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STRENGTHENING SRI LANKA'’S FINANCIAL
SYSTEM WITH INTEGRITY: MEASURES BASED ON
ANTI MONEY LAUNDERING AND TERRORIST
FINANCING FRAMEWORK

Amid ongoing recovery efforts, financial system stability
is a cornerstone of overall macroeconomic stability and
thereby sustainable economic growth. However, one of
the threats to such efforts to ensure financial integrity,
and, in turn, financial stability, is Money Laundering and
Terrorist Financing (ML/TF). Such activities take advantage
of complex financial products, rapid development of
technology, customer financial unawareness, and related
regulatory concerns. Therefore, ensuring financial system
integrity goes beyond ‘ethics’ or ‘best practices’; it is about
safeguarding the economy.

Why does Financial Integrity matter?

A strong financial system thrives on transparency,
accountability, a robust legal framework, and strong
compliance culture. In Sri Lanka, the banking sector
accounts for over 61% of financial sector assets, making
it crucial to have a strong regulatory presence. This helps
prevent, unethical and abusive practices. Despite this, there
are gaps — such as weaknesses in customer due diligence,
rapid technological changes, poor coordination between
enforcement authorities, and limited public awareness.
These gaps create opportunities for criminals, thereby
threatening stability of the financial system.

In fact, in the recent past, Sri Lanka
has already seen the consequences
of such gaps. The country was
under close monitoring for weak
controls against ML & TF resulting
in Sri Lanka being placed on the
Financial Action Task Force (FATF)
Grey List twice. Being listed comes
with serious consequences such as
limited access to international financial flows, weak appetite
of foreign investors, sanctions from peer countries, higher
transactions costs related to insurance, correspondent
banking, etc. and of course, reputational damage. Getting
delisted in 2019 required significant efforts from the
government, Financial Intelligence Unit of Sri Lanka
(FIU), other regulatory bodies and authorities and private
sector institutions reiterating the need for Sri Lanka to
continue strengthening its approach under the Anti-Money
Laundering/Countering the Financing of Terrorism (AML/
CFT) framework.

Identifying, assessing and understanding the risks
of ML/TF

One of the key aspects of combating ML/TF is the carrying
out of the National Risk Assessment (NRA), a process every
country is expected to carry out. The NRA helps identify
systemic threats and vulnerabilities across key sectors
such as banking, finance companies, securities insurance,
real estate, casinos, gem and jewellery dealers, as well as
professional service providers such as accountants, lawyers,
notaries, and company secretaries. This assessment
also includes TF risks related to Non-Governmental
Organisations (NGOs) and Non-Profit Organisations
(NPOs).

It is important to note that as the NRA is data driven, it gives
a clear assessment of the areas in which financial crimes
may occur and how they may arise. Therefore it supports
the development of not only national AML/CFT policies
but also helps enhance regulatory supervision and helps
to route resources into higher risk areas. It allows for the
implementation of well-targeted and practical measures to
prevent ML/TF.

Sri Lanka completed its first NRA in 2014, followed by the
second in 2021/22, and is now in the process of finalizing
the third assessment. The results of this latest NRA will
be used to update national AML/CFT policies and provide
stakeholders with targeted action plans to address existing
weaknesses, thereby enhancing overall financial integrity.

A robust and data-driven understanding of the risks
of ML/TF can help protect the financial system from
criminal activity. Accordingly, it builds public trust through
transparency, accountability, and good governance, thereby
improving resilience. These efforts also complement ongoing
initiatives to address national concerns like corruption, tax
evasion, and misuse of public funds.

The effective implementation of necessary checks and
balances can help Sri Lanka to reduce ML/TF threats and
thereby strengthen not only financial stability but also
national security.

Strengthening the legal and regulatory framework

Sri Lanka has made significant progress in strengthening its
legal and regulatory framework to combat ML/TF. However,
it is imperative that national laws be consistently comply
with changing international standards, such as FATF 40
Recommendations and UN Resolutions. Given the diverse
nature of the FATF requirements, core pieces of legislation
must cover a wide range of financial and non-financial
sectors. The Convention on the Suppression of Terrorist
Financing Act, No. 25 of 2005 (CSTFA), the Prevention
of Money Laundering Act, No. 5 of 2006 (PMLA), and the
Financial Transactions Reporting Act, No. 6 of 2006 (FTRA)
are the main AML/CFT laws in Sri Lanka.

The legal framework in Sri Lanka should cater to addressing
the ever-dynamic global standards, ensure transparency
and beneficial ownership of legal persons, trusts and other
legal arrangements, strengthen regulatory frameworks for
gaming industry, activities of NGOs/ NPOs, and addressing
risks of virtual assets and related activities, to effectively
combat ML/TF threats.

Effective implementation of preventive measures

Financial system integrity depends not only on strong
laws but also on effective implementation of preventive
measures. Key such measures include Customer Due
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Diligence (CDD), identifying and reporting suspicious
transactions (STRs), maintaining comprehensive records,
identification of beneficial owners of legal entities to prevent
misuse of corporate structures. Sri Lanka implements these
through CDD Rules, reporting guidelines and guidelines on
enhanced scrutiny for high-risk individuals like Politically
Exposed Persons (PEPs).

International and domestic agency cooperation
and coordination

Preventing and detecting of ML/TF in Sri Lanka require
strong collaboration among national agencies such as law
enforcement, Inland Revenue, Customs, Excise, and the
Attorney General’s Department. Enhanced cooperation with
international counterparts through formal and informal
intelligence sharing is equally crucial in strengthening these
efforts.

In Sri Lanka, FIU plays a key role in this global fight
benefitting from strong regional and international
cooperation. It has signed 45 Memoranda of Understanding
(MoUs) with foreign counterparts and actively engages with
global regional bodies like the Asia Pacific Group on ML
(APG) and the Egmont Group. Support from international
organisations such as the World Bank, Asian Development
Bank, United Nations Office on Drug
and Crime, and the International
Monetary Fund further enhances
these efforts while diplomatic
ties help disrupt illegal financial
networks.

Domestically, the FIU has signed
16 MoUs with government agencies
to improve information exchange
and coordination. Effective coordination in both formal
and informal is essential to safeguard Sri Lanka’s financial
system and ensure a unified approach to combating ML/TF.

Effective supervision and enforcement as an
integral part of financial integrity

A country needs robust supervision and enforcement
mechanisms for an AML/CFT framework to be effective.
This requires empowering regulatory authorities, enhancing
their technical capacity, and ensuring their independence
to monitor compliance across financial and non-financial
sectors. There should be sanctions that are proportionate,
dissuasive, and effective to uphold financial integrity.

In Sri Lanka, the FIU works with financial sector regulators
to conduct risk-based AML/CFT supervision. The FIU
has the authority to take corrective action against non-
compliant institutions and has recently imposed financial
penalties based on findings of the risk-based examinations.
These actions deter misconduct and promote accountability,
transparency, and integrity.

Capacity building and awareness

Developing institutional awareness and capacity is crucial in
effective implementation of AML/CFT measures. Investing
in continuous training as well as improving systems and
procedures and raising public awareness to foster the
culture of compliance, transparency and vigilance are also
essential.

The Central Bank of Sri Lanka, the FIU, and financial
regulators have taken significant efforts to educate financial
as well and non-financial institutions, and public. These
efforts should continue through Private-Public Partnerships
(PPPs), fostering cooperation between the FIU, regulators,
law enforcement authorities, and private sector reporting
institutions. PPPs enhances market awareness, facilitates
information sharing, and enables coordinating response to
emerging market threats.

Preparation for the AML/CFT Mutual Evaluation
in 2026

Sri Lanka’s next AML/CFT Mutual Evaluation (ME) by the
APG begins in March 2026. This peer review assesses the
country’s compliance with global AML/CFT standards and
the effectiveness of its measures. The APG will assess Sri
Lanka’ legal framework and institutional implementation
against the FATF 40 Recommendations.

In the preparation, Sri Lanka is in the process of addressing
gaps in its AML/CFT framework, improving interagency
coordination, and aligning national laws with evolving
international standards. This assessment is especially
important given the country’s previous experience with
FATF Grey Listing, which had multiple economic impacts.
The country is getting ready for its third ME through
coordinated efforts led by the National Coordinating
Committee (NCC), chaired by the Governor of the Central
Bank. The reconstituted AML/CFT Task Force, now with
high-level ministerial involvement under the honorable
President’s  direction, reflects strong government
commitment to combating ML/TF and corruption. Priorities
include addressing regulatory gaps, expediting ML/TF
investigations and prosecutions, establishing institutional
procedures and controls, and enhancing stakeholder
education and cooperation. These efforts aim to strengthen
transparency, accountability, and financial integrity, while
ensuring international credibility.

Conclusion

As financial integrity and financial stability go hand in hand,
preventing ML/TF has become more than a regulatory
obligation. It is an essential aspect to build economic
sustainability, to create public trust and to drive long
term prosperity of the economy. With collective action and
support across sectors and frontiers, including public and
private sector entities, Sri Lanka can build a sound financial
system that meets the highest integrity standards for both
its people and the global community.

)\




