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

The Sri Lanka Insti-
tute of Directors (SLID),
took up for discussion
the recent problems as-
sociated with the clo-
sure of a deposit taking
financial institution.
The Institute felt ob-
liged to discuss the is-
sue since the closure of
such an institution
shakes the confidence
ofthe public in the very
functioning of the cor-
porate sector and more
particularly on the role
and responsibility of di-
rectors in a deposit tak-
ing institution. Howev-
er, in view of the sensi-
tivity of the issue and
the need to follow the
sub-judice principles,
the discussion was held
"closed door" with the
participation of an ex-
perienced panel of pro-
fessionals drawn from
the Institute's member-
ship.

The discussion cen-
tered on trying to iden-
tify to what extent if
any governance issues
contributed to the prob-
lems and eventual clo-
sure of the particular fi-
nancial institution.

After much delibera-
tion, the following con-
clusions and initiatives
were agreed upon as a
way forward strategy.

(ICASL), to publish a
Code of Governance
and support its adop-
tion and implementa-
tion by members of
SLID and thereafter by
the business communi-
ty in general.

2. To propose that all
deposit taking Institu-
tions of a specified as-
set size, preferably be
listed companies (or at
least voluntarily adopt-
ing the codes of trans-
parency, disclosure and
governance applicable
to listed companies), so
as to improve fiscal and
transparency obliga-
tions.

Deposit taking insti-
tutions with assets over
a specified amount,
pending the implemen-
tation of the process of
public listing to be in-
vited to register with
the Sri Lanka Account-
ing and Auditing
Standards Monitoring
Board as supervised in-
stitutions.

3. Request the Cen-
tral Bank and other
Regulatory Institutions
to take early action
against the manage-
ment and or the Board
of Directors of deposit
taking institutions,
which continue to flout
directions given to

1.  Early action, in asthem, long before such

sociation with Institute
of Chartered Account-
ants of Sri Lanka

institutions become
unviable and/or insol-
vent. It was duly recog-

nised that, it was a
poor consolation to in-
form not so well in-
formed depositors, that
they could not warn
them before, since such
notice could have itself
triggered a run on the
deposit taking institu-
tions. The Directors
and Management of a
public deposit taking
institution be required
to call up a meeting of
shareholders and de-
positors no sooner -

a) the company is un-
able to comply within a
reasonable time the sol-
vency

and other key finan-
cial stability criteria set
by the supervising

authority; or

b) the company isun-
able to comply within a
reasonable time with

specific directions is-
sued by the supervising
authority.

As depositors have the
right to expect appropri-
ate conduct on the part
of an institution duly li-
censed by the Central
Bank or other regulatory
authority to carry on the
business of a deposit
taking, the relevant Reg-
ulatory Authority to
take strict action against
the management and/or
the Board of Directors of
an institution that re-
peatedly flouts its direc-
tions, long before such
institutions become un-

viable.

4. It is of critical im-

portance that persons
in the positions of Di-
rectors and Senior
Managers of public de-
posit taking institu-
tions be "fit and proper
persons”. SLID will in
due course issue a
guideline defining
broadly a fit and proper
person. In this connec-
tion SLID is examining
the "fit and proper per-
son" definition in the
amendment to the
Banking Act and the
definition of the Bank
for International settle-

ment.

These guidelines
need to ensure that su-
pervisors of entities

within a financial con-
glomerate are able to
exercise their responsi-
bilities to assess wheth-
er those entities are
soundly and prudently
managed and directed
and whether key share-
holders are not a
source of weakness to
those entities. The ob-
jective is to ensure that
those in these positions
possess a high degree
of integrity and ade-
quate experience, edu-
cation,

training, commit-
ment and competence
to offer a better protec-
tion to depositors and
shareholders.

In order that stake-
holders understand the
profile of the directors
and that they fit the cri-
teria of "fit and proper
persons” as described
earlier, all listed com-
panies, appointing a di-

Pramuka Chairman and CEO Rohan Perera (top) mobbed by depositors soon after
the suspension ofthe operations ofthe 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
ofiits auditors KPMG Ford Rhodes Thornton. (Library photos.)

rector of a company
taking in public depos-
its, will be required to
advertise the profile in
newspapers and also
publish same in Annu-
al Reports. In these in-
stances, it is imperative
that the existing direc-

tors nominating a new
director express the
firm view of the board
that such appointees
pass the test of "fit and
proper persons”.

SLID appreciates the
difficulties in defining
the term "fitand proper

person" since a person
who may answer some
predetermined 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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ble for appointment as
a director of a financial

institution, the rele-
vant Regulator should
act on the premise that
such person ceases to
be a "fitand proper per-
son", the moment
he/she violates direc-
tions given by the Reg-
ulator.

5. Grant statutory
powers to auditors to
report to the regulators
and the shareholders,
the non-submission of
signed accounts to the
auditors by the Board
of Directors after a
specified period of the
closure of the financial
year and where they
believe the institution
does not comply with
solvency criteria set by
the Regulation or is
likely to face issues

connected with being
duly classified as a go-
ing concern.

6. Encourage the con-
duct of a vigorous pub-
lic awareness campaign
on the relationship be-
tween risk and reward,
short vs. long term re-
turns, auditor's com-
ments, etc. SLID will
also encourage all insti-
tutions seeking public
deposits to state in ad-
vertisements -

a) whether the insti-
tution is duly
licensed/registered and
regulated by ,

an appropriate regu-
latory authority;

b) the basis and con-
ditions governing the
computation of the ad-
vertised return to de-
positors.



