SECURITIES EXCHANGE ACT 2017
No ....of .... 2017

AN ACT to amend and consolidate the law relating to the securities market; to
regulate market institutions, public offers of securities, market
intermediaries and deal with market misconduct in an effective and
efficient manner to meet the challenges encountered by capital markets;
and for matters connected therewith or incidental thereto.

BE IT ENACTED by the Parliament of the Democratic Socialist Republic of Sri
Lanka as follows.

Short title, date of commencement and the interpretation of this Act.

1.(a) This Act may be cited as the Securities Exchange Act 2017, and shall come
into operation on such date (hereinafter referred to as the “appointed date”) as may be
appointed by the Minister by order published in the Gazette

(b) The Minister may by Order published in the gazette defer the commencement of
any Part or Chapter of this Act as he may consider expedient or necessary for the
implementation of this Act.

(c) In the interpretation of this Act, the objects and purposes stated at the
beginning of each part shall be taken into account in a holistic manner and shall not be
confined only to that Part.

Interpretation
2. In this Act unless the context otherwise requires —

"advertisement" includes advertising done in any publication or by way of display of
notices, signs or labels or by means of circulars, catalogues, price lists or other
documents or by an exhibition of pictures or photographic or cinematographic
films or by way of sound broadcasting or television or by the distribution of
recordings through electronic media or in any other similar manner;

"bonus issue" means the issue of any security or securities to be issued in the future of
a listed public company to holders of such securities and duly registered, as at
the date of such issue howsoever such issue is described or referred to, without



consideration and in proportion to the securities held by them in such company
on the date of such offer notwithstanding anything to the contrary in the 0, No.
7 of 2007. ;

“central depository" means a body corporate licensed by the Commission under this Act
in order —

(1) to establish and operate a system for central handling of securities on an
exchange

(a) whereby all such securities are deposited with and held in custody by, or
registered in the name of the person or his nominee for the depositors
and dealings in respect of those securities are effected by means of
entries in accounts without the physical delivery of scrips; or

(b) which permits or facilitates the settlement of securities transactions or
dealings in securities without the physical delivery of scrips; and

(c) to provide other facilities and services incidental thereto.
but shall not apply to —

(a) a central depository established by the Central Bank of Sri Lanka; or

(b) any person providing, or holding out as providing, a central depository for
exempt securities.

“clearing facility” means a facility for the clearing or settlement of transactions in
securities;

“clearing or settlement” in relation to a clearing facility, means any arrangement,
process, mechanism or service provided by a person in respect of transactions by
which —

(a) information relating to the terms of those transactions are verified by such
person with a view of confirming the transactions;

(b) parties to those transactions substitute, through novation or otherwise, the
credit of such person for the credit of the parties;

(c) the obligations of parties under those transactions are calculated, whether or
not such calculations include multilateral netting arrangements; or



(d) parties to those transactions meet their obligations under such transactions,
including the obligation to deliver, the transfer of funds or the transfer of
title to securities between the parties but does not include -

(i) the back office operations of a party to the transactions referred to in
the above;

(i) the services provided by a person who has, under an arrangement with
another person (referred to in this sub-paragraph as the customer),
possession or control of securities of the customer, where those
services are solely incidental to the settlement of transactions relating
to the securities; or

(iii) any other services as may be specified by the Commission.

“clearing house” means a body corporate licensed under this Act and whose activities or
objectives include the provision of clearing facilities;

“clearing member” means a person who is admitted as a clearing member by the
clearing house for clearing and settlement on his own behalf or on behalf of
others under the rules of a clearing house;

“collective investment scheme” means any scheme or arrangement which satisfies the
conditions under which a scheme or arrangement made or offered by a company for
which;

(a) the contribution, or payments made by the investors by whatever name called,
are pooled, utilized solely for the purpose of the scheme or arrangement;

(b) the contributions or payments are made to such to receive profits, income,
produce or property whether movable or immovable from such scheme or
arrangement;

(c) the property, contribution or investment forming part of the scheme or
arrangement, whether identifiable or not, is managed on behalf of the investors;
and

(d) the investors do not have day to day control over the management and
operation of the scheme or arrangement;

the Commission shall exempt from the regulation of the Commission pools of funds
relating to ;

individual investment management arrangements;
enterprise initiative schemes;

pure deposit based schemes;

schemes not operated by way of business;
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e. certain debt issues, such as debentures, bonds and loan stock;

f. employee share schemes;

g. franchise arrangements;

h. timeshare schemes;

i. provision of clearing services;

j. contracts of insurance;

k. individual pension accounts;

I. occupational and personal pension schemes; or

m. Certain bodies corporate including building societies, industrial and
provident societies and registered friendly societies.

“controller” means a person who —

(a) is entitled to exercise, or control the exercise of, not less than twenty per
centum of the votes attached to the voting shares in the holder;

(b) has the power to appoint or cause to be appointed a majority of the
directors of such holder; or

(c) has the power to make or cause to be made, decisions in respect of the
business or administration of the market intermediary, and to give effect
to such decisions or cause them to be given effect to.

“Court” means a High Court established under Article 154P of the Constitution for a
Province, empowered with civil jurisdiction by Order published in the Gazette under
section 2 of the High Court of the Provinces (Special Provisions) Act No.10 of 1996,
within the Province for which such High Court is established, or where no such High
Court vested with Civil jurisdiction is established for any province, the High Court
established for the Western Province;

“delist” means to remove listed securities from the official list of an exchange;

“depository participant” means a person who has access to the facilities of a central
depository and is admitted as a depository participant under the rules of a
central depository.

“derivatives” include futures contracts consisting of an adjustment agreement, futures
options and eligible exchange traded option or any other agreement in a class of
agreements specified to be a derivative by the Commission, but shall exclude an
agreement which is specified to be a derivative agreement that is not traded on
a futures market of a derivatives exchange;

“derivatives exchange” means a body corporate licensed as a derivatives exchange
under this Act;



“electronic record” means a written document or other record created, stored,
generated, received or communicated by electronic means.

“exchange” means a stock exchange or derivatives exchange licensed under this Act;

"listed public company” means any company which has its securities listed on a stock
exchange, and includes —

(a) any public corporation which has its securities listed on a licensed stock
exchange; and

(b) any company which is not registered in Sri Lanka but has been admitted to
the official list of a stock exchange; and

any public company which has its securities listed on a stock exchange.

“listed securities” means any securities listed on an exchange;

“manager” in relation to a body corporate means a person who is appointed by the
body corporate to manage any part of its business and includes an employee of the
body corporate (other than the chief executive) who under the immediate authority of a
director or chief executive of the body corporate, exercises managerial functions or is
responsible for maintaining accounts or other records of the body corporate.

“margin account” means an account that allows an investor to buy or sell securities
generally serving as collateral to purchase listed securities;

“market institution” means an exchange, clearing house or central depository licensed
under Part II of this Act;

“market intermediary” includes any person licensed under section 88 of this Act and
carries on the business or providing supplementary services for the purpose of
buying and selling securities on behalf of investors as a stock broker, derivatives
broker, corporate finance advisor, investment analyst, investment manager,
financial planner, market maker, underwriter, margin provider, credit rating
agency or any other person who undertakes similar activity, and described by
rules for the purpose of issuing such license by the Commission.

"offer" or "offering" includes any attempt to sell or dispose of any securities or interest
in such security for value by means of a prospectus or otherwise but does not
include a bona fide invitation to any person to enter into an underwriting
agreement with respect to any such securities;



“private placement” means an issue of shares to an identified investor or category of
investors other than by way of a rights issue offered pro-rata to the existing
shareholders or a general offer to the public for subscription.

“persons acting in concert” means persons who pursuant to an agreement or
understanding (whether formal or informal), co-operate, through the acquisition
by any of them of any interests in shares in a company, or any other company,
or to frustrate the successful outcome of a takeover or merger offer for a
company, and without prejudice to the general application of this definition, the
following individuals and companies will be presumed to be persons acting in
concert with each other unless the contrary is established to the satisfaction of
the Commission;

(a) a company, its parent, subsidiaries and fellow subsidiaries, and their
associated companies, and companies of which such companies are
associated companies, all with each other;

(b) a company with any of its directors (together with their close relatives,
related trusts as well as companies controlled by any of the directors, their
close relatives and related trusts);

(c) a Company with any of its pension funds and employee share schemes;

(d) any person who has provided financial assistance to any of the aforesaid
persons for the purchase of any shares or interests in shares of a company,
other than any registered margin provider or any other financial institution
regulated by the Central Bank of Sri Lanka who provides such assistance in
the ordinary course of business.

“prospectus” shall have the same meaning as in the Companies Act, No. 07 of 2007;

“public notice” means a notice of any matter that is required to be given under this
Act, which shall be given by publishing a notice of that matter in at least one
issue of the [Gazette and] in at least one issue of a daily newspaper in
Sinhala, Tamil and English languages, circulating in the area;

“registered person” means any person dealing with clients for and on behalf of a market
intermediary and who is registered by the Commission under this Act;

"rights issue" means an issue of any shares or of shares to be issued in the future, of
a listed public company to existing shareholders of such company, howsoever
such issue is described or referred to, for consideration, and in proportion to the
class of securities held by them in such company on the date of such offer;

“securities” means debentures, stocks, shares, funds, bonds, derivatives, units inclusive
of futures and options, whatever the nature of the underlying asset relied on or



notes issued, or proposed to be issued, by any Government or any body,
whether corporate or unincorporated, including any rights, options or interests
(whether described as units or otherwise) therein or in respect thereof or any
other instruments commonly known as securities, but does not include bills of
exchange or promissory notes or certificate of deposits issued by a bank;

“securities market” means a market or other place or facility where

(a) offers to sell, purchase or exchange of securities are regularly made or
accepted;

(b) offers or invitations that are intended, or may reasonably be expected, to
result, whether directly or indirectly, in the making or acceptance of offers to
sell, purchase or exchange of securities, are regularly made; or

(c) information concerning the prices at which or the consideration for which,
particular persons, or particular class of persons, propose, or may reasonably
be expected to sell, purchase or exchange securities is regularly provided;

“share” shall have the same meaning as is given in the Companies Act, No.07 of 2007
or as recognized as a share under its laws in another jurisdiction.

“stock borrower” means a person who is engaged in the business of borrowing
securities;

“stock exchange” means a body corporate licensed as a stock exchange under this Act;

“trading participant” means a person who has access to the facilities of an exchange
and is admitted as a trading participant under the rules of an exchange.



PART I - ESTABLISHMENT OF THE COMMISSION

Object and purpose of this Part
3. The object and purpose of this Part shall be —

(a) to establish the Securities and Exchange Commission for the creation
and maintenance of a fair, efficient and transparent securities market;

(b) to protect the interests of investors both local and foreign;

(c) to ensure the maintenance of high professional standards in the
provision of services under this Act; and

(d) to mitigate systemic risks.

CHAPTER 1 — SECURITIES AND EXCHANGE COMMISSION

Establishment of the Securities and Exchange Commission

4.(1) There shall be established a Commission which shall be called the
Securities and Exchange Commission of Sri Lanka (hereinafter referred to as the "the
Commission”) consisting of the persons who are members thereof under section 5.

(2) The Commission shall, by the name assigned to it by subsection (1), be a
body corporate and shall have perpetual succession and a common seal and may sue
and be sued in such name.

Membership of the Commission
5.(1) The Commission shall consist of —

(a) six persons drawn from the private sector possessing professional
expertise and standing in respect of matters relating to the
securities market, special knowledge or wide experience and
proven competency in the fields of law, finance, accounting,
economics, banking and business to be appointed by the Minister
as members (hereinafter referred to as “appointed members”).

(b) The following ex-officio members -

(i) A Deputy Secretary to the Treasury nominated by the
Secretary to the Treasury;

(ii) A Deputy Governor of the Central Bank of Sri Lanka
nominated by the Monetary Board of Sri Lanka;



(iii) The person for the time being holding the office of the
Registrar General of Companies.

(2) The Minister shall nominate from amongst the members of the Commission,
one member to be the Chairman of the Commission.

(3) In appointing persons under subsection 5(1)(a) the Minister shall have
regard to-

(a) that person’s probity and standing; and

(b) the likelihood of any conflict between the interests of the Commission
and any interest which that person has or represents;

(4) No person shall be appointed or remain as a member of the Commission if
he is or becomes —

(@) a member of Parliament, or a member of any Provincial Council or any
local authority; or

(b) a director, partner or employee of an entity licensed or registered by the
Commission.

Term of office of appointed members

6. Every appointed member of the Commission shall, unless he vacates office
earlier by death, by operation of law, resignation or removal, hold office for a term of
three years and shall be eligible for reappointment up to a maximum period of any two
terms.

Removal and resignation of appointed members

7.(1) Any appointed member of the Commission may at any time resign his office
by letter addressed to the Minister.

(2) The Minister may, by order published in the Gazette, remove an appointed
member from office if he —

(a) becomes of unsound mind or incapable of carrying out his duties;
(b) is guilty of serious misconduct in relation to his duties;
(c) has been convicted of an offence which, involves moral turpitude;

(d) abuses his position so as to render his continuation in office detrimental to
the interest of the Commission;
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(e) in the case of the Chairman if absent for three consecutive meetings except
on leave granted by the Minister;

(f) fails to comply with his obligations under the provisions of this Act;
(9) has been previously removed from office under this section; or
(h) is disqualified under section 5(4).

(3) In the event of the vacation of office of any appointed member by reason of
death, resignation, removal or the operation of provisions of subsection (5) hereof, the
Minister may appoint another person, having regard to the provisions of subsection (3)
and (4) of section 5, to hold office for the unexpired period of the term of office of the
member whom he succeeds.

(4) If any appointed member of the Commission is temporarily unable to
perform the duties of his office for a period in excess of three months due to ill-health
or absence from Sri Lanka or for any other cause, the Minister may appoint some other
person to act in his place during such period having regard to the provisions of
subsection (3) and (4) of section 5.

(5) An appointed member of the Commission who without leave of the
Commission first being obtained, absents himself from three consecutive meetings of
the Commission, shall be deemed to have vacated his office.

Remuneration of members

8. The members of the Commission may be paid such remuneration out of the fund of
the Commission as may be determined by the Minister.

Meeting of the Commission

9.(1) The Chairman of the Commission shall, if present, preside at all meetings
of the Commission. In the absence of the Chairman from any such meetings, the
members present shall elect one of the members to preside at such meeting.

(2) The quorum for any meeting of the Commission shall be five members and
the Commission may subject to the requirement as to quorum, regulate the procedure
in regard to the meetings of the Commission and the transaction of business at such
meetings.

(3) All questions for decision at any meeting of the Commission shall be
decided by the vote of the majority of the members present. In the case of an equality
of votes the member presiding shall have a casting vote.
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Chairman of the Commission

10.(1) If the Chairman of the Commission is, by reason of illness or absence
from Sri Lanka temporarily unable to perform the duties of his office the Minister shall
nominate another member of the Commission to act in his place.

(2) The Chairman may at any time resign from the office of Chairman by a
letter addressed to the Minister.

(3) Subject to the provisions of subsection (2) the term of office of the
Chairman shall be his period of membership of the Commission.

Members to disclose any interest

11. A member who is directly or indirectly interested in any decision that is to
be taken on any matter by the Commission shall disclose the nature of such
interest at the meeting of the Commission where such decision is being taken. The
disclosure shall be recorded in the minutes of the meetings of the Commission and such
member shall not take part in any deliberation or decision of the Commission with
regard to that matter, and shall withdraw from such meeting while such deliberation is
in progress or such decision is being made.

Acts not invalidated by reason of a vacancy

12. No act or decision or proceeding of the Commission shall be invalidated by
reason only of the existence of a vacancy among its members or of any defect in the
appointment of a member thereof.

Seal of the Commission
13.(1) The seal of the Commission shall be in the custody of the Commission.

(2) The seal of the Commission may be altered in such manner as may be
determined by the Commission.

(3) The seal of the Commission shall not be affixed to any instrument or
document except in the presence of one member of the Commission and the Director-
General of the Commission or in the absence of the Director-General, in the presence of
any two members of the Commission, who shall sign the instrument in token of their
presence.
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CHAPTER 2 — POWERS, DUTIES AND FUNCTIONS OF THE COMMISSION

Powers, duties and functions of the Commission

14. For the purpose of carrying out its objectives the Commission may exercise,
perform and discharge all or any of the following powers, duties and functions —

(a)

(b)

(c)

(d)

(e)

)

9)

(h)

$))
(k)

to give general or specific directives to any person or persons including
investors, market institutions, market intermediaries, registered persons,
clearing members, trading participants, depository participants, issuers
or trustee or recognized market operators from time to time;

to give specific directives to any valuers, auditors or other supplementary
service providers to market intermediaries to furnish information to the
Commission;

to grant a license to a body corporate to operate as a market institution
and ensure its proper conduct;

to grant a license to any person to operate as a market intermediary and
ensure its proper conduct;

to register a person dealing with clients for and on behalf of a market
intermediary as a registered person and to regulate their conduct in the
discharge of their duties;

to register auditors who audit accounts of market institutions, market
intermediaries and listed public companies and ensure its proper conduct;

to issue general or specific directives to listed public companies from time
to time;

to issue general or specific directives to an acquirer, offerors or persons
acting in concert with offerors or an offeree or a target company in
relation to a takeover or a merger of a listed public company;

to issue specific directives to any person to prevent the imminent
infringement of this Act, rules or regulations. ;

to advise the government on the development of the securities market;

to employ such officers as the Commission may consider necessary and
shall fix the salaries and wages or other remuneration and benefits of
such officers for the purposes of carrying out the objectives and functions
of the Commission;
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(I) to regulate the listing and trading of securities in an exchange;
(m) to regulate the issuance of securities;

(n) to suspend the listing of any securities or to delist the listed securities or
to prohibit the trading of any securities or exchange traded derivatives or
to prohibit the trading of securities or to take such steps as the
Commission considers necessary or expedient for the protection of
investors or for ensuring fair and orderly securities market or for ensuring
the integrity of the securities market;

(o) to inquire and conduct investigations into any activity of a market
institution, market intermediary, a registered person or a listed public
company;

(p) to publish findings of wrongdoing by any market institution, market
intermediary or registered person or any listed public company;

(q) to assist in the effective implementation of the policies and programmes
of the Government with respect to the securities market;

(r) to acquire in any manner whatsoever and hold, take or give on lease or
hire, mortgage, pledge, sell or otherwise dispose of any immovable or
movable property;

(s) to encourage and promote the development of securities markets in Sri
Lanka including research and training in connection thereto;

(t) to regulate take-overs or mergers or any matter connected therewith or
incidental thereto;

(u) to conduct investigations into any alleged violation or contravention of the
provisions of this Act or any rule, regulation or directive made there under
or by any person and to enforce measures deemed necessary by the
Commission;

(v) to carry out surveillance of securities transactions; and
(w) to do all such other acts as may be necessary, incidental and ancillary to

the performance of the Commission’s objectives, powers, duties and
functions under this Act.
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Additional powers of the Commission

15.(1) The Commission shall in addition to the powers specified in section 14
also have the powers to —

(a) carry out inspections of the activities of market institutions or market
intermediaries or registered persons or trustees in order to determine
whether they are operating in conformity with the provisions of this Act and
to charge the costs incurred in carrying out such inspections from the market
institution or a market intermediary or a registered person or a trustee as the
case may be;

(b) require market institutions or market intermediaries to file with the
Commission, annual balance sheet and income statements, certified by a
qualified auditor in the form and manner specified by the Commission;

(c) require the licensed managing company of a collective investment scheme
to file with the Commission, in respect of every year, at least two reports of
the activities of that collective investment scheme for that year. Every such
report shall contain such particulars as may from time to time be determined
by the Commission. The first report shall be filed not later than the thirtieth of
September of that year and the second report shall be filed not later than the
thirty-first of March of the subsequent year.

(2) The Commission shall have the power to appoint a Subcommittee of experts
in order to perform any matter assigned to the Commission. Any decision taken by such
Committee shall be binding on the parties upon the approval of Commission.

Representation of the Commission in legal proceedings

16. Any officer of the Commission who is an Attorney-at-Law or any other
Attorney-at-Law as may be authorized by the Chairman may appear on behalf of the
Commission, in any legal proceedings by or against the Commission or in any
proceedings in which the Commission has a substantial interest, notwithstanding the
provisions of any written law.

CHAPTER 3 — DIRECTOR-GENERAL AND STAFF OF THE COMMISSION

Director-General

17.(1) The Commission shall appoint a Director-General of the Commission, who
shall be its chief executive officer. The conditions of employment including
remuneration of the Director-General shall be determined by the Commission.
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(2) The Director-General shall, subject to the general direction and control of the
Commission, be charged with the direction of the affairs and transactions of the
Commission, the exercise, discharge and performance of its powers, functions and
duties, and the administration and control of the employees of the Commission.

(2) The Director-General may, with the approval of the Commission, whenever he
considers it necessary to do so, delegate to any employee any power, function or
duty conferred or imposed on or assigned to him by this Act and such employee
shall exercise, discharge and perform such power, function or duty subject to the
general or special directions of the Director-General.

(4) The Commission may remove from office the Director-General appointed
under subsection (1) having regard to any one of the following reasons;

(a) that person’s probity or standing;

(b) the likelihood of any conflict between the interests of the Commission
and the Director-General.

(c) becomes of unsound mind or incapable of carrying out his duties;

(d) is guilty of serious misconduct in relation to his duties;

(e)is involved in any activity which may interfere with his independence in
discharging his duties; or

(f) for any other reason that the Commission considers appropriate.

Staff of the Commission

18.(1) The Commission may appoint such other officers as it considers necessary
for the efficient discharge of its functions.

(2) The officers appointed under subsection (1) shall be remunerated in such
manner and at such rates notwithstanding anything to the contrary in any other written
law and shall be subject to such conditions of service as may be determined by the
Commission.

(3) At the request of the Commission any officer in the public service may, with
the consent of the officer and the Secretary to the Ministry of the Minister in charge of
the subject of Public Administration, be temporarily appointed to the Commission for
such period as may be determined by the Commission with like consent, or be
permanently appointed to such staff.

(4) Where the Commission employs any person who has agreed to serve the
Government for a specified period, any period of service to the Commission by that
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person shall be regarded as service to the Government for the purpose of discharging
the obligations of such agreement.

(5) The Commission may propose secondment of its staff members to other
state institutions for a period determined by the Commission on an assignment agreed
upon between such institution and the Commission.

Appointment of officers of public corporations to the staff of the Commission

19.(1) At the request of the Commission any officer of a public corporation may,
with the consent of such officer and the governing board of such corporation, be
temporarily appointed to the staff of the Commission for such period as may be
determined by the Commission with like consent be permanently appointed to the staff
of the Commission on such terms and conditions, including those relating to pension or
provident fund rights, as may be agreed upon by the Commission and the governing
board of such corporation.

(2) Where any person is appointed whether temporarily or permanently under
subsection (1) to the staff of the Commission he shall be subject to the same
disciplinary control as any other member of the staff.

Members and employees of the Commission deemed to be public servants

20. All members, officers of the Commission shall be deemed to be public
servants within the meaning and for the purposes of the Penal Code and of the Code of
Criminal Procedure Act, No.15 of 1979.

Commission deemed to be a Scheduled institution within the meaning of the
Bribery Act

21. The Commission shall be deemed to be a Scheduled institution within the
meaning of the Bribery Act, and the provisions of that Act shall be construed
accordingly.

Threatening, intimidating and defaming members of the Commission
22. Any person or body of persons who —
(a) threatens or intimidates, or

(b) makes any derogatory remarks or publishes any statement with a view to
bringing disrepute or defaming the reputation of any member of the
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Commission, the Director General or any other officer of the Commission in
the course of discharging the duties under the Act or under any regulation or
rule made under this Act,

shall be guilty of an offence and shall on conviction after summary trial before a
Magistrate, be liable to a fine not exceeding one million rupees or to imprisonment of
either description for a period not exceeding six months or to both such fine and
imprisonment.



18

PART II

MARKETS AND MARKET INSTITUTIONS
Object and purpose of this Part
23. The object and purpose of this Part shall be —

(a) to promote a fair, orderly, transparent and efficient capital market in Sri
Lanka through the establishment of market institutions;

(b) to enhance effective and efficient functioning of a capital market ; and

(c) to reduce systemic risk associated with capital markets.

Chapter 1 — Exchanges

Prohibition against establishing an unlicensed Exchange

24.(1) A person shall not establish, operate or maintain an exchange or hold himself
out as establishing, operating or maintaining unless the person has been licensed to
establish or operate an exchange.

(2) A person who contravenes subsection (1) commits an offence and shall, on
conviction, be liable to a fine not exceeding ten million rupees or to imprisonment for a
term not exceeding ten years or to both.

Application to operate an exchange

25.(1) An application to be licensed as an exchange shall be made to the Commission
in such manner and form as may be specified by the Commission and shall be
accompanied by a fee specified by the Commission.

(2) An application to be licensed as an exchange can only be made by a body
corporate.

(3) The Commission may grant a license to the applicant to operate an exchange,
subject to any terms and conditions as it thinks fit, if the Commission is satisfied that —

(a) the applicant will ensure as far as is reasonably practicable that it will operate
an orderly and fair market in relation to securities that are traded through its
facilities;

(b) the applicant will manage any risks associated with its business and operations
prudently;

(c) the applicant, in discharging its obligations under paragraph (g), will not act
contrary to the public interest and in particular the interest of investors;
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(d) the applicant is able to take appropriate action against its trading participants
to whom its rules apply;

(e) the rules made by the applicant shall have satisfactory provision —

(i)

(ii)
(iii)
(iv)

v)

(vi)

(vii)

(viii)

(ix)
(x)

(i)

(xii)

(xiii)

for an orderly and fair market in relation to the securities that are
traded through its facilities;

for the admission of trading participants;
for the proper regulation and supervision of its trading participants;

for the exclusion of persons who are not of good character and high
business integrity from being recognized as trading participants;

for the expulsion, suspension or disciplining including the imposition
of fines on a trading participant;

with respect to the conditions under which securities may be listed or
quoted for trading in the securities market proposed to be conducted
by the applicant;

with respect to the conditions governing trading in securities by
trading participants;

with respect to the class or classes of securities that may be dealt in
or traded on its facilities;

with respect to the prohibition of market misconduct;

for the suspension of trading of any given security for the protection
of investors or for the conduct of orderly and fair trading;

for the appointment of a disciplinary committee where majority of its
members are not trading participants;

for the applicant to enter into contracts with trading participants and
issuers and under which would agree to be bound by the rules of the
applicant.

generally for the carrying on of business of the exchange with due
regard to the need for the protection of investors and public interest.

(f) the applicant shall have sufficient financial, human and other resources to
ensure the provision of —
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(i) an orderly and fair market in relation to securities that are traded
through its facilities;

(i)  adequate and properly equipped premises for the conduct of its
business;

(iii)  competent personnel for the conduct of its business; and

(iv) automated systems with adequate capacity, security arrangements
and facilities to meet emergencies.

(9) the interest of the public or the proper regulation of the market will be served by
the granting of the license.

(4) An applicant under subsection (1) shall provide such information as the
Commission considers necessary in relation to the application.

(5) Without limiting the generality of the terms and conditions specified in subsection
(3), the Commission, may amend, revoke or impose new terms and conditions, if the
Commission is satisfied that it is appropriate to do so for the protection of investors or in
the public interest or for the proper regulation of the securities market.

Duties of the Exchange

26.(1) It shall be the duty of an exchange to ensure, so far as may be reasonably
practicable, an orderly and fair market in securities that are traded through its facilities.

(2) In performing its duty under subsection (1), the exchange shall —

(a) act in the public interest having particular regard to the need for the
protection of investors;

(b) ensure that where any interests that it is required to serve under any law
relating to companies conflict with the interest referred to in paragraph (a),
the latter shall prevail; and

(c) manage any risks associated with its business and operations prudently.

(3) Notwithstanding any other law, a director of an exchange has a duty to act at all
times in the public interest having particular regard to the need to protect investors and
where there is a conflict between this duty and a director’s duty under any other law, the
duty under this Act shall prevail.

(4) It shall be the duty of the exchange to take appropriate action as may be
provided for under its rules for the purpose of monitoring or securing compliance with its
rules.
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(5) An exchange shall immediately notify the Commission if it becomes aware of —

(a) any matter which adversely affects, or is likely to adversely affect, the
ability of any trading participant to meet its obligations in respect of its
licensed business, including the ability of any trading participant to comply
with the minimum financial requirements as may be specified under this
Act or its rules; or

(b) any irregularity, breach of any provision of this Act or its rules, or any other
matter which, in the opinion of the exchange, indicates or may indicate,
that the financial standing or financial integrity of any trading participant or
of the chief executive or directors or the key management personnel of the
trading participant is in question or may reasonably be affected.

(6) Without prejudice to subsection (5), when an exchange reprimands, impose fines,
suspends, expels or otherwise disciplines any of its trading participants, it shall, within
seven days, give to the Commission in writing the following particulars:

(a) the name and address of the business of the trading participant;
(b) the reason for and the nature of the action taken;
(c) the period of suspension and the quantum of the fine, if any; and
(d) any other disciplinary action taken.
Cancellation of license held by the exchange
27.(1) The Commission, may by notice in writing —

(a) cancel the license granted under section 25 of this Act with effect from the
date specified in the notice; or

(b) direct the exchange to cease to provide or operate such facilities, or to
cease to provide such services, as are specified in the notice, with effect
from the date specified in the notice.

(2) The Commission shall not cancel the license or issue a directive under subsection
(1) unless the Commission is satisfied that it is appropriate to do so for the protection of
investors, or in the public interest or for the proper regulation of the securities market,
where any of the following circumstances occur —

(a) the exchange ceases to operate its securities market;

(b) the exchange is being wound up or otherwise dissolved, whether within Sri
Lanka or elsewhere;
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(c) the exchange has contravened any term or condition of its license or is
charged with any offence under this Act;

(d) the exchange has failed to comply with a condition, requirement or
directive that is issued under this Act;

(e) any information provided for the purposes of section 25, was false or
misleading in a material particular or from which there is a material
omission;

(f) a judgment debt against the exchange has not been satisfied in whole or in
part;

(g9) a receiver, a receiver and manager, liquidator or equivalent person has
been appointed, whether within Sri Lanka or elsewhere, in relation to or in
respect of any property of the exchange;

(h) the exchange has, whether within Sri Lanka or elsewhere, entered into a
compromise or scheme of arrangement with its creditors, being a
compromise or scheme of arrangement that is still in operation; or

(i) the exchange on its own accord applies to the Commission to cancel its
license as an exchange, and the Commission thinks it fit to do so.

(3) For the purposes of paragraph (2)(a),where an exchange has ceased to operate
its securities market for a period of one month, it shall be deemed to have ceased to
operate its securities market unless it has obtained the prior approval of the Commission
to do so.

(4) Notwithstanding the cancellation of a license or the issuance of a directive under
subsection (1), the Commission may permit the exchange to continue, on or after the
date on which the cancellation or directive is to take effect, to carry on such activities
affected by the cancellation or directive as the Commission may specify in the notice for
the purpose of —

(a) closing down the operations of the exchange or ceasing to provide the
services specified in the notice; or

(b) protecting the interest of investors or the public interest.

(5) Where the Commission acts under subsection (1) the Commission may where it
deems necessary appoint an interim board of directors for a period of six months and be
extended for a period of one year to manage the affairs of the exchange until a new
board of directors is appointed.

(6) Where the Commission has granted permission to an exchange under subsection
(4), the exchange shall not, by reason of its carrying on the activities in accordance with
such permission, be regarded as having contravened subsection (1).
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(7) The Commission shall not take any action under subsection (1) without giving the
exchange an opportunity to be heard.

(8) An exchange which is aggrieved by the decision of the Commission made under
subsection (1) may, within 14 days after the exchange is notified of the decision, appeal
to the Minister whose decision shall be final.

(9) Notwithstanding the lodging of an appeal under subsection (8), any action taken
by the Commission under this section shall continue to have effect pending the decision
of the Minister.

(10) The Commission shall give public notice of any cancellation of license or
directive issued under this section.

Effect of cancellation of license of an exchange

28.(1) Any cancellation of license or directive issued under section 27 shall not
operate so as to —

(a) avoid or affect any agreement, transaction or arrangement entered into on
the securities market operated by the exchange, whether the agreement,
transaction or arrangement was entered into before or, where subsection
27(4) applies, after the withdrawal of the approval or issuance of the
directive under section 27; or

(b) affect any right, obligation or liability arising under such agreement,
transaction or arrangement.

Closure of the exchange in emergency

29.(1) The Commission may after consultation with the exchange, direct the
exchange to close its securities market for a period not exceeding five business days if
the Commission is of the opinion that an orderly and fair market for trading in securities
on the securities market is being or is likely to be prevented because —

(a) an emergency or natural disaster has occurred within Sri Lanka; or

(b) there exists an economic or financial crisis or any other circumstances
within or outside Sri Lanka.

(2) The Commission may extend the closure of the securities market under
subsection (1) for any further periods, each not exceeding five business days.

(3) The Commission shall specify the grounds for the closure in the directive given
under subsection (1) and the grounds for any extension of closure under subsection (2).

(4) The Commission shall, as soon as may be practicable, give a copy of the directive
under subsection (1) or extension under subsection (2) to the clearing house and direct
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the clearing house to do all that it is reasonably capable of doing to give effect to the
directive under subsection (1) or extension under subsection (2) while the directive or
extension remains in force.

(5) Where the Commission exercises its power under this section it shall forthwith
give written notice to the Minister setting out the reasons for the exercise of the power
under this section.

(6) In this section —

“business day” means any day on which there is official trading on the
exchange but for the closure;

“fair market” includes but is not limited to a market that reflects the forces
of supply and demand.

Listing requirements of a licensed exchange

30.(1) Where an exchange complies with the listing requirements, the Commission
shall grant permission for such exchange to list its securities on the relevant exchange.
On such permission being granted the exchange shall enter into such arrangement as the
Commission may require;

(a) for dealing with possible conflicts of interest that may arise from the listing
on the relevant exchange;

(b) for the purpose of ensuring the integrity of trading of securities of the
exchange;

(c) for compliance with obligations as a listed company if the exchange was to
become a listed company;

and the relevant exchange shall comply with such requirements.

(2) The listing requirements of the relevant exchange shall be deemed to allow the
Commission, instead of the relevant exchange to make decisions and to take action, or to
allow the Commission to require the relevant exchange to make decisions and to take
action on behalf of the Commission relating to;

(a) the admission to or removal of the exchange from the official list of the
relevant exchange;

(b) the stopping or suspension of the securities of the exchange from being
listed and/or traded on the relevant exchange; and

(c) such other matters as the Commission thinks fit for the purpose of
subsection (1).
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(3) An arrangement under subsection (1) may provide for the exchange to pay such
fees to the Commission as the Commission may determine for services provided by the
Commission under the arrangement or otherwise provided under or for the purpose of
this section;

(4) Without prejudice to the powers of the Commission to approve or amend the rules
of an exchange, clearing house and central depository, the Commission may by notice in
writing;

(a) modify the listing requirements of the relevant exchange for the purpose of
applying for a listing or trading of the securities of the exchange; and

(b) exempt the exchange from any listing requirement of the relevant
exchange.

CHAPTER 2 — CLEARING HOUSE
Interpretation
31. In this Chapter, unless the context otherwise requires —

“central counterparty” means a legal person who engages in clearing and
settlement of trades on a securities market by becoming the buyer to every
seller and the seller to every buyer by guaranteeing each trade.

“default proceedings” means any proceedings or other action taken by a clearing
house under its default rules;

“default rules”, in relation to a clearing house, means such rules of the clearing
house which provide for the initiation of default proceedings if a clearing
member has failed to meet its obligations in respect of all or any unsettled
market contracts to which the clearing member is a party;

“defaulter” means a clearing member who is the subject of any default
proceedings;

“market charge” means a charge, whether fixed or floating, granted in favour of a
clearing house;

(a) over any property as specified in the rules of a clearing house which
is held by or deposited with the clearing house; and

(b) for the purpose of securing liabilities arising directly in connection
with the clearing house ensuring the settlement of a market
contract.
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“market collateral” means any property as specified in the rules of a clearing house
held by or deposited with a clearing house for the purpose of securing
liabilities arising directly in connection with the clearing house ensuring the
performance of market contracts by the clearing house.

“market contract” means -

(a) a contract which is subject to the rules of a clearing house and entered
into by the clearing house with a clearing member pursuant to a novation
for the purpose of clearing and settlement of transactions using the
clearing facility of a clearing house; or

(b) a transaction which is or is to be cleared or settled using the clearing
facility of a clearing house and in accordance with the rules of the
clearing house, whether or not a novation referred to in paragraph (a) is
to take place .

“transfer order” means a set of instructions issued by the respective market
institution to a payment system for the money settlement and to the central
depository for the transfer of title of securities through a book entry in the
respective system for the settlement of a market contract.

“relevant office-holder” means —

(a) any person acting in relation to a company as its liquidator, provisional
liquidator, receiver or manager or an equivalent person;

(b) any person appointed pursuant to an order for the administration in
bankruptcy of an insolvent estate of the deceased person.

Prohibition against establishing an unlicensed clearing house

32.(1) A person shall not establish or operate a clearing facility unless the person has
been licensed to establish or operate a clearing house under this section.

(2) Any person who contravenes subsection (1) commits an offence and shall, on
conviction, be liable to a fine not exceeding twenty five million rupees or to imprisonment
for a term not exceeding five years or to both.

(2) Subsection (1) shall not apply to any person providing, or holding out as
providing, clearing facilities for securities exempted under this Act.
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Application for a license to establish or operate a clearing house

33.(1) An application for a license to establish or operate a clearing house acting as a
central counter-party to guarantee clearance and settlement or otherwise shall be made
to the Commission in such manner and form as may be specified by the Commission and
shall be accompanied by a fee specified by the Commission.

(2) An application for a license to establish or operate a clearing house can only be
made by a body corporate.

(3) An applicant shall provide all information necessary to satisfy the Commission
that the applicant has established, at the time of authorization, all the necessary
arrangements to meet the requirements laid down in this Act, Rules and Regulations set
forth by the Commission according to the requirements.

(5) The rules of the proposed clearing house shall subject to the satisfaction of
the Commission provide for -

(a) efficient and effective clearing house facilities in relation to securities that
are cleared through its clearing facilities;

(b) the regulation and supervision of its clearing members that use its clearing
facilities;

(c) the clearing house to enter into contracts with clearing members under
which they would agree to be bound by the rules of the clearing house;

(d) The categories of admissible clearing members including the transparent
and non-discriminatory criteria for admission of such clearing members to
the clearing house;

(e) the making of rules, including rules that make provision for a quick and fair
method of settling disputes -

(i) between the clearing house and its clearing members; and
(ii) between clearing members;

(f) the expulsion, suspension, imposition of fines or disciplining of clearing
members for the failure to comply with the rules of the clearing house;

(g) provisions relating to class or the classes of securities that may be cleared
on its facilities;
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(h) provisions relating to the establishment and administration of a settlement
guarantee fund;

(i) provisions relating to the initiation of default proceedings if a clearing
member has failed, and risk management procedures applicable in case a
clearing member appears to be unable, or likely to become unable, to meet
its obligations; and

(j) the time for entering settlement orders into the settlement system and the
time when such orders become final and irrevocable.

(k) when the clearing house performs the functions of a central counterparty,
the rules shall provide for the time of counterparty substitution in the
netting arrangements, finality of settlement and any other duties and
functions relevant to a central counterparty;

(I) the default rules to facilitate the uninterrupted services of the clearing house
where the clearing house suffers losses caused by the default of a clearing
member or any other circumstances that threatens the solvency of a clearing
house; and

(m) the governing of collateral including the depositing and efficient creation
and realization of collateral in the event of default or bankruptcy of a clearing
member.

(7) Where the Commission is satisfied that it is appropriate to do so in the public
interest or for the proper regulation of a clearing house, it may, grant a license to the
applicant to establish or operate a clearing house subject to such terms and conditions as
the Commission thinks fit.

(8) The Commission, may amend, revoke or impose new terms and conditions, if the
Commission is satisfied that it is appropriate to do so for public interest, or for the proper
regulation of a clearing house.

Duties of a Clearing House
34.(1) A clearing house shall -

(a) as far as is reasonably practicable, operate a safe, efficient and effective
clearing facility;

(b) manage any risks associated with its business and operations prudently;
and
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(c) act in the public interest having particular regard to the need for the

protection of investors.

(2) Notwithstanding any other law, a director of a clearing house has a duty to act at
all times in the public interest having particular regard to mitigation of systemic risk and
where there is a conflict between this duty and a director’s duty under any other law the
duty under this act shall prevail.

(3) A clearing house shall at all times:

(@)

(b)

(©)

(d)

(e)

)

have robust governance arrangements, which include a clear organisational
structure with well-defined, transparent and consistent lines of
responsibility, effective processes to identify, manage, monitor and report
the risks to which it is or might be exposed, and adequate internal control
mechanisms, including sound administrative and accounting procedures.

adopt policies and procedures which are sufficiently effective so as to
ensure compliance with this Act, Rules and Regulations made under the Act.

maintain and operate an organizational structure that ensures continuity
and orderly functioning in the performance of its services and activities, and
shall employ appropriate and proportionate systems, resources and
procedures.

maintain a clear separation between the reporting lines for risk
management and those for the other operations of the clearing house.

maintain information technology systems adequate to deal with the
complexity, variety and type of services and activities performed so as to
ensure high standards of security and the integrity and confidentiality of the
information maintained.

make its governance arrangements, the rules governing the clearing house,
and its admission criteria for clearing membership, available to the public
free of charge.

Cancellation of license held by a clearing house

35.(1) The Commission may by notice in writing —

(a) cancel the license granted under section 33 to a clearing house with effect

from the date specified in the notice; or
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(b) direct the clearing house to cease to provide or operate, or to cease to
provide such services, as are specified in the notice, with effect from the
date specified in the notice.

(2) The Commission shall not cancel a license or issue directives under subsection (1)
unless the Commission is satisfied that it is appropriate to do so for the protection of
investors or in the public interest or for the proper regulation of the clearing and
settlement of transactions in securities, where any of the following circumstances occur:

(a) the clearing house ceases to provide clearing facilities;

(b) the clearing house is being wound up or otherwise dissolved, whether
within Sri Lanka or elsewhere;

(c) the clearing house has contravened any term or condition of its license or
is charged with any offence under this Act;

(d) the clearing house has failed to comply with a condition, requirement or
directive that is issued under this Act;

(e) any information provided for the purposes of section 33 was false or
misleading in a material particular or from which there is a material
omission;

(f) a judgment debt against the clearing house has not been satisfied in whole
or in part;

(g) a receiver, a receiver and manager, liquidator or an equivalent person has
been appointed, whether within Sri Lanka or elsewhere, in relation to or in
respect of any property of the clearing house;

(h) the clearing house has, whether within Sri Lanka or elsewhere, entered into
a compromise or scheme of arrangement with its creditors, being a
compromise or scheme of arrangement that is still in operation; or

(i) the clearing house has on its own accord applied to the Commission to
cancel the license granted to it and the Commission thinks it fit to do so.

(3) For the purposes of paragraph (2)(a), the clearing house shall be deemed to have
ceased to provide clearing facilities if it has ceased to provide such facilities for a period
of two weeks unless it has obtained the prior approval of the Commission to do so.

(4) Notwithstanding the cancellation of a license or the issuance of a directive under
subsection (1), the Commission may permit the clearing house to continue, on or after
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the date on which the cancellation or directive is to take effect, to carry on such activities
affected by the cancellation or directive as the Commission may specify in the notice for
the purpose of —

(a) closing down the operations of the clearing house or ceasing to provide the
services specified in the notice; or

(b) protecting the investors or the public interest.

(5) Where the Commission acts under subsection (1) of this section, the Commission
may, where it deems necessary, appoint an interim Board of Directors for a period of six
months and be extended for a period of one year to manage the affairs of the clearing
house until a new board of directors is appointed.

(6) Where the Commission has granted permission to a clearing house under
subsection (4), the clearing house shall not, by reason of its carrying on the activities in
accordance with such permission, be regarded as having contravened subsection (1).

(7) The Commission shall not take any action under subsection (1) without giving the
clearing house an opportunity to be heard.

(8) A clearing house which is aggrieved by the decision of the Commission made
under subsection (1) of this section may, within 14 days after the clearing house is
notified of the decision, appeal to the Minister.

(9) Notwithstanding the lodging of an appeal under subsection (7), any action taken
by the Commission under this section shall continue to have effect pending the decision
of the Minister.

(10) The Commission shall give public notice of any cancellation of license or
directive issued under this section.

Effect of cancellation of license to a Clearing House
36. Any cancellation of issued license or directive shall not operate so as to —

(a) avoid or affect any agreement, transaction or arrangement entered into
through the clearing house whether the agreement, transaction or
arrangement was entered into before, or where section 35 applies, after
the withdrawal of the license or issuance of the directive under section 35;
or

(b) affect any right, obligation or liability arising under such agreement,
transaction or arrangement.
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Default rules

37. A clearing house shall, for the purpose of risk management, initiate default
proceedings under default rules if a clearing member is unable or likely to become unable
to meet the obligations in respect of all or any unsettled market contracts to which the
clearing member is a party.

Default proceedings of a clearing house to take precedence

38.(1) Any default proceedings initiated by the clearing house shall take precedence
over any other legal proceedings relating to the distribution of assets of a person relating
to insolvency, bankruptcy or winding up subject to the terms and conditions set out in the
following instruments —

(@) a market contract;

(b) the rules of a clearing house relating to the settlement of a market contract;

(c) any proceedings or other action taken under the rules of a clearing house
relating to the settlement of a market contract;

(d) a market charge;

(e) market collateral;

(f) the default rules of a clearing house; or

(g) any default proceedings.

(2) Subject to subsection (1) the powers of a relevant office-holder under the
Companies Act, No.07 of 2007 shall not be exercised in such a way as to prevent or
interfere with -

(a) the settlement of a market contract in accordance with the rules of a
clearing house; or
(b) any default proceedings.

Duty to report on completion of default proceedings

39.(1) Upon completion of any default proceedings, a clearing house shall provide a
report in respect of each defaulter to those enumerated in subsection (2) in respect of
the following -

(a) the net sum, if any, certified by the clearing house to be payable by or to the
defaulter;

(b) the fact that no sum is so payable; and

(c) the clearing house may include in that report such other particulars in respect of
such default proceedings as it thinks fit.
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(2) The report prepared under sub-section (1) shall be provided forthwith -
(a) to the Commission;

(b) to the relevant office-holder acting for the defaulter to whom the report
relates or that defaulter’s estate; or

(c) when there is no relevant office —holder referred to in paragraph (b), to the
defaulter to whom the report relates.

(3) Where the Commission receives a report pursuant to sub-section (2) in relation to
sub-section (1), it may publish a notice to bring it to the attention of creditors of the
defaulter to whom the report relates.

(4) Where a relevant office-holder or defaulter receives a report pursuant to sub-
section (1), he shall, at the request of any of his creditors-

(a) make the report available for inspection by the creditor within two days from
the receipt of such request; or

(b) on payment of a relevant fee as determined by the relevant office holder or the
defaulter, supply to the creditor all or any part of that report as requested.

(5) In sub-section (2), (3) and (4), a report includes a copy of a report.
Net sum payable on completion of default proceedings

40.(1) Upon the completion of default proceedings, the net sum certified under
subsection 39(1)(a) by a clearing house be payable by or to the defaulter.

(2) Notwithstanding any provision of the Companies Act, No.07 of 2007, where an
order for receiving or winding up has been made or a resolution for voluntary winding up
has been passed, the net sum referred to in subsection (1) shall be taken into account in
relation to winding up proceedings under the Companies Act, No. 07 of 2007.

Clearing Member to be party to certain transactions as principal

41. A clearing member who enters into any transaction (including a market contract)
with a clearing house would be a party to that transaction as agent but for this section,
shall for all purposes (including any civil action, claim or demand) be deemed to be a
party to that transaction as principal and not as agent, notwithstanding any provision in
any other law.
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Securities delivered to a clearing house

42. Notwithstanding any provision in any other law, where securities are delivered in
settlement of a market contract or provided as market collateral or under a market
charge to a clearing house by a clearing member in accordance with the rules of the
clearing house, no civil action, claim or demand, in respect of any right, title or interest in
securities delivered to a clearing house shall be commenced or allowed, against the
clearing house.

Application of collateral subject to a market charge

43. The Clearing house shall be entitled to execute the collateral subject to a market
contract or market charge in accordance with the procedure specified 