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The Bigger Picture

In a year of unprecedented challenge, there
may sometimes be a tendency to become
myopic, to focus on the here and now and
forget the bigger picture. At HNB Finance, we
felt it imperative to keep our eyes on the future.
Backed by sound fundamentals and composite
strengths, we pursued our long-term strategic
objectives of value creation, sustainability, and
financial inclusivity with passion and vigour. It

s this approach of always looking forward that
makes us unique, and provides our stakeholders
with confidence.
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WELCOME TO OUR FIFTH
INTEGRATED ANNUAL

REPORT

AN OVERVIEW OF THE COMPANY

About this Report ®

Presenting our fifth
integrated annual report

This is HNBF's fifth integrated annual
report, which has been compiled

to communicate to the Company’s
stakeholders material information
regarding the Company’s strategy,
governance, performance, and outlook
within the context of its operating
environment. Through this report the
Company hopes to explain how it created
value in the short, medium, and long term
for its customers, employees, and the
broader community.

Assurance on the integrity of
this report

The Board of Directors is responsible for
ensuring the integrity of this Integrated
Annual Report. The Board believes

that the report addresses all material
issues and presents a balanced and fair
account of the Company’s performance.
A combined assurance model is used to
provide assurance regarding information
obtained from the management and from

other internal and external sources. HNBF's
Board Audit Committee provides internal
assurance to the Board on an annual
basis on the execution of the combined
assurance plan, based on the assessment
of the Company’s financial, operating,
compliance, and risk management
controls, a process that is overseen by the
Board Audit Committee and the Board
Integrated Risk Management Committee.
The Company’s External Auditors, Messrs
KPMG, Chartered Accountants, have
provided an independent assurance
regarding HNBF's Financial Statements for
the year ended 31 March 2021, which is
included in this report.

Forward-looking statements

This report contains, where applicable

or helpful, plans for the future. These
statements reflect HNBF's position and
beliefs as at the time of writing. However,
since the Company operates in a dynamic
environment where uncertainties or new
developments could cause actual results
or actions to differ from those stated in
these forward-looking statements, such
statements should not be interpreted as
a guarantee of results or of the course of
action that will be taken.

Report boundary

This integrated annual report provides a
comprehensive review of the operations,
strategy, business model, risks and
opportunities, and governance aspects
of HNB Finance PLC (referred to as
"HNBF” or the “Company”) only, unless
otherwise stated. Through an integrated
approach, the 2020/21 Annual Report
aims to highlight HNBF's contribution to
its various stakeholders by providing both
financial and non-financial information.

Reporting period

The 2020/21 Annual Report covers the
period from 1 April 2020 to 31 March
2021 and is consistent with HNBF's usual
annual reporting cycle for financial and
sustainability reporting. There are no
restatements of information provided

in previous reports and no significant
changes from previous reporting periods
in the scope and aspect boundaries. The
most recent integrated annual report
for HNBF covered the 12-month period
ended 31 March 2020.
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About
this Report

Materiality

The materiality analysis provides insight
into the choices made in developing the
content shown in the Annual Report.
This is illustrated in a materiality matrix
that identifies the topics that have had a
substantial impact on stakeholders and
the Company. Information about the
process of determining materiality and
the boundaries of the topics are provided
in this report.

Key frameworks, guidelines, policies, and compliance

The information contained within this
report is in compliance with all applicable
laws, regulations, and standards. The
preparation of this report has drawn

on concepts, principles, and guidelines
established in the International Integrated
Reporting Framework and the Smart

Integrated Reporting Methodology™. This

integrated annual report has been prepared

in accordance with the GRI Standards:
Core option. This integrated annual report
adheres to the following frameworks

and guidelines:

Financial Reporting

e SriLanka Accounting Standards
comprising Sri Lanka Financial
Reporting Standards (SLFRSs)

e SriLlanka Accounting Standards

Sustainability
Reporting

Global Reporting
Initiative (GRI) °

UNGC Principles
and Sustainable

Direction

Corporate
Governance and
Risk Management

Corporate Governance

No. 03 of 2008 (as

Financial
statements

e Srilanka Auditing
Standards (SLAUSS)

e SrilLanka Standard
on Assurance
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(LKASs) promulgated by The Institute

of Chartered Accountants of amended) issued by the

Development Goals
Central Bank of Sri Lanka

Engagements SLSAE

Sri Lanka (CA Sri Lanka)
o Companies Act No. 07 of 2007
e Finance Business Act No. 42 of 2011
e Finance Leasing Act No. 56 of 2000

o Directions, rules, determinations,
notices, and guidelines issued by the
Central Bank of Sri Lanka applicable
to licensed finance companies

e Inland Revenue Act No. 24 of 2017
(as amended)

International Integrated
Reporting Council’s
(IIRC) Integrated

Reporting Framework Exchange

“A Preparer’s Guide to
Integrated Corporate
Reporting’, published by
CA SriLanka

o Listing Rules of the
Colombo Stock

e Directions, rules,
determinations, notices,
and guidelines issued
by the Central Bank of

3000; Assurance
Engagements other
than Audits or Review
of Historical Financial
Information, issued by
CA Sri Lanka

Sri Lanka applicable
to licensed finance

companies

Through this integrated annual report, HNB Finance aims to convey to
its stakeholders material information regarding the Company’s strategy,

governance, performance, and outlook within the context of the operating

environment, and how the Company creates value in the short, medium,
and long term for its customers, employees, and the broader community.

Feedback and queries

Any feedback and/or queries regarding this annual report should be directed to:

W S P Arangala

Chief Operating Officer

HNB Finance PLC

No. 168, Nawala Road,
Nugegoda

Email: arangala@hnbfinance.lk
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About HNBF @&

HNB Finance PLC is the pioneerin
commercial-based microfinance in
Sri Lanka. Established in 1999, the
Company’s objective is to develop
Sri Lanka's small-scale entrepreneurs
through specialised products and
services. The Company’s pioneering
commercial-microfinance model has
received international acclaim for its
support to grassroots entrepreneurs
that are marginalised by the traditional
banking system.

Vision

To be the recognised leader in providing
innovative, technology-driven financial
solutions with a human touch for all.

e Opened the first branch
(City branch) with
2,500 customers

e Launched as a limited
liability company with
the objective of offering
microfinancing facilities

e Expanded by opening 78 e Received license from
branches in all districts
across Sri Lanka with a
team of 2,498 employees

G}

Mission

We aim to provide customer centric,
well diversified products and services,
responsibly and sustainably, while
creating stakeholder value through our
passionate team.

I/ \\

Values that inspire:

o Integrity

e Socially conscious
e Professionalism

e Innovation

o Respect

e Relevance

e Empathy

Rebranded the

Company as Grameen
Micro Credit Ltd.

the Monetary Board of
the CBSL, to operate as a
licensed finance company

HNB FINANCE PLC
ANNUAL REPORT 2020/21

Today, HNBF has expanded beyond
microfinance to offer a range of products
to different customer segments through
a network of 60 branches and 10 service
centres, and its parent HNB's 650 ATM
machines, scattered across the island.
Customers now have access to business
loans, savings, gold loans, fixed deposit
facilities, and leasing facilities, to meet
their financial requirements. Backed by
HNB, one of the country’s systemically
important banks, HNBF is at the forefront
of the country’s non-bank financial
industry, offering high quality, reliable
financial solutions.

HNBF is licensed by the Monetary Board
of the Central Bank of Sri Lanka under the
Finance Business Act No. 42 of 2011 and
holds the National Long-term Rating of
‘A(lka)" as affirmed by Fitch Ratings.

Achieved an annual profit for the
first time in the Company’s history
with a growth of 362% compared
to the previous year, considered
as a great milestone for

the Company

e Prime Lands Group, a leading real estate
conglomerate of the country acquired
ownership of the Company and paved
the way for the revival of the Company by
infusing LKR 700 Mn. in equity and
LKR 350 Mn. as debt. Following the
acquisition, rebranded as Prime
Grameen Microfinance Ltd.
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e The Company crossed a milestone of over

e Launched Relax and Saviya loan schemes for

e Developing World Markets (DWM) invested in a 7.93% ownership
share of HNB Grameen Finance Ltd., which was acquired from

Prime Lands' shareholding

e Launched ATM facilities for microfinance customers

e HNBG was selected amongst the top “25 Great Places to Work
in Sri Lanka” HNBG also won the award for the Best in “Pride and
Advocacy”and the Bronze award in the Large Companies category

e Launch of Nivahana product.

o

LKR 1 Bn. in profits

Small and Medium Enterprises

o

e Received international
recognition as "Asia’s Most
Promising Brand 2014"

e 'Best Achiever of the
Year 2014" awarded by
the Credit Information
Bureau (CRIB) of Sri Lanka
becoming the first LFC to
receive this prestigious
award

e Launched leasing solutions

HNB PLC, Sri Lanka's leading and oldest private sector
commercial bank, acquired 51% of Prime Grameen
Microfinance Limited, from Prime Lands Group

Prime Grameen Microfinance Limited was renamed as
HNB Grameen Finance Ltd. (HNBG)

Diversified the portfolio with the launch of three new products:

Abilasha, Easy and Swashakthi loans to cater to a new segment
of Small-Scale Enterprises

Reached an asset base of
LKR 25 Bn.

Rebranded from HNB
Grameen Finance to HNB
Finance Ltd.

Introduced two new
products to the market -
Gold Loans and Divi Saru

Runner-up at the National
Business Excellence Award
2018 under Non-Banking
and Financial Services
sector

HNBG was amongst the
25 Great Places to Work in
Sri Lanka” for the second
consecutive year and was
also awarded silver under
the extra-large category

e Savings deposits crossed LKR 3 Bn.

e HNB Finance partnered with mCash
and eZ Cash to offer leasing and loan

repayments

About HNBF

Operations expanded to 60
branches and 10 service centres

o

Initial Public Offering (IPO) on
the Colombo Stock Exchange
oversubscribed

e Renamed HNB Finance Ltd. as
HNB Finance PLC
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* |

+ + . . a
Financial capital
auf
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2020/21 2019/20
(Restated)

Financial performance (LKR Mn.)

Income 7,167 9,170

Net interest income 2,957 4,386

Net fee and commission income 407 684

Total operating income 3,550 5,291

Total operating expenses 2,579 3,077

Operating profit/(loss) before tax and financial services (74) 1,128

Taxes (VAT, DRL, NBT and IT) (49) (732)

Profit/(loss) after tax (124) 395

Financial position (LKR Mn.)

Deposits from customers 28,047 27,529
- Savings 3,122 2,717
-FD 24,925 24,811

Lending portfolio 28,778 28,303
— Lease rental receivables 10,296 9,943
- Loans and advances 18,481 18,360

Total assets 36,755 37,942

Total liabilities 31,860 32,942

Ratios

Return on assets (%) (0.33) 112

Return on equity (%) (2.50) 821

Cost to income ratio (%) 72.65 58.16

Earnings per share (LKR) (0.07) 0.23

Net assets per share (LKR) 2.85 291

Net interest margin (%) 8.86 13.85

Non-performing accommodations ratio (NPA) (%) 17.68 12.25

Core capital to risk-weighted assets ratio (Tier I) (%) 9.94 10.16

Total risk-weighted capital ratio (Tier | and 1) (%) 14.12 14.02

Income Deposits from customers Total operating expenses
LKR Mn. LKR Mn. LKR Mn.
10,000 35,000 3,200

8,000 28,000 3,000 /A\

6,000 21,000 2,800 /

4,000 14,000 2,600 N

2,000 7,000 2,400

0 0 2,200
2018/19 2019/20 2020/21 2018/19 2019/20 2020/21 2018/19 2019/20 2020/21



HNB FINANCE PLC
ANNUAL REPORT 2020/21

Performance
highlights

*

4+
+ Intellectual
+ ‘ capital

Manufactured
M capital

Investment Fitch Service Leasing
in intangible assets Ratings SRS units
9 g (Nos.) (Nos.)
(LKR Mn))
80 'A(lka)" 10 25
2020/21 2020/21 2020/21 2020/21
198 'AA-(Ika)' 21 25
2019/20 2019/20 2019/20 2019/20
°® 4 Branches Property plant and
+ ' Human (Nos) ?S;wpment
W’ capital (LKR Mn)
Number of Turnover 60 11590
employees ratio 2020/21 2020/21
(%)
48 1,626
11851 7.91 2019/20 2019/20
2020/21 2020/21
4
1, 10.7 -
265 0-70 ). + Socialand
e 2019720 eQe relationship capital
Gender distribution: Investment Cross - Sell
in CSR ratio
Male Female (LKR Mn) %)
1,700 151 = 1.6
2020/21 2020/21 2020/21 2020/21
1,813 152 0.8 1.6
2019/20 2019/20 2019/20 2019/20
4 Number of
+  Natural customers
s .
¢‘ capital
316,768
Electricity Water R
consumption consumption
(KWh) (m3 258,346
2019/20
1,693,110 16,496
2020/21 2020/21
1,973,585 14,560
2019/20 2019/20
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THINKING BEYOND THE
PRESENT MOMENT

CHAIRMAN'S MESSAGE

The experiences of the current financial year have added
to the intellectual capital base of the Company while
demonstrating HNBF’s resilience and stability to successfully
navigate through trying times. Oriented by a new 3-year
strategic plan that is aligned to post-COVID-19 market
conditions and customer needs, HNBF is now ready and

Dear Stakeholders,

The financial year 2020/21, in spite of

its many ordeals, was a decisive point

in HNB Finance’s history, triggering the
acceleration of the Company’s envisioned
transformation from a primarily
microfinance centred institution to a
diversified financial services provider.

Propelled by its affiliation with HNB,
a bank with a legacy spanning over

130 years, and one of four systemically
important banks in the country, a strong
presence at the grassroots level, and a
specialisation in SME and micro finance,
HNBF has made giant strides. Guided

by an ambitious but pragmatic vision, a
business which was 95% microfinance-
based has been able to build up a
diversified portfolio of leasing, pawning,
and specialised business loans that now
represents 39% of its loan book, creating
value for rural and grassroots communities

equipped to expedite growth.

above and beyond microfinance. This has
entailed radical changes to the Company’s
business model, operations, management
systems, culture, and mindset.

Above and beyond these changes, HNBF
has withstood protracted pressure on its
operations for three consecutive years
from 2018/19 to 2020/21.1n 2018/19,

due to the high exposure to rural and
agricultural economies, HNBF had to
weather a disproportionately high impact
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on its portfolios from extreme climate
events, and in 2019/20 the Company
had to absorb the economic aftershocks
of the Easter bombings. The financial
year 2020 commenced in the midst of a
full-blown global pandemic. A company
with a weaker financial standing could
not have endured such prolonged
pressure on its cashflows, but HNBF has
emerged stronger with prospects of
better times ahead.

Creating value in
difficult times

In a nutshell, the main challenge faced
by the Company during the financial
year under review was difficulties in
achieving the collection targets due to
lockdowns imposed to combat the spread
of COVID-19 along with the economic
fallout of the pandemic. This situation

led to an unavoidable spike in the NPL
portfolio. The HNBF team responded by
driving a rapid, island-wide transition to
a digital collection model, allowing the
Company to pivot from reacting to the
pandemic to regaining lost ground. By
the last quarter of the year, the Company
was out of the red and once more on

a profitable trajectory. This resurgence
was achieved through hard work and
was a collective effort. The HNBF team
rallied behind the Company in support.
At times, they persevered even in spite
of potential risks to their health, going

as far as physically visiting customers
when absolutely crucial. Ultimately, the
HNBF team conquered all challenges to
get the Company back on track. At the
Company level, the policy was no lay-offs,
and no pay-cuts, and all efforts were
made to support the safety of staff and
their families.

Another outstanding achievement

was the record deposit mobilisation

even during the height of COVID-19
disruptions, which demonstrated the
public trust in the HNBF brand. This
growth in the deposit base allayed initial
concerns of potential liquidity constraints

during the year and some of the funds
were in fact utilised to repay a portion of
bank borrowings.

Throughout the year, we responded

to the needs of our customers with a
sense of empathy and collaboration.
Agreements entered into with mCash
and eZ Cash facilitated our micro and
SME customers in timely repayments in

a safe and convenient fashion. Multiple
moratoria were extended immediately to
assist COVID-19 affected businesses and
entrepreneurs. At the conclusion of each
moratorium, HNBF proactively worked
with customers to arrive at repayment
solutions, including the re-structuring

of facilities. This helped improve cash
inflows, enabling HNBF to re-engage
with new credit facilities and advisory
services to resurrect and revive businesses
that were affected by COVID-19
containment measures.

As the country gradually reopened for
business in 2020, a two-pronged growth
strategy was adopted: penetrate existing
markets in the micro and non-micro
finance sectors on one end, while
simultaneously targeting emerging
opportunities, especially in the non-micro
finance segments, on the other. Despite
these efforts, HNBF recorded a net loss

of LKR 123 Mn. for the financial year
2020/21, mainly as a result of the increase
in impairment provisioning consequent to
the rise in the NPA portfolio.

Sustainability

Despite the challenges of the year, HNBF
continued to uphold its community
obligations and persisted with its strong
programme of social responsibility and
sustainability initiatives with a special
emphasis on responding to the pandemic.
Beyond the moratoriums and concessions
extended as part of our core business
operations, the Company donated one
day’s salary of the staff, totalling

LKR 2.5 Mn,, to the Itukama COVID-19
Fund established by the Government.

Chairman’s
message

The main CSR project for the year was a
COVID-19 awareness programme that
supplied polythene partitions (passenger
safety screens) for 3-wheelers to prevent
COVID-19 transmission. In addition,

the Swashakthi savings-based lending
product sponsored the provision of

QR codes for business premises, which
encouraged business and customers

to start using QR codes, promoting
contactless transactions.

Resolute in our standards

[tis also noteworthy that in spite of

all the uncertainty, HNBF continued

to maintain the highest standards of
good governance in all its activities.
Although registered as a Licensed Finance
Company, governance standards at
HNBF continue to be well above the
industry standards. The Board and Board
subcommittees maintained unwavering
oversight encompassing all internal
controls and good governance criteria
during the year ensuring industry best
practices in all operational aspects.
HNBF's capital position remains strong
and liquidity is high, consequent to
growth in deposits and availability of
undrawn funding lines with banks. Risk
management was strengthened with the
new anti-money laundering and Privilege
Access Management (PAM) systems. In
addition, a full disaster recovery drill was
conducted successfully during the year,
confirming the Company’s ability to
continue uninterrupted operations under
any unexpected eventuality.

Future direction

While gearing for faster growth

in 2021/22, we are mindful of the
challenging operating environment

in the country. Among others, a chief
concern is the lack of standardisation
across the myriad players operating in
the microfinance sector, which is largely
comprised of informal institutions.
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Chairman’s
message

Strengthened regulation and oversight
will enhance the credibility and reputation
of the sector and, in particular, bolster

the public’s faith and trust in formal
microfinance institutions.

Oriented by a new 3-year strategic

plan that is aligned to post-COVID-19
market conditions and customer needs,
HNBF is now ready and equipped to
expedite growth. As part of this process,
the ongoing portfolio rebalancing and
portfolio diversification into different asset
classes will be accelerated. This will be
achieved through relatively faster growth
in non-microfinance business.

While driving organic growth, | would

like to mention that HNBF is also actively
examining opportunities for inorganic
growth through strategic partnerships,
which is in line with Central Bank
directives. HNBF has a capital base that is
well in excess of the regulatory minimum,
presenting potential for uninterrupted
growth. In addition to HNB, the Company
is backed by strong shareholders
including the Prime Group, one of the
largest real estate developers in Sri Lanka,
and the Development World Market’s
(DWM) Inclusive Finance Equity Fund
that provides equity to inclusive financial
institutions in Asia and Latin America.

In sustaining this strategic course, the
Board and the management are cognisant
of the potential threats to asset quality,
liquidity, and income generation. Hence,
the digitisation and business process
re-engineering exercises will continue in
the new financial year, generating cost
and efficiency advantages and offering
simplicity, convenience, and seamless user
experiences to the customer.

HNB FINANCE PLC
ANNUAL REPORT 2020/21

Rich in experience and expertise, the
collective organisational wisdom of

the Company will be directed towards
fuelling sustainable and long-term
value creation. The experiences of the
current financial year have added to this
intellectual capital base of the Company
while demonstrating HNBF's resilience
and stability to successfully deploy

its latest 3-year plan. Therefore, HNBF
can look to the future with confidence
and enthusiasm.

Acknowledgements
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extended by my fellow directors as

well as the dedication and hard work
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Mr Chaminda Prabhath during this
unprecedented time. This commitment of
our team will make it possible to deliver
on our vision in the new financial year.

I also wish to express my appreciation

to the Governor and the officials at

the Central Bank of Sri Lanka for their
guidance. Our customers, suppliers, and,
in particular, our investors have been a
source of strength, and | thank them all
for their trust in us and assure them of our
commitment to create sustainable value.

A

Jonathan Alles

Chairman

29 June 2021



SEIZING THE INITIATIVE
IN UNCERTAIN TIMES

MANAGING DIRECTOR/CEO'S REVIEW

HNBF continued to closely monitor the economic dynamics of the
COVID-19 aftermath and responded by rapidly deploying a range of
financial recovery and business revival measures. Effective improvements
to the existing microfinance model were already mapped out, coupled
with convenient digital solutions. These farsighted initiatives proved
invaluable in the new normal, where social distancing was the

Dear stakeholders,

HNB Finance encountered a gamut

of challenges in the financial year
2020/21, some unique to it, following

the unforeseen onset of the COVID-19
pandemic but had the resourcefulness
and resilience to surmount these
obstacles to close the year on a resurgent
and hopeful note. As the general
economic effects of the pandemic have,
by now, been widely deliberated, | will

porescription for survival.

limit my review to the specific impacts of
the pandemic on HNBF's performance.

The impact of COVID-19
on our results

HNBF's revenue model places high
reliance on continuous, short-term cycles
of microfinance lending, recovery and
relending. Despite ongoing, significant

product diversification within the past
several years, microfinance continued to
account for almost 50% of HNBF's total
lending portfolio and for over 40% of
the Company’s annual interest income.
During the first three months of the
financial year under review, microfinance
activities came to a halt due to COVID-19
containment measures. Consequently,
there was a disproportionately high
impact on HNBF's business volumes
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as well as revenues. The income from
microfinance for the first quarter of
2020/21 declined by 36.5% against the
first quarter of the previous year, and total
interest income declined by 17.8%, which
caused total revenue to nosedive by
24.4% for the quarter.

The leasing and small-scale industry
sectors that benefitted from government
moratoria also experienced a decline

in demand for new credit. In addition,
due to the uncertain market conditions,
particularly following import restrictions
on vehicles and the steep rise in the
prices of second-hand vehicles, HNBF
adopted a cautious approach towards
expanding the leasing portfolio. Therefore,
revenues from these segments also
remained below the previous financial
year. Revenue from leasing and
small-scale industries increased by 21.1%
year-on-year and as at 31 March 2021,
the leasing portfolio stood at LKR 10.4 Bn.
with approximately 40% of the portfolio
coming under moratoria.

Customer demand for deposits remained
strong, attesting to the HNBF brand
strength even under uncertain economic
conditions. Overall, the deposit base
increased by 2% year-on-year. While
deposits are an excellent source of
low-cost funding, demand for credit did
not keep pace and hence, deposit growth
could not be channelled to high-yielding
assets. Therefore, during the latter part

of the year, we took a conscious decision
to reduce the interest rates on deposits,
which limited the growth in the total
deposit base to LKR 27.1 Bn. yet provided
adequate liquidity for business expansion
in the new financial year.

Delays in loan repayments were
experienced across all business sectors,
causing the NPL ratio, which was at
12.25% as at the end of the previous
financial year, to balloon by 5.43% to

its peak of 17.68% in 2021, reflecting
the rising NPL trend across the financial
services industry.

Managing the COVID-19
impacts

HNBF continued to closely monitor the
economic dynamics of the COVID-19
aftermath and responded by rapidly
deploying a range of financial recovery
and business revival measures. It is indeed
fortunate that HNBF had the strategic
foresight to have instigated a digitalisation
drive across the Company and had

also initiated in-depth evaluations of
the microfinance model. Therefore,
effective improvements to the existing
microfinance model were already
mapped out, coupled with convenient
digital solutions. These farsighted
initiatives proved invaluable in the new
normal, where social distancing was the
prescription for survival. Within record
time the traditional Grameen women’s
group model was transformed into a
more practical format and the rollout of
multiple digital payment channels was
extended further into the interiors to
reach the island-wide customer base.
During the year, much of the remaining
manual processes in relation to lending
and credit evaluation across all business
sectors were digitalised, which has
improved overall operational efficiency,
slashed approval times, and cut costs.

Efficiency gains in the credit decisions
and qualitative improvements in approval
mechanism were achieved through the
Document Management System, which
contributed towards drastically reducing
the Turnaround Time in disbursing loans.
Expediting loan documentation and
credit decisions electronically, compared
to the previous manual transfer of
documents, has dramatically reduced
processing time by eliminating the need
for physical movements.

A welcome success story for the year
is the substantial reduction in overall
operating expenses achieved by the
Company. During these difficult times,
the Company policy was to support all
employees by ensuring that all salaries,

HNB FINANCE PLC
ANNUAL REPORT 2020/21

allowances, and welfare benefits were
continued. The Company also invested

in the health and safety of all employees
in all branches, service centres and the
call centre. Given the pandemic’s impact
on the Company's performance and

the uncertainties that prevailed during
the year, increments, bonuses and staff
entertainment activities were curtailed to
some extent. Significant cost savings were
achieved against the previous financial
year through operational enhancements.

The NPLs were continually monitored
and contained within industry levels.
Although the regulatory requirement

for the classification of loans in to NPLs

is 180 days past due (DPD), which HNBF
uses for regulatory reporting and market
disclosures, the Company internally
monitors NPLs based on 90 DPD, a

more stringent standard, enabling the
Company to arrest bucket movements
early and maintain portfolio quality.
Consequently, the expansion of the 180
DPD portfolio was contained at 15.62% at
the year end (after scheduled write offs).
This is commendable under the market
conditions that prevailed, including the
repeated moratoriums that were awarded
to different sectors.

The microfinance sector, which was quick
to be impacted, was also quick to recover,
resulting in lending recommencing
towards end-June. As an additional
oversight measure, micro credit was
defined as lending below LKR 800,000,
including lending to individuals in
addition to groups. This classification
makes it possible to observe how micro
enterprises graduate into the next level.
By the fourth quarter, microlending
interest incomes had returned to almost
pre-COVID-19 levels. These measures
reversed the downward trajectory of the
revenue curve and by the last quarter

of the year, the Company returned

to profitability.
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The last quarter of the current financial
year recorded an overall revenue of

LKR 2,020 Mn. against a revenue of

LKR 2,242 Mn. in the last quarter of the
previous financial year, and a profit of
LKR 3517 Mn. against the loss of LKR 33 Mn.
This momentum has continued into the
first quarter of the new financial year,
signalling a positive outlook for the future.
However, it was not possible, within

the short span of the last quarter of the
year, to bridge the steep revenue losses
sustained during the first half of the year
and the Company recorded a net loss of
LKR 123 Mn. The main contributory
factor was the decline in total operating
income by LKR 1,741 Mn. (33%) which
was partly offset by the decrease in
impairment charges by LKR 41 Mn. (4%)
and savings on operating expenses of
LKR 498 Mn. (16%).

Despite the modest financial performance
for the year, the far-reaching improvements
to the operating model effected during
the year have equipped HNBF to face the
future with confidence.

Outlook for the future

Comprehensive strategies have been
developed and deployed to expand the
market share in leasing, mortgage loans,
and gold loans in the new financial year.
Accordingly, HNBF will be launching tab
banking, digital customer on-boarding,
and digital lending in the new financial
year. Supply Chain Finance will be
introduced to the market as a new
product development initiative that

will enhance the value offering to the
customer base. During the year, gold
loans performed exceptionally well in
catering to urgent financial needs of
customers, and the portfolio recorded a
robust growth year-on-year.

HNBF also plans to grant loans to certain
identified granular segments, particularly
among microfinance recipients, based

on deep dive segmental lending. These
segments will include cashew farmers,
corn farmers and the fisheries sector,
where seasonal variations in harvest are
experienced. For these segments, HNBF
will employ what is termed seasonality-
adjusted flexible microcredit schemes,

i.e. allowing for lower or zero repayment
instalments during off-seasons, when
these clients may not be generating

an income, and regular or ballooned
instalments during harvest seasons. Loans
will be granted with the recommendation
of relevant trade associations.

Additional plans include improvements
to decision-making processes to
eliminate delays and inefficiencies. These
improvements will contribute towards
efficiency gains and cost savings in the
new financial year, and cost control

will remain a priority. However, we are
once again in uncertain times given

the resurgence of the third wave of
COVID-19 from April 2021, and we are
closely monitoring the market for further
developments. The inorganic growth
opportunities presented through the
CBSL reforms are under consideration as
a favourable option and will be further
advanced in the new financial year.
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Our employees, who have worked
together as a team to overcome the
many challenges of the year, have been
the strength behind the Company and

I acknowledge their dedication with
gratitude. As always, | am grateful to our
shareholders and customers for standing
by the Company and I look forward to
better serving their needs in the new
financial year.

B M D Chaminda Prabhath

Managing Director/
Chief Executive Officer

29 June 2021
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IDENTIFYING AND
ENGAGING CRITICAL
STAKEHOLDERS

OPERATING ENVIRONMENT

Stakeholder engagement ®

Continuous engagement with critical
stakeholders was essential for business
sustainability during the months of
unprecedented changes following the
emergence of COVID-19. However, the
trusted, traditional engagement method
of physical/face-to-face meetings could
not be continued during the year,
particularly with regard to engaging our
customers and potential customers, due
to nation-wide COVID-19 containment
measures. Establishing reliable
communications channels between
internal and external stakeholders was
also vital for business continuity and for
market visibility within an environment
where traditional sales, marketing,

and promotional activities could

not be continued.

Therefore, significant changes had to be
effected to our stakeholder engagement
model during the financial year 2020/21,
through rapid deployment of digital

and telephone-based engagement
mechanisms across our stakeholder
groups. This change in method of
engagement was particularly significant
with regard to our microfinance
customers who represent HNBF's largest
customer base and are predominantly
rural with limited access to digital facilities.
Nevertheless, we are pleased to report

a successful transition in our customer
engagement model, which continues to
evolve and improve.

HNBF Call Centre

Our Call Centre played an indispensable
central role in interconnecting our
personnel with our customers and vice
versa, not only for customer inquiries
and complaints but also to coordinate
customer repayments and collections,
update customers and promote
products and services.

Digital platforms

As COVID-19 containment measures
restricted travel and physical meetings,
our traditional model of interacting

with customers at our meeting centres
scattered across the island, had to be
discontinued during the year. Hence, a
range of user-friendly digital and mobile
phone solutions were introduced among
both internal and external stakeholders, to
maintain uninterrupted communications.
Our digital channels were also utilised

for employee training, health and

safety awareness, marketing and for
entertainment activities. Please refer the
Relationships chapter for details.
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HNBF Stakeholder engagement model

Stakeholder
engagement

Stakeholder Mode Frequency of  Concerns and expectations HNBF response
engagement
‘% Digital platforms Continuous e Attractive remuneration Ensure safety of employees and provide them with job security
packages and social events.
Employees o
DY, K ) Regular updates on Provide competitive salaries on par with industry.
User-friendly and Continuous

comprehensive HR system

Company performance

e Recognition and

Provide a monthly summary on Company performance, HR details,
and other important aspects regarding monthly review meetings.

Grievances Officer Continuous appreciation — o
y update of Company events, appreciating employee
o Development of skills and performance, and showcasing achievements of staff's children.
experience in respective - )
Company News Letter Monthly f'e\pds P Training and development programmes for all staff, diploma
i . ;
programmes for managers, outbound training to build close
e Communication with the relationships.
Mehewara Magazine Quarterly Management o
An open organisational culture where employees are free to
e Career development and communicate with all senior level Management.
rowth . ) .
9 BPR exercise to improve work life balance.
Company emails, memos, Continuous e Work life balance o ) _
training Communication with employees about their current performance
and internal career opportunities.
Open-door culture Continuous
Performance reviews Bi-annual
Call centre, customer Continuous e Details on loans, payments, Provide customer-centric and well-diversified products and
visits interest rates, new product services to customers.
developments . .
y P HNBF Loan Executives conduct weekly meetings at 11,000
Customers Company website, social ~ Continuous e Access to Company meeting centres across the island to better serve customers.
i information A . , o ‘
media Maintain a continuous relationship with customers and improve
Product development @ontintiols e Ensure customers are services.
treated fairly ) ) ,
Anti-discrimination CErEIE Condu.ct surveys to obtain feedback and improve the Company’s
policy for all cultures . Pro.ducts that meet strategies to meet the needs of customers.
their needs . )
) ) Respect customers and show compassion towards them while
TV, Radio, Press Continuous , )
e Acceptance and no being professional.
discrimination ) o .
Financial inclusion.
e Satisfaction with services
provided and quality of
service
e Financial literacy
v Social media Continuous e Obtaining loans to develop Microfinance is one of HNBF's main services to female customers
YY) their businesses in the community, empowering women across the island and
Microfinance for female  Continuous ) _ enhancing their living standards.
S —— e Supportin carrying out
y day-to-day activities HNBF works in the best interests of its customers.

) Community projects Continuous e Ensure that the Company Through the Mehewara Fund, the Company improves the
Comml‘_‘n'ty and Conscious discussions Continuous is not causing harm to the well-being of community members who are also customers.
the environment - G,

about the environment HNBF does not provide loans to projects that harm the
Information published Continuous SEIIENE

on Company website The Company has initiatives in place to reduce paper, water, and
and social media energy consumption.

Press releases Continuous Continuous engagement and being close to them.

Creating job opportunities.

Making them part of the supply chain wherever possible.
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Stakeholder
engagement
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Stakeholder Mode Frequency of ~ Concerns and expectations HNBF response
engagement
E Digital platforms Continuous e Sustainability of business HNBF complies with all regulations and ensures the highest ROI
operations for investors.
Investors Annual reports Annual B
) e Sound risk management HNBF undertakes continuous risk assessment exercises to
Annual General Meeting  Annual methodologies identify risks faced by the Company and the necessary actions
Interim Financial Quarterly e Ensure that proper to address them.
Statements governance mechanisms HNBF ensures that all corporate governance requirements are
Company website Continuous Bl geleic-lo
e Timely dividend payments Continuous monitoring of capital and liquidity requirements to
Press and media releases  Ad-hoc Y pay v e . p 5 y. 5
ensure viability and sustainability of the operations.
———
\Q l 7 Digital platforms Continuous e Support given to local HNBF primarily sources from local suppliers to support the
} small-scale suppliers upliftment of local industries.
i Regular meetings Ad hoc
Suppliers e Ontime payments HNBF ensures that ethical procurement practices are upheld
Telephone calls, letters,  Continuous within the Company.
and emails
= Audits and other reviews  Annual e Compliance with HNBF ensures that sound internal controls are in place and
W by CBSL and other regulations undertakes regular reviews to ensure compliance at all levels of
regulatory bodies . the Organisation.
Regulators 9 Y o Responsible and 9
Report submission Ad-hoc sustainable business Immediate responses to queries raised.
practices
Press releases Ad-hoc
e Timely responses
Discussions and Ad-hoc
meetings by Senior
Management
Directives and circulars Continuous
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ASSESSING THE ISSUES
THAT CAN AFFECT HNBF

Materiality ®

The materiality analysis constitutes a critical part of HNBF's strategic planning and reporting process. HNBF conducts a materiality analysis
using the PESTEL model, against the interests of different key stakeholder groups, to map developments that will impact the Company’s
ability to achieve its objectives. The analysis provides insights into trends and business risks and opportunities and their potential

impact on the business. Material issues are reviewed and prioritised on an annual basis. These issues are identified through stakeholder
engagement activities and the Company’s annual risk assessment programmes which take into consideration the risks posed by the
current operating environment.

Stakeholders Political Economic Social Technological Environmental Legal/Regulatory
A o e o o
Employee Staff recruitment  Technology driving Human and
Employees . ) - ) )
productivity and retention change in job skills labour rights
Employee Operational
satisfaction and efficiency
engagement
Training and

development

Equal opportunity
and anti-
discrimination

é”/ (0] © ®

Increase in Changing Technological
AT S non-performing customer dgyelqpnjents, including
loans expectations digitalisation and
automation
Import Customer Data security
restrictions satisfaction and privacy
Customer
engagement
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Materiality
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Stakeholders Political Economic Social Technological Environmental Legal/Regulatory
)
Y, ® ® ®
Community Reduction of Compliance with
y investment and environmental regulations
Community engagement impact from
and the operations

environment

Need to commit

to Sustainable
Development Goals
(SDGs)

Impact of COVID-19

Natural disasters
and poor disaster
preparedness

e o o

Political Economic
instability slowdown

Investors

Demand for
increased
transparency and
accountability

&

Suppliers

Sustainable
procurement

Strengthening
relationships

<

Regulators

Prevention of
financial crime
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The next step in the process is to map the topics by the impact they have on HNBF and its stakeholders. Topics are categorised as either
risks or opportunities or both. The materiality analysis plays a role in the formulation of HNBF's strategies and strategic imperatives. The
materiality of a topic is assessed by its relevance to the Company or the stakeholder and its significance, as determined by the likelihood
of its occurrence and the magnitude of its impact. The importance of material risks and opportunities is then assessed on a scale of high,
moderate, and low importance to the Company and its stakeholders.

Opportunities to be seized Risks to be mitigated
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DEFINING HNBF'S
STRATEGY

1. Listed entity in the Colombo Stock Exchange
2. Pioneer in the microfinance segment in
Sri Lanka

3. Experienced staff
Island-wide branch network

L

Backing of HNB, a systemically important
bank in the country

Relatively large customer base
Diversified product portfolio
Strong corporate governance practices

O ® N O

Customer-centric services
10. Brand perception among the community

11. Quick and positive cash flow, strong balance sheet with
positive net assets, strong total asset base, steady core
capital balance

12. Continuously awarded as “Great Place to Work”

\_ J

SWOT Analysis

/

Relatively fewer number of branches in
Colombo District and the Western Province
compared to competitors

High operations and personnel costs
Difficulties in dealing with millennials

Dependency on external service
providers and vendors

Lack of innovative product promotions
Lack of unique/ customised savings propositions
Customer drop-outs

v

1. Stiff competition from banks, peers in the
NBFI sector, and the informal sector

2. Strict regulatory controls
3. Political and economic instability

4. Unethical practices/tactics of certain players having
damaging consequences on the entire industry

5. Uncertainty and instability caused by COVID-19
pandemic and its consequences

6. Adverse weather conditions/natural disasters

( -

1.

Expansion through cross-selling with the
existing customers
Leverage on parent HNB brand to unlock
potential synergies

Expand outreach through new technology
solutions, business/product diversification

Appealing to an expanded audience through the new

corporate identity and branding

Ability to strengthen the mortgage-based product
to reduce risk-weighted assets to increase the
capital adequacy

Ability to increase leasing portfolio

Ability for a rights issue to increase the core

capital ratios

Government backing towards SME/SSE/
agricultural segments
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Strategic priorities were reviewed
during the year, in response to the
dramatic macro environment changes
following the emergence of COVID-19.
However, HNBF remained focused on
its broader strategic objectives, despite
the continuous market disruptions that
had unavoidable adverse impacts on
strategy progress.

HNBF's strategy is defined by six strategic
objectives that encompass the needs of
its stakeholders, the materiality of relevant
issues, the operating environment, and
the Company’s objectives.

Upon determining the materiality of
topics by their relevance to HNBF and

its stakeholders, the material topics are
managed in line with the Company’s
strategic plan. Accordingly, responsibilities
are assigned to the appropriate functional
unit heads. Resources are allocated based
on the degree of materiality of a risk or
opportunity. As the Company transitions
from a Grameen-based operation to a
fully-fledged financial services institution,
it has undertaken several initiatives as part
of its strategic plan that aims to position
the Company as the preferred financial
services provider for the mainstream
finance services market. Furthermore,

a SWOT analysis of the Company and a
detailed competitor analysis were used in
the drafting of the "HNBF 2020 Agenda”
that identified six core strategic objectives
in HNBF's transformation into a fully-
fledged financial services institution.

Strategies

Strategies were developed for key
aspects of the business, such as business
development, marketing, customer
service, technology applications, human
resource management, and sustainable
growth, which were deployed across
the Organisation to sustain business
activities during the year. The Company
continued to place emphasis on
improving systems and processes to
achieve operational excellence, by
extending BPR initiatives across the
entire network, to review existing
processes and address weaknesses

and to digitise manual processes to
realise efficiency and productivity

gains, coupled with significant cost
savings and greater convenience for
customers. Technology remained a key
driver of business in the post-COVID
environment of restricted movements
and gatherings, with innovative and
cost efficient technology solutions
taking the lead in facilitating internal
and external communications, customer
services, financial transactions, and back
office functions. While marketing and
branding remained a priority, traditional
marketing activities were curtailed

due to COVID containment measures,
resulting in greater emphasis on digital
marketing and branding activities,
which were conducted with a high

level of effectiveness reaching many
urban and rural communities. Despite
COVID constraints on business activities,
business development initiatives were
continued unabated with new market
segments identified and innovative
offerings developed to cater to specific
requirements of these customer groups.
Please refer the sections on Human
Capital on page 49, Intellectual Capital
on page 40 and Social and Relationship
Capital on page 60, for further details on
strategy implementation and outcomes
during the year.

Strategy

Business
development

Market segmentation

to identify customer
requirements and to provide
solutions

Business innovation

Use technology effectively to
improve business

Competitive strengths

Stakeholder relationship and
alliances

Branding and
marketing

Through the line
marketing

Social media/email/ SMS
marketing

Search engine optimisation
Content marketing

Earned media/PR

Seasonal campaigns

Digital advertising

Offline marketing

Direct selling
Co-branded promotions
Referral programmes
Staff sales drive
Outdoor visibility

Technology for
growth and security

Moving into digitalisation

Improving operational
efficiencies

Mitigating risk with improved
security

Improving compliance
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Strategy

High capacity
human resources

Identifying the gaps and
up-skilling the staff

Arrest staff attrition

Optimisation of the
human resources

Operational
excellence

Improving process
efficiency

Reducing the cost

Transferring manual work
into digital platforms

Branch evaluation

Improving staff efficiency

Superior
customer service

e Creating a customer
centric culture across the
Organisation

Business
sustainability

Inorganic growth

Compliance with
regulation

Improving asset quality

Sustainable fixed income
and profitability
Environmental challenges

HNB FINANCE PLC
ANNUAL REPORT 2020/21

Our strategic objectives for 2020/21

Strategic objective

1.

Develop and retain high
quality human resources

P

Growth, sustainability,
and development of
customer-centric products

3.

Explored partnerships with
third-party mobile financial
services solutions (Dialog eZ
Cash, Mobitel mCash)

4.

Leverage technology to
drive growth

5.

Superior branding and
marketing strategy

6.

Strive for operational
excellence

Progress

Performance-based incentive scheme
Organisation re-structuring

Performance management system

Established central credit and credit
administration departments

Strict monitoring of non-performing assets
and strengthened evaluation of customers’
creditworthiness

Strengthened the recovery function

Provide customers the option to pay loan or
lease instalments via mCash and eZ Cash

Existing POS machines and field operations
were optimised; utility bill payment collection
function was deployed

Invested in new hardware

Developed effective and practical work from
home systems

Implemented new SD WAN network for
branch level connectivity

Document management system
implemented

Implemented a recovery call centre
application

Introduced anti-money laundering (AML)
system

Ten service centres were upgraded to
branch status

New Head Office branch was opened
Branch rebranding

Sustainability projects and CSR activities were
conducted at a lower scale

Ground-level promotions are ongoing to
capture new SSE/SME/leasing/gold loan
customers.

Digital marketing strategy implementation
and lead generation are ongoing. Social
media engagement has increased through
social media platforms

A Business Process Re-engineering exercise is
underway to achieve operational excellence
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Product strategies

The Company has also established
strategies around each of its products
and to also improve productivity and
portfolio quality of each business sector.
Our strategy is to focus on the potential
of any business segment and promote
products according to specific customer
requirements, thereby enhancing
customer satisfaction. Product strategies
include implementing new schemes

for gold loans and extending gold loans
to additional branches and offering
customers the option to pay instalments
in cash, without having to visit a branch.
gold loan expansion strategies will

focus on presenting customers with the
opportunity to benefit from different
schemes for different requirements, as
well as the opportunity to invest in gold.
The microfinance product was improved
with new staff for loan evaluation at
Head Office, introducing new corporate
social responsibility projects, reducing
unnecessary variation in non-performing
loans, targeting a maximum recovery
rate, improving the loan arrears to

zero days and introducing a collection
mechanism through the centre leaders
via digital payment system. To penetrate
microfinance services deeper into rural
areas the Company will be entering into
strategic alliances with well-established
regional and city-based societies to
facilitate society-based lending. Strategies
for business loans include enhancing

the business in Colombo and suburbs,
productivity enhancement, improvement
of portfolio quality, marketing activities for
business development and diversification
of business. The high level of flexibility
afforded by the product will make

it possible to cater to all customer
requirements in the market. In addition,
strategic alliances will be entered into
with selected companies to provide value
added solutions for customers. Already
an alliance with Prime Lands is underway
to provide housing loan facilities for
customers purchasing lands, apartments
etc from Prime Lands.

The leasing business has adopted
strategic alliances to grow the business
while increasing direct business, and

is gaining support from the HNB
network and is also developing business
relationships with dealers of two-wheel
and three-wheel vehicles. The leasing
facilities will be expanded to cater to
different market segments through
leasing and draft products, which will
provide unique benefits for customers.

Plans for savings aims to increase
promotional activities to increase the
customer base and key strategies are

in place to expand savings options

for minors. In addition, we are also
planning to promote savings products
for the employees of our supply chain
finance customers. Personal loans

will be revamped and will provide an
opportunity for customers to obtain
cash for urgent financial needs. Internet
banking will be introduced for savings
and E-statements have been introduced
to digitalise the process, making it easier
for savings customers to check their
account balances and transfer money
to their savings accounts. In addition,
digital solutions to enable customers to
save with greater convenience, are also
being examined.

L I
Re-engineering for
sustainability

A Business Process Re-engineering

(BPR) exercise was deployed across the
Company to ensure sustainability of
operations. The actions under the BPR
exercise has resulted in cost savings

by limiting stationery and printing

and re-modifying loans and deposits
applications, and improved business
efficiency by streamlining leasing/SSE/
SME areas of business. In addition, during
the current financial year, a separate Credit
Department and Credit Administration
Department were established to improve
business efficiency. Centralised bank
accounts were opened for deposit

Strategy

collection daily by field officers and
wastage was addressed by restructuring
the branch and Head Office layout for
efficient staff mobility and controlling
stationary usage. Process variations were
minimised by mapping all the processes
in branches and conducting work studies
to identify areas to reduce the cycle
time and improve customer satisfaction.
Stress on human resources was reduced
by streamlining staff requirements,
centralising back office functions, load
balancing of tellers, empowering cashiers,
and implementing the re-engineering
exercise to adhere to standard operating
hours, thus minimising variations on
wastage. Process quality was improved
by implementing processes in line with
technology, such as the Document
Management System and the Stock
Management System. Manual work

was transferred to digital platforms by
migrating hard copies to soft copies and
reducing the need to maintain physical
filing systems.
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THE GLOBAL AND
DOMESTIC ECONOMY IN
PERSPECTIVE

Operating environment &

United States
6.4

A global decline but a
positive outlook

In 2020, the global economy continued
the downward trend of 2019 amidst
COVID-19 market and trade disruptions,
contracting by an estimated 3.3%,
according to the International Monetary
Fund’s World Economic Outlook report
of April 2021. This prolonged global
economic downturn resulted in close to
95 million more people across the globe
falling below the threshold of extreme

2022

(real GDB growth,
percent change)
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poverty in 2020, compared to

pre-pandemic estimates. Emerging
market economies and low-income
developing countries have been hit

2020 2021 2022
Projections

(real GDB growth, percent change)

relatively lower educational attainment,

harder and are expected to suffer more °°ce

significant medium-term losses. Countries *%e o

that rely on tourism and commodity .

exports and those with limited policy 0oe

space to respond, have been severely . E E E oo

impacted. Youth, women, workers with : o
.
[ ]

and the informally employed, have
generally been worse affected. Based on
these developments, the IMF estimates
that income inequality is likely to increase
significantly because of the pandemic.

The outlook improved in late 2020

after successful COVID-19 vaccine trials.
However, by mid-2021, mutations of
the virus and the uncertain speed of the
vaccine delivery process has once more
created an environment of uncertainty
and instability, making the financial
ecosystem highly volatile. On a more
positive note, due to the unprecedented

Latin America and
the Caribbean

4.6
3.1

2021

(real GDB growth,
percent change)
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Euro Area
4.4

2021

-6.6 (real GDB growth,
percent change)

Sub-Saharan

Middle East and
Central Asia

3-7 3'8

2022

(real GDB growth,
percent change)

Africa

3.4 4.0

2021 2022

-1.9 (real GDB growth,

percent change)

Emerging and
Developing Asia

8.6

2021 2022
-1 .o (real GDB growth,
percent change)
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Operating
environment

policy responses from countries, the
COVID-19 recession is likely to leave
smaller scars than the 2008 global
financial crisis and the IMF projection
for 2021 remains optimistic. The global
economy is expected to grow at 6% in
2021, moderating to 4.4% in 2022, but
is contingent on how the pandemic is
contained and the speed of vaccination.

Regional and domestic
economies expected to
recover

All regions are expected to realise strong
recoveries in 2021. The US economic
outlook has been strengthened to a
6.4% growth in 2021 following increased
economic activity as a successful
vaccination programme eased COVID-19
regulations. The Euro area is to recover
from the 6.6% contraction of 2020 to

a growth of 4.4%, while emerging and
developing Asia is projected to show
the strongest growth of 8.6% from a

1% contraction.

South Asia, excluding India, is recovering,
led by Bangladesh, due to higher-than-
expected exports and remittances,
notwithstanding the recent spike in
infections. Outlooks in Maldives, Nepal,
and Sri Lanka are affected by weak
tourism and limited policy space.

The Sri Lankan economy contracted

by 3.6% in 2020, compared to the 2.3%
growth recorded in the preceding year
with some sectors such as tourism, hotel,
and related leisure activities, construction,
manufacturing, and certain service
industries such as transportation being
significantly impacted by COVID-19

containment measures. All sectors of

the economy declined during 2020 with
agriculture shrinking by 2.4%, industry by
6.9%, and services by 1.5%, compared to
the previous year. The depreciation of the
Sri Lankan rupee caused a contraction in
the overall size of the economy to

US$ 80.7 Bn. in 2020, from USS 84.0 Bn.

in the previous year. According to the
Central Bank, the depreciation of the
rupee against the US dollar was contained
at 2.6% in the last year. Meanwhile,
sovereign rating agencies downgraded
Sri Lanka's sovereign rating amidst limited
access to foreign financing in 2020.

The Central Bank implemented
extremely accommodative monetary
policy measures during 2020, through
the reduction of the key policy interest
rates by 250 basis points in total, and
the lowering of the Statutory Reserve
Ratio (SRR) applicable on rupee deposit
liabilities of licensed commercial banks
(LCBs) by a total of 300 basis points

and the Bank Rate by 650 basis points.
Maximum interest rates on deposits and
debt instruments were further reduced
since April 2020 with the objective

of reducing interest rates on lending.
Consequently, market deposit rates
decreased and the Average Weighted
New Deposit Rate (AWNDR) and the
Average Weighted New Fixed Deposit
Rate (AWNFDR) recorded their lowest
levels of 4.93% in December 2020.
Meanwhile, the weekly Average Weighted
Prime Lending Rate (AWPR) reduced

t0 5.81% by end 2020 and the Average
Weighted New Lending Rate (AWNLR)
and the Average Weighted Lending Rate
(AWLR) declined to 8.38% and 10.29%
respectively, by end 2020.
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The accommodative monetary conditions
improved access to credit for the private
sector from August 2020. Credit extended
to the private sector increased by

LKR. 374.1 Bn. during the year, recording a
growth of 6.5%, year-on-year, by end 2020.
This was mainly driven by personal loans
and advances, that grew to 15.1%, year-
on-year by end 2020, while direct credit to
activities in the agriculture, industry and
services sectors of the economy remained
low during the year. Pawning advances
grew by 17.9% but credit card advances
contracted by 2.5%, year-on-year, in
comparison to the growth of 22.9%
asatend 2019.

Non-bank financial sector
remains under pressure

The Licensed Finance Companies (LFCs)
and Specialised Leasing Companies (SLCs)
sector performance deteriorated during
the year, with negative credit growth and
high NPLs. Assets of the sector contracted,
recording a negative growth rate of 2.2%
(LKR 31.0 Bn.) reaching LKR 1,401.6 Bn.
compared to the 0.1% growth reported

in 2019. Net interest income of the

sector during the year was LKR 111.2 Bn,,
which was a decline of 5.3% (LKR 6.2 Bn.)
compared to 2019. This was due to the
decline in economic activities with the
COVID-19 outbreak. The interest income
and interest expenses declined by 12.0%
(LKR 31.3Bn.) and 17.6% (LKR 25.0 Bn.),
respectively. The net interest margin of
the sector declined to 7.3% in 2020 from
the 7.7% in 2019. The sector posted a
profit after tax of LKR 13.7 Bn,, a decline of
6.1% compared to the profit recorded in
year 2019, mainly due to the significant
decline in interest income recorded
during the period.
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The loan loss provisions made against
NPLs during the year was LKR 38.2 Bn.,
which was an increase of 26.4%

(LKR 8.0 Bn.), when compared with

the provision made in 2019. The gross
NPL ratio increased to 13.9% by end
December 2020 from 10.6% reported as
at end December 2019, showing a severe
deterioration in the asset quality of the
sector. The net NPL ratio also increased to
4.2% by end December 2020 from 3.4%
reported at end December 2019.

Finance leases accounted for the highest
share of loans and advances, representing
53.7% which slowed considerably during
the year due to business reductions
amidst the COVID-19 lockdowns and
curtailment of vehicle imports. The lack
of brand-new vehicles in the market

saw a sharp increase in the demand for
second-hand vehicles. This rise had a
positive impact in that the defaulting of
existing leases saw a decline — with lease
payments being honoured effectively
for the most part — but carried a

high-risk factor when granting new leases,

as higher Loan to Value ratios had to be
accommodated to be competitive in

the market due to sharp price increases.
Pawning and gold loans was another
area that saw a rapid rise due to a large
number of people resorting to borrowing
against the collateral of their jewellery
and gold as the pandemic took a toll

on theirincome.

The Central Bank also continued its
support to the sector, introducing
measures to maintain its stability
and giving it a measure of regulatory
support in order to help mitigate
COVID-19 challenges.

Qutlook improved in late 2020
after successful COVID-19 vaccine
trials. However, by mid-2021,
mutations of the virus and the
uncertain speed of the vaccine
delivery process has once
more created an environment
of uncertainty and instability,
making the financial ecosystem
highly volatile globally. Outlook
improved in late 2020 after

successful COVID-19 vaccine trials.

However, by mid-2021, mutations
of the virus and the uncertain
speed of the vaccine delivery
process has once more created an
environment of uncertainty and
instability, making the financial
ecosystem highly volatile globally.

Operating
environment
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What helps us to create value

Financial capital

Equity capital

Debt securities

Customer deposits

Cash inflow from operations
Financial covenants

Intellectual capital

Institutionalised knowledge
Document Management System
Business Process Re-engineering
Environmental screening

Data analytics

Manufactured capital

Property, plant and equipment

Information and
Communication Technology

Customer touch points
Public goods
Investments in BPR

Human capital

Skills
Competencies
Ethical conduct
Commitment
Open door culture

Social and relationship
capital

Customer relationship
management

Services and supplies
Community relations
Assurance services
Collaborations and alliances

Natural capital

Green branch programme
Electricity, water and paper

Waste collection and
management

HNB FINANCE PLC
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What we do to create value
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Primary activities
undertaken to create value

s
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Financial
intermediation
(Acting as an
intermediary
between various
stakeholders)

Maturity
transformation

(Converting
short-term
funds to long-term
lending)

Values
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Lending products

Micro-finance
segment

e Diriya

e Sahana

Gold loans

Business loans
e [Fasyloan

e Saviya

e Relax

e Nivahana

Leasing

Deposit products

HNBF Savings account
Miyulasi

Yalu

Sureki

Term deposits

Services

e financial advice
e finding markets

Results of our outputs

Business model

Financial capital

Profitable growth
Satisfactory shareholder returns

Well capitalised, funded
and liquid

Optimum risk-return trade-off
Well governed and fully compliant

Intellectual capital

Enhanced brand equity
Customer privacy
Integrity

Compliance

Awards and accolades

Manufactured capital

Digital prowess
Omni-channel presence
Innovation

Enhanced capacity
Productivity improvements

Human capital

Job security and safe working
environment

Equal opportunity employer

Training and development
and career progression

Work life balance
Cordial industrial relations

Social and relationship capital

Customer experience, convenience
and simplicity
Financial literacy

Financial inclusion and
women empowerment

Strong supplier relationships
and collaborations

“Social license” to operate

Natural capital

Responsible lending

Green processes and facilities
Sustainable consumption
Energy conservation
Environmental consciousness

Operating environment Please refer page 16 for details.
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The robustness of our business
model enables us to create

value for all the stakeholders

in the short, medium and long
term which is the essence

of sustainability. Leveraging

the inputs from our various
stakeholders, as well as those
built by ourselves over the years
in the form of capitals, a gamut of
activities centred around financial
intermediation and maturity
transformation generates outputs
for the benefit of the same
stakeholders, leading to certain
desired outcomes.
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FINANCIAL
PERFORMANCE IN
A CHALLENGING
ENVIRONMENT

MANAGEMENT DISCUSSION AND ANALYSIS

Financial capital @

An overview

HNB Finance PLC reported a below

par performance for the financial year
under review, a performance that is
uncharacteristic of our ethos.

A multitude of external and internal
factors contributed to this performance.
Externally, the operating environment
turned out to be highly volatile with the
COVID-19 pandemic spreading in waves
and the resultant lockdowns and curfews
affecting the lives and livelihoods of a
majority of Sri Lankans. The worst affected
included the lowest strata of the society,
which is one of our primary market
segments for our micro lending products.
In addition, various measures taken by
the Government to maintain macro-
economic stability, such as restrictions

on imports (vehicles in particular),
moratoriums and related concessions etc,
affected our business.

Internally, the Company encountered
certain issues due to the very nature of

its business model, which relies heavily
on micro financing lending with relatively
short tenure maturities (12 months on
average). Short tenure lending has its own
advantages from a cash flow and
re-pricing perspective, and the Company
has benefitted from this model in the past;
however, the low interest rate regime and
the effects of the pandemic on the micro
financing market segment together with
the intermittent lockdowns and curfews
prevented the Company from re-lending
the cash inflows from the maturing

loans, leading to a substantial decrease in
interest income.

Over the past several years, the Company
has been pro-actively taking various
measures to balance its market segments
and product portfolio by increasing its
exposure to long tenure and secured
products such as leasing, which has
gradually reduced the proportionate
exposure to micro finance lending. But for
such initiatives, the adverse impact on our
performance could have been greater.

Quarterly performance for the three
months ended 31 March 2021 given on
page 222 as reported to the Colombo
Stock Exchange reveals “a profit in the
loss’, in that the Company returned to
making profits in the fourth quarter with
a profit after tax of LKR 351 Mn., which,
however, was more than offset by the
losses reported for the first three quarters.

We wish to assure our investors that we
will continue to take further measures to
contain the impact of the pandemic on
our business and to optimally balance
the product portfolio by finetuning the
business model, leveraging the lessons
the pandemic has taught us.

The financial review given below will have
to be read in the context of the operating
environment detailed on page 16.
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capital
A summary of KPIs
A summary of Key Performance Indicators for the year under review in comparison to the preceding year is given below:
Indicator As at 31 March 2021/ As at 31 March 2020/ Variance
For the year 2020/21 For the year 2019/20 %
Shareholders'funds (LKR Mn.) 4,895 5,000 (2.10)
Subordinated liabilities (LKR Mn.) 3,814 5414 (29.55)
Customer deposits (LKR Mn.) 28,047 27,529 1.88
Net cash flow (LKR Mn.) (857) 132 (751)
Risk weighted capital ratio (%) —Tier| 9.94 10.16 (2.17)
—Tier land Il 14.12 14.02 0.71
Interest earning assets/total assets (%) 89.15 89.54 (0.44)
Debt/Equity (Times) 6.51 6.59 (1.21)
Earnings per share (LKR) (0.07) 0.23 (130.44)
Return on assets (%) (0.33) 1.12 (130.44)
Return on equity (%) (2.50) 8.21 (13045)

Net interest income (NII)

Interest income for the year under review declined by LKR 1.63 Bn. or 20.1% compared to the financial year 2019/20, which can primarily
be attributed to a drop in interest income from micro loans. Although the Company managed to sustain the total portfolio when
compared to the previous year, there was a significant impact on the interest income generation mechanism during the pandemic. Short
tenure loans require that the loan renewal cycle is not broken, enabling the Company to re-lend the cash inflows from the maturing loans.
However, with the impact of COVID-19 on the micro sector being significantly higher than that on the leasing business, the pandemic-
related restrictions severely affected new loan disbursements, leading to a contraction of the micro lending by LKR 6.3 Bn. from

LKR 17.2 Bn. a year ago to LKR 10.8 Bn. as at 31 March 2021. This caused excess liquidity to be invested in low yielding assets. Prior to the
pandemic, high yielding, short tenure products such as micro loans generated the highest interest income for the Company.

Product-wise composition of the lending portfolio

Remaining period to maturity 2020/21 2019/20 2018/19 2017/18 2016/17
LKR Mn. LKR Mn. LKR Mn. LKR Mn. LKR Mn.
Micro finance 12,641 12,147 12,715 11,047 10,047
Business loans 6,245 6,435 5451 3,437 1,650
Leasing 10,830 10,406 8,445 4,518 1,704
Gold loans 1,650 1,081 78 - -
Other loans 1,458 1,003 1,143 1,025 732
Total 32,824 31,071 27,832 20,028 14,133
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In addition, consequent to the
management decision to recognise

the concessions granted to COVID-19-
affected customers as a non-substantial
modification to the loans and receivables
in line with SLFRS 9, the Company
recognised a Day One Loss of LKR 43 Mn.
in interest income during the year,

being the difference between the

gross carrying amount of the loans

and receivables subject to moratorium
and the present value of the modified
cash flows discounted at the original
effective interest rate (EIR). Moratorium-
related concessionary interest rates also
contributed to a lower interest income as
soft loan interest income was lower than
our usual lending rates. The Company
experienced a deterioration in asset
quality during the year, which also had an
impact on interest income.

Although relatively small, the Gold
Loan portfolio made a stable and
increasing contribution.

Net interest income

LKR Mn.

4,500

3,600

2,700

1,800

9200

2016/17
2017/18
2018/19
2019/20
2020/21

In comparison to the interest income,
interest expense for the year under review
declined only by LKR 0.198 Bn. or 5.3%
despite a conscious decision taken to
lower cost of funds by re-pricing deposits
and optimising sources of funding.

Consequently, net interest income for the
year under review decreased by

LKR 1.429 Bn. or 38.4%. Yet, NIl continued
to account for approximately 83% of the
total operating income, almost at the
same level recorded in 2019/20.

Non-interest income

Net fee and commission income
decreased by 40.6% during the year
under review. This was a result of the fee
and commission income declining by a
substantial LKR 342 Mn. or 40.4% due to
the drop in fee and commission income
from micro loan by LKR 323 Mn., which
was partly offset by fee and commission
expenses declining by LKR 64 Mn. or
39.8%. Other operating income declined
by LKR 34 Mn. or 15.4% during the year.
Consequently, total non-interest income
recorded a drop of 34.5%, accounting
for 16.7% (17.1% in 2019/20) of the total
operating income.
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Non interest income
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Impairment charges

Impairment charges for the year
amounted to LKR 1.045 Bn,, reflecting
only a marginal decline compared to
LKR 1.086 Bn. provided in the previous
year. As moratorium relief was given for
leasing and longer tenure products

but not for micro loans, the Company
could reduce impairment charges by
LKR 41 Mn. Taking into account the fact
that the Expected Credit Loss models
may not be fully capturing the impact
of prevailing unprecedented volatile
market conditions, impairment charges
for the year includes LKR 153 Mn.
provided as management overlays by
way of economic factor adjustments and
notionally moving the stages forward for
exposures to risk elevated industries.
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Impairment
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Net operating income

Reflecting the substantial decrease in the
net interest income and the non-interest
income, net operating income declined
by LKR 1.700 Bn. or 40.4% for the year.

Net operating income
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Operating expenses

Total operating expenses for the year
recorded a decrease of LKR 498 Mn.
compared to the previous year. Both
personnel expenses and other expenses
contributed to this decrease.

A collaborative cost management
approach adopted within the Company
with the help of the Cost Management
Committee led by Business Process
Re-engineering Dept. led to a saving

of LKR 379 Mn. while changes to the
working arrangements, such as working
from home, and curtailing of some
discretionary expenses too contributed
to the cost savings. The decrease

in the net operating income being
more pronounced than the decrease

in operating expenses, the cost to
income ratio increased to 72.65% from
58.16% in 2019/20.

Profit before and after taxes

Consequent to the substantial drop in net
operating income, which was only partly
offset by savings on operating expenses
as detailed above, the Company recorded
a loss before taxes of LKR 74.2 Mn. for the
year in comparison to the profit before tax
of LKR 1.128 Bn. reported for the 2019/20
financial year. The decrease in profit before
taxes coupled with changes to the tax
rates on financial services proposed in the
third quarter of the financial year 2019/20,
Value Added Tax and Nation Building

Tax for the year came down to

LKR 122.1 Mn. from LKR 468.0 Mn. in
2019/20.This resulted in the loss before
income tax for the year increasing to

LKR 196.3 Mn. compared to the profit

of LKR 659.6 Mn. recorded for the year
before. Consequently, there was a reversal
of income tax of LKR 72.7 Mn. for the

year in comparison to the income tax
expense of LKR 264.4 Mn. in 2019/20. Loss
after tax for the year was LKR 123.6 Mn,,

a substantial reduction from the profit
after tax of LKR 395.2 Mn. reported in

the previous year.

Financial
capital
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capital

Total assets

Net loans and advances recorded a
marginal growth of 1.7% during the
year to LKR 28.777 Bn. as at 31 March
2021 compared to LKR 28.303 Bn. as at
the previous year end. The growth is
noteworthy given that it was achieved
despite a substantial decrease in

the micro finance loan book and
against the backdrop of a projected
contraction in the lending portfolio in the
industry as a whole.

Total assets, however, decreased by 3.1%
to LKR 36.7 Bn. as at 31 March 2021.This
was primarily attributable to a reduction
in financial assets at amortised cost—
debt and other instruments and cash &
cash equivalents.

Total assets
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Total liabilities

Total liabilities decreased by 3.3% to

LKR 31.860 Bn. as at 31 March 2021
despite a growth in deposits of 1.9%. This
was primarily due to a 31.0% reduction

in financial liabilities at amortised cost —
debts issued and other borrowed funds
consequent to repayment of some of the

borrowings on maturity. Savings deposits
grew by a remarkable 14.9% during the
year while fixed deposits grew only 0.5%.
The CASA ratio improved to 11.13% from
9.87% a year ago.

Total liabilities

LKR Bn.
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Net assets

The loss for the year caused a contraction
in net assets from LKR 5.0 Bn. as at 31
March 2020 to LKR 4.9 Bn. as at 31 March
2021. Consequently, the net assets value
per share declined marginally from

LKR 2.91 to LKR 2.85 as at 31 March 2021.

Net assets
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Financial

capital
Statement of value added

2020/21 2019/20 2018/19 2017/18 2016/17
Direct economic value generated
Interest income 6,478 8,106 7,229 6,538 5327
Fee and commission income 503 845 778 702 670
Other operating income 186 220 285 242 237
Value generated 7,167 9,171 8,292 7483 6,234
Value distributed 7,194 8,770 7,378 6,916 5,347
Employee wages and benefits
Salaries and other benefits 1,123 1,337 1,236 1,108 944
Community investments
CSR projects - 1 2 2 2
Donations - 0 0 0 3
Payments to providers of capital
Dividends - - - 327 189
Interest to deposit holders 3,184 3,257 2454 2,223 1,352
Interest on borrowings 338 463 348 150 114
Payments to government
Income Tax (reversal)/expense (73) 264 346 687 647
VAT and NBT expense 131 292 408 445 381
Other taxes and levies (reversal)/expense 9) 176 104 11 12
Operating costs
Depreciation and amortisation 214 214 182 165 134
Impairment for loans and other losses 1,045 1,086 843 685 708
Other operating costs 1,241 1,680 1,455 1,114 863
Economic value retained -27 401 914 567 887

Capital adequacy/
capital management

The multiple roles capital plays for
ensuring stability, solvency and viability
in an entity engaged in financial services
carrying out financial intermediation

and maturity transformation cannot be
overemphasised. It is capital that enables
our business expansion, provides a buffer
to absorb any unanticipated losses, and
protects uninsured depositors. Most
importantly, the regulatory requirements
on capital place a restraint on unjustified

asset expansion. From the perspective

of the financial services sector, however,
rising capital requirements exert pressure
on institutions, inhibiting growth,
impacting costs of operations, and
lowering the returns. Therefore, at

HNB Finance, we accord the highest
priority to maintaining capital
requirements at levels higher than those
prescribed by the regulator both in terms
of quantity as well as quality.

We assess our capital requirements
periodically during the annual strategic
planning and budgeting exercise in
particular in order to accurately align it
with our growth plans, risk profile and
regulatory requirements. We also manage
available capital prudently by deploying
such tools as balancing risk-weighted
assets, monitoring on-balance sheet
gearing levels, timely pricing of products
& services, maintaining a dividend policy,
continuous engagement with investors
and maintaining access to a range of
capital instruments.
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Financial
capital

Objectives of our Capital Management efforts include:

o Compliance with the regulatory requirements

e Maintaining stringent internal capital targets

e Meeting investor expectations
e Supporting future business expansion

e Supporting desired credit rating

Capital requirements

During the year under review, HNBF maintained capital at comfortable levels throughout
the year, allowing sufficient leeway for future business expansion. Our regulatory capital
already exceeds the levels prescribed by the regulator for compliance over the next
several years. Capital, risk weighted assets and capital adequacy ratios as at current and

previous year end are given below.

As at 31.03.2021 As at 31.03.2020
Risk weighted assets (LKR Mn.) 38,827.69 40,390.77
Core capital (LKR Mn.) 3,858.30 4,102.27
Core capital adequacy ratio (%) 9.94 10.16
(minimum requirement 6.5%)
Total capital (LKR Mn.) 5,482.96 5,664.05
Total capital adequacy ratio (%) 14.12 14.02
(minimum requirement 10.5%)
On balance sheet gearing (times) 6.51 6.59

HNB Finance has a loyal base of
shareholders who takes a long-term view
of their investment in the Company and
is ever willing to be supportive in times
when additional capital is required for
business expansion.

Funding and liquidity
management

Recent history is replete with examples
that demonstrate liquidity to be the
lifeblood of an organisation; it is as
important, if not more, as capital for
ensuring the resilience of a financial
institution. Liquidity plays an immense
role in maintaining public trust in

the Company. Hence, HNB Finance
accords the highest priority to funding

and liquidity as it does to capital and
maintains sustainable sources of funding
and adequate levels of liquidity at all
times. The Company never compromises
on liquidity in order to generate

returns to investors.

The Assets and Liabilities Committee
(ALCO) of the Company meets on a
monthly basis, or more frequently if

the circumstances so require, to closely
monitor the current and future funding
and liquidity requirements as well

as pricing of products and services.
ALCO extensively deliberates various
developments that affect funding and
liquidity such as market liquidity, current
and perceived interest rates, changes in
policy rates, regulatory directions, credit
growth and facilities in the pipeline,
capital market developments, capital

HNB FINANCE PLC
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expenditure commitments, contingency
funding arrangements etc. at these
meetings.

Deposits and capital funded 76% and
13%, respectively, of the asset base as
at 31 March 2021. The Company has a
relatively stable funding structure to be
used for onward lending and therefore,
places less reliance on borrowings.

Objectives of our funding and liquidity
management efforts include:

e Honouring customer deposit
maturities/withdrawals

e Honouring other cash commitments
under both normal as well as stressed
conditions

o Compliance with the regulatory
requirements

e Maintaining stringent internal funding
and liquidity targets

e Optimally balancing liquid assets
and profitability in order to meet
expectations of investors

e Funding future business expansion at
optimum cost

e Supporting desired credit rating

Contrary to the expectations of potential
liquidity concerns for the industry at the
beginning of the year, HNB Finance and
the majority of the players in the industry
continued to maintain comfortable levels
of liquidity, mainly due to the lacklustre
economic conditions, lower demand for
credit and the maintenance of deposit
bases. At the year end, our liquid assets
ratio remained at 20% compared to 17%
a year ago. Plans for contingency funding
and liquidity requirements in the event of
any stressed conditions are also in place.
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Financial

capital
Financial soundness indicators

Financial soundness indicator (%) 2020/21 2019/20 2018/19 2017/18 2016/17
Capital adequacy

Tier 1 capital ratio 9.94 10.16 8.34 15.71 1743

Total capital ratio 14.12 14.02 10.09 15.63 1837
Asset quality

Gross NPL ratio 17.68 12.25 8.85 3.79 247
Earnings and profitability

Net interest income to total operating income 83.31 8291 82.96 8348 82.68

Net interest margin 8.86 13.85 17.35 2142 26.66

Operating expenses to gross income 35.98 33.56 32.90 3042 31.37

Impairment charge to total operating income 29.45 20.52 15.79 13.74 15.15

Return on assets (0.33) 1.12 2.85 4.51 6.24

Return on equity (2.50) 8.21 18.96 26.91 36.62

Cost to income ratio 72.65 58.16 51.12 46.76 41.87
Liquidity

CASA ratio 11.13 9.87 13.08 14.39 16.14

Gross Loans to deposits ratio 115.50 114.16 122.59 105.56 100.68
Assets and funding structure

Deposits to total assets 76.31 72.55 68.73 74.28 71.81

Borrowings to total assets 717 10.07 12.81 4.65 6.82

Equity to total assets 13.32 13.18 14.06 16.30 17.34

Deposits to gross loans 86.58 87.60 88.86 98.83 102.01
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INTANGIBLE VALUE

The intellectual capital base of HNBF is the sum total of all knowledge-
based assets owned by the Company. These assets include the HNBF
brand, the Company’s ethics and values, culture, policies and procedures,
and collective knowledge and competencies that drive innovation and
improve processes. Collectively, they define the Company’s competitive

advantage in the market.

Intellectual capital ®

HNBF's Intellectual Capital base in a nutshell

Activities undertaken to
create intellectual capital

4 N\
/7 \ i\7 e An effective work from home
" V/ & model was designed and
implemented for employees
across the country
Investment Fitch rating Rating New software applications were
in intangible assets  (National of subordinated '()”;EE:‘::ted across the business
(LKR Mn.) long-term) debt
. 9 . . . New business functions were
80 A(lka) BBB-I-(lka) .created, leading to specialisation
in key technical areas
2020/21 2020/21 2020/21
BPR exercise was continued and
. . , , new systems and processes were
198 'AA-(lka) A(lka) established
2019/20 2019/20 2019/20

Variance %

Training and development
activities were continued for
staff to enhance organisational
knowledge

New health and safety
protocols were developed and
implemented
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The HNBF Brand

The HNBF brand, backed by one of

the country’s largest banks HNB, is the
Company’s greatest intangible asset in
the crowded and highly competitive
non-bank financial services market.

The strength and stability and island
wide brand presence of the Parent

HNB, ensures market prominence and
recognition across the country for the
HNBF brand. The brand association with
HNB, coupled with HNBF's unblemished
track record in microfinance, were
significant factors in maintaining market
share in the current challenging financial
year. While the market instability of the
COVID-19 aftermath caused consumer
behavioural changes, HNBF retained its
lending customer base and experienced
a continuous growth in its public deposits
that had to be deliberately curtailed
during the year, demonstrating the public
trust in the Company.

Brand building amidst
COVID-19

Within the uncertain environment

of COVID-19, HNBF, like many other
businesses, took a conscious decision to
reduce its marketing and promotional
budget for the year, particularly as
traditional outdoor brand building
activities could not be conducted under
COVID-19 containment restrictions.
Even though the marketing budget

9th ACEF Global Customer

Most Admired
Customer Engaged Brand
(Sri Lanka)

Engagement Awards 2020
Gold Award - h

Gold Award -
Social Media

Brand of the Year
(Banking and
Finance - Sri Lanka)

Bronze Award -
Best SEO/SEM Campaign
SLIM Digis 2.0

was slashed brand building activities
were continued through non-traditional
channels, with the major share of brand
building activities being transferred to
digital platforms, together with standard
promotional activities at branches. For
leasing, the HNBF brand was given

new exposure among vehicles dealers
creating brand partnerships that added
value to the brand. For ground level
brand consolidation, mobile promotion
campaigns were conducted and a
number of street promotions were held
across the country.

In addition, high profile corporate social
responsibility activities such as the
COVID-19 safety campaign for 3-wheelers,
ensured brand visibility at ground level.

Intellectual
capital

At an industry level, the HNBF brand
retained its prominent status by being
recognised at a number of national and
international award ceremonies for a
range of achievements. In particular, the
awards recognised HNBF's emergence as
a digital brand in Sri Lanka.

At the Asian Banking and Finance Awards
2020, HNBF received international
recognition for the Marketing and Brand
Initiative of the Year—Sri Lanka and for
Website of the Year-Sri Lanka. This is
indeed a significant brand boost as

the Asian Banking and Finance Awards
drew entries from a wide spectrum of
exceptional financial institutions based
all across Asia.

At the ACEF Global Customer
Engagement Awards 2020, HNBF was
awarded two gold awards, including

the Grand Prix Gold Awards for the Most
Admired Customer Engaged Brand (Sri
Lanka) and the Social Media Brand of the
Year in the Banking and Finance industry.

Demonstrating HNBF's creative digital
branding capabilities, at the Vega Digital
Awards 2020, HNBF won the Arcturus
Award for social content and marketing
for its unique "Ape Gedara Avurudu” digital
platform. Again, at the SLIM DIGI Awards
2021, HNBF won bronze for superior
Search Engine Optimisation and Search
Engine Marketing, demonstrating HNBF's
success in building digital brand presence.

Arcturus Winner - Social Content and Marketing

Vega Digital Awards 2020

Asian Banking and

Finance Awards 2020

Marketing and Brand
p— Initiative of the Year -
& Sri Lanka

("““"..-.—_..-:. Website of the Year - Sri Lanka

Best Work Place/

Bronze Award -

Extra Large Enterprise
Category in Sri Lanka - 2020

Great Place to Work
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Intellectual
capital

Digital branding

HNBF took its digital brand building

to new heights during the year
consolidating its digital footprint using
its website and social media platforms to
engage with customers at their homes
at a rate never before achieved by the
Company. A focused approach ensured
that relevant digital platforms were
leveraged to promote the full range of
HNBF products and services.

The main objectives were twofold. The
first objective was to generate customer
leads. Social media platforms were
utilised for lead generation through
advertisements for products such as
leasing and business loans. Through this
mechanism, details of potential customers
were collected and then channelled
through the Customer Relationship
Management System for further
follow-up. This initiative has resulted

in acquiring successful leads for loans,
leasing and savings product offerings,
and created a new low-cost sales channel.
In comparison with the previous year,

the cost per lead has seen a significant
decrease, down by over 43%, during this
reporting period. Over 15,000 leads were
acquired through digital channels alone.

The second objective was to

develop brand visibility, awareness

and engagement. Our Social Media
Communications Strategy was centred
on driving engagement and awareness
towards HNBF and its product offerings.
Visibility and awareness were further
improved by utilising targeted display
advertisements on leasing, business loans,
gold loans and savings. These digital
advertisements direct customers to the
HNBF website, which acts as the centre
point of the HNBF digital ecosystem.
Customers who raised their queries
through the website were contacted

by our customer service agents for
further assistance.

Adding to the above, Search Engine
Optimisation and Search Advertising
were used simultaneously to optimise
results. SEO was carried out to create
visibility for generic search terms related
to the finance industry. HNBF's content
marketing strategy focused on creating
informative blog articles related to
loans, leasing, savings and customer
success stories that also helped to create
additional visibility.

Due to the combination of SEO, Social
Media and Google Ads, the HNBF website
metrics have grown significantly. The
HNBF site recorded an increase in overall
traffic by 93% compared to the previous
year. The SEO efforts alone resulted in an
improvement in organic traffic compared
to the previous year by 81%. We have
been able to cater to a broader market
within the country by developing a multi-
language website with English, Sinhala
and Tamil versions.

Brand engagement was significantly
improved through a range of
engagement activities and giveaways
revolving around the social media

pages of HNBF. Engagement happens

on a daily basis and targeting special
festivities and occasions as well. HNBF
social media pages offer corporate and
product information, financial literacy and
social messaging to educate and update
customers in real time. HNBF currently
maintains official social media pages for
Facebook, Instagram, YouTube, LinkedIn
and Twitter. Over 2,500,000 people were
reached though HNBF social media pages
with these integrated activities.

HNB FINANCE PLC
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Institutional knowledge

HNBF has pools of specialists under its
separate dedicated departments ranging
from experts in the microfinance industry,
to leasing, to credit management, to gold
loans, and also experts in recoveries that
contribute directly to the Company’s
intellectual capital. The skills and
experience of these personnel are a
competitive advantage for HNBF. During
the current financial year, the Company
continued to hone its specialisations.

In December 2019, a centralised Credit
Administration Department was formed,
which is an independent unit under

the Credit Department, tasked with
monitoring compliance with regulations
and ensuring creditworthiness, security
documents, quality of credit and other
key aspects of ensuring asset quality of
the Company. Another new department
called the Corporate Business Unit

was established under the Product
Development Department, to develop
specialised solutions for corporate
customers, which is a new market
segment for HNBF.

In September 2018, the Product
Development function was initiated
specialising in developing new
products and enhancing the features of
existing products.

The Legal Department specialises in
recoveries, handling all legal proceedings
related to recoveries. The Legal
Department also serves in an advisory
role to the top management on legal
and business matters pertaining to the
financial services industry, ensuring that
HNBF's interests are protected.
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Business continuity planning

A disaster recovery drill was conducted
during the year, covering the entire
operational sphere in order to prepare
the Company for any unforeseen disaster.
This is a critical step, where all systems at
HNBF Data Centre were put to the test

to physically verify the Company’s ability
to continue operations in the event of a
disaster. All critical functions in all business
verticals were identified and minimum
resources needed for these functions to
operate, have been identified in the event
of a disaster. Infrastructure at the DR site
makes it possible for the entire Company
to operate as usual. A Business Operations
Resumption Centre has been established
in the Gampaha Branch, where 35 officers
can work and operate the entire system, if
the head office becomes inaccessible. Key
personnel from head office and branches
have been identified to step-in, to resume
operations, in such an unlikely eventuality.

HNBF's Business Continuity Plan (BCP)
ensures that the Company’s operational
capability is maintained during times of
emergency like the COVID-19 pandemic.
The BCP enables the Company to
continue operations and deliver critical
products and services with minimal
downtime. The Risk Department and ICT
Department hold overall responsibility
for the BCP, while individual department
heads are responsible for BCP within
their departments. The BCP is reviewed at
least once a year as per globally accepted
best practices. The Board is responsible
for approving revisions made to the

BCP, which are then made available

to all employees, stakeholders, and
relevant parties.

Systems and processes

Under the BPR programme, workflow
and processes were continually evaluated
and streamlined for efficiency gains and
cost reductions. These process changes
are creating customised systems and
operational procedures specific to HNBF,

that add to the intangible assets of the
Company. Please refer the Re-engineering
for Tomorrow chapter on page 75 for
details on the impacts of the BPR exercise
during the period under review.

Software solutions and
mobile applications

HNBF's digital solutions were critical to
business continuity during the current
financial year when traditional work
practices and communications had to

be replaced by work-from-home models
and traditional financial transactions were
replaced by digital transactions. As HNBF
continues to expand its digital services,
specialised and customised IT solutions
will become a growing intellectual

asset for the Company. The IT and BSD
Departments are also in the process

of obtaining I1SO 27001 by 2023 and
policies will be reviewed to align with ISO
27001 requirements.

During the year, HNBF successfully
deployed an effective work-from-home
system that enabled full time
employment, supervision of work and
continuous training and development.
Business focused changes were made
within the existing system for efficiency
improvements, such as implementing

a stationery management solution for
centralised disbursement of stationery.

A new branch level SD WAN was
implemented for better interconnectivity,
which also lowered communication
costs significantly. A business intelligence
dashboard was introduced starting

with gold loans. This useful decision,
making tool will be expanded to other
products in the new financial year. A
Recovery Call Centre application was
implemented to support the recovery
drive during the year. Recovery was
traditionally a manual process but HNBF
is using an innovative model involving its
Call Centre, to expedite recoveries with
greater efficiency. The app allows the
Management to view the state of
follow-ups and recoveries in real time.

Intellectual
capital

In addition, a range of user-friendly
digital solutions were made available

for customers and other external
stakeholders to interact and transact
with the Company. HNBF partnered with
Dialog and Mobitel to enable customers
to make their repayments via the eZ Cash
and mCash platforms, with the goal of
converting 30% of customer payments
into digital transactions.

Ethics and integrity

The highest ethical standards are upheld
at HNBF across all its business activities
and employees are trained regarding

the Company’s ethical standards. The
Company does not engage in anti-
competitive behaviour and adopts a
zero-tolerance policy towards bribery
and corruption with systems in place

to counter bribery. HNBF acts with
fairness, transparency, integrity, and
professionalism in its dealings with its
business partners and suppliers. HNBF
has an Assurance Framework made up
of routine internal processes, the annual
external audit, and the annual CBSL
audit. In addition to these, a dedicated
audit team established by a third-party
conducts routine branch audits, covering
the entire branch network at least once a
year. The Company has a governance and
oversight structure headed by the Board
of Directors and seven Board-appointed
subcommittees and several management-
level committees.

HNBF is the only financial services
institution in Sri Lanka to have been
awarded the GIIRS (Global Impact
Investment Survey) Platinum Rating
(awarded in 2017), which the Company
received for its efforts in promoting
socially responsible lending through
its microfinance business. HNBF has
also received the highest ranking
under the disclosure and transparency
of information category by the Credit
Information Bureau of Sri Lanka.
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Intellectual
capital

For the year under review, HNBF did not
directly or indirectly make any political
contributions, financially or otherwise.
HNBF did not receive any fines or have any
sanctions imposed for non-compliance
with laws and regulations.

Culture

HNBF has a unique organisation culture
based on transparent communications
and ethical and compliant business
practices. The Company interacts with its
stakeholders based on the core values of
INSPIRRE — Integrity, Social-consciousness,
Professionalism, Innovation, Respect,
Relevance, and Empathy. These are the
values that HNBF employs to fulfil its core
mission responsibly.

HNBF follows a top-down approach in
establishing the culture of the Company.
The Board of Directors promotes an
ethical and responsible culture through
policies and procedures that align

with the Company’s core values and
business principles.

Formal, Board-approved policies and
procedures are in place to support the
Company’s business culture setting the
framework for employees to conduct
themselves. Policies and procedures

at HNBF include:

e The Code of Conduct for all employees

e The Code of Conduct and Governance
requirements for the Board of Directors

o Whistle-blower Policy

e Anti-Money Laundering and Terrorism
Financing Risk Policy

e Policy on Communication

e Policy on Managing Conflicts of
Interest

e Procedures for Handling Related Party
Transactions

Priorities for the future

Technology systems that combine
customised software with state-of-
the-art hardware will be the main
contributor towards developing the
Company's intellectual asset base
in the new financial year and will
be leveraged to enhance the
specialised skills and expertise
available within the Company. New
and better technology solutions
will be deployed to enhance
productivity, reduce costs, gain
market share and grow the bottom
line. A Digital Finance Services

Unit will be set up to lead this
transformation. These efforts will be
supported by a strong island wide
marketing and promotional drive to
add to brand equity.

A priority for the new financial year
will be to improve ICT security and
proposals have been submitted

by Auditors to strengthen security
infrastructure.

In addition, improvements are
being implemented to anti-money
laundering solutions, as required
by the Central Bank making HNBF an
early adapter of AML in the finance
companies sector.

A major project in the pipeline is
for data warehousing with Al to
consolidate multiple data sources
into one point for data analytics
and predictions. This will create
systems where Management will
have information in real time and
will indicate patterns and trends

to forecast market direction and

to customise products. Robotics
Process Automation (RPA) solutions
will be introduced to manage the
impairment process to enhance
efficiency and speed of impairment
management. Other in house
improvements include a centralised
asset management solution and
comprehensive work flow solutions
that will eliminate duplication and
cut paper usage by 60-70% by 2023
and improve service efficiency.
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The development

of systems and
processes is in line
with HNBF's strategic
planning process. In
addition to business
objectives, the values,
ethics, and policies

of the Company

are also taken into
consideration in the
development process.
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PHYSICAL ASSETS
THAT HNBF DERIVES
VALUE FROM

Manufactured capital ®

The manufactured capital base of HNBF comprises all types of physical assets that are used by the Company to undertake its
business activities.

HNBF's Manufactured Capital base in a nutshell
é +

A Qls { ) S
—]
a“/ At =
Cumulative Branch Service Gold loan CAPEX incurred
investment in network centres centres during the year
PPE (Nos.) (Nos.) (Nos.) (LKR Mn.)
(at carrying value)
(LKR Mn.)
2,687 60 10 48 147
2020/21 2020/21 2020/21 2020/21 2020/21
1,626 48 21 44 97
2019/20 2019/20 2019/20 2019/20 2019/20
Variance % Variance % Variance % Variance % Variance %

Activities undertaken to create manufactured capital

e IT hardware systems e Computersand Branches and e Safety equipment e Head Office branch
were upgraded other hardware service centres were and facilities was established
for work-from- maintained were installed
home model were at branches and
purchased service centres
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Manufactured
capital

As a commercial
enterprise, HNBF
does not own plant
and equipment

and manufactured
products. The
Company’s
manufactured

capital is limited to
premises housing
HNBF branches and
service centres, the
Call Centre, vehicles,
technology hardware,
and office furnishings
and equipment.
These physical assets
establish the physical
brand presence of
the Company in the
market and facilitates
interactions between
the Company and its
various stakeholders
through physical
outlets, mobility,
communication
channels and
devices, and other
infrastructure.
Therefore, the
manufactured capital
base is integral for the
delivery of value to
and deriving of value
from stakeholders.

Manufactured capital and financial capital
are interrelated in that, it is the latter that
enabled the acquisition of the former
that is owned by the Company and both
are shown in the Statement of Financial
Position. The cumulative amount invested
over the years in manufactured capital
was LKR 2,687 Mn. as at 31 March 2021 at
their carrying value.

Branches and
service centres

HNBF branches and service centres

are the physical representation of the
Company and display the HNBF brand

in front of the building for market
differentiation. They are also the main
channel of service delivery to the public
and are a channel to market existing and
new financial products developed by the
Company. In HNBF's case, the branches
also accommodate microfinance meeting
centres, acting as a community gathering
point for microfinance recipients.
Therefore, all HNBF branches are located
in strategic points of the country and
have been designed to establish brand
visibility in the market. They are equipped
with the latest ICT facilities to network
with the head office in Colombo. During
the current financial year, the networking
infrastructure was further enhanced by
deploying a SD WAN across the branch
network for faster communications and
better network security. Physical security
is provided through security services
providers to all branches and service
centres to protect these assets and
customer funds.

The branch and service centre network
is distributed among 17 geographic
locations. During 2020/21, 11 service
centres were upgraded to branch
status and a new head office branch
was opened at the HNBF head office

in Colombo. Following this upgrade of
service centres, HNBF had 60 branches
and 10 service centres operating by the
end of the financial year.

HNB FINANCE PLC
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Despite COVID-19 disruptions to branch
activities, the branches and service
centres were maintained in excellent
condition throughout the year. With

the upgrade in status from service
centre to branches, these locations are
now licenced to accept deposits from
customers and have been equipped with
the correct infrastructure to expand their
service offering. As part of the national
COVID-19 prevention drive, all branches
and service centres have been equipped
with sinks and sanitizers.

During the year, the total investment in
branch and service centre maintenance
came to LKR 187 Mn.
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Branch network

North Central Province

Anuradapura Branch
Galenbindunuwewa S.C.
Kekirawa S.C.
Medawachchiya Branch
Nochchiyagama S.C.
Padaviya Branch
Polonnaruwa Branch

Manufactured
capital

Northern

@6 ®2

Chilaw Branch
Galgamuwa Branch
Kuliyapitiya Branch
Kurunegala Branch
Nikaweratiya Branch
Norochcholai Branch
Puttalam Branch
Wennappuwa Branch

North Western Province

Western Province

Avissawella Branch
Bandaragama Branch
City Branch
Gampaha Branch
Head Office Branch
Homagama Branch
Horana Branch
Ja-Ela Branch
Kaduwela Branch
Kalutara Branch
Mathugama Branch
Moratuwa Branch
Negombo Branch
Nittambuwa Branch
Wattala Branch

|

Northern Province

ANVAWNOD IHL
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Jaffna Branch
Kilinochchi Branch
Mallavi S.C.
Mannar Branch
Mullaitivu Branch
Nedunkerni S.C.
Nelliyady Branch
Vavuniya Branch

North Central /
®4 @3
North Western
69 8 Eastern
Central @ 6 @ 1

®6 @2

Western

@15

Sabaragamuwa

©4

Southern

t

®6 @2

Uva
@5

Central Province

M3IIAIY
FONVINHO4d3d

Dambulla Branch
Hatton Branch
Kandy Branch
Matale Branch
Nawalapitiya Branch
Nuwara Eliya Branch
Rikillagaskada S.C.
Walapane S.C.

Eastern Province

T3A0OW SSIANISNG

Ampara Branch
Batticaloa Branch
Dehiattakandiya S.C.
Kalmunei Branch
Kanthale Branch
Pottuvil Branch
Trincomalee Branch

Sabaragamuwa Province

Balangoda Branch
Embilipitiya Branch
Kegalle Branch
Ratnapura Branch

Southern Province

Ambalangoda Branch
Beliatta Branch

Galle Branch

Hambantota Branch
Matara Branch

Morawaka S.C.

Pitigala S.C.
Thissamaharamaya Branch

Uva Province

FJONVNYIAOD

Badulla Branch
Bandarawela Branch
Mahiyanganaya Branch
Monaragala Branch
Welimada Branch

69 Branches

HNBF Call Centre

The HNBF Call Centre is equipped with
modern ICT facilities to communicate
with both customers and HNBF branches.

@ Service centres

The Call Centre operated continually

throughout the year, and during the year
LKR 4.2 Mn. was invested in equipment
and maintenance of the Call Centre.
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Manufactured
capital

ICT hardware

Investments in ICT hardware increased
during the year due to replacing older
hardware and by purchasing new ICT
equipment to be distributed among
employees to work from home. Hardware
that was about 5 - 6 years old was
replaced with new equipment to enable
capacity and performance improvements,
and the entire hardware platform

was migrated to the latest versions.

With islandwide curfews declared,

the Company also acquired laptops,
tablets, dongles and other equipment

to enable all employees to continue
working from the safety of their homes.
During the year ICT capital expenditure
amounted to LKR 98.6 Mn., including both
hardware and software.

Priorities for the future »

In the new financial year, the
remaining service centres will

be upgraded to branch status. In
addition, a branch rationalisation
exercise will commence where
smaller operational points will be
merged and/or relocated for greater
efficiency. A new concept of HNBF
City Centres will be introduced
during the year, modelled on the
Head Office Branch, which was set
up in the current financial year, to
target a new customer base of large
corporates and urban populations
and will primarily focus on business
loans, leasing and gold loans. The
proposed 8 City Centres will be
located in strategic growth cities of
Colombo, Gampaha, Wellawatta,
Kotahena, Kiribathgoda, Malabe,
Maharagama, and Piliyandala.
Adopting a low cost model, the City
Centres will deploy only eight staff
members, but will target maximum
market reach and large volume
business. These plans entail further
significant investments in the
Company's physical asset base in the
new financial year.

National COVID-19 prevention
measures permitting, the branch
network will also revert to its
traditional role as the central
marketing and promotional
channel, and primary customer
contact point for HNBF to expand
market share islandwide. Therefore,
investments into health and safety
of employees and customers within
HNBF premises islandwide will
remain a priority.

HNB FINANCE PLC
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HNBF listens to
customers' feedback
to understand their
needs and preferences
to make products
and services simple
and accessible. The
Company strives to
provide customers
with the convenience
and innovation that
they expect from
HNBF.
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HNBF'S MOST
VALUABLE CAPITAL

The HNBF team was the unstoppable engine that continued business
operations to overcome hitherto never before experienced challenges
during the country’s first COVID-19 outbreak year. The HNBF team,
through its collective and individual skills, professionalism, adaptability
and consideration for customers and Company, demonstrated the value
of the Company’s human capital base as an indispensable component of
the Company’s value creation process.

Human capital ®

HNBF's Human Capital base in a nutshell

O N/ ® 3 ®
[ U

b <y ==
Number of Number Staff Investment in T&D Training hours
employees of new recruits turnover ratio (%)  (LKR Mn.) per employee
1,851 165 7.91 5.5 6.9
2020/21 2020/21 2020/21 2020/21 2020/21
1,965 547 10.7 10.4 9.1
2019/20 2019/20 2019/20 2019/20 2019/20
Variance % Variance % Variance % Variance % Variance %
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Human
capital

¢ ¢

Profit per Employee Average Accumulated

employee diversity service period service period

(LKR) (Male:Female) peremployee of employees
(Years) (Years)

(66,450) 11:1 6.0 11,657

2020/21 2020/21 2020/21 2020/21

214,002 12:1 53 10,429

2019/20 2019/20 2019/20 2019/20

Variance %

Variance %

Variance %
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Activities to strengthen
Human capital

Continued training programmes
to ensure continuous skill and
capacity developments to meet
new challenges

Provided employees with
technological infrastructure for
uninterrupted work

Clear reporting and
communication structures were
established, together with-up-to
date operational parameters

Educated employees on health
and safety guidelines for
employee and customer safety in
the COVID-19 environment

HNBF employee profile

Number of employees

Number

1,250

1,000
750
500
250

0 _ _ - | [ I
Senior Corporate Head of Senior Managerial Assistant Supervisor Officer Assistant
Corporate Management Department/ Managerial Managerial
Management Chief Manager
2019/20 e 2020/2

As at 31 March 2021 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21
Senior Corporate Management 7 7 7 7 6 4
Corporate Management 5 6 7 7 7 7
Head of Department/Chief Manager 5 5 9 10 16 17
Senior Managerial 33 35 36 39 44 46
Managerial 96 111 134 140 145 148
Assistant Managerial 88 97 93 98 100 100
Supervisor 174 206 216 242 269 276
Officer 949 1,121 1,239 1,413 1,374 1,249
Assistant 5 6 5 5 4 4
Total 1,362 1,594 1,746 1,961 1,965 1,851
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Gender distribution

Number

2,000

Human
capital

1,600

1,200

800

400

o

2016/17 201718 2018/19

2019/20

2020/21

e Male e Female

As at 31 March 2021

2016/17

2017/18

2018/19

2019/20

2020/21

Male 1,521

1,650

1,798

1,813

1,700

Female 73

96

163

152

151

Total 1,594

1,746

1,961

1,965

1,851

Service analysis of employees

Below 1 year (116)

1-2 years (458)

3-4 years (347)

5-9 years (491)

10-14 years (153)

15 years &
Above (286)

IIIIIlil

500 400 300 200 100

o

As at 31 March 2021

1
=
i
i

200

300

400

500
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capital
Workforce by gender Workforce by employment type
Number
As at 31 March 2021
2,000
Provinces Permanent Probation Trainee Contract Total
1,,600 Northern 146 11 1 1 159
North Western 175 5 1 2 183
11200 Western 562 38 6 12 618
200 North Central 147 9 2 1 159
Central 160 15 4 179
400 Sabaragamuwa 107 7 0 114
Eastern 133 12 8 2 155
Permanent Temporary Uva 115 4 1 120
Southern 151 9 1 3 164
e Male e Female
Total 1,696 110 24 21 1,851
Workforce by employment Key events New procedures were developed
type and gender and deployed to immediately effect a
Number Human resource administration across work-from-home model island wide, for
the HNBF's island wide branch and service all employees, facilitated by in-house
1750 network, is managed as a centralised IT solutions, to maintain continuous
function through the Human Resource inter-communications among different
1,400 (HR) Department, which has oversight staff grades, Management, branches and
over all functions, activities, and strategies head office. Required IT equipment were
1,050 related to human capital. distributed among the island wide HNBF
team. New [T solutions were continually
700 The financial year 2020/21 was monitored and improved, to develop
exceptionally challenging for HNBF's HR practical and user-friendly systems and
350 Department, as the year commenced processes that enabled an effective
minus traditional physical operations, work- from-home model.
0 due to COVID-19 containment measures

Permanent Probation  Trainee

Contract

e Male o Female

imposed island wide. To ensure business
continuity, while also enabling for the
safety of all staff and customers, the HR
Department coordinated closely with
the Administration Department and

the IT Department.

The HR Department understood that
frequent and sudden lockdowns of
different parts of the country would
lead to income losses as salaries are
linked to attendance. To address this
disadvantage to employees in isolated
and travel restricted areas, a system was
implemented to report to work-from-
home, without any additional cost to
employees, or the Company. The HR
system was improved with a facility

to monitor employee activities and to
monitor progress of allocated tasks.
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During the current financial year HR strategic priorities were:

(=)

A —

1.

Employee
safety:

(/

Educating employees
on health and

safety guidelines,
implementing

and monitoring
application of health
and safety standards

e
]

2.

Development
and deployment
of a work-from-
home model:

This involved the
development of
technology solutions
coupled with monitoring
and supervision systems
to facilitate an effective
work-from-home
eco-system for all
employees across

the country.

Health and safety

Employee health and safety was a top
priority during the year and the Company
went above and beyond health guidelines
to create safe work environments for

all employees with the provision on all
hygiene products and equipment.

In addition, all HNBF branches are
equipped with mandatory safeguards

3.

Employee
motivation:

Maintaining employee
morale and optimism
through continuous
communications,
engagement activities
and support systems,
particularly for employees
and families in
COVID-affected

parts of the country,
was important to
motivate employees.

Together with the Administration

Human
capital

O %
4. 5.

Efficiency
improvement:

Training
and development:

HNBF's USP of service-to-
the-doorstep could not
be maintained due to
travel restrictions, which
had direct and significant
impacts on revenues.
Therefore, HR initiatives
were used to contain
costs while improving
operational efficiencies, to
support the bottom-line.

New skills and skill upgrades
were considered essential
to compete in the new
post-COVID-19 new normal.

Product-wise Training

Department, all sanitary facilities such

and comply with national building

safety regulations. Field staff who have

as sinks for handwashing, sanitisers,
temperature machines, surface cleaners,
face shields, gloves and face masks were
distributed among branches/service
centres and staff. When some remote
branches could not acquire such items
from local sources, HR had to obtain such
items and ensure they were distributed in Micro 323 14.5 500
adequate volumes.

As at 31 March 2021

Product Number of ~ Duration Total
employees (hours) hours

Leasing, 318 20.5 608

saving

and FD

finance
SME 984 51.5 1,609
Gold loans 299 145 439

HNBF incurred a cost of between LKR

to use vehicles such as motorcycles to
conduct their work are outfitted with the
requisite protective clothing and regular
maintenance is conducted on vehicles.

Many new health and safety protocols
and procedures, as stipulated by

the health authorities, had to be
communicated to employees all over the
country, and enforced at all branches and
service centres with regards to behaviour
of employees and customers, while
complying with national safety guidelines
on what branches/service centres could
be opened for business and on what
dates, and how such locations could be
manned with a skeleton staff.

8-10 Mn. during the year to provide for
employees and customer hygiene, which
was a sharp increase in employee health
and safety provisioning, compared to
the previous year.

Training and development

Employee training and skills development
remained a high priority for the Company
during the current financial year to

equip employees with IT skills and other
essential technical skills to face the new
normal of the COVID-19 era.

A majority of training programmes

were conducted online with resource
personnel sourced through Company
connections. Online training events,
while being equally effective, was more
cost effective and helped lower the
training costs. In total, 65 training events
were conducted online, while only 15
physical training programmes were
held. Altogether, 80 training events were
held, out of which, 59 were conducted
using internal resource personnel and 21
programmes sourced external experts.
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Human
capital

In-house/external training

HNB FINANCE PLC
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As at 31 March 2021 Number of training Duration (hours) Total hours
programmes

In-house 80 303.5 9,714

External 25 57 3,113

HNBF views the investment in the training
and development of its human resources
as an asset to both the Company and

its employees as it helps to build up the
individual capabilities of employees,
which in turn contributes to fulfilling

the strategic objectives, achievements,
and long-term sustainability of the
business. An annual training plan and
budget is prepared based on the training
requirements of all departments and
branches and the results of the annual
performance evaluation, and lays out
the schedule of training activities for

the year. HNBF uses an e-learning
platform through which employees can
take training courses about products

and the Company. It is mandatory for
new recruits to complete a knowledge
assessment form on the platform upon
their induction. The e-learning platform,
along with various other training and
development initiatives, has also greatly
contributed to improved cost efficiencies,
enabling HNBF to lower its annual training
budget while addressing the training
and development needs of employees.
Employees can also request for specific
training as part of an employee-
requisitioned training initiative. These
requests are reviewed on an individual
basis by the HR Department.

Investment in training

During the year HNBF invested

LKR 5.5 Mn. on training and development.
As a majority of the training events were
held online, the programmes were short
1-2 hour events. However, employee
feedback was obtained to improve the
quality and relevance of the programmes.

Investment in training

LKR Mn.

35

28

21

~N

14I I I
0 I .

2016/17 2017/18

2018/19 2019/20

2020/21

A total of 8,898 training hours were conducted compared to 36,350 hours in the previous
year. However, participation levels were much higher during the current year at 4,429
compared to only 412 in the previous year, as the use of technology platforms made it
possible to reach out to much larger numbers with no physical accommodation needs.

Employee category-wise training

Senior Corporate Management Managerial
Number of @ Number of
employees employees
105 [ ] 'I_' 2,713
Duration ij Duration
21 f— 208.5
Total hours . . . . . . . . Total hours
167 ARAAAAAA :.:;
Officer Total Trainee
Number of Number of Number of
employees employees employees
4,286 7,270 166
Duration Duration Duration
124.5 362.5 8.5
Total hours Total hours Total hours
6,573.5 12,826 442
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Training partners

Human
capital

o Development o Skill Power Training
Facilitators (Pvt) Ltd.

Wisdom Trainer
International

Sri Lanka Business

Development Centre

Sri Lanka Institute

of Training and
Development

e Institute of Bankersof e Central Bank of

The Finance Houses

Sri Lanka Institute of

Sri Lanka Sri Lanka Association of Sri Lanka Credit Management
Staff Training
Training Programme conducted Number of Duration Total hours
Employees
Central Bank of Sri Lanka 5 11.5 14
Gold Loan Division 299 14.5 4385
HNB Finance (Internal Resource Persons) 2,009 163 33115
HR Department/other departments 1,229 114.5 3435
ICT Department/BSD Department 412 6.5 825.5
Out Side Resource Person 909 12 1,459.5
Vision 8 Academy 8 8 64
HNB Finance (Digital Academy-Internal) 1,479 2,018
SME Division 118 15 177
NIPE Institute 197 3 2955
Employees Federation of Ceylon 11 9 25
Saru Training Institute 316 2.5 384
Life Skill Academy 11 4 22
Audit Division 13 5 13
Lanka Microfinance Association 154 6.5 2435
Accounts Division (HNB Finance) 100 1 100
Training hours by employee by gender
As at 31 March 2021
Type Number of Duration Total hours
employees

Gender

Male 6,760 3555 11,887
Female 510 7 940
Total 7,270 362.5 12,826
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Human
capital

Special training programmes

As at 31 March 2021
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Number of Duration Total hours
employees
Health and safety 209 16 371

Recruitment

During the year new recruitments
were halted, while efficiencies were
improved through process and
system improvements, including the
incorporation of IT solutions.

Traditionally, the HR Department prepares
an annual manpower plan, subject to
approval from the HNBF Board, based

on input from the different departments
and branches of the Company. The plan
accounts for the Company’s strategic
objectives and employee movements
(promotions, transfers, retirements,
maternity leave, etc)), as well as correcting
for overstaffing and understaffing

in departments.

Following the annual manpower plan
prepared by the HR Department, HNBF
sets about recruiting candidates who can
fit within the culture of the Company and
can potentially add value to the business
through their self-development. Current
employees are given the first opportunity
to take on open positions within the
Company before they are made public.
The Company looks for potential recruits
through a variety of methods.

HNBF keenly targets school leavers

for sales positions as the Company
invests heavily in developing them and
grooming them to take on bigger roles
in the future. School leavers undergo

a three-month training programme to
gain a better understanding about the
industry and their role with HNBF, while

the Company also identifies their skills
and capabilities to find a good fit for them
within Microfinance, SME, or Leasing.

For higher grades, the Company
searches for candidates through
websites like LinkedIn and TopJobs.lk,
recommendations from current
employees, and headhunting. As the
Company continues to expand and
diversify its offerings, it has looked

to hiring candidates with relevant
experience and qualifications that meet
its requirements.

HNBF also has a policy of hiring locally
whenever possible. The Company
strives to have 90% of branch staff live
within a 5 km radius.

HNBF seeks potential recruits through

a variety of avenues such as social

media advertising, job fairs, recruitment
websites, and campaigns at local schools
across the country.

During the current financial year HNBF
did not recruit new staff, instead opting
to rationalise existing staff by adopting

a replacement strategy, resulting in staff
numbers decreasing by 114 between the
12 months of the year. The total workforce
declined from 1,965 as at end March 2020
to 1,851 by end March 2021.

Replacement interviews for applicants

were conducted through online platforms

such as MS Teams and Zoom, which
eliminated the difficulties and safety
hazards of travelling to the head office to
face interviews.

The average staff per branch declined
from 24 in the previous year, to 23,

while efficiency levels improved due to
enhanced technology solutions applied
across all operational aspects, which
contributed towards cost and time
savings and reducing wastage. Please
refer the chapter on intellectual capital for
further details on technology and process
improvement solutions implemented
during the year.

Operational efficiency -
Average staff per branch

Number

25

20
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Equal opportunity employer

GENDER 10 REDUGED
EQUALITY INEQUALITIES

gl c

Human
capital

build a strong relationship with its employees and compensate them fairly in line with

industry standards.

Employee turnover (Region-wise)
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Region 2015/16  2016/17  2017/18  2018/19  2019/20  2020/21
Ampara Region 11 8 11 9 22 7
HNBF di jate fi i li
did not deVIate' om 1ts policy Anuradhapura Region 12 10 10 7 8 11
as an equal opportunity employer
and did not discriminate against any Badulla Region 6 5 3 9 1 8
employee on grounds of gender, age, Colombo Region 14 13 10 13 8 1
race, or religion. The Company takes Dambulla Region 9 1 15 8 14
a non-discriminatory approach to the :
recruitment process and every stage of e Faghon / / E g e 10
the employment lifecycle. Equal pay is Gampaha Region 8 12 6 7 13
offered to both men and women in similar Hambantota Region 14 4 13 6 10
roles, and all employees are entitled to
ployees are Jaffna Region 5 14 12 1 9 10
equal opportunities for their growth and
development. A grievance process is in Kalutara Region 4 10 9 1 23
place should an employee report any case Kandy Region 9 8 6 9 10 11
of discrimination with the aim of effective Kurunegala Region 8 15 5 4 8 5
rectification of any such situation.
Puttalam Region 8 11 10 11 10 9
No incidents of discrimination were Ratnapura Region 14 19 10 8 5 1
reported during the year under review. Trincomalee Region 6 6 9 15 15 18
HNBF complies with all applicable labour ) )
) Vavuniya Region 0 0 0 0 10 12
laws and regulations and does not
engage in child labour. The Company Wattala Region 10 1 17 7 5 8
does not recruit anyone under the age of Head Office 6 3 4 18 17 17
18 for any of its operations.
Employee turnover (Gender-wise)
Turnover 2015/16  2016/17  2017/18  2018/19  2019/20  2020/21
HNBF has maintained a lower turnover Male 138 158 154 149 183 130
than the industry experience, averaging Female 13 9 5 13 8 26
approximately 1% per month. During
the current financial year, despite the
challenges faced by employees due to Employee turnover (Age group)
CovIb-19 conta?nme'nt measures, the Year 2015/16  2016/17  2017/18  2018/19  2019/20  2020/21
Company contained its total turnover to
156 men and women, compared to 211 in Below 30 Years 116 143 139 138 167 114
the prewous year. Highest turnover levels 30-50 Years 35 24 2 24 a 42
continued to be in the below 30-years
Over 50 Years 0 0 0 0 0 0

age group due to the high mobility of
the age bracket.

HNBF goes to great lengths to train
and develop its employees, which can
pose a challenge to the business when
a position is left vacant. It is therefore
in the Company’s best interests to
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Human
capital

Return to work and retention rates after maternity leave

HNB FINANCE PLC
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2019/20 2020/21
Total number of female employees 152 151
Total number of employees who took maternity leave 4 11
Number of employees who returned to work after maternity leave ended 4 10
Number of employees who returned to work after maternity leave ended and still employed 12 months - -
after their return to work
Return to work rate 100% 100%
Retention rate 100% 91%

Performance management

The performance of each employee at
HNBF is monitored on an annual basis,
with certain employees in departments
such as Microfinance subject to monthly
evaluations. Using the Management

by Objective (MBO) methodology, the
performance of employees is measured
using quantitative and qualitative
metrics which determine the progress
they have made in five core areas:

goals, competencies, key result areas,
values, and additional accomplishments.
Employees are encouraged to meet
performance targets, with incentives
provided for meeting monthly objectives
where applicable. The benefits of HNBF's
performance management system are
twofold: it enables employees to realise
their full potential within the Company,
and for the Company, it helps to ensure
that employees are treated fairly and
equally and given every possible
opportunity and advantage to perform
at their best. If employees are unable to
meet their targets, the Company analyses
why they may not be able to do so and
takes the necessary actions. For instance,
an employee may not be able to perform
optimally within his/her current working
environment so they may be shifted to

a different position or branch. Guidance
in the form of training programmes may
also be provided to help employees
perform better.

Succession planning

While the annual performance evaluation
has historically been used to identify
potential candidates for promotions,
HNBF has shifted to the 9-Box model as

a more structured method to encourage
career growth for employees. This method
sees each employee’s performance
measured against his/her potential and
helps to facilitate succession planning

at HNBF. Employees can track their
performance on the internal HR system.
In the new financial year, the succession
management programme will be
strengthened by identifying 50 emerging
leaders for grooming. The selected
candidates will go through continuous
training and mentoring to fill in key
positions within the Company, in the
future, making a pool of trained and
experienced personnel available to the
Company at any moment. This in-house
pool of competence will address business
continuity risks and interruptions due to
sudden vacancies.

Remuneration and benefits

DECENT WORK AND
ECONOMIC GROWTH

o

All employee benefits were maintained
during the year to support and motivate
the HNBF team. Employment benefits
and minimum salaries were continued

with no delays in payments and no
reduction, to retain and motivate
employees. Nevertheless, the cost per
employee was contained at previous
levels due to deferment of increments
and the adoption of a rationalisation
and replacement strategy, in-place of
new recruitments.

HNBF offers its employees remuneration
and benefits that are competitive with
industry standards and comply with all
applicable statutory labour laws. Some
of the benefits that HNBF employees are
entitled to include:

e Performance-based incentives

e Reimbursement for travelling, vehicle,
and rent expenses

e Medical insurance cover for employees
and their immediate family members
and Critical lllness Cover

e Life and personal accident insurance
cover

e Personal, mortgage, educational,
festival, and vehicle loans/leasing
facilities

o Benefits provided by the Welfare Fund
(monetary contributions for childbirth,
weddings, funerals, scholarships, etc.)

o Mobile phone allowance (data and
voice)
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Welfare fund

HNBF maintains a Welfare Fund for the
benefit of all employees, which is funded
by a Company contribution and monthly
voluntary contributions from employees.
The Fund provides financial assistance
to employees on special occasions

such as marriage and childbirth, and
also provides assistance during difficult
circumstances such as funerals, natural
disasters, hospitalisation, and funds for
medical facilities such as for surgery. The
Welfare Fund falls under the stewardship
of the CEO and the management of

a committee that is appointed every
two years. The committee ensures
adherence to Company policies and
ethical guidelines in the disbursement
of funds. The Fund is subject to an
annual independent audit. For the year
under review, a total of LKR 6.09 Mn.

was disbursed to 256 employees for the
following reasons:

e Death donation to parent/s

e Death donation to both mother and
father-in-law

o Donations for wedding gifts

o Childbirth donation

o Staff death donation

o Medical treatment for staff members
o Medical treatment for family members
e House damages

e Grade five scholarship

e Flood damages

Employee engagement

Employee engagement activities
were migrated to online platforms
wherever possible during the year and
were designed to allow employees to
connect and interact with each other.
This was particularly important to
motivate employees in isolated areas
of the country.

HNBF views its employees as strategic
business partners. To this end, the
Company is committed to engaging

and building a strong relationship

with them. An open-door policy helps
employees feel that they are heard and
have access to top management at any
time. Management teams are encouraged
to regularly engage with their staff.

A dedicated employee engagement
officer is appointed to liaise between
employees and Management and handle
grievances. Employees are kept up-to-
date with corporate information and news
through email, SMS, and the Mehevara
corporate magazine. Circulars and email
campaigns are used to relay specific
information to employees.

Annual Night of Star

This is an annual employee recognition
celebration, attended by employees
representing all branches of HNBF. The
fun filled and glamorous event is an
occasion for employees to showcase their
talents and receive official recognition

for outstanding achievements at work.
Employees are recognised for their
achievements under several categories
such as ‘Best Executive,'Company’s Best
Performer’and other annual employee
recognition awards. The top performers
receive certificates and trophies, together
with cash awards.

Great Place to Work award

HNBF was certified as a‘Great Place to
Work'for the fourth successive year
with a Bronze Award under the Extra
Large Enterprise Category. The Great
Place to Work certification involves

an independent survey of employee
opinions, including a Trust Index®
Employee Survey and Culture Audit®,
among others, to recognise companies
that have excellent work environments.
Companies receive awards exclusively
based on unbiased employee feedback.
HNBF participated in this evaluation
process for the fourth consecutive year

Human
capital

in 2020/21, to once more be named a
Great Place to Work, demonstrating the
exceptionally good work environment
made available to its employees.

Collective bargaining
agreements

There are no collective bargaining
agreements in place at HNBF. The
Company is committed to building strong
relationships with its employees on the
grounds of mutual trust and respect and
has policies in place to ensure that all
employees are heard.

Priorities for the future €

HNB Finance will continue to migrate
HR administration to more efficient
digital platforms, to deliver an
enhanced experience and service to
all staff. Training will be conducted
through online sessions via
e-learning systems, thus facilitating
the development of the Company's
employees. The Company will also
be focusing on improving employee
retention by increasing employee
engagement and motivation by
re-introducing activities that could
not be continued in the current year
such as the IQ competition. New
events have also been planned to
engage employees and their families
with the management through
informal meetings such as a coffee
and chat event via online platforms.

Employee motivation and
engagement will remain a high top
priority together with mechanisms
to enhance efficacies. This includes
introducing a performance-based
remuneration system, where
reimbursements for fuel and rent
will also be linked to performance.
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RELATIONSHIPS
THAT ENSURE
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THE SUSTAINABILITY OF

THE BUSINESS

Social and relationship capital ®

The value of relationships built over the years with customers, suppliers,
and the communities was felt more than ever when overcoming the
challenges faced by the Company during the year. The goodwill and

trust associated with the HNBF brand and HNBF personnel, made sure

HNBF customers and suppliers remained with the Company and returned
for repeated business transactions, and diverse communities across the
country supported HNBF personnel in discharging their duties.

HNBF's Social and Relationship Capital base in a nutshell

J U
Q) . o < £
" oy a B a
‘ o o o \’ ‘
Number of Cross sell Number of Number of Total payments Expenditure
customers ratio customer suppliers local suppliers on CSR
(%) complaints (LKR Mn.) activities
(LKR Mn.)
316,768 1.6 372 254 347 0
2020/21 2020/21 2020/21 2020/21 2020/21 2020/21
258,346 1.6 268 57 421 0.8
2019/20 2019/20 2019/20 2019/20 2019/20 2019/20

Variance % Variance % Variance %

Variance %

Variance %

Variance %
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Activities undertaken
to create social and
relationship capital

Ensured the safety of customers
and suppliers at HNBF premises
at all times

Deployed digital transaction
mechanisms to provide
uninterrupted customer
services

Provided multiple
communications and
engagement platforms

Collaborated with business
partners

Improved capacity of SMEs

Supported the community

Supporting our customers

With deep roots in microfinance, HNBF
has a long tradition of holding out a
helping hand to men and women striving
to achieve a better life. As the country
experienced prolonged and widespread
economic disruptions during the year
under review following the emergence
of the COVID-19 pandemic, HNBF
remained true to its tradition of reaching
out to those in need and supporting
those in difficulties. Throughout the
year, HNBF remained in close contact
with its customers, by deploying award
winning digital solutions for transactions
and communications, while protecting
the health and safety of customers. The
full range of products and services was
made available at all times to support
entrepreneurs, individuals, families, and
businesses, and new products, and
customised solutions were developed to
immediately respond to customer needs
in the COVID-19 aftermath.

A new microfinance model

HNBF has continued to preserve the
original Grameen microfinance model
and values, where credit is considered

seed capital to create entrepreneurs. As

at the end of the current financial year,
the HNBF microfinance customer base
grew to 195,000 customers with the active
portfolio totalling LKR 12.5 Bn. Despite
COVID-19 restrictions, LKR 12.5 Bn. was
disbursed in microcredit during the year.

Microcredit is traditionally granted to
women and even male entrepreneurs
had to dependent on their wives to
obtain such microfinance facilities. The
group meetings, which were established
as a monitoring mechanism, were an
integral component of the Grameen
model, making it compulsory for the
women in the groups to attend meetings
at a designated meeting centre, every
week. The repayments were physically
collected at the meetings in front of

the entire group. The current financial
year became a landmark year for HNBF's
microfinance business, with the launch
of a new microfinance model. Far
reaching changes were introduced to the
traditional microfinance model, to make
it more accessible to more people. These
changes include:

1. Extending the model to include men
as recipients of microfinance;

2. Dispensing with the group meeting
requirement and providing the
opportunity to invest more time on
the business they are involved in;

3. Simplified the product portfolio and
created one product to cater to the
requirements in the market, instead of
operating two different products for
women who are in a group, and for
individual male applicants;

4. Deploying alternative payment
mechanisms for loan repayment,
including digital channels such as
eZ Cash and mCash.

Instead of the centre concept, the new
model uses a mini-group concept with

a designated agent point for repayment.
With COVID-19 restrictions triggering
alternative payment platforms, already
about 30% of microcredit repayments are
channelled through digital mediums.

Social and
relationship capital

Therefore, the new HNBF microfinance
model is more flexible and accessible
and is expected to rapidly expand

the microfinance portfolio in the new
financial year.

Customer support

During the current financial year, the
Call Centre, which was traditionally a
support service to operations, emerged
as a central stakeholder engagement
point, interconnecting internal and
external communications. Operating
for both inbound and outbound calls,
the Call Centre operated 7 days a week
during the COVID-19 lockdowns to
provide an essential contact point for
customers — with no physical risks, making
it possible for HNBF to overcome travel
restrictions. A wide range of services
were provided ranging from customer
inquiries, complaints, advisory services
regarding the lending moratorium and
its application, updating customers on
their repayment status and contacting
defaulters. The Call Centre also doubled
as a marketing and promotional channel
to inform customers of products and
services. Maintaining a high level of
efficiency, around 99% of the customer
complaints were resolved within

48 working hours.

Extending moratoriums

HNBF immediately took steps to
extend the Government moratorium
to all customers who qualified for, and
requested the facility and also granted
a second and a third moratorium too.
Moratoriums were granted smoothly
to customers, by utilising existing
documentation and customers were not
required to spend time on negotiating
the moratorium, or to physically

visit HNBF premises.
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Social and
relationship capital

Extending gold loan services

Gold loan availability was extended
further during the year, to 48 branches, to
provide customers with a trusted source
of funds for financial emergencies. During
the year, gold loan disbursements totalled
LKR 4.48 Bn. with the Vavuniya Branch
accounting for the highest disbursement.
As HNBF has the customers'best interest
at heart, the gold loans are structured

to be flexible, to allow the customer
every opportunity to redeem their
valuables. This customer welfare-based
business ethic is evidenced in HNBF's
exceptionally high rate of redemption

of 99.41%, compared to the market
average of 96.1%. As families and
enterprises faced severe cash constraints
during lockdowns, the HNBF gold loan
services provided an invaluable service
by facilitating fast access to funds, at an
extremely reasonable rate of interest. Our
exceptionally faster service delivery will
reduce customer waiting time.

Service centre upgrades

During the year, 11 more branches

were upgraded from Service Centres to
branches with Central Bank approval.
The upgrade allows HNBF to provide a
wider range of financial services including
deposit taking, to customers in more
remote parts of the country. This expands
opportunities for formal financial services
for more rural customers, who would
otherwise have to travel further to reach
such services, or would have to depend
on informal financial services providers.

A new Head Office branch was added
during the year for specialised services
specifically for corporate clientele.

Alternate transaction
facilities

Responding to the urgent safety needs
under pandemic conditions, HNBF took
immediate steps to open up digital
transaction avenues for even its most
remote and rural customers for their

safety. Savings customers who previously
used only passbooks were migrated

to e-Statements and fixed deposit
holders were updated on the status of
their deposits through SMS messages,
instead of a letter.

The mobile money and other digital
repayment options which were available
helped the customers to repay their loan
instalments without visiting a branch.

Digital payment platforms allowed
customers, particularly individuals, micro
and small scale businesses, to easily
utilise HNBF Gold Loans to repay their
gold loan interest.

Alternate marketing
channels

As traditional physical marketing and
sales activities had to be curtailed, digital
channels were used effectively to notify
customers of products and services

and special offers, and to cross sell to
existing customers, giving customers the
opportunity to benefit from a range of
financial services from a trusted provider.
Social media platforms and SMS platforms
were used to educate and engage
customers, and also for entertainment
and edutainment activities. In addition,
mobile promotions were conducted using
a vehicle with a PA system, to travel into
interiors and raise awareness on HNBF
products and services. The main focus
was to raise awareness regarding the
availability of business loans, leasing and
gold loans, and social media was used for
lead generation, which were disseminated
to branches and sales teams, to bring the
most suitable products to the customer at
the right time.

HNB FINANCE PLC
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Safe customer engagement

Given the enhanced health and safety
risks during the year, HNBF mobilised a
customer engagement strategy using
online channels. Ground level, physical
customer engagements were minimised.
Stringent branch level safety measures
included setting up of wash stations,
temperature checks and admittance of
only 50% of total customers to a branch at
any given time.

HNBF's digital customer engagement
solutions were recognised at the Asian
Banking & Finance Awards 2020, where
the Company won as Website of the Year—
Sri Lanka and at the SLIM DIGI Awards
2021 where the Company was recognised
for superior Search Engine Optimisation
and Search Engine Marketing.

The Company managed to bag the Grand
Prix Gold Awards for the Most Admired
Customer Engaged Brand (Sri Lanka) and
the Social Media Brand of the Year in the
Banking and Finance industry.

Digital festivities: The HNBF digital
Avurudu platform, which included the
auspicious times for New Year activities,
games, facts regarding Avurudu traditions
and other interactive facilities, was a
great success and helped families in
isolation enjoy the season in the safety of
their own homes. Over 100,000 people
actively participated in the digital Avurudu
festivities demonstrating the reach of
HNBF's digital channels. Winners of
Avurudu games were announced and
awarded prizes. The HNBF “Ape Gedara
Avurudu” digital platform closed the year
by winning international acclaim at the
annual Vega Digital Awards 2020.

Following the success of the digital
Avurudu festival, HNBF organised a digital
Christmas event with online games and
prizes. The Christmas Giveaway provided
entertaining online challenges on the
Company’s Facebook and Instagram
pages. Winners of the online challenges
were awarded valuable prizes.



HNB FINANCE PLC
ANNUAL REPORT 2020/21

Digital competitions: HNBF's'Hariyata
Kiyamuda' social media competition
that was launched to coincide with

the inauguration of HNBF's New Head
Office branch in Nawala, saw thousands
of participants. Participants had to

guess where the next HNBF branch will
be located, based on clues dissipated
through Facebook and Instagram. Five
lucky winners were rewarded from five
different locations. The winners received
their prizes at the respective HNBF branch
in their locality, with strict adherence to
Government health regulations imposed
to curb the COVID-19 pandemic.

HEB'FINANCE

Street promotions: While ensuring the
safety of customers, HNBF conducted a
number of street promotions to bring

its financial services close to customers,
instead of waiting for customers to come
to the Company. The street promotions
allowed the public to access HNBF
services without having to visit branches.
All'health and safety protocols were
stringently observed when engaging

the public. The HNBF teams visited
customers and potential customers at
their doorstep to bring financial solutions
to get their businesses back on track after
COVID-19 disruptions.

Skilled hands

Kanthi's husband is a hereditary brass-
maker manufacturing hand-made
traditional brassware, using techniques
and designs handed down for generations
through his family. He has also benefited
from formal vocational training at various
Government and non-governmental
institutions. The casts for the parts of
individual brass items are hand-made
and the melted liquid brass is poured into
the cast. For a smooth finish, chemicals
are used and the pieces are welded
together. The inlays and carvings are
now done by hand. As the final step, the
item is polished to a high golden shine.
It was Kanthi, who approached HNBF for
their first loan, having been introduced
to HNBF by a friend. She obtained a LKR
60,000 loan as her first credit line. Since
then, the family business has grown,
through a number of credit cycles.

Social and
relationship capital

« HNBF is a friendly, service-
oriented company with a humane
attitude towards customers.
Compared to other companies, it is
very people oriented. We know this
because we have worked with other
companies. HNBF comes to our
doorstep and asks us what we need
and gives their service in a way that
is easy for us. | will recommend
HNBF to anyone. )

Kanthi Jayamangala, Pilimathalawa, Kandy

Fans of success

Vasantha Kumari and her family live in
Handessa, which is a village known for
winnowing fan makers in Kandy. Making
bamboo winnowing fans is the hereditary
occupation of her husband’s family. This
traditional occupation is continued to
this day. Bamboo shoots are harvested,
on a permit by external parties, who sell
the bamboo to the village. Like all the
other families, Vasantha's family buys

the bamboo, which is then spliced into
thin, pliable strips that are sun-dried and
treated into a pliable consistency. The
family then weave the bamboo stripes
into the traditional Sri Lankan winnowing
fans. All told, it takes 4-5 days to make 1
fan. Her husband travels to distant parts of
the country, in a hired van, to sell the fans.

« We have worked with HNBF for
about 10 years. They have helped
us a lot. They don't waste our time
and they give us our money at the
exact time we need it, so we can
do our business smoothly. Now, we
work only with HNBF. Even recently
we got a loan and stocked up

on bamboo. )Y

Vasantha Kumari, Handessa, Kandy
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Social and
relationship capital

. F

Muthubanda’s Quarry

Muthubanda who has been making his
living from the granite business for over
20 years says —

« I've been running this quarry
for about eight years now. When |
wanted to get a business loan,

| went to the nearest bank, but
for several years now, the finance
company | have been dealing
with has been HNB FINANCE. The
Saviya business loan scheme is

a great comfort and strength to
my business. | have 11 permanent
employees in the business now.

| should make special mention of
the convenience of getting a loan
from HNB FINANCE as well as of
the convenience of repaying it.
We have the facilities to repay the
loan without any hassle through
standing orders and modern
technologies such as mCash and
eZ Cash. For anybody who seeks
success in life, | recommend joining
hands with HNB FINANCE and getting
the maximum benefits of the
services they offer. )

Malaviachchilage Muthubanda, Helamada

Keeping traditions alive

Making Mul clothing (traditional Kandyan
clothing) is an industry that is unique

to the upcountry, and the knowledge

is limited to traditional upcountry

R

costumiers. Mrs PV S Iranganie of
Hindagala in Kandy represents the present
generation of such traditional clothiers.

« | became a customer of HNB
Finance a few years ago. | first took

a loan of LKR 50,000, and then

| took another loan of LKR 150,000.
Ever since | went to HNB Finance

to get my first loan, | have been
greatly impressed with the way the
Company and its staff have treated
me, and whenever | think of a
business loan, no financial institute
other than HNB Finance comes to
mind. | should make special mention
of this: when | was about to lose
some of my pawned gold jewellery,

I told it to the officials of the Gold
Loans Division of HNB Finance. They
paid the money, and redeemed my
gold jewellery. | think of HNB Finance
not as a business entity, but as a
place of our own. 39

P VS Iranganie, Hindagala

Analysis of customers

Fixed deposits analysis -
Institutional vs. retail -
2020/21

19%

81%

e Institutional - LKR 4.65 Bn.

o Retail - LKR 19.52 Bn.
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Fixed deposits analysis -
Institutional vs. retail -
2019/20

18%

82%

e Institutional - LKR 4.37 Bn.

® Retail - LKR 19.59 Bn.

Fixed deposits analysis -
Average renewal ratio

%
60

2018/19
2019/20
2020/21
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Social and
relationship capital

Product-wise analysis of customer base - 2016/17 to 2020/21

Total (numbers)
Product 2016/17 2017/18 2018/19 2019/20 2020/21
Diriya 265,675 252,925 258,495 256,709 263,538
Divi Saru 398 3,608 2,973
Easy 4,680 7,537 9,732 9,058 6,543
Swashakthi 1,929 3,033 3,860 4,359 4,251
Saviya 34 225 551 900 1,026
Relax 74 229 357 397 343
Niwahana 30 274 579 658
Nenasara 3 3
Supply Chain 30
Leasing 5272 9,717 15,441 15,354
Gold Loans 1,151 16,534 21,090
Cash Loans 386 380 361 333
Staff Loans 0 888 966 906 626
Total 272,392 270,525 285,881 308,855 316,768

Active (numbers)
Product 2016/17 2017/18 2018/19 2019/20 2020/21
Diriya 226,670 213,427 217,246 206,200 198,581
Divi Saru 398 3,608 2,973
Easy 4,680 7,537 9,732 9,058 6,543
Swashakthi 1,929 3,033 3,860 4,359 4,251
Saviya 34 225 551 900 1,026
Relax 74 229 357 397 343
Niwahana 30 274 579 658
Nenasara 3 3
Supply Chain 30
Leasing 5272 9,717 15,441 15,354
Gold Loan 1,151 16,534 21,090
Loan against FD 386 380 361 333
Staff Loans 888 966 906 626
Total 233,387 231,027 244,632 258,346 251,811

Fixed deposits (numbers)

2016/17 2017/18 2018/19 2019/20 2020/21

Number of depositors 3,251 3,465 3,368 3,855 3,822

INIWNOYIANT M3IIANTH ANVAWNOD IHL
ONILVHIdO FONVINHO4d3d 40 MIINYIAO NV

T3A0OW SSIANISNG

SISATVNY ANV
NOISSNJdsia
INIWIDVNVIW

JONVNYIAOD

S1d40d3d
IVIONVNIL

NOILYIWHOANI
AYVLINIWITddNS

65



AN OVERVIEW OF
THE COMPANY

OPERATING PERFORMANCE
ENVIRONMENT REVIEW

BUSINESS MODEL

MANAGEMENT
DISCUSSION
AND ANALYSIS

GOVERNANCE

FINANCIAL
REPORTS

SUPPLEMENTARY
INFORMATION

66

Social and
relationship capital

Savings deposits (numbers)

HNB FINANCE PLC
ANNUAL REPORT 2020/21

2016/17 2017/18 2018/19 2019/20  2020/21
HNBF Savings Deposits 49427 52917 70,446 86,277 95,768
Yalu Savings Deposits 75,028 78,005 88,194 95,821 99,450
Piripun Savings Deposits 2,430 2,693 4,067 5115 5,710
HNBF Sureki Deposits - - 25,428 91,140 104,177
HNBF Staff Savings 1,962 2,056 2,644 3,110 3,269

Digital channels uptake (customers who have migrated to digital channels) - 2020/21

Average number of
customers that used mobile
money repayment methods
for all 4 products during the
last four months

18,252

Microfinance
(average of last
four months)

17,932

Business loans
(average of last
four months)

191

Leasing and gold
loans (average of
last four months)

129

Product portfolio

HNBF has developed a range of products designed to meet specific needs of identified customer segments. The products are classified
under business: financing, leasing, and investment. All HNBF products have been carefully designed to comply with all applicable legal and
regulatory frameworks relevant to the NBFI sector and no incidents of non-compliance with regulations and/or voluntary codes related

to the health and safety impacts of products and services occurred, or were reported, during the year under review. During the current
financial year, all precautions were implemented to ensure the safety of customers obtaining HNBF products and services.

(n
(@

Microfinance

With a customer base of over 195,000,
the Microfinance segment holds
significant importance for HNBF. The
target market is primarily low-income
customers who reside in rural and

suburban areas who are unable to fulfil
the loan requirements of the banks and
other financial institutions. HNBF strives
to deliver knowledge about the market

and other services to its customers
with the intent of building long-term
relationships with them.

ENB FINANCE

Diriya

HNBF's flagship product and the most
trusted microfinance solution in the
market. It is available to men and women
through a group, and even as individuals.
Together with the microfinance

solution, HNBF delivers the knowledge
on operating a business and finding a

suitable market segment to its customers.

ENB'FINANCE
Sahana

Interim loan facility available to Diriya loan
customers who require urgent funding for
consumption requirements.
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Business Loans

Products aimed at the SSE & SME
segments are designed to fund short
to medium-term capital. Based on
the customer’s credit and transaction
history, HNBF grants loans based

on their savings.

ENB'FINANCE
Easy Loan

A scheme aimed at male and female
entrepreneurs, offering flexibility and
long repayment periods.

ENB'FINANCE
Saviya

Aimed at SMEs who require
financial assistance to develop
their businesses.

KINB'FINANCE

Swashakthi

Aimed at HNBF's savings customer
base to offer financial assistance.

EINB'FINANCE
Relax

Specially aimed at salaried individuals
working for state institutions or
private sector businesses.

REINB'FINANCE
Nivahana

The Nivahana Housing Loan facility
provides customers the ease of
building, or purchasing their own
house or property, and improving
and extending an existing property.

o
& -
W
Supply Chain Financing

ENB'FINANCE
Supply Chain Financing

HNBF SCF model is specially designed to
optimise the cash flow of the customer’s
company. The process is designed to
benefit both the buyer and the supplier.
HNBF SCF provides a convenient, fast
and secure service to our customers with
the highest repayment period.

ENB'FINANCE
Leasing

Leasing facilities for your needs from a
motorbike to the most sophisticated
modern vehicle for new or registered
vehicles.

HNB Finance has been offering leasing
facilities for over five years now to finance
a range of vehicles and machinery. It
comes with flexible terms to match

the unique requirements and cash

flows of each lessee and personalised
customer service.

The range of vehicles and machinery

we currently finance include cars, buses,
lorries, jeeps (SUVs), three-wheelers,
tractors, and agricultural machinery. Our
leasing facilities are available to purchase
brand new or reconditioned vehicles

as well as re-financing registered motor
vehicles (sale and lease back) enabling
our customers to fulfil their working
capital requirements and urgent financial
needs through our “Flexi Draft” facility.

Our island wide branch network, well-
experienced leasing officers, minimum
documentation, offer of easy payment
plans and repayment methods such
as e-Payments and online payments
make it very convenient for customers
to finance their leasing requirements
from HNB Finance.

Social and
relationship capital

ENB'FINANCE
Gold Loan

A product launched in late 2018

and the product is gradually being
rolled out to more branches. Through
HNBF gold loans, customers can avail
themselves of the highest gold values
and loans provided at concessional
interest rates with no service charges.
The Company offers concessional
instalment basis payments to settle
gold items and customers can make
partial payments of any amount at
any time. Moreover, customers can
settle gold items without having to
give prior notice and collect gold
items partially.

o
(RARs)
=

Investing

Investment products are aimed at
existing customers and employees
and are available for new
customers as well.

ENB'FINANCE i
General Savings

Mainstream savings product that
provides customers with an ATM
debit card, enabling them to access
their savings via HNB's island wide
ATM network and HNBF's ATMs

at Kurunegala, Kandy, Padaviya

and Head Office.

KINB'FINANCE

Miyulasi

Savings product aimed at female
entrepreneurs who are utilising the
Diriya microfinance scheme.
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Social and
relationship capital

KINB'FINANCE

Yalu

Savings product aimed at children
to encourage developing a savings
habit by offering exciting rewards.

ENB'FINANCE
Sureki

A savings product that rewards
depositors for maintaining invaluable
savings habits with a minimum
deposit of LKR 50 a week. Specialised
unigue savings product to Diriya
Microfinance Loan borrowers.

RINB'FINANCE

Fixed Deposits

Long-term fixed deposits that offer
HNBF customers higher interest
rates as per the Central Bank
Guidelines and assured guarantee
for their funds.

New products

HNBF reviews its existing product
portfolio regularly against customer
demands to improve product features
and service standards and to also develop
new products based on changing
customer requirements. During the year, a
number of products improvements were
introduced together with new products.

A significant improvement to the product
portfolio was implemented through a
product rationalisation exercise, where
some products with similar offerings were
merged to allow better administration of
the product portfolio and less product
complexity for the customer. Two separate
loan products Easy and Abilasha were
merged under this programme, and

Diriya, the main microfinance product,
and Divisaru a credit line for individual
customers, were also merged into one
product with customisation options.
Consequently, the three products
under business loans - Easy, Abilasha
and Saviya-have now been merged
into one product.

To cater to the growing demand for
non-traditional financial services from
businesses, such as working capital, HNBF
introduced supply chain financing with

a maximum 120 days repayment period.
This affords them the rare opportunity to
maximise and profit off their production
order to settle their outstanding finances
in the meantime

Therefore, we are confident that the

new supply chain financing facilities is a
practical, strong solution that was carefully
curated to create a win-win situation

for both companies and suppliers to
improve their cash flow in a sustainable,
convenient and smart manner.

A new department called the Corporate
Business Unit was established to design

a bundle product, which will allow
corporates to access a range of financial
solutions for their business needs, through
one product. This will be a new customer
category for HNBF going forward.

The Nivahana Plus housing loan was
introduced specially for customers of the
Prime Lands Group, and will facilitate the
purchase of housing and/or lands from
Prime Lands at a special interest rate.

Suppliers

HNBF has a large pool of suppliers
providing a wide range of goods
and services that are essential for
uninterrupted business operations.

HNB FINANCE PLC
ANNUAL REPORT 2020/21

Therefore, HNBF maintains regular
communications and systems to ensure
reliable supplies of goods and services.
Established procurement systems and
policies are in place to ensure ethical,
transparent dealings.

Fair and equitable
procurement policy

HNBF has a fair and equitable
procurement policy in place that requires
at least three vendor quotations for all
purchases above LKR 100,000 (excluding
special requirements, such as furniture).
Quotations are evaluated by the
Company’s procurement Management
Team against benchmarks for cost, quality,
and delivery. Further background checks
are conducted to verify the authenticity
of vendor credentials and financial
background. A completely transparent
process is followed for the procurement
of ICT hardware and software systems

or solutions, as expert advice is required
in terms of evaluating requirements. The
procurement process follows approval

by the ICT Steering Committee and
Internal Procurement Committee at
Management level. In the event special
procurements are required, it is referred to
the Board ICT Procurement Committee for
recommendation, and thereby referred to
the Board for final approval.

Supporting local suppliers

As a part of the Company’s business
model to support local and small-scale
enterprises, HNBF has a decentralised
procurement policy to purchase routine
items including stationery, building
maintenance, security, janitorial and tea
services. This is to encourage procurement
from suppliers local to each branch,
thereby supporting local economies.



HNB FINANCE PLC
ANNUAL REPORT 2020/21

2020/21 2019/20
Total value distributed to suppliers (LKR Mn.) 347 421
Percentage of local suppliers (%) 100 100
Value distributed to local suppliers (LKR Mn.) 347 421
Leasing dealer branding QR Codes for small
programme businesses

Leasing dealers were provided with
co-branded name boards and signage,
which assists dealers to promote their
brand names FOC, while depicting and
building strong partnerships with HNBF.,

Community engagements

As one of the country’s oldest and largest
microfinance services providers, HNBF
has built strong community networks
and relationships across the island.
These networks are leveraged not only
to disburse credit but are also used to
educate communities and enterprises
and to build support networks for

HNBF customers. This community-

based business model is central to the
sustainability of HNBF's business, by
creating public trust and support in the
HNBF brand. Therefore, the Company
regularly organises community-based
projects to support local communities in
diverse ways. During the current financial
year, the line-up of community projects
could not be continued as envisaged
due to restrictions on gatherings and
travel. However, new, relevant community
welfare projects were immediately
developed and deployed to support the
health and safety of local communities
under COVID-19 conditions.

The Swashakthi, savings-based lending
product, sponsored the provision of OR
Codes for business premises, which were
displayed at the business premises. This
encouraged business and customers
to start using QR Codes and supported
the national COVID-19 safety drive. The
QR code is the Stay Safe Code from the
Government to be displayed outside all
business premises that can be scanned
with a mobile phone, eliminating the
need to write down contact details.
The data is used to track the route of
COVID-19 transmission.

Partition for 3-wheelers

The main CSR project for the year, was

a COVID-19 awareness programme that
supplied polythene partitions (passenger
safety screens) for three-wheelers,
separating the driver and passenger

to prevent possibilities of COVID-19
transmission during trishaw trips. The
partitions provide safety for both the
driver and the passengers. Three-wheeler
drivers were also given medical grade
face masks. The partitions contain
dockets for the Government Stay Safe

QR Code. The project was launched at
the Mirihana Police Station Ground in
Nugegoda under strict guidelines set by
the Regional Medical Officer of Health and
Public Health Officers. The three-wheelers
were branded as educated on COVID-19
prevention protocols and awareness,

so that passengers can identify them
before entering the vehicle, to travel with
their minds at ease.

Social and
relationship capital

Three-wheeler drivers were
comprehensively briefed on the
stringent health and safety protocols

to be followed while carrying
passengers. The awareness programme
was attended by over 250 drivers who
operate passenger vehicles in Nugegoda
and suburbs. This was the first of a series
of awareness campaigns conducted

by HNBF's island wide branch network.
During the year, HNBF extended this
project to 1,000 three-wheeler drivers.

Children’s Day celebrations

HNBF celebrated Children’s Day 2020
with educational events at two rural
pre-schools in Maharambaikulam,
Vavuniya and Dampe, Meegoda, with
participation from parents, students and
teaching staff. Sponsored by the popular
Yalu children’s savings account, the
programme educated parents on how to
better support their children’s needs and
held a fun and educational art workshop
for children. School books and special
educational kits were distributed among
all students at the two pre-schools.

The event was spearheaded by HNBF
branches in Vavuniya and Homagama.

ANVAWNOD IHL
40 MIINYIAO NV

SISATVNY ANV
NOISSNJdsia INIWNOYIANT M3IIANTH
JONVNYIAOD INIWIDVNVIW T3A0OW SSIANISNG ONILVHIdO FONVINHO4d3d

S1d40d3d
IVIONVNIL

NOILYIWHOANI
AYVLINIWITddNS

69



AN OVERVIEW OF
THE COMPANY

OPERATING PERFORMANCE
ENVIRONMENT REVIEW

BUSINESS MODEL

FINANCIAL GOVERNANCE MANAGEMENT
REPORTS DISCUSSION
AND ANALYSIS

SUPPLEMENTARY
INFORMATION

70

Social and
relationship capital

HNBF Polonnaruwa branch
anniversary

HNBF Polonnaruwa branch celebrated
its 16th anniversary by successfully
concluding an environment clean-up
project along the Parakrama Samudraya.

Contributing to Itukama

HNBF employees donated LKR 2.5 Mn.
to the ltukama COVID-19 Healthcare
and Social Security Fund. The 'ltukama’
project is a fundraising initiative for

the COVID-19 Healthcare and Social
Security Fund, which will address the
critical healthcare needs brought on by
the COVID-19 pandemic and improve
Sri Lanka's long-term preparedness for
health emergencies.

HNB FINANCE PLC
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Priorities for the future €

In the new financial year, the focus
will be on strengthening and
developing the new microfinance
model, to enhance value for existing
and potential customers. To reach
more rural entrepreneurs, HNBF is
looking into society-based lending,
which will channel credit to members
of established rural societies,
supporting their businesses.

A customer rating and customer
grading system will be deployed

to channel specialised services to
customers based on their growth
requirements and also their credit
history with HNBF. The Member
Insurance Scheme for microfinance
customers will be automated for
insurance and claims, making claim
processing faster and reducing paper
consumption.

The VIP concept will also be extended
to other HNBF products to reward
loyal customers and to engage more
closely with them to support their
growth. VIP gold loan customers,
that engage in large scale gold-based
transactions, will be provided a

more convenient and private service
to ensure confidentiality of their
transactions. A new product called
Gold Dream will be introduced to
facilitate gold purchases. This is to
meet the growing demand for funds
to purchase gold jewellery. Through
Gold Dream, a customer can make a
30% down payment of the value of
the item, which will be purchased by
HNBF immediately and a loan facility
will be opened to the customer. The
article will remain with HNBF until the
customer settles the loan amount.

As the country starts to recover
from COVID-19 setbacks, HNBF will
introduce new products to support
businesses and entrepreneurs.

A mechanism to provide specialised
support for start-up businesses will
be introduced that will provide end-
to-end financial solutions, which
includes not only financial support,
but also business management and
marketing support, for start-ups.
Another new product will assist
exiting businesses expand and grow
to the next level.

These businesses may have started
as micro enterprises but are now
ready to upgrade and require
careful financial planning to ensure
sustainable expansion. A range of
new loan products are also on the
cards for the new financial year.
These include personal loans for
Government employees, auto loans
under leasing and a personal loan
facility which is three times the gross
salary of the customer.

The island wide leasing dealer

base will be developed by offering
financial and promotional
opportunities for their businesses.

A strong marketing drive is planned
for businesses and large-scale
institutional customers with
specialised leasing packages, coupled
with continuous branch promotions
and outdoor promotions.

New systems to track the Net
Promoter Score and Customer
Satisfaction Score will be
implemented to understand
customer loyalty and customer
perceptions of service standards to
address service delivery weaknesses
and grow the customer base.

Savings customers will benefit from
internet and mobile banking in

the new financial year with credit
card facilities. Internet and mobile
banking activation will position HNBF
on par with other financial services
providers in the country, giving HNBF
customers maximum convenience
and value. A new savings product
will also be introduced for LKR 10,000
deposits, to encourage customers

to save during the uncertain
COVID-19 environment. The HNBF
tradition of personalised service

and convenience, by visiting the
customer at their doorstep, will

be reintroduced, subject to health
and safety guidelines, while also
providing savings services through
digital platforms.

Digital integration will remain a
priority to facilitate greater customer
convenience and accessibility.
Therefore, existing products and
processes will be continually
reviewed for digital upgrades and
customers and suppliers will be
onboarded to digital platforms.
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TAKING STOCK OF THE
NATURAL RESOURCES
THAT HNBF DERIVES
VALUE FROM

Natural capital ®

HNBF’s natural capital base refers to the natural resources that underpin
all our activities. They are essential for the HNBF and its staff for
conducting the business.

HNBF's Natural Capital base in a nutshell Activities undertaken to

create natural capital

e
§ e Using a work-from-home model
\‘ to reduce travel and resource
consumption
System improvements to cut
Energy Water Paper printing and paper use
consumption consumption consumption Digitising manual processes to
(k\Wh) (m3) (A4 bundles) reduce travel, energy and paper

1 ,693,1 1 0 1 6,496 7,1 31 :::is:):r::::alscreening

2020/21 2020/21 2020/21 Use of renewable energy

Switching to energy-efficient
1,973,585 14,560 11,063 equipment and appliances

2019/20 2019/20 2019/20 Creating awareness about
sustainable use of utilities

Variance Variance Variance

As a service provider, HNBF has a
comparatively lower environmental
impact than large scale manufacturers.
However, the Company acknowledges its
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Natural
capital

responsibility towards conserving natural
resources and minimising any negative
environmental impacts that could arise
due to its operations.

As HNBF expands its business activities,

it seeks to achieve sustainable growth

by becoming a“green company”.
Therefore, an Environmental Management
Framework has been developed to reduce
the Company’s carbon footprint and
contribute towards an environmentally
conscious society. The Company's BPR
exercise has contributed directly towards
this objective by identifying duplication
and waste and re-engineering systems to
conserve natural resources.

Work-from-home model

By transitioning all employees to a work-
from-home model, HNBF was able to
significantly reduce its environmental
impacts compared to previous years.

The number of employees travelling to
and from work, was reduced, thereby
reducing fuel consumption and emissions
from travel and overall consumption of
electricity and water at head office and
branches also decreased.

Digitising manual processes

As a financial service institution, HNBF was
required to utilise large volumes of paper
on a daily basis and obtaining approval
signatures required extensive travelling.
The BPR exercise has helped to digitise
and automate exceptionally heavy paper
consuming manual processes, which

has generated significant cost savings
while lightening HNBF's environmental
impact. The Company hopes to transition
all its processes online and create a
paperless work environment in the

near future. By digitising workflows, it

is now not necessary to physically take
documentation between branches

and head office for signatures, thereby
reducing fuel consumption, vehicle
emissions and wastage of valuable staff

time. With the integration of SLIPS and
CEFTS, money transfers can be made
directly to customers'accounts without
having to rely on printed cheques.

Already internal communications

are handled primarily via email and
documentation processes associated
with leasing and lending are being
digitised. A Document Management
System has been introduced to reduce
paper usage by virtually eliminating
the need for photocopies and physical
storage of documents.

HNB FINANCE PLC
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OlD
OlD
‘ . )
Reduction in Printing Fuel consumption
paper consumption costs (Litres - Company
(Units) (LKR Mn.) vehicles only)
1,793 18 5,717
2020/21 2020/21 2020/21
2,139 3 2,697
2019/20 2019/20 2019/20

Green branch programme

The HNBF “Green Branch” programme
was initiated to make its branches more
environment-friendly through a variety of
measures taken to reduce consumption
of natural resources, such as energy

and water, and adopting sustainable
construction practices.

To reduce energy consumption solar
power has been introduced in branches
located in Company-owned buildings,
thereby increasing HNBF's renewable
energy footprint. Furthermore, regular
maintenance of electrical equipment

is undertaken to ensure optimal
operation and reduce the risk of energy

wastage. Finally, branches constructed
on Company-owned premises are
constructed according to globally
accepted best practices for sustainable
construction. Buildings will be designed
to reduce reliance on artificial lighting

by allowing for more natural lighting.
Eco-friendly air conditioning systems
and rooftop solar panels will also form an
integral part of such “green buildings” The
Puttalam and Anuradhapura branches
are the first buildings to be built under
this programme.
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Energy conservation

To contain energy consumption while
expanding its branch network, HNBF has
adopted energy conserving solutions
such as LED lighting in all branches

and electricity reduction targets as

part of monthly KPIs. The Company

also encourages employees through
campaigns to be mindful of their energy
usage patterns and use staircases instead
of elevators whenever possible.

Electricity consumption
(kWh)

1,693,110

2020/21

1,973,585
2019/20

Water consumption

HNBF's water consumption is limited

to the utility purposes of its staff across
the branch network and HNBF does not
pollute water sources. The Company
makes every effort to limit the wastage
of water and promote conservative
consumption wherever possible.

Natural
capital

1 s @)

|

[} 1 (o ) o]
Municipal Water Other Total water
water supplies Board sources consumption
(m3) (m3) (m3) (m3)
0 16,479 17 16,496
2020/21 2020/21 2020/21 2020/21
540 13,705 14,560
2019/20 2019/20 2019/20

Waste management

Waste across the Company's branch
network is segregated and handed to
the local municipal waste disposal unit.
The Head Office monitors daily food
waste and displays this information in the
canteen to encourage employees to be

mindful of minimising their food wastage.

The Company has also placed a strict ban
on polythene. To encourage employees
to cooperate with the ban, the Company
provided employees with reusable metal
lunch containers, thus contributing to
the Company’s commitment to reduce its
usage of non-recyclable materials.

9%
(|

Non-Crumbling
of recrement (polythene)
(kg)

363

2020/21

%

Crumbling of recrement
(paper and cardboards)
(kg)

347

2020/21

(X))

N~/

Food of recrement
(kg)

3,017

2020/21
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Natural
capital

Raising employee awareness

Through its paper saving programmes,
and waste reduction programmes,
HNBF has changed employee behaviour
regarding natural resources and started
to inculcate a conservation mindset.
Employees are now consciously aware
of wastage of natural resources and
unnecessary consumption of paper and
printing. HNBF also provides ongoing
training to instil a green mindset in

its employees and encourages them

to submit ideas that can support

the Company’s efforts to reduce its
carbon footprint.

Responsible lending

As HNBF expands its portfolio of lending
products and activities, the Company
has integrated environmental concerns
into its daily operations via the adoption
of a triple-bottom line approach.
Environmental screening is included

in the SME lending model, which sees
customers being evaluated based on
the availability of valid permits, licenses,
and approvals, thus ensuring that they
are eligible to conduct environmentally
sensitive businesses.

Priorities for the future

The digitisation and automation
drive will continue in the new
financial year, thereby continually
reducing wastage of resources and
enhancing efficiencies contributing
towards lowering the consumption
of electricity, fuel and paper. The
solar energy conversion will also
continue as HNBF expands its branch
network.

HNBF will continue to support
environmental conservation
projects within the communities it
operates, thereby helping to create
a greener environment.

HNB FINANCE PLC
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As much as the Company has a
social responsibility to support the
communities it is a part of and help
the disadvantaged, it also strongly
believes that continued long-term
value creation is dependent on

the proper conservation of natural
resources. Thus HNBF strives to look
for ways to continually minimise its
environmental footprint.
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Reengineering for tomorrow &

Business process re-engineering (BPR) played a crucial role in HNBF’s
performance during the financial year 2020/21, by facilitating direct
and indirect cost savings, coupled with efficiency and productivity

gains. The BPR exercise which was commenced by HNBF in 2018, had
been extended across all operations by 2020/21, thereby expanding

the economic, social and environmental benefits accruing towards the
Company, through a range of BPR initiatives. During the year, regular cost
control meetings were conducted that enabled the Company to achieve
significant savings through the successful implementation of various
targeted cost containment measures across daily operational areas.
The BPR team played the lead role in the cost control meetings by
providing initiatives and strategies for cost savings and improvements.
During the last financial year, with the involvement of the BPR team,
the Company revised the projected budget and amended it accordingly
aiming to save costs. This led to a cost-saving of LKR 379 Mn.,,
compared to the prior year actual expenses.

d & w

BPR Cumulative BPR Total Company savings including savings
earnings earnings via the Cost Control Committee

(LKR Mn.) (LKR Mn.) (LKR Mn.)

2020/21 (as at 31 March 2021) 2020/21

40

2019720

BPR earnings growth

50%

ANVAWNOD IHL
40 MIINYIAO NV

M3IIANTH
FONVINHO4d3d

INIWNOYIANT
ONILVHIdO

T3A0OW SSIANISNG

SISATVNY ANV
NOISSNJdsia

JONVNYIAOD INIWIDVNVIW

S1d40d3d
IVIONVNIL

NOILYIWHOANI
AdVLINIWITddNS

75



AN OVERVIEW OF
THE COMPANY

OPERATING PERFORMANCE
ENVIRONMENT REVIEW

BUSINESS MODEL

GOVERNANCE MANAGEMENT
DISCUSSION
AND ANALYSIS

FINANCIAL
REPORTS

SUPPLEMENTARY
INFORMATION

76

Reengineering
for tomorrow

O

1.

Reducing costs of operations:

The BPR exercise targets each line item of

the Company’s Profit and Loss statement

with specific strategies to control costs.

These strategic cost containment measures
have been operationalised and are reviewed
continuously for improvements and enhanced
gains. In order to reduce costs, strategies

were implemented under each Profit and

Loss line item. These savings were achieved
from cost saving measures targeting the
expenditure categories of administration

and related expenses, fee, commission and
other expenses, document related expenses,
maintenance and related expenses, marketing
and promotional expenses and professional
and related expenses.

Enhancing
employee productivity:

BPR initiatives have been successfully
harnessed towards enhancing employee
productivity across the HNBF Head Office and
branch network, with the objective of human
resource maximisation across the Company.
The BPR team analyses a selected job function
and redesigns the job function to match the
process and to achieve operational excellence.
This is continually monitored to effect further
improvements. While a range of productivity
enhancement measures have been instituted
through changes introduced by the BPR
process, a noteworthy initiative during the
current financial year was the system of direct
account collections, which enabled staff to
utilise time that would have otherwise been
spent on visiting the Company offices, to focus
on business growth related activities.
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Enhancing operational
efficiency:

Enhancing operational efficiencies is a key
component of the BPR exercise and has
been implemented through extensive
and ongoing reviews of all activities of
the Company. The innovative mechanism
was introduced which enabled staff to
deposit collections directly to an account
without physically visiting a branch office,
and strategies to reduce turnaround time,
have significantly boosted efficiency of
operational processes. This strategy was
extremely advantageous for the Company
during the COVID-19 containment
measures as it facilitated uninterrupted
daily operations.

5.

Improving work-life
balance of staff:

Improving the work-life balance of
employees is an aspect of the BPR exercise
which is aimed at reducing stress of
employees while creating a more efficient
work environment. Through the BPR process
timely functioning of all branches was
strictly adhered to, which has contributed
towards improvements in the work-life
balance of staff. Due to the reduction

of duplicate work, branches that had to
work for a considerable number of hours
after closing hours, were able to close on
time. This has made it possible for staff to
allocate more spare time to spend with
their families.

HNB FINANCE PLC
ANNUAL REPORT 2020/21

<

3.

Minimising wastage:

By eliminating duplication, identifying
redundancies and targeting wastage the

BPR exercise has contributed towards the
establishment of a streamlined and more

cost efficient business model. Following the
commencement of the BPR exercise significant
savings have accrued by minimising wastage

in daily resource consumption within the
Company and its branches. The implementation
of systems which have been designed to
reduce unnecessary paper consumption and
unnecessary printing, have contributed towards
major savings on document and stationery
related costs of the Company. These initiatives
have also contributed towards minimising
employee time wastage. The BPR process will
continue to focus on targeting wastage in every
aspect of the HNBF business model, from both a
quantitative and qualitative perspective.

Digital transformation:

BPR contributed as a major stakeholder in the
implementation of digital projects, along with
other teams. Significantly, digitisation activities
not only digitalise manual activities but also
analyse the process and identify areas where
technology initiatives are needed to streamline
and enhance process efficiency.
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Reengineering
for tomorrow

Operational level
improvements introduced

Following a workflow mapping, major
business sectors of micro, leasing,
business loan have been streamlined to
eliminate duplications and to achieve
faster turnaround times.

A separate credit department and

credit administration department

were established to improve business
efficiency through centralised approvals
and administration of credit. This has
contributed directly towards credit
quality improvement during the year, and
containing NPL expansion.

Productivity enhancement
initiatives

Workflow mapping has enabled
optimum staff deployment addressing
redundancies across functions and
minimising the requirement for new
recruitments. Through the workflow
mapping exercise the BPR function has
also developed a list of staff found to be
in excess of actual requirements, or has
spare capacity in branches and Head
Office departments. Therefore, during the
current financial year new recruitments
were minimised, opting instead, for

a replacement and redeployment
strategy, that resulted in savings on
personnel costs.

Digitisation progress

The BPR team worked closely with the

[T Department and Business System
Development Department in order to
identify systems and processes that could
be migrated to digital platforms, how new
technologies can be utilised to reduce
manual work and create a paperless work
environment. During the past two years a
number of digital transformation projects
were successfully implemented, that have
directly contributed towards operational
efficiency enhancements.

BPR plans for the future €-»

Some projects in the pipeline for the
new financial year include:

Continuous efficiency
improvements:

In the new financial year, the
BPR unit will focus on reducing
the turnaround time of loan
products, to reach the targeted
disbursements for each month,
while enhancing the quality

of loans.

Continuous cost savings:

The BPR team evaluates all
strategies of the last year and
cost initiatives and their success,
and carry forward successful
strategies and add new strategies
for future cost saving goals.

Maximise staff productivity:
The back office to front office
staff deployment ratio will be
further improved.

Managing recruitment:
Recruitment will be rationalised
using a minimum staff plan

to achieve the Company's
objectives and profit targets.

Introducing Service Level
Agreements (SLAs):

SLAs will be introduced for
workflow management and
process maps will be revised.
Already 80% of the process
mapping has been completed
and 100% of loan products
process mapping has been
concluded.

Build a lean culture:

Implement a yellow belt system
in 2021 with a 100 member team
for large cost saving projects.
Projects will be evaluated on a
competitive basis and winning
teams will be rewarded.

Expand the Lean Six Sigma
Knowledge Base:

Currently, staff are aware

of the basic Lean Six Sigma
methodology but this will

be expanded further, while
conducting more programmes.

Continue the digital
transformation journey:
Continuously review these
activities to ensure that the
benefits are realised as expected.
Areas for further technology
development will also be
identified in order to minimise
wastage and increase efficiency.

Continuous revisions to
business processes:

All existing process will be
continually revised and changed,
in order to align with industry
expectations and customer
expectations.

Focus on improving quality:
Strategies will be implemented
from every aspect, to improve
quality, while improving the
current efficiency levels. These
would include strategies to
improve quality of documents,
recoveries etc.
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Board of Directors @
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Mr Jonathan Alles
Chairman/
Non-Independent, Non-Executive Director

An experienced banker counting over 34 years in
the industry with experience in both international
and Sri Lankan Banks, within the country and
overseas. Holds an MBA from the University of
Stirling, UK and is an Associate Member of the
Institute of Bankers of Sri Lanka.

Mr Alles is the Chairman of HNB Finance Plc and
Acuity Partners (Pvt) Ltd., Managing. Director/CEO
of HNB PLC and a Director of Lanka Financial
Services Bureau Ltd., Lanka Ventures. PLC,

LVL Energy Fund, Lanka Clear (Pvt) Ltd.,, Sri Lanka
Banks' Association, and Lanka Clear (Pvt) Ltd.
Appointed as the Chairman of Asian Bankers
Association for the period 2018-2021.

Mr Alles is a dynamic Banker and a corporate leader;
he has contributed to HNB's macro development
with the Bank now operating through 253 customer
centres, using cutting edge technological platforms
and enabling a new paradigm in Sri Lanka’s banking
culture. Under his leadership, HNB has received
recognition from numerous international and local
institutions and continues to set new benchmarks
in the Sri Lankan banking industry.

GOVERNANCE

Mr B M D C Prabhath
Managing Director/CEQ, Executive Director

Mr Chaminda Prabhath is qualified in both
finance and marketing, and has experience of over
28 years in the private sector. He holds a Master’s
Degree in Business Administration (Sp. in Finance)
from the University of Southern Queensland,
Australia and he is a Fellow Member of the
Chartered Institute of Management Accountants
[FCMA (UK)]. He is a Member of the Chartered
Institute of Marketing (MCIM) and is also a
Certified Management Accountant of the

Institute of Certified Management Accountants

of Australia (CMA, AUS). He was awarded the

Lean Six Sigma Black Belt (CLSSBB) from

Dr Mikel J Harry Six Sigma Management Institute
Asia. He also holds a Postgraduate Diploma in
Business and Financial Administration from The
Institute of Chartered Accountants of Sri Lanka. He
is an internationally certified microfinance expert
from the Frankfurt School in Germany and also a
winner of the prestigious award “Game Changer
of the Year 2014"from World Consulting and
Research Corporation (WCRC), India, awarded in
recognition of his contribution to the microfinance
industry in Sri Lanka.

Mr Anushka Wijesinha
Independent Non-Executive Director

Anushka Wijesinha is an economist
specialising in trade, competitiveness and
innovation, with experience in Government,
private sector and think tanks. He consults

for international organisations in Sri Lanka,
Myanmar, Pakistan, and Maldives, including
the International Trade Centre (ITC), UNCTAD,
and USAID. Formerly he held a senior position
in the Government of Sri Lanka as Advisor to
the Minister of Development Strategies and
International Trade, where he led initiatives on
trade competitiveness, export diversification,
innovation, and investment promotion.

In the private sector, he serves in a
non-executive capacity on the Boards of
Seylan Bank PLC, Fairfirst Insurance Ltd.,

HNB Finance PLC, Capital Alliance Investments
Ltd., and he chairs the investment
commitment of a high net-worth family
office. Anushka also serves on the Board

of the Sri Lankan chapter of the Global
Entrepreneurship Network.

He has served on the World Economic
Forum's Global Future Council on Innovation
Ecosystems. Until recently he also served on
the Monetary Policy Consultative Committee
of the Central Bank of Sri Lanka.

Anushka holds a Masters in Economics from
the University of Leeds, BSc in Economics from
University College London, and is an alumnus
of the Harvard Kennedy School’s “Leading
Economic Growth” executive programme.

He has worked in South Korea as an Asia
Foundation Development Fellow.

He is passionate about wildlife, travel,
development-oriented photography,
and cycling.
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Board of
Directors

Dr Udan Fernando
Independent Non-Executive Director

Dr Udan Fernando is Head of Colombo
Charter of the Asian Civil Society
Research Network, based in the Asia
Centre, University of Melbourne. Until
March 2020, he was the Executive
Director of Centre for Poverty Analysis
(CEPA), a Colombo-based Think Tank.
He has also held leadership positions
in the Sri Lankan development
organisations and also served as a
Guest Researcher at University of
Amsterdam, Senior Consultant of
Context International, Netherlands.

Dr Fernando, who focuses on areas

of development cooperation and aid
policy, has worked in Sri Lanka, Europe,
East and West Africa, and South East
Asia. Dr Fernando is also a visiting
academic at the Open University of Sri
Lanka. He holds a PhD in International
Development Cooperation from

the University of Amsterdam. His
specialisation at Bachelor's and Master's
level has been Law, Economics,
Management, and Labour Studies.

Mr Hasitha Wijesundara
Independent Non-Executive Director

Mr Hasitha Wijesundara is an International
Consultant in Trade and Private Sector Development.
Currently, he is attached to Deloitte Consulting
Overseas Projects LLC and performs as the Team
Leader - Trade, in the USAID funded Partnership for
Accelerating Results in Trade, National Expenditure
and Revenue (PARTNER) Activity. He counts over a
decade of experience in SME development, policy
matters, micro/ SME finance, trade facilitation,
regulatory issues, social performance management,
and inclusive finance. He holds a Master’s Degree

in Economics from the University of Colombo, a
Bachelor's Degree in Laws, and a Bachelor's Degree
in Science. He also has fellowships with several

local and international professional bodies. He is an
Attorney-at-Law of the Supreme Court of Sri Lanka
since 2009. Mr Wijesundara is an accredited trainer of
microfinance and SME finance certified by reputed
international bodies such as the Frankfurt Schoo