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Institute of Directors reveal conclu­
sions of the closed-door meeting 
following Pramuka debacle

T he Sri L anka In s ti­
tu te  of Directors (SLID), 
took up  for d iscu ss io n  
th e  recen t p rob lem s as­
so c ia ted  w ith  th e  c lo ­
su re  of a d ep o sit tak ing  
f in an c ia l in s titu tio n . 
T he In s titu te  felt o b ­
liged  to d isc u ss  th e  is ­
sue since th e  c losure  of 
su ch  an  in s ti tu tio n  
shakes th e  co n fid en ce  
of the  pub lic  in  the very 
fu n c tio n in g  of th e  c o r­
p o ra te  sec to r an d  m ore 
p a rticu la rly  o n  the  ro le 
and  responsib ility  of d i­
rectors in  a d eposit tak ­
ing in s titu tio n . H ow ev­
er, in  v iew  of th e  sen s i­
tiv ity  of th e  issu e  an d  
th e  n eed  to  fo llow  th e  
su b -ju d ice  p rin c ip le s , 
the d iscussion  w as held  
"closed door" w ith  the  
p a r tic ip a tio n  of an  ex ­
p erien ced  p an e l of p ro ­
fessio n a ls  d ra w n  from  
th e  In s titu te 's  m em b er­
ship.

T he d isc u ss io n  c e n ­
te red  on  try in g  to id e n ­
tify  to  w h a t ex ten t if 
an y  g o v ern an ce  issues 
con tribu ted  to the  prob­
lem s an d  e v e n tu a l c lo ­
sure of the pa rticu la r fi­
nancia l in stitu tion .

A fter m u c h  d e lib e ra ­
tion, th e  fo llow ing  con­
c lu sio n s and  in itia tiv es  
w ere  ag reed  u p o n  as a 
w ay forw ard  strategy.

1. E arly  ac tio n , in  as­
so c ia tion  w ith  In stitu te  
of C h a rte red  A c c o u n t­
an ts  of S ri Lanka

(ICASL), to p u b lis h  a 
Code of G o v ern an ce  
an d  s u p p o r t its a d o p ­
tio n  an d  im p le m e n ta ­
tio n  by m em b ers  of 
SLID an d  th e re a f te r  by  
th e  b u sin ess  co m m u n i­
ty  in  general.

2. To p ro p o se  th a t  a ll 
d ep o sit tak in g  In s t i tu ­
tio n s of a sp ec if ied  a s ­
se t size, p re fe ra b ly  be 
lis ted  co m p an ie s  (or at 
least v o lu n ta rily  a d o p t­
ing  th e  co d es of t r a n s ­
parency, d isc lo su re  and  
g o v ern an ce  a p p lic a b le  
to  listed  com panies), so 
as to im prove fiscal an d  
tra n sp a re n c y  o b lig a ­
tions.

D eposit tak in g  in s t i ­
tu tio n s w ith  assets over 
a sp ec ified  am o u n t, 
p en d in g  the  im p lem en ­
ta tio n  of th e  p ro cess  of 
p u b lic  lis tin g  to  be in ­
v ite d  to  re g is te r  w ith  
th e  Sri Lanka A cc o u n t­
ing  a n d  A u d itin g  
S ta n d a rd s  M o n ito rin g  
Board as su p erv ised  in ­
stitu tions.

3. R equest th e  C en ­
tra l B ank a n d  o th e r  
R egulatory  In s titu tio n s  
to  take e a rly  a c tio n  
ag a in st th e  m a n a g e ­
m en t an d  or th e  B oard  
of D irec to rs o f d e p o s it 
tak in g  in s ti tu tio n s , 
w h ich  c o n tin u e  to flou t 
d irec tio n s  g iven  to  
them , long  b efo re  su c h  
in s ti tu tio n s  b ecom e 
u n v ia b le  a n d /o r  in s o l­
vent. It w as d u ly  recog­

n ise d  th a t, it w as a 
p o o r c o n so la tio n  to  in ­
form  n o t so w ell in ­
form ed deposito rs, th a t 
th e y  co u ld  n o t w a rn  
th em  before, since su ch  
n o tice  cou ld  have itse lf  
trig g ered  a ru n  on  th e  
d e p o s it tak ing  in s t i tu ­
tio n s. T he D irec to rs  
a n d  M anagem en t o f a 
p u b lic  d ep o sit tak in g  
in s t i tu t io n  be re q u ire d  
to  ca ll u p  a m ee tin g  of 
sh a re h o ld e rs  a n d  d e ­
posito rs no sooner -

a) th e  com pany is u n ­
able to  com ply w ith in  a 
reasonab le  tim e th e  so l­
vency

an d  o th e r  key f in a n ­
cial s tab ility  crite ria  set 
by  the  superv ising

au thority ; or
b) th e  com pany is u n ­

able to  com ply w ith in  a 
reasonab le  tim e w ith

specific  d irec tions is ­
sued  by the  superv ising  
authority .

As depositors have the 
right to expect appropri­
ate c o n d u c t on the  p a rt 
of an  in stitu tion  du ly  li­
cen sed  by  the C en tral 
Bank or o ther regulatory 
au thority  to carry on the 
b u sin ess  of a d eposit 
taking, the relevant Reg­
u la to ry  A uthority  to 
take strict action against 
the  m anagem ent and /o r 
the Board of Directors of 
an  in s titu tio n  th a t re ­
peated ly  flouts its d irec­
tions, long before su c h  
in s titu tio n s  becom e u n ­

viable.
4. I t is of c r itic a l im ­

p o rta n c e  th a t  p e rso n s  
in  th e  p o s itio n s  of D i­
re c to rs  a n d  S en io r 
M anagers of p u b lic  de­
p o s it tak in g  in s t i tu ­
tio n s  be "fit an d  p ro p er 
perso n s". SLID w ill in  
d u e  co u rse  is su e  a 
g u id e lin e  d e fin in g  
b road ly  a fit an d  proper 
p e rso n . In  th is  co n n ec ­
tio n  SLID is exam in in g  
th e  "fit an d  p ro p e r p e r­
son" d e fin itio n  in  the  
a m e n d m e n t to  the  
B ank ing  A ct an d  the  
d e f in it io n  of th e  Bank 
for In te rn a tio n a l se ttle ­
m ent.

T h ese  g u id e lin e s  
n e e d  to  en su re  th a t su ­
p e rv iso rs  of e n titie s  
w ith in  a f in a n c ia l co n ­
g lo m era te  a re  ab le  to 
exerc ise  th e ir  re sp o n s i­
b ilities  to assess w h e th ­
er th o se  e n titie s  are 
so u n d ly  an d  p ru d e n tly  
m an ag ed  an d  d irec ted  
an d  w h e th e r key  sh a re ­
h o ld e rs  are n o t a 
so u rce  of w eak n ess  to 
th o se  e n titie s . T h e  o b ­
jective is to  en su re  th a t 
those  in  these  positions 
p o sse ss  a h ig h  degree 
of in te g rity  a n d  a d e ­
q u a te  ex p e rien ce , e d u ­
cation ,

tra in in g , co m m it­
m e n t a n d  co m p e ten ce  
to o ffer a b e tte r  p ro tec ­
tio n  to  d ep o s ito rs  and  
shareho lders.

In  o rd e r th a t  s tak e ­
h o ld e rs  u n d e rs ta n d  the 
p ro file  o f th e  d irec to rs  
an d  th a t they  fit the  cri­
te r ia  of "fit a n d  p ro p e r 
p e rso n s"  as d e sc rib ed  
ea rlie r, a ll l is te d  co m ­
pan ies, ap po in ting  a d i­
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Pramuka Chairm an and CEO Rohan Perera (top) mobbed by depositors soon after 
the suspension of the operations of the specialised bank and before he left the 
country. Below left a security officer of Central Bank guarding the closed head 
office of Pramuka and on right Pramuka depositors protesting outside the offices 
of its auditors KPMG Ford Rhodes Thornton. (Library photos.)

rector of a com pany 
taking in public depos­
its, will be required  to 
advertise the profile in 

newspapers and also 
publish same in  A nnu­
al Reports. In these in ­
stances, it is imperative 
that the existing direc­

to rs  n o m in a tin g  a new  
d irec to r ex p ress  th e  
firm  view  of th e  b o ard  
th a t  su ch  ap p o in te e s  
p ass  the  te s t o f "fit and  
p roper persons".

SLID appreciates the 
difficulties in defining 
the term "fit and proper

person" since a person 
who may answer some 
predeterm ined criteria 
may change his con­
duct in the future. Ac­
cordingly, the real test 
of a "fit and proper per­
son" is future actions. 
After having approved
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b le  for a p p o in tm e n t as 
a d irector of a financia l

in s ti tu tio n , th e  r e le ­
v a n t R egu la to r sh o u ld  
a c t on  th e  p rem ise  th a t  
s u c h  p e rso n  cease s  to  
be a "fit a n d  p roper p e r­
son", th e  m o m en t 
h e /sh e  v io la te s  d ire c ­
tio n s  g iven  by  th e  R eg­
ulator.

5. G ran t s ta tu to ry  
p o w ers  to  a u d ito rs  to  
re p o rt to  th e  reg u la to rs  
a n d  th e  sh a re h o ld e rs , 
th e  n o n -su b m iss io n  of 
s ig n e d  a c c o u n ts  to  th e  
a u d ito rs  b y  th e  B oard  
o f D irec to rs  a fte r a 
sp e c if ie d  p e r io d  of th e  
c lo su re  o f th e  f in an c ia l 
y e a r  a n d  w h e re  th e y  
b e lie v e  th e  in s t i tu t io n  
do es n o t co m p ly  w ith  
so lv en cy  c rite r ia  se t by 
th e  R eg u la tio n  or is 
like ly  to  face issues

co n n ec ted  w ith  being  
d u ly  c la s s if ie d  as a go­
ing  concern .

6. E ncourage the  co n ­
d u c t of a v igorous p u b ­
lic aw areness cam paign  
o n  th e  re la tio n sh ip  b e ­
tw e e n  r isk  a n d  rew ard , 
s h o r t  vs. lo n g  te rm  r e ­
tu rn s , a u d ito r 's  co m ­
m e n ts , e tc . SLID w ill 
a lso  encourage  all in s ti­
tu t io n s  see k in g  p u b lic  
d e p o s its  to  s ta te  in  a d ­
v e rtisem en ts  -

a) w h e th e r  th e  in s t i ­
tu t io n  is  d u ly  
lic en sed /reg is te red  a n d  
reg u la ted  by  ,

a n  a p p ro p r ia te  re g u ­
la to ry  au tho rity ;

b) th e  b a s is  a n d  c o n ­
d itio n s  g o v e rn in g  th e  
c o m p u ta tio n  of th e  a d ­
v e r tis e d  r e tu rn  to  d e ­
posito rs.
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