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SUMMARY OF RECOMMENDATIONS
 

1. The primary recommendation of this project is that the Colombo Stock Exchange provide forgovernance by a Board composed only half of members and the other half representatives of listedcompanies, institutional and individual investors or their attorney and accounting professional
representatives. 

2. As a base for improved self-regulation, CSE should publish a manual for members, theiremployees, agents and customers, organizing by subject relevant parts of Sri Lankan law,securities council rules. axid CSE articles and rles now in 20 different documents. 

3. Establish a full time exchange staff with investigative accounting and securities experience formember surveillance with initial close attention to review of trading, capital and profitability of eachmember. Provide competent foreign orientation for this staff. 

4. To enhance niember profitability after exchange surveillance capacity is developed, there shouldbe regulatory options permitting choice by firms to maximize money management profits, topromote liquidity by regulated firm trading, to charge more than the fixed commission in certaininstances, and to use customer credits to finance other customers fifhy collateralized debits. 

5. Exchange rules should require both net capital and security deposits which fluctuate withvolume and the risks of each member'- business. At times, the new exchange requirements wouldbe less than the pre!sent overriding Securities Act, at other timeF the Exchange capital requirements
would be gmeater than those of the Act. 

The security deposits could be met by bank guarantees but the liquid capital requirements should bemet by a minimum positive capital equity reduced by assets not readily convened to cash andallowances For market risk in such conversions to cash. Provision is made for members nowrelying on advances from affiliated companies and baik overdrafts to convert such financing tosubordinated debt acceptable for capital purpoces. 

Priorities are established for use of security deposits, and provision is made for pro-rata chargingof other members if a failing member's security deposit is insufficient to cover net losses on close 
out of open contracts. 

6. Deposit problems should be corrected by:in!:alidating any guarantee with less than two months to run (thus encouraging earlier renewals orextensions and providing a discovery period);clarifying the purpose of the guarantees as stated in CSE Article 18 to (a) completion of exchangeopen contracts of defaulting Members, (b) debts to the Exchange, and (c) unsatisfied claims of 
customers;
providing that the guaranteeing bank has no right of set off against other membe" assets it might
hold; and
removing any question as to whether the guarantee could be used to protect contracts entered on theexchange but not processed through the clearing system. 

The September 15, 1989 rules on separate bank accounts for customer funds should be amended(as in 703) to permit customer credit balances to finance other customer fully collateralized debitsand then enforced. The proposed rule 703 would also establish legal integrity of the required 
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customer bank accounts as customer property, improving priority distribution to customers undei
provisions of the Compensation Fund amendments being prepared by the Securities Council. 
3. Clarify the obligation of a broker to his customer when the contra broker does not perform. 
Provide for borrowing of securities against cash collateral to facilitate timely deliveries. 

9. CSE should provide prudent regulation of margin business for its members and their affiliates. 

10. Minimize risk of employee fidelity through supervision and control rules. In addition, the 
exchange should investigate the feasibility of required fidelity insurance for members. 

Require audit confirmation of customer accounts and mailing of customer security statements by
CDS rather than members 

11. Impose qualification requirements for agents similar to those proposed for sales employees of
members. Encourage members to protect themselves by a contract with the agent indemnifying the 
member for any liabilities arising from the agent,or its employees. 

12. Form a committee to look into further centralization of post trade processing functions, such as 
a common computer system, a mailing facility for communications of companies to se,:uriiv
holders, direct receipt and delivery of securities between the central depository and customers, etc. 

13. Form a second committee to plan CSE role in training of sales personnel, media promotion,
and centralized educational campaign direction. A full time exchange officer for promotional
planning and execution should be a future objective. 

14. Review fixed commission levels and Exchange financing. 

15. Fill critical gaps in CSE rules by adopting specific rules proposed in Exhibits to this report,
summarized as follows: 

Organization and Governance - ex.-cutive committee balance between members, listed companies,
investors; comer control; liability for use of facilities; nominating committee; chief executive officer 
powers. 

Listing - approval criteria, prcky procedures, listing agreem.-,t. 

Trading - change of ownership tiniing, responsibility to customers for settlement, cross (parcel)
exposure, auction and customer order priorities, discretion by traders, cash and delayed delivery
transactions, erroneous reports, order records changes and definitions, short selling. 

Settlement - introduction of accounts between members, qualification for carrying and settling
accounts, ciose outs, good delivery and reclamation, assignments, signature file, delivery againt
payment, borrowing securities, secrities loans, signature guarantees, credit extension (margin),
partial deliveries. 

Qualification of members, agents and personnel - conditions of qualification of members, trading
attorneys, employee representatives soliciting customer business, agents and agent representatives,
other approved persons; reporting of changes, authority for investigations, authority over
employees, investigation of new employees, employee records, acceptability hearings. 

Ethical Conduct - ..,ood business practice, conflicting employment, gratuities, reporting ofquestionable c3nduct, sharing in customer accounts, misleading names, rumor circulation, privacy 
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of regulatory infonnation, standards for communication with public, account transfers, faircorporate financing, free riding and withholding, disclosure of conflicts. 

Supervision & Control - supervision structure, duties of supervisors, know your customer rule,numbered accounts, employee accounts, control of public communications, prevention ofconfusion with associated entities. 

Financial & Operational - capital and settlement fund requirements, audits, financial statements tocustomers, reports to exchange; hypothecation, custody and borrowing of customer securities;
buy-ins, securities movements. 

D;cipline - summary access prohibition for failing member, disciplinary bases, p.-nalties aidprocedures by hearing panels; appeals, discipline by stipulation and consent, right to counsel,
discipline of suspended paries. 

Arbitration - controversies arbitrated, arbitration procedures, arbitration agreement. 
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IMPROVING COLOMBO STOCK EXCHANGE REGULATION 

A Project Financed b% AID/SRI LANKA
 
Executed by the International Sc:z.ce and Technology Institute
 

by Robert M. L ;hop

wtired Senior Vire -resident,
 

Chief Regulacory Officer
 
New York Stock Exchange
 

Background of this Project
 

Under the general heading of "Colombo Stock Exchange (CSE) Surveillance and Enforcement"
this project is a short term component of the long term capital markets project being performed by
the Internationa.l Science and Technology Institute (ISTI) under contract with USAID/Sri Lanka. 

The primary focus of the project is on capital adequacy of requiremens for CSE members, and
reduction of major risks or exposures. The project is also to focus on conflicts of interest of CSE
members, exchange supervision of members and their employees, and identification of any
unnecessary duplication between te Securities Council (SC) and CSE in regulating the stock 
market. 

The project was accelerated by the consultant's December 1989 project in Colombo assisting the
Securities Council in preparing a practical plan for implementation of a Compensation Fund and by
rewrite of his computerized book on "Model Rules for a Stock Exchange" already a' 'nttd for use 
in 10 other start-up or developing small exchanges. 

The report following is in three volumes. It begins by discussing in this first volume the major
risks needing attention by the Colombo Stock Exchange and proposing specific rule
recommendations. The second volume is a "Cut and Paste" compilation of the securities market
regulations now existing in Sri Lanka organized in ten subject areas. Upon return to the U.S., this 
volume is to be converted to acomputerized regulatory manual.
 
The third volume is a detailed commentary on the present rules, plus four indexes by different sorts
 
of the topics of the present and proposed r'les.
 

Profitability Risk 

The ever-present greatest risk to the viability of broker dealers is that of negative profitability. It is
the ultimate cause of most failures of exchange members - sometimes causing a slow death, other 
times sudden and unexpected. 

Losses weaken the will of vulnerable humans to remain honest, 'eading to falsification of records 
to conceal losses, overtrading of customer accounts to boost income, even theft. Slow losses result 
from the peaks and valleys of brokerage volume. Sudden losses result from customer reneges,
from market breaks, from theft discoveries, from uncovered manipulations, from listed company
adversities. 

A priority feature of exchange surveillance of its members, therefore should be a close watch on
profitability. A base for that capability is built into attached rules on capital (701) and clearing 
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guarantees (704). But the Exchange will also need a staff to operate a surveillance system on that
base. 

Sri Lanka brokers face another hazard to piofitability. Government and exchange policy inhibitstheir engaging in two of the most profitable parts ofthe stock exchange business in other countries: 
money management and firm trading. 

Brokerage commission business is at best a break-even activity in most countries. It demandsfixed expenses against variable income. It rarely produces sufficient income to finance growth inprofessional sales forces, bivnches and investor education or incentive for expansion. 

It does produce a basic bisincss which can support profitable money management through marginaccounts, interest on float of funds in transit, short term financing through repurchase brokerageand stock lending, etc. It also produces a skilled group of personnel close to the market who cantrade in a regulated environment without conmissions, profiting while furnishing market liquidityto short term imbalances in supply and dernand. 

Even in exchanges which prohibit member trading, as in Sri Lanka, there is inevitably a perceptionif not a reality, that there is underground firm trading. Regulated firm trading on the exchangefloor is relatively transparent and market friendly. Sri Lanka already has in place direct regulationof some elements of firm trading control such as insider trading restrictions. Others such as givingpriority to all customer orders over firm orders at the same price and prohibiting short sales indeclining markets are easily written and enforced. 

Although not usually profitable in the early stages ofexchange market development, firm trading asexchanges grow becomes a major part of firm profits in times of low volume as well as high.Regulated short sales are an important component. Exchange rules do not mention short selling -atopic treated diffeir-ntly and with great conviction in different world markets. CSE menbers appearto agree that, at their present level of trading, short selling is undesirable; it probably also wouldnot be profitable and subject to extreme risk of loss. They also recognize that the Act provides forborrowing of securities which ordinarily is a mechanism to support short selling, and that shortselling may be desirable in the future to assist market liquidity, particularly as market makingdevelops. (See proposed 212 for immediate clarification, but reconsidera'ion wfil be needed as the
market grows). 

Sri Lanka's flat requirement that all customer moneys be kept in separate bank accounts also limitsbroker opportunity for profit from temporaiy use of these funds. For example, the U.S., whichstrictly prohibits use of customer funds to finance firm positions or operations, does permitcustomer credit balances to be used to finance fully collateralized debits of other customers. Theinterest differences are a strong income stream for members. Even when interest is paid bybrokers on customer credit balances, there is an interest profit from higher rates on customer 
debits. 

RECOMMENDATIONS - The exchange should begin its member surveillancesystem by close attention to profitability of each member. 

To enhance profitability after CSE builds a surveillance capacity, Sri Lankan lawshould be changed to permit a securities firm to be both a broker and dealer underappropriate Securities Council and Exchange regulation. CSE should change itsarticles and rules to permit dealer members even before the law is changed. 

The provisions for separate bank accounts for customer funds should be modifiedto permit use of customer credits to finance other customer's fully collateralized 
debits. 
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Regulatory Risk 

To a degree experienced by few other types of business, stock exchanges and stock broker/dealer,
have a substantial regulatory risk which is both financial and personal to those engaged in suc 
business. 

The securities business is subject to detailed government regulation and exchange self-regulation
as well as communications media attention. Infractions are subject to discipline, arbitration 
criminal prosecution, and civil lawsuit. Publicity may accompany most such actions, althougl
exchange self-regulatory enforcement actions are likely to remain private where a not guilt,
determination is reached or where the infraction is minor. 

Enforcement actions have a high potential for member customer business loss, monetary loss, an(
even viability. Dramatic examples are the U.S. examples of Drexel Burnham and Princeior 
Newport going out of business. 
Runs on members by other broker dealers hastening to close out contracts and refusing to ente 
new contracts are not unusual when certain types of regulatory actions start. Ivan Boesky an(
Ronald Li are well known examples of prison sentences for individuals who took extremc 
regulatory risk. 

With growth of the Exchange there appears to have been little activity in rule making an(
enforcement. Some new rules have never been circulated to the membership or public. Existinj
regulations are in 20 different documents without any integrating manual or indcx. 

One result is that government through the Security Council is rapidly constructing a body cl
regulation which over time is likely to be less knowledgeably administered and less flexible tc
changing securities industry conditions than exchange self-regulation would be. Regulatory risk i. 
thus being increased for members, their employees and agents. 

The exchange is presently searching for a staff member to concentate on self-regulation o:
members, supplementing the present staff specialist in listed company regulation. Severa
consultants during the last two years have recommended areas of self-regulation which deserv
implementing exchange action. Certainly communication on self-regulation should be improvec 
through publication of regulatory pioposals for comment before adoption, and through a manua 
integrating all securities regulations in an oqganized manner, and through cooperation with the 
Securities Council. 

RECOMMENDATIONS: A framework for a regulaf*ion manual is suggested at the 
beginning of the recommended rulcs section of this report. 

Exchange member surveillance employees being hired should preferably have
backgrounds in investigative accounting and securities markets. Their initial
attention should be on possible trading abuses and financial surveillance through
regular reporting and field examination. Orientation by a foreign surveillance 
expert in Sri Lanka is likely to be more effective than visits to other exchanges. 

Exchange surveillance staff should be insulated from undue influence by Brokers.
For this purpose, the Exchange Executive Committee should be composed at least
half of non-brokers, exchange cmployees should not be hired by the Executive 
Committee but by a strong Chief Executive, and periodic reports by the
surveillance staff should be made on significant investigations to the Securities 
Council. 
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Conflict ofInterest Risk 
An assignment for this project was to develop guidelines where CSE members have affiliatedcompanies involved in quoted companies secretarial services, margin trading, unit trusts,investment management or other services cosely invoived with stock market zctivy in general.These guidelines were desired to deal with reporting requirements, separation of business,director/employee disclosure and share (or unit trust) market participation limitations. 
Approach to these questions is circumscribed by the Securities Council Acfs prohibition at 31 ofabroker or any afiliate acting as a dealer. 

Two weeks ago in re -ponse to widespread perception not formally substantiated thzt there werepractices violating this provision of the Act, the Securities Council isued rules clearly stating !hatmembers may not execute an-i trades, even to execute unsolicited orders, in listed securities inwhich they "have an interest," thal personnel and close families of members may not trade throughtheir own firms, but can through other firms, and that members shall report to the exchange the names of all parties to all margin trading accounts. 

These rules are consistent with the Act but ace likely to have little practical effect in preventingp,-ssible abuses of concern. Our experience is thmat trading in pGtential conflict of interest situationsis better controlled against abuse by regulated operness thai, by gross prohibition. 

Proposed rule 605 is designed to neutralize the negative effect of requiring member personnel andaffiliates to place security orders through other brokers. It requires written permission of anemployee to open a securities account with another entity and duplicate account statements to besent to the employer. It binds the member executing such orders as well as the employer member. 
RECOMMENDAT ION: With the regulatory positions already takeu, the onlyeffective release for business ilexibility, appears to be repeal of ihe restrictiveprovision in the Act against dual broker/dealer functions. This will doubtlessdepend on the CSE demonstrating a capacity for surveillance and enforcement ofthe underlying potential abuscs such a, frontrunning customer orders, insider
trading, and price manipulation. 

Capital Adequacy Risk 
Exchange conduct rule 13 requires monthly reports to the CSE and SC of statements of"assets andliabilities, net capital, and aggregate indebtedness" but there are no such reports at either agencyand the requirement is not further defined. This rule was adopted by the exchange executivecommittee on September 15, 1989. As a part of this project a draft questionnaire f')r this purposehas been prepared for the Exchange which will need amendment as experience is gained withmember .,apability cf supplying the information. 

There is no Exchange requirement for minimum capital of a member at admission or later. 

Securities Council Rule 25 required a member to have issued and paid up capital of not less thanRs 500, 000 but compliance with this rule is not apparent from annual audited financial statementsrequired to be filed by members with the Council. There are no filings for several firms recentlyreorganized as corpo 'ations solely in the brokerage business because they have not been in 
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business long enough to have a trquired audit. Rule 25 has been omitted from a revision by a 
government drafting attorney, perhaps because capital requirements by Securities Council rule are 
not specifically authorized in the enabling Act. 

Further the SC rule would not seem to prevent the erosion of total capital below the Rs 500, 000 
figure by negative retained earnings. 

Out-of-date statements currently on file show several members with negative net worth - an excess 
of liabilities over assets. They remaained operational by means of unsubordinated loans and 
advances from affiliated companies and bank overdrafts. These accommodations are apparently
callable without notice and some are collateralized by fixed bank accounts and property or 
guarantees of affiliated parties. 

Capital adequacy of each member is a primary protection to exchange members as they are not 
permitted to make a business decision on trading with other particular members, but must accept 
contracts for large amounts which are open to market risk for up to three weeks ov more. In the 
past, financial responsibility judgment of the exchange and its members has been abrogated to 
banks through dependence on bank guarantees as a substitute tor capital liquidity. This may be 
acceptable for backing up completion of open exchange contracts, but not for protection of 
customers whose property is held by members, or of general creditors. 

Under Sri Lankan bankruptcy law, customer property held by members has no priority for return 
to customers, instead custoners would share pro-rata with other creditors such as banks writing
security guarantees or granting overdrafts, and affiliated companies maufng advances. There is no 
legal certainty that a parent or affiliated company will assist a member in sudden financial trouble. 
Indeed it may be a fiduciary duty of such parents and affiliates to deny any assistance in exercising
their fiduciary obligation to their own shareowners. Members with negative equity and not 
meeting capital liquidity requirements clearly should not be continued as exchange members. 

The CSE Articles of Association 17-18 require two types of deposit 'with the exchange. The first 
of Rs. 40,000 by a new member is a guarantee for observance of the Articles, subject to refund by
the Executive Committee without definition. 

The second is a security deposit which varied until recently from Rs 250,000 to 1 million 
depending on the date of ent-ance and full or associate member status. This article was changed on 
December 19, 1989 to conform to a recommendation of the CSE to SC substantially implemented
in a decree by the Minister also requiring a deposit with the exchange pursuant to Part IIld of the 
brokers' registration application. Both requirements may be met by market value of government 
securities transferred to exchange name, or bank guarmntee. 

The Minister has decreed and the exchange article now provides that such security shall vary
between a minimum of Rs 500,000 and a maximum of Rs 1,500,000 with variation between these 
figures computed at 0.5% of annual turnover (in contract values). Actual deposits in 1989 were Rs 
6.1 million based on 1988 rupee volume of 380 million but protecting transactions in 1989 of Rs 
225 million. The average open value of contracts in 1989 is estimated to have been about Rs 23 
million. The 1989 volume produced a 1990 deposit requirement totaling R; 6.3 million but 
turnover values in 1990 during the first nine months were about Rs 1.4 billion. Thus bank 
guarantees were protecting open contracts about 7 times as large as the base on which the 
guarantees were calculated. The 1990 volume will result in a far larger deposit requirement in 
1991 which is almost certain to be a lower volurme year than 1990. 

Obviously a once a year variation in contract value protection in a highly volatile financial business 
crates excess protection and member cost in slow markets, and insufficient protection in active 
markets. 
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RECOMMENDATION: The recommended rule exhibits attached (701, 704)suggest exchange rules which would require both net r'apital and security depositswhich would fluctuate with volume and the risks of each member's business. Attimes, the new exchange requirements would be less than the present overridingSecurities Council rules, at other times the Exchange capital requirements wouldbe greater than those of the Council. 

The security deposits could be met by bank guarantees but the liquid capitalrequirements would be met by a minimum positive capital equity reduced byassets not readily converted to cash and allowances for market risk in conversionsto cash. Provision is made for members now relying on advances from affiliatedcompanies and bank overdrafts to convert such financing to subordinated debt
acceptable for capital purposes. 

Related Bank Guarantee Problems 

According to the exchange form of guarantee document, the bank guarantees are callable by theexchange to the extent of liabilities which become due and payable by the member under the bylaws of the exchange. The guarantees are not subordinated to the claims of other creditors. Theyare acceptable as security up to their expiration date for debts not claimed before the expirationdate. There is no renunciation of the right of bank set-off of such guarantee payment against otherassets held by the bank for account of the member. Indeed the bank guarantees typically arecollateralized by specific assets of the Member or its affiliates or guaranteed by third parties. 

Thus the guarantees are evidence of liqruidity for a going concern, protecting against market risk indelayed completion of open exchange contracts, but are not insulation against loss resulting from afailhig member for customers and other creditors. 

CSE Article 18 specifies that the required security is applicable to payment of monies due to theexchange, other members or clients ,Ls determined by the exchange executive committee. Use ofthe guarantee to replace missing securities is not mentioned. The guarantee form required,however, is broad enough to cover replacement if delivery ofsecurities were a rule requirement ofthe Exchange. Rules of the exchange may be considered bye-laws. Trading floor rule 10.3 createsobligations to deliver securities and pay sums due through the clearing house and to pay fines forrelated lateness. There is no requirement for transactions between two customers of the samebroker to be entered into the clearing house. Although SC rule 19g requires share certificates to besent to buyers, a guaranteeing bank might deny payment to replace missing securities of 
customers. 

Possible third priority use of deposits to assist customers of a failing member should be retainedas protection from the proposed Compensation Fund will assist only customers with limited
values in accounts. 

The primary purpose of these security deposits is for completion of Exchange contracts of adefauing Member. It would therefore be logical to transfer such security to the CentralDepository System (CDS) when it becomes operational. Bank participation in CDS may alsomotivate transfer of the deposit to a CDS fund. 

After such transfer, it might become legally difficult to sustain use of any remainder of the securitydeposit to meet unsatisfied obligations to the Exchange itself or customers. Further, the Act now 
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requires that such a deposit be "lodged" with the Exchange. Therefore, while the Act remains as 
is, the deposits should remain with the Exchange, subject to a contract with CDS when it begin!
operation giving a priority claim to losses on clearing open contracts ofa defaulting Mem-ber. 

In addition as recommended in my report of December 29, 1989 on implementing a Compensatior 
Fund for Sri Unmka and amendments then drafted for CSE Article 18(i), advice of competen
bankruptcy counstl should be obtained on how best to insulate such security deposits fron 
classification as assets of the general estate in bankruptcy, and particularly whether use of the func 
for meeting exchange and customer claims should be dropped in order to strengthen maintenano 
of the security deposit for completion of contracts only. 

Provision should also be made in related Exchange rules and a contract with CDS that ani 
deficiency in completing contracts of defaulting Members will be met by assessment of othe 
members pro-rata to their security deposits at the time of default. 

RECOMMENDATION: The draft rules would correct the deposit problims (704:
by invalidating any guarantee with less than two months to run (thus encouraginj
earlier renewals or exvensions), would subordinate claims of the guaranteeinp
bank to claims of customers, would clarify that the bank has no right of set ofi 
against other member assets it might hold other than those specifically pledged
would remove any question as to whether the guarantee could be used to protec. 
contracts entered on the exchange but not processed through the clearing systetn
and would establish priorities for use of called deposits. Net losses on close out,
of exchange contracts of failing members would be charged pro-rata to othei 
members based on their security deposit requirements. 

Retention of the Security Dep-sits as an Exchange Fund after the Centra' 
Depository System is activated is recommended rather that transferring the fund 
to the CDS in order to provide breadth in use of deposits and because the Acl 
requires such a Fund to be lodged with the Exchange, providing that bankruptc3
counsel supports this approach. 

Customer Funds Bank Accounts Risk 

Business Conduct Rule 11 was formally adopted on September 15, 1989 by the exchange
executive committee. It requires deposit of customer moneys in bank accounts separate from thosi 
of the firm's operating accounts. 

However as noted above, there is no priority in bankruptcy for funds in such a separate account tc 
be returned to customers - instead as presently constituted such funds would be part of the 
bankrupt's general estate. There is no provision in a contract with the bank protecting suct 
customer funds from diversion into the general estate or set off against other unsatisfiec 
obligations ofa defaulting Member to the bank. 

Further, there is a very serious cost problem as the rule is presently written. The similar Americar 
rule permits moneys of customers with credit balances to be used to finance fully collateralized 
debits of other customers. The CSE nile does not. Members do not seem to have perceived tha 
!heir rule in effect prevents their paying from the customer bank account the net money amount of e 
settlement when some customers have not yet paid for their purchases. Instead the CSE rule 
mandates the firm financing all customer failures to pay before settlement or extension of credit or 
margin accounts. 
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RECOMMENDATION :The September 15, 1989 rules should be amended (as in703) to permit customer credit balances to finance other customer fullycollateralized debits and then enforced. The proposed rule 703 would alsoestablish legal integrity rf the required bankcustomer accounts as customerproperty, improving priority distribution to customers under provisions of theCompensation Fund amendments being prepared by the Securities Council. 

Conditions of Sale Risk 

The "Conditions of Sale" bye-law of the exchauge creates an obligation of a selling broker to remitproceeds to the sellet after delivery of valid documents, under proper circumstances to pay overdividends, rights and the like to beneficial owners. There is no obligation under exchange rules todeliver securities to buyers, but there is under SC rule 19g. 

It is not clear under exchange rules that brokers once having made a floor contract on beha!f ofacustomer are obligated to pay proceeds or deliver securities timely to the customer, whether or notthe contract is completed and settled with the contra boker. 

There is no provision in exchange rules for borrowing securities against cash collateral for thepurpose of making timely delivery on shares not timcly delivered by selling customers or
otherwise. 

RECOMMENDATIONS: Drfaft rules attached clarify the obligation of a broker tohis customer when the contra broker does not perform (202). Provision is alsomade for borrowing of securities against cash collateral to facilitate timely
deliveries (309, 717). 

Credit Extension (Margin) Risk 

CSE and SC have no separate rules for conduct of margin (credit extension) accounts.
member carries margin accounts. The affiliate ofanother does so. 

One 

Credit extension on securities collateral is a major business in many countries for exchangemembers. It is usually less attractive for banks because of their lesser facility in handling frequentchanges in securities ownership, staying current with collateial adequacy, etc. Instead, banksprefer to make loans to brokers collateralized by customer securities but protected also by thecapital and margin management expertise of the broker. Brokers loan i-ates to customers abovetheir rates on borrowings from banks provide an attractive income. 

But from a risk standpoint, margin lending should not be permitted to become leveragecompetitive, i.e. to compete for margin business by the pei'centage of credit extended on securitiescollateral. Failure to regulate margin required can lead to severe risks such as that which was abasic cause of the 1929 market crash when credit extended by brokers competitively was 90% ofmarket value. These risks are threats not only to the firms extending credit, but are also sometimesthe cause of failures which cause loss to other firms. The major failure of an NYSE member firmin the 1987 market break was from a credit extension. 

In the U.S. margin lending isregulated at several levels. The Federal Reserve Bank on behalf ofgovernment determines margin which must be posted with brokers, banks and other financeorganizations for any new purchase, and further prohibits customer violation of such standards.The exchanges regulate the amount of margin which must be maintained in such accounts bymembers and affiliated entities if market values decrease. Other countries have similar rules. 
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RECOMMENDATION: Sri Lanka should have prudent rcguiation of marg
business. CSE should provide such regulation (311) for its members and the 
affiliates. This jurisdiction lo affiliates can be provided either by requiril
affiliates engaged in any phase of the securities business to he approved by ti 
exchange and in compliance with exchange rules, or requiring members to sev 
affiliation with any entity engaged in margin lending not meeting exchange ru 
standards. The former approach is used in the recommend rules attached (40
405). 

Risk of Theft, Employee and Agent Fidelity 

Perhaps the most difficult risk to control for a securities firm is that of employee dishonesty. In 
LankE as noted above, that risk extends also to agents which is in some cases can be indemnifli 
by employers of the sub agents. 

The methods of minimizing losszs from employee dishonesty are legion. They start with care 
employee pre-employment investigation. alert supervision, physical security measures, specializ
audit techniques, frequent security counts, money reconciliations, etc. 

In many countries employee fidelity isurance is available at reasonable cost. It is usually requir
by exchange rule as failures arising from employee infidelity can cause losses to the rest of t 
member community. 

RECOMMENDATIONS: There are numerous provisions in the attached draf 
(403, 406, 503, 601, 602, 712. 802) to minimize risk of employee fidelity.
addition, the exchange should investigate the feasibility of required insurance f 
members (718). A group policy may help reduce cost and increase availability
insurers become convinced that exchange requirements significantly reduce tI 
possibility of fidelity losses. 

Audit confirmation of customer accounts, perhaps including mailing of custom 
security statements by CDS rather than members. 

Risks Related to "Agents" 

The suggested rule revisions (401 fl) adjust to the recent approval of "agents" of members who w 
not themselves be registered broker/dealers. 

The responsibility accepted by CSE members for such agents go far beyond that general in otl 
countries. It appears to run to liability for unsuitable or misleading recommendations of securitic 
thefts of money or securities never forwarded to the member, forgeries of customer instructior 
etc. 

No obligation is currently imposed on such agents to be subject to the rules of the Exchang
including the conditions of sale. 

RECOMMEN1DATIONS: The proposed rule additions would impose qualificatic
requirements (401 ff) for agents similar to those proposed for sales employees 
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members. The rules would encourage members to protect themselves by acontract with the agent or its employees (403). Agent an~d employees handlingsecurities orders bewould required to sign an agreement to be subject to
exchange rules (403). 

Opportunity Risk in CSE Functions 
Exchanges worldwide recognize that their social function goes beyond mert; trading of securities,extending also to pronexting standards of good business conduct among members and listedcompanies, representing their constituencies of brokers, listed companies and investors withgovernment, post trade processing, and both professional training and public education on
securities ownership. 

Some or these functions appear underdeveloped by the Colombo Stock Exchange and thus 
const~tute opportunity risks. 

The growth in volume of CSE trading has not been accompanied by equal attention to promotion ofgood business conduct, strengthening support for favorable government policy toward the privatesector, or a campaign for expansion of securities ownership. There has been progress in current
developmen .f post-trade processing. 

Indeed there is some indication that the areas of under attention are already generating negativeperceptions of and business inhibitions for the exchange and its members. 
RECOMMENDATIONS - Suggestions for minimizing loss of opportunity in these 
areas are made in the sections below. 

1. CSE Governance 

It is very common for stock exchanges to be viewed as "clubs" acting as cartels in the interest ofbroker members, stifling competition from new entrants to the brokerage business. Perception thatbrokers intercede ahead of customer orders is also very widespread whether or not exchange rulesprohibit trading by members. Government and institutional owners of securities eventuallybecome counter-forces in curbing broker control through regulation arid negotiated commissions. 

During the past 20 years, developed exchanges have taken the 1971 advice of William McChesneyMartin, first full time chief executive of the New York Stock Exchange and 17-year chairman ofthe U.S. Federal Reserve Board: that exchange governance should be by a body balanced betweenlisted companies and investors as well as brokers. 

Such governance has clarified an exchange voice as a spokesman for securities ownership, andindeed modified the advocacy of exchanges to a clearer expression of public interest rather thanbroker inte:'est. It has blunted the perception that brokers caii take advantage of customers withoutpenalty. It hias resulted in favorable working relationships between exchanges and capital markets
authorities of governments. 

The government of Sri Lanka in legislating its Securities Council has recognized the wisdom ofbroad business representation in council membership for this agency. The Colombo StockExchange economically is highly dependent on listed companies who pay more than half of theexchange operating expense. Members derive nearly 100% of their revenue from investors and
listed companies. 
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RECOMMENDATION - A primary recommendation of this project (101
consequently is that the Colombo Stock Exchange provide for governance by
Board composed only half of members, and the other half representatives of liste 
companies, institutional and individual investors of their attorney and accountin. 
professional representatives. This consultant observed the New York Stoci 
Exchange for 15 years under a broker dominated Board and 20 years under
balanced board. The balanced board clearly was an advantage to the cxchang4
and its members as well as listed companies, investors and the ablic interest. 

2. Good Business Practice 

Exchange members are p-culiarly subject to loss of confidence (and loss of business) in the eiri 
membership arising from abusive practices or finanda failure of any member. Examples abound
Singapore's simultaneous failure of 10 firms in 1985, New York's paper work crisis of 1968-70 
Paris' scandals of the late 1980's, Hong Kong's response to the 1987 market break. 

Further, exchange members may suffer crippling losses or "domino effect" failure from ope, 
contracts with another failing member. 

Exchange members therefore are usually more aggressive and efficient self-regulators tha 
government. This selt-interest is reflected in detailed codes of conduct, capital rules, an(
enforcement. In comparison with other exchanges, there large gaps in Colombo's selfare 
regulatory rules and practices. 

RECOMMENDATION - This projr.ct through the attached rule additions suggesti
filling critical gaps in CSE rules by proposiDg specific rules which art briefn3 
listed at the end of the Summary to this report. 

3. Post trade Processing 

The Colombo Stock Exchange is developing an advanced trade clearance and depository systen
which will put it in the forefront of developing stock exchanges in post-trade settlement. 

CSE members should also look forward to their own future mushrooming costs o
computerization. Development of computerization by the exchange for individual firm usage coulc 
substantially reduce future member cost in comparison to cach firm developing its own system anc 
the constant change in such systems that growth in volume mid variety of future business wil 
necessitate. 

RECOMMENDATION - The exchange and its members should form a committee 
to look into further centralization of post trade processing functiocs, such as a 
common computer system for processing customer accounto, a data base foi 
securities analysis, a mailing facility, etc. 

4. Promotion of Shareowner"--ip by Sales Force Growth 

A reality of the securities business is that savers do not buy securities without education, thai"securities are sold not bought." It follows that salesman face-to-face educators must be trained 
and supported by a variety of media devices. 
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Centralization of these training and promotional efforts is highly economic in a developingsecurities industry. Indeed some aspects of such promotional centralization remain highly effective
for a developed exchange. 

Initiative in this arez has been taken by the Securities Council, the effective Westpac trainingprogram, and a soon to be launched media campaign, largely financed by USAID and the Asian
Development Bank. 

The ISTI report on securities education and the continued occasional availability of the head of theDublin Stock Exchange expert in this field for consultation are available to the exchange fordefining its major role in this continuing program. 

RECOMMENDATION The Exchange should form a committee to plan its role intraining of sales 
-

mediapersonnel, promotion, and ceniralized educationalcampaign direction. A full time exchange officer for promotional planning andexecution should be a future objective. 

5. Commissions 

CSE fixed commissions are somewhat lower than rates for average transactions in many otnercountries, they are fixed maximums and minimums rather than minimums only as in othercountries, and they lack common marketing features. 

Commission rates ordinarily vary with the value of the transaction and the number of shares as areflection of the work involved. For very small transactions, there is usually a minimum whichmay be below cost as an accommodation. Small trades within the normal range are likely to beabout 2% of the value. The percentage of commision ordinarily decreases as the number of roundlot., and values traded increase. The percentage on institutional size blocks is sometimes as small as a fraction of 1%or a few cents per share. 

In unusual cases, such as negotiation of unlisted securities trades or extensive efforts to find contracustomers for large block buys or sells, the commission may be permissible in the 2-5% range.Primary or secondary distribution compensation is substantially higher than commission rates. 
There are variations for fairness and marketing purposes, such as volume rates for largetransactions, very small trade minimum rupee rather than percentage rates, round turn reductionsfor the second side of trades open only for a short period of time, common sales account rates foremployee stock purchases and sales in their own company plan, service fees for such matters astransfer of private transactions, custody of inactive accounts, assistance in claims for lost
securities, etc. 

Bond transactions are ordinarily in greater dollar amounts per unit than shares and bondcommissions consequeutly are ordinarily less. 

Commission rates should be high enough to support the promotion and education which theinvesting public of the country needs, with adequate incentive to brokers. At the same time, theyshould be low enough and sufficiently varied by values and work involved to give investors asense of fairness. As an economy becomes developed, commissions may become negotiated, butfixed commissions are appropriate in communities where policy to encourage the growth of capitalis more important than competitive lowering of the cost of investing. 
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RECOMMENDATION: CSE should consider a more varied minimum rommissioi,
schedule and supplement its rule by a clearer prohibition of rebates (211). 

6. Exchange Finance 

The surveillance, educational and promotional activities desirable as continuing activities of the
Exchange represent potential operating costs. Financing of the Exchange has been insufficiently
explored in this study but deserves analysis. 

The annual fees of listed companies taken alone appear very modest in relation to service to their
shareholders and the companies themselves. But in total, these fees were 62% of 1989 Exchange
income. Should they nevertheless be increased to help finance improved Exchange regulation and 
markets? 

With the 1990 increase in volume, are b;r fees reflecting their improved ability to Lontribute to 
Exchange op'-rating cost? A major component of developed exchange financing is a percentage of
commissions charged by Members. Should an increase in fixed commission rates be devoted to
financing surveillance and education, both by firms directly and through the Exchange? 

RECOMMENDATION: Exchange fees should be increased to support functions 
vital to market integrity, member compliance with regulation, and market growth. 

Publication of Sri Lanka Securities Regulations 

Securities regulations for Sri Lanka now appear in 20 different documents in different formats with 
different numbering systems. Some have never been published to all members and the public.
Compliance with regulation is thus severely inhibited by exchange membeis, their employees and 
agents and listed companies. Education of profesionals and customners is also handicapped. 

Further, properly presented exchange rules constitute contractual terms between customers, 
brokers, and contra brokers. 

Organization in ten sections by subjecl matter is recommended, with a consecutive numbering
system allowing 100 numbers for each of the ten sections, which would result in unused numben 
in each section for future use. 

The ten sections would be: 

1. Organization and Governance 
2. Registration and Listing of Securities 
3. Exchange Trading 
4. Settlement of Contracts 
5. Qualification of Members, Agents and their Personnel 
6. Ethical Conduct 
7. Supervision of Customer Accounts 
8. Financial and Operational Responsibiliky.f
9. Discipline 
10. Arbitration 
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The following recommended additions and amendments to regulation are presented in that 10section organization format. The rule numbers used in the following list of course should becha1iged inthe completed manual to place all regulations within a section in a logical sequence. 

Four indexes to the existing 20 different regulatory documents and proposed new rules werepresented in Volume 3 of this report as prepared in Sri Lanka.
 

USAID/Sri Lanka at the conclusion of the on site visit authorized the preparation in the U.S. of
such a "Consolidated Sri Lanka Securities Regulations" book. 
 The indices to the finished volume
will vary from the original. 

Colombo Stock Exchange, Recommended Rules 
November 8, 1990 

Section One - Organization and Governance 

P1. Governance - (This concept to be 
substitutedasappropriatefor differeing
provisions of Articles 47-50 of CSE 
Articles of Association)Governance of the 
Exchange shall be by a Executive 
Committee of between 6 and 14 persons
elected by majority vote of themembership composed half of Chief 
Executives of Members. and the other half
representatives of listed companies and 
individual and institutional investors,
each category in such proportion as
determined from time to time by the 
Committee. plus aCh ief Ex ecutive Officer 
elected by the Committee who shall nct be 
associated with a Member or listed 
company or other f nancial institution 
The Committee may elect a Chairman and 
Vice Chairman of the Committee from 
amono its number, but ifso tnese offices 
snail rotate in alternate years between a
representative of Members and a 
representative of Non memoers Each 
Executive or Nominating Committee 
Member not associated with a Memher 
shall be deemed to have agreed to uphold
the rulesof th~eExchange. 


Other Additions to CSE Articles of
Assocation 

P2. Corners - Whenever in the opinion
of the Committee. a corner has been 
createc in a security, the CommitteE may
postoone the time for delivery or airect 

the settlement of such contracts by
payment of money at a fair settlement 
price agreed to by the parties or
determined by the Committee after giving 
an opportunity to all interested parties to 
be heard. 

P3. Liability for Use of Facilities 
- The Exchange shall not be liabie for any
damages sustained by a Member growing
out of the use of or enjoyment by such 
Member, its employees, representatives.
and customers for the use of the facilities 
afforded by the Exchange to Members for 
the conuct of their business 

P4. Nominating Committee - The
Executive Corrmittee shall appoint a 
Nominating Committee for a two year
term. rep-esentative of the constituencies 
of the Exchange in the same proportlon ds
that for the Board Current Executive 
Committee members shall be ineligible
for this committee. The Nominating
Committee shall solicit suggestions for 
nominees to the Executive Committee. ano 
select nominees for the next annual 
election of the Executive Committee and tofll the unexpIred term for any vacancy
occuring on the Executive Committee 
between elections. The CommIttee insofaas possible shall provide for orderly
rotation of one third of Executive 
Committee members at each election 
Nominations may also be made by petiticn 
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of I . or more Members. or 10 or more 
institutional Investcrs. or 10 or more 
individual investors for vacancies in those 
categoriesof Committee memberhip. 

P5. Comroittee Members term of 
offljce - Committee Members shall be 
el,:ted for two year terms and shall be 
ineilgible to serve as such for more than 
six consecutive years 

PS. Chief Executive Officer - The 
Chief Executive Officer shall be 
responsible for the management and 
administration of the affairs of the 
exchange and shall be the official 
representative of the Exchange in all 
public matters He may appoint such 
officers. (other than the Chairman or Vice 
Chairman of the Executive Committee), 
other employees of the exchange, counsel 
and expert or professional advisers as he 
may determine are required for the 
efficient management and operation of the 
exchange and fix their dutIes, 
responsib I lities, terms and conditions of 
employment and termination of 
employment 

Section Two 

Registration and Listing of 


Securities 


P101. Approval for Listing - The 
Executive Committee shall approve Listing 
and Delisting of Securities for trading
based on their finding that 

I. There are or are not sufficient 
securities outstanding. security 

values, and security holders to 

support an auction market in the 

trading style of the Exchange

2. The issuer enters into a Listing 
Agr-eement as prescribed by the 
,.x change and continues to comp ly with 
such agreement 

P102. Proxles - Whenever a person 
soliciting prox les shall furnish aMember 
with a) copies of all soliciting material 
which such person is sending to registered 
holders, and b) satisfactory assurance 
that he will reimburse the Member for all 

out-of-pocket costs incurred. including 
reasonable clerical costs, such Member 
shall transmit to each benef icial owner of 
stock in its possession and control the 
material furnished. 

The Member shall transmit with such 
material either a) a signed proxy
indicating the number of shares held for 
such beneficial owner, a symbol 
identifying the proxy with the Members 
proxy records. anda letter concerningthe 
importance of being represented at the 
meeting. or b) a request for voting 
instructions and an explanation of whether 
the Member may vote the shareswithout 
instructions under the conditions 
following After3 reasonable time with no 
response from the beneficial owner, such 
shares may be voted by the Member if 
there is no known contest on action to be 
taken at the meeting or authorization for 
merger, consolidation of any other matter 
which may affect, substantially the rights 
orprivilegesofsuchstod 

P103. Listing Agreement - Listing 
Agreement: - Any issuer applying for 
listing of its securities on the Exchange 
shall enter into L-i Agreement in the 
following form, but nothig in the 
Agreement shall be construed to require
the issuer to do any acts in contravention 

of law or inviolation of any regulation of 
any public authority exercising 
Jurisdiction over the issuer 

L isting Agreement 

(hereinafter
 
calledthe Issuer), inconsideration of the
 
listing of the securities covered by this
 
application, hereby agrees with the 
Colombo Stock Exchange (hereinafter 
ralled the Exchange). as follows: 

1. Any notification or report required to 
be made to the Exchange in this agreement 
will alsopromptly bepublicly announced 

2. The issuer will promptly notify the 
Exchangeof
 
a) any change in the general character or 

nature of business. 
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b) any changes of principal officers or books and accuunts of the issuer, withdirectors, the reasons for such change.
c) any disposal of any property or any

stock interest in any of Its subsidiary 3.The issuer will fu rn ish to the Ex changeor controlled companies if such on demand such other informationdisposal will materially affect the concerning the issuer as the Exchange mayfinancial position of the issuer or Lhe reasonably require.

nature or extent of its operations.


d)any change in. or removal of. collateral 
 4.The issuer will file with the Exchange.deposited under any mortgage or trust a) four copies of all material mailed byindenture under which securities of the Issuer to Its stockholders withthe issuer listed on the Exch3nge have respect to any amendment or proposedbeen issued. amendment to its certificate ofe) within ten days after the close of a incorporation.
fiscal quarter. in the event any b) a copy of any amendment topreviously issued shares of any stock certificate of 

its 
incorporation. orof the issuer listed on the Exchange resolution of directors in the nature ofhave been reacquired or disposed of. an amendment, certified by competent

directly or indirectly. for theaccount authority.of the issuer during such fiscal c) a copy of any amendment to Its byquarter. such report showing separate laws. certified by a duly authorizedtotals for acquisitions and dispositions officer of the Issuer, as soon as suchand the number of shares of such stock amendment shall have become 
so held by it at the end of each quarter, effect.ive. 

f)all facts relating to the purchase, direct or indirect. of any of its securities 5 The issuer will publish at least once alisted on the Exchange at a price in year and submit to its stockholders atexcess of the market price of such least fifteen days in advance of the annualsecurity prevailing on theExchange at meeting of such stockholoers and not laterthet'meof such purchase, than tnree months after the close of thea) any ection by it or by others which lastprecedingf scal year of the issuer.beccmesknown to it which will result a) abalance sheet as of the end of suchin che redemption, cancellation or fiscal year. and a surplus and ,ncomeretirement. in whole or inpart, of -ny statement for si'ch fiscal year for theof its securities listed on the issuer as aseparate entity and of eachExchange. other entity in which itholds directlyn)action taken to fix a stockholders or indirectly amajorityof the eouity.reccro date. or to close the transfer or in lieu thereof. ellminatino allbooKs, for any purpose (and will take intercompany transactions, asuch action aL such time as wili permit consolidated balance sheet of the issuergiving the Exchange at 
least ten and its subsidiaries as of the end of theb'siness day's notice inadvance of 
 last previous fiscal year, and 
a
 sucn record date or closing of the consolidated surplus statement and a
booKs. 
 consolidated income statement. Ifany
,any c:minutlon of the supply of stock such consolidated statement shallavailaole for the market occasioned by exclude entties a
majority of wnosedeocst of stock under voting trust equity stock isowned directly oragreements. ifany knowledge of such 
 indirectly by the issuer:
actuai or prooosed deposits should 
 1)the caotion of. or a note to. such
come to the official attention of statement wIll show the degree of
officers or directors of the issuer. 
 consolidation.
,)ifitcnanges its independent public 11)the consolidated income account
acccuntants regularly auditing the 
 will reflect, either inafootnoteor
 
otherwise, the parent companys 
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proportion of the sum of. or 
difference between. current 
earnings or losses and the 
dividends of such unconsolidated 
subsidiaries for the period of the 
report:and 

Ill) the consolidated balance sheet will 
reflect, either in a footnote or 
otherwise. the extent to which the 
equity of the parent in such 
subsidiaries has been increased or 
diminished since the date of 
acquisition as a result to profits.
losses and distributions. 
Appropri3te reserves. in according
with good accounting practice. will 
be made against profits arising out 
of transactions with unconsolidated 
subsidiaries in either parent 
statements or consolidated 
statements Such statements v.ll 
reflecttheexistenceof anydefault 
in interest, cumulative dividend 
requirements, sinking fund or 
redemption fund requirements of 
the issuer and of any controlled 
entity. whether consolidatea or 
unconsolidated. Such statements 
shall be in the same form as the 
corresponding statements 
contained in the listing application 
in connection with which this 
listing agreement is made. and 
shall disclose any substantial 
items of unusual or non-recurrent 
nature. Issuers shall publIsh 
either quarterly or mid-year 
statements of earnings on the basis 
of the same degree of consolidation 
as in the annual report. Such 
statements will disclose any 
substantial items -, unusual or 
non-recurrent nature and will 
show either net income before and 
after income taxes or net income 
and the amount of income taxes, 

b) the number of its shares of stock 
issuable under outstanding options at 
the beginning of the year: separate
totals of changes in the number of 
shares of its stock under option 
resulting from issuance. exercise. 
expiration, or cancellation of options. 
the number of shares issuable under 

outstanding options at the close of the 
year. the number of unoptioned shares 
available at the beginning and the 
close of the year for the granting of 
options under an option plan. and any
changes in the exercise price of 
outstanding options through
cancellation and rels:;uance, or 
otherwise, except price changes 
re.!lting from the normal operation of 
anti-dilution provisions of the 
options. 

All financial statements contained in 
annual reports or proxy statements to 
shareholders will be audited by 
Independent public accountants qualified 
under the laws of Sri Lanka and in 
conformance with Sri Lanka generally
accepted auditing practice, and will be 
accompanled by acertificate made by them 
with respect to their audit of such 
statements showing the scope of such audit 
and the qualifications. if any. with respect 
thereto. 

6. The issuer will not select any of its 
securities listed on the Exchange for 
redemption otherwise than by lot or pr 
rata. and will not set a redemption date 
earlier than 15 buFsness days after the 
date the Issuer action is taken to authorize 
the redemption. 

7. In case securities to be issued are in 
temporary form. to order permanent 
engraved securities witnin thirty days 
after the date of listing 

8. The issuer wl Ilmake application to the 
Exchange for the listing of additional 
amounts of securities listed on the 
Exchange suffic-l.y prior to the 
issuance thereof to permit action in due 
course upon such application. The issuer 
wll not make any change in the form or 
nature of any securities listed on the 
Exchange. nor the rights and privileges of 
theholders thereof, without giving twenty
days* prior notice to the Exchange of the 
proposed change. and having made 
application for the listingof the securities 
as changed if the Excnange shall so 
requIre. 
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9. The issuer will use its best efforts 
with any large holders to make reasonable 
amounts of stock available for loaning 
purposes on the Exchange if at any time
suc-h need sh ould develop. 

10 The issuer will not make. or permit 
any subsidiary controlled by It to make. 
any substantial charges against capital
surplu3 without notifying the Exchange
and if so requested by the Exchange
submitting such charges to stockholders 
for approval or ratification, 

11. The Issuer will not make any
substantial change. oermit anynor 
controlled subsidiary to make. any
substantial mrange in accounting methods,
in policiesas todepreciation and depletion 
or in bases of valuation of inventories or 
other assets, without notifying the 
Ex change and disclosing t,-e effect of such 
change in its next succeeding interim and
annual report to its stockholders. 

12. The issuer will malntain a) at least 
two members of its Board of Directors or 
similar governing body who are not 
off icersor controlling persons, and b) an 

audit committee of its Board with 
 a 
majority of its members not officers or
controlling persons. 

13 The issuer will maintain in the City 
of Colombo in accordance with Exchange 
requ ir ements: 

(A) an office or agency wnere. 
a) the principal of and interest on allbonds of tle issuer listed on the 

Exchange shall be payable and where 
any such bonds whimo are registerable 
as to principal or interest may be 
registered 

b) all stock of the issuer listed on the 
Exchange snail be transferaole. 

c) Checks for dividends and other 
payments with respect to listed stock 
may be presentecd for immediate 
payment 

d) Scrio issued to holders of listed 
securities and representing a 

fractional interest in a I sted security
will beaccepted for such purpose.

e) Listed convertible securities will be 
accepted for conversion, and 

(B)a Registrar where listed stock of the 
issuer sh~l' be registerable. SuchRegistrar shall be a bank or Trust 
Company not acting as Transfer Agent for 
the same security. 

14. The issuer will notappointa transfer 
agent. registrar or fiscal agent of. nor a 
trustee under a mortgage or other 
Instrument relating to. any listed security
without prior notice to the Exchange. The 
issuer wIll not a) appoint a registrar for
itslistedsecuritiesunlesssuch registrar
at the effective date is qualified with the
Exchange as a registrar or b) select an 
officer or director of the issuer as a 
trustee under a mortgage or other 
instrument relating to a listed security 

15. The issuer will maintaIn a sufficient 
supp ly of certif icates omeet the demands 
for transfer, If stock certificates do not 
recite the preferences of all classes of its 
stock. it will furnish to stockholders on 
requestand without charge a printed copy
 
of such preferences.
 

16. The issuer will not Issui any common 
ownership shares without voting rights

and all such shares shall have an equal
 
vote
 

17. The issuer will sclicit prox les for all
 
meetings of shareolders.
 

18 The issuer will publish immediately 
to the holders of any listed securities any
action taken by it with respect to 
dividends or to the allotment of rights to 
subscribe or to any rights or benefits 
pertaining to the ownership of listed 
securities, and will give prompt notice to 
the Exchange of any suchaction.andwlII 
afford such holdersa proper periodwithin
which to record their interests and to 
exercise their rights. and will issue such 
rights or benefits in form approveo by the 
Exchange and will make the same 
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transferable, exercisable, payable and 
deliverable in the City of Santo Domingo 

19 The issuer will issue new certificates 
for listed securities replacing lost ones 
forthw'th upon rotifIcaton of loss and 
receipt of proper indemnity. Inthe event 
of the issuance of any duplicate bond as a 
replacement and subsequent appearance of 
the original in the hands of an innocent 
holder, either the orig nal or theduplicate 
bond will betaken up and cancelled and the 
issuer wil 1deliver to such holder another 
bond theretofore Issued and outstanding 

20 The issuer will pay when due any 
applicable listing fees established from 
time to time by he Ex change 

Agreement to be dated and signed for the 
issuer by an duly authorized party 

Section Three - Trading 

P20 1. Change of Ownership - A n 
orally agreed trade between authorized 
trading attorneys of Members on the 
Exchange constitutes a binding contract 
pursuant to the rules of the Exchange.Oversh p of the traded securities canges 

at the time of such agreement. with all therighs ad piviegehatsecrit asrights and privileges ofof that security as 

approved for trading by the Eschange at 
that time. subject to close out on default 
by either party 

P202. Member Responsibility to 
Customers- Members are responsible 
to their customers for completion of open 
trades whether settled with contramembers or not. 

P203. Crosses (Parcels) -
Members holding orders to purchase and 
sell thesamesecurityatthesamepricea 
possible cross or parcel), shall announce 
their intention to the trading session and 
shall satisfy offers to buy or sell at betterprices before executing the cross 

P204. Auction Order Priorities -
Customer orders shall always have 
prlority for execution at the same price 

over or&drs of Members. the'r employees 
and Imr*,n.'Jte families. 

P205. Customer Order Priorities 
- Each customer order shall be recorded 
by a Member in writing with the time and 
date received. Priority of execution shall 
be given by Members to customer orders 
in the same security at the same price in 
ar--irdance with a system approved by the 
CL, nittee. ihe presently approved 
altr .ative systems are: 
(1) LX ecutions at the next trading session 
shall be in the qued order of time received 
Limited price orders which become 
executible shall be entered into thequeat 
their entry time. 
(2) All customer orders held by a 
Member at the time trading opens shall be 
given parity, sharing in proportion tothe 
size of each order in the total ex ecutions of 
such member in that trading session up to 
the total of such orders at the average 
price for such orders executed by the 
Member. Limited price orders held by the 
Member as such trading opens shall be 
included in meallocatlon totheextentthat 
they would have been individually 
executible durIng such trading Customer
orders received after trading opens shall 
be qued by time and executed after theMember comp letes ex ecutions of orders onthe same side of the market held at the 

oas in (i) 
opening as in (1)
 
P206. Discretion by T r adl n g
 

Attorneys - Member attorneys
 
participating in an auction snail be
 
prohibited from exercising discretion for
customers except for time and price.
Orders as excefo t e ApiceOdrastransmitted to the Auction
should not disclose the identity of the 
Customer 
P207. Cash or Delayed Delivery 
Transactions - All transactions shall be 
for settlement at the settlement date fix ed 
b 

y the Committee unless made for caesh orfor a stated delayed delivery date. Cash
transactions are for settlement on the 
same day 
P208. Erroneous Reports - The 
priceat whIch an order wasexecutedand 
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locked in shall be binding notwithstanding
the fact that an erroneous report in 
respect thereto may have been rendered. 

P209. Records of and Changes in 
Orders - Every order shall be recorded 
in writing at the time received. including
the name and amount of the security, the 
terms of the order, the time whenreceived, the time when transmitted. 
whether agency or principal, and the time 
at which any cancellation or execucion 
report Is received, and the name or 
designation of the account for which the 
order is to be executed. No change in theaccount name or desigration shall be made 
unless authorized in writing by a
principal executive officer of the member 
who shail be personaily Informed as to the 
essential facts relative thereto. 

P2 OA. Securities Defin itions -
The term "security" or securities" shall 
have the common meaning of stocks, bonds 
and simIlar financial instruments. 

The term "stock" includes voting trust 
certificates, certificates of deposit for 
stocks, rights, warrants, and other 
securities of a type classified for trading 
as stocks by the Exchange 


The term "bond" includes debentures. 
notes, certificates of deposit for bonds, 
decentu res or notes and other securities of 
a type classifled for trad-Igas bonds on 
tne Exchange 


P2 108. Permissible types of 

orders - Cash - a transaction for 
settlement the same day between brokers 
directly 

ReJular Way - a transaction for 
settlement on the Settlement Date as 
established by the Board, Any default in 
settlement by a broker creates a new 
contract for a fall-to-deliver vs. a fall-
to- receive 

Deiayed delivery - atransaction fixed by 
contract of the parties for settlement 

directly between brokers at a date later 
than regular way settlement. 

Market - an order to timely buy or sell a
specific quantity of a security at the best 
price vailable in the exchange market 
pursuant to the procedures of the 
exchange. 

Limit - an order to buy or sell all or part
of a spec~fled quantity of a security at a 
stated limit price or better as soon as
possible pursuant to theprocEdures of the 
exchange. 

All or None - An order to buy or sell a 
specificamountofasecurity larger than 
one trading unit simultaneously and not
partially - but the total may be to more 
than one broker 

Not-held - An order to buy or sell ali or 
pat of a specific amount of a security
using the broker's Judgement as to timing.
and not holding tne broker responsible to 
acquire or dispose of the maximum
quantity for which without timing 
Judgement he might compete 
in the
 
market.
 

Long -asale of aseJ rty owned
 

Shor, - Asaleof asecurity not owned but 
to be delivered by asecurity borrowed. 

P210C. Not-held prohibition - A 
market maker ina security shall not
 
accept a not-held order in the same
security inwhich he ismaking amarket.
 
A dealer shall not cxecute an order for 
account of the member or associated or 
related party while holding a not-held 
order for a customer in the same secur!ty.P117. Commissions - Thecommission 
to be charged on brokerage transactions in 
securities traded on the Exchange shall be 
not less than the rates established by the 
Exchange from time to time without any
rebate. return. allowance or discount in 
any shape or m3nner whatsoever or byany method or arrangement direct or 
indirect or by any bonus, percentage or 
portion of a commission, and no 
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remuneration shall be given, paid or 
allowed by or on behalf of a Member 
directly or indirectly to any person for 
business sought or secured for any 
Member, except as follows: 
a) to Agents on transactions for their 

customer accounts but not for own 
account - up to 507 of the non-
member commission. 

b) to employee representatives of the 
Member for their customer accounts, 
but not for own account, up to 409 of 
the non-member commission, 

c) to other Members bt whom customer 
advice, order soliciting or servicing,
execution, settlement or carrying of a 
customer account is performed, such 
division of commission as is mutually 
agreed 

Confirmationsof qualifiedtransactionsto 
non-members shall be rendered with the 
full amount of non-member commission 
and any permissable discount allowed 
shown separately. 

RequiredMinimum Non-Member Rates-
To be established by CSE. See prior 
discussion under Commissions. 

P212. Short Sales - Members shall 
not accept or ex ecLute orders to sell 
securities not beneficially owned by the 
seller (short sales) (Note- When with 
growth of themarket. this rule ischanged 
to permit short selling. It should be 
replacedby rules requiring every order 
to be marked as short or long. prohlbltlng 
short sales accelerating a declining 
market, and requiring margin for short 
sales. Provisions for borrowing to make 
delivery are in Rule 72 1) 

Section Four - Settlement 
of Contracts 

P301. Introduction of Accounts - A 
member who does not wish to have custody 
of customer funds and securities, to clear 
and settle exchange contracts, or 
otherwise carry customer accounts may 
contract with another member to carry its 

customer and proprietary accounts on a 
disclosed and confidential basis and to 
settle all transactions entered into on the 
exchange. Such a member may execute 
transactions on the ex change or engage the 
carrying member to do so Transactions 
self-executed shall be given up to the 
carrying member for settlement The 
introducino member shall be responsible 
for investmentadvice. accuracy of receipt
and transmission of oerders. other 
services to its customers and compliance
with securities regulations in its 
servicing of customer accounts. 

The carrying member shall receive. 
deliver and maintain custody of all 
customer and proprietary securities and 
cash. shall confirm transactions to each 
party promptly. shall render statements 
of account as required by these rules. 
shall effect transfers. claim dividends and 
other distributions, and otherwise have 
responsibility for proper conduct of each 
account Where a single customer has 
transactions introduced by different 
brokers, separate accounts shall be 
maintained. 

If an introducing member as a convenience 
to a customer accepts securities or 
moneys from, or transmits securities or 
moneys to acustomer, such property shall 
be transmitted to the receiving carrying
member or customer on the same day 

The carrying member shall confirm 
tr2nsactions and render statements 
Indicating that the account is introduced 
and serviced by the introducing member 
and carried by the carrying member. The 
respective functions shall be explained to 
each customer at the opening of the 
account in a form of letter app roved by the
Committee which shall explain the
respective functions and responsibilities 
for at least the following: a) opening. 
approving, and monitoring of accounts. b)
extension rf credit. c)maintenance of 
books and records. d) receipt and delivery 
of funds and securities. e)safeguarding of 
funds and securities. e)confirmations and 
statements. f) acceptance of orders and 
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execution of transactions. g) investment 
Information and advice. 

Introducing members shall be financially
responsible to the carrying member for 
the completion of any contract entered by
the introducing member on the Exchange.
and for timely payment of monies or 
delivery of securities by introduced 
customers, and for any lad< of fidelity or
other loss caused by its personnel or 
agents The carrying member shall be 
financially responsib le to customers for 
the functions specified for carryingmembers above and for any iack of fidelity
by personnel of the introducing member 
or its agents in delivering securities or 
moneys entrusted for delivery to or from 
the carrying firm 

Each Introducing membpr shall maintain 
on deposit with the carrying member such 
sum as mutually agreed as a guarantee
aginst itsobligations 

P302. Self-Carrying of Accounts -
With the approval of the Committee upon
showing of appropriate financial and 
operational capability, a Member may 
carry its own and introduced customer 
accounts, and settle ex change transactions 

P303. Settlement Date -
Transactions made regular way shall be 
recorded in customer accounts ano 
delivered or recorded as delivered between
:he Memers executing t e transact,on on 
asettlement date fixe6 by the Committee 
Settlement date on transactions for casn 
snall be same day. and for delayed delivery 
as agreed at the transaction All contracts 
in securities falling due while the 
transfer books of such securities are
closeo shall be settled on the openina of the 
ooo~k s 

Any Member failing to meet its oblications 
at a settlement in an amount not larger
than its cecosit in tre settlement func 
snall be susoendeo from making an! 
transactions other than lI quidatIno
transactions at subsequent tradino 
sessions until Isuc obliation Is satIsfile 
for failing to meet !its obligations in ai 

amount larger than its deposit in the
settlement fund. a Member shall be 
deemed insolvent 

P304. Good Delivery a n d
Reclamation - The seller of securities 
is responsible for the genuineness and 
complete regularity thereof andasecurity
which is not valid or notIs In proper
negotiab le or transferable form shall be
replaced forthwith by one which is valid 
and Is in proper negotiable or 
transferable form 

Asecurity with an irregularity which has 
been delivered may be returned or
reclaimed on asettlement date through the 
settlement after notice has been given to 
the other party at least one day prior to 
the settlemenz. The party to whom the
irregular security is being delivered shall 
substitute a like security in good delivery
form or pay the current market value
thereof and be deemed to be failing to 
deliver Securities with title called into
question, reported to have been lost or
stolen, or the transfer of which is 
prohitibed or restricted by law or 
governmment action shall also thus be
returned to the party originally
introducing the certificate to the market 
Securities partially called may bereturned to the party holding such
certifIt-ateat the time it ceased to be a good
delivery 

P305. Assignments - A registered
security as a good delivery shall be
accompanied :'y a proper assignment
executed either upon the certificate itself 
of on a separate paper for each such
certificate When the name of aparty has 
been inserted in such an assignment as
assionee, a power of substitution shall be 
signeo in blank by such party When the 
name of a party has been inserted as
substitute in such apower of substitution, 
a new power of substiutcn shall be
executed in blank by sucn substitute 
part', 

Any alteration or correction in an 
assignment. power of substitution or 
otner instrument shall beaccompanied by 
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an explanation or me original instrument. 
signed by the party executing the same. 

The sionature on such documents shall be 
technically correct. i.e. it shall 
correspond with the name written upon 
the certificate in every particu lar without 
alteration or enlargement or any change 
whatsoever, except that in the case of a 
firm "and or *&-or "Company or "Co" 
or "Co." may be written either way 

Certificates shall be good delivery only if 
in a form and with authorizations as 
required by Rule 156 and for transfer 
under the laws if the country of 
jurisdiction 

Standard forms used for Assignments and 
Substitutionsare cub lishedby the NYSE 
following its Ru les 225 and 259 

P306. Signature file - The Exchange 
shall maintain an authorized signature file 
of persons authorized to sign for Members 
and others frequently delivering 
securities. Parties registering with the 
signature file shall submit legal 
documents authorizing the signature(s) to 
be used and thereafter shall promptly 
notify the Ex chance of any changes in such 
authorizations wir proper documentation 
for any replacement signature(s). The 
Exchange shall make available 
reproductions of tne authorized signatures 
for Memberscarrvingaccounts and others 
having a legitimate interest for a 
reasonable fee 

P307. Delivery Against Payment -
Delivery of securities sold or payment for 
securities purchased may be delayed until 
the exchange of money and securities in 
good delivery form can be made in the 
instance of accounts prohibited by law or 
national practice from paying or 
delivering without receipt of value, but 
interest shall be charged for related 
f inancing, 

P308. Closing of Obligations -
When aMember is found insolvent by the 
Exchange. other Members holding open 

contracts with such insolvent member 
shall without unnecessary delay close out 
such contracts unless the Board orders a 
deferrment. 

Application may be made to the Exchange 
for temporary deferment of close-out for 
unusual circumstances and unsuccessful 
efforts tn borrow and if theExchangefInds
that a fair market in which to close the 
contract is not available but no such 
deferment will relieve the party in default 
from any resulting damages. 

A Member receiving notice thata contract 
is to be closed out shall immediately re
transmit such notice to any other Member 
from whom the securities involved are 
due. and a subsequent close out against the 
contra Member shall also close out against 
the retransmitted Member Any money 
difference resulting from a contract 
closing shall be specified in immediate 
statements to contra and retransmitted 
Members and shall be paid at the next 
settlement 

When a loan of money is not paid before 
the end of the day upon which it becomes 
due. the borrower shall be considered in 
default and the lender may. without notice. 
sell sufficient of the the securities pledged 
therefore to liquidate the loan 

P309. Borrowing and Lending 
Securities - Every reasonable means to 
borrow securities in order to make 
delivery on open contracts shall be 
employed by members Members shall not 
lend or borrow any security to or from 
any non-member except pursuant to a 
written contract or cGrn f 1rmatIon 
providing a; least for: terms for the 
simultaneous transfer of securities 
against money cr equivalent collateral and 
the reverse thereof on demand or a date 
certain and liquidation rights to the 
Member in any event of insolvency by the 
non-member, 

P310. Signature Guarantee -
Signatures authorizing transfer of 
securities shall be guaranteed by the 
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the carrying Member. 
P312. Partial Deliveries - I n 
instances where for good cause a MemberP311. Credit (Margin) - A Member may be unable to deliver the full amountor Approved Person may extend credIt to of shares executed in a transaction onan account collateralized by readily settlement date. partial delivery in roundm3rketable values suchin account losts shall be accepted. (Also see 309)


pursuant to the rules of the Exchange or

such more stringent standards as 
 Section Five -- Qualificationdetermined by the Member or Approved of Members, Brokers,
Person
 

Dealers, Principal! Officers,interest shall be charged on any balance Employee Representatives,
unpaid by settlement date in either a Agents, Agent
regu lar account or a credit account. Aent s, TRepresentatives, Trading 
No Member shall permit a customer or Attorneys, Approved Persons 
employee to make a practice of meeting
payment obligations oy liquidating the P40I Approvals Each- Member. same or other security or delivery principal officer, trading attorney.obl mtions by buying trie same security employee representative, agent. or agent 

representativ? of a member, and eachCreodit accounts shall have a minimum other person required to be approved shallequity of Rs 20.000 (An amount meet the qualification standards of thesufficient to discou rage credit purchases Exchange and be approved in the capacity
by customers who s.ouldnotafford risk) app Iled for 

Minimum equity for a new purchase in a P402. Members - The Committee shallcredit account shall beat least 50% of the not approve a co,-poration as a Membervalues to be in the account after the and a corporation shall not continue as a
purchase. Whenever values in a credit Member unless:account decline to a 359 eQuity. the a) each director of such corporation. eachcustomer snall be called to restore the person who controls such corporation.equity to at least 409 Values shall not be and every person which engages in aallowed in an account for this purpose securities or kindred business and iswhich exceed for each security that controlled by or under common controlamount whlicn can ce readily liquidateo at with such corporatiun is an approved
a ciscountof 10% from tremarketprice person 

n) every principal executive officer.Whenever a Derson extended credit -n every person who is an employee
securities falls to meet a
call for equity, designated to trade on the Exchange.
sufficient securities snal be sold out at 
 and every person who solicits and
the next tracing session to bring the services securities business as an
account into compliance with the above 
 employee representative, agent or
requirements unless the Exchange on agent representative is approved by
application of the resoonsible Member the ExchanrQ as such.
finds tnat a fair marKet would not be c) The Board of Directors of such
maintained 
 corporation designates its principal
 

executive off icers who shall exercise
No M'Iember cr Anprzved Person shall senior principal responsibility overarrange for *he exten7sion of credit cn the various areas of the business ofsecurtIles at: better terms suCnthan such corporation in such areas as theMember or A)nrovec person can offer rules of the Exchange may prescribe,pursuant to Exnange res 
 including operat!on, finance and 
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credit, comp Iance with law and rules, 
sales, underwriting, research and 
adininstration. 

d) The corporation, its officers. 
employees. representatives, agents. 
agent representatives and approved 
persons agree to comply with 
applicable rules of the Exchange as 
they ex ist or may be amended in the 
future. 

Control Prevention - Whenever an 
approved person of a Member falls or 
ceases to be so approved, the Member 
shall promptly redeem or convert to a 
fixed income security such of its 
outstanding voting stock as to terminate 
that partys ability. if any, to exercise 
controlling inf luence over the management 
or policies of such Member 

For this purpose. each certificate of 
incorporation of a Member shall contain 
provision authorizing the Member to 
redeem or convert to a fixed income 
security all or part of the outstanding 
voting stock owned by any person requIred 
to be approved by the Exchange who falls 
or ceases to be approved as may be 
necessary to reduce such party's 
ownership of voting stock below that level 
which enables such party to exercise 
controlling influence over the management 
or policies of such Member 

If thecertificateof incorporation provides 
that a stockholder may compel 
redemption, it must provide that withoit 
the prior written approval of the 
Exchange. the redemption may only be 
effected on c date not less than sIx months 
after receipt by the Member and the 
Exchange of a writeten request for 
redemptior given no sooner than six 
months after the date of original issuance 
of such ahares or any p redecessor shares 

Prohibitions - Without the written 
approval of the Exchange. no Member 
shall: 
a) reduce its equity or debt capital other 

than by loss or amend its charter, 
certificate of incorporation. or by

laws. The Exchange may at any time in 
its discretion require the Member to 
restore or increase its capital or' 
surplus. or both. 

b) 	 issue any fixed debt in a form 
qualifyingascanital of theMember. 

c)amend, modify or cancel any agreement 
made by it or any of its stockholders 
relating to the management of the 
Member or the issue or transfer of 
securities of the Member. 

d) redeem or repurchase any shares of its 
stock on less than ix months notice 
given to the Excnange not less than six 
months after the original issuance of 
such shares or any predecessor 
shares, and shall notify the Exchange 
if any redemption or repurchase is 
postponed because prohibited by this 
ru le. 

e) issue stock except for cash or such 
other consideration as the Exchange 
determines will not impair the 
financial responsibility and 
operational capability of such 
Member. 

P403. Principal Eyecutives. 
Officers. Trading Attorneys. 
Employee Representatives. Agents 
or Agent Representatives - The 
Exchange shall not approve persons as 
principal executives, officers, trading 
attorneys, employee representatives. 
agents, agent representatives or 
individual Members unless satisf led that-. 
a) the applicant has honestly submitted 

application information as required 
and is of legal age 

b) the applicant is of good business 
reputation and integrity 

c) 	 the applicant meets such other 
requirementsastheSecuritiesCourcil 
or Exchange may establish from time 
to time as to sponsorship, experience 
In the securities or equivalent 
business, written or oral examination 
of knowledge, or otherwise, and 

d) such person in writing agrees to 
comply with the rules of the Exchange 
as they ex ist or may be amended. 
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The terms "employee representative, 
agent. agent representative" refer to 
persons engaged in the £o1lcitation of 
orders for the purchase or sale of
securities or similar instruments for the 
accounts of customers or members or in
the solicitation of management investment 
service on a fee basis by a member 
Members are responsible to customers 
without lImit for the acts of such persons
in conduct of securities business. but may
be indemnified by contract with agents for 
any losses arising from the conduct of 
agents or their agen, representatives, 

P404. Changes - A Member shall 
promptly give notice to the Exchange inwritingof: 
a) The death, discharge. retirement or

other termination of association of any 
person who requ1rea Exchange
approval, together with the reasons 
therefore. 

b) dissolution of the corporation
c) any material change in the stockholding

of any approved person 
d)any proposed change in the directors orprincipal executives 
e) any proposed change in the charter. 

by-laws or other documents on file
with the Exchange. or 

f) 	any failure to comply with all the 
conditions of approval specified In 
P201
 

Each approved person shall promptly
notify his Member of any material 
acquisition or disposition of stock of the

Member 


P405. Approved Persons - The Board 
shall not approve persons otherwise
required to be approved unless they
satisfy the conditions of sections a). b)
and d) of the first paragrapn of P403 

P406. Investigation Authorization 
- Each person recu i red to be aop roved by
the Excnange in any capacity shall
authorize inwrltng "the Exchange ano 
any agent to conduct an investigation of my
character, credit worthiness. ablity, 
knowledge. business act v ities. 
educationd' backgrouno. previous 

employment and reason for 'ermination 
thereof, Iauthorize and request any of my
former emp loyers and any other person to 
furnish to the Exchange and Its agents any
information they may have concern ing me
in those respects and I hereby release each 
such employer or person from 'any and all
liability of whatsoever nature by reason
of furnishing such information to the
Exchange and its agents. I recognize that I
will be the subject of an investigative 
report ordered by the Exchange and
acknowledge that I have been informed of 
my right to request information from the 
Exchange concerning the nature ano scopeof the investigation requesLed." 

P407. Employees of Members - The 
Exchange may requireany information to
be 	 furnished by any employee or
registered representative of a Member, or
by any Member concerning such a person
to permit it to enforce compliaice with
Exchange rules. The Exchange
discipline any such person 

may 
or disapprove

his/her employment by aMember 

Employee Investigation - Members shall 
makeathorough inquiry into theprevious
record and reputation of persons whom
they contemplate employing. including at 
least personal conversations with
employers duringtheprior three years. 

Emoloyee Records - Members shall obtainbefore employment, maintain as changes
occur during employment, and preserve
for at least three years after termination 
of employment the following informat!on 
for each employee andrepresentative, employeeaoent or agent
representative. 
a) name and address. 
b) starting date of employment and dates

of 	 promotions or approvals to new 
responsibilities.

c) educational institutions attended with 
dates and whether oraduated.
 

d)comp lete consecutive record of 
business connectIons for the prior ten 
years. including reason for leaving
each. and whether fu il or part time. 
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e)any denial of approval for membership. 
registration or therwise or any
disciplinary action or Injunction or 
any finding that he was acause of a 
disciplinary action or Injunction in 
any securities, financial or kindered 
business 

f) any arrest or indictment for any felony 
or misdemeanor, except minor traffic 
violations 

g)any other names by which he has been 
known or has used, 

h)whether any surFty bond has ever been 
denied. revoked or surety paid because 
of such person

1)a recent photograph at employment and 
at ten year intervals thereafter 

P40. Acceptability Hearings - The 
Excnange may disapprove the application 
of aprospective Member or of any person 
reou ired to be 3pp roved by the 2xchange. 
or any change in status cf such aperson 
requiringExchangeapproval after being 
given the opportunity to be heard by Fn 
AcceptabilityCommitteepursuanttothis 
rule. 

Any applicant being considered for 
disapproval shall be furnished with a 
written memorandum setting forth the 
pertinent information relevant to the 
applicant's acceptability. including 
specific grounds for disapproval under 
consideration, at least i 5 calendar days
beforeanAcceptabilityCommitteeisto 
consider the matter. The applicant shall 
have an opportunity to reply in writing 
and to appear before the Acceptability 
Committeeandpresentany relevant 
Information or witnesses. 

An Acceptability Committeeshall consist 
of three persons designated by the Chief 
Executive Officer, nut excluding hInmself, 
fromn the offficers and executive staff of 
the Exchange and members of thu 
Executive Committee. Ech Acceptability 
Committe shall designate one f rL;,. Jong 
themselves as Chairman. The drcisions of 
a majority of the members of an 
Acceptability Committee shal1 be f Inal. 
except subject to appeal as otherwise 
provIdecd. 

Section 6 - Ethical Conduct 

P501. Good Business Practice -
Every Member and each employee, agent 
and agent representative of a Member 
shall atall times adhere to the principles 
of good business practice in the conduct of 
his or its business affairs, and shall act in 
a manner con3istent with enhancing the 
welfare and reputation of the Exchange 

P502. Other Employment -
Individual Members. and employees and 
employee representatives, agents and 
agent representatives of Members shall 
not create conflicts of interest with the 
business of their Member employer by 
other employment, or potential confusion 
by customers as to which employer is 
represented For this purpose. any other 
employment by such persons shall be 
requested in writing and approved in 
writing: for Principal Executives of 
Members by the Exchange, and for 
employees and employee rep resentatives, 
agerL~jnd agent representatives of 
members by such Member. Similar 
requestand app roval shall be required for 
any non-employee type of engagement in 
any other business, or compensation by 
others, or financial interest in any other 
securities, f inancial or kindred business. 

P503. Gratuities -Except with the 
prior written consent of the employer, no 
Member. member employee or emoloyee 
rep resentatIve. agent or agent 
representative shall employ or 
compensate any person or give any 
gratuity to any principal, officer, or 
employee of the Exchange. its 
subsidiaries, the Securities Council. 
another Member. financial Institution. 
news or f t iancial information media, or 
non-member broker or dealer in 
securities, commodities or money 
instruments. 

Agift of any kInd is considered agratuity. 
Records shall be retained for at least three 
years of all such gratuities and 
compensation for inspection by the 

irproving Colombo Stock Excnange Regulation - Page 30 



Exchange. When close relatives work in
different financial organizations, gifts
arising from the family relationship are 
not subject to this rule. 

P504. Reporting of Questionable
Conduct - Each Member shall oromptly
report to the Exchange whenever such
member or any employee or employee
representative, agent or agent 
rep re-entative 
a)has v lolated any rule of the Exchange orany law or regulation (other than

minor traffic violations) or has 
engaged in conduct which is
inconsistent with just and equitable
principles of trade or deterimental to 
the interests and welfare of the 
Exchange 

b) is the subject of any written customer 
complaint involving allegations of 
theft or misappropriation of unas orsecuritiesorof forgery


c) is arrested, arraigned. indicted. 
 or
convicted or p leads guilty or no contest 
to any criminal offense (other than 
minor trafficviolations) 

d) is associated in any way with any
financial nrganization disciplined by 
any jurisdictional organiz tionwhich is convicted of 

or 
or pleads no 

contest to any felony or misdemeanor 
e) is the subject of any claim for damages 

or a defendent or respondent in any
civil litigation or arbitration which 
has been disposed of by Juagement.
award or settlement for an amount 
exceeding (a significant amount in
national currency).

f) 	 is disciplined by the Member by
suspension, termination, withholding
of compensation or fines in excess of 
(a significant amount) or any other
significant limitation of activities for 
cause. 

Each emp loyee or reglsterec
representative, agent agentorrepresentative shall promptly report to 
his/her employer the ex istence of any of 
the conditions specified in the prior
paragraph 

P505. Guarantees and Sharing in
Accounts - No Member. employee o
employee representative, agent or agent
representative shall guarantee the 
payment of a debit balance in 	 anotherperson's account, or guarantee acustomer 
against loss. or represent that the
Member wll guarantee a customer against
loss. or take or receive or agree to take or
receiveashare in theprofitsor lossesof 
any (zstomer's account or transaction. 

This rule does not prohibit participation
'n a joint account or investment 
partnership with the prior written 
consent of the Member. It does not
prohibit the sharing in losses after the 
Member has establIshed that the loss wais
caused in whole or in part ty the action or
inaction of such Member. employee or 
registered representative 

P506. Misleading Names - No 
Member shall do business under a name
found by the Exchange to be misleding. No 
agent or agent representative shall 
represent that it is doing a securities 
business in any name other than that of 
the member represented 

P507. Discretion - No employee or 
employee representative, agent or agent
rep resentative of aMember shall ex ercise 
any discretionary power in a customer's 
account without the written authority of
the :ustomer and without first notifying

and obtaining the approval of another
 
person delegated by the Member with

authority to approve the handling of such
 
accounts 
 Every order entered on a 
discretionary basis must be so Identified 
on the order at the time of entry. Such 
accounts shall receive frequent
anpropriate supervisory review by a
delegated person who is not exercising
such discretion pursuant to a written 
statement of supervisory procedures 

No employee or emDloyee representative, 
agent or agent representative shall 
exercise and no Member shall permt the
exercise of discretion in any customer's 
account to effect purchases or sales of
securities which are excessive in size or 
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frequency in view of the financial 
resources of such customer. 

The provisions of this ruleshall notapply 
to discretion as to the price at which or 
the time when an order given by a 
customer for the purchase or sale of a 
definite amount of a specified security 
shall be executed 

P508. Rumor Circulation - No 
Member or employee or employee 
rep resentative, agent or agent 
representative thereof shall circulate in 
any manner rumors of a sensatlonal 
character which might reasonably be 
expected to effect market conditions on the 
Exchange generally or in particular 
securities Discussion of unsubstantiated 
information published by a widely 
circulated pub Ilc media or the subject of 
broad inquiry within the financial 
community is not prohibited when its 
sourceandunsubstantiatednatureare also 
disclosed. Report shall be promptly made 
to the Exchange of any circumstances 
which give reason to believe that any 
rumor or unsubstantiated information 
might have been originated or circulated 
for the purpose of influencing prices in 
listed securities. 

P509. Privacy of Regulatory 
Information - The Exchange. Members. 
employees or empioyee representatives, 
agents or agent representatives thereof 
shall maintain the privacy of all financial 
and other competitive information 
obtained in their capdcity as regulators 
and servicers of securities business, 
except in response to process of law or 
Exchange rule. Matters of such privacy 
which may merit attention of the 
Committee shall be first reported by the 
Exchange Chlef Executive Officer to the 
Chairman or a designated Committee 
Member who is not representing Members 
for decision on the extent of such 
information to be reported to the 
Committee. Otherwise Committee 
Members are not entitled to access to 
private financial and competitive 
information obtained by the Exchange. 
This rule does not apply to commun ication 

between Members concerning accounts 
introduced by one Member to another 
Member. 

P510. Communications with the 
Public - Traditional standards of 
truthfulness and goodtaste s9ll apply to 
any form of commun !cation Ly Members. 
their employees and employee
represertatives. agents or agent 
representatives. Specifically prohibited 
are: 
a)any untrue statement or omission of a 

materlal fact or communication which 
is otherwise false or misleading. 

b) promises of specific results. 
exaggerated or unwarranted claims. 

c) opinions for which there is no 
reasonable basis. or 

d)projections or forecast of futureevents 
whclh are not clearly labeled as such 

Recommendations (even though not labeled 
as such) must have a basis which can be 
substantiated as reasonable. When 
recommending a purchase or sale or 
switch of specific securities, supporting 
information must be provided or offered. 
The market price at the time of 
recommendation is made must b e 
indicated. 

Disclosure shall be made (excluding 
extemporary interviews) in 
reconmending purchase or sale of specific 
securities if the Member usually makes a 
market in such security or the transaction 
is to be on a principal basis with the 
Member. or the Member was manager or 
co-manager of the most recent public 
offering of the issuer. or if any director 
or principal executive of the Member or 
its employees preparing the 
communication have positions in 
securities or options of the issuer or is a 
director of such issuer. 

Performance records or statistics of past
recommendations or actual transactions of 
the Member shall be balanced and 
a) confined to aspecific universe that can 

be fully isolated and circumscribed 
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and that covers at least the most recent 
12-month period, 
iinclude the date and price of each 
initial recommendation or transaction 
and end of period when liquidation was
first recommended or effected. Such 
detail may besummarized. averaged or 
offered rather than provided provided
that there is included the total number 
of items recommended or transacted. 
the number that advanced or declined
and an offer of the complete
information on request. 

c) disclose relevant costs and all material 

assumptionsused for annualizaton, 


d) indicate general market conditions 

during the period covered and any
comparison to an overall market 
indicator such as an index are valid. 

e) that the results presented should not 
and cannot be viewed as an indicator of 
future performance. and 

f) documents and working papers on which 
the record is based are retained for
Exchange review for at ]east three 
years 


Proiections andpredictions must contain 
the bases or assumptions upon which they 
are made and offer the bases and 
assumptions of such materials used 

Comparisons with a Member's service. 
personnel, facilities or charges with those 
of others must be factually suoportable 

DatinQ of reports shall be aoprcor!ate 
with identification of any significant 
information which is not reasonap ly 
current 


Sou rces shall be disclosed of 
communications not prepared under the 
direc- supervision of the Member 

Testimon~als concerning the Quality of 
investment aov ice must make clear that 
sucn statement may not be representative 
of the excerience of other cients and is 
not indic-a-ve of future performance or 
success ;f mor than a nominal sum is 
paid for tne testimonial. the fact that its 

a paid testimcniai shall be indicated 
 If 


the testimonial concerns a technical asect 
of investing. the person testifying must 
have knowledge and experience to forma 
valid op inion. 

Exchange review of all or particular
communications with the public by
Members in advance of or following
publication may be required by the 
Exchange.
 

P511. Account Transfers - Upon
notice from a customer of his instruction 
to transfer his account(s) or the 
servicing of his accounts from one 
Member to another, such transfer shall be 
expeditedby any carryingMember Upon
failure of prompt transfer upon 
app lI1tion of any party and opportunity 
to be heard by all parties, the Exchange 
may direct the establishment of 
collateralized fails between the carrying
parties 

P512. Fair Corporate Financing -
Member; shall not partipate in any 
distribution of securities when theunderwriting or other arrangements in 
connection with or related to the 
distribution. or the terms and conditions 
relating thereto. are unfalr or 
un reasonab le. 

P513. Free Riding and Withholding 
- A Member and its associated persons
shall not fail to makea bona-fidepublic
distribution of apublicofferinqwhich is 
expectedtoordoestradeatapremlum in 
the secondary market whenever such 
secondary market begins Members and 
associated parties shall 
a) not continue to hold any such securities 

acquired by underwriting or otherwise
 
inown account(s)
 

b)	not sell any such security to any
 
person associated with an y
 
broker/dealer- or 
to any senior
 
officer or person trading or brokerng
 
securities or influencing securites
 
tradingor brokering for any financial
 
institution or to any finder inrespect
 
to tho pub!ic offering or to any
 
fIduciary tothemanagingunderwrter
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or the issuer such as attorneys, 
accountants and financial consultants: 
or any member of the immediate 
family of any such person to which 
such person contributes support: or to 
any broker/dealer, bank or other 
conduit without assurance that such 
purchase isnot for such prohibited
parties. 

c)except that sales are not prohibited to 
such parties where both the aggregate
sold to such parties and the amount to 
each individual is insubstantial and not 
disproportionate as compared to sales 
to membvers of the public and in 
accordance with the normal 
investment practice of the purchasers 

P514. Disclosure of Conflicting 
Interest - Disclosure shall be made in 
advance of any transaction to any customer 
where a Member or associated person has 
a conflicting interest. including but not 
limited to 
a) instances where compensation is to be 
paid by the contra party 
b) instances where the broker is 
distributing or acquiring securities for a 
fee. or receivinga fee 
c) positions are held by the broker 

Section Seven - Supervisionand Control 

P601. Business Supervision - a) 
Each office, department or business 
activity of a Member shall be under the 
supervision and control of the Member 
establishing it and of the personnel
delegated such authority and 
responsibility Each person employed as 
an agent or agent representative and each 
office and department of an agent 
conducting any securities business shall 
be by contract subject to control and 
inspection of its securities business by 
the Member or the Exchange 

The person in charge of a group of 
employees :,r employee representatives. 
agents and agent representatives shall 
reasonably discharge his duties and 
obligations in connection with supervision 

and control of the activities of those 
persons related to the business of the 
Member and compliance with securities 
laws and regulations 

b) The directors of each Member shall 
provide for appropriate supervisory
control and shall designate a chlief 
executive officer to assume overall 
authority and responsibility for internal 
supervision and control of the 
organization and compliance with 
securities law and regulation. This person 
shall: 
(1) 	 delegate to qualified employees 

responstbility jnd authority for 
supervision and control of each office. 
department or business activity, and 
provldeforappropriateproceduresof 
supervision and control 

(2) 	establish aseparate system of follow
up and review to determine that the 
delegated authority and responsibility
is being properly ex ercised 

c) The prior consent of the Exchange shall 
be obtained for each office establIshed by a 
Member other than the main office, by a 
showing that proper supervision and 
f inancing for the off ice and business to be 
produced is aval lab le 

d) Qualified persons acceptable to theExchange shall be in charge of any off ice of 
aMember, any regional or other group of
offices, any sales department or activity. 
Any person who is a candidate for 
acceptability under this rule should havea 
creditable record as a registered 
representative or equivalent experience.
and Is to demonstrate in such other 
manner as the exchange may determine 
that he has the knowledge and competancy 
tosupervIsettheproposedactivity. 

e) the amounts and types of credit 
extended or guaranteed by a Member shall 
be supervised by employees qualified by 
experience for such control in the types ofbusiness for which credit is extended 

f) Duties of supervisors of employee
representatives, agents and agent
representatives ordnarIly should include 
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at least approval of new accounts and 
review of correspondence of employee
representatives. agents and agent
representatives, transactions, and 
customer accounts. Appropriate records 
should be maintained evidencing the 
carrying out of supervisory
responsibilities such as a written 
statement of the supervisory procedures
currently in effect and initialling of
correspondence, transactions, blotters or 
statements reviewed in the supervisory 
process. 

g) Members shall provide for the
supervision and control of each general
ledger bookeepIng account and account of 
like function on the basis specified in 
P353. 


P602. Offices of Members - shall be 
physically located or organized in such a 
way as to eliminate any confusion by 
customers as to the entity with which they 
are doing Ousiness. 

P603. Diligence as to Accounts -
Every Member is required through a 
principal executive or person desirnated 
under the provisions of P300 to
a)Use due dilIgence to learn the essential 

facts relative to every customer, 
every order, every cash or credit 
account accepted or carried by or for 
such Member and every person holding 
power of attorney over any such 
account. 

bd Supervise diligently all accounts 
handled by employee representatives, 
aaents and agent representativesof the 

Member 


c)Soecifically approve the opening of an 
account prior to or promptly after the
completion of any transaction for the 
account of or with a customer The 
person approving the account shall be 
personally informed as to the essential 
facts relative to the customer and to 
the nature of the proposed account and 
srall indicate aproval in writing on a 
document which is part of the 
permanent records of the Member 

For a credit (margin) account of a non
member corporation, definite knowledge
thould be had that the corporation has the 
right under its Charter and By-laws to 
engage in credit transactions for its own 
account and that the persons from whom 
ordersare receivedareduly authorizedto 
so act by the corporation. Copies of the 
corporate charter, by-laws and 
authorizations are advisable. otherwise 
the Member shouid file a signed
memorandum of reasons for believing that 
credit transactions are legal and 
authorized. 

For a cash account of a non-merroer 
corporation, the Member siiould assure 
itself through a prircipal officer of the 
corporation that the person entering 
orders has the authority to do so. 

For an agency account. the name of the 
principal for whom theagent is acting and 
written evidence of the agent's authority 
should be obtained. 

For estate and trustee accounts. Members 
should have counsel's advice as to 
documents to be obtained. 

Information as to citizenship of a 
customer Isan essential fact. 

P604. Designation of Accounts - No 
Member shall carry or guarantee an 
account in the name of aperson other than 
that of the customer, except that an 
account may be designated by anumber or
 
symbol provided that the Member has on 
file a written statement signed by the
 
customer attesting the ownership of the
 
account.
 

P605. Employee Accounts - No 
Member shall carry or guarantee an 
account or effect a transaction, without 
the prior written consent of the employer.
in which an employee, agent or agent
representative of another Member. or an
employee of theExchange. its subsidiaries 
or the Securities Council is directly or 
indirectly interested. 
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Dupl cate reports and statements shail be 
sent promptly to the employer, attention 
of a designated principal executive, other 
than the interested employee 

No Member shall carry or guarantee a 
credit (margin) account or transaction,
without the prior written consent of the 
employer. in which an employee of a 
financial institution or business is 
directly or indirectly interested. 

No employee. agen" or agent
representative of a Member and no 
employee of the Exchange, or its 
subsidiaries shall open an account or 
enter orders for transactions with other 
Members. non-member broker/dealers 
or banks without the prior written 
consent of aprincipal executive other than 
himself designated to sign such consents. 
and shall arrange for duplicatc
confirmations and statements to be sent to 
such person. 

P606. Public Communications -
Any comun ication generally distributed or 
made aval lab le by a Member to customers 
or the pub Ic shall be app roved in advance 
by a principal officer or other delegated 
person qualified for such supervision 
Such comunication includes but is not 
limited to advertisements, market letters. 
research reports. books, sales literature. 
electronic communications of like content. 
communications with or by means of the 
media, and wires or memoranda to 
branches, employees or employee 
representatives, agents and agent
representatives which are shown or 
distributed to customers or the public, 
Letters containing investment advice or 
information by employee representatives, 
agents and agent representatives shall also 
be reviewed in adv3nce of mailing by a 
cormpetant delegated person 

Research reports are generally def inedas 
an analysis of individual companies.
industries, market conditions, securities 
or other investment vehicles which 
provide Information reasonably sufficient 
upon which to base an investment 

decision, and shall be prepared and then 
approved by different individuals 
competant for such preparation and the 
supervision thereof Supervision may be 
by employees of the Member or part time 
competant consultants retained for that 
purpose. When in Sri Lanka securities 
analysis becomes a developed profession, 
theExchange shall establish qualification
standards for supervisory analysts and 
require approval of research reports by 
such persons. Basic analysis in research 
reports by a person without technical 
expertise In someareasof the report shall 
be co-approved by a product specialist so 
qualifed. 

For this purpose approval of theExchange 
of specific arrangements shall be required
for any office Jointly occupiedwith any 
other business Acceptable methods of 
differentiation of businesses in joint 
tenancy include cel IIng high or partial
walls with prominent signage at 
entrances, wearing of badges by
employees, barring of any customers from 
the space. different telephone numbers. 
and no stationery or advertising showing 
both organizations
Section Eight - Financial & 
Operational Responsibility 

P701. Capital Required -A Member 
introducing all accounts on a disclosed 
basis to the Settlement Agency shall 
maintain net worth of Rs I million. 

A Member carrying customer or 
proprietary accounts and settling 
exchange transactions shall at all times 
maintain minimum netcapital equal to the 
greater of Rs 1 million or 7 percent of 
aggregate debit items computed with the 
Formula for Determination of Reserve 
Requirements for such Members below. 
The 79 requirument shall be subject to 
adjustment by the Executive Committee as 
experience w'th this requirement is 
gained. 

The term net capital means the net worth 
of the Member adjusted by 
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a) adding or deducting unrealized profItsor losses with all long or short 
security positions marked to their 
market value. 

b) excluding liabilities subordinated 
pursuant to a satisfactory
subordination agreement approved by 
the Exchange.

c) deducting fix ed assets and other assets 
not readily convertib le to cash such as
real estate, furniture and fixtures,
exchange fees not amortized: prepaid
items. goodhi H: unsecured o r 
partial'.y secured advances, loans.
customer and other accounts: fixed 
bank accounts not callable (usable)
within 10 business days. assets
doubtful of collection. 

d)deducting the market value of all short 
security differences unresolved 14 
days after discovery, and the market
value of any long securities 

differences sold before adequately

resolved lessany reserves establIshed 

therefore. 


e) Deducting for securities or money

market instruments in th
e 

proprietary or other accounts of the 

Member 599of the market value of any

securlty Issued or guaranteed by the
 government of Sri Lanka. 309 of the 

market value of any listed security up 
to the quantity which is readily
marketable at a 109 discount, and 
100% for all other securities (Lesser 
deductions will be allowed for 
securities accepted adequateas 
collateral by a bank at the percentage 
loaned by the bank, or where a ready
market on a foreign Exchange and 
currency convertibility can be 
demonstrated), 

f) deducting the amount of cash requIred 
in each carricd or guaranteed account 
of a customer, employee or registered
representatlve neeoed to meet the 
maintenance requirement of 
the 
Exchange for credit extension accounts
and outstanding five business days or 
more. 

P702. Formula for Computing
Aggregate Indebtedness - Add the 
fol]owing 

I. Amount of customers, money balances 
required to be held in separate bank 
accounts. 

2. Moneys borrowed collateralized by
customer securities. 

3. Contract values of customer securities
purchased by open exchange contract and
funds not yet received from buying
customer or securities not received in
good delIvery Torm from selling customer. 

A. Moneys payable against customer 
securities loaned. 

5 Market value of stock dividends, splits
and similar distributions receivable 
outstanding more than 30 days 
6.Marketvalueof securities intransfer
 
more than 40 calendar days and not

confirmed as inprocess by issuer or
 
transfer agent during that time.
 

7.Unsecured and unsubordinated bank
 
overdrafts and borrowings from banks 
or
 
others.
 

8.Drafts or checks not yet reflected in
 
any bank balances. 

P703. Custome- Reserve Bank 
Account (Replacement for CSE Rule 
of Conduct *11. Separate Bank 
Accounts - MemberEach carrying 
customer accounts shall maintain with a 
bank or banks "Special Reserve Bank 
Account for the Exclusive Benefit of 
Customers" and shall atall timesmaintain 
in such accounts cash or qualified
securities totalling the cash held without 
lien for customers less such customer 
cash used to finance other customer s fully
secured debt in respect to securities 
transactloxis
 

-Qualified securities" means Sri Lankan 
government securities with a market 
value at least 105% of the sum they
represent in such reserve bank accounts. 
'Cash held without lien" means cash held 
as credit balances in customer cash or 
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margin accounts which is payable to 
brokers for settlement of open contracts 
or payable to or withdrawable by 
customers for any reason. "Other 
customer's fully secured debt" means (a) 
debits in customer margin accounts 
secured as requIred in Exchange rules or 
such higher requirement as normally
required by the member carrying an 
account. (b) for a maximum period of 
three days after settlement date, the 
contract value of securities purchases 
settled by the member but not yet paid by
the purchaser. but excluding from both 
Ca) and (b) debIts of any customer whose 
securities are pledged directly or 
indirectly as security for any bank loan or 
otherwise 

Such reserve bank accounts shall be 
subject to written contracts with the 
holding bank(s) providing that the cash 
and/or qualified securities are held by the 
bank for the exclusive benefit of 
customers of the depositing entity and 
shall at no time be used directly or 
indirectly asa fixed deposit. security for 
a loan to. overdraft facility for. guarantee
in favor of, or any other accomodation to 
the depositing member by the bank and 
shall be subject to no right. charge. 
security interest. lien. or claim of any
kind in favor of the bank or any person 
claiming through the bank. The title of the 
account in the records of the bank shall 
Indicate that it is a "Special Reserve 
Account for the Exclusive Benefit of 
Customers." All debit balances 
constituting "other customers fully
secured debt" upon collection or 
liquidation of collateral shall be deemed 
"Special Reserves for the Exclusive 
Benef it of Customers" in the event that the 
Security Council durects the Exchange to 
take over or appoint others to take over 
the customer prope, ty of.a member. 

P704. Security Deposlt - Each 
member shall maintain on deposit with the 
exchange the larger of the amount 
required by either (A)or (B) following 

(A) Such amount as required by Section 
17. Part II(e) and Section 18, Part ld)(I 

pf the Securities Council Act No 36 of 
I987andSection 18(1) of theArticlesof 
Association of the Exchange. (Currently 
0.59 of the annual turnover of amember 
during the prlor calendar year with a 
minimum of Rs 500.000 and a max Imum 
of Rs 1,500.000). Annual turnover is 
the total value of buy and sell side 
contracts, separately included. executed 
on the exchange to buy or sell securities 

(B) 5% of the second highest total value 
of open buy and sell side contracts. 
separately included, at the close 0' 
business on the day prior to any
settlement day during the prior three 
months, as determined at the close of 
business at each month end and Effective 
as a requirementon the fifth business day
of the next month The 59 figure shall be 
subject to adjustment by the Executive 
Committee as experience with this 
requirement is gained. 

Any guarantee from a bank deposited as 
such security in a form required by the 
Exchange shall not satisfy the security 
deposit requirement when it has less than 
two months to expiration or extended 
expiration, but shalI not be withdrawable 
until its termination date. 

Any bank guarantee qualifying as a 
security deposit shall be supplemented by 
acopy of any document collateralizing or 
guaranteeing any sum called by the 
exchange. No pledge of a separate bank 
account for customer funds or excess 
collateral in a loan secured by customer 
securities shallbeacceptable. 

(The present form of guarantee required 
by the exchange shall be amended to: a)
provide that the bank has no right of set 
off against member assets it may hold 
other than those specifically pledged. b) 
subordinate claims of the guaranteeing
bank to all claims of customers.) 

The priorities for use of any called 
security deposit shall be to satisfy (a)net 
losses if any on close out of open exchange 
contracts. (b) debts to the exchange. (c) 
unsatisfied obligations to customers, in 
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thatorder. IfafalIlngmember'ssecurity
deposit is insufficient to satisfy net losses 
in any close out of open exchange
contracts, then the balance of net losses on
close outs shall be charged to other 
memoers pro-rata to their then required
security fund deposit. When the Central 
Depository System becomes operational,
the exchange shall agree by contract with 
the Depository that the security deposits
heldby the exchangewill be collateral for 
losses on close out of open exchange
contracts of any defaulting member. (See
discussion in report for review of this 
provision by bankruptcy counsel.) 

P705. Subordinated Capital - Loans 
of to a Member may be subordinated to the 
clams of all creditors through a form 
suIn lied by the Exchange of an agreement
for cash or secured demand note 
collateralized by securities, and requiring
Exchange approval in order to be credited 
as capital of the Member Such 
subordinations by others than principal
executives and approved persons of the
Memoer shall not exceed 70% of total
capital allowed as the net worth of the 
Member In computation of capital for a 
period of not longer than 90 days or suchlonger period as the Exchange upon
application of the Member Cetermines to 

te in the public interest or for the

prc.ection of investors 

For ine purpose of lncreaslnoaMembers 
protection of customers and the Settlement 
Agency. a Member may enter into 
suoordination agreements which are not 
allowed as good capital, placincat the risk 
of the business margin accounts, 
securatles. collateral inexcess of facevalue of secured demand notes, personal
accounts, and the like Such 
sucordinations must be in a form 
acce-t.able to and filed with .-,e Exchange 
anc shown separately in financial 
sta'ements and similar documents. 

VYS forms of subordination areavallab le
for acartuon to the lawofSr1Lanka 

P706. Capital Withdrawal - No
equity capital may be withdrawn by action 
of a stockholder or through payment of
dividends or other distribution, nor may 
any loan be made to a stockholder or
employee or registered representative if,
after giving effect thereto and to any other 
such withdrawals, advances, loans, and 
any payment or payment obligations under 
satisfactory subordination agreements
which are scheduled to occur within six 
months following such time, either itsnet 
capital should fall to equal 150% of that 
required. 

P707. Capital Decline - A Member 
shall forthwith notify the Exchange if its 
net captl after deduction of all capitalwithdrawals including maturities. if any.
scheduled during thenext six months falls 
below 150% of that required by Rule 

P708. Special Capital Requirement 
- The Exchange may at any time or from 
time to time with respect to a particular
Member or all Members. or new Members 
prescribe greate- net cap i ta I
requirements than those prescribed by
Rule. including more stringent treatment

of items in computing net capital or net
 
worth
 

P709. Restriction - The exchange 
may restrict growth of business or 
require business reduction by a member 
whose net cap Ital is less than 1509 of Its 
capital requirement by Rule. or for whom 
the deduction of capital withdrawals 
including matu rities scheduled during the
nextsix monthswouldso result. orwhose 
records of customer accounts and 
securities transactions are materially
deficient in accuracy and currency 

P710. Loan and Advance 
Restriction - No drawing. unsecured or 
partially secured loans or advances of 
funds shall be made by a Member to any
associated or approved party or parties
associated with app roved persons, except
with prior written approval of the
Ex change. when the Member s net cap ital
is less than 150% of its cao I ta I 
requirement or the deduction of capital 
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scheduled during the next six months 
would so result, or the Exchange restricts 
the member organization. 

Except with the prior written approval of 
the Exchango. a Member which has 
wttanding aiy such obligations by such 
parties rz all forthwith reduce or 
eliminate such obligations from such 
borrowers or otherwise restore its net
capital to the point where it is less than 
1509 of Its capital requIrement under 
P355 or the deduction of capital
withdrawals including maturities 
scheduled during the next six months 
would so resu It,or the Exchange restricts 
the member organization 

P711. Financing Arrangements -
No Member shall consumate a sale or 
financing arrangement intended to 
improve its capital computation before 
submitting related documentation to the 
Exchange for approval. Such events 
include sale and leasebacks of any assets, 
saleor factoringor financingof unsecured 
accounts receivable, loans by a bank upon 
collateral otherwise deemed not readily 
marketable. etc. 

P712. Reports to Exchange -
Members, agents and their employees 
shall submit to the exchange at such times 
as may be designated in such form and 
within such time period as may be 
prescribed such information as the 
exchange deems essential for the 
protection of investors and the public 
interest. 

Each member shalh file monthly with the 
exchange a report in a form prescribedby 
the exchange on its financial and 
operational condition, profitability and 
compliance with the capital and 
operational requirements of the exchange. 
Such report for the month of the 
members annual audit by independent 
pub lIc accountants shall be audited and any
adjustments reported to the exchange. The 
monthly reports shall be filed not later 
than the 15th of the following month. A 
member may be required to provide 

financial and operational reports for, its 
affiliated and subsidiary organizations. 

Afee of asign ificant amount shall be paid
for every day that any required report is 
overdue, unless atemporary ex tension is 
granted upon application at least three 
business days before the due date. Any 
report with material inadequacies willbe 
deemed not fIled. 

P713. Audits - The Exchange may at 
any time require any Member or the 
Settlement Agency to cause an audit to be 
made by an independent public accountant 
of its accounts in accordance with 
requirenents prescribed by the Exchange 

The annual audit report shall contain a 
Statement of Financial Condition, a 
Statement of Income. a Statement of 
Changes in Stockholder's Equity. and 
Statement of Changes in Liabilities 
Subordinated to Claims of General 
Creditors. SJo statpments shall be in a 
format and on a L&-is whi ch is consistent 
with such statements filed monthly with 
the Exchange. If i Statement of Financial 
Condition is not consolidated, a summary 
of financial data, including the assets. 
liabilities, and net worth or stockholder's 
equity shall be included for subsidiaries 
notconsolIdated 

Supporting schedules shall include for all 
Members a computation of required
capital, and for Members carrying 
accounts and the Settlement Agency a 
computation for determination of reserve 
requirements, and information relating to 
the possession and control requirements
and shall be filed with said report. A 
reconciliation shall be supplied, including
appropriate explanations, for any 
differences in the capital and reserve 
computations separately flied by the 
Member or Settlement Agency. 

P714, Audit Requirements - An 
audit shall be conducted by a certified 
public accountant who shall be In fact 
independent and who shall file an opinion
covering the required statements 
Attachedtothe report should bean oathor 

Improving Colombo Stock Exchange Regulation - Page 40 



affIrmation byadulyauthorizedofficerof 
the Member that the financial statements 
and schedu les are true and correct and thatneither the Member nor, any officer or
director has any proprietary interest in 
any account classifled solely as that of a 

customer. The oath or affIrmation shall 

be made before aperson duly authorized to
admn'ster such oaths or afflrmaims. 

The Exchange will recognize as acertified
public accountant only persons duly
registered as such under the laws of SrI 
Lanka and in good standing both with
accounting professional societies and the 
Exchange. 


P715. Audit Objectives - The audit 
snail be made in accordance with Sri 
Lankan generally accepted auditing
standards and shall include a review of the
accounting system. the internal accounting
contro" and procedures for safeguarding
securties including appropriate tests 
thereof for thie period since the prior

examination date. The audit shall include 

all procedures necessary under the 
circumstances tn enable the independentpublIc accountart Zo express an opinIon on 
the statement uf i nancial condition,
results or operations, changes in financial 
position, the computation of capital, and,
if any. the computation for determination 
of requIred security deposits and separate

bank accounts and information relatingto

the adequacy of possession or control of 

customersecurities. 


The Scope of audit and review shall be

sufficient to provide reasonable assurance 

of disclosure of any material inadequacies
existing at the examination in the
accounting system. internal accounting 
controls. procedures for safeguarding
securities. and the practices and
2rocedures followed by the Member (and
related records) in making periodic 

computations of capital. security deposits.

separate customer bank accounts,
cuarterly security counts and recordation 
of differences. in complyino with the
requirement for prompt payment for
securities, and obtainingin and 

maintaining physical possession or 
control of securities as required. 

P716. Technical requirements 
the accountant's report shall be dated. 
signed manually, indicate the city and 
other governmental jurisdiction where 
issued, and identify without detaIlEd 
enumeraton the statements and schedules 
covered by the report. 

Representations in the audit report shall 
state whether the audit was made in 
accordance with Sri Lankan generally
accepted auditing standards, whether the 
accountant reviewed the procedures 
followed for safeguarding securities, anddesignate any auditing procedures deemed 
necessary by the accountant under the
circumstannces of the particular audit 
which have been omitted and the reason
for the omission (Permissive omission 
is not implied of any procedure which
independentaccountantswouldordinarily 
employ inthe course of an audit made for
 
the purpose of expressing the required

opinions). 

Oin ion of the accountant shall be clearly
expressed in respect to the financial 
statements and schedules covered by the 
report and the accounting prlncples and
practIce reflected therein and as to the 
consistency of application of the 
accounting principles, or as to any
changes insuch principles which have a
 
material effect on the 
 financial
 

statements. 
Exceptions taken by the accountant shall
 
be clearly and specif ically identified and 
to the ex tent practicab le the effect of each 
such exception on the related financial
 
statements shall be stated 

Accountant's material Inadequacy findngs
shall be fIled with the Exchange by the 
Member simultaneously with the 
accountant's supplemental report on his
review of this area since the prior audit.
inciuoing corrective action taken or
proposed, or stating that the audit did not
disclose any material inadequacies. 

irnprovino Colomo Stock E., cnance ;equ iation - Pane 4 1 



(Note - With the limitation of exchange 
members to brokerage only. It should be
practical to shorten the deadline date for 
audit reports to approximately two 
months from audit cbte. 

Audit agreements between each Member 
and an independent public accountant in a 
formprescribedbytheExchangeanddated 

no later than December I shall be flied 

with theExchange no later than December 

10 of each year covering the Member's 

annual audit for the following year 

Retention of all required documents of the 
audit and all pertinent working papers and 
memoranda shall be for at least three 
years. and available for review by 
representatives of the Exchange at the 
office of the Member or the Accountant. 

P717. Financial Statements to 
Customers - Members and the 
Settlement Agency shall file with the 
Exchange and send to each person specif led 
below the following 

Audited statements within 90 days of the 
required annual audit date including 
a) a balance sheet with appropriate notes 

prepared in accordance with Sri 
Lankan generally accepted accounting
principles, 

b) a footnote containing a statement of the 
amount of the entitys net capital and 
required net capital computed in 
accordance with Exchange rules and 
including summary f inancial 
statements of subsidiaries, 
consolidated when material, and the 
effect thereof on the capital required
of the entity. and 

c) if the independent accountant 
commented on any material 
inadequacies. a statement by the 
Member that acopy of such report and 
comments is currently available for 
the customer's inspection. 

Unaudited statemerits containing the 
similar information as of a date six 
months from the audit date shall be 

fu rnished not later than 65 days after the 
as of date.
 

Persons soecif led to receive these
 
statements are any person who has a claim
 
for property or funds wh ich is part of the 
capital of the Member or Is subordinated 
to the claims of creditors of the Member. 
or with whom the Member has effected a 
securities transaction or carried or
 
guaranteed asecurities or money balance
 
during the month before or after the
 
balance sheet date.
 

P71B. Insurance - The Committee may 
requIre Members to maintain such policy 
or policies of insurance as the Committee 
may consider desirable and available 
against losses caused by the dishonest acts 
of Member personnel and against losses 
caused by handling stolen and forged
documents of title or secu riti~s or other 
defective instruments. providing such 
insurance is avallable. 

P719. Hypothecation of Customer's 
Securities - No Member or employee 
thereof shall directly or indirectly 
hypothecate or arrange for or permit the 
continued hypothecation of any securities 
carried for customers under any 
circumstances that will permit
a) the commingling of securities carried 

for the account of any customer with 
securities carried for the account of 
any other customer without first 
obtaining the written consent of each 
such customer tosuch hypothecation. 

b) such securities to be commingled with 
securities carried for all accounts of 
any person other than a bona fide 
customer of su:h Member or 
Settlement Agency u~idera lien or loan 
made to such entity. 

c)securities carried for the account of 
customers to be hypothecated or 
subject toany lien or liensor claim or 
claims of the p ledgee or pledgees for a 
sum which exceeds the aggregate 
Indebtedness of customerson such day. 
provided that funds or securities in an 
amount sufficient to eliminate such 
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excessarepaidorplacedintransferto 
pledgees for the purpose of reducing
the liens or claims to which securities 
carried for the account of customers 
are subjected as promptly as 
practicable after such reduction 
occurs, but before the lapse of one-
half hour after the commencement of 
bankinghourson the nextbanking day 
at the place where the largest
principal amount of such loans are 
payable and in any event before such 
entity on such day has obtained or 
increased any bank loan collateralized 
by securities carried for the account 
of customers 

The provisions of the prior paragraph
shall not apply to hypothecation of 
securities carried for a customer in a cash 
account not yet paid for, provided that at 
or before the submission of the contract 
note to such customer, written notice is 
given or sent to such customer disclosing
that such securities are or may be 
hypothecated under circumstances which 
will permit the commingling thereof with 
other securities carried for the account of 
other customers (Obviously this should 
be provIded by legend on the back of the 
confirmatIon or contract note) 

P720. Custody of Customer 
Securities - Members shall promptly
obtain and shall thereafter maintain 
physical possession or control of all 
customers fully-paid securities and all 
securities subject to lien in credit 
accounts in excess of 140% of the debit 
balances in such accounts. Violation shall 
not be deemed If solely as the result of 
normal business operations, temporary
lags occur between thE time when a 
security is reaulred to be in possession or 
control and the time that it is placed
such status provided that the Member 

in 

takes timely steps in good faith to 
establish such status 

Any customer property given to an 
employee or acent shall be transmitted on 
the same day to the memoer carrying the 
customer account. 

P72IBorrowing Customer 
Securities - Further. violation will nut 
be deemed if the Member and a Securities 
Lender at or before the time of the loan. 
enter into a written agreement that at a 
minimum sets forth Inaseparateschedule 
or schedules the basis of compensation for 
any loan and generally the rights and 
liabilities of the parties as to the 
borrowed securities, provides that the 
Lender will be given a schedule of the 
securities actually borrowed at the time of 
the borrowing of the securities, and
specifies that the borrower will provide
the Lender on that day with collateral in 
cash. government bills or notes. or an 
irrevokable line of credit issued by a bank 
which full secures the loan of securities. 
and that at the close of each successive 
business day the loaned securities will be 
marked to the market and collateral if 
insufficient restored to at least 100% by
the close of the nextbusiness day 

P722. Control of securities - shall 
be deemed to be effected when such 
secu ritles are: 
a) in the custody or control of the 

Member. a custodian bank. or 
securities exchange. the delivery of 
which does not require the payment of 
money or value, and if the books and
records of the Member identify the 
customers entitled to receive specified 
quantities or units of the securitles so 
held for such customerscollectively. 

b) subject of bona f de items of transfer 
not older than 40 calendar days or 
confirmed In writing to be in process
by the issuer or transfer agent.

c) held in such other locations as the 
Exchange shall upon application find 
and designate to be adequate for the 
protection of customer securities 

P723. Short Security Differences 
- Buy-n shall be made of short security 
differences not resolved within 45 
calendar days after the date of any
reouiredexamination, count. verification 
and comparison of securities. 
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P724, Securities Movements - Not 
than the next business day. a Member 
shall determine from its books and 
records as of the close of the prior 
business day the quantity of securities 
required to be in possession and control 
actually and not in such possession and 
control. (Inactive credit acounts may be 
not less than twice weekly.) Deficiencies 
in securities in possession and control 
shall be corrected by ordering if there 
are securities of the same issue and class 
in any of the following non-control 
locations: f rom money borrowed collateral 
accounts movement within two business 
days. from securities loaned movement 
within five business days. from securities 
failed to receive for 30 calendar days a 
buy-in procedure or otherwise, from 
security dividend receivable or stock split 
or similar distribution not received for 
45 calendar days a buy-in procedure or 
otherwise. 

P725. Customer Secu r ity 
Deliveries on Sale - If a member 
executes a sell order of a customer (other 
than an order disclosed to execute a sale of 
securities which the seller does not own) 
and if for any reason whatever the 
Customer has not deposited the security 
with the carrying entity within ten 
business days after the settlement date. 
the Member shall immediately thereafter 
close the transaction with the customer. 

The Exchange will consider applications 
for extensions of time for buy-ins under 
this rule. 

Section Nine - Discipline 

P801. Access Prohibition - Except 
as hereafter provided, the Exchange shall 
notprohlbitor limit any qualif led person 
from access to services offered by the 
Exchange or any Member without prior 
written notification with specificgrounds 
and 15 days opportunity to be heard 
thereupon. 

Summary discipline - The Exchange may 
summarily suspend a Member who is in 

latepjch financial or operational difficulty 
that the Exchange determines that the 
Member cnnot be permitted to continue to 
do business as a Member with safety to 
investors, creditors, other Members. or 
the Exchange. 

The Exchange may summarily limit or 
prohibit any person from access to 
services offered by the Exchange or any 
Member if the Exchange determines that 
s!jch person does not meet the quallfication 
requirements or otherprerequisitlesfor 
such access and that such person cannot be 
permitted to continue to have such access 
with safety to investors. creditors. 
Members, or the Exchange Any person 
subject to such summary action shall be 
notifled In writing of specific grounds for 
such action and promptly afforded an 
opportunity to be heard upon those 
grounds 

Whenever a Member falls to perform its 
contracts. becomes insolvent, or is in 
such financial or operatingdifficulty that 
ir cannot be permitted to continue to do 
business as a Member with safety to 
investors. creditors, other Members and 
the Exchange. such MEmber shall 
promptly give written notice to the 
Exchange. 

A party who does not pay any f ine with in 
45 days after payable may after written 
notice be summarily suspended from 
association in any capacity with a 
Member. 

Any suspended, limited, or prohibited 
person shall on request submit such books 
and records as to which it has access and 
furnish information or appear or testify 
or cause any employee to appear and 
testify before the Exchange. An, such 
person may be disciplined pursuant to 
rule for any offense committed before or 
after suspension, limitation o r 
prohibition in all respects as if not so 
impaired. A Member suspended shail bedeprived during the term of suspension of 

all rights and privileges of membership.
Any suspension of an employee orregistered representative shall create a 
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vacancy in any office or position held by
such person. Any such person may be
relieved frcm suspension. limit or 
prohibition by the Board. 

P802. Discip IIna ry Bases &
Penalties - If a Member. employee,
registered representative, or approved 
person is adjudged guilty by a HearingPanel in a proceeding pursuant to this 
rule of any of the fol]owing offenses, the 
Hearing Panel may impose on such party
expulsion: suspension: limitation as to 
activities, functions and operations: fine:censure: suspension or bar from being
associated with any Member: or any other
fitting sanction, any of which may be 
remitted or reduced by the Panel on such 
terms and conditions as it deems fair and 
equitable. Offensesare: 
a) violating any provision of a

governmental securities law or
regulation, any agreement with the 
Exchange. or any rule of the Exchange.

b) making a material mistatement to the 
Exchange. 

c) fraud or fraudulent acts. 

d)conduc. or proceeding inconsistent with
justandequitableprinciplesof trade. 
e) acts detrimental to the interest and 

welfare of the Exchange.
f) making or transmittinga fictitiousbid. 

offer, or transaction or giving an 
order for the purchase or sale of 
securities the execution of whichwould involve no change of ownership
(a wash sale) or executing or
transmitting any such order with 
knowledge of its character. 

g) making any rirchases or sales or 
offers of purchases or sale of
securities for the purpose of upsetting
the equilibrium of the market or 
bringing about a condition in which 
prices do not fairly reflect market 
values or assisting in making suchtransactions with krowledge of such 
purpose. or beino with such knowledge 
aparty to or assisting in carrying out 
any plan or scheme for the making of 
such transactions. 

h) 	 having made a misstatement or 
omission of fact on an appIlication for 
membership or approval, or on any 

financial statement, report or other 
submission f1ied with the Exchange. or

1) refusing or failing to comply with a 
request of the Exchange to submit 
books and records subject to access orcontrol or to furnish information to or 
to 	 appear and testify before the 
Exchange. 

An employee of a Member is liable to
discipline and penalties for any act or 
omission of such Member as for his own 
personalacc oromision. 

P803. Disciplinary Hearings -
Disciplinary consideration shall be by a
Hearing Panel composed of a chairman 
appointed by the Board who is a
disinterested director or employee of the
Exchange or other qualified person and 
two disinterested peers of the defendant 
from a panel appointed by the Board and
selected by the Chairman subject to two 
challenges by each party. The decision of a
Hearing Panel by majority shall be final
and conclusive unless appealed to the 
Board by either party. 

The Chairman shall resolve any
procedural or evidentlary matters without 
appeal, but shall not authorize the
discovery or inspection of internal 
Exchange documents prepared in 
connection with the proceeding. 

The specific charges against a respondent
shaill be served in a written Charge
Memorandum signed by an authorized 
employee or other inquirer authorized by
the Executive Commttee of the Exchange.
with service deemed effective upon
personal delivery or by leaving at or 
malIIng to the respondents l2st business 
or residence address as reflected on 
Exchange records. 

A written, signed Answer to the Charge
shall be flied within 25daysof service or 
such longer period as aporoved by the
Chairman. and shall indicate specifically
which assertions of fact and charges in
the Charge Memorandum are denied and 
which are admitted, with any specific
facts in contradiction and any affirmative 
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defenses. Any assertions of fact not 
specifically denied may be deemed 
admitted and fallure to file an Answer may
bedemedan admission of facts asserted in 
the Charge. 

The Panel Chairman shall determine the 
specific facts put into issue and with 
respect to those facts only. the Exchange 
and the respondent may produce witnesses 
and any other evidence and may examine 
and cross examine any witnesses so 
produced. Any failure by a respondent to 
Answer as required above shall limit 
consideration of any witnesses oFn other 
evidence to determination of the penalty to 
be imposed. A respondent who falIls to fIle 
an Answer but appears at the Hearing
shall not be permitted to produce
witnesses, evidence or testimony. but the 
Hearing Panel may determine that the 
respondent had adequate reason to excuse 
hisfallureto fileandadjourn theHearing 
and direct the respondent to file a proper
Answer. 

After hearing witnesses and considering 
evidence, the panel shall consider whether 
the respondent is guilty of the Charges. 
and if so fix and impose the penalty or 
penalties. with written notice to the 
respondent and the Exchange. The 
determination and penalty shall become 
fInal and conclusive 20 days after notice 
thereof has been served unless a request to 
the Executive Committee for review has 
been filed in which case any penalty shall 
be stayed pending review. 

P804. Disciplinary Appeals - The 
staff or Inquirer of the Exchange which 
brought the Charges. the respondent, or 
any member of the Executive Committee 
of the Exchange may requIre a revlew by 
the Executive Committee by filing a 
written request stating the basis and 
reasons terefore within 20 days of the 
notice of determination. All concerned 
parties shalI be notifled of such review 
request. Any reviews by the Executive 
Commattee shall be based on oral argument
and written briefs and shall be limited to 
consideration of the record before the 
Hearing Panel. The Executive Committee 

by majority vote may sustain, modify or 
reverse any determination of the Hearing 
Panel and increase, decrease or eliminate 
any penalty. or impose any penalty
permitted by these rules as It deems 
app rop rlate. 

If either party on review shows to the 
satis7action of the Executive Committee 
that additional evidence is material and 
there was reasonable ground for failure to 
produce it before the Hearing Panel, the 
Executive Committee may remand the 
matter to the Hearing Panel for further 
proceedings. 

P805. Stipulation and Consent -- In 
lieu in part of the above procedures. a 
Hearing Parel may make a determination 
and impose penalties on the basis of a 
written Stipulation and Consent entered 
into between the respondent and an 
authorized employee or inquirer of the 
Exchange. Such document shall contain a 
stipulation with respect to the facts, or on 
the basis for findings of fact by the 
Hearing Panel: aconsent to findings of fact 
by the Hearing Panel, including a finding 
thata specific offense hasbeen committed: 
and d consent to the Impositiorn of a 
specific penalty. The Panel ma%; fIx and 
impose the penalty agreed to or any 
penalty which is less severe or may
remand for further proceedings. 

P806. Counsel - Respondents have the 
right to be represented by counsel in any
hearing, review or investigation by the 
Exchange. 

P807 - Suspended or terminated 
parties - A suspended party may be 
proceeded against for any offense other 
than that for which suspended. 

If prlor to termInatlon or within one year 
of termination of any person associated 
with a Member, such person is served 
written notice that the Exchange is makIng 
Inquiry Into a matter occuring prior to 
that termination. the Exchange thereafter 
may require such party to comply with 
requests, appear. testify. submit books 
and records, attend hearings. etc. and such 
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party shall be sublect to charges.
determinations and penalties in every
respect in the same manner to theand 
same extent as if such person had
remained associated with a Member. A 
party who refuses to comply may be 
barred from association with a Member 
permanently, or for such period of time as may be determined, of until such time as
such party has complied and the Exchange
has completed Its investigation and any
resulting Hearing is completed, and any
penalties imposed carried out 

P808. Disciplinary Announcements 
- Expulsions. suspensions, and major
finesshall be announced to the public 

Section Ten - Arbitration 

P901. Controversies Arbitrated -
Any controversy arising out of the
securities business of a Member itsor 
dissolution shall bE arbitratedpursuant to
these rulaswhich is 

a) between parties who are Members,
their employees. registereo
representatives or approved 
persons, or 

b) between such persons and any nonmember at the instance of the non-
member party or as provided by any
duly executed and enforceable 
written agreement 

Comment - Arbitration s based on the 
assumption that the laws of the country
permit enforcement of arbitration 
Judgements by governmental courts ana 
that a~opeals to courts are possible only
for unlawful codctof the arb Itration ' 
isalso assumed that Members wi Ip rov ide
in their written account agreements wiw-
customers for arb itrationof disputes wW7 

customers, 


P902. Arbitrators - The Executive 
Committee shall appoint two standinc 
panels, one consisting of representative
executives. employees. registerec 
rep resentatives, attorneys and app rovec 
persons of or sucrMembers retired 

persons, the other consisting of non
members knowledgeable in securities 
matters. The Executive Committee shall
also appoint an Exchange employee or
other person as Arbitration Director to
perform the ministerial duties of 
arbitration. 

For each controversy or related group of
controversies, the arbitration director 
shall select seven disinterested persons as
potential arbitrators from the 
appropriate panel(s) and submit their 
names and backgrounds to the arbitrating
parties. Each arbitrating party may
request that not more than two of the
potential arbitrators be removed from 
such list From the remaining list. the 
arbitration director shall appoint in the 
case of arbitrationsmembers, two persons involving nonfrom the non
member panel and one from the
membership community panel, and in the 
case of controversy within the member 
community. three persons from the 
member panel. Other persons from the
remaining list bemay substitute 
arbitrators in case of death or incapacity
of anarbitrator Thearbitration director
shall designate one arbitrator as 
chairman. 

P903. Arbitration Agreement -
Pursuant to these rules, the decision of an 
ExchangeArbitration shall bebindingand
final upon any Member. employee.
registered representative, attorney or 
approved person thereof Any non
member party shall have agreed in 
writing that the arbitration shall be
binding and final either in a separate
document or in any ex isting duly executed 
and enforceab le agreement. 

A cooy of the Uniform Submission 
Atreement used in the US can be supplL,,d
for adaptat ion to the law of Sri Lanka. 

P453. Arbitration Proceedings -
Appropriate sections of the Uniform US
SecuritlesArbitration Procedurescan be
suplied for adqotatirtothe lawof Sri 
Lanka 
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DETAILED COMMENT ON PRESENT SRI LANKA SECURITIES 

REGULATIONS 

Section One - Organization and Governance 

SECURITIES COUNCIL ACT NO. 36 OF 1987 

13(c) The authority "to give uirections to a licensed stock exchange from time to time" should notbe used to compel the stock exchange to write rules in areas in which the Council has no authority
to act on its own. 

14(a) The Council should not exercise its authority to conduct "regular" inspections of stockbrokers and stock dealers but rather should require the Exchange to do so, confining its owninspections to those for cause including special inspections of Exchange adequacy in regular
inspections. 

CSE ARTICLES OF ASSOCIATION 

6(a) Membership in the exchange should not be restricted to brokers. Participation by dealers willenhance liquidity and general strength of the market, probably not at present but especially asdealing becomes profitable enough to support market making obligations. Efficient dealing, andparticularly market making, cannot be carried on from outside the membership subject tocommission charges and exempt from exchange regulation. 

6(c), (d) These clauses prohibit any consideration of extenuating circumstances in readmittingmembers suspended or expelled from a stock exchange or having been bankrupt. Indeed theyconvert a suspended member to a permanently expelled member. They should be amended to deletethe reference to suspension, to allow readmission after consideration of the reasons for expulsion
or bankruptcy and related rehabilitation. 

7. The Committee and the Exchange should never have power of"absolute discretion and withoutassigning any reason" for depriving or withholding any person from any access to the Exchange.Instead see Proposed Rule 801 for fair procedures which can insulate the Exchange from potential
civil damages for arbitrary action. 

8, 9. Article 8 can be viewed as monopolistic in that it bars membership to parties not known to orproposed by two exchange members. The provision for secrecy of information provided by thetwo exchange members is contrary to the fair principle that any person should be informed of anyreason that he may not be approved and given an opportunity for a hearing. 

11. The undertaking required in this article for members should also be a requirement for employee
representatives, agents and agent representatives as in proposed rule 403. 

52 and 56 (Par.2). A qualified full time Chief Executive of the Exchange rather than the ExecutiveCommittee should have authority and responsibility for hiring, supervision, and termination ofstaff and all executive powers of the Exchange as soon as Exchange income permits. (Proposed
Rule 5) 

52. Rules and similar instruments should not require approval of a General Meeting, but only ofthe Executive Committee subject to review as required by Securities Council regulation. 
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63. No clear provision is found in the Memorandum or Articles for election of members of t 
Executive Committee other than this nominating clause which restricts nominations to members
the Exchange. Our recommendation is strongly in favor of balanced governance by an Executii
 
Committee of member, listed company, investor and professional representatives. See discussic
 
on CSE Governance and proposed rule 1.
 
Our recommendation on nomination is at proposed rule 4.
 

Omissions from this section of regulation recommended for correction are Comers, proposed ru
 
2, and Exchange liability for use of facilities, Rule 3.
 

Section Two - Registration and Listing of Securities 

SECURITIES COUNCIL RULES 1990 

18(7)(a) The Council should consider requiring interim listed company financial statemen 
quarterly rather than every half-year. 

STOCK EXCHANGE RULES 

1.1-2 (2) Exclusions in a) and )b should be expanded to include controlling parties (acting alone
in concert) who may not be parents or directors. 

1.1-4 No prospectus should be "approved by the Exchange" or Security Council as that implii
recommendation of such security for all investors. Instead such documents should be "accepte
by the Council and Exchange as adequately presenting information required by law or rle. 

1.2-4 The listing undertaking as specified in Appendix I is too generalized and should be moi 
specific as to be supplied for proposed rule 53. 

1.3-1 I dislike requirement of a sponsoring member for a new listing, but do not object to as man 
members as wish to do so endorsing a listing application. Compulsory sponsorship may mandate 
fee or tie-in business for a Member for services which are just as well performed by the company 
attorney, accountant or internal staff, and should be reviewed by the Exchange for completenes
Further, it establishes a "favored broker" relationship for corporate financial advice, underwritin 
etc. 

1.3-3 (i) & (ii) may be too severe in limiting listing of issues subsequent to initial listing. This nil 
is not at all clear as it does not define basic terms. 

1.3-4 Prospectus registration requirements have not been reviewed. 

1.2-5 The method of primary distribution of an issue is not clar from he rules. Is it by fixed pric
offering on the Exchange, by auction on the Exchange, by syndicate underwritten distribution oi 
the Exchange. This obscurity is not clarified by rules in the 2 section. Another project to revie' 
and recommend primary distribution regulation is recommcnded. 

1.3-6 See proposed rule 513 for possible limitation on allotments to persons associated. 

1.3-8 Provisions for renunciation are not clear. Depending on clarification, why is there nc 
"when issued" trading in securities before their physical distribution. 
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1.3-9 It seems unfair to current shareholders to suspend trading during the course of distribution ofa new issue. Provisions for price stabilization by underwriters may be needed. 
1.4-4 Does this constitute delisting? If so it ignores due process and other rules of the Securities 
Council. 

1.4.7 Initial quotation fees should be based on issue price, not on nominal value of shares. Thefees seem quite low at US$125 minimum and US$1,250 maximum. 

1.4-8 Annual listing fees also seem low at a maximum of US$375. Listed companies should beara substantial percentage of Exchange operating cost both for direct benefits to the company and onbehalf of their shareholders who rarely trade but benefit from the exchange establishing marketprices for their use in borrowing and other evaluations and as a stand-by market. 
2.1-1 Still no description or definition of distribution methods in this "Steps in the Listing
Process." 

3.1-1 All references to supplying the Exchange with information likely to materially affectsecurities price should also state that such information should be simultaneously released to thepublic. Otherwise, there is a perception that the Exchange is receiving inside information subject topossible abuse by staff and members with access. 

3.1-3 Communication of any information to shareholders and Exchange only is inadequate asprospective purchasers also have a right to such information. Such information should be madepublic. Further, communication to shareholders is slower than communication through public
media. 

3.1-11 should be supplemented by proposed rule 52 which will become increasingly important asshares are held in the depository system. Although Jiat system provides for the system furnishingcompanies with information for mailing to beneficial owners there may be some residual shareswith brokers, or CDS may need authorization.... Should consider with John Kinnamon before heleaves. 

3.6 What is done with missing securities and forgery information? Shou!d it not be described inExchange rules to limit possible civil suit claiming the Exchange was negligent in not adequately
distributing such information? 

3.7 No provision is found giving the Exchange power to levy fines against listed companydirectors for which a penalty amount is stated here. No due process is found for such acts. 

3.8 & Appendix 5 Provision for private sales - check consistency with SC procedures 

Appendix 1& 2 missing, no reference if obsolete. 

Appendix 3 - Why is "Trading Profit" the only business segment for which p&l disclosure is 
separately required? 

Appendix 3,4 Number of shares issued and outstanding is not disclosed. Thus it is not possible tocompute from these documents earnings per share or price-earnings ratio, etc. computations ofwhich, before and after taxes, should probably be included in these Appendices. 

4 Item 4. Consider whether this private disclosure of inside information on profit & loss maylimit the ability of members participating in this review to advise their customers on investment in 
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securities of such companies until public disclosure is made. Would it be better simply to require 
some stated recent P&I data in such circulars? 

5.1 Although it is not yet practical for Members to be companies with broad public distribution,
why should that future possibility be prohibited here? Securities Council policies requiring
members to be engaged only in the securities business and related regulation prevent any non
inrember company from being stock brokers or dealers. 

7.2 There is no apparent reason for the two lines in parentheses. 

Section Three - Trading 

SECURITIES COL CIL ACT NO. 36 OF 1987 

31 This prohibition of a broker being a dealer and a dealer being a broker has great potential for
inhibiting the growth of shareownership and liquidity of the securities market. At the same time it
has little regulatory purpose which cannot be better accomplished by regulation controlling
conflicts in such a dual capacity. See discussion under "Profitability Risk" section of consultants 
report. 

SECURITIES COUNCIL RULES 1990 

21-24 These rules are consistent with Act 31, but have no inherent process for decreasirn.
violation of the perceived primary abuses which led to their adoption. They do not necessarily
affect member income but do increase member cost by imposing additional logistics for reciprocal
execution of trades between members. 

7 (3)-(5) These are listing requirements, not rules for sale of listed securities, and should be 
separately captioned and numbered. 

17 It seems inconsistent with principles of regulatory structure for a decision of the stock
exchange manager not to approve a trade exceeding a limit price to be immediately referred to the
Director Ger-ral of the Securities Council, without any consideration by the Exchange Executive 
Committee. In effect this is an appeal of the manager's decision by-passing the governance of the
exchange. Further the Securities Council guideline of 4/20/90 stating that the manager should 
investigate price movements of 20% is inconsistent with the rule requirement of reporting to the 
manager of 10% price movements and his approval only after being satisfied that trading
conditions justify that movement. 

SECURITIES COUNCIL GUIDELINES 

4. Private transactions and gifts - To remove an unnecessary administrative burden on the 
Exchange and Council, these guidelines should be crnverted to an Exchange rule exempting the
specified private transactions from any approval providing that Members assist in transfer at a
nominal charge as now provided in Guideline 6. Such exchange rule would be legal as Act Article
28 permits sale subject to a trading procedure adopted by an exchange, and that principle is
repeated in SC90 Rule 7 (1). The present guideline recognizes that broker assistancc in transfer 
constitutes compliance with 7(2) for the specified types of private sale. 

SC GUIDELINES 7, CES RULE 4 
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The fixed commission rate under these rules is lower than in many countries for averagetransactions. See discussion in consultant's report and proposed rule 211 to strengthen these rules
and add rebate provisions. 

PROPOSED RULES 

Ten proposed new rules would fidl gaps in exchange trading regulation. 

Section 4 - Settlement
 
SECURITIES COUNCIL RULE 14 &CSE CONDITIONS OF SALE
 
Both documents are unrealistic in stating desirable practices from a broker's interest as requiredconditions of purchase or sale ignoring the customer'3 right to protect himself, and actual practice
among members. 

Demand of delivery against payment in securities transaction settlement is almost universal aroundthe world between brokers and finn cial institutions and large investors. CSE settlement rules ofboth CSE and SC demand this. But the rules of each are stated in language which demandspayment before settlement and delivery of certificates before settlement from customers, neither ofwhich a Member can guarantee without receiving them before trade execution. 

SCR 90 14 therefore must be viewed as descriptive rather than compulsive, not truly a rule. Thisview is reinforced by questionable authority of the SC to write such a rule or SCR90 15 pursuant
to Section 53 of the Act. 

SCR90 14 and 15 in any event insofar as they purport to govern acts of listed companies would bemore legally established by the Listing Agreement contract between the Exchange and each listed 
company. 

The CSE Conditions of Sale rules are internally inconsistent as follows: 
a) the proscription that a buyer shall pay for all shares purchased during a period of dealing for thesame settlement is silent as to whether offsetting sales proceeds should be deducted,b)The interest charge for failure of timely payment may be simply anti-rebative of commissionsrather than a penalty as is more apparently the 0.5% a day interest on failures to deliver securities,c) a calendar month grace for a broker to resell an unpaid security is too long both for reasonableliability of the customer and for not imposing a market risk capital charge on the member,d)The proscription of delivery of scrip sold before order execution is inconsistent with delaying
penalty until settlement date,
e) the provisions for the selling member notifying the buying broker of non-delivery by his sellerand the subsequent courses of action by the buyer destroy the normal concept of an ,:changetransaction which is that a broker is responsible for the completion of every contract whether his 
customer performs or not,
f) the Conditions prescribe payment to the seller by the selling broker even if the seller wishes toleave such funds with the selling broker for future securities transactions or those due in the next
settlement. 

Rules for broker responsibility to complete contracts and a system of borrowing securities tofacilitate settlement, amplifying Act 27, as provided in the proposed rules 202 & 309 could correct 
these problems. 
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MARGIN ACCOUNTS 

SECURITIES COUNCIL RULES 1990 24 The third sentence on furnishing to the Exchange 
names of all participants in margin accounts is meant to apply to all margin accounts and should be 
a separate rule. No regulatory purpose isapparent. The requirement is for name disclosure at each 
transaction, when periodic lists of participants would be less cumbersome. But why does the 
Exchange need a listing of participants in margin accounts? Why not also participants in cash 
accounts? The most likely reason is for detection ofpossible insider trading, which could be done 
through either cash or margin accounts. Insider information investigation is initiated by obtaining
the account details on all (or large) trades in the period of time being investigated. This would 
include names of account owners and relationships to the company of interest. Information so 
gathered will be far less cumbersome and useful than lists of margin account participants filed with 
the exchange on a trade basis. 

CSE RULE 7 is the only specific current reference to margin required. It would become effective 
through proposed rule 311. 

Proposed Rule 301 introduces a concept new to CSE of Membcrs acting only for customer sales 
service, engaging another member for custody of customer property, settlement, etc. Several other 
aids to settlement are also proposed. 

Section Five - Qualification 

Agent Guidelines - See discussion in main report. Much of the present Guideline could be 
replaced by proposed rules 401,403, 404, 406, 211. 

CSE Article 6 prohibiting membership by registered stock dealers should be amended to permit the 
addition ofliquidity of such dealers to the market under regulated conditions without the expense
ofa commission when acting through brokcrs. See report discussion under Profitability Risk. 

CSE Article 1IA should be repealed when a change in the Act to perr it dual broker/dealer status is 
adopted. See other discussion. 

CSE Trading Floor Rules 1, 2 could be dropped with addition of a broader proposed rule 403 ff. 

Omissions from CSE rules for qualification are corrected in proposed additional rules. 

Section Six - Ethical Conduct 

Securities Council Guidelines 2f, g and 8 on communication standards are proposed to be 

amplified and in effect replaced by much more comprehensive proposed rules 510 and 605. 

CSE Code of Business Conduct I is proposed for replacement by 501. 

CSE Code 3 and 5 on discretionary accounts and sharing in profits and losses is proposed for 
replacement by a more comprehensive 505. 
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CSE Code 6, employee transactions in securities, has been replaced by more detail in SC9/24/9024, and should itself be replaced by proposed 605 to preserve member control over transactions oftheir own employees and agents executing personal trades through other brokers. 
Other proposed new rules of ethical conduct deal with conflicts of interest, commercial bribery,questionable conduct, discretion, rumors, privacy, and account transfers, fair corporate financingand distribution of oversubscribed issues. 

Section Seven - Supervision and Control 
CSE Code 2 appears to be the only present regulation of supervision by members of theirbusiness, employees and agents. It should be replaced b",the far more comprehensive 600 series
of proposed rules 

Section Eight - Financial and Operational Responsibility 

CSE Code of Business Conduct 13 requires monthly financial reports from members, but there isno capital requirement of any kind for members. This deficiency can be remedied by adoption ofproposed 701, 702, and 705-712. 

Act Schedules Hand III are the primary requirements for security deposits and are amplified inCSE Article 18 and related guarantee forms. The problems with these requirements are discussedin the Capital Adequacy Risk section of the main report. They are proposed for resolution byproposed rule 704, 

CSE Rule I I on separate bank accounts poses major cost problems for members and has not beenknowledgeably observed. Discussion is in this report's section on Customer Funds Bank AccountsRisk and solutions are presented in proposed rule 703 to replace CSE 11. 
CSE 10 on required member records and their retention has not been closely compared with themore comprehensive Rules 351 and 355 in Lhe consultant's book on Model Rules for a StockExchange because of the differences between American and Sri Lankan accounting practices. It isrecommended that the Model Rule requirements and CSE 10 be compared for improvement in CSE10 by an accountant familiar with both systems. 

SCR90 12 and CSE Code 12 deal with auditing. The CSE rule is proposed for replacement by thefar more comprehensive proposed 713-716. The "Model Rules" book provides additional detail foruse as it becomes needed with growth. A supplementary requirement that audit results bedistributed to customers is at 717. 

Other proposed rules in this section deal with custody, control, buy-ins, movements, deliveries,and pledging of customer securities. 

Section Nine - Discipline 

Act 46 & SCR90 13 - My experience is that the Committee to hear Complaints as stock brokerageactivity grows is likely to be heavily burdened by unjustified complaints, primarily seekingfinancial adjustments. Preliminary reference of most such complaints to the Exchange forinvestigation is suggested as the U.S. Securities Exchange Commission does routinely. Many will 
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need only explanation for resolution, others will be adjusted, leaving only a few needing
adjudication for which Arbitration will be appropriate for civil resolution. The complaint
investigation record will then be at hand for those few which may merit disciplinary consideration 
by the Exchange or this Committee. 

Rule 13 of the Securities Council provides one way of implementation of Act 46, but a better way
would be to first request the Exchange to apply the investigative and hearing procedures of 
recommended rules 802-806 to develop a factual record on which the Council could hear an appeal 
or call up a decision fc" review. 

CSE disciplinary provisions exist today in four different unrelated documents, producing a 
confusing array of provisions. They are CSE90 22(ii) and 23-26, 1987 disciplinary bye-law 1,
1988, 1988 investigations bye-law 1,and 1/12/90 amendments to 1988 1. 

These rules are recommended to be replaced by proposed 801-807 providing for a more complete
and integrated procedure with adequate due process but still a "businessmen's tribunal." 

The objectives of CSE Rule 22 as to members default in Exchange bill payment, to members or 
customers would be preserved in summary action under proposed 80!. CSE 23 bases for 
discipline would be broadened in proposed 802. 

CSE 24 is highly objectionable and may subject the Exchange to civil liability as it permits an 
alternative of resignation by a member in sufficiently serious violation that he otherwise would be 
expelled. The member would thus in a dangerous condition be permitted to stay in business 
endangering present and future customers and creditors, without disclosure of his status. Such 
permission to resign may also frustrate the intended operation of a Compensation Fund. 

Proposed 803 provides for the type of inquirer now authorized by 1987 1but such inquirer would 
be only an investigator and prosecutor, not a judge. Judgement would be by a Hearing Panel with 
its decisions subject to appeal to the Executive Committee and then to the Securities Council. 
Lesser penalties than expulsion would be authorized. 

Reversal of rule 12 is recommended which prevents repre. entation in disciplinary actions by
attorneys. The consultant for about 10 years participated in NYSE disciplinary actions sometimes 
as prosecutor and other times as judge without participation ofattorneys. He then recommended a 
policy change and participated in disciplinary actions for about 15 years with attorney
representation. Attorney representation was clearly helpful to the Exchange as well as defendants 
as relevant information was more clearly and completely developed, leading to better justice. 

It is not clear how the (a)-(c) paragraphs of the 1/12/90 amendments would fit into the 1988 1 
structure, but similar requirements should be retained in the proposed new disciplinary structure. 

Section Ten - Arbitration 

The only references to Arbitration in current regulation appears to be CSE Article 59 and the
provisions for kin inquirer as an arbitrator in 1987 1. A more formal and complete plan for 
arbitration is recommended in proposed 901-904. 

LATE ADDENDA 
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The new SC Rule 14 as drafted by the government attorney to replace old SC Rule 19 omits thetwo lines at the bottom. This is an error as those two lines provide an exemption for trades settledin house where thesame Member has both the buying and seling customers. 
There is another error stating that confirmations would be sent to the buying c,'stomer with thecertificate. Confirmations should be seni to the buyer on the day of transaction, not after
settlement. 

Proposed rule 52 deals with arrangements for proxy and other company communications toshareholders to be forwarded to beneficial owners and voting rights to be exercised by beneficialowners in instances where the member is holding such securities. This was examined as towhether it would be needed after CDS furnishes lists of customer holders to listed companies formailing purposes. The decision was yes, as the problem will grow with the proliferation ofmargin
acco' nts. 

Securities on which banks or brokers have a lien will need to be held in a CDS account subject tosole control by the lien holder, without any right by the beneficial owner to order the company notto transfer the security. In effect the collateral will be in the name of the lien holder. Rule 52 willstill be needed as the lien holder will need to execute proxy instructions on behalf of th, beneficialowner, credit dividends and other benefits to the beneficial owner, etc.. 
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COLOMBO STOCK EXCHANGE - MONTHLY FINANCIAl, REPORT OF MEMBER 

As/of Date
 
Member Name:-


ASSETS Liquid Illiquid Total
 

Free cash (1) _xxxxxxxxx_
 
Cash in Fixed deposits (2) _xxxxxxxxxx-------

Cash Segregated (3)
 
Receivable from Brokers (4) _xxxxxxxxx_ 
Receivable from Customers (5) 
Securities (6)

Subordinated Assets (7)
 
Other Assets (8) 


Total Assets -_____ 

LIABILITIES A.I. 
 Non A.i. Total
 

Bank loans (9) xxxxxxxx-_ 
Bank overdrafts (10,- ----------- -xxxxxxxxx_ 
Loans and Advances, other (i) _xxxxxxxxx_ 
Payable to Brokers (12) _------------xxxxxxxxx_ 
Payable to Customers (!3) _xxxxxxxxx_ 
Other payables (14) ----------
Subordinated liabilities (15) _xxxxxxxxxX 

Total Liabilities -- -

OWNERSHIP EQUITY
 

Paid In capital
 
Retained earnings (.osses)
 

Total Ownership Equity 
Total Liabilities & Equity 
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Profit & Loss This month Year to Date 

INCOME 

Commissions i61 
Securities values 17)
 
Interest (18)
 
Other Securities (19)

Other income (20)
 

Total Income
 

EXPENSE
 

Officer Compensation
 
Representative Compensation

Other employee compensatior,
 
Paid other members
 
Contract management :21)
 
Errors & bad debts
 
Other operating cost
 

Total Expense
 

Profit or Loss before tax
 
Provision for taxes
 
Extraordinary
 
Net Income (Loss)
 

Nett Capital (221
 
Capital Required (23)
 

Surplus or (Deficiency) in Separate Customer Bank Accounts
 

Highest value of Total Unsettled Contracts in last two months, each side
 
counted separately.
 

List by footnote source, description and amount of any collateral for

member obligations not included in Assets above.
 

Describe by footnote any significant delays in processing securities

transactions, reconco!ing uank accounts or securities count differences,

security transfers, collecting customer funds or securities sold, or
customer reneges, had debts, and otlter fnanciai or operating problems of
 
significance.
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instructions fzr CSE Monthiy Financial Report of Members
 

This monthly financial report is to be filed as of the date of month-end 
closing of each member, filed not later than the 10th business day

thereafter. Any possible inaccuracy shall be footnoted.
 

instructions for line items:
 

1. Free cash includes cash on hand or in banks subject to immediate
 
withdrawal, other than cash in separate bank accounts for customers.
 
Entry of such cash shall be in the Liquid column.
 

2. Cash in fixed deposits refers to bank accounts not withdrawable within
 
five business days due to such cash being pledged or held against

indebtedness, guarantee, overdraft facility, etc. Entry should be in the
 
illiquid column.
 

3. Segregated Assets comprises deposits in separate bank accounts for the
 
benefit of customers. Enter in the liquid column 100% of such cash plus

95.75% of the market value cf any government securities deposited in such 
accounts which belong to the memb-r or are reflected as liabilities. 
Enter in the illiquid column the remaining market value of such 
government bonds. 

4. Receivables from brokers include funds due against securities
 
purchased, commission income to be received from other brokers arising

from commission splits, underwriting participations, etc. Enter total in
 
liquid colu.
 

5. Receivable from Customers includes amounts due from customers for open

contracts, margin calls not older than 5 business days, or otherwise.
 
Enter in the liquid column such assets which are fully secured by listed
 
or government securities readily marketable at a discount of not more
 
than 10%. Fully secured means such receivables not yet having reached
 
normal settlement date, or against which the membex 
is holding collateral
 
in margin accounts with customer equity of at least 40% or in cash
 
accounts the securities received in settlement not more than 5 business
 
days previously. Enter the remainder of such receivables in the illiquid

column.
 

6. Securities are those owned by the Member. 
Enter In the liquid column 
602 of the market value of listed securities readily marketable at a 
discount of not more than 10%, plus 95.75 of the market value of
 
government securities. Enter the remainder in the illiquid column.
 

7. Subordinated assets are values subordinated to the claims of all other

creditors of the Member by an agreement approved by the Exchange. The
values fully secured as described in 6 above should be entered in the
liquid column and any remainder in the illiquid column. 

8. Footnote by caption and amount the value of any other asset which 
comprises more than 5% of total assets. Other assets generally should be
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entered in the illiquid colun, but a Member may enter in the liquid
column any such asset believed to be liquid with a footnote explanation.
 

9, 10 & i!I.Footnote description of any collateral or security. Enter in
the Aggregate Indebtedness column 
(A.i.).
 

12. Principally payable to brokers for securities purchased not yet
settled. 
 Also commissions payable due to splits, fees arising from

uncerwritings, etc. Enter in A.I. column.
 

13. Principally customer funds held in separate bank accounts for benefit
of customers, but excluding any moneys held for customer margin accounts
with a debit. Enter in A.I. column
 

14. Identify items over 52 of liabilities by footnote. Generally entersuch payables as A.1. liabilities, but a Member may enter in the non-A.I.
column any such item believed to not be part of Aggregate indebtedness
 
with a footnote explanation.
 

15. Enter in non-A.!, column.
 

16. 
Net amounts retained by the member after adding or deducting splits

with other me-bers.
 

17. Capital gains or 
losses in market value of securities owned during

the reporting period.
 

18. Gross interest income
 

19. Miscellaneous other income from t1'e securities business, such as
underwriting or 
account management fees, custody fees, etc.
 

20. Miscellaneous non-securities business income
 

21. Amounts paid to parents, affiliates or others for supplying

management or operating services to the member.
 

22. The sum of the Liquid Assets column above. This amount may be reduced
by the Exchange to reflect significant errors in records, operating

problems, delayed settlements and the like.
 

23. 10% 
of the total A.I. liabilities as computed above or Rs 500,000 of
nett capital, whichever is larger. 
This percentage or rupee minimum
amount may be changed by the Exchange as experience is gained with this
 
questionnaire.
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