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Abstract

The term "corporate governance" built up its audience poatdial crisis at the beginning of the 21st century
due to the common belief that good corporate governancdasts lead to stability in the financial system,
which is one of the key factors of a healthy sociBtyrsuant to this financial crisis, financial regulatorSri
Lanka also came up with certain minimum standamdscorporate governance applicalle firms and
companies. In Sri Lanka there are two types of banksnised Commercial Banks (LCBs) and Licensed
Specialized Banks (LSBs). These two types of banks contrdlaBka's financial system and represent the
largest portion of its total assets. The banking sectgulator, the Central Bank of Sri Lanka (CBSL),
introduced key regulations on corporate governance in 2007 edimipary step towards banking sector
stability. Also, banks as limited liability companiase also governed by various other corporate governance
standards introduced by institutions like the Colombo Stoch&hge (CSE) and the Institute of Chartered
Accountants of Sri Lanka (ICASL) etc. This paper intends $oudis the history of corporate governance in
Sri Lanka and expose and examine the corporate governdeseragulations, and codes and their primary
objectives that are applicable to the Sri Lankan bankidustry. The data have been extracted carefully by
perusing the codified laws and regulations in the country. atisle will help the readers to acquire
knowledge on the corporate governance regifitbe banking industrin Sri Lanka.

Key Words: Sri Lanka; Corporate Governance; Bank hseel Commercial Banks; Licensed Specialized Banks

IJRP 2023, 130(1), 268-292; doi:.10.47119/1JRP1001301820235306 WWvijrp.org



Poornima Ranawaka / International Journal of Research Publications (IJRP.ORG) ‘.\ IJRP.ORG

Inte escarch Public
ISSN: 2708-3578 (Online)

269

1. Introduction

Until the Bank of Ceylon was founded in 1939 following #ipgroval of the State Council of Ceylon in 1934,
banks and banking were not exactly common terminology arSongankans. Up until 1948, Sri Lanka's

monetary policy was governed by the Currency Board Systdnich was created in accordance with the
Paper Currency Ordinance No. 32 of 1884. With technical supparttfre Federal Reserves of the USA, the
Central Bank of Ceylon (later renamed the Central Bankriof&hka) was established under the Monetary
Law Act No. 58 of 1949. The banking sector in Sri Lanka hasmyavd deepened as a result of the financial
sector's expansion over the last few decades. Curréhrilyi.anka has 26 banks, making it a financial

powerhouse (www.boc.lk,2023).
According to the Banking Act No. 30 of 1988 of Sri Lanka, ¢heste two types of banks.

1. Licensed Commercial Banks

2. Licensed Specialized Banks

The Sri Lankan banking system has changed from conwahtidraditional bankingto much more
sophisticated yet complicated banking transactions, ogehandoor to more risk within the last four to five
decades. Accordingly, from money deposits and lendingsitlidened to investment banking, pawnbroking,
leasing and hire purchase to cryptocurrency transactionslentizhiiking etc. These complicated transactions

have opened the doap§banks to more risk than ever (www.cbsl.gov.lk,2023)

With the financial crisis at the beginning of the 20thtagy, the discussion of good governance for banks
came into play. Major financial firms like "Lehman Brathe "Bank of New England,” "Freddie Mac,"
"Royal Bank of Scotland," and "AlG," among others, ajptled around the start of the twenty-first century,
sparking a global financial crisis (Grantham, 2020). In ordeprevent future financial-related problems,
there has been a considerable surge in interest in cappraernance among regulators and the financial
sector since the financial crisis. Numerous publicati@eminars, and other pieces of literature on thecubj
demonstrate how popular "corporate governanceh ithe financial sector even today (Hassan & Atha
Mbawa, 2021).
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What is Cor por ate Gover nance?

The English word "governance” comes from the Greek Wkuternaein,” which means "steering” (Nelson,
2017). The concept of "corporate governance" is, nevertheeglatively new one (Manta, 2018). Due to the
term's complexity, it has been defined in a variety of ctsténcluding but not limited to its legal aspect,
scholarly aspect, and practical aspect. Neverthelegsain English, "corporate governance in a business
environment refers to the system of rules, polices] processes by which the corporations are directed and
controlled” (Chen,2021).

History and Evolution of Corporate Governancein &i Lanka

Since the Portuguese invasi@i Sri Lankain 1505, the country has been a colony. After gaining
independence from the British in 1948, the colonizationcamae to an end. During these years, the country
was dominated for 443 years by the Portuguese, Dutch, amshBfiambimuttu,2009). The country did not
receive any of the Portuguese laws or legal framework.edery the Dutch were quite eager to impose their
legislation on the nation. They dominated the countgastal regions while Sri Lankan rulers ruled the
country's interior highlands (Kingdom of Kandy). Dutch law sigaifitly influenced the legal framework of
the country (Cooray,2009).

The Legal Framework of Cor porate Governancein Sri Lanka (General)

"Ordinance of Civil Law No. 05 of 1852" was introduced in 18&2estrict the application of Kandyan law
and to apply the Law of England to all business transaciio8ri Lanka (Wickremasinghe,2018). As a result,
British models and procedures had a significant influemceorporate governance practices in Sri Lanka. Sri
Lanka's corporate governance model is mostly based on the “Anglo-Saxon Model of Corporate Governance”,

the corporate governance model used in England. Followingnttief the British administration in 1948, a
number of local businesses were established usingAtigld-Saxon model," despite professional bias against
this approach (Senaratne,2011).

With respect to share trading, the "Joint Stock Compddidmance No. 4 of 1861" was subsequently passed.

Furthermore, the "Share Brokers Association" was éstedul in the year 1896, and it changed its name to the

"Colombo Brokers Associationith 1904.In 1938, "Companies Ordinance No. 6f11938" was developed
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(www.cse.lk, 2023).In compliance with the aforementioned Companies Ordinatioe, Registrarof
Companies department was set up to assist firms establsBad.anka (www.drc.gov.lk, 2023).

There were several improvements to the governancestysost-adoption of free economic policy in 1977.
The companies act No. 17 of 1982 was incorporated to reguksveral local and foreign corporate bodies
that were established post-free economic policy. Itratee and consolidated laws relating to companies. It is
quite a lengthy and comprehensive enactment whicluslies several corporate governance requirements
such as disclosures, responsibilitiesof directors, audit procedures, shareholder meetings etc.
(Wickremasinghe,2018).

Colombo Securities Exchange (GTE) Ltd was established985 after joining the Colombo Brokers'

Association and the Stock Brokers' Association. It waisdeld company by guarantee licensed under the
provisions of Sri Lanka's Securities and Exchange Comwnisahd registered as a company under the
Companies Act No. 17 of 1982. Later, this became the Coldddick Exchange (CSE), and it now plays a
significant rolein making regulations that are applicakie listed companies and that enhance their

governance structures (Wickremasinghe,2018).

In order to regulate Sri Lanka's securities market, the Sesugihd Exchange Commission of Sri Lanka Act
No. 36 of 1987 was passed in 1987. It was passed in order to neampgeations for each unit trust, license

stock exchanges, register market intermediaries, creatmpengation fund, and deal with issues that are
related to or incidental to those purposes. This act amsnded several times, particularly in the year
1991,2003,2009 and very recenfly 2021. The objective of these amendments wesmprove the

governance structure of the securities market and thbast investor confidence (www.sec.gov.lk,2023).

The "Sri Lanka Accounting and Auditing Standard Act. & of 1995," passed in 1995, greatly aided Sri
Lanka's establishment of a culture of good governanceoriipléance with this act, numerous actions have
been made to enhance Sri Lanka's governance culturélngtitute of Chartered Accountants of Sri Lanka
(ICASL)" was given authority under this act to develop "SrikaaAccounting and Auditing Standards" as an
example. The first official and formal corporate govewecode published by ICASL, "The Code of Best
Practices: Matters Relating to Financial Aspects afp@@te Governance," in December 1997 and this was
based on the "Cadbury Code-1992 UK," the first English compagavernance code developed on the
"Anglo-Saxon model." Despite the '‘comply explain' approach being adopted by the 'Cadbury Report
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Corporate Governance,' the ICASL code was a voluntarg.cbdis can be considered the first corporate
governance code in Sri Lanka (www.casrilanka.com, 2023).

"Handbook on Corporate Governance: Principles and Guidelingsstqractices in Sri Lanka" was released
in 2001 by the Institute of Chartered Secretaries and Adtrabdrs in SriLanka, another professional
organization in the country. The Sri Lanka Branch of tiséitiite of Chartered Secretaries and Administrators
(ICSA) was foundedn 1953 as an Associationof Sri Lankan Member®f the Instituteof Chartered
Secretaries and Administrators (ICSA) of London. It was\tgah local status in 1985, and its hame was

changed to its current one in April 2008. (www.iccslk.@@R3).

The “Best Practice on Audit Committees” was issued by the ICASL in 2002 which is another voluntary code
on corporate governance and in the same year, CBSL also issued the “Code of Corporate Governance for
Banks and Other Financial Institutions”. The qualifications of directors, the role of the chairman and CEO,
senior management, the company secretary, director tranihdamiliarization, the structure of the board's
committees, transparency, risk management practicespradéential regulation and supervision are the 12
(twelve) corporate governance principles contained in this. dbdea voluntary code, and CBSL directed all

banksto follow it in orderto protect the financial system's integrity and stgb{livww.cbsl.gov.lk, 2023).

The "Code of Best Practices in Corporate Governance for Fablarprises in Sri Lanka" was published by
the "Department of Public Enterprises of the Ministry iofaliRce" in January 2003 with the goal of enhancing
the corporate governance of public enterprises and stahuidies. The Public Interest and Accountability to
Stakeholders, Ownership Functions of Government and Redhtipwith Public Enterprise, Annual General
Meeting on Enterprise Performance Strategy and CorpolgexiiVes, Boards for Effective Leadership and
Oversight, Disclosures and Transparency, Performanizgeddncentives, etc. are just a few of the principles
that are covered in detail in this code. The Code alscessies additional issues unique to the corporate
governanceof public enterprises, including the need for the governnenexercise ownership and
governance functions over public enterprises more effégtived the need for a professional board and

management to have more operational independence frajpubemment (Wickremasinghe, 2018).
The ICASL released the “Code of Best Practice on Corporate Governance” replacing the 1997 code and was

based largely on Hampel Code 1998. This code contains thappesiof corporate governance under two

main headings: The Company and Institutional Sharehol@liees.sectioron ‘The Company’ provided
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principles on corporate governance in relation to four main areas: directors; directors’ remuneration; relations
with shareholders; and accountability and audit. On ther band, the section on ‘Institutional Shareholders’
provided principleson corporate governancen relation to institutional investors and other investors

(www.casrilanka.com,2023).

In 2004, SEC issued another guidelim® “Audit and Audit Committees” for listed companies
(www.sec.gov.lk,2023).

1.In March 2007, the CSE included corporate governdncis listing rules.In the beginning, listed
companies were instructed to publish a confirmation irativesal report for the financial year starting from 1
April 2007 indicating their compliance with the provisionfscorporate governance rules provided in the
listing rules (Section 7.10). If not, companies need to gdeow written notice stating the reasons for non-
compliance. In the second stage, it was mandated to gamtpl listing rules and need to publish a statement
on compliance in the annual report commencing from Apr2008 (Manawaduge, 2012).

The CBSL issued two separate directions in December 2007dden$ed Commercial Banks (LCBs)" and
"Licensed Specialized Banks (LSBs)" outlining the mandatorgarate governance criteria for banks in Sri
Lanka (CBSL Annual Report, 2013a, 2013b). These two directiammandatory for compliance and can be
considered a milestone in the corporate governance refor8s Lanka. These directions include basic
corporate governance standards that are applidabtee banking industryn Sri Lanka. And another
significant step toward a strong corporate governamttere was made in 2007 with the passage of the
"Companies Act, No. 07 of 2007". That act included severaligioms that support and build Sri Lanka's
corporate governance culture (Menadue, 2012).

"ICASL" and "SEC" released the "Code of Best Practices of Catpdsovernance" as a voluntary code of
corporate governance in June 2008. The mutual respoiysdiilihe single board for the performance of the
company; the objectivity of the directors against tiierests of the company; checks and balances; fairfiess o
appointments and remuneration; and the effective righthareholders are some of the main topics covered
by the code (Wickremesinghe,2018)
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In order to improve the efficiency of the audit functionlisted businesses, the "SEC" released a new
guideline on the appointmentof auditorsin July 2008. A corporate governance directive (Corporate
Governance Direction No. 3 of 2008) for Sri Lankan registeiregh€e businesses was also released by the
"Central Bank"in the same year with the objective of improving theporate governance culturef
registered finance companies in Sri Lanka. This directiegnbiegn amended in years 2008, 2011 and 2020.
(Wickremasinghe,2018).

A new corporate governance directive (Corporate Governaireetidn No. 4 of 2009) was issued by the
"Central Bank" to finance leasing businesses in 2009. It cantaendirectives for the responsibilities of the
board, meetings of the board, criteria to assessitties$ and propriety of directors, the compositiothef
board, management functions delegated by the board, them@haand the Chief Executive Officer, board-
appointed committees, related party transactions etc. dirgstion was issued by the CBSL aiming to
streamline the corporate governance practices in finaooganies post several failures in the financial
sector. This direction was amended in 2013 and 2020 keepinghwitthanges in international standards. In
the year 2012, CBSL issues another direction stating itleei@ifor the assessment of the fitness and propriety

of the directors. (www.cbsl.gov.lk,2023).

An updated "Code of Best Practice on Corporate Governance"publgshed in 2013 by "ICASL" and
"SEC", jointly which improved the original code that waslished in 2008. This code is mainly segregated
into two parts; Company and Shareholders. "Reporting ndérial controls, risk management and
responsibilitiesof the boardof directors and audit committees, requirements relatedemuneration
committee, the role of company secretary in relatiooorporate governance of the company, communication
with shareholders, and sustainability reporting" are sontbeoinost significant changes made to the new
code (www.casrilanka.lk, 2023).

CBSL issued two guidelines for LCBs and LSBs in 2015 to cldhié/term “Key Management Personal

(KMPs)” mentioned in the 2007 corporate governance direction (www.cbsl.gov.lk,2023).

With little changes, the "ICASL" published the fifth editiaf the "Code of Best Practices of Corporate
Governance" in the year 2017. Annual review of board conmpoesigainst a predefined criterion, structured
board meetings, defining and refining the role of the B@itector's training, and authority to take expert

advice, the introductiorof related party transaction committee line with the provisionf the CSE, a
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requirement for "Environment, Society and Governance iReggd' etc. are some of the key vicissitudes
suggested by this code. (www.casrilanka.lk, 2023).

The section pertaining to corporate governance in C8mdirules have amended in 2018 to include the
requirement of an audit committee (Rule 7.10.6 (a). Accordiraglisted entity must comply with the audit
committee requirements stipulated in the directions wiganek to composition, function, and disclosures in

the annual repodf the audit committee (www.cse.lk,2023).

Banking act directions nos. 11 and 12 of 2007 on corporatergowes for licensed banks in Sri Lanka were
modified in 2019 to include section 3 (iii) which stipulatbe aappointment of directors to licensed banks
(www.cbsl.gov.lk,2023).

In 2019, ICASL published a “Guide to Corporate Governance in Small and Medium Enterprises” in order to
develop sound corporate governance practices and thereby 8wIS®E industry in Sri Lanka. This guide
specifically highlights the applicatiorof corporate governancén SMESs, strategy, structures, and

responsibilities as SMEs are consideasdspiring corporates in a country (www.casrilanka.lk, 2023).

CBSL issued another direction, the finance businesdDikettion No. 05 of 2021 on corporate governance
applicableto finance companies during the covid 19 pandetoicstrengthen the corporate governance

practicesof the finance companies (www.cbsl.gov.1k,2023).

These numerous regulations issued by various regulatdrgrdigts exhibit their interest in maintaining good
governance culture in their respective sectors. Howewés,also evident there was a lack of coordination

between these institutions when codifying corporategmnce rules in Sri Lanka (Wickremasinghe,2018).
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Table 1.0- Summary of “Corporate Gover nance Codes” and “Rules” in Sri Lanka

Year Issued Institution Nameof the Code Content Summary

1997 Institute of Chartereq Code on Best Practicg Structure and responsibilitiex
Accountants of Sri Lankg on Matters Relating t( the BOD.

Financial Aspects of
Corporate Governand Rights and responsibilitiesf
(Blue Print of the| the Shareholders.
Cadbury Code 1992)
Role of auditors

2001 Institute of Chartered Hand Book  on| Principles and Guidelinas
Secretaries an{ Corporate Governancq Best Practicén Sri Lanka
Administrators in  Sri| Principles and

Lanka” (Now known as| Guidelines to Best
Institute of Chartered Practicein Sri Lanka

Corporate Secretaries

Sri Lanka)
2002 Institute of Chartere( Code of Best Practicg Scope and functionsf the audit
Accountants of Sri Lankg on Audit Committee committee of listed companies
2002 Central Bank of Sr{ Voluntary Code on | This code consists of 12 bas
Lanka Corporate Governance principles of corporate

governance relatedo board;
namely, the qualification of
directors, chairman and CE
the role of CEO and seni
management, compal
secretary, directors’ training/
familiarization, committegq
structure for board
transparency, risk managemg

systems and prudent
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regulation and supervision.

2003

Institute  of

Charterec

Accountants of Sri Lankg

Code of Best Practic
on Corporate
Governance (Replace
1997 Code and basg
largely on

Code (1998))

Hampel

Principles on corporate

governance under two mal
headings: The Company a

Institutional Shareholders.

The section on ‘The Company’
provided principles  on
corporate governance in relati
to four main areas: director
directors’ remuneration
relations with shareholders; a
accountability and audit. On th
hand,

‘Institutional

the sectioron
Shareholders’

principles  on

other

provided
corporate governance in relati
to institutional investors and

other investors.

2003

Department of
Enterprises  of

Ministry of Finance

Public

the

Code of Best Practice
in Corporate
Governance for Publi
Enterprises in  Sri

Lanka

The  Public
Accountabilityto Stakeholders

Interest an

Ownership Functionsf the
Government and It
Relationship with the Public

Enterprise

The Annual General Meeting ¢
Enterprise Performancg
Strategy and Corporate

Objectives

WWw.ijrp.org

&%, IJRP.ORG

ISSN: 2708-3578 (Online)

277



Poornima Ranawaka / International Journal of Research Publications (IJRP.ORG)

Y

Boardsfor Effective Leadershiy
and Oversight

Disclosures and Transparency
Performance-Related Incentive

2004 Securities and Exchangq Guideline for Listed
Commission Companieson Audit
and Audit Committees
2007 Colombo Stock Exchang| Listing Rules 2007 Non-Executive Directors
Section 6 Independent Directors
Disclosures relatintp directors
Remuneration Committee
& Audit Committee
2007 Central Bank of Sri Banking Act Direction| The Responsibilities of the
Lanka No. 11 of 2007- Board

Corporate Governancg
for Licensed
Commercial Banksn

Sri Lanka

TheBoard’s composition

Criteria to assess the Fitness

and Proprietyf Directors

Management function

delegated by the Board

The Chairman and the Chief

Executive Officer

Board appointed Committees
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Related party transactions

2007 Central Bank of Sri Direction No. 12 of | The Responsibilities of the
Lanka 2007 -  Corporatel Board
Governance foll The Board’s composition
Licensed Specialize| Criteria to assess the Fitness
Banksin Sri Lanka and Proprietyf Directors
Management function
delegated by the Board
The Chairman and the Chief
Executive Officer
Board appointed Committees
Related party transactions
2008 Institute of Chartereg Code of Best Practice | A single board collectively

Accountants of Sri Lank

and Securities an
Exchange Commission

Sri Lanka jointly.

on Corporate

Governance

responsiblefor the success ¢

the company

A separate Chief Executive a

Chairman

A balance of Executive and
Independent Non-Executiy

Directors
Strong, independent Audit arn
Remuneration

Committees

Annual evaluatiorby the Board
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of its own performance

Emphasis of objectivity of
directorsin the interestof the

company

Transparencyon appointment

and remuneration

Effective rightsof shareholders

2008

Central

Lanka

Bank of

Sr

1.Corporate

Governance Direction

No. 5 of 2008-
Amendments to
Directions on

Corporate Governang
for
Licensed Commercig
Banks in Sri Lanka.

2. Corporate

Governance Directiol

No. 7 of 2008
Amendments to
Directions on

Corporate Governanc

The Banking Act Direction No
1 of 2008 dated April 23, 200
described as  “Provisions
regarding executive directors
and transitional provisionfor

founding directors, incumbent
chairmen and executiv
directors”, was revoked. And
sections

following werg

replaced in the 2007 direction.
3(2)(ii) (B)

3(3)()(A) and 3(3)(1)(B)

3(3)(ii)

3(9W)

Replaced the Direction No. 5
the Banking Act, Direction Ng
5 of 2008
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for
Licensed Commercia
Banks in Sri Lanka.
2008 Central Bank of Sri 1.Banking Act| Amendmentsto Banking Act
Lanka Direction No. 6 of | Direction No. 12 of 2007-
2008 amendmentsto | Corporate  Governance for
Directions on | Licensed Specialized Banks
Corporate Governand Sri Lanka
for Licensed
Specialized Banksin
Sri Lanka.
2.Banking Act
Direction No. 8 of
2008 amendmentsto
Directions on
Corporate Governand
for Licensed
Specialized Banksin
Sri Lanka.
2008 Central Bank of Sr| Finance Companie| The Responsibilities of the
Lanka Corporate Governand Board
Direction No. 3 of
2008. Meetingsof the board
Composition of the board
Criteria to assess the Fitness
and Proprietyf Directors
Delegationof functions
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The Chairman and the Chief
Executive Officer

Board appointed Committees

Related party transactions

2008 Central Bank of Sr| Finance Companie| Amended the previous directiq
Lanka Corporate Governance issued same year
(Amendment) (“Finance Companies Corporate
Direction No. 4 of Governance Direction No. 3
2008 2008)
2008 Securities and Exchangq Guidelines for| Qualification & Appointmenof
Commission Appointment of | Auditors
Auditors of Listed
Companies Rotationof Partners
Re-appointmentof Engagemen
Partner
Independence of Auditors
Financial Reporting
2009 Central Bank of Sr| Finance Leasing The Responsibilities of the
Lanka (Corporate Board

Governance) Direction
No. 4 of 2009

Meetingsof the board
Composition of the board
Criteria to assess the Fitness

and Proprietyf Directors

Management function delegat
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by the board
The Chairman and the Chief
Executive Officer

Board appointed Committees

Related party transactions

2009

Colombo Stock Exchang

Listing Rules 2009
(Section 7.10)

Corporate governandg

requirements related to
compliance, non-executiy
directors, independent directo
disclosure relatedo directors,
criteria for defining
independence, the remunerat
committee, and the audit

committee.

2013

Chartered
Sri

and “Securities

Institute  of
Accountants  of
Lanka”
and Exchangg
Commission of  Sri

Lanka” jointly.

Code of Best Practic
on Corporate

Governance”

The key changes introduced
the new code include “reporting
of internal controls,  risk
management an
responsibilities of board of
directors and audit committeg
requirements related to
remuneration committee, th
role of company secretaryn
the
governance of the company

with

relation to corporaté
communication
shareholders and sustainabilit]

reporting.

2013

Central Bank of Sr

Lanka

Banking Act direction
No. 30f 2013

Replace DirectiorNo 3(3)(ii) of
the Banking Act, Direction Ng
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Amendments to | 11 of 2007, dated 26 Decemb
directionson 2007.
Corporate Governang
issued to Licensed
Commercial Banksn
Sri Lanka
2013 Central Bank of Sri Banking Act Direction| Amendmentto “Banking Act
Lanka No. 04 of 2013 Direction No. 12 of 2007
Amendments to | Corporate  Governance  fq
Directionon Licensed Specialized Banks
Corporate Governanc Sri Lanka.
Issued to Licensed
Specialized Banki
Sri Lanka
2013 Central Bank of Sr| Finance Companie| Amendment to  “Finance
Lanka” (Corporate Governang Companies Corporat
Amendment) Direction Governance Direction No. &f
No. 60f 2013 2008”
2013 Central Bank of Sr| Finance Leasing Finance Leasing (Corpora
Lanka (Corporate Governance) Direction No. 4
Governance- 2009~
Amendment) Direction
No. 1of 2013
2015 Central Bank of Sr| Key Managemen Clarifying the term “Key
Lanka Personnelin Banking| Management Personal (KMPs)”
Act  Direction on | mentioned in the 2007 corporg
Corporate Governance governance direction.
2017 Institute of Chartereq Code of Best Practice Annual review of boarg
Accountants of Sri Lankg of Corporate| composition against
Governance (5" | predefined criterion, structure
edition) board meetings, define a
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the

training,

refine role of BOD,

Director’s and
authority to take expert advic
Introduction of related party
transaction committedn line
with the provisions of the CSH
a requirement for ‘Environment,
Society and Governance

Reporting etc.

2018 Colombc StockExchangel Amendments mad&® | Rule 7.10.6 (a) - Composition
the CSE Listing Ruleg and Role of the Audi
in the Year 2018 Committee

2019 Central Bank of Sri| Banking Act No. 9 off Amendmentto the “Banking

Lanka 2019 on Corporate Act No. 11 and 12 of 2007 o

Governance for
Licensed Bank®s Sri

Lanka

Corporate  Governance for

Licensed Banks in Skianka”

Insert 3(3) iii to the original
direction.

Chief
Executive Officer of a license

(A Director or a

bank operatingin Sri Lanka
shall not be appointed as a
Director or a Chief Executive
Officer of another licensed bar
operatingin Sri Lanka before
the expiry of a periodof 6
months from the date of
cessation of his/her office at tf
licensed bank in Sri Lanka. An
variation theretan exceptional
such whe

situations as
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expertise of retiring bankers
maybe required whe
reconstituting Boards of
licensed banks which nes
restructuring, shall be subject
the prior approval of the
Monetary Board. In this regar
licensed banks shall ensute
adhere to the requirement of t
cooling-off period when
appointing Directorsor Chief
Executive Officer. If a Directo
is appointed to the licensed
bank by an appointing authori
violating these Directions, th
licensed bank shall take steps
prevent such appointee frg
exercising any powers or

enjoying any privilegesr

benefits).
2019 Institute of Chartereq Guide to Corporate| Application of  Corporate
Accountants of Sri Lankg Governance in  Small| Governance in SMEs
and Medium | Strategy
Enterprises Structure and responsibility of
the board
2021 Central Bank of Sri| Finance Business A( Boards overall responsibilities
Lanka Direction No. 5 of | Governance Framework
2021 Composition of the board

Assessment of fitness ai
propriety criteria

Appointment and Resignatio
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of directors and senig
management
The Chairperson and the CEO
Meetingsof the board
Company Secretary
Delegationsof functionshy the
board

Board sub committees
Internal controls

Related Party Transactions
Group Governance
Corporate Culture

Conflicts of interest

Disclosures

Corporate Gover nance Directions Applicableto the Banking Industry in Sri Lanka

1. CBSL Directiondfor LCBs and LSBs

The Central Bank of Sri Lanka has issued two directionsapporate governance that are applicable to the
banking industry.

1. Banking Act Direction No. 1bf 20070on Corporate Governance

2.Banking Act Direction No. 12 of 2003h Corporate Governance

As mentioned above, these directions were amended froett time to be in line with the market and
economic conditions. These two directions mainly focused on the “responsibilities of the board, the board's
composition, criteria to assess the fitness and prgpofedirectors, management functions delegated by the
board, the Chairman and the Chief Executive Officer, thardbappointed committees, related party
transactionand disclosures” (Www.cbsl.gov.lk,2023).
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The compliance with the said directions was asceddiyehe CBSL officers by conducting onsite audits and
off-site audits. In addition, the banks are required to pgeodi statement on the level of compliance with the

said directions in their respective annual reports. (Whsl.gov.lk,2023).

2.Listing Rules on Corporate Governance

The listing rules are mandatory for the companies listedCSE. Corporate governance is considered a
prerequisite under the Colombo Stock Exchange's current listindations, which were last updated off' 14
February 2022. Every applicant for listing securities mdBeee to listing rules, which are expressly stated in
the listing regulations. In addition to the firms' statytrequirements, these listing standards impose new
obligations that are both complimentary and supplementampo@iie governance is expressly included in
Section 7.10 of the listing rules. It outlines the rules dorporate governance in relation to compliance,
independent directors, non-executive directors, disclogetated to directors, criteriafor defining
independence, the remuneration committee, and the @rdihittee and also the enforcement procedure for

non-compliance with corporate governance requirements (esevik, 2023).
3. Code of Best Practican Corporate Governanee2017

This is the most recent corporate governance codehtedCASL has published. Despite being a voluntary
code of corporate governance, the majority of corporatiieboadhereto it. In this code, corporate

governance is covered from two angles.. i.e., the Compangpective and the shareholder perspective.
Corporate governance principles related to directors, meration of directors, relations with shareholders,
accountability and auditing are discussed from the compamgpantive. In contrast, corporate governance
issues pertaining to institutional investors, otheestors, the Internet of things and cyber security, asasell

environment, society, and governance (ESG) reporting aedesed from the viewpoint of the shareholders.
It appears that the Code of Best Practice on Corporate Goverisaathorough code that takes into account

all of the corporate governance's fundamental features (wwilacks.com,2023).
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Legal Framework of Corporate Gover nance Applicabletothe banking industry in Sri Lanka

This section discusses some of the key legislative ereats that are related to the corporate governance
structure of Sri Lankan banks. While some legislationgaomnotions related to corporate governance
expressly, other laws ads the framework for developing such concepts through rutegulations,

guidelines, and directives (Wickremasinghe,2018).
1. Monetary Law Act No. 58 of 1949

The Monetary Law Act is one of the key statutes inL&nka which had gained more importance due to the
prevailing financial crisis. It was incorporated in 1949 wiite view of establishing a monetary system in the
Country. The CBSL has been established under Sectiohap{€ 1l) and the Monetary Unit was established
under Section 1 (Chapter I) of this act. The Monetary Board leasutiority to create rules and regulations
that are required with regarib any issues impacting the Central Bank's powers, refjildies, and
obligations under Section 10 (c) of the Monetary Law Mdintaining the stability of the nation's financial
system in accordance with section 5 of the Act isafrtie Central Bank's primary objectives. The Monetary
Board uses the power granted to it by Section 10(c) readnjuraion with Section 5 to create corporate
governance standards for banks because corporate governanoeesnpanking stability, which in turn
improves the stability of the country's financial syst(www.cbsl.gov.lk,2023). Sri Lanka is currently in the
process of amending the Monetary Law Act to grant mudependence to CBSL to operate flexible policy

and implement both monetary and exchange rate policy (@@onomynext.com,2023).
2. Banking Act No. 30 of 1988

The banks in Sri Lanka are established and regulated undemtkiaghact. The banking act was amended in
1990,1995, 2005 and 2006. The guidelines for corporate governangevemeto LCBs and LSBs by the
Monetary Board of the CBSL under the banking act section 48n@d.)’6 (j) (1) respectively. Schedule Il of
the Banking Act provides the list of activities thainks are permitted to carry out by a LCB and Schedule IV
provides for the list of activities that are permittectarry out by a LSB. (www.cbsl.gov.1k,2023). According
to the Deputy Governor Ms T M J Y P Fernando, CBSL is aingritie banking act as a part of the IMF

bailout negotiations and expects to finalize it wittha year 2023 (www.dailynews.|k,2022).
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3. Sri Lanka Accounting and Auditing Standards Act Noofl5995

The main regulating law of Sri Lanka's accounting systethe Accounting and Auditing Standards Act No.
15 of 1995. Enforcing this law is the responsibility o€ tSri Lankan Accounting and Auditing Standards
Monitoring Board (SLAASMB). All Specified Business Ent#i€SBES), including banks, are required under
the act to compile and present financial statemenis accordance with its requirements

(www.casrilanka.com,2023).

This Act has a few notable features. According tctises 2 and 3 of this act, the Institute of Chartered
Accountantsof Sri Lanka (ICASL)is empoweredto implement Sri Lankan accounting and auditing
standards. Further, the Sri Lanka Accounting Standardtbtorg Board, a board which monitors compliance

with the act by the stakeholders was established bipselt of the act (www.casrilanka.com,2023).
4. Companies Act No. @f 2007

The company law of Sri Lanka runs back to the Brigsh. The Joint Stock Company Ordinance No 4 of
1861 was the first piece of legislation developed esped@ligri Lanka. Then there were many other statutes
such as Companies Ordinance No. 15 of 1938, Companies Act Nb1282etc. In 2007, all these statutes
were repealed and the Companies Act No. 7 of 2007 was enactddaghiolidates all the laws applicable to
the companiesin Sri Lanka. This is a considerably lengthy and comprehensive statute
(Wickremasinghe,2018).

The Companies Act contains a number of provisions dha designed to enhance and facilitate corporate
governance. The fundamental obligatiook the directorsto the company are spelt forttn detail
(www.drc.gov.com, 2023).

There are also other laws that support the establighofiedri Lanka's corporate governance structure. The
Finance Companies Act, No. 78 of 1988, and the Finance Leastnéc56 of 2000, are two examples of
such laws. These Acts form the basis for developingarate governance in particular sectors like finance
and leasing (Wickremasinghe,2018).
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Conclusion

In Sri Lanka, corporate governance has a long historydidtass back to the reign of the ancient monarchs.
However, the institutional and framework developments jpémtato corporate governance are far more
recent. As depicted above, there are various rules, riegidatnd voluntary and non-voluntary codes that
codified the corporate governance standards in Sri Lariese Rules and Codes are backed by several key
statutes such as the Banking Act No.30 of 1988 Sri LankagtdonLaw Act No. 58 of 1949 of Sri Lanka,
Companies Act No. 7 of 2007 of Sri Lanka, and Sri Lanka Acdograind Auditing Standards Act No. 15 of
1995 etc. The corporate governance regime appears adequatkergogghe economic background and the
country's market size. However, one may have to tefeseveral statutes to get an understanding of the
corporate governance structure in the financial industSrirLanka. This article provides a gateway for that
requirement. However, a time had come to the codificatiothese rules and regulations applicable to
corporate governance as it will be more convenient anctigmh for the stakeholders to refer to a single
document rather than referring to various documents. Moreibweill, improve the level of compliance with

corporate governance standafalsobvious reasons.

There is very little research work available adafe on the effectiveness of those regulations and .codes

Therefore, theres more scope for research in this area.
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