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Central Bank of Sri Lanka Annual Report — 1997

ACCOUNTS AND BANKING
OPERATIONS

The total assets/liabilities of the Central Bank at end
1997, stood at Rs. 183,895 million registering an increase
of 1.3 per cent over the previous year. As in the previous
years, the total volume of international reserves has become
the largest single asset category accounting for 64.7 per cent

- of the total assels at end 1997, compared to 56.8 per. cent

at end 1996. This was an increase of approximeately 15 per

cent over thie previous year. The main contributory factor for

this increase was receipts on account of privatisation of Sri

" Lanka Telecom and the sale of foreign exchange by the
National Development Bank. Domestic assets, on the other
. hand, showed a decrease of 20.5 per cent, from Rs.47.965
million to Rs.38,134 million due to the retirement of
Rs.10000 million worth of Treasury bills held by the Bank.

- Among the domestic assets, loans and advances to
Government increased by 2.2 per cent, while Government

and Govemment guaranteed. securities decreased by 57.8 per '

cent. Medium and long-term credit facilities to commercial

banks and other credit institutions declined by 24.9 per cent

mainly due to net repayments and provisions on account of
non-performing loans. Short term -advances to commercial

- banks also declined by 32 per cent in 1997%.

On the Tiabilities side, cumency in circulation increased
by 7.4 per cent from Rs. 49,480 million to Rs, 53,135

million. As in the previous year, deposits constituted the

largest category of liabilities and accounted for 37.8 per cent
of the total liabilities. Within the category, the deposits held
by the Government increased by 84.5 per cent, while the
deposits of commercial banks maintained with the Central
Bank against their deposit- liabilities, under the statutory
reserve requirement ‘decreased by 15 per cent. Meanwhile,
the deposits of international organisations, foreign
goveraments and foreign banking institutions decreased by
8.2 per cent. A comparison of the major components of
assets and liabilities of the Bank is shown in Table {I-2.

The total gross income of the Bank for the year 1997

~was Rs. 19498 million compared’ with Rs. 18,711 million
in 1996, while the total gross expenditure in 1997 was Rs.

'16,848 million compared with Rs. 17,211 million during the

previous year. Around 77 per cent of the income of the Bank -

was generated from investments of foreign reserves, while
interest earned from domestic transactions accounted for

about 23.0 per cent. After making allowances for expenditure

and ‘allocations to reserves, provisions for depreciation. and
bad debts and other charges, the balance net profit of the

1 The Balance Sheet of the Central Bank as at 31 December, 1997

together with the Profit and Loss Account of the Bank for the year
ended 31 December 1957 is presented 'in Taple iI-1,

 Bank, amounting to Rs. 2,650 million, was earmarked to be

paid to the Consolidated Fund of the Government in terms
of Section 39 (C) of the Monetary Law Act. -

Accounting Policies
General

The accompanying Balance Sheet and .Proﬁt and Loss

. Account have been prepared on the historical cost basis and -

in conformity with generally accepted accounting principles.
Foreign Currency Conversion

Assets and liabilities denominated in foreign currencies

~ have been converted at the middle rate of exchange

prevailing at the date of the Balance Sheet.
Investments

AII inve;snnents are valued at.cosl‘
Advances :

" Advances shown in the Balance Sheet are net of
provisions for non-performmo loans due from finance

© companies.

.Fixed Assets

Fixed assets are shown at cost less depreciation,
Depreciation is charged on the reducing balance method, at

the following rates:-

Item . _ Percentage
o Buildings 2
Fixtures and Fittings 10
Office Furniture and Equipment | .10
Motor Vehicles | ' 10
Automated Equipment 20
AS/400 Main-Frame Computers 20
 Personal Computers - 25
Library Books _ 33113

- Autoiated equipment and ‘the AS/400 ‘main frame
computers which were carlier included -under ‘Office--
furniture and equipment’ and depreciated ai 10 per cent have

. now been transferred fo separale accounts and deprecmted

at 20 per-cent. The cost of library books, which were written

. off as expenses earlier, have now been capitalised and

depreciated at 33 1/3 per cent,

(.
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Part Il
CENTRAL BANK
BALANCE SHEETAS AT
31 December, 1996 LIABILITIES 31 December, 1997
. Capital Accounts

15,000,000 Cépital 15,000,000

985,000,000 1,000,000,000 | Sumplus 985,000,000 . 1,000,000,000
. Currency in Circulation

i 47,566,904 953 Notes 51,071,578,291

: 1,913,084,940 49,479,989,893 Coins 2,063,145,589 53,134,723,880
L De:po'sits
3,509,584,531 Govermment 6:475,579,334
121,661,815 Government Agencies and Institutions 63,721,050
35,906,962,913 Commercial Banks ' 30,537,080,462
. International Qrganisations, Foreign Government
34,546,267,006 and Foreign Banking Instifulions 31,708,112,018
1,025,595 Compulsory Savings Fund excluding )

i Rs. 50,976,000/= invested in Treasury Bills 767,052
672,758,989 74,758,260,048 | Others 787,446,444 69,572,708,361
4,925,000,000 | Medium and Long Term Credit Fund 4.925,000.000
560,157,500 | Capilal Contribution Account 560,125,000
0 Central Bank Securities . 10,000,000
50,840,266,330 Other Liabitities and Accounts 54,692,899.756
181,563.673,771 183,895,454,997

1986

PROFIT AND LOSS ACCOUNT FOR THE

1997 -

17,211,291,355

1,500,000,000

18,711,291,355

To General Charges (including Salaries,
Expanditure on Currency Motes & Coins and
Dopreclation on Land & Buildings, OHice
Furniture ete.) and Allocations made in terms of
Seclion 38 of the Monelary Law Act.

Net Profit for the Year

To Part Liguidation of Quistanding Governmant
* Obligations to the Cenlral Bank in terms of Sec-
tion 39(¢) of \he Monetary Law Act.

16.848,361,963

~ 2,650,000,000

19,498,361,963

Note of the Auditor-Gen'cral

The accounts of the Central Bank of Sri Lanka for the .ye'ar ended 31st December, 1997, were audited under my directlon in pursuance of
Article 154(1) of the Constitution of the Demaocratic Socialist Republic of Sr Lanka read in conjunclion with Seclion 13{t) of the Finance Act
No. 38 of 1971 and Section 42{1) of the Monetary Law Act, No. 58 of 1949,

My report to the Minister of Finance required in terms of Sectlon 42(2) of the Monselary Law Act, will be submitted in due course.

" Auditor General's Depaﬁrn_enl.
Colombo 7. '
om S. M. Sabry
16 April 1998, Auditor-General -

(1)
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: Table 11-1
OF SRI LANKA
31ST DECEMBER, 1997.
Rs.
‘31 December, 1996 ASSETS 91 December, 1997
. International Resarve .
35,078.617,381 Cash and Balances Abroad $1,879,914,247
67,895,066,443 * | _ Foreign Securities and Treasury Bills 67,060,376,347 "
105,585,513 103,080,269,337 ] Holdings of Special Drawing Rights 24,839,227 118,965,129,621
Domestic Assets . '
28,045,799,947 Leans and Advances to Government 28,660,190,947
2,207,066,200 Others - Medium and Long Term: 1,656,483,253
52,162,093, “Short Term 35.#29.989
i Govemmenl and Government Guaranteed . :
17,100,292,620 Securities 7.221,863,844
560,157,500 47,965,478,269 | Contributions to Financial and Other Institutions 560,125,000 34,134,102,033
" 30,517,926,065 | Other Assets and Accounls : 26,796,223,143
* Including Securities acquired from Govern-
ment Institutions on 15t February, 1964 at a
face value of Rs.5,527,675/= and on 24th
May, 1985, at a face value of Rs. 57,450/=
{the estimated market value of these Securi-
- ties were Rs.2,933,697/= and Rs. 34,340/=,
respectively, as on these date_s). )
L ** Includes the amount outstanding on the spe-
cial loan of Rs. 100.0 Mn. The amount out- .
tanding i ! of Rs, 159?04091?! bei )
181,563,673,771 | ;,o’;.s:;?.,;}o?‘;a?, losses. = beng 183,895,454,997
YEAR ENDED 31ST DECEMBER, 1997 Rs.
1996 ' 1997
18.711,291.355 By Interest, etc. eamed 19.498,361.963
18,711,291,356 19,498,361,963.

A. 8. Jiyawardena
Governor

M. B. Dissanayake
Chief Accounr.?nf

()
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- in which such assets are purchased and no depreciation is
provided for the year in which the fixed assets are sold or
disposed of.

Stocks

The total cost incurred during the year on stationery and

engineering stores has been charged to the Profit and Loss
Account and no adjuslments have been made in respect of
closing slocks :

Income Recognition
- Interest and other income are recogrised in the books
" on an accrual basis, except in the case of interest on non-

performing loans which is recognised on a cash basis.

" Net Profit

The net profit disclosed in the Profit and Loss Account -

is after charging all expenses and making the following
provisions:-

{(a) Provision for non-performing loans

{b) Provision for depreciation of fixed assets and

{c) Other necessary provisions and allocations to
reserves in terms of Section 38 of the Monetary
Law Act.

Part Il
TAB].EII-2
COmparlson of the Major Components of Assets ‘and Llabillties of the Central Bank
L1ABILITIES ASSETS
L At end 1996 R Al end 1996,
AT EMS . Rs.Mn. % 1T EM CRs.Mn. %
CaptalandSuplus- .~ . 1,000 06 Intemational Reserve - 103,080 56.3
Cumency in Circutation - 49,480 27.2 Domeslic Assets i 47,966 264
. Deposils _ 74758 4.2 Other Assets 30,518 168
Medium & Long Term Credit Fund = '4.9258 2.7 ~ Liabifity of_Constituents_lor '
Capital Contribution Account .~ 560 0.3 Guaraniees lssued - 14182 78
. - ) . Foreign Gurrency Deposit Alcs
1 Bank
Central Bark Securilies ' _ of Commercial Banks 3660 20
Other Liabilities . . 50.8?!1 28.0 Adjusting Account - Amounis . .
Guarantees Issued on account . Receivable 22 17
 of Constitents 14,152 7.8 Cash Hems in process of
Control Accounts Reserves 14,829 Collection . 2419 13
Allacation of Special Drawing Other 7.25% 40
Rights 5572 3.1
Infernational Reserve
Revaluation Account 3957 22
Profit & Loss Account ‘4,461 25
Asian Clearing Union Account 4634 26
Other 3,236 16 . _
Tola) . 181,564.00 100.0 Tola) 181,564100.0183,89
Source ; Cehtral Bank of Sri Lanka
Depreciation is provided on fixed assets for the full year  Bapnk Rate

The Central Bank’s rate of interest (Bank Rate) on short
term advances to commercial banks stipulated under Section
87 of the Monetary Law Act remained unchanged at 17 per
cenl per annum.

Short-Term Credit

Commercial banks which provided the roll over facility
to farmer borrowers prior to the termination of the New
Comprehensive Rural Credit Scheme (NCRCS) and the
Export Credit Refinance Scheme (ECRS) with effect from

April and May 1994, respectively, were granted a refinance -
facility only on the roll over amount. The outstanding
~ amount under this facility at end 1997 amounted to Rs. 354

million as compared with Rs. 52.2 million at end 1996,

Medium and Long-Term Credit

The Medivm and Long-Term Credit Fﬁnd {MLCF)
remained unchanged at Rs. 4,925 million during 1997. The

- amount repaid, net of disbursements; during the year

amoun(ed to Rs. [93.6 million.

Accommodation to Finance Companies

The Central Bank continued to grant financial
accommodation to finance companies in terms of section 20

(V)
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(@) (2) and (21) (1) of the Finance Companies' Act No..78

of 1988, The total amount disbursed under this facility in’

1_99? amounted to Rs. 15.0 millién and the total amount
outstanding, before provisions for bad debts, was Rs. 2.585.2
million at the end of 1997,

Reserve Requirements

The statutory reserve requirement (SRR) against deposit
liabilities of commercial banks was revised twice during the
year 1997. The SRR on commercial banks' rupee deposits
was reduced from 15 per cent to 14 per cent with effect
from 17 January 1997 and from 14 per cent to 12 per cent
with effect from 28 March 1997. The SRR on commercial
banks® foreign currency deposits invested outside Sri Lanka
was abolished with effect from 17 January 1997 while the

SRR on all other deposits of commercial banks denominated -

in foreign currency was reduced from 15 per cent to 12 per
cent with effect from 28 March 1997. '

Foreigh Currency Loan Facility to Non-BOI
Exporters

The Bank introduced 2 scheme in January 1997 to
facilitate non-BO!I exporters and indirect. exporters to obtain

- foreign currency loans. Under this scheme commercial banks

have been authorised to grant credit. facilities in foreign
currency through their Domestic Banking Units (DBUs) and
Foreign Currency Banking Units (FCBUs). At the
commencement of the scheme banks were advised to provide
US dollars 100 million, through' their FCBUs .and this
amount was allocated among the banks on the basis of their
capital funds.

The total loans ‘granted under the scheme during the
year 1997 amounted to US doliars 254 million, out of which

US dollars 245 million was given by DBUs while the

balance of US doliars 9 million was given through FCBUs.
At the end of 1997, the outstanding amount of loans granted
under the scheme was US dollars 70.7 million, while loans

had been provided at interest rates of 6.5 per cent to 10.5 .

per cent with'a malumy penod of appmxlmalely one year.
Open Market Operations
Secondary Treasury Bill Market

. The sale (discounting) of Treasury bills in the secondary
market of the Central Bank amounted to Rs.i9,442 million

_in 1997 compared with Rs.16,000 million in she preceding

year. The excess liquidity condition that prevailed in the
market, particularly during the latter part of the year 1997
resulted in increased sales. The purchases (re-discounting) of
Treasury bills alse increased marginally from Rs.17.000
million in 1996 to Rs.17,337 million in 1997,

The Central Bank’s secondary market yield rates moved -
in line with trends witnessed in the primary market yield
rates during 1997. The yield rates on 3 month Treasury bills .
in the secondary window of the Central Bank graduvally
decreased from- 17.1 per cent at the beginning of the year
to 9.97 per cent at the end of the year. The rates on 6 month
and 12 month Treasury bills too declined from 17.03 per
cent and 17.11 per cent, respectively, at the beginning of the
year to 1009 per cent and 102! per cent, respectively, at
the end of the year reflecting an excess liquidity situation
towards the end of the year,

Repurchase Market For Treasury Bills

The sale of Treasury bills under Reeurcha_se Agreements
(repos) introduced by the Central Bank in October 1993 with
a view 1o stabilising the lower end of the call market rates,

~continued 1o be in operation during the year 1997.

The overhight repo rdie was decreased‘.g'mdually from
12.75 per cent at the beginning of the year to 7 per cent at

-end March, 1997 reflecting excess rupee liquidity in the

market. [t varied between 7 per cent and 9 per cent during
the months of April to November and rose to'9.5 per cent
in the first week of December 1997. However, by the end
of the year, the repo rate was increased to 11 per cent as a

" result of the gradual tightening of mpee liquidity durmg the

month of December.

.The total volume of Treasury bills sold under
Repurchase Agreements during the year recorded an 11 per
cent increase from Rs.404,000 million in 1996 to Rs.449,589
million in 1997 indicating further expansion of investments
under repos by commercial banks. '

- Reverse Repurchase Agreements

The reverse repurchase scheme of the Central Bank was
introduced in November 1995 with the intention of
stabilising the upper end of the call market interest rates. In
view of the continved liquidity in the market during 1997,
there was no necessity for the Central Bank to inject rupee
funds through its reverse repurchase scheme. Consequenlly.
this scheme was inactive in 1957.

, Subs:dy and Ex-gratla Payments to Indian .

Repafriates

Total subsidy payments made to repatriated estaté
workers of Indian origin covered under the Indo-Ceylon
Agreement of 1964, on behalf of the Government, amounied

-io Rs. 48,191 in (997 compared to Rs. 125953 in 1996, Ex-

gratia payments amounted to Rs.2475 in 1997 compared to
Rs.?,47§ in 1996, '

Import Duty Rebate to Exporters -

The Bank reimbursed a tofal sum of Rs. 1028 million
in 1997 to commercial banks in respect of import duty

(V)
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rebates pald to cxponers ‘on behalf of the Govemment
compared with Rs. 1,043 million in 1996.

Foreign Exchange Operations

The ‘Central Bank continued to engage in foreign

exchange operations by-way of spot purchases and sales and |

forward purchases of US dollars against Sti Lanka rupees.
It also continued to invest the Bank’s foreign exchange
reserves in international money and capital markets.

The total rupee value of foreign currency purchases by
the Central Bank from commercial banks in Sri Lanka
-amounted to Rs.8,118 million, while foreign currency sales

to commercial banks amounted to Rs.9,163 million in 1997

(Tabie 1I-3). This compares with purchases of Rs.5.222
million and sales of Rs.10,881 million in 1996;

Asian Clearing Union

The total rupee value of the transactions routed throtigh
the Asian Clearing Union (ACU) in 1997 amounted to
Rs.37,236 million compared with Rs.33,828 miltion during
the previous year. The rupee value of the net settlemem
made in foreign cumvency in 1997 amounted to Rs.26.379
- million, compared with Rs.28 271 million in 1996. Sri
Lanka’s contribution to the SWAP facility provided under
the ACU arrangement during the period under review was
Rs.494 million. )

Compulsory Savings Fund

. The Central. Bank continued to be the custodian of the
monies collected under the Compulsory Savings Act No. 6
of 1971 and the Ceiling on Income and Compulsory Savings
Law No. 15 of 1972 and continued to administer the
Compulsory Savings Fund on behalf of the Govemnment.

Government Accounts

As Banker to the Government, the Central Bank
"-continued to maintain accounts of government departments,
government agencies and institutions ‘and certain statutory
boards. The total number of accounts maintained by the
Bank stood at 165 at the end of 1997,

Foreign Finance

During the year under review, the Bank continued to

. receive disbursements made available under various foreign

loans and grants while repayments of foreign loans and

interest thereon were effected on behalf of the Government.

. TABLE I3
* Foreign Exchange Transactions with
Commercial Banks -1997

. Rs. Mn,
Month " Spot Purchases  Spot Sales  Forward Purchages
January - - 322
February ) - . 1,027 -
March . - . -
April . 3.006 -
May k¥ 1,166
Jung : a0s -
July . 1,068 - -
August 6,208 . ' -
Seplember . - . -
Oclober - - -
November . .
December . 3.552
Tolat 8118 9,163

 Source : Central Bank of Sr Lanka.

CURRENCY ISSUE

The Central Bank of Sri Lanka as the sole issuing

authority continued to perform the functions of issuing legal.

tender currency in Sri Lanka for the use of domestic
transactions during the year 1997. The volume of currency
in circulation at end 1997 stood at Rs.53,135 millien as
against Rs.49 480 million at the end of 1996,

A section of the Ground Floor of the General Treasury
Building including the main vault and a sub vault were
refurbished by the Central Bank during the year 1997 in
order to facilitate somegof the operational work of the

Currency Department, The shifting to the General Treasury -

Building of three sections of the Currency Department
namely, Issue Section, Deposit Section and the Currency

* Verification, Counting and Sorting Systems (CVCS) Section
was effected in December 1997.

The tivo units which were responsible for the issue of

currency to the public at Peopie’s Bank Lake Side Building,

Colombo 10 and Bank of Ceylon Tower Building, Fort were
amalgamated and housed in the Muslim Islamic Cultural Hall
(MICH) Building, Bristol Street, Colombo 1 during the year
1997 which ensured an undisrupted issue of currency to the

- general public.

" The Central Bank issues special coins to commemorate

© events of national and international significance. During

1997, arrangements were made by the Cormrency Department
to issue a 200 Rupee polymer currency note to mark the
50th Anniversary of Sri Lanka regaining Independence. This
novel bank note will be the first of its kind in Svi Lanka
and also the first commemorative bank note to be issued by
the Bank, depicting pictorial themes relevant to the history
and development of Sti Lanka. Arrangements have been
made to issue an attractive commemorative note folder for
numismatists.

(VD)
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" Arrangements were also made- to issue three
commemerative coins in Gold, Silver and bi-metal. The legal
tender value of these coins would be Rs.5000, Rs.1,000 and
Rs.10, respectively. This Rs. 10 coin w:ll also. be the first

bi-metal coin to be issued in Sri Lanka, It was proposed that, .

the Gold and Silver commemorallvc coins would be sold
ahove their leoal tender value. :

BANKING DEVELOPMENT

The ' principal functions .of the Banking Development
Department inchude policy formulation relating. to- banking,
implementation of the Banking Act in relation to the
establishment of commercial banks and- specialised ‘baiks,

- branches of commerclal banks and spécialised banks and
évaluation of proposals for the introduction of financial-

instruments. The Department also co-ordinates the work of
the Regional' Offices of the Central Bank and monitors their

performance. Further, the Department monitors. the

performance of Regional Rural Development Banks (RRDBs)

and attends to policy formulation for the RRDBs, The
Department has also attended to the preliminary work with
regard to the es(abllshment of Reglonal Developmenl Banks
(RDBs) . _

Dunnﬂr 1997, Ilccnces were lssucd for the establ:shmenl'

of two domestic specialised banks, namely Pramnka Savings
“and Development Bank Ltd. and Sanasa Development Bank

-Lad. These banks are permn(ted to carry on the forms of

business specified in Schedule IV to the Banking Act.
However, they cannot undertake commercial banking
- operations which involve the handling of current accounts.

Some particulars relating to commercjal banks, RRDBs
and specialised banks at'end 1997 are given in Table 1[-4.
In 1997, the number of foreign commercial banks operating
in Sri Lanka was reduced by one with the acquisition of the
business of the Colombo branch of the Banque Indosuez by
Hatton National Bank. The number of .commercial banks,
RRDBs and specialised. banks comprised 26 commercial
banks (8 domestic commercial banks and 18 foreign
commercial banks), 17 RRDBs and 6 specialised banks.

TABLE II4 .. .
Composition of Bankmg Institutions and Dislribution of Bank Branches

Category 1992 1993 T 1994 1995 1996

4. No. of Institutions ) 43 44 44 47 48
1.1- Commercial Banks : 23 23 23 26 . 27
© 4.1 Domesik Commercial Banks - 6 6 . .8 8
112 Foreign Banks ) 17 17 17 18 19
1.2 RRDBs (b} . 16 17 17 7 17
t.3 Sped_alised Banks {_q) 4 F ) T4 T 4
13,1 - Savings Banks 1 1 3 Sy 1

132 Development Banks 3 3 3 3 3

o2 Ne. of Bank Branches (d) 1,067 1,108 . 1,156 1,209 1,339
2.1 Commercial Bank Branches 320 854 850 836 1,058
2.1.1  Branches of Domestic Banks 790 20 - 853 897 1,019

Main Branches (&) 701 - 734 . 761 - 795 826

ASC Branches 34 - 29 28 19 . 17

Kachcher Branches 24 24 23 23 .23

Extension/Pay Offices - : 25 27 32 4 47

Pawning Centres and Saving Centres : 4 4 7 15 104

Overseas Branches 2 - 2 4 4

Overseas Extension Offices - B - - 1

2.1. 2 Foreign Bank Branches 30 34 37 39 39

Main Branches {e) 29 33 36 37 37

. ) - Exiension Offices 1 " " 2 2
22 RRDB Brancheés 56 163 169 7 175
23 No. of Specialtsed Bank Branches =% 81 97 102 106
231 Savings Bank Branches 84 - 85 90 a5 97
232 Development Bank Branches 7 6 7 7 9.

{a) Provisionat. . )
{b) Regional Rural Devetopment Banks astablished under
the RRDB Act No. 15 of 1983:
(c)- Banks requiring a licence as Specialised Banks in terms of tha
" Banking Act as amended.
{d) Excluding Co-cperative Rural Banks.
{e) Revised

Sourse - Central Bank of Sri Lanka.

(VI
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Brahch Expansion

During 1997, ﬁpprovals were granted for the opening

of 119 branches of commercial banks including an overseas.

branch in Coimbatore, India by Bank of Ceylon. -Approval
'was also given to Bank of Ceylon to open a representative
office in Moscow. Further, approval was given to. Seylan
Bank to open 8 regional offices and to People’s Bank to
~ open one' regional office. The total number of new
commercial bank branches that were opened dufing the year

by both domestic and foreign commercial banks was 111,

‘of which domestic commercial banks opened 108 branches
and foreign commercial banks opened 3 branches. RRDEs
too opened one new branch during the year. During 1997,
approval was granted for the speicalised banks to open 10
branches. The total number of branches opened by the
specialised banks was 10. The branch network of the

 commercial banks, RRDBs and specialised banks expanded -

by 122 to number 1,461 branches at end 1997.

REGIONAL OFFICES

During 1997, the Regional Offices of the Central Bank --

at Matara, Anuradhapuera and Matale continued to carry out

development activities and the traditional central banking

functions assigned to them. The main activities of the
Regional Offices included currency operations { in Matara
- and Anuradhapura), cheque clearing activities, data collection,
participation in the Consumet Finances and Socio Economic

Survey 1996/97, conducting benefictary training programmes, .

inspection of the Regional Rural Development Banks
{RRDBs), assisting in regional development projects and co-
ordinating with government departments, agencies and
. organisations involved in devélopment work in the region.

The Matara Regional Office continued to handle the
activities relating to the implementation of the Small Holder
Tea -Development Project (SHTDP), the Southern Province
Rural Development Project (SPRDP), Perennial Crops
Development Project (PCDP), Surathura Diriya Credit
Scheme and the Small Farmers and Landless Credit Project.
The Regional Office also assisted in conducting workshops
. and training programmes for officers of participating credit
institutions in the region in respect of the SHEDP, SPRDP
and Surathura Diriya Programme. Under the SPRDP, the

Regional Office appraised around 100 projects to examine

their viability and to ensure the proper uiilisation of project

funds in respect of existing projects in the districts of
Matara, Galle and Hambantota. A sample survey of the loans

" granted under the Surathura Diriya Credit Scheme was

- conducted in- the Matara, Hambantota and Moneragala
districts. The Regional Office also assisted other development-

programmes implemented by government departments and

financial institutions in the region. Further, it has carried out
the inspection of a number of branches of RRDBs. The
Currency Unit of the Regional Office continued to provide
currency exchange facilities to the public as well as deposit
and withdrawal facilities for commercial banks in the region.
During the year, 215046 cheques amounting to Rs.3.592
million were cleared at the Regional Cheque Clearing House
at Matara. ’ .

The Anuradhapura Regional Office, in association with
government departments and agencies involved in
development activities, conducted 21 training programmes in
the fields of agriculre, dairy farming, post harvesting
techniques and entrepreneurship development with the
objective of upgrading the living standards of the rural
community. A total of 350 persons attended these
programmes. Agriculture training programmes included
lectures on' modern farming, water management and fruit
cultivation, Under the entrepreneurship development
programmes ‘unemployed youth weve given training in the
fields of resource identification, banking, marketing etc. The -
Regional Office conducted six educational programmes for
Advanced Level students in the districts of Anuradhapura,
Polonnaruwa and Kurunegala which were attended by 1,459

* students. Three ‘Janahamuwa’® meetings were organised

among rural péople in order to create an awareness of the

- facilities provided by the Govemment and the banking sector.

The Regional office also monitored two special projects,
namely the North Central Province Participatory Rural
Development Project (NCP-PRDP) and the North Central
Province Rural Development Project (NCP-RDP). Two
participatory NGOs (involved in these two projects) were
given a training in banking by conducting four seminars. The

" Regional Office conducted two sample surveys, one on loans

granted under the Surathura Diriya Credit Scheme and the
other on the marketing of chillies and problems related
thereto in the region. Further, the Regional Office caried out
the inspection of branches of RRDBs in the districis of
Anuradhapura, Kurunegala and Polonnaruwa, The Regional
Office also accepted deposits. and issued currency o
commercial banks. The Regional Clearing House cleared

- 205,354 cheques valued at Rs.2,222 million during the year.

The Matale Regional Office conducted six beneficiary
training programmes on a variety of subjects including dairy
farming, poultry farming, home gardening, systematic
preparation of rice and nurseries in order to provide avenues
for self employment. Two seminars were also conducted on
topics relevant to Advanced Level students. A total of 1 422.
students participated in these programmes, The Regional

. Office continued to identify new projects in the region.

During this period the Regional Office prepared 18 feasibility

- ‘reports on small scale industrial projects. The reports were

forwarded to the financial institutions in the area so that they

vy
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could assist entrepreneurs. The Regional Office conducted .

*Janahamuwas’ in rural areas to educate farmers on banking

© facilities-and also assisted in conducting exhibitions and ‘sales

of the producls of small scale emrepreneurs The Regional
Office also continued ‘to handie activities relating to the
Small Holder Tea Development Project dnd the Perennial

" Crops Development Project. Further, it casried out the

inspection of several RRDB branches 'am_i examined the
activities of RRDBs in the région. The two regional clearing

. houses at Matale and Kandy cleared 164,973 cheques

amounting to-Rs.2,06]1 million and 691,955 cheques
amounting to Rs 22,162 million, respectively. :

REGIONAL RURAL DEVELOPMENT
BANKS

.During 1997, the Regional Rural Development Banks
{RRDBs) continued to provide finance for the development
of agriculture, fisheries, cottage and small scale industry,
commerce and other development activities in the rural
sector.

Branch Network of RRDBs

The total number of RRDBs in operation in 17 districts
remained unchanged at 17 at the end of 1997. With the

opening of the Godakawela branch of the Ratnapura' RRDB,
in February 1997, the total number of branches of RRDBs

rose from 175 in 1996 to 176 in 1997. (Table II-5)
Arrangements are under way for the early establishment of

Regional Development Banks. Hence, branch expansion by

RRDBs was considerably -reduced, since the business of

- RRDBs will be vested in-Regional Development Banks

(RDBs) when they are established and the RDBs couid then

" decide on further branch expansion.

- Deposit Mobilisatidn

The RRDBs continued lo mh:hse deposits during 1997,
In order to mobilise savings in rural areas, the RRDBs had
iniroduced several attractive savings schemes and pro\nded
mobile banking services. The total deposits mobilised by
RRDBs as at the end of the first nine months of the year

stood at Rs. 2,404 million, an increase of 18 per cent above

the level at end 1996. The number of accounts related to
these deposits exceeded one million, rising from 993434 ar
end 1996 to 1,037,981 at end 1997. Savings deposits

. continued to constitute the bulk of these deposits and

accounted for 70 per cent of the total. The average value
of deposits in a savings account increased marginally from
Rs.1.643 in 1996 to Rs.1,661 in 1997, whereas the average
value of a fixed deposit, declined from Rs43,160 in 1996
to Rs42,487 in 1997.

Delivery of Credit

During the first nine months of the year, RRDBs
disbursed loans and advances amounting to Rs,1,781 million
in respect of 274,365 loans, During the same period, i.e.
January to September, last year, RRDBs had disbursed only
Rs. 1,403 million in respect of 207505 loans. However,

TABLE -5
- Branch Network of RRDBs

Total - ' _ 89

Date of Logation Number of Branches Cpened
Name Establish- of . ] :
ment Hsad Office 19685 -1989 1950 19961 1992 1993 1964 1995 1996 199
Kalutara ) 85.07.13 Bulathginhala 12 - . 2 - . - 1
Matara 85.07.28 Matarma = ' 8 - - 4 - - - 1
Kurunegala . 85.08.10  Kuliyapitiya . 14 1 - 2 - - - -
Anuradhapura - 85.08.12  Anwadhapura ) 7 - 3 1 - - -
Hambantota 86.12,13  Ambafaniota B I B - -1 - - . .
' Kegalle . . . 87.02.08 Kegalle 1" 1 n 1 1 1 - -
Puttalam ‘87.07.11 . Chilaw & . 2 1. 1 . - . .
Galle - 87.08.17  Elpitiya ) - - 3 - . -
Kandy - 87.1013  Kandy -9 2 - . 2 - - 1 1
Nuwara Eliya 88.10.10 . Nuwara Eliya 4 C2 - 2 .- - -
Moneragala 88.19,11 Buttala 3 1 2 - . . . . .
Badulia < 90903 Badulla - 4 2 3 - 4 -
Polonnaruwa 91.0517  Polonnaruwa - - 4 2 1 B . -
Matale . 8t.06.21 Matale - 5 1 - - - -
Ralnapura 91.09.30 Rainapura - 4 2 1 - - - 1
Ampara’ 92.02.24 Ampara - 5 2 - -
Gampaha 93.06.07 Gampaha - 2 1 1 1 .
3z 7 8 2 4 1

14 -4

Source : Cenlral Bank of Sri Lanka
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RRDBs increased the grant of loans and advances
considerably during the latter part of last year, in order to
rebuild their customer base and their level rose to Rs.2,294
~ million by the end of 1996.

As in the past, the RRDBs continued to grant financial
assistance under various loan schemes introduced by them.
These included special credit schemes for teachers and other
government employees, self employment loans for Samurdhi
recipients, loans for the purchase of trishaws and for the
establishment of service stations and shops selling spare parts
_ for trishaws,

‘Other Activities

As mentioned in earlier annual reports, the RRDBs
provided a wide range of ancillary services to their customers
in-order to fulfil the developmental role assigned to RRDBs.
They rendered advisory assistance by co¥ordihati1_1g'

- beneficiary training programmes for their customers,
including Samurdhi recipients so that effective programmes-

of education, imparting management techmques and new
technology, would molivate customers,

The.,'RRDBs continued o hoid “Janahamuwa’ meetings
in villages both in order to create an awarenéss of banking
facilities as well as to extend credit facilities. The RRDBs
also continued to promote the marketing and processing of
agricultural products. Further, the RRDBs introduced an
island-wide loan scheme for the purchase of trishaws, and
the establishment of service centres and outlets for the sale
~ of spare parts for wishaws. This project has been launched
with the co-operation of the private sector which will provide
the necessary expentise and training. The scheme will provide
seif-employment opportunities for youth in the rural sector.
Another scheme introduced by RRDBs in order 1o protect
farmers was for the purchase and storage of chillies during

the harvesting season so that the produce could be sold later

at a reasonable price.

The RRDBs acted as participating credit institutions in
several special credit schemes, namely, the ADB funded
Small Holder Tea Development Project, the Perennial Croﬁs
Development Project, the Southern Province Rural

Development. Project, the North Western Province Water:

. ‘Resources Development Project, the USAID Housing
- Guarantee Low Income Shelter Project, Small and Medium
Scale Industry Loan Project and the Isura Project.’

REGIONAL DEVELOPMENT BANKS

On 5 June 1997 the Regional Development Banks Act
No. 6 of 1997 was enacted. It is proposed to establish a

Central Bank of Sri Lanka Annual Report ~ 1987

Regional Development Bank (RDB) for each Province which

. will take over the business of existing Regional Rural

Development Banks (RRDBs) in the Province. This would
ensure that each Province will have a development bank
which will facilitate the overall development of the Province.

RDBs are expected to mobilise deposits within the
Province as well as from outside the Province. and lend to
viable development projects within the Province, bearing in
mind the need to assist the weakest segments of the

population. In addition to financing development oriented

enterprises, these banks will play an active role in
development projects undertaken by Provincial Councils,
Pradeshiya Sabhas and loca! authorities.

The authorised capital of each Bank will be Rs. 500
million divided into shares of Rs.10. The capital of the

RDBs will be initially contributed by the Central Bank of

Sri Lanka, Bank of Ceylen, People’s Bank, National Savings

. Bank and-the Employees” Provident Fund. The initial issued

capital of each bank will be determined having regard to the

~“net asset value of the RRDBs in the Province. The issued

capital of RDBs will range- between Rs.100 million and
Rs.150 million. The RDBs will ‘issue debentures to the

“ Central Bank in respect of any excess of the net-assets of
RRDBs vested in a RDB over the Central Bank’s capital -

contribution. These debentures will carry an- annual interest
rate of 12 per cent. If the net worth is less than the issued

share capital the difference will be conlnbmed by the Central

Bank.

The RDBs will be Licensed Specialised Banks for
purposes of the Banking Act and as such will come under
the supervision of the Central Bank. They will perform
banking and financial operations specified in the Regional

. Development Banks Act. However, they will not undertake

commercial banking operations which involve the handling
of current accounts. S

BANK SUPERVISION

The regulatory; and sui:e'rvisoi‘y function of the Central

Bank relating to banking institttions is undertaken by the
Department of Bank Supervision. The Department carties out

"its functions through periodic on-site examinations and off-

site surveillance of all licensed commercial banks (LCBs),
Regional Rural Development Banks (RRDBs) and licensed
specialised banks (LSBs) in the country. The objective of
supervision is to safegnard the interests of depositors by
ensuring the safety and soundness of the banking system and
promoting public confidence im the financial system.

The scope of on-site examinations covers an appraisal
of the quality of assets to determine the soundness of the
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asséts_ portfolio. Other aspects 'such as capital adequacy,

earnings, liquidity, systems. internal controls and procedures

. are also examined, together with an ‘evaluation of the

managentent to assess the overall financial condition of the
bank. The extent to which banks comply with-the applicable
laws and regulations are also carefully examined.

' Licensed Commercial Banks |

During the year under review the' Department

commenced 18 on-site examinations in respect of 13 LCBs |

and 5 RRDBs and concluded the examinations of 3 LCBs
and 5 RRDBs. In addition, the examinations of 9 LCBs
which had commenced in the previous year were concluded

in 1997, Spot examinations of two RRDBs were also

conducted by the-Department which covered certain specific

- aspects of their operations.

Under the off-site surveillance system, the Department
continued to monitor the financial condition of the LCBs and
RRDBs on the basis of monthly statements of assets and
iiabilities and fiquid assets and" quarterly stalements of capital
adequacy, non performing advances and income and

expenses submitted to the Department. These returns are

closely scrutinised for. any significant changes or symptoms

" of weaknesses that could have an adverse impact on a bank,

on the basis of which prompt remedial action could be taken,

The Department alse contineed to monitor the
operations of Foreign Currency Banking Units (FCBUs) of
LCBs on the basis of monthly statements of assets and
liabilities and quarterly statements of income and expenses
submitted to the Depaniment. Consequent to the amendments
made to the Banking Act, the Department is now engaged
in the framing of the necessary prudential rules and
determinations to be issued to the FCBUs.

~ Licensed Specialised Banks

During the year under review the operations of
specialised banking institutions namely, the Narional
Development Bank, Development Finance Corporation of

Ceylon, National Savings Bank, State Mortgage and -

Investment Bank, Pramuka Savings and Development Bank
and Sanasa Development Bank came under the regulatory
authority of the Central Bank in terms of part IX A of the
Banking (Amendment) Act No. 33 of 1995, In this regard
18 directions approved by the Monetary Board were issued
in November 1997 to meet the prudential and regulatory
requirements of the specialised banks. The Department is
engaged in the preparation of periodic returns the LSBs
would be required to furnish to the Department for
monitoring purposes. ' '

- Regulatory. Requirements

The Department continued to implement the regulatory

.'réqliirements'under the Banking Act No. 30 of 1988 as

amended by the Banking (Amendment) Act No. 33 of 1995.
These incleded the maintenance of a -minimum level of
liquid assets, the adherence 10 the single borrower limit,

- minimum capital based on risk-weighted assets, restrictions

on accommodation to directors/their close relations and their

interests and the submission of annual financial statements

within the- statutory pericd. The guidelines issued under the
Monetary Law- Act in respect of income recogaition of non-
performing advances and the adequacy of provistons for bad
and doubtful debts were re-issued under the Banking Act and

- became a staritory requiremient in terms of Section 46A of

the Banking Act No. 30 of 1988 as amended by Banking
{Amendment) Act No. 33 of 1995, Similarly, capital
adequacy requirements, which were hitherio enforced vnder
the Monetary Law Act, were brought under the Banking Act.
In Augusl 1997, three new directions were issued to LCBs
covering investment in shares, acquisition of property by

banks and the revision of the existing direction on the . - -

maximwn accommodation that a licensed bank could extend
in the aggregate.to a -group of companies.

During the 'year the attention of the Bank Supervision
Department was drawn to the following wolanons of the
provisions of the Banking Act.

(a) Section I?A(l) and {2) relating to investment in
shares of unquoted companies.

(b) Section 19(7){a) of the Banking Act relating to
capital adequacy ratios. These capital adequacy
standards are based on the norms specified by the
Banking  Regulations and Supervisory Praclices
Committee (BASLE Committee).

- (¢) Section 21(1) of the Banking Act relating to the
maintenance of the minimum ligeid asset-ratio of
20 per cent.

(d) Section 38(1) of the Banking Act relating to the
submissipn of Annual Audiled Accounts, '

{e) Section 38(4) of the Banking Act which requires
LCBs to exhibit in a conspicucus place within the
place of business of the LCB the consolidated
Balance Sheet of the Bank.

(D) Section 46(1)(c) (i) and (ii) of the Banking Act
relating to the maximum amount of accommodation
to cuslomcrs '

(g) Section 46(1)(d) of the Bankmg Act relating to the
maximum percentage of shareholding in a LCB
* incorporated in Sri Lanka.
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(h} Direction issued _undef Section 46' A of the
Banking Act relating to segregation and suspension
of interest of non-performing advances.

(i) Section 47, (4), (S)and (6) of the Banking Act
relating to granting of advances to directors/or to
concerns in which the directors have an interest,

With regard to the above violations, .corrective action
is- being taken by the Department. In addition, the Central
Bank imposed penalties for failure to maintain the Statutory
Reserve Requirement with the Central Bank as well as the

" minimum Liquid Assets Ratio in terms of Section 93 of the
Monetary Law Act and Secuon 2](1) of the Bankmg Act,

respectively.

The. Department commenced .several specnal
investigations dunng the year whwh are commumg

During the year under review, the_ Department was also
- engaged in the preparation of the following:

(a) Compilatidn of a panel of qualiﬁed auditors in
terms of Section' 38A of the Banking Act. Once

the panel of auditors is approved by the Monetary -

Board, LCBs and L$Bs are required to select
auditors from this panel to undertake the anmual
audits of their vespective banks. Banks that are
classified as public corporations however would be
exempted from this requirement.

(b) Rules and regulations in terms of Section 83A of
the Banking' Act relating- to pawn broking activities
of the LCBs. With the introduction of these rules
ani regulations, the provisions of the Pawn Brokers
Ordinance (chapler 99) shall not apply to a LCB
and such bank may carry on the business of pawn

brokers subject to rules and regulations determined

by the Monetary Board.
Directions Issued under the Banking Act

The following directions were issued to LCBs and
LSBs: '

Directions issued to Licensed Commercial Banks.

1. Directions relating to investment in shares by a
LCB under Section J7A(i}a) and (b) of the
Banking Act.

2. The re-issue of directions relating to the capital

adequacy requirement, under Section- 19(7) (a) of

- -the Banking Act which had hitherto been enforced
. under Section 102 of the Monetary Law Act.

3. The re-issue of directions of provisioning
requirements, relating to suspension of interest on
non-performing advances, classification of bad and
doubtful advances and valuation of security for
provisioning purposes, under Section 46A of the
Banking Act which were hitherto issued to the
LCBs as Guidelines.

4, Directions issued, in' terms of Section 46(1) 'C (i)
and (ii) of the Banking Act relating to the

_maximum amount that could be granted to an

individual, a company and the maximum amount
that could be granted to a group of compames in
«the aggregate,

" 5. Directions issued, in terms of Section 48A of the
' Banking Act, relating to purchase or acquisition of
| immovable property by a LCB..

' Directions issued to Licensed Spééialise__d Banks.

Eighteen Directions were issved to LSBs in termis of

" Section 76J (1) of the Banking Act No. 30 of 1988 as

amended by Banking (Amendment) Act No. 33 of 1995.

These directions relate to:

Capital Adequacy Ratio

Statutory Reserve Fund

Investment in equity

Unpaid inserest (effective 1 Januvary ]999)
Liguid assets :
Ownership limits

Single borrower limit

Accommodation to directorsfrelated companies
Acquisition. of immovable properties
Conditions for grant of accommodation

. Specific provisions (effective 1 January 1999)

. Prior approval of the Central Bank for certain
transactions

. Alteration of Memorandum and Articles of
Association®

14. Payment of dividends

15. Disqualification for being appointed or elected
director

16. Secretary of a licensed specialised bank
17. Disqualification for appointment as manager etc.
18. Restriction in the sale, transfer of immovable assets

= B Y I R
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Deposit Insurance Scheme

~ The Department continued to administer the Deposit
Insurance Scheme which commenced operations in-1987. The

" number ‘of institutions registered under this scheme is 7
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consisting of 3 RRDBs and 4 Multi Purpose Co-operative

Societies (MPCSs). The premium payable is 3.75 cents per
quarter for every Rs. 100 and amount collected to the fund
by way of premia during the. year 1997 was Rs.],326,488.

-The total fund stood at Rs.70,145474 as at 31 December

1997 which includes Rs.50 million ailocated to the fund by
the Central Bank.

SUPERVISION OF NON- BANK
FINANCIAL INSTITUTIONS

The Department of Supervision of Non-Bank Financial

Institutions continued to carry out its regulatory and -
supervisory functions in respect of finance companies (FCs)

with the objective of ensuring that FCs arc adequately
capitalised, prudently managed and financially sound: The
Department strived to achieve the above objectives mainly
through off-site surveiilance and on-site examinations.

Brief Overview of FCs _

' The consolidated balance sheet of the 25 regisiered FCs

as at 31 March 96 arid 31 March 97 are given in Table 11-

_ 6. Total assets-of registered. FCs have increased by Rs. 3.6

billion or 23 per cent over the year. The increase in assets

was reflected mostly in advances which increased-by Rs. 2.4

billion or 24 per cent and liquid assets which increased by

" Rs492.2 million or 31 per cent. The distribution of the major

asset categories had not changed substantially, but the trend
for leasing to account for a larger portion of facilities
granted, which was observed in previoss years, was evident
tn 1997 too, The growth in assets has been funded by a

growth in deposits of Rs.2.3 billion or 26 per cent and 2 -

growth in capital funds of Rs.428.3 million or 19 per cent.
Regulation and Supervision of Registered FCs

During the'period under review, the Depar'tment
continued its off-site surveillance of the 25 registered FCs

analysing periodical statements submitted by these companies

to ascertain compliance with Rules and’ Directions issued
under provisions of the Finance Companies Act No. 78 of
1988. For the above purpose the Department continued to

- obtain weekly statements of liquid assets, monthly statements

of farge advances granted, monthly statements of assets and
liabilities, quarterly statements of non-performing advances

' “and annual audited balance sheets and financial statements

based on which adherence to specified minimum capital and
liquidity levels, the observance of single borrower limits and
adequacy of provisions for bad and doubtful debts were
monitored. The profit and growth trends of registered FCs
were also monitored closely during the period under review
to identify and arrest any adverse developments.
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The Department also conducted on-site examinations of
three FCs during the year. The books of accounts and other
records of companies examined were scrutinised and

" discussions held with officers of the Company in order to

make an appraisal of the adequacy of capital, guality of
assets, capability of management, volume and quality of
eamings and liquidity position. The efficacy of internal
systems -and controls to prevent frauds and to provide timely
and accurate management information were also assessed.

In addition to comprehensive on-site examinations FCs

- were subjected to spot examinations, prior to the issue of

annual licences, where a few key items as reported in the
monthly statements of assets and liabilities were checked for
accuracy by reference to the books of accounts and other
records of tompanies. ' '

Failed FCs . |
- - The administration and managemeént of five FCs vested’
in" the Monetary Board under the provisions of the Finance

- Companies Act continved to be performed by the

Department. Relief payments to depositors of two of thesc

* FCs under the-relief scheme for depositors of registered FC:

in distress, utilising funds provided by the Central Bank an

. relief payments under enhanced relief schemes utilising fund:

{rom loan récoveries and sale of assels amounted to Rs. 5.7
million in 1997. During the period under review a further
sum of Rs. 15 million was provided from the Medium anc

Long Term Credit Fund: thus ‘incréasing the ouvtstanding

refinance. facilities provided by the Central Bank to failed
FCs as at 31 December 1997 to Rs.2,582.2 million. Action
was initiated to sell the immovable assets of two of the
remaining companies with a view to settling a considerable
portien of the deposits of these companies utilising the sale
proceeds. The depositors of the remaining company have
been repaid in full and only the amounts unclaimed remain
unpaid. The Department continued to co-ordinate’ with and
assist the audit firm which was appointed as the liguidator
in respect of four other failed finance companies. The
liquidation of these companies is proceeding -under the
supervision of the District Court of Colombe,

- The Department continued to make part refunds of - .

deposits of a failed FC throngh a Trust Fund set up to
channel the sales proceeds of its Head -Office Building. A
sum of Rs.71.3 million has been paid to 1928 depositors
through this Trust Fund up to 31 December 1997. During
the year the Department also initiated action to impose on
the Directors of another failed FC which has been issued
with a Direction restraining alienation of its immovable
assets without Monetary Board approval. to dispose of its
assets by calling for offers by advertisement in the
newspapers so that the sale proceeds may be distributed in
an equitable manner.

(XII) -
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. TABLE (-6
Consolidated Batance Sheet of Operational Finance Companies
At end March 1996 . Change
Cat - -
LIABILITIES ) '
1. Capltad Funds S
Issued Share Capital 3858
Share Premium 2050
Capital Reserve 491.3
General Reserve . 8123
Reserve Fund 308.1-
Other Reserves 1165
Profit & Loss Alc. 100.8
Gross Capital Funds ] .2,228.8
Less: Deferred Expanditure 89
Net Capital Funds 2,218.9. 14.2. 19.3
2. Provigion for Bad Debts 1,028.7 6.6 248
3. Public Daposits - 8,793.0 6.3 - 261
4. Borrowings - :
Bank Overdralls - 3753
Others . 867.2
Total Borrowings 1,2425 8.0 (3.2)
5. Other Liabilities 2,345.6 15.0 288
) Grand Total 15,627.7 100.0 23.1
ASSETS
1. Liquid Assets
Cash and Dug from Banks 2411
Fixed Deaposits 408.7
Short tarm instruments . DO
Treasury Bills 950.8
. Total Liquid Assets - 1,600.6 102 30.8
2. Investments’ : '
Shares in Subsidiaries & Associaled Companies 2364
Shares in Related Compgnies - . 451.8
Long term investment in Shares 145.9 -
Trading investment in Shares 2105
‘Debentures 0.5
Total Investments 1,045.1 8.7 9.5
- 3 Advances
Loans 1,005.0
Hire Purchase 2,682,
Leasing 5.878.9
Real Estate 644.6
Other Advances 262.2
Total Advances T 10,4736 67.0 237
4. Fixed Assats
‘Freehold Land & Building 860.7
Furniture, Fittings and
Other Equipment 1571
Motor Vehicles 172
Machinery 19.2
. Leased Assels 98
Others 256
. Total Fixed Assets 1,189.6 7.6 14.0
5. Other Assets 1,318.8 Y ) 288
] Grand Total © 15,8277 100.0 231
No. of Reporting Companies 24 25

Source: Central Bank of Sri Lanka
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Necessary steps to ensure that errant directors of failed .

FCs who contravene the provisions of the Finance
Companies Act or -misappropriate funds of FCs are
appropriately dealt with under applicable laws continue to be
taken by the Department. Theé Department continued giving
ali possible assistance to the Police Department in-actions
initiated by it in consultation. with the- Attorney-GeneraI ‘s
Department against errant.directors to ensure success in the
cases filed. '

Policy Initiatives

During the period under review, the Department
patticipated in finalising the Draft Bill titled the Finance

Companies (Amendment) Act which incorporates several

amendments to the present law governing the regulation and

supervision of finance companies. Among other things the

proposed amendments enable the Central Bank to specify

higher minimom levels of issued share capital required for
registration as a finance company in keeping with economic -

and ﬁnancwl trends in the country.

The Depm'lmcnt would be vested with authority for lhe'

registration and supervision of financial leasing companies
in the near future with the enactment of the proposed

legislation for the development of the institutional and

regulatory framework for lhe financial Ieasmg busmess in Sn

Lanka.

The Department ‘had discussions with the Finance
Houses Association to inform members and seek their views
on amendments to existing directions and new directions
under consideration. These include:

“(a) introduction of minimum ca{)ital ratio based on risk .

weighted assets;
" (b) more smngem income mcogmllon standards;

{c) more stnngem guidelines on provisioning for bad
and doubtful debts; and

{d) limiting the types of activities that may be
- undertaken by FCs.

F INANCIAL MARKETS

The Financial Markets Departmem was established in’

September 1997, with the overall responsibility for the

" development of the financial sector in Sti Lanka. The new

department took over all the work handled by the former
Capital and Financial Markets Development Unit. In addition,
the Department is also responsible for co-ordinating the
implementation of the country’s ongoing financial sector
reform programme.

The Department is expected to play a catalytic role in
the development of financial markets in the country with
special emphasis on the development of the debt market. The

. fellowing functions have been assigned to the Department:

"+ Identifying areas where institutional support is needed
for the development of money and capital markets
and preparing a time bound action plan for the
implementation of such reforms.

Implementing appropriate measures to establish
institutions that are identified as crucial to the
development of money and capital markets on a
priority basis and ensuring that these institutions
function properly to achieve the objectives assigned
to them.

- Identifying new financial instruments that will
promote heallhy money and capital- markets

. lde:ntlf)nnﬂr the constraints affecting the rapid
development of money and capital markets and
preparing a time bound programme to eliminate such

- constraints,

. ldcnlifying_lfiscal incentives necessary for the
development of money and capital markets.

- Co-ordinating with other relevant agencies with a
view to achieving the objectives of the Central Bank
in the development of money and capital markets.

- Working closely with ofher agencies concerned with
the capital market with a view to developing a
modern “state of the art” technology.

- Monitoring developments in financial markets on a
regular basis and taking appropriate measures when
adverse developments are observed.

» Co-ordinating the functions of the existing Financial
Sector Reform Committee.

During the period under tewcv.; the Department was.
engaged in a number of activities, One of the main activities -
of the Department was coordinating the 1mplemenlanon of

.financial sector reform programme and monitoring the

progress on behalf of the Financial Sector Reform Committee
(FSRC). The FSRC was reconstituted by the Secretary to -
the Treasury in January 1997, with the Governor, Central
Bank as the Chairman. The FSRC which is responsible for
monitoring the country’s financial sector reform programme,
is composed of senior officials from the Ministry of Finance
(Secretary to the Treasury and the Deputy Secretary to the

Treasury are members) and the Central Bank. The FSRC
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is assisted by three sub-committees in its tasks - the FSRC

Sub Committee on Bank Supervision, the FSRC Sub- -

Committee on Regulatory Reforms and Financial Markets
and the FSRC Sub-Committee on the Central Bank.

Several legislative_reforms were in the pipeline during

the year. Among them was the new Insurance Bill which
will provide for an autonomous regulatory and supervisory

authority for the insurance industry. “The Bill is expected

.16 be presented to Parliament in early 1998. During the-
year, the FSRC approved the Finance Leasing Bill and.

~ amendments to the National Savings Bank (NSB) Act. The
Central Bank was involved in drafting the Finance Leasing
Bill which will empower the Bank to regulate and supervise

the leasing industry. The Finance Leasing Bill and the

amendments to the NSB Act were submitted to the Ministry
of Finance and are expected to be submitted to Parliament
in 1998, :

The Department also co-ordinated the work relating to
the establishment of Credit Rating Agency (CRA} in Sri
Lanka. In this respect, the Department was involved in
determining the capital and ownership structure of the CRA
and in identifying a snitable foreign techmical partner.
Muhilateral agencies such as the International Finance
Corporation and the Asian Development Bank are also
expected to invest in the CRA, which is -scheduled to be
* established in 1998. '

_The Department was also involved in preparing a .

Memorandum of Understanding (MOU) betiveen the
Government and the Bank of Ceylon and the People’s Bank
> improve the efficiency, profitability and financial
-undness of the banks. The MOUs seek to improve the
orporate governance of the banks by providing them with

n¢rational aullono'my and will prescribe certain performance

gels which the banks will be: required to ach:eve The
AOUS will be signed in early 1998

~ The- Deparlmem was also engaged in:

(a) Prepanng offers of commitmenis for the World
Trade Organization negotiations on trade in
financial services which were concluded in

" December 1997.

(b) liaising with international donor agencies on

technical assistance projects with a view to utilising -

such assistance,

(c) preparing information brochures for the public on
Treasury bills, Treasury bonds and other
Government securities, which wull be published in
1998,
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DEVELOPMENT FINANCE

The activities of the Development Finance Department
expanded in 1997, A new credit guarantee scheme entitled
Small and Medium Enterprise Assistance Project (SMAP)
came info operation with effect from 9 September 1997. The
Plantation Reform Project (PRP), which became effective in
the second haif of 1996, expanded rapidly during 1997

“showing a very high level of performance both in respect

of loan approvals and disbursements. The Department also

" continued to conduct inspection of projects for which credit

guarantees have been provided by the Central Bank.
Current Credit Schemes
Plantation Reform Project (PRP)

--In May 1996, The Asian Development Bank (ADB)
approved US dollars 40 million as the credit component of
a loan of US dollars 60 million for capital development of
the privatised regional plantation companies, In December of
the same year, the Overseas Economic Co-orporation Fund
(OECF) of Japan agreed to provide a loan of Japanese yen
4,075 million {equivalent of US dollars 40 million) as
additional funds for the same purpose. As the Apex Lender

and Credit Guarantor of the PRP credit scheme, the’

Development Finance Department of the Central Bank had
approved loans amounting to Rs. 426 million in 1996. In
comparison, the loan approvals in 1997 increased by 92 per
cent 10 reach Rs. 818 million. Loan disbursements which
were only Rs. 57.9 million in 1996 increased to Rs. 519.2
million in 1997, According to the purpose-wise classification

of PRP loans which is shown in Table II.7, loans amounting’

to Rs.347.7 million (42 per cent) were approved for

- processing, improvement and pollution control, while loans
‘amounting to Rs. 308.5 million (38 per cent) were approved
- fof tree.ctop development. The value of loans approved for

purchase of service vehicles and _equipment amounted (0

. Rs ]61 9 mllhon (20 per cent).

TABLE II-7 :

Plantation Reform: Proiect -
‘Loan Approvals by Purpose
Rs.Mn.

Purpose . 1886 1987 1996-97
No‘ Amount No. Amount No. Amount
Tree Crop Development 5 1633 12 3085. 17 4718°

Processing,
- Improvament & .
Pollution Control .5 1518 N 3477 16 4993
Service Vehicles & )
Equipment 5 111y 1 161.2 16 273.0
Total 15 4260 34 81841 49 1,244t

Source: Central Bank of Sri Larka,

(XV1)




Path - ‘ - Central Bank of 5ri Lanka Annual Report - 1997

TABLE 1I-8

Plantation 'Reform Project Loan Approvals, Disbursements and
Central Bank’s Credit Guarantee Liability

|.

Ly

_ _ 1996 1997 19396-87

_ PFI - App.(a)  Disb.(  CGLic) App, Dish. - CGL App. Disb. CGL
NDB S T 4280 574 408 , 1889 289.0 168.8 6149 . 3568 209.3
DFCCB - T - . 346.5 942 564 . 3465 9.2 ‘ 564
BOG . : . - . - 1208 755 408 1206 755 . 408
cBC : . . - 1829 505 = 33 162.4 50.5 31.3
Total 4260 - 57.8 40.5 818.1 5192 297.3 1,244.1 577.0 3378 .
(a) Approvals Source: Central Bank of Sri Lanka
{b) Disbursemeants j ;
{c) Credit Guarantee Liability

In 1996 only the National Development Bank (NDB)
participated in the PRP credit scheme, approving Rs426.0
million. However, in 1997 two development banks, i.e. NDB
and DFCC Bank (DFCCB) and two commercial banks, i.e.
Commercial Bank of Ceylon Ltd. (CBC) and Bank of

" Ceylon (BOC) panicipated in the loan scheme. Further, in

1997 DFCCB became the second -largest. participating
financial institution approving 42 per_cent of all loans.
Details of loan approvals, disbursements and the credit
guarantee liability of the Central Bank are given in Table

II-8. As shown in the Table, credit guaranteé liability under -

the PRP credit guarantee scheme which stood at Rs. 40.5
million at the end of 1996 increased to Rs.337.8 million as
at end December 1997. The, total premium collection as at
end December 1997 was Rs. 5.1 million.

Small and Medium Scale Industries (SMI) - IV

The last. lap of the Small- And Medium Scale Industries
SMI-IV Scheme which was launched in March 1992 was
implemented in 1997. During 1997, the Central Bank
guaranteed 356 loans amounting to Rs.317.4 million under
SMI-1V and the Centrat Bank's Credit guarantee liability in
respect of these loans amounted to Rs.176.8 million. During
the year, repayments in respect of 1,932 loans amounting to
Rs.1,033.9 millien have been completed by the bommowers
while credit guarantees of 65 loans worth Rs. 834 million
have been either withdrawn or lapsed due to non-compliance
with the Central Bank's Operating Instructions by the

Participating Credit Instintions (PCIs). At the end of 1997,

credit guarantees in respect of 6,137 loans amounting to
Rs.4,029.6 million were operational and the Central Bank’s
liability in respect of these loans amounted to Rs.2,491.

miilion. At the end of 1997, a total of 156 claims amounting

to Rs.93.3 million had been received. The cumulative
guarantee premium collections from SMI-IV at the end of
1997 stood ‘at Rs.131.1 million while the total posi-claim
recoveries amounted to Rs.2.4 million. The prdore'ss of the
SME-IV Credit Guarantee Scheme for 1996, 1997 and for the

. pernod 1992-9‘1r is shown m Table II-9.

TABLE -9

Progress of SMI-V Credit Guarantee Scheme
Number and Value of Loans
: As. Mn.
tem 1996 1997 1992-97
No. Value No. Value MNo. Value
Leans granted - 1,334 11,2931 356 74 9072 76664
Loans guaranieed 1,334 8610 356 1768 9.072 4,9065
Loans fully repaid 72 180 1,932 1,039.9 2546 13162
- Guarantes withdrawn or : '
lapsed : o - 65 834 303 2204
- Loans outstanding (a) 7.804 57619 6,137 40298 6137 40296
Loans in amears (a) 1339 694.7(b) 2,054 10658 2,054 1,085.8 -

" Guaraiee outstanding (3} 7,804 32542 6,137 2491.1 6,137 2,491.1

Total claims received 3B 173 3 230 156 933
Premium collecled - 200 - 22 - 18

Posgt-claim recoveries - 1.0 - 0.3 - 24
{a) Up to dale Source: Centrl Bank of Sti Lanka

{b} Provisional

Housing Guarantee Low Income Shelter

" Programme - Phase IV

The refinancing of loans under the Hovsing Guarantee
Low Income Shelter Programme (HGLISP) - Phase IV,
which commenced in July 1992 continued to operate in
1997. The Central Bank, which functions as the Apex Lender
of HGLISP, disbursed funds borrowed by the Government
of Sri Lanka under the United States Govemment Housing
Loan Guarantee Programme - Phase- IV, to refinance the
lending of PCls, designated as Sub Apex Lenders (SAL),
who have entered into agreements with the Central Bank of
Svi. Lanka under the HGLISP.

The HGLISP scheme was initially implemented wsing
an advance of Rs.150 million provided by the Ministry of -
Finance. However, in October 1994, a loan of US dollars..
10 million, being the first tranche of a loan of US doliars

25 million was made available to the scheme. In September

1997, the. second tranche of US dotlars 15 million was made

- available and consequently, during September-December

1997, the Central Bank was able to disburse Rs.195 million.

The cumulative approvals and disbursemeats from 1992 to

¥
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1997 show that while 2 sum of Rs.1,142 million had been
approved, Rs.832 million had been disbursed. More details
can be seen in Table II-10.

_ TABLE II-10
Housing Guarantee Low income
. Shelter Programme — Phase IV
Loan Approvals and D§sbursements

Rs. Mn, -

) Sub'-Apéic Lander Approvals . Disbursements
_ , 1996 1997 199297 1996 1997 1992-97
BOC _ - - 8500 - 13 3138
CBC , - - 18- - 63 14
HNB . R Y
HDFG 563 1385 621 - 686 1539
PB s . 223 - 6 2909
* RADB . 134 Lol - 260 588
" SEWLAN . - 45 - 17 42
SMIB 74 79 758 - 254 44
Toid 1062 1464 1,419 - 1349 BR22
{a) Upto date ' Source: Central Bank of Sri Lanka

{b} Provisiondl -

HGLISP was subjected to a structural change in 1997
due to the new Programme Delivery Plan (PDP) agreed for
the second tranche of this loan scheme in 1996. According
to the new PDP, only the loans which have been secured
by morigages are eligible for funding and hence, only the

~ long-term lending institutions could participate in the credit -

scheme in 1997,

The largest proportion of borrowers of HGLISP came
from the rural sector as can be seen from the data for 1996
and 1997. According to the purpose-wise classification of
loans, in 1997 over 99 per cent had been approved for Jand
acquisition. Of loans approved in 1997, the Housing

Development Finance Corporation (HDFC) approved 95 per

“cent and the rest were approved by the State Morlga'ge and

Investmént Bank (SMIB). The maturity-pattern of loans
under this scheme indicates that only 3 per cent of new loans
have been granted for periods 5 to 10 years and over 96 per
cent have been granted for periods of 10 to 15 years.

Small and Medium Enterprise Assistance Project

The Monetary Board of the Central Bank of Sri Lanka
in May 1997, approved a new credit guaranice scheme
ramed Small and Medium Enterprise’ Assistance Project

" (SMAP) which is being refinanced by the National

Development Bank (NDB) with the rupee proceeds of loans
amounting to US dollars 55 million jointly raised from
foreign commercial sources and the ADB. Under this credit
guarantee scheme, Central Bank would provide SMAP credit
guarantee to PCls which have concluded participating
agreements with the NDB. The SMAP credit guarantee
scheme became operational in September 1997 with. the issue
of the Central Bank’s Operating Instructions No. CB/DF/
SMAP(97) on 22 September 1997. During the fast quarter
of 1997, eight credit guarantee applications amounting to
Rs.5.0 million were approved under the SMAP.

 Concluded Credit Schemes

A sammary in respect of concluded credit guarantee
schemes, as at 31 December 1997, is given in Table I[-12.
Table I -13 shows an industry-wise classification of projects
financed under SMI schemes. Some of the highlights of the
concluded credit guarantee schemes are as follows:

Small Scale Industries Scheme (SSI)
At the end of 1997, only eight loans amounting 1o Rs.

- 04 million and involving a total guarantee commitment of

Rs.0.3 million.were outstanding.

_ TABLE ll-11
Housing Guarantee Low income Shelter Programme — Phase {V
Loan Approvals by Purpose and Maturity

Rs. mitlion
199 1997
Category °
Urban Rural Tolal Urban Rural Total
. Purpose ' :
Construction ) 404 8,570 8974 155 - 30 ) 185
Improvaments ’ 2,665 26,614 - 29,279 B . .
Land Acquisition 9,498 57,420 86,916 6,799 139,392 146,191
Infrastructure Developmant as - 965 1,000 - . -
Total - 12,600 93,569 106,169 6,954 139,422 146,376
Maturity . . ’

Less than S years a7 34,576 37,853 ) . 621 621

6 to 10 years 1,667 5.521 7,188 . 527 3805 4,432

11 {0 15 years 7656 53,472 61,128 6,427 134,896 141,323

16 to 20 years . - . . . .
Total 12,600 93,569 106.169 6.954 139,422 146,376

Source : Cel'!tral Bank of Sri Lanka
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S _ TABLE 1I-12 _
Summary of Parformance of the Central Bank Credit Guarantee Schemes-end 1997 ¢ o
SCHEMES SMI -1 {a) SMI -1l (5} SMi-li(c)  SMI=IV(d)e) BPL()
M5
e No. Value No. Value No, Value  No.  Vale No, Valua
1.1 Loans granted (g) 1670 2861 2,531 1,3925 3,130 19556 - 9072 76664 . 1832 1,0986
12 Loans guaranteed (g} - 1670 1575 2531 7136 3930 1,3126 9072 47721 1,982 8N.2 .
2.1 Loans fully rapaid {g) 1230 1839, 1,852 10566 1814 10161 2546 1,3162 | 1,518 8614
2.2 Guararitees withdrawn of lapsed (g) N3 34 32 510 734 2390 - 303 2284 W7 B892
3.1 Tofal clairhs received (g) 338 758 227 700 165 806 . 156 933 18 9.8
3.2 Ceniral Bank liability on claims received (g) S =9 - 888 - 848 - . 739 - 6.9
3.3 Settlement of claims : ' - o Co
Fully settied - 282" 192 126 217 8 234 42 148 - -
Partly settied 27 21 .4 07 - .- - - . 1. 28
“Ciaims rejected _ 32 59 46 127 © 45 177 4 148 2 1.0
" Loans fully paid after submission of claims - 36 - 2.0 § 15 1 18 3 10 1 04
Claims deferved : .8 24 26 86 5 45 ‘8 53 . - -
Claims pending 2 . 13 38 22 105 .87 272 3 25
Glaims withdrawn 3 - 05 7 B2 6 33 5 . 56 1 02
4.1 Loans outslanding {g) 40 46 106 347 450 1197 6,137 40298 282 529
4.2" Loans in arears (4) _ 40 48 40 M4 65 335 2054 1,0858 <.
4.3 Central Bank liabilly on guaraniees outslanding {g) 40 29 106 209 450 748 6137 24911 282 421
5. Premia collected {g) 12.2 - 28.8 . 44.3 < 1314 - 21.9
6. Postclaim recoveries (g) - 104 . 185 - 154 - 24 - 16
(a) SMI-1-- - Operated from 1979-81 Source : Central Bank of Sri Lanka
by SM-N - Oporated from 1982-69 ’
(c) SMi- - Operated from 198891
{d) SMI-Iv - Operated from 1882.97
{8} Provisiorat :
{fi BPL - Opearated irom 1990-92
{0)  Cumulative '
TABLEI-13
SMI-)I, SMi-Ill and SMI-IV Credit Guarantee Schemes
Industry-wise Classification - end 1997
: : , A3, Million
SMI— 1L, 11 & IV (1982 - 1997) (2) SMI - IV (1997) '
Incustry Loans Granted  Loan Amounl  Guarantsed Amount Loans Granled  Loan Amount  Guaranteed Amount
No. %, Rs.MN. % Rs.Mn. % No. % Rs.Ma. % Rs. Mn. %
Food Processing 3,247 220 29739 197  1.257.8 184 5 157 551 17.4 257 145
Other Agro-Industries a2 1534 14 998 1.5 1 31 29 10 24 14
Rubber Products 04 2.9 347 29 1741 26 4 1 1.0 36 62 35
Mélal Products 1394 94 7409 67 4595 67 52 146 e 37 92 52
Construction Materials M4 6.2 5560 5.6 3674 5.4 8 22 86 27 48 27
Construction Contracling S46 37 7665 7.0 3704 55 LT ¥ ¢ 271 86 . 122 69
Wood Products 895 6.1 4504 44 29043 43 12 34 69 22 50 28 .
Ganments 904 6.2 7905 7.2 4389 65 5 14 86 27 21 12
Texliles 325 22° 9195 29 1816 27 . - . - . .
Repair Workshop 558 3.8 o 3.0 2153 . 3.2 14 40 122 3.9 84 48
Others (b} 5335 361 44177 4001 2,939.2 432 181 508 1725 545 . 1008 57.0
Total 14,733 1000 11,0145 1000  6,798.3 100.0 356 1000 9165 1000  176.8 100.0

{a) A breakdown of indusiry-wise classification of data relaling to SMILis not avallable.

. Souse : Central Bank of St Lanka:

{b) Includes Passenger and Commercial Transport, Leather, Animal Husbandry, Chemical, Fishing,
Restaurants, Fibre Glass, Efectronic, Ceramics and Polythene.,
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Small and Medium Scale Industries I, If and II1
Schemes

A total of 7,33 loans amounting to Rs.3634.2 million
" and involving a guarantee liability of Rs.2,183.7 million had
been granted under SMI-I, Il and IIL." As at end 1997, the
total number of loans in operation under these three schemes
was 596 and the loan value was Rs.159.0 million.

Bus Purchase Loan (BPL) Scht;.me

A total of 1,932 loans amounting to Rs.1098.6 million
- and involving a guarantee liability of Rs.871.2 million had
- been granted under the BPL Scheme. A total of 282 loans
amounting to Rs.52.9 million remained oulslandmv by the
end of 1997,

Investment of Guarantee Fﬁnds

The total '_valﬁe of investments of SMI, BPL and PRP

guarantee funds inclusive of funds advanced by the Central
Bank and premium collections invested in Treasury Bills in

- 1997 amounted to Rs. 14480 million.  The total value of.

interest .income from the mvestments durmg the year was
Rs.180.5 mllhon :

Follow-Up and Inspectlon of Projects

The programme of pmject inspection of the Department
covering SMI loans in arrears and guaranteé claims of PCls
~continued in 1997. More active follow-up work by the
Department has contributed to an improvement in recovery
and the rehabilitation of several sick industries. A total of
200 projects, was inspected during 1997 in contrast to 65

projects in 1996, Table II-14 gives a summary of the .

outcome of follow-up project inspections carried out during
1996 and 1997.

TABLE II-14
Follow-up Inspection of Loans in Default

1996 1997

. Mo.of LoanAmount No.of Loan Amount
Recommendation’ Quicoms Projects  Rsbn.  Proj ReMA.

1. Explore possiyilities lo o ’
reschedule the loan 5 122 15 18.3

2. Regularise the foan account™ .2 24 | - -

3 Guaranteatobewithdrawn . 1. 06 25 . -33.8.

4. Debtor agrees to selfte the : -
foan in full. . 3 0.9 5 58
5. Caltfor cbservations romPCls 2 . 45 | 8 6.2
- 8, Close monitoring suggested 12 10.5 102 169.8
" Totat 25 311 155 . 2339

Source: Cantral Bank of Sri Lanka.

As shown in Table II-15 in 1997, 45 guarantee claims
of PCls amounting to Rs.29.7 million were inspected by the
" Inspection Division during 1997,

TABLE (I-15
Inspection of Guarantee Claims Received

1996 1997
mmendation/ Ou ool LoanAmount No.of Loan Amount’
' Caims  RsMn,  Claims  AsMn
1. Guarantee claims rejected 7 50 10 50
2. Guarantea claim rejections
under donslderation 4 16 3 20
3. Guarantee claims deferred 4 1.0 12 13.1
4. Loans setiled after submission ) '
of guarantee claims 1o the :
Central Bank - 3 1.8 2 0.6
5. Guaranlee claims fully setiled ) 25 . 5 1.5
6. Guarantes payment under '
consideration 5 6.4 5 1.4
7. Claims pending 8 94 6 a7
8. Claims withdrawn - .. 2 2.4
Towat - 40 235 45 29.7
© Source: Ceniral Bank of Sri Lanka.

RURAL CREDIT

Dunng the year under re\r:ew the Ccnlral Bank

* continued to function as the executing agency for both donor
funded projects and its own credit schemes. As the executing
- agency, the Central Bank is responsible for implementing the .
credit schemes involving the admission of Participating

Credit Institutions (PCls), issve ‘of Operz_umg_ Instructions to
PCls, disbursement of refinance to PCls in respect of loans

eligible under projects, ménitoring'and co-ordination of loan

schemes, maintenance of loan records and giving publicity
to loan schemes with the assistance of the relevant project
offices and other local agencies.

The projects implemented by the Bank during 1997
were as follows : :

(a) ADB'/Funded Projects :-

(i) Agriculture Rehabilitation Project (Revelving
Fund Credit Scheme);

(i) Small Holder Tea Developﬁment Project;
(ii1) Perenmal Cmps Development Prolect
(iv) Southern Province Rural Developmenl Projecl

{v) North Westem Province Water Resources
Development Project; '

(vi) North Central Province Rural De\?elopmen(
Project:

1. Asian Development Bank
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TABLE 116
Credit Schemés Opera!ed by the Rural Credit Department

interest  Credit Recovery

_ . P . L ) i i ' Rate tothe Dishurse- Rate
e vty e v
o L Aocalion - s, upto  applicable

o ) 2.9297 %

_ ". fRs.Mn) :
1. Agriculiure Rehabifilalion Project  ADB - Rehabllitation of affected farmers and aftacted UsSs14.3Mn. - 125 70 €7.4

(1990-1995} . " propefiies in the Northem and Eastem Provinces . - .
- : and ihe five bomering dhistricts. -

) 2. Small Holder Tea Devslopment -do- Increase p:om:ctnon and export of tea by tea small US$ 12 3Mn 140 T01.5 85.0
B Project (1989-1997) . holders, improve the institutional mechanism of the :
o T _ tea sector and expand employment opportunities,

a f'arennlal Crops Development -do- increass the production and commercialisation of US$ 13.2Mn, 14.0 711.1»5 83.0

; . . Project (1989-1997) . perennlal crops.
4, Southem Province Rural -do-  Toimprove the quality of life of the people in the USS$ 8. 1Mn. 14.0 6420 -
} Development Project Southem Province. '
(1992-1999) '
; §. Nonh-Weslem Province Water  -do - Improve economic, social and nuiritional ofthe  US$2.7Mn. 14.0 381 850
i . Rescurces Devslopmant Pro;ect well-being pecple living in the project area.
, (1993-199&) : _
_ . 6. Noﬂh-Central Province ADB, Alleviate poverty, improve food security, nubrition  SLRs 153 Mn E)dstlng - .
' . Participatory Rural Development  IFAD, and increase employment opportunities foc low  market
Project & North-Central Province  SIDA Income families. SLRs43 Mn. rate.
Rura) Davelopment Prolect ~  and WFP - .~ : :
(1996-2003) ) S :
) _ SDR1.55Mn, '
- 7. Small Fammiers and Landlsss IFAD, Establish a cost effective and sustainable micro- 180 3630 - 920
Credit Project (1990-1957) CIDA credit dedivery system 1o generate employmant and : L
’ GOSL  improve savings habils, .
: . SLRAs.284Mn C
8. Food & Nutrltion Promotion Japa- Incraase foad production and food processing . : 10,0 - -
Credil Scheme nese  techniques in the country. : .
{Year Commenced - 1947) - Govem- C
ment ’
9. New Comprehensive Rural Crodit Govem-  Upiifi rural tammers whw cullivate short-termfood - 16.0 Rs.1000 - 60
Scheme. (1986 orwards) mentof  crops. Mn. per - (Over-
o $ri Lanka ) annum all)
10. Kegalls District Integrated Rural - do - Uplift tha standard of lving of the people in the SLRs.100Mn . 100 333 -
Development {Ravolving Fund} Project area by promoling income generating
Project (1998-2007) . activities, . )
. 11. Surathura Programme -do- Increase Inoome and improve iving s‘tandardsof SLRs.350Mn 100 3500 650
2 - (1996 onwands) - - ' ' unemployed educated youth by promoting: saif- .
i : . ) . employment among them.
' ' Soum:cmmmm__s_nmu '
(b) IFAD'/CIDAZ?/SIDA® /Japanese . - (:x) Food and Nutrition Prornouon Credjt Scheme '
vt! /WFP*Funded Projects : © - -  {Japanese Govemment.); :

' jects :
i) Small Farmersand the Landlss Crdi Projct ©)  Government Funded Proj

(IFAD, CIDA), " (9 Kegalle District Integrated Rural Development
. (Revolving Fund) Project;
(viii) North Central Province Participatory Rural , (xi) Surathura Programme;

Development Project (IFAD, SIDA and WFP); _
- (d) Special Projects :.

i 1. Intemational Fund for Agricultural Development

2. Canadian Intemational Developmant Agency _ . (xii) Relief Scheme for Shrimp Farmers;
3. Swadish intermational Development Agency ' S
4. Jepaness Food Production Grant _ (xiii) Coconut Development Loan Scheme.

5. World Food Programme
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- (i) Agriculture Rehabilitation Project (ARP)

The Agncnlmm Rehabilitation Pro;oct (ARP) whwh
was successfully concluded in 1995, continued to re-cycle
its loan recoveries by extending new loans for the purposes
approved under the Project. The Central Bank continued to
monitor and administer recoveries and re-cyclmg of loans
by PCls under thc ARP Credit Scheme.

Of the total loans amounting to Rs.771.1 mitlion
granted under the ARP, Rs5.409.4 million had been
recovered by PCls as at 30 June 1997. The average
recovery rate of all PCIs stood at 67.4 per cent. The PCl
branches located in the districts of the Northern and Eastern
provinces have reported a low rate of recovery due to their

inability to meet and communicate with the defaulting sub-

borrowers. Under the arrangement for re-cycling -the

- recoveries, PCls have granted 1,894 ioans amounting to
Rs.61.5 million and, of this, Rs.29.8 mllllon had’ already

been recovered as at 30 June 1997

(i) The Small Holder Tea Development Project
(SHTDP) .

The Small Holde'r Tea Development Project funded by
“the ADB which conimenced operations in 1989 was
terminated in Décember 1997, The project aimed at

increasing production and export of tea by small-holders,

improving the quality and productivity of tea factories,

increasing income and employment opportunities in-rural -

areas and improving the Government’ s capablllly of
supporung tea small holders. .

The progress of the credit scheme in the initial years
was slow due to'a number of factors such as cumbersome
procedures, difficulties in finding acceptable collateral, and
the low margins due to the depressed tea prices in the world
‘market. However, after a number of corrective measures
were put in place, the project performance improved
considerably since 1994. Consequently, the totél allocation
. of US dolfars 12.3 million (Rs 687 million ‘approximately)
for the credit component was fully committed for

disbutsement ‘as credit by PCls by the early part of 1997,

‘At end 1997, the cumulative loan approvals and
disbursements by PCls amounted to Rs.847.7 million and
Rs.714.5 million, respectively,

During the year under review, Joans to a value of
Rs.96.5 million were approved by PCls. The disbursements,
. which included previously approved loans, amounted to

Rs.174.8 million. Loans granted for field development (new -

planting and replanting) amounted to Rs.34.5 million, while
those for nursery development and factory development
amounted to Rs.6.5 million and Rs.133.8 million,

respectively. The cumulative refinance by the CBSL in’

tespect of loans disbursed by PCls amounted to Rs.536
million at end 1997. Steps were also taken to expedite the
loan disbursements by PCls so as to ensure full utilisation
of the remaining Rs.200 million before lhe loan is closed
in December 1998.

To facilitate this, the ADB has agreed to fund the
credit component until end 1998, though the loan is
officially closed in December 1997.

© PCls not only managed to fully utilise loan funds, but
also maintained a satisfactory. recovery rate of 85 per cent
under the Project. In view of this satisfactory performance,

the ADB has expressed willingness' to.consider, the .
. extension of a second line of credit for the small holder

fea sector. A technical appraisal for the proposed second

" project has been fielded by the ADB. In order to ensure
~the continuity of the loan scheme unti) the second Project

comes into operation, the PClIs have agreed to continue

lending to tea small holders out of their own funds. This -
* interim arvangement has been facilitated by the Tea Small
“Holders Development Authority (TSHDA) by paying an

interest subsidy of 4 percentage points.out-of cess funds -
to enable PCls to grant loans at (4 percent per annum to

: borrowers. This scheme came into operation {rom

November, 1997,

(iii) Perennial Crops Development Project (PCDP)

The PCDP funded by the ADB commenced operations
in 1990 and was closed in December 1997 as scheduled.

- The credit scheme was designed to provide medium-term

credit facilities to farmers at concessibnar_y rates for
promoting the production and the commercialisation of
perennial crops, paticularly minor export crops and fruit

crops. The Project also had as its objectives the promotion -

of the use of modern technology, handling and processing

“of perennial crops ecqnomi'cally and productively.

The disbursement of loans under the PCDP' accelerated

-in 1997 mainly due to the new vigour shown by all

agencies involved in the Project in the face of its scheduled

termination by end 1997, Accordingly, the cumulative loan

approvals and disbursements upto end 1997 amounted to
Rs.824 million and Rs.642 million, respectively. The total
refinance granted by the Bank to PCIs in respect of the
above loans amounted to Rs.508.2 million at the end of
1997. The physical achievements in terms of both the area
cultivated and the sub-loans approved have exceeded the
targets set at the time of the design of the Project in 1988,

In view of the satisfactory progress achieved by the
Project, the ADB has agreed to finance a Second Perennial
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Crops Development Project with a loan facility of SDR
14.743 million, The loan negotiations by the Government
with the ADB were successfully completed in September
1997 and the new Project is scheduled to commence
operations from the beginning of 1998. In the new Project
too, the Central Bank will function as thc cxccutmg agency
for the credit component.

(iv) Southern Province Rural Development
Project (SPRDP} .

The SPRDP funded by the ADB, began operations in
1992 with the objective of faising the income and quality
of life of people in the Southern Province by undertaking
infrastructural development and providing credit facilities to
generate income and employment opportunities in the
project area. The Central Bank functions as the executing
agency for the credit component of the project which has
a credit allocation,of SDR 6.4 million (approximately
Rs.450 million). The Development Finance Corporation of
Ceylon Bank (DFCC) and the three RRDBs at Galle,
Matara and Hambantota functioned as PCIs from the
inception of the Project. During ‘the year, the National
Development Bank (NDB) was also admitted as a PCI
under this credit scheme. All these PCls are assisted by a
Project Office set up in the province by the Southern
Province Provincial Council. Under the project, refinance is

provided by the Bank for financing smallmedium scale

industries located at Charley Mount Industrial Estate in
Weligama and other smallimedium scale rural enterprises in
the Southern Province. The on-lending rate and the refinance
rate under the project remained unchanged at 14 per cent
and 6 per cent per annum, respecnvely, dunnf' 1997.

During. the year under review, PCls granted 432 Ioans

! amounting to Rs.67.7 million_recording a cumulative

disbursement of Rs.212 million at the end of the year. A
sum of Rs.60.7 million in respect of 432 loans was granted

"by the Bank by way- of refinance to PCls during 1997.

Accordingly, the cumulative refinance as at end. 1997
amounted to Rs.187.8 million in respect of 5541 loans. -

- (v) North-Western Province Water Resourc&é

Development Project (NWP-WRDP)

The ADB funded North Western Province Water

Resources Development Project Credit Scheme completed its

fourth year in 1997, The credit component of the project,
amounting to SDR 1.6 million (approximately Rs, 100
million), consists of three main sub-components, viz., Agro-
well Construction, Lift [rrigation Sob-projects and Income
Generating Self-employment Projects for Rural Women in
the NorthWestern Province. The Puttalam and Kurunegala

Regional Rural Development Banks and Hatton National

Bank participated in the project from its inception as PCls,
while People's Bank and Bank of Ceylon joined the credit
scheme in 1996.

During the year under review, the Central Bank with
the approval ‘of the ADB adopted a number of measures 1o .
improve the performance of the ¢redit scheme. These include
the enhancement of the upper limits of the loans for agro-

. ~wells and self-employment for rural women to Rs.50.000;
. extension of Rs.60,000 for construction of ‘overhead water

tanks under the Lift Irrigation Scheme; extension of a second
loan for women who have successfully completed the first
loan, upto a maximum of Rs.70,000; and identification of
women beneficiaries through farmer organisations,

At the end of 1997, PCls had disbursed Rs.22.8]
million for the construction of 725 agro-wells and Rs.14.2
million for 1,031 self-employment sub-projects for. women
in the NorthWestern Province. The Lift Irrigation Projects,
which were activated in 997, funded 41 schemes at a cost
of Rs.1.i million. The Central Bank has granted Rs.29.2
million as refinance 10.all PCls under this project upto end
1997. :

(vi) North Central Province - ADB Funded Rural
Development Project and IFAD Funded
Participatory Rural Development Project

" The Government of Sri Lanka has signed two loan
agreements with the Imernational Fund for Agricultural
Development (IFAD) and the Asian Development Bank -

(ADB) for the impiementation of two poverty alleviation

projects, viz. North Central Province Participatory Rural
Development Project (NCP-PRDP) and North Central

- Province Rural Development Project (NCP-RDP),
respectively. NCP-PRDP became effective from 1996, while
" the NCP-RDP ‘was inaugurated in 1997. The broad objectives

of both projects are lo alléviate poverty and improve .

- productivity of farmers through development of infrastructore

and provision of credit facilities in the districts of the North -
Central Province.

The Central Bank is the apex co-ordinating agency for
the credit. component of both these projects. The credit
component of the IFAD/NCP-PRDP was to be implemented
autilising the funds of the National Development Trust Fund
(NDTF). However, this arrangement did not materialise as
envisaged, since the failure of the Partner Organisations
which were to function at the grassroots level to fuifill the
conditions stipulated by the NDTF and the subsequent
termination of the operation of the NDTF. It was, therefore,
decided to amalgamate the credit component of the NCP-
PRDP with the ADB/NCP-RDP of which the credit
component was funded by PClIs out of their own funds
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supported by the payment of a service fee of 2 per cent on
the portfolio and provision of other support services. The

basic ground work to implement the credit component of

both projects with the participation of Bank of Ceylon,
People’s Bank, Hatton National Bank and Seylan Bank was
completed. by the end of 1997 and the credit scheme ls

* expected to get off the ground in early 1998.-

(vii) Small Farmers and the Landless Credit

Project {SFLCP)

The SFLCP, for which the Bank funcuons as the
executing agency, was completed in December 1997 as
originally scheduled after achieving the targets set for the
Project at the design stage. This Project, inaugurated in 1999

~ with funding provided by IFAD (a loan of US dollars 6.7

million), CIDA (a grant of US dollars 6.6 million) and the
Government of Sri Lanka (a contribution by the Bank
amounting to US dollars 4.1 million) as a pilot poverty
alleviation project, was implemenied in the four selected
districts of Galle, Matara, Kandy and Puttalam. The Project

relies on linkage and the self-heip group (SHG) concept as
. its methodology in reaching the target groups. '

At end 1997, the Project had covered 2,274 villages in

the four districts under reference, forming 8203 self-help
groups as the vehicle for providing assistance to the project

beneficiaries. The total number of beneficiaries in these
groups stood at 49,746, well above the target of 32,000 set
in the project design. A noteworthy feature in the Project
has been the active and predominant participation of women

~“borrowers numbering 26,832 or 67 per ¢ent of the total

beneficiaries. As at the end of the yéar, a sum of Rs,363
million had been advanced as micro loans to 40275
borrowers to enable them to undertake income generating
self-employment activities. The average size of a loan
amounted to Rs.9000 while the Project had consistently
maintained a récovery rate of over 91 per cent.

A sampﬁ: survey conducted by the Bank in June 1997 _

on the benefit monitoring and project performance revealed

that about 80 per cent of beneficiaries had crossed the
poverty line through Project activities. However, with -the ~

closing of the Project by end 1997, it was necessary to

ensure the sustainability of the beneficiaries through
_continued investment in income generating activities. To -

achieve this objective, the Bank made arrangements to

. continie” with- project activities for a further period of 20
"years by continuing to engage the RRDB in the district as

the banker to the Project and utilising the loan recoveries,

for recycling. These loan recoveries which had been-credited

to a special Project Revolving Fund, amounted 1o Rs.256.2
million at.end 1997.°

Central Bank of Sri Lanka Annual Report - 1997

Since the small self-help groups that had been formed
as the vehicle for delivering credit and other support services
to project beneficiaries had come of age by the end of the
year, there was a necessity for the formalisation of these

_ groups into larger voluntary associations to function as the
link between the beneficiaries and the RRDBs. Hence,

several groups operating in a village were amalgamated into

.SFLC Development Societies {ISURU SANVARDENA

SAMITHI) which were registered with the Registrar of
Companies- as cotporate bodies with limited liability under
the Societies Ordinance. At the end of 1997, 110 such
limited liability societies had been formed.

In order to share the experience which the Bank has
gathered through the SFLC Project, a video documentary
titled “Isuru: The Crossing” and a book of case studies jn
Sinhala titled “Isuru ManPethe Piyawara Thabuwo” were
réleased by the Bank during the vear. in addition, several
other video documentaries covering fields such as the

"empowerment of women, technology transfer, the concept of '

self-help groups and poverty alleviation are presently under
production by the Bank.

©(vili) Food-and. Nutritiohl Promotion Credit Scheme

A new credit scheme titled Food ‘and Nutrition -

Promotion Credit Scheme was inaugurated in 1997 by the
Bank at the request of the Ministry of Agriculture and
Lands. For implementation of the credit scheme, the
Government allocated a sum of Rs284 million out of the
counterpart funds of the Japanese Food Production Grant
received by the Government, The Bank formulated the credit

- scheme and implemented it through the kending banks. This

credit scheme has been introduced with a view to
impiementing a comprehensive programme for the
improvenient of food production and food processing
techniques in the country.

Under the scheme, credit facilities will be provided to
farmer organisations/ co-operatives, individual farmers and
rural organisations with the objective of restructuring the
agricultural sector and improving the country’s feod
production by encouraging financial institutions to channel
credit through farmer organisations/rural’ organisations/co-
operatives/Thrift and Credit Co-operative Societies as a way
of implementing a cost-effective credit delivery mechanism
for agricutture, The scheme is also intended to encourage

projects capable of mtroducmg new agri-industries and

improving productivity through provision of storage facilities

~with capacity {or preserving large quantities of food erops

to minimise wastage and maintenance of buffer stocks to be

. -utilised during the off-harvesting period.

“Credit will be 'providéd through Bank of Ceylon.

People’s Bank, Hatton National Bank, Sampath Bank, Seylan
Bank and Ihc Commercial Bank at an interest rate of 10 per
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cent per annum . The lending banks will provide bulk loans
to partner organisations at an interest rate of 6 per'cent per
annum for on-lending 10 their members at 10 per cent per
annbm,

The- Mlnlstry of Aﬂnculture and Lands through their
provincial offices will assist in the provision of technical
know-how and support facilities to eligible farmers and co-
ordinate scheme with PCls at the ground level.

(ix) Kegalle Dnstnct Integrated Rural (Revolvmg
Fund) Project

The Kegatle District Integrated Rural Development

Project which was implemented during 1986-95, provided for
the re-cycling of loan recoveries for similar purposes through
a Revolving Fund Credit Scheme. Accordingly, the Central
Bank, with the collaboration of the Regional Development
Division of the Ministry of Plan Implementation took action
in 1997 to establish a Revolving Fund Credit Scheme out

of the cumulative loan recoveries. The credit disbursements

under this arrangement commenced in mid (997 after the
Central- Bank signed subsidiary loan agreements with PCls,
viz.,- Kegalle Regional Rural Development Bank, Bank of
Ceylon and the People’s Bank.

Under the credit scheme. loans upto 2 maximum of '

Rs.250,000 are granted to eligible borrowers at an interest
rate of 10 per cent per annum to enable them to undertake
self-employment economic activities. The borrowers are
introduced to PCls by specially trained Business
Development Officers who operate on a fee based system.
As at end 1997, 15 such officers had been atiached 1o the
branches of the relevant PCls.

After the Project commenced operations in mid 1997,
550 loans to a value of Rs.30 million were approved by
PCls upto the end of the year. Of this, a sum of Rs.22
million had been disbursed to borrowers. Refinance to a
value of Rs.10.5 million had been released by the Bank on
such disbursemenls

{x) Surathura Programme - Self Employment
Promotion Through Micro Enterprise Credit

The Surathura Programme, which was inaugorated by
the Government in September 1996, provides micro finance
to the unemployed, especially the educated youth, to enable
them to undertake income generating self-employment
activities. The Project which is implemeinted by the Central

* Bank is being operated through the Bank of Ceylon, People’s

Bank and the Hatton National Bank which function as PClIs.

Under the Scheme, t};e Government’ allocated a sum of
Rs. 350 million in the Budget of 1997 to provide refinance

“to PCls. This allocation was fullf' atilised by PCIs by the
_ end of the third quarter of the year.providing 9009 loans

to eligible borrowers. Of these loans, small industries (48
per cent), and trade based projects (38 per cent), accounted

“for the bulk. The balance 14 per cent had been extended

to agricultural, livestock and ﬁshérics sector projects.

In view of the full utilisation of the funds by PCls,
the Government decided to continue the Project in Phase
II, with a new design, Under Phase II, PCIs agreed to fund

the credit scheme out of their own resources, but to lend

to the borrowers at 10 per cent per annum and they were
paid an interest subsidy of 10 percentage points.

Under Phase H, 10000 loans for a value of Rs.500
million are planned to be disbursed to the target borrowers
to facilitate them to undertake self-employment projects.

In order to assess the status of loan utilisation under
Surathura Phase 1, the Bank conducted an island-wide
sample survey in July, 1997. The survey revealed that 85

per cent of the borrowers had effectively utilised the funds

for the projects for which they had obtained loans.
(xi) Relief Scheme to Shrimp Farmers

The shrimp farming industry, a rising foreign exchange
earner, continued to suffer from the white spot disease
which affected it adversely in 1996. A relief package was
introduced by lending banks to this industry in 1996 at the
instigation of the Central Bank to facilitate fast recovery
and rehabilitation of the affected ponds. The relief package
included a loan moratorium for 15 months, rescheduling of
the outstanding loans at an interest rate of 5 per cent per
annum, extension of new loans at the prevailing average
prime lending rate, quick repayment of the outstanding
loans from the new harvests and technical assistance from
the National Aquatic Resources Agency (NARA) for the
rehabilitation of ponds. While about a half of the farmers
utilised this facility, it was felt by mid 1997, that the
rehabilitation took fonger than originally planned. Hence, at

" the request of the Ministry of Fisheries. and Aquatic

Resources Development, the Central Bank perscaded the -
lending banks to continue the relief package for a further
period. Accordingly, the moratorium was extended by a
further period of 8 months from September 1957 at an
interest rate of 5 per cent per annum.

' {xii)} Coconut Development Loan Scheme

The Coconut Culiivation Board (CCB), in consultation
with the Central Bank and the lending banks. has introduced
a new credit scheme with the objective of increasing
coconut production and productivity of coconut lands,
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- enhancing farm income and the standard of living of
coconut farmers and increasing employment opportunities in
the coconut sector. The subsidy scheme, which had been
implemented by the Board earlier, was replaced by the
credit scheme which was a departure from the subsidy based
development strategies that were beéing adopted earlier. The
Central Bank plays an advisory role to CCB in the
implementation of the loan scheme.

The loan scheme will initialty be implemented in the
major coconut growing rvegions, as pilot projects, covering
the Gampaha, Kurunegala, Puttalam, Hambantota and
Moneragala Districts. Bank of Ceylon, Peeple’s Bank,
Hatton National Bank, Kurunegala RRDB, Thrift and Credit
Co-operative Socicties and the Sri Lanka Coconut

Producers’ Co-operative Socicties Union will participate in

the scheme

Loaus will be provided for new planting/replanting of .

coconut for both mter-croppmff and as a mono crop.

_ " The lending banks will prowde loams o borrowers
using the-banks” own funds at an interest rate not exceeding
18 per cent per annum_ for a period of § years. including
one year's grace period: An interest tebate will be paid by

" the Coconut Cultivation Board out of cess funds directly to

" the borrowers. at the rate of 100 per cent in the first year

and 50 per cent in each of the subsequent four years to

those who have successfully followed the recommended
agricultoral practices as agreed in the farm plan and the
cash flow budget. :

- Approximately Rs672 million will be provided by the
lending banks in the next five years to develop an extent
of 17500 acres of coconut land. The extent financed per
individual farmer will be within the range 1/2 - 5 acres per
year.

RURAL BANKING AND STAFF
TRAINING COLLEGE -

During the year.1997, the Rural Banking and Staff
Training Cellege (RB&STC) conducted 89 training courses
for 2,384 persons representing 1,238 small scale
- entreprenenrs and self employed persons, 357 Central Bank
employees, 250 Commercial Bank employees, 306 Regional
Rural Development Bank (RRDB) employees and 213
employees from other institutions. Of the 89 training courses
49 were conducted at the RB&STC and the balance at
~ outstation venues,

" Of the 49 training courses conducted at the RB&STC,
Il programmes were exclusively for RRDB employees.
Lending on pledge of jewellery, collateral and related legal
procedures for lending, accounting, internal auditing, project

appraisal and management were the main areas of training’

provided to the RRDBs. There were 13 computer training
courses designed to train, Central Bank officers on personal
computes applications, Marketing of bank services, financial
sector reforms, effective loan management, investment and
merchant banking, team work for quality, forex operations,
managing change, fund management, strategic planning,
commercial banking operations and practices, living long
after retirement, managing for excellence. national economic
management, e¢nhancing management control and
profitability, resource allocation and development. better
report writing and managing risk were the main arcas
covered under other training programmes conducted at the
college.

Training courses conducted in the outstations were’

mainly on emtreprencurship development, micro-enterprise

" management and leadership development. These training
_programmes were conducted at district level in Matara.
" Galle, Kandy -and Puttalam under the aegis of the Small

Farmers and Landless Credit Project. Two special training

+ programmes were conducted on requests made by the TEAM

Project of CARE International and the Integrated’ Rural
Development Project in Kegalle to train field officers/
managers of the Partner Organisation of the TEAM Project
and the business development consultants and regional co-
ordinators of the Tntegrated Rural Development Project.

The Self Access Centre (SAC) for English Language
for Central Bank officers commenced its courses in July
1997 after a temporary setback consequent to the [996
tragedy. During the second half of 1997, 96 Central Bank
officers availed themselves of the facilities in the SAC. To
supplement SAC fucilivies, classes were also heid to improve
skills in oral communication and report writing during this
period.

The RB&STC in association with the Rural Credit
Department, co-ordinated the Comparative Rural Study on

Models for Linking Banks with Self-help Groups for the

members of the Asia Pacific Rural and Agricultural Credit
Association (APRACA).

The RB&STC held its 16th Anniversary Lecture on the
topic ‘What more do we know about Economic Growth”
which was delivered by Dr. G. Uswatte-Aratchi, Executive
Vice Chairman, Marga Institute.

EMPLOYEES’ PROVIDENT FUND

In terms of the Employees™ Provident Fund (EPF) Act.
the Monetary Board of the Central Bank of Sri Lanka is
vested with the responsiblity of receiving contributions,
surcharges and income from investments, maintaining proper
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accounts of regisiered employers and the individual members
of the Fund and also effecting refund of benefits to its
members. These activities were cartied out in close co-
operation with the Employees’ Provident Fund Division of
the Department of Labour which attends to the administration
and enforcement of the provisions of the EPF Act,

Since the disruption of the computer data-base and the
destruction of a bulk of the documents in 1996, the
reconstraction and updating of the database relating to EPF
member accounts have been done using newly developed
computer software on the new IBM AS 400.

The annual statements of all member accounts in respect
of the years 1994 and 1995, the preparation of which was
hampered consequent on the bomb blast, were issued in
1997,

Contributions

‘According to provisional data, the contributions received
by the Fund during 1997 amounted to Rs. 9.8 billion as
against Rs, 9.3 billion in 1996. This represents an increase
of 5 per cent over the level of contributions received during
the previous year. o

The EPF contributions were collected by the EPF
Department centrally in Colombo since its inception. Since
April 1997, the wo state banks, viz, Bank of Ceylon and
People’s Bank, at which the EPF accounts were opened,

commenced collecting - EPF contributions from employers. -

This arrangement obviated the need for employers to send
the remittances to the EPF Department, and enabled them

to pay their contributions conveniently through a bank branch

of their _choice. :

Membei‘s’ Balances

Members' balances as at 31 December 1997 before
allocation of interest for thé year under review have been
estimated at approximately Rs. 104 billion, which is an
increase of about Rs, 17 billion or 20 per cent over the level
of 1996.

Investment

During the year under review, the Fund invested its
excess monies in government securities, Treasury bills and
Treasury bonds. The total investments held by the Fund as
at 31 December 1997 amounted to Rs. £37.6 billion, which
is an increase of Rs. 21.6 billion over the level at end 1996.

Income Received from Investments and Tax

Paid

 With the withdrawal in 1989 of the exemption from
income tax granted to the EPF, the liability for income tax

on its investment income for the year 1997 amounted to
Rs. 1.6 billion.

In 1997 the income received from investments
amounted to Rs. 18.2 billion as against Rs. 15.8 billion in
1996,

" Refunds

The total sum paid out by way of refund of EPF
benefits to members during 1997 amounted to Rs. 4.6 billion
as against Rs.3.5 billion in 1996, This is an increase of 314
per cent over the previous year, During the period under

- review, 61,196 claims for refund of benefits were paid out

as against 56,536 claims disposed of in 1996, The payment
of refunds continued to be made through the Sri Lanka Inter-
bank Payments System (SLIPS).

EPF Housing Loan Scheme

During the period under review, the EPF Department
had processed and despatched a total of 6057 applications
for certification of balances to the respective labour offices.
Other Activities

A seminar for software developers was conducted in
May 1997 to lay the ground work for the modernisation of

the EPF.

During the period under review, a committee comprising

" of officials of the Labour Department and the Central Bank
~was set up by the Minister of Labour to make

recommiendations to improve. efficiency and modernise the
operations of the Fund..The Committee, which met several -

* fimes during the year, discussed certain’ proposals towards -

achieving these ends. The final report is in draft form.

EXCHANGE CONTROL

There were no major changes during 1997 in exchange
control policy except in the scheme of fereign ctrrency loans
to exporters, which was relaxed further. Granting of
approvals for capital account transactions, monitoring of
current account transactions, issuing of licences to freight
forwarders, renewing licences issued to money changers,
hoteliers, jewellery shop owners and -others who are
permitted to accept foreign currency against services
provided by them to foreigners and conducting investigations
into violations of the provisions of the Exchange Control
Act, preparation of reports on exchange amangements and
restrictions, disclosing information to public, local and

international organisations on exchange control regulations . - -
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relating to various foreign exchange transactions are some
of the important_aciivities thal were carried out during the
. period under review. The Department was also engaged in
clearing import applications referred by the Sri Lanka
‘Customs in terms of Government Gazette Notification No.

915/15 dated 21 March 1996 cutlining the procedure rela(mg :

to import of goods and services.
Capital Account Ti'ansactions_

(a) ln?estménis Abroad -

Investments abroad by Sri Lankan companies ‘were

permitted on a case by case basis with the approval of the
~ Ministér of Finance and Planning. These applications were
to establish a jewellery shop at Forte Grand Hotel in Dubai,
a plastic water flow control equipment manufaclunng unit
. at Coimbatore, India, a state of the art lingerie manufacturing
. plant in South India and to purchase a company in Poland
to set up a production plant to process and pack tea under
the brand name “Dilma”. :

(b) Foreign Currency Loans to Exporters

. A-significant change in the policy with regard to foreign
currency loans to exporters was made in 1997 consequent
to a proposal announced. in the Government Budget for 1997.
The new arrangement which came inte force on 3 Janeary
1997 provided for the grant of loans in foreign exchange
from funds available in the Domestic Banking Units (DBU)
-as well as Foreign Currency Banking Units (FCBU) of

commercial banks to meet the working capital and fixed '

capital requiréments of the export companies without any
restriction on the duration of such loans. Conversion of rupee
- funds to effect setlement of the loans was strictly prohibited.

Previously,- foreign currency loans were restricted only for

“the purpose of importing foreign inputs required to execute
- export orders.

(¢} Foreign Loans

During 1997, several applications to borrow from
~ international financial institutions were approved on an
exceptional basis by the Exchange Control Department.

(d) Other Capital Account Transactions/
Business Approved by the Department

(a) Share wransactions outside provisions in the
Government Gazette Notifi cauon No. 721/4 of 20
June 1992, :

(b} Share issues to non residents against funds not
channelled through the Share Investment External
Rupee Accounts (SIERA),

(c) Share issues to non residents against value of
machinery imported to Sri Lanka on no foreign
exchange involved basis.

* {(d) Debenture issues to foreigﬁers by resident
companies,

(¢) Remittances relali—ng to projects 'by foreign

contractors.

. (f) Remittances of sale proceeds of shares purchased
- prior to the implementation of the new procedure
- relating to share purchases ‘by non-residents.

g Repaymcm of projecl Ioans by Governmenl' .

. 1nsl|luuons

(hy Activities relating to foreign currency demommated
financial instruments. '

(i) Loans and overdrafts to foreign controlled
companies from commercial banks and other
lending institutions in Sri Lanka,

() Opening of special foreign currency accounts,
special rupee accounts, Resident Guest Foreign
Currency Accounts (RGFCA) and Resident Guest
Rupee Current Accounts (RGRCA). -

(k) Purchase of assets of non-residents.

{I) Issue of forcign currency dehominated leases to
BOI companies which are fully exemp(ed from’
Exchange Conlro] provisions.

{m) Foreign bank guarantees, perfommnce bonds and
advance bonds for international contracts.,

(e) Capital Transfers on Migration

During 1997, several applications from resident Sri
Lankans who have obtained emigrant visas/permanent
resident status in other covntries. for the wransfer of capital
funds were approved by the Department. In addition,
approvals were given for the disposal of funds belonging to

deceased estates by emigrants, repatriation of assets by

emigrants and remittances out of blocked funds.

(f) Monitoring of Current International

‘Transactions

The Department continued to monitor inflows and
outflows of foreign exchange pertaining to current
international transactions on the basis of retumns furnisehd by

{ XXVIIT)




Part Il -

Central Bank of Sri Lanka Annual Report — 1997

the commercial banks. The credits and debits to rupee
current accounts maintained by shipping and airline agents
as well as freignt forwarders on behalf of apprommately 100
foreign pnnmpals were also monitored by examining cargo
mamfcsts, debit notes, inward remittance memos, etc. It is
envisaged that the monitoring activities of the Department

would -be further strengthened by the use of electornic

machinery.
(g_) Investigations

The Department has conducted several tnvestigations
into violations of the provisions of the Exchange Control Act
by some local and foreign, companies and individuals. These
investigations were mainly related to wransfer/sale/purchase of
shares, investments abroad and conducting foreign exchange
transactions without the permission of the Exchange Control
Department.

PUBLIC DEBT .

In terms of Section 113 of the Monelary Law Act, the
Central Bank of Sri Lanka (CBSL) is entrusted with the
issuance, management and servicing of domestic debt and the
servicing of foreign debt of the Government of Sri Lanka

(GOSL). These activities were handled by the Public Debt

Department (PDD) of the CBSL. In fulfilling: its
responsibilities the PDD continued to issue domestic debt
instruments namely Rupee Securities, Treasury bills, Treasury
bonds and Treasury Certificates of Deposits (TCDs). -

The PDD also Kandled.the service payment of Tax
Reserve Certificates (TRCs) and debenture issues on’behalf
of the State Moflgaoe and Investment Bank (SMIB), the
" National Housing Development Authority (NHDA) and the
Urban Deve]opment Authority (UDA).

Development Activities

The PDD took several initiatives with a view to further

developing the domestic debt securities market. One such
development activity was the steps taken to strengthen the

Primary Dealer System (PDS). Regular meetings with .

Primary Dealers (PDs) were organised by the PDD in order
to maintain a continuous rapport between the Central Bank
and PDs on current developments in the debt securities
‘market. At these meetings it was possible to discuss issues
of current interest and obtain the views of the pnmar)r
dealers ‘on these matters. :

Infonﬁaiion relating o tréding activities of the PDs in

debt instruments, especially Treasury bills and Treasury

‘bonds, was collected and analysed regularly by the PDD,

Steps were taken by the PDD to publish the information thus -
collected through the electronic media such as Reuters,
Internet etc. In order to improve public awareness of the

" PDS, information was reledsed regularly to the market in the

form of press releases through newspapers and news services
such as Reuters and Lanka Online- lnternet computer
network. A database was established using the information
collected from the PDs. These data were used to compute
performance indicators on individual PDs as well as the total

_ market. Information in summary form was released to the

PDs at one-to-one meetings that were held on a weekly basis.
enabling dealers to evaliate their respective positions in
relation to the total market. The database was also used to
prepare the Annual Reviéw of the PDS.

The CBSL encouraged the setting up of an association
to represent the PD community in order that' matters of
common interest refating to their dealings in Government
debt securities be discussed. As a result of these efforts the
Primary Dealer Association (PDA) was established in June
1997. Several sub-committees have been formed in the PDA
to address different issues concerning the PDs.

The PDD formulated the procedures, guidelines and
regulations for the implementation of the T-bond programme
and developed in-house the necessary computer software for-
auctioning, issuing and servicing of Treasury bonds, The

regulations thus formulated titled ‘Registered Stocks and

Securities (Treasury bonds) Regulations No.1 of 1997° were

- gazetted on 20 February 1997. In terms of these regulations,

the existing PDs for Treasury bills and Central Bank

. Securities (CBSs) were appointed PDs for Treasury bonds.
Having finalised these arrangements, the PDD launched the

issue of Treasury bonds in March 1997 and the first auction
was held on 27 February 1997 for the first issue of Treasury
bonds value dated 2 March 1997, During the year, the PDD

~also engaged in developing the modalities to improve the

primary issue and trading of this instrement in the secondary
market. The PDD also conducted two workshops for
institutional investors on Treasury bonds on 3 Apni 1967 and
26 July 1997,

The PDD also made arrangements for early retirement
of 7 RSs amouniing to Rs.16,000 million. which were due
for compulsory repayment in 1999 and optional repayment
in 1998, These included 3 RSs amounting to Rs.6,000
million carrying a rate of interest of 15 per cent and 4 RSs
amounting to Rs.10,000 million carrying a rate of interest
of 16 per cent. The gazette order relating to the early
retirement of these RSs was issued on 23 September 1997, -

In order to develop the debt securities :narket. the PDD

" obtained technical advice from two foreign consultants during

the year. The PDs were given opportunities to discuss
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_ matters relating to capital market development with these
consultants thiis enabling them to present their views,

The reconstruction of the computer software and the
database on Public Debt that were destroyed in the bomb
blast in January 1996 was continved in 1997. The PDD
completed the issue of duplicates for Treasury bills destroyed
in' the bomb blast and by mid 1997 maturity proceeds of all
cluphcate Treasury bills had been fully pa|d

The Commonwealth Secrefdriat Debt Reéor&ing and

Management System (CS-DRMS) database which is cumently
used at the PDD for recording and management of external
debt was upgraded from Version 6.1 to Version 7.1 in July
1997. The maio advantage of the new version is the

. connectivity of the database to spreadsheets in Wlndow:;f :

DOS.
Operat]onal Activities -

Tota! outstanding gross public debt serviced by the PDD
as at end 1997 amounted to Rs.740,412 million. This
indicated an increase of RsA49,708 million-or 7.2 per cent
as compared with that of 1996, Tota) public debt outstanding
as at end 1997 consisted of Rs.364,561 miltion (49.2 percent)
of domestic debt and Rs.375,851 million (50.8 percent) of
foreign debt. The domestic component of the public debt
increased by Rs. 33,371 million or by 10.1. percent whilst
that of foreign debt rose by Rs.16,337 million or 4.5 per cent
- over that of 1996. Table 117 shows the composition of
public debt serviced by the PDD.

‘  TABLEU A7
Composition of Gross Public Debt

Categoty Al end 1956

Rs. Mn. %

Domestic Debt . 831,190 4793

Treasury Bills 124,996

Rupee Secuiities 205,975

Treasury Bonds _

Treasury Certificates of Deposlt 212

-Tax Reserve Cetificates 7
Foreign Debt 350,514  52.1
Total . 680,704 1000 112
(a) Provigional . Soume i Central Bank of S Lanka
Treasury Bills

" Primary Market

Total Treasury bills outstanding as at end 1997 was Rs.
114,996 miilion as compared with Rs. 124,996 million as at

end 1996. This. reduction was due to the retirement of -

Rs.10,000 million out of the stock of Treasury bills held by
the CBSL in August 1997, There were no new issues of
Treasury bills during the year. The authorised limit of
Treasury bills remained unchanced at Rs. 125,000 m1ll|on
during 1997.

The retiremesit of Rs. 10,000 million of Treasury bills

in August 1997 was made-possible by thie privatisation

“proceeds of US dollars 225 million received by the

Government from the divesture of 35 per cemt of the
heldings of Sri Lanka Telecom, The amount retired at Rs,

(0,000 miliion included Rs.3,150 million of Treasury bills.
- due to mature during 1997 and Rs.6,850 million of Treasury
bills due to mature during [998. The direct total interest .

savings from this retirement amounted to Rs. 516 million.

The Monetary Operations Un.il tMOU) serviced by the

Public Debt, Banking and Economic Research depariments

continued lo determine the amounts of Treasury bills to be

offered at the weekly primary auctions and their maturity

distribution and any advanced reservations of Treasury bills
to the Central Bank, The MOU also determined the marurity
structure of Treasury bills purchased by the CBSL at primary
auctions, '

Based on the review of performance of PDs during
1996, the Monetary Board decided to withdraw the PD statos
of five PDs and approved the appoiniment of two new PDs
on the recommendations made by the PDD. As a result, the
total number of PDs at end 1997 stood at 18, of which I1

were commercial banks and 7 were non-commercial banks.

Weekly one-to-one meetings with PDs were conducted

“continuously by the PDD with a view to evaluating the

money and debt markets while discussing issues pertaining
to PD activities. In addition, weekly regular meetmgs with
all PDs commenced from July 1997, :

Access to the weekly primary auction was confined to
the PDs and institutional investors authorised by the CBSL.
Total sales of Treasury bills at primary auctions amounted
to Rs.210,887 miltion during 1997. The largest single
category of buyers of Treasury bills at the primary market

was commercial bank PDs who purchased Rs. 123,313 .

million or 58.4 per cent of total sales. The second largest
category was the non-bank PDs who purchased 21.3 per cent
of the total. Until May 1997 several institutions such as the
National Co-operative Council (NCC) and Employees' Trust
Fund (ETF) were allowed to bid. directly at the primary

. auctions. These institutional investors, together with CBSL

managed funds were responsible for 8.3 per cent of the bids
accepled in 1997. Table Ii-18 shows the source wise
distribution of bids accepted for 1997.

(XXX)
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'TABLE 1l - 18
Bids Accepted at Treasury Bill Auctions - 1997 :
RAs.Million
. Matu efi . . .
’ alurity period {fonths) | Total "
Source S . .
3 6 S 12 Other o
1. Domestic Commercial Banks 54,942 21,489 42,437 "0 108,868 . 818
State Banks 41,572 6,700 - 23,912 0 82274 - -390
_ Private Banks - 13,370 4699 8,525 0 - 28594 126
2, Foreign Banks 7,796 3,658 2,993 0 14445 - 68
3. Non-banks (a) 17,897, 11,836 15,197 i @730 . 213
4. Direct Bids(b) 535 1058 4“7 0 2070. 10
5. Institutional Investors(c) 9,494 3692 . - 2290 0. 15476 - 73,
6. Central Bank Purchaseés o 0 0 25208 - 25288 . - 12.0
Yotal B ' 90,524 a1.731 59,004 25208 210887 1000 -
a} In des NSB Source : Central Bank of Sri Lanka
) NCC.and ETF
{c) Funds managed by the CBSL
Of the total bids amounting to Rs. 318,258 million TABLEI-19 _
received in 1997, 67.8 per cent were from commercial bank Annualised Weighted Average Yield Rates
PDs. The remaining 32.2 per cent were from. non-bank PDs Maturity Period {Months) _
(2.5'9 per cent) and others (6.3 per ce-m)' ' . Year 3 . B 12 “Overall Average
of .iI!e "Ti'easi.lry bills outstandi'ng as at end 1997, Rs._ :gﬁ :3;3 _ :3:2: ' fgg R ?2;3
53,334 million (46 per cent) was in respect of 12 month 1995 1631 . 1743 - 1763 - 1684
T . : 1996 .- 16.04 16.46 1747 16.46
maturities and Rs. 20,1I‘l. million. (18 per ‘cent) was in 1997 1103 1195 12.28 11.60
respect of 6 month maturities. The balance 36 per cent or
Rs. 41,55] million constituted maturities of three months (26 _ Source : Central Bank of Sd Lanka
per centy and other maturities (10 per cent)..Other maturities Secondary Market

represent the stocks resulting from purchases by the CBSL.
" The total number of physical scrips of Treasury bills. issued
during 1997 was 72866 for all maturities. '

The weighted average (w.a) yield rates for 3, 6 and 12
month Treasury bills floctuated between 9.87 - 17.14, 10.09

- 1703 and 10.17 - 17.11 per cent, respectively. The large

spreads between the highest and the lowest rates during the
year were due to the sharp drop in the yield rates towards
the end of 1997 from the high levels that prevailed at the

beginning of the year. The annualised w.a yield rates by

 maturity with their overall averages are given in

Table 11-19. The total interest commitment on account of -

Treasury bills issued during 1997 was Rs. 12,661 million

showing a decrease of 31.6 per cent when compared with .

that of the previous year.

The minimum and maximum w.a yield rates of bids

received during the year 1997 were 9.67 and [7.25 per cent.

_ for 3 month maturities, 10.04 and 17.17 per cent for 6 month
. maturities and 1000 and (7.18 per cent for 17 month
maturities,

The secondary market for Treasury bills expanded
considerably during 1997. A substantial amount of outright,
repurchase and reverse repurchase tramsactions took place

among the PDs and their customers. The total volume of

outright sales and purchases by the PDs amounted to Rs.95
billion and Rs. 28 billion. respectively during 1997, Trading
volume by the PDs in respect of repurchases and reverse
repurchases amounted to Rs.582 billion and Rs. 474 billion,
respectively. The total stock of outright holdings of Treasury
bills by the PDs as at the end 1997 amounted to Rs. 44
billion. '

Rupee Loans

A total of sevénteen Rupee Loans to the value of Rs.
48,500 million were floated during 1997. The Employees’
Provident Fund (EPF) and the National Savings Bank (NSB)
continued to be the two major subscribers to the Rupee Loan
Programme in 1997 and these two institutions together
subscribed Rs. 42,758.8 million accounting for 88.2 per cent’
of total subscriptions in 1997.
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Rupee Loans issued during 1997 carried interest rates
ranging from 1125 per cent to 14.50 per cent per anmum
with maturities ranging from 2 to 6/8 years. Of these, seven
loans were floated with fixed maturities of 2, 3 and 4 years
while the other ten loans carried optional maturity periods
of 4/8, 5/7, 6/7 and 6/8 years. Information relating to
{loatation of Rupee Loans is summarised in Table 11-20,

TABLE il- 20
Flotation of Rupee Loans - 1997

" Interest Rate  © Malurity No. of Amount
% p.a. Years Loans Floaled
Rs. Mn
14.50 .3 2 10,000
13.50 3 1 5,000
13.00 4 1 3,000
14.00 2 1 3,000
ta.50 2 1 2,500
12.50 4 1 2,000
12.25 67 4 11,000
12.00 67 1 3,000
11.75 67 4 3,000
1.75 68 1 1,000
11.80 ‘4.8 1, 2500 |
11.50 4-8 1 1,000
11.25 57 i 1,500
Total ' 17 48,500

Sourice : Central Bank of S Lanka

A total of seven Rupee Loans amounting to.Rs.15,000
million was repaid during 1997, Accordingly, net
subscriptions tc Rupee Loans amounted to Rs. 33,500
millien and resulted in an increase in the outstanding of the
Tiability on account of rupee loans from Rs. 205975 million

at end 1996 10 Rs. 239475 miillion as at end 1997. The -

maturity profile of outstanding Rupee Loans is presemed in
Table II- 21, .

TABLEH-21°
Maturity Profile of Rupee Loans end 1997

Maturity - Amount

Years Re. Mitlion _ P 3'““‘3_99
o2 - Y7.500 : 7
3 15,000 ) 6.26
4 12,000 ' 8.01
‘5 .. 12,204 S A
45 : © 18,000 - : 668
6 5,500 . 230
4.6 10837 . 431
56 14,878 .21
5-7 : © 63715 22.43
67 - 22,000 9.19
48 3,500 146
68 < 1,000 0.41
7-8 5,400 225
10 , 5980 - 2.50 .
1+10 19,393 8.10
.B-10 1,000 0.42
30 24,068 : 10.06
Total 239,475 100.00

Soures : Central Bank of Sri Lanka

Centra! Bank of Sri Lanka Annual Report - 1997.

Total interest payments at'Rs. 30.020.6 million on
Rupee Loans during 1997 recorded an increase of Rs.
6.819.5 million { or 294 per cent) as compared with the total
interest payments in the previous year.

Treasury Eonds

A new mediom and long-term coupon bearing
Government Debt Instrument in the form of Treasury bonds
{T-bonds) was issued by the CBSL on behalf of the
Government of Sri Lanka commencing from March 1997,

. Treasury bonds are issued under the provisions of the

Registered Stock and Securities Ordinance (RSSO) as
amended by Act No. 32 of 1995. During 1997 Treasury
bonds were issued at auctions held fortnightly.

During 1997, Rs. 10 billion of Treasury bonds were
issued. Initially, the CBSL introduced Treasury bonds with

- a 2 year maturity and subsequently shifted to 3 year and 4

year maturities, During 1997, 18 issues, of which 13 were
2 year maturities, 2 were 3 year maturities and 3 were 4
year matvrities, were made. Of the 10 billion of Treasury
bonds issued, Rs. 7,500 million was in respect of 2 year
maturities, Rs. 1000 million was in respect of 3 year
maturities and RS. 1500 million was in respect of 4 year
maturities. The coupon rate was announced by the CBSL
prior to each auction. In view of money market
developments that exerted pressure on the interest rates, the
coupon rate was reduced from 14 per cent per annum ar the
beginning to 11.5 per cent per annum at the end of the year.
All auctions. held during 1997 were over-subscribed and there
were bids at par and at a premium at all but one auction.
Of the. total bids received during the year Rs. 14,216 million
of bids were received at a premium, Rs. 9,135 million of
bids were received at par and Rs. 4,898 million of bids. were.
received at a discount. The bids received from institutional

_investors who were allowed 1o receive a weighted average

yield to. maturity, amounted to Rs. 4,790 million.

._-Table J1-22 presents information pertzumnf|l to primary issues

of Treasury bonds, -

" .Interest 'paymcnts are made on surrender of coupons by -
the bond holders bi- -annually (hrouch PDs to the PDD. Total -
ilerest payments on account of Treasury bonds amounted
to Rs. 326.9 million in 1997. The number of Treasury bonds
issued during 1997 was 2979, of which 2,592 were for 2
year maturities, 93 were for 3 year maturities and 294 were
for 4 year maturities. The number of coupons received by
the PDD for bi-annual coupen payments was 2,035,

During 1997 PDD took several steps to establish a
secondary market for Treasury bonds. PDs were encouraged
to quote buying and selling prices in respect of Treasury
bonds and arrangements were made by the PDD to publish
such quotes for the information of the public. Two-way
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TABLE h -22
Selected information on Treasury Bonds - 1997

Series Maturilx Bids Received Bids Accepted W.AY.R. to Matudty Coupon Rate

(Years) {Rs. Mn.) (Rs. M) {%p.a) ) (% p.a.)
14.00% 1999A 2 1,139 500 14,00 - 14.00
14.00% 19998 2 1,325 500 14.00 14,00
13.75% 1999A 2 1,908 500 13.71 13.7%
13.50% 19994 2 1,468 500 13.44 13.50
13.00% 19994 2 1,335 500 12.96 13.00
12.25% 2001A 4 755 500 12.25 12.25
12.75% 19994 2 1,880 1.500 12.75 1275
12.75% 18958 2 - 785 500 . 1275 1275
12.75% 1999C 2 1.045 500 1275 12,75
12.75% 19890 2 1.225 500 12,78 . 1275
12.75% 1949€E 2 3,365 500 12.42 - 1275
12.50% 19994 o2 - 2,910 500 11.87 1250
12.00% 1999A 2 1,795 500 11.69 12.00
12.00% 19998 2 2,238 500 11.56 12.00
12.00% 2000A 3. 2,084 500 11.74 12.00
11.75% 2001 A 3 3475 500 11.10 11,75
11.50% 20014 4 2112 500 11.36 _11.50-
11.50% 20018 4 2,194 500. 11.39 - 11.50
Total 33,089 10,000

prices quoted by the PDs were collected by the PDD and
w.a. rates compuied on a daily basis for each series of
Treasury bonds for the purpose of publication.

PDs engaged in trading Treasury bonds in the secondary
market mainly through outright buying and selling and Tepo
transactions of substantial magnitudes. As at end 1997, total
Treasury bonds in the portfolios of the PDS amounted to Rs.

- 4,023.1 million. - '

Treasury Certificates of Deposit

The face value of total sales of TCDs during 1997

amounted to Rs.68.9 million. The entirety of TCD sales was

by the NSB. The maturity period and the annual yield rate
of TCDs issved in 1997 were 12 month and 18.06 per cent,
respectively. Total repayments of TCDs during 1997
amounted to Rs.198.6 million of which Rs.168.1 million was
in respect of capital repayment and Rs.30.5 million
constituted interest payments. The TCDs outstanding as at
end 1997 amounted to Rs.82.6 million.

Other Domestic Debt Instraments

Variable rate debentures of the State Mortgage and
Investment Bank (SMIB) with a maturity of 5-6 years
amounting to Rs.500 million were offered to the public for
subscription in December 1997. The variable rate was linked
to the rate of interest of Rupee Loans of comparabie
matorities. The issue however had a poor response reflecting
uncertainties in interest rates resuiting from developments in
the foreign exchange market and lack of familiarity of
investors with similar instruments in the market.

Sourcs : Central Bank of Sri Lanka

There were no issues or repayments in respect of
debentures of the NHDA and UDA. The amounts
outstanding of SMIB, NHDA and UDA debentures remained
unchanged at the previous year levels at Rs.500 million, .
Rs.141 milfion and Rs.83 million, respectively, at end 1997,

~ The PDD repaid Rs.50,899 of Tax Reserve Certificates
(TRCs) during the year. The outstanding amount of TRCs
remained at Rs.7 million at end 1997. ’

External Debt

The total external government debt outstanding as at
end 1997 amounted to Rs.375.851 million, showing an
increase of Rs.16,337 million (4.5 percent) as compared with
the valoe at end 1996. Of the total ouistanding debt at end

- 1997, bilateral loans amounted to Rs.188,264 million (50 per .

cent), while multilateral and commercial loans amounted o
Rs.173,265 million (46 per cent) and Rs.14,322 million (4
per cent), respectively. The major creditors. in the bilateral
category. were Japan, USA and Germany, These sources
accounted for Rs.172,308 million on 92 per cent of the total
bilateral loans. The International Development Association
(IDA), which is the largest creditor in the multilateral
category, accounted for Rs.92,085 million or 33 per cent of
the total multilateral debt.

When classified according to the use of funds, project,
plbgramme and commodity loans amounted tc Rs.277258
million (74 pér cent), Rs.39.814 million (1! per cent) and
Rs.27,489- million (7 per cent), respectively,-of the total
government external debt. Table 11-23 shows the composition,
of outstanding external government debt as at end of 1997

by donor category and use of funds. .
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TABLE I- 23 :
Gross Extornal Debt Outstanding - end 1997

Category Rs. Miltion %

1. Donor 375,851 100
Bilateral ) 188,264 50
Muttitateral 173,265 46
Commercial " 14,322 l 4

2. Use of Funds - 375851 100

* Cash 4,708 C 1
Commaodity ' 27488 - 7
Food ’ 26,421 7
Prograrnme . 39,8614 1
Project 277,258 C 74
Technical Assisiance 161

Souree : Central Bank of Sri Lanka

Total principal repayments plus interest and other

charges on external government debt in' 1997 were Rs.14.027
million and Rs.6,732 million, respectively. Total
disbursements during 1997 amounted to Rs. 24,406 million.

In 1997, 22 new foreign loans were contracted and the
number of operative loans increased to 461 at.the end of the
year. These loans carried grace periods ranging from 3 to 7
years and repayment periods from 5 to 42 years. Interest

rates ranged from O to 10.85 per cent per annum. The grant

element of the loans ranged between 4 and 91 per cent.
Table 11-24 shows the ranges of grace period, maturity
period, interest rate and grant element of the external
government debt by denor category as at end 1997

TABLE 1-24 -

Summary Statistics of External.Debt - end 1997
D [ Maturity Period {Years) I_r'iteresl Rate/ Grant
Category  Grace Repayment Service Charge ~  Efernant
Peod  Perod ~ (%pa) {%}
Bilateral . 317 T 542 0.00-7.39 - 481
Mullilaleral 51 G-40 075825 . 587
| 5951085 - 3-56.

Commercial  1-10, 0-20

Source : Gentral Bank of Sri Lanka

Other Activities-

In addition to the issuance and servicing of public debt,

the PDD handled the activities relating to issvance and

servicing of Central Bank Securities (CBSs). The issue of
CBSs, commenced on 1 September 1997 and they continued

to be available till the end of December 1997. The amount -

offered was open-ended for the issues that were kept open
for subscription by the PDs and Commercial banks on a
daily basis.

These issues except for one, had a maturity of 7 days.
The one-off issue had a mawrity of 28 days. The interest
rate applied to CBSs was the equivalent of the annualised
daily interest rates used in CBSL repurchase transactions.

Accordingly, the rate of interest applied for 7 day CBSs -

ranged from 8.35 - 1091 per cent per annum while that for
the one-off issue of 28 day maturity was 9.21 per cent per
ahnum. Total CBSs issues amounted to Rs.?,835 million
during the year. The amount of CBSs outstanding as at end

‘December 1997 was Rs.10 million. Total interest cost of .
© CBSs for 1997 amounted to Rs.13.4 million.

SECRETARIAT

In 1997, the Central Bank implemented an
administrative budget and strict financial controls over

- expenditure control within the framework of a comprehensive

corporate plan. In the past, expenditure control was effected
through indicative budgets. Monitoring of expenditure was
planned in order to increase efficiency and cost effectiveness
of the budgetary process.

For this purpose a detailed review of current and capital

expenditure of each department was made and an
administrative and capital expenditure budget prepared for
the Bank. Any request for expenditure cutside the budget is
reviewed and supplementary approval obtained.

- Total administrative expenditure in i99? amounted to
Rs.2264 million of which expenditure excluding note and

coin issue expenses amounied to Rs,1,535 million. Of this

amount expenditure -on personnel which includes salaries,

allowances, overtime payments, taxes, welfaré payments, etc.

amounted to Rs.1,150 million or 75 per cent, while

- administrative costs and establishment costs amounted to 13
“per cent gach, '

Thé fotal Istaff 'su_-ength of the Bank at the end of 1997

~was 2,152, which included 518 staff grade officers. There
~were¢ 85 retirements in the course of the year.

There was a marked escalation "in some, items of
administrative expenditure in 1997. Nine departments of the

- Bank had been relocated in 10 floors in the World Trade

Centre (WTC) Building, Echelon Square, Colombo 1 in
November 1996. In the course of 1997 most of the other
departments of the Bank were relocated at the Renvka and
Equity Two Buildings in Janadhipathi Mawatha. As a resolt,
the costs of rent, rates and other charges such as electricity
and water increased markedly.

Capital expenditure in 1997 was-Rs.938 million
compared with Rs.508 million in 1996. The bulk of this
expenditure, amounting to Rs.924 mit_lion, was on
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construction of the new Central Bapk building and
rehabilitation of the old building at Janadhipathi Mawatha,
A large amount of furniture and equipment was destroyed
in the bomb blast of January 1996 and had to be replaced.
Although purchases of furnitare and equipment had been
made on an urgent basis in 1996, the requirements of all the
departments were not fully met. Equipment such as
photocopying machines and electronic calculators were
obtained, but the purchase of fumiture was deferred in view
of the néed to relocate offices again after the compleuon of
the Bank's own buildings. Pending the purchase ‘of

computers under German aid, it was also decided to obtain

the immediate requirements of computers and printers on

- hire. The Secretartat Department, therefore, had to keep to

a very busy schedule to ensure the Bank's departments
functioned smoothly by providing them wuh adequate
forniture and equipment in time.

Again, in Qctober 1997, the smooth functioning of the
bank was temporarily disrupted by a bomb explosion in the
Galadari Hotel car park. The bomb blast caused extensive
damage to the WTC building, but damage to the Bank’s own
furniture and equipment was minimal. The Bank was,

therefore, able to carry out its functions, without intérruption.

Some relaxation of leave and late attendance rules were
made in the aftermath of this bomb blast.,

Compcnsation payments to the victims of the bomb
blast of January 1996 were completed in 1997,
Compensation paid out amounted to Rs.98 million, of which

Rs. 51 million was paid to the dependents of deceased

employees and Rs.47 million to partially and permanently
disabled employees.

In addition to advising the departments of the Bank on
legal matters, the Legal Division represented the Bank in the
Supreme Court and other Courts, and in the Labour Tribunal
in several cases concerning the Bank.

The Legal Division attended to the drafting of the
Regional Development Bdnks Act No. 6 of 1997 and the
enactment of the regulations under the Monetary Law Act.

_The Legal Division also assisted in the preparation of -
the following proposed legislation and the subsidiary

legislation:

1. Legislation rela_lihg to regulating finance leasing.
- 2. Amendments to the Monetary Law Act,
. 3. Legislation to combat money laundering.

4. Regulations under the Local Treasury Bills
Ordinance.

INFORMATION

During 1997, the Information Department, except the
library situated at the WTC, carried out its operations from
the premises of the Rural Banking and Staff Training
College, Rajagiriya. The Department during the current year
continued to build and strengthen its role as a collector,

storer and disseminator of information to bank personnel and

the public through the multi-media.

In 1997, the library continued collecting and adding
books and magazines to its database, while subscribing to
193 journals in its efforts towards rebuilding the library and -
serving its users efficiently. One Staff Officer. and 4 non-
staff officers with professional qualifications and experience
were recruitéd. Organisations, including the IMF, World
Bank and Asia Foundation, continued to support the library
by donation of books and periodicals. The total number of
books and reports/pamphlets accessed during the year
amounted to 4,171 and 2,753 respectively.

In the dissemination of information, the department
released on a regular basis the daily exchange rate, economic
indicators, food and vegetable prices, CCPl information on
Treasury bills , Treasury bonds and Rupee Loans and other
advertisements to the media, both print and electronic.

Apart from its sales-outlet at Rajagiriva and in the
Regional offices, the Department extended its network of
sales outlets to the People’s Bank Head Office premises and
the Government Publications Burean. The Annual Report,
State of the Economy, Monthly Bulletin, Socio Economic
Data - 1997 and other books on economic and social
statistics along with the Department’s own monthly and bi-

" monthly publications, Satahana and News Survey,

respectively, were released through these outlets. There has
been a rising demand for these publications, particularly for
Satahana, which on an average has a sale of around 10,000
copies pér month. The News Survey however, has not met
with similar success being constrained by its limited
readership in the English medium. The Department was able
to reach a wider spectrum of readers when it successfully
ran a sales counter at the Industrial and Trade Exhibition -
Jana Nipaynma - held from the 1 to 5 July 1997 in
commemoration of the 36th anniversary of the People’s .
Bank.

The printing of publications and other requirements of

the Bank were undertaken by the Printing Press. The Press

completed 340 assignments during 1997. The Press was also-
responsible for the printing. of the pocket diaries for 1998

_for the second year in succession. The New year greetmg

cards too- continued to be printed at the Press. This year the

. Press also undertook the printing of the Budget Speech,

(XXXV)



Part I

Central Bank of Sri Lanka Annual Report — 1997

Pablic ln#eﬁtment Plaﬁ and the book - 'Bud«él'nl a glance’

- on behalf of the Treasury. A limited number of Samurdhi

Pass Books too were printed by the Press.

© The task of designing and drawing the cover of the
“ book, Economic Progress of Independent Sri Lanka 1948 -
1998, the visual art work for the UNICEF's 50th anniversary
commemorative coin, Sri Lanka's Golden Jubilee of
Independence commemorative coins and the designing of
many advertisements were undertaken by the Department.

. The Department continued to provide photographic
services for the activities of the Bank, including seminars and
press conferences. :

A series of documentary/video films was produced on
behalf of the Rural Credit Department to appraise the success
of the ISURA loan scheme. Copies. of these fi lms were

_ distributed to 2 number of Asian countries, - -

RESEARCH ACTIVITIES

The Economic Research ‘Department continted 1o collect

and analyse economic and financial statistics and to conduct

economic research for the guidance of the Governor and the
Monetary Board in policy formulation, and to provide
information to the public. In addition to the Annual Report,
. the Department was responsible for the publication of the
Monthly Bulletin and State of the Economy - 1997. This last
publication was an expanded version of the usual Economic
Survey of the first half of the year, and provided not only
an economic survey of the first half of 1997, but also macro-
economic projections for 1997 and 1998. The provision of
weekly financial statistics 10 the public through the print
media continued, and selected monthly economic indicators
were produced for the information of policy makers. The
- Department prepared and submitted the “September 15th
Report” to the Minister of Finance, a report provided under
Section 116 of the Monetary Law Act, to be used in the

preparation of the Budget. The Department was extensively

involved in the preparation of 2 book “E¢onomic Progress
of Independent Sri_Lanka” to be published in 1998 to

commemorate the 50th Anniversary of Sri Lanka’s -

Independence. In addition, the Department compiled data on

. monetary aggregates, balance of payments statistics,
intemational commodity prices and monthly external trade

statistics, prepared weekly and monthly reports on tea and
rubber auctions in international markets .and reports giving
" observations and recommendations on various economic
issues for the information of the Monetary, Board, as well
as at the request of ministries and ‘other institutions and
organisations. Surveys on industrial production (half yearly
- and annually), small scale industries, private hospitals and
the feasibility of establishing forward contracts for
agricultural produce were conducted during the year.

 The Departméni continued to provide data to the
Interwational Monetary Fund (IMF) on a regular basis and

“co-ordinated the Government's consultations with the IMF

Missions in May and November 1997. Provision of data to
other international organisations and co-ordination of work
with such institutions were also continued.

The Department conducted a public seminar on
“Current State of the Economy and Future Prospects” in
March 1997 and arranged other seminars by.officers who
retumned after post-graduvate studies. Lectures by visiting
guest speakers were also arranged by the Department.

The officers of the Department served on internal
committees regarding policy matters such as the Monetary
Operations Unit, the Treasury Bills Tender Committee,

" Balance of Payments and Financial Sector Monitoring Unit.

Officers also presented papers on economic issues at
seminars héld focally and abroad. In addition, iniroduction
and computation of two new indices, namely, monthly trade
indices and monthly private sector industrial production
indices were undertaken by the Department in 1997.

STATISTICS AND FIELD SURVEYS

The Statistics Department continued to carry out its .
functions of compilation, analysis and dissemination of (a)
macro level socio economic data including national
accounts, prices and wages, and employment, and (b) micro
level daia on the household and corporate sectors. The
collection of wholesale and retail price data of major food
commodities in the key market centres of the country and
publication of the same in the print and electronic media
on a daily basis were continued. A major task accomplished
by the Department was completion of the Consumer
Finances and Socio Economic Sunrey 1996/97.

Consumer Finances and Soclo Economic - -
Survey 1996/97 '

The field work of the Consumer Finances and Socio
Economic Survey 1996/97, which was commenced by _the

- Department -in October 1996, was successfully completed
.in December 1997. The survey, consisting of 4 rounds,
- covered a sample of 8,880 households drawn from the

Urban, Rural and Estate sectors. The survey was conducted

.in all areas -other than the Northem. Province and some

areas of the Eastern province.

This is the seventh in the series of Consumer Finances
and Socio Economic Surveys conducted at regular intervals

. by the Central Bank of Sri Lanka since 1953. The last

survey in the series was conducted in I986u‘87'. The primary

objective of the survey is to collect comprehensive data on
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socio-economic conditions including demographic profiles,
income, expenditure, consumption, employment, savings and
investments of the households. Such data are useful to assess

the changes in living standards of the population. The

provincial data collected under this survey for the first time
would be used to strengthen the socio economic database at
the provincial Jevel,

A new feature of the present survey is that data were
processed on a round-wise basis so ds to disseminate the
findings of the survey without much time lag. The entire
data_processing work -is being carried out in the Statistics
Department for the first time. The processing of survey data
in respect of 2,147 sampled households in Round 1 and
2,186 households in Round 2 was completed during 1997.
It is expected to release preliminary results of these rounds
shortly.

Country wide Data Collection System |

The Country Wide Data Collection System which was
commenced by the Statistics Department in 1978 completed
its nineteenth year of operation in 1997. Under this
prograrme, information on retail prices of consumer goods,
producer prices of agricultural commodities and wage rates
pertaining to the ‘informal sector continved to be collected

regularly. The scheme was further extended to monitor the.

agricultural situation in.major growing areas. Data collection
is accomplished through an island-wide network of -school

- teachers who function as statistical invéstigators. The sub

sectors of paddy, tea, rubber, coconut cultivation and the
small scale construction. sector are covered' by the scheme.
Information collected is published regularly through the print

* and electronic media. In order to improve the collection of

micro level data through investigators, two seminars were
conducted in Matara and Colombo in 1997,

The Department continued with its scheme of collecting
wholesale prices of major food items mainly from the Pettah
market on a daily basis and from other major producing
centres with a view to (a) disseminating the information to
farmers, traders and consumers and (b) monitoring the
variations in wholesale and retail prices. Information so
collected is published and is also used for the compilation
of national accounts and price and real wage indices. The
collection of price information from the Jaffna market, which

‘was not possible for some time due to the security situation,

was also recommenced from September 1997,
National Accounts .
The Department continued the activities in connection

with the estimation of National Accounts. These included the
collection and compilation of primary and secondary data.

The Department is also in the process of compiling national .

accounts at more frequent intervals. With the improvement

of the database, it was possible to publish GDP ptﬁjoctions

for 1997 in advance in the publication, ‘State of lhe-
Economy - 1997".

Employment Statistics

The Annual Survey of Public Sector Employment was
carried out in 1997 with the objective of ascertaining the
trends in employment in government departments, ministries,
Provincial Councils, local authorities and the corporation
sector, Preliminary work relating to obiaining employment
statistics from the database of the Employees’ Provident
Fund was completed during the year.

Publications

The Department released its two annual publications
entitled “Sri Lanka Socio Economic Data” and “Economic
and Social Statistics of Sri Lanka” which provide
comprehensive time-series and cross-sectional data on socio -

economic variables including demography, labour force and

employment, national income and expendnure agriculture,
industry, external trade and finance, prices and wages,

" money, banking, capital market, government finance and
_-socio economic services. The data in these publications also

include ‘comparative statistics for regional economic groups. -
In addition, the Department contributed to several other -

- publications of the Central Bank.

DATA PROCESSING

The Data Processing Department (DPD) moved into the
WTC building and installed 2 IBM AS400 computer systems

‘in November 1996. Some oid applications were migrated to

the new system with modifications in 1997. Work also
commenced on the development of new applications for
many departments.

One AS400 system was installed at thé EPF Department
and a team of Analyst Programmers directly under the
supervision of the Deputy Director, Data Processing
Department, developed and made operational a new system
for processing EPF data. This system is curmrently being

expanded to streamline and expedite the processing of EPF, : '

data.

A Homan Resource Management package was installed
in the AS400 system at the DPD and many of its modules
were made operational. Work is continuing to complete the -
implementation of the other modules including the
development of the personal data base of all employees and
payment of salaries. '
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Using personal computer systems, an integrated package

for processing the country wide market information of the
Statistics Department was implemented. A system, for

maintaining the leave and attendance of all departments was '

developed and is- due to be installed in all departmems in
early 1998. . :

The AS400 computer system in the Data Processing
Department was linked to all the commercial banks fot
monitoring the liquidity position of the commercial banks.
All commercial banks now lransmu the relevant mformauon
by 9.3 am. each day.

The project for modernisation of the Central Bank
~ computer environment was launched and a tender has been
awarded for the supply of personal computers, servers and
other equipment to initially install some Local Arca
Networks in the departments. Once the new extension
building is completed and the Old Central Bank building is
renovated, these will be transferred and linked to form one
network. This system will create a modern technological
environment in the Central Bank.

Steps have also been taken to carry out a study on the
automation of banking activities including the installation of

a real time gross setilement payment system and scripless

‘government securities' trading,

Ten Senior Analyst Programmers and two 'System
Engineers were also recruited to the Department to enable
" it to carry out all the above projects efficiently..

. SriLanka Automated Clearing House
-(SLACH)

During the year under review, the cheque volume
processed increased by 1,553,811 items, thus raising the total
volume of cheques processed to 29,261,633

The SLACH continued its normal operations except for
some disruption due to the bomb blast of 15 October 1997,
Although much damage was caused to the building, the
equipment was not damaged and SLACH commenced
operations on the second day following the blast. Action has
been taken to establish a back up site for the SLACH. This
project will aiso ook into the possibility of using imaging,

which is a new technelogy being used for expediting and .

' modemlsmg the automa(ed cheque clearing operanon

The off-line Inter Bank payment System (SLIPS)
suffered a set back in 1996 ‘due to the Central Bank bomb

blast destreying the main computer system of the Bank. .

However, in 1997 these transactions were reactivated and the
Central Bank systems were developed to accommodate future
value dates from the limited one value date system which
~ operated temporarily. More and more transactions are going

through the SLIPS system. Much work was also done to
carry forward the implementation of Phase [1I of the Project

which is for the payment of direct debits. It is hoped that.

this project will be fully implemented in 1998.

TRAINING
‘During the year under review, the Central Bank .
- continued its policy of training officers in academic as well

as non -academic fields. Academic training was related to
post graduate studies in Econmomics .and allied fields at
recognised universities abroad. During the year, six officers
proceeded abroad to follow Mastérs Degree courses in

* Economics, In addition, one officer followed a Diploma

Course in Statistics at tl_1e International Statistical Education
Centre, India.

Non-academic training comprising shost-term, courses,
seminars and workshops, both local and foreign, was refated
to specific {ields relevant 1o the Bank. During 1997, a total
of 53 officers proceeded abroad on short-term training on 41
training programs. A total of 127 officers participated in 20
training courses conducted by the Rural Banking and Staff
Training College while 62 officers participated in 22 courses
and seminars held at other local institutions.

The Department also conducted classes in Economics
and Mathematics for those officers intending to proceed
abroad on postgraduate studies. The Department continued
its usual functions of holding promotional examinations for

“certain categories of employees and the postgraduate

scholarship qualifying examination for Staff Officers.

MANAGEMENT AUDIT

During 1997 the Management Audit Department carried
out its audit programme to ensure adherence to the rules,
regufations, interpretations and internal control systems of the
Central Bank with the objective of increasing the efficiency
and effectiveness of the Bank. Whenever deficiencies and

deviations were observed in the course of audit, they were

brought to the notice of the relevant authorities,

 After the relocation of the Central Bank Head Office
in the World Trade Centre in November 1996, audit units

were re-established in the Secretariat, Welfare and Banking -

Departments during 1997 to provide auditing services to
these departments more efficiently.

Auditing of the Central Bank Regional Office in
Anuradhapura was conducted according to the Departmenial
Audit Programme, while physical verification of Bank

_vehicles maintained by the Premises Department and

currency notes and coins in the Currency Department vaults
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were carried out during the’ year. Surprise checks on cash

counters were done from time to time. Furthermore, pre- -

andits relating to the revision of salary scales of the. Bank
employees, relief payments to employees who were affected
by the bomb blast and payment transactions relating to the
construction of the new building of the Bank were also
carried out during the year,

In addition to the above work, studies on the
requirement of Staff Assistants in the Central Bank and staff
requirements of the Central Bank Clinic were undertaken as
required by the management and completed during the year.

PREMISES

During 1997, the Premises Department continued to
perform its maintenance work and upkeeping of basic
necessities to create a pleasant environment for Bank
employees who were relocated at various rented buildings
close to the former Head Office premises.

Apart from the above functions the Premises
Department had to effect repair urgently to relgcate the
Currency Departmem in the Trcasury Building in Novembcr
1997.

The__ functions aséigned by the Monétary Board to co-
ordinate work at the Central Bank Building Extension Project

. and Repairs to the Old’ BUIIdIl‘I“’ have been delegalcd to a
_new deparmu:nt from November 1997.

NEW BUILDINGS

The New Buildings Departmenl established in -

November 1997 is entrusted with the task of attending to the
work connected with the Extension Building Project and the
Head Office Rehabilitation Project. The work connected with
these two building projects was hitherto carried out by a
separate unit with officers released from the Premises
Department, As the two building projects had to be

completed urgeatly it was considered appropriate that a

separate department be created and the Head of Department
appointed be. given sufficient powers to carry out the
activities of the projects without delays or hindrances.

Extensionj to the Central Bank Head Office
Building

The construction work in respect of this project
commenced in August 1994 and continued during 1997. The
progress of the work was affected considerably due to
unforeseen sub-soil conditions, stoppage of work due to
security reasons; restriction of heavy vehicular traffic in the
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Fort area and interruption of work consequent to the bomb
blast that took place on 31 Janvary, 1996. At the end of
1997 around 75 per cent of the civil work and 43 per cent
of the total work had been completed. The Electrical/

" Mechanical work has now commenced.

The building project is.expected to be completed in
August, 1998. With the completion of the building, the Bank
would be able to accommodate, many of its departments
which are now housed in rented premises.

Damaged Head Office Buiiding

Due to the complex natore of the repair work involved
to the Head Office Building resulting from the bomb blast
which caused extensive damage, considerable time was taken
to finalise the actual volume of repair work that has to be
undertaken, to consult the panel of engineers, to evaluate
tender proposals received and thereafter, to negotiate with the
contractor. The rehabilitation work of the building has been
awarded to M/s. Ed Zublin AG of Stuttgart, Germany and
the consultancy services in respect of p‘rojeél management,

" design approvals, construction supervision and architectural
_-and M & E design and drawings, have been-assigned to

Central Engineering Consultancy Burean. The order to
commence the repair work was issbed to the contractor in.

- December 1997 after the Currency Department was re-

located_ in the Treasury Building. In December 1997, the
contractor ‘commenced the dismantling of damaged
machinery and equipment, windows and sanitary fittings,
electrical and air-conditioning fittings, demolishing of
damaged walls etc. and removal of architectural elements

from the building in order to facilitate repair work.

The rehabilitation work on this building is expecled to
be completed in April 1999,

WELFARE

The Welfare Department continued to provide enhanced
facilities in 1997 10 the staff affected by the bomb explosion
in 1996 while also providing routine welfare {acilities. The
Department administered several concessional loan schemes

for housing, vehicles and other financial requirements of

employees and advances and reimbursements were made
under the Staff Medical Benefit Schemes for the medical
expenses of employees and their dependants within the
quotas approved by the Bank. The special facilities provided
in 1996 to cover medical requirements of the employees who
were affected by the bomb explosion continued to be in
operation during the year.

The subsidised Railway and Bus Season Ticket scheme
and the Railway Warrant scheme also continued as in the
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- previous years. Since the departments of the Central Bank
were Jocated at several places. the provision of canteen
facilities remained limited during the year 1997. The
Depantment provided facilities according to the needs arising
from the various locations where the employees were
deployed for their work from time to time.

" The Central Bank Medical Clinic was re-established and
the facilities provided by the Clinic were restored to a
significant extent as most of the equipment had been
destroyed in the fire following the bomb explosion. However,
a flexible approach was adopted in the reimbursement of
medical expenses of the employees who were injured. The
facilities provided to the bomb victims to obtain medical
expenses upto Rs.250,000 for local medical treatment and
upto Rs.250,000 for treatment abroad were continued. The
employees whose medical expenses exceeded these ceilings
were assisted from the Special Fund established for this

purpose.

In addition, a relief package introduced in 1996 for the
Central Bank employees whose vehicles were damaged in the
- bomb explosion contineed during the year.

In order to provide relief for the employees by way of
providing an enhanced take home salary, a scheme was
introduced to amaigamate and reschedule the welfare loans
obtained by the employees. In addition, the interest charged
on housing loans was reduced marginally.

Although the database, the accounting system and all
other records of the Welfare Department were destroyed in
the fire of January 1996 the Department has been able to
reconstruct the entire accounting system to administer the
welfare loans and other welfare schemes effectively. A
computerised accounting and payment system has been
introduced to improve the efficiency of the Department and
reduce the cost of welfare management.

 SECURITY SERVICES

- Securi.ty Ofﬁcéré were deployed to pfovide security to
 the following premises during the year 1997.

1. Central Bank of Sti Lanka, Old Building,

Janadhipathi Mawatha, Colombo 1.

Hemachandra Building, Colombo 2.

. Rural Banking and Staff Training College,
Rajagiriya. _ -

4. 'Word Trade Centre Building, Echelon Square,
Colombo- 1. . ' :

5. Renuka Building, Colombo 1,

LFE I

6. Equity 2 Building, Colombo 1.
7. YMM.A. Building, Colombo 1.

8. Currency Department, Peop'ie's Bank Lake Side
Branch, Colombo 1.

9. Old Secretariat Building, Colombo 1.
10. Bank House, Colombo 7.
11. Govemor’s Residence, Nugegoda,

12. Regional Offices at Anuradhapura. Matale and
Matara,

The Department provided escorts for the transport of
currency and gold with the assistance of the Police. The

Department also provided escorts to the Govermor and -
" foreign delegates who visited the Central Bank of Sri Lanka.

The security services provided to the holiday homes at
Nuwara Eliya and Kataragama by the Bank Security Officers
were out sourced to a private security firm with effect from
1 July §997.

PERSONNEL

The Establishments Pepartment continued to perform its
functions with regard to recruitments, appointments,

promotions,~refirements and other related personnel matiers
during 1997,

During 1997, a Bank Doctor (on contract), five Staff
Officers, ten Analyst Programmers, two Computer Systems
Engineers ( on contract), one Assistant Controller of Security
{ on contract), one Assistant Librarian -and five Library
Assistants were appointed to the Bank service.

The Bank established a' Panel of Leghl, Accounting,

Banking and Financial Consultants to undertake specific

assignments involving inquiries and investigations.” Four

consultants were appointed to this Panel during the year.

* Two. new Departments were established during the vear.
The Department of Financial Markets was established with
effect from 29 July 1997 fo play a catalytic role in the
development of financial markets in Sri Lanka with special

" emphasis on the development of the capital market. The New

Buildings Department was established with effect from 18
November 1997 to supervise and co-ordinate the work
connected with construction of the new building and
reconstruction of the old building.

The Governor, Mr. A. S. Jayawardena, attended the

following meetings during 1997:

(@) 32nd. SEACEN Governors’ Conference held in
Bangkek, Thailand from 13 to 16 February. 1997,
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(b) Roadshows for Issue of US dellars 50 million

Floating Rate Notes - from 26 February to 6

Maich, 1977 in Hongkong (27 February), Korea
. (28 February), Baharain (2 March) and London,
UK. (4 March),

(c) IMF/World Bank 1997 Spring Meetings of G24

Development and Interim Committee held in
Washington DC, US.A. from 26 to 29 April, 1997,

(d) World Bank/IMF. Annual Meetings held in
Hongkong from 18 to 26 Scptcmbcr 1997.

(e) Commonwealth Heads of Govermnent Meeung and
- Business Forum held in London, UK. from 19 to
28 Qctober, 1997,

Appointments

(1)

@

. Market Development with effect from 7 February, 1997 °

(3)

“}

- (5)

Mr. T.H.D' Peiris, Special Officer was appointed as
Acting Director, Training in addition to his duties
with effect from 13 January, 1997.

Mr. Y. A. Piyatissa, Director, Security services was
appointed as Director, Bank Supervision, in addition to
his duties as Special Officer for Capital and Financial

Brigadiér H.S.A. Perera, Controller of Secufily Services
{contract) was appointed as. Director, Security Serv:ces
with effect from 7 February, 1997.

Mr. D. Boyagoda, Director, Rural Banking and Staff
Training College was appointed as Director,
Establishments with effect from 2 June 1997.

Mr. HAG. Hetuamchchl Director, Establ:shn‘nems was

. appointed as Director, Rural Banking and Staff

(6

(U]

8)

Training College with effect from 2 June 1997

Mr, THD Peiris, Specml Officer and Acting Director
“of Training was appointed as Director, Training with
effect from 1 July 1997,

Mr. P.T. Sirisena, Staff Class Grade 4 officer was
appointed -as a Special Officer, Capital Marker
Development with effect from § July, 1997,

Dr. D.S. Wijesinghe, Additional Directdr, Statistics was
appointed as Additional Director, Rural Banking and

- Staff Training College with effect from 15 August -

)

(10)

(1)

(12)

1997.

Mr. P.T. Sirisena, $pecial Officer, Capital Market
Development was appointed as Director, Financial -
Markets with effect from 19 September, 1997,

Mr. THD Peiris, Director, Training was appointed as
Director, Premises in addition to his duties with effect
from 19 November, 1997,

Mr. M.S. Siripala, Additional Director, Welfare was
appointed as Additional Superintendent, Employees’
Provident Fund with effect from 19 November, 1997.

Mr. M.LF. Hamid, Director, Premises was appointed as
Director, New Buildings with effect from 19
November, 1997,

Retirements/Resignations

(1)

@

®

Mr. G.A. Perera, Head of Department was retired
from Central Bank service with effect from 14 March,
1997,

Dr. MUA, Tennakoon, Executive Director retired from’

* Central Bank service with effect from 17 March, 1997

Dr. LL. Gunaratne, Head of Depariment retired from

Central Bank service with effect from | July, 1997,

n

@

3)

4

()

. Officers on Release/Leave

Dr. D.J.G. Ferando to the Ministry of Finance and
Planning as the Chaitman and Dlrector of People’s
Bank.

Dr. P.B. Jayashndera to the Ministry of Finance and
Planning as Deputy Secretary to the Treasury.

"Mr. C.De S. Jayawardena as Chairman and Director of

RRDB/Ampara,

Mr. A. Abayaratna to the Ministey of Fmance and
Planning.

Dr. (Mrs.) Ranee Jayamaha on leave abroad for an
assignment with the Commonwealth Secretariat,
London.
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