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REGULATION NO. 2000/8

ON BANK LICENSING AND SUPERVISION

The Specid Representative of the Secretary-Gengrd (herenafter:  Trangtiond
Adminigrator),

Pursuant to the authority given to him under United Naions Security Council
resolution 1272 (1999) of 25 October 1999,

Taking into account United Nations Trangtiona Adminigtration in East Timor
(UNTAET) Regulation No. 1999/1 of 27 November 1999 on the Authority of the Trangitiona
Adminigration in Eagt Timor,

Teking into account United Nations Trandtionad Adminidration in Eagt Timor
(UNTAET) Regulation No. 2000/6 of 22 January 2000 on the Establishment of a Centra
Payments Office of East Timor,

Endeavoring to srengthen the economy in East Timor by providing messuresto
protect the interests of bank depositors, to prevent systemic risk to the banking system, to
alow sufficient scope for market forces to operate in the provision of financia services, and
to promote a sound and comptitive banking sector in East Timor,

After conaultation in the National Consultative Council,

Promulgates the following:

Section 1
Scope of operation of the present regulation




1.1 The present regulation shal agpply to banks and their shareholders, adminigtrators,
employees, agents and affiliated entities.

1.2  Persons other than those described in Section 1.1 who are in violation of provisons of
Section 2 of the present regulation shal be equdly subject to the pendty provisons of
Section 36 of the present regulation.

Section 2
Prohibitions and exemption

2.1  No person shal engage in the business of abank without an effective license issued
by the Central Payments Office of East Timor (hereinafter: “ Centrd Payments Office’).

2.2 No person shdl use theword "bank" or derivatives of the word "bank™ in respect of a
business, product, or service without an effective license issued by the Centra Payments
Office, unless such usage is established or recognized by ingtruction or internationa

agreement, or it is clear from the context in which the word "bank" is used that it does not
concern financid activities.

2.3  Nobank shdl use wordsin itstitle that are mideading concerning the financia
condition or legd status of the bank, or its connection with government or internationa
inditutions.

2.4 No bank organized outside East Timor shdl be permitted to engage directly in any
financid activity in Eagt Timor unless the activity is undertaken through a branch office for
which an effective license has been issued by the Centrad Payments Office.

25  No person shdl make amisstatement of material fact or false representation or do
anything to create a fa se appearance or engage in any manipulative device or practicein
relation to taking of deposits.

26  TheCentra Payments Office may exempt in whole or in part from the gpplication of
the present regulation banks whose total deposit ligbilities are less than the equivaent of
US$ 1,000,000; provided that any such banks shall not use the word “bank” in their name.

Section 3
Licengng responghility of the Centra Payments Office

The Central Payments Office shal have sole responghbility for the issuance of licenses
to banks.

Section 4
Minimum capitd for new banks; initid financid activities

4.1  The Centrd Payments Office shdl have sole responghility for establishing the
required amount of minimum capita for licensad banks, which may not be less than the



equivaent of US$ 2,000,000, and may increase such amount from time to time by
ingruction.

4.2

The amount of capitd shal determine the financid activitiesin which alicensed bank

will be permitted to engage, in accordance with Section 24 of the present regulation.

5.1

Section 5
License application

A person shdl apply, in writing, to the Central Payments Office for alicense. The

goplication shdl bein aform prescribed by the Centrd Payments Office and shdl be
accompanied by the following basic information:

@

(b)

(©

(d)

(€

5.2

the qudifications and experience of the adminidrators of an exising or proposed
bank, including business or professona history for the past ten years,

the amount of the actud or proposed capita of the bank and, for proposed banks, the
amount that may have previoudy been paid in or subscribed to; provided, no capita
for proposed banks shal be contributed in kind;

a busnes plan sdting out, inter alia, the organizationa <ructure, the types of
financid activities envisaged, and projected financid <Statements for three years and,
for exigting banks, financia statements and annua reports for the past three years,

the name, resdence, busness or professond history for the past ten years and
financiad statements for the past three years of each person who is or proposes to be a
principal shareholder of the bank, and the amount and percentage;

such additional basic information as shal be prescribed by ingruction of the Centra
Payments Office.

For the purposes of Section 5.1 (d), the proposed ownership interest of affiliated

persons shal be aggregated to determine the amount of the proposed ownership interest.

5.3

The Centrd Payments Office may request an gpplicant to submit additiona or

supplementary informetion for its license gpplication if, in the opinion of the Centrd
Payments Office, the basic information submitted is incomplete or insufficient.

5.4

A foreign bank shdl gpply for the license concerning a branch office of that bank.

The gpplication for such license shdl be accompanied by such information, in addition to the
information required by Section 5.1, as the Centrd Payments Office may prescribe by

indruction.
Section 6
License decison
6.1  Within forty-five days (45) days from the date of receipt of an gpplication for a

license



that has been completed to the satisfaction of the Central Payments Office, the Central
Payments Office shdl notify the gpplicant of the status of their gpplication in writing.

6.2  Subject to Sections 6.3, 6.4 and 6.5 of the present regulation, within sixty (60) days
from the date of receipt of an application for alicense that has been completed to the
satisfaction of the Central Payments Office, the Central Payments Office shall grant
preliminary approva of, or deny, the application and notify the gpplicant of its decison in
writing.

6.3  Wherethe Centrd Payments Office requests additiona or supplementary information
pursuant to Section 5.3, the time limit of sixty (60) days for a decision on an gpplication for a
license may be extended by twenty (20) days. If the time limit is extended, the Centra
Payments Office shdl notify the gpplicant in writing.

6.4  During the fird Sx (6) months from the date the present regulaion entersinto

force, if the Centra Payments Office does not make a decison on an gpplication within the
time limit prescribed in Section 6.2 of the present regulation or the extended time limit
prescribed in Section 6.3 of the present regulation, the Central Payments Office may extend,
or further extend, as the case may be, the time limit for the making of this decison by sixty
(60) days. The gpplicant shdl be natified, in writing, if the time limit for the making of a
decison is extended or further extended, asthe case may be. If the Centra Payments Office
does not make a decision on the gpplication within the further sixty (60) days, the gpplication
shall be deemed to have been approved on a preiminary basis.

6.5  After 9x (6) months from the date the present regulation entersinto force, if the
Centrd Payments Office does not make a decision on an application within the time limit
prescribed in Section 6.2 of the present regulation or the extended time limit prescribed in
Section 6.3 of the present regulation, the application shal be deemed to have been approved
on apreiminary bass

6.6  Thedecison of the Centrd Payments Office to refuse alicense shdl be find and shdl
include an explanation of the grounds on which the license was refused.

6.7  Subject to Sections 6.4 and 6.5 of the present regulation, the Centra Payments Office
shdl grant preliminary approva of an gpplication for alicense only if it is stisfied that the
information submitted by the gpplicant is sufficient to show that the applicant meets the
following criteria

@ the business plan is based on reasonable assumptions;

(b) the bank will comply with al provisons of the present regulation; and

(© the qudifications, experience, and integrity of its adminigtrators and principa
shareholders are gppropriate for its business plan.

6.8 If preliminary approva of an gpplication for alicenseis granted, the gpplicant will
have to fulfil the following conditions for find gpprovd by the Central Payments Office for a
license for the bank to commence those activities in which it is authorized to engege:

@ the payment by shareholders to the bank of itsinitid capitd funds,
(b) the hiring and training of the saff of the bank;



(© the lease or purchase of operations equipment and the establishment of
operations systems, including risk measurement and controls and interna audit
and controls;

(d) the lease or purchase of bank premises; and

(e the engagement of an auditor, in accordance with Section 32 of the present
regulation.

6.9  If abank falsto comply within one year with the conditions for fina approva
specified in Section 6.8, the preliminary gpprova of the gpplication for alicense shal
become void.

6.10 If the Centrd Payments Office determines, following an on-Ste examination of bank
premises, that the conditions described in Section 6.8 have been satisfied, the Central
Payments Office shdl issue forthwith final approva for alicense for the bank to commence
those activities in which it is authorized to engege.

6.11 The Centrd Payments Office shall grant alicense concerning one or more branch
offices of aforeign bank only if:

the foreign bank is authorized to engage in the business of receiving money depodts or other
repayable fundsin the foreign country where its head office is located;

the competent authorities that supervise the financid activities at the head office of the
foreign bank concerned have given their written consent to the granting of such license; and

the Central Payments Office determines that the bank is adequately supervised on a
consolidated basis by its supervisory authorities.

Section 7
Scope of license and fees

7.1 A license shdl be granted for an indefinite period of time, subject to Section 9, and
shall not be trandferable.

7.2  Subsequent toinitid licenang, banks that believe that they would meet the conditions
specified in Section 24 to engage in additiond financid activities may goply, in writing, to
the Central Payments Office to engage in such additiond activities.

7.3 Within sixty (60) days from the date of receipt of an gpplication under Section 7.2 that
has been completed to the satisfaction of the Central Payments Office, the Centra Payments
Office shdl authorize the gpplicant to engage in additiond financid activities or shdl deny

the gpplication and noatify the applicant of its decison in writing.

7.4  The Centra Payments Office may charge fees on account of the processing of an
gpplication for alicense pursuant to Section 5 or an gpplication to engage in additiona
financdid activities pursuant to Section 7.2.. Such fees shdl not be refunded if an application

is denied, abank does not commence business or ceases operations, or the licenseis revoked
pursuant to Section 9 of the present regulation.



7.5  The Centrd Payments Office may charge fees for the issuance and the possession of a
license.

Section 8
Regiger of banks

8.1  The Centrd Payments Office shdl keep acentra regigter for ingpection by the public.
The register shall record for each licensed bank the name, the addresses of the head office
and branch office, and current copies of the documents listed in Section 15 of the present
regulation.

8.2  The Centra Payments Office shdl remove from the register documents concerning
former banks whose licenses have been revoked. The Centrd Payments office shal maintain
for inspection alist of such banks.

Section 9
Revocation of alicense

9.1  The Centrd Payments Office may revoke the license of a bank in the following
circumstances:

@ upon arequest of the bank;
(b) fallowing an infraction, pursuant to Section 36 of the present regulation; or
(© on one or more of the following grounds:

() the license was obtained on the basis of fase information submitted by
or concerning the applicant, including regarding the qudifications,
experience or integrity of its proposed adminigtrators and principd
shareholders,

(i) the bank has not commenced operations within ninety (90) days after
the receipt of the license, or such further period as may be determined
by the Central Payments Office, or has ceased for more than eight
months to engage in the business of receiving money deposits or other
repayable funds;

(iii)  another bank that holds a Significant interest in the bank has had its
license revoked,;

(iv)  amerger, andgametion, or sde of subgtantialy dl the assets of the
bank has occurred,

(v) the owner or owners of the bank have decided to dissolve or to
liquidate the bank, or the bank has ceased to exist asalegaly or
operationally independent entity; or



(vi)  theactivities of the bank during itsfirst three years of operation differ
subgtantialy from those presented in the gpplication for alicense and,
in the opinion of the Central Payments Office, such deviation is not
justified by changed economic circumstances.

9.2  When abank requests that the Central Payments Office revoke itslicense, the Centrd
Payments Office shal decide on the request within fifteen (15) days after its receipt.

9.3  TheCentrd Payments Office shdl revoke alicense issued to aforeign bank
concerning one or more branch officesif the foreign bank does not have the authority, or has
logt the authority, to engage in the business of receiving money deposits or other repayable
fundsin the foreign country where its head office is located.

9.4 A decison by the Centrd Payments Office to revoke or not to revoke a license shdl
be communicated in writing to each bank or branch office concerned and shall give the
grounds for the decision.

Section 10
Publication and effect of license revocation

10.1 Thedecisgon to revoke alicense pursuant to Section 9 of the present regulation shdl
immediately be published in the Officid Gazette and in one or more newspapers of genera
circulation wherever the offices of the bank concerned are located. The decision to revoke a
license shdl become effective on the date of such publication in the Officid Gazette or on
such later date as the decison shal specify.

10.2 Sarting on the date that the revocation of alicense pursuant to this Section entersinto
force, arecaver shdl be gppointed in accordance with Section 38 of the present regulation.
During the winding up of its affairs, the bank shdl otherwise continue to be subject to the
provisions of the present regulation asif it were licensed.

Section 11
Organi zation and independence of banks

11.1 Banksshdl be organized as limited liability companies under the Act on Limited
Liability Companies, with shares registered in the name of the beneficid owner.

11.2 Theprovisonsof the Act on Limited Liability Companies, including with respect to
the organizationa structure of banks and powers of the shareholders and officers, shdl apply
to banksto the extent not inconsistent with the present regulation and gpplicable law. In
particular, the cagpital must be fully paid, in accordance with Section 6.8 (&) of the present
regulation..

11.3  Each bank shdl enjoy complete legd, operationd, financia and adminidtretive
autonomy from any other person, including the Central Payments Office and any agency of
the Trandtiond Adminigtration, unless gpplicable law otherwise provides. This autonomy
shall be respected and no person shal seek improperly to influence any adminigtrator of a



bank in the discharge of his or her duties or to interfere in the activities of any bank, except in
the execution of a pecific authority or duty under the law.

11.4 Each bank shdl enjoy freedom of contract, including the right to own and dispose of
movable property and, subject to gpplicable law, immovable property, and may be a party to
legal proceedings.

Section 12
Capitd reguirements

The minimum amounts that banks must maintain as regulatory capitd, and the
minimum absolute amount of capital, shal be prescribed from time to time by ingtructions of
the Centra Payments Office.

Section 13
Redtrictions on ownership and holdings

13.1  The prior written authorization of the Centra Payments Office is required if

the trandfer, in one or more transactions, of an equity interest in abank would result in a
person or number of persons acting in concert becoming, directly or indirectly, asgnificant
shareholder in such bank or owning more than twenty (20) percent but less than fifty (50)
percent of any class of shareswith voting rights of the bank. In the absence of a prior written
authorization by the Centra Payments Office, the transfer shal have no legd effect.

13.2  Inaddition to the authorization of any transfer under Section 13.1, the prior written
authorization of the Centrd Payments Office is required if the transfer, in one or more
transactions, of an equity interest in abank would result in a person or number of persons
acting in concert becoming, directly or indirectly, a significant shareholder in such bank or
owning fifty (50) percent or more of any class of shares with voting rights of the bank. Inthe
absence of a prior written authorization by the Centrd Payments Office, the transfer shall
have no legd effect.

13.3 Thedecigon of the Centra Payments Office whether to authorize atransfer under
Section 13.1 or 13.2 shdl be based upon the criteria described in Section 6.7 of the present
regulation, as if the authorization were for the issuance of alicense,

13.4  No bank shall, aone or in concert with one or more other persons, without prior
written authorization of the Centra Payments Office, directly or indirectly:

@ hold an equity interest in ajuridica person or undertaking that is engaged in
other than financid activities that either represents a Sgnificant interest or
exceeds asto its net current vaue the equivaent of fifteen percent of the
regulaory capita of the bank; or

(b) permit the aggregate net current value of dl such equity interests to exceed the
equivaent of one hundred (100) percent of the regulatory capita of the bank.

13.5 No such authorization shall be required for:



@ equity interests that have been acquired by abank in lieu of repayment of
credit granted by the bank, in which case the bank shdl entirely dispose of
such equity interests within one year from the date they are acquired or within
such longer time period as the Central Payments Office may decide; or

(b) equity interests held by a bank as an agent in securities underwriting or
brokerage or investment portfolio management.

Section 14
Mergers of banks

14.1 Tohavelegd effect, the merger, andgamation or sde of substantidly dl the assats of
abank shdl require the prior written authorization of the Central Payments Office.

14.2 Thedecisgon of the Centra Payments Office whether to authorize shall be based upon
whether the proposed transaction would result in the substantia lessening of competition in
any market served by the bank and on the criteria described in Section 6.7 of the present
regulation, asif the authorization were for the issuance of alicense,

14.3  Authorizations shdl be granted, in the case of an amagametion, only if the resulting
bank shal have received alicense.

Section 15
Charter and by-laws

15.1 Each bank shdl have a charter that shall specify its corporate name and address; its
purposes, the jurisdiction and authority of asingle Governing Board; the amount of its
capitd; the classes, numbers and nomina values of its shares, and the voting rights attaching
to its shares. No amendment of the charter of abank shall take effect without the prior
written consent of the Central Payments Office.

15.2 Each bank shal be governed by internd by-laws, gpproved by its Governing Board,
which in compliance with its charter shal establish:

@ the structure of the organization and adminigtration of the bank, including its
operationa and adminigtrative units, their sub-units and functions, supervisory
positions, and reporting relationships,

(b) the duties of each departmenta director and the units under his or her direction
and supervision;

(© the functions of the Audit Committee, the Risk Management Committee (or
separate Credit and Asset and Liability Management Committees), and other
permanent internal committees; and

(d) the limits of the authority of the administrators and other employees of the

bank to engage in financid activities in the name and for the account of the
bank.



15.3 Each bank shdl mantan on file with the Centrd Payments Office a duly certified
copy of its charter, its by-laws, and a lig of the officdds of the bank who ae currently
authorized to obligate the bank, together with their specimen sgnatures and a description of
the limits of their authority.

Section 16
Adminigrative structure of banks

16.1 Each bank shdl be administered by a Governing Board and shdl have an Audit
Committee. Each bank shal have a Risk Management Committee or separate Credit and
Asset and Liability Management Committees.

16.2 The Governing Board of abank shal be responsible for establishing the policies for
the operations of the bank and for supervison of their implementation.

16.3 The Governing Board of abank shal have an uneven number of not less than three
(3) nor more than seven (7) members. Board members shdl be gppointed by the genera
meeting of shareholders of the bank for a period of not more than four (4) years. Board
members may be re-gppointed for subsequent periods by the generd mesting of shareholders
of the bank.

16.4 The genera meeting of shareholders of abank may establish remuneration for Board
members, provided, however, that remuneration of the Governing Board and senior
management of abank shal be subject to approva of the Central Payments Office for the
first three years of the operations of a bank.

16.5 The Governing Board of a bank and its members cannot delegate their respongbilities
to others.

Section 17
Qudifications of adminigrators

All persons dected or gppointed as administrators of a bank must be of good repute
and must meet the criteria prescribed by the Central Payments Office regarding
quaifications, experience and integrity. Prior to their assuming office, the Centrd Payments
Office must gpprove members of the Governing Board.

Section 18
Disgudification and remova of administrators and principa shareholders

A person shdl not be igible to become amember of the Governing Board of a bank,
or shdl by decison of the generd or specid meseting of shareholders of the bank be relieved
of his membership on the Governing Board of the bank, or, if such meeting failsto act within
30 days of the Centrd Payments Office having issued an instruction concerning
disgudification, by the Centrd Payments Office, in the event that:

10



@ the person has by law been deprived of the right to sit on the governing board
of ajuridica person;

(b) the person is serving, or has served at any time during the immediatey
preceding twelve (12) month period, as the Comptroller of the Centra
Payments Office or on the management of the Centrad Payments Office;

(© the person has been convicted of acrime;

(d) the Central Payments Office determines that the person has been a party to a
transaction that violates the present regulation or an ingtruction issued under it;
or

(e the person has been subject to an insolvency proceeding as debtor.

Section 19
Committees

19.1 Each bank shdl establish an Audit Committee that shal consst of three (3) members
gppointed by the genera meeting of shareholders of the bank for periods of two(2) years.
Members of the Governing Board shdl not concurrently serve on the Audit Committee. The
Audit Committee shall:

@ establish appropriate accounting procedures and accounting controls for the
bank, including those prescribed by the Centrd Payments Office under
Section 31 of the present regulation, supervise compliance with such
procedures, and, as it deems appropriate, commission audits at the expense of
the bank of some or subgtantidly al of the records of the bank;

(b) monitor compliance with the present regulation and laws applicable to the
bank and report to the Governing Board thereon,

(© engage experts at the expense of the bank to assigt in the fulfillment of the
responghilities of the Audit Committes; and

(d) deliver opinions on any matters submitted to it by the Governing Board or that
it wishes to address.

19.2  The Audit Committee shal meet ordinarily once per quarter and extraordinarily when
convened by the Governing Board or by two of its members. Decisons shdl betaken by a
magjority of the members present and no abstertions shdl be alowed. Minutes of meetings
shall be recorded in such manner as prescribed by ingtruction of the Central Payments
Office.

19.3 Each bank shdl establish a Risk Management Committee that shdl condst of three
members of the Governing Board who shdl serve for aterm of two years which term shall be
renewable. The Risk Management Committee shall:

@ edtablish and monitor implementation of procedures for credit appraisd, 1oan
adminigration, and asset and ligbility management, including those prescribed
by the Centrd Payments Office, including such matters as underwriting
standards, approvd of large extensions of credit and al equity investments,
requirements for collaterd for credit, classfication of and provisoning for
vaue-impaired assets, pursuit of borrowers and issuers in default, and
managing interest rate and market risk;

11



(b) monitor compliance with the laws and regulations gpplicable to credit and
other risks and report to the Governing Board thereon; and

(© deliver opinions on any matters submitted to it by the Governing Board or that
it wishes to address.

19.4 The Risk Management Committee shal meet ordinarily once per month and
extraordinarily when convened by the Governing Board or by two of its members. Decisons
shdl be taken by amgority of the members present and no abstertions shal be alowed.

19.5 Banksmay establish a separate Credit Committee and Asset and Ligbility
Management Committee to perform the functions described in Section 19.3 of the present
regulation.

Section 20
Secrecy

20.1 Present and past administrators, employees, and agents of a bank shall keep secret,
and not use for persond gain or gain by other than the bank that they serve or have served, or
permit to be examined by others, any non-public information that they obtained in the course
of their servicesto the bank. Such information includes, but is not limited to, customers
accounts balances, amounts, conditions, and use of proceeds of banks' loans, customers
business relationships, and recipients and amounts of payments made by the bank.

20.2 Theinformation described in Section 20.1 of the present regulation may be disclosed
only to the Centrd Payments Office, including its inspectors and the auditors appointed by it,
to externa auditors of the bank, to judicid authorities asthe law shall provide, to foreign
bank supervisory authorities, and when the protection of the bank's own interest in legd
proceedings requires disclosure.

Section 21
Prevention of money laundering

21.1 No bank shdl concedl, convert, or transfer cash or other property, knowing that such
property is derived from crimind activity, for the purpose of concedling or disguising the
illicit origin of the property or of assisting any person who isinvolved in such activity to

evade the legd consequences of his action.

21.2 Theknowledge described in Section 21.1 of the present regulation may be inferred
from objective factua circumstances.

21.3 Notwithstanding Section 21 of the present regulation, banks shall on their own
initiative inform the authoritiesin East Timor respongible for combating money laundering of
the evidence that property is derived from crimina activity and provide, a the authorities
request, any additiona related information, in accordance with the procedures established by
goplicable law.

Section 22

12



Disclosure of conflicts of interest and fiduciary obligations

22.1  Anadminigrator of abank who:

@ isaparty to amaterial contract or a proposed materia contract with the bank,
or

(b) isan adminigtrator of, or has amateria interest in or amaterid relation to any
person who is a party to amateria contract or a proposed material contract
with the bank,

shdl disclose in writing to the bank the nature and extent of the materid interest or
relation.

22.2 Thedisclosure required by Section 22.1 shal be made by the administrator when the
contract or proposed contract comes or ought reasonably to come to the attention of the
adminigrator.

22.3 A adminigrator shdl give agenerd notice, in writing, to the Governing Board of the
bank disclosing no less than annudly the names and addresses and reasonably full particdars
of the adminigtrator's material commercid, financid, agricultura, indudtria or other busness
or family interests. Any materia contract between the bank and any person named in the
generd notice shdl be asufficient declaration of conflict of interest in relaion to any such
contract.

22.4  Anadminigrator who has a materid interest or amateriad relation within the scope of
Sections 22.1 or 22.3 shd| leave any meeting at which the contract or proposed contract is
discussed. An administrator who has a materia interest or ameaterid relation within the

scope of Sections 22.1 or 22.3 shdl dso refrain from voting on any matter related thereto that
becomes the subject of action by the Governing Board of the bank, provided that such an
interest, if so disclosed, shdl not disqudify the interested person for purposes of condtituting
aquorum.

22.5 For the purposes of Sections 22.1 and 22.3, an interest shdl be materid if itis
materiad with reference to the wedth, business or family (any person who is related by
marriage or to the second degree of consanguinity) interests of the person having the interest,
and a person hasamaterid interest in

@ any company if the person owns, directly or indirectly, a Sgnificant interest in
the company, or is an adminigtrator of the company; and
(b) any partnership if the person is a partner.

22.6  Where an adminigrator failsto disclose amateria conflict of interest in accordance
with this Section:

@ acourt of competent jurisdiction may, on the goplication of the bank, a bank
shareholder, or the Central Payments Office, set aside the contract on such
terms as it thinks fit; and

(b) the Centrd Payments Office may, by written ingtruction, suspend the
adminigtrator from office for any period not exceeding one (1) year, or remove
the adminigtrator from office permanently.

13



22.7 Adminigrators and employees of banks have afiduciary duty to the bank that they
serve and to the bank's customers to place the interests of the bank and the interests of the
customers of the bank before their own pecuniary interest.

22.8 Banksshdl introduce suitable arrangements and procedures so that they and their
adminigtrators and employees are not placed in a Situation where their duty to one customer
conflicts with their duty to another, or where their own interest conflicts with their duty to a
custome.

Section 23
Generd prudentid principles

23.1 Banksshdl conduct their administration and operations in accordance with sound
adminigrative and accounting procedures, the requirements of the present regulation, and the
indructions or guiddinesissued by the Central Payments Office.

23.2 Banksshdl maintain adequate capitd and sufficient liquid resources, and, with due
regard to the nature of their business, shdl ensure that their assets are diversified asto risk of
loss.

Section 24
Financid activities

24.1 Banksshdl be authorized in ther license to engage in the financia activities

described in Section 24.2. Banks with the required regulatory capita, may engage, in
addition to the activities described in Section 24.2, in activities described in Sections 24.3 and
24.4, asfollows:

@ Banks with the minimum amount of required capitd in accordance with
Section 4 of the present regulation, as adjusted from time to time, may engage
in thefinancid activities described in Section 24.2;

(b) Banks that have twice the minimum capita or such further amount as may be
determined by ingruction from time to time, may engage in the financia
activities described in Sections 24.2 and 24.3,

(© Banks that have three times the minimum capital or such further amount as
may be determined by ingruction from timeto time, may engagein the
financid activities described in Sections 24.2, 24.3 and 24.4.

24.2 @ recelving deposits (in the form of demand deposits, time deposits, or
other forms of deposit) bearing interest or not in one currency;

(b) buying and sdlling for abank’ s own account debt securitiesissued or

guaranteed by governments or centra banks that are denominated and payable
in the currency of the bank’s deposits, that have aterm to maturity not

14



24.3

24.4

(©

(d)
(€

)
(9)
(h)

@
(b)

(©
(d)
(€

exceeding one year, and that are rated in one of the two highest categories by
an internationdly-recognized credit rating agency;

extending credit, including: consumer and mortgage credit; factoring with or
without recourse; and financing of commercid transactions;

providing payment and collection services,

issuing and administering means of payment (including payment cards,
travelers checks and bankers drafts);

buying and sdling foreign exchange for cash for the account of a customer;
providing for safekeeping of securities and other vauables, and

such other financid activities as the Central Payments Office shall determine
by ingruction.

receiving deposits bearing interest or not in more than one currency;,

borrowing funds and buying and selling for abank’s own account or for the

account of customers (excluding underwriting) of:

() money market ingruments (including, checks, bills of exchange and
certificates of deposit);

(i)  debt securities;

(i)  futures and options relating to debt securities or interest rates; or

(iv)  interest rate indruments,

money broking;
finendd leedng;

providing credit reference services,

(f) providing services as afinancid agent or consultant (not including services

@

(b)

described in paragraphs 24.4 (a) and (b)); and

dedling in one or more currencies other than the currency in which the bank’s
bal ance sheet is denominated, including contracts for the future purchase or
sde of foreign currencies.

@ providing trust services, including, the invesment and adminidiration
of funds received in trust and adminigtration of securities;

providing services as an invesment portfolio manager or investiment adviser;

(c)underwriting and distribution of debt and equity securities and deding in equity

securities, and
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(d) such other financid activities related to securities transactions as the Centra
Payments Office shdl determine by ingruction.

24.5 No bank shall engagein financid activities that exceed those specifically authorized

by itslicense.

Section 25
Prohibited anti- competitive transactions and practices

25.1 Banksshdl refrain from entering into transactions or engaging in practices of any
kind that would provide them, aone or together with others, apostion of dominance on the
money, capitd or foreign exchange markets. Banks shal dso refrain from engaging in
manipulative devices or practices that could result in an unfair advantage for themselves or
for third parties.

25.2  No bank shdl require any person to contract to receive any financia service or any
goods or other service from an afiliate as a condition of being permitted to contract with the
bank to receive any financid service.

25.3 No bank shdl purchase from an afiliate of the bank

@ asts of that affiliate; or
(b) securities to be underwritten, placed or distributed by that affiliate or that have
been so underwritten, placed or distributed within the past year.

25.4  No bank shall provide credit enhancement for, or extend credit to facilitate, the
purchase of securities underwritten, placed or distributed by it or an affiliate of the bank.

Section 26
Prudentid reguirements

26.1 Banksshdl observe the following maximum limits when prescribed by ingruction of
the Centrd Payments Office:

@ the maximum ratios and exposures to be maintained by abank concerning its
assets, risk-weighted assets, and off- balance sheet items and various categories
of capital and reserves,

(b) the maximum aggregate amount of credits, expressed as a percentage of its
regulatory capitd, that a bank shall be permitted to have committed or
outstanding to or for the benefit of any single person or group of interrelated
persons; and
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(©)

the maximum aggregate amount of credits, expressed as a percentage of the
aggregate amount of dl its credits, that a bank shal be permitted to extend to
or for the benefit of the ten persons (including groups of interrelated persons)
with respect to whom the bank's exposure on account of credit transactionsis
the greatest.

26.2 Banksshdl observe the following requirements when prescribed by ingtruction of the
Centrd Payments Office:

@

(b)

(©

(d)

requirements concerning the minimum aggregate amount of liquid resources
or specific categories of such resourcesin relation to the value or changein
vaue of assats (including guarantees and collaterd received) or specific
categories thereof, or in relaion to the amount or change in amount of
ligbilities or specific categories of liabilities, provided, however, that banks
shdl be permitted to meet the requirements concerning liquid resources by
maintaining with the Central Payments Office money depodits of an equivaent
vaue

requirements concerning the maximum aggregate amount of redl estate
investments, or specific categories thereof;

requirements concerning the classfication and evauation of assets and
provisions to be made on the basis of such classification and evaluation
againg substandard and non-performing loans, and the time when earnings on
non-performing loans may no longer be accounted for as income except as
received in cash; and

prohibitions, restrictions or conditions concerning:
0] the types or forms of credits and investments made;

(i) matching as to maturity and interest rate in respect of assets and
lighilities (contingent or otherwise); and

(i) unhedged positionsin foreign currencies, precious metas or precious
stones, exceeding a specified size.

26.3  No bank shdl make a capitd digtribution if, in the opinion of the Centrd Payments
Office, after making the digtribution, the bank would have less than the minimum regulatory

capitdl.

26.4  No bank may engage directly in industry, commerce, or services other than financid

activities.

26.5 No bank shall extend credit secured by its own equity securities or by equity securities
of abank organized in East Timor.

26.6  No bank shdl purchase its own equity securities without prior authorization from the
Centra Payments Office which will be refused if, in the opinion of the Central Payments
Office, the bank has less than the minimum regulatory capitd.
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Section 27
Corporate Records and Records of Transactions

27.1 Every bank shdl prepare and maintain a its head office written records containing:
@ its charter and by-laws and al amendments thereto;

(b) aregiger of its shareholders, including the number of shares registered in the
name of each shareholder;

(© minutes of meetings and resolutions of the Governing Board;
(d) minutes of meetings and resolutions of the shareholders;

(e accounting records exhibiting clearly and correctly the state of its busness
affairs, explaining its transactions and financid podtion so asto endble the
Central Payments Office to determine whether the indtitution has complied
with dl the provisons of the present regulation;

® records showing, for each customer of the bank, on adaily basis, particulars of
its transactions with or for the account of that customer, and the balance owing
to or by that customer; and

(9) such other records as are required by the present regulation, or by ingtruction
of the Centrd Payments Office.

27.2 Every bank shdl causeto be crested and shal maintain at the head office of the bank
in Eagt Timor, proper credit documentation and any other information concerning its business
relations with its customers and other persons that the Centra Payments Office may prescribe
by ingruction.

Section 28
Natification of tarms and conditions

Each bank shdl regularly naotify its customers of the precise nature of the business of
the bank, and of terms and conditions associated with the deposits made and credits received
by them, including the compound annud rate of interest, in accordance with ingtructions
issued by the Centrd Payments Office.

Section 29
Transactions with related persons

29.1 Banksshdl not enter into atransaction with or for the benefit of a personwho is
related to the bank, if such transaction would be entered into on less favorable terms and
conditions, or not at al, with or for the benefit of persons who are not so related to the bank.
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29.2  For the purposes of Section 29.1, persons who are related to abank shal include
without limitation:

(@ any adminigrator of the bank;

(b) any principa shareholder of the bank;

(c) any person who isrelated to such administrator or principa shareholder by
marriage, consanguinity to the second degree, or business interest;

(d) any legd person that has asgnificant interest in ajuridical person in which the
bank has a sgnificant interest.

29.3  Notwithstanding the foregoing, no bank shall extend credit to or for the benefit of a
person o related to the bank if as a result thereof the aggregate amount outstanding on dl
credits extended by the bank to persons so related to the bank would exceed an amount in
relation to the bank's regulatory capita as prescribed by ingtruction by the Central Payments
Office.

29.4  Credit extended by any bank to any related bank or financid ingtitution shdl be
subject to such additiond conditions or restrictions as shdl be prescribed by ingtruction of
the Centra Payments Office.

29.5 For the purposes of Section 29.4, ardated bank or financid ingtitution shall include
without limitation:

@ any private or governmenta person or ingtitution, or any number of such
persons or inditutions acting in concert, that has adirect or indirect sgnificant
interest in the bank extending the credit; and

(b) any juridica person or undertaking in which the bank holds a sgnificant
interest.

Section 30
Credit to Employees of Banks

A bank shdl not provide financial assistance to any of its employees or for their
benefit in excess of the limits established by ingtruction of the Central Payments Office,

Section 31
Accounts and Financid Statements

31.1 Banksshdl mantain at dl times accounts and records and prepare annud financid
statements adequiate to reflect their operations and financia condition in accordance with
consggtently maintained internationa accounting standards.

31.2 Accounts and financid satements shal bein such form and detail and in accordance

with such accounting standards as shdl be prescribed by ingruction of the Centrd Payments
Office respecting the preparation and presentation of the accounts of the bank.
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31.3 Theaccounts, records and financia statements of abank shal aso reflect the
operations and financid condition of its subsidiaries and branch offices, both on an individua
and on a consolidated basis.

Section 32
Audit

32.1 Each bank shdl appoint, upon the recommendation of its Audit Committee, an
independent external auditor approved by the Centrad Payments Office who shdll:

@ assg it in maintaining proper accounts and records, including in the manner
that may be prescribed by the Centra Payments Office in accordance with
Section 31;

(b) prepare an annual report together with an audit opinion as to whether the
financid statements present afull and fair view of the financia condition of
the bank in accordance with the provisons of the present regulation;

(© review the adequacy of internd audit and control practices and procedures and
make recommendations for remediation; and

(d) inform the Central Payments Office in regard to any bank or any of its
subsidiaries about:

()] any fraudulent act by any administrator, employee or agent; or

(i) any irregulaity or deficiency in the administration or operations that
should be expected to result in a materia loss for the bank or such
subsdiary.

32.2  For banks whose assets do not exceed the amount established by ingtruction from time
to time of the Central Payments Office, the functions described in Section 32.1 may be
performed by their interna auditor; provided, however, that such auditor shdl have had no

less than ten (10) years of professond experience in auditing.

Section 33
Publication of balance sheet, auditor's opinion and annua report

Each bank shall:

@ within thirty days of each calendar quarter, publish in anational newspaper a
fair and true summary of its quarterly balance sheet as at the end of the
previous caendar quarter;

(b) within four months of the end of itsfinancid year, publish in anationd
newspaper afar and true summary of its balance sheet;
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(© within four months of the end of itsfinancid year, publish its auditor's opinion
for the preceding financid yesr;

(d) publish its annud report; and

(e provide copies of its annua report to the public on request without charge.

Section 34
Branches of foreign banks

Branch offices of foreign banks shdl publish baance sheets and income statements on
both an individua and a consolidated basis.

Section 35
Reports and inspection

35.1 Each bank shdl prepare and submit to the Central Payments Office reports concerning
its adminigtration and operations, liquidity, solvency, and profitability, and those of its
subgdiaries, that accurately reflect the financid condition of the bank and each of its
subsidiaries on an individual and a consolidated basis. The reports shdl be prepared in such
form and detail and shall be submitted a such intervals as shdl be prescribed by ingtruction

of the Centrad Payments Office.

35.2 Each bank and each of its subsidiaries shall be subject to ingpections by inspectors of
the Centrd Payments Office or by auditors appointed by the Centrad Payments Office. Such
ingpectors may include officias of the authority of another country that is charged with the
monetary or prudentia supervision of financid activitiesin that country if it concernsthe
inspection of abank that:

@ isabranch or subsdiary of aforeign bank that hasits head office in that
country; or
(b) has asgnificant interest in aforeign bank that islocated in that country.

35.3 Intheir ingpections of banks and their subsdiaries, the Central Payments Office and
its auditors may:

@ examine the accounts, books, documents and other records of the bank or
subsdiary; and

(b) require adminigtrators, employees and agents of the bank or subsidiary to
provide dl such information on any matter relating to its adminigtration and
operations as they shdl reasonably request.

35.4 Each bank and each of its subsidiaries shal admit and cooperate fully with the
ingpectors of the Central Payments Office and the auditors gppointed by the Central
Payments Office. No one shdl atempt to harass, intimidate, or exert undue influence on an
ingpector of the Central Payments Office or the auditors gppointed by it.
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35.5 Each affiliate of abank and providers of professional or operations servicesto banks
shdl provide information to the Centrd Payments Office as the Centrd Payments Office may
reasonably request concerning the bank’ s operations and relations with such persons.

Section 36
Infractions, pendties and remedid measures

36.1 Theremedid measures and pendties provided for infractions described in this Section
shdl be determined in particular cases by the Central Payments Office.

36.2 The Centrd Payments Office may take the actions or impose the penalties described
in Section 36.3 with respect to abank if it determines that the bank or any of its
adminigrators or principa shareholdersis guilty of aninfraction conggting of:

(& thevidlation of aprovison of the present regulation or of any ingruction of the
Central Payments Office;

(b) theviolaion of any condition, retriction, or provision of an authorization issued
to abank by the Centra Payments Office; or

(c) theviolation of any provison of an enforcement agreement concluded by a bank
with the Central Payments Office pursuant to Section 36.3(b).

36.3  Following adetermination pursuant to Section 36.2, the Centra Payments Office may
take the following actions or impaose the following pendties

@ iSsue written warnings,

(b) conclude a written enforcement agreement with the Governing Board
providing for aprogram of remedid action;

(c)issue written orders to cease and desist from such infractions and to undertake
remedid action;

(d) impose fines on the bank or on its adminigtrators or principa shareholdersin
an amount from US$ 500- 5,000 per day for each day that the infraction continues,
provided, however, that fines shal be of amilar amount for entities with
comparable total assets for the same type of infraction;

(e)suspend temporarily or dismiss adminigtrators from postionsin abank and
terminate their receipt of remuneration from the bank; or

(f) revoke the license of the bank and appoint a receiver for the bank whose powers
are described in Section 41 of the present regulation.

36.4 The pendties described in Section 36.3 may be gpplied to any person who violates
any of the provisions of Section 2 of the present regulation.

36.5 The Centrd Payments Office shdl, notwithstanding any other provison of law, be

empowered to liquidate the business of a person who violates any of the provisons of Section
2 of the present regulation.
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36.6  The measures and pendties provided in this Section shall not preclude application of
other civil pendties or crimina pendties as provided in other applicable law.

36.7 Any finesimposed in accordance with paragraph 36.3(d) or proceeds in accordance
with Section 36.5 shdl be paid to the East Timor budget.

Section 37
Suspension and removal of persons related to a bank

37.1 Themeasures described in Section 37.2 may be taken by Centrd Payments Officeiif it
determines that any adminigtrator, employee or holder of a significant interest in a bank:

@ has willfully or repeatedly committed any violation of the present regulation
or any ingruction of the Centra Payments Office issued pursuant thereto that
has resulted in amaterid lossto the bank or financid gain to such person; or

(b) has pergsted in willful violations described in paragraph (8) following a
written warning from the Central Payments Office.

37.2 The Centrd Payments Office may issue awritten order containing any or dl of the
following provisons:

@ requiring the dismissa of the person from his pogtion in the bank;

(b) prohibiting such person from participating in any manner in the conduct of the
affairs of the bank;

(© prohibiting the person from direct or indirect exercise of voting rights attached
to shares of the bank;

(d) requiring the person to digpose of dl or any part of hisdirect or indirect
ownership interest in the bank;

(e requiring the person to reimburse the bank for losses caused by violations
described in Section 37.1.

37.3 If any person described in Section 37.1 is officidly charged with any crimind
offence, the Centrd Payments Office may issue awritten order temporarily suspending such
person from his position in the bank, and, if gpplicable, sugpending the exercise of voting
rights of sharesin the bank by such person, pending the determination of the crimind case.
A dismissd of the crimina case or decison of not guilty on the merits shal not preclude the
Centrd Payments Office from taking any enforcement action with respect to a person
authorized by the present regulation.

37.4  No person may hold any pogtion in, or participate in any manner in the conduct of,

any dfiliate of abank thet is engaged in financia services, without the prior written gpprova
of the Centrd Payments Office, if he or sheis subject to an order of the Central Payments
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Office suspending or removing him from a position in a bank, prohibiting the exercise of his
voting rights in shares of a bank, or requiring him to dispose of his ownership interest in a
bank.

37.5 Inthe event that any person does not divest voting shares of abank pursuant to an
order issued under this Section within the prescribed period of time, the Central Payments
Office may order that the shares held by such person be transferred to atrustee for sale at
auction and the net proceeds, less expenses of sde, will be remitted to the person.

Section 38
Basss for initiation of recaivership due to insolvency

38.1 If the Centrd Payments Office determines that:

@ abank isinsolvent; or
(b) abank must reasonably be expected to become insolvent within the next

ninety days,

the Centra Payments Office must revoke the license of that bank; and forthwith take
possession and control of that bank through a receiver appointed by the Centra Payments
Office. This proceeding shdl be known as Recelvership.

38.2 For the purposes of the present regulation,
@ abank shall be deemed to be insolvent if

() abank isnot paying its obligationsin full asthey fdl due

(i) the value of the liahilities of the bank exceeds the value of the assets of
the bank; or

(i) abank has regulatory capitd less than one-quarter of the required
minimum regulatory capitd,;

(b) the value of abank’s assets, liabilities and regulatory capitd shdl be
determined in accordance with vauation standards and procedures prescribed by
indruction of the Centrd Payments Office; and

(© in determining the vaue of abank’ s assets and ligbilities for afuture date, the
bank’ s reasonably anticipated future income and expenses until that date shall be
taken into account.

38.3 A receiver may be a person from the private sector or an officia of the Centra
Payments Office who meets the qualifications prescribed by ingtruction of the Central
Payments Office. The Central Payments Office may, for good cause, dismiss areceiver it
gppoints. The terms of the recaiver’ s compensation shdl include incentives for meeting the
objectives described in Section 40.1 of the present regulation and pendties for faillure to meet
such objectives.
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38.4 The compensation of the recever and experts tha he engages, rembursement of their
expenses and expenses of the Centra Payments Office in execution of Sections 36-38 with
respect to abank shall be paid from the assets of the bank.

38.5 Paymentsto the recaiver shdl be made on a current basis if in the judgment of the
recaiver there are sufficient liquid assets; provided, however, that the receiver and his agents
shdl not receive in any caendar month alarger pro rata share in payment of their dlams for
fees and expenses than depositors described in Section 42.1(b) of the present regulation
receive in payment of thair dams.

38.6 Any moneys owing to the receiver a the end of the term of receivership shdl be pad
from the proceeds from the sdes of the bank’s assets with the priority described in Section 42
of the present regulation.

Section 39
Notice and regigtration of receivership

Whenever areceiver is appointed under Sections 36 or 38, the receiver shdl within
two days of such gppointment:

@ post in each office of the bank a notice announcing such action pursuant to the
present regulation, specifying the effective date and time of possession by the
recaiver and specifying that:

()] authorizations of persons to engage the financid responsbility of the
bank have been canceled;

(i) persons who previoudy had authorization to give indructions on
behalf of the bank with respect to payment or transfer of the bank's
assets or assets managed by the bank are no longer so authorized; and

(iii)  the bank’slicense has been revoked.

(b) publish a notice to the same effect in one or more newspapers of genera
circulation in the communities in which the bank maintains offices and arrange for
the publication of such notice each week for the next four weeks,

(© register as necessary with the competent authorities; and

(d) transmit copies of such notices and registration to the Centra Payments Office
within two days of each of the posting, publication, and regidration.

Section 40
Powers and Duties of Receaiver; Effects of Recaivership

40.1 A recaver shdl have al the powers of the adminisirators and shareholders of the bank
for which it has been gppointed. Notwithstanding that the bank’ s license has been revoked,
the receiver may, subject to Section 40.2, operate the bank in its own name and take stepsto
sl the bank or its assetsif, inits opinion, thisis likely to satisfy more of the bank’ sliabilities
to depositors and other creditors within one (1) year from the date of the receiver’s
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gppointment. Subject to the primary objective of maximum satisfaction of the bank’s
lidbilities to creditors, the recelver shdl expedite the sale of the bank or its assets and
payments to creditors.

40.2 A recever may:

@ continue any operations other than the taking of deposits and extending credit
to other than exigting customersin rdation to outstanding assets,

(b) discontinue any operations;

(© borrow money on an unsecured basis; if not possible, on the security of the
assets of the bank;

(d) gop or limit the payment of any obligation;
(e employ or dismiss any administrator, employee or professond advisor; and

® execute any indrument in the name of the bank, initiate or defend and conduct
in its name any action or lega proceeding.

40.3 Therecaiver shdl have unrestricted access to and control over the offices, books of
account and other records, and other assets of the bank for which he has been appointed and
itssubsdiaries.

40.4  Any person who willfully interferes with areceiver’ s access to and control over the
offices, books of account and other records, and other assets of a bank for which he has been
gppointed shal be imprisoned for a period of not less than one year nor more than five years
or fined in an amount not less than US$ 1000 per day nor more than US$ 5000 per day for
each day that the infraction continues, or both.

405 Attherequest of arecever, aLaw Enforcement Officer shdl assst the receiver to
gain access to bank premises or control over bank records and other assets by use of force,
without the need for an order of acourt of law.

40.6 The Central Payments Office shall approve or deny amerger of the bank with another
bank, or sale of substantialy al the bank’ s assets to any one bank, based upon section 14 of
the present regulation.

40.7 Thereceiver shdl have the same rights and privileges and be subject to the same
duties, pendties, conditions, and limitations as apply to administrators or employees of a
bank licensed under the present regulation.

40.8 The powers of the adminigtrators of the bank shal be suspended during a
receivership; provided, however, that administrators may be instructed by the receiver to
exercise specified functions for the bank; further provided, that such persons are subject to
dismissal by the receiver from their positions at the bank and shall thereupon cease to receive
compensation from the bank.
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40.9 Forthwith upon his gppointment, the receiver shal secure the assets of the bank to
seek to prevent their dissipation by theft or other improper action, by taking actions
including, but not limited to, canceling authorizations of persons to engage the financiad
respongbility of the bank and issuing new authorizations, as appropriate, to a limited number
of trustworthy employees, and notifying appropriate third parties.

40.10 Forthwith upon his gppointment, the receiver shal establish a new balance sheet for
the bank, based on his determination of liquidation values of the bank’s assetswith a
corresponding reduction in the vaue of the bank’ sliabilitiesin the reverse order of priority in
payment of distributions in aliquidation of abank’s assets described in Section 42. Liabilities
shall be deemed due and payable and interest shal cease to accrue as of the date of the
gppointment of the recaiver. Unmatured ligbilities shal be discounted to present vaue at the
rate of interest determined by the Central Payments Office.

40.11 Within one month of taking possession of a bank, the receiver shal make an
inventory of the assets and property of the bank and transmit a copy thereof to the Centra
Payments Office, which shal make a copy availlable for examination by the public.

40.12 After fifteen days from the date of his gppointment, the receiver may make avallable
for withdrawal by depositors or payment to other creditors such amounts asin his opinion
may appropriately be used for that purpose; provided, however, that al depositors or other
creditors who are smilarly Stuated shdl be treated in the same manner; and further provided,
that before a generd distribution of payments to creditors of the bank or the assumption of
the bank’ s liahilities by another bank, creditors other than those described in Section 42.1(b)
shdl receive no more than fifty percent of the amount of their dlowed clams as determined
by the receiver.

40.13 When areceiver has taken possession of a bank:

@ any term, statutory, contractual or otherwise, on the expiration of which a
clam or right of the bank would expire or be extinguished, shell be extended
by sx months from the date of such expiration or extinction;

(b) any atachment or security interest (except one existing six months prior to the
effective date of the receivership) shdl be vacated, and no attachment or
Security interest, except one created by the recelver in the gpplication this
Section shdl attach to any of the assets or property of the bank so long as such
receivership continues,

(© shareholders rights shal be extinguished except for the right to receive
dividends, if any, under Section 42.4 of the present regulation and theright to
receive any net payment received from the sale of the bank or subgstantidly dl
its assets if the recaiver determines that the bank had postive net worth & the
timeof sde and

(d) the receiver may issue new shares in the bank, sdll the assets of the bank or
arrange for the assumption of liabilities of the bank on terms he considersfar.

40.14 The procedures for determinations of the vdidity and priority of clams and for
liquidation of bank assets and return of bank customers property shall be prescribed by

27



ingruction of the Centrd Payments Office; provided, however, that the sde of bank assets
shdl bein atrangparent and commercidly reasonable manner by one or more methods of
auction or negotiated transactions.

40.15 Any assets of the bank that have not been sold at the end of the term of the
receivership may be abandoned by the recaiver or given to a charitable indtitution that
promotes public health or education that wishes to accept them. Creditors of the bank shall
have no clam againgt any such assets.

40.16 Therecever shal report each month to the Centra Payments Office on the progress
of the recaivership, including the most recent financia statements of the bank, statements of
sources and uses of funds, information concerning the prospects for the sale of the bank or its
assats, and projections of payment of the bank’ s liabilities.

Section 41
Avoidance of Pre-recaivership Transfers

41.1 Thereceiver may bring an action in a court of competent jurisdiction to set asde a
transaction based on aforged or fraudulent document that the bank has executed to the
detriment of creditors within five years of the appointment of the receiver.

41.2 Thereceiver may bring an action in court to set asde actions affecting the assats of
the bank or to recover from third parties the transfers by the bank, as follows:

@ Gratuitous transfers to, or to persons related to, administrators and principal
shareholders of the bank made within five years prior to the effective date of
the recaivership;

(b) Gratuitous transfers to third parties made within three years prior to the
effective date of the receivership;

(© Transactions in which the consideration given by the bank considerably
exceeded the received congideration, made within three years prior to the
effective date of the receivership.

41.3 Anaction to set asde atransfer under Section 41.1 may be brought by the receiver
within one year following the effective date of the recaivership.

41.4  Notwithgtanding the provisions of Section 41.2, the receiver may not set asde a
payment or transfer by the bank if it was made in the ordinary course of the bank's business,
or if it was part of a contemporaneous exchange for reasonably equivadent vaue, or to the
extent that following the transfer the recipient extended new unsecured credit to the bank
which had not been satisfied by the bank as of the effective date of the receivership.

41.5 Therecipient of atransfer set asde under Section 41.2(c) shal return the property
transferred to the receiver or, if the property no longer exigts, the vaue of the property at the
time of itstransfer by the bank; provided, however, that a recipient who has returned to the
receiver the value of property transferred by the bank shal have a claim againgt the bank for
that amount, if the recipient gave reasonably equivaent vaue to the bank and accepted the
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transfer in good faith and without an intention to hinder, delay, or defraud the bank's
depositors or other creditors.

41.6 Thereceiver may recover property or the vaue of property transferred by the bank
from atransferee of an initid transferee only if the second transferee did not give fair vaue
for the property and knew that theinitia transfer could be set aside under the present
regulation.

41.7 Therecelver may order that notice of the filing of an action to set asde atransfer be
recorded in the public records for red estate ownership and any other rightsin property and a
person taking title to or acquiring any security interest or other interest in such property after
thefiling of such anotice takes histitle or interest subject to the rights of the bank to recover

the property.

41.8 A lessor of bank premises or a utility company or other provider of utility services
including, without limitation, a company that supplies dectricity, natural gas, water, or
telephone service, may not dter, refuse, or discontinue such service to abank because of its
receivership or because the debtor hasfalled to pay for services prior to its recaivership;
provided, however, that upon request of alessor of bank premises or a utility company, the
bank shal place a security deposit in acommercia bank as a condition to the lessor's or
utility company's duty to continue to provide services during the receivership, and any such
deposit shdl not be required in an amount greater than the cost of services provided to the
bank during the month immediately prior to the effective date of the receivership.

Section 42
Prioritiesin Payment of Clams

42.1 Inany liquidetion of abank’s assets, alowed secured claims shall be paid to the
extent of the realization of the security or the security shall be delivered to the secured
creditor, and from the proceeds other dlowed clams shdl be paid in priority to dl other
debts, in the order of the class of claims described below:

@ necessary and reasonable expenses incurred by the receiver and the Central
Payments Office, including professond fees, in gpplication of Sections 38-44;

(b) deposits up to an amount not exceeding ten (10) times the average monthly
wage per depositor;

(© the amount not paid on deposits under Section 42.1(b);

(d) other clams of creditors against the bank.

42.2  If the amount available for paymert for any class of clams listed under Section 42.1
isinsufficient to provide payment in full, such dams shdl abate in equa proportions.

42.3  After payment of dl daimsfiled, any remaining dlowable cdlaims that were not filed
within the time specified by ingruction of the Central Payments Office for the filing shdl be

paid.
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42.4  Any proceeds remaining after al claims of depositors and other creditors have been
paid shdl be digtributed among the shareholders of the bank in accordance with their rights
and interests.

Section 43
Fina Reporting to the Centrad Payments Office

43.1 Oncethe proceedsfor the sale of assets of a bank have been distributed pursuant to
Section 42, the receiver shdl provide areport to the Central Payments Office that includes
income and expense and sources and uses of funds statements during the period of
receivership.

43.2  Upon approval by the Central Payments Office of the report by arecelver described in
Section 43.1, the Central Payments Office and the receiver shdl be relieved of any further
respongbility in connection with the recaivership of abank.

Section 44
Miscdlaneous Recaivership Provisons

44.1 Professiona employees gppointed to represent or assist areceiver or the Central
Payments Office in connection with a receivership shdl not be paid anounts greater than are
payable to employees or agents of banks for smilar services, except that the Central
Payments Office may authorize payment a higher rates, if the Centra Payments Office
determines that paying such higher ratesis necessary in order to recruit and retain necessary
personnel.

44.2  The Centrd Payments Office shal have authority to indemnify areceiver and his
agentsfor their actions on such terms as the Centrd Payments Office deems proper.

44.3  All damsarising out of or in connection with the insolvency of abank or abank in
receivership againg abank receiver or the Centra Payments Office in relation to abank
licensad under the present regulation shdl be finally settled in accordance with the provisons
of the present regulation. No apped s from the acts of areceiver or the Centrd Payments
Office may be taken except that the bank’ s shareholders holding not less than ten percent of
any class of shares with the right to vote may appeal to a court of competent jurisdiction
againg the gppointment of areceiver for a bank.

44.4  Court proceedings arising out of or in connection with a bank insolvency or abank in
receivership againgt a bank adminigtrator, receiver or the Centrd Payments Officein relation
to abank licensed under the present regulation shal be brought before a court of competent
jurisdiction.

44.5 If the owners of abank wish to voluntarily liquidate the bank under the Limited
Liability Companies Act or otherwise, they shdl submit arequest for gpprova of the
liquidation to the Central Payments Office accompanied by such information as the Centra
Payments Office may prescribe by indruction. The Central Payments Office shal make due
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inquiry into the affairs of the bank and may approve the voluntary liquidation under other
goplicable law or determine that the present regulation gpplies and appoint areceiver
pursuant to Section 38.

Section 45
Licensss of exiging banks

45.1 Persons conducting the business of abank in East Timor on the date on which the
present regulation entersinto force that wish to operate as abank in East Timor must submit
an gpplication in accordance with Section 6 within thirty (30) days of the effective date of the
present regulation.

45.2 Persons described in Section 45.1 that have not submitted an application by such date
or whose gpplication has been denied pursuant to the provisons of Section 6 of the present
regulation shal cesse to conduct the business of a bank or wind up thar afars in
accordance with applicable laws or regulations other than the present regulation, thirty (30)
days dfter the date on which the present regulation enters into force, if they have not
submitted an application, or on the date of notification of denid of their license gpplication.

45.3 The Centrd Payments Office may appoint a recever to liquidate the business of
persons that must wind their affairs in accordance with the provisions of Section 45.2.

45.4  Within the time period specified by the Centrd Payments Office by ingruction or
order to a bank that its organization, adminigtration, financid condition, or operations do not
conform in one or more materid respects with the requirements of the present regulation or
with any instruction or order issued by the Centrd Payments Office pursuant thereto, such
bank or ther owners or administrators shal conform to the requirements of the present
regulation. Such time period shall not be later than 31 December 2000.

Section 46
Requlatory and supervisory powers of the Central Payments Office

The Centra Payments Office shdl be empowered to issue such ingtructions and
guiddines, to vist such offices of banks, to examine such accounts, books, documents and
other records, and to take such other action as the Centrd Payments Office shall deem
necessary or advisable to give effect to the provisions of the present regulation.

Section 47
Reqgulations of the Centrd Payments Office; Fees

47.1  Ingructionsissued by the Centrd Payments Office shdl be published in the Officid
Gazette and shdl take effect on the date of such publication or on such later date as such
ingruction shal specify.

47.2 The Centrd Payments Office shall charge fees to banks for its bank supervisory and

regulatory services that shdl defray its direct and indirect costs incurred in providing such
sarvices. Fees shdl be assessed againgt banks in relation to the amount of their assets or to
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extraordinary expenses incurred by the Centra Payments Office or its agents in relation to a
bank. Banks shdl pay fees within ten days of presentation of a statement by the Centrd
Payments Office.

Section 48
Judicid Review; Liahility

In any court or arbitration proceeding arisng out of or in connection with the present
regulation againgt the Centra Payments Office or areceiver, employee, or agent of the
Central Payments Office:

@ the sole question before the court or arbitration pand in determining whether
the defendant acted unlawfully shall be whether the defendant exceeded his
authority or acted in an arbitrary or capricious manner in light of the facts and the
goplicable UNTAET regulation or Centrd Payments Office indruction in the case;

(b) an officid, employee, or agent of the Central Payments Office shdl not be
liable for damages or otherwise lidble for acts or omissions performed pursuant to
and in the course of the duties and responsibilities unless such acts or omissons
condtitute intentiona wrongful conduct; and

(© the action in question shall continue without restriction during the period of an
gpped and any further appedl or other judicia proceedings related to the apped.

Section 49
Definitions

Wherever used in the present regulation, the following terms shdl have the following
meanings

@ "adminigtrator" means any person who is an officer of abank, or other
juridica person, including any member of the Governing Board or the Audit
Committee and further including any person who aone or together with one or
more others has the authority to enter into commitments for the account of
such juridica person;

(b) "dffiliae’ of abank or other juridical person means a subsdiary of such
juridica person or acompany of which the juridical personisasubsdiary or a
company that is under common control with the juridical person;

(© "bank” means a person engaged in the business of accepting deposits from the
public in East Timor and using such funds, ether in whole or in part, to make
extensons of credit or investments for the account of and at therisk of the
person carrying on the business,

(d) "branch office" means a place of business that forms alegally dependent part
of abank and that conducts directly dl or some financid activities,
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(e "capitd” means the net worth or own funds of a bank that is the difference
between its assets and liabilities in accordance with balance sheet accounts
that reflect applicable accounting principles;

) "capita digtribution" means a distribution of cash or other property by abank
to its owners made on account of that ownership, but not including

()] any dividend congigting only of shares of the ingtitution or
rights to purchase such shares or

(i) any amount paid on deposits of a cooperative bank thet the
Centrad Payments Office determines is not a digtribution for purposes
of Section 26.3;

()] "credit” means any direct or indirect commitment to disburse asum of money
in exchange for aright to repayment of the amount disbursed and outstanding and
to payment of interest or other charges on such amount, any extenson of the due
date of a debt, any debt payment guarantee issued, and any commitment to acquire
aright to payment of a sum of money; the term “credit” shal not include bank
deposits and the purchase of debt securities in the secondary market;

(h "credit documentation” means, with respect to an agreement entered into by a
bank with any other person for the provision of credit:

0] financia statements of the borrower as of not more than 180 days from
the date of credit gpplication and of any guarantor of the borrower's
indebtedness,

@i adescription of any collatera over which the lender has any mortgage
or charge as security for the due payment of the indebtednessto it and
an gopraisa of itsvalue,

(i) a datement of the terms of the credit, including the principa amount,
rate of interest, schedule of repayments, the borrower's objective or
purpose for borrowing, and any required insurance to be contracted by
the borrower; and

(iv)  thedgnature of each person who authorized the credit on behdf of the
lender;

0] "debt security” means any negotiable insrument of indebtedness and any other
ingrument equivaent to such insrument of indebtedness, and any negotigble
ingrument giving the right to acquire ancther negotiable debt security by
subscription or exchange; negotiable debt securities may be in certificated or in
book-entry form;

0) "depogt” means asum of money paid on terms:
() thet it isto be repaid in full, with or without interest or premium of any

kind, and either on demand or at atime agreed by or on behdf of the
person making the payment and the person receiving it; and
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(D) that are not referable to the provision of property or services or the
giving of security;

whether or not evidenced by any entry in arecord of the person receiving the
sum, or by any receipt, certificate, note or other document;

(k) "equity interest” means any ownership right or voting right with repect to a
juridica person or undertaking;

()] "financid activity" means any of the activities thet are listed in Section 24 of
the present regulation;

(m)  “financid inditution" meansajuridica person that is not a bank thet is
engaged in one or more of the following activities: extending credit;
underwriting, dealing in, broking, or distributing securities; acting as
investment company manager or investment advisor;

(n) “guidelines’ means nonobligatory recommendations or policy statements
issued by the Centra Payments Office for the information of banks and other
parties concerned with Central Payment Office' s operations;

(0) "indruction” means agenerd obligatory determination issued by the Central
Payments Office in implementation of the present regulation, or, of an ingruction
or guiddine issued in accordance with the present regulation, directed to one or
more types of banks or other persons or entities;

(p) "licensg’ means an authorization issued by the Centrd Payments Office
granting the right to engage in financid activities specified by thet license;

(@ "person” indudes an individua and ajuridica person (a company,
partnership, association, and group of persons acting together with acommon
purpose, whether or not organized as aforma business entity);

" "principal shareholder” means a person that owns directly or indirectly ten
percent or more of any class of shares with voting rights of a bank;

(9 "regulatory capitd” means capita defined by the Centrd Payments Office
from time to time for regulatory purposes, which may differ from the definition of
capitd in paragraph (e);

® "remedia action" means measures to correct the infractions described in
Section 36.2 which may include: the establishment of a plan to increase regulatory
capita; the establishment of new committees of the bank to oversee credit
adminigtration, asset and liability management, or internd audit and controls,
replacement of the chief executive officer or heads of departments; or establishing
and enforcing improved internd controls;

(U)] "ggnificant interest” meansadirect or indirect holding of an interest ina
juridica person or undertaking that represents the equivalent of twenty percent or
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more of the equity or of any class of shares with voting rights, or that makesiit

possible to exercise a Sgnificant influence over the management or policies of that
juridica person or undertaking;

v) "subgdiary" meansany juridica person in which another person or group of
persons acting in concert holds the equivaent of fifty percent or more of any class
of shares with voting shares; or asgnificant interest that permits such other person

or group of persons to exercise effective control over the management or policies
of the subsdiary;

(w)  “trustee’ means a person who undertakes an action for the benefit of another

and who must exercise the highest degree of care under the law in that undertaking;
and

(0] "voting shares' means common shares in the capita of the issuer and any
other shares of any designation or description that carry the right to vote on any
generd resolution at agenerd or specid mesting of the issuer.

Section 50
Reped of Exiging Laws and Regulations

All exising laws, regulations, decrees, and orders contrary to the provisons of the
present regulation are hereby repeded or suspended with respect to banks and ther

shareholders, adminidrators, employees, agents and affiliated entities, to the extent necessary
to give effect to the present regulation.

Section 51
Entry into Force

The present regulation shall enter into force on 25 February 2000.

Sergio Vidrade Mélo
Trangtiond Administrator
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