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 C h a p t e r -  3  

 BANKGROUND STUDY OF BANKING INDUSTRY 
 

 

3.1 Analysis of the banking industry 

 

The Central Bank of Sri Lanka’s Bank Supervision Department has elaborated the 

following regarding the institutions permitted by the Central Bank to accept deposits 

(Central Bank of Sri Lanka 2006) 

 

There are three major categories of institutions that are subject to licensing, regulation 

and supervision by the Central Bank in the public interest because they accept deposits 

from the general public. They are licensed commercial banks, licensed specialized banks 

and registered finance companies.  

 

There are 23 licensed commercial banks, of which, 11 are locally incorporated banks 

while the other 12 are local branches of foreign banks. They all have a total of 1,711 

branches and other service outlets spread throughout the country;  

 

The 14 licensed specialized banks consist of long-term lending/development banks, 

savings banks, regional development banks, etc. 

 

These financial institutions which account for about 59% of the formal market are 

supervised and regulated by the Central Bank of Sri Lanka. The Central Bank regulate 

financial institutes by means of monthly and quarterly information received from them, 

regular inspection of their books and records. The Central Bank advice and encourage 

these institutions to act in a prudent manner in order to safeguard the interest of 
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depositors and other creditors. Regulation and supervision are governed by several laws, 

mainly the Monetary Law Act, Banking Act and Finance Companies Act. 

 

3.1.1 Licensed commercial banks 

 

A commercial bank is a banking institution issued with a license by the Central Bank to 

carry on, among other things, maintaining current accounts for customers, where money 

could be transferred by cheque and withdrawn on demand. They also maintain saving 

accounts and some minimum notice has to be given by deposit holder for withdrawal. In 

addition, they undertake a wide range of financial services and, on appointment by the 

Hon. Minister of Finance, deal in foreign currency as “authorized dealer”. 

 

The 23 licensed commercial banks (LCB), which currently operate through a total of 

1,711 branches and other banking outlets in the country, generally depend on short-term 

deposits from the public for their funding requirements and are best suited to grant short-

term loans. These banks are regulated and supervised by the Central Bank under the 

Monetary Law Act and the Banking Act. 

 
Table 3.1 – List of Sri Lankan licensed commercial banks 

 
Licensed commercial banks - LCB (domestic banks) 

1. Bank of Ceylon 

2. Commercial Bank of Ceylon Ltd. 

3. DFCC Vardhana Bank Ltd 

4. Hatton National Bank Ltd. 

5. Nations Trust Bank Ltd. 

6. National Development Bank Ltd. 

7. Pan Asia Banking Corporation Ltd. 

8. People’s Bank 

9. Sampath Bank Ltd. 

10. Seylan Bank Ltd. 
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11. Union Bank of Colombo Ltd. 

Licensed commercial banks - LCB (branches of foreign banks) 

1. Citibank, N.A. 

2. Deutsche Bank A G 

3. Habib Bank Ltd. 

4. ICICI Bank Ltd. 

5. Indian Bank 

6. Indian Overseas Bank  

7. MCB Bank Ltd. 

8. Public Bank Berhad 

9. Standard Chartered Bank Ltd. 

10. Standard Chartered Bank (Pakistan) Ltd. 

11. State Bank of India 

12. The Hongkong & Shanghai Banking Corporation Ltd. 

 

 

3.1.2 Licensed specialized banks 

 

Licensed specialized banks are the financial institutions which have obtained a license 

from the Central Bank to conduct specialized banking business under the Banking Act. 

These banks are different from commercial banks since they are not authorized to accept 

demand deposits from the public and, therefore, do not maintain current accounts for 

customers. However, they are authorized to accept savings and time deposits on which 

interest is paid. Also, they are not authorized to deal in foreign currency. At, present, 

there are 14 licensed specialized banks (LSB) operating with 404 banking outlets in the 

country. Of these, 8 are national level banks, while the remaining 6 are regional 

development banks whose operational area is limited to a specified region. 

 

The institutions operating at national level engage mainly in long-term lending for 

development projects, while regional banks undertake mainly short-term and medium-

term lending out of deposits mobilized from the public. 
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Table 3.2 – List of Sri Lankan licensed specialized banks 

 

Licensed specialized banks – LSB (national level banks) 

1. Ceylinco Savings Bank 

2. DFCC Bank 

3. Housing Development Finance Corporation Bank of Sri Lanka 

4. National Savings Bank 

5. Sanasa Development Bank Ltd. 

6. State Mortgage and Investment Bank  

7. SME Bank Ltd. 

Licensed specialized banks – LSB (regional development banks) 

1. Kandurata Development Bank 

2. Lankaputhra Development Bank 

3. Rajarata Development Bank 

4. Ruhuna Development Bank 

5. Sabaragamuwa Development Bank 

6. Uva Development Bank 

7. Wayamba Development Bank 

 

 

3.1.3 Registered finance companies 

 

A registered finance company is a company registered and licensed by the Central Bank 

to accept time deposits and lend and invest such money. They do not maintain current 

and savings accounts. At present, there are only 27 finance companies registered with the 

Central Bank and they operate with a total of 78 branches and other service outlets in the 

country. Most of them engage in hire purchase, leasing and real estate business. Finance 

companies are registered, regulated and supervised by the Central Bank under the 

Finance Companies Act.  
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3.1.4 The structure of the banking industry 

 

Figure 3.1 – Sri Lankan banking industry asset distribution 

 

Sri Lankan bnking industry asset 
distribution
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banks, 
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Licensed Commercial Banks Licensed Specialized Banks
 

 

Annual Publications, Central Bank of Sri Lanka, Dec 2006; the Sri Lankan banking 

sector comprised 23 LCB and 14 LSB. According to the following diagram, as at end 

September 2006, licensed commercial banks dominated the banking sector in Sri Lanka 

with a share of about 82.5 percent of assets while licensed specialized banks (LSB) 

accounted for about 17.5 percent of banking sector’s assets.  

 

 

3.1.5 The structure of the finance industry 

 

The banking sector continued to be the dominant sub sector in the financial system 

accounting for about 57.5 percent of the total asset of the financial system out of which 

LCB represents 48 percent and LSB sector represented 9.5 percent and of the entire 

financial system’s assets.  
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Figure 3.2 – Sri Lankan banking sector asset distribution 

 
 

The LSB sector is dominated by the National Savings Bank (NSB), the largest LSB 

owned by the Government, and the DFCC Bank, which together accounted for 83 percent 

of assets and 88 per cent of deposits of LSB as at end-September 2006.  

 

In general, the systemic importance of the LSB sector is relatively low in comparison to 

the LCB, both in terms of size and their impact on the payment and settlement system. 

Even though a large number of licensed banks exist in the country, the stability of the 

financial system is primarily dependent on the performance and financial strength of the 

six largest LCB, consisting of the two state banks and the four largest domestic private 

commercial banks. At present, approximately 39.5 per cent of Sri Lanka’s commercial 

banking system in terms of assets is with the two state banks. Meanwhile, the state owned 

banks represent nearly 82 per cent of the LSB asset base. 

 

As such, the cumulative presence of the state banks accounts for nearly 47 per cent of the 

total banking system assets. With the inclusion of the recently established state owned 

banks, the dominance of state banks will increase further. This development necessitates 

the state banks to play a leading role in improving standards and corporate governance in 
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the banking sector, which is a prime requirement for the soundness of the financial 

system.  

 

3.1.6 The structure of the licensed commercial banking sector 

 

Table 3.3 – Systemically important banks 

Systemically important banks – SIB  

1. Bank on Ceylon 

2. Commercial Bank of Ceylon 

3. Hatton National Bank 

4. People’s Bank 

5. Sampath Bank 

6. Seylan Bank 

 

The above six banks are generally referred to as the systemically important banks. 

Systemically important banks (SIB) hold approximately represented 78 percent of the 

LCB sector assets, while other LCB hold only 22% of the LCB sector assets. Therefore 

asset strength of the systemically important banks is higher than other LCB banks.  

 

Figure 3.3 – Licensed commercial banking sector asset distribution 
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3.1.7 The structure of the systemically important banks 

 

Systemically important banks (SIB) represented 65% of the banking sector assets.  

 
Figure 3.4 – Systemically important bank asset distribution 
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3.2 Profile of systemically important banks 

 

3.2.1 Bank of Ceylon 

 

The Bank of Ceylon is the leading commercial bank in Sri Lanka owned by the 

government of Sri Lanka.  

 

The bank provides diversified retail, wholesale, international, development/investment 

banking, services, credit cards, SLIPS, RTGS payments, safe deposit, custodial and pawn 

broking services through a network of 303 local and 3 overseas branches (London, Male 

& Chennai) and the off-shore banking unit.  The Bank of Ceylon is rated as AA by Fitch 

Rating.  
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3.2.2 Commercial Bank of Ceylon Ltd. 

 

The Commercial Bank is rated as the best bank in Sri Lanka by "Global Finance" for the 

8th consecutive year. Fitch Ratings upholds the AA+ rating in their annual review. South 

Asian Federation of Accountants (SAFA) rated annual report 2005 as the winner in the 

best presented accounts in the banking institutions sector and also as the winner of the 

inaugural award for the corporate governance disclosure. 

 

The Institute of Chartered Accountants of Sri Lanka (ICASL) ranked the Annual Report 

2005 of the bank as the overall winner and the winner of the banking sector for the 5th 

consecutive year. The Commercial Bank won 5 main awards including the overall winner 

award at the "National Business Excellence Awards - 2006" organized by the National 

Chamber of Commerce. 

 

Being conscious of the risks of overdependence on one economy, the bank took several 

initiatives such as lending to Maldivian customers on off-shore basis, commencing 

banking operations in Bangladesh, getting into the money remittance business in several 

countries etc. Sri Lankan operations provide IT support and training facilities to 

Bangladesh operations. Bank's multiple delivery points consisting of 150 branches and 

service points and 269 ATMs, along with the concepts such as supermarket banking, 

Saturday banking, 365 day banking and mobile ATMs.  

 

 

3.2.3 Hatton National Bank Ltd.  

 

The Hatton National Bank is principally engaged in general banking, development 

banking, mortgage financing, lease financing, corporate financing, dealing in government 

securities and quoted equities, pawn broking, stock broking, providing insurance services, 

property development, credit card facilities and other financial services. During the last 

year the Hatton National Bank introduced Hatton National Bank virtual branch, which is 
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the Internet banking solution for customers. In addition, it also introduced a 0 percent 

interest installment scheme through Hatton National Bank credit cards.  

 

Hatton National Bank has one of the largest asset bases among private sector banks in Sri 

Lanka from which a relentless drive for improved asset quality, investment and the 

creation of a healthy risk management philosophy with optimum risk/return trade-offs 

will accelerate. The Hatton National Bank was awarded the bank of the year 2006 by the 

prestigious publication, ‘The Banker’. The Banker has been a trusted source of global 

financial intelligence since 1926. The criteria for assessment of the bank of the year 

awards is to identify one single bank in each country for the best overall performance in 

the previous period incorporating both performance criteria, qualitative achievements and 

strategic initiatives.  

 

Hatton National Bank continues to invest in leading-edge technology to deliver faster 

response times through an integrated linkage to all delivery channels. Today, with one of 

the largest asset bases among private sector banks in Sri Lanka with an indomitable spirit 

that regards changes as challenging opportunities, a prudent, yet dynamic management 

team and a committed staff, Hatton National Bank is steadily pushing the frontiers of 

achievement in the banking industry back, even as new horizons beckon.  Fitch Rating 

Lanka Limited has affirmed national long term rating of AA- to Hatton National Bank 

(Hatton National Bank, 2006).  

 

 

3.2.4 People’s Bank 

 

The People’s Bank is the second largest local bank in terms of assets and commands a 

market share of about 19 percent in the banking system. People’s Bank was established 

under an Act of Parliament in 1961 to develop the co-operative movement of Sri Lanka 

to enhance rural banking. To support ongoing operations, the government has extended a 

‘Letter of Comfort’ (since 1999) undertaking to support the bank with equity to the extent 

required to meet minimum capital requirements. 
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The People’s bank has provided 45 years of pioneering banking services, with 

10,543,445 loyal deposit account holders and 9,645 dedicated employees. The bank has 

324 branches, 306 service centers and 137 ATMs in addition to the corporate branch. 

Automated inter-branch funds transfer facilities between the 253 branches in key cities 

and towns. The People’s Bank has introduced a core banking package to improve 

customer service quality and facilities to be implemented in 136 branches and at head 

office. The Fitch Ratings Lanka Ltd upgrades Peoples Bank's national rating to A- 

(People’s Bank, 2006). 

 

 

3.2.5 Sampath Bank   

 

The Sampath Bank is a Sri Lanka based company engaged in banking and related 

financial services. The Sampath Bank provides a range of financial services, including 

corporate, personal, trade finance, treasury and investment services, issuing of credit 

cards, off shore banking, telebanking, Internet banking, pawning and leasing. As of 

December 31, 2006, Sampath Bank’s branch network totaled to 96 branches, comprising 

66 fully fledged branches and 30 personal banking centers.  

 

Fitch Rating Lanka Limited has affirmed national long term rating of AA- to Sampath 

Bank. The Sampath Bank was awarded the ‘Best Corporate Citizen for the year 2005’ 

and was also the joint winner in the ‘Best Economic Performance for the year 2005’. The 

bank won the gold award, in the financial category and award for ‘Best Financial 

Application’ presented by the Institute of Chartered Accounts of Sri Lanka at the 

‘National Best Quality Software Awards 2005’ organized by the British Computer 

Society, Sri Lankan branch for developing a bill payment system in association with 

Dialog. (Sampath Bank, 2006) 
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3.2.6 Seylan Bank Ltd. 

 

Fitch Ratings Lanka Ltd assigns A – (sri) rating to Seylan Bank. Seylan Bank was 

incorporated in 1987 as a public limited liability company. Its mission was to build a 

strong bank with equally strong subsidiaries serving the needs of all its customers within 

and outside Sri Lanka. The Seylan Bank was established in 1987, and has grown to 

become the third largest private bank with a market share of 6% of system assets. The 

bank has an island wide network of 91 branches.  In the 19 years since its inception, 

Seylan Bank has established a strong presence island wide through its network of 116 

branches. The customers of on-line branches have access to a network of 98 automated 

teller machines (ATMs) and can also obtain tele-banking facilities. 

 

The Seylan Bank is also associated with the Saudi American Bank which offers Sri 

Lankan expatriate workers the advantage of a special money transfer scheme named 

‘Speed Cash’ between Saudi Arabia and Sri Lanka. The Seylan Bank also manages two 

exchange houses in the Middle East - one in Dubai and the other in Oman.  

 

 

3.3 Conclusion 

 

In summary, the Sri Lankan banking industry has two main sectors, namely licensed 

commercial banks and licensed specialized banks. A licensed commercial bank is a 

banking institution issued with a license by the Central Bank to carry on, among other 

things, maintaining current accounts for customers, where money could be transferred by 

cheque and withdrawn on demand. The licensed specialized banks are different from 

licensed commercial banks since they are not authorized to accept demand deposits from 

the public and, therefore, do not maintain current accounts for customers. Also, they are 

not authorized to deal in foreign currency. There are 6 systemically important banks 

namely, Bank of  Ceylon, Commercial Bank of Ceylon, Hatton National Bank,  People’s 

Bank, Sampath Bank, Seylan Bank and they hold 78 percent of the banking assets.  In 

this study we identified the most important two banking sectors as LCB and LSB sectors. 


