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MORTGAGE FORECLOSURE LAWS
IN

SR.:!: LANK~~

IntroductiQo:

Pursuant to modification No. 02 to Delivery Order No. OS,

Contract NQ. 391-0507-1-00-1780, Mr. Askarl Tagvi, President

and Legal Specialist, visited Sri Lanka in September, 1992

to carry Qut a study Qn specific debt recovery mechanisms

and mortgage foreclosu:l=e laws. Mr. William strQng r Advisor

to SRMP, USAID Pakistan was alnQ a member of the team.

02. Meetings in Sri Lanka 'had been arranged by USAID SrI Lanka.

Detailed discussions were held with

(01) Mr. Aila Peruma, Secretary, Ministry of HQusing and

Construction.

(02) Mr. Easparathasan, Executive Director, Central Bank of

Sri Lanka.

(03) Mr. Piyatissa, Director, Central Bank of Sri Lanka.

(04) Mr. M. J. Silva, Chairman, National Savings Bank.

(05) Mr. D. U. Wijeratne, General Manager, National Savings

Bank.

( 06) tir. R• N•
~ _._.

B. Talwatta, Chairman, State Mortgage &

Investment Bank.

(07) Mr. D. B. Rajapakse, General Manager and Chief

Executive, state Mortgage & Investment Bank.



(08) Mr. E. A. Meththanand~, Managing Director, HDFC.

(09) Mrs. Ranjani Jayasuria, Deputy General Manager, HDFC.

(10) Mr. S. B.' Divaratne, Commissioner & Registrar of

Cooperative Societies.

(11) Mr. Ranjith Hethiarachchi, General Manager, Federation

of Thrift and Credit Coop Societies Ltd.

(12) Mr. Aslam Hameed, Chief Accountesnt, Ceylinko Housing &

Real Estate Co Ltd.

(13) Mr. Talbot Penna, U3AID, Sri Lanka.

(14) Mr. Howard Kane, Housing Programme USAID, Sri Lanka.

(15) Mrs. Kamialini Feruando, Housing Programme USAID, SrI

Lanka.

Housing Policy in Sri Lanka:

03.01 The Ministry of Housing & Construction in Sri Lanka is

primarily responsible for framing and implementing the

national housing policy which promises shelter to every

Sri Lankan by the year 2000. The National Housing

Development Authority of Sri Lanka is the implementing

arm of the government and it is through the NHDA that

all low cost housing programmes, in the public sector,

are being executed. B~sides long term low interest

bearing loans, grants are also given for low costs

houses. The ruling party of Sri Lanka, during the

el~c.·tion campaign promised that housing loans will be

~ltten off with the result that the public in general



03.02

03.03

033.04

got an impression that loans advanced by institutions

lik~ ~he HDFC and the state Mortgage & Investment Bank

were also not to be repaid with the result that these

institutions had serious problems in the recovery of

their loans.

There is no housing finance company as such, in the

private sector, in Sri Lanka. The Housing Development

Finance Corporation, the state Mortgage and Investment

Bank and the National Savings Bank provide housing

loans but these are all public sector organisation as

would be discuss~d in detail in subsequent paragraphs.

There are Commercial banks both in public and private

sector but they are least interested in providing

housing loans from their own resources except on a very

nominal scale to their employees.

The Multipurpose Cooperative Societies and the Thrift

and Credit Cooperative Societies are very popular and

active in Sri Lanka and, besides other activities, also

provide small housing ,loans to their members.

We were informed by the USAID Housing Programme Advisor

that there are different land registration systems in

Sri Lanka like the Dutch System, the Tamil System, the

Kandi System and the English System; this is reported

to have created many a problem for the housing industry

in terms of firm title and ownership documentatiorl.

However, when this problem was discussed with the

HDFC/State Mortgage Bank etc., it was clarified that



the land registration system Is different in dIfferent

provInces but there is no inherent problem In

determining title to land and the lendIng agencIes have

not faced any serious problems in this regard as their

attorneys are able to determine the title through the

usual search system of land records.

Role of the Central Bank of Sri Lanka:

O·LOl The Central Bank

commercial banks

institutions.

regulates all public and private

as well as non-banking financing

04.02

04.03

04.04

Commercial banks are required to maintain 13% cash

reserve with the Central Bank on which no interest is

paid. There is also a 20% liqUid assets requirement

which the commercial banks meet by investing in

government treasury bills. One year treasury bills have

an invest rate of 18% to 19% which explains the

commercial lending rate of 22% to 24%. The current rate

of inflation is 15%.

Corporate tax in Sri Lanka is 45% plus a surcharge of

15% on the tax which takes the total to 51.75% as

against 52\ in Pakistan.

The Central Bank is well aware of the black money in

the-economy andI'Ulafloated"sev-eralscnemes-to---at-tract

the black money into the formal financial sector. In

the housing sector the Government of Sri Lanka has

announced a policy not to investigate any money used in

construction of a house on paYment of a nominal tax.
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The Central Bank of sri Lanka will also provide the

banking window for the $25.00 million US Housing

Guarantee Low Income Shelter Programme. These funds

will be disbursed through the five commercial banks.

The Central Bank will provide the refinance facility @

12.5\ for 20 years and the commercial banks will lend

the money @ 20.5\. The banks will also be authorised to

lend through intermediaries i.e. cooperatives or NHDA.

Special Debt Recoyery Laws:

In view of the fact that the lending institutions were

facing problems in the recovery of housing mortgage

loans, the Government of Sri Lanka set up a Committee

three years ago and the recommendations of the

06.01

Committee led to amendments in 14 laws. Now the banking

institutions are empowered to sell the mortgaged house

without the intervention of court. The house so

auctioned can be got vacated only with court aS3istance

but there is hardly ever a need to seek police

assistance for this purpose as the court bailiff is

usually able to execute the court decree for vacation

of the house. The three main enactments In this respect

passed in 1990 are reproduced at Annex I.

State MQrtgage , Investment Bank (SMIB):

This is the oldest bank in Sri Lanka and was founded in

1931 as the State Mortgage Bank. Originally the main

purpose of the SMIB was to prOVide housing loans dnd to

redeem debt In housing loans. In 1979 it was



amualqamated with another institution namely the

Agricultural and Indust~ial Credit Corporation. This

was done under an act of parliament and the bank was

re-named as the state Mortgage and Investment Bank. The

Charter allows the bank to go for investment banking

also as it is authorised to purchase property and be

involved in land development for housing. SMIB has,

however, not used this authority ~nd has been engaged

exclusively in housing mortgage fLnance for purchase of

land/houses and construction of houses.

06.02 SHIB provides housing loans primarily to the middle

income group. Minimum loan amount is Rs. 40,000.00 and

the maximum ceiling Is Rs. 01.00 million. For house

construction a loan is provided upto 75% of the cost

whereas for purchase of house the loan is allowed only

upto 60\ of the appraised value of the property. The

Bank has a panel of 200 lawyers and a large number of

licensed evaluators. The lawyers assist in determining

the title to land and preparing other legal E
documentation. They must establish a thirty year period

of clear title before a loan is given on any

land/property. The evaluators determine the value of

land and house. The lawyers and evaluators are paid by

the borrowers on the basis of fee prescribed by the

_----------------.---- -·-Bank.--The%e-- -ls-·a- Socf:ety--of-Evalua1:ors- -as·-trr-U~K-~---- .. -

06.03 The Bank has about 40,000.00 loans presently under

servicing and is now granting about 5,000.00 loans in a

year. The Bank has only two branches but it haB 24



06.04

06.05

district representatives who get a monthly salary and I
commission. Applications for loans are received and

initially appraised by the district representatives who

have a better knowledge of the applicants and their

credit-worthIness. The borrower can repay the

instalment and interest etc., at any of the 500

branches of the Bank of Ceylon. In this way the over

head costs of the SMIB are kept at the minimum. The

Bank has a centralised system of acco'mting and the

accounts and the recovery system is computerised.

The SMIB gets its funding from government. It is a

wholly goveTnment owned institution. It can issue

debentures which are guaranteed by the government. The

la~t debenture was sold at 18' interest. Loans are

provided at @ 20.5\ interest providing a spread of 2.5'

for the Bank. The SMIB is in a position to meet the

rlsing demand for housing loans as it has no problem in

resource mobilisation. Ten years ago the debentures

were issued for 5-7 years. Now the market will absorb

debentures for not more than 3 years which means that

the SMIB has more interest rate risk and more asset

liability maturing matching risk. Loans are given

generally on 30\ debt to income basis.

SHIB laalso.enterlng theUSAIDHouslngGua%ant8.-Loan---

Programme.

06.06 SMIB is receiving fixed deposits from public for

year @ 17\ and for two years @ 18.5\. It has

introduced Loan Linked Savings Accounts Scheme for

one

also

3-5
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years whereby the account holders qualify for housing

loans upto 5 times of savings.

The SHIB has not been facing any problem in the

recovery of its loans in view of the powers that it can

sell the mortgaged property without having to go to

court.

Housing Deyelopment Finance corporation:

The HDFC was set up by the Government of Sri Lanka in

1984. It is a building society and is regulated under

the National Housing Act. It is supervised by the

Hinist~y of Housing and Construction. 72\ equity in the

Corporation is held b~ the government and the balance

by private sector agencies. It has a paid up capital of

Rs. 100.00 million and the authorised capital is open

ended. It has a Board of Directors of 11 persons out of

whom a Directors are nominated by government.

While the National Housing Development Authority (NHDA)

grants loans upto Rs. 25,000.00 the HDFC provides loans

in the range of Rs. 25,000.00 to Rs. 400,000.00. The

loans are normally for 15 years. While the NHDA grants

loans against personnel surety bonds, the HDFC provides

loans agaInst mortgage of land/property. Presently it

is s~rvicing i! portfolloof-Rs-.-25-,OOO .. 00 loans .'l'he------

HDFC is now granting 150 loans per month and the target

is 200 loans per month. Loans upto Ra. 250,000.00 can

be granted by the Managing Director and In excess of

this amount by the Board of Directors.



07.03 HDFC has 4000 members. A member has to bUy a share of

Rs. 500.00. The Corporation has 12 District Offices.

Each District Office has two loan officers. The

District office receives the loan applications which

are investigated and appraised and passed on to the

head office. Interest is 20.5% on loans upto Rs.

250,000.00. For loans in excess of this amount interest

is charged @ 22.5\. Loans above Rs. 250,000.00 are

allowed to only those persons who have a minimum

monthly income of Rs. 9,000.00. HDFC has recently

introduced the new concept of a variable rate of

interest. It has instituted an elaborate programme of

educating its borrowers to make them fully aware of the

need of increase in interest rates. Rates are going to

be adjusted every six months and the first adjustment

has taken place without any major adver.se effect on

recover ies. HDFC has a lnandatory life insurance policy

for the borrowers. Cost of insurance is 3\ of the loan

amount and must be paid up front by the borrower. Fire

insurance is also reqUired and cost~ about 0.03\.

07.04 1he Corporation does not receive any grant from

government. It receives long term loans from the NHDA.

It also has its own Savings Deposit Scheme, Savings for

Housing Loan Scheme and Investment Bonds. Interest @

17\-to· 18--1/2%-iS··payabl-e-on--th~esctreme--and·-b"Oncnr~------

Asian

Housing

9\ from

HDFC is receiving Rs. 286.00 million from the

Development Bank out of its $ 40.00 million

Loan Programme. The corporation gets funds @

07.05
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the ADB and banks them @ 20.5\. In return HDFC has

agreed to privatize itself during the next four years.

HDFC is starting to float a new convertible share issue

aimed at changing the ownership composition by 1994

when it will be 60\ private and 40% public. The

representation on the Board of Directors will also be

changed accordingly.

HDFC has launched special programmes for large business

customers. These include the Police Department with

35~OOO employees~ the Port Authority with 30,000

employees and the Drainage Board with 7,000 employees.

These organisations provide 50\ of the money to the

HDFC out of the G. P. Fund of the employees and the

Corporation prOVides the balance 50\. The Corporation

charges 3\ for g~ant and servicing of these loans.

HDFC has a foreclosure procedure under the National

Housing Act. No court action is required under this

procedure. The lender has to give the prescribed

notices to the defaulters and if they do not resp~nd

and pay up, the lender can proceed and sell the

property. Action to sell can be taken only after Board

approval. After the sale, it takes about a month to get

a court order to vacate the premises. It Is seldom

necessary to seek ~ollce help for hav~~g the house

vacated. The entire procedure is very speedy and it

takes only about six months to have the property sold

and vacated.
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The National saving BW.:

The NSB was set up in 1972 under the National Saving

Bank Act by amalgamating three organisations namely the

Po~t Office ~avlngs Bank, the Ceylon Savings Bank and

the Savings Certificates Branch of the Post Office.

Since one of the amal,;yamated organisations namely the

Ceylon Savings Bank used to provide housing loans, the

NSB also continued to perform this function. Under the

Act the NSB is allowed to provide. housing loans against

prlmary mortgage of property. Housing loans are being

advanced by the NSB for purchase of land and/or house,

construction, renovation/expansion of house and also

for redemption of debts. The Bank has not provided any

loan so far to house developers/builders.

The NSB is a very important arm of the Government and

helps thr~ugh mobilisation of savings/deposits. During

the past twenty years it has mobilised Rs. 30,000.00

million as deposits. In 1990 the deposits were· of the

order of Rs. 2,300.00 million and increased to

Rs. 3,000.00 million in 1991. The target for 1992 is

Rs. 4,000.00 million. The NSB has about Rs. 08.00

million depositors and the deposits range from small

amounts to millions of rupees. The average deposit is

..... ·of th~e order· a-fRs~" 2,O"(fO.(jO.The--Bank·has-S:i-branche"s-.--·

Besides, there are 500 post offices and 3,300 sub-post

offices.



The rate of interest allowed to the depositors is as

follows:

- Savings Pass Book Alc 14.00\

(deposits where the entire amount can

be withdrawn at any time) •

- 06 months maturity deposits (Interest

paid on maturity).

- 12 months maturity aeposits (Interest

paid on maturity).

- 24 months maturity deposits (Interest
J

paid on maturity).

- There is also a scheme of paying

monthly interest (16.~% on a one year

fixed deposit.

16.20%

17.00%

18.50%

08.04

08.05

Over 95\ of the funds of the NSB are invested in

governmEnt securities and treasury bills. About 1.5 of

the funds are utilised for providing housing loans. The

Bank has an outstanding portfolio of Rs. 500.00 million

as housing loans. The Bank is very keen to provide more

loans as they are more profitable for the Bank and the

demand for housing loans is also increasing. The Bank

___~_~~ C!~_~~ua~E! ~_~~P_~~~~~ __~~_!"~.f!_t_.~_1'1~_. _!.~~.!~~~_.tJ:lCl.. _Jtt!maor~t

for housing loans.

The rates of interest charged by the NSB on housing

loans vary with the amount and purpose of the loan a~

shown below:

s.



Purpose

(a) For purchase of land

(b) Construction of

house/flat or

purchase of brand

new house/flat.

A1munt

~to Rs. 150,000

Rs. 150,001 to Ra. 300,000

Rs. 300,001 to Ra. 500,000

~to Rs. 200,000

Rs. 200,000 to Ra. 350,000

Rs. 350,000 to Ra. 500,000

Ra. 500,000 to Ra. 1.5 million.

Interest rate
per annum

19\

20\

21\

18\

19\

21\

23\

~: Loan ceilinq for one unit is Rs. 750,000 but for a double unit

a loan of Rs. 1.5 mdllion is allowed.

(c) Purchase of house/ upto Rs. 200,000 19\

property (Not new). Rs. 200,001 to Rs. 350,000 20%

Ra. 350,001 to Rs. 500,000 22\

Rs. 500,001 to Rs. 1.5 million 23\

(d) Completion /repairs/ upto Rs. 100,000 20\

renovation/expansion Ra. 100,001 to Rs. 400,000 22\

(e) Redemption of clebts . upto Rs. 200,000 20.5\

Rs. 200,001 to Rs. 500,000 21.0\

Rs. 500,001 to Rs. 1.5 million 23.0\



The documents required to be submitted to the NSS with

the loan application are listed below:

(1) Survey Pl~n of not more than 10 years old

pertaining to the property, with street and

building lines certificate. If the lot is affected

by street line, the portion affected should be

computed and endorsed on the plan by a Licensed

Surveyor. If no such street and bUilding lines have

been determined for any area, a letter to that

effect from the Local Authority. If the lot is a

new sUb-division, approval for thE same from the

Local Authority.

(2) (a) Certificate of Ownership (b) Certificate of

Non-vesting.

(c) Current notice of Assessment and (d) Receipt

for the payment of last quarter tax, issued

by the relevant local authority.

(3) Rough sketch of roadway with prominent land marks

leading to the property.

(4) Where the applicant is employed, a letter from the

employer -

_tal. as. to. -__ the __. applicant-'-s --emp1.O-ymen.t --in--- --·a - -----

permanent and confirmed post,

(b) as to the applicant's monthly remuneration

showing also the deductions, and



(e) as to the employer's undertaking to remit

the loan instalments from the applicant's

salary.

(5) Where the applicant's income is from self

employment, profession or business, certified

statement for the last 3 years of assessable and

taxable income and tax paid from the Comrnissioaer

fc~ inland Revenue together with, wher~ applIcable,

audited Profit and Loss Account and Balance Sheet

0f the business for the same years.

(6) Where the loan is for the construction or

completion of, or improvements to, a house

(a) approved Building Plan and if for mClre than

one nnit, a letter from the local authority

that the units will be separately assessed,

and

(b) Bill of Quantities.

(7) Where the lo~n is for the purchase of a land or

house -

(a) the original or a Certified Copy of the

notarially attested Sale Agreement and

..

(b) a letter from the tenants, If

permitting the Bank's officials to

the house and undertaking to give

possession at or before purchase.

any,

inspect

vacant
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(8) Where the loan is for redemption of debt -

(a) a certified copy of the document covering

the security given to the Institution from

which the debt was incurred;

(b) a statement from the Institution as to the

balance outst~~ding on the debt; and

(c) a Certificate of Conformity if the debt was

incurred for the construction or completion

of, or extension to, a house and if it be of

more than 1 unit, a letter as to separate

assessment of units.

(9) A s~~tement as to how the applicant will meet any

shortfall between the cost involved and the loan

amount.

(10) Such other documents as the Sa.nk may call for,

depending on the nature of a case or otherwise.

The NSS has a detailed procedure for appraisal of the

loan application. Title to land Is checked by the

attorney by search th~ough land record. The bank

provides several house type plans and bills of

08.07

guantities (BOQs) to the applicants seeking loans for

the local authority is also acceptable to the NSS.

At present the Bank has about 7500 loan accounts. About

100 loans are being approved each month. The minimum

amount of loan is Rs. 10,000.00 while the maximum
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ceiling is Rs. 1.5 million for a two unit house. Loans

are granted for a period of 5 to 20 years.

The Bank has had little problem in recovery of loans

and has a very satisfactory rate of recovery~ Under the

NSB Act, the Bank has powers of selling the mortgaged

property without seeking the intervention of the

courts. After giving proper notice to the defaulter, a

resolution passed by the Board of Directors of the Bank

is required to be published to enable the bank sell the

mortgaged property. There have been only 5 cases fo far

where the NSB had to sell the property to recover its

dues. The powers vested in the Bank for recovery of the

outstanding amount are provided in sections 48 to 60 of

tl'H~ NSB Act 30 of 1971 and are reproduced at Annex II

of this Report. These powers are very extensive and

have served as adequate threat to the borrowers who

usually pay up the arrears on being informed of the

consequences if the default continues.

The Cooperatives:

The Cooperative Movement seems to be quite popular and

successful in Sri Lanka. The Cooperatives are governed

by the Cooper~tlves Act of 1972. All the cooperatives

are

million per30ns in Sri Lanka are members of Cooperative

Societies.
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There are three main types of cooperatives:

(i) Multi-purpose Cooperative Societies;

(ii) Thrift and Credit Cooperative Societies; and

(iii) Housing Development Cooperative Societies.

There are 287 Multi-purpose Cooperative Societies. Each

has a minimum of two Rural Cooperative Banks (RCB).

There are 1090 RCBs in Sri Lanka and they had a total

deposit of Rs. 3,272.00 million in 1991 and their turn

over was Rs. 17.00 billion. These funds are funnelled

into the Peoples Bank which is a qovernment bank. The

main focus of this hu~e financial activity is in

consumer type transactions. Less than half of this

amount is utilised in providing housing loans. The loan

application is examined by a Credit Committee. Interest

rate is about 18%. Loans do not exceed Rs. 200,000.00.

Recovery rate Is 90%. Out of the balance, disputes over

the recoverable balance are settled by Arbitration

Committees. There are District wise Associations of the

RCBs. The Cooperative Department is planhing to try and

qet them the status of a commercial bank. The

Cooperative Societies are receiving lot of external

assistance and grants are provided by government

through the Registrar!~f_~_tl~r~__ l-~__ n~f!d~ __~~J; J1loJ1~t-ar.y- _

injection in cooperatives.

thrift and Credit Cooperatives: These societies are

very similar to Credit Unions. There are 7000 TCCs and

the total membership is 750,000. Each TCe has about 120

...,. ,



and a

200
• to 150 members. There are Z7 district officers

Federation at the national level. There are

sub-divisional unions. The total savings in 1991

of the order of Rs. 480.00 million. Turnover is

times in a year. Members qet 16% interest on

deposits.

The TCCs provide three types of loans:

(l} Instant use loan Ra. 200.00 to Rs. 300.00

were

three

their

(ii) Productive lending for agriculture/small business

Rs. 2,000.00 - Rs. 5,000.00.

(iii) Housing Loan Rs. 20,000.00

out of the loans given by the TCCs 65\ are for

agricultural production for 1-2 years, 8% for self

employment, 15\ for weddings and other activities and

about 10\ for housing.

The Federation of TCCs had a housing programme from

1986 to 1988 when it received Rs. 157.00 million from

NHDA for housing loans. The TCCs generated 57,000 loans

with these funds~ Recovery has been around 96\. The

good recovery Is due to pressure exerted on the

defaulters by their neighbours. Loans are for 10 to 15

~_~_o_o.__o_.oo_ -0_0- _0 -0·0.0-_-0 _--0 oo-oyear-s.. ~ 00.0.0 -000_.0 _0 .0·0· - - .-0-0-00-.0-0--.-0-0.- 0

The Tces have about 900 staff members for Grade I and

Grade II societies. Smaller societies are managed by

the members themselves.



09.04 Housing Development cooperative Societies: There are

only 5 or 6 such societies which have been set up in

association with the NHDA.

10.01 A meeting was also held with an executive of a housing

and real estate company namely the Ceylinko Housing and

Real Estate company, Colombo. This is a public limited

company with a paid up share capital of Rs. 15.00

million and an authorised capital of Rs. 100.00 million

and its shares are quoted on the stock exchange.

Presently their share of Rs. 10.00 is being quoted at

Rs. 17.00. Fifty percent shares in this company are

held by the Ceylinco group and the balance 50% are beld

by public. The company is engaged in real estate

business and also advances loans for purchase of land

and construction of houses. The company also constructs

houses and sells them to public along with a loan equal

to not more than 50% of the price which is required to

be repaid in monthly instalments over a period of 15

years. The company has been in business, and operating

under the company law for the last seven years. It did

not have to seek approval from any government agency

for operating as a housing finance company. It has

provided 30 loans in respect of houses constructed by

the company itself and 270 loans to individuals to

---------------- ---- --- -constructs --thetr- -own-tfoIIS6;--Tl'fe--mfri lmjjrn-sl"ze-·or---!oan--·---

is Rs. 100,000 while there is no upper limit. A loan of

Rs. 2.00 million has also been advanced.
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The company usually 'manages' to get its building plans

approved by the local authority within about four

weeks. Land title is checked by the attorney. The

borrower's repayment capacity is throughly checked but

the compan:( does not insist on documentary proof of the

capacity to repay. 40% of the borrowers monthly

salary/income should not be less than the monthly

instalment required to be paid against the loan. Title

deed of the house is held by the company in its own

name with the result that the borrowers hardly ever

default in payment as the company can sell the

property. The title deed is released only after the

entire loan has been repaid. For pre-mature payment the

company charges interest for 6 months on the balance

amount.

The company borrowed an ~mount of Rs. 10.00 million

from the National Development Bank for 08 years @ 19\

and is negotiating another loan of like amount. As

against this, the company charges 26% interest from its

own borrowers. The Ceylinco Group also has a Finance

Company which accepts deposits against payment of

interest @ 20\ whereas it advances short term loans

(other than housing) @ 30\.

75\ of the income of the company is exempt from income
.... _--_._------... - --_._._-_._-------..--- --- -------_. -~- . -~---------_..-._-_.•._-."..-. _.._-------_.,-_ .._-._--------

tax provided it is derived from construction of loans

being built up on less than 2000 sq. feet.
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Tax Ingentiyes for Housing:

The government of Sri Lanka has allowed liberal tax

incentives for housing to promote the housing programme

in the country and the present government has promised

to prOVide shelter to every citizen by the year

2000. All the incentives have been reproduced in this

Report at Annex III. The main tax incentives for

housing are however listed below:

(i) Net annual value of one house owned and occupied by

an individual is exempt from income tax.

(ii) Rent accruing from a house is exempt from income

tax for six years.

(iii) Capital gain arising from change of ownership of

any house is either exempt or taxable at reduced

rates.

(iv) ~rofits from construction and sale of certain

houses are exempt from tax: Where a firm engaged in

construction and sale of houses is approved by the

Commissioner of National Housing, 75\ of the

profits arising from the first sale of any house or

flat are exempt from income tax prOVided the floor

area of which does not exceed 2000 square feet.

(v) Dividends paid by a company carrying on an

undertaking for the construction and sale of houses

out of exempt profits are exempt from income tax.

l" '.'

I



(vi) Relief for investment: The followinq expenses are

deductible from the assessable income of a person:

(a) Any sum invested by a person in the purchase

of original ordinary shares in a company which

is enqaqed In construction and sale of houses;

(b) The re-payment of capital of a loan obtained

for construction of a house or purchase of the

first house at. a cost not exceeding Rs. 1.00

million.

(c) Monthly payments in respect of a house obtained

on hire purchase basis, the total cost of which

does not exceed Rs. 1. 00 million.

(d) Amount spent by an individual on construction

of the first house at a cost not exceeding

Rs. 01.00 million.

(e) Amount spent by an individual for the purchase

of the first house or the first site for the

construction of a house at a cost not exceeding

Rs. 01.00 million.

(vii) ixemption from wealth tax: The following are

excluded from the wealth of a person:

(b) Any house having a floor area not exceeding 500

sq. feet (exemption is for 6 years).

~r"'·"""'·~ ............. "_
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MURTGAGE (AMENDMENT) ACT, NO.3 OF IHO

[C~ified on 6th Much. 1990]

AN Acr TO AMIlND TIlE MOIlTOJ.OB Ac:r

I. This Act may be ciled as the Mortgage (Amendment) Act, No.3 of 1990.

2. Section 46 of the Mortgage Act (hereinafter referred to as the "principal ~t·
mcnt") is hereby repealed and the following section substilUted therdOti~

•• J

46. No decree In any hypothecary action upon any mortgage of land which is
c~:l1ed aCler the C'Jming inlD force of this section. and 00 dccrecc in Illy
aellon for the recovery of any moneys due upon My such mongage, Ibal1
ord~ any property. whalsocver, other than tho mortgaged property to be
sold for the recovery of any money found 10 be due under the mortgage.
and no property whaLSOever, other than 1M mortgaged property, ohaU be
sold or be llilblc lD be sold in execution oC a."ly such decree.
In this section "action for the recovery of moneys due upon a mongage'"
includes any aClion for the recovery oC any debt secured by B mortgage
whether the cause of action sued upon arises by reason of the·martgago or
otherwise.'

3. The following new section is inserted immediately after scr.lion 47 and shall
have effect as section 47A of the principal enacrment:·

47A. (1) Where at the time of the ex~ulion of a mongage bond in'favour oC a
lending institution for the payml:nl of a loon, 1M principal of which e~ceeds

one hundred and fifty thousand rupees the mortgagor executes a separaac
instrument, aueslCd by the notary aucsling tho bond and by the wimesses to
the bond containing.

(a) a s~iaJ declaration 011 the part of the mortgagor thai he renounces the
benefil of section 46 and that the effect of such renunciation has

_been explained lo him by the notary; and

(b) an endorsement signed by the,.olary lD tlIe effccl that he has explained
to the mortgagor the e((ccl of suc~ renuncia1ion,

then, in addition lD the mortgaged propeny, Illy other property belonging
10 the mortgagor shall, subject to the provisions of subseclion (2), be liable
to be ordered to be sold and to be sold under the decree in an action upon
the mortgage, and the provisions of section 218 of the Civil procedure
Ccdc (Chaplel' 101) shall, mutaris mutandis, apply to the seizure and sale
of such other property.

(2) . In any case ",ferred to in subSCClion (I), no process shall issue for the
seizw", and sale ofany property of the mortgagor, other Ihan the mortgaged
property, until the mprtgagcd property is sold and the proceeds thereof

.!Plili.ed il!-~~.sJ~on.o(Jhc- dccree.-.------- ..- -.------.- - - -----------

(3) Where the separate instrumenl rcferrcdto in subsection (I) is to be ex-
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"1

ecu~ by any mortgagllr, it shall be Ihe duty oC the nowy to explain to Ihe
mortgagor, that the instrument provides for the renunciation of Ihe benefit
of scc:tiOll 46 and thaL Ihe effcct of such renunciation i~ that, in addition to
the mortgaged property, other property of the mortgagor is liable to be sold
in eltcculion of a decree in on action upon the mOflgage,

(4) No stamp dUly shall be payable upon the further instrument rcferrcf to in
this section.

(S) Where the mortgage is crealed by an instrument referred to in section 69
which is auesled by an officer of n lending institution, then for the purpose
of !.he app!!cntion of me provisions DC subsection (1) and sub-section (3) of
this section, any reference in those provisions to the noW)' alltSting Ihe
mortgage bond Mall be deemed to be a reference to such officer.

(6) Nothing in this section shall apply to any action upon a mortgage created
before the coming into force of this SCCUOG.. . .

(7) For the pUrpose of this section "lending insl11tuuon" means·

(a) a licensed Commercial Bank wilhin the meaning of the Banking Act,
No. 30 of 1988;

(b) the State Mortgage and Investment Bank established by lhe Stale
Mortgage and Investment Bank Acl, No. 13 of 1975 ;

(c) the NllI.ional Development Bank established by the National Develop
ment Bank of Sri Lanka Act, No.2 of 1979 i

(d) the National Savings Bank established by the National Savings Bank
Act. No, 30 of 1971 ; and

(el the Development Finance Corporation of Ceylon cstabiished by the
Development Finance Corporation ofCeylon Act (Chapter 16S},',

01. The following new Part is inserted immedialely after scc:tion 62 and shaD have
effcct as Part IJA of the principal enactment :.

"PARTIIA

SP£CIAL PROVISIONS POIIJICOVlllty WHIiIUl PARAT1I EXIICl1110N OF IMMOVAIILB PRoPeRTY IS
EMPOWERED

62". The provisions of this Pan'shall be in addition 10 and not in derogation of die
provisiosn of any laws which empower cert,ain banks and other institutions
to exercise the powers of parate cxcc:ution Cor the purpose "f recovery or
loons grante4 by them on the security of immovable property, in the event
of default.

628. (I) Where bank or an institution is empowered to BUlhorisc any person to enter
into possession of or 10 maintain and t.o manage lite property mortgaged
and such person is unable or ~pprchends that he will be unable to take
posscssitxLaLthaLland_bclcausc-o!.any..ob.Uruction-or resislclICC wbich-hai--~-----"";"--

been or is likely to be offered, such officer shall, on his ma1cing an applica·
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lJon ill lhat behalf to the ftiaaglstra:c's COurt having Jurisdiction over the
place where ihat land is situated, be entitled to an order of thal court
dJrccling the FiscaJ to deliver possession of lhe land to him.

(2) Where an order under subsection (1) is issued 10 the Fiscal by a Magis
tnato'. Court he shall Conhwith executo such order and shall in writing

.report to thai Court the manner in which lhe order was executed.

(3) For tho pwposo or executing an order issued by a Magislnlto's Court under
sub-section (1), the F'ascal or any person acting under his direction may use
SIKh COlee u may be nec:cssa.ry ro enter tho land ro whiclt lhal order relates
and 10 eject any person in occupation of thalland and 10 delivCf possession
of lhIlland row of&« who is authorized ID take possession of tIuu land.
Cor or on behalf oC the bank or institution.

62c. When: after sale by public auction and the delivery oC • certificato of sale to
the purdwer of Ihc. propeny mortgaged, the purchllSCt is unable ro lake
effective possession of ii, ~e sha:l on appUcalion 10 the DisDict Court of
Colombo (I' the DisUict Conn having jurisdiction over the place where the
property is sib18le, and on production oC the certirJcale oC sale be entil1ed to
an order for the delivery of possession of the property.

620. Every application under section 62C shall be made, and shall he disposed of,
by way of summary procedure in accordance with the provisions of Chap.
ter XXIV of the Civil Procedure Code; and on all documents filed (or the
purpose of' each such application and on all proceedings held thereon,
stllIIlp duties and other charges shall be lXiyablc al the respcc;tive rates
payable under any written law for the time being in force, on application
for. and proceedings conn~led wi:h or incidental 10, the execution of a
decree of a District Court (or the defivery oC possession oC any immovable
propeny of the same value as the property 10 which such application m
Illes.

62E.

621.

Where any immovable property sold in purSlllIIICe of the law empowering the
mortgagee to sell. is in the possession or occupation of a person under a
possession (I' dent or !he debror or under a titlec~ by the deblOt prior
to the mortgage by an insllUmenl duly executed and duly registered JWior 10
the mortgage, the right of such person shall have priority over the righll of
the purchaser, and the purchaser shall not be entitled ro an order for deliv- .
ery of possession of such immovable property.' .

Where any immovable propeny sold in pursuance of Ihe preceding ..o>visions
is in the occuJl8DCY of the debtor (I' of some person on his behalf' or of
some person claiming under a title created by &he debtor subsequent 10 Ihe
mortgage of Ihe property 10 the bank or institution the Disuic:l Coon shaD
order delivery 10 be made by pUlting the pwchaser, or Illy person whom he
may appoinllO receive possession on his behalf in poueuion of the prop
cny.

----+_.-- ~-- - ._.-~. __.. _.__.~_._-_._--
..__..-_.~+ - - ----_.._- ---

--- ---~------ ------ --·6i('J.--(IfWh~;e-8nyimmovable properly sold in pursuance of the law empowering
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the mongago' to sell, Is in lhe occupancy of a lCnant or other person
entitled ro occupy lite same by virtue of an agreemcnl enacred into before
the dale of execution of the mongage, but which lransaction has not been
duly regisacred, the following provisions shall apply :-

(a) (i) if the murtgogcc has given the acnant or person In occupation 00
tice of the execution of the mongage in his favour with full par
ticulars such as Ihe narne of lIIe laN!'and the volume and folio in
which lhe bond is regisacred willlin a month of ils execution, and
lhc ICnant or other penon In occupation fails within one month ~
the receipt 'of such nolice 10 regisacr ,8 document substantially In
the Fonn No.6 set out in the First Schedule to lJ:is Act in lhe same
volume and folio as in the notice, Ihen the court shall order deliv
ery of possession to be made by putting in possession the pur
chaser or any person whom he may wpoint to rcc.cwve PJ~ion
on his behalf;

(ii) where as a consequence of a purchaser or other person being put
into possession under sub-paragraph (i), a tenant or penon in occu
pation is diSpossessed, he shall be entitled to such compen~on as
the coun may think reasonable, regard being had to the period of
tenancy or occupancy and the compensation so ordered sJ,ud1 be
paid by the purchaser to the tenIl"t or person in occupation only
after the purchaser has received possession;

(b) (i) -'if the mortgagee has given the acnant ex' petS(lIl in oc:c:upalion~
lice of the execution of the mmgage in his favour \Vi~ full particu
Ian lOch u the name or the land 'and the VolWM and the rouo In
which the bond is registered within I month or iu execution and
the tenant or aliter person in occQ)~P duly regislered within one

, "1. • I

month of the receipt of notice by hilll, I document lubstlntia1ly In
the Fonn No. 6 set out in lite F'U'Sl SChedule'ro this Act iJiiJie..me
volume and follo as in the notice referred to, and forthwith nOtIr.es
the mOl18agee of this fact in wrillng, the District Court .....1ordf.r
delivery of possession to be made by filing a notice that the sale
has taken place in the Sinhala, TamO and English languages in
some conspicuous place on the land IIId proclaiminl'lO the~t
or penon in occupation in such manner u the coun may direct. It
some convenient place, that the InIaelU of the cleblor have been
tnnsfenid to the purchuer.The coil of luch procllmalion '......
be faed by the court an" shall be IftIJIid by die pwchuer;-

(Ii) if the'taWIl or persori entided to~y COIlIeIIIlIO"IlCCept. aD
of money u cornpen.ulion in lieu or lUI lelllllCy riahll or riJh& ID
occupy, then the Coun shall CI'du d:Uvery of poaeaion to M
made by PUIlinI!he purchasei' (I' Illy perIOfi whom he may IlIlPOiIIl
ro receive passeuion on his hehiIf only afcerlUCh compenlllion
has been deposiled in court by !hepurc:Iwerj

......__.._-- _...'. --(iitrw-qoanlum oI-eompensalion, whele the-PftJPfIty-·~"iMH Of··
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residcntlal premises shall be the equivalcnt of nve years rent, and
in the C:L'iC IIf other propeny, the compensation shall be such amount
as the nlun deems reasonfjble, in all the circumsrances of the case.

ti211. Every order under section 62F shoJI be deemed lo be an order (or delivery o(
possession under scclion 2H7 of the Civil Procedure Code. aald every order
made under ~J.ion 620 shall be deemed, 10 be an order for delivery of
possession under section 288 of the same Code and may be enforced'in a
like manner as an order so made.".

5. The First Schedule to the principal enactment Is hereby amended by the addition
at the end thereof, ~f the following :-

"FORM 6

APPlJCATION Rllt RI!OISTRAll0N OF AN INSTRUM);m" RJ!uTiNo TO A R/Girr TO OCCUPY LAND

To the Registnlr of Lands ..

I (name in full and address) apply under section of the
Mortgage Act for the registration in or incontinuation ofthc folios specified at 'A'
below of my right to occupy the land, by virtue of an agreement, particulars of which are
given at D' below:

A. Volume:

Folio: "

Volume:

Folio:

D. My right to occupy is by virtue of dced/instrument dated cxec:ured by
...................... the owne~ thereof or by vinue of an oral tenancy agreement with the
owner.

The registration fee of Rs is enclosed in Slamps.

Signauare of Applicant or·Agent

•Agent means an Agent iluthorised in writing by the ApplicanL".

6. In the event or any inconsistency between the Sinhala and Tamil texIS oIlhis
Act, the Sinhala text shall prevail.
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OIt:OT RECOVERY (SPECIAL PROVISIONS) ACT, NO.2 OF 1990.

(Ceniricd on 6th March, 1990)

AN ACT TO PROVJl>S FOR nlE RSOULAll0N OF TIlE PROCEDURE RHI..ATING TO DEDT
RECOVERY BY LaNDINO INSTITUTIONS AND FOR MATfERS CONll,'ECTBD nlEREWrrH
OR INCIDENTAL nmRETO.

1. This Act may be cited as the Debt Recovery (Special Provisions) Act, No.2 of 1990.

PART I

INrnnrnoN OF AcnoN

2. (1) A lending institution (hereinaflCr referred 10 as the "institution'') may, sub
ject to the provisions of sub-section (2) recover debt duc to it by an action
instiwted in lCnns of the procedure laid down by lhls Act, In the Disaict
Coun within the local limits of whose jurisdiction -

(a) a pany defendant resides; or

(b) lhe cause of action arises: or

(c) the contnlCt soughtlO be enforced was made.

(2) No action shall be instituted by an institution in terms of the procedUI'C laid
downby this Act, for the recovery ofany loan, where theprincipal amount lent
or advanced was ~':ss than one hundred and fifty thousand rupees.

3. An action under lhis At:t sJ1aIl be instituted by presenting a plaint in the form
specified in the CiviJ Procedure Code (Chapter 101).

4. (1) 'The institution sumg shall on presenting the plaint file 811 affidavit lO the
effect that the SUf•• claimed is justly due to lhe institution from the defend
ant and shall in addition produce to the coon lhe insuumcnt, agreement or
document sued upon or relied on by the institution. .

(2) If any instrument, agreement or· document is produced to coon and the
same appears to the court to be properly stamped (where such inslJ'Ument,
agreement or document is required by Jaw to be sramped) and not to be
open to suspicion by reason of any alteration or erasure or other maucr on
the race of it, and not to be barred by prescription; the coon being satisfied
of the contents contained in lhe affidavit referred to in subsection (4),shall
entet a decree llIsi in the form set out in the First Schedult. to this Act in a
sum not el~ng lhe sum menti.oned in the plaint together with interest
uplO the date of payment and such costs as the coun moy allow at the time
of making the decreee nisi together with such other relicf prayed for by lhe
instilUtion as to lhe court may seem meet and the decree nisi shall be served
on the defendant in the manner hereinafter specified.

(3) The day to be inserted in the decree nisi as the day (or the defendant's ap
pWanc:e and showing cause, if any, against it shall be as early a day as can
conveniently be named, reaard being had to the distance from the defend-

____ . _Jl)~'s_re~court...__. .__-__ _--__ -- --_.~--~---.--- .. -.. -..
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(4) The affidavit to be filed by the inslitution under sub·section (1) shall be
made by any director or a principal officer of such inslitution or by an
aUOrney-at·l13w duly authorised to bring and conduclthe acLion on behalfof
'-he insLilULion and which affidavit shall be made by such person having
personal knowledge of the fSClS of lhc cause of Belian and such person
shall in his affidavit swear or affltm that he disposes from his own personal
knowledge to the mailers therein contained and shall be liable to be exam·
ined as to the sUbjcct mauer thereof stthe discretion of the judge.

(5) The inslitution shall tender with the plaint·

(a) the affidavit and instrument, agreement or do<:umenl referred to in
subsection (I) of this section:

(b) draft decree nisi: and

(c) the requisite stamps for the decree nisi and service thereof

S. Where a decree flisi is entered under section 4 the provisions of section 70SA
and 7050 of the Civil Procedure Code (Chapter 101) shall, mUlalis mutandis,
apply to the service of slJch decree nisi on the defendant.

6. (I) In an action instituted under this Act the defendant shall not appear or
show cause against the decree ni.ri unless he obtains leave from the coun 10
appear and show cause.

(2) The court shall upon the application of the defendant give I".ave to appear
and show cause against we decree nisi either, -

(a) upon the defendant paying into court Ihe sum mentioned in the decree
nisi; or

(b) upon the defendant furnishing such securilyas 10 the coun may appt.ar
reasonable and sufficient for satisfying the sum mentioned in the de
cree nisi in the event of it being made absol'Jte; or

(c) upon affidavilS satisfactory to tile court thai there is an issue or a
question in dispute which ought to be tried. The affidavit of the
defendant shall deal specifically with the plaintiffs claim and stare
clearly and concisely what the defence is and what faclS arc relied on
as supponing it. .

(3) In default of the defendant abUlining such leave for appearance and show·
ing cause the court shall make the decree flisi absolute, and the provisions
of SCGtion 389 of the Civil Procedure Code (Chapter 101) shall. mJltatis
mutandis. apply to such order. For this purpose, the Judge shall endorse
the words "Decree nisi made absolute" (or words to the like effecl) upon
the decree IIlsi and shall date and sign such endorsemenL

7., "r-Manl appears and lcuve to appear and show cause is liven the povi·
,. sections 384,385,386,387,388,390 and 391 of Ihe Civil Proce·

dUlt.' "", (("haptcr 101) shall, mutatis mutandl1, apply 10 the trilll of the
action.

--_.•._-----------_..------- --- ....-_ •...-._-~._ .._. ,.....-,.~---~ _.-._' _.. - - ._---- --,-"
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8. In any proceeding und~~r this Act the court may order lite insuument. agreement
or other documclIlS which are produced to the court wilh the plaint or on
which the action is founded to be forlhwilh depooited with an omcer of the
court, and may rUriher order that all proc:ccdingll shall he SIa)'ed until the
institution give.~ SC\:urily (or lhe casas thereof.

9. Where the institution is the holder of a dishonoured bill of exchange or promis
sory note it shall have the same remedies for lite recovery of the expenses
incuncd in noling the same (or non-acceptance or non-paymenl. or other
wise by reason o( such dishonour as such institution hllB under this Acl for
lhc recovery o( lite amounl of such bill or nOIC.

10. In the court where cases may be instituted under this Act. Speciallnqulry Roll
shall be kept of such cases in which leave to appear and show cause against
the decree nisi has been granled, and it shall be competent (or tho 1udge of
such court to order sUC;h cases 10 be set down for bearing on such days as
may facilitate their early disposal, any rule or practise of such coun to tho'
conttary notwithstanding. and after giving lite parties. reasonable notice of
the date of inquiry_ .

II. If il appears to the counthat the decree f1isi was obtained on insufficient grounds;
or if after the entering of a decree nisi the action is dismissed and the de
cree lIisi is discharged by default or otherwise. and it appears to the court
Lhat there was no reasonable ground for entering the c1ccree nisi, the court
may, in the same action on the application of the party IIgainst whomlhe
decree nisi was en1c~, award against the institution obtaining !he same.
such sum as it deems reasonable 'compensation for Ihe expense or Injury
caused 10 such party by the entering of the decree lli.rl and an award under
this section shall bar any action for compensation in respect of the entering
of the decree lIisi.

12. Where the defendant appears in court in response to tlle decree lli.rl and does not
contest the decree nisi but admits liability and prays to liquidate the debI in
instalments, the court shall minute this foct on the record and obtain the
defendant's signature thereto_ 11Ie conn shall thereafter make the decree
absolute and sftaJl enter terms of settlement as to insratmcnlS for the liqui
dation or the debt sued for in renn of section 408 of tbe Civil Procedn
Code (Chapler 101). Such settlement shall opcl'lle U lilly of elecution
proceeding un':ess the defendant aclS in breach of Illy of the cams of
setllement in wi.k:n event the institution shaU be entitled 10 execute the
decree.

PART II

OF SPEaAL PROVISIONS Rm.\TlNO To EXI!CU'I1ON

13. Subject 10 ordets of court, where a dctreelliJi enreml in 1ft a:1ion inaiIuIed
under this Act is made absolute it shall be deemed 10 be • Writ or Blecu-
lion duly Issued to the fisCal in lerms or IeClion 225 (3) 01 die Civil
procedure Code (t1tapcer 101) and it sball be tbe duly ollhe FlICII 10
execute the same in the manner ~bediDJhe-CiviLPIaceduIe- Codt-fof.-----

·---··-·-----·-------·~~eculion orwrilS. '
>-.- -_._------------
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14. (I) If the Fiscal be resisted by any person while execudn•• writ referred co fa
section 13 the Fiscal shall repon such resislence 10 die court and die caurt
shall !hereupon issue a notice againsl die person misting requiring him to
show cause as to why he should not be dealt with for conrempt 01 coon
occlL'Jioncd by such resislJ:nce.

(2) Any person resisting the Fiscal while executing a writ under this Act shaU
be deemed 10 be guilty of contempt of Coon and 8haU be liable to the
penalties prescribed (or contempt of court by the Judicalwe Act. No.2 of
1978 and the Civil Procedure Code (Chapter 101) unless he proves that die
propeny sought to be seized belonged 10 a person other than the judgment
debtor:

(3) If the person resisting the Fiscal appears in coun and cllumsthalthe JI'OP"
crty sought 10 be seized by the Fiscal is being held by him on account of
any person other than the judgment debtor or person holding under such
judgment debtor such person shall be c:alled upon to furnish security (or lhe
satisfaction of the decreed sum or 3uch part thereof as the coun deem fit in
all the circumstances of the case, in the event of his claim failing or in the
discretion of coun such person may beallowcd to give an undertaking that
the property sought to be seized would remain in conslJUCtive Fiscal cus
tody until the claim inquiry is concluded.

15. (1) Whenever an action is instituted under this Act the same shaU be entered in
a special register maJntained by coon substantially in the fann set out in
the Second Schedule to this ACL'

(2) Where the defendant or his representative in interest alienates any movable
or immovable property or otherwise disposes o( same in any manner what
soever after the decree nisi such alienation shall be null and void 8I1d of no
(Orte or effect in law and shall be open to seizure in whosoever's hands
such propeny. may be:

Provided thai such alienation shall be valid if the action is dismissed or die
decree nisi is discharged : and

Provided fWlher that such alienation shall also be valid, if the dccrecabso
IUle is satisfied. but only in respect o( such o( the properly alienated as has
not been seized and applied in satisfaction of the decree 8bsolu~ : and

Provided further that such alienation shall also be valid propeny in the
, hands of an alienee who has come by such propeny in good faith (or
consideration without having notice.of the decree nui either at the lime die
pruchase money was paid, or when the conveyance was executed not 10 an
alienee (ram such an alienee, the burden of proof or which facts shall be on
such alienee.

(3) The Regislrlr o( the coun shall in addition to the rcgisler 10 be maiillained
unller this section maintain also an indell of the names Gllbe derendanrs
against whom acllol1s have been m~ under this Act and such index'sl".al1
be in alphabetical order.

____..._.._.~.r· _
-_.~~---_._---~.-..__ ...__._- •..

-- ......-~-- --------- ----
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(4) Such register and index shall be open 10 pUblic inspection and entries
therein shaIJ constibJte prima facie notice to Ihe public.

(5) 'All claims 10 propeny sel7.cd by whomsoever mode shall be disposed of in
the same action and a dcc;lslon 011 such claim shall be a bar to the Instilu
tion of any other action for the recovery of any propcny seized or to
CBlabllsh any right 10 such proJlerty (1'. 10 huve the same dcc:lurcd liable to
be sold in execution of the dcc;rce In favour of the institution.

(6) Nothing in subsection (2) applies to money or currellcy nOIeS in the hands
of a bollQ{uh holder to whom lhey have pusSC(f1n circulation, or 10 ncgoti
able inslnunenlS inlhc Iwnd9 of oona[lIk bolder for value of shuJl be deemed
to effect section 22 and ·23 of the Sale of Goods Ordinance, or the righlS of
any holder in good faith for consideration of any documenl of lille which
by law passes the ownership of goods 10 which it relalCs by endorsement or
delivery, or the liability oC a person 10 whom a dcbt or charge is lranS
fcm:d. or the right of a person who hold! propcny under B title declared
indefeasible by Stalule or of his successor in tille.

PART III

OF ApPEALS

16. Subsection (1) of section 756 of the Civil Procedure Code Is hereby amended
by tho addition of the following proviso at Ihe end thereof :-

"Provided however lItlll in an application for leave 10 Appeal in respect of any order
made in the course of any action instituted under the Debt Recovery (Special Provisions)
Act No.2 oC 1990 proceedings in the originalcoun shall not be stayed when Leave ,to
Appeal is granted unless the Coun of Appeal otherwise directs and the Coun of Appeal
shall where it decides 10 grant Leave 10 Appeal call upon the appellant 10 give security in
cash or by a guarantee from B banker for tile satisfaction o( the entire claim of that
plaintiff or such pan thereof as lite court deem lit in all the circumstances of the case, in
the event of the appeal being dismissed."

17. Section 763 of the Civil Procedure Code is hereby amended by the addition
immediately aflCr pnragmph (b) of subsection (2) of that section, of the
(ollow,ing ;-

"Provided Lhal in lite case of decrees entered under Ihe provisions of the Debt Recovery
(Special Provisions) ACI No. 2 of 1990 the scc;;;rity 10 be given by the judgment debtor
shall be the full amount of the decreed sum or such pan thereof as the court deems fit in
all the circumstances oC the casc."

18. SC(tion 23 oCtheJudicature ACI No. 2'of 1978, as amended by section 2 of Act
No. 37 of 1979 is furthcr amended by the addition at thc end of thaI section
of Ihe following proviso :- '

"Provided thai in the case of decrces enle~c~ u~~e,~~e Dcb~_R~~vc.1')' (S~ia!~~!~~_

," ,
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slons) A«:I N•. , 2 of 1990 the amount of the Bond 10 be entered into shall be the decreed
sum or su~h "art lhcrcofas the coun deems fit in all the circumstances oflhe case".

PARTlY
01' SrIlCiAI. PROVISIONS

19. In any mBller or question of procedure not provided for in this Actlhc proce
dure laid down in the Civil Procedure Code (Chapter 101) in alike matter
or question shall be followed by the court if such procedure is not incon-
sistent with the provisions of this Act. .

20. Where no form to be used for the purpose of this Act has been prescribed in
any particular case or for any particular purpose such form as the court may
approve may be used in that case or for that purpose.

21. No action by a lending institution for the recovery ora loan -

(a) nol ellc:ccding two hundred (ifty thousand rupees or such other sum as the
Minister may. by Order pUblished in the GazclIe. fill; or

(b) recovcrdble over a period of not less than five years.

due to such lending institution. in terms of Ihe procedure laid down by this Acl, shall be
entertained by any coun if the amount claimed as interest on such loan cxceeds the sum
due as principal.

n. No sum of money which constitutes a penallY (or defauh in payment. or delay
in payment, of a debt shall be recoverable in an neLion inslituted for the
recovery ofsuch debt. in terms of tile procedure laid down by this Act.

23. In an action instituted under this Act the court shall. in the decree nisi. order in
tercst agreed upon betwccn the parties up to the date Qf decree nisi. and in
tcrcst Blthe same rate on the aggregale sum of the decree nisi from the date
of decree nisi unlil the dale of payment in full. In the even. of the parties
nol having agreed upon the ralC of interest. Ihe court shall in the decree nisi
order interesl at the market rule from the dale of instilution of acLion up to
the date of deeree nisi and thereafter on the aggregate sum oC tile decree
nisi from the date ofdecree nisi until the date of payment in full.

PARTY
MJSCEI.I.ANHClUS

24. Notlling in the Debt Conciliation Ordinance (Chapter 8t) and the Money lend
ing Ordinance (Chapler 80) shall apply lO, or in relation 10. an institution:

25. (I) Any person who-

(a) dniws a cheque knowing that Ihere arc no funds or nol sufficient funds
in the bank to honour such 0 cheque: or

(b) makes an order to a banker l(l pay a sum of mone~~J1.~c~~!.~en! is
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Provided, however, that In the event of a dispute between persons claiming to be entitled
W be so appointed. thc coun shall make such on oppolnunent (whether of one of those
persons or of any other person) as appropriate in LIte opinion of the court, in the interests
of thc eSlate of the deceased.

28. Where any appointmcnt is madc unller section 27 and the person so appointed
is a party to tJie action. every order, decree nisi, decree absolute and sale or
thing done in the·lICtion institutcd under this Act (including the seizure and
sale in execution of the property of the deceased debtor or of the dccea.Cled
pany) shall have the like cffect as though the executor or administrator of
the deceased were a party 10 the acLion.

29. Where any debtor of an institution dies or is adjudged an insolvent or a person
of unsound mind at any time after the cntry of decree absolute in an action
instituted under this Act and before the execution of the decree, no pro
ceedings for the execution or endorsement of the decree absolute shall be
taken or if taken shall be of any effcct. unless the duly appointed exccutor
of the will or adminlslI'ator of the estate of the deceased or a representative
appointed under section 27 or as the case may be. the assignee or manager
of the estate of the insolvent or person of unsound mind. is made a party to
the action.

30. In this Act. unless the context otherwise requires· .
"debt" means a sum of money which is uscertaincd or capable of being ascer

tained at the time of the institution of the IK:tion, and which is in default,
whether the same be secured or not, or owed jointly or severally. and
alleged by a lending institution to have arisen from a transaction in the
course of banking, lending. financial or other allied business activily of that
institution, but docs not include a promise or agreement which is not in
writing;

"lending institution" means·
(a) a licensed Commercial Bank within the meaning of the Banking Act,

No. 30 of 1988;
(bj the Slate Mortgage and Inve~tmcnt Bank established by the State

Mortgage and Investment Bank Act, No. 13 of 1975; .
(c) the National Development Bank csrablished by the National Develop-

ment Bank of Sri Lanka Act, No.2 of 1979; , ' .
(d) the National Savings Bank cslablished by the National Savings Bank

Act.No.30ofI971; .
(e) the Development Finance Corporation of Ceylon established by the

Development Finance Corporation of Ceylon Act (Chapler 165); and
(I) a company registered under the Finance Companies Act, No. 78 of

1988. lO carry on finance business;
"market rate" means the rate per centum per annum dclCrminCd by lhe Monelary

Board of the Central Bank by Notification published in t1Ie Gazeuc. having
regard 10 current ntes of bank intcrest;

"principal'orncer" in relation to an institution. means, a director. secretary or
other officer not below the rank of a manager of such jnstitu~on and shall
include any oIhcr officer of such institution specially authorized by' such
direclor. secretarY or other ofliccr not below lite rank of a manager. .

31. In the event of any inconsistency between the Sinhala and Tamil texts of this
.... ~c~,-ttle_~!~~aI_a~~~t~~~! prevail., __ ~_ .. __. __ ._.._-_.__._-_.. '._._-'._-_.~---"
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FIRST SCHEDULE

Form of [)ccrec Nisi ..

[Section 4(2»)

I

-

(Title)

This acLion com:lllg on f.or disposal before (name and office 01 Judge) on !be
............... day of ........ .19..... :lJ1d alter reading the plaint and documents and being II1iJ. .
Cied of lhc avcnnellls contained in the affidavit nJed It Is ordered and decJeed
tlwt the defendant do pay to the plainlilf a sum of Rs ; rogelJler with InICl'elt 1& .....i....
per centum from (dale to and lhcreafLer interest at the same rate from
dale here of till payment in full together with costs of action and (where the Decree is for
delivery of immovable property. describe lhe propeny) (if reliel of lOII'Ielhing OCher than
money or immovable propeny, sct out the relief.)

These are !hereCore to command lhe Fiscal Province 10 levy and make of
the houses, lands, goods, debts and credits of the aboveruuned ..... by seizure and if
necessary by sale lhereoC, the sum oC Rs which lhe plaintiff has recovered against
the said ..... by this Decree at Coun and have that money before this Court withinthin)'
days of lhis Decree niJ; being made absolute or within such extended lime as this COWl
shall alloW and inform this court what sum or sums and 10 what person or penons !be
Fiscal of the Province have sold lhc property respectively and !his Decree Nisi
when made absolute shall serve as a Mandale for such purpose.

It is furlher ordered and these are to command you, Ihe atm'eSllid defendant
to appear before this court on the day of 19 at (lime) and show
cause. if any, why lhis Decree Nisi hould not be made absolure. .

(Signed) (nslne and office ofJudge) the .: day of 19 .

SECOND SCHEDULE

(Form of Register)

No. of Name Name Claim Decree nisi Result

action of of (w~cthcrmade

Plain- Defen- absolute or

tiff dant discharged)

[seCtion 17(1»

Dare or . Any

salis- other

facdon mattul

---- -~.._--_•..-._-_.,---_.__._-'- -- ..- .' .'.._~.- ', ..... ,..-
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ROt made by reason of &here b,eing no obligation on such banker &0
make payment or by reason of the payment having been countermanded;
or

(c) gives an Hu&horily to an inll~ilution &0 pay a sum of money &0 IIselr, in
payment of a debt or loan or any part thereof owed &0 such institution
from and out of an accoulIl maintained or funds deposited, by such
person with such institution and such institution is unable to make
such payment &0 itself by reason of such person. not placing adequalO
funds in such account or by reason of lhe funds deposited having been
withdrawn by reason of such person counlCl1Randing the authority
given or by rr.ason of anyone or more orsuch I'CllSC?ns; or

(d) having accepted an inland bill dishonolirs it by non-payment,shall be
guill)' of an offence under this Act and shall on conviction by a Magis
lJ'a1e after summary lrinl be liable to punishment with imprisonment of
either description for a ICrm which may extend &0 one year or with fmc
of len thousand rupees or ten per centum of the fpU value of the
cheque, order, authority or inland bill in respect of which the offence is
commiued. whichever is higher. or wilh both such fme and imprison
menL

(2) The expressions "cheque", "dishonoured", "banlee"'·, "Inland Bill" and "Bill"
shall have the respective meanings assigned to them in tlte Bills of Ex
change Ordinance (Chapter 82), and the lCI1R "dishonest" shall have the
same meaning as in section 22 of the Penal Code (Chapter 19).

26. Notwithstanding anything to the conuary in the Prescription Ordinance where
an institution has insliwted action for the recovery of any debt due to it and
such action is pending on the dnte of commencement of this Act, such
instibJtion shall be entitled &0 institute action under this Act for the recov
ery of that debt :

Provided lhat this section shall not apply to any pending action where the cause of action
on the debt was prescribed as at the date !.r the institution of such first mentioned action.

17. (I) Where any debtor or a.; ;,Istitution dies before the institution of an action
under this Act in respect of any debt owed to the instituion or any debtor of
an institution or any person who is or becOmes a party 10 an action. insti
tuted under this Act dies after the institution of the action, and grant of
probate of the will or issue of letters DC administration to the estate.of the
deceased has not been made, the court in which the action is to be or has
been instituted may in its discretion, after the service of notice on such
persons, if any. and after such inquiry llS Ihe court may consider necessary,
make order appointing a person to represent the estate of the deceased ror
the purposes of the action and such person may be made or added as a
pany 10 tJie action. .

27. In making any appointment under subsection (I) the court shal! appoint u
represenlative a person who. ortcr summary inquiry, appears 10' the court to
be Ihe person to whom probate of the will or letters of administration to the

--.----- .. _ __ .__ estate..or.the.d~ca~~!Jld ordinarily be issued-=- _ _
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RECOVERV 0 ..' LOANS BY BANKS (SPECIAL PROVISIONS)

ACT, NO.4 OF 1990

[Certified on 6th March, 1990]
, -

AN Ac:r TO PIIOVIDIl POll nm RECOVl!RV OF LOANS ORANI1!D BY BANKS POll nm ECONOMIC
DSVELOPMI!HI' Of SRI LANK/I: AND FOR MA17I:1U CONNI!CI'BD nmRBWnii 'OR'INCIDENTAL TImRJrrO

:..

•

1. This Ac~ may be cited as the Recovery of Laans by Banks (Special Provisions)
Act. No.4 or 1990.

2. (I) Every person·

(a) to whom Bny loan is granled by a bank on the mortgage or propeny, or

(b) who has obl4ined probate or the will or leuers of administration to the
estate ofa person to whom any loan hAs been granted by a bank on
the mortgage of proplrty. or who, upon application made in that
behalf by the Board, has been appoinled by court to represent such
eslale. or

(e) to whom any right, title or interest whatsoever in any property mortgaged
to a bank as security for any loan, has passed, wheLher by volun
tary conveyance or by operation or law,

shall register with a bank an address to which all notices to him may be ad
dressed.

(2) Ally notice which is required to be served on any person to whom subsec
tion (1) applies, shaD be deemed to have been duly served on that person if
it is sent by post in aregistered letter directed to Ihat person at the address
registered by him uilder that subsection. and service shall be deemed to
have been effected at the time at which the letter would be delivered in the
ordinary course of~st :

Provided lhat. where any such person fails to register his address under subsection
(I), the bank shaD publish in the Gatette and in. at J~t three daily newspapers
in the SinhaIa. Tamil and EngUsh languages, a nolice addressed to him-and such
notice shall be deemed to be duly given to him on the'day on which such notice
is last published. '

3. \VhCJ1eVCl def'lult is made in the ~yment of any sum due on any loan, whether
on ICc:ount of principal or of interest or ofbolli, default shall be deem¢ to
have. been, made in respect of the whole of the Unpaid portion of the 10811
and the inlel'eSt due thereon up to dale; and the Board may in its direction,
like ICdon u specifiedeither in section 5 or in ~tion 4:

Provided, however, that where the Board has in any We laken action, or com·
menced 10 lib actiCII, in lCC«d8nce with uclion 5, nodtina shall be deemed to
prevent the lou'd It any time from w1l8equelldy liking action In that CISe by
resoIudon under section 4 if the Board deems it advisable or necessary to do so.

, . ,.._.__ . .~....-. SubjeGl-I&lhe-pIOYisioMofsection-;-tbe-Boantll1lYby~,tudon to-be~lf·--- --.-.--------.-
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.': . .

in writing aulhorize any person specified in Ibe JeSOIudon 10 leU by public
auction any property mortgaged to the bank u security b any loin in
respect orwhich default has been made In onkI' to nlCOver Ihe whole of the
unpaid portion or such Joan, and lhe inruesa due IheIeon upcD Ihe dale of
the sale, COgelher with the moneys and COllI recoverable under IeCtioa 13.

5. (1) Subject 10 IJIe provisions or leCuon ., IJIe Board may by IeSOhldon eo be
recorded in writing aulhcnze any person specified in the molulion 10 en&er
upon any immovable property rnongaged to rho bank U 1eCuri&y for Illy
10811 in respect of which defaul& has beeR made or where abe tam. or Illy
108111 agreement are contravened in respect ollUCb IJI'OIleIlY 10 like poues
sion of, and CD manage and maintain such JlR)IIeI1Y, and 10 Clercise dIo
same powers in the control and management of IlJl:h. property II· mlahl
have been elCrcised by !he mortgagor ifhe IIad JJOI made default. or C(lftb'l
vened the terms of such agreement.

(2) Whenever any sum of m~ney due on any loan IIIII1red ror any qricuJlWII
or indusmal undenaking on the security of any plant. machinery or 0Iher
movable property to the bank is in defaull 0.' where &he renns of any 1011I
agreement are contravened in respect of such properly, !he Board may
authorize any person specified in writing to enter and take po5!JeSsion ot
such OlgriculturaJ or industrial undertaking in wh.lch such plane. machinery
Or other movable property is siiUate, and exerdse tho lime poWer in rho
conbOl and management or such undertaking u might have been exerclJed
if such propeny had been pledged or mortgaged,

4i, (J) Any person authorized by rcsolutiClR of &he Baud under IflCtion 5 in JellMlCt
of any propeny shall be endtled generally co &ako actim ill WIllS oldie
resolulion and in particular •

(.) to seD the produce of such propeny ;

(b) to sell the goods ~uractured whoDy or partly &om Illy pIanl ell'

machinery, on the security of whi.c:h any loan was aranrtd. if de
Cault has been made in respect oC sUch loin;

(e) to receive the renu, profits or oilier il!COlllCl from IUCh lJIOI)a1y :

(d) 10 pay the expenses incuned in die contml and IIIl11111emeJ1t of such
propeny out ofthe income from slK:h property: .

(e) to appropriate to himself out or such income such sum (if~y):u !he
Board may deem fit to fill U remuneralion fot his services:

(I) to remain in possession of such property until III moneys due to the
bank under the mO/1iage on such property, have been fully paid or
until he is directed by the Board to yield poueuion 01 .uch prclp
eny undu subsection (2).

(2) Every pUson authorized by resolulion of the BOIId under .don 5 in
respect of any property shall-

(aLpay monlhl)'dlUlOfJbc iacomc ~property stdnllnr(ltlnYTii-~--·_·····_~n
___ • --.- n •
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lhc Boan! may in irs discretion fIJI, to the mortgagor f~ his mainte
nonce:

(b) pay quartL'rly or as otherwise directed by the Board,lo such person or
persons, imd In such manner, as the Board may dil'C(:l, the balance
or lhe income from such properly icmaining aJ'Icr the poymenlS
herein before authorized have been made;

(c) keep and render 10 Ihc Board, at such Intervals as the Bonrd may
determine, clear and lICCurate records of all sum. ~ived or peld
OUI by him in 1'CSpcl(:1 of such property:

(d) yield possession of such properly tD lite mortgagor ~ some oLher
per~n as directed by lite board and pay to the DOIU'd, any balance
of lhe income from such properly remaining in his hands after the
payments hctelnberorc authorized have been made.

(3) The Board shall when all sums due to the bank ul:dcr the mOrlgage have
been fully paid surrender possession of the mongagoo1 propeny 10 the mort·
gagor and return tD him any balance remaining of ~e income from such
propcr·:y.

7. (I) Save lIS otherwise provided in subsection (2) the. provisions of section 4
shaU apply in the case of any default nOlwithsranding that the borrower
may have died ~ lhat any right, tille~ interest 'vhatsoevcr in lite property
mOrlgaged 10 the bank as secur;IY for the loan may have passed by the
voluntary conveyance or operation of law to any other person.

(2) Where aborrower is dead and probate of his will or letlers of administration
to his estate have not been issued to &1Y person. the District Court of
Colombo or the District Court of the districi in whieh the propeny, moo
gaged to the Bank by the borrower, is situate, ~y upon application made
in that behalf by a bank and after service of notice of thr. application on
such persons. if any, as the COUri may order, and if Slitisfied that the grant
of probate or the issue of letters of administration is likely 10 be unduly
delayed, I!ppoinl a person to rcpr.:sent the estate of the borrower for the
pwpo~ of this section; and tJv; provisions of section 4 shall IIOt apply in
the case of any defaulL made by such borrower unless and until a person is
appointed under this subsection to represent the estate or such borrower.

8. Notice of every resolution under section 4 aulhorizing the sale of any pJ'ClllCny
shall be published in the Gazelle and in at least three dally newspape.rs, in .
the SlnhaJa, Tamil and Englis~. languages and copies ofsuch nolice shall be
despatched to the borrower, if he is alive, and to every penon who has. in
respect of that property, registered his address as required by section 2 and
it that properly consists or the inLerest of a lessee under a lease from the
Slale. to the Land Commissioner.

9. Nutice of Ihc dale, Lime and place of every sale aulhorizedby a resolution under
section 4shaU, not less lhan fourteen days before the date Oxcd for the sale
be published in Lhe GCJlllle and con.iCLofsucfL.not.i=~be··· .. -. ,., ...

---_.-->------'~.---.,_ .. - .~-~-.-_._-.~~-----~. .

BEST AVAILABLE DOCUMENT......,~"', ......'.'. L\d-



(I) diIpIu:hed 10 the borrower, if he is alive. and to every, person 10
whom notice of any resolution Is requlmd to be dispalChed under
section 2.

(b) PQIItd on Of near tho ptqlCIty which is to be sold.

10. (I) Ifdie amount of die whole of !he unpaid portion of the loan, IOgelhcr with
intensl payable and ot die moneys and casES, if any, recoverable by the
BoII'd under section 13 iJ Iendeted 10 the Board at any time befc:xe lhe date
fixed for the sale, the property shall not be sold, and no further steps shall
be raken in PIU'llllDCO of the resolution under section 4 lor the sale of lJuU
property.

(1) If~ amount of the insllJment in respect of which default Iw been made,
and oIlhe money. and costs, ifany\ recoverable by die Board undu section
13 iJ tendered 10 lbe Board 8t any time befen the dale fixed few the sale,
the Board may in Its discretion direct that the property shall not be sold and
that 110 further steps sha11 be laken in pursuance of Ihe resolution under
secllon 4 for the sale of lJuU properlY. .

11. The BoIrd may rlX III upset price below which the property shall 110& be sold to
any person other !han the bank 10 which the property is mongaged.

12. (I) In any case where two or more loans have been pled by II-bank on die
sec:urily or the same JI'Operty and. default made in the payment of any sum
due UIJOI1 any one ew more of such loans. lhe foregoing provisions of this
Ace aha1J apply notwilhstanding tha1 default may not have been made in
respect of the other !0lU\I or any of the other loans and the Board may. in
any such cue. by resolution under section 4 authorize lhe sa:~ of.~
~.>peny Iei' rho I"el)Dvery of the tDW amount due lD the Bri in JaPeCt of
boIb or all of die jOllDB, as rhe cue may be. and these JI"Ovisions shall apply
Kal'dingly.

(2) Nolhings in section 3 to 15 (both seclloni inclusive) shall be read or con·
strued as prohibiting a bank (rom ~vering die amount due on a mortgage
bond in accordance with tho provisions of any olher wriuen law.

13. In addition 10 1M amount duo on lilY lOan, lhe Board may recover (10m lhe
bonower, or any person sedng on his behalf·

(a) aU moneys expended by a b&nk. in aetordance with the CQvenanlS
contained in die mortgage bond executed by·the·Person 10 whom
die loan wu granted. in the payment of premia and other charges
in respect ahAY policy of insunnce effected on~ propcny mort·
Pled 10 such bank, arid in the payment of all other COSlS and
changeslUlhorized to belncumd by the bank. under the covenants
c:onllined in such mortgage bond and executed by the borrower i

(b) the costs of advertising die sale and of selling DC the mongagcd prop·
aty:

~vided dw rhe cosu incurred under pmgraph (b) shall not exceed such
pcltentage..ollA:loM-umaybe-lftscribed•.. -'.-.- ~
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14. U the mortgaged property is IOld. the bank shall. _ dedw:ting from the
poceedJ of the 1810 tho amount due on the mortp,e and tho moneys and
casu recoverable under secdon 13, pay the baIInce mnalnin,. It any.
eilher to the borrower or any person legally entlded 10 accept the payment
due 10 the borrowers 01' where the Board is in mubl II 10 whom the money
should be paid into the Dillrict Coun ot the district in which the mortgaged
properlY. is silU8le. 'I '. ; .

15. (I) J( the mortgaged property Is iold, the Boafd shall lIsUe'a eertil1cate of sale
and thereupon all the right. tide, and interest of tho bOrrower to. and 1n.1Iie
property shaH vest ill the purctw.:.:; and Illereaftet illhaU 001 be competent
for any person claimi", through or under any ~tIon' whalso6ver or tho
right. tide or interest of the boaower 10. and in. 'the pioperty made or
regiJlmd subsequent to the dale of the mortpgO of the propeny 10 tho
buk. in any coon 10 move or invalidate the sale (or my cause wl1allocver.
or co mainta right title or inleleSl 10, or in. the property as againsl the
purchasu•.

I'

(2) It. certifieate signed by the Board under subsection 0) shall be conclusive
proof wllh respect to the sale ofany propeny, tJw.u tho provisions of this
Act relaling 10 the sale of that propeny .have been compl~ with.

(3) If~ purclwu is some person other than the bank, the certificate shall be
substantially in the prcsctlbcd fonn and. if the pwdwer is the bank, the
certifICate shall be substantially in such other fmn as may be prescri~.

(4) Every cen.ificate of saI& shall be liable 10 stamp dutY and charges as if It
were a conveyance of ~operty and to any regisbllion and other charges
authorized by law.all of whkh shall be payable by the pun:lwer.

(5) WheIe the propeny sold consists of the interest of • lessee under a lease
from !he Stale. then, Uthe purehascr of the property II lOme penon oIbet
than die bank. the cerdf1cate of sate shall not be signed by the Bcud unless
the bnd Commissioner, in the exercise of his dlscredon. hu IPProved the
purchaser.

(6) Wbenever the Land Commillioner refuse.l, UDder lOb-aeclion (5). lD ..
prove oy pwchuer of the interest of. Jessee UJIdeI' ,lease from die Swe •

(I) aU IUJIII paid to the bInk by the purchasr In respect 01 the sale ahIIl be
. repaid to him by die Board : . :. .'

(b) Ihe C09b of advcitisin, and holding such .saIe 'shaD be deemed 10 be
costs recoverable by the Board under section 13; and

(c) Ihe property shall be mold in accordance with the provisions uf thIS
AcL

16. (I) The purcbMer of any immovable property sold in~ .qr the pra:ed
inI povisions of this Act shan. upoo appJitMion made to the DisIrict Court
of Colombo or the ~~!Ji~~~ourt J!avinl.jurisdictioaovv-me pJact-wm:re-.
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Wt popeny is situate, and upon productitln of !he cenitiClUC ofsaJo issued
in respect of that property under sccLio:· ,~, be entitled to obtain an order
for delivery of possession of that property.

(2) Every application under subsection (I) shall be made and shall be disposed
of, by way of summary pocedurc in accordance with the provisions 01
Chapter XXIV of the Civil Procedun: Code; and on aU documents filed for
Ihc purpose of each such application and on au proceedings held !hereupon,
stamp dutics· and olber charges shall be payable at Ihc respective, rates
payable under any wrilten law for the time being.~ force on appUcations
for, and proceedings conneclCd with, or incidenraJ to, the execution of a
decree ofa District Court for the delivery of possession of any immovable
property of lite same value as lite property to which such application relates.

(3) Where any immovable property.sold in pursuance of the prceding povlsions
of this Act is in the occupmcy of the borrower or some person on this
beI1alf or of some person claiming under a Lillo created by the borrower
subsequently to the mortgage of the property to the bank the District Court
shall order delivery to be made by pUlting the purchaser or any person
whom he may Iippoint to receive possession on his behalf, in Possession of
the propcny. . .

(4) Where any immovable property sold in pursuance of lite preceding provi
SiOM of this Act is in the occupancy of a tenant or other person entitled to
occupy dte-sarne, dte District Court. shaU ordu delivery 10 be made by
affiling a notice that the sale has been taken place, in the SlnhaJlI, Tamil
and English languages, in some conspicuous place on the property, arid .
proclaiming to the occupllnl by beat of tom·tom or any other customary
mode or in such manner as the court may direct, at some convenient place, .

. that the inlelest of the borrower has been transferred to lhe purchaser. The
cost of such proclamation shall be filled by the court and shall in every case
be pJepaid by the purchaser. .

(S) Every order under subsection (3) or subsection (4) shall be deemed, as the
case may be, to be an order for delivery of possession made under section
287 or section 288 of the Civil Procedure Code, and may be enforced in
like mlMer as an order so made, the borrower and the purc::haser being
deemed, for the purpose of lhe application of any provisions of that Code,
to be the judgemenl-debtor and judgerncnt-creditor, respectively.

11. Where the property sold has been purchased on behalf of the bank, the Board
. may at any time before illesclls tIw property, cancel the sale by an en·

dorsement to that effect on a certified copy of the certificate of sale, upon
the borrower or any person on his behalf paying the amount due in respe4:t
of the loan (or which the property was sold (including the cost of seizure
and sale) and intereSl on the qgregale sum at I rate not exceeding the
prescribed rate per annum. Such an endorsement sha)), upon reJistralion in
the office of lhe Registrar of Lands, revest the said property in the borrower
as dtough the sale under this Act has never been made.

__________...-- ..--18. -lfthe-J'"'IlCI'lTSO"sokthll5betirpiircnaSedonliClIaJfofthebluiiC Mc'-aile Sid~-b .
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not cancelled under section 17. !he Bo,ard may at any time, Ie·ldllhe
property and tnUlBfcr to the pun:haser by endorsement on • certified copy
of the certificate referred fl1 in IUbsecdon (3) of secdon 16. 811 the right.
tido and interest which would have been BCQuirccl by tho purcJwer at tho
original sale. the endo~ent shall be Uable to the 1;8IIICl ltarnp duty and
charges as a certiflC81e 10 a purchaser at the original sale and ahall, when it
is registered in the office of the Registrar ofLands. vest such daht. title and
inW'eSl as aCcresald in the purchaser.

19. If any any sale in pursuance of the preceding provisions of this Act. a bank has
purchased any propeny sold for default in Ihe payment of • loan. the bank
shall not hold such property for a long period than it is nccesary to enable
the bank 10 re·sell the popeny for such • sum as wiD cover the toIaI
amount due to the bank on account of the loan, inl.eleSl,expenses and c:ostI.

20. Any person who without reasonable.cause. mists. obsb'UCts or prevents 8 person
authorized by the Board by a resolution under section 4 10 sen any IXOperty
mortgaged to the bank from canyins out such sale shall.be guilty of an
offence and shaU on conviction after trial by a MagislI'lWS, be liable U)

imprisonment not exceeding six years. or to a ftne not e.xceeding five
thousand rupees, or to both such imprisonment and fine.

21. (1) The MiJ,islCr may make regulations for or in respect of aU matrus Rquired
by this Act to be PleSCribed.

(2) EVf:ry IeguJalion made by the Miniiter shall be published in the Gaztlle and
shan come into operation on the dale of such publication or upon such later
dale as may be specified in the IeguJation.

(3) Every regulation made by the Minister shaD, II lOOn as is COIlvenlent after
Irs publication in the Gaztllt, be brought before Parliament for approval

(4) Bvery regulation which is noISO approved shall be deemed 10 be rescinded
as from the dale of such disapproval but without paejudice CO anything
JRviously done thereunder. NOlificadon of the date on which any Jeguladon
is deemed CO be leSCind.ed shall be published in the Gaztttt.

22. In this Act. unless the conrextotherwise requites •

"bank" means a licensed commercial bank with.in !he meaning of the Banking
Act. No. 30 of 1988. other than • .

(a) the Bank or Ceylon established by the bank of Ceylon'Ordil'lllftCe
(Chaprer 397) : .

(b) tM People's Bank eslablished by the People's Bank Aet. No. 29 of
1961 ;

(e) any b8nk established under the provision of the Regional !lund De·
velopment Bank Aet. No. 15 of 1985.

and shaJi be deemed to include the Developm~l Finance Corporation of
Ceylon eslablls~yU1~_~Fiftanee· €orporalton ·or .
CCytifnACt,(Citaprer 165) ;
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"Btlan.l" In relation 10 a bank means !he Boani of DiftlCtaI ~r the bank 01' lOy
body of peJ10IIS by whalever name or designation called for Ibo time beiq
charged with the mlllUliement or adminlsntion of IIICh bank ;

"loan" means a loan of money and incl~ any overciiir& orId~ 01' lOy
other monetary accommoda1ion by whatever name ordcalgiwion caUed ;

. :: .'1

"propctty" means any movable or immovable proptIty IIId includellbo riJb&,
title and interest or the lease, in any cue where • loin II IeCUIed by •
mortgage of the inlercsl ofa lessee under a lease &om~ Srar.e. ..

. I

23. In the event or any inconsisrency belWeen the Sinhala and T.,oo IeXIS of ddI
Act, tile Sinhala texl shall prevail.

.Ii,:.

!' •

: "1 .'; ••

I .

I ..

. . ;I ':, .;\

.. ·.r: I(f'_ . i .•
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Rational Savings Bank Act , Ro. 30 of 197.1

-----_.~- - .~---~.__ .-.

"S. (1) Every person-

(a) to whom a loan is granted by the Bank on the
mortgage of 'immovable property; or

(b) who has obtained probate of the will or l~tters of
administration to the estate at a person to whom
any loan has been so granted; .'H' who, upon appli
cation made in. that behalf by the Bank, has been
appointed by court to represent such estate i or

(c) io whom any right, title or interest whatsoever in
any immovable property mortgaged to such Bank
all security for any loan has passed, whether by
voluntary conveya~ce or by operation of law.

sh'all register with, the Bank an address to which aU notices
to him may be addressed.

. '
(2) Any notice which Is required to be served on any

person to whom sub-section (1) applies shall be deemed to
hav~ bep.11 duly served on that person it it is sent by post
in :l registered letter direct~d to that person at the address
reAistered by him under that sub-section, and the servic.e
shall be deemed to have been effected at the time at whicP
thp. letter would be delivered in the ordinary course qfpo·st:- ._- ..._- . .

Regisllered
addrcuanit
notices,
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No director
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Priority of
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Procedure on
default of
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Nationa~ Savings Banlc Act, No: 30 of 1911

Provided, Lhat, where any:,'such person' failll, tu .rogister
his address under 8ub-BecUon (1), the Bank shaH publish,
in tile Gazette and in a daily newspaper~' s' notice addressed
to him, and such notice'shall be deemed to" be duly given
to him on the day on. which such notice was published.

49. No director or employee of the Bank shall guarantee
the repayment of BOy lORn granted by the Bank to ony
person.

50. (1) No loun shall be grnnted by the Bank to any
director or to the spouse or a dependent child of a director
or to any company or firm in. which a director has a substan
tial interest.

! (2) For the purposes of sub-section (1), .1 substantial
interest "-

Ca) when used in. relation to a company, me,IllS tha hold
ing of a ben.eficial interest by a director of the
Bank or his spouse or dependent child, wheUler
singly or taken together, in the shares of the com
pan~', if the amount paid up in. respect at the holding
exce~ds Jive per centum of the paid-up capital :>f
the company, and

(b) when lIsed in relation to a firm, means the beneficial
. interest held in the firm by a di'rcctor of the Bank
. or his spouse or his dependent child, whetber singly
or taken together, if the beneficial interest exceeds
in value flve per centum of the total capJtnl subs
cribed by all the partners of the firm.

51. Wher~ a loan ,is granted by the Bank on the mortgage
of any immovable property, that property shaUfrom and
'a~ter tho date of the registration of such mortg3go be charg
ed with the payment of the loan with interest in priority to
every other debt, mortgage or charge affecting it, except a
4ebt which i;l secuTed by a mortgage duly registered prior
to such date. and which is due to a creditor who in good
faith advanced the money before the loan was granted by
the Bank.

'52. (1) Whenever default is made in til!' payment of
"any sum due on a loan, whether on account of principal or
'interest ar of both, default shall be deemed to hBve been
made in respect of the whole of the unpaid portion of the

,"loan and the interest due thereon up to date i and the Bank
.!may•..by..res..Qlu.tlonof thf;L]3~rd..p'ublished.Jn ..the-Gazet~

authorize any person in writing to sell the property mortgage

", ,
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ud as llBCurity for such payment by public auction at any
time not less than twenty-one days after the date on which I

such resolution was pUblished, in order to recover the Whole I

of th~ unpaid portion of the loan and the interest due thera-
"10 up to the date of sale and the moneys ~4 costs recover
~,ble under section. 53.

(2) (a) Save as otherwise provided in pa~agraph (b).
Lhe provisions of sub-section (1) shall apply in the case
of any default notwithstanding that the borrower may have
died or that any right, title or interest whatao~ver in the

. LJroperty mortgaged to the Bank as security tor the lOaD

!Day have passed by voluntaTy cOllveyance or by operation
of law to any other person. .

(b) Whero a borrower is dead and probate of his will or
letters of administration to his estate have not been issued
LO any porson, the District Court of Colombo or the DistTict
Court ot the district in which the property mortgaged to
the Bank by that bo~rower is situate, may, upon application
made in that behalf by the Bank and after service of notice
of the application on such persons, if any, as the court may
order, and if satisfied that the grant of probate or the issue
of letters of administration is likely to be unduly delayed,
,lppOint a person to represent the estate of the borrower
for the pUTposes of this section; and the provisions of sub
'it!ction (1) shall not apply in the caSE: of any dt'fault made
by such borrower unless Dnd until a person is appointed
under this partlgraph to represt'nt the estate' of such
borrower.

(3) (a) Notice of every Tesolution under sub-section (1)
authorizing the lIale of any property shall be puhlished, in
·addition to the Gazette, in three daily newspapers in Sinhala,
Tamil and English respectively, and copies of such notice
shall be despatched to the borrower, if he is alive, and to
every person who has, in respect of that prnperty, regis
tered his address under the provisions of par:tgraphs (b)
and (c) of sub-section (1) of section 48, and, if that property
consists of the interest of a lessee under a lease from the

. Crown, to the Land Commissioner.

(b) Notice of the date, time and place of every sale shall,
not less than fourteen days before the date fixed for: the
sale, be published in the. Gazette and copies of such notice
shall be-

(I) dl'spatched to the borrower if he is alive, Bnd to evf!rY
other person to whom notice of any fosolution fa
required to be despatched under pnr~grapll (~lL

--_._..-.._-_.-------~_._----------. -~--_.-

..
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NCitional Savt1£gs Bank Act, No. :10 oj 1971

(iJ) po~ted on or near the property which is to bl! Bold;
and

(iii) affixed to the walls of the l{achch~ri and tht.~ severa!
District Courts and Magistrates' COUl'tS wlthl'n the
jurisdiction of which the property Is situat~,. ,

(4) (a) I! the amount of the whole of the unpaid portion
of the loan together with intElTest, including any penal ..'
intilrest clue thereon and of the moneys and costs, it' any,
recoverable by the Bank under section 53, is tendered to
the Banle at ~ny time before the date .fixed for the sale, the
property shall not be sold, and no further steps shall be
taken in 'pursuance of the Tesolution under sub-section (1)
for the sale of that property.

(b) If the amount of the instalment 01' equated paymem
in l'espcct of which default has been made; together with
any penal interest due thereon, and of the moneys and costs.
if any, recovearble by the Bank under section 53, is tendered
to the Bank at any time before the date. fixed for the sale.
the Board may, in its discretion, direct that the propert~r

shall not be sold, and that no further steps shall be taken
in pursuance of the resolution under sub-section (1) for the
sale of that property.

(5) The l30ard may fix an upset price below which the
prop~rt=, shall not be sold to any person other· than the
Bank. In fixing such price the Bank shall have particular
regard bl1lh to the outstandin~ amount of the loan granted
on the s:,curity of such propertr and the cur£ent "alue of
such property.

(6) In any case where two or more loans have been
granted by the Bank an the security of the same property
and default is made in the payment of any sum due upon
one or more of such loans, the provisions ot this section
shill! apply notwithstanding that default may IIot have been
made ill respect of the other loan or oE any of the other
loans, ami the Bank may) in any such case. by resolution
of the Bllard under sub-section (1) authorjz~ the sale of
the propPrty for the recovery of the total amount due to
the Banl~ in 'respect of both or all the loans, as the case
may be, and the provis_~J!!l...J)! Jbis Act_ ..s1ulU-ap,ply
,accoram·~y:--- .--_. ..
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53. Besides the 'amount due on the loan, the Bank may
recover from the debtor or any person a'cting on his behalf-

(a) all monoys expended by the Banle, in accordance
with the covenants contained m. the martga"!! bond
executed. by the debtor, in the paymtlnt of premiums
and other charges in 'respect of the pollcy of insur
allCO effected on the plloperty mortgaged to the
Bank nnd in the payment of all other costs and
charges authorized, to be incurred by the Bank,
under the covenants contained in the mortgage bond
executed by the debtor; and

(b) the costs of advertising the sale and 01 selling the
property:

Provided that the costs incurred under' this
paragraph shall not exceed Ruch percentage of the
loan as may be prescribed i and '

(c) in any case where the property mortgaged as security
for the loan consists of the interest of the debtor
under a lease from the Crown, and such property
has been surrendered to the Crown in accordazu:e
with the provisions of section 59, all moneys paid
to the Crown by the Ba~k on ~uch surrender as
moneys due to the Crown by the debtor under the
said lease. .

Recovery of
expenses
anac05ta
incurrtdby
the Bank.

54. , If the mortgaged property is sold, the Bank shall, Payment of '
after dp.ductins from the sale proceeds the smoullt due I:xc:ess.
on the mortgage nnd the moneys and costs recoverable
under section 53, pay the overplus, if any, either to the
debtor or any person legally entitled to accept the payments
due to the debtor, or into the District Court having
jurisdiction over the property sold in case the Bank is in
doubt as to whom the monay is to be paid.

55. (1) If the mortgaged property is sold the Bank shall Certiftcate 0
sil:n u corU1icL,tll of salo and thero\olpon all the right, title, sale.
and intcrc:;t of the d~btor to and in the property shall vest
in tho purchaser, nor shall any' person claiming through or
under any disposition whatsoever of the debtor's right, title,
or interest to and in the property made or registered
subsequently to the mortgage of the property to the Bank
be able in any court of law to move to invalidate the sale
for any cause whatsoever or to maintain any right, title

--~ ---w-- interesttlLQf_in_thelU'-Operty. as .1lgamllLthe_our_cJ1~~!
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Natiunal S,avings Bank Act, No. 30 ot 1971'

(2) A cortificate signed by the Bank under sUb-section
(1) shall be conclusive proof with respect to 1;he sala of ony
property that all the proviston~ of this A.ct have been
compJ1ed with.

(3) The ccl'tiJicate refelTed to in sub-section (1) shall
be "Ubf ,antially in such form as may lie presf:rtbed, Dtfterent
forms mllY lJe so prescribed accordingly as the purchaser
is, or is not, the Bank.'

(,1) Every certitlcate of !lule lillull be liable to the stamp
duty and cliOlL'ge8 fixed for conveyance ol immovable
V'roperty, und to any registration or other charges authorized
by Jaw, all of which shall be payable by the pur~haser,

(5) Where the property sold consists of the interest' of.
a lessee undlll' a lease from the Crown, then, if the purchaser
of the prOpcl'ty is some person other than the Bank, the
cartUlcnlu of :iule shall not be signed by the Bank unless
Lhc Land Commissioner, in the exercise of bis discretion,
113M approvud Lhe purchaser,

(6) Whl:nu\,er the Land Commissioner reflJlle~, und~
!lUb-licction (5), to approve any purchaser of thl! interest
of a Jessee ulI(ll~r a lease from the Crown-

(a) all sums paid to the Bank by the purchaser in respect
, of the $ale shall be repaid to him oy the Bank;

(b) the costs of advertising and holding such sale shall
be deemed to be costs recoverable by the Bank
under section 53 (b); and

(c) the pl'llparty shall be resold in accordance with the
IJrovi::inns of this Act.

56, (1) The purchaser of any pl'operty sold in pursuance
of Lhe !,rllvi:'i"I1S· of sec:tion 52 shall, upon application being
made to thu Di:;trict Court of Colombo or the District Court
having jUl'ixtl,dion over the pluce where the pl'operty is
tiilliuLu••wel "/'1111 production of the c~rtUicate of sal:! itlsued
in reSpfct of lhC' property under section 55, be entitled to
nbL~in an Ordl!f for delivery of possession of the p'roperty,

(:!) Every application under sub-section (1) shall be made,
und shall be disposed of, by way of summary procf!dure in
accordance with .the provisions of Chapter XXIV ~f the
Civil Pracudure Coae; and on all documents filed fO'I.' the
purp~~~s.(~L~~lch_~.@pRl~atiQILand.oILalLpr~ngli-

--held thereupon, stamp duties and other charges shalt be
payable at the respective rates payable under :my Writte~

...

'.

.'

..
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law.for the time being in force, on appUcations 1or, anel
proceedings connected with or incidental to, the execution
of a decree of a District Court for the deU"ery of possession
of a property of the same value as the property to which
such application relates.

(3) Where the property sold in p~rsuanceof the provJslonS
of section 52 is in the occupancy of the debtor or of some
person on his behalf or of some pe'tson cla'ming under
a title created by the debtor subsequently to the mortgage
of the property to the Bank, the District Court shall order
delivery to be made by putting the purchaaer, C'r my person
whom he may appoint to receiv(' possession on his behalf,
in possession of the property.

(4) Where the property sold in -pursuance of the porvi
:lions of section 52 is in the occupancy of a tenant or other
person enUtled to occupy the same, the District Court shall
order delivery to be made by affixing a notice that the sale
has taken place, in the Sinhala, Tamilllnd English languages,
in some conspicuous place on the propeJ.:ty, and proclaiming
to the occupant by beat of tom-tom, or in b"Uch other mode
as may be customary, at some convenient place, that the
interest of the debtor has been transferred to the purchasel·.
The cost of such proclamation shall be fixed by the court
and shall in every case be prepaid by the purchaser.

(5) Every order undel' sub-section (3) ryt sub-section (4)·
shall be deemed, as the case may be, t9 be an order for
delivery of possession made under section 287 or seetinn
288 of the Civil Procedure Code, and may be enflirced in
like manner us an ordcd so made, the debtor Wld the purcha
ser being deemed, for the purpose of the application of
any provision of that Code, to be the judgment-debtor and
judgment-creditor, respectively. .

51. If the property sold has been· purchased on behaU
of the Ban.lt the Board may, at any time before iI' resells
the property, cancel the sale by an endorsement to that
effect on a certified copy of the certificate Ilf sale, if the
debtor or anyone else on his behalf pays the amount due
in respect of the loan for which the property was sold_
(including the costs of seizure and sale) and interflst on the
aggregate sum at a rate not exceeding apreHcribed rate.
Suchan endorsement shall, upon registtation in the. officl.!
of the Registrar of Lands, revest the said property in t.he
proprietor as though the sale under this Act had neverbeen--made:- ---------- -...

CanceU.tion
ot lIlLle.
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National Savingll Banlc Act, No. 30 0/ 1911

Sil. If the property so sold has been purchased on behalf
of the Bank, and the sale is not cancelled under section 57.
the Bos'rd may, at any time, resell the propertv and trans
fer to the purchaser by endorsement on a certified copy
of the certificate referred to in sub·section (3) of section
55, ull the right, title, and interest which would have been
acquired by B purchaser at the original sale. 'l'he endorse·
ment which ('hall be liable to the same stamp duty and
charges as '8 certificate toa purchaser at the original sale,
shall when it is registered in the oftlceol the Registrar ot
Lands vest such right, title, and interest as f1fO'l'esaid it:
the purchaser.

50. Il at any sale under section 52 the Banlc has pur
chased any property sold for default in the repayment of
a loan the Bank shall not hold such property for a longer
period than is necessary to enable the Boa'rd to rf!s~ll the
property for such a sum as will cover the Lotal amount due
to the Bank on account of loan, interest, expenses and costs :

Pl'ovided that where such property consists of the interest
of a lessee under a lease from the Orown, the Board may,

. instead of reselling such property, pay all sums of money
due to the Crown by the lessee under the lease and surren
der the lease to the Crown on auch terms and conditions
as may be agreed upon b~tween the Board. the Ministl!'.r
nnd the Minister charged with the subject of Crown land8.

GU. For the purpose of deciding whether any immovable
property tendored as security for is 109,n should or should
not b~ accepted, the Banlt shall have access without fee or
charge to the valuation roll of any local l'ating or ,taxing
authority, and tlle officers of every such authority shall
upon application supply to the Bank full particulars as to
any valuation of property in respect of which such autho
rity is E'mpowered under the provisions of any law to levy
any rate or tax.

61. In this Part, unless the context otherwise requires,
II property", in any case whel'Et a lo~n is secured by a mort
gage of the interest of a lessee under a lease from the Crown,
means tho 'light. title and interest of the lessee under the
leasp.. .

62. Nothing in sections 52 to 61 shaU' be deemed. to pre
clude the Bank from recovering the amount due on any
mortgage bond in nccordancl.l with. th.~.~rovisions gf-.any
other-wriffeiilaw: --.. -... ---.- ---
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CHAPTER 32
TAX INCENTIVES FOR HOUSING
•• 04_ ••• __._.__•• _ ... __••• _ ••.••----._..._ .. __ •• _

1. E)(onlp~iOn3

(1) Net annllal value

(i) Tho net annual value of one house owned by.
and occuf1ied by or on behalf 01. an individuill
is exempt from inc ~"'o tax.

(Section 12(1) (~l)

(ii) Tho ·net annual value ·,1 ,1nv 11'1' ,;e owned
and occupied by an indiVidual is elCempt
from income tax Ipr tt.d year of assossmen,:
in which the construr.'ion of that hous~

was completed and tor the next 6 yeJrs
Where the f10Qr area ,-' the house dous
not exceed 1,500 sq. ft., the exemption IS

available for a further period 01 3 years
(Section 12 (Ill I

(2) Rent
Rent accruing from any house owned solel'l 101

residen~ial purposes is exempt from incomu law
ior the year of assessment in which the construCllQII
of that house was completed and for the 111:_1

6 years, ir-
(i) it is a house to which the Rent Act applies. 01

(ii) its floor area (inclusive of the thicknl!ss
of the walls) does not exceed--
(a) '3000 sq. ft. if the construction of such

house is completed on or belore
31.03.1989,

(b) 2000 sq. ft. if the ccnstruction 01 such
house is completed on or aher
01.04.1989.

Where the f1('lor area of the house does not
eKceed 1,600 sq. ft., the exemption is
available fnr a further Pltriod of 3 years. _

(Section 12(1) (b) a (bb) )
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(3) Conversion into residential units
Where a house, the income from which is not
exempt from income tax, is converted into two or
more residential units and each such unit is
assessed sepafatelyfor rating purposes, the income
accruing from each such residential unit is oxempt
from income tax-

(i) for the year of assessment in which the
c~mversion was effected' and for the next 5
years, if the floor area of that unit does
not exceed 1,000 sq. fr., or

(ii) for the year of assessment in' :h the
conversion was effected and for the next 3
years, if the floor mea of thelt unit doos
not exceed 2,000 sq. ft.

(50ctionI2(1 ) (c))

(4) Capital Gains
rhe capital gains arising from the change of
ownership of any house :)fe either exempt or
taxable at reduced rates.

(i) The following are exempt:

(a) Capital gains arising to an indivi ;'11:

on lhe first ; lio or the acquisition bl
the State of any house constructed by
him an~1 ,'" lien ::; used. solely for
residential ;"Jrp' "

(b) Capital gains arislIl ... '0 ...., i"dividual
on the first sole or til", lcquisition
by the State, afler 01.04.19/d, of any
other house used solely for residential
purposes.

(c) (;diJilal gains 'ari~ing to any person
from the change of ownership of any
house occuring not l\lsS than 25 years
after its acquisition by such person.

(Soction 14(a)

(ii) The following capital gains are ta!Ccd at
reduced rates:
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The capital gains arising to clny person from
the change of ownership of any hOUSE!.
occurring,

(a) betwl:len 2 years and 5 years ,tfter lis

acquisition by such perSO/l·-tilxllble ilt
a maximum rate of 25 per cent,

(b) between 5 years and 15 years after Its
acquisition by such person-taxable ill
a maximum rate of 17~ per cent,

(c) between 15 years and 20 year.s after Its
acquisition by such person-·laxabltJ tit ,I

maximum rate of 12 ~ per cenl.
(d) between 20 years and 25 years after II!)

acquisition by such person-taxable at ,I
maximum rate of 5 per cent.

(5) Profits from the construction and sale of Certillll

houses

Where an undertaking engaged in the construction
and sale of houses is approved by the Commissioner
of National Housing, 75% of the profits arismg
from the first sale of any house or flat. the 1I00r
area of which does not exceed 2000 sq. ft. ann the
construction of which was commenced on or
after 01.01.1977, is exempt from income ta)(,

(Section 21 (2) )

(6) Dividends
Dividends paid by a company carrying on an
undertaking for the construction and sale of
houses out of exempt profits arB exempt from
income talC.

(See Chapter 6, paragraph 3)

2. Relief for Investment
The following expenses are deductible from the
assessable income of a person as 'qualifying payments';-

(1) Any sum invested by a person in the purchase of
ordinary shares, other than elCistl:lg shares, in a
company which carries on an undertaking for the
construction and sale of· houses, and which is
approved under section 31.
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(2) (i) The repayment by an individual of capital of
a loan obtained on or after 01.04.1973 but
on or before 31.03.1989 from the Govern
ment, a bank. a local authority or other
approved institution for-
(a) the construction of house, or
(b) the purchase of either the first house

or the first site for the construction of a
house purchased on or after
01 .04.1973.

(ii) The repayment by an individual of capital of
a loan obtained on or after 01.04.1989, from
the Government, a bank, a local authority or
other approved institution for
(a) the construction of a house. at a

cost not exceeding As. 1,000,000 being
the first house constructed after 1.4.78
or

(b) the purchase of either the first hous~

Or the first site for the construction of
a house, at a cost not exceeding
Rs. 1,000,000. purchased on or after
1.4.78. (Section 31 (2) (ee)

(3) The monthly payments made by an individual in
respect of· any house let on or after 01.04.1973 on
rent-purchase terms. With effect from 01 .04.1989,
the consideratil;ln of the rent purchase agreements
should not exceed Rs, 1,000,000.

(Section 31 (2) (ee))
(4) (i) The amount spent by an individual in the

construction of a house on or before
31.03.1989 where such expenditure is not
met out of borrowings f,om sources referred
to in sub-paragraph (~~).

(ii) The amount spent by an individual on or
after 01.04.1989 on thl~ construction of the
first house constructed (In or after 01.04.1978
at 's cost not exceeding Rs. 1,000,000
where such expenditurl3 is not met out of
borrowings from sources referred to in
sub.paragraph (2).
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(5) (i) Tho amount spp.nt br an individual fer the
purchase on 01 aflOl 01.04.1978 bUI Oil or
before 31.03.1989 of elthet the firSI houst;
or the first sile for the construction of a
house purchased by him on or aftef that
date where such expenditure is net 011:1

out of borrowings from sources taferred
to in paragraph (2).

(ii) The amount spent by an individual for the
purchase on or after 01.04.1989 of either the
firs\' house or the first site for the cunsl/uc
tion of a house at a cost not exceeding
Rs. 1,000.000 being the fir&1 house or the
first site. purchased by him on or after
01.04.1978. Where such expenditure is not
mElt out of borrowings from sources referred
to in sub paragrcph (2).

(6) The: amount spent b\' .Ul individual on 1hE lease
c! any unit of residential accommodation construe
\00 with the approval of the Urban Development
Authority and forming part of a registered condo
minum property, if

(a) the lease is for more than 50 'fears, and
(b) tho full ccmsideration for such lease was

paid at the time the lease agreement was
entercd into,

With effect from 01.04.1989 the consideration of
the lease· agreement should nOI exceed
Rs. 1,000,000.

3. Exemption from Wealth Tax
The following are excluded from the wealth of a person:

(i) One house used as a residence by tha owner.
(ii) Any house completed on or after 01.10.1966

having a floor area not exceeding 500 sq. ft., for
the year of assessment in which that house was
completed and for the next 6 years.

(Section 45)
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