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DEFINITIONS AND INTERPRETATION DEFINITIONS  

  

When used herein, the following expressions shall, unless the context otherwise requires, bear 

the following meanings:  

  

Application Systems  : shall mean the Back Office System, Order 

Management System and any other third-party 

application platforms utilized by a Trading 

Participant. 

 

ATS  : means the Automated Trading System of the CSE.  

    

Back Office System (BOS) :  shall mean a computer application integrated with 

the Order Management System to facilitate the back 

office operations of a Trading Participant, including 

accounting and general ledger maintenance, client 

trading information, client profile management, client 

portfolio management, management which 

conforms to the Gateway and Application Program 

Interface (API) Specifications issued by the CSE. 

 

Board of Directors  : means Board of Directors of the CSE.  

    

CBSL  : means the Central Bank of Sri Lanka.  

    

CSE Group  : means the Colombo Stock Exchange and its 

subsidiaries.  

    

CDS  : means the Central Depository Systems (Pvt.) Limited.  

    

Cleared Funds : means funds that are realized and available for 

drawing in the respective settlement bank. 

  

Client  : means a Client as defined in the SEC Act.  

    

Controller : means a Controller as defined in the SEC Act. 

 

CSE  : means the Colombo Stock Exchange.  

  

Gateway and Application    

Program Interface (API)   

Specifications 

 

: shall mean the set of documented technical 

requirements issued by the CSE in relation to the 

Order Management and Back Office systems. 

 

In writing  : means letters, words, or numbers or their equivalent, 

set down by handwriting, typewriting, printing, 

photostatting, photographing, magnetic impulse, 

mechanical or electronic recording or other form of 

data compilation.  
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Listed Entity  : means a Listed Public Company as defined in the 
SEC Act and which is listed on the CSE.  

  

Market Contract   : means a Market Contract as defined in the SEC Act.  

    

Market Day  :  means any day on which the CSE is open for trading.  

    

Margin Provider : means a Margin Provider as defined in the SEC Act. 

  

Margin Trading : means a Margin Trading facility as defined in SEC 

Rules applicable for Margin Providers. 

  

Order Management System : means a computer application used for submitting 
trading orders, which conforms to the Gateway and 
Application Program Interface (API) Specifications 
and any other specifications determined by the CSE 
and communicated to the Trading Participants from 
time to time. 

  

Pending Buy Trades  : means any Market Contract for purchase of securities 

which has been executed and is pending settlement.  

    

Pending Sell Trades  : means any Market Contract for sale of securities 

which has been executed and is pending settlement.  

    

Rules  :  mean these Trading Participant Rules of the CSE and 

any amendments made thereto from time to time.  

    

SEC  
:  means the Securities and Exchange Commission of 

Sri Lanka established under the SEC Act.  

    

Settlement Date  :  means the date on which the settlement of a Market 

Contract shall take place in accordance with the 

Clearing House Rules of the CDS.  

 

Securities  : mean Securities as defined in the SEC Act.  

    

SEC Act  

: means the Securities and Exchange Commission of 

Sri Lanka Act No, 19 of 2021 as may be amended 

from time to time.  

Stockbroker  
: means a Stockbroker as defined in the SEC Act and 

admitted as a Trading Participant of the CSE.  

    

Stock dealer  : means a Stock dealer as defined in the SEC Act and 

admitted as a Trading Participant of the CSE.  

    

 Third Party Application  

  Platforms 

:  Application platform/s operated by third-party service 

providers that are connected to the Order 

Management and Back Office Systems for 
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onboarding of clients, trading and settlement of 

trades on the CSE. 

 

Trade  : means a purchase or sale transaction of Securities 

executed on the CSE.  

    

Trade Day  : means in respect of a particular Trade, the Market 

Day on which the Trade is executed.  

    

  Trading Participant  

  

: means a Trading Participant as defined in the SEC 

Act and admitted as a Trading Participant by the 

CSE in terms of these Trading Participant Rules.  

 

  

  

 

 

INTERPRETATION  

  

Unless expressly provided to the contrary, the interpretation of these Rules shall be in 

conformity with the definitions set out above.  

  

Headings are provided for ease of reference only and shall not affect the interpretation or 

construction of the provisions of the Rules.  

  

The CSE shall be the authority in the interpretation of these Rules or any other matter 

connected thereto and such interpretation shall be binding on all parties.  

  

These Rules are intended to ensure the operation of a fair and orderly market in Securities; 

to provide for the admission of  Trading Participants that are of good character and high 

business integrity; to provide for the conduct of inquiries or investigations into the business 

conduct of its Trading Participants; the proper regulation and supervision of the business 

conduct of the Trading Participants when dealing with Clients; the termination, suspension or 

disciplining (including the imposition of fines) of a Trading Participant, or any person acting on 

behalf of such a Trading Participant, for conduct that is inconsistent with just and equitable 

principles in the transaction of business, or for failure to comply with these Rules; for the 

prohibition of market misconduct and the manner in which investigations are conducted; the 

appointment of a disciplinary committee to hear and determine disputes between Trading 

Participants and their Clients, between Trading Participants, or between Trading Participants 

and the CSE or CDS; and generally for the carrying on of the business of the CSE, with due 

regard to the need to protect investors and the public interest.  

  

The Rules stated herein may be amended from time to time by the CSE subject to the approval 

of the SEC in terms of the SEC Act.  

  

Any directive issued by the SEC in relation to matters set out in these Rules shall prevail over 

these Rules.  

  

These Rules shall prevail over any circulars, operational guidelines and procedures issued 

by the CSE in the event of a conflict between such provisions. 
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PART A - GENERAL RULES APPLICABLE TO TRADING PARTICIPANTS 

 

SECTION 1 

 

GENERAL 

 

1.1 INTRODUCTION 
 

The CSE was incorporated on 2nd of December 1985 as a Company Limited by 

Guarantee under the Companies Act No. 17 of 1982. 

 

The CSE is a Market Institution as defined in the SEC Act and licensed as a Stock 

Exchange by the SEC in terms of the said Act. 

 

These Rules may be cited as the Trading Participants Rules of the CSE and shall come 

into force on the 1st April 2023. 

 

1.2 APPLICATION OF THE RULES 
 

(1) These Rules shall: 
 

(a) be applicable to Trading Participants of the CSE, licensed by the SEC to 
operate as Stockbrokers and/or Stock dealers; and, 

 
(b) operate as a binding contract between CSE and each Trading Participant, 

and between the Trading Participants of the CSE. 

 
(2) Trading Participants shall ensure that all their directors, employees and agents 

comply with these Rules and shall be held liable for their acts and omissions in 
the event they violate these Rules.  

  

(3) Notwithstanding anything to the contrary, if the business operations of a 
Trading Participant are voluntarily inactivated by such Trading Participant in 
accordance with Section 15 of Part B of these Rules, such Trading Participant 
shall be required to comply with these Rules only to the extent stipulated in the 
said section during the period of inactivation. 

 
1.3 FAILURE OR DELAY TO NOT BE DEEMED A WAIVER 

 

No failure or delay by the CSE to exercise or enforce any rights conferred upon it by 

these Rules shall be deemed to be a waiver of any such rights or operate so as to bar 

the exercise or enforcement thereof at any subsequent time or times. 

 

1.4 CIRCULARS AND OPERATIONAL GUIDELINES/ PROCEDURES  

  The CSE may, from time to time, issue in writing to Trading Participants: 

 

(1) circulars to supplement or explain these Rules; and 
 

(2) operational guidelines and procedures for administrative purposes. 
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Circulars, operational guidelines and procedures issued by the CSE may be 

unilaterally issued, amended or revoked by the CSE and shall be effective on such 

date as specified by the CSE. 

 

1.5 LIMITATION OF LIABILITY 

  
The CSE, its successors and/or assignees, or its directors and employees shall not be 

liable to Trading Participants or its Agents for any loss or damage (including 

consequential or indirect loss or damage), however caused or arising, including but 

not limited to any loss or damage arising directly or indirectly from or in connection with 

the following: 

 

(1) any failure, error, delay, security breach or malfunction of the trading facilities 

operated by the CSE howsoever caused other than due to the negligence on 

the part of the CSE;   

 

(2) the access to, use of or inability to use the trading facilities operated by the 

CSE;  

 

(3) anything done (including any statement made) or omitted to be done in the 

course of, or in connection with the exercise of powers or duties or the 

discharge of the CSE's obligations under the Securities and Exchange 

Commission of Sri Lanka Act No.19 of 2021, any rules issued thereunder, the 

rules of the CSE or any other applicable law; 

 

(4) any breach or failure of any Trading Participant to comply with these Rules;  

 

(5) the insolvency or the acts or omissions of any of the Trading Participant;  

 

(6) the acts or omission of the CSE other than those acts or omissions caused due 

to the negligence of the CSE; 

 

(7) any failure, security breach, inoperability or malfunction of equipment, software 

or any other systems of a Trading Participant howsoever caused, or in respect 

of its installation, maintenance or removal;  

 

(8) the exercise of a decision-making or regulatory power or discretion under these 

Rules;  

 

(9) any virus or other destructive, malicious, or corrupting program, code, agent, 

script or macro;  

 

(10) the originality, accuracy, adequacy, timeliness or completeness of the 

settlement system or any content, information, materials, images, sounds, 

graphics, video and other materials displayed therein or any functionalities or 

applications, programs or services provided therein;  

 

(11) any information transmitted or received by or on behalf of the CSE or a Trading 
Participant including through the trading system/s, or the interception of or 
access to such information by unauthorized persons. 
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1.6 DISCLOSURE OF INFORMATION BY THE CSE  
 

 The CSE is permitted to disclose information pertaining to a Trading Participant or a 

Client of such Trading Participant under the following circumstances: 
 

 (1) where the CSE is directed to do so by the SEC in terms of the SEC Act; 
 

 (2) where the CSE is required by any law of Sri Lanka to make such disclosure; 
 

(3) to the Central Depository and/or Clearing House of the CDS, where the CSE is 

of the view that disclosure of such information is required to carry out the 

functions of the Central Depository and/or Clearing House of the CDS; 
 

 (4) to a Company Secretary of a Listed Entity, when he/she requires any 

information of an investor who has invested in Securities of such Company. 

 

1.7 REQUIREMENT TO CARRY OUT THE CLEARING AND SETTLEMENT FUNCTION OF SECURITIES 

 

Trading Participants shall, in addition to the trading function, carry out functions 

pertaining to clearing and settlement of securities in terms of the Clearing House Rules 

of the CDS until a Central Counterparty is established. 
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SECTION 2 

 

TRADING PARTICIPANTS 

 

2.1 TYPES OF TRADING PARTICIPANTS TO WHOM THESE RULES APPLY 
 

(1) A Stockbroker; or,  
 

(2) a Stock dealer. 
 

2.2 PROCEDURE FOR GRANTING TRADING PARTICIPANT STATUS 
 

(1) An applicant entity may in the first instance, apply for a provisional Trading 
Participant status of the CSE, by submitting an application to the CSE in 
conformity with the format published on the website of the CSE, along with the 
list of documents set out in Annexure 1 of these Rules. 
 

An applicant entity shall additionally make an application to the Clearing House 

to be appointed as a Clearing Member in terms of the Clearing House Rules of 

the CDS until a Central Counterparty is established. 

 

(2) Upon receipt of an application, the CSE may accept or refuse such application 
for admission as a Trading Participant in terms of these Rules. 
 

(3) If an application is accepted by the CSE, the applicant entity shall be granted 
a provisional Trading Participant status of the CSE.  

 

If an application is refused by the CSE in terms of Rule 2.3 below, the reasons 

for such refusal shall be communicated to the applicant entity by the CSE. 

 

(4) The provisional Trading Participant status granted to the applicant entity shall 
not entitle such applicant to the trading privileges set out in Rule 2.5 of these 
Rules. 
 

(5) The applicant entity shall comply with the minimum standards set out in Section 
4 and the admission criteria set out in Sections 10 or 16 of these Rules (as 
applicable) within three (3) months from being granted the provisional Trading 
Participant status by the CSE. 
 

(6) Upon the applicant entity complying with the requirements set out in Rule 2.2 
(5) to the satisfaction of the CSE within the time period specified in Rule 2.2 (5) 
above; 
 

(a) the CSE shall issue a written confirmation to the SEC, with notice to the 
applicant entity, confirming that the applicant entity has satisfied the 
minimum standards set out in Section 4 and the admission criteria set 
out in Section 10 or 16 of these Rules (as applicable) and 
recommending that the applicant entity be granted a license as a 
Stockbroker and/or Stock dealer (as applicable); and,  
 

(b) the applicant entity shall obtain a license to operate as a Stockbroker 
and/or a Stock dealer from the SEC in terms of the SEC Act. 

 

(7) The provisional Trading Participant status shall; 
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(a) remain provisional until such time the applicant entity receives a license 

from the SEC to operate as a Stockbroker and/or Stock dealer; or, 

 

(b) be deemed to have lapsed; 

(i) if the application made to the SEC to be licensed as a 

Stockbroker and/or a Stock dealer is refused by the SEC; or, 

(ii) upon the expiry of a period of six (6) months from the date of 

issuing the written confirmation to the SEC as specified in Rule 

2.2 (6) (a) above;  

 

whichever occurs earlier. 

 

(8) Subject to Rule 2.2 (7) (b) above, the applicant entity shall be granted Trading 
Participant status by the CSE upon such entity obtaining a license to operate 
as a Stockbroker and/or a Stock dealer from the SEC.   
 

2.3 GROUNDS FOR REFUSAL OF AN APPLICATION TO BE APPOINTED AS A TRADING 

PARTICIPANT 
 

The CSE may refuse any application for admission as a Trading Participant in the 

instances including but not limited to the following; 

 

(1) The application not being submitted by the applicant entity in accordance with 
this Section. 
 

(2) The applicant entity failing to meet the admission criteria specified in these 
Rules. 

 

(3) Any information or document that is furnished by the applicant entity to the CSE 
is false or misleading or from which there is a material omission.  

 

(4) The applicant entity is the subject of an investigation involving an allegation of 
fraud or dishonesty, whether in or outside Sri Lanka; 

 

(5) The applicant entity is in the course of being wound up, or a resolution to do so 
is passed by shareholders, or a court order is made to wind up, whether in or 
outside Sri Lanka; 

 

(6) The CSE has reasons to believe that the applicant entity may not be able to act 
in the best interest of its Clients having regard to its record of past performance, 
business experience, reputation, financial integrity and reliability.  

 

2.4 APPEALS 
 

An applicant may appeal to the SEC from any decision of the CSE to reject an 

application for admission as a Trading Participant. Such appeal must be made within 

one (1) month of the decision of the CSE being communicated to the applicant by the 

CSE.  

 

2.5 TRADING PRIVILEGES 
 

Trading Participants may be permitted to engage in the business of trading and/or 

dealing in Securities on the CSE, subject to parameters and trading privileges 
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determined by the Board of Directors of the CSE from time to time, including the 

following: 

 

(1) The type of Securities in which the Trading Participant may deal in. 
 

(2) The relevant trading platform/s on which the Trading Participant may operate.  
 

(3) The provision of any other services permitted by the Board of Directors of the 
CSE. 

 

2.6 LIST OF TRADING PARTICIPANTS 
 

(1) Applicants who are admitted by the CSE as Trading Participants shall have 

their names entered in the list of Trading Participants maintained and published 

by the CSE.  

(2) The CSE will notify all Trading Participants of the effective date of admission 

as Trading Participants. 

 

2.7 KEY MANAGEMENT PERSONS / CONTROLLER OF TRADING PARTICIPANTS 
 

2.7.1 The Key Management Persons, Controller, and employees of Trading Participants 
dealing with Clients shall, at all times, comply with the Fit and Propriety in accordance 
with the provisions of the SEC Act and any Rules/Regulations made thereunder. 
 

2.7.2 The Trading Participants shall immediately inform the CSE, in writing, of any changes 
in Key Management Persons of such Trading Participant. 
 

2.7.3 The employees of Trading Participants who are dealing with Clients shall have their 
names entered in the list of Trading Participants maintained and published by the CSE.  
 

2.7.4 The Trading Participants shall immediately inform the CSE and the SEC in writing of 
any changes in employees dealing with Clients and if any disciplinary action is taken 
by the Trading Participant against such employee(s) dealing with Clients.  

 

2.8 CHANGES IN SHAREHOLDING 
 

2.8.1 The Trading Participants shall; 
 
(1) obtain the prior written approval of the CSE for any change in;  

(a) the ultimate control of the Trading Participant; 
 

(b) the shareholding of twenty per centum (20%) or more of the total 

shareholding of the Trading Participant, through any means,  

individually and/or acting in concert, whether by a single transaction or 

a series of transactions over a period of time. 

(2) notify, in writing, to the CSE of all other shareholding changes not referred to 
in Rule 2.8.1 (1) above. 

 

2.8.2 Where the change in the shareholding of a Trading Participant is effected through an 
issue of new shares, the consideration for such shares shall be made only in the form 
of cash. 
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2.9 PERSONS AUTHORIZED TO ACT ON BEHALF OF A TRADING PARTICIPANT 

 

2.9.1 Trading Participants shall give written notice to the CSE of the persons who are 
authorized to act on their behalf.  
 

2.9.2 Such authorized persons shall be the contact persons and shall have the authority to 
provide instructions to the CSE in respect of matters concerning such Trading 
Participants in terms of these Rules. 

 

2.9.3 Trading Participants shall ensure that any change to such authorized persons shall 
promptly be communicated to the CSE, in writing. 
 

2.10 FEES 

Trading Participants shall pay the following charges/fees as specified by the CSE from 
time to time: 

 
(1) Trading Participant fees: 

 

(a) Admission fee;  
(b) Monthly Trading Participant fee.  

 

Provided however, these fees shall not be applicable to Trading Participants 

admitted to Trade only in the OTC platform of the CSE. 

 

(2) Other service fees in relation to data communication, network connectivity and 
other IT related charges.  
 

2.11 TERMINATION/SUSPENSION OF TRADING PARTICIPANT STATUS 
 

2.11.1 Grounds for termination/suspension of Trading Participant Status 

 

(1) The CSE shall suspend or terminate the Trading Participant status if: 
 

(a) the Trading Participant ceases to be or is suspended from its capacity 
as a Clearing Member or Depository Participant of the CDS due to the 
violation of any Rules by such Trading Participant of the Clearing House 
or the Central Depository or the Exchange.  
 

(b) the Trading Participant is unable to meet the minimum capital 
requirements specified by the CSE in terms of these Rules. 

 

(c) the Trading Participant fails to reactivate business operations in 
accordance with Rule 15.14.1. 

 

(d) Directed by the SEC. 
 

(e) An order for winding up has been made against a Trading Participant 
under the provisions of the Companies Act No. 7 of 2007, or upon the 
appointment of a receiver, manager or liquidator. 

(2) The CSE may suspend or terminate Trading Participant status, after giving the 
Trading Participant a reasonable opportunity of being heard by the Disciplinary 
Committee in accordance with Section 7 of these Rules, if: 
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(a) the Trading Participant fails to comply with or is in breach of any 
provisions of the SEC Act, any Rules/Regulations made thereunder or 
provisions of these Rules or of the Trading Participant Agreement. 

 

(b) the Trading Participant breaches any term, condition or restriction 
imposed by the CSE pursuant to its powers under these Rules. 

 

(c) the Trading Participant has winding up proceedings commenced 
against it in a court of law. 

 

(d) it is necessary or desirable to do so in the interests of ensuring safe and 
efficient trading facilities or to ensure the integrity of the capital market 
or for the proper management of systemic risk, or for investor 
protection. 
 

(e) a resolution is passed to wind up or dissolve a Trading Participant;  
 

(f) a compromise has been reached with its creditors or administrators 
which has not been satisfied.  

 

Provided however, notwithstanding the provisions of this Rule 2.11.1 (2) above, 

the CSE may unilaterally and without a prior inquiry suspend a Trading 

Participant from carrying out all trading activities for a period of not more than 

seven (07) Market Days where it is of the opinion that an immediate suspension 

is required in the interests of protecting market integrity. Following such a 

suspension the CSE shall promptly inform the SEC of its decision with reasons 

and whether it considers that such suspension should be extended for further 

periods. The SEC and the CSE may in concurrence decide to extend the 

suspension for further periods subject to granting the Trading Participant a right 

to be heard until a decision is taken by the Disciplinary Committee or permit 

the Trading Participant to continue to carry out trading activities subject to terms 

and conditions that may be stipulated by the CSE in concurrence with the SEC.  

   

2.11.2 During the period of suspension of any Trading Participant, the CSE shall not be 

obliged to provide any trading facilities to such Trading Participant or perform any of 

its obligations under these Rules.  

 

2.11.3 Trading Participants who are suspended pursuant to Rule 2.11.1 may be reinstated 
by the CSE with notice to the SEC upon such Trading Participant complying with 
applicable laws these Rules and/or any additional conditions that may be imposed by 
the CSE. 
 

2.11.4 The suspended Trading Participant shall, until reinstatement of Trading Participant 

status: 

 
(1) pay all outstanding charges owing to the CSE; 
 

(2) fulfill all other outstanding obligations to the CSE;  
 

(3) inform all its Clients in writing of such suspension forthwith (as applicable); 
(4) continue to comply with the terms and conditions set out in the Trading 

Participant Agreement and these Rules. 
 

2.11.5 Procedure to be followed upon a termination of a Trading Participant 
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(1) Upon the CSE terminating the Trading Participant status of a Trading 

Participant, the CSE shall immediately give written notice of such termination, 

with the effective date of termination to:  

 

(a) the Trading Participant, whose Trading Participant status has been 
terminated; 
 

(b) the SEC;  
 

(c) the CDS – Central Depository and Clearing House (as applicable); and, 
 

(d) the public, by way of a notice on the website of the CSE.  
 

(2) Upon being notified by the CSE in terms of Rule 2.11.5 (1), the Trading 

Participant whose status has been terminated shall: 

 

(a) forthwith take all necessary steps to give written notice to all its Clients 
of the termination of its Trading Participant status; 
 

(b) pay all outstanding dues owing to the CSE; 
 

(c) fulfil all other outstanding obligations to the CSE and to its Clients; 
 

(d) ensure that all Clients’ money held with the Trading Participant (as 
applicable) is promptly returned to the respective Clients; 
 

(e) ensure that all settlement obligations arising from Trades carried out by 
such Trading Participant on the CSE are duly settled in terms of the 
Clearing House Rules of the CDS, in its capacity as a Clearing Member 
of the CDS – Clearing House, even if such settlement falls due on a 
date subsequent to terminating the business operations of the Trading 
Participant;  
 

(f) facilitate the transfer of securities portfolios of Clients held in the CDS 
– Central Depository (including Margin Trading Accounts) in its capacity 
as a Depository Participant of the CDS – Central Depository to another 
Depository Participant(s) of the Clients’ choice in terms of the 
Operational Guidelines and Procedures of the CDS - Central 
Depository, and, 
 

(g) resolve all Client complaints pending at the time of the receipt of such 
notice of termination. 

 

(3)  From the effective date of termination, the Trading Participant shall; 

 

(a) be disconnected from the trading systems of the CSE; and, 
 

(b) not be permitted to transact on the CSE on behalf of Clients and/or the 
Trading Participant’s own trading account (as applicable). 

(4) Upon the due completion of the termination process by the Trading Participant 

as set out in Rule 2.11.5 (2) above,  
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(a) the Trading Participant shall give written notice to the CSE along with a 

declaration in the format specified by the CSE signed by two (2) 

directors of the Trading Participant;  

 

(b) the cash deposit maintained by the Trading Participant with the CSE in 

terms of Rule 4.7 of these Rules shall be returned to the Trading 

Participant after setting off any outstanding dues to the CSE and to any 

of their Clients, which are unsettled at the time of submitting the 

declaration to the CSE in accordance with Rule 2.11.5 (4) (a) above;  

 

(5) If a Trading Participant is compounded by the SEC in terms of the SEC Act, 

the CSE shall suspend the Trading Participant status of such Trading 

Participant for a period of (03) years, unless directed otherwise by the SEC.  

 

2.12 COMPLIANCE AND COMPLIANCE REVIEW 

 

2.12.1 Compliance 

 
 All Trading Participants shall comply with, implement and maintain appropriate 

measures and procedures to ensure compliance with the applicable laws, rules and 
regulations administered or issued by the SEC and the CSE, and the requirements of 
any regulatory authority which are applicable to the Trading Participants. 

 
2.12.2 Compliance Officer 

 

 All Trading Participants shall appoint a Compliance Officer as set out in Rule 4.1.2 (2). 

 

2.12.3 Compliance Review 

 

 The Compliance Officer shall carry out periodic checks to ensure compliance with the 

applicable laws, rules and regulations as set out in Rule 2.12.1 and submit a 

Compliance Officer’s report to the CSE on a monthly basis before the twentieth (20th) 

day of the following month in the format prescribed by the CSE from time to time. 

 

2.13 REPORTING OF ADVERSE EVENTS 

 

A Trading Participant shall immediately notify the CSE and the SEC, in writing: 
 
(1) of 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 minimum capital requirements specified by the CSE 
under these Rules; 

 
(2) if it has reason to believe that it will not be able to pay its debts as they fall due, 

is insolvent or wound-up, or has had an insolvency or winding-up application 

presented, or an order made by a court of competent jurisdiction, or any step 

is taken or a resolution passed, for its winding-up, dissolution, judicial 

management, a compromise with its creditors or administration; 

 

(3) if it has had any attachment, distress, execution or legal process instituted 

against its assets, or has had any liquidator, receiver or any similar person 

appointed (or an application has been made for the appointment of such 

person) in respect of any of its assets; or, 
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(4) any regulatory body has taken any action against it upon being found to have 

committed or been connected with the commission or omission of any act which 

involves fraud, deceit or dishonesty by anybody with regulatory or supervisory 

authority; 
 

(a) established by law in Sri Lanka or abroad,  

(b) constituted under law as a commission of inquiry, tribunal or other 

similar body, or  

(c) by any professional association.  

 
(5) of any enforcement action or sanctions imposed by the CBSL against a Trading 

Participant, if it is also a Primary Dealer or a Commercial Bank licensed by the 

CBSL. 

 

2.14 PROHIBITION ON TRANSACTIONS PURSUANT TO ACTION TAKEN BY THE CDS - CENTRAL 

DEPOSITORY AND CDS – CLEARING HOUSE 

 

If the CSE is notified by the CDS - Central Depository and/or CDS – Clearing House 

of any action taken by them under their respective rules consequent to which they 

decide not to give effect to any transactions of a Trading Participant, whether on behalf 

of the Trading Participants Client/s and on its own account, such Trading Participant 

shall be prohibited from carrying out any such transactions on the CSE from the 

effective date of the notification by the CDS - Central Depository and/or CDS – Clearing 

House. Such prohibition shall continue to the extent and duration that the restriction 

imposed by the CDS - Central Depository and/or CDS – Clearing House is in force and 

effect. 
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SECTION 3 

 
CONTINUING CAPITAL REQUIREMENTS 

 
3.1 CAPITAL ADEQUACY REQUIREMENTS FOR TRADING PARTICIPANTS TRADING IN EQUITY 

AND/OR DEBT SECURITIES 

 
3.1.1 Minimum Capital Adequacy Requirements 

 
Each Trading Participant trading in equity and debt securities shall, at all times, 

maintain a minimum Capital Adequacy Ratio of 1.2 computed in accordance with 

Annexure 2 of these Rules, subject to maintaining a minimum Liquid Capital of Rs. 35 

million or any other amount as may be specified by the SEC. 

 
3.1.2 Procedure for Maintaining the Minimum Capital Adequacy Requirements 

 
(1) The Value at Risk (VaR) Margin value of each Security listed on the CSE shall 

be calculated by the CSE on a monthly basis on a method determined by the 
CSE and communicated to all Trading Participants. 

 
(2) Each Trading Participant shall compute its Capital Adequacy Requirements for 

each Market Day based on the VaR Margin values communicated by the CSE in 
terms of Rule 3.1.2 (1) and notify to the CSE and the SEC on a daily basis, not 
later than 9.00 hours on the following Market Day, in accordance with the 
procedure specified by the CSE and SEC for such purpose from time to time. 

 
(3) Trading Participants shall ensure that the Capital Adequacy Requirements are 

notified to the CSE and SEC in terms of Rule 3.1.2 (2) by the Chief Executive 
Officer or any other person authorized by the Trading Participant for such 
purpose. 

 
(4) If the Capital Adequacy Requirement/s of the Trading Participant fall below the 

minimum requirement/s as prescribed in Rule 3.1.1 on a particular Market Day, 
such Trading Participant shall: 

 
(a) notify the CSE and the SEC in writing of the manner in which it intends to 

increase its Capital Adequacy Requirement/s to the minimum 
requirement/s, no later than 9.00 hours on the date referred to in Rule 3.1.2 
(2); and, 

 
(b) take necessary steps to meet the minimum Capital Adequacy 

Requirement/s by the end of the Market Day immediately following the date 
of notifying the CSE and SEC in terms of Rule 3.1.2 (4) (a). 

 
3.1.3 Enforcement Procedure governing Minimum Capital Adequacy Requirements 

 
(1) Non-Submission of computation relating to Minimum Capital Adequacy 

Requirements to the CSE 
 

(a) If a Trading Participant fails to submit the computation relating to the 

Minimum Capital Adequacy Requirements of such Trading Participant 

in accordance with Rule 3.1.2 (2) above for three (3) consecutive 

Market Days or five (5) times within a period of thirty (30) calendar days 
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from the date of first non-submission;  

 

(i) the Chief Executive Officer of the CSE or any person acting on his 

behalf shall prohibit the Trading Participant concerned from 

carrying out any purchase of Securities and shall inform the SEC of 

such prohibition; and, 

 

(ii) a notice will be simultaneously published by the CSE on its website 

setting out the non-compliance with Rule 3.1.2 (2) by the Trading 

Participant, upon the Trading Participant being informed of the 

same by the CSE. 

 
(b) The ability to carry out purchase of Securities will be permitted upon 

due submission of all outstanding computations relating to the Minimum 

Capital Adequacy Requirements of such Trading Participant to the CSE 

in compliance with Rule 3.1.2 of these Rules. 

 
Provided however, where the Trading Participant fails to comply with 

the Minimum Capital Adequacy Requirements set out in Rule 3.1.1 of 

these Rules as per the computation/s submitted to the CSE, 

enforcement action will be initiated in respect of such Trading 

Participant in accordance with Rule 3.1.3 (2) of these Rules (as 

applicable). 

 
(c) In the event the Trading Participant concerned fails to comply with Rule 

3.1.2 (2) of these Rules for a period of ten (10) Market Days from the 

date of prohibition from carrying out any purchase of Securities, the 

Chief Executive Officer of the CSE or any person acting on his behalf 

shall prohibit such Trading Participant concerned from carrying out all 

trading activities and shall inform the SEC of such prohibition. 

 
(d) The Trading Participant concerned will be permitted to resume all 

trading activities no sooner it submits all outstanding computations 

relating to the Minimum Capital Adequacy Requirements of the Trading 

Participant to the CSE in compliance with Rule 3.1.2 of these Rules. 

 
Provided however, where the Trading Participant fails to comply with 

the Minimum Capital Adequacy Requirements set out in Rule 3.1.1 of 

these Rules as per the computation/s submitted to the CSE, 

enforcement action will be initiated in respect of such Trading 

Participant in accordance with Rule 3.1.3 (2) of these Rules (as 

applicable). 

 
(e) If the Trading Participant concerned fails to comply with Rule 3.1.2 (2) 

for a further period of fifteen (15) Calendar Days from the date of 
prohibition from carrying out all trading activities, the following 
measures shall be imposed on such Trading Participant: 

 
(i) A notice will be published by the CSE, within three (03) Market 

Days from the end of the fifteen (15) Calendar Day period set 
out in Rule 3.1.3 (1) (e) in all three (03) languages in the website 
of the CSE, setting out the non-compliance with Rule 3.1.2 (2) 
by the Trading Participant and the enforcement action taken/to 
be taken by the CSE against the Trading Participant concerned. 

 
(ii) The Trading Participant shall inform all its Clients in writing 18
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within five (05) Market Days from the end of the fifteen (15) 
Calendar Day period set out in Rule 3.1.3 (1) (e) in the format 
specified by the CSE, indicating the non-compliance with Rule 
3.1.2 (2) by such Trading Participant and the enforcement action 
taken by the CSE. 

 
(iii) The CSE shall notify the CDS – Clearing House and CDS - 

Central Depository regarding the non-compliance with Rule 
3.1.2 (2) by the Trading Participant, instructing them to facilitate 
the smooth transfer of portfolios of Clients to another Depository 
Participant of the Client’s choice in accordance with the CDS – 
Central Depository Rules. 

 
(iv) Upon the expiry of seven (7) Market Days from the date of 

publication of the notice referred to in Rule 3.1.3 (1) (e) (i) above, 
the Trading Participant shall; 

 
a. Not canvass and accept new Clients; and 

 
b. Settle and/or return (as applicable) money belonging to the 

Clients (Clients’ money) held with the Trading Participant 

 
with immediate effect. 

 
(f) The Trading Participant will be permitted to resume all trading activities 

no sooner it submits all outstanding computations relating to Minimum 
Capital Adequacy Requirements to the CSE prescribed in Rule 3.1.2 
(2). 

 
(g) If the Trading Participant concerned fails to submit the computations 

relating to Minimum Capital Adequacy Requirements to the CSE upon 
the expiry of thirty (30) calendar days from the date of publication of the 
notice referred to in Rule 3.1.3 (1) (e)(i) above, the Trading Participant 
status shall be suspended by the Board of Directors of the CSE in terms 
of these Rules. 

 
(h) Upon the expiry of three (3) months from suspending the Trading 

Participant Status in terms of Rule 3.1.3 (1) (g) above, the CSE shall 
terminate the Trading Participant status in terms of Rule 2.11 of these 
Rules. 

 
(i) In the event the purchases of the Trading Participant are suspended in 

terms of Rule 3.1.3 (1) (a) above on three (3) separate occasions within 
a period of two (2) years, the CSE shall forthwith take steps to suspend 
the Trading Participant status in terms these Rules. 

 
(2) Non-compliance with the Minimum Capital Adequacy Requirement/s 

 

Trading Participants trading in equity and/or debt securities who fail to comply 

with the Minimum Capital Adequacy Requirement/s specified in Rule 3.1.1 shall 

be subjected to the enforcement action set out below. (As applicable) 

 
(a) If a Trading Participant fails to meet the minimum Capital Adequacy 

Requirement/s in accordance with Rule 3.1.1 above; 
(i) five (05) times within a period of thirty (30) calendar days 

commencing from the first non-compliance; or 
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(ii) seven (07) times within a period of three (03) months 
commencing from the first non-compliance; 

 
whichever is earlier, the Chief Executive Officer of the CSE or any 

person acting on his behalf shall prohibit the Trading Participant 

concerned from carrying out any purchase of Securities and shall inform 

the SEC of such prohibition. 

 

Additionally, a notice will be simultaneously published by the CSE on its 

website setting out the non-compliance with Rule 3.1.1 by the Trading 

Participant, upon the Trading Participant being informed of the same by 

the CSE. 

 

 
(b) Commencing from the date of prohibition from carrying out any 

purchase of securities imposed by the CSE referred to in Rule 3.1.3 (2) 
(a) above, the Trading Participant, shall, until it is permitted to resume 
all trading activities as provided for in Rule 3.1.3 (2) (f) below, report the 
following to the CSE: 

 
On a daily basis: 

(i) Schedule of the creditors to whom funds have been settled 
(ii) Position of Client Funds against the creditors outstanding 

beyond the Settlement Date 

 
On a weekly basis (on the last trading day of the week): 

Settlement of creditors beyond the Settlement Date, together with the 

reconciliation of realization of any settlement cheques issued. 

 
(c) The Trading Participant concerned will be granted a period of one (01) 

month from the date it is prohibited from carrying out any purchase of 
securities as per Rule 3.1.3 (2) (a) above in order to comply with the 
minimum Capital Adequacy Requirement/s. 

 
(d) In the event the Trading Participant concerned fails to comply with the 

minimum Capital Adequacy Requirement/s within the period of one (01) 
month granted in terms of Rule 3.1.3 (2) (c) above, the following 
measures shall take effect on such Trading Participant. 

 
(i) A notice will be published by the CSE within three (03) Market 

Days from the end of the one (01) month period granted in terms 
of Rule 3.1.3 (2) (c), in the website of the CSE indicating the 
non-compliance with the applicable Rules and the enforcement 
action taken and to be taken by the CSE against the Trading 
Participant concerned. 

 
(ii) The defaulting Trading Participant shall inform all its Clients in 

writing, within five (05) Market Days from the end of the one (01) 
month period granted in terms of Rule 3.1.3 (2) (c) in the format 
specified by the CSE, indicating the non-compliance with the 
applicable Rules and the enforcement action taken by the CSE 
against the Trading Participant concerned. 

 
(iii) The CSE shall notify the CDS - Central Depository regarding the 

non-compliance by the Trading Participant with Rule 3.1.1, 
instructing the CDS - Central Depository to facilitate the smooth 
transfer of portfolios of Clients to another Depository Participant 20



Public 

 

 
 

Public 

of the Client’s choice in accordance with the CDS - Central 
Depository Rules. 

 

(iv) Upon the expiry of seven (7) Market Days from the date of 
publication of the notice referred to in Rule 3.1.3 (2) (d) (i) above, 
the CSE shall prohibit the Trading Participant concerned from 
carrying out all trading activities and such Trading Participant 
shall; 

 
a. Not canvass and accept new Clients; and 

 
b. Settle and/or return (as applicable) money belonging to the 

Clients (Clients’ money) held with the Trading Participant 

 
with immediate effect. 

 
(e) The Trading Participant concerned shall be granted a further period of 

two (02) months from the expiry of the period granted in terms of Rule 
3.1.3 (2) (c) above. 

 
(f) The Trading Participant concerned shall be entitled to resume all trading 

activities no sooner it complies with the minimum Capital Adequacy 
Requirement/s specified in Rule 3.1.1 of these Rules. 

 
(g) If the Trading Participant concerned fails to comply with the minimum 

Capital Adequacy Requirement/s upon the expiry of the period granted 
in terms of Rule 3.1.3 (2) (e) above, the Trading Participant status shall 
be suspended by the Board of Directors of the CSE in terms of these 
rules. 

 
(h) Upon the expiry of three (3) months from suspending the Trading 

Participant Status in terms of Rule 3.1.3 (2) (g) above, the CSE shall 
terminate the Trading Participant status in terms of Rule 2.11 of these 
Rules. 

 

(i) In the event the purchases of the Trading Participant are suspended in 
terms of Rule 3.1.3 (2) (a) above on three (3) separate occasions within 
a period of two (2) years, the CSE shall forthwith take steps to suspend 
the Trading Participant status in terms these Rules. 

 

3.2 SHAREHOLDERS’ FUND REQUIREMENT FOR TRADING PARTICIPANTS TRADING IN EQUITY 

AND/OR DEBT SECURITIES 

 
3.2.1 Minimum Shareholders’ Fund Requirement 

 
Each Trading Participant trading in equity and/or debt securities shall, at all times, 

maintain a minimum Shareholders’ Fund Requirement of Rs. 100 Million (or such other 

amount that may be specified by the CSE in consultation with the SEC) or fifty per 

centum (50%) of the Trading Participant’s Stated Capital, whichever is higher. 

3.2.2 Continuous Monitoring of Minimum Shareholders’ Fund Requirement 

 
(1) Trading Participants shall continuously monitor their Shareholders’ Fund Position 

and ensure that they meet the minimum requirement as prescribed in Rule 3.2.1. 

 
(2) If the Shareholders’ Funds Position of a Trading Participant is likely to fall below 

the minimum requirement prescribed in Rule 3.2.1 it shall initiate immediate 
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action to ensure compliance with at least at the minimum level prescribed in the 
said Rule. 

 
3.2.3 Procedure for maintaining the Minimum Shareholders’ Fund Requirement 

 
(1) Trading Participants shall notify the CSE and the SEC of its Shareholders’ Funds 

Position on a monthly basis within fifteen (15) days of the end of each month, in 
the format prescribed by the CSE for such purpose from time to time. 

 
(2) If the Shareholders’ Fund Position of a Trading Participant falls below the 

minimum requirement prescribed in Rule 3.2.1, it shall immediately notify the 
CSE and the SEC thereof in writing and take necessary steps to meet such 
requirement within a period of thirty (30) Calendar Days from the date of notifying 
the CSE and SEC of the non-compliance. 

 
3.2.4 Non-Compliance with the Minimum Shareholders’ Fund Requirement 

 
Trading Participants trading in equity and/or debt securities who fail to comply with the 

minimum Shareholders’ Fund Requirement specified in Rule 3.2.1 shall be subjected 

to the enforcement action set out below. (As applicable) 

 
(1) If a Trading Participant fails to increase its Shareholders’ Fund Position within 

the time period specified in Rule 3.2.3 (2), the Trading Participant shall be subject 
to the following: 

 
(a) A notice will be published by the CSE on its website setting out the non- 

compliance with Rule 3.2.1 by the Trading Participant, upon the Trading 
Participant being informed of the same by the CSE. 
 

(b) The CSE shall prohibit it from canvassing for and/or accepting new Clients. 

 
(c) The Trading Participant shall; 

 
(i) settle and/or return funds belonging to the Clients (Clients’ money) 

held by the Trading Participant within a period of ten (10) Market 
Days from the date of prohibition as prescribed in Rule 3.2.4 (1) (b) 
and not retain any Clients’ money beyond such date; and, 

(ii) settle Cleared Funds to the selling Clients on the settlement date 
commencing from the date of prohibition as prescribed in Rule 3.2.4 
(1) (b). 

 
(d) Commencing from the date of prohibition from canvassing for and/or 

accepting new Clients in terms of Rule 3.2.4 (1) (b), the Trading Participant 
shall, until it is permitted to resume all trading activities as provided for in 
Rule 3.2.4 (6), report the following to the CSE: 

 
On a daily basis 

(i) A confirmation of the schedule of creditors, detailing creditors who 
have been settled and creditors pending settlement, signed by the 
Chief Executive Officer or Compliance Officer of the Trading 
Participant. 

(ii) The position of Client funds against the creditors outstanding as 
detailed in item (i) above. 

 
On a weekly basis 

(i) The Client account bank reconciliations as at the end of each week. 
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(2) Trading Participants will be granted a period of two (02) months upon the expiry 
of the thirty (30) calendar days’ period as set out in Rule 3.2.3 (2) to comply 
with the minimum Shareholders’ Fund Requirement prescribed in Rule 3.3.1. 

 
(3) If a Trading Participant fails to comply with the minimum Shareholders’ Fund 

Requirement within the period of two (02) months granted in terms of Rule 3.2.4 
(2), the following measures shall be imposed on such Trading Participant: 

 
(a) A notice will be published by the CSE, within three (3) Market Days from 

the expiry of the two (02) months period granted in terms of Rule 3.2.4 
(2) in all three (03) languages in the website of the CSE, announcing 
the non-compliance with the applicable Rules and the enforcement 
action taken and to be taken by the CSE against the Trading Participant 
concerned. 

 
(b) The defaulting Trading Participant shall inform all its Clients in writing, 

within five (05) Market Days from the end of the two (02) month period 
granted in terms of Rule 3.2.4 (2) in the format specified by the CSE, 
indicating the non-compliance with the applicable Rules and the 
enforcement action taken by the CSE against the Trading Participant 
concerned. 

 
(c) The CSE shall notify the CDS - Central Depository about the non- 

compliance by the Trading Participant with Rule 3.2.1 and instruct the 
Central Depository to facilitate the smooth transfer of portfolios of 
Clients to another Depository Participant of the Client’s choice in 
accordance with the Depository Rules of the CDS. 

 
(d) Upon the expiry of seven (7) Market Days from the date of publication 

of the notice referred to in Rule 3.2.4 (3) (a), the CSE shall prohibit the 
Trading Participant from carrying out all trading activities. 

 
(4) Trading Participants shall be granted a further period of two (02) months from 

the expiry of the period granted in terms of Rule 3.2.4 (2) to increase its 
Shareholders’ Fund Position to the minimum requirement. 

 
(5) If the Trading Participant concerned fails to comply with the minimum 

Shareholders’ Fund Requirement at the expiry of the period granted in terms 
of Rule 3.2.4 (4) above, the Trading Participant status shall be suspended by 
the Board of Directors of the CSE in terms of these Rules. 

 
(6) The Trading Participant will be permitted to resume all trading activities no 

sooner it complies with the minimum Shareholders’ Fund Requirement 
prescribed in Rule 3.2.1. 

 
(7) Upon the expiry of three (3) months from suspending the Trading Participant 

status in terms of Rule 3.2.4 (5) above, the CSE shall terminate the Trading 
Participant status in terms of Rule 2.11 of these Rules. 

 
(8) In the event all trading activities of the Trading Participant are prohibited in 

terms of Rule 3.2.4 (3) (d) above on three (3) separate occasions within a 
period of two (2) years, the CSE shall forthwith take steps to suspend the 
Trading Participant status in terms these Rules. 
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SECTION 4 

MINIMUM STANDARDS FOR TRADING PARTICIPANTS 

 
4.1 HUMAN RESOURCES 

 
4.1.1 Trading Participants shall have an organizational structure with clearly defined 

responsibilities and authority for each category of employees. 

4.1.2 Trading Participants shall have the following key persons employed by them on a full- 
time basis: 

 

(1) Chief Executive Officer (CEO) 

(a) shall be a resident in Sri Lanka, functioning at the Trading 
Participant’s Head Office. 

 
(b) shall possess either of the following: 

(i) a degree or a professional qualification from a recognized 
university/institute with a minimum of five (05) years of 
executive experience. 

Or, 

(ii) or a minimum of ten (10) years of senior managerial 
experience. 

 
(2) Compliance Officer 

(a) shall possess a degree in Business Administration/Finance/ 
Accounting/Law or an equivalent professional qualification in 
Finance/Accountancy/Law. 

 

(b) shall report directly to the Board of Directors of the Trading 
Participant. 

 

(c) shall be independent of trading and sales operations. 
 

(d) shall be employed by the Trading Participant at a managerial level. 

 
(e) shall be responsible for the following: 

 
(i) to ensure that the Trading Participant complies with, 

implements and maintains appropriate measures and 
procedures to ensure compliance with the applicable laws, 
rules and regulations of the SEC and the CSE, and the 
requirements of any regulatory authority which are applicable 
to the Trading Participant. 

 
(ii) to establish, implement and maintain a sound and adequate 

risk management framework including the following; 

 
a. Identification, measurement and review of principal risks 

relating to the Trading Participant and ensure that 
procedures and systems are in place to manage or 
mitigate such risks to the maximum expected levels. 

 
b. Periodically assess the adequacy and effectiveness of 

risk management policies, procedures and internal 24
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controls of the Trading Participant on an ongoing basis 
and to further improve same (as necessary) to address 
market dynamics. 

c. Ensure that effective internal audit systems are in place 
and that required staff (internal/external) are appointed 
to inspect such systems and address any issues within. 

 
d. Periodically assess the disaster recovery and business 

continuity plans of the Trading Participant and 
recommend necessary improvements. 

 
Provided however, where the Trading Participant forms a part of a group of 

companies regulated by financial sector regulators with a centralized 

compliance function, the Compliance Officer of the group of companies may 

function as the Compliance Officer of the Trading Participant. 

(3) Head of Finance 

(a) shall possess a Degree or a professional qualification in 
Finance/Accounting with a minimum of two (2) years relevant 
experience in similar capacity. 

(b) shall be responsible for the preparation of monthly financial 
statements, audited financial statements or any other financial 
statement/information submitted to the CSE and maintenance of 
accurate and up-to-date records of the company’s state of affairs. 

(4) Head of Information Technology 

 
(a) shall possess a bachelor’s degree from a recognized university or 

equivalent professional Qualification in the relevant field with a 

minimum of three (3) years relevant experience in administration and 

implementation of systems and related technologies. 

 
(b) shall be responsible for the following; 

 
(i) oversight and proactive management of system administration 

functions for assigned lines of business applications including 
the Order Management System and the Back Office System; (as 
applicable) 

(ii) ensuring that the systems are in compliance with Information 
Security policies and controls of the Trading Participant and 
these Rules; 

(iii) constant optimization of the performance of systems and 
capacity planning; and, 

(iv) proactive identification of and timely resolution of issues to 
ensure maximum availability of systems. 

 
(5) Employees dealing with Clients 

 
(a) Trading Participants who are Stockbrokers trading in equity shall, at all 

times, have a minimum of three (03) employees to deal with Clients and 
shall ensure that such employees dealing with Clients; 

 
(i) are Registered Investment Advisors; and, 
(ii) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder. 
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(b) Trading Participants who are Stockbrokers trading only in Debt Securities 
shall at all times, have a minimum three (03) employees to deal with 
Clients, subject to acceptance by the SEC, and shall ensure that such 
employees; 

 
(i) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder; and, 

(ii) satisfy at least one (01) of the following requirements: 

 
- are Registered Investment Advisors; 

Or; 

- have completed the debt module of the Certificate in Capital 
Market (CCM) examination with two (02) years’ experience 
in trading in debt securities, subject to acceptance by the 
SEC; 

 
Or; 

 
- have obtained the Certified Debt Securities Advisor 

qualification with six (06) months of experience in trading 
debt securities, subject to acceptance by the SEC. 

 
(6) Employees dealing in Securities on behalf of a Stock Dealer 

 
(a) A Stock dealer dealing in equity and/or debt Securities shall, at all times 

have a minimum of one (01) dedicated employee to deal on behalf of 

the Stock dealer in respect of each type of Security. 

 
(b) A Stock dealer dealing in equity shall demonstrate that the employees 

dealing on behalf such Stock dealer; 

 
(i) are Registered Investment Advisors; and, 
(ii) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder. 

 
(c) A Stock dealer dealing only in debt Securities, including the Trading 

Participants admitted for trading in the OTC Platform of the CSE, shall 
ensure that its employees dealing in Debt Securities; 

 
(i) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder; and, 

(ii) satisfy at least one of the following requirements: 

 
- Are Registered Investment Advisors; 

Or; 

- Have completed the debt module of the Certificate in Capital 
Market (CCM) examination with two (02) years’ experience 
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in dealing in debt securities, subject to acceptance by the 
SEC 

 

Or, 

 
- Have Obtained the Certified Debt Securities Advisor 

qualification with six (06) months of experience in trading in 
debt securities, subject to acceptance by the SEC 

 
Or, 

 
- Are CFA Charter Holders, subject to acceptance by the SEC 

Or, 

- Possess Full qualifications in CA, CIMA or ACCA with a 
minimum of two (2) years of experience in a similar industry, 
subject to acceptance by the SEC. 

 
Or, 

 
- Possess a Degree in Business Management/Finance from a 

recognized University with a minimum of two (2) years’ 
experience in a similar industry, subject to acceptance by 
the SEC. 

 
Or, 

 
Possess the Diploma in Treasury and Risk Management 

(DTRM) conducted by the Institute of Bankers of Sri Lanka 
together with three (3) years of experience in fixed income 
securities trading, subject to acceptance by the SEC. 

 
 

 
4.2 MAINTENANCE OF A BACK OFFICE SYSTEM (BOS) AND AN ORDER MANAGEMENT SYSTEM 

(OMS) BY TRADING PARTICIPANTS 

 

Trading Participants shall establish and at all times maintain a BOS and an OMS. 

 
 
4.2.2. Enforcement Procedure for non-compliance with Rule 4.2.1 

 
(1) In the event a Trading Participant is non-compliant with Rule 4.2.1 above, the 

Chief Executive Officer of the CSE or any person acting on his or her behalf 

may prohibit such Trading Participants from engaging in all trading activities. 

 
(2) If a Trading Participant is prohibited from engaging in trading activities in terms 

of Rule 4.2.2 (1), the CSE shall immediately inform the SEC of such prohibition 

and publish a notice on the website of the CSE, setting out such non- 

compliance and the enforcement action taken/to be taken by the CSE against 

the Trading Participant concerned. 

 
(3) Trading Participants will be permitted to resume trading activities no sooner 

they rectify the non-compliance/s concerned. 27
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(4) If a Trading Participant is prohibited from carrying out all trading activities 

pursuant to Rules 4.2.2 (1) for ten (10) consecutive Market Days, the CSE shall 

commence disciplinary action against such Trading Participant in terms of 

Section 7. 

 
(5) When the CSE takes disciplinary action against a Trading Participant in terms 

of Rule 4.2.2, an aggrieved Trading Participant may appeal to the SEC against 

such decision of the CSE within a period of fourteen (14) days from the date of 

such decision. 

 
4.2.3 The Trading Participants shall comply with the operational requirements applicable to 

Application Systems stipulated in Section 5 of these Rules (as applicable). 

 
4.2.4 Additional functionalities and features of the Application Systems 

 
(1) In respect of BOS and OMS of Stockbrokers 

 
The BOS and OMS of the Stockbrokers shall have the following additional 

functionalities and features: 

 

(i) The facility to track the serial numbers of bought notes setoff against 
each Client's payment on a ‘first in - first out’ basis at any given time. 

 
(ii) The debtors' age analysis with minimum three (3) age categories for 

debtors beyond the Settlement Date and updated values of the 
portfolio (including Pending Buys and excluding Pending Sells) 
adjusted for VaR margin of each Security. 

 
(iii) The creditors' age analysis with minimum three (3) age categories for 

creditors beyond the Settlement Date. 

 
(iv) The ability to generate following statements at any given time: 

- individual Client account statements. 

- individual Client portfolio statements   reflecting the Cleared 

Balances. (security, quantity, price). 

- individual Client portfolio statements reflecting the Pending Buys 

and Pending Sells 
 

For the purpose of this Rule, ‘Cleared Balances’ shall have the same 
meaning as defined in the Clearing House Rules. 

 
(v) The facility to classify debtors: 

− based on Investment Advisors. 

− based on branches. 

− based on nature of Client (i.e. staff, related party, margin and 
other). 

 

(vi) The facility to specify the authority levels for different departments 
within the Trading Participant: 
Eg: Investment Advisors should be able to view the Account Statements 

and Portfolio Statements of only their Clients. 
 

Accounting staff can only enter receipts and payments and print 
contract notes and cheques. 
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(vii) The facility to process compensation to be received by or paid to a 
Client as a result of the partially or fully unsettled Trade/s and other fees 
applicable to Clients, as set out in the Clearing House Rules. 

(2) In respect of BOS and OMS of Stock dealers 

The BOS and OMS of Trading Participants who are Stock Dealers shall have the 

additional functionalities and features: 

 
(a) The ability to generate following statements at any given time: 

- account statements 
- portfolio statements (security, quantity, price). 

 

(b) The facility to classify transactions based on the type of security. 

 
4.3 ACCOUNTING SYSTEM 

 

4.3.1 Trading Participants shall ensure that they shall have; 
 

(1) the ability to generate up-to-date accounting records at any given time. 
 

(2) the ability to generate Balance Sheets and Income Statements through the 
system at any given time. 

 

4.3.2 The Accounting System of Trading Participants should be integrated with their BOS. 

4.4 AUDITORS 

 

4.4.1 Trading Participants shall appoint a reputed firm of Chartered Accountants which 

has a minimum of three (3) partners as its Auditors. There shall be separate partners 

to act as the Engagement Partner and Review Partner in relation to the audit 

functions of the Trading Participant. 

4.4.2 Auditors of Trading Participants shall not be involved in any accounting, bookkeeping 
or other services relating to the accounting records or financial statements of the 
Trading Participant. 

4.5 INTERNAL CONTROL AND RISK MANAGEMENT 

 

Trading Participants, including those admitted for trading in the OTC Platform of the 

CSE, shall have documented Internal Control and Risk Management practices in place 

with a designated person to monitor them on an ongoing basis. 
 

4.6 GENERAL PROCEDURES 

 

4.6.1 Trading Participants shall maintain duly updated Systems and Procedures Manual 
covering the following areas, as a minimum: 

 

▪ trading 
▪ financial management 
▪ information systems 
▪ research (If applicable) 
▪ human resource management 

 

4.6.2 Trading Participants shall have a documented Disaster Recovery Plan and a Disaster 
Recovery Site. 

4.7 CASH DEPOSIT 
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4.7.1 Trading Participants shall furnish and maintain a cash deposit of Rs. one (1) million with 

the CSE. 

 
(i) The cash deposit maintained by Trading Participants with the CSE will be used 

by the CSE to defray the subscription fees, entrance fees and other charges and 

dues payable by the Trading Participant to the CSE; and, Additionally, the cash 

deposit maintained by Trading Participants who are Stockbrokers will be used by 

the CSE to defray any sums due and payable by them to any of their Clients. 

 
4.7.2 If the CSE uses all or part of the cash deposit for the purposes described in Rule 4.7.2, 

Trading Participants shall promptly replace such amounts to the CSE. 
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SECTION 5 
 
RULES GOVERNING APPLICATION SYSTEMS 
 
5.1 Additional Operational Requirements Applicable to Application Systems of 

Trading Participants 
 

These Rules shall be applicable to all Trading Participants other than those admitted to 
trade only on the Over the Counter Platform of the CSE. 

 
5.1.1  DEFINITIONS 
 

For the purposes of these Rules; 
 

“Interface” means the connection between the ATS and the Application system that has 
the ability to communicate in a pre-defined format; 

 
“Internet Trading Facility” shall mean the extension of the OMS and the third party 
application platform, which provides the Clients the ability to transact via the internet; 

 
“Internet Trading Infrastructure” shall mean the computer hardware, computer 
communication network and security protocols used to support and ensure reliability of 
the Application Systems; 

 
5.1.2 AGREEMENT WITH CLIENTS FOR PROVIDING THE INTERNET TRADING FACILITY 
 

This Rule 5.1.2 shall be applicable only in respect of Trading Participants who are 
Stockbrokers. 

 
(1) Trading Participants shall enter into a written agreement with each of its Clients, 

who intend to route orders to the ATS, via the Application Systems using the Internet 
Trading Facility. 

 
(2) Prior to entering into a written agreement with a Client as required in Rule 5.1.2 (1) 

above, Trading Participants shall take appropriate measures to ascertain such 
Client’s capacity and technical competence to carry out securities transactions via 
the Internet Trading Facility. 

 
(3) Such agreement entered into with a Client shall clearly set out the rights and 

obligations of the parties to the agreement, including the following. 
 

(a) Full name and the CDS Account Number of the Client. 
 

(b) Details of the Trading Participant including the name, registered address and 
the licensing status with the SEC. 

 
(c) A clause to the effect that the Application Systems shall be used by the Client 

for the sole purpose of routing orders to the ATS using the Internet Trading 
Facility on his/her behalf and shall not be used by such Client to route orders 
to the ATS on behalf of any other person maintaining a securities account 
with the CDS. 

 
(d) Undertakings by the Trading Participant and the Client to notify in writing to 

the other, 
i. in the event of any material change to the information provided in the 

agreement; and, 
ii. in the event of any modifications to the information pertaining to the 

Internet Trading Facility. 31
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(e) An undertaking by the Client that he/she has the capacity and knowledge to 

understand the basic operations of the Internet and possesses a clear 
understanding of the use of the Internet Trading Facility. 
 

(f) Responsibilities of the Client and Trading Participant with regard to the 
confidentiality of data and information provided through the Application 
Systems. 
 

(g) Minimum system specifications required to process the Internet Trading 
Facility. 
 

(h) An appropriate and prominent risk disclosure statement by the Trading 
Participant highlighting the risks associated with trading via the Application 
Systems using the Internet Trading Facility by the Client. 

 
(i) Responsibilities of the Client in relation to complying with the Password Policy 

of the Trading Participant including usage of strong password, ensuring 
frequent change of passwords and non-disclosure of password to any other 
party except to the extent permitted under the Trading Participant Rules of 
the CSE. 

 
(j) Undertaking by the Trading Participant not to disclose and/or permit the use 

of the User ID and password assigned to a Client by any other person 
including employees of the Trading Participant 
 

(k) A clause to the effect that, in the event the Client has failed to comply with 
the Password Policy of the Trading Participant, such Client shall be 
responsible for breach of contract and the consequences arising thereof. 
 

(l) Clauses in relation to the following; 
i. Amendments to the agreement; 
ii. Notices to the parties to the agreement; 
iii. Termination of the agreement; and, 
iv. Indemnity and limitation of liability (as appropriate). 

 
(m) Any fees/charges that are to be paid by the Client to the Trading Participant 

in relation to the services provided in respect of the Internet Trading 
Facility (if applicable). 

 
(4) Trading Participants shall ensure that the agreement entered into with a Client 

pursuant to Rule 5.1.2 (1) of these Rules complies with these Rules and any 
guidelines and/or circulars that may be issued by the CSE from time to time. 
 

(5) Any designated senior management personnel of the Trading Participant shall 
approve the provision of the Internet Trading Facility to a Client and the execution 
of the written agreement with such Client who intends to route orders to the ATS, 
via the Application Systems using the Internet Trading Facility, prior to provision of 
such Facility. 
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5.1.3 GATEWAY AND API SPECIFICATIONS 

 
(1) Trading Participants shall, at all times, ensure that the Application Systems’ 

Interfaces comply with the Gateway/API specifications stipulated and published 
by the CSE from time to time. 
 

(2) The Trading Participant shall; 
 

(a) obtain a confirmation from the CSE that the Interfaces are in compliance 
with the Gateway/API specifications stipulated and published by the CSE 
from time to time; and, 

(b) test the said Interfaces with the CSE test environment. 
 

(3) Trading Participants shall comply with any enhancements to the Gateway/API 
specifications stipulated and published by the CSE within the period of time 
prescribed by the CSE. 

 
5.1.4 ISSUE OF USER IDENTIFICATION AND PASSWORD 
 

(1) Trading Participants shall issue to each user, a unique User Identification (User 
ID) and password, which shall be used to sign into the applicable Application 
Systems and communicate such User ID and password to the User in a 
confidential manner in accordance with the procedure adopted by the Trading 
Participant for same. 

 
(2) Trading Participants shall, provide a copy of such procedure adopted by the 

Trading Participant referred to in Rule 5.1.4 (1) above, upon a request being 
made by the SEC and/or CSE. 

 
(3) Trading Participants who are Stockbrokers shall not disclose to and/or permit 

the use of the User ID and password assigned to a Client by any other person 
including employees of the Trading Participant. 

 
(4) (a)Trading Participants may assign a  single  User ID/password  to operate 

multiple CDS accounts in the following instances, provided that such 
person has been duly authorized to operate in such manner; 

 
i. the primary account holder of joint CDS accounts (primary account 

holder’s individual CDS account and the joint CDS account); 
 

ii. holders of CDS accounts in which the beneficial owner would be 
the same, (such as a Client’s individual account and a company 
account in which the Client is the sole beneficial owner); and, 

 
iii. Managing Companies licensed by the SEC to operate Collective 

Investment Schemes (CIS)- a person who is involved in making 
investment decisions for multiple CISs; with the written 
authorization provided by the chief Executive Officer of the 
Managing Company authorising the person to operate CDS 
accounts of multiple CISs with the same User ID/password.     

iv. Investment Managers licensed by the SEC – a person who is 
making investment decisions on behalf of multiple clients; with the 
written authorization provided by the Chief Executive Officer of the 
Investment Manager, authorizing the person to operate CDS 
accounts of multiple clients with the same User ID/password.   
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(b) In the event a single User ID/password has been assigned by the 

Trading Participant to operate multiple CDS accounts as set out in Rule 
5.1.4 (4)(a) above, the Trading Participant shall retain evidence of such 
consent/authorization given by the relevant party/ies, including any 
changes thereto, as informed by the relevant party/ies. 

 
5.1.5 APPLICATION SYSTEM REQUIREMENTS 
 

(1) Application System User Manual 
Trading Participants who are Stockbrokers shall issue to the Client an 
Application System User Manual, which shall also be made available to the 
CSE and SEC for inspection upon request. 

 
(2) Access Control Security 

Trading Participants shall institute a process of granting access to information 
resources on the basis of “least privilege” and “need to know/ need to do” to all 
users of Application systems. 

 
Trading Participants shall maintain an Access Control Policy in respect of User 
Access Management, User Responsibilities, Network Access Control, 
Operating System Access Control, Application and Information Access Control 
of the Application systems. 

 
(3) Specific Requirements applicable to OMS in relation to Internet Trading Facility 

These Rules shall be applicable only in respect of Trading Participants who are 
Stockbrokers. 

 
(a) Trading Participants shall ensure that the OMS facilitates the additional 

requirements set out below. 
 

i. The ability to provide order/trade confirmations to the Client 
immediately upon acknowledgement by the ATS, regarding the 
relevant order/trade; 

ii. The ability to cancel orders placed by a Client in accordance with 
the Trading Rules of the CSE; 

iii. Inbuilt risk management controls, such as determining trading limits 
for the Clients when placing orders. 

iv. The Trading Participant shall ensure that the OMS contains and 
complies with the additional features specified and published by the 
CSE from time to time. 

 
(b) Trading Participants shall ensure that the OMS includes necessary controls 

relating to submission of orders, in order to verify; 
 

i. whether the Client has sufficient Securities to sell on the submission 
of a sell order (Not applicable to Short Sale Transactions); 

ii. whether the Client is within the trading limit specified by the Trading 
Participant; 

iii. the Client ID; and, 
iv. the Security Code. 

 
For the purpose of this Rule, ‘Short Sale Transactions’ shall have the 
same meaning as set out in the Trading Rules of the CSE. 
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(4) Maintenance of audit logs in relation to Application Systems 

 
(a) Trading Participants shall maintain audit logs that record user activities, 

exceptions and information security events relating to Application 
Systems with due care for designated periods as per these Rules. 

(b) Trading Participants shall maintain audit logs on the following including 
but not limited to; 

i. the opening, modification or cancelation of an Internet Trading 
Account; 

ii. any authorization granted to a client to exceed a specified trading 
limit (where applicable); 

iii. any granting, modification or revocation of system access rights or 
privileges to any user; and, 

iv. access and modifications made to the Application Systems 
including reports. 

 
(5) System Audits and Vulnerability and Penetration Tests 

 
(a) Trading Participants shall; 

i. carry out a System Audit and a Vulnerability and Penetration 
Testing (VAPT) on the Application Systems by a competent and 
independent auditor, once in every two (2) years at a minimum; 

ii. maintain all reports relating to Application Systems including the 
VAPT reports and review reports; and, 

iii. submit copies of such reports to the SEC and the CSE, upon 
request. 

 
(b) Trading Participants shall ensure that the scope of the System Audit on the 

Application Systems, at a minimum, includes the review of the following; 

i. Security configuration of the Database Management Systems. 

ii. Network configuration of the Database Management Systems. 

iii. Disaster Recovery Plan (DRP) and the disaster recovery 
requirements of the Application Systems. 

iv. Policies and procedures related to Incident Management, Change 
Management, User Account Management. 

v. Information security policy of the Trading Participant. 
vi. Backup and restoration testing procedures of the Trading 

Participant. 
 

(c) In the event of any adverse findings in System Audits and VAPT, the 
Trading Participant shall immediately inform, in writing, the SEC and CSE 
of such findings and the corrective measures taken/to be taken by the 
Trading Participant in respect of same with timelines. 

 
(6) Application System Backup 

Trading Participants shall; 
(a) maintain a Backup Policy to ensure the availability of Application Systems 

and databases to be used in a contingency situation; 
(b) ensure that Application Systems and database backups are restored and 

tested bi-annually, at a minimum; and 
(c) maintain Information Backups for a period of six (6) years for audit and 

legal requirements. 
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(7) Trading Participants shall, in addition to these Rules comply with any guidelines 
and/or circulars that may be issued by the CSE from time to time. 

 
5.1.6 INFRASTRUCTURE REQUIREMENTS 
 

(1) Trading Participants shall ensure that the Application System Infrastructure and 
its functions supports industry standard principles relating to fault tolerance and 
high availability architecture. 

 
(2) Information Security 

Trading Participants shall ensure that the Application Systems and Internet 
Trading Infrastructure contain the following industry standard security features; 
(a) security and encryption for server access through the internet such as 

Transport Layer Security. 
(b) firewall and threat prevention system. 
(c) protection for viruses, spyware, malware and other malicious codes and 

ensure such systems are up to date. 
(d) use of licensed software for Application Systems and its infrastructure. 
(e) security controls and features to ensure confidentiality and integrity of all 

information captured and stored by the systems. 
 

(3) Physical and Environmental Security  
Trading Participants shall; 
(a) maintain appropriate security perimeters to protect the areas in which the 

information systems and information processing facilities are placed in 
such Trading Participant. 

(b) ensure that appropriate access control mechanisms in respect of 
information systems are in place and that only the authorized personnel of 
the Trading Participant are allowed to enter the information processing 
facilities. 

(c) maintain a register, in manual or electronic form, to record details of 
visitors entering the information processing facilities and shall ensure that 
such visitors are accompanied by an authorized officer of the Trading 
Participant, at all times. 

(d) take necessary measures to protect the areas that contain the information 
systems and information processing facilities against any external and/or 
environmental threats. 

(e) ensure that all equipment relating to information systems and information 
processing facilities are protected from failure of power and air-
conditioning, fire and other disruptions caused by failures in supporting 
utilities and/or infrastructure. 

 
(4) Communication Security  
    Trading Participants shall; 

(a) ensure that Application Systems are prevented from unauthorized 
interception from telecommunication and other networks while delivering 
the intended services of the Application System to the intended end users; 

(b) take necessary network and application security measures to ensure 
protection of information and Application systems against risk of using 
mobile computing, internet, Local Area Networks, Wide Area Networks, 
remote networks and shared networks; and 

(c) maintain Access Control policies in accordance to the Information security 
policies that limits the capabilities or restricts users connecting to Local 
Area Networks and Wide Area Networks and access by remote users. 
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For the purpose of this Rules, ‘End User’ shall mean, Clients and any other 
parties permitted by the Trading Participants to utilize the Application Systems. 

 
5.1.7 SERVICE REQUIREMENTS 

 
Trading Participants shall; 
(1) safeguard the integrity of the information provided by the Application Systems, by 

including controls to prevent; 
(a) false presentation or the use of incomplete information for transactions; 
(b) manipulation of data; 
(c) viruses leading to, inter alia, loss of data, unauthorized access to or 

manipulation of data or threat of unavailability of systems; 
(d) cyber extortion, selling or provision of data stolen from infrastructure 

service providers of the Application Systems; 
(e) non-compliance with laws, rules, regulations, directives issued by the SEC 

and guidelines issued by the SEC/CSE, leading to illegal transactions, 
fraud or malpractice; and, 

(f) presentation of incorrect data, whether unintentionally or otherwise. 
 

(2) ensure that the identity of the person or system accessing the service is properly 
verified by the use of PINs, passwords or any other security mechanism. 

(3) ensure that the Application Systems and the Internet Trading Infrastructure have 
sufficient bandwidth and processing capacity to avoid delays in processing orders; 

(4) ensure the continuity of services to the Clients in the event; 
(a) the Application System/s is/are not reachable; 
(b) parts of the Application System/s is/are not reachable; 
(c) the Trading Participant is unable to give timely access to the Application 

System/s or parts of the Application System/s; and, 
(d) the Client is unable to trade or to get or give real-time information. 

 
(5) ensure that appropriate measures are in place in order that the authorized 

personnel of such Trading Participant, at all times, is able to uniquely identify each 
and every order routed to the ATS using the internet trading facility during the 
different stages of processing such order; 
 

(6) at a minimum, provide the following to a Client through the Internet Trading Facility; 
(a) real-time market information; 
(b) real-time order status; 
(c) order history; 
(d) transaction history; 
(e) details pertaining to the Client’s portfolio; and, 
(f) outstanding balance pertaining to clients. 

 
(7) ensure that procedures are in place to identify and prevent malpractices, including 

but not limited to; 
(a) misappropriation of IDs; 
(b) unnecessary disclosure of personal data, transactions details, activity and 

presence on the internet; 
(c) impersonation, leading to unauthorized transactions; 
(d) attacks from third parties designed to interrupt the service or aimed at the 

service becoming an agent for an attack against another website; and, 
(e) analysis of data by unauthorized third parties. 

 
Rules 5.1.7 (4) and 5.1.7 (6) shall be applicable only in respect of Trading Participant 
who are Stockbrokers. 
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5.1.8 SERVICES TO CLIENTS 

 
This Rule shall be applicable only in respect of Trading Participants who are 
Stockbrokers. 

 
(1) Trading Participants shall permit its Clients to carry out the following functions, at 

a minimum, via the Internet Trading Facility; 
(a) ability to place an order to buy or sell Securities; 
(b) cancellation of orders; 
(c) amendment of orders; 
(d) ability to review portfolio balances and Account status and; 
(e) ability to generate a report on all transactions carried out by the Client via 

the Internet Trading Facility in respect of a specific time period. 
 

(2) Trading Participant shall additionally provide to its Clients; 
(a) an online help facility; 
(b) a link to enable such Clients to access the CSE/CDS Rules; and, 
(c) a link to the applicable User Manual/s. 

 
(3) Trading Participant shall ensure that the orders placed/amended by Clients, shall 

be routed to the ATS, on a first-in first-out basis. 
 

5.1.9 USERS AND ADMINISTRATORS 
 

(1) Trading Participants shall designate Administrators who would be responsible for 
the administration of the Internet Trading Infrastructure/Application Systems of 
such Trading Participant. 

(2) Trading Participants shall issue to each Administrator, a unique Administrator ID, 
which shall be used to sign on to the Internet Trading Infrastructure/Application 
Systems of the Trading Participant. 

(3) Trading Participants who are Stockbrokers shall not grant the Administrators any 
access privileges to the Application Systems, in order to place orders or 
modify/cancel orders placed by Clients. 

(4) Trading Participants shall maintain activity logs for all activities of Administrators in 
relation to the Internet Trading Infrastructure/ Application Systems of the Trading 
Participant, and shall provide access to such activity logs to the CSE and/or SEC, 
upon request. 

 
 
5.1.10 APPLICATION SYSTEM ACTIVITY LOG 

 
(1) Trading Participants shall maintain a detailed Application System activity log, with 

time stamps on all Application System activities. 
 

(2) The activity log shall include the following in respect of the orders entered through 
the OMS and Third-Party Application Platforms; 

 
(a) User ID; 
(b) CDS account number of the Client; (where applicable) 
(c) name, quantity and price of the Security; 
(d) the source from which the order was entered; 
(e) time of placing the order; 
(f) any change in the status of orders from the order creation to confirmation 

of the order and execution of the order; 
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(g) the details of granting, modifying and revoking Client access privileges to 
the Application System in the activity log; (where applicable) 

(h) identification of orders entered by the Client and by the Investment 
Advisors; (where applicable) 

(i) a mechanism to detect the exact geographical location (IP address) where 
the connection initiated for the transaction; and, 

(j) the type of platform used to access the Application System 
 

(3) Trading Participants shall submit details of corresponding User IDs of all orders 
placed through the Application Systems when communicating with the ATS system 
in the format specified by the CSE. 
 

(4) Trading Participants who are Stockbrokers shall have in place procedures/systems 
to clearly identify orders entered; 

(a) by the Client, using the OMS and third party application platforms; and, 
(b) by the employees dealing with Clients, using the Application System; 

 
(5) Trading Participants shall maintain the activity log in respect of Application 

Systems for a minimum period of six (6) years and shall provide access to such 
activity log to the CSE and/or SEC, upon request. 

(a) Trading Participants shall ensure that access to the Application System 
activity log shall be permitted only to the Administrators and to other 
authorized person(s) designated by the Trading Participant. 

(b) Trading Participants shall not make any changes or modifications to the 
activity log. 

 
5.1.11 GENERAL REQUIREMENTS 
 

(1) Trading Participants shall ensure that the Application Systems and the Internet 
Trading Infrastructure comply with; 

(a) the Rules of the CSE, any guidelines and/or circulars that may be issued 
by the CSE from time to time; 

(b) the provisions of the SEC Act, rules made thereunder and any directives 
issued by the SEC from time to time; and, 

(c) any applicable laws. 
 

(2) The Application Systems and Internet Trading Infrastructure shall be subject to 
inspections at any time by the CSE and/or the SEC, in order to ensure compliance 
with the requirements referred to in these Rules and the Trading Participant shall 
demonstrate such compliance, when required to do so by the CSE and/or the SEC. 
 

(3) Trading Participants who are Stockbrokers shall ensure that the employees of the 
Trading Participant who deal with Clients, comply with these Rules wherever 
applicable. 

 
(4) Trading Participants shall; 

(a) maintain an up to date list of all users of the Application System, together 
with the User ID, username and where applicable, CDS Account Numbers, 
and in the event of an Application System failure, the time period for which 
the service was not available and reasons for non-availability; and, 

(b) disclose a copy of same to the SEC and/or CSE, upon request. 
 

(5) Trading Participants shall not outsource any of its regulatory obligations and core 
functions in terms of these Rules. 
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(6) Trading Participants shall provide full and prompt responses to all inquiries that 
may be made by the CSE and/or the SEC, relating to the operations of the Internet 
Trading functions and Application Systems of the Trading Participant. The Trading 
Participant shall provide full cooperation to the SEC, in investigating any offences 
that may be suspected to have been committed in terms of the SEC Act, any rules 
made thereunder and directives issued by the SEC from time to time. 
 

(7) Trading Participants shall indemnify and not hold the CSE and the SEC liable for 
any claims made by any party, as a result of a failure of the Internet Trading 
Infrastructure, Application Systems and its functions. 
 

(8) Information Security Policy 
Trading Participants shall maintain a written information security policy in 
compliance with the requirements specified in these Rules. A copy of such 
information security policy shall be provided to the CSE and/or the SEC, upon 
request. 

 
(9) Business Continuity Plan (BCP) and Disaster Recovery Plan (DRP)  

(a) Trading Participants should maintain an enterprise wide BCP and a DRP  
in respect of Application systems in order to ensure continuity of business 
in an event of a major failure of information systems/facilities, disasters or 
information security incidents and to ensure timely resumption of such 
systems/facilities within tolerable time frames. 

(b) The BCP and DRP  shall be prepared based on the Business Impact 
analysis conducted taking into consideration the business operations of the 
Trading Participants and shall be approved by the Board of Directors of the 
Trading Participant. 

(c) A management process shall be in place for Business Continuity in Trading 
Participants which addresses systems and information security 
requirements needed for the entire organizations business continuity. 

(d) The BCP and DRP  shall be developed, documented, maintained, 
periodically updated and reviewed by the Trading Participant on an annual 
basis. 

(e) Recovery Time and Point Objectives shall be defined by the Trading 
Participants giving consideration to the business operations of the Trading 
Participants not exceeding Recovery Time and Point objectives of the ATS 
published by the CSE. 

(f) Trading Participants shall ensure that the BCP and DRP are tested and 
updated on an annual basis and that all members of the recovery, 
operational and other relevant teams are aware of the plan, their role for 
business continuity and information security. The Test results should be 
retained by the Trading Participant for control and audit purposes. 

 
(10) Change Management 

 
(a) Changes to Application Systems shall be conducted by the Trading 

Participant in a controlled manner adhering to industry best practices. 
(b) A formal change control procedure shall be in place to control the 

implementation of changes to information and application systems. 
(c) All changes to systems would be properly documented including outcomes 

of test results and release deployments and authorized by the responsible 
officer of the Trading Participant. 

(d) All changes to systems should be tested (User Acceptance Testing) prior 
to release deployment to live environment and such System testing should 
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be carried out in a separate environment and these test results should be 
retained by the Trading Participant for control and audit purposes. 

(e) User Acceptance criteria for the implementation of Application System 
changes or major upgrades shall be in place and appropriate testing shall 
be carried out by the Trading Participant prior to moving to live operations. 

(f) Trading Participants shall ensure to maintain separate environments for 
development, test and production to reduce the risk of unauthorized 
access, misuse and changes to operational systems. 

 
(11) Capacity Management 

Trading Participants shall periodically review and monitor level of utilization of 
the Application software infrastructure resources and forecast the future growth 
to ensure the required level of performance is maintained for continuity of 
operations. 

 
(12) Incident Management 

For the purposes of this Rule, an ‘incident’ shall mean, an unplanned 
interruption to a service, a reduction in the quality of a service or an event that 
has not yet impacted the service to the client. 

 
Trading Participants shall; 
(a) maintain formal policies and procedures related to incident management 

and escalation procedures; and 
(b) maintain a log of details of Application System and Infrastructure incidents 

including information security events that includes but not limited to; 
i. Date and time of the incident 

ii. Nature of the incident 
iii. the business impact of the incident 
iv. root cause analysis of the incident 
v. corrective and preventive action taken to avoid future recurrence 

 
(13) Access Control Policy 

(a) Trading Participants shall maintain an Access Control Policy for the 
Application systems that shall be reviewed periodically based on the 
business security requirements of the Trading Participant. 

(b) There shall be a formal user creation and deactivation procedure for the 
Application Systems when granting and revoking access to information 
systems of the Trading Participant. 

(c) Allocation of passwords and password governing rules shall be established 
in information security policy of the Trading Participant. Users are required 
to adhere to security practices of the Trading Participant in selection and 
usage of passwords. 

 
(14) Offshore Cloud Hosting of Application Systems 

In the event a Trading Participant opts to maintain the Application systems on 
an Offshore Public cloud infrastructure platform, such Trading Participant shall 
adhere to the following; 

 
(a) Taking necessary measures in line with the Personal Data Protection Act 

No. 09 of 2022, including entering into a valid Cloud Hosting Agreement 
between the System Vendor and the Cloud Service Provider (CSP). 

(b) Conduct of a comprehensive Risk Assessment by an external auditor prior 
to the Cloud going live and ensure that all findings are addressed promptly. 
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(c) Conduct of a Vulnerability and Penetration Test (VAPT) by a third-party 
external auditor prior to the systems going live and ensure that all findings 
are addressed promptly. 

(d) The CSP, the System Vendor and the Trading Participant aligns its 
operations to; 
i. ISO 27001 : Information Security General Controls and Procedure 

   Controls 
ii. ISO 27017 : Guidelines for information security controls applicable to 

   the provision and use of cloud services 
iii. ISO 27018 : General Controls and Guidelines for implementing  

                         measures on protection of Personally Identifiable  
                         Information (PII) in the cloud 

(e) Ensure a backup of the full system is taken on a daily basis either by 
downloading to Trading Participant’s own premises or in a different 
geographical location of the cloud. 

(f) Maintain a fully-fledged Disaster Recovery System in a separate 
geographical location of the cloud provider or hosted onshore. 

(g) Conduct of an annual VAPT by a third-party external auditor and ensure all 
findings are addressed promptly. 

(h) Conduct of an annual audit by a third-party external auditor to ensure 
compliance with ISO 27001, 27017 and 27018 Security General Controls 
and Procedure Controls by the system vendor and the Trading Participant. 

 
 
 

(15) Third-Party Service Provider Agreements 
 

(a)If third party service providers are involved in maintaining Application 
systems and infrastructure, Trading Participants shall enter into formal 
agreements with all such third party service providers. 

(b)Respective agreements with third party service providers shall cover all 
requirements including information security requirements to ensure there 
is no misunderstanding between respective third party and Trading 
Participant. 

(c) Third Party Service Provider agreements shall contain Service Levels 
expected from the third party that includes but not limited to; 

i. expected level of service 
ii. performance criteria 
iii. Problem resolution time frames 
iv. escalation procedures for problem resolution 
v. respective liabilities and penalties for breach of service levels 
vi. involvement of sub-contractors by third parties 
vii. conditions of termination 
viii. Provisions related to information security that third parties require 

to adhere as per the information security policy of the 
organization 

(d)Respective agreements with third parties will cover all relevant information 
security requirements to ensure that there is no misunderstanding 
between the Trading Participant and the third party. 

(e)Trading Participants shall monitor and review periodically the Services 
rendered by the third party in accordance to the Service Level agreements. 

(f) Trading Participants shall provide a copy of the agreements entered with 
Third Party Service Providers to the CSE and/or SEC, upon request. 
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5.2 MOBILE-BASED APPLICATION PLATFORMS OPERATED BY THIRD PARTY 
 SERVICE PROVIDERS 
 

The following rules shall be applicable in the event a Trading Participant who is a 
Stockbroker intends to obtain services of a third-party service provider which operates 
mobile-based application platform/s that are connected to the OMS and BOS for 
onboarding of clients, trading and settlement of trades on the CSE (hereinafter 
referred to as ‘Third Party Application Platform/s’). 

 
5.2.1 The Stockbroker shall be responsible for all trades entered by clients which are routed 

via the Third Party Application Platform/s and are entered into the Order Book of the 
ATS through such Stockbroker. 

 
5.2.2 The Stockbroker shall remain responsible for verifying the true and full identity of each 

of its clients on-boarded via the Third Party Application Platform/s in conformity with 
Rules 11.2.1 (1) to (3) of these Rules. 

 
5.2.3 The Stockbroker shall ensure that the third-party service provider takes necessary 

measures to ensure that all orders placed by clients through the Third Party 
Application Platform/s are prefunded and Cleared Funds are made available by the 
Buying Client at the time of order entry for settlement of such trade on the Settlement 
Date in accordance with these Rules. 

 
Provided however, this rule shall not be applicable in respect of a client of a 
Stockbroker who has obtained; 

 
(a) a credit facility from the Stockbroker in terms of Section 14  of these Rules; or 
(b) a margin trading facility from a margin provider. 

 
For the purpose of this Rule, ‘Cleared Funds’ shall mean funds that are realized and 
available for drawing in the respective settlement bank. 

 
5.2.4 The Stockbroker shall establish mechanisms including the execution of a Non-

Disclosure agreement to ensure that the third-party service provider does not store, 
retain or disseminate any client information and trade data received through the Third 
Party Application Platform/s via electronic or other means. 

 
5.2.5 The Stockbroker shall ensure that the Third Party Application Platform/s conforms to 

the following requirements: 
 

(1) The Third Party Application Platform/s and its infrastructure shall contain 
adequate security controls and features, in order to ensure confidentiality and 
integrity of all information captured in such system. 

(2) The Third Party Application Platform/s shall, at a minimum, have the ability to; 
(a) onboard clients; 
(b) place an order to buy or sell Securities; 
(c) limit the maximum value of an order to be routed via the Third Party 

Application Platform/s as specified by the CSE from time to time; (not 
applicable to orders entered by investors who have obtained a credit 
facility from a Stockbroker or a margin trading facility from a Margin 
Provider.) 

(d) amend orders; 
(e) cancel orders; 
(f) facilitate settlement of trades. 

43



 
 

Page 14 of 15 

 
 

 Public 

(3) All orders routed via the Third Party Application Platform/s shall be entered into the 
ATS only through the OMS on a first-in first-out basis. 

(4) The Third Party Application Platform/s shall not store or retain any order and client 
related data and shall only pass through such information to enable it to function 
its intended use. 

 
5.2.6 The Stockbroker shall enter into a written agreement with such third-party service 

provider prior to obtaining its services in relation to the Third Party Application 
Platform/s and such agreement shall clearly set out the rights and obligations of the 
parties to the agreement, including the following: 

 
(1) An undertaking by the third-party service provider that the Third Party Application 

Platform/s shall, at a minimum, conform to the minimum requirements specified in 
the Trading Participant Rules of the CSE. 

(2) The Service Levels expected from the third-party service provider and related 
information that includes but not limited to the; 

(a) expected level of service; 
(b) performance criteria; 
(c) problem resolution time frames; and 
(d) escalation procedures for problem resolution. 

(3) Obligations of the third-party service provider relating to information security that 
the third-party service provider is required to adhere as per the information 
security policy of the Stockbroker Firm. 

(4) An undertaking by the third-party service provider to take necessary measures to 
ensure that all orders placed by clients (other than clients of a Stockbroker who 
have obtained a credit facility from the Stockbroker or a margin trading facility 
from a margin provider) through the Third Party Application Platform/s are 
prefunded and cleared funds are made available by the client at the time of order 
entry for settlement of such trade on the Settlement Date in accordance with these 
Rules. 

(5) Obligation of the third-party service provider to maintain a Business Recovery 
Plan and a Disaster Recovery Plan for the Third Party Application Platform, to 
ensure continuity of business in an event of a major failure of the Third Party 
Application Platform and facilities or disasters, information security incidents and 
to ensure their timely resumption within tolerable time frames. 

(6) Rights and obligations of sub-contractors of the third-party service provider (if any) 
in relation to the Third Party Application Platform/s. 

(7) Fees payable to a third party service provider in relation the Third Party 
Application Platform, which shall be in conformity with the Trading Participant 
Rules of the CSE. 

(8) An undertaking by the third-party service provider that any advertising material to 
be published by such third-party service provider in relation to the Third Party 
Application Platform/s shall be in accordance with the guidelines published by the 
CSE from time to time. 

(9) Respective liabilities and penalties for breach of contract. 
(10) Conditions relating to termination of the contract. 

 
5.2.7 The Stockbroker shall monitor and periodically review the services rendered by the 

third-party service provider in accordance with the Service Level agreement. 
 
5.2.8 The fee payable to a third party service provider shall be negotiable between such 

third party service provider and the Stockbroker, subject to a maximum of fifty per 
centum (50%) of the brokerage fees. 
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5.2.9 The Stockbroker shall maintain an up to date list of all users of the Third Party 
Application Platform/s, together with the User ID, username and the CDS Account 
Numbers, and in the event of a Third Party Application Platform failure, the time period 
for which the service was not available and reasons for non-availability. 

 
Upon the request of the SEC and/or CSE, the Stockbroker shall disclose a copy of 
same to the SEC and/or CSE. 

 
5.2.10 The Stockbroker shall not cancel an order of a client routed via the Third Party 

Application Platform/s, unless the cancellation of such order is authorized by the 
Chief Executive Officer or the Compliance Officer of the Stockbroker. 

 
In the event an order is cancelled in terms of this Rule, the Stockbroker shall 
immediately inform of such fact to the client concerned. 

 
5.2.11 The Stockbroker shall maintain a detailed activity log in respect of the Third Party 

Application Platform/s with time stamps on all activities carried out on the Third Party 
Application Platform for a minimum period of six (6) years. 

 
5.2.12 The Stockbroker shall maintain a Backup Policy to ensure the availability of critical 

information to be used in a contingency situation. 
 

The Stockbroker shall ensure that the Third Party Application Platform and database 
backups shall be restored and tested periodically, and the information backups are 
maintained for a period of six (6) years. 

 
5.2.13 The Stockbroker shall ensure that any advertising material to be published by a third-

party service provider in relation to the Third Party Application Platform/s shall be in 
accordance with the guidelines published by the CSE from time to time. 

 
5.2.14 The Stockbroker shall comply with any additional operational requirement/s that may 
 be imposed by the CSE as set out in Rule 5.1 above, in respect of Third Party 
 Application Platforms from time to time. 

45



 

 

Public 

SECTION 6 
 

INSPECTIONS AND INVESTIGATIONS 
 

6.1       INSPECTIONS 
 

6.1.1 The CSE may conduct inspections on Trading Participants at any time through an 

officer of the CSE or an appointed third party (“Inspector/s”). 

 

6.1.2  Trading Participants shall provide the Inspector/s access to all information, books and 

records as requested. 

 

6.1.3 The CSE may charge a fee from Trading Participants to recover any actual expenses 

incurred on such inspections. The expenses shall be paid by Trading Participants 

promptly upon being invoiced by the CSE.  

 

For the purposes of this Rule, a ‘third party’ shall be an Audit firm, a Chartered 

Accountant, an Attorney-at-Law, a Chartered Valuer or any other expert in the relevant 

discipline. 

 

6.1.4 Notification of Findings 
 

(1) The CSE will notify Trading Participants concerned of the findings of the CSE’s 
inspection.  

 

(2) Trading Participants shall, within such time as may be stipulated by the CSE:  
 

(a) take corrective measure to address the CSE’s findings; and  
 
(b) notify the CSE in writing of actions taken by the Trading Participant’s 

board of directors in respect of the findings of the CSE. 
 

6.2    INVESTIGATIONS 
 

6.2.1  The CSE may conduct an investigation if; 
 
(1)      in its opinion there exists a possible breach of the CSE Rules by the Trading 

Participant. 
 
(2)     there is a dispute between Trading Participants on a matter relating to the 

trading of Securities. 
 
(3)    in its opinion the circumstances warrant an investigation.  

(4)      so directed by the SEC. 

6.2.2 The CSE may appoint any person or persons to assist in its investigations 

(“Examiner/s”). 
 

6.2.3 The CSE may delegate all or any of its powers under this Rule to the Examiner/s. 

The Examiner/s shall report the results of the investigation to the CSE. 
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6.2.4 The CSE may require; 

 

(1) any Director, Chief Executive Officer, Compliance Officer, Head of Finance, 

Head of Information Technology and/or any other employee of a Trading 

Participant to attend before the CSE, at any time, to give such information 

that is/may be relevant to the investigation; and, 

 

(2) record statements from the persons referred to in Rule 6.2.4 (1). Such 

recorded statements may be used by the CSE in disciplinary proceedings 

against Trading Participants and/or employees of Trading Participants, 

including the person making such statement. 

 

6.3      SUPPLY OF INFORMATION TO THE CSE 
 

6.3.1 Trading Participants shall provide the CSE and the SEC any information or records 

which:  

 

(1) in the opinion of the CSE, may be relevant to an investigation to enable the 

CSE to discharge its duties; and/or, 

 

(2) is necessary for the CSE and/or the SEC to carry out supervision and/or 

surveillance on the activities/business of Trading Participants. 
 

6.3.2 Trading Participants shall ensure that such information and records are accurate and 

complete. 
 

6.3.3 Trading Participants shall not willfully make, furnish or permit the making or furnishing 

of any false or misleading information, statement or report to the CSE.  
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SECTION 7 
 
DISCIPLINARY ACTION AGAINST TRADING PARTICIPANTS 
 
7.1 REFERRALS TO THE DISCIPLINARY COMMITTEE 

 
7.1.1    The Chief Executive Officer of the CSE (CEO) shall refer any matter relating to Trading 

Participants to the Disciplinary Committee: 
 

(1) If the CEO is of the opinion that there is a matter of a disciplinary nature that 
needs to be dealt with. 

 

(2) the Trading Participant may have breached the Rules of the CSE, the 
provisions of the SEC Act and/or any rules made thereunder. 

 

(3) is required under any specific Rule of the CSE. 
 

7.2 DISCIPLINARY COMMITTEE 

 
7.2.1 The Disciplinary Committee (referred to herein as "The Committee”) shall consist of 

four (4) Directors of CSE, one (1) of whom shall be an Elected Director and the other 
three (3) shall be Appointed Directors. 

 
7.2.2 The quorum for a meeting of The Committee shall require at least three (3) directors 

to be present during the entire proceedings. 

 
7.2.3 The Committee may appoint experts to assist it in conducting and carrying out its 

disciplinary proceedings. 

 
7.2.4 The Committee shall schedule a date, time and place for hearings of which the parties 

involved shall be given reasonable notice. 

 
7.2.5 Members of The Committee shall notify the Board of Directors before any hearing, of 

any possible conflicts of interest and abstain from participating in such proceedings.  
 
7.2.6 The Committee may decide on its procedure including the method of taking evidence 

and the adjournment and reconvening of proceedings as it thinks fit except where 
expressly provided otherwise in these Rules and/or the Articles of Association of the 
CSE. 

7.3 THE COMMITTEE PROCEEDINGS 

 

7.3.1   Notice of Charges 

 

The Committee shall give Trading Participants written notice setting out particulars of 

the charges referred to The Committee.  
 

7.3.2   Response to a Charge 

 

(1) Trading Participants may submit its explanations to the charges within twenty -

one (21) days from the date of notice thereof. 

 

(2) If Trading Participants fail to submit its explanations within twenty-one (21) days 
from the date of the notice of charge, The Committee shall continue with the 
proceedings as they deem fit. 
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7.3.3 Legal Representation before the Committee 

 

Parties noticed by The Committee may be represented by an Attorney-at-Law provided 
that The Committee is given notice in writing of the name of the Attorney-at-Law at 
least seven (07) days prior to the hearing.  

 

7.3.4   Evidence 

 

Each party may examine and take copies of the evidence which the other party intends 
to rely on at the hearing. 

 
7.3.5   Witnesses, Examination and Cross Examination 

 

(1) The parties may: 
 

(a) request the attendance of a witness; and 
 
(b) request the Committee to permit the parties to examine and cross-

examine witnesses. 
 

(2) The Committee may, in its absolute discretion: 
 

(a) call for the attendance of any witness; and 
 
(b) allow a request for the attendance of a witness or the parties to 

examine and cross-examine witnesses. 
 

Provided however, if disallowing the attendance of a witness or preventing the parties 

from examining or cross examining a witness could lead to the prevention of facts in 

issue from surfacing; then The Committee shall not disallow the attendance of any 

such witness nor prevent the witness from being examined or cross examined 
 

7.3.6   The Committee’s Deliberation 

 

Unless permitted in writing by The Committee, the parties to the proceedings shall not 
be present during the deliberation of a charge by The Committee. 

 
7.3.7   Decision of the Committee 

 

The Committee shall submit its decision in writing with reasons to the Board of 
Directors of the CSE.  

 
7.3.8   Sanctions imposed by the Board of Directors 

 

(1) If the Trading Participant is found guilty of a charge, the Board of Directors of 
the CSE may impose one or more of the following sanctions: 

 

 

(a) issue a letter of warning and / or reprimand to the Trading Participant; 
(b) impose a fine on the Trading Participant; 
(c) in respect of Trading Participants which are Stockbrokers, impose any 

restriction and/or prohibition on activities carried out by them, including 
the following: 
(i) canvassing for and/or accepting new Clients. 
(ii) extending credit to Clients. 
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(d) Impose prohibitions on Trading Participants from carrying out purchase 
and/or sale of securities on the Trading System of the CSE on behalf of 
its Clients and/or on its own account (as applicable), for a time period 
determined by the Board of Directors;  

(e) Make an order for specific performance towards an aggrieved party or 
to restitute such party;  

(f) Suspend or terminate Trading Participant status; 
 

(2) Prior to the Board of Directors of the CSE making a determination to suspend 
or terminate Trading Participant status in terms of Rule 7.3.8 (1), the Trading 
Participant shall be given at least seven (7) days’ notice of the Board Meeting 
at which the suspension or termination is to be discussed and be afforded an 
opportunity to explain its conduct to the Board of Directors of the CSE. 

 

Provided that the Board of Directors of the CSE may, instead of exercising the 
powers of suspension or termination as aforesaid, call upon the offending 
Trading Participant by written notice to resign.  If the Trading Participant does 
not resign within seven (7) days from the date of such notice, the Board of 
Directors of the CSE may proceed to suspend or terminate the Trading 
Participant status in terms of these Rules. 

 
(3) If the circumstances suggest that the breach of the Rule which is the foundation 

of the charge has resulted from an unauthorized act of an employee of a 
Trading Participant, the Board of Directors of the CSE may require the 
Stockbroker to prohibit such employee from dealing with Clients through the 
Stockbroker or any other Stockbroker for a specified time period. Notice of such 
decision with reasons shall be given to the SEC. 

 
Prior to the Board of Directors of the CSE making a final determination under 

this Rule, the Stockbroker guilty shall be given at least seven (7) days’ notice 

of the Board Meeting at which a determination in relation to its employees is to 

be discussed and afforded an opportunity to explain the employee’s conduct to 

the Board of Directors of the CSE. 
 

(4) The CSE shall notify the CDS - Central Depository and the CDS - Clearing 

House regarding any sanction/s imposed by it against a Trading Participant in 

terms of Rule 7.3.8 (1) where the CDS - Central Depository and the CDS - 

Clearing House is required to take appropriate action to give effect to such 

sanction/s. 

 
7.3.9  Notification of Decision 

 

(1) The CSE shall notify the Trading Participant and the SEC of the decision of its 
Board of Directors. 

 
(2) The CSE may publish its decision in the website of the CSE (together with such 

details as the CSE thinks appropriate). 
 

7.4  ACTION TAKEN BY THE CDS - CENTRAL DEPOSITORY AND/OR CDS - CLEARING HOUSE 

IN RESPECT OF A TRADING PARTICIPANT 
 

7.4.1 Notwithstanding any provision to the contrary contained in Section 7 of these Rules, if 

the CSE is notified in writing by the CDS - Central Depository or the CDS - Clearing 
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House of any other action taken by them against or in respect of a Trading Participant 

in accordance with the provisions of the Central Depository Rules or the Clearing 

House Rules of the CDS (other than  the action referred to in Rule 2.14 of these Rules), 

the CSE shall immediately take all such actions deemed necessary by it in respect of 

the Trading Participant.   

 

Any action or decision taken by the CSE in terms of this Rule 7.4.1 shall be notified in 

writing to the Trading Participant and the SEC. The CSE may also publish a notice in 

the website of the CSE notifying the public of such action or decision (together with 

such details as the CSE thinks appropriate). 

 

7.4.2 Any and all actions to be taken by the CSE under this Rule 7.4 shall, in the opinion of 

the CSE, be to ensure: 

 

(1) smooth and effective functioning, maintenance and operation; and/or  

 

(2) the integrity and stability of the Securities market.  

Accordingly, notwithstanding any provision to the contrary contained in these Rules, 
no disciplinary proceedings of any nature shall be a prerequisite for actions to be taken 
by the CSE under Rule 7.4. 

 

7.5  PAYMENT OF COSTS 

 

7.5.1   The Committee may require the parties to pay the costs of the investigation, inspection 
or hearing as determined by it. 

 

7.5.2   Costs under Rule 7.5.1 shall be paid by the parties within fourteen (14) days’ notice 
thereof.  

 

7.5.3   If costs referred to herein remain unpaid for more than seven (7) Market Days after the 
due date, the Trading Participant’s access to trading on the CSE may be suspended 
by the CSE until it makes full payment of such costs. 
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SECTION 8 

 

MARKET MISCONDUCT 

 

8.1 PROHIBITION OF MARKET MISCONDUCT 

 

(1) Trading Participants shall not engage in; 

  

(a) any market misconduct set out in Part V of the SEC Act 

 

(b) Unauthorized Trading 

Trading Participants which are Stockbrokers and the employees of 
such Trading Participants who deal with Clients shall not; 
 
(a) execute buy/sell transactions in a Client account without the 

authority of the Client; 
 
(1) execute Trades contrary to the instructions received from the 

Client; 
 
(2) execute its/their personal Trades in the account of the Client; 
 
(3) use the Client’s account for third party trading; 

 

(c) Excessive Trading (Churning) 

Trading Participants which are Stockbrokers and the employees of 
such Trading Participant who deal with Clients shall not execute buy 
and sell transactions in a Client account without the authority of the 
Client, with the intention of generating brokerage/commission for the 
Trading Participant or themselves. 

 

(2) If the CSE detects/suspects of any market misconduct on the part of Trading 

Participants, it shall have the right to investigate such conduct. 

8.2 INVESTIGATIONS INTO MARKET MISCONDUCT 

 

(A) If the suspected party is a Trading Participant, an Investment Advisor/Employee or 

agent of a Trading Participant: 

 

(1) The CSE may require clarifications regarding the suspected prohibited conduct 

from the Trading Participant.  

 

Such clarifications may include explanations of the trading patterns, details of 

the Investment Advisor/employee/agent and the manner of placing orders. 

 

(2) Trading Participants shall promptly provide clarifications required by the CSE.  

 

(3) If the CSE is not satisfied with the clarifications tendered by the Trading 

Participant, it may conduct further investigation into the matter.  

 

(4) If the further investigations reveal that a Trading Participant, an Investment 

Advisor/employee, agent or the Controller of a Trading Participant may have 

contravened provisions relating to market misconduct set out in Part V of the 
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SEC Act, the matter will be referred to the SEC for further investigation and 

necessary action.  

 

(5) If the further investigations reveal that a Trading Participant, an Investment 

Advisor/employee or agent of a Trading Participant may have contravened 

Rules relating to unauthorized trading or churning set out in these Rules, the 

matter will be referred to the Disciplinary Committee of the CSE for disciplinary 

action with notice to the SEC. 

 

(B) If the CSE has reason to believe that an investor(s) has engaged in market misconduct 

as stipulated in these Rules, it shall refer such matter to the SEC for further 

investigation. 
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SECTION 9 
 

DISPUTE RESOLUTION 
 

9.1 Type of Disputes 

 

  This section shall be applicable in respect of disputes between; 

 

(1) Trading Participants who are Stockbrokers and their Clients; 
 

(2) Trading Participants and the CSE in respect of decisions and/or actions taken 
by the CSE; and, 

 

(3) Two or more Trading Participants in relation to trading functions 
 

arising from or in connection with these Rules, circulars and operational guidelines and 

procedures issued by the CSE. 

 

9.2 Procedure  

 

All disputes or disagreements referred to in Rule 9.1 of these Rules shall be 

determined in accordance with the Dispute Resolution Rules of the CSE Group which 

shall be deemed to form a part and parcel of these Rules. 
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PART B - SPECIFIC RULES APPLICABLE TO TRADING PARTICIPANTS WHO ARE 

STOCKBROKERS 

 

SECTION 10 

 

ADMISSION CRITERIA 

 

This Section shall not be applicable to Stockbrokers, which have been admitted for trading on 

the CSE prior to the date of implementation of these Rules. 

 

10.1 This section shall be applicable to Trading Participants who are Stockbrokers trading 

in Equity and/or Debt Securities. 

 

10.2 Legal form 

 

Applicant entities must be companies incorporated under the Companies Act No. 07 

of 2007 (as amended) or any other previous Companies Act or a statutory body 

incorporated under any other statute in Sri Lanka. 

 

10.3 Capital Requirements 

 

 Applicants shall have: 

 

(1) A minimum stated capital of Rs. 250 Mn.; 
 

(2) A total equity of Rs. 125 Mn, subject to the total equity being fifty per centum 
(50%) of stated capital of the entity for the three (3) financial years immediately 
preceding the date of the Application to the CSE as per the audited financial 
statements.   

 

Provided that if the applicant is a newly incorporated company, the entity shall 

have a total equity of Rs. 125 Mn., subject to the total equity being fifty per 

centum (50%) of the stated capital at the time of commencement of trading. 

 

For the purpose of this Rule, a “newly incorporated company” shall mean a 

company that has been incorporated within the period of one (1) year 

immediately preceding the date of submission of the application to the CSE to 

obtain the Trading Participant status.  

 

(3) A minimum Liquid Capital position of Rs. 35 Mn. or any other amount as may 
be specified by the SEC as at the time of commencement of trading. 
 

The Liquid Capital position shall be computed in accordance with Annexure 2 

of the CSE Trading Participant Rules.  

 

This Rule 10.3 shall not be applicable to applicant Entities which are Primary Dealers 

and Licensed Commercial Banks regulated by the CBSL.  

 

10.4 Infrastructure Requirements 

 

Applicant entities shall comply with Application Systems and other requirements set 

out in these Rules and other applicable requirements determined by the CSE from time 

to time at the time of commencement of trading. 
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10.5 Human Resources 
 

(1) Applicant entities shall have adequate staff who have the necessary expertise 
and experience to perform the relevant functions in terms of Section 4 of these 
Rules at the time of commencement of trading; 

 

(2) Employees dealing with Clients 
 

(a) Applicant entities seeking to Trade in equity shall have a minimum of 
three (03) dedicated employees to deal with Clients and shall ensure 
that persons it employs to deal with Clients on its behalf; 
 

(i) are Registered Investment Advisors; and, 
(ii) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder. 

 

(b) Applicant entities seeking to Trade only in Debt Securities shall have a 
minimum three (03) employees  to deal with Clients, subject to 
acceptance by the SEC, and shall ensure that such persons it employs 
to deal with Clients on its behalf: 
 

(i) comply with the Fit and Propriety criteria in accordance with the 
provisions of the SEC Act and any Rules/Regulations made 
thereunder; and, 

(ii) satisfy at least one (01) of the following requirements:  
 

- are Registered Investment Advisors;  
 

Or,  

 

- Have completed the debt module of the Certificate in Capital 
Market (CCM) examination with two (02) years’ experience 
in trading in Debt securities, subject to acceptance by the 
SEC; 

 

  Or,  

- Have obtained the Certified Debt Securities Advisor 
qualification with six (06) months of experience in trading 
Debt securities, subject to acceptance by the SEC. 

 
10.6 Other Requirements 

 

Applicant entities shall demonstrate its ability to develop a retail and/or institutional 

clientele. 
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SECTION 11 
 
OPERATIONAL REQUIREMENTS 

 

11.1 TRADING BY CONNECTED PARTIES 
 

11.1.1 Stockbrokers shall ensure that Connected Parties trade only through such 
Stockbroker. 

 
For the purpose of this Rule 11.1, “Connected Party” shall mean:   

 

(a) all employees of the Stockbroker (including its directors employed by such 
Stockbroker), or any person providing exclusive services to the Stockbroker 
which are normally carried out by the Stockbroker, their spouses and 
dependants; 

(b) an entity wherein fifty per centum (50%) or more of its shares are directly or 
indirectly held by a person identified under (a) above;  

(c) any person/entity directly or indirectly holding fifty per centum (50%) or more of 
the shares of the Stockbroker, other than Listed Entities or entities regulated 
by the CBSL;  

(d) any subsidiary/ies of the Stockbroker other than Listed Entities or entities 
regulated by the CBSL. 

 
11.1.2 The procedure to be followed on trades of Connected Parties shall be documented by 

the Stockbroker and made available to the CSE. The Stockbroker shall ensure that 
trades of Connected Parties are executed strictly in accordance with such procedure. 

 
11.1.3 Orders of Connected Parties shall not be entered unless they are authorized in writing 

by the Compliance Officer of the Stockbroker based on the procedure established by 
the Stockbroker in terms of Rule 11.1.2 above. 

 
11.1.4 The Stockbroker shall ensure that investment advice provided to Clients by the 

employees of such Stockbroker will not result in a conflict of interest with Trades of 
Connected Parties.  

 
11.1.5 Restricted Securities List 
 

(1) The Stockbroker shall maintain a “Restricted Securities List” as set out in 
these Rules.  

 
(2) If the Stockbroker publishes research reports relating to Securities listed and/or 

traded on the CSE, such Securities shall be included in the “Restricted Securities 
List” during the period commencing from three (3) Market Days before and one 
(1) Market Day after the dissemination of such recommendation or publication of 
the research report to the Clients. 

 

(3) The Stockbroker and Connected Parties of such Stockbroker shall not Trade in 
Securities which are in the “Restricted Securities List”. 

 

11.1.6 Trades of Connected Parties must be regularly reviewed by the Compliance Officer 
and Trade details must be reported on a monthly basis in the Compliance Officer’s 
Report to the CSE. 

 
11.1.7 Stockbrokers shall have procedures in place to monitor trading activities of its 

Connected Parties. 
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11.2 CLIENT INFORMATION 
 

11.2.1 KNOW YOUR CLIENT: IN GENERAL 
 

(1) Stockbrokers shall adhere to the Know Your Client (KYC) and due diligence 
procedures specified by the Financial Intelligence Unit (FIU) of the CBSL and 
take all possible steps to verify the true and full identity of their Clients. 

 
(2) Stockbrokers shall follow a risk-based approach when verifying the identity 

of its Clients, depending on the type of investor, financial background, 
business relationship or transaction and the types of accounts opened by the 
Clients.  

 

(3) Stockbrokers shall follow any one or more methods specified in Annexure 3 
to establish the identity of its Clients.  

(4) Before opening a corporate Client account, Stockbrokers must obtain a copy 
of the Board resolution approving the opening of such account in the CDS - 
Central Depository. The Board resolution must also empower specific 
directors and officers to; 

 

(a)  trade in Securities for the Client’s account, and 
 

(b)  execute all documentation for trading and settlement in the account. 
 

11.2.2 JOINT ACCOUNT 
 

(1) Joint accounts may be operated by not more than three (03) natural persons. 
 

(2) Stockbrokers shall maintain the following information: 
 

(a) particulars of each joint account holder; 
 
(b) the names of persons authorized to give trading orders and settlement 

instructions; 
 

(c) the names of persons to whom payments by the Stockbroker are to be 
made. 

 

11.2.3 CLIENT AGREEMENT IN WRITING 
 

Stockbrokers must enter into a written agreement (Client Agreement) with each Client 
before providing services to the Client. Stockbrokers shall provide a copy of the Client 
Agreement to the Client and specifically draw the Client’s attention to the risks 
described in the appropriate risk disclosure statements. The type of Client Agreement 
may vary depending on the services provided (Refer Annexure 4). 

 

The Client Agreement shall include a written ‘risk acknowledgement statement’ to the 
effect that the Client is aware of the risk associated with trading of Securities. (Refer 
Annexure 5).  
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11.3  MONEY RECEIVED ON ACCOUNT OF CLIENTS (CLIENTS’ MONEY) 
 

11.3.1 Any money received or retained by a Stockbroker on behalf of Clients for the purposes 

of these Rules must be maintained by a Stockbroker, at all times, in accordance with 

the provisions of the SEC Act and any Rules/Regulations made thereunder. 

 

11.3.2 Maintenance of a Separate Account with a Commercial Bank  

 

In addition to Rule 11.3.1 above, a Stockbroker shall maintain a separate account 

(Clients’ account) with a commercial bank licensed by the CBSL under the Banking 

Act No. 30 of 1988, as amended into which it shall deposit money received on account 

of its Clients. 

 

11.3.3 Investment of Money Received on Account of Clients  

 

(1) Nothing in Rules 11.3.1 or 11.3.2 shall prevent a Stockbroker from investing 
money received on account of its Clients in government securities through a 
Primary Dealer or a commercial bank licensed by the CBSL and/or deposit in 
commercial banks licensed by the CBSL. Such investments shall be held in 
trust for the benefit of the Clients and titled accordingly.  

 

(2) Stockbrokers maintaining any money received on account of its Clients in the 
form of investments shall keep a record of all such investments. 

 

11.4 RECORDS 
 

11.4.1 Stockbrokers shall: 
 

(1) maintain complete and accurate records of the following, which are sufficient 
to readily explain at any time, all transactions relating to a particular Client, 
either in hard copy or electronic form in accordance with these Rules: 

 
(i) Trade information and any obligations arising from such Trades  
(ii) Trade confirmation notes (bought notes/sold notes) 
(iii) Notifications pertaining to partially and/or fully unsettled Trades 
(iv) Books 
(v) Accounts  
(vi) Client complaints against a Stockbroker, and 
(vii) Any other information and/or documentation required to demonstrate 

the Stockbroker’s compliance with these Rules. 
 

(2) not make, or cause to be made, a false or misleading entry, in hardcopy, or 
electronic form, in any books, records, slips, documents, statements, reports 
relating to the business, affairs, transactions, conditions, assets or accounts 
(“the Documents”) of the Stockbroker; 

 
(3) not alter or destroy any of the information or documents for a period of six 

(6) years. 
 

11.4.2 Stockbrokers shall ensure the integrity, security and confidentiality in the 
transmission and storage of all records. 
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11.5 CONFIRMATIONS AND NOTIFICATIONS TO CLIENTS UPON EXECUTION OF TRADES  
 

11.5.1  TRADE CONFIRMATIONS (ALSO REFERRED TO AS BOUGHT/SOLD NOTES) 
 

(1) Stockbrokers shall send to Clients Trade confirmations pertaining to the 
purchase or sale of Securities by the end of the Trade day (T) by electronic 
means in the manner prescribed by the CSE. 
 

(2) Stockbrokers shall issue the bought/sold notes to Clients in conformity with the 
minimum content prescribed by the CSE. 

 

(3) If requested by the CSE, Stockbrokers shall produce copies of Trade 
confirmations in substantially the same form and containing the same 
information as given to the Clients. 

 

(4) Amendments to Trade Confirmations 
 

(a) Stockbrokers shall not amend Trade confirmations unless there are 
valid reasons for the amendment. 

 

(b) Any amendments to Trade confirmations shall require the prior written 
approval of the Chief Executive Officer or the Compliance Officer of the 
Stockbroker. 

 

11.6 CONFIDENTIALITY OF CLIENT’S INFORMATION 
 

11.6.1 Stockbrokers shall maintain complete confidentiality of Client information. Disclosure 
of Client information is permitted only under the following circumstances: 

 

(1) With the prior written consent of the Client. 
 
(2) If the disclosure is required under any applicable law or under the Rules of 

the CSE/CDS. 
 

11.6.2 When a Stockbroker outsources any of its back office functions to a third party, the 
Stockbroker shall take all steps to ensure the maintenance of confidentiality including 
the obtaining of confidentiality declarations from such third party. 

 
11.7 STATEMENT OF ACCOUNTS TO CLIENTS 

 

11.7.1 Stockbrokers shall send a statement of account to all Clients who are debtors  
exceeding the Settlement Date or creditors exceeding the Settlement Date, on a 
monthly basis by the 7th day of the following month by electronic means in the manner 
prescribed by the CSE. This shall apply to all debtors exceeding the Settlement Date 
and creditors exceeding the Settlement Date who have had transactions during the 
month and any interest accrued should also be considered a transaction for this 
purpose. Such statement of accounts shall specify the transactions in the account 
including receipts and payments during the month under reference. 

 

11.7.2 Stockbrokers shall retain evidence of each statement sent. If requested by the CSE, 
Stockbrokers shall produce copies of statements of account as given to its Clients. 
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11.8 CONSEQUENCES OF THE INABILITY TO DISPATCH CONFIRMATION OF 

TRADES/STATEMENTS OF ACCOUNTS THROUGH ELECTRONIC MEANS 

 

 If a Stockbroker is unable to send the Trade confirmations and/or statements of 
account to a Client by electronic means in the manner prescribed by the CSE due to 
the required information not being provided by the Client, the Stockbroker shall not 
carry out transactions on behalf of such Client, until the required information is 
submitted to the Stockbroker by the Client. 

 
11.9 BROKERAGE 

 

11.9.1 Stockbrokers shall charge such amounts determined by the CSE from time to time as 
brokerage. 

 

11.9.2 Stockbrokers shall not share or rebate brokerage with a Client. 

 
11.9.3 Where fixed brokerage applies, Stockbrokers shall receive not less than fifty per centum 

(50%) of the applicable brokerage from a foreign Client if a foreign broker is involved 
in a transaction.  

 

  For the purpose of this Rule, a ‘foreign broker’ shall mean: 
  

an individual/entity licensed by a recognized regulatory authority to carry out securities 

transactions in a licensed stock exchange in any other jurisdiction. 
 

11.9.4 Stockbrokers may share brokerage with an Agent appointed in terms of Section 13 of 
Part B these Rules. 

 

11.10 OTHER CHARGES 
 

Stockbrokers shall charge other charges from Clients such as CSE/CDS fees (as shall 
be determined by the CSE/CDS from time to time), SEC CESS and applicable 
Government taxes.  
 

11.11 BRANCH OFFICE 
 

11.11.1 If a branch office is opened by a Stockbroker it shall notify the CSE and the SEC 
thereof within three (3) Market Days of the opening of such branch office. 

 

11.11.2 Branch offices shall have adequate facilities for communication, display of real-time 
market information and automated trading. 

 
11.12  DISSEMINATION OF STOCK MARKET INFORMATION 

 

Stockbrokers shall disseminate information provided by the CSE only for the benefit 
of their Clients. Re-distribution of real time information electronically, other than to its 
Clients, is prohibited. Stockbrokers shall not act as data vendors. 
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11.13  AUTOMATED TRADING SYSTEM SECURITY 
 

11.13.1 The trading network shall be isolated from the Stockbroker's Office Network with a 
computer security system (firewall). 

 

For the purposes of this Rule, 'Office Network' shall mean: 

  
any computer system used by the Stockbroker, including the back office system and 
internet trading system (if any). 

 

11.13.2 Devices such as dongles and additional network cards, which enable access to other 
networks, shall not be connected to the trader workstations. 

 

11.13.3 All trader workstations shall have suitable anti-virus software installed with virus 
definition updates occurring automatically. The Stockbroker shall ensure that the anti-
virus software is kept up-to-date. 

 

11.13.4 Stockbrokers shall not extend the ATS network beyond the primary location to which 
connectivity has been provided by the CSE. If extensions are required, written 
approval should be obtained from the CSE prior to implementation. Stockbroker shall 
ensure that all such extensions are connected through a computer security system 
(firewall). 

 
11.13.5 Stockbrokers shall take adequate precautions when connecting their network to 

external networks such as internet and third-party networks by installing a computer 
security system (firewall). 

 

11.14  INFORMATION TO CLIENTS 
 

11.14.1 Stockbrokers shall provide Clients with adequate and appropriate information about 
its business, including contact details, services available to Clients, the identity and 
names of employees and others acting on its behalf with whom the Client may have 
contact. 

 
11.14.2 In the event the services of an employee dealing with the Clients is terminated or the 

employee resigns from the employment with the Stockbroker or is transferred to 
another branch of the Stockbroker, the Stockbroker shall provide due prior written 
notice to his/her Clients, regarding: 

 
(1) the termination/resignation/transfer of such employee; and, 
 
(2) the name and contact details of the new employee assigned by the Stockbroker 

to deal with such Clients. 
 

11.15 FINANCIAL STATEMENTS 
 

11.15.1 Stockbrokers shall submit monthly financial statements prepared in accordance with 
the format prescribed by the CSE from time to time within twenty (20) days from the 
end of each month. 

 
However, Stockbrokers who are listed on the CSE, Primary Dealers or Licensed 
Commercial Banks regulated by the CBSL are required to submit such financial 
statements on a quarterly basis within two (2) months from the end of each quarter, 
prepared in accordance with the applicable accounting standards.  
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11.15.2 AUDITED FINANCIAL STATEMENTS 
 

(1) Stockbrokers shall submit audited financial statements to the CSE within four 
(4) months from the end of each financial year. 

 
(2) Stockbrokers shall, upon request by a Client, disclose their latest audited 

financial statements filed with the CSE. 
 

 

11.16 ADVERTISING 
 

 Stockbrokers shall ensure that its advertising: 
 

(1) is accurate; 
 
(2) is not misleading; 
 
(3) does not contain claims that are not externally verifiable;  
 

(4) does not guarantee a specific return on investments; and 
 
(5) does not tend to bring the CSE, other Stockbrokers and the industry in general 

into disrepute. 
 

For the purpose of this Rule “Advertising” shall mean: 
  

communication of information regarding the services provided by a Stockbroker to the 

public. 
  

11.17    MARGIN TRADING ACCOUNTS  

 

11.17.1 Stockbrokers shall send the Trade confirmations and the statement of Client accounts 

to Margin Providers with a copy to the Client according to the timelines specified in 

Rule 11.15.1 above. 

 

11.17.2 Stockbrokers shall not give Margin Providers access to the Order Management 

System to place orders on behalf of Clients of the Stockbroker. 

 

11.17.3 Stockbrokers shall be responsible for the orders placed by Clients who have entered 

into Margin Trading Agreements with Margin Providers. 

  

11.17.4 Stockbrokers shall ensure that; 

(a) all order instructions pertaining to Margin Trading accounts are given as per 

the Margin Trading Agreement; and,  

(b) the orders placed in relation to a Margin Trading account are within the agreed 

limits specified in the Margin Trading Agreement. 

 

11.17.5 Stockbrokers shall maintain all records and documents relating to the Margin Trading 

Account of its Clients. 
 

 

63



 

 

Public 

SECTION 12 
 
TRADING PRACTICES AND CONDUCT 
 
12.1 ACTING ON BEHALF OF CLIENTS 

 

12.1.1 Stockbrokers and their employees when dealing with Clients shall: 
 

(1) observe the highest standards of professional conduct and integrity; 
 
(2) act fairly; 
 
(3) avoid any conflicts of interest and in such situations ensure equal and fair 

treatment to its Clients by disclosing such conflicts of interest or decline to act 

or take any other appropriate measures. 

(4) strictly carry out the Client’s instructions; 
 
(5) exercise due skill, care and diligence; 
 
(6) act in good faith; 
 

(7) act in the best interest of Clients and the integrity of the market; 
 
(8) take all reasonable steps to execute Client orders promptly; 
 
(9) execute Client orders on the best available terms; 
 
(10) handle orders of Clients fairly and in the order in which they are received. 

Orders of Clients or transactions to be undertaken on behalf of Clients shall 
take priority over orders for the account of the Stockbroker, (if the Stockbroker 
also operates as a Stock dealer) or the account of an employee of the 
Stockbroker, as defined in these Rules; 

 
(11) have procedures to prevent any conflict of interest between its Client’s trading 

activities, trading on its own account and/or on account of employee Trades;  
 
(12) be responsible for the accuracy of all orders entered into the Order 

Management System by its employees; 
 
(13) ensure that orders are entered in accordance with the Trading Rules and any 

procedures prescribed in the Order Management System; 
 
(14) not guarantee a Client that they will not suffer any loss as a result of carrying 

out Securities transactions with the Stockbroker; 
 
(15) not share directly or indirectly, the profits or losses in any account of a 

Client. 
 

12.1.2 Stockbrokers shall inform the CSE and the SEC of the number of the broker terminal 
whenever a broker terminal is assigned to an employee. No other employee shall use 
the broker terminal assigned to an employee without prior notice to CSE and SEC. 

 

 

 

 

 

64



 

 

Public 

12.2 RECORDING OF ORDERS 
 

12.2.1 Stockbrokers shall: 
 

(a) use a telephone recording system with notice to the Client, to record order 
instructions including the date and time of the order. Such telephone recordings 
shall be maintained as records for at least six (6) years for the purposes of 
these Rules, 

 
or, 

 
(b) ensure that the order instructions are received in writing from Clients and that 

such instructions are maintained as records for at least six (6) years for the 
purposes of these Rules. 

 

12.2.2 If in the event of a complaint made by a Client against a Stockbroker relating to a 

particular transaction it is revealed that order instructions have not been recorded and 

maintained by the Stockbroker as required in terms of Rule 12.2.1, it shall be the 

responsibility of the Stockbroker to provide sufficient proof that it received order 

instructions from the Client pertaining to the disputed transaction.  
 

12.3 ADVICE TO CLIENTS 
 

12.3.1 Stockbrokers and their employees shall act diligently and with care in providing 
advice to Clients.  

 
12.3.2 Stockbrokers and their employees who deal with Clients shall disclose, to the best 

of their ability, all circumstances and risks that could reasonably be expected to affect 
a Client’s decision. 

 
12.3.3 If requested by the Client/the CSE or the SEC, Stockbrokers and their employees who 

deal with Clients shall provide all information on Securities traded on the CSE. 
 

12.3.4 Stockbrokers and their employees who deal with Clients shall not enter into a 
transaction which may conflict with a Client’s interests, unless the Client is informed 
of such conflict of interests and the Client consents to the transaction in writing. 

 
12.4 DISCLOSURE OF CLIENT ORDERS 

 
Stockbrokers and their Employees who deal with Clients shall not disclose a Client’s 
order to any third party other than to the CSE or the SEC unless; 

 
(1) the prior written consent of the Client is obtained for the disclosure of the 

information; or 
 
(2) the disclosure is required under any applicable law or any rules of the 

CSE/CDS. 
 

12.5 DISCRETIONARY ACCOUNTS 
 

12.5.1 Stockbrokers shall not effect transactions in a discretionary account unless the Client 

has given prior written authorization to them to effect transactions for the Client 

without the Client's specific instructions. 
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12.5.2 Such written authorization given by the Client shall clearly state the investment 
objectives of the Client. 

 
12.5.3 All arrangements to operate discretionary accounts must be approved by the Chief 

Executive Officer of the Stockbroker. 
 
12.5.4 Stockbrokers shall implement internal control procedures to ensure proper 

supervision of the operation of discretionary accounts. 
 

12.5.5 Any authorization or acceptance of authorization to operate a discretionary account 
may be terminated by notice in writing by the Client or the Stockbroker, as the case 
may be. 

 
12.6 TRADING AUTHORITY 

 
Before accepting any orders from a third party on behalf of a Client, Stockbrokers 
shall first obtain written authorization from the Client empowering the third party to 
Trade on behalf of the Client through the Client’s account. 

 
12.7 COMMUNICATION WITH THIRD PARTIES 

 
12.7.1 All statements, bought/sold notes or any other information must be directly 

communicated by Stockbrokers to Clients in writing unless the Client has authorized 
otherwise in writing. 

 
 Provided however that, in the case of the demise of a Client, the Stockbrokers may 

engage in communications with the legal heirs of the Client having satisfied 
themselves that such persons have the legal authority to do so.  

 
12.7.2 Stockbrokers shall not allow any person other than the Client to collect share 

certificates, bought/sold notes, cheques or account statements, unless the Client 
gives written authorization to such other person to collect them on the Client’s behalf. 
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SECTION 13 
 

AGENTS 
 

For the purposes of this section, 
 

‘Agent’ shall mean any person appointed by a Stockbroker to introduce New Clients 
to the Stockbroker and shall include a local agent or a foreign agent. 
 
‘Foreign agent’ shall mean a body corporate incorporated outside Sri Lanka or an 
individual permanently resident outside Sri Lanka appointed as an agent of a 
Stockbroker which/who introduces new clients resident outside Sri Lanka to such 
Stockbroker. 
 
‘Local agent’ shall mean a body corporate incorporated in Sri Lanka or an individual 

resident in Sri Lanka appointed as an agent of a Stockbroker. 

  

‘New Client’ shall mean; 

▪ a person who does not maintain a CDS Account with any Stockbroker; or 

 

▪ a person, who has an existing CDS account but which has been dormant for a 

period of not less than two (2) years preceding the date of introduction to the 

Stockbroker by the agent. 

 

13.1 APPOINTMENT OF AGENTS 

 Stockbrokers may, with the prior authorization of the CSE, appoint agents in 
accordance with these Rules. 

 
13.2 APPLICATION FOR APPOINTMENT OF AN AGENT 

 
13.2.1 An application for appointment of an agent shall be forwarded to the CSE by the 

Stockbroker in the format specified by the CSE, along with the following: 
 

a) An affidavit on the fitness and propriety of the Agent in conformity with the 

format specified in Annexure 6 of the CSE Trading Participant Rules; and, 

b) Any other supporting documents that may be necessary to substantiate the 

application.  

 

13.2.2 The CSE may, accept or reject an application for appointment of an agent. In the event 

of a rejection, the CSE shall give its reasons to the applicant. 

 

13.2.3 The decision of the CSE in terms of Rule 13.2.2 above shall be communicated in 

writing to the Stockbroker and be notified to the SEC. 

 

13.3 ELIGIBILITY CRITERIA 

Stockbrokers shall ensure that proposed Agents satisfy the following criteria, at the 
time of submission of the application for appointment as an Agent to the CSE: 
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(1) Individuals 

 

(a) Shall be a Registered Investment Advisor and in the event of a foreign 

Agent, possess an equivalent certification from the relevant regulatory 

authority; 

(b) Shall not be a person who has been; 
 

i. convicted, whether within or outside Sri Lanka of an offence 
involving fraud or dishonesty or the conviction of which involved 
a finding that such person has acted fraudulently or dishonestly. 

 

ii. convicted or has been compounded of an offence for which such 
person has been charged under SEC Act or under the 
applicable laws governing securities outside Sri Lanka during a 
period of three (03) years immediately preceding the date of the 
application. 
 

iii. have been subject to an administrative sanction by the SEC 

during a period of three (03) years immediately preceding the 

date of the application; 

 

iv. contravened any provision made under any law whether within 
or outside Sri Lanka enacted for protecting members of the 
public against financial loss, due to dishonesty, incompetence 
or malpractice by persons, concerned in the provision of 
financial services or the management of companies or against 
financial loss due to the conduct of discharged or undischarged 
bankrupts 

 

v. declared bankrupt within or outside Sri Lanka 
 

vi. failed to act in the best interest of the Clients of the Stockbroker 
having regard to their reputation, character, financial integrity 
and reliability. 

 

(2) Bodies Corporate 
 

A. Employees of Bodies Corporate assigned to introduce New Clients 

shall; 

 

(a) be a Registered Investment Advisor and in the event of a foreign Agent, 
possess an equivalent certification from the relevant regulatory 
authority; 

 
(b) not be persons who; 

 

i. have been convicted, whether within or outside Sri Lanka of an 
offence involving fraud or dishonesty or the conviction of which 
involved a finding that he acted fraudulently or dishonestly, 
 

ii. have been convicted or has been compounded of an offence for 
which he has been charged under SEC Act or under the laws 
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governing securities outside Sri Lanka during a period of three 
(03) years immediately preceding the date of the application, 

 

iii. have been subject to an administrative sanction by the SEC 

during a period of three (03) years immediately preceding the 

date of the application; 

 

iv. has contravened any provision made under any law whether 
within or outside Sri Lanka enacted for protecting members of 
the public against financial loss, due to dishonesty, 
incompetence or malpractice by persons, concerned in the 
provision of financial services or the management of companies 
or against financial loss due to the conduct of discharged or 
undischarged bankrupts. 

 
v. have been declared bankrupt within or outside Sri Lanka; 

 

vi. have failed to act in the best interest of the Clients of the 
Stockbroker having regard to their reputation, character, 
financial integrity and reliability. 

 

B. The Board of Directors of Bodies Corporate shall comprise of persons 

who; 
 

(a) have not been convicted within or outside Sri Lanka of an offence 
involving fraud or dishonesty or the conviction of which involved a 
finding that he acted fraudulently or dishonestly; 

 

(b) have not been convicted or has been compounded of an offence for 
which he has been charged under SEC Act or under the laws 
governing securities outside Sri Lanka during a period of three (03) 
years immediately preceding the date of the application; 
 

(c) have not been subject to an administrative sanction by the SEC 

during a period of three (03) years immediately preceding the date 

of the application; 

 
 

(d) have not contravened any provision made under any law whether 
within or outside Sri Lanka enacted for protecting members of the 
public against financial loss, due to dishonesty, incompetence or 
malpractice by persons, concerned in the provision of financial 
services or the management of companies or against financial loss 
due to the conduct of discharged or undischarged bankrupts; 

 

(e) have never been declared bankrupt within or outside Sri Lanka; 
 

(f) have not failed to act in the best interest of the Clients of the 
Stockbroker having regard to their reputation, character, financial 
integrity and reliability. 
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13.4 AGREEMENT 
 

Stockbrokers shall;  
 
(1) enter into a written agreement with the Agent in conformity with the format 

agreement approved by the Board of Directors of the CSE and published on the 
CSE website.   

 
(2) submit to the CSE, a certified copy of the Agency Agreement entered into between 

the Stockbroker and the Agent within one (1) month from entering into such 

agreement. 
 

13.5 FEES/COMMISSION 
 

13.5.1 The commission payable to an Agent (local or foreign) shall be negotiable between the 
Agent and the Stockbroker, subject to a maximum of fifty per centum (50%) of the 
brokerage fees. 

 

13.5.2 An agent who introduces a Client, other than a ‘New Client’, is precluded from claiming 
commission for a period of two (2) years.  

 

13.5.3 Sharing of Commission 
 

Agents are prohibited from rebating the commission earned from concluded Trades to 

Clients. Any violation of such requirement shall result in the CSE withdrawing the 

authorization granted to such Agent in terms of Rule 13.1. 

 

13.6 ACCESS TO PRICE SCHEDULES AND MARKET INFORMATION 

Agents shall have access to market information. 
 

13.7 TERMINATION OF AN AGENT 

  Stockbrokers shall promptly notify the CSE and the SEC, in writing of any termination 

of an Agent. Such notice will be published on the CSE website.  

 

13.8 RESPONSIBILITY FOR VIOLATION OF THE RULES / APPLICABLE LAWS 

Stockbroker shall be liable for any violations committed by its Agents with regard to 

Rules of the CSE, CDS, provisions of the SEC Act and any other applicable laws. 

 

13.9 PROHIBITION TO ACT AS AN AGENT FOR MULTIPLE STOCKBROKERS 

 

An Agent shall not be permitted to act as an Agent for more than one (1) Stockbroker.  
 
Provided however, commercial banks, specialized banks and finance companies 
licensed by the CBSL may act as Agents for more than one (1) Stockbroker, subject 
to; 
  

(1) obtaining the authorization of the CSE in terms of Rule 13.1.; and,  
(2) appointing separate employees for each such Stockbroker. 

 

13.10 HANDLING OF FUNDS BELONGING TO CLIENTS 

Agents shall not be permitted to handle any funds belonging to the Clients or to accept 

or make payments to the Clients of the Stockbroker.  
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13.11 APPLICABLE PROVISIONS  

Stockbrokers shall ensure that its Agents appointed in terms of Rule 13.1 shall comply 

with all applicable provisions set out in these Rules. 

 

13.12 CANCELLATION OF AUTHORIZATION GRANTED TO ACT AS AN AGENT 

            An authorization granted by the CSE to act as an Agent in terms of Rule 13.1 may be 
cancelled and/or revoked by the CSE with notice to the SEC, if it is of the opinion that 
the Agent has violated these Rules or conditions upon which such authorization was 
granted. 
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SECTION 14 

EXTENSION OF CREDIT 

14.1 CREDIT EXTENSION LIMIT 

 
(1) Stockbrokers may extend credit to its Clients for the sole purpose of purchasing 

Securities traded on the CSE, provided that the total value of the credit 
extended to all Clients shall not exceed three (03) times of the ‘Adjusted Net 
Capital’ of the Stockbroker. 

 
For the purposes of these Rules, ‘Adjusted Net Capital’ means the Net Capital 

of the Stockbroker less fifty per centum (50%) of the written down value of the 

Fixed Assets of the Stockbroker. 

 
The Net Capital of Stockbrokers shall be computed in accordance with 

Annexure 7 of these Rules. 

 
(2) Non-compliance with Rule 14.1(1) 

 
(i) If a Stockbroker fails to comply with the credit extension limit as set out 

in Rule 14.1 (1) above, such Stockbroker shall inform the CSE and SEC 
of such non-compliance, in writing, within three (03) Market Days from 
the date of non-compliance. 

 
(ii) Stockbrokers shall not extend any further credit to its Clients from the 

date of non-compliance with Rule 14.1 (1) above. 

 
(iii) Upon the non-compliance being informed by the Trading Participant in 

terms of Rule 14.1(2) (i) above, a notice will be published by the CSE 
on its website regarding the non-compliance with Rule 14.1 (1) by the 
Trading Participant, upon the Trading Participant being informed of the 
same by the CSE. 

 
(iv) Stockbrokers shall rectify the non-compliance with Rule 14.1 (1) above 

within a period of two (02) months from the date of non-compliance. 

 
(v) If the Stockbroker fails to rectify the non-compliance within a period of 

two (02) months from the date of non-compliance with Rule 14.1 (1), 
the Chief Executive Officer of the CSE or any person acting on his/her 
behalf shall forthwith prohibit the Stockbroker concerned from carrying 
out any purchase of Securities; 

 
a) on behalf of its Clients; and, 
b) on own account, where such Stockbroker operates in the 

capacity of a Stock dealer in terms of these Rules. 

 
(vi) The ability to carry out purchase of Securities will be permitted no 

sooner the Stockbroker complies with the credit extension limit set out 
in Rule 14.1 (1) above. 

 
(vii) If the Stockbroker fails to rectify the non-compliance within a period of 

three (3) months from the date of prohibition of carrying out any 
purchase of Securities on behalf of its Clients and on own account of 
the Stockbroker, the Chief Executive Officer of the CSE or any person 
acting on his/her behalf shall refer the said non-compliance by such 
Stockbroker to the Disciplinary Committee of the CSE in terms of 
Section 7 of these Rules. 
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14.2 AGREEMENT 

 
(1) Stockbrokers shall enter into a written agreement with each Client to whom 

credit is extended, clearly setting out the terms and conditions entered into 

between the parties. 

 
(2) Every amendment to the agreement referred to in Rule 14.2 (1) shall also be in 

writing. 

 
14.3 COLLATERAL MANAGEMENT 

 
(1) Collateral 

 
The credit extended to a Client of the Stockbroker shall be secured by collateral 

obtained from such Client, which shall comprise of Securities held in the Client’s 

CDS account, including Pending Buy Trades and excluding Pending Sell 

Trades. 

 
(2) Initial Margin 

 
The Stockbroker shall ensure that the initial credit extended to a Client shall not 

exceed fifty per centum (50%) of the Market Value of the Client’s securities 

portfolio, adjusted for VaR margins. 

 
(3) Continuous Margin 

 
The Stockbroker shall ensure that the credit extended to a Client shall not 

exceed sixty-seven per centum (67%) of the Market Value of the securities 

portfolio, adjusted for VaR margins, on an on-going basis at all times. 

 
(4) Margin Call 

 
In the event credit extended to a Client exceeds sixty-seven per centum (67%) 

of the Market Value of a Client’s securities portfolio adjusted for VaR margins, 

the Stockbroker shall forthwith inform such Client in writing, to meet the shortfall 

of the Market Value of the Securities Portfolio by the next Market Day in order 

to bring down the credit extended level to be in conformity with Rule 14.3 (3) of 

these Rules. 

 
(5) Force sale of Securities held in the Client’s CDS Account as Collateral 

 
In the event the Client fails to meet the shortfall on the next Market Day as 

required in terms of Rule 14.3 (4), the Stockbroker shall immediately sell the 

Securities held in the Client’s CDS account as collateral in terms of Rule 14.3 

(1), in order to ensure compliance with Rule 14.3 (3) 

 
For the purposes of these Rules ‘Market Value’ means the value of the Securities 

portfolio held in the Client’s CDS account, including Pending Buys and excluding 

Pending Sells, marked to market at the end of each Market Day. 

 
 

14.4. SINGLE CLIENT LIMIT 

 
(1) Stockbrokers shall ensure that the credit extendable to a ‘Single Client’ does 

not exceed fifteen per centum (15%) of the total value of credit extendable by 
the Stockbroker. 
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For the purpose of this Rule, a ‘Single Client’ means: 

 
(i) in the context of a corporate body, the borrowing company, its parent and 

subsidiary companies; and, 

 
(ii) in the context of a natural person, the borrower, his/her spouse, joint 

accounts with any other party and all companies over which such 
person exercises control. 

 
A natural person is deemed to exercise ‘control’ over a company, if such person 

or his/her spouse, severally or jointly; 

 
(i) holds, directly or indirectly, more than fifty per centum (50%) of the 

shares of the company; 

 
(ii) has the power to appoint, or cause to be appointed, a majority of the 

directors of the company; or 

 
(iii) has the power to make, or cause to be made, decisions in respect of 

the business or administration of the company and to give effect to, or 
cause them to be given effect to, such decisions. 

 
(2) Non-compliance with Rule 14.4 (1) 

 
(i) If a Stockbroker fails to comply with the Single Client limit as set out in 

Rule 14.4 (1) above, such Stockbroker shall inform the CSE and SEC 
of such non-compliance, in writing, indicating the name/s of the 
respective Client/s who is/are in breach of the said Single Client limit, 
within three (03) Market Days from the date of non-compliance. 

 
(ii) The Stockbroker shall not extend any further credit to the respective 

Client/s referred in Rule 14.4 (2) (i) above from the date of non- 
compliance with Rule 14.4 (1) above. 

 
(iii) The Stockbroker shall rectify the non-compliance with Rule 14.4 (1) 

above within a period of three (03) months from the date of non- 
compliance. 

 
(iv) If the Stockbroker fails to rectify the non-compliance within a period of 

three (03) months from the date of the non-compliance, the Chief 
Executive Officer of the CSE or any person acting on his/her behalf shall 
refer the non-compliance by such Stockbroker to the Disciplinary 
Committee of the CSE in terms of Section 7of these Rules. 
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SECTION 15 
 
VOLUNTARY INACTIVATION OF BUSINESS OPERATIONS OF STOCKBROKERS 
 
15.1 GENERAL 

 
15.1.1 Stockbrokers may inactivate their business operations for a period of two (02) years 

with the approval of the SEC following the granting of provisional approval by the CSE. 

 
15.1.2 Stockbrokers who wish to inactivate business operations shall comply with Section 15. 

 
15.1.3 Inactivation of business operations of a Stockbroker in terms of these Rules shall be 

permitted only in one instance upon being granted the Stockbroker status.  
 

15.1.4 Stockbrokers may reactivate their business operations in accordance with Rule 15.14. 
 

15.2 PROVISIONAL APPROVAL FOR VOLUNTARY INACTIVATION 

 
15.2.1 Stockbrokers seeking to inactivate their business operations shall submit a written 

application to the CSE in the prescribed format requesting provisional approval to do 
so.  

 
15.2.2 An application for provisional approval must be supported by the following 

information/documents: 
 

(1) A report setting out the: 
 

(a) reasons for seeking inactivation; 
 
(b) financial implications of inactivating business operations as against 

continuing to operate; and 
 
(c) the manner in which the Stockbroker intends to recover funds from its 

debtors and settle its creditors during the period of provisional 
inactivation. 
 

(2) An extract of the Board resolution approving the inactivation of business 
operations and the appointment of the two (02) nominated directors referred to 
in Rule 15.6, certified by the Company Secretary of the Stockbroker to be a 
‘true copy’. 

 
(3) An extract of the Special Resolution passed by the shareholders of the 

Stockbroker approving the inactivation, certified by the Company Secretary of 

the Stockbroker to be a ‘true copy’. 
 

(4) Any other additional information requested by the CSE. 
 

15.2.3 The CSE shall make a determination in respect of an application for provisional 

approval upon receipt thereof and give the SEC written notice of seven (07) days before 

conveying it to the applicant. 
 

15.2.4  If an application for provisional approval is rejected by the CSE, it shall provide reasons 

for such rejection to the applicant Stockbroker and copy it to the SEC. 
 

15.2.5  Where a provisional approval is granted by the CSE, the applicant Stockbroker shall 

comply with the Rules set out below. 
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15.3 TRANSFER OF SECURITIES PORTFOLIO/S OF CLIENTS TO OTHER STOCKBROKERS OR 

CUSTODIAN BANKS 

 

15.3.1  Stockbrokers take all necessary steps to give written notice to its Clients of voluntary 

inactivation of its business operations within fourteen (14) days from receiving 

provisional approval for inactivation. 

 

15.3.2 The CSE shall notify the CDS - Central Depository of the inactivation of business 

operations of the Stockbroker and instruct it to facilitate the transfer of securities 

portfolios of Clients held in the CDS – Central Depository through the Stockbroker 

(including Margin Trading Accounts) to other Stockbroker(s) and/or Custodian Bank(s) 

of the Clients’ choice in terms of the Operational Guidelines and Procedures of the 

CDS - Central Depository. 
 

15.4 OBLIGATIONS OF A STOCKBROKER RELATING TO CLIENTS’ MONEY 

 

Stockbrokers shall fully settle all creditors and shall ensure that all Clients’ money held 

with the Stockbroker is returned to the respective Clients prior to obtaining the final 

approval of the SEC for inactivation of business operations of such Stockbroker. 
 

15.5  ARRANGEMENTS PERTAINING TO THE EMPLOYEES OF THE STOCKBROKER 
 

15.5.1  Stockbrokers shall make suitable arrangements for the smooth exit/retention of their 

employees prior to inactivation of business operations.  

 

15.5.2 If a voluntary retirement scheme is introduced, Stockbrokers shall ensure that the 

requisite approvals are obtained from the relevant authorities as per the applicable 

laws. 

 

15.5.3  Stockbrokers may arrange with any other Stockbroker/s to absorb its employees as 
per any terms and conditions agreed between the respective parties.  

 

Stockbrokers shall give written notice to the CSE and SEC of arrangements made for 
employees dealing with Clients. 

 

15.6 NOMINATION OF DIRECTORS TO HANDLE MATTERS POST-INACTIVATION 

 

15.6.1  Prior to inactivation of business operations, Stockbrokers shall nominate two (02) 
directors who shall attend to all of its affairs following its inactivation, including any 
pending issues and new issues that may arise during the period of inactivation. 

 

The names and contact details of the nominated directors, as approved by the Board 
of Directors of the Stockbroker, shall be communicated in writing to the CSE and SEC 
by the Stockbroker prior to its inactivation. 
 

15.6.2  The two (02) directors nominated by the Stockbroker in terms of Rule 15.6 shall liaise 

with the CSE and SEC, as and when necessary. 

 
The Board of Directors of the Stockbroker shall be held responsible for all actions and 
omissions of the two (02) nominated directors during the period of inactivation. 
 

15.7 SETTLEMENT OBLIGATIONS OF THE STOCKBROKER 
 

15.7.1 Stockbrokers shall ensure that all settlement obligations arising from Trades carried 

out by them on the CSE are duly settled in terms of the Clearing House Rules of the 
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CDS, in its capacity as a Clearing Member of the CDS – Clearing House, prior to the 

final approval being granted by the SEC, even if such settlement falls due on a date 

subsequent to inactivating the business operations of the Stockbroker. 

 

15.7.2 The CSE shall notify the CDS - Clearing House regarding the inactivation of business 

operations of the Stockbroker to initiate necessary action in accordance with the 

Clearing House Rules of the CDS. 

 
15.8 CLIENT COMPLAINTS, INSPECTIONS AND INVESTIGATIONS  
 
15.8.1 Stockbrokers shall resolve all pending Client complaints prior to being granted final 

approval by the SEC for inactivation of business operations. 

 

Provided that if any Client complaints remain unresolved due to extraneous and/or 
unavoidable circumstances, the CSE may, at its sole discretion, permit the Stockbroker 
to inactivate its business operations subject to the CSE being satisfied that the 
Stockbroker is able to resolve such pending complaints in accordance with Rule 
15.12.3, notwithstanding the inactivation of business operations.  

 

15.8.2 Any new Client complaints lodged against the Stockbroker during the period of 
inactivation shall be resolved as set out in Rule 15.12.3. 

 

15.8.3 Any investigations and inspections pending against a Stockbroker seeking inactivation 
of business operations will be continued by the CSE notwithstanding the inactivation 
of the business operations of the Stockbroker. 

 

15.8.4 In the event of such investigation or inspection, the Board of Directors and all 

employees of the Stockbroker shall render their fullest cooperation to the CSE and 

shall provide access to books, accounts and electronic data of the Stockbroker, which 

shall be kept in safe custody of the Stockbroker, notwithstanding its inactivation of 

business operations. 

 

15.9 INVESTIGATIONS, COMPLAINTS, INSPECTIONS AND INQUIRIES INVOLVING THE 

STOCKBROKER PENDING WITH THE SEC OR ANY OTHER STATUTORY BODY 

 

15.9.1  Neither the grant of provisional approval for inactivation by the CSE or subsequent 
inactivation following the approval of the SEC shall operate as a hindrance or a 
discontinuation of any pending statutory inspection, investigation or inquiry by the SEC 
or any other regulatory authority of the Stockbroker.  

 

15.9.2 The Board of Directors and all employees of the Stockbroker shall be required to 
continue to render their fullest cooperation with regard to the affairs of the Stockbroker 
to the investigating/inquiring authority irrespective of the inactivation of their business 
operations. 

 

15.9.3  All information relating to the business operations of Stockbrokers shall be kept in their 

safe custody notwithstanding their inactivation and shall be made available to the 

investigating/inquiring authority if required by such authority.  
 

15.10 FINAL APPROVAL FOR INACTIVATION 
 

15.10.1Upon compliance with the requirements set out in this Section 15 of these Rules and 
due completion of the inactivation process, Stockbrokers shall give written notice 
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thereof to the CSE along with a Declaration in the format prescribed by the CSE signed 
by the two (02) nominated directors of the Stockbroker. 

 
15.10.2Upon being satisfied that Stockbrokers have duly completed the inactivation process 

in compliance with Section 15 of these Rules, the Board of Directors of the CSE shall 
recommend the inactivation of the business of the Stockbroker to the SEC for its final 
approval. 

 

15.10.3 If final approval for inactivation of the business of the Stockbroker is granted by the 

SEC, the CSE shall communicate the said decision of the SEC to the Stockbroker, in 

writing, also notifying the date from which the inactivation shall take effect [hereinafter 

the “Effective Date”].  

 

15.11 CONSEQUENCES OF INACTIVATING THE BUSINESS OPERATIONS OF A STOCKBROKER 

 

15.11.1From the Effective Date:  

 

(1) Stockbrokers shall be disconnected from the trading systems of the CSE and 
not be permitted to transact on the CSE on behalf of Clients and/or the 
Stockbroker’s own trading account (as applicable); and, 

 

(2) The CSE shall instruct the CDS - Central Depository and the CDS - Clearing 
House to discontinue the Depository and Clearing and Settlement activities of 
the Stockbroker, in its capacity as a Depository Participant and a Clearing 
Member of the CDS (respectively), except to the extent as provided for in Rule 
15.3 and 15.7. 

 

15.11.2The CSE shall: 
 

(1) refund the cash deposit maintained by the Stockbroker with the CSE in terms 
of Rule 4.7, subject to recovering any outstanding dues; and, 

 
(2) discontinue to charge the monthly Trading Participant Fee and other Service 

Fees. 
 

15.11.3The CSE may discontinue supervision functions relating to the Stockbroker, unless 

otherwise deemed necessary by the CSE. 

 
15.12 OBLIGATIONS OF STOCKBROKERS DURING THE PERIOD OF INACTIVATION 

 

15.12.1 Maintenance of License as a Stock broker during the period of inactivation 

 

Stockbrokers shall maintain their Stockbroker/dealer license during the period of 

inactivation. 

 
Stockbrokers shall comply with any conditions imposed by the SEC, as deemed fit, on 
them in respect of the maintenance of the license issued during the period of 
inactivation. 

 
15.12.2Submission of audited financial statements 

 

Stockbrokers shall ensure that their audited financial statements are submitted to the 
CSE and the SEC in accordance with Rule 11.15.2 of these Rules during the period of 
inactivation. 
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15.12.3 Client Complaints 
 

(1) Any Client complaints against Stockbrokers, including pending Client 
complaints which may continue beyond the Effective Date of inactivation of the 
business operations of the Stockbroker due to extraneous and unavoidable 
circumstances, and new Client complaints lodged against the Stockbroker 
during the period of inactivation, shall be attended to by the two (02) nominated 
directors of the Stockbroker in accordance with Rule 15.6. 
 

(2) The two (02) nominated directors of the Stockbroker shall ensure that such 
pending and new complaints are followed through to completion in accordance 
with the Dispute Resolution Rules of the CSE Group and that the final decision 
is fully implemented. 

 
15.13 COMPLIANCE WITH APPLICABLE LAWS, ARTICLES OF ASSOCIATION OF THE CSE AND 

RULES OF THE CSE 
 

15.13.1During their period of inactivation, Stockbrokers shall comply with all applicable laws 
including the SEC Act and the Companies Act No. 7 of 2007 (as amended) and the 
Articles of Association of the CSE as applicable. 

 

15.13.2The CSE may, at any time during the period of inactivation, require Stockbrokers to 
comply with any Rule contained in these Rules, as the CSE may deem necessary. 

 

15.14 REACTIVATION OF BUSINESS OPERATIONS OF THE STOCKBROKER 

 
15.14.1Stockbrokers may, within two (02) years from the effective date of inactivation of their 

business operations reactivate its business operations. 
 

15.14.2 Stockbrokers shall obtain prior written approval from the CSE before reactivating its 
business operations. The CSE may grant such approval to the Stockbroker to 
reactivate its business operations with notice to the SEC.  

 

15.14.3If Stockbrokers reactivate their business operations within the period of two (02) years 

referred to in Rule 15.14.1, they shall be liable to pay a non-refundable reactivation fee 

of Rupees Fifteen Million (Rs.15 million) to the CSE. 

 

15.14.4At the time of reactivating their business operations Stockbrokers shall demonstrate to 
the CSE that they are fully compliant with all applicable rules/requirements and 
minimum standards set out in these Rules, excluding any stipulated entry fee. 

 

15.14.5Upon reactivating their business operations: 
 

(1) Stockbrokers will be permitted to carry out Trades on the CSE on behalf of 
Clients and/or on behalf of the Stockbroker’s (as applicable); and, 

 
(2) the CSE will instruct the CDS - Central Depository and the CDS - Clearing 

House to permit the Stockbrokers to carry out the Depository and Clearing and 
Settlement activities, in their capacity as Depository Participants and Clearing 
Members of the CDS. 

 

(3) the CSE shall forthwith notify the SEC on same. 
 
 
 

79



 

Public 

15.14.6 Inactive Stockbrokers may be reactivated through any method, including the following: 

 

(1) The transfer of their ownership, whether in full or part, to another person. Such 
change of ownership shall be carried out only with the prior written approval of 
the CSE and the SEC. 

 
In such event, the new shareholders and Board of Directors of the Stockbroker 
shall ensure that the operations of the Stockbroker are reactivated within six 
(6) months of the SEC granting approval for the change in ownership or two (2) 
years referred to in Rule 15.14.1 whichever occurs first. 

 

(2) An amalgamation of the inactive Stockbroker with any other Stockbroker of the 
CSE with the prior written approval of the CSE and the SEC. 

 

15.14.7  If Stockbrokers fail to reactivate their business operations on or before the expiry of  
the (02) years referred to in Rule 15.14.1, their Trading Participant status shall be 
terminated by the CSE in terms of these Rules. 
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PART C - SPECIFIC RULES APPLICABLE TO TRADING PARTICIPANTS WHO ARE 

STOCK DEALERS 

 

SECTION 16 

 

ADMISSION CRITERIA 

 

16.1 These Rules shall not be applicable to Stock Dealers, which have been admitted for 
 trading on the CSE prior to the date of implementation of these Rules.      

 

16.2 Legal Form 
 

Applicants should be companies incorporated under the Companies Act No. 07 of 2007 

(as amended) or any other previous Companies Acts or a corporate body incorporated 

under any other statute in Sri Lanka.  

 

16.3 Capital Requirements 
 

(1) In respect of applicant entities seeking to deal in Equity: 
 

(a) a minimum stated capital of Rs. 250 million,  
 
(b) a total equity of Rs. 125 million as per the audited financial statements 

of the entity, subject to the total equity being fifty per centum (50%) of 
Stated Capital for the immediately preceding three (3) financial years. 

 

(c) Liquid capital position of Rs. 35 million or any other amount as may be 
specified by the SEC at the time of commencement of trading. (The 
liquid capital position shall be computed in accordance with Annexure 
2 of these Rules.) 

 

(2) In respect of applicant entities seeking to deal in Debt Securities, including 
entities seeking to trade in the OTC Platform of the CSE: 

 

(a) a minimum stated capital of Rs. 200 million  
 

(b) maintain a total equity of Rs. 100 million as per the audited financial 
statements of the applicant entity, subject to the total equity being fifty 
per centum (50%) of stated capital for the immediately preceding three 
(3) financial years. 

 

(c) Liquid capital position of Rs. 35 million or any other amount as may be 
specified by the SEC at the time of commencement of trading. (The 
liquid capital position shall be computed in accordance with Annexure 
2 of these Rules.) 

       

16.4 Business Experience 

 

 Applicant entities shall have a track record of a minimum of three (3) years in dealing 

in Equity and/or Debt Securities (as applicable). 
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16.5 Infrastructure Requirements 

 

Applicant entities shall comply with Application Systems and other infrastructure 

requirements set out in these Rules, and any additional requirements as may be 

determined by the CSE at the time of commencement of trading. 

 

16.6 Human Resources 
 

(1) Applicant entities shall have adequate staff who have the necessary expertise 
and experience to perform the relevant functions in terms of these Rules at the 
time of commencement of trading; 
 

(2) Employees dealing in Securities on behalf of the applicant entity 
 

i. Applicant entities seeking to deal in Equity and/or Debt Securities shall 
have a minimum of one (01) dedicated employee to deal on behalf of 
the applicant entity in respect of each type of security. 
 

ii. Applicant Entities seeking to deal in Equity shall demonstrate that the 
employees dealing on behalf of the entity; 

 

(a) are Registered Investment Advisors; and, 
(b) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 
thereunder. 

 

iii. Applicant Entities seeking to deal only in Debt Securities, including 
entities seeking to trade in the OTC Platform of the CSE, shall 
demonstrate that its employees dealing on behalf of the Entity; 

 

(a) comply with the Fit and Propriety criteria in accordance with the 

provisions of the SEC Act and any Rules/Regulations made 

thereunder; and, 

(b) satisfy at least one (01) of the following requirements: 
 

− Are Registered Investment Advisors; 
 

Or, 

 

− Have completed the debt module of the Certificate in 
Capital Market (CCM) examination with two (02) years’ 
experience in dealing in Debt securities, subject to 
acceptance by the SEC; 

  Or, 

− Have Obtained the Certified Debt Securities Advisor 
qualification with six (06) months of experience in trading 
in Debt securities, subject to acceptance by the SEC; 

 

Or, 

− Are CFA Charter Holders, subject to acceptance by the 
SEC;  
 

Or,  
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− Possess full qualification in CA, CIMA or ACCA with a 
minimum of two (2) years of experience in a similar 
industry, subject to acceptance by the SEC; 
 

Or, 

- Possess a Degree in Business Management/Finance from 
a recognized University with a minimum of two (2) years’ 
experience in a similar industry, subject to acceptance by 
the SEC. 

 
Or, 

 

- Possess the Diploma in Treasury and Risk Management 
(DTRM) conducted by the Institute of Bankers of Sri Lanka 
together with three (3) years of experience in fixed income 
securities trading, subject to acceptance by the SEC   

 
 

16.7 Applicant Entities shall ensure that a clear demarcation is maintained between 

activities relating to dealing in corporate debt and equity (as applicable) and the entity’s 

other business activities. 
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SECTION 17 

 

OPERATIONAL REQUIREMENTS 
 

17.1 LISTED SECURITIES  

 

(1) Stock dealers shall only deal in Securities listed and/or traded on the CSE.  

  

(2) The total borrowings of Stock dealers shall not exceed their Net Capital. 

 

(3)      The Net Capital of Stock dealers shall be computed in accordance with 

Annexure 7 of these Rules. 

 

17.2 RESTRICTED SECURITIES LIST 
 
 This Rule 17.2 shall be applicable to Stock dealers who also operate as Stockbrokers. 
 

(1) Stock dealers shall maintain a “Restricted Securities List” as set out in these 
Rules.  

 

(2) The Restricted Securities List shall comprise of a list of Securities in respect 
of which Stock dealers, in its capacity as Stockbrokers, have published 
research reports on securities listed and/or traded on the CSE to the Clients. 
 
Such Securities shall be included in the “Restricted Securities List” during the 
period commencing from three (3) Market Days before and one (1) Market Day 
after the dissemination of such recommendation or research report to the 
Clients in their capacity as a Stockbrokers. 
 

(3) Stock dealers or their Connected Parties (As defined in Section 11) shall not 
Trade in Securities which are in the “Restricted Securities List”.  

 

17.3 TRADING PROCEDURES  

 

(1) Stock dealers shall maintain; 

 (a) a separate CDS account for trading in Equity and/or Debt Securities; 

and, 

 (b) a separate bank account for the purpose of making settlement of funds 

in respect of trading in Equity and/or Debt Securities. 

 

(2) Stock Dealers shall have designated employees for the purpose of carrying out 

dealing on behalf of such Stock Dealers. If Stock Dealers also operate as 

Stockbrokers, such employees shall not Trade on behalf of other Clients of the 

Stockbroker. 

 

(3) The Chief Executive Officer (CEO)/Compliance Officer of Stock dealers shall 

authorize all orders prior to entering them to a trading platform of the CSE. 

 

(4) Stock dealers, who also operate as Stockbrokers, shall not execute equity 

Trades on behalf of the Stock dealers through the 'Crossings' window of the 

ATS, where the contra party to such Trade is a Client of the Stockbroker. 
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17.4 REVIEW OF TRADES 

 

Compliance Officers of Stock dealers shall review all Trades executed on 

behalf of the Stock dealer for compliance with these Rules. 

 

17.5 REPORTING REQUIREMENTS 

 

(1) Investments in listed Securities by Stock dealers shall be measured, 

recognized and presented in the monthly and audited financial statements of 

Stock dealers in accordance with applicable Sri Lanka Accounting Standards. 

 

(2) The Statement of Comprehensive Income of the monthly financial statements 

shall disclose the income generated by Stock dealers through dealing activities. 

 

(3) All listed Debt Securities shall be valued at the Volume Weighted Average 

Price. If there are no Trades for ninety (90) calendar days, they shall be valued 

on a Mark to Market basis using the daily yield curve released by the CBSL 

until maturity plus any risk premium attached to the instruments. 

 

17.6 RECORDS 
 

17.6.1 Stock dealers shall: 
 
(1) maintain complete and accurate records of the following, which are sufficient 

to readily explain at any time all transactions carried out on its behalf, either 
in hard copy or electronic form in accordance with these Rules: 
 
(a) Trade information and any obligations arising from such Trades;  
(b) Books; 
(c) Accounts; and, 
(d) Any other information and/or documentation required to demonstrate 

the Stock dealer’s compliance with these Rules. 
 

(2) not make, or cause to be made, a false or misleading entry, in hardcopy, or 
electronic form, in any books, records, slips, documents, statements, reports 
relating to the business, affairs, transactions, conditions, assets or accounts 
(“the Documents”) of the Stock dealer; 
 

(3) not alter or destroy any of the information or documents for a period of six 
(6) years. 

 

17.6.2 Stock dealers shall ensure the integrity, security and confidentiality in the 
transmission and storage of all records. 
 

17.7 FINANCIAL STATEMENTS 
 

17.7.1 Stock dealers shall submit monthly financial statements prepared in accordance with 
the format prescribed by the CSE from time to time within twenty (20) days from the 
end of each month. 
 
However, Stock dealers who are listed on the CSE, Primary Dealers or Licensed 
Commercial Banks regulated by the CBSL are required to submit such financial 
statements on a quarterly basis within two (2) months from the end of each quarter, 
prepared in accordance with the applicable accounting standards. 
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17.7.2 AUDITED FINANCIAL STATEMENTS 

 
Stock dealers shall submit audited financial statements to the CSE within four (4) 
months from the end of each financial year. 
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SECTION 18 

 

TRADING PRACTICES AND CONDUCT 

 

18.1 Stock Dealers and their employees when dealing on behalf of the Stock Dealer shall; 

 

(1) observe the highest standards of professional conduct and integrity; 
  

(2) exercise due skill, care and diligence; 
 

(3)  act in good faith; 
 

(4) be responsible for the accuracy of all orders entered into the trading platforms; 
 

(5) ensure that orders are entered in accordance with the Trading Rules and any 
circulars/procedures issued from the CSE from time to time. 

 

18.2 Stock dealers shall inform the CSE and the SEC of the number of the trading terminal 

whenever a trading terminal is assigned to an employee. No other employee shall use 

the trading terminal assigned to an employee without prior notice to CSE and SEC.  

 

18.3  If Stock dealers also operate as Stockbrokers, they shall avoid any conflicts of interest 

which may arise between dealing in Securities on its behalf and trading on behalf of its 

Clients. 
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