_ set forth in this Chapter and shall mform
' S S S

Article 50 Walver -

The 1mmunmes, exemptlons and prmleges prowded in thxs Chapter are’ granted in the mterests
of the Agency and may be waived, to such extent and upon such conditions as the Agency may
determme, in cases where such a waiver would not prejudlee its interests. The Agency shall
wiivé® the itniunity of any of its: Staﬂ' in cases where, in its ‘opinion, the immunity - would 1mpede

v'.r"‘- e L PRI - v ,5;4\

1S

rse of Jushce and can be walved w1thout prejudlee to the 1nterests of the Agency oL
L - : ‘T - . .fv - . ‘_ -A.‘
: CHAPTERVIII e P
O PTIC WITHDRAWAL, Susrrusron OF. MEMBERSHIP AND CESSAT!ON or o
- OPERATIONS L .

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 withdrawaf shall become
effective ninety days following the date of the receipt of such notlee by the Agency A member
may revoke such notrce as long as it has not‘become eﬁ‘ectwe. SO AR

e

N

Article 52 SuSpensron ot‘ Membershrp 2 'b o

(a) If a member fails to fulﬁl any.of i 1ts obhgatrons under thls Conventron, the Councxl may by
a majonty of its members exercnsmg a majonty of the total voting power, suspend its membershxp

(b) Whrle under suSpensmn a member shall have no nghts under this Convennon, exoept for
the rrght of .withdrawal and other rights provrded in this Chapter and Chapter IX but shall remam
subject to all its obhgatxons .

(¢) For purposes of determining eligibility for a_guarantee or reinsurance to be issued under
tC‘ha}‘iter I or Annex I to tlns Conventron, a suspended member shall not'be treated as a member of
e Agency.

o ) - e Sl

C Yy The suspended member shall automatrcally cease to be a member one year from the date

of its suspension unless the Council decides to extend the period of suspens1on or to restore the
member to good standing,

Amcle 53 Rnghts and,Dutm of States Ceasmg to be Members

o (a) When a State ceases to be a member, 1t shall rémain. hable for all its obhgatlons, mcludmg
1ts contingent obligations, under ‘this Conventron whlch shall have been in effect before the cessation -

ofxts membexshlp U PP

& (b) Wlthout preJudlee t6 section (a) above the Agency shall enter mto an arrangement with
snch State for the settlement of their IeSpectwe claims and obligations. Any-such arrangement shall
be approved by the Board. . )

AmcIe 54, Snspensron of Operatlons

(@)’ The Board may, whenever it deems it juStlﬁed suspend the 1ssuance of new guarantees for
a speclﬁed period. . R
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&) 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.

(¢) The decision to suspend operations shall have no effect on the obligations of the members
under this Convention or on the obhganons of the Agency towards holders of a guarantee or
reinsurance policy or towards third partm

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. Unti! final
settlement and distribution of assets, the Agency shall remain in existence and all rnghts 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 6f guarahtees
and other creditors shall have been discharged or provided for and until the Councﬂ shall have
decided to make such distribution. ‘

© Subject to the foregoing, the Agency shall distribute its remaining assets to members in
propomon to each member’s share, in the subscribed capital. The Agency shall also distribute
any remammg 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 Spomorshlp 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 m;ising,

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 questlon
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 Armcle 56 and section (b) of thlS Amcle, any dnspute
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.

) Dlsputes concerning claims of the Agency actmg as subrogee of an investor shall be.
settled in accordance with either (i) the procedure set out in Annex II to this Convention, or (i) 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 operatxons in the temtones
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 arbltratlon for final determination in accordance with such rules as shallbe provided
for or referred to in the contract of guarantee or reinsurance.

ke
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CHAPTER X
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, )

(i) any amendment modifying the right to withdraw from the Agency provided in Article 51 o
the limitation on liability provided in section (d) of Article 8 shall require the affirmative
vote of all Governors ; and :

.(if) any amernidment 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
théreunder shall require the affirmative vote of the Governor of each such member.

(6) 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. P_rooedure

" 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 thedate of the formal
communication unless the Council shall specify a different date. -

CHAPTER XI
- . FINAL PROVISION
Article 61, Ex;try 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 amouat to not
Jless than one-third of the authorized capital of the Agency as prescribed in Article 5.

(¢) For each State which deposits its inStrument of ratification, acceptance or approval after
thlsh((Ilonver_mon shall have entered into force, this Convention shall enter into force on the date of
such deposit. : .

(d) If this Convention shall not have entered into force within two years after its opening for
signature,thie 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 Convefltion, 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
sgxtge:fays from the date on which this Convention has entered into force or as soon as practicable
thereafter. : ‘ :

Article 63. 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
(sleposn?argdshall transmit certified copies of this Convention to States members of the Bank and to

witzerland. i .
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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. . X

Article 65. Notification

The depository shall notify all signatory States and, upon the'entry into force of this Convention,
the Agency of the following ;— i L - )

(a) signatures of this Conventioh :
(b) deposits of instruments of ratification, acceptance and aproval in accordance with Article 63;
() the date on which this convention enters into force in accordance with Article sl 3.
(d) exclusions from territorial application pursuant to Article 66; and - .
(e) withdrawal of a2 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. - . . S

Article 61. Periodic Reviews - 2 ' o

(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 24
"Article 1. Sponsorship 4 ' ’

(@) Any member may sponsor for guarantee .an investment to be made by an investor of any.
nationality or by investors of any or several nationalities.

(b) Subject to the provisions of sections (b) and (¢) 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 extentthat 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.

() Tn its decisions on the issuance of guarantees under this Annex, the Agency shall pay due
regardto, 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. o
(d) The Agency shall periodically consult with sponsoring members with respect to its 6pératioﬁ§
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. IR
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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 Sponsorshrp Trust Fund.

(c) The assets of the Sponsorshlp 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 Sponsonng Members

(a) To the extent that any amount is payable by the Agency on account of a 1oss under a sponsored
guarantee and such amount cannot be paid out of assets of the Sponsormg Trust Fund, the Agency
shall call on each sponsoring member to pay into such Fund it’s share of such amount as shall be
determmed in accordance wnh sectron (b) of Artlcle 1 of this Annex

(b) No member shall be hable to pay .any amount on a: call pursuant to the provrsrons of tlns
Artlcle if-as a result total payments made by that member wnll exceed the total amount of guarantees
covering investments sponsored by it.

(¢) Upon the exprry 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 of.any claim
felated 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. i

(d) Ifany sponSOrmg member shall not be liable for an amount of.a call pursuant to-the provisions
of this Article because of. the limitation contained in $ections' (b) and (c) above, or if any sponsoring
member ‘shall default In payient of an amount due in response to any such call, th¢ liability for
payment-of such amount shall be shared pro rata.by the other sponsoring members Liability of
Enseombers)pursuant to- thls secnon shall be subJect to the lmntatlon set forth m sectnons (b) and (c)
above.!

(€) Any payment by a sponsoring member pursuant to a call in accordance with thrs Amcle
shall be made promptly and in freely usable currency : Y .

Article4 Valuatton‘of Curreiicies and- Refunds ’ - . L

The provisions on valuation of currencles and refunds contamed in thlS Conventlon with respect
to capital subscrrpnons shall be apphed mutans mutandis to fund paid by members -on account of
sponsoredinvestments.-: - - SRR 3 g I . ;L

Artrcle 5. Remsurance

L@ The - Agency may, under the' conditions . set forth in Atticle I of this Annex, provrde

- feitisurance to a member; an agency thereof, a regional agency as defined ini section (a) of Article 20

of this Convenuon 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 apphed mutatis mutandis
to remsurance provnded under this sectton ) X

(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 -$haring obligation of sponsoring members referred to in section
(b) of Amcle I of this Annex may be reduced on account of the reinsurance cover obtained. -

o e [ st

Article 6 Operational Principles '

Without prejudice to the proyisions of this Annex, the provisions with respect to guarantee
operations undei Chapter IIT of this ‘Convention and to financial management under chapter IV
of this Convention shall be applied mutatis mutandis to gurantees of sponsored invéstments except
that (§) such investments shall qualify for sponsorship. if. made in the territories of any member,
and in partlcular of any developing ‘member; by an investor or investors eligible under ' section
(a) of Article 1 of this Annex; and (i7) the Agency shall not be liable with respect to its own assets
for any gurantee or reinsurance issued under this Annex and each contract or guarantee or
reinsurance concluded pursuant to thrs Annex shall expressly S0 provrde
Arncle 7. Votmg " ‘m, i . ’ ' .

For decisions relatmgtto sponsored mvestments each sponsoring member shall have one addmonal
vote for each 10,000 Special Drawing Rights equlvalent of the amount guaranteed or reinsured on
the basis of its sponsorshlp, 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.decisionsirelated to'.sponsored. 1nvestments and shall otherwme be drsregarded in
determining the voting power of members, - . - -+ . : ) .
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ANNEX 11
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 () (ii) of Article 57.

Article 2. Négotiation

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 beenappointed 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,.

(f) 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.

n(lg) Neither party to a conciliation proceeding shall be entitled to have recourse to arbitration
unless ¢

(f) the conciliator shall have failed to submit his report within the period established in section
(e) above ; or

(i0) the parties shall have failed to accept all of the proposals contained in the report within
sixty days after its receipt ; or

(iif) 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 viéws on the report as prescribed in section (f) above,

(4) Unless the parties agree otherwise, the fees of the conciliator shall be determined on the basis
of the rates applicable to 1CSID 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 Sy 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







