
T        he stability of the financial system strengthened further in the 
first half of 2010 as the performance of financial institutions and 
financial markets improved, underpinned by enhanced political 

stability, improved investor confidence and a stable macroeconomic 
environment. Financial markets were more liquid largely due to the 
increase in capital inflows. Interest rates in many market segments declined 
with the easing of monetary policy and further moderation of inflationery 
pressure. The price indices, market capitalisation and turnover of the 
Colombo Stock Exchange (CSE) surged upwards particularly from April 
2010 to a record level. Measures were taken to address the possible build up 
of a price bubble in the stock market. Credit to the private sector increased 
gradually in the first half of 2010 reversing the negative growth recorded 
in the previous year. The overall soundness of financial institutions has 
improved, as reflected by capital, liquidity, asset quality and profitability. 
The key payment and settlement systems, such as the LankaSettle  System 
and the Cheque Imaging and Truncation System operated with a high 
degree of system availability with further  improvements to business 
continuity arrangements. 

FINANCIAL SECTOR 
DEVELOPMENTS AND 

STABILITY
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Developments in Financial Institutions 

Licensed Commercial Banks

•	 The overall performance of Licensed 
Commercial Banks (LCBs) remained 
healthy due to improved profitability 
and the strengthening of their capital 
position.	 The	 activities	 of	 LCBs	 expanded	
at	 a	 moderate	 pace	 in	 the	 first	 half	 of	 2010.	
Total	 assets	 of	 the	 LCBs	 expanded	 by		
Rs.	139	billion	or	5.5	per	cent	due	to	a	growth	
in	 lending	 activities	 coupled	 with	 an	 increase	
in	 investment	 in	government	securities	and	the	
equities	market.	Meanwhile,	deposits	 increased	
by	 4.0	 per	 cent	 or	 Rs.	 74	 billion	 as	 against	 9	
per	 cent	 in	 the	 previous	 year	 due	 to	 the	 lower	
interest	rates	that	prevailed	in	the	market	during	
the	 period.	 Conversely,	 borrowings	 recorded	
a	 growth	of	11	per	 cent	 as	 against	 10	per	 cent	
negative	 growth	 in	 2009.	 Contributions	 to	
capital	funds	recorded	a	growth	of	9.6	per	cent	
as	against	6.3	per	cent	in	the	previous	year.	This	
is	 mainly	 attributable	 to	 the	 increased	 profits	
earned	 during	 the	 first	 half	 of	 2010	 and	 an	
infusion	of	fresh	capital	by	a	few	banks	to	meet	
regulatory	 requirements.	The	number	of	LCBs	
remained	at	22	as	at	end	June	2010.

•	 Credit growth improved, with loans and 
advances increasing by Rs. 122 billion or 8.7 
per cent during the first six-month period 
compared to a negative growth of 2.8 per cent 
in the corresponding period of 2009.	Lending	
activities	mainly	 in	the	categories	of	overdrafts,	
import	 bills	 and	 pawning	 incrased	 with	 the	
improvement	in		trading	activities	in	the	country	
coupled	with	a	decline	 in	market	 interest	rates.	
However,	 demand	 for	 lease	 rentals,	 credit	 card	
receivables	and	export	bill	financing	have	yet	to	
pick	up	with	the	improved	market	conditions.

•	 Asset quality improved. The	 ratio	 of	 gross	
non-performing	 loans	 (NPLs)	 to	 total	 loans	
has	 shown	 a	 moderate	 improvement	 over	
the	 period	 and	 stood	 at	 7.0	 per	 cent	 in	 June	
2010	 as	 against	 8.4	 per	 cent	 in	 June	 2009.  

Credit	risk	mitigation	in	the	form	of	provisions	
for	 bad	 debts	 also	 improved	 marginally.	 The	
specific	 provisions	 to	 NPL	 ratio	 remained	
unchanged	at	43	per	cent	as	at	end	June	2010.

•	 The liquidity position was high.	The	statutory	
liquid	 asset	 ratio	 (deposit	 liabilities	 to	 liquid	
assets)	 was	 maintained	 at	 32	 per	 cent,	 well	
above	 the	 regulatory	minimum	of	20	per	 cent.	
The	 liquid	 assets	 to	 total	 assets	 ratio	 declined	
marginally	to	around	30	per	cent	as	at	end	June	
2010.	

•	 Profitability showed a significant 
improvement. Profit	 (before	 tax)	 of	 LCBs	
reached	Rs.	35	billion	for	the	first	half	of	2010,	
registering	 an	 increase	 of	 48	 per	 cent	 over	 the	
corresponding	period	in	2009.	Profit	(after	tax)	
stood	 at	 Rs.	 23.8	 billion	 as	 at	 end	 June	 2010.	
The	main	 driver	 of	 the	 increase	 in	 profits	 was	
net	 interest	 income	which	 rose	 by	 14	 per	 cent	
in	 2010	 as	 against	 12	 per	 cent	 in	 the	 previous	
year.	Fee	based	income	grew	by	only	3	per	cent	
as	against	6	per	cent	in	the	previous	year.	This	is	
mainly	due	to	the	negative	growth	of	7	per	cent	
recorded	 in	 foreign	 exchange	 income	 due	 to	
losses	on	foreign	currency	revaluations,	as	against	
an	 increase	of	19	per	cent	 in	 the	previous	year.	

Table 8.1
  Key Financial Soundness Indicators 

Licensed Commercial Banks
per cent

Total Capital Adequacy Ratio 13.8 15.4 15.2
Tier 1 Capital Adequacy Ratio 11.1 12.9 12.6
Gross Non - Performing Loans Ratio 6.0 8.2 7.0
Return on Assets (Before Tax) 2.0 1.7 2.8
Return on Equity (After Tax) 14.8 11.0 23.4
Statutory Liquidity Ratio (DBU) 25.7 33.1 31.8
Liquid Assets to Total Assets  25.4 32.0 29.2
Net Open Position in FX to Capital Funds 2.1 (1.5) (1.5)

(a) Revised          

(b) Provisional   

Indicators 2008 2009 (a) 2010
June (b)

Source : Central Bank of Sri Lanka
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The	key	profitability	indicators	of	LCBs	further	
improved.	The	 return	 on	 assets	 (ROA)	 before	
tax	 and	 after	 tax	 improved	 from	 2.1	 per	 cent	
and	1.2	per	cent,	respectively,	as	at	June	2009	to	
2.8	per	cent	and	1.9	per	cent,	respectively	as	at	
June	2010.	The	return	on	equity	(ROE)	also	rose	
significantly	from	14.6	per	cent	as	at	June	2009	
to	23.4	per	cent	as	at	June	2010.		

•	 Regulatory Capital Adequacy Ratios (CAR) 
were maintained well above the required levels 
during the first half of 2010. The	 total	 CAR	
of	 LCBs	 stood	 at	 15.2	 per	 cent	 in	 June	 2010	
compared	with	14.1	per	cent	in	June	2009,	while	
Tier	1	CAR	stood	at	12.6	per	cent	in	June	2010	
compared	with	11.4	per	cent	in	June	2009.	The	
regulatory	minimum	requirement	being	10	per	
cent	 for	 total	 CAR	 and	 5	 per	 cent	 for	 Tier	 1	
CAR.

Licensed Specialised Banks

•	 Activities of Licensed Specialised Banks 
(LSBs) moderated slightly in the first half of 
2010.  Total	assets	grew	by	6.7	per	cent	during	
the	first	half	of	2010,	compared	with	a	growth	
of	 7.2	 per	 cent	 in	 the	 corresponding	 period	 of	
2009.	Lending	activities	recorded	a	growth	of	5.3	
per	cent	in	the	first	half	of	2010	compared	with	
an	increase	of	4.7	per	cent	in	the	corresponding	
period	 of	 2009.	 Deposits	 increased	 by	 5.6		
per	cent	in	the	first	half	of	2010	compared	with	
an	increase	of	7.7	per	cent	in	the	corresponding	
period	of	the	previous	year.	Capital	funds	grew	
by	17.6	per	cent	in	the	first	half	of	2010	mainly	
due	to	an	increase	in	retained	earnings	of	banks.	
The	number	of	LSBs	 remained	 at	14	 as	 at	 end	
June	2010.		

•	 Profitability increased significantly in the first 
half of 2010.	Pre-tax	profits	of	LSBs	amounted	
to	 Rs.	 12.3	 billion	 for	 the	 first	 half	 of	 2010,	
recording	 a	 growth	 of	 147	 per	 cent	 over	 the	
previous	 corresponding	 period.	 This	 was	 due	
to	the	increase	in	both	net	interest	income	and		
non-interest	income,	which	rose	by	56	per	cent	

and	 133	 per	 cent,	 respectively.	 	 Consequently,	
ROA	before	 tax	and	ROE	after	 tax	 rose	 to	4.7	
per	cent	and	39.2	per	cent	as	at	end	June	2010	
from	 2.2	 per	 cent	 and	 15.7	 per	 cent	 as	 at	 end	
June	2009.	

•	 The liquidity and capital adequacy ratios were 
maintained at high levels, while the NPL ratio 
increased marginally. The	statutory	liquid	assets	
ratio	stood	at	over	70	per	cent	mainly	due	to	the	
increased	investments	in	government	securities.	
The	total	CAR	of	LSBs	stood	at	19.1	per	cent	in	
June	2010,	compared	with	17.4	per	cent	in	June	
2009.	The	asset	quality	of	LSBs	was	maintained,	
with	the	gross	NPL	ratio	as	at	June	2010,	standing	
at	10.5	per	cent	the	same	as	in	the	previous	year.				

Banking Regulation and Supervision 

•	 The regulations and directions on capital, risk 
management and corporate governance were 
closely monitored in order to ensure compliance 
by licensed banks.	 In	 view	 of	 the	 importance	
of	 expanding	credit	 to	 revive	businesses	and	 to	
encourage	 borrowers	 to	 undertake	 new	 viable	
projects,	 the	 direction	 on	 loan	 classification,	
income	 recognition	 and	 provisioning	 was	
temporarily	 amended	 till	 June	2011,	 to	permit	
banks	 to	 provide	 credit	 facilities	 to	 borrowers	
for	the	repayment	of	non-performing	loans	and	
for	 business	 purposes,	 without	 requiring	 the	

Table 8.2
  Key Financial Soundness Indicators   

Licensed Specialized Banks
per cent

Total Capital Adequacy Ratio   21.0 22.0 19.1
Tier 1 Capital Adequacy Ratio   25.6 23.6 21.4
Gross Non - Performing Loans Ratio  8.9 10.4 10.5
Return on Assets (Before Tax)   1.4 2.4 4.7
Return on Equity (After Tax)   6.9 15.1 39.2
Statutory Liquidity Ratio (DBU)   61.9 71.6 72.9
Liquid Assets to Total Assets    43.7 51.3 53.5 
     

Indicators 2008 2009 (a) 2010
June (b)

(a) Revised 
(b) Provisional

    Source : Central Bank of Sri Lanka
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new	facility	 to	be	classified	as	non–performing	
subject	 to	 certain	 conditions.	 The	 minimum	
capital	 requirements	 for	 banks	 were	 further	
increased	 on	 a	 staggered	 basis	 for	 existing	 and	
new	banks,	in	the	interest	of	promoting	a	strong	
and	 sound	 banking	 system.	 Since	 the	 current	
macroeconomic	 performance	 and	 stability	
warranted	 a	 reduction	 in	 risk	 premia	 added	 to	
lending	 rates,	 banks	 were	 requested	 to	 further	
reduce	 interest	 rates	 on	 housing	 loans,	 credit	
cards	and	other	 loans.	 In	view	of	the	 improved	
macroeconomic	 fundamentals,	 the	 general	
provision	on	performing	loans	and	advances	and	
credit	 facilities	 in	 the	 special	mention	category	
was	 reduced	 on	 a	 staggered	 basis	 from	 the	
current	requirement	of	1	per	cent	to	0.5	per	cent	
by	31	December	2011.	The	Sri	Lanka	Deposit	
Insurance	 Scheme	 for	 licensed	 banks	 and	
registered	finance	 companies	was	 implemented	
with	effect	from	1st	October	2010,	 in	order	to	
enhance	 public	 confidence	 through	 protection	
of	the	interests	of	small	depositors.	The	Central	
Bank	continued	to	facilitate	the	adoption	of	the	
Sri	Lanka	Accounting	Standards	(SLAS)	44	and	
45	for	licensed	banks,	in	line	with	international	
accounting	standards.

Registered Finance Companies

•	 The Registered Finance Companies (RFC) 
sector is recovering steadily with the expansion 
in business opportunities in an environment 
of lower interest rates.	The	 number	 of	 RFCs	
increased	to	36	with	the	registration	of	one	new	
company	in	the	first	half	of	2010.	The	total	assets	
of	the	RFC	sector	grew	by	10.4	per	cent	to	Rs.	
205	 billion	 in	 the	 first	 half	 of	 2010	 compared	
with	 an	 increase	 of	 0.7	 per	 cent	 recorded	 for	
the	 first	 half	 of	 2009.	 Total	 accommodations	
increased	by	14.0	per	cent	to	Rs.	132	billion	in	
the	first	half	of	2010	as	against	the	growth	of	0.5	
per	 cent	 in	 the	 corresponding	 period	 of	 2009.	
Deposits	 also	 grew	 by	 9.5	 per	 cent	 to	Rs.	 131	
billion	 in	 the	first	half	of	2010	compared	with	
an	 increase	 of	 1.6	 per	 cent	 in	 the	 first	 half	 of	
2009.	The	 liquid	 assets	 to	deposits	 ratio	of	 the	

RFC	 sector	was	 13.8	 per	 cent	 as	 at	 June	 2010	
compared	with	 15.7	 cent	 per	 cent	 at	 end	 June	
2009.	The	 asset	 quality	 of	 the	RFC	 sector	 has	
weakened	with	 the	 gross	NPA	 ratio	 increasing	
to	11.7	per	cent	at	end	June	2010	from	10.2	per	
cent	at	end	June	2009.

•	 The profitability of the RFC sector has now 
moved into positive territory.	The	RFC	sector	
has	benefitted	from	the	decline	in	interest	rates.	
Net	 interest	 income	 increased	 by	 110	per	 cent	
to	 Rs.	 Rs	 5.6	 billion	 in	 the	 first	 half	 of	 2010	
compared	with	the	corresponding	period	of	the	
previous	year.	As	a	result,	profits	before	tax	rose	
to	Rs.	2.1	billion	as	against	a	loss	of	Rs.	1.9	billion	
in	the	first	six	months	of		2009.	The	ROA	before	
tax	turned	positive	and	rose	to	2	per	cent	at	end	
June	2010,	while	the	ROE	after	tax	increased	to	
8.2	per	 cent.	However,	 a	 few	companies	of	 the	
RFC	sector	continued	to	record	losses.		

•	 The regulatory capital adequacy ratios of the 
RFC sector were adversely affected due to 
absorption of losses, but the industry average  
remained above the required minimum levels.	
The	 core	 capital	 adequacy	 and	 total	 capital	
adequacy	ratios	were	reported	at	9.2	per	cent	and	
10.4	per	cent	respectively,	as	at	end	June	2010.	
Most	of	the	RFCs	were	able	to	comply	with	the	
regulatory	capital	adequacy	requirement	during	
the	period.	However	few	RFCs	did	not	meet	the	
minimum	capital	requirement.		

Table 8.3
  Key Financial Soundness Indicators 

Registered Finance Companies

per cent

Total Capital Adequacy Ratio   14.0 9.8  10.4 
Tier 1 Capital Adequacy Ratio   12.3 8.7  9.2 
Gross Non Performing Loans Ratio   6.7 10.2  11.7 
Return on Assets (Before Tax)   1.8 (0.8) 2.0 
Return on Equity (After Tax)   8.4 (13.6) 8.2 
Liquid Assets to Short Term Liabilities  17.5 15.7  13.8 
Liquid Assets to Total Assets   10.3 10.2  8.8  

Indicators 2008 2009 (a) 2010
June (b)

(a) Revised 
(b) Provisional

Source : Central Bank of Sri Lanka



RECENT ECONOMIC DEVELOPMENTS: HIGHLIGHTS OF 2010 AND PROSPECTS FOR 2011 75

Specialised Leasing Companies 

•	 The performance of  Specialised Leasing 
Companies (SLCs) improved in the first half of 
2010. There	were	21	SLCs	in	operation	during	
the	first	half	 of	 2010.	The	 total	 assets	 of	 SLCs	
increased	 to	 Rs.	 119	 billion	 at	 end	 June	 2010	
from	 Rs	 107	 billion	 at	 end	 June	 2009.	 Total	
accommodations	 provided	 by	 SLCs	 increased	
by	8	per	cent	to	Rs.	86	billion	compared	with	a	
contraction	of	0.4	per	cent	in	the	corresponding	
period	in	2009.	Hire	purchase	(HP)	continued	
to	 be	 the	 main	 business	 of	 SLCs,	 surpassing	
finance	leasing	due	to	a	Value	Added	Tax	benefit	
on	HP	of	used	vehicles.	

•	 The profitability of the SLC sector increased 
with an expansion in business together with 
reduced interest cost.	The	 profits	 of	 the	 SLC	
sector	 were	 reported	 at	 Rs	 1.6	 billion	 during	
the	 first	 six	 months	 in	 2010,	 an	 increase	 of	
177	per	cent	over	the	same	period	in	2009.	All		
SLCs,	except	5,	recorded	profits.	Consequently,	
the	ROA	and	ROE	of	the	SLC	sector	rose	to	5.9	
per	 cent	 and	 22.6	 per	 cent	 respectively	 at	 end	
June	2010	from	3.1	per	cent	and	9.1	per	cent	in	

the	 same	period	 in	 2009.	The	 gross	NPL	 ratio	
declined	to	5.8	per	cent	at	June	2010	indicating	
an	improvement	in	asset	quality.	All	SLCs,	except	
4,	met	 the	 regulatory	 capital	 requirements	 and	
had	comfortable	gearing	ratios.	

Insurance Companies 

•	 The Insurance Companies (ICs) sector 
recorded a growth in premium income and 
maintained its soundness.	 Total	 premium	
income	grew	by	11	per	cent	 in	 the	first	half	of	
2010	compared	with	a	decline	of	4	per	cent	 in	
the	 corresponding	 period	 of	 2009.	 The	 gross	
written	premium	(GWP)	for	general	 insurance	
grew	by	8	per	 cent,	while	premium	 income	on	
life	insurance	recorded	a	growth	of	16	per	cent	
in	the	first	half	of	2010.	All	insurance	companies	
complied	with	the	solvency	margin	requirement	
for	both	general	and	life	insurance.	The	insurance	
sector	holds	about	41	per	cent	and	13	per	cent	of	
its	 assets	 in	 government	 securities	 and	 equities	
respectively,	 indicating	 a	 diversification	 of	 the	
investment	portfolio	to	an	acceptable	level.	The	
war	 risk	 premium	 for	 Sri	 Lanka	 was	 removed	
in	June	2010	which	will	have	a	positive	 impact	

per cent

Capital Funds to Total Assets   15.8 18.0 18.9
Gearing Ratio   4.5 3.8 3.5
Non Performing Accommodation to Total Accommodation 4.2 7.1 5.8
Return on Assets (Before Tax)   2.4 3.1 5.9
Return on Equity (After Tax)   8.7 9.6 22.6
Liquid Assets to Total Short -Term Liabilities  10.2 13.1 12.6
Liquid Assets to Total Assets   7.2 8.9 8.2 
   

Indicators 2008 2009 (a) 2010
June (b)

Table 8.4
  Key Financial Soundness Indicators  

Specialized Leasing Companies

(a) Revised 
(b) Provisional

Source : Central Bank of Sri Lanka

per cent

Life Insurance   
Premium Growth   13.9 1.7 16.0
Solvency Margin Ratio*   5.0 4.8 5.6
Retention Ratio   96.0 96.4 96.7
Claim Ratio   26.6 31.9 47.2
General Insurance   
Premium Growth   10.8 (3.1) 7.5
Solvency Margin Ratio*   2.7 2.8 2.8
Retention Ratio   70.5 74.0 71.5
Claim Ratio   64.9 63.2 65.9 
   

Indicators 2008 2009 2010
June

Table 8.5
  Key Financial Soundness Indicators  

Insurance Companies

* Times Source : Insurance Board of Sri Lanka
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on	 insurance	 companies	 through	 a	 reduction	
in	 reinsurance	 premium,	 thereby	 improving	
profitability.	

Primary Dealers in Government Securities

•	 The performance of Primary Dealers’ (PDs) 
strengthened  during the first eight months 
of 2010.	 All	 prudential	 indicators	 including	
capital	 adequacy	 ratio,	 capital	 leveraging	 and	
repurchase	 transactions	 to	 total	 assets	 ratio	
were	maintained	 at	 satisfactory	 levels.	The	 key	
financial	indicators	such	as	capital	base	and	total	
portfolio	 recorded	 considerable	 improvements.	
With	 the	 continuous	 reduction	 in	 yield	 rates	
on	 government	 securities,	 PDs	 were	 able	 to	
earn	 more	 profits	 by	 way	 of	 interest	 income,	
capital	gains	and	revaluation	gains.	Profitability	
indicators	 such	 as	 annualized	 return	 on	 equity	
and	 annualised	 return	 on	 assets	 too	 recorded	
high	values.	

•	 With a view to mitigating the market risk and 
maintaing the stability of the PD system, PDs 
were permitted to diversify their business from 
2010.	 In	 the	 first	 phase	 of	 the	 diversification	
programme,	 PDs	 were	 permitted	 to	 provide	
fee	based	services	and	were	permitted	to	 invest	
in	 ordinary	 shares	 or	 debentures	 of	 their	 own	
group	 of	 companies	 which	 is	 engaged	 in	 a	

regulated	financial	service.	At	present,	the	Public	
Debt	 Department	 is	 assessing	 the	 viability	
of	 implementing	 the	 second	 phase	 of	 the	
diversification	program	under	which	PDs	would	
be	 allowed	 to	 invest	 in	 other	 quoted	 shares/
quoted	 debentures	 or	 bonds	 and	 commercial	
papers	and	to	act	as	a	broker	in	quoted	corporate	
bonds/debentures,	 but	 within	 the	 limits	 and	
guidelines	 issued	by	 the	Monetary	Board	 from	
time	 to	 time.	 The	 Central	 Bank	 intends	 to	
introduce	 certain	 mandatory	 requirements	 in	
respect	 of	 Repurchase	 Agreements	 in	 order	
to	 safeguard	 the	 interests	 of	 parties	 to	 such	
agreements.

Unit Trusts 

•	 The performance of Unit Trusts (UTs)
continued to improve significantly with the 
upturn in the stock market.	The	net	asset	value	
(NAV)	 of	 the	 unit	 trust	 industry	 increased	 by	
55	 per	 cent	 to	Rs.	 15.5	 	 billion	 at	 end	August	
2010	 from	 end	 2009,	 particularly	 due	 to	 an	
appreciation	 in	 equity	 investments.	 The	 share	
of	 equities	 in	 the	 investment	 portfolio	 of	 unit	
trusts	rose	to	67	per	cent	from	61	per	cent,	while	
the	 share	 of	 government	 securities	 declined	
marginally	to	24	per	cent.	The	total	number	of	
unit	 holders	 increased	 to	 23,570	 from	 23,117,	
while	the	total	number	of	units	issued	increased	
to	 657	 million	 from	 564	 million.	There	 were	

per cent

Total Capital Adequacy Ratio   16.5 22.4 21.8
Tier 1 Capital Adequacy Ratio   16.2 22.3 21.7
Return on Assets (Before Tax)   2.0 7.3 4.9*
Return on Equity (After Tax)   18.7 62.9 42.1*
Capital Leverage Ratio   10.5 6.4 6.0
  

Indicators 2008 
(Audited)

2009 2010
August

Table 8.6
 Key Financial Soundness Indicators of Primary Dealers 

* Annualized Source : Central Bank of Sri Lanka

Total Assets (Rs.Mn)   6,801 10,003 15,490
Net Asset Value-NAV (Rs.Mn)   6,781 9,952 15,398
Investment in Equities (Rs.Mn)   2,589 6,036 10,389
Investment in Shares as a % of NAV  38 61 67
Total No. of Unit Holders   22,699 23,117 23,570
No. of Units in Issues (Mn)   638 564 657
No.of Unit Trusts   17 18 19

Details 2008 2009 2010
August

Table 8.7
 Selected Data of the Unit Trust Industry

Sources :  Securities and Exchange Commission  
   Unit Trust Association of Sri Lanka
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19	funds	 in	operation	managed	by	5	unit	 trust	
management	 companies.	 Seven	 new	 funds	 are	
currently	pending	approval	of	the	Securities	and	
Exchange	Commission.

Developments in Financial Markets

Inter-bank call money market 

•	 In spite of the downward pressure exerted on  
short-term interest rate, by the high excess 
rupee liquidity in the money market the inter-
bank call money market was stable due to 
the efficient management of liquidity by the 
Central Bank during the first nine months 
of 2010. The	 excess	 liquidity	 position,	 which	
arose	 averaging	 around	 Rs.	 27.67	 billion	 in	
2009	continued	to	prevail	 in	2010	and	varying	
from	Rs.	4.42	billion	to	Rs.	57.06	billion	daily.	
On	a	monthly	basis,	 the	average	daily	 liquidity	
in	 April	 was	 higher	 than	 other	 months	 at		
Rs.	 37.32	 billion.	 The	 weighted	 average	 call	
money	 rate	 fluctuated	 within	 the	 policy	 rate	
corridor,	 i.e.	 between	 7.97	 per	 cent	 and	 9.43	
per	cent,	but	mostly	well	above	the	middle	rate,	
with	an	average	of	8.92	per	cent	 indicating	the	
low	volatility	of	market	interest	rates.	However,	
the	tax-adjusted	call	money	rate	hovered	around	
the	lower	band	of	the	interest	rate	corridor.	The	
interest	 rate	 corridor	 which	 is	 formed	 by	 the	
Repo	and	Reverse	repo	rates	were	7.50	per	cent	
and	 9.75	 per	 cent	 respectivity	 during	 the	 first	
half	of	2010,	and	were	revised	downward	twice	
in	the	second	half	to	7.25	per	cent	and	9.00	per	
cent,	respectivity.		

Domestic Foreign Exchange Market  

•	 A greater stability was observed in the 
domestic foreign exchange market with higher 
foreign exchange inflows.	The	Sri	Lanka	rupee	
appreciated	against	the	US	dollar	during	the	first	
nine	months	of	2010	due	to	inflows	arising	from	
foreign	investments	in	Treasury	bills	and	bonds	
and	 increased	 private	 remittances	 and	 trade	
related	 inflows.	 Sri	 Lanka	 rupee	 appreciated	

against	 the	 US	 dollar	 by	 2.2	 per	 cent	 during	
the	 period	 under	 review.	 It	 has	 appreciated	
against	the	Pound	sterling	and	the	euro	too,	but	
depreciated	 against	 the	 Indian	 rupee	 and	 the	
Japanese	yen.	The	Central	Bank	intervened	in	the	
FX	market	both	ways	 to	maintain	 the	 stability	
in	the	domestic	forex	market.		Accordingly,	the	
Central	Bank	purchased	US	dollars	647	million	
and	 sold	US	 dollars	 406	million	 resulting	 in	 a	
net	purchase	of	US	dollars	241	million.	

•	 The trading volumes in the domestic foreign 
exchange market increased marginally in the 
first nine months of 2010 compared with the 
corresponding period of the previous year.  
The	total	volume	of	inter-bank	foreign	exchange	
transactions,	increased	to	US	dollars	8.3	billion	
from	US	dollars	8.0	billion	in	the	corresponding	
period	of	2009.	The	daily	average	turnover	in	the	
inter-bank	 FX	 market	 (including	 the	 forward	
market)	 was	 US	 dollars	 47	 million	 as	 against	
the	US	dollars	45	million	in	the	corresponding	
period	 of	 2009.	 Similarly,	 the	 total	 volume	 of	
forward	transactions	was	US	dollars	2.8	billion	
compared	with	US	dollars	3.3	billion	recorded	
in	the	corresponding	period	of	2009.

Government Securities Market

•	 With the easing of monetary policy and decline 
in inflation, yields in the securities market  
showed a marked decline during the first nine 
months of 2010.	The	interest		rates	of	Treasury	
bills	with	a	maturity	of	91	days	decreased	by	60	
basis	 points	 during	 this	 period,	while	Treasury	
bills	with	maturities	 of	 182	days	 and	 364	days	
fell	 by	 178	 basis	 points	 and	 233	 basis	 points,	
respectively.	In	view	of	the	improved	investment	
climate,	 it	was	possible	to	 issue	Treasury	bonds	
with	 longer	 maturities	 of	 up	 to	 10	 years	 in	
2010.	 	 Primary	 market	 yield	 rates	 of	 10	 year	
Treasury	 bonds	 issued	 in	 September	 2010	was	
9.30	 per	 cent.	The	 primary	 market	 yield	 rates	
of	 6	 year	 Treasury	 bonds	 issued	 in	 September	
2010	 declined	 by	 99	 basis	 points	 to	 8.93	 per	
cent	compared	with	the	yield	rates	of	the	6	year	
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bonds	 issued	 in	January	2010.	 	The	yield	curve	
for	 government	 securities,	which	was	 stretched	
out	in	2009	from	the	limited	shorter	maturities	
seen	in	2008,	has	remarkably	extended	up	to	10	
years,	so	far	in	2010.		

Corporate Debt Securities Market

•	 The corporate debt securities market was 
sluggish during the first eight months of 
the year, but is expected to revive with the 
declining trend in market interest rates and 
the expansion in economic activity.	The	value	
of	 commercial	 paper	 issued	 with	 the	 support	
of	 banks	 amounted	 to	 Rs.8	 billion	 in	 the	 first	
eight	months	of	2010	in	comparison	with	Rs.	16	
billion	in	the	same	period		of	2009.	Interest	rates	
declined	significantly	and	varied	between	9	per	
cent	to	14	per	cent	in	the	current	year	compared	
with	the	range	of	13	per	cent	to	36	per	cent	in	
the	 previous	 year.	 There	 was	 one	 issuance	 of	
debentures	 in	 the	 first	 eight	 months	 of	 2010.	
The	Bank	of	Ceylon	 issued	 a	 5	 year	debenture	
and	mobilised	Rs.5	billion	at	a	fixed	rate	of	11.5	
per	 cent	 and	 a	 floating	 rate	 of	 10.67	 per	 cent	
above	the	6	month	Treasury	bill	yield	rate.

Equity Market

•	 The price indices and turnover levels of the 
Colombo Stock Exchange (CSE) surged with 
the CSE becoming one of the best performing 
stock markets. 	 The	 All	 Share	 Price	 Index	
(ASPI)	and	the	Milanka	Price	Index	(MPI)	rose	
by	 107	 per	 cent	 and	 96	 per	 cent	 respectively	
from	 January	 to	 end	 September	 2010.	This	 is	
significantly	above	the	annual	average	growth	in	
the	ASPI	of	24	per	cent	recorded	for	the	period	
1999	 to	 2009.	The	 price	 indices	 of	 all	 sectors	
increased.	The	market	price	earnings	ratio	(PER)	
rose	to	27.8	at	end	September	2010	from	16.5	at	
end	2009.	 	The	market	 capitalisation	 increased	
to	Rs.2.3	 trillion	 at	 end	September	 2010	 from		
Rs.	 1	 trillion	 at	 end	 2009.	 The	 average	 daily	

turnover	 has	 almost	 quadrupled	 to	 Rs.	 2.3	
billion	during	January	to	September	2010	from	
Rs.	 594	million	 recorded	 in	 2009.	 Activity	 in	
the	 stock	 market	 was	 dominated	 by	 domestic	
investors	as	indicated	by	their	share	of	turnover	
of	 78	 per	 cent.	 Foreigners	 were	 net	 sellers	 in	
the	 market	 and	 net	 sales	 amounted	 to	 Rs.	 15	
billion	 (approximately	US	dollar	 	134	million)	
from	 January	 to	 September	 2010,	 due	 to	 the	
withdrawal	 of	 investments	 by	 one	 hedge	 fund.	
There	were	14	rights	 issues	and	7	 initial	public	
offerings	(IPOs)	of	shares,	which	raised	Rs.	12.3	
billion	 and	Rs.	 2.0	 billion,	 respectively,	 during	
the	first	eight	months	of	2010.	

•	 Measures were introduced to prevent unhealthy 
price bubbles in the stock market in line with 
best practises. In	view	of	the	large	increases	in	the	
prices	of	certain	shares	and	to	contain	speculative	
trading,	 the	 SEC	 introduced	 “price	 bands”	
which	restricted	movements	in	share	prices	to	10	
per	cent	either	way	per	day.	However,	the	SEC	
lifted	the	general	price	band	of	10	per	cent	on	all	
securities	with	effect	 from	20	September	2010,	
while	introducing	a	formula	to	streamline	trading	
at	the	CSE.	Other	changes	included	a	reduction	
in	the	tick	size	to	10	cents	and	an	increase	in	the	
crossings	threshold	to	Rs.	20	million.	The	CSE	
issued	 internet	 trading	guidelines	 to	brokers	 to	
streamline	internet	trading	procedures	and	to	set	
out	minimum	standards	that	should	be	followed	
by	 brokers	 when	 enabling	 customers	 to	 trade	
through	the	internet.	
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Access to Finance

•	 With the liberalisation of the Northern 
Province in May 2009, the Central Bank 
introduced a special loan scheme titled, 
“Awakening North”, for the resumption of 
economic activities in agriculture, livestock, 
fisheries, trade and other self-employment 
projects in the Northern Province. During	
the	 first	 half	 of	 2010,	 loans	 amounting	 to	 Rs.	
676	 million	 were	 granted	 to	 4,928	 successful	
applicants	under	this	loan	scheme.	This	scheme	
provides	 loans	 of	 up	 to	 90	 	 per	 cent	 of	 the	
estimated	project	cost	upto	a	maximum	limit	of	
Rs.	200,000	per	borrower	at	a	concessionary	rate	
of	9	per	cent		per	annum,	to	boost	the	livelihood	
development	 of	 the	 people	 in	 the	 Northern	
Province.	 The	 Central	 Bank	 also	 established	
a	 similar	 revolving	 fund	 for	 the	 extension	 of	
refinance	 facilities	 to	 Participating	 Financial	
Institutions	 (PFIs)	 in	 the	 Eastern	 Province	 in	
June	 2009.	 This	 scheme,	 titled	 “Development	
Credit	Scheme	for	the	Eastern	Province”,	provides	
loan	 facilities	 for	 perennial	 crop	 cultivation,	
livestock,	 fisheries,	 trade,	 tourism	 and	 other	
self-employment	projects	in	the	province,	up	to	
90	per	cent	of	 the	estimated	project	cost	up	to	
a	maximum	limit	of	Rs.	250,000	per	borrower,	
at	a	concessionary	rate	of	9	per	cent	per	annum	
with	a	grace	period	of	six	months.	In	the	first	half	
of	2010,	 this	 scheme	provided	Rs.	377	million	
loans	 to	 2676	 borrowers.	 	 In	 addition,	 Rs.	 1.4	
billion	has	been	granted	to	12,863	beneficiaries	
in	 the	 Northern	 and	 Eastern	 provinces	 under	
the	New	Comprehensive	Rural	Credit	Scheme	
(NCRCS),	 Poverty	 Alleviation	 Microfinance	
Project	 Revolving	 Fund	 Scheme,	 Krushi	
Navodaya	 and	 Agro	 Livestock	 Development	
Loan	(ALDL)	schemes.	

•	 The number of banking outlets increased in the 
first half of the year, further expanding access 
to finance.	 Total	 banking	 outlets	 operating	 in	
the	 country	 stood	 at	 5,018	 by	 end	 June	 2010,	
with	116	new	outlets	including	49	branches	and	
extension	 offices	 being	 opened	 during	 the	 first	

half	 of	 2010.	The	 CBSL	 granted	 approval	 for	
20	new	banking	service	outlets	in	the	Northern	
Province	 and	 40	 new	 outlets	 in	 the	 Eastern	
Province,	with	a	view	to	further	promoting	the	
provision	 of	 credit	 facilities	 for	 new	 income	
generating	activities,	rehabilitation	purposes	and	
infrastructure	development.

•	 Access to finance through agricultural credit 
has also continued to improve during the first 
half of 2010.	Cultivation	 loans	 released	 under	
the	 NCRCS	 in	 Maha	 2009/10	 amounted	 to	
Rs.	2	billion,	which	was	an	increase	of	5	per	cent	
over	 the	previous	2008/2009	Maha	cultivation	
season.		Meanwhile,	further	loans	to	the	value	of	
Rs.	5.3	billion	were	 released	 in	Maha	2009/10	
under	the	NCRCS	for	purchasing	of	agricultural	
commodities	 under	 Forward	 Sales	 Contracts.		
Under	 the	Agro	Livestock	Development	 Loan	
Scheme	 (ALDL)	 Rs.	 110	 million	 has	 been	
granted	 to	 1,182	 borrowers	 in	 the	 first	 half	 of	
2009.	It	is	noteworthy	that	this	volume	of	loans	
was	disbursed	out	of	the	funds	of	Participating	
Financial	 Institutions	 (PFIs)	 with	 interest	
subsidy	 support	 from	 the	 Government.	 The	
Krushi	 Navodaya	 Scheme,	 under	 which	micro	
small	and	medium	scale	agricultural	enterprises	
(MSMEs)	were	financed	in	a	range	of	activities	
allied	to	agriculture	and	animal	husbandry	also	
continued	to	be	operational	during	the	first	half	
of	the	year.	

•	 The disbursement of loans under the Poverty 
Alleviation Micro-Finance Project II (PAMP 
II) gathered momentum in the first half of 2010.  
A	total	of	Rs.	244	million	was	disbursed	among	
5,485	beneficiaries	in	14	districts	increasing	the	
total	disbursement	to	Rs.	586	million	as	at	end	
June	2010	under	the	scheme.		In	addition,	Poverty	
Alleviation	 Micro	 Finance	 Project	 Revolving	
Fund	Loan	Scheme	(PAMP	RF)	also	disbursed	
Rs.	128	million	for	income	generating	activities	
in	 the	other	districts.	A	 further	Rs.	 87	million	
worth	 of	 	 loans	 were	 granted	 to	 beneficiaries	
under	 the	 Small	 Farmer	 and	 the	 Landless	
Credit	 Scheme	 raising	 the	 total	 disbursements	
to	 low	 	 income	 beneficiaries	 under	 Revolving	
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Fund	schemes	to	Rs.	459	million.	Further,	Dry	
Zone	 Livelihood	 Partnership	 Programme,	
granted	 	 loans	 to	 the	 value	of	Rs.	 19.6	million	
for	low	income	people	in	the	districts	of	Badulla,	
Moneragala,	Kurunegala	and	Anuradhapura.	

Payment and Settlement Systems

LankaSettle System

•	 The Central Bank, as the operator of the 
LankaSettle System, continued to ensure the 
availability of  a reliable and safe mechanism for 
efficient settlement of transactions with finality   
through the Real Time Gross Settlement 
(RTGS) System for large value interbank 
payments and a Delivery versus Payment  (DvP) 
mechanism for transactions  in government 
securities. 	The	LankaSettle	System	recorded	a	
system	 availability	 of	 99.9	 per	 cent	 during	 the		
first	 half	 of	 2010.	 In	 order	 to	 ensure	 the		
readiness	 of	 the	 system	 during	 contingency	
events,	the	Central	Bank	successfully	conducted	
live	 operations	 from	 its	 disaster	 recovery	 site	
(DRS)	during	the	year.	The	RTGS	system	which	
facilitates	electronic	payments	accounted	for	86	
per	cent	of	the	total	value	of	non	cash	payments	
during	the	first	half	of	2010	and	continued	to	be	
the	main	interbank	fund	transfer	system	in	the	
country.	The	daily	average	of	transaction	volume	
and	 value	 of	 the	 RTGS	 system	 stood	 at	 1,010	
and	Rs.	163	billion,	respectively	during	the	first	
nine	 months	 of	 the	 year.	 Non	 cash	 payments	
include		payments	through	RTGS,	cheques,	Sri	
Lanka	Interbank	Payment	System,	rupee	drafts,	
credit	cards,	debit	cards,	internet	banking,	phone	
banking	and	postal	instrument.		

LankaSecure System

•	 The LankaSecure System, which  consists of 
the Scripless Securities Settlement System 
(SSSS) and Scripless Securities Depository 
System (SSDS) provides a technological 
infrastructure facility for the transfers and 

settlement of government securities on a 
DvP basis and is the electronic title registry 
for the ownership of government securities. 
The	 total	 value	 of	 scripless	 securities	 held	 by	
LankaSecure	as	at	end	September	amounted	to	
Rs.2.4	 trillion,	 accounting	 for	 99.9	 per	 cent	 of	
the	 total	 value	 of	 Treasury	 bills	 and	 Treasury	
bonds	 outstanding.	 These	 scripless	 securities	
consisted	 of	 Rs.578	 billion	 Treasury	 bills	 and	
Rs.1,814	 billion	 Treasury	 bonds.	 LankaSecure	
maintained	 72,405	 accounts	 through	 dealer	
direct	participants,	covering	corporate	as	well	as	
individual	customers.

Cheque Imaging and Truncation (CIT) 
System

•	 The CIT system continued to perform well 
to ensure a safe and efficient retail payment 
system. The	 CIT	 system	 was	 introduced	 in	
2006	and	is	operated	by	LankaClear	(Pvt.)Ltd.	
(LCPL)	 with	 the	 objective	 of	 increasing	 the	
efficiency	 of	 cheque	 clearing	 by	 reducing	 the	
cheque	realisation	time	to	one	day	(T+1)	island-
wide.	 As	 at	 end	 September	 2010,	 CIT	 system	
cleared	 31,485,777	 cheques	 to	 the	 value	 of	Rs	
3.8	trillion.

Sri Lanka Interbank Payment System 

•	 Sri Lanka Interbank  Payment System 
(SLIPS), which cleared pre-authorised low 
value payments through an offline mechanism 
was improved to an online mechanism, which 
facilitates high transaction volumes and  T+0 
settlement of transactions effected through the 
system, from September 2010.	 Transactions	
effected	through	the	SLIPS	showed	a	significant	
increase	 during	 the	 first	 nine	months	 of	 2010.	
Transactions	 grew	 both	 in	 terms	 of	 value	 (20	
per	 cent)	 and	 volume	 (46	 per	 cent)	 during	
this	 period	when	 compared	with	 the	first	nine	
months	of	2009,	 largely	due	to	the	payment	of	
salaries	and	20	per	cent	bonus	interest	to	senior	
citizens	through	SLIPS.		
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Regulations

•	 The Central Bank issued licenses in 2010 to 
issuers of electronic payment cards under 
the Service Providers of Payment Cards 
Regulation No.1 of 2009.	 In	 addition,	Credit	
Card	 Operational	 Guidelines	 were	 issued	 in	
March	 2010.	 Further,	 draft	 mobile	 payment	
guideline	 was	 published	 in	 the	 Central	 Bank	
website	for	comments.	

Outlook for 2010 and Prospects for 
2011

•	 The outlook for the financial sector is favourable 
with the forecasted acceleration in domestic 
economic growth in the second half of the 
year and the next year.	The	improvement	in	the	
business	environment	and	the	revival	of	activities	
in	 the	 economy	 will	 expand	 opportunities	 for	
financial	 institutions.	As	 a	 consequence,	 credit	
growth	 of	 the	 banking	 and	 non-bank	 sector	
is	 expected	 to	 pick-up	 strongly,	 while	 non-
performing	 loans	 of	 the	 banking	 sector	 which	
have	now	stabilised	are	expected	to	decline	in	the	
latter	part	of	the	year.		The	reduction	of	import	
duties	on	motor	vehicles	will	boost	the	prospects	
of	the	leasing	and	motor	insurance	business.	The	
removal	of	the	war	risk	premium	for	Sri	Lanka	in	
June	2010	will	reduce	reinsurance	premiums	and	
have	a	positive	impact	on	the	insurance	sector.

•	 The flow of funds to the conflict-affected areas 
and lagging regions is expected to further 
increase during the second half of the year with 
the Provincial Offices of the CBSL commencing 
their operation.	The	 CBSL	 opened	 its	 fourth	
Provincial	 Office	 in	 the	 Northern	 Province	 in	
July	 2010	 and	 the	 fifth	 Provincial	 Office	 will	
be	 opened	 in	 the	 Eastern	 Province	 during	 the	
latter	part	of	the	year.	The	Provincial	Offices	will	
facilitate	the	co-ordination	and	implementation	
of	 development	 activities	 through	 the	 effective	
engagement	 of	 Participating	 Institutions	
under	 the	 CBSL	 programmes	 and	 encourage	

financial	 institutions	 and	 other	 entities	 to	 use	
the	 available	 resources	 in	 an	 efficient	 manner	
for	 the	 economic	 development	 of	 the	 regions.	
The	CBSL	announced	the	implementation	of	a	
Credit	Guarantee	Scheme	for	Micro,	Small	and	
Medium	 Enterprises	 (MSME)	 using	 its	 own	
resources	which	will	facilitate	the	flow	of	funds	
to	 comparatively	 under-served	 sectors	 of	 the	
economy.	 Furthermore,	 the	 CBSL	 introduced	
the	 Saubagya	 (Prosperity)	 loan	 scheme	 in	
March	 2010	 for	 the	 purpose	 of	 providing	
credit	facilities	for	agriculture,	livestock,	micro,	
small	 and	medium	 scale	 enterprises	 (MSMEs).
This	 scheme	 expects	 to	 disburse	 loans	 among	
eligible	borrowers	island-wide	during	the	second	
half	 of	 the	 year.	 	 The	 National	 Agribusiness	
Development	 Programme	 aimed	 at	 improving	
net	incomes	of	producer	groups	in	the	Kegalle,	
Puttalam,	 Kurunegala	 and	 Ratnapura	 districts	
is	also	expected	to	commence	operations	in	the	
second	half	of	the	year.	The	Secured	Transactions	
Act	of	2009	will	provide	for	the	establishment	of	
a	collateral	registry	of	movable	property	(such	as	
machinery)	 at	 the	Credit	 Information	 Bureau,	
which	will	 facilitate	 greater	 access	 to	 credit	 by	
small	and	medium	enterprises.	

•	 The regulatory framework of the banking 
sector will be strengthened to promote its 
safety and soundness.	 The	 Banking	 Act	 will	
be	 amended	 to	 provide	 for	 the	 consolidated	
supervision	 of	 banking	 groups.	There	 will	 also	
be	 provisions	 to	 facilitate	 the	 mergers	 and	
acquisitions	of	Licensed	Banks	and	to	strengthen	
bank	 resolution	 measures.	 The	 mandatory	
Deposit	Insurance	Scheme	for	banks	and	finance	
companies	has	been	introduced	to	safeguard	the	
interests	of	small	depositors	and	to	promote	the	
stability	 of	 the	 financial	 system.	Guidelines	 on	
Integrated	Risk	Management	and	on	Pillar	II	of	
Basel	II	will	be	issued	to	further	strengthen	risk	
management	 and	 the	 capital	 planning	 process	
in	 banks.	The	 fitness	 and	 propriety	 assessment	
will	 be	 extended	 to	 other	 officers	 performing	
executive	management	in	banks,	while	guidelines	
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on	 consumer	 protection	 and	 outsourcing	 will	
be	 issued.	Guidelines	 for	mobile	payments	and	
internet	 banking	will	 also	be	 issued	during	 the	
year.	

•	 Several new laws to improve financial 
regulation have been finalised and are expected 
to be enacted in 2010 and 2011. The	proposed	
Finance	 Business	 Act	 will	 replace	 the	 Finance	
Companies	 Act	 in	 order	 to	 provide	 effective	
mechanisms	 to	 combat	 unauthorised	 deposit-
taking	and	to	enhance	regulatory	and	supervisory	
powers	relating	to	finance	companies.	Registered	
Finance	 Companies	 will	 also	 be	 required	 to	
list	 on	 the	 Colombo	 Stock	 Exchange	 by	 June	
2011	 which	 will	 facilitate	 mobilisation	 of	
capital	 funds,	 broad-basing	 of	 ownership	 and	
enhance	 governance	 standards	 and	 disclosure	
requirements.	A	law	to	regulate	Micro-	Finance	
Institutions	will	also	be	enacted	which	will	provide	
for	the	establishment	of	a	separate	authority	to	
supervise	 these	 institutions.	The	Regulation	 of	
Asset	–Backed	Securitisation	 law	has	also	been	
finalised	 which	 will	 enable	 the	 formation	 and	
operation	of	Special	Purpose	Vehicles/Qualified	
Securitisation	 Trust	 for	 the	 issuance	 of	 asset	
backed	securities,	stipulate	minimum	standards	
of	disclosure	for	the	protection	of	investors	and	
introduce	 regulations	 for	 originators,	 trustees	
and	 facilitators.	The	proposed	 law	will	 provide	
an	 impetus	 for	 the	 development	 of	 the	 asset	
backed	securities	market	in	a	safe	manner.	

•	 The Securities and Exchange Commission 
(SEC) Act will also be amended to facilitate 
the development of the capital market. 
The	 comprehensive	 framework	 for	 the	
demutualisation	 of	 the	 Colombo	 Stock	

Exchange	 is	 being	 prepared	 and	 the	 SEC	 Act	
will	 be	 amended	 to	 facilitate	 this	 reform.	The	
demutualisation	of	the	Colombo	Stock	Exchange	
will	segregate	ownership	and	management	from	
the	 trading	rights	of	members	of	 the	exchange.	
The	 SEC	 proposes	 to	 introduce	 exchange	
traded	financial	derivatives,	such	as	futures	and	
options.	The	establishment	of	a	central	counter-
party	 clearing	 corporation	 is	 a	 prerequisite	 for	
derivatives	 trading	 on	 an	 exchange	 and	 the	
Colombo	Stock	Exchange	has	initiated	action	to	
set	up	the	clearing	and	settlement	arrangements.	

•	 Comprehensive amendments will be made 
to the Regulation of Insurance Industry Act 
to strengthen the regulation and supervision 
of the entire insurance sector and to provide 
for the regulation of superannuation funds.	
Revisions	to	the	Regulation	of	Insurance	Industry	
(RII)	Act	have	been	prepared	to	strengthen	the	
powers	of	 the	 Insurance	Board	of	Sri	Lanka	 to	
issue	directions	to	insurance	companies,	brokers	
and	 loss	 adjusters,	 to	 deal	 with	 disputes	 and	
enforcement	 in	order	 to	protect	 the	 interest	of	
policy	 holders.	 Eligibility	 criteria	 for	 directors	
of	 insurance	 companies	 and	 brokers	 will	 also	
be	 specified.	The	 other	 proposed	 amendments	
include	the	appointment	of	institutions	as	agents	
of	insurance	companies	and	the	requirement	that	
long-term	(life)	and	general	insurance	business	be	
conducted	in	separately	incorporated	companies,	
with	existing	composite	companies	being	given	
time	to	segregate	business	 into	two	companies.	
A	 risk-based	 capital	 adequacy	 framework	 for	
insurance	 companies	 is	 also	 being	 formulated.	
In	addition,	the	RII	Act	 is	also	being	amended	
to	provide	for	the	regulation	and	supervision	of	
approved	pension	and	provident	funds.


