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Corporate Governance

Reports of 
Directors

Good corporate governance is a 

mechanism that seeks to align the 

interests of a wide range of stakeholders 

of the institution. It contributes to 

sustainable growth by enhancing 

access to outside sources of capital. 

DFCC Bank practices high standards 

of corporate governance based on the 

OECD principles of good governance. 

Some of the key corporate governance 

practices of DFCC Bank are given in 

this Report. It is followed by specific 

disclosures relating to the status 

of compliance with the mandatory 

requirements of Direction No. 12 of 2007 

of the Central Bank of Sri Lanka (as 

amended) and Section 7.10 of the Listing 

Rules of the Colombo Stock Exchange 

relating to corporate governance.

Shareholder Rights

Basic rights of shareholders include 

(a) the ability to transfer shares freely, 

(b) to have access to financial and other 

relevant information about the entity on 

a regular and timely basis, (c) the ability 

to effectively participate in shareholder 

meetings, (d) appoint Directors and 

Auditors and (e) equitable treatment 

relating to the type of shares owned. 

The shares of DFCC Bank can be freely 

transferred through the Colombo Stock 

Exchange subject to the aggregate 

limits imposed by the DFCC Bank Act 

and Banking Act. The Board approved 

Corporate Communications Policy 

ensures that information relating to the 

financial performance and the progress 

of the Bank is made available to 

shareholders through timely disclosure 

made to the Colombo Stock Exchange 

(CSE). The Annual Report contains a 

comprehensive review of performance 

as well as other information of relevance 

to the various stakeholders apart from 

reporting on the financial condition of 

the Bank. Important information is also 

given publicity through the media and in 

the Bank’s website. 

The Bank has procedures to promptly 

disseminate price sensitive information to 

the CSE as required by the listing rules. 

In instances where this is not possible, 

the Head of Compliance advises closed 

periods for the trading in the Bank’s 

shares by employees and Directors. As a 

general rule, the period commencing two 

weeks after the end of each quarter up 

until three market days after the financial 

information is released, is treated as 

closed periods. Procedures are in place 

to monitor any violations.

The Annual General Meeting of DFCC 

Bank is held within a period of one 

year from the date of the previous 

meeting, giving adequate notice in 

terms of the Regulations. The Annual 

Report and Notice of Meeting are sent 

to all shareholders in order to enable 

effective shareholder participation at 

the meeting. Shareholders have the 

opportunity to obtain the Annual Report 

as an electronic or printed document. 

Extraordinary General Meetings are 

summoned from time to time to seek 

approval of shareholders on matters that 

require such approval.

The Bank shares a reasonable portion 

of its profit with shareholders in the form 

of a dividend while retaining the balance 

to support its growth and development. 

The Bank treats all its shareholders 

equally on the basis of one vote per 

ordinary share. The Bank has not issued 

any non-voting ordinary shares or 

preference shares.
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Disclosures on Corporate 
Governance Made in 
Terms of Provisions of 
Direction 12 of 2007 of 
The Central Bank of  
Sri Lanka

(1)  Bank's Adherence with the 
Corporate Governance Rules 
as Required by Section 3 (8) 
of the Banking Act Direction 
No. 12 of 2007 Issued by the 
Central Bank of Sri Lanka 
Corporate Governance 
Disclosure Requirements 

(i)  The Board shall ensure that: 

Annual audited financial statements 

and quarterly financial statements are 

prepared and published in accordance 

with the formats prescribed by the 

supervisory and regulatory authorities 

and applicable accounting standards; 

and such statements are published in 

the newspaper in an abridged form, in 

Sinhala, Tamil and English 

Status: Complied with. 

(ii)  The Board shall ensure that the 
following minimum disclosures are 
made in the Annual Report: 

(a)	A statement to the effect that the 
annual audited financial statements 
have been prepared in line with 
applicable accounting standards and 
regulatory requirements, inclusive of 
specific disclosures. 

	 Status: Complied with. Please 
refer 'Statement of Directors' 
Responsibility' on page 62 of this 
Annual Report. 

(b)	A report by the Board on the Bank's 
internal control mechanism that 
confirms that the financial reporting 
system has been designed to provide 
reasonable assurance regarding 
the reliability of financial reporting, 
and that the preparation of financial 
statements for external purposes 
has been done in accordance with 
relevant accounting principles and 
regulatory requirements. 

	 Status: Complied with. Please 
refer 'Statement of Directors' 
Responsibility' on page 62 of this 
Annual Report. 

(c)	The External Auditors' Certification 
on the effectiveness of the internal 
control mechanism , in respect 
of any statements prepared or 
published after December 31, 2008.

	 Status: The External Auditor has 
advised its inability to provide a 
statement for publication in the 
absence of a framework published 
by a competent authority on which 
such certification can be based. The 
Institute of Chartered Accountants 
of Sri Lanka is in the process of 
preparing such a framework which 
is expected to be finalised later 
in 2010. As such, it has not been 
possible for the Bank to comply with 
this requirement in respect of the 
reporting year. 

(d)	Details of Directors, including names, 
fitness and propriety, transactions 
with the Bank and the total of fees/
remuneration paid by the Bank.

	 Status: Complied with. Please refer 
to pages 96 and Notes 18 to the 
financial statements and Section 2 
(c) of this Report.

(e)	Total net accommodation as defined 
in 3 (7) (iii) of the Direction, granted 
to each category of related parties. 
The net accommodation granted to 
each category of related parties be 
disclosed as a percentage of the 
Bank's regulatory capital. 

	 Status: Complied with. Please refer 
Note 61 to the financial statements 
on 'Related Party Disclosures' in this 
Annual Report. 

(f)	 The aggregate values of 
remuneration paid by the Bank to its 
key management personnel and the 
aggregate values of the transactions 
of the Bank with its key management 
personnel, set out by broad 
categories such as remuneration 
paid, accommodation granted and 
deposits or investments made  
in the Bank. 

	 Status: Complied with. Please refer 
Note 61 to the financial statements 
on 'Related Party Disclosures’ in this 
Annual Report. 

(g)	The External Auditor’s Certification of 
the compliance with these Directions 
in the annual corporate governance 
reports published after 01 January 
2010.

	 Status: The External Auditor has 
advised its inability to provide a 
statement for publication in the 
absence of a framework published 
by a competent authority on which 
such certification can be based. The 
Institute of Chartered Accountants 
of Sri Lanka is in the process of 
preparing such a framework which 
is expected to be finalised later 
in 2010. As such, it has not been 
possible for the Bank to comply with 
this requirement in respect of the 
reporting year. 

(h)	A report setting out details of 
the compliance with prudential 
requirements, regulations, laws and 
internal control and measures taken to 
rectify any material non-compliance. 

	 Status: There were no material non-
compliance that has led to the breach 
of any prudential requirement.  

	 A Direction issued by the Central 
Bank to reduce the shareholding in 
Commercial Bank of Ceylon PLC to 
15% before 23 October 2008 has 
not yet been complied with but the 
consequential provisions limiting the 
Bank’s voting rights to 10% until the 
shareholding is reduced has been 
complied with. 

	 The Statement of Directors’ 
Responsibility on page 62 of this 
Annual Report provided further 
details on compliance measures. 
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(i)	 A statement of the regulatory and 
supervisory concerns on lapses in 
the Bank’s risk management, or non-
compliance with these Directions 
that have been pointed out by the 
Director of Bank Supervision, if so 
directed by the Monetary Board to be 
disclosed to the public, together with 
the measures taken by the Bank to 
address such concerns. 

	 Status: The Monetary Board has  
not issued any specific directions to 
the Bank.

(2)  Annual Corporate 
Governance Report to be 
Published in the Annual 
Report as required by 
Direction 3 (1) (xvi) of the 
Banking Act Directions  
No. 12 of 2007 

(a)  Responsibilities of the Board 

The Board has taken necessary steps 

to ensure the safety and soundness 

of the Bank, and its continuing capital 

adequacy as required by the Direction.

Committee Main Board Audit Committee Human Resources 
& Remuneration 

Committee

Nomination 
Committee

Integrated Risk 
Management 
Committee

Name of Director Eligible to
 attend

Attended Eligible to
 attend

Attended Eligible to 
attend

Attended Eligible to
 attend

Attended Eligible to
 attend

Attended

Mr J M S Brito 13 13 5 5 4 4 5 5

Mrs S Cooray
(resigned w.e.f. Dec. 2009)

9 6 3 3

Mr A N Fonseka 13 13

Mr A Jayaratne 13 12 9 9

Mr S N P Palihena 13 12 9 8 5 4

Mr C P R Perera 13 13 5 5 4 4

Mr D S Weerakkody 13 12 9 9 5 5 4 4

Mr A S Abeyewardene 9 9 2 2

Mr T K Bandaranayake** 7 6 9 9

Dr Mrs A D N de Zoysa 4 4

Mr G K Dayasri 1 1

*	 The Credit Committee approves papers by circulation

**	 Alternate Director to Mr T Caglayan - Mr. Caglayan participated at 02 meetings by teleconference.

Mr J M S Brito is the non-executive 

Chairman and Mr A N Fonseka is 

the Chief Executive Officer and their 

functions and responsibilities have been 

clearly defined by the Board. 

The Board meets regularly, generally 

once a month. During the year, there 

were 13 meetings with the active 

participation, in person, or by an 

alternate, by all members of the Board. 

During the year, all the Directors 

attended, either in person or through 

an alternate, over 90% of meetings that 

were held. The schedule for regular 

meetings is set at the beginning of the 

year and any changes to the schedule 

are agreed well in advance. The 

attendance of Directors at Board and 

Sub-committee meetings are given in 

the Table below:

Audit  
Committee

Human 
Resources &
Remuneration  
Committee

Nominations 
Committee

Integrated  
Risk Management  
Committee

Board 
Sub-committees

Credit  
Committee*
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Any Director may propose matters 

to be included in the agenda under 

the relevant subjects or under any 

other business. The Board papers 

are dispatched in advance prior to the 

regular Board Meetings and depending 

on the urgency, maximum possible 

notice is given for special meetings. The 

Board has an agreed procedure in place 

for Directors to seek independent advice 

if they so require.

Mr T Wijemanna, Attorney-at- Law 

functions as the Secretary to the 

Board. The Secretary complies with the 

requirements imposed by the Direction 

aforesaid, under the supervision and the 

guidance of the Board. The Secretary 

attends the Board meetings and 

prepares the minutes for the approval 

of the Board of Directors. The Directors 

have access to him to clarify any 

matters of importance.

The minutes are kept under the 

custody of the Secretary. The minutes 

are recorded in sufficient detail, cross 

referring to the circular containing the 

data and information used by the Board 

in its deliberations, all related matters 

considered by the Board, key points 

of the discussions, recommendations 

and clarifications provided by the Chief 

Executive Officer and other relevant 

officers and the final decisions of the 

Board. Any interest disclosed by a 

Director and any dissenting view is 

always recorded in the minutes. The 

Directors do not participate in the 

decision making process on matters, in 

which they have an interest and avoid 

conflicts of interests in their activities 

with the Bank. Any decision on an 

issue in which any one Director has an 

interest requires the unanimous consent 

of all the other Directors. 

The Board has put in place systems 

and controls to facilitate the effective 

discharge of Board functions. The Board 

has also put in place effective systems 

to secure the integrity of information, 

internal controls and risk management. 

The Board has specified the subjects 

and matters that are reserved for 

decisions by the Board. 

The Directors also assessed the Board's 

overall performance at the end of the 

year and have concluded that the 

Board responsibilities are satisfactorily 

discharged. 

(b)  Board's Composition 

There are currently nine Directors on 

the Board, whose names and bio data 

are given in the Annual Report. All the 

Directors have the necessary skills and 

experience to direct and lead the Bank. 

The Chairman, J M S Brito is not an 

independent director in terms of the 

Direction because he is the Chairman 

of the subsidiary, DFCC Vardhana 

Bank Ltd. Mr S N P Palihena, who is an 

Independent Director was designated 

Senior Director on the retirement of 

the previous incumbent Mr A M de 

S Jayaratne. The other Independent 

Directors in terms of the criteria 

specified in Section 3 (2) (iv) of the 

Direction are Messrs C P R Perera,  

A M Abeyewardene, G K Dayasri and  

T Caglayan. 

New appointments and re-election of 

Directors to the Board are considered 

and recommended by the Nomination 

Committee and based on such 

recommendations, final decisions on 

suitability, fitness and propriety are made 

by the Board. All Directors appointed 

to the Board, other than the Chief 

Executive Officer (Ex-officio Director) 

and Government Director are subject to 

re-election by shareholders at the first 

general meeting after their appointment. 

The Board promptly announces 

resignations of Directors and the reasons 

for such resignations. No Director or an 

employee of another Bank, other than 

the subsidiary, DFCC Vardhana Bank or 

associate company, Commercial Bank of 

Ceylon PLC was a Director of the Bank 

during the reporting period. 

(c)  Fitness and Propriety of Directors 

The provisions of Section 42 of the 

Banking Act No. 30 of 1988 and the 

criteria set out in Direction No. 12 of 

2007, as amended, have been applied 

to determine the fitness and propriety of 

the Directors. The Board is of the view 

that each and every Director is a fit and 

proper person to serve as a Director 

of the Bank. No Director is over the 

age of 70 years. The only Director who 

is in office by virtue of the transitional 

provisions relating to Directors who  

have served more than 9 years is  

Mr T Caglayan who is retiring at the 

Annual General Meeting to be held on 

30 June 2010.

 
(d)  Delegation of Authority  
by the Board 

The Board is empowered by the 

DFCC Bank Act and the Regulations 

thereunder to delegate to the Chief 

Executive Officer and Executive 

Committees, any of the powers vested 

with the Board, subject to any condition 

the Board may impose. The Chief 

Executive Officer shall have powers, 

within the limitations applicable, to 

delegate such office/powers as he may 

think necessary, for the management 
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and smooth operation of the Bank. The 

delegation of powers of the Board are 

subject to the general laws, regulations 

and Directions applicable to the 

Bank. To ensure that the delegation 

of authority would not in any way 

reduce the Board's ability to discharge 

its functions fully and effectively, 

such delegated powers are reviewed 

periodically by the Board and/or the 

Board Integrated Risk Management 

Committee and changes effected  

where appropriate. 

(e)  Chairman and Chief  
Executive Officer 

Mr J M S Brito, is the Chairman of 

the Bank and Mr A N Fonseka is the 

Chief Executive Officer. There are 

no relationships, including financial, 

business, family any other material/

relevant relationship between the 

Chairman and the Chief Executive 

Officer, other than both being Directors 

of the subsidiary, DFCC Vardhana 

Bank. Similarly, no close relationships 

as stipulated in the Banking Act exist 

among the other members of the Board. 

The Chairman provides leadership to 

the Board by ensuring that the Board 

functions effectively and facilitates the 

effective discharge of Board functions. 

He stimulates discussion on matters 

considered by the Board and invites 

views and comments from all Directors. 

The Agenda for each Board Meeting 

is finalised by the Secretary under the 

direction of the Chief Executive Officer 

and the Chairman. 

The Secretary ensures that the Directors 

receive adequate information in a 

timely manner to prepare for Board 

meetings. On urgent matters, every 

effort is made to provide the information 

as early as possible. The Board papers 

are prepared by employees to provide 

adequate information to the Board to 

deliberate on all key issues concerning 

the Bank. 

All the Directors bring their independent 

judgment to bear on Board deliberations. 

The Chairman takes action to ensure 

that the Board acts in the best interests 

of the Bank. 

The Chairman presides at General 

Meetings of shareholders. Shareholders 

are given the opportunity to seek 

clarification on matters under 

consideration. 

The Chief Executive Officer is 

responsible for the implementation 

of strategy and for the day-to-day 

management of the Bank. The 

Chairman does not directly supervise 

any key management personnel or other 

executive officers. The Board monitors 

progress through reports submitted to it 

as well as periodic interaction with key 

management personnel.

(f)  Board Committees 

The following sub-committees have 

been appointed by the Board in terms 

of the requirements of Section 3 (6) of 

Direction No. 12 of 2007 requiring each 

such committee to report to the Board: 

Board Audit Committee 

Board Human Resources  

   and Remuneration Committee

Board Nominations Committee 

Board Integrated Risk  

   Management Committee

Each of these sub-committees have as 

their mandate, the matters specified in 

Section 3 (6) of Direction No. 12 of 2007 

and any additional matters set out in their 

specific charters where applicable.

The minutes of sub-committee meetings 

are tabled at Board meetings. The  

sub-committee reports have been 

published in this Annual Report. 

The Credit Committee is another 

permanent sub-committee of the  

Board. They have the authority to 

approve restructuring of credit, waivers 

and write-offs beyond the authority 

delegated to the Executive Credit 

Committee and CEO. Approval of new 

credit facilities above the delegated 

authority is handled by the Board.

Sub-committees other than the 

permanent sub-committees are 

appointed from time to time as and when 

necessary to deal with specific matters.

(g)  Related Party Transactions 

Suitable mechanisms are in place to 

capture related party transactions. The 

Directors and other key management 

personnel make declarations identifying 

related parties and take due steps to 

avoid any conflicts of interest referred 

to in the Direction. Related party 

transactions, when undertaken, are 

carried out on an arm’s length basis 

without any special benefit to the related 

party. Key management personnel (but 

not the Chief Executive Officer) may 

participate in approved loan schemes 

available to employees. 

Corporate Governance  |



DFCC Bank  Annual Report 2009/10

30

Disclosure on Bank's 
Adherence with the 
Corporate Governance 
Rules as Required 
by Section 7.10 of 
the Listing Rules of 
The Colombo Stock 
Exchange (Corporate 
Governance Rules) 

(1)  Directors 
Non-Executive Directors 

(a)  The Board of Directors of a listed 

company shall include at least, two Non-

Executive Directors; or such number of 

Non-Executive Directors equivalent to 

one third of the total number of Directors 

whichever is higher.

(b)  The total number of Directors is to 

be calculated based on the number as 

at the conclusion of the immediately 

preceding Annual General Meeting. 

(c)  Any change occurring to this ratio 

shall be rectified within ninety (90) days 

from the date of the change. 

Status: Complied with. All Directors 

other than the Chief Executive are  

Non-Executive Directors.

Independent Directors 

(a)  Where the constitution of the 

Board of Directors includes only two 

Non-Executive Directors as mentioned 

above, both such Non-Executive 

Directors shall be 'independent'. In all 

other instances two or 1/3 of Non-

Executive Directors appointed to the 

Board of Directors, whichever is higher 

shall be 'independent'. 

Status: Complied with. 

(b) The Board shall require each Non-

Executive Director to submit a signed 

and dated declaration annually of his/

her independence or non-independence 

against the criteria specified in the Code. 

Status: Complied with. 

Disclosures Relating to Directors 

(a)  The Board shall make a 

determination annually as to the 

independence or non-independence 

of each Non-Executive Director 

based on such declaration and other 

information available to the Board and 

shall set out in the Annual Report the 

names of Directors determined to be 

'independent'. 

Status: Complied with. Messrs J M S 

Brito, A S Abeyewardene, C P R Perera, 

S N P Palihena, G K Dayasri and  

D S Weerakkody meet all the specified 

criteria and have been determined by 

the Board to be independent. [Note: The 

criteria specified for independence of 

Directors in Direction No. 12 of 2007 of 

the Central Bank and Section 7.10 of 

the Listing Rules of the Colombo Stock 

Exchange are different].

(b)  In the event a Director does not 

qualify as 'independent' against any of 

the criteria set out in clause 7.10.4, but 

if the Board, taking into account all the 

circumstances, is of the opinion that the 

Director is nevertheless 'independent' 

the Board shall specify the criteria not 

met and the basis for its determination in 

the Annual Report. 

Status: In view of more than the 

minimum number of Directors required 

being independent, the Board has 

not made a determination on the 

independence of Directors who have not 

met all the specified criteria. 

(c)  In addition to disclosures relating 

to the independence of a Director set 

out above, the Board shall publish in its 

Annual Report a brief resume of each 

Director which includes information 

on the nature of his/her expertise in 

relevant functional areas. 

Status: Complied with. Please refer 

pages 12 to 15 of this Annual Report. 

(d)  Upon appointment of a new Director 

to its Board, the Company shall forthwith 

provide to the Colombo Stock Exchange 

a brief resume of such Director for 

dissemination to the public. Such 

resume shall include information on the 

matters itemised in paragraphs (a), (b) 

and (c) above. 

Status: Complied with.  

 

(2)  Remuneration Committee 
A listed company shall have a 

Remuneration Committee in conformity 

with the following requirements: 

Composition 

The Remuneration Committee shall 

comprise a minimum of: 

(i)  Two Independent Non-Executive 

Directors (in instances where a 

company has only two Directors on its 

Board); or 

(ii)  Non-Executive Directors a majority 

of whom shall be independent, 

whichever shall be higher. 

Status: Complied with. 

In a situation where both the parent 

company and the subsidiary are listed 

companies the Remuneration Committee 

of the parent company may be permitted 

to function as the Remuneration 

Committee of the subsidiary. 

However, if the parent company is not a 

listed company, then the Remuneration 

Committee of the parent company is not 

permitted to act as the Remuneration 

Committee of the subsidiary. The 

subsidiary should have a separate 

Remuneration Committee. 

Status: Does not apply. DFCC Bank is 

not a subsidiary of any other company. 

One Non-Executive Director shall 

be appointed as Chairman of the 

Committee by the Board of Directors. 

Status: Complied with. 
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Functions 

The Remuneration Committee shall 

recommend the remuneration payable 

to the Executive Directors and the Chief 

Executive Officer of the listed company 

and/or equivalent position thereof, to 

the Board of the listed company, which 

will make the final determination upon 

consideration of such recommendations. 

Status: Complied with. 

Disclosures 

The Annual Report should set out the 

names of Directors (or persons in the 

parent company's committee in the case 

of a Group company) comprising the 

Remuneration Committee, contain a 

statement of the remuneration policy and 

set out the aggregate remuneration paid 

to Executive and Non-Executive Directors. 

The term 'remuneration' shall make 

reference to cash and all non-cash 

benefits whatsoever received in 

consideration of employment with the 

listed company (excluding statutory 

entitlements such as contribution 

to Employees' Provident Fund and 

Employees' Trust Fund). 

Status: Complied with. 

(3)  Audit Committee 
A listed company shall have an Audit 

Committee in conformity with the 

following requirements: 

Composition 

The Audit Committee shall comprise a 

minimum of: 

(i)  Two independent Non-Executive 

Directors (in instances where a 

company has only two Directors on its 

Board); or 

(ii)  Non-Executive Directors a majority 

of whom shall be independent, 

whichever shall be higher. 

Bank's Response: Complied with.

 

In a situation where both the parent 

company and the subsidiary are 'listed 

companies', the Audit Committee of 

the parent company may function as 

the Audit Committee of the subsidiary. 

However, if the parent company is 

not a listed company, then the Audit 

Committee of the parent company is not 

permitted to act as the Audit Committee 

of the subsidiary. The subsidiary should 

have a separate Audit Committee. 

Status: Does not arise. 

One Non-Executive Director shall 

be appointed as Chairman of the 

Committee by the Board of Directors. 

Status: Complied with. 

Unless otherwise determined by the 

Audit Committee, the Chief Executive 

Officer and the Chief Financial Officer 

of the listed company shall attend Audit 

Committee meetings. 

Status: Complied with. 

The Chairman or one member of the 

Committee should be a member of a 

recognised professional accounting body. 

Status: Complied with. 

Functions 

Shall include - 

(i) Oversight of the preparation, 

presentation and adequacy of 

disclosures in the Financial Statements 

of a listed company, in accordance with 

the Sri Lanka Accounting Standards. 

Status: Complied with. 

(ii) Oversight of the company's 

compliance with financial reporting 

requirements, information requirements 

of the Companies Act and other relevant 

financial reporting, related regulations 

and requirements. 

Status: Complied with. 

(iii) Oversight over the processes to 

ensure that the Company's internal 

controls and risk management are 

adequate, to meet the requirements of 

the Sri Lanka Auditing Standards. 

Status: Complied with. 

(iv) Assessment of the independence 

and performance of the company's 

External Auditors. 

Status: Complied with. 

(v) To make recommendations to 

the Board pertaining to appointment, 

reappointment and removal of 

External Auditors and to approve the 

remuneration and terms of engagement 

of the External Auditors.

Status: Complied with. 

Disclosures 

The names of the Directors (or persons 

in the parent company's committee 

in the case of a Group company) 

comprising the Audit Committee should 

be disclosed in the Annual Report. 

Status: Complied with. 

The Committee shall make a 

determination of the independence of the 

Auditors and shall disclose the basis for 

such determination in the Annual Report. 

Status: Complied with. 

The Annual Report shall contain a report 

by the Audit Committee, setting out the 

manner of compliance by the Company 

in relation to the above, during the period 

to which the Annual Report relates. 

Status: Complied with. 

Corporate Governance  |




