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INITIAL PUBLIC OFFER
THROUGH AN OFFER FOR SALE OF TEN MILLION (10,000,000) ORDINARY VOTING SHARES AT LKR 5.70 PER SHARE
AND
FOR OBTAINING THE LISTING OF TWO HUNDRED AND NINETY EIGHT MILLION TWO HUNDRED THOUSAND (298,200,000)
ORDINARY NON-VOTING SHARES THROUGH AN INTRODUCTION

All resident Applicants should indicate in the Application for Shares, their NIC number or the company registration
number as the case may be, the passport number may be indicated only if the Applicant does not have an NIC
number.

As per the Directive of the Securities and Exchange Commission made under Circular No. 08/2010 dated November
22,2010 and Circular No. 13/2010 issued by the Central Depository System (Private) Limited (CDS) dated November
30, 2010, all Shares transferred must be directly uploaded to the CDS accounts. As such, all Applicants should indicate
their CDS account number in the Application Form. Applicants who do not have a CDS account are advised to open a
valid CDS account prior to submitting the Application, in order to facilitate the uploading of transferred Shares to
their CDS account.

Please note that upon the transfer of Shares under this Offer, the transferred Shares would be credited to the
Applicant’s CDS account so indicated. Please note that SHARE CERTIFICATES WILL NOT BE ISSUED.

In instances where there is a discrepancy between the CDS account details provided in the Application Form and
records held by CDS, the information held in the CDS account will take precedence in order to mitigate risk of
transferring shares to an incorrect party.

Any Application which does not carry a valid CDS account number or indicates a number of a CDS account which is
not opened at the time of the closure of the subscription list or which indicates an inaccurate/incorrect CDS account
number, shall be rejected and no transfer will be made.

You can open a CDS account through any member/trading member of the Colombo Stock Exchange (CSE) as set out
in Annex E or through any Custodian Banks as set out in Annex F of this Prospectus and Introductory Document.

Related Party Transactions

We hereby declare that Acuity Partners (Private) Limited who acts as the Financial Advisor and Manager to the Offer and
HNB Finance Limited are related parties and have common Directors on the said entities’ Boards. Nevertheless, there is
no conflict of interest arising between the said parties as all transactions are carried out at arm’s length.

The delivery of this Prospectus and Introductory Document shall not under any circumstance constitute a representation
or create any implication or suggestion that there has been no material change in the affairs of the Company since the
date of this Prospectus and Introductory Document. However, if there are any material changes in the affairs of the
Company from the date of this Prospectus and Introductory Document, till the Company’s Shares are listed; such material
changes will be duly disclosed.

If you are in doubt regarding the contents of this document or if you require any advice in this regard, you should consult
your Stockbroker, Bank Manager, Lawyer or any other professional advisor.

This Prospectus and Introductory Document is dated January 30, 2020



The Colombo Stock Exchange (“CSE”) has taken reasonable care to ensure full and fair disclosure of the
information in this Prospectus and Introductory Document. However, the CSE assumes no responsibility
for the accuracy of the statements made, opinions expressed, or reports included in the Prospectus and
Introductory Document. Moreover, the CSE does not regulate the pricing of the shares, which is decided
solely by the Company/Issuer.

This Prospectus and Introductory Document has been prepared from information provided by HNB Finance
Limited (hereinafter referred to as “HNB Finance”, “HNBF” or “Company”) and its Directors and/or from
publicly available sources. The Company and its Directors having made all reasonable inquiries, confirm that
to the best of their knowledge and belief, the information contained herein is true and correct in all material
respects and that there are no other material facts, the omission of which would make any statement herein
misleading.

Where representations regarding the future performance of the Company have been given in this
Prospectus and Introductory Document, such representations have been made after due and careful
enquiry of the information available to the Company and making assumptions that are considered to be
reasonable at the present point in time in their best judgment.

The Company accepts responsibility for the information contained in this Prospectus and Introductory
Document. While the Company has taken reasonable care to ensure full and fair disclosure of information,
prospective applicants are advised to carefully read this Prospectus and Introductory Document and rely
on their own examination and assessment of the Company including the risks involved prior to making any

investment decision.

No person is authorized to give any information or make any representation not contained in this
Prospectus and Introductory Document and if given or made, any such information or representation must
not be relied upon as having been authorized by the Company.

A waiver has been granted by the CSE through their letter dated November 18, 2019 on the CSE Listing Rule
2.5 (d) & (e) i. e. copies of the Introductory Document shall be made available to the member firms and
trading members of the CSE within twenty (20) market days of receiving approval from the CSE and the
entity shall submit to the CSE a ‘Declaration’ as set out in Appendix 2D of the Listing Rules on the market
day immediately following the day on which the Introductory Document was made available to the member
firms and trading members of the CSE. The said waiver was granted by the CSE after considering the fact
that the applicant entity is seeking approvals from the CSE for an Initial Public Offering of its Ordinary Voting
Shares and for an Introduction of its Ordinary Non-Voting Shares simultaneously via a single document i.e.
“Prospectus and Introductory Document”. Furthermore, the Company shall comply with the timelines set
out under Rule 2.4 of the CSE Listing Rules.




REGISTRATION OF THE PROSPECTUS AND INTRODUCTORY DOCUMENT

A copy of this Prospectus and Introductory Document has been delivered to the Registrar General of
Companies in Sri Lanka for registration in accordance with the provisions contained in the Companies Act
No. 07 of 2007.

The following documents were also attached to the copy of the Prospectus and Introductory Document
delivered to the Registrar General of Companies.

= The written consent of the Financial Advisor and Manager to the Offer and Listing through
Introduction
The Financial Advisor and Manager to the Offer and Listing through Introduction have given and have
not before the delivery of a copy of the Prospectus and Introductory Document for registration
withdrawn their written consent for the inclusion of their name as Manager to the Offer and Listing
through Introduction and for the inclusion of their statements/declarations in the form in which it is
included in the Prospectus and Introductory Document.

=  The written consent of the Registrars to the Offer and Listing through Introduction
The Registrars to the Offer and Listing through Introduction have given and have not before the
delivery of a copy of the Prospectus and Introductory Document for registration withdrawn their
written consent for the inclusion of their name as Registrars to the Offer and Listing through
Introduction in the Prospectus and Introductory Document.

=  The written consent of the Company Secretary
The Company Secretary has given and have not before the delivery of a copy of the Prospectus and
Introductory Document for registration withdrawn their written consent for the inclusion of their
name as Company Secretary in the Prospectus and Introductory Document.

=  The written consent of the Auditors and Reporting Accountants to the Company
The Auditors and Reporting Accountants to the Company have given and have not before the delivery
of a copy of the Prospectus and Introductory Document for registration withdrawn their written
consent for the inclusion of their name as Auditors and Reporting Accountants to the Company and
for the inclusion of their report/statements in the form and context in which it is included in the
Prospectus and Introductory Document.

=  The written consent of the Lawyers to the Offer and Listing through Introduction
The Lawyers to the Offer and Listing through Introduction have given and have not before the delivery
of a copy of the Prospectus and Introductory Document for registration withdrawn their written
consent for the inclusion of their name as Lawyers to the Offer and Listing through Introduction in the
Prospectus and Introductory Document.

=  The written consent of the Bankers to the Offer
The Bankers to the Offer have given and have not before the delivery of a copy of the Prospectus and
Introductory Document for registration withdrawn their written consent for the inclusion of their
names as Bankers to the Offer in the Prospectus and Introductory Document.



=  The written consent of the Independent Valuers to the Offer and Listing through Introduction

The Independent Valuers to the Offer and Listing through Introduction have given and have not before
the delivery of a copy of the Prospectus and Introductory Document for registration withdrawn their
written consent for the inclusion of their name as the Independent Valuers to the Offer and Listing
through Introduction in the Prospectus and Introductory Document.

=  Adeclaration made by each of the Directors of the Company in terms of the Companies Act No. 07 of
2007 confirming that each of them have read the provisions of the Companies Act and the CSE Listing
Rules relating to the issue of the Prospectus and Introductory Document and that those provisions
have been complied with.

Registration of the Prospectus and Introductory Document in Jurisdictions Outside of Sri Lanka

This Prospectus and Introductory Document has not been registered with any authority outside of Sri
Lanka. Non-resident applicants may be affected by the laws of the jurisdictions of their residence. Such
applicants are responsible for complying with the laws relevant to the country of residence and the laws
of Sri Lanka, when making the investment.

Representation

No person is authorized to give any information or make any representation not contained in this
Prospectus and Introductory Document and if given or made, any such information or representation must
not be relied upon as having been authorized by the Company.

Forward Looking Statements

Any statements included in this Prospectus and Introductory Document that are not statements of
historical fact constitute “Forward Looking Statements”. These can be identified by the use of forward-
looking terms such as “expect”, “anticipate”, “intend”, “may”, “plan to”, “believe”, “could” and other
similar terms or variations of such terms. However, these words are not the exclusive means of identifying
Forward Looking Statements. As such, all statements pertaining to expected financial position, business

strategy, plans and prospects of the Company are classified as Forward-Looking Statements.

Such Forward Looking Statements involve known and unknown risks, uncertainties and other factors
including but not limited to regulatory changes in the sectors in which the Company operates and its ability
to respond to them, the Company’s ability to successfully adapt to technological changes, exposure to
market risks, general economic and fiscal policies of Sri Lanka, inflationary pressures, the performance of
financial markets both globally and locally, changes in domestic and foreign laws, regulation of taxes and
changes in competition in the industry; and further uncertainties that may or may not be in the control of
the Company.

Such factors may cause actual results, performance and achievements to materially differ from any future
results; and changes to performance or achievements expressed or implied by Forward Looking
Statements contained herein. Forward Looking Statements are also based on numerous assumptions
regarding the Company’s present and future business strategies and the environment in which the
Company will operate in the future.



Given the risks and uncertainties that may cause the Company’s actual future results, performance or
achievements to materially differ from that expected, expressed or implied by Forward Looking
Statements in this Prospectus and Introductory Document, applicants are advised not to place sole reliance
on such statements.

Investment Considerations

It is important that this Prospectus and Introductory Document is read carefully prior to making an
investment decision. For information concerning certain risk factors, which should be considered by
prospective applicants, see “Investment Considerations and Associated Risk Factors” in Section 11 of this
Prospectus and Introductory Document.

Presentation of Currency Information and Other Numerical Data

The financial statements of the Company and currency values of economic data or industry data in a local
context will be expressed in Sri Lanka Rupees. References in the Prospectus and Introductory Document
to “LKR”, “Rupees”, and “Rs.” are references to the lawful currency of Sri Lanka. Reference to “USD” is
with reference to United States Dollars, the official currency of the United States of America.

Certain numerical figures in the Prospectus and Introductory Document have been subject to rounding
adjustments; accordingly, numerical figures shown as totals in certain tables may not be an arithmetic
aggregation of the figures that precede them.

Presentation of Macroeconomic and Industry Data

Economic and industry data used throughout this Prospectus and Introductory Document are derived from
the Central Bank of Sri Lanka and various other industry data sources, which the Company believes to be
reliable, but the accuracy and completeness of that information is not guaranteed. Similarly, industry
surveys and other publications, while believed to be reliable, have not been independently verified and
neither the Company nor the Managers to the Offer make any representation as to the accuracy of such
information.
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SALIENT FEATURES OF THE OFFER FOR SALE AT A GLANCE

Company

Number and Type of Securities to be
Offered

Share Offer Price

Selling Shareholder

Minimum Subscription per Application

Offer Opening Date

Offer Closing Date

Consideration to be Received by the
Selling Shareholders through the Offer
for Sale

Basis of Transfer

CSE Listing

HNB Finance Limited

10,000,000 existing Ordinary Voting Shares of the Company

LKR 5.70 per Ordinary Voting Share

Prime Lands (Private) Limited holds 562,391, 533 Ordinary Voting
Shares of the Company as at the date of this Prospectus and
Introductory Document (January 30, 2020) which represents 39.57%
of the total Ordinary Voting Shares of the Company

Refer Section 3.2 of this Prospectus and Introductory Document for
further details on the Selling Shareholder

Minimum subscription per Application is 1,000 Shares (LKR 5,700).
Applications exceeding the minimum subscription should be in
multiples of 100 Shares

Each successful Application shall receive the minimum subscription
February 17, 2020

March 06, 2020 or such earlier date on which the Offer of
10,000,000 Existing Ordinary Voting Shares is oversubscribed

Refer Section 3.11 of this Prospectus and Introductory Document for
further details on the Closure Date

LKR 57,000,000.00

As described in Section 4.7 of this Prospectus and Introductory
Document

To be listed on the Diri Savi Board of the CSE subject to compliance
with the CSE Listing Rules and SEC Directives (as applicable)
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SALIENT FEATURES OF THE LISTING THROUGH INTRODUCTION AT A GLANCE

Company HNB Finance Limited

Number and Type of Securities to be

Listing of 298,200,000 Ordinary Non-Voting Shares of the Compan
Listed through Introduction & y 8 pany

Reference Price LKR 4.20 per Ordinary Non-Voting Share
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DEFINITIONS/INTERPRETATIONS

The following definitions/interpretations apply throughout this Prospectus and Introductory Document, unless the
context otherwise requires:

“Applicant/s”

“Application Form”, “Application”

“Articles of Association”

“Auditors and Reporting Accountants
to the Company”

“AWPLR”

“Bp”
“CAGR”

“CAR”

“CBSL”

“CDS”
“Companies Act”
“CSE”
“Directors”

llEPS"
IIESc"
“Float Adjusted Market Capitalisation”

[y FYII

IIGDP"
“Introduction”

llI MFII
III PO"

”KM P"
“Offering”, “Offer”, “Offer for Sale”

“Offer Closing Date”, “Closure Date”

Any person who submits an Application Form under this Prospectus
and Introductory Document

The Application Form that constitutes part of this Prospectus and
Introductory Document through which Applicants may apply for the
Shares on Offer

Articles of Association of HNB Finance Limited

Ernst & Young

Last quoted Average Weighted Prime Lending Rate published by the
Central Bank of Sri Lanka

Billion

Compounded Annual Growth Rate

Capital Adequacy Ratio

Central Bank of Sri Lanka

Central Depository Systems (Private) Limited

Companies Act No. 07 of 2007

Colombo Stock Exchange

The Directors for the time being of the Company, unless otherwise
stated

Earnings Per Share

Economic Service Charge

Public holding percentage of the Company multiplied by the market
capitalization of the Company

Financial Year

Gross Domestic Product

The listing of Two Hundred and Ninety Eight Million Two Hundred
Thousand (298,200,000) of Existing Ordinary Non-Voting Shares of
the Company on the CSE without the requirement of an Initial Public
Offering

International Monetary Fund

Initial Public Offering through an Offer for Sale of Ten Million
(10,000,000) existing Ordinary Voting Shares of the Company at LKR
5.70 per share

Key Management Personnel

An invitation to the public by the Company to subscribe to the Initial
Public Offering through an Offer for Sale of Ten Million (10,000,000)
Ordinary Voting Shares to be offered at a Share Offer Price of LKR 5.70
per share by the Selling Shareholder

The date of closure of the subscription list as set out in Section 3.11
of this Prospectus and Introductory Document

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



“LCB”

“LSB”

“LFC”

“Lmc”

“LKR”, “Rs.”, “Rupees”
“Local Time”
“Non-Voting Shares”, “Existing Non-
Voting Shares”
“Market Day”

“MCR”

“MFI”

“Mn”

“NAV”

“NBT”

“NBFI”

“Offered Shares”

”NIC"
llNIM"
“Opening Date”, “Offer Opening Date"

“Issued and Paid up Ordinary Shares”,

“Ordinary Voting Shares”, “Existing
Ordinary Voting Shares”

“Ordinary Non-Voting Shares”, “Non-
Voting Shares”,

“Offer for Sale”

“p/E”
“HNBF”, “HNB Finance”, “the
Company”

“POA”

“Prospectus and Introductory
Document”

“Reference Price”

llROAII
IIROE”

Licensed Commercial Bank

Licensed Specialized Bank

Licensed Finance Company

Licensed Microfinance Company

Sri Lankan Rupees

Sri Lanka Time

Ordinary shares of the Company, without the voting rights at the
meetings of the Company

Any day on which the CSE is open for trading

Minimum Capital Requirement

Microfinance Institution

Million

Net Asset Value

Nation Building Tax

Non-Banking Finance Institution

Ten Million (10,000,000) Existing Ordinary Voting Shares offered to
the public at the Share Offer Price, by the Selling Shareholder
National Identity Card

Net Interest Margin

The date of opening of the subscription list as set out in Section 3.11
of this Prospectus and Introductory Document

Ordinary shares of the Company, with the right to one vote on a poll
at a meeting of the Company on any resolution, the right to an equal
share in dividends paid by the Company and the right to an equal
share in the distribution of the surplus assets of the Company in
liquidation

Ordinary Non-Voting Shares of the Company, rank pari passu in
respect of all rights with the Ordinary Voting Shares of the Company
except voting rights on a poll at a meeting of the Company on any
resolution

An invitation to the public by the Company for and on behalf of the
Selling Shareholders to purchase existing Ordinary Shares of the
Company held by the Selling Shareholder, in terms of Section 3.2 of
this Prospectus and Introductory Document

Price Earnings Ratio

HNB Finance Limited

Power of Attorney

This Prospectus and Introductory Document dated January 30, 2020
issued by the Company

Price of the Ordinary Non-Voting Shares to be used as the opening
price for trading on the first day of trading

Reference price of LKR 4.20 per Ordinary Non-Voting Share

Return on Assets

Return on Equity
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“Shares”
IISEc"
“Selling Shareholder”

“Share Offer Price”

“SLAS”, “SLFRS”

“sLc”

“SME”

“Stated Capital”

“SSE”

“The Board”, “The Board of Directors”
ayK”

“USA”, “United States”
“Usp”

“VAT”

“WHT”

Ordinary Voting and Ordinary Non-Voting Shares

Securities and Exchange Commission of Sri Lanka

Shareholders of the Company offering existing Ordinary Shares of the
Company as morefully described in Section 3.2, to facilitate a listing
of Shares of the Company on the CSE

The price at which the Existing Ordinary Voting Shares will be offered
to the public, as detailed in this Prospectus and Introductory
Document

Share Offer price of LKR 5.70 per Ordinary Voting Share

Sri Lanka Accounting Standards

Specialized Leasing Companies

Small and Medium Enterprise

The Stated Capital of HNB Finance Limited

Small Scale Enterprise

The Board of Directors of HNB Finance Limited

United Kingdom

The United States of America

United States Dollars

Value Added Tax

Withholding Tax
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1.0 CORPORATE INFORMATION

Company

Registered Office

Date, Place and Authority of
Incorporation

Company Registration Number
(as a Public Company)

Company Secretary

Auditors and Reporting Accountants to
the Company

Board of Directors

HNB Finance Limited

168, Nawala Road

Nugegoda, Sri Lanka
Tel: 494 11 2206406
Fax: +94 11 2206436

A Limited Liability Company Incorporated in Sri Lanka on December 20,
1999 under the Companies Act No. 17 of 1982 and re-registered on May
5, 2009 under the Companies Act No. 07 of 2007

The Company is a Licensed Finance Company, licensed by the Monetary
Board of the Central Bank of Sri Lanka under the Finance Business Act
No. 42 of 2011 and is also registered under the Finance Leasing Act No.
56 of 2000. The Company is an Approved Credit Agency under the
Mortgage Act No. 06 of 1949 and Trust Receipt Ordinance No. 12 of
1947

PBS 965

S S P Corporate Services (Private) Limited
101, Inner Flower Road,

Colombo 03, Sri Lanka

Tel: +94 11 2573894/+94 11 2576871
Fax: +94 11 2573609

Messrs, Ernst & Young (Chartered Accountants)
201, De Saram Place

Colombo 10, Sri Lanka

Tel: +94 11 2463500

Fax: +94 11 2697369

Mr. A. J. Alles — Chairman/Non-Independent Non-
Executive Director

Mr. B. Premalal — Deputy Chairman/Non-Independent Non-
Executive Director

Mr. B. M. D. C. Prabhath — Managing Director/Chief Executive Officer

Dr. S. U. H. Fernando — Independent Non-Executive Director
Mr. A. S. Wijesinha - Independent Non-Executive Director
Mr. P. A. H. D. — Independent Non-Executive Director
Wijesundara

Mr. A. G. R. Dissanayake — Non-Independent Non-Executive Director

Mr. M. Perera — Non-Independent Non-Executive Director
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2.0 RELEVANT PARTIES TO THE OFFER

Financial Advisor and Manager to the Acuity Partners (Private) Limited
Offer and Listing through Introduction 53, Dharmapala Mawatha
Colombo 03, Sri Lanka
Tel: +94 11 2206206
Fax: +94 11 2437149

Lawyers to the Offer and Listing Nithya Partners (Attorneys - at - Law)
through Introduction 97A, Galle Road
Colombo 03

Tel: +94 11 4712625 / 28
Fax: +94 11 2328817

Auditors and Reporting Accountants to Messrs. Ernst & Young (Chartered Accountants)
the Offer and Listing through 201, De Saram Place
Introduction Colombo 10, Sri Lanka

Tel: +94 11 2463500

Fax: +94 11 2697369

Registrars to the Offer and Listing SS P Corporate Services (Private) Limited
through Introduction 101, Inner Flower Road
Colombo 03, Sri Lanka
Tel: +94 11 2573894 / +94 11 2576871
Fax: +94 11 2573609

Bankers to the Offer Hatton National Bank PLC
479, T B Jayah Mawatha
Colombo 10, Sri Lanka
Tel: +94 11 2394250-2
Fax: +94 11 2394353

Independent Valuer to the Offer and Nexia Management Services (Private) Limited
Listing through Introduction 22/4, Vijaya Kumarathunga Mawatha
Colombo 05, Sri Lanka
Tel: +94 11 2513420-22
Fax: +94 11 4512404
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3.0 DETAILS OF THE OFFERING

3.1

3.2

33

The Offering

The Offer contemplated herein shall constitute an invitation made to the general public to purchase Ten
Million (10,000,000) existing Ordinary Voting Shares through an Offer for Sale. The Offered Shares amount
to approximately 0.70% of the Issued Voting Shares of the Company.

The Introductory Listing

The Introductory Listing contemplated herein will be for the purpose of obtaining a listing on the Diri Savi
Board of the Colombo Stock Exchange for Two Hundred and Ninety Eight Million Two Hundred Thousand
(298,200,000) Ordinary Non-Voting Shares of HNBF constituting 100% of the Issued Ordinary Non-Voting
Shares of the Company.

Pursuant to the Offer for Sale of Ordinary Voting Shares and Introduction of Ordinary Non-Voting Shares of
the Company, all such Shares will be listed on the Diri Savi Board of the CSE subject to compliance with the
CSE Listing Rules and SEC Directives (as applicable).

Selling Shareholder
The shareholder mentioned below is offering for sale, Ten Million (10,000,000) Ordinary Voting Shares
amounting to 0.70% of the Ordinary Voting Shares in order to facilitate the listing of the Ordinary Voting

Shares of the Company on the CSE.

TABLE 3.1 - DIVESTITURE OF EXISTING ORDINARY VOTING SHARES

Selling Shareholder No. of Shares  Consideration Nature of the Date of
Offered paid per share Shares Acquisition
Prime Lands (Private) Limited 10,000,000 LKR 0.50 Ordinary Voting June 29, 2011

The above listed Selling Shareholder has complied with Rule 2.1.1(e)(i) of the CSE Listing Rules.

The Selling Shareholders will own 38.86% of the total number of Ordinary Voting Shares of the Company,
post IPO.

Nature of the Existing Ordinary Voting Shares on Offer and Ordinary Non-Voting Shares being Listed
through an Introduction

From the date of completion of the transfer of the Ordinary Voting Shares to the Applicant/s, such Shares
shall rank pari passu, in all respects with the existing other Ordinary Voting Shares allotted in terms of this
Prospectus and Introductory Document and such a Share shall confer on the holder thereof the right to one
vote on a poll at a meeting of the Company on any resolution, the right to an equal share in any dividend
that may be paid by the Company and the right to an equal share in the distribution of the surplus assets of
the Company in a liquidation.
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From the date of completion of the listing of Ordinary Non-Voting Shares in Diri Savi Board of the CSE, other
than for voting rights, such Ordinary Non-Voting Shares rank equal or pari passu with the Ordinary Voting
Shares of the Company, equal in rights including the right to participate in any dividend declared to Ordinary
Shareholders by the Company and the right to an equal share in the distribution of the surplus assets of the
Company in the event of liquidation.

The Ordinary Non-Voting Shares of the Company were issued by the Company in 2011 under a restructure
of deposits and borrowings held by the Company. Specifically, following the financial crisis in 2009-2010 and
the inability of the Company to meet its repayment obligations on deposits and borrowings, the Company
converted the funds of depositors and debt holders held by it into Ordinary Non-Voting Shares under a series
of Directions issued by the Central Bank of Sri Lanka via letters dated January 07, 2011, June 06, 2011 and
June 29, 2011. Accordingly, 298,200,000 Ordinary Non-Voting Shares of the Company were issued on the
basis of one Ordinary Non-Voting Share for each 10 rupees of deposits and borrowings. No consent or
approval were obtained by the Company from depositors and debt holders when converting such deposits
and borrowings into Ordinary Non-Voting Shares.

TABLE 3.2 — CONVERSION OF DEPOSITS AND BORROWINGS INTO ORDINARY NON-VOTING SHARES

Depositor/ debt Category of Liability value as at Conversion ratio  Ordinary Non-Voting
holder the liability January 07, 2011 Shares issued
Seylan Bank PLC Preference LKR 1,000,000,000 One Ordinary 100,000,000
Shares Non-Voting Share
to 10 rupees
worth of
Preference Shares
Seylan Bank PLC Debentures LKR 1,060,000,000 One Ordinary 106,000,000
converted Non-Voting Share
into to 10 rupees
Preference worth of
Shares Preference Shares
Seylan Bank PLC Interest LKR 272,000,000 One Ordinary 27,200,000
due Non-Voting Share
to 10 rupees of
interest due
Depositors Savings LKR 650,000,000 One Ordinary 65,000,000
deposits Non-Voting share
to 10 rupees
worth of savings
deposits
Total LKR 2,982,000,000 298,200,000

The above deposits and borrowings (totalling to LKR 2,982,000,000) which were subsequently converted
to Ordinary Non-Voting Shares did not represent the total number of deposits and borrowings of the
Company as at the date of the initial restructure Direction issued by the Central Bank of Sri Lanka (i.e.
January 07, 2011).

However, accurate contact details of the beneficiaries of 65,000,000 Ordinary Non-Voting Shares were not
available with the Company at the time of the said conversion and thereby such 65,000,000 Ordinary Non-
Voting Shares were held in a trust named the “Prime Grameen Class A Non-Voting Share Trust” pending
identification of contact details of the persons entitled to the respective shares. Thereafter the Company
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made various efforts time to time in order to locate the beneficiaries of such shares held in the Prime
Grameen Class A Non-Voting Share Trust. As a result, beneficiaries of 37,772,148 Ordinary Non-Voting Shares
were located and such shares were bought back by Prime Lands (Private) Limited from the said identified
beneficiaries.

Remaining 27,227,852 Ordinary Non-Voting Shares were continuously held in the Prime Grameen Class A
Non-Voting Share Trust pending identification of contact details of beneficiaries. Furthermore, since the said
Prime Grameen Class A Non-Voting Share Trust was not an incorporated company or corporation thereby
not being permitted to open a CDS account, since the rules of the Central Depository System allows only
body corporate or a natural person to open a CDS account, the Board of Directors of the Company, with the
consent of the Central Bank of Sri Lanka has dissolved the Trust and transferred the aforesaid Ordinary Non-
Voting Shares to a limited liability company named “Wealth Guard (Private) Limited” which will act as single
purpose vehicle to hold the said Ordinary Non-Voting Shares on behalf of the persons who are entitled to
the said Ordinary Non-Voting Shares until they are contacted and the Ordinary Non-Voting Shares
transferred to them in due course. As per the Article 16 of the Articles of Association of Wealth Guard
(Private) limited, Wealth Guard (Private) Limited shall make every endeavour to locate the beneficiaries and
establish their respective entitlement to Non-Voting Shares. Upon the satisfactory establishment of such
respective rights to, at the discretion of the Non-Voting Shareholder, Wealth Guard (Private) Limited should
either;

i.  Facilitate the transfer of such respective entitlements to the beneficiaries as per the terms of the
Trust Deed between Prime Grameen Micro Finance Limited, and subject to the receipt of relevant
approval (as applicable); or

ii. Dispose of the amount of Ordinary Non-Voting Shares that such beneficiaries on the Colombo Stock
Exchange and pay such amount received as sales proceeds to the beneficiary

The sole objective of Wealth Guard (Private) Limited is to hold the Ordinary Non-Voting Shares and HNB
Finance Limited facilitates & guides Wealth Guard (Private) Limited in the process of establishing the
respective rights of such beneficiaries. Therefore, such beneficiaries should contact HNB Finance Limited in
this regard. For establishment of rights of the beneficiaries, the index of details of such beneficiaries
maintained by Prime Grameen Micro Finance Limited will be utilized, with the National Identity Card to verify
the details.

Even though the deposits and borrowings were converted on the basis of one Ordinary Non-Voting Share for
each 10 rupees of deposits and borrowings, the value of such converted shares post listing would vary
depending on the Company’s future performances and prevailing market conditions at the time of disposal
of such shares by a particular Shareholder.

TABLE 3.3 — INFORMATION PERTAINING TO WEALTH GUARD (PRIVATE) LIMITED

Wealth Guard (Private) Limited

Date of Incorporation July 10, 2019
. Withanage Susira Priyalal Arangala
Names of Directors
Salpadoruge Alex Ruwan Fernando
Names of the Shareholder Bamunuachchi Mangedarage Don Chaminda Prabath
Date of transfer of Ordinary Non-Voting Shares  August 27, 2019

to Wealth Guard (Private) Limited
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3.4

3.5

As per the Article 35 of the Articles of Association of
Wealth Guard (Private) Limited, Wealth Guard (Private)
Limited may not wound up unless and until all of the
Ordinary Non-Voting Shares have been transferred to
Consequent to the transfer of all Ordinary Non- the beneficiaries unless with the prior written approval
Voting shares, the status of the Company (i. e.  of Monetary Board of the Central Bank of Sri Lanka. Any
Wealth Guard (Private) Limited) winding up shall only be permitted or approved if
arrangements which are satisfactory to the Monetary
Board are made deal with the treatment of the
Ordinary Non-Voting Shares in the interests of the
beneficiaries
As per the Article 16 of the Articles of Association of
Wealth Guard (Private) Limited, Ordinary Non-Voting
Free transferability of Shares held under Wealth Shares held under Wealth Guard (Private) Limited are
Guard (Private) Limited freely transferable upon satisfactory establishment of
beneficiaries and their respective rights to the Nov-
Voting Shares

Size of the Offering
If fully subscribed, the Selling Shareholder shall receive a total of Rupees Fifty Seven Million (LKR 57,000,000).
Share Offer Price and Reference Price

The Share Offer Price for Ordinary Voting Shares will be Sri Lankan Rupees Five and Seventy Cents (LKR 5.70)
per share. The Share Offer Price was determined by the Selling Shareholder based on the Independent
Valuation Report provided by Nexia Management Services (Private) Limited.

The Reference Price for Ordinary Non-Voting Shares will be Sri Lankan Rupees Four and Twenty Cents (LKR
4.20) per share. The Board of Directors of HNBF is of the opinion that the Reference Price of the Ordinary
Non-Voting Shares is fair and reasonable to the Company and to all existing shareholders of the Company.
The Reference Price was determined by the Company in consultation with Nexia Management Services
(Private) Limited.

In relation to the CSE Listing Rule 3.1.4(c), the Valuer declared that the Valuer is neither a related party of
the applicant entity as defined in Sri Lanka Accounting Standards nor has a significant interest or financial
connection with the applicant entity and/ or the group; the Valuer is a member of good standing in a
professional association relevant to the valuation assignment undertaken and has the necessary skills and
resources available at his disposal to arrive at a competent independent opinion in determining the fair value
of Ordinary Voting and Ordinary Non-Voting Shares of the Company and the Valuer has made all the inquiries
that he believes are desirable and appropriate in order to arrive at a competent independent opinion.
Further the party prepared the Valuation possesses the requisite expertise to prepare valuation reports of
this nature relating to a company to be quoted under Financials Sector of the Colombo Stock Exchange.
Moreover, the qualifications and experience of the Independent Valuer can be found in Annexure D.
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The net asset value of the equity share was LKR 2.69 as at March 31, 2019, and the Ordinary Voting Share
Offer Price is 2.12 times the net asset value and the Ordinary Non-Voting Share Reference Price is 1.56 times
the net asset value.

Ordinary Non-Voting Shares of the Company will start trading at LKR 4.20 per share immediately after the
listing of such shares in the Diri Savi Board of the CSE even though the conversion of deposits and
borrowings in to Ordinary Non-Voting Shares were done at a ratio of one Ordinary Non-Voting Share for
each 10 rupees of deposits and borrowings (effectively, LKR 10 per share) in 2011 under a scheme
mandated by the Central Bank of Sri Lanka.

Applicants should read the following summary with the risk factors included under Section 11 of this
Prospectus and Introductory Document and the details of the Company and its financial statements included
in this Prospectus and Introductory Document.

3.5.1 Quantitative Factors

The following quantitative aspects were also taken into consideration;

TABLE 3.4 - EARNINGS PER SHARE (EPS) AND RETURN ON EQuITY (ROE)

Basic Earnings per

For the Period Ended Share (LKR)* Return on Equity**
March 31, 2017 — Audited 0.62 31.23%
March 31, 2018 — Audited 0.59 24.50%
March 31, 2019 — Audited 0.48 17.94%
Average EPS 0.56 24.56%
September 30,2019 - Using 06 Months Earnings 0.18 6.39%

- Using Annualized Earnings 0.36 12.50%***

* Earnings Per Share = Net profit attributable to equity shareholders/Weighted average number of equity shares
outstanding during the year or period

** Return on Equity=Net profit after tax/ Net assets as at the end of the year or period

*** Annualized ROE has been calculated by using the net asset value as at September 30, 2019

Price Earnings Ratio (P/E)

The P/E in relation to the Ordinary Voting Share Offer Price of LKR 5.70 and the Ordinary Non-Voting Share

Reference Price of LKR 4.20 are:

a) Based on the basic EPS of LKR 0.48 for the FY ended March 31, 2019, the P/E is 11.88 and 8.75
respectively.

b) Based on the average EPS of LKR 0.56 for the last three (03) financial years, the P/E is 10.18 and 7.50
respectively.

c) Based on the basic EPS of LKR 0.18 for the six (06) months ended September 30, 2019, the P/E is 31.67
and 23.33 respectively.
Based on the annualised basic EPS of LKR 0.36 based on the earnings for the six (06) months ended
September 30, 2019, the P/E is 15.83 and 11.66 respectively.

d) The P/E range of the industry peers is as given below;
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As at December 23, 2019 Name of the Peer Company P/E*

Highest Mercantile Investments and Finance PLC 17.06
Lowest Citizen Development Business Finance PLC 2.54
Industry Composite** 6.14
Source — Colombo Stock Exchange Sector Classification — Banking, Finance and Insurance

*P/E ratios have been calculated by using closing share prices as at December 23, 2019 except for
Mercantile Investments and Finance PLC for which the share price as at June 24, 2019 has been used
(last traded date of shares of Mercantile Investments and Finance PLC) and Earnings Per Share for the
year ended March 31, 20189.

**Industry Composite P/E ratio has been calculated by averaging out the P/E ratios of selected peers
listed in the table under the below heading of “Peer Entity Accounting Ratios”.

Net Asset Value (NAV)

The Net Asset Value per share was;

a) LKR 2.69, based on the financial statements as at March 31, 2019

b) LKR 2.88, based on the interim financial statements for the six (06) months ended September 30, 2019

c¢) LKR 2.88, based on the Post Offer and Introductory Listing number of shares and interim financial
statements for the six (06) months ended September 30, 2019

Peer Entity Accounting Ratios

A peer company comparison of the quantitative factors discussed above using market data as at December
23, 2019 (except for Mercantile Investments and Finance PLC)* and the audited financial statements for the
12 months period ended March 31, 2019 is provided below;

Net Asset

Peer Company Value per E:;ZL?:E’:; P/E Ret:;nu;:r;
Share (LKR)
Vallibel Finance PLC 92.94 20.37 3.56 21.92%
Alliance Finance Company PLC 135.00 9.61 5.21 7.12%
Arpico Finance PLC 205.32 50.10 3.09 24.40%
Asia Asset Finance PLC 18.18 0.94 9.04 5.17%
Citizen Development Business Finance PLC 162.50 33.11 2.54 20.38%
Commercial Credit and Finance PLC 40.30 8.28 3.62 20.54%
Mercantile Investments and Finance PLC* 2885.00 152.39 17.06 5.28%
Nation Lanka Finance PLC 1.43 0.24 5.00 16.78%
Source — Colombo Stock Exchange Sector Classification — Banking, Finance and Insurance

*P/E ratio for Mercantile Investments and Finance PLC has been calculated by using the share price of
Mercantile Investments and Finance PLC as at June 24, 2019 (last traded date of the shares of Mercantile
Investments and Finance PLC) and the Earnings Per Share of Mercantile Investments and Finance PLC for the
12 months period ended March 31, 2019.

3.5.2 Qualitative Factors

The following qualitative factors were considered by the Company when arriving at the Share Offer Price and
the Reference Price.
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3.6

3.7

= HNBF is backed by Hatton National Bank PLC and Prime Lands (Private) Limited which are its two largest
shareholders.

= The proven track record of the management of HNBF in the Non-Banking Financial sector in Sri Lanka will
assist in spearheading the Company to success.

Objectives of the Offering

The Company will not receive any proceeds raised via the Offer. All proceeds from the sale of Existing
Ordinary Voting Shares would be received by the Selling Shareholders.

Listing

The Offer herein contemplated comprises of Ten Million (10,000,000) existing Ordinary Shares of the
Company and for the listing of One Billion Four Hundred and Twenty One Million Three Hundred and Eighty
Thousand Six Hundred and Twenty Four (1,421,380,624) Ordinary Voting Shares and Two Hundred and
Ninety Eight Million Two Hundred Thousand (298,200,000) Ordinary Non-Voting Shares. The Shares Offered
amounts to 0.70% of the Issued and Paid up Ordinary Voting Shares of the Company.

An Application has been made to the CSE for permission for a listing of the entire Issued and Paid up Ordinary
Voting and Ordinary Non-Voting Shares of the Company subsequent to the Offer.

HNBF has already complied with Rule 2.1.2(ii)(a), Rule 2.1.2(ii)(b) and Rule 2.1.2(ii)(d) of the CSE Listing Rules.

It is expected that the Company will meet the minimum Public Holding requirement [Rule 2.1.2(ii)(c)] of the
CSE Listing Rules on the completion of the Offer upon which the listing of the entire Ordinary Shares of the
Company will take place on the Diri Savi Board of the CSE. The minimum public holding requirement
stipulates that, if the Float Adjusted Market Capitalization of the Company is less than LKR 1 Bn, 10% of the
total number of shares for which a listing is sought should be in the hands of a minimum number of 200
public shareholders, while if the Float Adjusted Market Capitalization of the Company is more than LKR 1 Bn,
7.5% of the total number of shares for which a listing is sought should be in the hands of a minimum number
of 200 public shareholders.

However, in the event where HNBF is unable to meet the requirement of Rule 2.1.2(ii)(c) Option 2 of the CSE
Listing Rules as mentioned above, upon closure of the Offer, both Ordinary Voting Shares and Ordinary
Non-Voting Shares of the Company will not be listed on the CSE pursuant to the Rule 1.1(b) of the CSE Listing
Rules. In such an event the subscription amounts will be returned to the Applicants.

It should be noted that the aforesaid public holding requirements would be calculated by considering all
Shares that are freely tradable, on the Date of Listing.

The shares mentioned in Section 10.2 will be locked in to be in compliance with CSE Listing Rules 2.1.1(e)
and will not be available for trading. Refer Table 10.4 of this Prospectus and Introductory Document for
further information.
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3.8

3.9

3.10

3.11

3.12

Cost of the Offering

The total costs associated with the Offering are estimated to be approximately LKR 3.71 Mn. These include
all direct costs and expenses associated with the Offer, inclusive of but not limited to, the initial listing fees
to the CSE; management/advisory fees payable to the Financial Advisor and Manager to the Offer; brokerage
commission; fees for the registrar function; legal, consultancy and accountancy fees; advertising,
promotional and printing costs. The costs will be met utilizing internal funds of the Company.

Brokerage

Brokerage at the rate of zero decimal six per centum (0.60%) of the value of the Shares will be paid in respect
of the number of Offered Shares transferred on Applications bearing the original seal of any bank operating
in Sri Lanka or a member/trading member of the CSE or Acuity Partners or any other intermediary appointed
by the Company involved in the marketing of the Offer.

Minimum Subscription and Underwriting
There is no minimum amount required to be raised in this Offer.
The Company has not entered into any underwriting arrangement with regards to this Offer.

The Company shall seek a listing irrespective of whether the Offer is fully subscribed or not (subject to the
Company satisfying the requirement of the CSE Listing Rules for such a listing as morefully described in
Section 3.7 of this Prospectus and Introductory Document).

In the event the Offer is undersubscribed, the money collected will be returned to applicants and the
Company will not be listed due to failure to comply with the requirements of Rule 2.1.2(ii)(c) of the CSE
Listing Rules.

Opening of the Subscription List and Closure Date

The Subscription List for the Shares will open at 9.00 a.m. on February 17, 2020 and shall, subject to the
occurrence of the events in the following paragraph, remain open for fourteen (14) Market Days (including
the date of opening) until closure at 4.30 p.m. on March 06, 2020 (“Offer Period”).

The Offer shall close (a) at the end of the Offer Period; or (b) upon the offer being oversubscribed; or (c) the
Board deciding to close the Offer for any reason prior to the completion of the Offer Period. In the event of
the closure of the Offer upon oversubscription, the Company shall inform the CSE in writing immediately of
such fact and the closure shall take place at 4.30 pm on the day of oversubscription. If the Board decides to
close the Offer prior to the end of the Offer Period (apart from an oversubscription) it shall give the CSE prior
notice of one Market Day.

Inspection of Documents

The Articles of Association, Auditor’s Reports and Audited Financial Statements for the five (05) financial
years ended March 31, 2019 (i.e the five (05) financial years immediately preceding the date of this
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Prospectus and Introductory Document), Interim Financial Statements for the six (06) months ended
September 30, 2019 of the Company, the independent valuation report by the Independent Valuer,
management agreements and all other relevant documents, will be made available for inspection by the
public during normal working hours at the Registered Office of the Company, 168, Nawala Road, Nugegoda
for a period not less than fourteen (14) Market Days as per Rule 3.1.19(a) of the CSE Listing Rules.

A waiver has been granted by the CSE through their letter dated November 18, 2019 on the CSE Listing Rule
3.4.7 (a) to exclude from the hard copy of the Prospectus and Introductory Document, the Audited Financial
Statements for the two financial years except the latest Audited Financial Statements.

The Prospectus and Introductory Document, Application Form, Articles of Association of the Company and
Audited Financial Statements of the Company for the financial years ended March 31, 2018 & March 31,
2017 will be available on the website of the CSE (www.cse.lk), on the website of the Company
(www.hnbfinance.lk), and on the websites of the Managers to the Issue (www.acuity.lk) for a period of not
less than fourteen (14) Market Days as stipulated in Rule 3.1.19(b) of the CSE Listing Rules.

The independent valuation report prepared by Nexia Management Services (Private) Limited, will be
available on the website of the CSE (www.cse.lk), on the Company website (www.hnbfinance.lk) and on the

websites of the Managers to the Issue (www.acuity.lk) from the date hereof, for a period not less than two
(02) months as stipulated in Rule 3.1.19(c) of the CSE Listing Rules.
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4.0 PROCEDURE FOR APPLICATION

4.1

4.2

Eligible Applicants

Applications are invited from the following categories of persons, having a Valid Account in the Central

Depository System (Private) Limited (CDS Account):

i.  Citizens of Sri Lanka who are resident in or outside Sri Lanka and above 18 years of age; or

ii. Companies, corporations or institutions incorporated or established within Sri Lanka; or

iii. Corporate bodies incorporated or established outside Sri Lanka; or

iv. Approved unit trusts licensed by the SEC; or

v. Approved provident funds and contributory pension schemes registered/incorporated/established in Sri
Lanka (in this case, Applications should be in the name of the Trustee/Board of Management in order to
facilitate the opening of the CDS account); or

vi. Foreign citizens above 18 years of age (irrespective of whether they are resident in Sri Lanka or
overseas); or

vii. Global, regional and country funds approved by the SEC.

Applications made by individuals less than 18 years of age or those in the names of sole proprietorships,
partnerships, unincorporated trusts and non-corporate bodies will be rejected.

Applications submitted under the Unit Trust Applicant Category should conform to the criteria defined by
the SEC Directive dated June 06, 2011 (Ref: SEC/LEG/11/06/01).

Eligible Applicants may fall into one of the following categories.
= Retail Individual Applicant Category

= Unit Trust Applicant Category

= Non-Retail Applicant Category

Please refer Section 4.2.1 for the definitions of the aforementioned categories.
The Procedure for Application

Applicants applying for the Shares should submit their Applications in the manner set out in this Prospectus
and Introductory Document.

The Prospectus and Introductory Document will be made available free of charge from the collection points
listed in Annex E. The Prospectus and Introductory Document can also be downloaded from www.cse.lk,
www.hnbfinance.lk and www.acuity.lk.

4.2.1 How to Apply

APPLICANTS SHOULD APPLY ONLY THROUGH ONE APPLICANT CATEGORY (INCLUDING JOINT APPLICANTS)
AND WOULD BE PERMITTED TO SUBMIT ONLY ONE APPLICATION FORM. TWO OR MORE APPLICATIONS
SUBMITTED BY THE SAME APPLICANT, EITHER UNDER THE SAME CATEGORY OR DIFFERENT CATEGORY
WILL BE CONSTRUED AS MULTIPLE APPLICATIONS AND WILL BE REJECTED.
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Only one Application should be made by an Applicant under the Unit Trust Category.

Applicants must apply for the Shares on the Application Form, which constitutes part of this Prospectus and
Introductory Document. The Application Form should be legibly completed and be received by the Registrar
to the Offer.

Retail Individual and Non-Retail Applicant Category
Applicants falling under the Retail Individual and Non-Retail Applicant Categories should apply for the

Shares on the WHITE colored Application Form printed for this purpose, which constitutes part of this
Prospectus and Introductory Document. Such Application Forms will be made available from the collection

points listed in Annex E and can also be downloaded from www.cse.lk, www.hnbfinance.lk and
www.acuity.lk. Exact size copies of the Application form printed on WHITE colored paper as specified
herein will also be permissible under the Retail Individual and Non-Retail Applicant Categories. The
completed Application Forms should be submitted to the Registrars to the Offer.

‘Retail Individual Applicant’ as defined by the CSE Listing Rules, shall mean, an individual Applicant who
subscribes for a maximum of 17,500 shares or a value of not more than LKR 100,000 in a particular share
class, whichever is higher.

Unit Trust Applicant Category

Applicants applying under the Unit Trust Applicant Category must apply for the Shares using the separate
YELLOW colored Application Form printed for this purpose, which constitutes part of this Prospectus and
Introductory Document. Such Application Forms will be made available through the registered office of the
Company, 68, Nawala Road, Nugegoda, and Managers to the Offer, Acuity Partners (Private) Limited, 53,
Dharmapala Mawatha, Colombo 3. Exact size copies of the Application form printed on YELLOW colored
paper as specified herein will also be permissible under the Unit Trust Applicant Category. The completed
Application Forms should be submitted directly to the Managers to the Offer who will forward the same to
the Registrars to the Offer.

Applications submitted under the Unit Trust Applicant Category should submit a confirmation by the
trustee confirming that such unit trust is in conformity with the criteria defined by the SEC Directive dated
June 06, 2011 (Ref: SEC/Leg/11/06/01) and CSE Listing Rules, 3.1.5(b)(iii).

Applicants applying under the Retail Individual and Non-Retail Applicant categories should submit their
Application Forms to the Registrars to the Offer in terms of Section 4.2.8.

Applications under the Unit Trust Applicant category should submit their Application Forms to the Managers
to the Offer in terms of Section 4. 2. 8.

An Applicant of a Joint Application, applying through another Application Form is deemed to have made
multiple Applications and will be rejected.
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An Applicant who has made an Application under a margin trading account should not apply individually or
jointly on a separate Application Form. Such Applications will also be construed as multiple Applications and
will be rejected.

Subject to the above, the Company/Managers/Registrars to the Offer reserve the right to reject multiple
Applications and suspected multiple Applications which are not allowed or to accept only one Application
Form at their discretion.

Notwithstanding any provision contained herein, the Board of Directors shall reserve the right to refuse
any Application or to accept any Application in full or part, for whatsoever reason.

Please note that Applicant information such as full name, address, NIC number/passport number and
residency will be downloaded from the database of CDS, based on the CDS account number indicated in
the Application Form. Such information shall take precedence over information provided in the Application
Form.

Application Forms stating third party CDS accounts instead of their own CDS account numbers, except in
the case of margin trading accounts will be rejected.

Care must be taken to follow the instructions on the reverse of the Application Form. Applications that do
not strictly conform to such instructions and additional conditions set out hereunder or which are illegible
may be rejected.

PLEASE NOTE THAT AN TRANSFER OF SHARES WILL ONLY BE MADE IF YOU HAVE A VALID CDS ACCOUNT
AT THE TIME OF SUBMISSION OF APPLICATION.

Applicants have the option of having their Shares ‘locked’ in the CDS. Shares that are ‘locked’ will not be
available for trading purposes and will not be visible to the participant. Such Applicants would have to fill
in the relevant section in the Application Form for this purpose. If the Applicant has not specified that the
Shares need to be deposited to his/her ‘locked’ balance in the CDS account, the said Shares would be
deposited to Applicant’s ‘trading’ balance in the CDS account.

Operation of a ‘locked’ balance in the CDS

In order to preserve the confidentiality of shareholder information and to ensure that securities are not
made available for trading for those shareholders who do not want to trade the securities, the CDS provides
a mechanism where securities can be ‘locked’ in the CDS account.

The CDS maintains two balances for each CDS account, namely a ‘trading’ balance and a ‘locked’ balance.
The trading balance would be visible to the CDS participant and all dealings and trading would be permitted
on the said trading balance, as done normally.

As opposed to the trading balance, the locked balance will not be visible to the CDS participant and all
dealings on such locked balance would be suspended thereby maintaining the confidentiality of the
information and also safeguarding the account holder from any unauthorised sale by a broker.
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At the option and request of an account holder, the CDS would transfer a named quantity of securities from
the locked balance to the trading balance of a CDS account and/or from the trading balance to the locked
balance.

4.2.2 Number of Shares Applied

Application should be made for a minimum of One Thousand (1,000) Shares [for a value of Sri Lankan
Rupees Five Thousand Seven Hundred (LKR 5,700/-)] and in multiples of One Hundred (100) Shares
thereof.

Applications made for less than One Thousand (1,000) Shares or for a number which is not in multiples of
One Hundred (100) Shares will be rejected and the accompanying cheques, bank drafts or bank guarantees
will not be sent for clearing but be returned via ordinary post at the risk of the Applicant, or in the case of
Joint Applicants, the first named Applicant. The cheque or bank draft or bank guarantee should be
issued/carried out to the exact value of the number of Shares applied for, multiplied by the Share Offer
Price. Cheques, bank drafts or bank guarantees not conforming to the above requirement will be rejected at
the outset.

Please refer Section 4.3.1 for details with respect to the mode of remittance.
4.2.3 Identification Information

All Applicants should disclose their identification/registration information by filling in the space provided in
the Application Form for this purpose.

Applicants are requested to state their residency and nationality in the appropriate spaces provided in the
Application Form.

The NIC, passport, or company registration number as the case may be, must be stated in the Application
Form and any Application Form which does not provide the appropriate identification information will be
rejected.

Resident Applicants may use the passport for purposes of identification only if they do not have an NIC
number.

Tabulated below is the relevant identification information that a prospective Applicant should provide
depending on the legal status:

Citizenship/Legal Form Identification Information
NIC Passport Company Common Seal
Number Number Registration or Rubber
Number Stamp
Sri Lanka Citizens v
Sri Lanka Citizens with no NIC Number* v
Foreign Citizens** v
Corporate Entities*** v v
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* In the case of Sri Lankan citizens, the passport number will be accepted only when the NIC number is not
available. The CDS account must be for the same passport number.

** Foreign citizens must state the passport number in the space provided.

*** The company registration number must be provided. The common seal or rubber stamp should be affixed
and the Application Form duly signed as stipulated in the constitutional documents of such Applicants.

A valid CDS account number must be stated in the Application Form and any Application Form which does
not provide the appropriate identification information will be rejected. All information about the
Applicant (i.e. name, address, nationality and NIC or passport number) will be downloaded from the
database of the CDS, based on the number given in the Application Form. In the event of any discrepancy
between the information in the CDS and in the Application Form, the information in the CDS shall take
precedence.

If the CDS account number is not indicated in the Application Form, or the number indicated in the form
is found to be inaccurate/incorrect, or the account number indicated is not opened at the time of closing
the Offering, such Applications will be rejected and no transfer of Shares will be made.

4.2.4 Key Responsibility of a Non-Resident Applicant

Non-resident Applicants may be affected by the laws of the jurisdiction of their residence. If non-resident
Applicants wish to apply for the Shares, it is their responsibility to comply with the laws relevant to the
jurisdiction of their residence and of Sri Lanka.

4.2.5 Margin Trading

Applicants who wish to apply through their margin trading account should submit the Applications in the
name of the “margin provider/Applicant’s name” signed by the margin provider.

The Applicants should state the relevant CDS account number relating to the margin trading account in the
space provided for the CDS account number in the Application Form. The Shares shall be uploaded to the

CDS account indicated in the Application Form.

The NIC, passport, or company registration number of the Applicant as the case may be, must be stated in
the Application Form.

Resident Applicants may use the passport for purposes of identification, only if they do not have an NIC
number.

A photocopy of the margin trading agreement must be submitted along with the Application.

Please note that the margin provider can apply under its own name and such Applications will not be
construed as multiple Applications. Details of multiple Applications are available under Section 4.2.1.

4.2.6 Applications made under Power of Attorney
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4.3

In the case of Applications made under Power of Attorney (POA), a copy of the said POA, certified by a
Notary Public to be a true copy of the original, should be lodged with the Registrars to the Offer along with
the Application Form. The original POA should not be attached.

4.2.7 Joint Applications

If the ownership of the Shares is desired in the name of one Applicant, full details should be given only under
the heading, SOLE/FIRST APPLICANT in the Applicant Forms. In the case of joint Applicants, the signatures
and particulars in respects of all Applicants must be given under the relevant headings in the Application
Form.

Joint Application Forms are permitted only for natural persons not exceeding three Applicants. Joint
Applicants should note that there should not be a combination of residents of Sri Lanka and non-residents.
An Applicant of a joint Application shall not apply through a separate Application Form either individually or
jointly.

4.2.8 Submission of Applications

Application Forms properly and legibly filled in accordance with the instructions thereof, along with the
applicable remittance (cheque or bank draft or bank guarantee only) for the full amount payable on
Application should be enclosed in a sealed envelope marked “HNB Finance Limited — IPO” on the top left-
hand corner and be addressed and dispatched by post or courier or delivered by hand to the Registrars to
the Offer at the following address prior to 4.30 p.m. Local Time on the Offer Closing Date.

SSP Corporate Services (Private) Limited
101, Inner Flower Road,
Colombo 3, Sri Lanka

Applications may also be handed over to the Financial Advisors and Managers to the Offer, Bankers to the
Offer and its designated branches, members and trading members of the CSE as set out in Annex E prior to
4.30 p.m. Local Time on the Offer Closing Date.

In the case of Applications dispatched by courier or post, such Applications should reach the Registrars to
the Offer no later than 4.30 p.m. Local Time on the Market Day immediately following the Offer Closing
Date. Any Applications received after the above deadline shall be rejected even though the courier or post

mark is dated prior to the Offer Closing Date.

Applicants applying under the Unit Trust Applicant category should submit their Application Forms directly
to the Managers to the Offer.

Payment of Application Monies

4.3.1 Mode of Remittance

(a) Payment in full for the total value of Shares applied for should be made separately in respect of each
Application either by cheque or bank draft or bank guarantee drawn upon a Licensed Commercial Bank
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operating in Sri Lanka, as the case may be subject to (b) below. The remittances on Applications will be
deposited in a separate bank account in the name of “HNB Finance Limited — IPO”.

(b) The amount payable should be calculated by multiplying the number of Shares applied for under a
particular category by the Share Offer Price of LKR 5.70. If there is a discrepancy in the amount payable
and the amount specified in the cheque/bank draft or bank guarantee, the Application will be rejected.

(c) Payments for Applications for Shares may be supported by a cheque or bank draft or bank guarantee
on the Offer Opening Date. In such instances, Application Forms should be accompanied by only one
cheque or bank draft or bank guarantee and should be issued for the full amount indicated in the
Application Form. Any Application for Shares accompanied by two or more cheques or bank drafts or
bank guarantees will be rejected at the outset.

Cash will not be accepted. Anyone wishing to pay cash should obtain a bank draft from a Licensed
Commercial Bank in Sri Lanka.

4.3.2  Cheques or Bank Drafts — Resident Sri Lankan Applicants

Cheques or bank drafts should be drawn on any Licensed Commercial Bank in Sri Lanka and crossed “Account
Payee Only” and made payable to “HNB Finance Limited — IPO”.

Cheques or bank drafts accompanying Application Forms made for less than One Thousand (1,000) Shares,
i.e for a value of Sri Lankan Rupees Five Thousand Seven Hundred (LKR 5,700/-) or for a number which is not
in multiples of One Hundred (100) Shares (as mentioned in Section 4.2.2) will not be sent for clearing and
shall be returned via ordinary post at the risk of the Applicant, or in the case of Joint Applicants, to the first
named Applicant.

In the event that cheques are not realized within two (02) Market Days from the date of presenting the same
to the bank for clearing, the Directors reserve the right to reject the Applications and return the Application
monies. No allocation of Shares will be made to such Applicants.

Applicants residing in outstation areas from which cheque clearance may take over two (02) Market Days
are advised to make payment via bank drafts to avoid any delays.

Cheques must be honored on the first presentation to the bank for the Application to be valid. Applications
supported by cheques which are not honored on first presentation will be rejected.

4.3.3 Bank Guarantees — Resident Sri Lankan Applicants

Applications made by resident Sri Lankan applicants backed by bank guarantees presented in line with the
requirements set out in Section 4.3.1 will be accepted. Bank guarantees will be presented to the respective
banks only after the Offered Shares have been transferred. Bank guarantees should be issued by any Licensed
Commercial Bank in Sri Lanka and in favor of “HNB Finance Limited — IPO” in a manner acceptable to the
Company and payable on demand.
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Bank guarantees should be valid for a minimum of one (01) month from the date of opening of the Offering
(i.e. February 17, 2020).

Applicants are advised to ensure that sufficient funds/facilities are available in order to honor the bank
guarantees, inclusive of charges when called upon to do so by the Registrars to the Offer. It is advisable that
the Applicants discuss with their respective bankers the matters with regard to the issuance of bank
guarantees and all charges involved. All expenses with regard to such bank guarantees should be borne by
the Applicants.

4.3.4  Foreign Currency Remittances

This section is applicable to;

= Citizens of Sri Lanka who are above 18 years of age and resident overseas;

= Corporate bodies incorporated or established outside Sri Lanka;

= Regional or country funds approved by the SEC; and

= Foreign citizens (irrespective of whether they are resident in Sri Lanka or overseas) who are above 18 years
of age.

The abovementioned Applicants should make their payments using one of the following methods as the case
may be.

(a) A foreign Applicant may invest through a “Inward Investment Account” (llA) maintained with any
Licensed Commercial Bank in Sri Lanka. The procedure for arranging payments through an llIA is
presented below;

- AForeign Applicant may use the services of a custodian bank as an intermediary when investing in the
Sri Lankan securities market;

- Theintermediary may open an IIA, on an Applicant’s behalf;

- In conjunction with the IIA, an account with the CDS must be opened in case the Applicant does not
already have a valid CDS account;

- Inrespect of regional or country funds investing for the first time in Sri Lanka, the intermediary will
facilitate the approval process regulated by the SEC;

- Payment for Shares should be made through a bank draft or bank guarantee issued by a Licensed
Commercial Bank in Sri Lanka against the funds arranged through the lIA and made payable to “HNB
Finance Limited - IPO”.

(b) A foreign Applicant may invest through inward remittances of foreign currency held in a Foreign
Currency Banking Unit (FCBU) account of the Applicant maintained with any Licenced Commercial Bank
in Sri Lanka. The procedure for arranging payments through an FCBU account is presented below;

- The Applicant should forward the Application Form supported by an unconditional bank guarantee
drawn on the Applicant’s FCBU account pending transfer of the Offered Shares with confirmation from
the LCB that upon notification of the transfer of Shares, the transfer value would be remitted through
the Applicant’s lIA.

- Upon transfer of Offered Shares, foreign currency to the extent of the Sri Lanka Rupee equivalent
value of Offered Shares transferred would be called on the bank guarantee drawn on the Applicant’s
FCBU account.
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- The requisite funds would then be credited to an IIA opened in favor of the Applicant via the
aforementioned FCBU account. This procedure would protect a prospective Applicant from any losses
accruing due to fluctuating exchange rates.

(c) In addition to the payments made through IIA and FCBU as mentioned above, a foreign citizen resident
in Sri Lanka under the Resident Guest Scheme may invest through a Resident Guest Foreign Currency
Account (RGFCA) or Resident Guest Rupee Current Account (RGRCA) that Applicants maintain with any
LCB in Sri Lanka. An Applicant who wishes to avail him/herself of this facility should make the payment
for New Shares through a bank draft or an unconditional bank guarantee in Sri Lanka Rupees or by
converting foreign currency funds available in the RGFCA/RGRCA, as the case maybe based on the
guidelines provided by the Exchange Control Department of the CBSL, and made payable to “HNB
Finance Limited — IPO”.

Cheques or bank drafts or bank guarantees should be endorsed by the issuing custodian bank, to the effect
that, arrangements have been made to facilitate such payment to be made against funds available in the
individual’s 1lA account. The endorsement must be clearly indicated on the cheque or bank draft or the
bank guarantee. Alternatively, a document detailing the endorsement could be submitted along with the
payment and Application.

Any refund payments to Foreign Applicants are made in terms of Section 4.8 of this Prospectus and
Introductory Document.

Applications supported by foreign currency remittances should be made in conformity with requisite
declarations accompanied by the documentation stipulated by the Controller of Exchange of the Central
Bank of Sri Lanka.

4.3.5 Restrictions Applicable to Foreign Citizens Resident in Sri Lanka

Foreign citizens resident in Sri Lanka may make payments through Sri Lanka Rupee Accounts, only if they
possess dual citizenship where one such citizenship is Sri Lankan. Foreign citizens having Sri Lankan
citizenship should attach a certified copy of the citizenship certificate with the Application Form.

Foreign citizens residing in Sri Lanka having valid residency visas should note that they cannot make
remittances via cheques or bank drafts or bank guarantees drawn upon Sri Lanka Rupee accounts maintained
with any Licensed Commercial Bank in Sri Lanka but may do so via an IlA account as detailed in Section 4.3.4
above. Applications made by foreign citizens not in accordance to the foregoing shall be rejected.

Rejection of Applications

= Application Forms which are incomplete in any way and/or are not in accordance with the terms and
conditions set out in this Prospectus and Introductory Document will be rejected at the absolute discretion
of the Company/Joint Managers/Registrars to the Offer.

= Any Application Form which does not provide the NIC, passport (where NIC is not available) or company
registration number as the case may be, will be rejected.

= Applications delivered by hand after 4.30 p.m. Local Time on the Offer Closing Date will be rejected.
Applications received by courier/post after 4.30 p.m. Local Time on the succeeding Market Day
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immediately following the Offer Closing Date, will also be rejected even if they carry a courier acceptance
date/postmark date earlier than the Closing Date.

= Applications made for less than One Thousand (1,000) Shares or for a number which is not in multiple of
One Hundred (100) Shares will be rejected.

= An Application which does not carry a CDS account number, or indicates a number of a CDS account
which is not opened at the time of the closure of the subscription list (either at the time fixed for closing
or on the date on which the Offering is subscribed), or which indicates an inaccurate/incorrect CDS
account number, shall be rejected and no transfer of Shares will be made.

= Application Forms stating third party CDS accounts instead of their own CDS account numbers, except in
the case of margin trading accounts, will be rejected.

= Applicants should apply only through one Applicant category and would be permitted to submit only one
Application Form. Two or more Applications submitted by the same Applicant either under the same
category or different categories will be construed as multiple Applications and will be rejected.

= Application Forms submitted under a respective Applicant category, using the incorrectly colored
Application Forms will be rejected.

= The company reserves the right to reject multiple Applications and suspected multiple Applications which
are not allowed, as mentioned in Section 4.2.1.

= Payment for Applications accompanying two or more cheques, bank drafts or bank guarantees as
mentioned in Section 4.3.1, will be rejected at the outset.

= Applications made by individuals below 18 years of age or those in the names of sole proprietorships,
partnerships, unincorporated trusts and non-corporate bodies will be rejected.

Notwithstanding any provision contained herein, the Board of Directors shall reserves the right to refuse
any Application or to accept any Application in full or part for any reason.

Banking of Payments

All cheques or bank drafts or bank guarantees received in respect of Applications will not be banked or called
on until the Market Day after the Closure Date of the Subscription List, in terms of the CSE Listing Rules.

Returning of Monies on Rejected Applications

Where an Application Form is rejected, the cheque or bank draft or bank guarantee received in respect of
the Application will be returned via ordinary post at the risk of the Applicant. In the case of Joint Applicants,
the cheque or bank draft or bank guarantee received in respect of the Application will be returned to the
first named Applicant.

Where the Application Form is accepted and the cheque or bank draft or bank guarantee is not honored by
the bank at the first presentation, the Application will also be rejected and the dishonored cheque or bank
draft or bank guarantee will be returned via ordinary post at the risk of the Applicant. In the case of Joint
Applicants, the dishonored cheque or bank draft or bank guarantee will be returned to the first named
Applicant.

Basis of Transfer

The transfer of the Offered Shares will be made to the various categories of Applicants, as set out below:
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Applicant Category Percentage of Offer (%)

Unit Trusts * 10%
Retail Individual 40%
Non-Retail 50%

100%

* Unit Trust Applicants should be growth or balanced unit trusts operated by managing companies licensed
by the SEC, where such unit trusts comprise of not less than 500 unit holders resident in Sri Lanka who
together hold at least 50% of that fund as per the Direction issued by the SEC (Ref: SEC/LEG/11/03/36 of
10 March 2011). Only one Application should be made under each category.

Applications submitted under the Unit Trust Applicant Category should accompany a confirmation by the
trustee confirming that such unit trust is in conformity with the criteria defined by the SEC Directive dated
June 06, 2011 (Ref: SEC/Leg/11/06/01) and CSE Listing Rules, 3.1.5(b)(ii).

Local and foreign individual Applicant/s who apply for up to a maximum of 17,500 Shares (value of not
more than LKR 100,000) will be deemed as Retail Individual applicants for share transfer purposes.

Applicants who do not fall under the Retail Individual Applicant definition stated above will be deemed as
Non-Retail applicants for Share transfer purposes. (All corporate bodies incorporated or established in Sri
Lanka or outside Sri Lanka, global, regional or country funds approved by the SEC, shall fall under the Non-
Retail category irrespective of the quantum of Shares applied for).

The Applicant categories have been selected to ensure the broadest possible spread of shareholders while
treating all Applicants in a fair manner as may be decided by the Board at its discretion.

In the event of an under-subscription in the Unit Trust Applicant category, the Retail Individual Applicant
category shall be given first priority, in transfer of the undersubscribed Shares.

In the event of an under-subscription in the Retail Individual Applicant category, the Unit Trust Applicant
category shall be given first priority, in transfer of the undersubscribed Shares.

In the event of an under-subscription in the Non-Retail Applicant category, Retail Individual Applicant
category will be given first priority followed by Unit Trust Applicant category in the transfer of the
undersubscribed Shares.

Redistribution will not apply in the event of an oversubscription or undersubscription in all three categories
stated above.

Subject to the above, the Board of Directors of the Company will endeavour to decide and announce to the
CSE the basis of transfers as soon as practicable so as to ensure compliance with the CSE Listing Rules. Upon
the transfer being decided, an announcement will be made to the CSE.

In the event of an over subscription of any one or all three categories mentioned above, the basis of
transfer will be decided by the Board of Directors of the Company in a fair and equitable manner.
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A written confirmation informing successful Applicants on their transfer of Offered Shares will be dispatched
within ten (10) Market Days from the Closure Date as required by the CSE.

Refunds on Applications

Where an Application is accepted only in part or rejected in its entirety subsequent to cheques being realized,
the balance/entirety of the monies received on Application as the case may be, will be refunded, such
refunds will be made on or before the expiry of ten (10) Market Days from the Closure Date (excluding the
Closure Date) as required by the CSE Listing Rules. As required by Section 2.4(k) of the CSE Listing Rules,
Applicants would be entitled to receive interest at the rate of last quoted Average Weighted Prime Lending
Rate (AWPLR) published during the immediately preceding week by the Central Bank of Sri Lanka or any
other authority (in the event Central Bank of Sri Lanka ceases to publish the AWPLR) plus five per centum
(5.00%) for the delayed period on any refunds not made by the expiry of the aforementioned period.

Refunds via Sri Lanka Inter-bank Payment Systems (SLIPS)

1. The refund payment will be made to the bank account specified by the Applicant through the SLIPS on
or before the expiry of ten (10) Market Days from the Closure Date (Excluding the Closure Date) as
required by the CSE Listing Rules and a payment advice shall be issued to the Applicant provided that
the Applicant has submitted accurate and complete details of Applicant’s bank account in the
Application Form. However, SLIPS transfers are subject to a maximum limit of Sri Lanka Rupees Five
Million (LKR 5,000,000/-) imposed by the CBSL with effect from October 29, 2010 as per Operating
Instruction Circular No. 11/2010 dated October 25,2010.

2. Even though the Applicant has requested for SLIPS transfer for refund amounts and submitted accurate
and complete details of the bank account in the Application Form, refund amounts exceeding Sri Lanka
Rupees Five Million (LKR 5,000,000/-) will be made by a crossed cheque in favor of the Applicant and
sent by ordinary post at the risk of the Applicant. In the case of a Joint Application, a crossed cheque will
be drawn in favor of the Applicant whose name appears first in the Application Form.

3. Inthe event the refund payment is effected via SLIPS based on the bank account details provided by the
Applicant in the Application Form, but is rejected by the Applicant’s bank due to inaccurate or
incomplete information, such refund payments would be made via a crossed cheque in favor of the
Applicant and sent by ordinary post at the risk of the Applicant. In such instances, the Company together
with the Registrars to the Offer will send the refund cheques to such Applicants at the earliest possible
time and the Applicant should not hold the Company or the Registrars to the Offer accountable for such
delays.

Bank codes and branch codes could be obtained from the following website, through the Quick Links access;
http://www.lankaclear.com/products and services/s| interbank payment system guideline.php

Refunds via Crossed Cheque

If the Applicant has not provided details of the bank account in the Application Form or has provided
inaccurate or incomplete details of the bank account with respect to refunds via SLIPS, the refund
payment will be made by a crossed cheque in favor of the Applicant and sent by ordinary post at the risk
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of the Applicant. In the case of a Joint Application, a crossed cheque will be drawn in favor of the
Applicant whose name appears first in the Applicant Forms.

Successful Applicants and CDS Lodgment

The Shares transferred will be directly uploaded to the respective CDS accounts given in the Application Form
before the expiry of eighteen (18) Market Days from the Offer Closure Date as requested by the CSE Listing
Rules.

A written confirmation, upon the completion of crediting the respective CDS accounts will be sent to the
shareholder within Two (02) Market Days of crediting the CDS accounts by ordinary post to the address
provided by each shareholder in their respective Applications.

Applicants have the option of having their Shares ‘locked’ in the CDS. Shares that are ‘locked’ will not be
available for trading purposes and will not be visible to the participant. Such Applicants would have to fill in
the relevant section in the Application Form for this purpose. If the Applicant has not specified that the
Shares need to be deposited to his/her ‘locked’ balance in the CDS account, the said Shares would be
deposited to Applicant’s ‘trading’ balance in the CDS account.

Refer Section 4.2.1 for the definition of ‘locked’.

Offered Shares shall not be transferable by the shareholders during the period between the date of transfer
of the Offered Shares and up to the date of listing (excluding the date of listing) of the Ordinary Shares on
the CSE. Further, the Company shall not allot any Shares of the Company or transfer Existing Ordinary Voting
Shares (other than the transfer of Offered Shares) during the interim period between the date of the Initial
Listing Application and the date of Listing of the Shares of the Company.

Upon the Ordinary Shares being listed on the CSE, such Shares shall be freely transferable except for those
Shares mentioned in Section 10.2 of this Prospectus and Introductory Document, which will be locked-in to
be in compliance with CSE Listing Rules 2.1.1(e).

Declaration to the CSE and Secondary Market Trading

The Company will submit to the CSE a “Declaration” on the Market Day immediately following the day on
which the Applicants’ CDS accounts are credited with the Offered Shares. Trading of the Ordinary Shares on
the secondary market will commence on or before the third (3'¥) Market Day from the receipt of the
Declaration by the CSE as per the CSE Listing Rules.
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5.0 BUSINESS OPERATIONS OF HNB FINANCE LIMITED

5.1

5.2

Overview of HNB Finance Limited

HNB Finance Limited was incorporated as a limited liability company in Sri Lanka on December 20, 1999
under the Companies Act No. 17 of 1982 and was re-registered on May 05, 2009 under the Companies Act
No. 07 of 2007. The Company was first established under the Ceylinco Group as a micro-financing institution
under the name of Ceylinco Grameen Credit Co. Ltd. The Company had pioneered the ‘Grameen’
microfinancing model in Sri Lanka, which involves the disbursement of small-ticket loans to self-employed
individuals at the grassroots levels of the economy.

However, subsequent to the collapse of several unregulated financial institutions within the Ceylinco Group,
the Company was acquired by the Prime Lands Group in 2011. Thereafter, it was renamed as Prime Grameen
Microfinance Limited and became a fully-fledged finance company, licensed by the Monetary Board of the
Central Bank of Sri Lanka under the Finance Business Act No. 42 of 2011. Subsequently, in 2014, 51% of the
Company was acquired by Hatton National Bank PLC.

In October 2018, the Company was renamed as ‘HNB Finance Limited’, poised to benefit from the
relationship with the parent entity Hatton National Bank PLC.

As at the date of this Prospectus and Introductory Document i.e. January 30, 2020, HNB Finance Limited is a
subsidiary of Hatton National Bank PLC which holds 724,904,118 Ordinary Voting Shares of the Company
which accounts for a 51% of the total Ordinary Voting Shares of the Company.

Products Offered

For the major part of the Company’s 19-year history, HNBF primarily served the low-income segment of the
country with a portfolio of micro loan and deposit products. However, following the recent transition from
a Grameen-based operation to a fully-fledged financial services institution, the Company now caters to all
the financing, leasing and investment needs of the mainstream financial services market.

Product Name Description

Loan Products

Diriya Micro Loan The Diriya Micro Loan is HNBF’s primary microfinance product which uses

the Grameen model’s most renowned 'trust group' concept. The Company
reaches out to economically disadvantaged female entrepreneurs, whose
access to traditional forms of financial services is limited due to their lack of
resources and social distinction.
The instalments are collected on a weekly, bi-weekly or monthly basis
through ‘meeting centers’, which has also created a platform for imparting
knowledge to loan holders on best business practices and overcoming day-
to-day challenges. In a highly competitive arena, this has played a pivotal
role in retaining existing customers.
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Sahana Loan

Divi Saru

Swashakthi Loan

Abhilasha Loan

Easy Loan

Leasing Product

Sahana is a consumption loan granted to active members of the Diriya Micro
Loan scheme. It provides female borrowers a quick and easy way to gain
access to small amounts of cash to meet urgent personal requirements,
including the financing of social functions such as weddings and funerals, as
well as unanticipated statutory payments. As is implied by the name of the
product, this scheme aims to bring peace of mind to its borrower. Female
borrowers can obtain a loan up to a maximum limit of LKR 15,000. Retention
of customers is an added advantage gained through the provision of this
loan facility.

The Divi Saru Loan scheme is a hybrid product aimed at credit worthy Diriya
customers to enable them to upgrad to individual loan schemes. This loan
scheme also caters to new female customers as well as male customers
successful small businesses. Customers can enjoy a repayment period of up
to 24 months and obtain loans up to LKR 300,000. The Company expects this
this loan scheme to help reduce the dependence on group-loan products.

The Swashakthi Loan scheme launched in 2014 caters to both male and
female entrepreneurs. This loan scheme is designed to sustain the financial
requirements of HNBF’s savings account holders while encouraging the
concept of saving. Swashakthi also serves as the ideal stepping-stone for
Diriya customers to receive new funding for the business expansions.

The Abhilasha Loan scheme is aimed at male and female individual
entrepreneurs, and provides enhanced financial services with greater
flexibility and prolonged repayment periods to meet the standards of the
global microfinance industry. This loan scheme caters to individuals who
wish to obtain loans up to LKR 2,000,000 and uses a guarantor-based lending
model.

The Easy Loan facility is granted to individuals in the SSE sector who hold
current accounts at LCBs in Sri Lanka. This product offers straightforward
and quick access to loan facilities for those who require urgent working
capital financing up to LKR 5,000,000.

The Leasing Product introduced in December 2015 caters to a wide
spectrum of leasing solutions ranging from micro-leasing to vehicle leasing,
for both existing and new customers. The primary objective of this product
is to provide greater convenience to existing customers and to retain them
with the Company by catering to their growing financial needs.
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HNB Finance Relax
Personal Loan Scheme

HNB Finance “SAVIYA”
SME Loan Scheme

Nivahana Housing Loan

Gold Loans

The Relax Loan scheme was launched to capture the lending opportunities
of employees in government and established private sector organizations.
This personal loan scheme has been specially designed to provide financial
solutions for salaried and permanent staff members of the above sectors to
meet their numerous personal financial needs.

Under the above scheme, group and individual loans are provided to
applicants who meet the relevant eligibility criteria which are mainly linked
with their salary. The monthly repayment of the loan is made directly from
the employee’s salary and remitted to HNBF. Competitive interest rates are
offered whilst the repayment period is more flexible extending up to a
maximum period of five years.

The Saviya Loan scheme was introduced to support and strengthen the SME
sector, which is a fast growing and significant segment of the economy. This
loan will extend financial assistance to upcoming small businesses with
potential to become a part of the SME category while also catering to
existing SME clientele to develop and expand their businesses.

The customers base of this loan scheme includes sole proprietorships,
partnerships and limited liability companies engaged in businesses. They are
eligible to enjoy facilities up to a maximum level of LKR 20 Mn under this
scheme. In case of start-up businesses, HNBF provides funding up to 75% of
the project cost subject to meeting pre-defined guidelines. Competitive
rates of interest are considered to ensure a reasonable market share.

As a value-added service for these SME clients, HNBF’s marketing executives
are trained to assist clients after the disbursement of the loan to ensure
proper use of funds, development of their business and to provide necessary
guidance, as and when required.

The Nivahana housing product launched in December 2017 serves two
categories of clientele. First category consists of Professionals and
Businessmen who have a stable income stream. A 10-year loan can be
obtained by professionals with a maximum loan amount of LKR 10 Mn.

The second category consists of existing clients of the Company who have a
proven track record of repayment. Existing clients are entitled for loans up
to LKR 500,000 with a repayment period of three years.

The housing loans are granted for the purchase of a fully completed or partly
constructed house, construction of a house on land owned by the applicant,
purchase of a bare land and construction of a house thereon, and for
renovations and extensions to the existing houses.

HNBF launched the Gold Loan product in November 2018. This product
offers advances of up to 60% of the gold value and provides greater
flexibility to customers through 1,3,6 or 12 months repayment plans. Plans
to launch the product across 50 island-wide branches by the end of the
financial year 2019/20 are well underway.
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Deposit Products

Fixed Deposits Fixed Deposit customers are catered to through the 48 branches and service
centers of the Company and offered attractive interest rates on par with
market conditions. Fixed Deposits terms range from six months to five years.
A dedicated marketing team also provides doorstep customer service to the
Company’s fixed deposits clientele.

Savings Deposits The Company offers three savings products — “Miyulasi”, “Yalu” and “HNB
Finance Savings Account”. The Miyulasi product was introduced as a savings
scheme for female borrowers, with a view to inculcate the savings habit.
Yalu was launched to instil the habit of saving in children while HNB Finance
Savings Account is a general savings product catering to the masses.

A new product ‘Sureki’ was launched in 2019, which encourages the savings
habit of customers by rewarding depositors for consistently saving a
minimum of Rs. 50 per week.

While striving to cater to evolving needs of customers, HNBF introduced the novel concept of collections via
Point of Sales (POS) machines and online methods for the HNB Finance Savings product, keeping in line with
its aim to provide innovative solutions and convenience to its customers.

Over the years HNBF has witnessed the social and economic development of its customer base and has been
a part of many success stories of HNBF’s customers. The Company has also supported customers to move to
become a part of the Small-Scale Enterprise (SSE) and SME categories.

Accolades and Ratings

Credit Rating from Fitch Ratings - Fitch ratings has affirmed a National Long-Term rating of A(lka) with a
stable outlook for HNBF in 2019.

‘A Great Place to Work’ - HNBF is the only finance company in Sri Lanka to be recognized as one of the top
25 Great workplaces in Asia in 2019. The Company was also among the 25 great places to work in Sri Lanka
in 2019 for the third consecutive year.

National Business Excellence Awards 2018 - HNBF received the Silver Award in the Non-Banking Financial
Services category at the National Business Excellence Awards (NBEA) 2018, organized by the National
Chamber of Commerce Sri Lanka, in recognition of the Company’s continuous ability to enhance stakeholder
value while also contributing to the economic growth of the nation.

The Best CSR Finance Company 2019 - Sri Lanka by the International Business Magazine - UAE — HNBF
received the “Best CSE Finance Company 2019 — Sri Lanka” award from the International Business magazine
— UAE in October 01, 2019 as a recognition of HNBF’s CSR initiatives.

Gold award in the banking and finance sector and Silver award in the overall category at the BestWeb.lk
Awards - 2019
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Silver award in the banking and finance sector for HNBF’s website at the W3 Awards 2019 - USA.

Gold award for “Best Rural Activation” for HNBF’s brand awareness campaign at ACEF Awards 2019 —
India.

Award from the Credit Information Bureau, Sri Lanka - The Company has received a rating of A++ from the
Credit Information Bureau of Sri Lanka (CRIB) for the year 2017.

Branch Network

Since its inception 19 years ago, the Company has steadily expanded its geographic reach within Sri Lanka
from North to the South of the country, comprising a fully-fledged integrated branch network of 48 branches
and 21 service centers. Furthermore, with the aim of enhancing experience and exposure of the customer
base, the Company increased the meeting centers to 10,875 as at December 31, 2019.

TABLE 5.1 — BRANCH DISTRIBUTION
Province Number of Branches/Service Centres

. 3 Branches
Northern Province .
5 Service Centers

. 4 Branches
North Central Province .
3 Service Centers

. 6 Branches
North Western Province .
2 Service Centers

Western Province 14 Branches

. 5 Branches
Southern Province .
3 Service Centers

. 4 Branches
Eastern Province .
3 Service Centers

. 5 Branches
Central Province .
3 Service Centers

. 4 Branches

Uva Province .
1 Service Centers
3 Branches

Sabaragamuwa Province .
1 Service Centers

48 Branches
21 Service Centers

Total

Human Resources

The Company serves its client base with 1,953 employees as at December 31, 2019. As at the date of this
Prospectus and Introductory Document, there were no labor unions, significant agreements entered into
between the labor unions and the Company or actions pending against the Company in the Labor Tribunal.

HNBF develops fresh talent by training school leavers by enhancing their knowledge base on the unique
micro financing products rather than poaching talent from competitors. The training department also
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ensures employees’ attitude development, assist to improve employees’ skill levels for facilitating promotion
and delivering the service with a human touch in dealing with the community. HNBF also provides training
to our customers to improve their financial literacy, promote positive thinking and product development.

Future Outlook for HNB Finance Limited

The transition from a Grameen-based operation to a fully-fledged finance company which caters to all
segments of the market has been one of the most significant and remarkable milestones in the Company’s
19-year history. Leveraging on this transition, the Company intends to enter a new phase in our continuing
expansion and growth by offering a more comprehensive range of financial solutions which are closely
aligned to the value proposition of the parent company- HNB PLC. The Company’s core values referred to as
“InSPIRRE” (meaning - Integrity, Socially-conscious, Professionalism, Innovation, Respect, Relevance and
Empathy) provides a solid platform for all employees to align to the Company’s vision to be recognized as
the leader in providing innovative, technology-driven financial solutions with a human touch for all.

To position HNBF as the preferred financial service provider in the market, a comprehensive, well-defined
strategic business plan was drawn up in 2017 following a thorough market analysis. Revolving around several
key strategic goals, HNBF’s business plan will remain flexible to enable adaptation to significant internal and
external environment developments over time.

The strategic business plan stresses on the importance of several key factors such as;
=  High quality human resources

= Customer-centric product portfolio

=  Creating a multi-channel approach to support product delivery

=  Re-aligning branding and marketing

=  Leveraging technology for growth

High quality human resources: Human resources is a critical factor in the business operations of HNBF and
hence, the development and retention of high ability human resources is a key focus of the Company. As a
result of the improved human resource policies and practices, HNBF has been recognized by the Great Place
to Work Survey for three consecutive years and takes great pride in being the only finance company in Sri
Lanka under the large category to be amongst the top 25 companies at Asia’s Best Workplaces 2019. Launch
of career progression plans, implementation of employee training, and appraisal schemes would be the key
focus areas in the coming years to improve and create human capital value. As part of the improvements to
the human resources of the Company, as at the financial year end 2018/19, HNBF carried out an
organizational re-structure exercise to remain relevant in the decades to come. As part of this organizational
re-structure exercise, all functions of the Company were segregated within two broad units- the Business
unit and the Services unit headed by the Deputy General Manager - Business and the Chief Operating Officer
respectively. In line with the above, a Credit Administration Department has been established as at the date
of this Prospectus and Introductory Document and will be fully functional by March 2020. The purpose of
the said Credit Administration Department is to approve all loans with a specialized team in order to reduce
the turnaround time of granting loans and improve the evaluation skills thus to manage the Non-Performing
Loans ratio of the Company.

However, job descriptions of several existing employees and future recruitment efforts of the Company have
been impacted by the said organizational re-structure. Thereby the management of HNBF plans to engage
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with a human resource consultant to critically evaluate the Job descriptions of existing employees and to
improve efficiency of existing employees. Moreover, HNBF has conducted a salary benchmark survey with
arecognized service provider where the existing salary levels and critical job profiles of HNBF were compared
against industry benchmarks. The results of this survey are expected to be utilized in setting salary levels of
HNBF in the future. Furthermore, HNBF intends to implement the 9-box methodology, e-recruitment
platform and an e-learning platform in the future under the objective of maintaining a high-quality human
resource within the organization.

Customer-centric product portfolio: A dedicated product development team continuously work towards
developing new products and modifying existing products and services to make them more customer centric.
Some strategies used include: undertaking a gap analysis to identify gaps that can be catered to, carrying out
demand side and supply side market studies, identifying potential partners to collaborate with to launch new
products through existing networks, improving the technology platform to support product changes, and
identifying methods to improve fee-based products. It is the success of such strategies that has enabled the
Company to introduce several products such as the Divi Saru Micro Loan product and the Gold Loans within
the past year to cater different segments in the market.

the Company intends to introduce a new savings product with special features attached in order to be in line
with the Company’s objective of enhancing the low-cost funding base. As at the date of this Prospectus and
Introductory Document, HNBF is in the process of finalizing agreements with educational institutes with
regard to the above special savings product and aims to expand its reach towards vocational training
institutes. Furthermore, HNBF plans to introduce a new consumer loan product aiming low salaried
employees in the private and government sector.

Multi-channel approach to support product delivery: HNBF has partnered with agency channel providers,
Mobitel and Dialog with the approval of the CBSL to enable due collection via their Island wide agent
networks. The Company has already deployed Ez Cash and M-cash solutions for existing customer base to
provide enhanced payment avenues. To further strengthen the product offering and be on far with the
industry, the Company has started rolling out internet and mobile banking solution. This will greatly enhance
the savings product offering making it more attractive to our customers.

Re-aligning branding and marketing: The Company has been the corporate rebranding exercise supported
by a complementing marketing strategy which ensured that HNBF’s repositioning did not alienate existing
stakeholders.

Following is the branding and marketing strategy to drive the HNBF’s brand forward:

The Company’s main objective is to increase brand affinity among identified key customer segment. The
management of HNBF plans to achieve the said objective by establishing product brand via Above The Line/
Below The Line communication as required, strengthening on ground brand presence, driving reciprocal
business and driving awareness among affluent business partners and driving consideration via
differentiated positioning.

Establishing product brand via Above The Line/ Below The Line communication — KPIs to increase brand
equity:
e Communication to focus on the experience vs product offering
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e Drive media innovations vs drive share of voice
e Strengthening digital media engagement
e Improving imagery dimensions in awards and benefits

Strengthening on going brand presence — KPIs to increase Top of Mind association:
e Strengthen brand visibility in key urban towns with more focus on semi-permanent materials
e Create close relationships with the local communities via regional activations
e Strengthen brand presence at branches supported by Below The Line activations

Drive reciprocal business and drive awareness amongst affluent business partners — KPIs to strengthen
awareness of SME, SSE, and higher sectors:
e Strengthen relationships with key SME/ SSE/ leasing dealer segments via supporting their key
promotional activities
e  Build relationships with SME, SSE communities via associating with key business and social forums
e Rewards and recognition

Drive consideration via differentiated positioning:
e  Establish responsibility towards community via initiatives - health, education, empowering
entrepreneurs and environment
e Drive growth in life
e Association with key religious and cultural events

Enablers such as traditional media, paid and owned digital media platforms, key events, road shows
sponsorship, point of sales materials.

HNBF’s point of difference, socially responsible technologically superior and customer centric finance
company which is affiliated to HNB. The Company has successfully concluded a number of CSR and
sustainability initiatives under health, education, empowering entrepreneurs & environment and the
Company intends to continue its positive impact the community in the future. In recognition of our
commitment for being socially responsible, HNBF were awarded the ‘The Best CSR Finance Company 2019 -
Sri Lanka’ by the International Business Magazine-UAE.

Technologically superior — Customer of HNBF are being driven in to new payment channels via relationship
management systems and targeted communication methods. Also, new digital channels have been
implemented by HNBF to attract potential customers. HNBF’s trilingual website has been the heart of the
Company’s digital ecosystem and HNBF’s website was awarded with the Gold award in banking and finance
sector and with the Silver award in the overall category at the BestWeb.lk awards 2019. Moreover, HNBF’s
website was awarded the Silver award in the banking and finance sector at the w® awards 2019 — USA.

Customer centric — As HNBF serves its customers with customer centric products, HNBF continues to
enhance their experience by engaging with them at every possible opportunity. The number of customer
promotions, giveaways and the happy customer testimonials is a testament for HNBF’s customer centric
approach. The Company won the Gold for ‘Best Rural Activation’ for brand awareness at ACEF Awards 2019
- India.
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Leveraging technology for growth: Keeping in line with the aim to provide ease of access to the customer
base, the Company intends to introduce new technology that will bring in operational efficiencies to benefit
both the customers as well as the Company. HNBF is also conducting a Business Process Reengineering
exercise to further improve efficiencies.

HNBF has initiated customer relationship management, document management and delinquency
management solutions in order to improve customer satisfaction, internal efficiencies and security of the
information which HNBF possesses while reducing the operations costs. Furthermore, the Company is
currently evaluating the possibilities of using Big Data Analytics, Machine Learning and adoptability of
Robotic Process Automation in order to facilitate proactive decision making and achieve visibility of the
overall organizational performance.

The risks associated with the future plans of the Company are discussed under Section 11 of this Prospectus
and Introductory Document.

Assumption Related to the Future Plans of HNB Finance Limited

The above-mentioned future plans of the HNBF would be dependent on market and industry conditions
prevailing at the time of execution. Furthermore, the strategies are also based on the primary assumption
that there will be no material changes in the regulatory environment. Any significant changes in the
economy, industry, competition or regulatory environment may require an amendment to the plans and
strategies of the Company. The following assumptions were made when developing the aforementioned
plan.

Regulatory Environment of the Finance Industry — The Non-Banking Financial Institutions (NBFI) sector is
heavily regulated by the CBSL and the Company’s strategies for the future are based on the assumption that
the finance industry’s regulatory environment will not undergo any major changes including restrictions on
entering new markets, restrictions on interest rates or fees or any other regulations that will have an adverse
effect on the Company and its operations.

Regulatory Environment of Microfinance — It has been assumed that there will be no material changes in
the regulatory environment with regard to microfinance such as restrictions on interest rates and interest
margins specifically with regard to microfinance products, restrictions on the introduction of new products,
etc. Microfinance has contributed the major portion to the Company’s profitability in the past, which has
reduced over the last couple of years due to the introduction of new products as well as the deliberate
attempt to reduce exposure to microfinance as directed by the CBSL. Regulation of the microfinance
business through the Microfinance Act of 2016 is expected to favorably affect the industry competition and
regulatory pressures.

Leasing Industry — Since the newly introduced leasing sector is expected to increase its contribution towards
the financial position and performance, it has been assumed that there will be no adverse conditions such
as regulatory pressures, drastic decline in vehicle imports leading to lower demand for leasing, etc., affecting
the leasing industry.
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Adverse Weather Patterns — As a major part of HNBF’s customer base is engaged in industries which are
subject to volatilities in weather, it has been assumed that there will be no significant adverse weather
situations which will affect their repayment abilities.
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6.0 MANAGEMENT DISCUSSION AND ANALYSIS

6.1 Summarized Financials for the Five Years Ended March 31, 2019

TABLE 6.1 — SUMMARIZED AUDITED INCOME STATEMENTS

(LKR Mn) CAGR
2015 2016 2017 2018 2019
For the Year Ended March 31, (%)
Interest Income 2,468 3,906 5,327 6,538 7,229 30.82%
Interest Expenses (716) (996) (1,466) (2,373) (2,802) 40.65%
Net Interest Income 1,752 2,911 3,861 4,164 4,427 26.08%
Net Fee and Commission Income 226 410 572 581 625 28.96%
Total Operating Income 2,013 3,387 4,670 4,989 5,337 27.60%
Impairment Charges for Loans (70) (110) (708) (685) (843) 86.29%
Net Operating Income 1,942 3,277 3,963 4,303 4,494 23.34%
Total Operating Expenses (1,123) (1,455) (1,956) (2,276) (2,728) 24.84%
Operating Profit before VAT and NBT 819 1,822 2,007 2,027 1,765 21.16%
Operating Profit after VAT and NBT 657 1,545 1,626 1,583 1,262 17.73%
Profit for the Year 535 1,110 1,059 1,012 831 11.64%
Earnings per Share (LKR) 0.31 0.65 0.62 0.59 0.48 11.55%

TABLE 6.2 — SUMMARIZED AUDITED STATEMENT OF FINANCIAL POSITION

(LKR Mn) CAGR
For the Year Ended March 31 2013 2016 2017 2018 2019 (%)
Assets

Loans and Advances 5,725 9,138 13,764 19,045 25,471 45.24%
Financial Investments 2,017 2,667 2,078 2535 2500 5.68%
Property, Plant and Equipment 880 950 1119 1,159 1,420 12.70%
Total Assets 10,086 14,376 19,553 25,339 32,929 34.42%
Liabilities

Deposits 7,558 10,420 14,040 18,821 22,632 31.55%
Debt and Other Borrowed Funds 815 910 1,333 1,178 4,218 50.82%
Total Liabilities 8,813 11,984 16,163 21,208 28,300 33.86%
Total Shareholders’ Fund 1,273 2,392 3,390 4,130 4,629 38.10%
Total Liabilities and Shareholder’s 10,086 14,376 19,553 25,339 32,929 34.42%
Funds

TABLE 6.3 — KEY FINANCIAL RATIOS

For the Year Ended March 31, 2015 2016 2017 2018 2019
Net profit margin* 30.54% 38.13% 27.43% 24.30% 18.77%
Return on equity** 53.12% 60.58% 36.62% 26.91%  18.96%
Gearing ratio*** 39.04%  27.55% 28.23%  22.20% 47.67%
Interest cover ratio**** 2.15 2.83 2.37 1.85 1.63

*Net profit margin = Net profit for the period/ Net interest income for the period
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**Return on equity = Net profit for the period/ Average total equity during the year or period
***Gearing ratio = Interest bearing borrowings / (Interest bearing borrowings + Total shareholders’ funds)
****Interest cover ratio = Earnings before interest and tax for the period/ Interest expenses for the period

Net Interest Income

HNBF’s interest income which was LKR 1,689 Mn in 2013/14 continued its growth trajectory posting a CAGR
of 33.75% from 2013/14 to reach LKR 7,229 Mn in 2018/19. The growth was significant from 2013/14 to
2015/16 due to the low bases of the previous years and has since stabilized to sustainable levels. The
economic slowdown together with the overall industry downturn has also caused the growth in interest
income to reduce over the previous three years.

With the aim of reducing the excessive dependence on microfinance lending, HNBF has introduced new
products such as leasing and gold loans during the last few years. Moreover, HNBF plans to introduce other
new products such as auto draft loans and supplementary SME and SSE products to comply with the strategy
of reducing the exposure to the microfinance industry.

The interest expenses increased by 18.06% in 2018/19 reflecting the increased borrowing interest rates
despite the lending rates being maintained at the same level as the previous year. However, due to the
initiatives taken by the CBSL to reduce the policy interest rates, HNBF expects a reduction in total interest
expenses going forward.

Net interest income surpassed LKR 4.4 Bn by the end of the financial year 2018/19 recording a net growth
of 6.31% for the year.

GRAPH 6.1 — NET INTEREST INCOME
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Profitability

The personnel costs increased by 11.53% in 2018/19 lower than the growth of 17.43% in the previous year.
The lower growth was achieved by the use of technology to improve employee efficiency even with an
expanding employee base. During 2018/19, the Company continued to invest in information technology
infrastructure with the view to capturing new markets and distribution channels as well as to introduce new
products.

The cost to income ratio increased from 46.76% to 51.12% in 2018/19. This is mainly attributed to the growth
in expenses despite the subdued income growth, the difficult market operating conditions and the expansion
in employee cadre with the growth of the Company’s product portfolio. The investment in technology
together with stringent cost management initiatives adopted by the Company is expected to facilitate future
cost savings.

The Value Added Tax (VAT) expense increased during 2018/19 mainly due to the higher tax base.

The increase in the interest and operating expenses together with the slower growth in interest income due
to the difficult economic and market conditions was reflected in the declined profit of LKR 831 Mn in
2018/19.

HNBF reached a milestone in its profitability during 2015/16 by recording a Profit After Tax (PAT) exceeding
LKR 1 Bn for the first time since inception. However, the profitability of the Company has been stagnant

over the previous three financial years due to the reasons mentioned above.

The Earnings per Share (EPS) was recorded at LKR 0.48 per share for the financial year 2018/19, a 18.64%
decline from LKR 0.59 per share in the previous year.

GRAPH 6.2 — PROFIT AFTER TAX, RETURN ON EQUITY AND RETURN ON ASSETS
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Source — HNBF
* Return on Equity = Net profit for the period/ Average total equity during the year or period
** Return on Assets = Net profit for the period/ Average total assets during the year or period

The Company’s Return on Assets (ROA) was 2.85% in 2018/19 while the Return on Equity (ROE) was 18.96%,
down from the previous year’s 4.51% and 26.91% respectively. The shift towards collateral based products
which are generally low yield products, such as leasing, caused the asset base to increase significantly while
the profitability increased marginally, thus, resulting in the lower ROA. The growing equity base together
with the declining profit has resulted in reducing the ROE over the last two years.

Furthermore, the mandated change from the use of the accounting standard LKAS 39 to SLFRS 9 that came
into effect during the financial year 2018/19 has resulted in higher impairment charges to financial assets.
As a result, impairment charges have increased to LKR 843 Mn in the year under review compared to LKR
685 Mn in the previous year. This negatively impacted pre-tax profitability of HNBF recording only a modest
pre-tax profit of LKR 1,766 Mn during the financial year 2018/19, compared to LKR 2,027 Mn in the previous
financial year. The profit after tax recorded in 2018/19 has been further impacted by the new tax directive
which introduced a Debt Repayment Levy (DRL) of 7% with effect from 01 October 2018.

By implementing best practices and strategies during 2018/19 to curb increasing expenses on operational
activities, the management of HNBF forecasts an accelerated growth rate in revenue and enhanced
profitability over the short-term which is expected to create higher value to stakeholders.

Lending Portfolio

The total loans and advances (including rentals receivables and stock out of /leasing products) of HNBF
reached LKR 25.5 Bn by the end of the financial year 2018/19 recording a growth of 33.74%. Keeping in line
with the Company’s objective of serving a wider portion of the population as well as CBSL’s directive to
reduce the exposure to the microfinance segment, a material portion of the lending portfolio’s growth (pre-
impairment) in 2018/19 was derived from leasing products (a YoY growth of LKR 3.9 Bn on leasing products
whereas the total growth of the lending portfolio was LKR 7.7 Bn in 2018/19). This shift is clearly seen in the
product mix given in the charts below. Loans comprise of all microfinance, SSE and SME lending products
while other is comprised of gold loans, savings, advances and loans against deposits. Since the introduction
of the leasing product in 2015/16, this product has shown an exponential growth, claiming a 31.13% share
of the total disbursements to customers before impairment in 2018/19.
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GRAPH 6.3 — DISBURSEMENT OF LOANS AND ADVANCES BY PRODUCT (BEFORE IMPAIRMENT)
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Of the microfinance products, Diriya continued to contribute the largest portion in 2018/19. Further changes
are expected to the product mix in the next few years keeping in line with the requirement to diversify the
portfolio and reduce exposure to microfinance. The Company has also introduced housing loans as well as
gold loans to assist in the diversification exercise. Furthermore, the Company is expecting to reduce its
exposure to the agriculture segment to mitigate the risk of volatile earnings due to adverse weather patterns.

During 2018/19, the disbursements under the main loan products - Diriya micro loan and Sahana interim
loans, amounted to LKR 12.7 Bn. The SSE loans such as Easy Loan, Abhilasha and Swashakthi recorded a
disbursement of LKR 3.9 Bn in 2018/19 up from the LKR 3.4 Bn in the previous year with Easy loans
contributing the highest growth with a disbursement of LKR 2.1 Bn, closely followed by a LKR 1.4 Bn
disbursement through the Abhilasha loan scheme. Moreover, the recently introduced SME products such as
Relax, Saviya and Nivahana; accounted for 8.73% (LKR 1.58 Bn) of the total loans and advances given to
customers (pre-impairment) in 2018/19.

With the significant negative impact that adverse weather had on the agriculture and agri-based industries
and businesses, the Company’s Non-Performing Assets (NPA) ratio underwent a substantial pressure
increase recording 8.85% by the end of the financial year 2018/19 up from 3.79% in the previous year.

Other Assets

Financial investments accounted for 7.64% of the total assets in 2018/19 out of which, held to maturity
financial instruments represented 98.87%. However, the aforesaid is a decline of 243 basis points compared
to the previous year where the total financial investments (LKR 2.55 Bn in 2017/18) represented 10.07% of
the total assets of the Company. However, in the financial year 2017/18, held to maturity instruments
accounted for 98.88% of the total financial investments.

The total assets increased by 29.96% in 2018/19 reaching LKR 32.9 Bn.
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6.8

Funding Portfolio

The deposit base surpassed LKR 22.6 Bn in 2018/19 recording an increase of 20.25%, with the fixed deposits
increasing by 22.14% and savings deposits increasing by 9.03%. Fixed deposits continue to be the main
source of funding, accounting for over 85% of the funding portfolio.

Equity

Prior to being acquired by Prime Lands, HNBF had accumulated significant accumulated losses which reached
LKR 3.9 Bn by the end of the FY 2012/13. The turnaround in the post Prime Lands acquisition and the
acquisition by HNB PLC, resulted in the retained losses reducing to LKR 3.2 Bn by end the FY2014/15.

To wipe out the major portion of the accumulated losses, HNBF carried out a capital reduction exercise
during the FY 2015/16, which amounted to LKR 3,672 Mn. This, together with the profit recorded during the
FY 2015/16 resulted in the accumulated losses amounting to LKR 1.4 Bn while the stated capital (Voting and
Non-Voting) reduced to LKR 223.5 Mn by the end of 2015/16 from LKR 3,895 Mn recorded in 2014/15.

The subsequent three years resulted in steady profits being realized by the Company, thereby affirming the
stability of HNBF with the accumulated profits increasing to LKR 2.7 Bn by the end of the FY 2018/19, after
the disbursement of healthy dividends to shareholders.

Capital Adequacy

As at the end of March 2019 the Company’s Core Capital (Tier I) ratio was 8.35% while the total risk weighted
capital (Tier I and 1l) was 10.10%, despite recording a dip over the previous year mainly due to the growth of
the leasing and micro finance portfolio which are considered higher risk weighted assets. The Company’s
financial stability and the ability to absorb any unexpected losses is illustrated by the maintenance of the
Core Capital requirements above the statutory requirements of 6% and 10% for Tier | and Tier Il, respectively.

TABLE 6.4 — COMPLIANCE OF CAPITAL ADEQUACY RATIO REQUIREMENTS — LFC’S WITH ASSETS LESS THAN LKR 100 BN

March 31, 2019 July 31, 2019 | July 01, 2020 | July 01, 2021

CBSL HNBF CBSL HNBF CBSL CBSL

requirement | compliance | requirement | compliance | requirement | requirement

Tier 1 6.00 8.35 6.50 9.64 7.00 8.50
capital %

Total 10.00 10.10 10.50 11.12 11.00 12.50
Capital %
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7.0 FINANCE SECTOR IN SRI LANKA

7.1

7.2

7.3

Overview

The Licensed Finance Companies (LFC) and Specialized Leasing Companies (SLC) are classified under one
category by the CBSL and therefore, the analysis and data provided below would consist of both sectors.

LFC and SLC sector, which accounted for LKR 1,431 Bn representing 7.6% of Sri Lanka’s financial system in
terms of the total assets, has played a vital role in the financial sector in 2018, although the performance
was subdued during the year when compared with the previous years, in terms of credit growth, profitability
and non-performing loans. LFC and SLC sector assets recorded a growth of 5.6% during 2018 down from the
11.8% and 21.7% growths recorded in 2017 and 2016 respectively, mainly due to lower credit growth (CBSL
Annual Report 2018).

Business Growth

This sector comprised of 43 LFCs and five SLCs by the end 2018. During 2018, the LFC and SLC sector branch
network expanded by 11 to 1,373 with 658 other outlets of LFCs and SLCs (CBSL Annual Report 2018). The
Western Province had the largest concentration of branches (c.32%) with Southern, North Western and

Central Provinces each having an approximate concentration of 11%.

TABLE 7.1—- DISTRIBUTION OF BRANCHES OF LFCS AND SLCS BY PROVINCE

Movement during

Province 2017 2018

the Year
Western 442 446 4
Southern 148 151 3
Sabaragamuwa 111 110 (1)
North Western 147 148
Central 152 158 6
Uva 68 68 -
North Central 100 98 (2)
Eastern 110 110 -
Northern 84 84 -
Total 1,362 1,373 11

Source: Central Bank of Sri Lanka — Annual Report 2018
Assets and Liabilities
The growth of the total asset base of the LFC and SLC sector reduced to 5.6% in 2018, down from 11.8% in

2017, continuing the reducing trend from the annual growth rates of approximately 20% recorded prior to
2017. The slower growth was mainly due to the moderate economic growth and lower lending towards
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vehicles due to fiscal and macroprudential policy measures taken by the government to curtail the vehicle
importation and lending for same (CBSL Annual Report 2018).

The gross finance leases, the secured loans and advances, pawning advances and loans against deposits
contributed positively towards the asset growth while hire purchase recorded a decline of LKR 8 Bn in 2018
(CBSL Annual Report 2018).

The investment portfolio of the sector also recorded a decline of 7.1% in 2018 (5.7% increase in 2017) mainly
due to the reduction in the market value of investments, while other assets recorded a growth of 2.7% mainly

due to higher placements with banks and financial institutions (CBSL Annual Report 2018).

TABLE 7.2— COMPOSITION OF ASSETS AND LIABILITIES OF THE LFC AND SLC SECTOR

Change

Item (LKR Bn) 2017 2018
(%)

Assets
Loans and Advances 1,057 1,137 7.6%
Investments 118 110 -7.1%
Other 180 185 2.7%
Total Assets 1,355 1,431 5.6%
Liabilities
Total Deposits 687 717 4.4%
Total Borrowings 396 464 17.1%
Capital Elements 170 184 8.2%
Other 103 67 -34.7%
Total Liabilities 1,355 1,431 5.6%

Source: Central Bank of Sri Lanka — Annual Report 2018

Similar to 2017, customer deposits accounted for the majority of total liabilities in 2018 while the total
sectoral borrowings increased by 17.1% during the year. (CBSL Annual Report 2018).

The steps taken by LFCs and SLCs to meet the LKR 1.5 Bn minimum core capital requirement together with
the profits generated resulted in the capital elements to increase by 8.2% in 2018 (CBSL Annual Report 2018).

Risk Management

Credit Risk: The economic slowdown in 2018 together with the adverse weather experienced during the year
resulted in the increased gross Non-Performing Loans (NPLs) and the relevant ratios. NPLs increased by 41%
to LKR 93 Bn in 2018 causing the gross NPL ratio to increase to 7.7% from 5.9% in 2017. The net NPL ratio
also increased during the year with the reduced provision coverage ratio. Net NPL ratio stood at 2.4% in
2018, up from 1.5% in 2017, while the provision coverage ratio was 57% (64% in 2017) with the total
provisions being LKR 53 Bn in 2018 up from LKR 42.2 Bn in 2017. These increasing NPAs and related ratios
show signs of the deteriorating asset quality of the sector (CBSL Annual Report 2018).
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GRAPH 7.1— NON-PERFORMING ADVANCES OF THE LFC AND SLC SECTOR

£ 100.00 - F90% g
@ S
< 9000 - - 8.0% E
o
80.00 1 - T0% 5
70.00 - cow 2
: (1]
60.00 - 2
- 50% 2
50.00 - §
L 40% &
40.00 - ° 0o

- 0,

30.00 - —— 3.0%

-
7 N . P L 2.0%
2000 4= o - ~ .

- = o

10.00 - - 1.0%

- . : , ( ( ; ; 0.0%

2011 2012 2013 2014 2015 2016 2017 2018
Gross NPA (LKR Bn) e (Gross NPA Ratio == == et NPA Ratio

Source: Central Bank of Sri Lanka — Annual Reports 2016 and 2018

The NPAs are expected to increase further in 2019 if the adverse weather conditions continue and due to
the Debt Relief program, which was introduced by the Ministry of Finance and Mass Media in August 2018,
while the adoption of SLFRS 9 is also expected to challenge the credit risk of the sector.

Market Risk: Due to the relatively low exposure to trading portfolio and foreign currency transactions, the
sector experienced a minimal market risk. The increasing trend in the interest rates towards the end of 2018
slightly increased the sector’s interest rate risk. The negative mismatch in the maturity profile of interest-
bearing assets and liabilities assisted in maintaining a positive net interest margin (CBSL Annual Report 2018).

Liquidity Risk: The overall statutory liquid assets available in the LFC and SLC sector by the end of 2018 were
at a surplus of LKR 25.6 Bn from the stipulated minimum requirement of LKR 88.2 Bn. A decrease in the
surplus was observed during the year causing the liquid assets to total assets ratio to reduce to 7.6% from
8.9% in 2017, while the liquid assets to deposits ratio remained well above the minimum requirements (CBSL
Annual Report 2018).

Profitability

During 2018, the LFC and SLC sector profits recorded a decline mainly due to the increased funding cost,
increase in the loan loss provisions as well as the increase in staff costs. The net interest margin marginally
reduced to 7.4% in 2018 from 7.7% in 2017, due to the 4.3% increase in interest income and the 2.9%
increase in interest expense. Default charges and other service charges contributed towards the increase in
non-interest income. Overall profitability of the sector recorded a decline of 17.2% reaching LKR 21.4 Bn
from the profit of LKR 25.8 Bn recorded in 2017 (CBSL Annual Report 2018).
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TABLE 7.3— COMPOSITION OF INCOME AND EXPENSES OF THE LFC AND SLC SECTOR

Item Amount (LKR Bn) Growth

2014 2015 2016 2017 2018 Amount %

(LKR Bn)

Interest Income 131.2 150.4 188.9 231.5 241.5 9.9 4.3%
Interest Expenses 69.1 68.2 96.8 128.9 132.6 3.8 2.9%
Net Interest Income 62.1 82.2 92.1 102.6 108.8 6.1 6.0%
Non-Interest Income 20.4 22.8 28.3 34.0 38.1 4.1 12.1%
Non-Interest Expenses 47.6 67.0 65.5 80.0 81.2 1.2 1.5%
Loan Loss Provisions (Net) 11.0 9.0 7.6 13.5 25.9 12.4 91.9%
Profit Before Tax 23.9 28.5 47.2 43.2 39.7 (3.5) (8.1%)
Profit After Tax 14.8 15.2 315 25.8 21.4 (4.4) (17.2%)

Source: Central Bank of Sri Lanka — Annual Reports 2015, 2017 and 2018

GRAPH 7.2— PROFITABILITY INDICATORS OF THE LFC AND SLC SECTOR
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The sector experienced a peak in its performance during 2016 which was subdued in 2017 and 2018 due to
the low credit growth, reduced Net Interest Margin (NIM) and increasing provisions etc. The profitability
indicators of the sector, i.e. ROA and ROE decreased further to 2.7% and 12.1%, respectively, in 2018 from
3.2% and 16.1% in 2017.

Capital

The total regulatory capital increased to LKR 160.8 Bn by the end of 2017 mainly due to the efforts taken by
companies in the sectors to meet the minimum capital requirements. The capital adequacy ratios (CAR) of
the sector remained above the required minimum levels, although both the core capital ratio and the total
CAR decreased in 2018 to 9.9% from 11.2% and 12.4% from 13.1%, respectively (CBSL Annual Report 2018).
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Microfinance Industry in Sri Lanka

Microfinance is a source of financial services for individuals lacking access to or without access to traditional
banking services. The customers of the microfinance industry are the individuals and businesses with
regular income, generally from self-employment activities, who lack the conventional collateral to obtain
bank loans.

Although financial exclusion has reduced rapidly over the last few years, it is still widespread and the
potential for growth in the microfinance industry remains vast. With the rapid development in the
microfinance industry in many countries and regions, industry players have evolved and grown with the
initial client groups to provide services for both the micro and Small and Medium Enterprises (SME) sectors
of the market. As a result, at present a higher focus is placed on Micro and SME (MSME) financial institutions
globally.

Microfinance in Sri Lanka has a history of over 100 years with the establishment of Thrift and Credit Co-
operative Societies (TCCSs) which were introduced by the British colonial administration. Over the years,
Multi-Purpose Co-operative Societies (MPCSs), SANASA, Co-operative Rural Banks (CRBs) and Regional
Rural Development Banks (RRDBs) were set up to provide access to financial services to the remote rural
population and smallholders. In the late 1980s and early 1990s many local and international Non-
Governmental Organizations (NGOs) entered the microfinance business, which was initially combined with
social and community development activities.

However, commercialization of the group lending mode of the microfinance industry can be traced back to
the year 2000 with the adaptation of the ‘Grameen’ model by HNB Finance Ltd, then known as Ceylinco
Grameen Credit Co. Ltd.

Over the years, with economic development and because of many poverty alleviation initiatives
undertaken, many households have risen above the poverty line. Permanent and sustainable access to
finance is a successful method used to assist households to rise above and remain above the poverty line.
Microfinance is a more suitable approach to poverty alleviation than charitable aid since it is sustainable
and creates independence from aid, rather than a dependence on aid; and secondly, it is passed directly on
to individuals who require it, thus bypassing certain bureaucracies and corruption.

Collateral considerations and the difficulties and time-consuming application process of obtaining loans
from LCBs and LSBs have been identified as being the main reasons for the preference for microcredit. The
current macroeconomic landscape of the country is also conducive to promote the microfinance business,
which is further supplemented by the national policy of the country which supports financial and social
inclusivity together with initiatives which propagate financial literacy.

At present, in Sri Lanka, microfinance products are mainly provided by formal financial institutions such as
banks, and leasing and finance companies; and semi-formal institutions such as co-operative societies, Non-
Governmental Organization microfinance institutions (NGO MFIs), community-based organizations and
state programs such as Samurdhi. In addition to these, informal sources such as money lenders and rotating
savings and credit associations also provide financial services to the communities who are not catered to
by formal and semi-formal financial institutions.
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With the rapid growth in assets and the extensive outreach leading to the development in the microfinance
sector, many experts expressed concerns over the regulation and governance-related issues. Although the
LCBs, LSBs, LFCs, SLCs, Co-operative societies, etc., are regulated and supervised by specific regulatory
bodies, the NGO MFIs were not under the scrutiny of any institution, and the existing regulatory framework
was not specific to the microfinance business segment.

As a result of these concerns, the Government passed the Microfinance Act of 2016, in May 2016, which
aims to regulate the industry and license and monitor the players.

Industry experts believe that the microfinance industry will experience some changes over the next few

years as discussed below;

= Stricter Regulatory Environment - Following up on the recently introduced Microfinance Act of 2016, the
regulators are likely to introduce added regulatory measures mainly to ensure that the industry’s
practices are streamlined. Furthermore, owing to the recent issues relating to the repayment abilities of
microfinance borrowers, stricter regulations are expected to be imposed within the microfinance
industry.

= Revision to the Repayment Practices - Due to the heavy involvement of female customers and the social
implications of attending the weekly meetings and collection centers, the industry may evolve to alter
the current weekly repayment practices to allow fortnightly or monthly repayments.

= Technological Advancements - With the maturity of the industry and its players, technology is expected
to play a major role in the future development of the industry. Repayment through mobile cash, newer
loan disbursement methods, balance transfers and online utility bill payment options, etc., are expected
to be introduced by industry players.

= Government Incentives: For the purposes of achieving macro level targets such as financial inclusion, the
government is likely to incentivize the microfinance sector.

= Monitoring by Central Bank - The monitoring of microfinance institutions by the Central Bank is likely to
be shifted to a regional level through the utilization of regional monitoring boards.
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8.0 CORPORATE STRUCTURE

8.1

8.2

Board of Directors

The Board of Directors guide and supervise the business and operations of the Company. The Board consists
of three (03) Independent Non-Executive Directors, four (04) Non-Executive Directors, and one (01)
Executive Director who is the CEO/Managing Director. As at the date of this Prospectus and Introductory
Document, the composition of the Board is as follows.

TABLE 8.1— DETAILS OF HNB FINANCE LIMITED BOARD OF DIRECTORS

Name

Address

Designation

Mr. A. J. Alles

Mr. B. Premalal

Mr. B. M. D. C.
Prabhath
Dr. S. U. H. Fernando

Mr. A. S. Wijesinha
Mr.P. A. H. D.
Wijesundara

Mr. A. G.R.
Dissanayake

Mr. M. Perera

Apt. 4/3, Sunset Wing, Trillium
Residencies, 153, Elvitigala
Mawatha, Colombo 08

No. 75, D S Senanayake Mawatha,
Colombo 08

No. 211, Lake Drive, Rajagiriya

No. 32/4, Bellanwila,
Boralesgamuwa

No 8, Stubbs Place, Colombo 05

No. 155/34, Pannipitiya Road,
Battaramulla

No. 23B, College Street, Colombo 13

Apt. 6/4, 18, St. Anthony’s

Chairman / Non-Independent Non-
Executive Director

Deputy Chairman / Non-Independent
Non-Executive Director

Managing Director/ Chief Executive
Officer
Independent Non-Executive Director

Independent Non-Executive Director
Independent Non-Executive Director

Non-Independent Non-Executive
Director
Non-Independent Non-Executive

Mawatha, Colombo 03 Director

Profiles of the Board of Directors

Mr. A. J. Alles - Chairman / Non-Independent Non-Executive Director

Mr. Alles was appointed Chairman of HNB Finance Limited in the year 2014. He also holds the position of
Managing Director/Chief Executive Officer of Hatton National Bank PLC and counts over 32 years of banking
experience having served several international banks including the HSBC, Dubai; Saudi British Bank, Riyadh;
HSBC, Sri Lanka; and National Bank of Abu Dhabi. Mr. Alles is also the Chairman of Acuity Partners (Private)
Limited and is the immediate past Chairman/Director of Lanka Financial Services Bureau Ltd, Lanka Ventures
PLC and LVL Energy Fund PLC.

He holds a first-class MBA in Finance from the University of Stirling, United Kingdom and is an Associate
Member of the Institute of Bankers of Sri Lanka and Mr. Alles was recently appointed as the Chairman of

Asian Bankers Association for the period 2018-2020.

Mr. B. Premalal - Deputy Chairman / Non-Independent Non-Executive Director
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Mr. Premalal, a prominent figure in the Sri Lankan business landscape, is the co-founder and Chairman of
Prime Group, a holding company with investments in real estate, property development and financial
services through its subsidiaries.

He is an alumnus of Thurstan College, Colombo and a fellow member of the Chartered Institute of
Management Accountants, United Kingdom; Chartered Business Administrator, Canada and holds a
Postgraduate Diploma in Marketing from the University of Sri Jayawardenapura, Sri Lanka. He was conferred
with the prestigious UCD Entrepreneur of the Year in 2011 considering his vast experience in the real estate
industry and exposure to many other industries as an entrepreneur. Mr. Premalal was honored as being one
of the 2018 A-List of Sri Lankan Businesspeople by the LMD last year, listing among the top 50 businessmen
in Sri Lanka who have driven the nation’s engine of growth and are the country’s true assets. He was also
recognized as one of Asia’s Greatest Brand Leaders in 2017. Under his leadership, Prime Group has won the
most prestigious award in the industry for Best Developer awarded by Property Guru at the Asia Property
Awards 2018.

Mr. B. M. D. C. Prabhath - Managing Director/ Chief Executive Officer

Mr.Prabhath holds a Master’s Degree in Business Administration (Sp. in Finance) from the University of
Southern Queensland, Australia and he is a qualified Management Accountant (ACMA (UK), CGMA. He is also
a Certified Management Accountant of the Institute of Certified Management Accountants of Australia
(CMA). He has a Postgraduate Diploma in Business and Financial Administration from the Institute of
Chartered Accountants of Sri Lanka and a member of the Chartered Institute of Marketing (MCIM), United
Kingdom

He is the winner of the prestigious award ‘Game Changer of the Year 2014’ from the World Consulting and
Research Corporation (WCRC), India, awarded in recognition of his contribution to the microfinance industry
in Sri Lanka.

Mr. Prabhath is a financier by profession and an internationally certified microfinance expert from the
Frankfurt School of Finance and Management, Germany. He has over 25 years of experience in the private
sector.

Dr. S. U. H. Fernando- Independent Non-Executive Director

Dr. Fernando is an Executive Director of the Centre for Poverty Analysis (CEPA), a Colombo-based Think Tank.
He has also held leadership positions in Sri Lankan development organizations and served as a Guest
Researcher at the University of Amsterdam, Netherlands and as a Senior Consultant for 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, Netherlands.
His specializations at the Bachelor’s and Master’s Degree levels have been law, economics, management and
labor studies.

Mr. A. S. Wijesinha - Independent Non-Executive Director
Mr. Wijesinha is an economist and policy advisor and his research on trade and investment, innovation, SME
development, and international economics have been published in national and international publications.
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He is currently an international consultant to the UNDP and the International Trade centre, working in
Maldives, Myanmar and Geneva. Until recently he was an Advisor to the Minister of Development Strategies
and International Trade where he focused on trade, competitiveness and innovation. He was previously the
Chief Economist and Head of the Economic Intelligence Unit of the Ceylon Chamber of Commerce, the
country's apex industry body. He is currently a member of the Monetary Policy Consultative Committee of
the Central Bank of Sri Lanka, a board member of the Sri Lanka Export Development Board, and member of
Governors of the Institute of Policy Studies of Sri Lanka In previous roles, he was Research Economist heading
Industry, Competitiveness and Regulatory Policy at the Institute of Policy Studies of Sri Lanka, was Research
Officer at the Presidential Commission on Taxation (2009) and has been a Consultant for the World Bank,
Asian Development Bank and GIZ.

He serves on the boards of Fairfirst Insurance Ltd and Seylan Bank PLC as an Independent Non-Executive
Director. He was recently selected to the Global Future Council on Innovation Ecosystems, by the World
Economic Forum.

Mr. Wijesinha holds a Master’s in Economics and Development from the University of Leeds Business School,
United Kingdom and a Bachelor of Science in Economics from the University College London, United
Kingdom.

Mr. P. A. H. D. Wijesundara - Independent Non-Executive Director

Mr. Wijesundara is an Advisor at the German Development Cooperation (GIZ) for SME Development. He is a
development expert attached to GIZ and counts over a decade of experience in microfinance and SME
finance, trade, regulatory issues, sector strategies, social performance management and inclusive finance.
In addition to his experience gained in Sri Lanka, he has hands on experience regionally. Being a team
member of the appraisal missions for the Sustainable Regional Economic Growth and Investment Program
(SREGIP) in Indonesia and the Promotion of Green Economic Development (ProGED) Program in the
Philippines, he contributed to the project design and shaping up with respective Governments. He is also
conversant with the financial systems in India, Bangladesh, Myanmar, Cambodia, Malaysia, and Pakistan and
involved in numerous international assignments in these regions.

He holds a Master’s Degree in Economics from the University of Colombo, Sri Lanka; a Bachelor’s Degree in
Law from the Open University of Sri Lanka and a Bachelor’s Degree in Science in Industrial Management.
from University of Kalaniya. 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 and is currently reading for the Master
of Laws Degree at the University of Colombo, Sri Lanka. He is a fellow member of Chartered Management
Institute, United Kingdom and is a fellow and life member of the Sri Lanka Economic Association. Mr.
Wijesundara is an accredited trainer of microfinance and SME finance with reputed international bodies such
as the Frankfurt School of Finance & Management, Germany and CGAP. In addition, he serves as a visiting
Senior Lecturer at several universities and higher education institutions in Sri Lanka.

Mr. A. G. R. Dissanayake — Non-Independent Non-Executive Director

Mr. Dissanayake counts for nearly two decades of experience covering the banking sector and capital
markets. He currently serves as the Chief Strategy Officer of Hatton National Bank PLC. In addition to being
on the Board of HNB Finance Ltd, Mr. Dissanayake is also a Director of Acuity Partners (Private) Limited. He
chairs the Board Audit Committee and Board Integrated Risk Management Committee. He is also a member
of the Strategy and Investment Review Committee and the Board Procurement Committee of the Company.
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Mr. Dissanayake is a CFA Charter holder, a fellow member of the Chartered Institute of Management
Accountants, United Kingdom and a Chartered Global Management Accountant. He also holds a Bachelors’
Degree in Business Administration from the University of Colombo, Sri Lanka.

Mr. M. Perera — Non-Independent Non-Executive Director

Mr. Perera is a commercial lawyer and a business consultant and counts many years of experience in advising
on commercial, corporate and employment law as well as on compliance and regulatory aspects. In addition
to giving legal advice, he also provides business consultancy services.

He is also a fellow member of the Chartered Institute of Management Accountants, United Kingdom; a
Chartered Global Management Accountant and has an MBA from the Postgraduate Institute of
Management, Sri Jayawardenepura University, Sri Lanka. He counts over 25 years of professional experience
in the commercial sector as a Director/Chief Executive Officer of listed and unlisted companies before
moving into the legal field. At present, Mr. Perera is an Independent Director of Prime Finance PLC.

Other Directorships Held by the Board

TABLE 8.2— OTHER DIRECTORSHIPS
Name Directorships in Other Institutions

Mr. A. J. Alles Managing Director/CEO — Hatton National Bank PLC
Chairman/Director — Acuity Partners (Private) Limited
Director — Lanka Ventures PLC
Director — LVL Energy Fund PLC
Director — Lanka Financial Services Bureau Limited

Mr. B. Premalal Chairman/Director — Prime Lands (Private) Limited
Chairman/Director — Prime Lands Residencies (Private) Limited
Deputy Chairman - Bhoomi Realty Holdings (Private) Limited
Director — Prime Finance PLC
Director — Condominium Management Authority of Sri Lanka

Mr. B. M. D. C. Prabhath N/A
Dr. S. U. H. Fernando Director — Strategic Inspirations (Private) Limited
Mr. A. S. Wijesinha Director — Fairfirst Insurance Limited

Director — BizEx Consulting (Private) Limited
Director — Seylan Bank PLC
Director — Sri Lanka Export Development Board

Mr. P. A. H. D. Wijesundara Director — Sasnaka Sansada Foundation
Mr. A. G. R. Dissanayake Director — Acuity Partners (Private) Limited
Mr. M. Perera Director — Prime Finance PLC

Director — Pele Consulting (Private) Limited

Director — Pet Packaging (Private) Limited

Director — My Beverages Marketing (Private) Limited
Director — Inout Enterprise (Private) Limited
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Director — R S M Property (Private) Limited
Director — Fairfield International Holdings (Private) Limited
Director — Eastgate Properties (Private) Limited

Directors’ Interest in Shares

8.4.1 Directors’ Direct and Indirect Shareholdings in the Company

The Directors’ direct and indirect shareholdings in the Company as at the date of this Prospectus and
Introductory Document i.e. January 30, 2020 are tabulated below.

TABLE 8.3— DIRECTORS’ DIRECT SHAREHOLDINGS IN HNB FINANCE LIMITED AS AT JANUARY 30, 2020

Number of Percentage of
Name of Director Shares Held Shareholding (%)
Ordinary Voting Shares — Direct
Mr. B. M. D. C. Prabhath 1,000,000 0.07%

8.4.2  Sale or Purchase of Shares by the Directors

There were no sales, transfers or purchases of shares made by the Directors of the Company during the last
12 months prior to the date of this Prospectus and Introductory Document.

8.4.3 Directors’ Emoluments

The Directors were remunerated in the form of salaries and fees during the financial year 2018/19 to an
extent of LKR 24,154,000. The Directors are expected to be remunerated in the form of salaries and fees
during the financial year 2019/20 to an approximate extent of LKR 26,327,860.

8.4.4 Directors’ Interest in Assets

The Directors hold no interest in assets acquired, disposed of or leased by the Company during the two years
preceding the IPO. Furthermore, it is not proposed that the Directors will hold any interest in assets to be
acquired, disposed of or leased by the Company in the two years subsequent to the IPO.

8.4.5 Directors’ Interest in Material Contracts

There are no contracts or arrangements in force as at the date of this Prospectus and Introductory Document
i.e. January 30, 2020 in which the Directors of the Company are materially interested in relation to the
business of the Company.

8.4.6 Statement - Board of Directors

No Director or a person nominated to become a Director of the Company is or was involved in any of the

following events:

= A petition under any bankruptcy laws filed against such person or any partnership in which he was a
partner or any corporation of which he was an executive officer;
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= Convicted for fraud, misappropriation or breach of trust or any other similar offence which the CSE
considers a disqualification.

Corporate Governance Practices

HNBF believes that effective governance is an essential component of its long-term success. Towards
achieving this goal, the system of internal controls and procedures have been well formulated and function
within an integral governance structure in line with the corporate governance regulations issued by the
regulators. With a view to guiding the Company in fulfilling its corporate mission in a transparent and an
accountable manner while protecting the assets of the Company over time, the role of the Board has been
clearly articulated. The Board also plays an important role to ensure that the Company maintains effective
systems and adequate controls facilitating efficient operations whilst meeting the regulatory prudential
requirements.

Strengthening the capabilities of the Board of Directors in discharging these responsibilities the Board was
reconstituted in November 2014 with a few new appointments with relevant experience in micro finance
and related subjects.

The Board has also appointed the following committees as required to support the corporate governance
functions;

Board Audit Committee

Nomination Committee

Human Resources and Remuneration Committee

Related Party Transactions Review Committee

Board Integrated Risk Management Committee

Board Credit Committee

Strategic/Investment Review Committee

NouhkwnNeR

8.5.1 Board Audit Committee

The Board audit committee constitutes the following Directors, while Mr. A G R Dissanayake who is a Non-
Independent/Non-Executive Director is the Chairman of the Audit Committee;

= Mr. A. G. R. Dissanayake - Chairman to the Committee

= Mr. A. S. Wijesinha

= Mr. P. A. H. D. Wijesundara

The audit committee is empowered by the Board of Directors to oversee financial reporting, internal

controls, internal audit, whistle blowing activities, and assess the independence and performance of external

auditors. The main roles of the audit committee include;

= Ensuring that a good financial reporting system is in place and well managed in order to give accurate,
appropriate and timely information to the management, regulatory authorities and shareholders in
accordance with the Sri Lanka Accounting Standards (SLFRS/LKAS), Companies Act and other financial
reporting related regulations and requirements.

= Reviewing the Company’s internal controls and risk management systems and ensuring the procedures
are adequate to meet the requirements of the Sri Lanka Auditing Standards.

= Ensuring business conduct complies with applicable laws, regulations and policies of the Company.
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= Assessing the independence and monitoring of the performance and functions of the internal and external
auditors.
= Assessing the Company’s ability to continue as a going concern in the foreseeable future.

The committee meets regularly and adequately throughout the financial year to discharge its duties.

8.5.2 Nomination Committee

The Board has established a committee of the Board known as the Nomination Committee to assist the Board
in fulfilling its statutory and fiduciary responsibilities relating to the selection/appointment of new Directors,
re-appointment of current Directors, selection and appointment of the Chief Executive Officer and the
management personnel.

The Board shall appoint the Chairman and members of the committee and determine the period for which
the Chairman and other members of the Committee shall hold office. The MD/CEO shall be present at all
meeting of the Committee except when matters pertaining to him are discussed. The committee constitutes
the following Directors:

= Dr.S. U. H. Fernando - Chairman to the Committee

= Mr. B. Premalal

= Mr. A.J. Alles

Meetings of the committee shall be held as necessary but at least twice a year and at such other times as

the Chairman of the Committee shall deem necessary. The main roles of the committee include:

= Select/appoint new Directors/Managing Director/CEO and the key management personnel.

= Ensure that Directors are fit and proper to hold office as per the criteria set out in the Direction issued by
the Central Bank of Sri Lanka.

= Review the structure, size, composition and competencies of the Board regularly.

= Consider and recommend the re-election of the current Directors, considering their caliber and capability
in assisting the Company to reach greater heights and the contribution made towards the overall discharge
of the Board’s responsibilities.

= Establish criteria such as qualifications, experience and key attributes required for eligibility to be
considered for appointment or promotion to the post of Managing Director and other key management
positions.

= Determine the independence of the Directors of the Board, the independence should be based on
standards and norms set out in regulations by the Central Bank and the Colombo Stock Exchange amongst
other regulatory bodies.

8.5.3 Human Resources and Remuneration Committee

The Board has established a committee of the Board known as the Human Resources and Remuneration
Committee to assist the Board in fulfilling its statutory and fiduciary responsibilities relating to recommend
the remuneration (cash and non-cash benefits) payable to the Chairman, the Managing Director/Chief
Executive Officer, the Non-Executive Directors and other executive management officers to the Board.

The MD/CEO shall be present at all meeting of the Committee except when matters pertaining to him are
discussed. The committee constitutes the following Directors:
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= Mr. P. A. H. D. Wijesundara - Chairman to the Committee
= Mr. A.J. Alles
= Dr.S. U. H. Fernando

Meetings of the committee shall be held as necessary but at least twice a year and at such other times as

the Chairman of the Committee shall deem necessary. The Committee is vested with powers to;

= Determine the remuneration policies (salaries, allowances and other incentives) relating to Directors, the
Managing Director and key management personnel of the Company.

= Determine and recommend to the Board of Directors, annual increments, bonuses and incentives for the
Managing Director and the senior management team, based on individual and corporate performance
against set targets and goals

= Make recommendations from time to time to the Board of Directors, on the additional/new expertise
required by the Company.

= Interview applicants for senior management positions based on recommendations by the Managing
Director/CEO, taking into account their performance and achievements. Also, decide on new recruitments,
extensions and terminations after evaluating criteria for same.

= Make recommendations/decisions/directions pertaining to the statutory payments made by the Company
on behalf of its employees (EPF, ETF, Terminal benefits, etc.) ensuring the effective fulfilment of all
commitments arising from the employer employee relationship.

= Recommend/decide/give directions on disciplinary matters, concerning key management personnel which
have caused a significant financial loss to the Company.

8.5.4  Related Party Transactions Review Committee

The Related Party Transactions Review Committee was established by the HNBF Board to assist the Board in
ensuring that interest of shareholders as a whole is taken into account when entering into transactions with
related parties, and in enhancing the Company’s internal control mechanisms and corporate governance.

The Related Party Transactions Review Committee constitutes the following Directors, while Mr. A. S.
Wijesinha who is an Independent/Non-Executive Director is the Chairman of the Committee;

= Mr. A. S. Wijesinha -Chairman to the Committee

= Mr. P. A. H. D. Wijesundara

= Mr. B. M. D. C. Prabhath

The purpose of the Committee is to review all proposed related party transactions other than those
transactions explicitly exempted in the CSE Listing Rules. Accordingly, except for transactions mentioned
under Rule 9.5 of the CSE Listing Rules, all other related party transactions require review by the Committee
either prior to entering into a transaction or, if the transaction is expressed to be conditional on such review,
prior to the completion of the transaction.

The scope of the Committee includes the following;

= Adopting policies and procedures to review related party transactions of the Company and reviewing and
overseeing existing policies and procedures.

= Reviewing in advance all proposed related party transactions of the Company except those explicitly
exempted by the Rule 9.5 of the CSE Listing Rules.
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= Determining whether related party transactions to be entered into by the Company require Board or
shareholder approval.

= Establishing a set of guidelines as explained in the CSE Listing Rules where related party transactions are
“recurrent in nature”, for the senior management to follow in their continuing dealings with the relevant
related party.

= Ensuring that no Director of the Company participates in any discussion of a proposed related party
transaction for which he or she is a related party, unless such Director is requested to do so by the
Committee for the express purpose of providing information concerning the related party transaction to
the Committee.

= If there is any potential conflict in any related party transaction, the Committee may recommend the
creation of a special committee (including an independent consultant if necessary) to review and approve
the proposed related party transaction.

= Ensuring that immediate market and Annual Report disclosures are made in a timely and detailed manner
as required by the CSE Listing Rules.

The Company has in place a comprehensive Related Party Transaction (RPT) policy whereby the categories
of persons who will be considered as ‘related parties’ have been identified. This was further updated to be
in full compliance with the rules and regulations applicable to related party transactions as set out in the
Finance Companies (Corporate Governance) Direction No. 03 of 2008 (as amended) and the Listing Rules.
The Company has developed a mechanism which enables to obtain, monitor and report transactions with
identified related parties.

8.5.5  Board Integrated Risk Management Committee

The Board Integrated Risk Management Committee constitutes the following Directors, while Mr. A. G. R.
Dissanayaka who is a Non-Independent Non-Executive Director is the Chairman of the Committee;

= Mr. A. G. R. Dissanayaka — Chairman to the Committee

= Mr. B. M. D. C. Prabhath

= Mr. M. Perera

= Mr. A. S. Wijesinha

The scope of the Committee includes the following;

= The Committee shall assess, review and monitor risks that may arise when transacting business of the
Company.

= The Committee shall closely work with key management personnel and make decisions on behalf of the
Board of Directors, within the scope of the authority and responsibility assigned to the Committee by the
Board.

= The Committee shall review the adequacy and effectiveness of relevant management level Committees in
order to address specific risks and to manage such risks, within quantitative and qualitative risk limits, as
specified by the Committee.

= The Committee shall take prompt corrective action to mitigate the effects of specific risks in the event
such risks are at levels beyond the prudent levels decided by the Committee on the basis of the Company’s
policies and regulatory cum supervisory requirements.

= The Committee shall establish a compliance function to assess the Company’s compliance with laws,
regulations, directions, rules, regulatory guidelines, internal controls and approved policies in all areas of
business operations.
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= The Committee shall take appropriate action against the officers responsible for breaches, violations of
regulation and laid down procedures, including risk mitigating controls.

8.5.6 Board Credit Committee

The Board Credit Committee constitutes the following Directors, while Mr. P.A.H.D Wijesundara who is an
Independent Non-Executive Director is the Chairman of the Committee;

= Mr. P. A. H. D. Wijesundara - Chairman to the Committee

= Mr. A. S. Wijesinha

The Committee is responsible to the Board of Directors and reports on its activities regularly. The Board
Credit Committee also assist the Board in its general over sight of recommending Credit Policy of the
Company

The scope of the Board Credit Committee includes the following;

= Review the methodologies in assessing the Company’s credit risks whilst recommending appropriate
exposure limits.

= Ensure concentration of credit risks are within the risk tolerance of the Company.

= Monitor new areas of lending through the product development committee.

= Monitor adherence to, and ensure compliance with, the limits set out in the lending policy

= Approve and monitor the risk elements of the Company and review the credit risk report on a quarterly
basis.

= Recommend actions to the Board to mitigate credit risk where applicable.

8.5.7 Strategic/Investment Review Committee

The Board Strategic/Investment Committee constitutes the following Directors, while Mr. A. J. Alles who is
a Non-Independent Non-Executive Director is the Chairman of the Committee;

Mr. A. J. Alles - Chairman to the Committee

Mr. B. Premalal

Mr. A. G. R. Dissanayake

The Committee is entrusted with the following responsibilities by the Board of Directors;

= Qversee and monitor the preparation of the strategic plan and the annual budget of the Company.

= Monitor and review periodically the implementation of these strategic initiatives under the strategic plan
and evaluate their effectiveness in light of achievements.

= Monitor and assess achievement of the financial goals and targets against the annual budget.

= Review adequacy and composition of the Company’s capital structure in the context of the growth targets
and developments in the regulatory framework and where necessary, recommend capital augmentation
plans for approval of the Board.

= Review and evaluate the strategic investment decisions and overseas expansion projects of the Company
and advise the Board accordingly.

= Evaluate both local and international developments, trends, opportunities and threats, affecting the
macroeconomic conditions and the financial services industry in general and their implications on the
Company.
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8.6

® |In light of the above, formulate short-term, medium-term and long-term strategies to optimize
opportunities or to minimize downside impacts and advise the Board accordingly.
Carry out any tasks assigned to the Committee through the Company’s investment policy and/or as
required by the Board of Directors.

Corporate Management

The key management personnel set out below are employees of the Company and are responsible for
managing the affairs of HNBF according to the key responsibilities allocated to each individual.

Mr. B. M. D. C. Prabhath - Chief Executive Officer/Managing Director
Refer profile under Section 8.2.

Mr. W. S. P. Arangala - Chief Operating Officer

Mr. Arangala has over 25 years of experience in the field of finance, of which 13 years have been in
microfinance. He also counts 18 years of auditing experience holding very senior positions in leading audit
firms in Sri Lanka. His acumen for finance and the vast experience in accumulated in the microfinance
industry has earned himself the key position of Chief Operating Officer of HNBF.

Mr. Arangala played a leading and pivotal role in HNBF obtaining the license to operate as a licensed finance
company in 2009. In recognition of his contribution, he was appointed as a Director of the Company in 2010.
Prior to that Mr. Arangala served on the Board of the Grameen Group and Finance Micro Credit Company
Limited.

Subsequent to the restructure of the Company consequent to the acquisition by Prime Lands (Private)
Limited in June 2011, he was appointed as Director MIS and Compliance. He voluntarily relinquished this
designation in November 2014 to facilitate the restructure of the management under the CBSL initiated
Financial Sector Consolidation Program subsequent to HNB acquiring the controlling stake of the Company.

He holds a Master’s Degree in Finance from the Asia e-University, Malaysia. Mr. Arangala is a CBA of the
Institute of Chartered Accountants of Sri Lanka. He also holds a Diploma in Business Studies, Accounting and
Auditing; is a member of the Association of Accounting Technicians (SAT), Sri Lanka and is an Associated
Certified Professional Manager of the Institute of Certified Professional Managers (FCPM).

Mr. R. M. P. Dayawansa — DGM - Business

Mr. Dayawansa is a banking professional with over 34 years of extensive and diverse work experience at
Hatton National Bank in the fields of branch/regional management, marketing, leasing, retail/commercial
banking and deposit mobilization. He received training at Mt. Eliza Executive Education, Melbourne Business
School, Australia; National University of Singapore (NUS); and the Singapore Institute of Management (SIM).
He is a past President of the Sri Lanka Institute of Marketing (SLIM). He holds an MBA from the Postgraduate
Institute of Management, Sri Lanka and is a fellow of Institute of Bankers of Sri Lanka (FIB), a Chartered
Marketer, a fellow of the Chartered Institute of Marketing (FCIM), United Kingdom and a fellow of the Sri
Lanka Institute of Marketing (FSLIM).

Mr. B. S. Seneviratne - DGM - Liability Sales
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Mr. Seneviratne has over 16 years of experience in the microfinance industry. Having gained most of his
experience at HNB Finance, Mr. Seneviratne’s inherent knowledge and experience in marketing financial
products has enabled him to become an asset to the organization. He is a finalist of Chartered Institute of
Marketing, United Kingdom.

Mr. S. A. R. Fernando - DGM — Human Resources and Administration/Chief Human Resource Officer

Mr. Fernando brings to the organization over 18 years of industry experience. Commencing his carrier in
microfinance at HNBF, Mr. Fernando has proven to be an asset to the organization through his commitment
and skill in human resource management. He holds a Bachelor of Science Degree in Business Administration.
His experience and exposure in the industry as well as his academic knowledge contributes immensely
towards the fulfilment of his responsibilities at HNBF.

Mr. W. B. A. Fernando - DGM - Operations

With over 18 years of experience in the microfinance industry, Mr. Fernando has obtained most of his
knowledge and experience in the organization which has resulted in giving him inherent skills to ensure the
smooth operations of the day-to-day business operations. He is a well-rounded microfinance professional
and holds a Diploma in Microfinance.

Mr. J. M. R. Fonseka - AGM - Compliance

Mr. Fonseka has over 15 years of hands on experience in microfinance and marketing. Mr. Fonseka obtained
a Bachelor’'s Degree in Business Administration from the University of Charleston W.V, USA; and a
Postgraduate Diploma in Business Administration from the Postgraduate Institute of Management,
University of Sri Jayawardenapura, Sri Lanka. Mr. Fonseka also holds a Diploma in Microfinance and a
Diploma in International Trade, Shipping and Logistics. He is a past president of the PIM Alumni Association.
He was the first vice chairman of the sub-committee of compliance officers of the Finance House Association
(FHA). Currently, Mr. Fonseka serves as a Board member of the Lanka Micro Finance Practitioners (LMFPA)
in addition to his post as AGM Compliance at HNB Finance.

Mr. B. Wijeratne - AGM — Risk

Mr. Wijayaratne is a senior banker who counts extensive experience in banking and finance, spanning over
a period of 38 years, covering many strategically important areas at Hatton National Bank PLC, Union Bank
of Colombo PLC and HNB Finance Ltd, having held the positions of Chief Compliance Officer and Head of
Group Internal Audit respectively, with the former two Banks and presently functioning as the Assistant
General Manager — Risk of HNB Finance Ltd.

He holds a Master’s Degree in Financial Economics from the University of Colombo and a Master’s Degree in
Business Administration from University of Manipal, India. He is a fellow member of the Institute of Bankers
of Sri Lanka and holds a fellowship of Institute of Certified Professional Managers. Further, he is a member
of the Sri Lankan Chapter of the Institute of Internal Auditors, USA.

Having held several key positions, including that of the Senior Vice President, he is currently serving as a
Member of the Council of Advisors to the Association of Professional Bankers, Sri Lanka. Mr. Wijayaratne
has also served as the President of the Association of Compliance Officers of Banks, Sri Lanka.

He is a much sought after resource personnel in the field of banking and finance and presently serves as an
external faculty member of the College of Banking and Finance of the Institute of Bankers of Sri Lanka, and
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the Centre for Banking Studies of the Central Bank of Sri Lanka. He also has served as a lecturer and a program
coordinator at the Sri Lanka Foundation and has authored several articles in various business newspaper
supplements/journals and professional magazines.

Mr. R. M. M. Tissa - AGM — Microfinance

With more than 17 years of experience in the microfinance industry, Mr. Tissa brings to his present position
in the organization experience from key sectors of the finance industry. He began his career at HNB Finance
and gained experience in the various aspects of operating a microfinance organization. His experience in the
industry in complimented by a Diploma in Microfinance from Institute of Bankers of Sri Lanka (IBSL) and he
has also undergone several Microfinance training programmes overseas.

Mr. R. K. M. Priyanga - AGM — Branch Network

Mr. Priyanga has worked in the microfinance industry for over 18 years. He began his career at HNB Finance
and has proven his commitment to the organization as well as the industry together with gaining advanced
skills and knowledge through his hands-on work experience. He holds a Diploma in Microfinance balancing
his industry expertise with professional qualifications.

Mr. M. P. S. Cooray - AGM — Branch Network

With over 17 years of experience in the microfinance industry, Mr. Cooray has gained abilities in various
aspects of the finance industry as well as the business. His tenure with HNB Finance started as a Field
Executive in 2001 and by proving himself with his dedication to the Company and his capabilities in fulfilling
his duties and responsibilities, he has risen in ranks to the position he holds with HNBF today. He has a
Diploma in Microfinance and a Higher Diploma in Credit Management from Institute of Asian International
Academy (AIA).

Mr. K. D. D. Prabath Kathriarachchi ——AGM — Branch Network

Mr. Kathriarachchi joined HNB Finance in 2002, and during his tenure with the organization he has gained a
wealth of experience in core operational areas. He has continued to drive the business with his strong
business acumen and passion for over 17 years. He holds a Diploma in Microfinance, Diploma in Credit
Management and has a Post Graduate Diploma in Management Studies.

Mr. P. Dias - AGM - Chief Information Officer

With over 24 years of experience in the field of information technology, both locally and internationally, Mr.
Dias has a wealth of knowledge in information and communication technology across all business verticals
supporting many leading organizations. His tenure with HNBF spans over three years. He holds a Diploma in
Business Administration from the Postgraduate Institute of Management, University of Sri Jayawardenepura,
Sri Lanka; is a member of the British Computer Society, and a CISCO and Microsoft Certified professional.

Mr. D. M. K. Munasinghe - Head of Business System Development

Mr. Munasinghe has over 15 years of experience in the microfinance industry. He began his career at HNBF
as an Accounts Assistant and has gained extensive and invaluable experience in the industry in general and
in specific related finance concepts and accounting practices through his tenure with the organization.

Mr. H. D. S. C. Gunasekara - Chief Accountant / Head of Finance
Mr. Gunasekara has 15 years of experience in the microfinance industry. He holds an Executive Diploma in
Business and Accounting and a Postgraduate Diploma in Business and Finance.
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Mr. A. Udawaththe - Head of Training

With over 14 years of experience in the industry, Mr. Udawaththe is competent in human resource
management, training and development. His exposure to the microfinance industry was through his tenure
at HNB Finance where he gained extensive hands on experience. He holds a Certificate in Human Resource
Management, a Diploma in Microfinance and a National Diploma in Training & Human Talent Development.

Mr. D. Dissanayake - Chief Manager — SMEE and Personal Loans

A banker by profession, Mr. Dissanayake has 35 years of experience in the banking sector and joined HNBF
in October 2018. Prior to joining HNB Finance, he was a Regional Head at HNB PLC for 10 years where he
overlooked the administration of more than 20 branches in each region. He also was also responsible for
supporting the development of SME, microfinance and personal loans; the leasing portfolio, and managing
recoveries in the Uva, Sabaragamuwa, Colombo South Western, and Colombo regions. Having completed
the Intermediate Banking Diploma examinations from the Institute of Bankers of Sri Lanka, he also holds an
MBA from Manipal University, India.

Mr. H. Kulatilaka - Chief Manager/Head of Corporate Planning
Mr. Kulathilaka is an experienced financial professional counting over 18 years of local and overseas
experience in the finance field.

He holds a Bachelor’'s Degree (Special) in Business Administration from the University of Sri
Jayewardenepura, Sri Lanka and is a Chartered Accountant of the Institute of Chartered Accountants of
Australia and New Zealand and Institute of Chartered Accountants of Sri Lanka. He is also an associate
member of the Chartered Institute of Management Accountants (FCMA), United Kingdom and a Chartered
Global Management Accountant (CGMA). He holds an Advanced Diploma in Accounting from the University
of Western Sydney, Australia.

Mr. Kulathilaka has previously served as the Head of Finance at Contract Manufacturing & Packaging Services
(Private) Limited, a nutraceutical company based in Australia for eight years. Prior to his migration to
Australia, he worked as an Accountant at Lanka Equities (Private) Limited which had businesses in apparel,
hydropower and diamond polishing.

Mr. C. Mallawa Arachchi - Chief Manager/Head of Legal

Mr. Mallawa Arachchi is an Attorney-at-Law of the Supreme Court of Sri Lanka and a Notary Public, counting
over 12 years of experience at the Bar. He has specialized experience in the banking and finance industry
and is currently heading the legal department at HNBF. He earned his LLB (Hons) Degree from the University
of Colombo and is currently reading for his Master of Business Administration from the University of
Wolverhampton, United Kingdom. Mr. Mallawa Arachchi has worked in both the public and private sector
as an in-house legal counsel in addition to functioning as a Commissioner for Oaths, a Company Secretary
and an Intellectual Property Agent.

Mr. L. Ranasinghe - Chief Manager — Gold Loans

Mr. Ranasinghe has over 19 years of experience in pawning and gold loans. He started his career at ETI and
progressed through the ranks to hold senior positions in the organization. As Mr. Ranasinghe joined HNB
Finance in 2018, he brought with him a wealth of experience which adds immense value to the organization.
He has also been instrumental in executing the gold loan product across the Company’s branch network.
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8.7

Mr. E. S. Kumara - Chief Manager — Recoveries

Mr. Kumara has 15 years of experience in the microfinance and finance industry. Having joined HNB Finance
in 2004, he started as a Field Executive and gained valuable experience in different capacities before rising
up in the corporate ladder to his current position.

He holds a Diploma in Microfinance from the Institute of Bankers of Sri Lanka, an Advance Diploma in
Management from Aquinas University College, Sri Lanka and a Certificate in Business English from Saegis
Campus, Sri Lanka.

Mr. L. Eraj - Chief Manager — Head of Small-Scale Enterprises

Mr. Eraj has over 16 years of extensive experience in the microfinance sector. During the period 2003 to
2010 he served as the Branch Manager for Puttalam and Nikaweratiya branches. In the year 2010 he was
promoted as Senior Regional Manager of the Puttalam region, and through his leadership he managed to
transform the region to be the most successful region for HNB Finance. He was promoted to his current
position in 2017 in view of his exceptional performance in driving organization’s business goals.

Mr. Eraj holds a Diploma in Microfinance from the Institute of Bankers of Sri Lanka and has completed an
English Diploma at the University of Wayamba, Sri Lanka. Being fluent in English, Tamil and Sinhala, he serves
as an employee engagement officer of HNBF. Additionally, Mr. Eraj acts as an umpire for the Sri Lanka Cricket
board and is a member of the Sri Lanka Cricket Umpires Association.

8.6.1 Corporate Management Emoluments

The Corporate Management (including the MD/CEO and the Executive Director) were remunerated in the
form of salaries and bonuses during the FY 2018/19 to the value of LKR 94,607,824. The Corporate
Management is expected to be remunerated in the form of salaries and bonuses during the FY 2019/20 to
an approximate value of LKR 103,122,528.

Statement — Managing Director/CEO

The Managing Director/CEO of the Company has not been involved in any of the following:

= A petition under any bankruptcy laws filed against such person or any partnership in which he was a
partner or any corporation of which he was an executive officer;

= Convicted for fraud, misappropriation or breach of trust or any other similar offence which the CSE
considers a disqualification.
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9.0 OTHER INFORMATION

9.1

9.2

Degree of Dependence on Customers, Borrowers or Suppliers

There is no material dependency on key customers, borrowers or suppliers in terms of the overall business
operations of the Company.

Dividends

9.2.1 Dividend Policy

The Company may, subject to the provisions of the Articles of Association and the Companies Act No. 07 of

2007, make dividend payments by way of interim and final dividends to its shareholders in relation to the

profits made from time to time. The Company will target to pay a cash dividend of 20% of the distributable

profit to the shareholders of the Company, in respect of each financial year as determined by the Board of

Directors subject to;

= the solvency requirements of the Companies Act No. 07 of 2007.

= any funding covenants by which HNBF is bound from time to time.

= cash flow position of the Company, return from operations, business prospects, current and expected
obligations, funding needs for growth opportunities, maintenance of a strong capital structure and any
other factor which the Board of Directors may deem relevant, and

= approval from Central Bank of Sri Lanka.

In addition to the above-mentioned cash dividends, the Company may consider payment of dividends in the
form of scrip dividends as deemed appropriate.

9.2.2 Dividend History

The Company has declared and paid the following dividends during the last three financial years immediately
preceding the date of this Prospectus and Introductory Document.

TABLE 9.1 — DIVIDEND HISTORY

Financial Year Ended

(LKR) March 31, 2019 March 31, 2018 March 31, 2017
Interim Dividends - 154,762,256* 171,958,062**
Final Dividends - - -
Total Dividend for the Year - 154,762,256 171,958,062
Number of Shares 1,719,580,624 1,719,580,624 1,719,580,624
Dividend Per Share - 0.09 0.10

* The interim dividend was paid during FY 2017/18
** The interim dividend was paid during FY 2017/18
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9.3 Details of Material Indebtedness

Particulars of the Company’s loan capital outstanding as at December 31, 2019 are as follows:

TABLE 9.2 — PARTICULARS OF MATERIAL INDEBTEDNESS
Name of Bank/Finance

Outstanding as at

December 31,

Institution i on
Type of Facilit
yp y Value of Facility 2019
(LKR)
Seylan Bank PLC Debentures 665,000,000.00 665,000,000.00

Debenture holders

Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
Hatton National Bank PLC
DFCC Bank PLC

DFCC Bank PLC

Subordinated, Listed, Rated,
Unsecured, Redeemable
Debentures

Term Loan

Term Loan

Term Loan

Term Loan

Money Market Revolving Loan
Money Market Revolving Loan
Money Market Revolving Loan
Money Market Revolving Loan
Term Loan

Term Loan

Total

1,158,820,000.00

100,000,000.00
500,000,000.00
500,000,000.00
500,000,000.00
200,000,000.00
100,000,000.00
100,000,000.00
100,000,000.00
500,000,000.00
500,000,000.00
4,923,820,000.00

1,158,820,000.00

9,982,000.00
125,000,024.00
291,666,680.00
364,583,342.00
200,000,000.00
100,000,000.00
100,000,000.00
100,000,000.00
383,333,324.00
433,333,328.00
3,931,718,698.00

There were no leasing, lease purchase and hire purchase commitments of the Company outstanding as at

December 31, 2019.

There were no material contingent liabilities, including acceptances and guarantees outstanding as at

December 31, 2019 other than in the ordinary course of business.

There were no mortgages or charges on assets of the Company as at December 31, 2019 except for the

following.

TABLE 9.3 — PARTICULARS OF IMORTGAGES AND CHARGES ON THE ASSETS OF THE COMPANY

Description of Property Total Cost /

Date of Purchase Valuation (LKR)
06, Abaya Place,7th Lane, Anuradhapura May 16, 2008 50,000,000.00
37, Vihara Mawatha, Matale June 10, 2008 10,500,000.00

56, Puttlam Service Mawatha, Puttlam

9/10/11, Galle Road, Katubedda, Moratuwa

67/1, Mahinda Place, Kirulapone, Colombo 05

249, Stanley Thilakarathna Mawatha, Nugegoda

465/1, Old Police Station Road, Kahathuduwa, Polgasovita
94 96/1, Kandy Road, Kurunegala

46/A, Tangalle Road, Hambantota

168, Nawala Road, Nugegoda

677, William Gopallawa Mawatha, Kandy

November 21, 2008

May 7, 2008
April 1, 2006

February 18, 2008

July 31, 2012
January 28, 2008
March 31, 2009
March 31, 2010
March 31, 2010

31,500,000.00
46,000,000.00
144,000,000.00
840,000,000.00
155,000,000.00
90,000,000.00
25,000,000.00
872,000,000.00
81,000,000.00

Total

2,345,000,000.00
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9.4

Working Capital

The Board is of the opinion that the working capital is sufficient for the purpose of carrying out day to day operations

of the Company.

9.5

9.6

9.7

9.8

9.9

9.10

Litigation, Disputes and Contingent Liabilities

Given below are the details of the Company’s litigation portfolio and possible contingent liabilities of the
Company as at the date of this Prospectus and Introductory Document;
1. Cases filed by the Company against micro and other loan defaulters:
a. Legacy portfolio and cases filed under the previous company name (as at December 31, 2019)
i. Number of cases —243
ii. Outstanding — LKR 72,147,646.17
b. Cases filed by the Company under the management of HNB Grameen Finance Limited and HNB
Finance Limited (as at December 31, 2019)
i. Number of cases — 7,934
ii. Outstanding —LKR 1,641,441,448.16
2. There are approximately 3,500 Mediation Board proceedings filed by the Company against micro loan
defaulters as at December 31, 2019
3. There were no any penalties imposed on the Company by Regulators and State Authorities during the
five (05) year period preceding from December 31, 2019.
4. There were no any litigations which would have a significant effect upon the Company as at December
31, 2019.

Management Agreements

There are no management agreements presently in force or currently being considered by the Company.

Material Contracts

There are no material contracts entered into by the Company other than those contracts entered into in the
ordinary course of business.

Details of Commissions Paid

No commission has been paid in the two (02) years preceding the Offer or payable for subscribing or agreeing
to subscribe or procuring or agreeing to procure subscriptions for any Shares of the Company.

Details of Benefits Paid to Promoters

No benefit has been paid or given within the two (02) years preceding the Offer and there are no benefits
intended to be paid or given to any promoter.

Details of transactions Relating to Property
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There were no any transactions relating to a property of the Company completed within the two (02)
preceding years from December 31, 2019 in which any vendor of the property to the Company or any person

who is or was at the time of the transaction, a Promoter or a Director or proposed Director of the Company
had any interest, direct or indirect.
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10.0 CAPITAL STRUCTURE

10.1

10.2

As at the date of this Prospectus and Introductory Document, the Stated Capital of the Company is Sri Lankan
Rupees Two Hundred and Twenty Three Million Five Hundred and Forty Five Thousand Four Hundred and
Eighty One (LKR 223,545,481.00) divided into One Billion Four Hundred and Twenty One Million Three
Hundred and Eighty Thousand Six Hundred and Twenty Four (1,421,380,624) fully paid up Ordinary Voting
Shares and Two Hundred and Ninety Eight Million Two Hundred Thousand (298,200,000) fully paid up
Ordinary Non-Voting Shares.

An Overview of the Capital Structure

The detailed breakdown of the Stated Capital of HNB Finance Limited is given below.

TABLE 10.1 - STATED CAPITAL OF HNB FINANCE LIMITED

December 31, March 31, March 31, March 31,

2019 2019 2018 2017

Stated Capital (LKR) 223,545,481 223,545,481 223,545,481 223,545,481
Number of Ordinary Shares in

Issue

Voting Shares 1,421,380,624 1,421,380,624 1,421,380,624  1421,380,624

Non-Voting Shares 298,200,000 298,200,000 298,200,000 298,200,000

Total 1,719,580,624 1,719,580,624 1,719,580,624 1,719,580,624

There was no any redemption of repurchase of shares (both Ordinary Voting Shares and Ordinary Non-Voting
Shares) during the two year period immediately preceding the date of this Prospectus and Introductory
Document (January 30, 2020) in terms of Sections 63, 64, 66, 67, 68, 69, 93 and 100 of the Companies Act
and of any reduction of stated capital in terms of Section 59 of the Companies Act.

There are no any statutory restrictions on the free transferability of both Ordinary Voting and Ordinary Non-
Voting Shares of the Company.

Shareholding Structure Pre and Post IPO and Introduction

The current and the post IPO and Introduction shareholding structures are as shown below.

TABLE 10.2 - SHAREHOLDING STRUCTURE — PRE AND POST IPO AND INTRODUCTION
Ordinary Voting Shares

Name Pre IPO and Introduction Post IPO and Introduction
No. of Ordinary No. of Ordinary
Voting Shares % Voting Shares %
Existing Shareholders 1,421,380,624 100.00% 1,411,380,624 99.30%
IPO Shareholders - - 10,000,000 0.70%
Total 1,421,380,624 100.00% 1,421,380,624 100.00%
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Ordinary Non-Voting Shares

Name Pre IPO and Introduction Post IPO and Introduction
No. of Ordinary Non- No. of Ordinary
Voting Shares %  Non-Voting Shares %
Existing Shareholders 298,200,000 100.00% 298,200,000 100.00%
IPO Shareholders - - - -
Total 298,200,000 100.00% 298,200,000 100.00%

In terms of CSE Listing Rule 2.1.1(e)(ii), shares held by Non-Public Shareholders, as defined in Section 10.3,
namely the 1,278,706,751 Ordinary Voting Shares, held by Hatton National Bank PLC, Prime Lands (Private)
Limited and other Non-Public Shareholders as shown in Table 10.3 below, would be subject to a ‘lock-in’ for
a period of six (06) months from the date of listing of Shares. As such these shares would not be available for
secondary market trading on the CSE upon HNBF obtaining listing of its shares subsequent to the IPO
contemplated via this Prospectus and Introductory Document until the expiry of the aforesaid six (06) month
period from the respective date of listing.

However, shares held by Public Shareholders prior to the date of the listing application shall not be locked-
in.

Since there were no share allotments or share transfers during the period of twelve (12) months immediately
preceding the date of an Initial Listing Application, no further shares will be subject to a lock-in, in terms of
CSE Listing Rule 2.1.1(e)(iv) or 2.1.1(e)(v), except for the shares mentioned above.

TABLE 10.3 - SHARES LOCKED IN — PRE IPO
ORDINARY VOTING SHARES

No. of Ordinary

The Months after which Voting Shares as a
Category of . . . . No. of
Locked-in Ordinary the Ordinary Voting i percentage of Total
Shareholders . . ) Ordinary .
. Voting Shares Shares will be Available . Number of Ordinary
(Pre-Listing) . Voting Shares . .
for Trading Voting Shares in Issue

(Pre-Listing)

Shares held by Non-

Public Shareholders prior
6 months from the date

Non-Public to the date of the Initial L 1,278,706,751 89.9623%
Listing Application - of listing
Locked-in
Public * Not Locked-in - 132,673,873 9.3342%
IPO Shares Not Locked-in - 10,000,000 0.7035%
Total 1,421,380,624 100.0000%

*Public’ defined under the definition mentioned in CSE Listing Rules 2.1.1 (Refer Section 10.3 of the
Prospectus and Introductory Document)

The Company hereby confirms that the information furnished herewith shall remain unchanged to the date
of listing.
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Pre-IPO Public Holding of the Ordinary Voting Shares (Shares held by the ‘Public’ as a percentage of the
total Pre-IPO number of Ordinary Voting Shares)
As per the ‘Public’ definition provided in the;

CSE Listing Rules 2.1.1 9.3342%

TABLE 10.4 - SHARES LOCKED IN — POST IPO
Ordinary Voting Shares

No. of Ordinary

The Months after which Voting Shares as a
Category of . . . . No. of
Locked-in Ordinary the Ordinary Voting . percentage of Total
Shareholders . . . Ordinary .
L. Voting Shares Shares will be Available . Number of Ordinary
(Post-Listing) . Voting Shares . .
for Trading Voting Shares in Issue

(Post-Listing)

Locked-in 6 months from the date

Non-Public L 1,278,706,751 89.9623%
(Pre IPO Shares) of listing
. Not Locked-in (Pre IPO
Public * - 132,673,873 9.3342%
Shares)
Not Locked-in (IPO
IPO Shares - 10,000,000 0.7035%
Shares)
Total 1,421,380,624 100.0000%

* ‘Public’ defined under the definition mentioned in CSE Listing Rules 2.1.1 (Refer Section 10.3 of the
Prospectus and Introductory Document)

Post -IPO Public Holding of the Ordinary Voting Shares (Using the CSE Listing Rules) 10.0377%
(Total unlocked Ordinary Voting Shares post-IPO that will be held by the public as a percentage of the total

Ordinary Voting Shares in issue Post-IPO)

Tabulated below are the top ten (10) shareholders of the Company as at the date of this Prospectus and
Introductory Document i.e. January 30, 2020.

TABLE 10.5 — TWENTY LARGEST SHAREHOLDERS — ORDINARY VOTING SHARES - PRE IPO

Name No. of Ordinary Voting Shares %
01 Hatton National Bank PLC 724,904,118 51.000
02 Prime Lands (Private) Limited 562,391,533 39.567
03 DWM Funds S.C.A SICAV- SIF 112,700,000 7.929
04 B. M. D.C. Prabhath 1,000,000 0.070
05 H. M. U. Senevirathna 150,000 0.011
06 W.S.P.Arangala 110,000 0.008
07 S.L.Y.Liyanawatte 102,500 0.007
08 S.T.D. Pieris 101,000 0.007
09 J.S.B. Galagoda 101,000 0.007
10 W.B. A. Fernando 100,500 0.007
11 S.A.R.Fernando 100,500 0.007
12 B.S.Seneviratne 100,100 0.007
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13 R.P.K. Gallage 100,000 0.007

14 E.A.D.Silva 100,000 0.007
15 R.D.S. Munasinghe 100,000 0.007
16  w. D. Wijesinghe 50,500 0.004
17 R.M. M. Tissa 50,500 0.004
18 R.K.M. Priyanga 50,200 0.004
19 J. M.R. Fonseka 50,100 0.004
20 G.V. Rathnayake 50,000 0.004

Total shares held by top twenty Shareholders 1,402,412,551 98.666

Total shares held by other Shareholders 18,968,073 1.334

Total shares held by Shareholders 1,421,380,624 100.000

There were no share transfers relating to the top twenty shareholders mentioned above, during the period
of twelve (12) months immediately preceding the date of the Initial Listing Application.

TABLE 10.6 — DETAILS PERTAINING TO NON-PUBLIC SHAREHOLDERS — PRE IPO
Relationship with the  No. of Ordinary Voting

Name %

Company Shares held
Hatton National Bank PLC Parent Company 724,904,118 51.000
hareholding of h
Prime Lands (Private) Limited Shareholding of more t 52"; 562,391,533 39.567
()
B. M. D. C. Prabath KMP - Chief Executive 1,000,000 0.070

Officer/Managing Director
KMP — Chief Operating
Officer

KMP — DGM, Human
Resources and

S. A. R. Fernando Administration/Chief 100,500 0.007

Human Resource Officer

W. S. P. Arangala 110,000 0.008

W. B. A. Fernando KMP — DGM, Operations 100,500 0.007
B. S. Seneviratne KMP — DGM, Liability Sales 100,100 0.007
Total Non-Public shareholding 1,288,706,751 90.666

TABLE 10.7 — SHAREHOLDERS — ORDINARY NON-VOTING SHARES - PRE IPO

Name No. of Ordinary Non- %
Voting Shares

Seylan Bank PLC 233,200,000 78.20

Prime Lands (Private) Limited 37,772,148 12.67

Wealth Guard (Private) Limited 27,227,852 9.13

Total 298,200,000 100.00

There were no share transfers relating to shareholders mentioned above, during the period of twelve (12)
months immediately preceding the date of the Initial Listing Application.
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10.3 Free Transferability of Shares

In accordance with CSE Listing Rule 2.1.1(e):

= Shareholders who intend to divest through the IPO should have held such shares for a minimum period of
eighteen (18) months prior to the date of listing of the Company.

= All Shares held by ‘Non-Public Shareholders’* prior to the date of the Initial Listing Application shall be
locked-in for a period of six (06) months from the date of listing of the Company.

= All Shares held by ‘Public Shareholder’** prior to the date of the Initial Listing Application shall not be
locked-in.

= All shares acquired by way of a transfer from another shareholder (irrespective of being Non-Public or
Public Shareholders) during the period of twelve (12) months immediately preceding the date of the Initial
Listing Application shall be locked in for a minimum of six (06) months from the date of listing or twelve
(12) months from the date of acquisition of those shares, whichever is longer.

= All Shares acquired by way of an allotment during the period of twelve (12) months immediately preceding
the date of the Initial Listing Application shall be dealt with by the discretion vested in the Securities and
Exchange Commission under Section 28A of the Securities and Exchange Commission of Sri Lanka Act No.
36 of 1987 where the Commission grants a waiver to an entity in terms of the said provision.
HNBF does not require a waiver from the Securities and Exchange Commission of Sri Lanka under the
Section 28A of the Securities and Exchange Commission of Sri Lanka Act No. 36 of 1987.

* Non-Public Shareholders, shall mean the following parties who hold, directly or indirectly, shares of the
Company;

a) its parent, any subsidiary or associate companies or any subsidiaries or associates of its parent
company,

b) its Directors who are holding office as Directors of the entity and their close family members,

c) Chief Executive Officer and his/her close family members,

d) Key Management Personnel and their close family members,

e) Any party acting in concert with the parties set out in a), b), c) and d) above,

f)  Shareholders whose shares are in a locked account with the CDS due to a statutory or regulatory
requirement other than those shareholders exempted under (h) below and whose shares have been
subject to a voluntary lock-in at the option of the shareholder,

g) Employees of the Company, who have been allotted shares of a Listed Entity which are directly or
indirectly controlled by the management or the majority shareholder of the Company,

h) Any Entity or an individual or individuals jointly or severally holding 5% or more of the shares of the
Listed Entity if the Company is a Diri Savi Board Entity and 10% or more of the shares if the Company
is a Main Board Entity, except where such shareholder is;

i. astatutory institution managing funds belonging to contributors or applicants who are members
of the public; or
ii. an entity established as a unit trust or any other investment fund approved by the SEC; or
iii. not arelated party declared in terms of Sri Lanka Accounting Standards or a party acting in concert
declared in terms of the Company Takeovers and Mergers Code.
‘Close Family Member’ shall mean the spouse or a financially dependent child.
‘Key Management Personnel’ shall mean those persons having authority and responsibility for planning,
directing and controlling the activities of the Company, directly or indirectly, including any Director (whether
executive or otherwise) of the Company.
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** public Shareholders shall mean any party who hold Shares of the Company other than the parties identified
as ‘Non-Public Shareholders’ abovementioned.

The details of the lock-in periods for the shares are mentioned in Tables 10.3 and 10.4 above and the shares
that will be subject to a lock-in will not be will be available for trading.

10.4 Other Securities

The Company has not issued any convertible debt securities or any other class of shares other than the shares
stated above. Further, there are no securities of the same or other class subscribed or sold privately in
conjunction with this IPO.

10.5 Takeover Offers

There have been no takeover offers by third parties in respect of the Company’s shares during the past two
years and no takeover offers have been made by the Company in respect of shares of third parties.
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INVESTMENT CONSIDERATIONS AND ASSOCIATED RISK FACTORS

111

11.2

Risk Factors

Prior to investing in the Offered Shares, prospective applicants should pay particular attention to the fact
that the Company and its business activities are subject to a number of risk factors which may be within or
outside the control of the Company.

The risk factors that follow may be considered material to applicants in making an informed judgment on
the Company. If any of the considerations and uncertainties given below develop into actual events, the
Company’s business, financial conditions or results of operations and prospects could be adversely affected.
However, given the importance of the industry in which the Company operates and due to strategic
initiatives employed by the Company, the business operations of the Company are expected to be
sustainable in the foreseeable future.

Risks Related to the Finance Sector

Government Regulations: The finance sector is heavily regulated and monitored by the Central Bank of Sri
Lanka, which pose both favorable and unfavorable conditions for the Company. Given the restrictions placed
on many aspects of the operations such as interest rates, credit limit, etc. the operations are directly affected
by any fiscal and monetary policy decisions taken by the Government. However, the strict supervision by the
regulators reduces the risk of liquidation and malpractices within the sector.

Economic Downturn: The direct relationship with economic factors such as the economic growth rate, the
income levels and the money and capital market performance, pose a direct risk to the Company’s financial
performance.

Risks Related to Business Operations

Credit Risk: Credit risk arises when the Company incurs losses due to the inability of the customers to honor
their obligations to repay the dues on time or permanently default their dues. HNBF’s credit risk is managed
through weekly follow-ups by a cardre of field officers. One yardstick to measure the effectiveness of the
credit management process is the NPL rate of an organization. A well-defined credit evaluation process
enables an organization to disburse quality loans that result in having a relatively low NPL rate. In a sector
where 58% of loans are given free of collateral as at end of June 2019, an NPL rate of 10.47% as in the
Company’s case, is a good indication of HNBF’s credit risk management process compared to the present
industry average.

Market Risk: Market risk arises due to fluctuations in interest rates, foreign currency, credit spread equity
prices, commodity prices and risk related matters. Interest rate volatility can impact the Company’s net
interest margin. The Company reduced the fixed deposit and savings rates gradually whilst the lending rate
remained static enabling to a greater extent to reduce the cost to income ratio.

Operational Risk: Operational risk arises due to inadequate or failed process, systems, people or external
events. The Board Integrated Risk Management Committee (BIRMC) oversees the management of
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11.3

11.4

operational risks covering the entire business operations on a regular basis and the Board Audit Committee
overseas the Company’s risk aspects. Periodical visits by the internal audit team and surprise inspections by
the investigations team have helped the Company to identify potential operational risk factors and address
them at early stages. Implementation of the new ICT infrastructure will further enhance the operational risk
management in the future.

Liquidity Risk: Liquidity risk arises when the Company is unable to meet its financial obligation by not being
able to pay its deposit holders their due at maturity or on demand. The Company policy is to maintain an
adequate liquidity buffer to meet its short-term and long-term obligations as defined in its corporate liquidity
policy. The Company’s liquidity position has remained at comfortable levels and has surpassed the regulatory
requirement.

Strategic Risk: The strategic and investment committee is a new committee headed by the Chairman,
appointed by the Board, to have oversight on all current and future strategic investments, divestments and
disposals of the Company. This includes investment in equity, corporate debt and treasury investments. The
scope of the strategic and investment committee covers the monitoring of performance of these portfolios
and recommending necessary remedial action.

Risks Related to Future Plans

In addition to the risks discussed in 11.1 and 11.2 above, the future plans of the Company will be subject to
the risk factors identified below;

Lack of Experience in New Segments: The Company has mainly focused on the microfinance industry in the
past, as a result of which it lacks exposure and experience in other segments in the financial services sector.
This could lead to incorrect decisions being made regarding developing, marketing and managing new
products. This risk will be mitigated by obtaining the services of experienced personnel specialized in these
segments. Furthermore, the experience the Company has gained over the last couple of years from the
introduction of new products as well as the performance of same would assist in future product
developments as well.

Strong Competition in the Leasing Industry: The leasing industry is dominated by many large and well-
established players covering both finance and leasing companies as well as banks. The fierce competition
poses a risk to the Company in terms of achieving set targets. However, regardless of the intense
competition, HNBF expects to focus on its existing customer bases as well as new customers covering micro
and retails sectors as a growth stream. HNBF will have to mitigate that risk by diverting its future investment
portfolios into other target segments such as SME and mid-sized corporates.

Risks Related to the IPO

Nonexistence of Prior Market for the Shares: Prior to the IPO there has been no public market for the
Company’s Shares. There can be no assurance that an active trading market for the Shares will develop or if
developed, will be sustained, or that the market price of the Shares shall not decline below the Share Offer
Price. The Share Offer Price may not be indicative of the market price for the Company’s Shares after
completion of the IPO.
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Price Volatility in the Secondary Market: The price of the Shares may fluctuate due to and not limited to the
following: variations in operating results, changes in the operating environment, transitions in the regulatory
front, strategic alliances or acquisitions, industrial or environmental laws, fluctuations in the market prices
for products or raw materials, macroeconomic factors, and external events. Price of Shares may follow
general Applicant sentiment prevalent in the market at any given time. In addition, the price of the Shares
in the market will fluctuate as a result of share trading volumes.
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12.0 TAXATION

The following information is an overview of selected taxation and other regulations that may be relevant to
the Company and potential applicants with regard to share transactions in the Democratic Socialist Republic
of Sri Lanka. The discussion does not claim to be a comprehensive explanation of regulations and
consideration that pertain to the purchase, ownership and disposition of the Offered Shares. The
explanations are based on provisions effective in Sri Lanka at the time of printing of this Prospectus and
Introductory Document. Applicants are advised to consult their own advisors prior to engaging in transitions
relating to the Offer.

Income Tax

Taxation will be based on the elements of income and expenditure as reported in the financial statements
and computed in accordance with the provisions of the Inland Revenue Act and any subsequent
amendments. HNBF is liable for Income Tax at the rate of 28%.

Value added Tax on Financial Services

HNBF’s total value addition is subjected to a 15% Value Added Tax.

Nation Building Tax on Financial Services

HNBF’s total value addition is subjected to a 2% Nation Building Tax.

Debt Repayment Levy on Financial Services

HNBF’s total value addition is subjected to a 7% Debt Repayment Levy.

Economic Service Charges

HNBF’s total turnover is subjected to 0.5% Economic Service Charges.

Taxation of Share Transactions (On Commencement of Trading of Shares on the CSE)

Upon the listing of the Shares of the Company, a transaction levy at the rate of 0.3% on the sales and
purchases of all share transactions is charged from both the buyer and the seller in terms of the Finance Act
No. 05 of 2005 (as amended).

Withholding Tax (WHT) for Dividends

In general, dividends distributed by resident companies out of taxable income to resident or non-resident
shareholders are subject to WHT at the rate of 14% under Section 84 of the Inland Revenue Act No. 24 of

2017. The Company is required to deduct dividend tax at source and remit the same to the Department of
Inland Revenue.
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Other than the WHT referred to above, dividends paid on shares to shareholders of the Company will not be
subject to any other Sri Lankan tax. Dividend income received by a company resident in Sri Lanka from
another company resident in Sri Lanka does not form part of statutory income and is therefore not taxable
in the hands of the recipient company.
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13.0 STATUTORY DECLARATIONS

Statutory Declaration by the Directors

January 30, 2020

We the undersigned, who are named in the Prospectus and Introductory Document as Directors of HNBF,
hereby declare and confirm that we have read the provisions of the CSE Listing Rules and of the Companies
Act No. 07 of 2007 and any amendments to it relating to the issue of this Prospectus and Introductory
Document, and that those provisions have been complied with.

This Prospectus and Introductory Document has been seen and approved by us and we collectively and
individually accept full responsibility for the accuracy of the information given and confirm that after making
all reasonable enquiries and to the best of our knowledge and belief, there are no other facts the omission
of which would make any statement herein misleading or inaccurate. Where representations regarding the
future performance of HNBF have been given in the Prospectus and Introductory Document, such
representations have been made after due and careful enquiry of the information available to HNBF and
making assumptions that are considered to be reasonable at the present point in time by our best

judgement.
Name Designation Signature
Mr. A. J. Alles Chairman/Non-Executive Non-Independent Director Sgd
Mr. B. Premalal Deputy Chairman / Non-Executive Non-Independent Director  Sgd
Mr. B. M. D. C. Prabhath Managing Director/CEQO Sgd
Dr. S. U. H. Fernando Independent Non-Executive Director Sgd
Mr. A. S. Wijesinha Independent Non-Executive Director Sgd
Mr. P. A. H. D. Wijesundara Independent Non-Executive Director Sgd
Mr. A. G. R. Dissanayake Non-Independent Non-Executive Director Sgd
Mr. M. Perera Non-Independent Non-Executive Director Sgd

Statutory Declaration by the Managers to the Offer — Acuity Partners (Private) Limited

January 30, 2020

We, Acuity Partners (Private) Limited, of 53, Dharmapala Mawatha, Colombo 03 being the Financial Advisor
and Manager to the Offer and Introductory Listing of HNBF, hereby declare and confirm that to the best of
our knowledge and belief the Prospectus and Introductory Document constitutes full and true disclosure of
all material facts about the Offer and of HNBF, whose Ordinary Voting Shares are being Offered and whose
Ordinary Non-Voting Shares are being listing through an Introduction.

Sgd.
Director
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Statutory Declaration by the Company
January 30, 2020

An application has been made to the CSE for permission to deal in and for a listing for all of the Ordinary
Voting and Ordinary Non-Voting Shares of the Company and those Ordinary Voting Shares which are the
subject of this Offer. Such permission will be granted when shares are listed on the CSE. The CSE assumes no
responsibility for the correctness of any of the statements made or opinions expressed or reports included
in this Prospectus and Introductory Document. Listing on the CSE is not to be taken as an indication of the
merits of the Company or of the Shares Offered.

Sgd. Sgd.
Director Director
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ANNEXURE A: ACCOUNTANT’S REPORT AND FIVE-YEAR SUMMARY

Ernst & Young el
Chartered Accountants Fax Gen
201 De Saram Place Ta

P.0. Box 101 evsi®Ik.ey.com

ST Goemiolo
HMAJ/BV/IP/AD
Board of Directors 20 September 2019

HNB Finance Limited
No 168, Nawala Road
Nugegoda
Sri Lanka

Accountants’ Report
HNB Finance Ltd

Dear Sirs/Mesdames

This report has been prepared for the purpose of prospectus issued with the proposed offer for
sale of ten million (10,000,000) ordinary voting shares at LKR 5.70 per share and the listing
through Introduction of two hundred and ninety eight million two hundred thousand
(298,200,000) ordinary non-voting shares of HNB Finance Limited.

We have examined the Financial Statements of the HNB Finance Ltd (the “Company") for the
years ended 31 March 2015 to 31 March 2019, and report as follows.

1. Incorporation

The HNB Finance Ltd is a licensed finance company registered under the Finance Business
Act No 42 of 2011 and was incorporated as a public limited liability Company on 20"
December 1999 under the provisions of the Companies Act No 17 of 1982 and re-
registered under the Companies Act No 7 of 2007 under the registration number PB 965.
The Company is registered under the Finance Leasing Act no 56 of 2000.

The registered office of the Company is No. 168, Nawala Road, Nugegoda, at which the
Company’s Head Office is also situated. The Company's principal activates during the
period were providing microfinance facilities, finance leases, vehicle loan facilities,
mortgage loans, gold loan, other credit facilities, acceptance of fixed deposits,
maintenance of savings accounts and value-added services to the finance sector.

2. Financial Information

2.1. Five-year Summary of Audited Financial Statements
A summary of Statements of Financial Position, Statement of Comprehensive Income,
Statements of Changes in Equity and Statements of Cash Flows of the Company for the
financial years ended 31 March 2015 to 31 March 2019, based on the audited financial
statements are set out on Annexure 01 of the Accountants' Report.

Financial Statements for the year ended 31March 2015 has been audited by another
auditor (“Messrs. Kreston MNS & Co").

W R H Fernand
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2.2. Audited Financial Statements for the Year ended 31 March 2019

Our audit report on the Financial Statements of the Company for the year ended 31
March 2019 together with such Financial Statements comprising the Statement of
Financial Position, Statement of Comprehensive Income, Statement of Other
Comprehensive Income, Statement of Changes in Equity and Statement of Cash Flow
along with the accounting policies and notes thereon is available on the Annexure of the
Prospectus.

2.3. Audit Reports

The Financial Statements of the Company for the year ended 31 March 2015, has been
audited by Messrs. Kreston MNS & Co. We have audited the Financial Statements of the
Company for the years ended 31 March 2016 to 31 March 2019. Unmodified audit
opinions have been issued for the said financial years by such auditors' reports dated 10
June 2015, 08 June 2016, 07 September 2017, 26 June 2018 and 11 July 2019
respectively.

2.4. Accounting Policies

The Financial Statements of the Company for the years ended 31 March 2015 to 31
March 2019 comply with Sri Lanka Accounting Standards. Financial Statements for the
year ended 31March 2015 has been audited by another auditor (“Messrs. Kreston MNS &
Co").

The accounting policies of the Company are stated in detail in the audited financial
statements of the Company for the year ended 31 March 2019. There were no material
changes in the accounting policies of the Company for the years ended 31 March 2015 to
31 March 2018.

2.5. Dividends

Company has declared dividend during the years ended 31 March 2015 to 31 March
2019 as follows.

Year Dividend Declared Dividend Per Share
(LKR) (LKR)

2015 - -

2016 189,153,868.64 0.11

2017 171,958,062.40 0.10

2018 154,762,256.16 0.09

2019 5 7
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2.6. Events after Reporting Date
There were no significant events occurred after the last audit report date.
3. Restriction on Use

This report is made solely for the purpose of prospectus issued with the proposed offer
for sale of ten million (10,000,000) ordinary voting shares at LKR 5.70 per share and the
listing through Introduction of two hundred and ninety eight million two hundred
thousand (298,200,000) ordinary non-voting shares of HNB Finance Limited.

Yours faithfully

-~
Lo eq A
] 1
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ANNEXURE B: INDEPENDENT AUDITOR’S REPORT TO THE SHAREHOLDERS AND AUDITED
FINANCIAL STATEMENTS FOR THE FINANCIAL YEARS ENDED MARCH 31, 2019, MARCH 31,
2018 AND MARCH 31, 2017

Financial year ended March 31, 2019

HNB FINANCE LIMITED
FINANCIAL STATEMENTS

31 MARCH 2019
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INDEPENDENT AUDITOR'S REPORT

TO THE SHAREHOLDERS OF HNB FINANCE LIMITED
(FORMALLY KNOWN AS HNB GRAMEEN FINANCE LIMITED)

Report on the audit of the financial statements

We have audited the financial statements of HNB Finance Limited (“the Company”), which comprise the
statement of financial position as at 31 March 2019, and the statement of comprehensive income, the
statement of other comprehensive income, statement of changes in equity and statement of cash flows
for the year then ended, and notes to the financial statements, including a summary of significant
accounting policies.

Opinion

In our opinion, the accompanying financial statements give a true and fair view of the financial position of
the Company as at 31 March 2019 and of its financial performance and its cash flows for the year then
ended in accordance with Sri Lanka Accounting Standards.

Basis for opinion

We conducted our audit in accordance with Sri Lanka Auditing Standards (SLAuSs). Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of our report. We are independent of the Company in accordance with the Code of
Ethics issued by CA Sri Lanka (Code of Ethics) and we have fulfilled our other ethical responsibilities in
accordance with the Code of Ethics. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Responsibilities of management and those charged with governance for the financial statements

Management is responsible for the preparation of financial statements that give a true and fair view in
accordance with Sri Lanka Accounting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company's financial reporting process.
Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with SLAuSs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

(Contd..2/)

Partners: WRHFerrando FCAFCMA A Noe Saram ACAFCMA Ms.NADeSivafCA Ms YADeSivaFCA W RHDe Siva ACA ACMA W K BSP Fernando FCA FCMA
Ms. K R M Fernando FCA ACMA  Ms. LK H L Fonseha FCA AP A Gunasekera FCA FOMA A Herath FCA D K Hulangamuwa FCA FCMALLE (Lond) 1 M A Jayesinghe FCA FCMA
Ms. A & Ludowyke FCA FCMA  Ms GG S Manatunga FCA  Ms. PV K N Safeewani FCA N M Sulaamian ACA ACMA B E Wilesuriya FCA FTMA

Principais: G B8Goudian ACMA A A JR Perera ACA ACMA TP M Ruberu FCMA FCCA

A member firm of Ernst & roung Giobal Limited
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Building a better
working world

As part of an audit in accordance with SLAuSs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company's internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

e  Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company's ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor's report. However, future events or conditions may cause the Company to cease to continue
as a going concern.

¢ Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in @ manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Report on other legal and regulatory requirements

As required by section 163 (2) of the Companies Act No. 07 of 2007, we have obtained all the information

and explanations that were required for the audit and, as far as appears from our examination, proper
accounting records have been kept by the Company.

/
L}%dr
11 July 2019
Colombo
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HNB Finance Limited

STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 March 2019

Note 2019 2018
LKR LKR

Gross Income 4. 8,291,663,723 7.482,548,192
Interest income 7.229.168.801 6.537.663.310
[nterest expenses (2.802.086.025) (2.373.460.579)
Net Interest Income 5. 4,427,082.776 4.164.202.731
Fee and commission income 777,756.571 702,441,739
Fee and commission expenses (152,804.593) (121.654,558)
Net Fee and Commission Income 6. 624951978 580.787,181
Net Interest, Fee and Commission Income 5,052,034,754 4.744,989.912
Other operating income % 284,738.350 242,443,143
Net mark to market valuation gain 7. (113.600) 1.103.040
Total Operating Income 5.336.659.505 4.988.536.095
Impairment charges for loans and other losses 8. (842,911,062) (685,269,932)
Net Operating Income 4.493,748.442 4.303.266.163
Personnel expenses 9. (1.235,850,374) (1.108.124,495)
Other expenses 10. (1,492.214,080)  (1.167.908.603)
Total Operating Expenses (2,728,064,454)  (2,276.033.098)
Operating Profit before Value Added Tax (VAT) , Nation Building Tax (NBT)
and Debt Recovery Levy (DRL) on Financial Services 1.765.683.988 2.027.233.064
Value Added Tax (VAT) and Debt Recovery Levy (DRL) on financial services 1. (455.741.371) (392.263.488)
Nation Building Tax (NBT) on financial services 12. (48.011.123) (52.301,798)
Operating Profit after Value Added Tax (VAT), Nation Building Tax (NBT) and
Debt Recovery Levy (DRL) on Financial Services 1,261.931,494 1,582.667,778
Income tax expenses 13. (431.335.672) (570.884.458)
Profit for the Year 830,595,822 1,011,783,320
Basic earnings per share 4. 048 0.59

The Accounting Policies and Notes on pages 08 through 64 from an integral part of the Financial Statements.
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HNB Grameen Finance Limited

STATEMENT OF OTHER COMPREHENSIVE INCOME
Year ended 31 March 2019

Note 2019 2018
LKR LKR

Profit for the Year 830,595,822 1,011,783,320
Other Comprehensive Income for the Year, Net of Tax
Other comprehensive income to be reclassified to profit or loss in subsequent periods
Other comprehensive income not to be reclassified to profit or loss in subsequent periods
Actuarial gain/(losses) on defined benefit plans 33.1 9.815.534 14.231.796
Deferred tax effect on actuarial gains/(losses) on defined benefit plans 27. (2,748.350) (3.984.903)
Revaluation Reserve of free hold lands and buildings 26. 225,621,952 62.197.447
Deferred tax effect on revaluation on free hold lands and buildings 27. (63.174.146) (17.415.285)
Other Comprehensive Income for the Year, Net of Tax 169,514,990 55,029,055
Total Comprehensive Income for the Year 1,000,110,812 1,066,812,375

The Accounting Policies and Notes on pages 08 through 64 from an integral part of the Financial Statements.
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HNB Finance Limited
STATEMENT OF FINANCIAL POSITION
As at 31 March 2019
< 2019 2018
Note LKR LKR
ASSETS
3 Cash and cash equivalents 16 1.371,096.372 905.159.755
Fm@cnal assets measured at Fair value through profit or loss/ Financial assets held for 16.014.400 16.128.000
trading 17
Financial assets at amortised cost -Loans and advances to
OIS fibabers 18 16.755.608.663 14.009,773.608
Financial assets at amortised cost - Lease rentals receivables and stock out on hire 19 8.073.389.558 4.455307.873
Financial assets at amortised cost - Loans and advances to others 20 641.712.440 579.593.110
Financial assets measured at fair value through other comprehensive income/ Financial .
investments - Available-For-Sale gh o 21 12:430.383 AN
Financial assets at amortised cost - Debt and other instr / Fi ial in - 4
Held:To-Misturity-and losns and reciveblés 2 2.487.353.578 2.522.430.351
r Other assets 23 492,794,672 242.603.911
Investment properties 24 1.295,000,001 1.180.150.000
Intangible assets 25 173,541,897 131,533,753
Property. Plant & Equipment 26 1.420,476.897 1.158.835.158
Deferred tax assets 27 189,768.514 124.848.966
Total Assets 32,929,187,275 25,338,794,768
LIABILITIES
Financial Liabilities at Amortised cost - Due to Customers 28 22.632.141.889 18.821,363.686
Financial Liabilities at Amortised cost -Debt issued and other borrowed funds 29 4.217.579.835 1,178.231,116
Income tax payable 30 80,353,556 203,496.098
Value Added Tax payable 31 49,704,847 (25.379.290)
Other liabilities 32 1.112,137,121 849,770,227
Retiring benefit obligation 33 207.802,822 181,016,637
Total Liabilities 28.299.720.070 21.208.498.474
& SHAREHOLDERS' FUND
Stated capital 34 223,545,481 223,545,481
General reserve 35 82,897,989 82,897,989
. Statutory reserve fund 36 1.006,995,465 840,876,301
Revaluation reserve 37 591.713,996 429.266.191
Retained eamnings 38 2,724,314,274 2,553,710.332
Total Equity and Liabilities 32,929,187,275 25,338,794,768

These financial statements are prepared in compliance with the requirements of the Companies Act No.07 of 2007.

Chief Operating Officer

The Board of Di is responsible for these Fi ial S Signed for and on behalf of the Board by:

\ Actl Juiy:2019
* "~ _Colombo...-

COLOmMnY

HNB Finance Liniied

True Copy
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HNB Finance Limited

STATEMENT OF CASH FLOWS
Year ended 31 March 2019

Note
CASH FLOW FROM OPERATING ACTIVITIES
Profit before Tax 1,261,931.494 1.582,667,778
Adjustments
Interest expenses on borrowings 52 276,280,016 60,979,110
I p on deb 52 71,480,904 89,057,578
Interest income from Financial assets at amortised cost - Debt and other 51
instruments ) (167.411,299) (366,540 .884)
L on Financial assets d at Fair value through profit or loss &l (1,440,000) (1,600,000)
Dividend income 71 (240,000) (200,000)
Profit/(loss) on disposal of Property, Plant & Equipment 71 (657,287) (325,359)
Fair value gain on investment property 71 (114,850,000) (130,550,000)
Impairment charge/(reversal) for loans and other asscts 8 842911,062 685,269,932
Provision for value added tax 31 360,083,419 392,263,488
Provision for Debt Recovery Levy 96,275,024 -
Crop insurance levy 10 8.370,000 10,480,000
Provision for nation building tax 12 48,011,123 52,301,798
Ammortization on intangible assests 25 49,539,886 37,783276
Depreciation - on Property, Plant & Equipment 26 132,321,898 126,830,182
Gratuity provision 9 42355344 41,780,547
(Gain)/loss on mark to market valuation of fi 1al assets d at Fair value 7
through profit or loss 113,600 (1,103,040)
Provision for amount payable under Sip Saviya scheme 1,200,000 1,200,000
Operating profit/(loss) before changes in operating assets and liabilities 2.906,275,184 2,580,294 407
(Increase)/decrease in operating assets
Financial assets at amortised cost -Loans and advances to customers 18 (7,890947,316)  (5.804,588,669)
Fi ial assets at ised cost - Loans and advances 10 others 20 (51,165,604) (83,949.832)
Other assets 23 (250,190,761) (31,992.336)
Due to Customers 28 3,762,708,507 4,781,118,455
Other liabilities 32 217,067,143 581616282
Cash flow from operating activities (1,305,252,846) 2,022,498,307
Gratuity paid 33 (5.753.625) (4,040,992)
VAT paid 31 (284,999,282) (411,379.502)
Income Tax paid 30 (443,187,546) (806,451,351)
WHT paid 30 (7,167,948) (21,249,698)
Notional Tax - (8,968.077)
NBT paid (33,941,759) (58,595,217)
Crop Insurance Levy paid (8,620.147) (8,939,266)
ESC paid 30 (18,646,296) (38,976,427)
Debt Recovery Levy Paid (67,830,030) -
Dividend paid - (326,720,318)
Net Cash Flow from Operating Activities (2,176,399,479) 337,177,459
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of Property, Plant & Equipment 26 (136.968,171) (104,281,973)
Purchase of intangible asset 25 (91,548,030) (42,238,874)
Proceeds from sale of Property. Plant & Equipment 577,286 522,815
Net of in in fi ial assets at iscd cost - government security 22.1 (490,082,349) (994,021,638)
Net investment in financial assets at amortised cost - fixed deposits 2 462,933,835 521,980,000
Financial assets at amortised cost - Fixed deposit interest received 36,432,055 213,564,250
Financial assets at ised cost - Treasury bill interest received 22.1 137,847,227 46,682,993
Financial assets measured at Fair value through profit or loss Intersst received 1,440,000 1,440,000
Dividend income 7.1 240,000 200,000
Financial assets at amortised cost - Debentures interest received 16,875,000 -
Net Cash Flow from Investing Activities (62,253,146) (356,152,427)
CASH FLOW FROM FINANCING ACTIVITIES
Lease instalments paid - (1,785,454)
1 pay on deb 52 (65.793,423) (82,997.333)
I pay onb ings 52 (276,280,016) (60,979,110)
Debenture during the Year 29.1.1 100,000,000
Borrowings during the year 29 5,300,000,000 -
Loans repayments during the year 29 (2,153,337.318) (134.587,326)
153 @ Financing Activities 2,704,589,242 (280,349,223)
cash and cash equivalents 466,167,996 (299,324,191)
s at the beginning of the year 16 905,159,755 1,204,483,946
denty at the end of the year 16 1,371,096,372 905.1&.755

jot€s and Notes on pages 08 through 64 from en integral part of the Fi ial S
2, 4
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS [P FINCE Lol
Year ended 31 March 2019 | sfUe L’ i ‘j
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1. REPORTING ENTITY
1.1 Corporate Information
HNB Finance Limited (“the Company™) is a public limited liability Company and domiciled in Sri Lanka. The
registered office and the principal place of business of the Company is located at No. 168, Nawala Road,
Nugegoda.
On 17 February 2010, the Company was registered as a Finance Company by the Monetary Board of the
Central Bank of Sri Lanka in terms of section 2 of the Finance Companies Act No. 78 of 1988 and is permitted
in terms of section 7 (1) of the said Act to carry on finance business.
The Company has been registered as a registered Finance Leasing Company establishment under Section 5 of
the Finance Leasing Act No. 56 of 2000 and is permitted to carry on Finance Leasing Business with effect
from 31 March 2014.
The name of the Company was changed from HNB Grameen Finance Limited to HNB Finance Limited on 02
October 2018.

1.2 Principal Activities and Nature of Operations

The principal activities of the Company are the provision of micro finance facilities, primarily focusing on the
lower income segment of the Community and mobilization of public deposits.

There were no significant changes in the nature of the principal activities of the Company during the financial
year under review.
1.3 Parent Enterprise & Ultimate Parent Enterprise
The Company’s immediate and ultimate parent undertaking and controlling entity is Hatton National Bank
PLC, which is incorporated in Sri Lanka. Hatton National Bank PLC which acquired a shareholding of 51%
of the Company’s voting ordinary shares on 07 November 2014,
1.4 Directors' Responsibility Statement
The Board of Directors takes the responsibility for the preparation and presentation of these Financial
Statements as per the provisions of the Companies Act No, 07 of 2007 and the Sri Lanka Accounting Standards.
L5 Date of Authorization of Issue

The Financial Statements were authorized for issue by the Board of Directors on 11% July 2019

-8-
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HNB Finance Limited | HNB Finance Limited
NOTES TO THE FINANCIAL STATEMENTS irue Cop )4
Year ended 31 March 2019

2. BASIS OF PREPARATION AND OTHER SIGNIFICANT ACCOUNTING POLICIES

2.1 Basis of Preparation
2.1.1  Statement of Compliance

The financial statements of the Company which comprise the Statement of Financial Position, Statement of
Comprehensive Income , Statement of Other Comprehensive Income, Statement of Changes in Equity,
Statement of Cash Flows and Notes thereto have been prepared in accordance with Sri Lanka Accounting
Standards prefixed both SLFRS and LKAS (here after known as “SLFRSs/LAKSs"). promulgated by the
Institute of Chartered Accountants of Sri Lanka (CASL) and comply with the requirements of the Companies
Act, No. 07 of 2007 and Finance Business Act No. 42 of 2011 and amendment thereto.

2.1.2  Basis of Measurement
The Financial Statements have been prepared on the historical cost basis and applied consistently with no

adjustments being made for inflationary factors affecting the Financial Statements, except for the following
items in the Statement of Financial Position.

Items Measurement basis
Financial assets measured at fair value Fair value
through profit or loss
Financial assets measured at fair value :
Fair value

through other comprehensive income

Measured at cost at the time of acquisition and subsequently at
Freehold land and buildings revalued amounts which are the fair values at the date of
revaluation less subsequent depreciation of Buildings

Investment property Fair value

Net defined benefit assets/ (liabilities) | Actuarially valued and recognized at the present value

2.1.3  Presentation of Financial Statements

The assets and liabilities of the Company presented in the Statement of Financial Position are grouped by
nature and listed in an order that reflects their relative liquidity and maturity pattern. An analysis on recovery
or settlement within 12 months after the reporting date (current) and more than 12 months after the reporting
date (non-current) is presented in Note 42 to the Financial Statements.

Financial assets and financial liabilities are offset and the net amount reported in the Statement of Financial
Position only when there is a legally enforceable right to offset the recognised amounts and there is an intention
to settle on a net basis, or to realise the assets and settle the liability simultaneously. Income and expenses are
not offset in the Statement of Comprehensive Income unless required or permitted by any accounting standard
or interpretation, and as specifically disclosed in the accounting policies of the Company.

Each material class of similar items is presented separately in the Financial Statements. Items of dissimilar
Nature or function are presented separately unless they are immaterial as permitted by the Sri Lanka
Accounting Standards (LKAS 1) - Presentation of Financial Statements.
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

2.1.4  Functional and Presentation Currency

The Financial Statement of the Company is presented in Sri Lankan Rupees (LKR), which is the currency of
the primary economic environment in which Company operates (Company’s functional currency). The
Financial Statements are presented in Sri Lanka Rupees and all values are rounded to the nearest rupees, except
where otherwise indicated.

2.1.5  Materiality and Aggregation

Each material class of similar items is presented separately. Items of dissimilar nature or function are presented
separately unless they are immaterial.

2.1.6 Changes in Accounting Policies and Disclosures
2.1.6.1 Sri Lanka Accounting Standard SLFRS 9 — “Financial Instruments”

The Company has applied Sri Lanka Accounting Standard SLFRS 9 - “Financial Instruments” (SLFRS 9)
effective for annual periods beginning on or after Ist January 2018, for the first with the initial application date
of 1* April 2018. This standard replaced Sri Lanka Accounting Standard LKAS 39 - “Financial Instruments:
Recognition and Measurement™ (LKAS 39). SLFRS 9 brought about significant changes to the classification
and measurement of financial instruments and impairment assessment pertaining to such instruments. These
changes are discussed in Notes 2.1.6.1 (a) and 2.1.6.1 (b) to the Financial Statements.

2.1.6.1(a) Changes to the impairment calculation

The adoption of SLFRS 9 has fundamentally changed the Company’s accounting for loan loss impairment by
replacing incurred loss approach as per LKAS 39 with a forward looking expected credit loss (ECL) approach.
SLFRS 9 requires the Company to record an allowance for ECLs for all loans and other debt financial assets
not held at FVPL, together with loan commitments and financial guarantee contracts. The allowance is based
on the ECLs associated with the probability of default in the next twelve months unless there has been a
significant increase in credit risk since origination in which case the impairment will be based on the ECLs
associated with the probability of default over the entire life time of the loan. Details of the Company’s
impairment method are disclosed in Note 2.3.3.5 to the Financial Statements.

2.1.6.1(b) Changes to classification and measurement

To determine their classification and measurement category, SLFRS 9 requires all financial assets, except equity
instruments and derivatives, to be assessed based on a combination of the entity’s business model for managing
the assets and the instruments’ contractual cash flow characteristics. The LKAS 39 measurement categories of
financial assets (fair value through profit or loss (FVPL), available for sale (AFS), held-to-maturity and loans
and receivables - amortised cost) have been replaced by:

* Debt instruments at amortised cost

* Debt instruments at fair value through other comprehensive income (FVOCI), with gains or losses recycled
to profit or loss on de-recognition

« Equity instruments at FVOCI, with no recycling of gains or losses to profit or loss on de-recognition

« Financial assets measured at FVPL.

The accounting for financial liabilities remains largely the same as it was under LKAS 39. The adoption of
classification principles of SLFRS 9 as at 1st April 2018 did not have a material impact on the Company. The
Company’s classification of its financial assets and liabilities is explained in Note 2.3.3.1 to the Financial
Statements,

-10-
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

To reflect the differences between SLFRS 9 and LKAS 39, SLFRS 7 “Financial Instruments: Disclosures™ was
updated and the Company has adopted it, together with SLFRS 9, for the year beginning on Ist April 2018.
Changes include transition disclosures as shown in Note 15 to the Financial Statements, detailed qualitative and
quantitative information about the ECL calculations such as the assumptions and inputs used are set out in Note
2.3.3.5 1o the Financial Statements. Reconciliations from opening to closing ECL allowances are presented in
Notes 18.1.2 (b) and 18.2. (b)and 19.2(a) to the Financial Statements.

2.1.6.3 Sri Lanka Accounting Standard SLFRS 15— “Revenue from Contracts with Customers™

The Company has applied SLFRS 15 for the first time in these Financial Statements, which is effective for annual
periods beginning on or after Ist January 2018 for the first time with the initial application date of 1* April 2018.
Adoption of this standard did not impact the timing or amount of fee and commission income from contracts
with customers and the related assets and liabilities recognised by the Company for the year beginning 1st April
2018.

2.1.6.4 Application of Accounting Policies

Apart from the changes mentioned above, the Company has consistently applied the accounting policies for all
periods presented in the Financial Statements. The Company has not early adopted any other standard,
interpretation or amendment that has been issued but not yet effective.

2.1.6.5 Comparative Information

2.2

The comparative information has been reclassified where ever necessary to conform with the current year’s
classification in order to provide a better presentation. However, the Company has not restated comparative
information for 2017/2018 in respect of financial instruments in the scope of SLFRS 9. Therefore, the
comparative information of such instruments for 2017/2018 is reported under LKAS 39 and is not comparable
to the information presented for 2018/2019. Differences arising from the adoption of SLFRS 9 have been
recognized directly in retained earnings as of 1st April 2018 and are disclosed in Note 15 to the Financial
Statements.

Significant Accounting Judgments, Estimates and Assumptions

The preparation of Financial Statements in conformance with Sri Lanka Accounting Standards requires
management to make judgements, estimates and assumptions that affect the reported amounts of revenues,
expenses, assets and liabilities, and the accompanying disclosures, and the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that require a material adjustment
to the carrying amount of assets or liabilities affected in future periods.

In the process of applying the accounting policies, management has made various judgements, Those which
management has assessed to have the most significant effect on the amounts recognised in the Financial
Statements have been discussed in the individual notes of the related Financial Statement line items.

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date,
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year, are also described in the individual notes of the related financial statement line
items below. The Company based its assumptions and estimates on parameters available when the Financial
Statements were prepared. Existing circumstances and assumptions about future developments, however, may
change due to market changes or circumstances arising that are beyond the control of the Company. Such
changes are reflected in the assumptions when they occur.

- -~
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

[ HNB Finance Lirited
True Cogpy

2.2.1  Going Concern

The Directors have made an assessment of the Company’s ability to continue as a going concern and are
satisfied that it has the resources to continue in business for the foreseeable future. Furthermore, Board is not
aware of any material uncertainties that may cast significant doubt upon the Company s ability to continue as
a going concern and they do not intend either to liquidate or to cease operations of the Company. Therefore,
the Financial Statements continue to be prepared on the going concern basis.

2.2.2  Fair value of financial Instruments

Where the fair values of financial assets and financial liabilities recorded on the Statement of Financial Position
cannot be derived from active markets, they are determined using a variety of valuation techniques that include
the use of mathematical models. The inputs to these models are derived from observable market data where
possible, but if this is not available, judgement is required to establish fair values. The valuation of financial
instruments is described in more detail in Note 46 to the Financial Statements.

223  Impairment Losses on Loans and Advances

Collective Impairment Assessment
Loans and advances are assessed collectively, by categorizing those into groups of assets with similar credit
risk characteristics, to determine whether a provision should be made due to expected loss events.

Applicable prior to Ist April 2018

The collective assessment takes account of data from the loan portfolio such as number of days in arrears and
judgements on the effect of concentrations of risks and economic data (including levels of GDP growth,
unemployment, inflation, interest rates, effect of regulatory changes), and trends in non-performing loans.

Applicable from Ist April 2018

The measurement of impairment losses under SLFRS 9 requires judgement across all categories of financial
assets, in particular, the estimation of the amount and timing of future cash flows and collateral values when
determining impairment losses and the assessment of a significant increase in credit risk. These estimates are
driven by a number of factors, changes in which can result in different levels of impairment allowances. Details
of such explained in note 2.3.3.6.

The Company’s policy is to regularly review its models in the context of actual loss experienced and adjust
when necessary.

The impairment loss on Financial assets at amortized cost-Loans and advances to customers and Financial
assets at amortized cost-Lease rentals receivables and stock out on hire are disclosed in Notes 18 to 19 to the
Financial Statements.

2.2.4  Impairment of Available for Sale Investments- Applicable prior to 1** April 2018

The Company reviews its debt securities classified as available for sale investments at each reporting date to
assess whether they are impaired. This requires similar judgement as applied to the individual assessment of
loans and advances.

The Company also records impairment charges on available for sale equity investments when there has been
a significant or prolonged decline in the fair value below their cost. The determination of what is *significant’
or ‘prolonged’ requires judgement. In making this judgement, the Company evaluates, among other factors,
historical share price movements and duration and extent to which the fair value of an investment is less than
its cost.
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2.2.5 Impairment Losses on Other Assets

The Company assesses whether there are any indicators of impairment for an asset or a cash-generating unit
at each reporting date or more frequently, if events or changes in circumstances necessitate to do so the
estimation of the circumstances necessitate to do so. This requires cash-generating units. Estimating value in
use requires management to make an estimate of the expected future cash flows from the asset or the cash-
generating unit and also to select a suitable discount rate in order to calculate the present value of the relevant
cash flows. This valuation requires the Company to make estimates about expected future cash flows and
discount rates, and hence, they are subject to uncertainty.

2.2.6  Fair Value of Property, Plant and Equipment
The land and buildings of the Company are reflected at fair value. The Company engaged independent valuers
to determine fair value of land and buildings in terms of Sri Lanka Accounting Standard (SLFRS 13) - Fair
Value Measurement. When current market prices of similar assets are available, such evidence is considered
in estimating fair values of these assets they are disclosed in Note 46.4 to the Financial Statements.

2.2.7  Useful Life Time of Property, Plant and Equipment and Intangible Assets
The Company review the residual values, useful lives and methods of depreciation of Property, Plant ‘and

Equipment and intangible assets at each reporting date. Judgement of the management is exercised in the
estimation of these values, rates, methods and hence they are subject to uncertainty.

2.2.8  Classification of Investment Property

Management requires using its judgment to determine whether a property qualifies as an investment property.
The Company had developed criteria so it can exercise its judgment consistently.

A property that is held to eam rentals or for capital appreciation or both, and which generates cash flows largely
independently of the other assets held by the Company is accounted for as investment properties. On the other
hand, a property that is used for operations or in the process of providing services or for administrative purposes
and which do not directly generate cash flows as a standalone asset are accounted for as Property, Plant and
Equipment. The Company assess on an annual basis, the accounting classification of its properties taking into
consideration the current use of such properties.

2.2.9 Taxation

The Company is subject to income tax and judgment was required to determine the total provision for current,
deferred and other taxes due to the uncertainties that exists with respect to the interpretation of the applicability
of tax laws, at the time of preparation of these Financial Statements.

Uncertainties also exist with respect to the interpretation of complex tax regulations and the amount and timing
of future taxable income. Given the wide range of business relationships and the long term nature and
complexity of existing contractual agreements, differences arising between the actual results and the
assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax income
and expense amounts that were initially recorded, and deferred tax amounts in the period in which the
determination is made.
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2.2.10 Deferred Tax Assets

Deferred tax assets are recognized in respect of loan impairment allowances which will be recovered in the
foreseeable future and tax losses to the extent that it is probable that future taxable profit will be available
against which the losses can be utilised. Judgement is required to determine the amount of deferred tax assets
that can be recognised, based upon the likely timing and level of future taxable profits, together with future
tax planning strategies.

2.2.11 Defined Benefit Obligation

The cost of the defined benefit pension plan is determined using an actuarial valuation. The actuarial valuation
involves making assumptions about discount rates, expected rates of return on assets, future salary increases,
mortality rates and future pension increases. Due to the long term nature of these plans, such estimates are
subject to significant uncertainty.

All assumptions are reviewed at each reporting date. In determining the appropriate discount rate, management
considers the interest rates of Sri Lanka Government bonds with maturities corresponding to the expected
duration of the defined benefit obligation. Future salary increases and pension increases are based on expected
future inflation rates and expected future salary increment rate of the Company. Details of the key assumptions
used in the estimates are contained in Note 33 to the Financial Statements.

2.2.12 Provisions for Liabilities and Contingencies

The Company receives legal claims against it in the normal course of business. Management has made
Jjudgments as to the likelihood of any claim succeeding in making provisions. The time of concluding legal
claims is uncertain, as is the amount of possible outflow of economic benefits. Timing and cost ultimately
depend on the due process in respective legal jurisdictions. Information about significant areas of estimation
uncertainty and critical judgments in applying accounting policies other than those stated above that have
significant effects on the amounts recognized in the financial statements are describzd in Notes 41.

23 Summary of Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in the Financial
Statements, unless otherwise indicated.

2.3.1  Foreign Currency Transactions and Balances

Transactions in foreign currencies are translated into the functional currency, which is Sri Lankan Rupees
(LKR), using the middle rates of exchange prevailing at the dates on which the transactions were affected.
Financial Statements of the Company are presented in Sri Lankan Rupees, which is the functional and
presentation currency of the Company. Transactions in foreign currencies are re-translated into Sri Lankan
rupees at the spot rate of exchange prevailing at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies at the financial position date are re-translated
into Sri Lanka rupees at the closing rate of exchange prevailing at the date. The foreign currency gain or loss
on monetary items and all differences are taken to Other Operating Income in the income statement. Foreign
currency differences arising on re-translation of available for sale financial instruments are recognised in
Statement of Comprehensive Income. Non-monetary assets are measured in terms of historical cost in foreign
currency are translated using the exchange rate at the date of the transaction.

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
spot exchange rates as at the date of the transaction. Non-monetary items measured at fair value in a foreign
currency are translated using the spot exchange rates at the date when the fair value was determined.
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2.3.2  Financial Instruments- Initial Recognition, Classification and Subsequent M
(Applicable up to 31 March 2018)
2.3.2.1 Initial recognition and subsequent measurement

Financial assets within the scope of LKAS 39 are classified as financial assets at fair value through profit or
loss, loans and receivables, held-to-maturity investments, available-for-sale financial assets, or as derivatives
designated as hedging instruments in an effective hedge, as appropriate. The Company determines the
classification of its financial assets at initial recognition. The Company’s financial assets include cash and cash
equivalents, lease receivable, loans and advances to members and others & other financial assets.

Financial liabilities within the scope of LKAS 39 are classified as financial liabilities at fair value through
profit or loss, loans and other borrowings, or as derivatives designated as hedging instruments in an effective
hedge, as appropriate. The Company determines the classification of its financial liabilities at initial
recognition. The Company’s financial liabilities include, debt issued & other borrowings, funds due to
customers and other financial liabilities.

a) Date of Recognition

All financial assets and liabilities are initially recognized on the trade date, i.e. the date that the company
becomes a party to the contractual provisions of the instrument. This includes regular way trades, purchases
or sales of financial assets that require delivery of assets within the time frame generally established by
regulation or convention in the market place.

b) Inmitial measurement of financial instruments

The classification of financial instruments at initial recognition depends on their purpose and characteristics
and the management’s intention in acquiring them. All financial instruments are measured initially at their fair
value plus transaction costs, except in the case of financial assets and financial liabilities recorded at fair value
through profit or loss.

¢) Subsequent measurement of financial instruments
I. The subsequent measurement of financial assets depends on their classification as described below:
Financial assets at fair value through profit or loss

A financial asset is classified as fair value through profit or loss if it is held for trading or is designated as such
upon initial recognition. Financial assets are designated at fair value through profit or loss if the company
manages such investments and makes purchase and sale decisions based on their fair value in accordance with
the company's investment strategy. Attributable transaction costs are recognized in Statement of
Comprehensive Income as incurred.

Financial assets at fair value through profit and loss are carried in the Statement of financial position at fair
value with changes in fair value recognized in the Statement of Comprehensive Income.

Financial assets designated at fair value through profit or loss comprises of quoted equity instruments unless
otherwise have been classified as available-for-sale.
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Held-to-maturity financial assets

Financial assets with fixed or determinable payments and fixed maturities are classified as held to maturity
when the company has the positive intention and ability to hold it to maturity. Held-to-maturity financial assets
are recognized initially at fair value plus any directly attributable transaction costs.

Subsequent to initial recognition held to-maturity financial assets are measured at amortized cost using the
effective interest method, less any impairment losses.

Amortized cost is calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the effective interest rate (EIR). The EIR amortization is included in interest income
in the Statement of Comprehensive Income and the Statement of Other Comprehensive Income. The losses
arising from impairment are recognized as impairment cost in the Statement of Comprehensive Income and
the Statement of Other Comprehensive Income.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognized initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition loans and receivables are measured at amortized cost using the effective
interest rate, less any impairment losses.

Loans and receivables comprise of cash and cash equivalents, deposits with banks and other financial
institutions, investments in REPOs, lease receivables, loans & advances to customers and others and other
receivables.

Available-for-sale financial investments

Available-for-sale investments include unquoted equity. Equity investments classified as available-for- sale
are those which are neither classified as held for trading nor designated at fair value through profit or loss. The
company has not designated any loans or receivables as available-for-sale.

After initial measurement, available-for-sale financial investments are subsequently measured at fair value.
Unrealized gains and losses are recognized directly in equity (Other comprehensive income) in the available-
for- sale reserve. When the investment is disposed of, the cumulative gain or loss previously recognized in
equity is recognized in the Statement of Comprehensive Income in ‘Net Gain/ (Loss) From Financial
Investments’. Where the company holds more than one investment in the same security, they are deemed to
be disposed of on a first-in first-out basis. Dividend earned whilst holding available-for-sale financial
instruments are recognized in the Statement of Comprehensive Income as Net Gain/(Loss) from financial
investments when the right of the payment has been established. The losses arising from impairment of such
investments are recognized in the Statement of Comprehensive Income in ‘Impairment losses on financial
investments’ and removed from the available-for-sale reserve.

Available - for - sale financial instrument which fair value is not reliably measurable are stated at cost.

Financial Assets Classified as Loans and Advances to Members, Lease Rental Receivables, Loans and
Advances to Others and Other Financial Assets

This includes non—derivative financial assets with fixed or determinable payments that are not quoted in an
active market, other than:

e Those that the company intends to sell inmediately or in the near term and those that the company, upon
initial recognition, designates as at fair value through profit or loss

e Those that the company, upon initial recognition, designates as available-for-sale

e Those for which the company may not recover substantially all of its initial investment, other than
because of credit deterioration
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Receivables, Loans and Advances to Others and Other Financial Assets are subsequently measured at
amortized cost using the Effective Interest Rate, less allowance for impairment. Amortized cost is calculated
by taking into account any discount or premium on acquisition and fees and costs that are an integral part of
the Effective [nterest Rate. The amortization is included in Interest and similar income in the Statement of
Comprehensive Income. The losses arising from impairment are recognized in the Statement of
Comprehensive income in ‘Impairment for Loans and Other Losses’ and Detailed under Note 8.

IL The subsequent measurement of financial liabilities depends on their classification as described below:
Debt issued and other borrowing funds:

After initial recognition debt issued and other borrowing funds are subsequently measured at amortized cost
using the effective interest rate method (EIR). Gains and losses are recognized in the Statement of
Comprehensive Income when the liabilities are derecognized as well as through the effective interest rate
method (EIR) amortization process.

Other financial liabilities comprise of bank overdrafts, borrowings, due to customers and other liabilities.

Bank overdrafts

Bank overdrafts that are repayable on demand and form an integral part of the Company’s cash management
are included as a component of cash and cash equivalents for the purpose of the Statement of Cash Flows.

Due to Customers and Borrowings - Classified as Other Financial Liabilities Carried at Amortized Cost
Deposits and bank borrowings are the Company’s sources of debt funding.

The Company classifies capital instruments as debt issued and other borrowing funds in accordance with the
substance of the contractual terms of the instruments. Subsequent to initial recognition due to customers and
borrowings are measured at their amortized cost using the effective interest rate method.

2.3.2.2 Reclassification of Financial Assets and Liabilities

The Company reclassifies non-derivative financial assets out of the ‘held for trading’ category and into the
‘available for sale’, ‘loans and receivables’, or ‘held to maturity’ categories as permitted by the Sri Lanka
Accounting Standard (LKAS 39)- Financial Instruments: Recognition and Measurement. Further, in certain
circumstances, the company is permitted to reclassify financial instruments out of the ‘available of sale’
category and into the ‘loans and receivables’ category.

Reclassification are recorded at fair value at the date of reclassification, which becomes the new amortised
cost.
Reclassification is at the election of the Management and is determined on an instrument-by-instrument basis.

The company does not reclassify any financial instrument into the fair value through profit or loss category
after initial recognition. Further, the company does not reclassify any financial instrument out of the fair value
through profit or loss category if upon initial recognition it was designated as at fair value through profit or
loss.
2.3.2.3 De-recognition of Financial Assets and Liabilities
(i) Financial Assets

A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets)
is derecognized when:

o The rights to receive cash flows from the asset have expired
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e The Company has transferred its rights to receive cash flows from the asset or has assumed an obligation
to pay the received cash flows in full without material delay to a third party under a ‘pass—through’
arrangement and either:

¢ The Company has transferred substantially all the risks and rewards of the asset
Or

¢ The Company has neither transferred nor retained substantially all the risks and rewards of
the asset, but has transferred control of the asset

When the Company has transferred its rights to receive cash flows from an asset or has entered into a pass—
through arrangement, and has neither transferred nor retained substantially all of the risks and rewards of the
asset nor transferred control of the asset, the asset is recognized to the extent of the Company's continuing
involvement in the asset. In that case, the Company also recognizes an associated liability. The transferred
asset and the associated liability are measured on a basis that reflects the rights and obligations that the
Company has retained.

(ii) Financial liabilities

A financial liability is de-recognised when the obligation under the liability is discharged or cancelled or
expires. Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a de-recognition of the original liability and the recognition of a new liability. The
difference between the carrying value of the original financial liability and the consideration paid is recognised
in Statement of Comprehensive Income.

2.3.2.4 Determination of Fair Value

The fair value for financial instruments traded in active markets at the reporting date is based on their quoted
market price or dealer price quotations without any deduction for transaction costs. For all other financial
instruments not traded in an active market, the fair value is determined by using appropriate valuation
techniques. Valuation techniques include the discounted cash flow method, comparison with similar
instruments for which market observable prices exists, pricing models and other relevant valuation models.

2.3.2.5 Impairment of Financial Assets

The Company assesses at each reporting date, whether there is any objective evidence that a financial asset or
a group of financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired
if, and only if, there is objective evidence of impairment as a result of one or more events that have occurred
after the initial recognition of the asset (an incurred loss event) and that loss event (or events) has an impact
on the estimated future cash flows of the financial asset or the group of financial assets that can be reliably
estimated.

(i) Financial Assets Carried at Amortised Cost — Lease Receivables, Loans and Advances to Members and
Others.

For financial assets carried at amortised cost (such as amounts due from banks, loans and advances to
customers as well as held to maturity investments), the company includes asset in a group of financial assets
with similar credit risk characteristics and collectively assesses them for impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as
the difference between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future expected credit losses that have not yet been incurred). The carrying amount of the asset is
reduced through the use of an allowance account and the amount of the loss is recognised in the Statement of
Comprehensive Income. Interest income continues to be accrued on the reduced carrying amount and is
accrued using the rate of interest used to discount the future cash flows for the purpose of measuring the
impairment loss. The interest income is recorded as part of Interest income.

-18-
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Loans together with the associated allowance are written off when there is no realistic prospect of future
recovery and all collateral has been realised or has been transferred to the company. If, in a subsequent year,
the amount of the estimated impairment loss increases or decreases because of an event occurring after the
impairment was recognised, the previously recognised impairment loss is increased or reduced by adjusting
the allowance account. [fa future write—off is later recovered, the recovery is credited to the ‘Other Operating
Income’.

The present value of the estimated future cash flows is discounted at the financial asset’s original Effective
Interest Rate.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the
company’s internal credit grading system, that considers credit risk characteristics such as asset type, industry,
geographical location, collateral type, past—due status and other relevant factors. Future cash flows on a group
of financial assets that are collectively evaluated for impairment are estimated on the basis of historical loss
experience for assets with credit risk characteristics similar to those in the group. Historical loss experience is
adjusted on the basis of current observable data to reflect the effects of current conditions on which the
historical loss experience is based and to remove the effects of conditions in the historical period that do not
exist currently.

Estimates of changes in future cash flows reflect, and are directionally consistent with, changes in related
observable data from year to year (such as changes in unemployment rates, property prices, commodity prices,
payment status, or other factors that are indicative of incurred losses in the group and their magnitude). The
methodology and assumptions used for estimating future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience.

Available-for-sale financial investments

For available-for-sale financial investments, the company assesses at each reporting date whether there is
objective evidence that an investment is impaired.

In the case of debt instruments classified as available-for-sale, the company assesses individually whether there
is objective evidence of impairment based on the same criteria as financial assets carried at amortised cost.

However, the amount recorded for impairment is the cumulative loss measured as the difference between the
amortised cost and the current fair value, less any impairment loss on that investment previously recognised
in the Statement of Comprehensive Income. Future interest income is based on the reduced carrying amount
and is accrued using the rate of interest used to discount the future cash flows for the purpose of measuring the
impairment loss. The interest income is recorded as part of Interest and similar income. If, in a subsequent
period, the fair value of an equity instrument increases and the increase can be objectively related to a credit
event occurring after the impairment loss was recognised in the Statement of Comprehensive Income, the
impairment loss is reversed through the Statement of Comprehensive Income.

In the case of equity investments classified as available-for-sale, objective evidence would also include a
‘significant’ or ‘prolonged” decline in the fair value of the investment below its cost. The company treats
‘significant’ generally as 20% and ‘prolonged’ generally as greater than six months. Where there is evidence
of impairment, the cumulative loss measured as the difference between the acquisition cost and the current fair
value, less any impairment loss on that investment previously recognised in the Statement of Comprehensive
Income — is removed from equity and recognised in the Statement of Comprehensive Income. Impairment
losses on equity investments are not reversed through the Statement of Comprehensive Income; increases in
the fair value after impairment are recognised in Other Comprehensive Income.
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2.3.3 SLFRS 09 Financial Instrument
(Applicable Afier | April 2018)

SLFRS 9 -Financial Instruments replaces LKAS 39 for annual periods on or after | January 2018. The
company has adopted SLFRS-09 Financial Instruments with an initial application date of | April 2018 and the
company have not restated comparative information for 31 March 2018 for the financial instruments in the
scope of SLFRS 9. Therefore, the comparative information for 31 March 2018 is reported under LKAS 39 and
is not comparable to the information presented for 31 March 2019. Differences arising from the adoption of
SLFRS 9 have been recognised directly in retained earnings as of | April 2018 and are disclosed in Note 15.

2.3.3.1 Changes to Classification and Measurement
To determine their classification and measurement category, SLFRS 9 requires all financial assets, to be

assessed based on a combination of the Company's business model for managing the assets and the
instruments’ contractual cash flow characteristics.

The LKAS 39 measurement categories of financial assets (fair value through profit or loss (FVPL), available
for sale (AFS), held to- maturity and amortised cost) have been replaced by:

Debt instruments at amortised cost

Debt instruments at fair value through other comprehensive income (FVOCI), with gains or losses
recycled to profit or loss on de-recognition

Equity instruments at FVOCI, with no recycling of gains or losses to profit or loss on de-recognition
Financial assets FVPL

The accounting for financial liabilities remains largely the same as it was under LKAS 39.

The Company and classification of its financial assets and liabilities is explained in Notes 15 The quantitative
impact of applying SLFRS 9 as at 1 April 2018 is disclosed in the Transitional Disclosures detailed in Note 15
to these Financial Statements.

2.3.3.2 Measurement Categories of Financial Assets and Liabilities

From 1 April 2018, the Company classifies all of its financial assets based on the business model for managing
the assets and the asset’s contractual terms, measured at either:

e  Amortised Cost,
®  Fair Value through Other Comprehensive Income (FVOCI),
e Fair Value through Profit or Loss

Before | April 2018, the Company classified its financial assets as loans and receivables (amortised cost),
FVPL, available-for-sale or held-to-maturity (amortised cost), as explained in Note 2.3.2.1.

Financial liabilities, other than loan commitments and financial guarantees, are measured at amortised cost or
at FVPL or the fair value designation is applied.

2.3.3.3 Financial Assets and liabilities

2.3.3.3.1 Loans and advances to customers, Lease receivables and stock out on hire and Loans and advances to
Others, Financial Assets measured at Amortised Cost.

Before | April 2018, Lease rental receivable and Loans and receivables to other customers, included non—
derivative financial assets with fixed or determinable payments that were not quoted in an active market, other
than those:

o Those that the company intends to sell immediately or in the near term and those that the company, upon

initial recognition, designates as at fair value through profit or loss
e Those that the company. upon initial recognition, designates as available-for-sale
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*  Those for which the company may not recover substantially all of its initial investment, 0
of credit deterioration

From 1 April 2018, the Company only measures Lease, Loans and advances to customers and other financial
investments at amortised cost if both of the following conditions are met:

o The financial asset is held within a business model with the objective to hold financial assets in order to
collect contractual cash flows

e The contractual terms of the financial asset give rise on specified dates to cash flows that are solely
payments of principal and interest (SPPI) on the principal amount outstanding.

The classification of financial liabilities under SLFRS 9 does not follow the approach for the classification on
financial assets; rather it remains broadly the same as under LKAS 39. Financial liabilities are measured at
amortised cost or fair value through profit or loss.

The details of conditions of business model assessment and the SPPI test are outlined below.
(a) Business Model Assessment

The Company determines its business model at the level that best reflects how it manages groups of financial
assets 10 achieve its business objective.

The Company’s business model is not assessed on an instrument-by-instrument basis, but at a higher level of
aggregated portfolios and is based on observable factors such as:

* How the performance of the business model and the financial assets held within that business model are
evaluated and reported to the entity’s key management personnel

o The risks that affect the performance of the business model (and the financial assets held within that
business model) and, in particular, the way those risks are managed

e How managers of the business are compensated (for example, whether the compensation is based on the
fair value of the assets managed or on the contractual cash flows collected)

e The expected frequency, value and timing of sales are also important aspects of the Company’s assessment

(b) The SPPI Test

As a second step of its classification process the Company assesses the contractual terms of financial assets to
identify whether they meet the SPPI test.

An entity has a business model to hold the financial asset to collect the contractual cash flows. The
characteristics of the contractual cash flows are that of solely payments of the principal amount and interest
(referred to as “SPPI™).

Principal for the purpose of this test is defined as the fair value of the financial asset at initial recognition and
may change over the life of the financial asset (for example, if there are repayments of principal or amortisation
of the premium/ discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the
time value of money and credit risk. To make the SPPI assessment, the Company applies judgement and
considers relevant factors such as the currency in which the financial asset is denominated, and the period for
which the interest rate is set.
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From 1 April 2018, the Company does not reclassify its financial assets subsequent to their initial recognition,
apart from the exceptional circumstances in which the Company acquires, disposes of, or terminates a business
line.

Financial liabilities are never reclassified. The Company did not reclassify any of its financial assets or
liabilities in year 2018/19.

2.3.3.4 De-recognition of Financial Instruments
2.3.3.4.1Financial Assets
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets)
is derecognized when the rights to receive cash flows from the financial asset have expired.
2.3.3.4.2 Financial Liabilities

A financial liability is de-recognized when the obligation under the liability is discharged, cancelled or expires.

2.3.3.5 Impairment of Financial Assets (Policy Applicable from 1 April 2018)
Overview of the Expected Credit Loss (ECL) Principles

As described in Note 2.2.3 the adoption of SLFRS 9 has fundamentally changed the Company’s loan loss
impairment method by replacing LKAS 39’s incurred loss approach with a forward-looking Expected Credit
Loss (ECL) approach. From 1 April 2018, the Company has been recording the allowance for expected credit
losses for all loans and other debt financial assets not held at FVPL, in this section all referred to as ‘financial
instruments’. Equity instruments are not subject to impairment under SLFRS 9.”

The ECL allowance is based on the credit losses expected to arise over the life of the asset. The 12 months
ECL is the portion of Life time ECLs that represent the ECLs that result from default events on a financial
instrument that are possible within the 12 months after the reporting date.”

Both Life time ECLs and 12 months ECLs are calculated on either an individual basis or a collective basis,
depending on the nature of the underlying portfolio of financial instruments.

The Company has established a policy to perform an assessment, at the end of each reporting period, of whether
a financial instrument’s credit risk has increased significantly since initial recognition, by considering the
change in the risk of default occurring over the remaining life of the financial instrument.

Based on the above process, the Company groups its loans into Stage I, Stage 2 and Stage 3.
Stage 1

When loans are first recognised, the Company recognises an allowance based on 12 months ECLs. Stage |
loans also include facilities where the credit risk has improved and the loan has been reclassified from Stage
5

Stage 2

When a loan has shown a significant increase in credit risk since origination, the Company records an
allowance for the life time ECLs. Stage 2 loans also include facilities, where the credit risk has improved and
the loan has been reclassified from Stage 3.
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‘. Stage 3
Loans considered credit-impaired. The Company records an allowance for the life time ECLs.
2.3.3.5.1 The Calculation of Expected Credit Loss (ECL)

The Company calculates ECLs under three staging approaches to measure the expected cash shortfalls,
discounted at an approximation to the EIR. A cash shortfall is the difference between the cash flows that are
due to an entity in accordance with the contract and the cash flows that the entity expects to receive. The
mechanics of the ECL calculations are outlined below and the key elements are as follows:

- Probability of Default

The Probability of Default (PD) is an estimate of the likelihood of default over a given time horizon. A default
may only happen at a certain time over the assessed period, if the facility has not been previously recognised
and is still in the portfolio.

EAD.

The Exposure at Default (EAD) is an estimate of the exposure at a future default date, taking into account
expected changes in the exposure after the reporting date, including repayments of principal and interest,
whether scheduled by contract or otherwise, expected drawdowns on committed facilities, and accrued interest
from missed payments.

LGD.

The Loss Given Default (LGD) is an estimate of the loss arising in the case where a default occurs at a given
time. It is based on the difference between the contractual cash flows due and those that the lender would
expect to receive, including from the realisation of any collateral. It is usually expressed as a percentage of the
EAD.

When relevant, the assessment of multiple scenarios also incorporates how defaulted loans are expected to be
recovered, including the probability that the loans will cure and the value of collateral or the amount that might
be received for selling the asset.

2.3.3.5.2 The mechanics of the ECL method are summarized below:
Stage |

The 12 months ECL is calculated as the portion of LTECL that represent the ECLs that result from default
events on a financial instrument that are possible within the 12 months after the reporting date. The Company
calculates the 12 months ECL allowance based on the expectation of a default occurring in the 12 months
following the reporting date. These expected 12-month default probabilities are applied to a forecast EAD and
multiplied by the expected LGD and discounted by an approximation to the original EIR. This calculation is
made for each of the three scenarios, as explained above.

Stage 2

When a loan has shown a significant increase in credit risk since origination, the Company records an
allowance for the LTECLs. The mechanics are similar to those explained above but PDs and LGDs are
estimated over the lifetime of the instrument. The expected cash shortfalls are discounted by an approximation
to the original EIR.
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Stage 3
For loans considered credit-impaired, the Company recognises the LTECL for these loans. The method is

similar to that for Stage 2 assets, with the PD set at 100%. The Company recognises the interest income on
loans classified under stage 3 at the effective interest rate on amortised cost.

Forward Looking Information

In its ECL models, the Bank relies on a broad range of forward looking information as economic inputs, such
as:

Quantitative Qualitative

Policies

lnﬂatio;\ = - St;amsofthe Industry Business
i

Interest Rates

The inputs and models used for calculating ECLs may not always capture all the characteristics of the market
at the date of the Financial Statements.

2.3.3.6 Significant Accounting Judgements, Estimates and Assumptions on Impairment losses on financial
assets

The measurement of impairment losses both under SLFRS 9 and LKAS 39 across all categories of financial
assets requires judgement, in particular, the estimation of the amount and timing of future cash flows and
collateral values when determining impairment losses and the assessment of a significant increase in credit
risk. These estimates are driven by a number of factors, changes in which can result in different levels of
allowances.

The Company’s ECL calculations are outputs of complex models with a number of underlying assumptions
regarding the choice of variable inputs and their interdependencies. Elements of the ECL models that are
considered accounting judgements and estimates include:

*  Number of days past due and the Guidelines issued by the Central Bank of Sri Lanka

e The Company’s criteria for assessing if there has been a significant increase in credit risk and so
allowances for financial assets should be measured on a LTECL basis and the qualitative assessment

e  The segmentation of financial assets when their ECL is assessed on a collective basis

¢ Development of ECL models, including the various formulas and the choice of inputs

e Determination of associations between macroeconomic scenarios and, economic inputs, such as
unemployment levels and collateral values, and the effect on PDs, EADs and LGDs

e Selection of forward-looking macroeconomic scenarios and their probability weightings, to derive the
economic inputs into the ECL models

2.3.4  Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statement comprises cash in hand, demand deposits
and short term highly liquid investments readily convertible to known amounts of cash and subject to
insignificant risk of changes in value.
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235 Leases
The determination of whether an arrangement is a lease, or contains a lease, is based on the substance of the
arrangement at the inception and requires an assessment of whether the fulfilment of the arrangement is
dependent on the use of a specific asset or assets and the arrangement conveys a right to use the asset.

2.3.5.1 Finance Leases
2.3.5.1.1 Finance leases — Company as a lessee
Finance leases that transfer to the Company substantially all of the risks and benefits incidental to ownership
of the leased item, are capitalized at the commencement of the lease at the fair value of the leased property or,
if lower, at the present value of the minimum lease payments. Lease payments are apportioned between finance
charges and reduction of the lease liability so as to achieve a constant rate of interest on the remaining balance
of the liability. Finance charges are recognized in finance cost in the Statement of Comprehensive Income.
Leased assets are depreciated over the useful life of the asset, However, if there is no reasonable certainty that
the Company will obtain ownership by the end of the lease term, the asset is depreciated over the shorter of
the estimated useful life of the asset and the lease term.
2.3.5.1.2 Finance leases — Company as a lessor
When the Company is the lessor under finance leases the amounts due under the leases, after deduction of
unearned charges, are included in “Rentals receivable on leased assets”. The finance income receivable is
recognised in ‘interest income’ over the periods of the leases so as to give a constant rate of return on the net
investment in the leases.

2.3.5.2 Operating Leases

Leases that do not transfer substantially all the risks and benefits incidental to ownership of the leased items
to the lessee are operating leases

2.3.5.2.1 Operating leases — Company as a lessee
Operating lease payments are recognized as an expense in the Statement of Comprehensive Income on a
straight line basis over the lease term. Contingent rent payable is recognized as an expense in the period in
which they are incurred.
2.3.5.2.2 Operating leases — Company as a lessor
Initial direct costs incurred in negotiating operating leases are added to the carrying amount of the leased asset
and recognised over the lease term on the same basis as rental income.

2.3.6  Property, Plant and Equipment

2.3.6.1 Basis of Recognition

Property, Plant and Equipment are recognised if it is probable that future economic benefits associated with
the assets will flow to the Company and cost of the asset can be reliably measured.

25

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



HNB Finance Limited B Finance Limited
NOTES TO THE FINANCIAL STATEMENTS \ irue Co PY
Year ended 31 March 2019 |

AuthoYized Signature

2.3.6.2 Measurement

An item of Property, Plant and Equipment that qualifies for recognition as an asset is initially measured at its
cost. Cost includes expenditure that is directly attributable to the acquisition of the asset and cost incurred
subsequently to add to, replace part of, or service it. The cost of self-constructed assets includes the cost of
materials and direct labour, any other costs directly attributable to bringing the asset to a working condition
for its intended use and the costs of dismantling and removing the items and restoring the site on which they
are located. Purchased software that is integral to the functionality of the related equipment is capitalised as
part of computer equipment.

When parts of an item of property or equipment have different useful lives, they are accounted for as separate
items (major components) of Property, Plant and Equipment.

Carrying amount of Property, Plant and Equipment are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount may not be recoverable. An asset’s carrying amount is
written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated
recoverable amount.

2.3.6.2.1 Cost Model

The Company applies cost model to Property, Plant and Equipment except for frechold land and buildings and
records at cost of purchase or construction together with any incidental expenses thereon less accumulated
depreciation and any accumulated impairment losses.

2.3.6.2.2 Revaluation Model

The Company applies the revaluation model to the entire class of freehold land and buildings. Such properties
are carried at a revalued amount, being their fair value at the date of revaluation less any subsequent
accumulated depreciation of buildings and subsequent accumulated impairment losses.

Freehold land and buildings of the Company is revalued at least once in every three years on a roll over basis
to ensure that the carrying amounts do not differ materially from the fair values at the reporting date. On
revaluation of an asset, any increase in the carrying amount is recognised in other comprehensive income and
accumulated in equity, under capital reserve or used to reverse a previous revaluation decrease relating to the
same asset, which was charged to the Statement of Comprehensive Income. In this circumstance, the increase
is recognised as income to the extent of the previous write down. Any decrease in the carrying amount is
recognised as an expense in the Statement of Comprehensive Income or debited in the Other Comprehensive
Income to the extent of any credit balance existing in the capital reserve in respect of that asset. The decrease
recognised in Other Comprehensive Income reduces the amount accumulated in equity under capital reserves.
Any balance remaining in the revaluation reserve in respect of an asset is transferred directly to retained
earnings on retirement or disposal of the asset.

2.3.6.3 Subsequent Costs

The subsequent cost of replacing a component of an item of Property, Plant and Equipment is recognised in
the carrying amount of the item if it is probable that the future economic benefits embodied within that part
will flow to the Group and its cost can be reliably measured. The costs of day to day servicing of Property,
Plant and Equipment are charged to the Statement of Comprehensive Income as incurred. Costs incurred in
using or redeploying an item is not included under carrying amount of an item.
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2.3.6.4 Depreciation | Auth

The Company provides depreciation from the date the assets are available for use up to the date of disposal, at
the following rates on a straight line basis over the periods appropriate to the estimated useful lives based on
the pattern in which the asset’s future economic benefits are expected to be consumed by the group of the
different types of assets, except for which are disclosed separately. Depreciation of an asset ceases at the earlier
of the date that the asset is classified as held for sale or the date that the asset is derecognised. Depreciation
does not cease when the assets become idle or is retired from active use unless the asset is fully depreciated.

Depreciation methods, useful lives and residual values are reassessed at each reporting date and adjusted if
appropriate.

The estimated useful lives for the current year are as follows;

Buildings 40 years
Motor Vehicles 05 years
Furniture & Fittings 05 years
Computer & Accessories 05 years
Machinery & Equipment 05 years
Fixtures & Fittings 05 years

2.3.6.5 De-recognition

The carrying amount of an item of Property, Plant and Equipment is derecognised on disposal or when no
future economic benefits are expected from its use or disposal. The gain or loss arising from the de-recognition
of an item of Property, Plant and Equipment which is calculated as the difference between the carrying amount
and the net disposal proceeds is included in the income statement when the item is derecognised.

When replacement costs are recognised in the carrying amount of an item of Property, Plant and Equipment,
the remaining carrying amount of the replaced part is derecognised. Major inspection costs are capitalised. At
each such capitalisation, the remaining carrying amount of the previous cost of inspections is derecognised.

2.3.6.6 Capital Work-in-Progress
These are expenses of a capital nature directly incurred in the construction of buildings, major plant and
machinery and system development, awaiting capitalisation. Capital work-in-progress would be transferred to
the relevant asset when it is available for use i.e. when it is in the location and condition necessary for it to be
capable of operating in the manner intended by management. Capital work-in-progress is stated at cost less
any accumulated impairment losses.

2.3.7 Intangible assets

2.3.7.1 Basis of recognition
An intangible asset is recognized if it is probable that the future economic benefits that are attributable to the
asset will flow to the Company and the cost of the assets can be measured reliably.

2.3.7.2 Measurement

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition,
intangible assets are carried at cost less any accumulated amortization and any accumulated impairment losses.
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All computer software costs incurred, licensed for use by the Company, which are not integrally related to
associated hardware, which can be clearly identified, reliably measured and it’s probable that they will lead to
future economic benefits, are included in the *Statement of Financial Position’ under the category ‘intangible
assets’ and carried at cost less accumulated amortisation and any accumulated impairment losses.

Internally generated intangible assets, excluding capitalized development costs, are not capitalized, and
expenditure is charged against Statement of Comprehensive Income in the year in which the expenditure is
incurred

2.3.7.3 Amortization and impairment

The useful lives of intangible assets are assessed as either finite or infinite. Intangible assets, with finite lives,
are amortised on a straight line basis in the Statement of Comprehensive Income from the date when the asset
is available for use, over the best estimate of the useful economic lives based on a pattern in which the asset’s
economic benefits are consumed by the Company, at 20% per annum, except for software licenses which is
6.67 % per annum. Those assets are assessed for impairment whenever there is an indication that the intangible
asset may be impaired. Intangible assets with infinite useful lives such as license are not amortised, but are
assessed for impairment annually. The assessment of infinite life is reviewed annually to determine whether
the infinite life continues to be supportable.

2.3.7.4 Subsequent expenditure

Expenditure incurred on software is capitalised only when it is probable that this expenditure will enable the
asset to generate future economic benefits in excess of its originally assessed standard of performance and this
expenditure can be measured and attributed to the asset reliably. All other expenditure is expensed as incurred.

2.3.7.5 De-recognition

An intangible asset is de-recognized on disposal or when no future economic benefits are expected from its
use and subsequent disposal. Gains or losses arising from derecognition of an intangible asset are measured as
the difference between the net disposal proceeds and the carrying amount of the asset and are recognized in
the Statement of Comprehensive Income.

2.3.8 Investment Properties

Investment property is property held either to earn rental income or for capital appreciation of for both, but not
for sale in the ordinary course of business, use in the production or supply of goods or service or for
administrative purposes.

Investment property is initially measured at cost and subsequently at fair value with any change therein
recognized in profit or loss. Cost includes expenditure that is directly attributable to the acquisition of the
investment property. The cost of self-constructed investment property includes the cost of materials and direct
labour, any other costs directly attributable to bringing the investment property to a working condition for their
intended use.

The carrying values of investment properties are reviewed for impairment when events or changes in
circumstances indicate that the carrying value may not be recoverable. If any such indication exists and where
the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable
amount.

An item of investment property is derecognized upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss on disposal of an investment property (calculated as the
difference between the net proceeds from disposal and the carrying amount of the item) is recognized profit or
loss. When investment property that was previously classified as Property, Plant and Equipment is sold, any
related amount included in the revaluation reserve is transferred to retained earnings.
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2.3.9 Impairment of Non—Financial Assets

The carrying amounts of the Company’s non-financial assets, other than, deferred tax assets are reviewed at
each reporting date to determine whether there is any indication of impairment. If any such indication exists,
then the asset’s recoverable amount is estimated. An impairment loss is recognized if the carrying amount of
an asset or cash-generating unit (CGU) exceeds its recoverable amount.

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less costs to sell.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset or CGU. For impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other assets or
CGUs.

Impairment losses are recognized in the Statement of Comprehensive Income. Impairment losses recognized
in respect of CGUs are allocated first to reduce the carrying amount of any goodwill allocated to the CGU
(group of CGUs), if any, and then to reduce the carrying amounts of the other assets in the CGU (group of
CGUs) on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment loss is reversed only
to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortization, if no impairment loss had been recognized.

2.3.10 Retirement benefits
o 2.3.10.1 Short-Term Employee Benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related

. service is provided. A liability is recognized for the amount expected to be paid under short-term cash bonus
if the company has a present legal or constructive obligation to pay this amount as a result of past service
provided by the employee, and the obligation can be estimated reliably.

2.3.10.2 Defined Contribution Plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions
into a separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution plans are recognized as an employee benefit expense in profit or loss in
the periods during which services are rendered by employees. Prepaid contributions are recognized as an asset
to the extent that a cash refund or a reduction in future payments is available All employees of the Company
are members of the Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF), to which the
Company contributes 12% and 3% of employee salaries respectively.

2.3.10.3 Defined Benefit Plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The
Company's net obligation in respect of defined benefit pension plans is calculated by estimating the amount of
future benefit that employees have earned in return for their service in the current and prior periods; that benefit
is discounted to determine its present value. Any unrecognized past service costs are deducted.

The calculation is performed every three years by a qualified actuary using the projected unit credit method.
For the purpose of determining the charge for any period before the next regular actuarial valuation falls due,
an approximate estimate provided by the qualified actuary is used.
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When the benefits of a plan are improved, the portion of the increased benefit related to past service by
employees is recognized in profit or loss on a straight-line basis over the average period until the benefits
become vested. To the extent that the benefits vest immediately, the expense is recognized immediately in
profit or loss.

The Company recognizes all actuarial gains and losses arising from the defined benefit plan in the Statement
of Other Comprehensive Income (OCI) and all other expenses related to defined benefit plans are recognize
as personnel expenses in Statement of Comprehensive Income. This retirement benefit obligation is not
externally funded.

2.3.11 Provisions

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation. Provisions are determined by discounting the expected future cash flows at a
pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the
liability. The unwinding of the discount is recognized as finance cost.

Contingent liabilities are disclosed if there is a possible future obligation as a result of a past event, or if there
is a present obligation as a result of a past event but either a payment is not probable or the amount cannot be
reasonably estimated.

2.3.12 Income Tax Expense
2.3.12.1 Current Tax Expense

Current tax assets and liabilities consist of amounts expected to be recovered from or paid to the Commissioner
General of Inland Revenue in respect of the current as well as prior years. The tax rates and tax laws used to
compute the amount are those that are enacted or subsequently enacted by the reporting date. Accordingly,
provision for taxation is made on the basis of the profit for the year as adjusted for taxation purpose in
accordance with the provision of the Inland Revenue Act No. 24 of 2017 and the amendment thereto, at the
rates specified in Note 13 to the Financial Statements.

Management has used its judgment on the application of tax laws in determining the current tax liability
including transfer pricing regulation involving identification of associated undertakings, estimation of the
respective arm’s length prices and selection of appropriate pricing mechanism.

2.3.12.2 Deferred Taxation

Deferred tax is provided using the liability method on temporary differences at the reporting date between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purpose. Deferred tax
liabilities are recognized for all temporary differences.

Deferred tax assets are recognized for all deductible differences. Carry forward of unused tax credits and
unused tax losses, to the extent that it is probable that taxable profits will be available against which the
deductible temporary differences and the carry forward of unused tax credits and unused tax losses can be
utilized, except where deferred tax assets relating to the deductible temporary differences arise from the initial
recognition of an asset or liability in a transaction that is not a business combination and at the time of the
transaction, affects neither the accounting profit nor the taxable profit or losses.

The carrying amount of a deferred tax asset is reviewed at each reporting date and reduced to the extent it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset
to be utilized. De-recognized deferred tax assets are reassessed at each reporting date and are recognize to the
extent that is probable that future taxable profit will allow the deferred tax asset to be recovered.

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

Deferred tax assets and liabilities are measured at the tax rate that are expected to apply in the year when the
assets are realized or the liabilities are settled. based on tax rates and tax laws that have been enacted or
subsequently enacted at the reporting date.

2.3.12.3 Value Added Tax on Financial Services (VAT)

Company’s total value addition is subjected to 15% as per section 25A of the Value Added Tax Act No. 14 of
2002 and amendments thereto.

2.3.12.4 Economic Service Charge (ESC)

As per the provisions of the Economic Service Charge (Amendment) Act No. 11 of 2012, ESC is payable on
the liable turnover at specified rates. ESC paid is deductible from the income tax liability. Any unclaimed
liability can be carried forward and set-off against the income tax payable in the four subsequent years.

2.3.12.5 Crop Insurance Levy

In terms of Section 14 of the Finance Act No. 12 of 2013 all institutions under the purview of Finance
Companies Act No. 78 of 1988 are required to pay 1% of the profit after tax as Crop Insurance Levy to the
National Insurance Trust Fund Board effective from 01 April 2013.

2.3.12.6 Nation Building Tax (NBT)

The business of banking and finance will be liable for NBT at 2% of the liable turnover from 01 January 2014
onwards. The liable turnover with reference to any person engaged in business and finance will be the value
addition as computed for the purpose of VAT on financial services.

2.3.12.7 Debt Repayment Levy(DRL)

A levy of 7% is charged monthly on the value addition attributable to the supply of financial services from
every financial institution commencing from 01 October 2018 and ending 31 December 2021.

2.3.13 Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured. The following specific recognition criteria must also be met before
revenue is recognised.

2.3.13.1 Interest Income and Expense

For all financial instruments measured at amortised cost, interest bearing financial assets classified as available
for sale and financial instruments designated at fair value through profit or loss, interest income or expense is
recorded using the EIR. EIR is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument or a shorter period, where appropriate, to the net carrying
amount of the financial asset or financial liability. The calculation takes into account all contractual terms of
the financial instrument and includes any fees or incremental costs that are directly attributable to the
instrument and are an integral part of the EIR, but not future credit losses. Once the recorded value of a financial
asset or a group of similar financial assets has been reduced due to an impairment loss, interest income
continues to be recognised using the rate of interest used to discount the future cash flows for the purpose of
measuring the impairment loss.
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The Company earns fee and commission income from a diverse range of services it provides to its customers.
Such income is recognized as revenue when the services are provided.

2.3.13.2 Fee and Commission Income

2.3.13.3 Dividend Income

Dividend income is recognised when the Company’s right to receive the payment is established.

r 2.3.13.4 Rent Income

Rent income is recognised on an accrual basis.

2.3.13.5 Other Income

Other income is recognised on an accrual basis.

2.4. NEW ACCOUNTING STANDARDS NOT EFFECTIVE AS AT REPORTING DATE
(a) SLFRS 16- Leases

SLFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of leases for
both parties to a contract, i.e. the customer (‘lessee’) and the supplier (‘lessor’). SLFRS 16 will replace Sri
Lanka Accounting Standard — LKAS 17 (Leases) and related interpretations. SLFRS 16 introduces a single
lessee accounting model for lessee, eliminating the present classification of leases in LKAS 17 as either
operating leases or finance leases.

( The new standard requires a lessee to:

Recognize assets and liabilities for all leases with a term of more than 12 months, unless the underlying asset
is of low value.

Present depreciation of lease assets separately, from interest on lease liabilities in the Statement of
Comprehensive Income.

SLFRS -16 substantially carries forward the lessor accounting requirement in LKAS — 17. Accordingly, a
lessor continues to classify its leases as operating leases or finance leases, and to account for those two types
of leases differently.

SLFRS 16 will become effective on 1st January 2019. The impact on the implementation of the above Standard
has not been quantified yet.
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4. GROSS INCOME 2018
LKR
Interest income 7.229.168.801 6.537,663.310
Fee and commission income 777,756,571 702,441,739
Other income 284.738.350 242,443,143
Total Income 8.291,663,723 7.482,548,192
5. NET INTEREST INCOME 2019 2018
LKR LKR
Interest income 5. 7.229.168.801 6,537.663,310
Interest expense 52 (2.802.086.025) (2,373,460,579)
Net interest income 4.427,082,776 4,164,202,731
5.1  Interest income 2019 2018
LKR LKR
Financial assets at amortised cost -Loans and advances to customers/ members 5.736.304,837 5,449,581,653
Financial assets at amortised cost - Rentals recievables and stock out on hire 1.194,125,092 576.672.900
Financial assets at amortised cost - Loans and advances to others 81.349.328 69,541,968
Financial assets at amortised cost - debt and other instruments/ Financial investments -
Held-To-Maturity and loans and recivebles 167,411,299 366,540,884
Financial assets measured at fair value through profit or loss/ Financial assets held for 1.440.000 1,600,000
Savings deposits 48,538,246 73,725,905
Net interest income 7.229.168.801 6,537.663.310
5.2 Interest expense
Deposits from customers 2.454,325,105 2,223,423,891
Debentures 71,480,904 89.057.578
Other borrowings 276,280,016 60,979,110
2,802,086,025 2,373,460,579
6. NET FEE AND COMMISION INCOME 2019 2018
LKR LKR
Fee and commission income 777,756,571 702,441,739
Fee and commission expenses (152.804.593) (121,654,558)
624.951,978 580,787,181
7. OTHER INCOME 2019 2018
LKR LKR
Other operating income 7.1 284,738,350 242,443,143
Net mark to market valuation gain (113,600) 1,103,040
284,624,750 243,546,183
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

TINB Finance Limited

7. OTHER INCOME (Contd...)

2019 2018
7.1  Other Operating Income LKR LKR
Rent income ‘ i 37.674.941 45.975.462
Recovery of loan balance written-off’ 14.927.743 13.564.008
Fair Valuation of Investment Propertics 114.850.000 130.550.000
Sundry income 116.388.380 51.828.314
Profit from disposal of Property. Plant and Equipment 657.287 325.359
Dividend income 240.000 200.000
284,738,350 242.443.143
8. IMPAIRMENT CHARGES FOR LOANS AND OTHER LOSSES 2019 2018
LKR LKR
Financial assets at amortised cost -Loans and advances to customers 8.1 580,479.526 592.067.772
Financial assets at amortised cost -Lease receivables and stock out on hire 8.1 212.003.725 85.811.100
Financial assets at amortised cost - Loans and advances to others (10,953.726) 7.391,060
Financial assets at amortised cost - Debt and other Instruments 8.2 61.381.537 -
842.911.062 685,269.932
8.1 Impairment Changes For Loans and Other Losses 2019 2018
LKR LKR
Charge/(write-back) to the Statement of Comprehensive Income
— Impairment on collective loan portfolio 781,529,525 685,269,932
Total impairment charge 781,529,525 685,269,932
2019
LKR
Loans and advances to customers
Stage | (173,400.189)
Stage 2 (34.512,203)
Stage 3 788.391.918
580,479,526
Lease rentals receivable and stock out on hire
Stage | 31.028.675
Stage 2 33.935.273
Stage 3 147,039.777
212,003,725
2019 2018
8.2 Financial assets at Amortised Cost -Debt and Other Instruments LKR LKR
Financial assets at amortised cost - debt and other Instruments/ Financial investments -loans
and receivables 61,381,537 -
61,381,537 -
9.  PERSONNEL COST 2019 2018
LKR LKR
Salaries and bonus 999,062,827 898,233,149
Other personnel cost 68,076,289 59.086.519
Employer's contribution to Employces' Provident Fund 101,084,731 87,215,608
Employer's sputiag to Employees' Trust Fund 25.271.183 21,808,672
Retirgpent G 42.355.344 41,780.547

1.235.850,374
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS ['HNB Finance | it
True Copy

|
Year ended 31 March 2019 -

10. OTHER EXPENSES 2019 2018
LKR LKR
Other Operating Expenses, among others Include the following:
Depreciation on Property, Plant and Equipment 132,321,903 126,830,183
Advertising & Publications 83,335,407 44.207,143
Repeirs & Maintenance 166,791,675 94,655,608
Crop Insurance levy 8,370,000 10,480,000
Amortisation of intangible assets 49,539,886 37783277
Directors’ remuneration 24,154,000 21,835,200
Auditors’ Remuneration 4,483,000 4.205,000
Legal charges 17,029,774 13.719,131
Donation 40,850 134 874
11.  VALUE ADDED TAX (VAT) AND DEBT RECOVERY LEVY (DRL) 2019 2018
LKR LKR
Value Added Tax on financial Services 360,083.419 392263488
Debt Recovery Levy 95,657,952 -
455,741,371 392,263,488

Value Added Tax
Company’s total value addition is subjected to Value added tax at 15% as per section 25A of the Value Added Tax Act No. 14 of 2002 and amendments thereto

Debt Recovery Levy (DRL)

In accordance with section 36 of Finance Act no 35 of 2018, DeuRmveryl.:vyischngedandImedforevaymlheommemingfmm&wbazolsull
December 2021 from Every Financial inﬂimtionll!hemeof?%onpmﬁtorlosspriorwdeducﬁnsll':nxpay!bleunda'ﬂlcsaidsection‘lheVllueAddedTnx
payable under section 25A of the Value Added Tax Act No 14 of 2002

12.  NATION BUILDING TAX 2019 2018
LKR LKR
Nation Building Tax on Financial services 48,011,123 52,301,798
48011,123 52901?98
13.  INCOME TAX ‘ 2019 2018
LKR LKR
Current Income Tax
Current income tax charge 345859 248 681,369,313
Over/Under provision during previous year - 5,348,108
Deferred Income Tax
Deferred taxation charge / (reversal) 85.476.424 (115,832,963)
Income tax expense reported in the S of Compreh Income 431,335,672 570,884 458

13.1 Reconcilation Between Tax Expense and the Product of Accounting Profit Multiplied by the Statutory Tax Rate

Accounting profit before tax 1261 .93lé94 1.582.667‘778
At the statutory income tax rate of 28% (2016: 28%) 353,340,818 443,146,978
Tax Effect on;
Non deductible expenses 696,515,124 658,209,746
Deductible expenses (703,996.694) (419.987411)
Current tax on profits for the year 345,859,248 681,369,313
Current income tax charge 345 8590248 681360313
Over/Under provision durnng previous year - 5.348,108
Deferred taxation charge 85.476.424 (115,832,963)
Income tax expense at the effective income tax rate of 34.18% (2018: 36.07%) 431335672 570,884 458
Tax Losses Brought Forward and Utilised during the Year
Balance at the beginning of the year 415440051 179,835,622
Tax losses utilised during the year (415.440051) 235,604,429
Tax losses not utilised and carried forward - 415,440,051
14. EARNINGS PER SHARE
The camings and weighted average number of ordinary shares used in the calculation of basic earnings per share arc as follows:
2019 2018
LKR LKR
Net profit for the period 830,595,822 1,011,783,320
Profit attributable to ordinary shareholders 830,595.822 1,011,783,320
2019 2018
Number Number
lx719,580 624 1,719,580.624
1,719,580,624 1,719.580.624
048 0.59
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS | HINE Fmance Limiied]
Year ended 31 March 2019 ¢ \

16. CASH AND CASH EQUIVALENTS 2019 2018

Authopized Signature LKR LKR
Cash in hand 133.128.858 102.342.270
Balances with banks 1237967514 802,817,485
Total 1.371.096.372 905,159,755
17. FINANCIAL ASSETS- FAIR VALUE THROUGH PROFIT OR LOSS 2019 2018
LKR LKR
Cost of treasury bond investment 16.250272 16,250,272
Interest receivable 480.000 480.000
16.730.272 16,730,272
Less: Loss from mark to market valuation (715.872) {602.,272)
16,014,400 16,128,000
As at 31 March 2019 Year of Cost of Carrying
Maturity Investment Face Value Value
LKR LKR LKR
Treasury bond 01 May.2021 16,250,272 16.000.000 16.014.400
16,250.272 16.000.000 16,014,400
18 FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES TO
5 CUSTOMERS 2019 2018
LKR LKR
At amortised cost:
Loans and advances to customers 18.682.625.619 14.892.780.713
Less: Allowance for Impairment losses (1.927.016,956) (883.007.105)

16,755.608.663 14.009,773.608

18.1 FINANCIAL ASSETS AT AMORTISED COST -LOANS AND ADVANCES TO CUSTOMERS PRODUCT WISE

2019 2018
Note Amortized Cost Impairment Amortized Cost Impairment
LKR LKR LKR LKR
Loans and advances to customers 18.1 18,092,749,095 1924739756  14.398.193,066 883,007,105
Gold loan advance 182 79,204,149 2,277,200 - <
Loan against fixed deposits 183 510.672.375 - 444 188492 -
Saving advance 184 - - 50,399,155 -
18.682.625,619 1,927,016,956  14,892,780.713 883.007.105

18.1.1 Net loans and advances to customers
Gross Loans And  Allowance for Net Loans And

Advances to Impairment Advances to

Customers Losses Customers
Stage - 1 14,411,334,059 474,616,798 13.936,717.261
Stage - 2 688,893,552 83.274.407 605,619,145
Stage - 3 2.992.521.484 1.366.848.551 1.625,672.932

18,092,749.095 1,924,739.756 16.168,009,339

-38-
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS ~ -

Year ended 31 March 2019 H_}l_B Finance Limited
irue Cop

18. FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES TO CUSTOMERS (Contd..)

18.1.2  Allowance for Impairment Losses Authorized Si griature
(a) Movement in impairment allowance during the year
Collective Total
Stage -1 Stage -2 Stage -3
Balance as at 01 Apnl 2018 (LKAS 39) 883.007,105
Transition impact on adoption of SLFRS 9 519.078.406
Balance as at 01 April 2018 (SLFRS 09) 650,225,008 117,855,789 634,004,714 1.402,085.511
Charges/(Reversals) for the year (175,608.210) (34.581.382) 788391917 578.202,325
Amount written off - - (55.548.080) (55.548.080)
Balance as at 31 March 2019 474,616,798 83,274,407 1,366,848,551 1,924,739,756
2019 2018
(b) Movement in impairment allowance LKR LKR
Asat 01 April 883,007,105 372.493.753
Transition impact on adoption of SLFRS 9 519.078.406 -
Charges/(reversals) for the year 578.202.325 588.478.137
Amounts written off (55,548.080) (77.964,785)
As at 31 March 1,924,739.756 883.007,103
Collective impairment 1,924,739.756 883.007,105
Total 1,924,739,756 883,007,105

18.1.3 Sensitivity Analysis of Accumulated Impairment for Loan Rentals Receivable as at 31.03.2019
Sensitivity effect
on Impairment

Changed Criteria Changed Factor Allowaice
Increase
Loss Given Default (LGD) Increase 1% 42 829313
Probability of Default (PD) Increase 1% 35,184,574
Economic Factor Adjustment (EFA) Increase 1% 4,875,581
18.2.1 Net Rentals Receivable on Gold Loans
Net Rentals ‘::"’"::;::‘:' Total Net Rentals
Receivables 0 Receivable
Losses
Stage- 1 77,709,268 2,208,021 75,501,247
Stage - 2 1.494.881 69,179 1,425,702
Stage - 3 - = -
79|204|I 49 5277'200 761926i949
18.2.2 Allowance for Impairment Losses
(a) Movement in impairment allowance during the year
Collective Total
Stage -1 Stage -2 Stage -3
Balance as at 01 April 2018 (LKAS 39) -
Transition impact on adoption of SLFRS 9 -
Balance as at 01 April 2018 (SLFRS 09) - - - -
Charges/(Reversals) for the year 2,208,021 69.179 - 2.277.200
Balance as at 31 March 2019 2,208,021 69,179 - 2,277,200
2019 2018
(b) Movement in impairment allowance LKR LKR
As at 01 April = -
Transition impact on adoption of SLFRS 9 -
Charges/(reversals) for the year 2,277,200 -
As at 31 March 2.277.200 -
Collective impairment 2,277.200 -
Total 2,277,200 -
18.4 Loan against Fixed Deposits 2019 2018
LKR LKR
0 501,467,033 435.748.349
ivablggnmg, ainst fixed deposits 9.205.342 8.440,143
510.672.378 444.188.492

——— i
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NOTES TO THE FINANCIAL STATEMENTS L PRl LImiey
Year ended 31 March 2019 True Co By

18. FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES TO CUSTOMERS (Contd..) /1
Authorited !

2019
183  Saving Advance LKR
Saving advance - 50,399.155
- 50.399.155
19. LEASE RENTALS RECEIVABLE AND STOCK OUT ON HIRE 2019 2018
LKR LKR
Lease rental receivable 11,681,571.403 6.395.778.150
Less : Uneamed interest income (3.236.581.943) (1,854.334.251)
Net receivable 8.444 989 460 4.541.443.899
Less : Rental received in advance - -
Net rentals receivables before charging allowance for impairment losses 8,444,989 460 4,541,445.899
Less . Allowance for impairment losses (371,599.902) (86,136.026)
Total net rentals receivable 8.073.389.558 4,455,307.873
19.1 Lease rentals receivable and stock out on hire
Gross rentals .-\.Ilow.:nu for Net rentals
= impairment 8
receivables receivable
losses
Stage - | 7.493,342.694 175.491,195 7.317.851.499
Stage - 2 693979916 91,563,760 602,416,156
Stage - 3 257,666,850 104,544,947 153.121.903

8,444.989,460 371,599,902 8,073.389,558

19.2 Allowance for impairment losses

(a) Movement in impairment allowance during the year

Collective Total
Stage -1 Stage -2 Stage -3
Balance as et 01 April 2018 (LKAS 39) 86.136.026
Transition impact on adoption of SLFRS 9 176,671,457
Balance as at 01 April 2018 (SLFRS 09) 144 462,520 57,628,487 60,716,476 262,807,483
Charges/(Reversals) for the year 31,028,675 33,935,273 147,039,777 212,003,725
Amount written off - - (103.211,306) (103.211.306)
Balance as at 31 March 2019 175,491,195 91,563,760 104,544,947 371,599,902
(b) Movement in impairment allowance 2019 2018
LKR LKR
As at 01 April 86,136,026 324,926
Transition impact on adoption of SLFRS 9 176.671.457 -
Charges/(reversals) for the year 212,003,725 85,811,100
Amounts written off’ (103,211,306) -
As at 31 March 371,599,902 86,136,026
Collective impairment 371,599,902 86,136,026
Total 371,599,902 86,136,026
19.3  Sensitivity Analysis of A lated Impairment for Lease Rentals Receivable and Stock Out on Hire as at 31.03.2019
Sensitivity effect
dgoy on Impairment
Changed criteria Changed factor Allowance
Increase
Loss Given Default (LGD) Increase 1% 9,796,895
Probability of Default (PD) Increase 1% 21,873,372
E ic Factor Adj (EFA) Increase 1% 2.285.270
194 Lease Rentals Receivable and Stock out on Hire Within One Year 1to5 Years Over § Years Total
LKR LKR LKR LKR
Gross rentals receivables 4,002,226 472 7.658.768,845 20.576.086 11.681,571.403
(1.350,980.242) (1,884.575.206) (1,026.495) (3.236,581,943)
2.651.246.230 5.774.193.639 19.549.591 8.444,989.460

(371.599.902)
fofe charging allowance for impairment losses 8.073,389,558
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NOTES TO THE FINANCIAL STATEMENTS nmue Lopy
Year ended 31 March 2019
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19. NET RENTALS RECEIVABLE ON LEASE AND STOCK OUT ON HIRE (Contd..)

19.5  Allowance For Impairment Losses

Notes Impairment Total
LKR LKR
Balance as at 01 April 2017 369.229.044 369.229.044
Charge for the year Loans and advances to members 592,067,772 592.067.772
Charge for the year Lease receivables 85.811.100 85.811.100
Written off during the year (77.964.785) (77.964,785)
Balance as at 31 March 2018 969.143.131 969.143,131
Amount written off’ (158.759.386) (158.759.386)
Charge for the year - Loans and advances to custor 8.1 580.479.526 580.479.526
Charge for the year - Lease rentals receivable and ¢ 8.2 212,003,725 212,003,725
Day 1 impact from the application of SLFRS 9 695.749.862 695.749.862
Balance as at 31 March 2019 2,298,616,859 2,298,616,859

20. FINANCIAL ASSETS AT AMORTISED COST - LOANS AND ADVANCES TO OTHERS

2019 2018
LKR LKR
Staff loans 20.1 344338944 357,473,118
Staff mortgage loan 297.400.466 233.100.687
641,739,409 590.573.805
Less: Allowance for impairment losses 202 (26.969) (10.980.695)
641.712.440 579,593.110
20.1  Staff Loans
At the beginning of the year 357,473,118 331.890,240
Loan granted during the year 145,014,000 152,248,000
Recovered during the year (158,148,174) (126.665,122)
Balance as at 31 March 344338944 357,473,118
202  Allowance for impairment losses
Balance as at 31 March 2018 Balance as at Provision made Written off Balance as at
01 April 2017 during the year during the year 31 March 2018
LKR LKR LKR LKR
Staff loan 26,969 7.391,060 - 7,418,029
Staff mortgage loan 3.562,666 - - 3,562,666
3,589,635 7.391,060 - 10,980,695
Balance as at 31 March 2019 Balance as at Provision made Written off Balance as at
01 April 2018 during the year during the year 31 March 2019
LKR LKR LKR LKR
Staff loans 7.418,029 (7.391,060) - 26,969
Staff mortgage loan 3.562,666 (3.562,666) - -
10.980.695 (10.953.726) - 26,969

-41-
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NOTES TO THE FINANCIAL STATEMENTS | True Cpr
Year ended 31 March 2019

21.  FINANCIAL ASSETS MEASURED AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME

2019 2018

LKR LKR
Unquoted equity securities 21.1 12,430,283 12,430.283
12,430,283 12,430,283

These investments are unquoted and has no active market from which a reliable fair value could be obtained. The different
valuation methods used did not provide a reasonable range of values. As a result these investments are carried at cost since the
fair value cannot be determined reliably.

21.1 Investments In Non Quoted Shares 2019 2018

Number of Cost Number of Cost

Shares LKR Shares LKR
Credit Information Bureau of Sri Lanka 100 234,000 100 234.000
Standard Credit Lanka Ltd 38,458,474 38,458.474 38458474 38,458.474
UB Finance Ltd 1,742,326 12,196,283 1.742,326 12,196,283
50,888,757 50,888,757

Less: Allowance for impairment losses (38,458,474) (38,458.474)

12,430,283 12,430,283

22 FINANCIALASSETS AT AMORTISED COST -DEBT AND OTER

INSTRUMENTS 2019 2018
Notes LKR LKR
Fixed deposits 310,191,507 773,125,342
Debentures 166,031,250 166,875,000
Sri lanka government securities 22.1 1,765,399,588  1,275,317.239
Reverse repurchase agreements 222 245,731,234 307,112,770

2,487,353,578  2,522,430,351

22.1 Sri Lanka Government Securities

Treasury bills 1,719.565,417 1,229.697.436
1,719,565,417 1,229,697 436

Interest receivable - Treasury bills 45,834,171 45.619.803
1,765,399,588  1,275,317,239

22.2 Reverse repurchase agreements 2019 2018
LKR LKR
Other loan & Receivable 773,091,683 773.091.682
Impairment losses financial investments-loans & receivables (527,360,449)  (465,978,912)

245,731,234 307,112,770
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23. OTHERASSETS 2019 2018
LKR LKR
Other financial assets 267.253.609 90,934.128
Other non financial assets 23.1 225.541.063 151.669,783
492.794.672 242.603.911
23.1 Other Non Financial Assets
Other receivables 225.541.063 152,344.913
Less: Allowance for impairment losses - (675,130)
225.541.063 151.669,783
24, INVESTMENTS PROPERTIES 2019 2018
LKR LKR
Land
Balance at the beginning of the year 466.810.637 398,174.753
Fair value adjustment for the period 96.158.780 68.635.884
Balance at the end of the year 562.969.417 466,810,637
Building
Balance at the beginning of the year 713.339.363 651,425,247
fair value adjustment for the period 18.691.221 61.914.116
Balance at the end of the year 732.030.584 713.339.363
Net Book Value lé95!000!001 1,180,150,000

The Company carries investment properties at fair value. valuations of the above investment properties were carried out as at 31st
March 2019 by R. S. Wijesuriya. Professional Independent Valuer. Company carned LKR 32.31 Mn as rental income for the financial

year.
25. INTANGIBLE ASSETS 2019 2018
LKR LKR

Cost
Balance at the beginning of the year 217.776,268 175.537.394
Additions during the year 91.548.,030 42,238,874
Balance at the end of the year 309.324.298 217,776.268
Amortization and Impairment
Balance at the beginning of the year 86.242.515 48,459,239
Charge for the year 49,539.886 37,783.276
Balance at the end of the year 135,782,401 86.242.515
Net Book Value 173,541,897 131,533,753

25.1 Intangible Assets by Class Cost Accumulated Net Book Value

Amortization
Balance as at 31 March 2018

Software 122,021,847 62,083,678 59.938.169
License 95,754.421 24,158,837 71,595,584
217,776.268 86,242,515 131,533,753

Balance as at 31 March 2019

Software 186,768,880 88.973.651 97.795.228
License 122,555.418 46.808.750 75,746,669
309,324,298 135.782.401 173.541.897
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26.

26.1

26.1.2

27.

PROPERTY, PLANT & EQUIPMENT (Contd...)

Carried at cost/Valuation

True Copn

................. prreraresens

Authdrized Signature

As at As at
Written Down Value 2019 2018
LKR LKR
Land 253,944,038 203,097,553
Building 814,055,964 655,778,059
Furniture & fittings - (free hold) 37,525,635 29.928,748
Office equipment - (free hold) 106,374,747 101,051,676
Computer - (free hold) 84,850,807 81,718,478
Motor vehicles 1,166,669 3,693,334
Fixtures & fittings 49,505,854 37,500,802
Network accessories 41,024,076 46,066,508
Building Work in Progress 32,029,107 -
1,420.476,897 1,158,835,158
DEFERRED TAX LIABILITY/(ASSET) 2019 2018
LKR LKR
Balance at the beginning of the period (124,848,966) 16,115,738
Transfer from / (to) income statement 85.476,424 (115,832.963)
Transfer from / (to) other comprehensive income 44,522,308 (25,131,741)
Deferred tax effect on Day 1 impact from the application of SLFRS 9 (194.918.280) -
Balance at the end of the year (189,768,514) (124,348.966)
Deferred tax assets, liabilities relates to the following
Deferred tax liabilities
Accelerated depreciation for tax purposes 199,889,874 185,724,335
Revaluation gain on buildings investment property 110,516,000 78,358,000
Finance leases 87,381,593 122,505,065
Other Comprehensive Income
Revaluation surplus on buildings 63,174,146 17,415,285
Deferred tax effect on actuarial gains/(loss) on defined benefit plans 2,748,350 3,984,903
Deferred tax assets
Retirement benefit obligation (58,184,790) (50,684,658)
Unutilised tax losses - (117,086,279)
Impairment losses for loans & other losses (595,293.687) (365,065,617)
Net deferred tax liabilities (189,768,514) (124,848,966)
FINANCIAL LIABILITIES AT AMORTISED COST - DUE TO CUSTOMER 2019 2018
LKR LKR
Fixed deposits 19.215.806,618 15,681,956,464
Deferred transaction cost (38,563,751) (86,633.446)
Interest payable on fixed deposits 491,381,681 508,051,368
19,668,624,548 16,103,374,386
Savings deposits 2,963,517,340 2,717,989,300

22,632,141,889

18.821,363.686
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Ihor\ Ssignature
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9. FINANCIAL LIABILITIES AT AMORTISED COST - DEBT ISSUED 2019 2018
AND OTHER BORROWED FUNDS
Notes LKR LKR
Redeemable debentures 29.1 670,687.481 770,454,221
Borrowings 292 3,545,818,358 399,155,676
Finance leases 1,073,996 8.621.219

4.217.579.835 1.178,231.116

29.1  Financial Liabilities at Amortised Cost - Redeemable Debentures

Balance at the beginning of the year 665,000,000 765,000,000
Interest payable to debenture holders 5,687,481 5.454,221
670,687,481 770,454,221

29.1.1 Redeemable Debentures

Year of Description Certificate Type of 0 dingasat O ding as at
Issue Number Debenture 31 March 2019 31 March 2018
2010  Seylan bank PLC 001 Secured 125,000,000 125,000.000
2010 Seylan bank PLC 002 Secured 200,000,000 200,000,000
2010  Seylan bank PLC 003 Secured 200,000,000 200,000,000
2010  Seylan bank PLC 004 Secured 140,000.000 140,000,000
2013 Prime Lands (Private) Limited 001 Unsecured - 100,000,000

665,000,000 765,000,000

The outstanding debentures amounting to LKR. 665,000,000 issued to Seylan bank is redeemable from 2020 to 2040 and with
interest payments at annual average Treasury bill rate as per the rescheduling terms agreed with Seylan bank.

During the year 2013/2014, The loan balance due to Prime Land (Private) Limited amounting to LKR, 100,000,000 has been
converted to unsecured subordinated non convertible deb es. This debenture has red d on 16.June.2018 with interest
payments at the rate of 17% p.a as per the terms agreed with Prime Land (Private) Limited.

2019 2018
LKR LKR
292 As at Olst April 399,155,676 533,743,002
Loan Obtained 5,300,000,000 -
Interest Recognized 266,962,110 56,755,556
Repayment : Capital (2,153.337.318) (134.587,326)
Interest (266,962,110) (56,755,556)
As at 31st March 3,545.818.358 399,155,676
30. INCOME TAX PAYABLE 2019 2018
LKR LKR
Balance at the beginning of the year 203,496,098 353,447,803
Provision for the year 345,859,248 681,369,313
Over/Under provision during previous year - 5,348,108
549,355,346 1,040,165,224
Payment made during the year (443,187,546) (806,451,351)
WHT paid (7,167,948) (21,249,698)
Notional tax - (8,968,077)
ESC receivables (18.646,296) -
Balance at the end of the year 80,353,556 203.496,098
2019 2018
LKR LKR
(25,379,290) (6,263.276)
360,083,419 392,263,488
334,704,129 386,000,212
(284,999,282) (411,379.502)
46 49,704,847 (25,379,290)
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32.

321

322

33.

33.1

332

Authotyzed Signature

OTHER LIABILITIES Notes 2019 2018
LKR LKR
Other financial liabilities 321 1.026.950.339 809.883.196
Other non financial liabilities 322 85.186.782 39.887.031
1.112.137.121 849.770.227

Other Finanacial Liabilities
Other payables 1.026.950.339 809.883.196
1,026.950.339 809.883.196

Other Non Financial Liabilities

NBT payable 15.646.807 1.504.899
WHT payable 11.763.440 1.766.463
Other payables 57.776.535 36,615.669
85.186.782 39.887.031
RETIRING BENEFIT OBLIGATION 2019 2018
LKR LKR
Movements in present value of the the reti benefit obligation are as follows:
Balance at the beginning of the year 181.016.637 157,508.878
Add : Retiring gratuity expenses 331 32.539.810 27.548.751
213.556,447 185,057.629
Less : Benefits paid during the year (5.753.625) (4.040.992)
Balance at the end of the year 207.802.822 181.016,637

Retiring Gratuity Expense

Current service cost 23,982.155 23,667.026

Interest cost 18,373.189 18,113,521
42355344 41,780,547

Actuarial (gain) / loss (9.815.534) (14,231.796)
32.539.810 27.548,751

Gratuity liability is based on the actuarial valuation carried out by Smiles Global (Pvt) Limited, on 31st March 2019 using "Projected
Unit Credit method" as recommended by Sri lanka Accounting Standards (LKAS 19) - Employee Benefits.

The principal assumptions used in the actuarial valuations are as follows:

Long term interest rate 11.00% 10.15%
Retirement age 55 years 55 years
Future salary increase rate 9.0% 9.0%

Assumptions regarding future mortality is based on 1967-70 mortality table issued by the Institute of Actuaries, London. The define
benefit obligation is not externally funded. Actuarial gain on defined benefit plan is ized in other comprehensive i

C

In order to illustrate the significance of the salary escalation rate and discount rates assumed in this valuation. a sensitivity analysis for
all employees assuming the above is as follows;

2019 2018
LKR LKR
Present value of defined benefit obligation
Discount rate
1% Less 221,562.710 193,518,502
1% More 195.543.090 169.935.946
Salary escalation rate
1% Less 195.716.884 170.284,273
1% More 221.139.460 192,909,991

The expected benefit payout in the future years for retirement gratuity

Maturity Profile 2019 2018
LKR LKR
Within the next 12 Months 3,448,137 3.969.869

Between 1-2years 2.687.970 -
v 4.904.278 5,177.485
196,762,438  171.869.283
ated based on the same assumptions used to measure the benefit obligation of the company at the end of
efits attributable to estimated future employee service.
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34. STATED CAPITAL Issued and fully  Issued and fully
paid voting paid non voting
ordinary shares  ordinary shares Total
Number Number Number
Balance on 01 April 2017 1,421,380,624 298,200,000 1,719,580.624
Share Issued during the year - - =
Balance on 31 March 2018 1,421,380,624 298.200,000 1,719,580,624
Share issued during the year - - -
Balance on 31 March 2019 1,421,38»0& 298,200,000 l.7l9.580._62_4_
LKR LKR LKR
Balance on 01 April 2017 184,779,481 38,766,000 223545481
Share issued during the year - - £
Balance on 31 March 2018 184,779,481 38,766,000 223,545,481
Share issued during the year - - -
Balance on 31 March 2019 184,779,481 38.766.000 223.545.481
35. GENERAL RESERVE 2019 2018
LKR LKR
Balance at the beginning of the year 82,897.98% 82,897,989
Balance at the end of the year 82,807,980 821897i989
36. OTHERSTATUTORY RESERVES Statutory
Reserve Fund
Balance on 01 April 2017 638,519,637
Transferred during the year 202,356,664
Balance on 31 March 2018 840,876,301
Transferred during the year 166,119,164
Balance on 31 March 2019 1,006,995 465

36.1 Statutory Reserve Fund
20% of the net profits for the year is transferred 1o the reserve fund as required by direction (No, 01 of 2003 capital fund) issued by the Central Bank of Sri

lanka.
37. REVALUATION RESEVE FUND Revaluation
Note Reserve Fund
Balance on 01 Apnil 2017 384,484,029
Revaluation reserve of frechold lands and buildi 26 62,197,447
Deferred tax effect on revaluation reserve of freehold lands and buildings 27 (17,415.285)
Balance on 31 March 2018 429.266,191
luation reserve of frechold lands and buildi 26 225,621,952
Deferred tax effect on revaluation reserve of freehold lands and buildings 27 (63,174,146)
Balance on 31 March 2019 M
38. RETAINED EARNINGS 2019 2018
LKR LKR
Balance on 01 April 2,553,710332 2,060,757,101
Day 1 impact from the application of SLFRS 9 (500,939,901) =
Profit for the year 830,595,822 1,011,783,320
Other comprehensive income for the year 7,067,184 10,246,893
Transfer to other reserves (166,119,164) (202,356,664)
Dividends - (326,720,318)
Balance on 31 March 5724,1!4.273 2,553,710,332

39. CAPITAL COMMITMENTS
39.1 At the year end, no capital expenditure approved by the board and contracted for which no provision has been made in these Financial Statements

39.2  Operating Leases

2019 2018
Leases as lesses LKR LKR
Nor: llable op lease rentals payables as follows.
Future Commitments on operating leases
Less than onc year 73,089,489 49,078,122
Between one and five years 218,899,557 100,183,157
More than five years 100,634 449 42412659
T ing lease commitments 392 623.495 191,673.938

e

X5 .
& cammes Y
*W THE REPORTING DATE

Cutn  reporting date, no have arisen which would require adj to or discl

a number of offices under operating leases. These leases typically run for a three to seven years, with an option to renew the lease after

-48-
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41 CONTINGENT LIABILITIES

There are no contingent liabilities as at 31st March 2019.

42. RELATED PARTY TRANSACTIONS

The Company carries out transactions in the ordinary course of business with parties who are defined as "Related Parties " in Sri
Lanka Accounting Standards (LKAS 24) - Related Party Disclosures. The Terms and Conditions of such transactions are
disclosed under 42.1 and 42.2

42.1  Transactions With Parent Company and Related Companies

During the vear ended 31 March 2019 and March 2018, the Company has carried out transactions with it's related companies. the
details of which are given below. The pricing applicable to such transactions was based on the assessment of risk and pricing
model of the Company and was comparable with what was applied to transactions between the Company and its unrelated

42..1  Transactions with the Parent Company 2019 2018
LKR LKR
Hatton National Bank PLC is the parent and the ultimate controlling party of the company.

Statement of Profit or Loss

Interest income - Financial assets at amortised cost - Debt and other instruments Debentur 16.875.000 16.875.000
Interest income - Savings deposits 34,223.369 34912611
Interest income - Financial assets at amortised cost - Debt and other instruments Fixed dej 4.068,493 95.942,181
Interest expense - Debt issued and other borrowed funds - Borrowings 241,303,576 60.982.257
Interest expense - Debt issued and other borrowed funds - Bank overdraft 9,317,906 -
Other expenses - Bank charges 1.223.890 4.469.863
Statement of Financial Position
Cash and cash equivalents - Balances with banks 264.973.747 498,993.961
Financial assets at amortised cost - Debt and other instruments - Fixed deposits - 300,000,000
Financial assets at amortised cost - Debt and other instruments - Debentures 150,000,000 150.000,000
Debt issued and other borrowed funds - Borrowings 2.587.485.028 399,155,676
Other Liabilities 346,701,578 386.089.008
42.1.2 Transactions with Related Companies 2019 2018
LKR LKR
Transactions with Prime Lands (Pvt) Ltd
S Df c\llllpl h i 1
Other Operating Income - Rent income 577.500 547,500
Interest expense - Debt issued and other borrowed funds - Borrowings 4.284.932 17.000.000
Interest expense - Financial Liabilities at Amortised cost - Due to Customers - fixed depos 354,607 420,307
Other expenses - Vehicle rent 175,000 2,100,000

Statement of Financial Position

Debt issued and other borrowed funds - Redeemable debentures - 100,000,000

Financial liabilites at Amortised cost - Due to customers - Fixed deposits 3383316 3,360,986
42.1.3 Transactions with HNB Assurance

Statement of Comprehensive Income

Other operating income - sundry income - 2,126,302

Interest expense - Financial liabilites at Amortised cost - Due to customers -Fixed deposit 7.500.000 6.863,014

Claim received - 67.478.881

HNB assurance premium - 7.424.998

Other expenses - General insurance expense 3.605.501 -

Statement of Financial Position

Financial Liabilities at Amortised cost - Due to Customers - Fixed deposits 50,613.014 50,000,000

-49-
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42. RELATED PARTY TRANSACTIONS (Contd...)

42.1.4 Transactions with Government of Sri Lanka

Statement of profit or loss
Financial assets at amortised cost - Debt and other instrument/Financial investment held-t 138.478.079 89.680.772

Statement of financial position

Sri lankan government securities and treasury bonds 1.781.649.860 1.291.445.239
Reverse Repurchase Agreements (net of impairment) 401.627.212 401.627.212
422 Transactions With The Key Management Per 1 of The Company or Their Close Family Members

According to Sri Lanka Accounting Standards (LKAS 24) - Related Party Disclosures. Key Management Personnel are those

having authority and responsibility for planning. directing, and controlling the activities of the entity. Accordingly. the Key
Management personnel of the Company are the members of its Board of Directors and that of its Parent.

42.2.1 Compensation Paid To Key Manag t Per I of the Company 2019 2018

LKR LKR

The following represents the compensation paid to Key Management Personnel of the company

Short-term benefits 24,154.000 21.835.200
24.154.000 21.835.200

4222 Transactions With The Key Manag Per | of The Company or Their Close Family Members
The Company enters in to transactions, arrangements and agj with Key Manag Personnel and the close family
Members of Key Manag Personnel in the the ordinary course of business. The Transactions listed below were made in the

ordinary course of business and on substantially the same terms, including interest/Commission rates and security. as for for
comparable transactions with persons of a similar standing or, where applicable. with other employees. The Transactions didn’t
involve more than the normal risk of repayment or present other unfavorable features.

2019 2018
LKR LKR
Statement of Profit or Loss
Interest expense - Deposits from customers 26,207.369 28.729.038
S t of Fi ial P
Due to customers - Saving & fixed deposits 217.018.478 205,384,579
Due to customers - [nterest payable 5.936,318 13,314,937
43. PLEDGED ASSETS
Carrying amount Included under
pledged
Nature of assets Nature of liability 2019 2018
LKR LKR
Immovable propertics First mon.gagc for loans and 886.300.000 886.300.000 mvesml
borrowings Properties

& Yoy
~e
Chartered
Accountams
R S g ¥
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443

a)

b)

FINANCIAL RISK MANAGEMENT

Overview

The Company has exposure to the following risks from its use of financial instruments:
- Credit risk

- Liquidity risk

- Market risk

This note presents information about the Company’s exposure to each of the above risks, the Company’s objectives. policies and

processes for measuring and managing risk, and the Company’s management of capital. Further quantitative disclosures are
-} liddead th ai;""‘thcF‘ al Q

Risk Management Framework

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk management
framework. Thc Board has established the Integrated Rlsk Management Committee (IRMC). which is responsible for developing

and itoring the Company’s risk 2 policies. The committee reports regularly to the Board of Directors on its
activities.
The Company’s risk 2 policies are established to identify and analyses the risks faced by the Company. to set

appropriate risk limits and controls. and to monitor risks and adherence to limits. Risk management policies and systems are
reviewed regularly to reflect changes in market conditions and the Company’s activities.

The Company Audit Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes both regular and ad
hoc reviews of risk management controls and procedures, the results of which are reported to the Audit Committee.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to financial instruments fails to meet its
contractual obligations. Credit risk is mainly arising from Company’s receivable from customers and investment in debt securities.

Allowances for Impairment
Credit risk is managed by evaluating the credit worthiness and by periodical review on the credit granted.

The Company establishes an allowance for impairment that represents its estimate of expected credit losses in respect of customer
receivables. The Company policy on impairment consists of allowance for individual impairment that identified based on specific
loss event and a collective impairment established for similar receivables in term of their Credit risk on product basis where the
loss event have incurred but not yet identified. The collective impairment is determined based on the historical data of payments
statistics for similar financial assets.

Write-off Policy

The Company writes off a loan or an investment debt security balance, and any related allowances for impairment losses, when
the Board of Directors determines that the loan or security is uncollectible. This determination is made after considering
information such as occurrence of significant changes in the borrower’s/issuer’s financial position such that the borrower/issuer
can no longer pay the obligation, or that proceeds from collateral will not be sufficient to pay back the entire exposure as the last
resort after considering the legal recoveries. For smaller balance standardized loans, write-off decisions generally are based on a
product-specific past due status.

Micro Finance Concept works with the Group Peer Pressure where members being pressurized by the other members to pay
installments without any defaults. Some loans advance requires guarantees from third parties. There are two types of guarantees
obtained by the company. Immovable assets are taken as securities for high valued loan disbursements such as Abhilasha. Other
Securities such as personal guarantees are taken for Diriya and Swashakthi Loan facilitics. In this context group members will be
cross-guarantors each other by which they are pressurized to maintain the non-default of the particular group. Estimates of fair
value are based on the value of collateral assessed at the time of borrowing, and generally are not updated except when a loan is
individually assessed as impaired. Collateral usually is not held against investment securities. and no such collateral was held at

31 M e . no collaterals held).
“S IRE2 I
2 o
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44.3.

FINANCIAL RISK MANAGEMENT (Contd...)

Credit Risk (Contd...)

¢) Management of Credit Risk

| b8 s Saalhald
nNoTmance oo

True Cop,

Authprized Siznit.

The Board of Di s has delega ibility for the oversight of credit risk to its Company Internal Credit Committee Internal Credit

Committee, reporting to the Board Credit Ci i is responsible for of the Company’'s credit risk, including

) I lating credit policies in ltation with b units, ing coll | reg credit and reporting.
documentary and legal procedures and compli with latory and statutory requi

2 Establishing the authorization structure for the approval and renewal of credit facilities. Authorization limits are allocated to business unit
Credit Officers. Larger facilities require approval by Head Office Credit Committee which consists of two directors.

3 Reviewing and assessing credit risk. Company credit all credit exp in excess of designated limits, prior to facilities being
committed to by the busi unit d
4 Providing advice, guid and specialist skills to b units to pi best practice throughout the Company in the of
credit risk.
Credit Quality by Class of Financial Assets
As at 31 March 2019 Current Overdue [mpaired Total
LKR LKR LKR LKR
Cash and cash equivalents 1.371,096.372 - - 1.371.006.372
Financial assets measured at fair value through profit or 16,014,400 - . 16.014.400
Financial assets st amortsed cost -Loans and advaness ' 13227049630 5455375988 (1927016956)  16.755,608.662
Financial assets at amortised cost -Rentals recievables
stk ot i T 3.604,450,883 4.840,538,578 (371,599.903) 8.073.389,558
) N IR LS 613,302,280 28.437,129 (26.969) 641.712,440
Financial assets measured at fair value through other
comprehensive income 12,430,283 2 - 12,430,283
Financial assets at amortised cost -Debt and oter 3.014,714,027 - (527.360,449) 2.487,353,578
Other financial assets 267,253,609 - - 267.253.609

Total financial assets

As at 31 March 2019

Financial assets at amortised cost -
Loans and advances to customers

Financial assets at amortised cost -
Rentals recievables and stock out on
hire

Financial assets at amortised cost -
Loans and advances to others

As at 31 March 2018

Cash and cash cquivalents
Financial assets held for trading
Loans and advances to members
Loans and advances to others

Financial investment - Loan & receivable
Financial i - Available for sale
Financial investments - Held to maturity

Other financial assets
Total financial assets

As at 31 March 2018

22,126,511.484 10.324.351,695 (2.826,004.277) 29.624.858.902

-52-

Overdue Total
Less than 30 Days 30 to 60 Days 60 to 90 Days More than 90
Days

LKR LKR LKR LKR LKR
1,099.964,538 416,980,707 426,968,004 3.511,462,740 5,455,375,989
2,031,278,640 1,292,857,513 695,718,206 820,684 218 4,840,538.577
17.716,205 1,137,860 2,590,195 6,992,869 28,437,129
3.148.959.383 1,710.976,080 1,125,276 405 4.339.139.827 10.324.351.695

Current Overdue Impaired Total

LKR LKR LKR LKR
905,159,755 - - 905,159.755
16,128,000 - - 16,128,000
14,921,671,857 4,512,552,758 (969,143,131) 18.465,081.484
573,994,765 16,579,040 (10.980,695) §79,593.110
773,091,682 - (465.978,912) 307.112.770
12,430,283 - - 12,430,283
2215317,581 - - 2215317.581
90,934,128 - = 90.934.128
19.508.728,051 4,529.131.798 (1.446,102,738) 22.591.757.111

Overdue Total

Less than 30 Days 30 to 60 Days 60 to 90 Days More than 90
Days

LKR LKR LKR LKR LKR
1.365.186.196 1.097.496,187 437.516.071 1,612,354,303 4.512.552,758
- 2911.137 2.137.819 11,530.082 16,579,040
l_365.186il96 I‘IQA_(WQM 439£53m 1,623, 386 4.529,IJI.798
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FINANCIAL RISK MANAGEMENT (Contd...)

Credit Risk (Contd...)

Maxi Exg ¢ Discls e of Fi ial Assets
As at 31 March 2019 Gross carrying Net exposure
amount (Net of
provision)
LKR LKR

Cash and cash equivalents 1,371,096.372 1371096372
Financial assets measured at fair value through profit or 16,014,400 -
Financial assets at amortised cost - Loans and advances to customers 16,755.608.663 14,869,248 324
Financial assets at amortised cost -Rentals recievables and stock out on hire 8,073.389,558 -
Financial assets at amortiscd cost - Loans and advances to others 641,712,440 344311975
Financial assets measured at fair value through other comprehensive income 12,430,283 -
Financial asscts at amortised cost - Debt and oter instruments 2.487,353.578 245731234
Other financial assets 267.253.609 267,253,609

Total financial assets

29,624,858.902 17.097.641.513

As at 31 March 2018 Gross carrying Net exposure
amount (Net of
provision)
LKR LKR
Cash and cash equivalents 905,159,755 905,159,755
Financial Assets Held for trading 16,128,000 -
Loans and advances to members 18,465,081 484 12,923,058,652
Loans and advances to others 579,593,110 357.794.094
Financial investment - Loans & receivables 307,112,770 307,112,770
Fi 1al - Available for sale 12,430,283 =~
Financial Investments - Held to maturity 2,215,317,581 -
Other financial assets 90,934,128 90,934,128

Total financial assets

22.591.757.111 14 99

Liquidity Risk

Liquidity risk is the risk that the Company will difficulty in ing the obligati iated with its financial liabilitics that arc
settled by delivering cash or another financial asset.

The Company uses the maturity analysis of all the fi ial to the liquidity risk.

The Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufﬁcncm hqulduy to rnee( its liabilities
when due without incurring unacceptable losses or risking the fi 1al ion of the C while y req The

P P & 1CE!

treasury manages the liquidity position as per the treasury policies and procedures

The treasury receives information from other business units regarding the liquidity profile of their financial assets and liabilities and details of
other projected cash flows arising from projected fumre business. Treasury then maintains a portfolio of short-term liquid assets, funding
arrangements, to ensure that sufficient liquidity is d within the Company.

The liquidity requi of business units are discussed at C

pany ALCO s (Asset Liability Committee) and are arranged by the

The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety of scenarios covering both normal and
more severe market conditions. All liquidity policies and procedures are subject to review and approval by ALCO. Daily reports cover the
liquidity position of the Company. A y report, including any P and dial action taken, is submitted regularly to Monthly
ALCO meetings.

The company relics on Fixed deposits, savings and debt facility by banks were main primary sources of funding. Company actively manages this
risk through maintaining competitive pricing and constant adaptation.

Chariered

Accountants
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44. FINANCIAL RISK MANAGEMENT (Contd...)

44.4.1 Concentration of Credit Risk
The company monitors concentration of credit risk by sector and by geographic location

Concentration by location
Concentration of loans and advances by location is given below.

As at 31st March 2019 2018
LKR % LKR %
Western 9.198.502,927 33 6.576.491,405 33
Southern 2,296,016,223 8 1,767.043,633 9
Uva 1.583,317.152 6 1.292,552.851 6
North Central 2,237.663.717 8 1.250,962,403 6
North Western 4,121.733,162 15 2,592.254.128 13
Eastern 2,169,985.510 8 1,727,810.931 9
Nothemn 2,005,907.550 7 1.590.146.619 8
Sabaragamuwa 1.616,543,545 6 1.158.369,401 6
Central 2,539,684,709 9 2.069.167.049 10
27,769,354,495 100 20,024,798,420 100

& o
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FINANCIAL RISK MANAGEMENT (Contd...)

Liquidity Risk (Contd...)

The maturity analysis of financial assets and liabilities based on undiscounted gross inflow and outflow is reflected below,

As at 31st March 2019

Cash and cash equivalents

Financial asseis- fair value through profit or
loss

Financial assets at amortised cost -Loans
and advances 10 customers

Fi ial Assets at ised cost -Rentals
recievables and stock out on hire

Financial Asscts at amortised cost -Loans
and advances to others
Financial assets measured at fair value
through other comprehensive income/

ial A

Fi = able-f I

sale

Financialassets at amortised cost -debt and
oter instruments
Other financial assets

Financial lisbilities at amortised cost - due
10 customers

Financial liabilities at amortised cost -debt
issued and other borrowed funds

other financial liabilities

Liquidity gap related period
Liquidity gap cumulative

As at 31st March 2018

Cash and cash equivalents

Financial assets held for trading

Loans and advances to members

Loans and advances to others

Financial investment - Loans & receivables
Fi ial i - Avail for sale
Financial investments - Held to maturity
Other financial assets

Due to customers
Debt issued and other borrowed funds
Other Financial Liabilities

Liquidity gap related period
Liquidity gap cumulative

Market Risk

Carrying Gross nominal ~ Up to3 Months 3 10 12 Months More than |
amounts outflow/(inflow) Year
LKR LKR LKR LKR LKR
1.371.096,372 1.371,096,372 1,371.096,372 - -
16,014,400 16.014.400 - 16,014,400
16,755,608.663  21.231,705.819  11.704,454.216 8.528.475.299 998,776,303
8.073,389,558 11,340,915.060 1.001.287.537 2.660.282.593 7.679.344.931
641,712,440 825,583,329 44,809.952 139,721,130 641,052,247
12,430,283 12,430,283 - - 12430283
2.487.353,578 2334226311 906.427.210 1.188.392,647 239,406,454
267,253,609 267,253,609 72,711,103 151.856,436 42,686,069
29.624,858,903  37.399.225,183  15,100,786,390  12.668,728,105 9,629,710,688
22,632,141,889  27,202.850,589 4,770,957.506 8.122,974.368 14308918714
4217,579,835 6,038,755,488 1,154,953.993 946.807.484 3.936.994.011
1,026.950,339 1,026.950,339 1,007.640.653 680.426 18,629.260
27.876,672,062  34,268.556.416 6,933,552,152 9.070.462.278  18.264,541.986
- 3.130,668,767 8,167,234.238 3.598,265.827 (8.634.831.299)
= - 8,167,234238  11,765,500,065 3,130,668,766
Carrying Gross nominal Up to 3 Months 3 to 12 Months More than 1
amounts outflow/(inflow) Year
LKR LKR LKR LKR LKR
905,159,755 905,159,755 905,159,755 - -
16,128,000 16,128,000 16,128,000
18,465.081,484 23,007,700,137 7,651,261,364 9.327,319.219 6,029,119.554
579,593,110 737,848,137 32,338.615 126,607,670 578,901,852
307,112,770 401,627,212 66,937,869 334,689,343
12,430,283 12,430,283 12,430.283
2,215317,581 2,413,725,701 934,681,991 1.244 668710 234,375,000
90.934,126 90.934.126 31.429.381 20.429.059 30,075.686
22,591.757,109 27.585,553,351 9,554,871.105 10.794,962.527 7.235,719,718
18,821,363,686  23,023.876,846 3,570,572,140 7.520,606,160  11,932,698,547
1,178.231,116 2.864,398,390 169,422,897 142,404,718 2,552,570,776
809.883,195 809,883,195 776,527,489 13,827,103 19,528,603
20,809.477.997  26.698.158.431 4,516,522,526 7676837980  14.504.797.926
- 887,394,919 5.038.348,580 3,118.124,546 (7,269,078.207)
- - 5,038,348,580 8,156,473,126 887,394919

The Company is exposed to market risk due to changes in interest rates
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HNB Finance
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44. FINANCIAL RISK MANAGEMENT (Contd...)

44.5.1 Sensitivity Analysis
An analysis of the Company s sensitivity 1o an increase or decrease in market interest rates, assuming no asymmetrical movement in yield curves
and a constant financial position, is as follows:

Upto3 Months 4 1to 12 Months 1t05 Years More than § Total as at
Years 31 March 2019
LKR LKR LKR LKR LKR
Interest earning assets
Cash and cash equivalents 1.371.096.372 - - - 1.371,096.372
Financial assets measured at fair value
through profit or loss 16.014.400 - - - 16.014.400
Finsicilasses st amortised cost-Debtand. — 435133,001 1,640,458,003 166031250 245731234 2487353578
oter instruments
Financial assets at amortised cost -Loans
and advances to customers (gross) 7,427,313 441 8,475,568,301 2,717,137.858 62,606,018 18.682.625.619
Financial asscts at amortised cost -Rentals
recievables and stock out on hire (gross) 881,752,131 1,769,494, 100 5.793.743,230 - 8.444 989 461
Financial assets at amortised cost -Loans
5
acd advances o oliers { ) 29.371,274 98,173,531 436.564.077 77.630.527 641,739.409
Total interest earning assets 10,160,680.619 11,983,694,025 9,113,476,416 385967780  31.643.818.840
Interest bearing liabilities
Financial liabilities at amortised cost - Due 4,092,228,623 6,465279,570  11,784,735,362 289.898.334 22,632.141,889
10 customers
Financial habilitics at amortised cost -Debt 1.154,953,993 946,807,484 1,450,818,361 665,000.000 4.217,579,838
issued and other borrowed funds
Total interest bearing liabilities 5.247,182,616 7.412,087,054  13,235,553.723 954,898,334 26.849,721.727
Gap in interest earning assets and interest 4.913.498,003 4571,606972  (4,122,077,308) (568.930.553) 4.794.097.114
bearing lizbilities - net assets/(liabilities)
Effect on profitability by 1% increase in
interest rates - increase/(decrease) in profits 49,134,980 45,716,070 (41,220,773) (5.689.306) -
- annualized effect
Effect on profitability by 1% decrease in
interest rates - increase/(decrease) in profits (49,134,980) (45,716,070) 41,220,773 5,689.306 -
- annualized effect
Up to 3 Months 4 to 12 Months 1105 Years More than § Total as at
Years 31 March 2018
LKR LKR LKR LKR LKR
Interest earning assets
Cash and cash equivalents 905,159,755 905,159,755
Financial assets held for trading 16,128,000 16,128,000
Fi 1l 1 - Held-To-Maturity 906,427,210 1,142,015371 166,875,000 2,215.317.581
Loans and advances to members (gross) 6,637,463,440 8,041.426,898 4.733,439,108 21,895,170  19,434224,616
Loans and advances to others (gross) 28,721,111 86317295 399,743.615 76,882,226 591,664,247
Financial Investments - Loans & Receivables 257,697,227 515,394 455 773,091,681
Total interest earning assets 8.493.899.516 9,527.456,791 5,815452,178 98,777.396  23.935.585.880
Interest bearing liabilities
Due to customers 3.571,939.302 6.968,577,048 8,057,748,200 223,023.140  18,821,287,690
Debt issued and other borrowed funds 154.063.377 114,074,114 245,093,606 665.000.000 1,178,231.097
Total interest bearing liabilities 3,726,002,679 7.082,651,162 8.302,841.806 888,023,140  19.999,518.787
Gap in interest eamning assets and interest 4.767,896,837 2444805629  (2.487,389,628) (789,245744)  3.936.067.093
bearing liabilities - net assets/(liabilities)
Effect on profitability by 1% increase in
interest rates - increase/(decrease) in profits 47,678,968 24,448,052 (24,873.896) (7.892.457) -
- annualized effect
(47.678,968) (24,448.052) 24.873.896 7.892.457 -
-56-
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HNB Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2019

46.

46.1

46.1.4

46.2

46.2.1

46.2.2

46.2.3

FAIR VALUE OF ASSETS AND LIABILITIES
Assets and Liabilities Measured at Fair Value
A description of how fair values are determined for assets and liabilities that are recorded at fair value using valuation

techniques is summarised below which incorporates the Company’s estimate of assumptions that a market participant
would make when valuing the instruments.

Financial assets measured at fair value through other comprehensive income

Available-For-Sale financial assets valued using valuation techniques or pricing models primarily consist of unquoted
investment securities.

Financial assets- Fair value through profit or loss

Financial assets held for trading consist of government debt securities. Government debt securities are valued using yield
curves published by the Central Bank of Sri Lanka as at the reporting date.

Property, Plant and Equipment

The methods used to determine the fair value of freehold land and buildings are explained in Note 46.3.1. The
independent valuers provide the fair value of the Company's freehold land and buildings at least once in every three years.

Investment Properties
The independent valuers provide the fair value of the Company's investment properties annually as per Sri Lanka

Accounting Standards (LKAS 40) - Investment Properties. Details of the valuations are disclosed in Note 46.4.1 and
46.4.2.

Fair Value of Financial Assets and Liabilities not Measured at Fair Value

Fair values of the following assets and liabilities are estimated for the purpose of disclosure as described below.

Financial assets at amortised cost -Loans and advances to customers

The estimated fair value of loans and receivables with a residual maturity of more than one year is the present value of

future cash flows expected to be received from such loans and receivables calculated based on interest rates at the
reporting date for similar types of loans and receivables.

Financial assets at amortised cost - Debt and other instruments

Financial assets held to maturity consist of government debt securities. Government debt securities are valued using yield
curves published by the Central Bank of Sri Lanka as at the reporting date.

Financial Liabilities at Amortised cost - Due to Customers

The fair value of customer deposits which are repayable on demand or have a remaining contractual maturity of less than
one year approximates to the carrying value of such deposits.

The fair value of customer deposits with a contractual maturity of more than one year is estimated as the present value of
future cash flows expected from such deposits calculated based on interest rates at the reporting date for similar types of
deposits.

Financial Liabilities at Amortised cost - Debt securities issued

The fair value of debt securities issued has been d ined by di ing the future cash flows by the interest rates
iling as at the reporting date for similar instruments. —— e ——————
HNB Finance |

True Co@;y

-59- 1

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



: : GECOS69T0' 1 6EL0S69T01  6EL056920'] - - - sanijiqu oy
spyarpo
i A . i . e i
IPAYT (b6H680°PL)  IPE06YCOTY  SERGLSLITY  SESGLSLITY PUR RO 0 S0 paRTuOu MRS e |
AT (LES'RIL'OE)  ESE'CTHS65'TT  688'IV1'TE9TT  688'IV1'T€0°TT - - - SIWOJAD 0] ANC] - 1509 PASIHOUE és&ﬂ?&%
n
N . 609°€STLIT 609°€ST LT 609°€ST°L9T < & slassy o
S13410 01
AT (OV6'TZ9'88)  €9MOLI'ESS  GOMGEL'IED  GOV'6EL'IPO S2OUBADE PUR SURO'] - 1509 PISIHIOUL 1B S)55Y [BIOUDUL] )
114 UO 1N YD0IS puB £
AT EHO'SLLSE  SOSPOL'CY'S  Z9V'GS6'FHY'S  TOV6R6HIY'S - - S9[GUAIR0! S[RIURY- 1500 PASILIOWE 18 SI9SSE [BIOUEUL] ol - |
SIDQUIDW /SJAWOISND 01 ¥ L o
AT 81L°909°1LT  LESTETHSOBI  619°ST9'Z89'81  619°ST9°Z89°81 - - SI0UBAPE PuE SUB0']- 1500 posIUOWE 18 siasse [uoueud | < () %
aug-log-alquesy | 2
= SJUDUISIAUL [BIDURBUL AWOoUl H>mm§2&—=8 F” e m
- - £8T0EH'T £870EY'T1 - £8T0EYT1 - 9410 YBNOIY) IN[EA J1E] 16 PAINSEOW SIasSe feroueuty | w <i1g
0ST'1£0'991  0SZ'1£0'991 0SZ'1£0'991 samuseq ut sisamsaat- [ 4= B
- - PECIEL'SKT  BETIEL'SHT - VETIEL'SHT - - AP S———— i ———— i<
- - LOS'I6I'0IE  LOS'I61°0IE - LOS161°01€ - - sus0dap paxi | u sjuauNsaAU]-
- - 885°66E'SOL'T  88S'66E'SOLT - 88S66E°S9LT - - s{11q Aisvai, uf sjuaunsoau]-
$3|QOAIDAL PUR SURO| PUB
AJUnIE -0 -POH - STUGLIISIAUI [BIOUBUL] /SIUUINIISU
12410 PUB 1G] - 1509 PISILIOWE 18 SIASSE [RIoURUL
- Buipe Joj ploy SI0sse [udURuL] /550]
& g 00F' #1091 00F'¥10°91 5 E 00r'P10°91 10 15j01d YN0y AN[EA J1R) 1B PANSEIW SIISSE [BIOUBUL
- - UEI0'ILET  TLEDOOILET  TLEDGO'ILE'L - - swapAnb yseD) 3 yse)
W W Wl N1 W W Wi Wi
sjudmnasuy Jwoduy \V
i 13)0) puy aasuagasdwo)) $8071 10
o L ey ey TR w0t
B AR g Cie w0y smmquymessy  PPMOUY  uBnoaypanpes 12A A1
pseasoup 5kns W B Y PAANSEI SINIIGEI]/SIISSY
PRI pqurymessy  smqerymessy  peouwuny
Ui rHpus 6107 Y24BIN 1€ Ve S
JUANASUT [RISURUL 3Y) 0 AILINJRL 10 JUSWS[HAS 34} U prad PIAIE0aL 3q [[IA TRY) SIUNOLR [2NOR 34} WOLJ UL 3G AR MOJIq S|GR] Y} Ul SIN[RA 1)
Y], "an[eA 11wy 1@ uonsod [EIdURUY JO JUSWIATEIS AU Ul pAJuasaid JOU SANIIGRI] PUE SIOSSE [RIDUBUL] 3SOY) JO SaN[EA i8] Jo jewinsa s, Avedwio) ay) pue syunoum Furues ay) sasuewwnS a[qes Juimoy|og ay ],
SUGE] PUR SIISSY [BRUBUL] JOINBA T £'9p
(-*pIuoD) NOLLVI'IVA MIVA  “9p

610 YDIB [€ PapUs 1834
SINHWHLVLS TVIONVNIA FHL OL SHLON

pawwir'y aoueur] NH

152

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



e
-19-
‘\w — ~ : 5 Y
— - =
—— Q mc_
— ‘v
— Q) LN
S — e <
\C *
——a
<
3 961'£88'608 961'£88'608 961°£88'608 - - 59|quAR JYIO 2 PRI
Il P ———————]  HL5'66T CLYOLO'ELL'L S6R°ILL'TLI'N S6R'OLLTLI'N - - SPUN.{ PAMOLIOG JOYI0) 2 PANSST 1G]
P —————————o- $8TISSHY PLOPIGSSS'L  989'E9CIT8'81  989°C9E7ITR'S] - - spsodap paxt - SIMWOISN) 0L (I
- “RTIPE6 06 821 PE6 06 821 PE6 06 - - SISSY [RIOURUL] SO
S - OLLTIN'LOE 0LL'TII'LOE 0LLTII"LOE - e qRAIDAIY P URO] - JUSUASIAUL [BIDUBULY
P —————\  P66'6899¢ LSE'SSO68P'ST  €9E'S66'TEV'SI  £9E°S66'TEY'S| - - SUROT] JAYIQ) 7 SAOUBAPY
NP —————— 5 $696T1'8PE SHSTCLS'688'Y  GOR'EVEIPS'Y  668'CHY PSP . - $9(qUA1202Y IS8T IDUBULY
- - THESTIELL THESTI'ELL ESTI'ELL - - sysodap paxt Juaunsaaul
) ] £8T'0EP'TI £820£4'TI - £8T°0E4°T1 = SAIVYS Ul JUILSIAU]
. . 6ET'LIE'SLT] 6ETLIE'SLT Y 6ETLIESLT g - 1500 PAZILOWY 18 PNSEAN -
: - 000'821°91 000'821°91 . * 000°'821°91 anjEA 419, 10 PAINSBIR -
= - - - - - - SaNUNAS AUSHAUL
e - SSL'6S1°506 SEL'6S1°506 SSL'651°S06 < = siua[RAINDz] Yse) ¥ Ysed
uNl UMl WM U1 R ] WA
INjEA ey $S0°] pue
it ] SR———— Ul (aseaLd3(]) Junowe aes 1Woad ySnoayp
R L B | N —— fsuasdu| anpep ey Suaae oy 1503 paZIOWY 10,4 AGENIEAY aneA ey S10T WHEW I ¥ SY

UDWIATISU [EUBUL A {0 S1AMBU SO JUDWDINAS Y} U0 PIBA/PIAIZIAL 3 [[1A JEL) SUNOWE (NN ) WOL] WALLIP 3 KBW MO[] J|GE} Y] UY SIN[TA J1EJ AL |, "anjuA 1)
WAoo oy e ) O 1UDWIRITS DY) Y P 1 JOU SANIIGRI] PUR SIASST [TIOUBLL ASOU) JO SAN[BA 18] [0 A0wsd s Auedwiop) ay pue sjunown Futlues ay) sastrewuns djqel Fuimoy|o) ),

SAMIIGUL] PUE SIISSY [VISUCUL] JO IN[EA IIES  €'Op

("puo)) NOLLVI'IVA ¥IV  9F

6107 YMBW | € Papud Jea)

R s . SINAWALYLS TVIONVNII AHL OL STLON
. patuT T 2ounul] GNH

153

HNB Finance Limited — Initial Public Offering and Listing through Introduction |




s

‘anjea 31wy (1amoy)saydiy Kpueoyiudis € ur 1insas pnom sseqaind souts swak Jo ou pur sasuadxa Fuiofino ‘Y bs sad wax uj (9582109p)/asEAIDU UG
PO JUIUNSIAU]

-anpea 11g) (zamo))aayfiy KpueoyiuBis € ul jnsas pinoa es uoneradap pue i bs Jad soud ‘yared 1ad 2a1d parewinsa ui (asearap et

-
[ = £
=0
w
sQ
] X E9EECEIL LEYOI8'99F 000 009 670 | LYCST 1S9 _ESLPLIB6E
S Qe ’ - 000'005 91 000'00£°91 000°00E 91
F =% 1 oaag 00p 0000081 ¥ 000°008'9¢ 000°008'9€
PO R 117 T5000'002'ST 000'00L'ST 000°000'SZ 000'000'ST
m T 11 g "000°0€ 1 CEFPITO6 L95'S8L'EE 000'000'0€1 ECH'PIT'96  L9S'SBL'EE
11 11 <C00"'008"1Z1 $55°LP9'69 SPYTSI'TS 000009'67 1 S99'PPR'TL  GEE'SEL'OS
00091 000°000°91 000'00¥'s1 o 000°00%°S1
HEPAYT  000'0SL'6 000'0SL'6 000°000'6 . 000'000'6
1112A%T  000°000°618 OLELLY'LYS $29'7TS LT 000005289 6p1°99€'Z8F  1S8°EE1'S0T
000°000'£98 8206659 TSS'L60°E0T 000007918 6L8°L68'E79  _1Z1'205°T61
HIPAYT  000°00L°9L9 6LO'ISP'ETS 126'EPTES | 000'009'€€9 0F'III06  ¥OS'ERVERI
AT 000°00€'SL 988'751'9s PILRI'TT 000°000°8L IPLLE6SS  6ST'TI0TT
HERPAYT 000°000°81 RFTY6E 1L ZEL'C09'9 000'000'81 SETP6E 11 z6L'c00'9
NPT 000'000'06 SET'668'89 s9L'001°12 000'008'98 S8r'6¥Y'99  S15°0SE'0T
w1 i uN1 T i i
[T Supppng puey ®0) Supjing puey
anup Sy Junowy 3udiau)s0)
R — —— P — e T o
000'000'S62 1 P8S 0E0TEL 91¥ 696 295 000°0S1'081°1 E9C6EEEIL _LEGOIS'99F
HIRAYT 000°000'8 T = 00000081 00000591 * 000°005'91
HIRAYT - 000'000°9 » 000'000'9F 00000 1+ 000'00% 1¥
HLIPAYT  000°000°0S Z 000'000'08 00000L'SZ : 000'00L'ST
HIPAYT  000'000'bP1 789'2TTE01 gIg'LLL'Op 000°000'0€ 1 EEV'PIT96  L9S'SBL'EE
1A 000'000'6$1 291°11€'68 868'389'69 000'008'1Z1 SSS'LYO'60  SHY'TSI'TS
11121 000'008' 1€ - 000'00$'1€ 000'000°91 9 000'000'91
LA 000008 01 > 000'005'01 000°05L'6 3 000'0SL°6
HLPAYT  000°000°0R 6EL 96V EPS 192'£08'96C 000'000'618 OLE'LLY'LYS  $T9'TLS LT
000'000 8901 €96 550718 LEO'¥Y6'EST 000°000'€98 8bP'T06'659  TSS'L60'E0T
1112A%1 7 000°000°TL8 S99'VIT8LY SEE'SRL'E61 000°00L'9L9 6LO'9SKEZS  1T6EVT €SI
1 PAYT 00000018 05L'$69°95 0SZ'S0E'PT 000°00€ 8L 9RE'TSI'9S  pII'LMI'TT
HIERAYT  000°000°SC EEE'EEE'E! £99'999'1 1 000000'81 SPCPOE Il TSL'S09'9
HHPAYT 00000006 SITEIR'SY 8L'081'bT 000'000'06 SET668'89  $9L°001'1T
Eh ] Wi w1 N1 w1 il
Agaavsary oy, Bupng puwy ®oy Bugppng puvy
ELTLRNILE |
INEA He Junowy Juilrie)yns0)y

YTl puw]
x4 pur]
el pury
8 98LS
65781 ¥HYOT
g5t pue]
Sl pue
96 IS6YT
6T L880F
96 00bS
96 €he
S0t ssis
sagaaag  bs

juayxy  duippng

[ pue
£ pue]
e pue
8 98LS
65781 ¥oKOT
95t pue]
s1 pue
968 IS6KT
652 L880E
92’6 00¥s
96 €112
s0L SSLs
sayuag  ybs

way  Bwppng

poypaw qeudwod 3w /Siseq 1503 P

Sjue.
n=_->.._-,._u=t=ia__z..__ 3!_..?.&

29]RWOdUL | ‘Npeye|ewiepd BA!
eamBIOp isxas_t\. &lgh o B
‘mndepeinuy ‘aue yi £ ‘998 00N
50 0quiojo)) ‘aucde|niry "aou|d BPUIYEN '[/L9 ON
BUMOSER|04 ‘BMnpnyieyE) ‘ProY UONBIS 301104 PIO '1/$9 ON
wepRNng PeoY IS “I/pt ON
DRIRW INEMINURY PROY RITYIA
podadiny ‘wpofieg ‘ByiEme PINL ADUmS ‘6p7 ON
sanadoa g Juaunsaauy

‘epofafiny * py BjEMEN ‘891 ON

‘Apuey ‘M eavejedon wRIlIM ‘LL9 ON
moyuequIvg] Py 1jEduRy L ‘v/op ON
‘epedaunany ‘py Apue (/96 v6 ‘ON

wawdinby @ 1wwg ‘Aaadoag

8107 YIRW 1€ 1€ Sy

" ot 4
L "npe{Ie[wep PV ‘[eAeAl PV

“BANJEIONN "EPPIQMEY] PROY A[BD *[1/01 ON

wndepeimuy ‘aue g £ *de|d eAeqy ‘90 ON

“$0 0quiojo) ‘auode(runy ‘aovd BPUIEN ‘1/L9 ON
EIMOSEF|0g ‘BANPYITYEY PEOY UOUEIS 22110d PIO ‘1/S9F ON
IR ‘PROY MIAIAS “|/hh ON

D[REW ‘INeMIYURY PROY RIBYIA

podafinN ‘wpodug ‘eyiemuy UYL SIS '6r7 ON
sapaados g Juaunsauy

wpofalnN ' Py BIEMEN ‘891 ON

“Apueyy ‘Mpy ae|[edon weiim ‘LL9 ON
motuequITg] "py 3|[eRURY L 'V/9y ON
“epedouruny) ‘py Apue *1/96 b6 ON
wawdinby % ey ‘Kaadoag

6107 YU 1€ 18 SY

£ 19427 S PALJISSU]D SIISSH J0 JUIWAINSTIW IN[EA 18]

.38
annf-_u_.-.._u...ez_._.:._..z.;v.i
(**"PIu0)) NOLLVNTVA HIVA 9

R10Z Yarery | € papua Jea |

154

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



“1eak 2y1 Buunp pauNI0 SUOHIBSURI] JUSWEIS-191U1 OU 28 A1 |

"SIUAWIANEIS [RIdURUL] Ay vl $as50] 40 sigosd Bunesado woyy Apuazagip paunseaw am ‘s193dsas uwR0 Ut YaIym sasso| 1o sitjosd Sunmaado uo paseq
pamn|eaa st oauruuopad uawdag uawssasse aouruuopad pur uoNBO[R 32uN0sa INoqe suoisap Fupyew jo sasodind sy 10j Ajaremdas siun ssauisng si jo synsas Sunwiado ay) sionuow JuaWAFeUB N

“UOITB20][B 204108 INOGE SUOISIOIP INBUW 0] SB [|am
su Surdwion ayi jo sinsas Junesado ay) Fuimaiaas jo asodind 105 ul padedua st IUN YIBD TBYI SINIAIDE SSIUISNG U1 UO PASE] “SIDYI() pue Fuisear] *ourul] Ajaweu ‘Ssjuawdas urew 24y) sey 20ueul gNH

a|qe|IeA st :c:EEe..:_ [BISURULY 2121951P YOIYM 10§ pur ‘douruLiofad

S SSASSE PUR JUALUTAS YORD 0) PATRIO[R $20IN0SA _=nx.a mco_»_.ﬁv ayew 0] Jaxey uoisia Funmad jary) sy £q Apendas pamaraas am synsas & do asoym dwoo 12410 s Kued ay jo Aue
YA SUonansuril 0) Megas ey sasuadxa pue 1pny Ix2 anoul pue anuaAas Wiea AvW J| YOIy Wolj SANIATDE 1snq ui safedua 1ey) Auedwos ayy jo dwoo e st idas duieiado uy
ONLLMOJdTY INAWDES ‘Lp
000'sT poyiaw ajquiedwiod NN | 1L mpeye) lwepy ‘jeduarepodwepy
000°008 poyiaw ajquaedwon RN :a_u:.:_ MIN BMIS" 9SON
000°000°C poyiaw s|quiedwon pPyep BAMNBIOW * BPPqRIBY * pROY (8D * 0P ON
000°00L poyiaw djqrieduiod 1y e DU * M BIBYIA © LE ON
000°008°T poyiau aqrardwon Jyep wndeprinuy * 20v|d eARQY * pOON
%07 GL8'9LS yorosdde swodu| THAOSEB|O] * BMNPNYIRYEY * PROY UOIIEIS 1[04 PIO * 1/S9PON
2%0T 0$T'TT6T yaroidde awoauy epBoBanN * M BuyRIENR|IY |, AjURIS * 64T ON
%07 000°008 yavosdde awoduy "60-0qui0jo)) "auodenury * aoe|d BPUIYEN * 1/L9ON
sansados g yuaunsasug
- %0T AR 00521 000'008°S yowosdds awoouy epo3adnN * Py BEMEN ‘§9] ON
. = 000°00€ 00001 000°008°T yovoidde 1509 “Apuey ‘M Bae(edon wRIIA *LL9 ON
: - 000001 000¥ 000008 yovoidde 1500 moyiuRqUITH Py ARAURY L /9P ON
2 s 000'$€€ 00001 000°000°¢ yoroaddu 1500 epiauniny ‘py Apuey ‘1/96 ¥6 ON
wawdinbyg w Jueyg ‘Kaadoag
UM i UMl
puwj 10§ Yuow sad (Buipping) (pueq)
yauad aad yey  awaqunodsiq  uaz pnewnsy oy cbsaadangey  gosad sad anjep POYIARY uonENjEA
sindut ajquALasqoun 10§ sapewsa Jo aduey
§)osse jui Y-UON JO S|IERP UOhEN|EA  T'P'Op
(= pro)) NOLLVTVA HIV 9%
610Z YT | § PRUD 18I\
o8 wl  » SINIWNHLVLS TVIONVNIA HHL Q1 SHION

PN 30UBUT] FNH

155

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



Finance T m;

rue CQ:_\

-

TLPBOFSOT 1 OLOOZL 66T 8T 12T PSP 0LO 180'L8O0LY 6ELSOELLY'Y  LIL'Z86'60T'8  PIS8P9°09091  ZLS'6FO6IP6I
ROL'POL'BEC'ST  SLTLRI'GTOTE TSC'RSS'REST 192'86L'S18'T €61'SPI'9TS'y  CCCREVLIER  €CTI60'PLT8I  T6L'0SK'SBOTT
0ZEE8L'110°] TT8'S6S 0€8 LPL'6LR'SBY £6L'010'7TT $€1°786'vT p6S'6LY'9TT SEF'616'00S SEV'669'18€
TRSHPRROLS) (1£8°086'0€F) (rpSSIREel) (985°ZpT98) (TzE'960'r1) (EPSRYELIN)  (T6STLETTY) (TEL'6RE'LTT)
SLL'L99'TRS'| £59'9L5 1921 167'$69°619 6PE'659'80E 090'080'6€ LEI'BTR'EPE LT0'T68'ET6 L91°680'609
6LO6'PES'PICY 011'€p8'995" 162'569'619 6bE'659°80E 99€'L6E'LIS £E8'626'LEY TTETP'LLI'E 876'€52'029'¢
(2£6'692'589) (£90°116'248) - (LES 18€°19) 001°118's8) (0TH'Z6L'801)  (ZER'8SH'66S) (901°LEL'TLY)
116'P08'666' £LI'PSL'60Y'S 162°569'619 988'0p0'0LE 99¢'802'€09 £6T'TTL'9PL $S1'106'9LL'E PEO°166'T6T'Y
(IR 1S€'8EL V8T 9b'STLOLL 196'b9LZS1 LO6R'SE6'LY 9IS PRI 1] S8LUIBLLL V688820
0p0'€01°1 009°c11) 0p0'€01°1 (009'€11) . - - |
966'$50°26S 959°980'869 3 (1EE00¢'1D) 059°95p°LT LTEISK'ELY 966'685'0L9
1EL°T0T P91’y QLL'TROLTY'Y 68L°998" 1 b SPS'68E°LIT 006'TL9'9LS L8O'18S°L09 TP0'€99°SH1'C vEITIIT09'E
Ml UMl Nl il Nl N1 Nl N1
8107 6107 810 6107 8107 6107 8107 6107
pajepijosun)) SRYIO Buiseay [v1duRL)

SR MO

SISV (10,
IRIA ) 10] (S50°])/01]

sasuadxa xe) dwoou|
(ssop)ayoad unuiadoy

awoou| Funesad 19N

$3§50] JAH0 % Uvo| 10§ sAEIRYD WwauLIRdW]

awosw Funesado o,
awoow Funesado YO

SIAWISIAUL [BIOUTUL] WOL (550°7)/ UIBD) 19N

Fuipea woiy (s5077)7 wien 1PN
ALODUT UOISSIUIUOD PUR 33, 1N,
AWOIUT ISAINUT N

(" pruo)) ONLLIOdTY INTWOAS L

610T YR 1§ papua Jeapy

SINTWHLV.LS TVIONVNIA GHL QL SHLON

paNWI] 20URUL] NH

156

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



Financial year ended March 31, 2018

HAB Finan
T ¥ i
: irusg PRy

HNEB GRAMEEN FINANCE LIMITED
FINANCIAL STATEMENTS

31 MARCH 2018

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



i
et

Ernst & Young Tel 1 +94 11 2463500

Chartered Accountants Fax Gen :+94 11 2697369

201 De Saram Place Tax :+94 11 5578180

P.O. Box 101 eysi@ik.ey.com 2
Bullding a better 1
working world Co_lornbo 10 ey.com

Sri Lanka

HMAJ/BV/MFI

INDEPENDENT AUDITOR'S REPORT
TO THE SHAREHOLDERS OF HNB GRAMEEN FINANCE LIMITED

Report on the audit of the financial statements !

Cpinion

We have audited the financial statements of HNB Grameen Finance Limited (“the Company"), which
comprise the statement of financial position as at 31 March 2018, and the statement of comprehensive
income, statement of changes In equity and statement of cash flows for the year then ended, and notes
to the financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial statements of the Company give a true and fair view of the
financial position of the Company as at 31 March 2018, and of their financial performance and cash flows
for the year then ended in accordance with Sri Lanka Accounting Standards.

Basis for opinion

We conducted our audit in accordance with Sri Lanka Auditing Standards (SLAuSs). Our responsibilities

under those standards are further described in the Auditor's responsibilities for the audit of the financial |
statements section of our report. We are independent of the Company in accordance with the Code of |
Ethics issued by CA Sri Lanka (Code of Ethics) and we have fulfilled our other ethical responsibilities in |
accordance with the Code of Ethics. We believe that the audit evidence we have obtained is sufficient and |
appropriate to provide a basis for our opinion.

Responsibilities of management and those charged with governance for the financial statements

Management is responsible for the preparation of financial statements that give a true and fair view in
accordance with Sri Lanka Accounting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material !
misstatement, whether due to fraud or error. : i

In preparing the financial statements, management Is responsible for assessing the Company's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern hasis of accounting unless management either intends to liquidate the Company or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company's financial reporting process.
Auditor's responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with SLAuSs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these finaneial statements.

(Contd...2/)

Partners: W R H Fernando FCA FCMA M P D Cooray FCA FOMA R M de Saram ACA FCMA - Ms. W A De Silva FCA  Ms ¥ & Do Sliva FCA W K B 5 P Fernando FCA FCMA
Ms. K R M Fernando FCA ACMA  Me. L KHL Fonseka FCA & P A Gunasekerd FCA FCMA  AHoralh FCA DX Hulangamuwa FCA FCMALLE {Lond) HM A Jayesinghe FCA FCMA
Mi. & & Ludawybe FCAFCMA Ms GG 5 Manalungs FCA  Ms. PV K N Sajeswant FCA W M Sulaiman ACA ACMA B E Wijesuriya FCAFCMA

Principal TP M Rubaru FUMA FCCA

A member firm of Ernst & Young Global Limited
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As part of an audit in accordance with SLAuSs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

|dentify and assess the risks of material misstatement of the financial statements, whether due to fraud
or errar, design and perform audit procedures responsive to those risks, and obtain audit evidence that
is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resuiting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control,

Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

Conclude on the appropriateness of management's use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Company's ability to continue as a going concern. [f
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify
our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's
report. However, future events or conditions may cause the Company to cease to continue as a going
concern.

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we Identify during our audit.

Report on Other Legal and Regulatory Requirements

As required by section 163 (2) of the Companies Act No. 07 of 2007, we have obtained all the information
and explanations that were required for the audit and, as far as appears from our examination, proper
accounting records have been kept by the Company.

26 June 2018
Colombo

=
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HNB Grameen Finance Limited

STATEMENT OF COMPREHENSIVE INCOME

Year ended 31 March 2018

Gross Income

Interest income
Interest expenses

Net Interest Income

Fee and commiss
Fee and commiss

ion income
ion expenses

Net Fee and Commission Income

Net Interest, Fee and Commission Income

Other operating income
Capital Loss from trading
Net mark to market valuation gain

Total Operating

Impairment charges for loans and other losses

Income

Net Operating Income

Personnel expenses

Other expenses
Total Operating

Operating Profit before Value Added Tax (VAT) and Nation Building

Expenses

Tax (NBT) on Financial Services

Value Added Tax (VAT) on financial services
Nation Building Tax (NBT) on financial services
Operating Profit after Value Added Tax (VAT) and Nation Building Tax

(NBT) on Financial Services

Income tax expenses
Profit for the Year

Basic earnings per share

Note

wn

140,

11.
12.

13.

14.

2018
LKR

7,482,548,192

6,537,663,310
(2.373.460,579)

2017
LKR

6,234,033,583

5,327,018,057
(1,465,618,208)

4,164,202,731

3,861,399,849

702,441,739 670,219,063
(110,385,743) (98,395.049)
592,055,996 571,824,014
4,756,258,727  4,433,223,863
242,443,143 236,796,463

1,103,040 81,840

4,999.804.910

(685,269,932)

4,670,102,166

(707,508,300)

4,314,534,978

(1,108,124,495)
(1,179,177,418)

3,962,593,866

(943,611,008)
(1,011,929,349)

(2,287.301,913)

(1,955,540,357)

2,027,233,064

(392,263 ,488)

2,007,053,509

(331,394,045)

(52,301,798) (49,278,589)
1,582,667,778 1,626,380,875

(570,884,458) (567,546,689)
1,011,783,320 1,058,834,186
0.59 0.62

The Accounting Policies and Notes on pages 08 through 57 from an integral part of the Financial Statements.

Fotountants

< urtored
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HNB Grameen Finance Limited
STATEMENT OF OTHER COMPREHENSIVE INCOME
Year ended 31 March 2018 o

Note 2018 2017
LKR LKR

Profii for the Year 1,011,783,320 1,058,834,186
Other Comprchensive Income for the Year, Net of Tax
Other comprehensive income to be reclassified to profit or loss in subsequent periods
Other comprehensive income not to be reclassified to profit or loss in subsequent periods
Actuarial gain/(losses) on defined benefit plans 3L 14,231,796 8,793,200
Deferred tax effect on actuarial gains/(losses) on defined benefit plans 26. (3,984,903) (2,462 099)
Revaluation Reserve of free hold Lands & Buildings 25 62,197,447 166,240,013
Deferred tax effect on revaluation on Buildings 6. (17,415,285) (44,069 830)
Other Comprehensive Income for the Year, Net of Tax 55,029,055 128,501,293
Total Comprehensive Income for the Year 1,066,812,375 1,187,335,479

The Accounting Policies and Notes on pages 08 through 57 from an integral part of the Financial Statements.
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HNB Grameen Finance Limited

STATEMENT OF FINANCIAL POSITION
Asat 31 March 2018

Note
ASSETS
Cash and cash equivalents 15
Financial assets held for trading 16.
Loans and Advances to members 17.
Loans and Advances to others 18.
Financial investment - Loan & Receivable 19.
Financial investments - Available-For-Sale 20.
Financial invesiments - Held-To-Maturity 21,
Other assets 22,
Investment properties 23
Intangible assets 24,
Property, plant & equipment 25.
Deferred tax Assets 26.
Total Assets
LIABILITIES
Due to customers 27.
Debt issued and other borrowed funds 28,
Income Tax payable 29,
Value Added Tax payable 30,
Other liabilities 3l
Retiring benefit obligation 32,
Deferred tax liability 26,
Total Liabilities
SHAREHOLDERS' FUND
Stated capital 33.
General reserve 34,
Statutory reserve fund 35.

Revaluation rescrve
Retained earnings )
Total Equity and Liabilities

2018 2017
LKR LKR
905,159,753 1,204,483,946
16,128,000 15,024,960
18,465,081,481 13,260,731,825
579,593,110 503,034,338
307,112,770 307,112,770
12,430,283 12,430,283
2,215,317.581 1,743,275,943
242,603,911 210,611,575
1,180,150,000 1,049,600,000
131,533,753 127,078,155
1,158,835,158 1,119,409,029
124,848,966 -
25,338,794,768 19,552,792,824
18,821,363,686 14,040,245,231
1,178,231,116 1,333,380,268
203,496,098 353,447,803
(25,379,290) (6,263,276)
849,770,227 268,153,945
181,016,637 157,508,878

16,115,738

21,208,498,474 16,162,588,587
223,545,481 223,545,481
82,897,989 82,897,989
840,876,301 638,519,637
429,266,191 384,484,029
2,553,710,332 2,060,757,101
25,338,794,768 19,552,792,824

These financial statements are prepared in compliance with the requirements of the Companies Act No.07 of 2007,

0

LR RS
Q.s,\‘ e ‘-u.;'ﬂ;?.
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HNB Grameen Finance Limited
STATEMENT OF CASH FLOWS
Year ended 31 March 2018
Note 2018 2017
CASH FLOW FROM OPERATING ACTIVITIES LKR LKR
Profit before Tax 1,582.667,778 1,626,380.875
Adjustments
Interest cxpenses on bortowings 5.2 G0.979,110 24,503,761
Interest expenses on debentures 5.2 89.057,578 89,328,560
Interest income from financial investments held to maturity 5.1 (366,540,884) (143357077
Interest income on treasury bond 5.1 {1.600,000) (1,600,000)
Dividend income . 7.1 (200,000) {65,000)
Profiv(lass) on disposal of property, plant & equipment 7.1 (325,359) 754,272 E
Fair value gain on investiment property 7.1 (130,550,000) (149,300,000)
Impairment charge/(reversal) for loans and other nssets 8 685,209,932 T12,008,300
Pravision for value added tax 30 392,263,488 331,394,045
Crop insurance levy 10 10,480,000 11,601,542
Provision for nation building tax 12 52,301,798 49,278,589
Ammortization on intangible assests 24 37.783.276 23,738,355
Depreciation - on property, plant & equipment 25 126,830,182 11,572,370
Gratuity provision 9 41,780,547 35619133
(Gain)/loss on mark to market valuation of treasury bond 7 (1,103,040) (81,840)
Provision for amount payable under sip saviya scheme 3 1,200,000 1,200,000
Staff loan fair value adjustment 181 - (4,500,000)
Operating profit/(loss) before changes in operating assets and liabilities 2,580,294 407 2,717,475,885
{Increase)decrense in operating assets
[oans & advances o members 17 (5,804,588,660)  (4,688,005,502)
Loans & advances to others 18 (83,949,832} (119,076.674)
Qther assets 22 (31,992,316} (13,944921)
Increasef{decrease) in operating liabilities
Duc to customers 27 4,781,118,455 3,558,442,443
Other liabilitics kL] 581,616,282 117,293,001
Cash flow from operating activities 2,022,498,307 1,572,184,232
Gratuity paid 32 (4,040,992) (3,700,400)
VAT paid 30 (411,379,502) (378,963,036)
Income Tax paid 29 (806,451,351) (530,294,140)
WHT paid 31 (21,249,698) (11,090,158)
Notional Tax (8,968.077) (9.489,647)
NBT paid (58,595.217) (55,193,347)
Crop Insurance Levy paid (8,939.266) (13.037.934)
ESC paid (38,976,427) (22,880,212}
Dividend paid (326,720,318) (189,153,868)
Net Cash Flow from Operating Activities 337,177,459 358,381,490
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of property, plant & equipment 25 (104,281,973) (113.828,308)
Purchase of intangible nsset 24 (42,234,874) (83.009.468)
In propertics purchascd/di 1 23 - 4,200,000
Proceeds from sale of property, plnnt & equipment 522,815 824,939
Net of investment in government securily 20.1 (994,021,638) 440,069,336
Nel investment in fixed deposits 20 521,980,000 (290,000,000)
Fixed deposit interest received 20 213,564,250 40,242,123
Treasury bill interest received 20.1 46,682,993 47,488,930
Treasury bond Interest received 21 1,440,000 1,440,000
Dividend income 7.1 200,000 65,000
Debentures interest received - 16,875,000
Net Cash Flow from Investing Activities 1356,152,427) 64,767,552
CASH FLOW FROM FINANCING ACTIVITIES
Lease instalments paid 29 (1,785454) (5,363,379)
Interest payments on debentures 6 (82,997,3133) (88,771 ,246)
Interest payments on borrowings 29 (60,979,110) (24,503,761)
Borrowings during the year 29 - 500,000,000
Loans repayments during the year 29 (134,587,326) (51,250,000)
Net Cash Flow from Financing Activities (280,349,223) 330,111,614
deg i cnsh and cash equivalents (299,324,191) 753,260,656
:;Eg_tj_m iv ]g@ig beginning of the year 15 1,204,483 946 451,223,290
nd CsshEﬂ].lwaldm:l\fc d of the year 15 905,159,755 l=104,483.946
Ar:olg lt"#'}.‘a ) o
rmng o.ff-i'gp on pages 08 through 57 from an integral part of the Financial Stutements.

COLOMBY 7
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

1. REPORTING ENTITY
1.1 Corporate Information

HNB Grameen Finance Limited (“the Company™) is a public limited liability Company and domiciled in Sri
Lanka, The registered office and the principal place of business of the Company is located at No. 168, Nawala
Road, Nugegoda.

On 17 February 2010, the Company was registered as a Finance Company by the Monetary Board of the
Central Bank of Sri Lanka in terms of section 2 of the Finance companies Act No. 78 of 1988 and is permitted
in terms of section 7 (1) of the said Act to carry on finance business.

The Company has been registered as a registered Finance Leasing Company establishment under Section 5 of
the Finance Leasing Act No. 56 of 2000 and is permitted to carry on Finance Leasing Business with effect
trom 31 March 2014.

The name of the Company was changed from Prime Grameen Micro Finance Limited to HNB Grameen
Finance Limited on 28 July 2015.

1.2 Principal Activities and Nature of Operations

The principal activities of the Company are the provision of micro finance facilities, primarily focusing on the
lower income segment of the Community and mobilization of public deposits.

There were no significant changes in the nature of the principal activities of the Company during the financial
year under review.

13 Parent Enterprise & Ultimate Parent Enterprise
The Company’s immediatc and ultimate parent undertaking and controlling entity is Hatton National Bank

PLC, which is incorporated in Sri Lanka, Hatton National Bank PLC which acquired a shareholding of 51%
of the Company’s voting ordinary shares on 07 November 2014,

14 Directors' Responsibility Statement

The Board of Directors takes the responsibility for the preparation and presentation of these Financial
Statements as per the provisions of the Companies Act No. 07 0f 2007 and the Sri Lanka Accounting Standards.

1.5 Date of Authorization of Issue

The financial statements were authorized for issue by the Board of Directors on 26 June 2018

-8-
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2. BASIS OF PREPARATION AND OTHER SIGNIFICANT ACCOUNTING POLICIES
2.1 Basis of Preparation

2.1.1  Stat t of Complianc

The financial statements of the Company which comprise the Statement of Financial position, Income
Statement, Statement of comprehensive income, Statement of changes in equity, Statement of Cash Flows and
notes thereto have been prepared in accordance with Sri Lanka Accounting Standards prefixed both SLFRS
and LKAS (here after known as “SLFRSs/LAKSs”), promulgated by the Institute of Chartered Accountants
of Sri Lanka (CASL) and comply with the requirements of the Companies Act, No. 07 of 2007 and Finance
Business Act No. 42 of 2011 and amendment thereto.

2.1.2  Basis of Measurement

The financial statements have been prepared on the historical cost basis and applied consistently with no
adjustments being made for inflationary factors affecting the financial statements, except for the following
items in the Statement of Financial Position.

Items Measurement basis

Fair value through profit or loss financial assets | Fair value

Available-for-sale financial assets Fair value

Mensured at cost al the time of acquisition and
Freehold land and buildings subsequently at revalued amounts which are the fair
values at the date of revaluation

Investment property Fair value

Net defined benefit assets/ (liabilities) Actuarially valued and recognized at the present value

2.1.3  Presentation of Financial Statements

The assets and liabilities of the Company presented in the Statement of financial position are grouped by nature
and listed in an order that reflects their relative liquidity and maturity pattern. An analysis on recovery or
settlement within 12 months after the reporting date (current) and more than 12 months after the reporting date
(non-current) is presented in Note 42 to the financial statements.

Financial assets and financial liabilities are offset and the net amount reported in the statement of financial
position enly when there is a legally enforceable right to offset the recognised amounts and there is an intention
to settle on a net basis, or to realise the assets and settle the liability simultaneously. Income and expenses are
not offset in the income statement unless required or permitted by any accounting standard or interpretation,
and as specifically disclosed in the accounting policies of the Company.

Each material class of similar items is presented separately in the financial statements. Items of dissimilar
mature or function are presented separately unless they are immaterial as permitted by the Sri Lanka
Accounting Standards (LKAS 1) - Presentation of Financial Statements.

2.1.4  Functional and Presentation Currency

The financial Statement of the Company is presented in Sri Lankan Rupees (LKR), which is the currency of
the primary economic environment in which Company operates (Company’s functional currency). The

finapci ts are presented in Sri Lanka Rupees and all values are rounded to the nearest rupees, excepl
ﬁr‘é tEEwWSE fodisated.
N
« Ch nr&:re;m{’
Accountants -9-
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.1.5  Materiality and Aggregation
Each material class of similar items is presented separately. Items of dissimilar nature or function are presented
separately unless they are immaterial.

2.1.6  Changes in Accounting Policies
There were no changes in accounting policies and the accounting policies adopted are consistent with those of
the previous financial year.

2.1.7 Comparative Information

The comparative information is re-classified wherever necessary to conform with the current year's
classification in order to provide a better presentation,

2.2 Significant A ting Judgments, Estimates and Assumptions

The preparation of financial statements in conformity with Sri Lanka Accounting Standards requires
management to make judgements, estimates and assumptions that affect the reported amounts of revenues,
expenses, assets and liabilities, and the accompanying disclosures, and the disclosure of contingent liabilities.
Uncertainty about these assumptions and estimates could result in outcomes that require a material adjustment
to the carrying amount of assets or liabilities affected in future periods.

In the process of applying the accounting policies, management has made various judgements. Those which
management has assessed to have the most significant effect on the amounts recognised in the financial
statements have been discussed in the individual notes of the related financial statement line items,

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting
date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year, are also described in the individual notes of the related financial
statement line items below. The Company based its assumptions and estimates on parameters available when
the financial statements were prepared. Existing circumstances and assumptions about future developments,
however, may change due to market changes or circumstances arising that are beyond the control of the
Company. Such changes are reflected in the assumptions when they occur.

2.2.1 Going Concern

The Directors have made an assessment of the Company’s ability to continue as a going concern and are
satisfied that it has the resources to continue in business for the foreseeable future. Furthermore, Board is not
aware of any material uncertainties that may cast significant doubt upon the Company’s ability to continue as
a going concern and they do not intend either to liquidate or to cease operations of the Company. Therefore,
the financial statements continue to be prepared on the going concern basis.

2.2.2  Fair value of financial Instruments

Where the fair values of financial assets and financial liabilities recorded on the Statement of financial position
cannot be derived from active markets, they are determined using a variety of valuation techniques that include
the use of mathematical models. The inputs to these models are derived from observable market data where
possible, but if this is not available, judgement is required to establish fair values. The valuation of financial
instruments is described in more detail in Note 43 to the financial statements.

Chartered @ -10-
Accountants
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.2.3  Impairment Losses on Loans and Advances

The Company reviews its individually significant loans and advances at each statement-of-financial-position
date to assess whether an impairment loss should be recorded in the income statement. In particular,
management’s judgement is required in the estimation of the amount and timing of future cash flows when
determining the impairment loss. These estimates are based on assumptions about a number of factors and
actual results may differ, resulting in future changes to the allowance.

Loans and advances that have been assessed individually and found not to be impaired and all individually
insignificant loans and advances are then assessed collectively, in groups of assets with similar risk
characteristics, to determine whether provision should be made due to incurred loss events for which there is
objective evidence but whose effects are not yet evident. The collective assessment takes account of data from
the loan portfolio (such as levels of arrears, credit utilisation, loan to collateral ratios, eic.), and judgments to
the effect of concentrations of risks and economic data (including levels of unemployment, and the
performance of different individual groups).

2.24  Impairment of Available for Sale Investments

The Company reviews its debt securities classified as available for sale investments at each reporting date to
assess whether they are impaired. This requires similar judgement as applied to the individual assessment of
loans and advances.

The Company also records impairment charges on available for sale equity investments when there has been
a significant or prolonged decline in the fair value below their cost. The determination of what is ‘significant’
or ‘prolonged’ requires judgement. In making this judgement, the Company cvaluates, among other factors,
historical share price movements and duration and extent to which the fair value of an investment is less than
1ts cost.

2.2.5 Impairment Losses on Other Asscts

The Company assesses whether there arc any indicators of impairment for an assel or a cash-generating unit
at each reporting date or more frequently, if events or changes in circumstances necessitate to do so. This
requires the estimation of the circumstances necessitate to do so. Estimating value in use requires management
to make an estimate of the expected future cash flows from the asset or the cash-generating unit and also to
select a suitable discount rate in order to calculate the present value of the relevant cash flows. This valuation
requires the Company to make estimates about expecied future cash flows and discount rates, and hence, they
are subject to uncertainty.

2.2.6  Fair Value of Property, Plant and Equipment

The land and buildings of the Company is reflected at fair value. The Company engaged independent valuers
to determine fair value of land and buildings in terms of Sri Lanka Accounting Standard (SLFRS 13) - Fair
Value Measurement. When current market prices of similar assets are available, such evidence is considered
in estimating fair values of these assets.

2.2.7  Useful Life Time of Property, Plant and Equipment and Intangible Assets
The Company review the residual values, useful lives and methods of depreciation of property, plant and

equipment and intangible assets at each reporting date. Judgement of the management is exercised in the
estimation of these values, rates, methods and hence they are subject to uncertainty,
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.2.8  Classification of Investment Property

Management requires using its judgment to determine whether a property qualifies as an investment property.
The Company had developed criteria so it can exercise its judgment consistently.

A property that is held to earn rentals or for capital appreciation or both, and which generates cash flows largely
independently of the other assets held by the Company is accounted for as investment properties. On the other
hand, a property that is used for operations or in the process of providing services or for administrative purposes
and which do not directly generate cash flows as a standalone asset are accounted for as property, plant and
equipment. The Company assess on an annual basis, the accounting classification of its properties taking into
consideration the current use of such properties.

2.2.9  Taxation

The Company is subject to income tax and judgment was required to determine the total provision for current,
deferred and other taxes due to the uncertainties that exists with respect to the interpretation of the applicability
of tax laws, at the time of preparation of these financial statements.

Uncertainties also exist with respect to the interpretation of complex tax regulations and the amount and timing
of future taxable income. Given the wide range of business relationships and the long term nature and
complexity of existing contractual agreements, differences arising between the actual results and the
assumptions made, or future changes to such assumptions, could necessitate future adjustments to tax income
and expense amounts that were initially recorded, and deferred tax amounts in the period in which the
determination i$ made.

2.2.10 Deferred Tax Assets

Deferred tax assets are recognised in respect of loan impairment allowances which will be recovered in the
foreseeable future and tax losses to the extent that it is probable that future taxable profit will be available
against which the losses can be utilised, Judgement is required to determine the amount of deferred tax assets
that can be recognised, based upon the likely timing and level of future taxable profits, together with future
tax planning strategies.

2.2.11 Defined Benefit Obligation

The cost of the defined benefit pension plan is determined using an actuarial valuation. The actuarial valuation
involves making assumptions about discount rates, expected rates of return on assets, future salary increases,
mortality rates and future pension increases. Due to the long term nature of these plans, such estimates are
subject to significant uncertainty.

All assumptions are reviewed at each reporting date. In determining the appropriate discount rate, management
considers the interest rates of Sri Lanka Government bonds with maturities corresponding to the expected
duration of the defined benefit obligation. Future salary increases and pension increases are based on expected
future inflation rates and expected future salary increment rate of the Company, Details of the key assumptions
used in the estimates are contained in Note 32 to the financial statements.

2.2.12 Provisions for Liabilities and Contingencies

The Company receives legal claims against it in the normal course of business. Management has made
judgments as to the likelihood of any claim succeeding in making provisions. The time of concluding legal
claims is uncertain, as is the amount of possible outflow of economic benefits. Timing and cost ultimately
depend on the due process in respective legal jurisdictions. Information about significant areas of estimation
ung; itical judgments in applying accounting policies other than those stated above that have
amounts recognized in the financial statements are described in Notes 38.
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3 Summary of Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in the financial
statements, unless otherwise indicated,

2.3.1  Foreign Currency Transactions and Balances

Transactions in foreign currencies are translated into the functional currency, which is Sri Lankan Rupees
(LKR), using the middle rates of exchange prevailing at the dates on which the transactions were affected,
Financial statements of the Company are presented in Sri Lankan Rupees, which is the functional and
presentation currency of the Company. Transactions in foreign currencies are re-translated into Sri Lankan
rupees at the spot rate of exchange prevailing at the dates of the transactions,

Monetary assets and liabilities denominated in foreign currencies at the financial position date are re-translated
into Sri Lanka rupees at the closing rate of exchange prevailing at the date. The foreign currency gain or loss
on monetary items and all differences are taken to Other Operating Income in the income statement. Foreign
currency differences arising on re-translation of available for sale financial instruments are recognised in
Statement of Comprehensive Income, Non-monetary assets are measured in terms of historical cost in foreign
currency are translated using the exchange rate at the date of the transaction,

Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the

spot exchange rates as at the date of the transaction. Non—monetary items measured at fair value in a foreign
currency are translated using the spot exchange rates at the date when the fair value was determined.

2.3.2  Financial Instruments — Initial Recognition and Subscquent Measurement
2.3.2.1 Non-Derivative Financial Assets
Initial recognition of financial assets
Date of recognition
The Company initially recognizes loans and receivables and deposits with other financial institutions on the

date that they are originated. All other financial assets are recognized initially on the trade date at which the
Company becomes a party to the contractual provisions of the instrument.

Initial measurement of financial assets

The classification of financial instruments at initial recognition depends on their purpose and characteristics
and the management’s intention in acquiring them. All financial instruments are measured initially at their fair
value plus transaction costs that are directly attributable to acquisition or issuc of such financial instrument,
except in the case of financial assets at fair value through profit or loss as per the Sri Lanka Accounting
Standard (LK AS 39) - Financial Instruments: Recognition and Measurement.

Transaction cost in relation to financial assets at fair value through profit or loss are dealt with through the
Statement of profit or loss.

‘Day 1’ profit or loss on employee below market loans
‘When the transaction price differs from the fair value of other observable current market transactions in the
same instrument, or based on a valuation technique whose variables include only data from observable markets,

the Company recognises the difference between the transaction price and fair value (a ‘Day 1" profit or loss)
in “Interest Income and Personnel Expenses’.
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HNB Grameen Finance Limited

NOTES TO THE FINANCIALSTATEMENTS
Year ended 31 March 2018

In cases where fair value is determined using data which is not observable, the difference between the
transaction price and model value is only recognised in the profit or loss when the inputs become observable,
or when the instrument is derecognised. The ‘Day 1 loss’ arising in the case of loans granted to employees at
concessionary rates under uniformly applicable schemes is deferred and amortised using Effective Interest
Rates (EIR) over the remaining scrvice period of the employees or tenure of the loan whichever is shorter

Classification of financial assets

The Company classifies non-derivative financial assets into the following categories:
(a) financial assets at fair value through profit or loss;

(b) held-to-maturity financial assets;

(c) loans and receivables; and
(d) available-for-sale financial assets.

Subsequent r tof fi
The subsequent measurement of financial assets depends on their classification.
Financial assets at fair value through profit or loss

A financial asset is classified as fair value through profit or loss if it is held for trading or is designated as such
upon initial recognition. Financial assets are designated at fair value through profit or loss if the company
manages such investments and makes purchase and sale decisions based on their fair value in accordance with
the company's investment strategy. Attributable transaction costs are recognized in Statement of profit or loss
as incurred.

Financial assets at fair value through profit and loss are carried in the Statement of financial position at fair
value with changes in fair value recognized in the Statement of profit or loss

Financial assels designated at fair value through profit or loss comprises of quoted equity instruments unless
otherwise have been classified as available-for-sale.

Held-to-maturity financial assets

Financial assets with fixed or determinable payments and fixed maturities are classified as held to maturity
when the company has the positive intention and ability to hold it to maturity. Held-to-maturity financial assets
are recognized initially at fair value plus any directly attributable transaction costs.

Subsequent to initial recognition held to-maturity financial assets are measured at amortized cost using the
effective interest method, less any impairment losses.

Amortized cost is calculated by taking into account any discount or premium on acquisition and fees or costs
that are an integral part of the effective interest rate (EIR). The EIR amortization is included in interest income
in the Statement of profit or loss and the Statement of comprehensive income. The losses arising from
impairment are recognized as impairment cost in the Statement of profit or loss and the Statement of
comprehensive income.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognized initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition loans and receivables are measured at amortized cost using the effective
interest method, less any impairment losses,

I.oans and receivables comprise of cash and cash equivalents, deposits with banks and other financial
ts in REPOs, lease receivables, advances and other loans granted, and other receivables.
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

(a) Cash and cash equivalents

Cash and cash equivalents comprise cash balances and call deposits with maturities of three months or less
from the acquisition date that are subject to an insignificant risk of changes in their fair value, and are used by
the Company in the management of its short-term commitments.

(b) Finance leases and hire purchase

When the Company is the lessor in a lease agreement that transfers substantially all of the risks and rewards
incidental to ownership of the asset to the lessee, the arrangement is classified as a finance lease and a
receivable equal to the net investment in the lease is recognized. Amounts receivable under finance leases are
included under “Rentals receivable on leased assets”. Leasing balances are stated in the Stalement of financial
position after deduction of initial rentals received, uncarned lease income and the provision for impairment
losses.

(¢) Advances and other loans to customers

Advances and other loans to customers comprised of revolving loans and loans with fixed instalment. Loans
to customers are reflected in the Statement of financial position at amounts disbursed less repayments and
provision for impairment losses.

Available-for-sale financial assets

Available-for-sale financial assets are financial assets that are not classified in any of the previous categories.
Subsequent to initial recognition, they are measured at fair value and changes therein, other than impairment
losses on available-for sale equity instruments, are recognized in other comprehensive income and presented
within equity in the available for sale reserve. When an investment is derecognized, the cumulative gain or
loss in Statement of comprehensive income is transterred to the Statement of profit or loss.

2.3.2.2 Non-Derivative Financial Liabilities
Classification and Subsequent Measurement of Financial Liabilities

The Company initially recognizes non-derivative financial liabilities on the date that they are originated.

The Company classifies non-derivative financial liabilities into the other financial liabilities category. Such
financial liabilities are recognized initially at fair value less any directly attributable transaction costs.
Subsequent to initial recognition, these financial liabilities are measured at amortized cost using the effective
interest method.

Other financial liabilitics comprise of bank overdrafis, interest bearing borrowings, customer deposits, trade
payables, accruals and other payables:

Bank overdrafts

Bank overdrafts that are repayable on demand and form an integral part of the Company’s cash management
are included as a component of cash and cash equivalents for the purpose of the Statement of cash flows.

Deposits and bank borrowings - classified as other financial liabilities carried at amortized cost
Deposits and bank borrowings are the Company's sources of debt funding.
The Company classifies capital instruments as financial liabilities or equity instruments in accordance with the

substance of the contractual terms of the instruments. Subsequent to initial recognition deposits and bank
borrowings gre measured at their amortized cost using the effective interest method.
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3.2.3 Reclassification of Financial Assets and Liabilities

The Company reclassifies non-derivative financial asscts out of the ‘held-for-trading’ category and into the
‘available-for-sale’, ‘loans and receivables’, or *held-to-maturity’ catcgories as permitted by the Sri Lanka
Accounting Standard (LKAS 39) - Financial Instruments: Recognition and Measurement. Further, in certain
cireumstances, the Company is permitted to reclassify financial instruments out of the ‘available-for-sale’
category and into the ‘loans and receivables’ category.

Reclassifications are recorded at fair value at the date of reclassification, which becomes the new amortised
cost.

Reclassification is at the election of the Management and is determined on an instrument-by-instrument basis.

The company does not reclassify any financial instrument into the fair value through profit or loss category
after initial recognition. Further, the company does not reclassify any financial instrument out of the fair value
through profit or loss category if upon initial recognition it was designated as at fair value through profit or
loss.

Mo reclassifications of financial instruments were done during the year

2.3.2.4 Derecognition of Financial Assets and Financial Liabilities
Financial assets

The Company derecognizes a financial asset when the rights to receive cash flows from the asset have expired
or the Company has transferred its rights to receive cash flows from the asset or has assumed an obligation to
pay the received cash flows in full without material delay to a third party under a ‘pass-through’ arrangement;
and either;

(a) The Company has transferred substantially all the risks and rewards of the assel, or

(b) The Company has neither transferred nor retained substantially all the risks and rewards of the asset, but
has transferred control of the asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the carrying
amount allocated to the portion of the asset transferred), and the sum of;

(a) The consideration received (including any new asset obtained less any new liability assumed), and
(b) Any cumulative gain or loss that had been recognized in comprehensive income is recognized in profit
or loss.

Financial liabilities

The Company derecognizes a financial liability when its contractual obligations are discharged or cancelled
or expire.

Where an existing financial liability is replaced by another from the same lender on substantially different
terms, or the terms of an existing liability are subsiantially modified, such an exchange or modification is
treated as a derecognition of the original liability and the recognition of a new liability. The difference between
the carrying value of the original financial liability and the consideration paid is recognised in profit or loss.

2.3.2.5 Offsetting of Financial Instruments

Financial assels and financial liabilities are offset and the net amount reported in the Statement of financial
position if, and only if, there is a currently enforceable legal right to offset the recognized amounts and there
is an intention to settle on a net basis, or to realize the asseis and settle the liabilities simultaneously.

Income and expenses are presented on a net basis only when permitted under SLFRSs, or for gains and losses
arising from a_group of similar transactions such as in the company’s trading activity
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3.2.6 Rencgotiated Loans

Where possible, the Company seeks to restructure loans rather than to take possession of collateral. This may
involve extending the payment arrangements and the agreement of new loan conditions. Once the terms have
been renegotiated, any impairment is measured using the original EIR as calculated before the modification of
terms and the loan is no longer considered past due. Management continually reviews renegotiated loans to
ensure that all criteria are met and that future payments are likely to occur. The loans continue to be subject to
an individual or collective impairment assessment, calculated using the loan's original EIR.

2.3.2.7 Amortized Cost Measurement

The amortized cost of a financial asset or liability is the amount at which the financial asset or liability is
measured at initial recognition, minus principal repayments, plus or minus the cumulative amortization using
the effective interest method of any difference between the initial amount recognized and the maturity amount,
minus any reduction for impairment.

2.3.2.8 Fair value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value measurement is based on the
presumption that the transaction to sell the asset or transfer the liability takes place either:

(a) In the principal market for the asset or liability, or

(b) Inthe absence ofa principal market, in the most advantageous market for the asset or liability the principal
or the most advantageous market must be accessible by the Company.

The fair value of an asset or a liability is measured using the assumptions that market participants would use
when pricing the asset or liability, assuming that market participants act in their cconomic best interest.

A fair value measurement of a non-financial asset talkes into account a market participant's ability to generate
economic benefits by using the asset in its highest and best use or by selling it to another market participant
that would use the asset in its highest and best use,

The Company uses valuation techniques that are appropriate in the circumstances and for which sufficient data
are available to measure fair value, maximizing the use of relevant observable inputs and minimizing the use
of unobservable inputs.

All assets and liabilities for which fair value is measured or disclosed in the financial statements are categorised
within the fair value hierarchy, described as follows, based on the lowest level input that is significant to the
fair value measurement as a whaole:

(a) Level 1 - Quoted (unadjusted) market prices in active markets for identical assets or liabilities

(b) Level 2 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or indirectly observable

(¢) Level 3 - Valuation techniques for which the lowest level input that is significant to the fair value
measurement is unobservable for the purpose of fair value disclosures.

The Company has determined classes of assets and liabilities on the basis of the nature, characteristics and
risks of the asset or liability and the level of the fair value hierarchy as explained above,
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3.2.9 Impairment
Non-derivative financial assets

A financial asset not carried at fair value through profit or loss is assessed at each reporting date to determine
whether there is objective evidence that it is impaired, A financial asset is impaired if objective evidence
indicates that a loss event has occurred after the initial recognition of the asset, and that the loss event had a
negative effect on the estimated future cash flows of that asset that can be estimated reliably. Objective
evidence that financial assets are impaired can include default or delinquency by a debtor, restructuring of an
amount due to the Company on terms that the Company would not consider otherwise, indications that a debtor
or issuer will enter bankruptcy, adverse changes in the payment status of borrowers or issuers in the Company,
economic conditions that correlate with defaults or the disappearance of an active market for a security.

Loans and receivables

The Company considers evidence of impairment for loans and receivables at both a specific asset and collective
tevel. All individually significant receivables are assessed for specific impairment. All individually significant
loans and receivables found not to be specifically impaired are then collectively assessed for any impairment
that has been incurred but not yet identified. Loans and receivables that are not individually significant are
collectively assessed for impairment by grouping together loans receivables with similar risk characteristics.

In assessing collective impairment the Company uses historical trends of the probability of default, the timing
of recoveries and the amount of loss incurred, adjusted for management’s judgment as to whether current
economic and credit conditions are such that the actual losses are likely to be greater or less than suggested by
historical trends.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted at the asset’s
original effective interest rate. Losses are recognized in profit or loss and reflected in an impairment allowance
account against loans and receivables. Interest on the impaired asset continues to be recognized. When a
subsequent event (e.g. repayment by a debtor) causes the amount of impairment loss to decrease, the decrease
in impairment loss is reversed through profit or loss.

Available-for-sale financial assets

Impairment losses on available-for-sale financial assets are recognized by reclassifying losses accumulated in
the AFS reserve in equity, to profit or loss. The cumulative loss that is reclassified from equity to profit or loss
is the difference between the acquisition cost, net of any principal repayment and amortization, and the current
fair value, less any impairment loss recognized previously in profit or loss. |

Changes in impairment provisions attributable to application of the effective interest method are reflected as a
component of interest income, If, in a subsequent period, the fair value of an impaired available-for-sale debt
security increases and the increase can be related objectively to an event occurring after the impairment loss
was recognized in profit or loss, then the impairment loss is reversed, with the amount of the reversal
recognized in profit or loss

Reversal of Impairntent

If the amount of an impairment loss decreases in subsequent period, and the decrease can be related objectively
to an event occurring after the impairment was recognized, the excess is written back by reducing the financial
asset impairment allowance account accordingly. The write-back is recognized in the income statement.
Write Off of Financial Assets Carried at Amortized Cost

Financial Assets (and related impairment allowance accounts) are normally written off either partially or in

full, when there is no realistic prospect of recovery. Where financial assets are secured, this is generally after
receipt of any proceeds from the realization of security
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3.3  Cash and cash equivalents

Cash and cash equivalents as referred to in the cash flow statement comprises cash in hand, demand deposits
and short term highly liquid investments readily convertible to known amounts of cash and subject to
insignificant risk of changes in value.

2.3.4 Leases

The determination of whether an arrangement is a lease, or contains a lease, is based on the substance of the
arrangement at the inception and requires an assessment of whether the fulfilment of the arrangement is
dependent on the use of a specific asset or assets and the arrangement conveys a right to use the asset.

2.3.4.1 Finance Leases
Finance leases — Company as a lessee

Finance leases that transfer to the Company substantially all of the risks and benefits incidental to ownership
of the leased item, are capitalized at the commencement of the lease at the fair value of the leased property or,
iflower, at the present value of the minimum lease payments. Lease payments are apportioned between finance
charges and reduction of the lease liability so as to achieve a constant rate of interest on the remaining balance
of the liability. Finance charges are recognized in finance cost in the Statement of profit or loss.

Leased assets arc depreciated over the useful life of the asset. However, if there is no reasonable certainty that
the Company will obtain ownership by the end of the |ease term, the asset is depreciated over the shorter of
the estimated useful life of the asset and the lease term.

Finance leases — Company as a lessor
When the Company is the lessor under finance leases the amounts due under the leases, after deduction of
unearned charges, are included in “Rentals receivable on leased assets”. The finance income receivable is

recognised in ‘interest income’ over the periods of the leases so as to give a constant rate of return on the net
investment in the leases.

2.3.4.2 Operating Leases

Leases that do not transfer substantially all the risks and benefits incidental to ownership of the leased items
to the lessee are operating leases

Operating leases — Company as a lessee
Operating lease payments are recognized as an expense in the Statement of profit or loss on a straight line basis

over the lease term. Contingent rent payable is recognized as an expense in the period in which they are
incurred.

Operating leases — Company as a lessor

Initial direct costs incurred in negotiating operating leases are added to the carrying amount of the leased asset
and recognised over the lease term on the same basis as rental income.
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HNB Gra__mccn Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

235  Property and equipment

2.3.5.1 Basis of Recognition

Property, plant and equipment are recognised if it is probable that future economic benefits associated with the
assets will flow to the Company and cost of the asset can be reliably measured.

2.3.5.2 Measurement

An item of property, plant and equipment that qualifies for recognition as an asset is initially measured at its
cost, Cost includes expenditure that is directly attributable to the acquisition of the asset and cost incurred
subsequently to add to, replace part of, or service it. The cost of self-constructed assets includes the cost of
materials and direct labour, any other costs directly attributable to bringing the asset to a working condition
for its intended use and the costs of dismantling and removing the items and restoring the site on which they
are located. Purchased software that is integral to the functionality of the related equipment is capitalised as
part of computer equipment.

When parts of an item of property or equipment have different useful lives, they are accounted for as separate
items (major components) of property, plant and equipment.

Carrying amount of property, plant and equipment are reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amount may not be recoverable. An asset’s carrying amount is
written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated
recoverable amount.

Cost Model

The Company applies cost model to property, plant and equipment except for frechold land and buildings and
records at cost of purchase or construction together with any incidental expenses thereon less accumulated
depreciation and any accumulated impairment losses.

Revaluation Model

The Company applies the revaluation model to the entire class of freehold land and buildings. Such properties
are carried at a revalued amount, being their fair value at the date of revaluation less any subsequent
accumulated depreciation and subsequent accumulated impairment losses.

Freehold land and buildings of the Company is revalued at least once in every three years on a roll over basis
to ensure that the carrying amounts do not differ materially from the fair values at the reporting date. On
revaluation of an asset, any increase in the carrying amount is recognised in other comprehensive income and
accumulated in equity, under capital reserve or used to reverse a previous revaluation decrease relating to the
same asset, which was charged to the income statement. In this circumstance, the increase is recognised as
income to the extent of the previous write down. Any decrease in the carrying amount is recognised as an
expense in the income statement or debited in the other comprehensive income to the extent of any credit
balance existing in the capital reserve in respect of that asset. The decrease recognised in other comprehensive
income reduces the amount accumulated in equily under capital reserves. Any balance remaining in the
revaluation reserve in respect of an asset is transferred directly to retained earnings on retirement or disposal
of the asset.

2.3.5.3 Subsequent Costs

The subsequent cost of replacing a component of an item of property, plant and equipment is recognised in the
carrying amount of the ilem if it is probable that the future economic benefits embodied within that part will
flow to the Group and its cost can be reliably measured. The costs of day to day servicing of property, plant
and equipment are charged to the income statement as incurred. Costs incurred in using or redeploying an item
clude r carrying amount of an item.
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

2.3.5.4 Depreciation

The Company provides depreciation from the date the assets are available for use up to the date of disposal, at
the following rates on a straight line basis over the periods appropriate to the estimated useful lives based on
the pattern in which the asset’s future economic benefits are expected to be consumed by the Group of the
different types of assets, except for which are disclosed separately. Depreciation of an asset ceases at the carlier
of the date that the asset is classified as held for sale or the date that the asset is derecognised. Depreciation
does not cease when the assets become idle or is retired from active use unless the asset is fully depreciated.

Depreciation methods, useful lives and residual values are reassessed at each reporting date and adjusted if
appropriate.

The estimated useful lives for the current year are as follows;

(a) Buildings 40 years
{b) Motor Vehicles 05 years
(c) Fumiture & Fittings 05 years
(d) Computer & Accessories 05 years
(e} Machinery & Equipment 05 years
(f) Fixtures & Fittings 05 years

2.3.55 De-recognition

The carrying amount of an item of property, plant and equipment is derecognised on disposal or when no future
economic benefits are expected from its use or disposal. The gain or loss arising from the de-recognition of an
item of property, plant and equipment which is calculated as the difference between the carrying amount and
the net disposal proceeds is included in the income statement when the item is derecognised.

When replacement costs are recognised in the carrying amount of an item of property, plant and equipment,
the remaining carrying amount of the replaced part is derecognised. Major inspection costs are capitalised. At
each such capitalisation, the remaining carrying amount of the previous cost of inspections is derecognised.

2.3.5.6 Capital Work-in-Progress

These are expenses of a capital nature directly incurred in the construction of buildings, major plant and
machinery and system development, awaiting capitalisation. Capital work-in-progress would be transferred to
the relevant asset when it is available for use i.e. when it is in the location and condition necessary for it to be
capable of operating in the mannet intended by management. Capital work-in-progress is stated at cost less
any accumulated impairment losses.

2.3.6  Intangible assets

2.3.6.1 Basis of recognition

An intangible asset is recognized if it is probable that the future economic benefits that are attributable to the
asset will flow to the Company and the cost of the assets can be measured reliably.
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2.3.6.2 Measurement

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition,
intangible assets are carried at cost less any accumulated amortization and any accumulated impairment losses.

All computer software costs incurred, licensed for use by the Company, which are not integrally related to
associated hardware, which can be clearly identified, reliably measured and it's probable that they will lead to
future economic benefits, are included in the ‘Statement of financial position’ under the category *intangible
assets’ and carried at cost less accumulated amortisation and any accumulated impairment losses,

Internally generated intangible assets, excluding capitalized development costs, are not capitalized, and
expenditure is charged against income statement in the year in which the expenditure is incurred.

2.3.6.3 Amortization and impairment

The useful lives of intangible assets are assessed as either finite or infinite. Intangible assets, with finite lives,
are amortised on a straight line basis in the income statement from the date when the asset is available for use,
over the best estimate of the useful economic lives based on a pattern in which the asset’s economic benefits
are consumed by the Company, at 20% per annum, except for software licenses which is 6.67 % per annum.
Those assets are assessed for impairment whenever there is an indication that the intangible asset may be
impaired. Intangible assets with infinite useful lives such as license are not amortised, but are assessed for
impairment annually. The assessment of infinite life is reviewed annualty to determine whether the infinite life
continues to be supportable.

2.3.6.4 Subsequent expenditure

Expenditure incurred on software is capitalised only when it is probable that this expenditure will enable the
assel to generate future economic benefits in excess of its originally assessed standard of performance and this
expenditure can be measured and attributed to the asset reliably. All other expenditure is expensed as incurred.

2.3.6.5 Derecognition

An intangible asset is derecognized on disposal or when no future economic benefits are expected from its use
and subsequent disposal, Gains or losses arising from derecognition of an intangible asset are measured as the
difference between the net disposal proceeds and the carrying amount of the asset and are recognized in the
income statement.

2.3.7 Investment Properties

Investment property is property held either to carn rental income or for capital appreciation of for both, but not
for sale in the ordinary course of business, use in the production or supply of goods or service or for
administrative purposes.

Investment property is initially measured at cost and subsequently at fair value with any change therein
recognized in profit or loss. Cost includes expenditure that is directly attributable to the acquisition of the
investment property. The cost of self-constructed investment property includes the cost of materials and direct
labour, any other costs directly attributable to bringing the investment property to a working condition for their
intended use.

The carrying values of investment properties are reviewed for impairment when events or changes in
circumstances indicate that the carrying value may not be recoverable. If any such indication exists and where
the carrying values exceed the estimated recoverable amount, the assets are written down to their recoverable
amount.
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2.3.9.1

2.3.9.2

An item of investment Property is derecognized upon disposal or when no future economic benefits are
expected from its use or disposal. Any gain or loss on disposal of an investment property (calculated as the
difference between the net proceeds from disposal and the carrying amount of the item) is recognized profit or
loss. When investment property that was previously classified as property, plant and equipment is sold, any
related amount included in the revaluation reserve is transferred to retained earnings.

Impairment of non—financial assets

The carrying amounts of the company’s nen-financial assets, other than, deferred tax assets are reviewed at
each reporting date to determine whether there is any indication of impairment. If any such indication exists,
then the asset’s recoverable amount is estimated. An impairment loss is recognized if the carrying amount of
an asset or cash-generating unit (CGU) exceeds its recoverable amount.

The recoverable amount of an asset or CGU is the greater of its value in use and its fair value less costs to sell.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset or CGU. For impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other assets or
CGUs.

Impairment losses are recognized in the Statement of profit or loss. Impairment losses recognized in respect
of CGUs are allocated first to reduce the carrying amount of any goodwill allocated to the CGU (group of
CGUs), if any, and then to reduce the carrying amounts of the other assets in the CGU (group of CGUs) on a
pro rata basis.

An impairment loss in respect of goodwill is not reversed. For other assets, an impairment loss is reversed only
to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortization, if no impairment loss had been recognized.

Retirement benefits
Short-Term Employee Benefits

Short-term employee benefit obligations are measured on an undiscounted basis and arc expensed as the related
serviee is provided. A liability is recognized for the amount expected to be paid under short-term cash bonus
if the company has a present legal or constructive obligation to pay this amount as a result of past service
provided by the employee, and the obligation can be estimated reliably.

Defined Contribution Plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions
into a separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution plans are recognized as an employee benefit expense in profit or loss in
the periods during which services are rendered by employees. Prepaid contributions are recognized as an asset
to the extent that a cash refund or a reduction in future payments is available All employees of the Company
are members of the Employees’ Provident Fund (EPF) and Employees’ Trust Fund (ETF), to which the
Company contributes 12% and 3% of employee salaries respectively.
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2.3.9.3 Defined Benefit Plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan. The
Company's net obligation in respect of defined benefit pension plans is calculated by estimating the amount of
future benefit that employees have earned in return for their service in the current and prior periods; that benefit
is discounted to determine its present value. Any unrecognized past service costs are deducted.

The calculation is performed every three years by a qualified actuary using the projected unit credit method.
For the purpose of determining the charge for any period before the next regular actuarial valuation falls due,
an approximate estimate provided by the qualified actuary is used.

When the benefits of a plan are improved, the portion of the increased benefit related to past service by
employees is recognized in profit or loss on a straight-line basis over the average period until the benefits
become vested. To the extent that the benefits vest immediately, the expense is recognized immediately in
profit or loss.

The Company recognizes all actuarial gains and losses arising from the defined benefit plan in the Statement
of comprehensive income (OCI) and all other expenses related to defined benefit plans are recognize as
personnel expenses in Statement of comprehensive income. This retirement benefit obligation is not externally
funded.

2.3.10 Provisions

A provision is recognized if, as a result of a past event, the Company has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the obligation, Provisions are determined by discounting the expected future cash flows at a
pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the
liability. The unwinding of the discount is recognized as finance cost.

Contingent liabilities are disclosed if there is a possible future obligation as a result of a past event, or if there
is a present obligation as a result of a past event but either a payment is not probable or the amount cannot be
reasonably estimated.

2.3.11 Income Tax Expense
2.3.11.1 Current Tax Expense

Current tax assets and liabilities consist of amounts expected to be recovered from or paid to the Commissioner
General of Inland Revenue in respect of the current as well as prior years. The tax rates and tax laws used to
compute the amount are those that are enacted or subsequently enacted by the reporting date. Accordingly,
provision for taxation is made on the basis of the profit for the year as adjusted for taxation purpose in
accordance with the provision of the Inland Revenue Act No. 10 of 2006 and the amendment thereto, at the
rates specified in Note 13 to the Financial Statements.

Management has used its judgment on the application of tax laws in determining the current tax liability
including transfer pricing regulation involving identification of associated undertakings, estimation of the
respective arm’s length prices and selection of appropriate pricing mechanism.
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2.3.11.2 Deferred Taxation

2.3.11.3 Value Added Tax on Financial Services (VAT)

2.3.11.4 Economic Service Charge (ESC)

Deferred tax is provided using the liability method on temporary differences at the reporting date between the
tax bases of assets and liabilities and their carrying amounts for financial reporting purpose. Deferred tax
liabilities are recognized for all temporary differences.

Deferred tax assets are recognized for all deductible differences. Carry forward of unused tax credits and
unused tax losses, to the extent that it is probable that taxable profits will be available against which the
deductible temporary differences and the carry forward of unused tax credits and unused tax losses can be
utilized, except where deferred tax assets relating to the deductible temporary differences arise from the initial
recognition of an asset or liability in a transaction that is not a business combination and at the time of the
transaction, affects neither the accounting profit nor the taxable profit or losses.

The carrying amount of a deferred tax asset is reviewed at each reporting date and reduced to the extent it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset
to be utilized. Unrecognized deferred tax assets arc rcassessed at each reporting date and are recognize fo the
extent that is probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rate that are expected to apply in the year when the
assets are realized or the liabilities are settled, based on tax rates and tax laws that have been enacted or
subsequently enacted at the reporting date.

Company’s total value addition is subjected to 15% as per section 25A of the Value Added Tax Act No. 14 of
2002 and amendments thereto.

As per the provisions of the Economic Service Charge (Amendment) Act No. 11 of 2012, ESC is payable on
the liable turnover at specified rates. ESC paid is deductible from the income tax liability. Any unclaimed
liability can be carried forward and set-off against the income tax payable in the four subsequent years.

2.3.11.5 Crop Insurance Levy

In terms of Section 14 of the Finance Act No. 12 of 2013 all institutions under the purview of Finance
Companies Act No. 78 of 1988 are required to pay 1% of the profit after tax as Crop Insurance Levy to the
National Insurance Trust Fund Board effective from 01 April 2013.

2.3.11.6 Nation Building Tax (NBT)

2.3.12

The business of banking and finance will be liable for NBT at 2% of the liable turnover from 01 January 2014
onwards. The liable turnover with reference to any person engaged in business and finance will be the value
addition as computed for the purpose of VAT on financial services.

Revenue Recognition
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company

and the revenue can be reliably measured. The following specific recognition criteria must also be met before
revenue is recognised.
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2.3.12.1 Interest Income and Expense

Forall financial instruments measured at amortised cost, interest bearing financial assets classified as available
for sale and financial instruments designated at fair value through profit or loss, interest income or expense is
recorded using the EIR. EIR is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument or a shorter period, where appropriate, to the net carrying
amount of the financial asset or financial liability. The calculation takes into account all contractual terms of
the financial instrument and includes any fees or incremental costs that are directly attributable to the
instrument and are an integral part of the EIR, but not future credit losses. Once the recorded value of'a financial
asset or a group of similar financial assets has been reduced due to an impairment loss, interest income
continues to be recognised using the rate of interest used to discount the future cash flows for the purpose of
measuring the impairment loss.

2.3.12.2 Fee and Commission Income

The Company earns fee and commission income from a diverse range of services it provides to its customers.
Such income is recognized as revenue when the services are provided.

2.3.12.3 Dividend Income

Dividend income is recognised when the Company's right to receive the payment is established.

2.3.12.4 Rent Income

Rent income is recognised on an accrual basis.

2.3.12.5 Other Income

Other income is recognised on an accrual basis.

3. SRI LANKA ACCOUNTING STANDARDS ISSUED BUT NOT EFFECTIVE AS AT REPORTING
DATE

SLFRS 16- Leases

SLERS 16 sets out the principles for the recognition, measurement, presentation and disclosure of leases for
both parties to a contract, i.e. the customer (‘lessee’) and the supplier (‘lessor’). SLFRS 16 will replace Sri
Lanka Accounting Standard — LKAS 17 (Leases) and related interpretations. SLFRS 16 introduces a single
lessee accounting model for lessee, eliminating the present classification of leases in LKAS 17 as either
operating leases or finance leases.

The new standard requires a lessee to:

Recognize assets and liabilities for all leases with a term of more than 12 months, unless the underlying asset
is of low value.

Present depreciation of lease assets separately, from interest on lease liabilities in the income statement.
SLFRS -16 substantially carries forward the lessor accounting requirement in LKAS — 17. Accordingly, a
lessor continues to classify its leases as operating leases or finance leases, and to account for those two Lypes
of leases differently.

SLFRS 16 will become effective on 1st January 2019. The impact on the implementation of the above Standard
has not been quantified yet.
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31 SRI LANKA ACCOUNTING STANDARDS EFFECTIVE FROM JANUARY 2018

The following Sri Lanka Accounting Standards have been issued by the Institute of Chartered Accountants of
Sri Lanka which are effective from 01st January 2018. The Company intends to adopt these standards, if
applicable, when they become cffective.

SLFRS 15 -Revenue from Contracts with Customers

The objective of this Standard is to establish the principles that an entity shall apply to report useful information
to users of Financial Statements about the nature, amount, timing and uncertainty of revenue and cash flows
arising from contracts with customers.

SLFRS 15 introduces a five step approach for revenue recognition from contracts with customers and replaces
all other currently applicable revenue Standards and interpretations. |

The Company carried out an initial impact analysis with the assistance of an external consultant during the
year ended 31st March 2018. According to the above analysis, the Company does not have any material impact
from the adoption of SLFRS 15 in the Financial Year 2017/2018.

SLFRS 9 —Financial Instruments

Sri Lanka Accounting Standard - SLFRS 9 “Financial Instruments™ will replace Sri Lanka Accounting
Standard - LKAS 39 “Financial Instruments - Recdgnition and Measurement” for annual periods beginning on
or after 1st January 2018 with early adoption permitted.

The initial assessment and analysis stage was completed for impairment in 2017, and the classification and
measurement phase is being finalized.

The Company performed the diagnostic phase (Preliminary Impact Assessment exercise) and implemeniation
phase (solution development) on SLFRS 9 Financial Instruments.

The Company has undertaken a significant analysis of how SLFRS 9 should be implemented and has taken
tentative accounting policy decisions.

Classification & Measurement

From a classification and measurement perspective, the new standard will require all financial assets, except
equity instruments and derivatives, to be assessed based on a combination of the entity’s business model for
managing the assets and the instruments’ contractual cash flow characteristics.

Business Model Assessment

Company determines its business model at the level that best reflects how it manages the financial assets to
achieve its objectives. The Company's business model is not assessed on an instrument by instrument basis,
but al a higher level of aggregated portfolios and is based on observable factors such as:

s How the performance of the business model and the financial asset held within that business model
are evaluated and reported to the entity’s key management personnel

»  The risks that affects the performance of the business made! (and the financial asset held within that
business model) and, in particular, the way those risks are managed

= How managers of the business are compensated (for example, whether the compensation is based on
the fair value of the assets managed or on the contractual cash flow collected)

®  The expected frequency, value and timing of sales are also important aspect of Company's assessment

P

i harlered
Aucouniaiis
I“""‘—u.-.. -

SO O

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

The business model assessment is based on reasonably expected scenarios without taking “Worst case’ or
*Stress Case’ scenarios in to account. If cash flows after initial recognition are realized in a way that is different
from the Company’s original expectation. the Company does not change the classification of the remaining
financial assets held in that business model, but incorporates such information when assessing newly originated
or newly purchased financial assets.

Contractual Cash flow Characteristic Test

As the second test of the classification process, the Company assesses the contractual terms of the financial
assets to identify whether they meet Solely the Payment of Principle & Interest (SPPI).

‘Principle’ for the purpose of this test is defined as the fair value of the financial assct at initial recognition and
may change over the life of the financial asset (for example, if there are repayments of principle or amortization
of the premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the
time value of money and credit risk. To make SPPI assessment, the Company applies judgment and considers
relevant factors such as currency in which the financial asset is denominated and the period for which the
interest rate is set.

In contrast to contractual exposures that introduce a more than demonisms exposure to risk or volatility in the
contractual cash flows that are unrelated to a basic lending arrangement do not give rise to contractual cash
flows that are solely the payment of principle and interest on the amount outstanding. In such cases the financial
asset is required to be measured at FVPL.

Impairment of Financial Assets
Overview of Expected Credit Loss Principle (ECL)

SLFRS 9 will principally change the Company’s loan loss provision method by replaciné LKAS 39 Financial
Instrument Recognition & Measurement's incurred loss approach with a forward looking ECL Approach.

ECL allowance will be based on credit losses expected to arise over the life of the asset (Lifetime expected
credit loss or LTECL), unless there has been no significant increase in credit risk since origination in which
case the loss allowance will be 12month expected credit loss (12mECL).

12mECL is the portion of LTECL that represent the ECL that results from default events on a financial
instrument that are possible within 12months after the reporting date.

Stage 1: When loans are first recognized, the Company recognizes an allowance based on 12mECL. Stage 1
loans also includes the facilities where the credit risk has improved and the loans have been reclassified from
Stage 2. Assessment of Stage 1 will be performed collectively.

Stage 2: When a loan has shown a significant increase in credit risk since origination, the Company records
an allowance for the LTECL. Stage 2 loans also include facilities, where the credit risk has improved and the
loan has been reclassified from stage 2. Assessment of stage 2 will be performed.

Stage 3: Loan considered to be credit Impaired/ contains objective evidence of incurred losses records an
allowance for the LTECL. Stage 3 assessment will be performed Individually/Collectively

Significant Increase in Credit Risk

The Company continuously monitors all assets subject to ECL, in order to determine whether an instrument
or a portfolio of instruments is subject to 12mECL or LTECL, the Company assess whether there has been a
significant increase in credit risk since initial recognition, The Company considers an exposure to have a
significant increase in credit risk when cither the facility exceeds 30 days past due or at the point of
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Individually Significant Assessment and Not Impaired Individually L

Company will individually assess all significant customer exposures to identify whether there arc any
indicators of impairment. Individual assessment will be performed for all the customers with Objective
evidence of incurred losses (under Stage 3). Loans which are individually significant but not impaired will be
assessed collectively for impairment either under Stage 1 or Stage 2 based on the criteria whether there have
been significant credit deterioration since origination.

While establishing significant credit deterioration Company will consider the following criteria:

e Other changes in the rates or terms of an existing financial instrument that would be significantly
different if the instrument was newly originated

e  Significant changes in external market indicators of credit risk for a particular financial instrument or
similar financial instrument

e Other Information related to the borrower, such as changes in the price of a borrower’s debt/equity
instrument

e Anactual/expected internal credit rating downgrade for the borrower or decrease in behavioural score
used to assess credit risk internally

e  Existing or forecast adverse changes in business, financial or economic condition that are expected
to cause significant change in the borrower’s ability to meet its obligation

» An Actual or expected significant change in the operating results of the borrower in relating to
actual/expected decline in revenue, Increase in operating risk, working capital deficiency, Decrease
in Asset quality, Increase in gearing, liquidity management problems

s Significant increase in credit risk on other financial instruments of the same borrower
* An Actual or expected significant adverse change in the regulatory, economic or technological
environment of the borrower that result in a significant change in the borrower’s ability to meet the
debt obligation
Grouping financial assets measured on a collective basis
As explained above, the Company calculates ECL either on a collective or individual basis. Asset classes
where Company calculates ECL on an Individual basis includes All Individually significant Assets which are

belong to stage 3. All assets which belong stage 1 & 2 will be assessed collectively for Impairment.

Company groups these exposures for smaller homogeneous exposures, based on a combination of internal and
external characteristics such as product type, customer type, days past due efc.

The Calculation of ECL

The Company calculates ECL based on 3 probability weighted scenarios to measure expected cash shortfalls,
discounted at an approximation to the EIR.

A cash shortfall is the difference between the cash flows that are due to an entity in accordance with the contract
and the cash flows that the entity expecis to receive.

The mechanics of the ECL calculation are outlined below and the key elements are as follows:
e PD: The Probability of Default is an estimate of the likelihood of default over a given time horizon.

A default may only happen at a certain time over the assessed period, if the facility has not been
previously derecognized and is still in the portfolio
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e EAD: Exposure At Default is the estimate of the expaosure at a future default date, taking in to account
expected changes in the exposure after the reporting date, including repayments of the principle and
interest, whether scheduled by contract to otherwise, expecied draw downs on committed facilities,

» LGD: Loss Given Default is an estimate of the loss arising in the case where a default occurs at a
given time, It is based on the difference between the contractual cash flows due and those that the
lenders would expect to receive, including realization of any collateral. It is usually expressed as a %
of the EAD.

When estimating the ECL, Company considers 3 scenarios (Basc Case, Best Case & Worst Case). Each of
these scenarios associated with different loss rates. For all products Company considers the maximum period
(" # of which the credit losses are determined is the contractual life of a financial instrument.

Forward Looking Information

In its ECL. model Company relies on broad range qualitative/quantitative forward looking information as
economic input such as:

Quantitative Qualitative

lnﬂﬂou

Interest Rates

Transition process of the Company

The Company is in the process of finalising the quantification of impairment performed as of 31st March 2017
based on the requirements of SLFRS 09.
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4. GROSS INCOME

Interest Income

Fee and commission income
Other Income

Total Income

- NET INTEREST INCOME

Interest Income
Interest Expense
Net Interest Income

2018 2017
LKR LKR
6,537,663,310  5,327,018,057
702,441,739 670.219,063
242,443,143 236,796,463
7,482,548,192 _ 6,234,033,583
2018 2017
LKR LKR
5.1 6,537.663310  5,327,018,057
5.2 (2,373460,579) _ (1,465,618,208)
4,164,202,731 3,861,399,849

Notional Tax Credit for withholding Tax on Government Securities on Secondary Market Transactions.

Section 137 of the Inland Revenue Act No. 10 of 2006 provide that a company which derives interest income from the
secondary markel transactions in government securitics be entitled to a notional tax credit (being one ninth of the net interest
income), provided such interest income forms part of the statutory income of the company for that year of assessment.

Accordingly, net income earned from secondary market transactions in government securities for the year by the company has

ts and the 1

been grossed up in the financia

5.1  Interest Income

Loans and advances given to members

Loans and advances given to non members

Financial Investments - Held to Maturity

Financial Investments - Held for Trading
Savings Deposits

Finance Leases

Net interest income

52  Interest Expense
Deposits from Customers

Debentures
Other Borrowings

6. NET FEE AND COMMISION INCOME

Trade related Documentation charges
Fee and Commission expenses

7. OTHER INCOME

Other Operating Income
MNet Mark to Market Valuation Gain

T & VUF,{»
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g notional tax credit amounted to 8.97 Mn.

2018 2017

LKR LKR
5,449,581,653 4,917,689,948
69,541,968 55,683,105
366,540,884 143,357,077
1,600,000 1,600,000
73,725,905 71,869,994
576,672,900 136,817,933
6,537,663,310 5,327,018,057

2,223,423,891

1,351,785,887

89,057,578 89,328,560
60,979,110 24,503,761
2,373,460,579 1,465,618,208
2018 2017
LKR LKR
702,441,739 670,219,063
(110,385,743) (98.395,049)
592,055,996 571,824,014
2018 2017
LKR LKR
7.1 242,443,143 236,796,463
1,103,040 81,840
243,546,183 236,378,303
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T OTHER INCOME (Contd...)
2018 2017
7.1 Other Operating Income LKR LKR
Rent Income 45975462 45,044,775
Recovery of Loan Balance Writlen-off 13,564,008 17,440,711
Revaluation of Investment Properties 130,550,000 149,300,000
Sundry Income 51,828,314 25,700,249
Profit from Disposal of Property, Plant & Equipment 325,359 (754,272)
Dividend Income 200,000 65,000
242,443,143 236,796,463
8. IMPAIRMENT CHARGES FOR LOANS AND OTHER LOSSES 2018 2017
LKR LKR
Loans and Receivable from Members 8.1 592,067,772 245,704,462
Loans and Receivable from Lease 8.2 85,811,100 324,926
Other Assets 83 7,391,060 (4,500,000)
Impairment Losses from Financial Investments-Loans & receivables 8.4 - 465,978,912
685,269,932 707,508,300
8.1 Loans and Advances to Members
Collective [mpairment Losses 592,067,772 245,704,462
592,067,772 245704,462
8.2  Loans and Receivable from Lease
Collective Impairment Losses 85,811,100 124,926
85,811,100 324,926
8.3  Other Assets
Other Impairment 7,391,060 (4,500,000)
7,391,060 (4,500,000}
8.4  Financial Investments-Loans and Receivables
Impairment Losses from Financial Investments-Loans & receivables - 465,978,912
- 465,973,912
9. PERSONNEL COST 2018 2017
LKR LKR
Salaries and Bonus 898,233,149 765,801,913
Other Personnel Cost 59,086,519 54,535,719
Employer's Contribution to Employees' Provident Fund 87,215,608 70,123,394
Employer's Contribution to Employees' Trust Fund 21,808,672 17,530,849
Retirement Benefit Cost 41,780,547 35,619,133
Total 1,108,124,495 943,611,008
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13.1

OTHER EXPENSES 2018 07

LKR LKR
Other Operating Expenses, among others Include the following:
Depreciation on Property, Plant & Equipment 126,830,183 110,572,371
Advertising & Publications 44,207,143 45,687,622
Repairs & Maintenance 94,655,608 80,192,643
Crop Insurance levy 10,480,000 11,601,542
Amortisation of intangible asscts 37,783,277 23,738,354
Directors remuneration 21,385,000 15,505,000
Aunditors' Remuneration 4,205,000 4,175,000
Legal charges 13,719,131 10,082,325
Donation 134,874 3,288,237
PROVISION FOR YALUE ADDED TAX 2018 2017

LKR LKR
Value Added Tax for the year
Financial Services 392,263,488 331,394,045

392,263,488 331,394,045

Value Added Tax
Company's total value addition is subjected to Value added tax at 15% as per section 25A of the value added tax Act No. 14 of 2002 and
amendments thereta.

PROVISION FOR NATION BUILDING TAX 208 07
LKR LKR

Nation building tax for the year

Financial services 52,301,798 49,278,589
52,301,798 49,278,589
INCOME TAX 2018 2017
LKR LKR
Current Income Tax
Current income tax charge 681,369,313 663,720,164
Over/Under provision during previous year 3,348,108 (18,731,103)

Pre. Year adjustment

Deferred Income Tax

Deferred taxation charge / (reversal) {115,832,963) (79,442,372)
Income tax expense reported in the statement of profit or loss 570,884,458 567,546,689

Reconcilation Between Tax Expense and the Product of Aceounting Profit Multiplied by the Statutory Tax Rate

Accounting profit before tax 1,582,667,778 1,626,380,875
At the statutory income tax rate of 28% (2016: 28%) 443,146,978 455,386,645
Tax Effect on;

Income exempt from tax - (18,200)

Non deductible expenses 658,209,746 432,190,639

Deductible expenses (419,987.411) {221,838,920)
Current tax on profits for the year 681,369,313 665,720,164
Tax effect on utilized tax losses - -
Current income tax charge 681,369,313 665,720,164
Owver/Under provision during previous year 5,348,108 (18,731,103)
Deferred taxation charge {115,832,963) (79,442,372)
[ncome tax expense at the effective income tax rate of 36,07% (2015: 34,9%) 570,884,458 567,546,089

Tax Losses Brought Forward and Utilised during the Year

B ; ar 179,835,622 -
ses ufili uring 253 885,202 -
ax °95ﬁ(§‘g§’ﬁf? @pd carri forward 433,720,824 =
ad T iy
s =
S et 35
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 March 2018

14. EARNINGS PER SHARE

The earnings and weighted average number of ordinary shares used in the caleulation of basic earnings per share are as follows:

Net profit for the period
Profit attributable 1o ordinary shareholders

‘Weighted average number of ordinary shares in issuc

Basic earnings per ordinary share (LKR)

15, CASH AND CASH EQUIVALENTS

Cash in hand
Balances with banks
Total

16. FINANCIAL ASSETS HELD FOR TRADING

Cost of treasury bond investment
Interest receivable

Less: Loss from mark to market valuation

As at 31 March 2018

Treasury bond

7. LOANS AND ADVANCES TO MEMBERS

At amortised cost:
Loans and advances w members
Less: Allowance for Impairment losses

Year of
Maturity

01.May.2021

17.1 Product-Wise Analysis of Loans And Advances To Members

Loans

Leases

Saving advance
Loan against deposits

17.1.1 Lease Receivables

Rentals receivable

Uneamed lease income

Rental in Arvears - Lease

Gross lease rental receivable

Collective limpainnent allowance {or lease receivables
Net receivables

-34-

2018 2017
LKR LKR
1,011,783320  1,058,834,186
011,783,320 1,058,834,186
2018 2017
1.719,580,624  1,719,580,624
1.719,580,624 _ 1,719,580,624
0.59 0.62
2018 2017
LKR LKR i
102,342,270 39,107,948 '
BO2,817485  1,165,375,998

905,159,755

1,204,433,946

2018 2m7
LKR LKR
16,250,272 16,250,272
480,000 480,000
16,730,272 16,730,272
(602,272) {1,705,312)
16,128 000 15,024,960
Cost of Carrying
Investment Face Value Value
LKR LKR LKR
16,250,272 16,000,000 16,128,000
16,250,272 16,000,000 16,128,000
2018 017
LKR LKR
19,434,224 612 13,629,635,943
(969,143,131) (368,904,118)
18,465,081 481 13,260,731,825
Notes
14,398,193 066 11,486,285,715
17.1.1 4,541,443,899 1,703,990,476
17.1.2 50,399,155 209,717,224
173 444,188,492 229,642,528

19434224612

13,629,635,943

6.256,047,684
(1.854,334.251)

2,421,338,589
(752,609,150)

139,730,466 35,585,963
4.541,443,899 1,704,315.402
(86.136,026) (324,926)
4.455,307.873 1,703,990,476
1129850617 402,127,483
3,319,266,548 1,298,611,428
6,190,708 3,251,565
4,455,307.873 1,703,990,476
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HNB Grameen Finance Limited
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018
17. LOANS AND ADVANCES TO MEMBERS (Contd...)
2018 m7
17.1.2 Saving Advance LKR LKR
Saving advance 50,399,155 209,717,224
50,399,155 209,717,224
171 Product-Wise Analysis of Loans And Advances To Members
17.1.3 Loan against Deposits
Loan against deposits 435,748,349 225,547,198
Interest receivable on loan against deposits 8,440,143 4,095,330
444,188,492 229,642,528
17.2  Allowance For Impairment Losses Total
Notes Impairment
LKR LKR
Balanceas at 01 April 2016 154,678,950 154,678,950
Charge for the year-Loans 246,029,388 246,029,388
Written off during the year (31,479,294) (31,479,204)
Balance as at 31 March 2017 369,229,044 369,229,044
Amount written off (77,964,785) (77,964,785)
Charge for the year 8.1 592,067,772 592,067,772
Charge for the year Lease 8.2 85,811,100 85,811,100
Balance as at 31 March 2018 969,143,131 969,143,131
18. LOANS AND ADVANCES TO OTHERS 2018 2017
LKR LKR
Staff loans 18.1 357,473,118 331,890,240
Mortgage loan 233,100,687 174,733,733
590,573,805 506,623,973
Less: Allowance for impairment losses 18.2 (10,980,695) (3,589.635)
579,593,110 503,034,338
18.1  Staff Loans
At the beginning of the year 331,890,240 261,184,797
Loan granted during the year 152,248,000 217,584,000
Recovered during the year (126,665,122) (146,878,557}
357,473,118 331,890,240
18.2  Allowance for impairment losses
Balance as at 31 March 2017 Balanee as at Provision made Written OfF Balance as at
01 April 2016 during the year  during the year 31 March 2017
Staff loan 34,052 - (7,083) 26,969
Mortgage Loan 3,562,666 - - 3,562,666
3,596,718 5 (7,083) 3,589,635
Balance as at 31 March 2018 Balance as at Provision made Written Off Balance as at

01 April 2017 during the year  during the year 31 March 2018

Staff loans 26,969 7,391,060 - 7.418,029
Loan mortgage 3,562,666 - - 3,562,666
3,589,635 7,391,060 - 10,980,695
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

19.  FINANCIAL INVESTMENT - LOANS & RECEIVABLES

Other loan & Receivable
Impairment losses Financial Investments-Loans & Receivables

20, FINANCIAL INVESTMENTS - AVAILABLE-FOR-SALE

Unquoted equity securities

2018 2017

Notes LKR LKR
773,091,682 773,091,682
(465,978,912)  (465,978,912)
307,112,770 307,112,770

2018 2017

LKR LKR
20.1 12,430,283 12,430,283
12,430,283 12,430,283

These investments are unquoted and has no active market from which a reliable fair value could be obtained. The different
valuation methods used did not provide a reasonable range of values. As a result these investments are carried at cost since

the fair value cannot be determined reliably.

20.1 Investments In Non Quoted Shares

Number of
Shares

Credit information bureau of sri lanka
Standard credit lanka Ltd
UB Finance Ltd

Less: Allowance for impairment losses

21.  FINANCIAL INVESTMENTS - HELD-TO-MATURITY

Fixed deposits
Debentures
Sri lanka government securities

21.1 Sri Lanka Government Securities

Treasury bills

Interest receivable

36

38,458,474
1,742,326

2017

Cost Number of Cost

Rs. Shares Rs.
234,000 100 234,000
38,458,474 38,458 474 38,458,474
12,196,283 1,742,326 12,196,283
50,888,757 50,888,757
(38,458,474) {38,458.474)
12,430,283 12,430,283

2018 2017

LKR LKR
773,125,342 1,295,105,342
166,875,000 150,000,000
21.1 1,275,317,239 298,170,601

2,215,317,581

1,743,275,943

1,275,317,239 285,140,500
1275317230 285,140,500

= 13,030,101
1,275317,239 208,170,601
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

22. OTHER ASSETS 2018 2017 b
LKR LKR
Other financial assets 90,934,128 94,051,090
Other non financial assets 221 151,669,783 116,560,485
242,603,911 210,611,575

22.1 Other Non Financial Assets

Other receivables 152,344 913 117,235,615
Less: Allowance for impairment losses (675,130) (675,130}
151,669,753 116,560,485
23, INVESTMENTS PROPERTIES 2018 2017
LKR LKR
Land
Balance at the beginning of the year 308,174,753 334,155,169
Additions / disposal during the year - (4,200,000)
Fair value adjustment for the period 68,635,884 68,219,584
Balance at the end of the year 466,810,637 398,174,753
Building
Balance at the beginning of the year 651,425,247 570,344,831
fair value adjustment for the period 61,914,116 81,080,416
Balance at the end of the year 713,339,363 651,425 247
Net Book Value 1,180,150,000 1,049.600,000

The Company carries investment properties at fair value. valuations of the above investment properties were carried out as at 3 st
March 2018 by R, S. Wijesuriva, Professional independent valuer. Company earned LKR 38.92 Mn as rental income for the

financial year.

24. INTANGIBLE ASSETS 2018 2017
LKR LKR
Cost
Balance at the beginning of the year 175,537,394 92,527,926
Additions during the year 42,238,874 83,009,468
Balance at the end of the year 217,776,268 175,537,394
Amortization and Impairment
Balance at the beginning of the year 48,459,239 24,720,884
Charge for the year 37.783,276 23,738,355
Balance at the end of the year 86,242,515 48,459,239
Net Book Value 131,533,753 127,078,155
24,1 Intangible Assets by Class Cost Accumulated Net Book Value
Amortization
Balance as at 31 March 2017
Software 119,321,847 41,474,342 77,847,505
License ' 56,215,547 6,984,897 49,230,651
175,537,304 48,459,239 127,078,156

Balance as at 31 March 2018

122,021,847 62,083,678 59,938,109
05,754,421 24,158,837 71,595,584
217,776,268 86,242,515 131,533,753

Charter?d
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

25.

25.1

25.1.2

26.

27.

PROPERTY, PLANT & EQUIPMENT (Contd...)
Carried at cost/Valuation
Written Down Value

Land

Building

Furniture & fittings - (free hold)
Office equipment - (free hold)
Computer - (free hold})
Computer - (lease hold)

Motor vehicles

Motor vehicles - (lease)
Fixtures & fittings

Network accessories

DEFERRED TAX LIABILITY/(ASSET)

Balance at the beginning of the period

Transfer from / (to) income statement

Transfer from / (10) other comprehensive income
Balance at the end of the year

Deferred tax assets, liabilities relates to the following

Deferred tax liabilities

Accelerated depreciation for tax purposes
Revaluation gain on buildings Investment Property
Finance leases

Other Comprehensive Income

Revaluation surplus on buildings

Deferred tax effect on actuarial gains/(loss) on defined benefit plans
Deferred tax assets

Retirement benefit obligation

Unutilised tax losses

Impairment losses for loans & other losses

Net deferred tax linbilities

DUE TO CUSTOMERS

Fixed deposits
Deferred transaction cost
Interest payable on fixed deposits

Savings deposits

Chartered
2 Accountznts

CGL oy

-39-

As at As at

2018 2017
203,097,553 192,502,122
655,778,059 619,998,517
29,928,748 24,568,745
101,051,676 108,508,448
81,718,478 69,522,612
- 2,371,934
3,693,334 3,966,667
- 3,586,667
37,500,802 34,832,307
46,066,508 59,551,010

1,158.835,158

1,119,409,029

2018 2017
LKR LKR
16,115,738 49,026,181

(115,832,963) (79,442,372)
(25,131,741) 46,531,929
(124,848,966) 16,115,738
185,724,335 158,128,264
78,358,000 22,702,516
122,505,065 54,210,433
17,415,285 44,069,830
3,984,903 2,462,099
(50,684,658) (44,102,486)

(117,086,279) (50,420,518)

(365,065,617) (170,934,400

(124,848,966) 16,115,738
2018 2017
LKR LKR

15,681,956,464
(86,633,446)
508,051,368

11,515,325,320
{59,789,075)
318,180,703

16,103,374,386
2,717,989,300

11,773,716,948
2,266,528,283

18,821,363,686

14,040,245,231
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 March 2018

28. DEBT ISSUED AND OTHER BORROWED FUNDS

Redeemable debentures
Borrowings
Finance leases

28.1 Redeemable Debentures

Balance at the beginning of the year
Interest payable to debenture holders

28.1.1 Redeemable Debentures
Year of Description
Issue
2010  Seylan bank PLC
2010  Seylan bank PLC
2010  Seylan bank PLC
2010 Seylan bank PLC

2013 Prime lands (private) limited

Certificate

Number

001
002
003
004
001

Notes

281

Type of

Debenture

Secured
Secured
Secured
Secured
Unsecured

2018 2017
LKR LKR
770,454,221 T71,099. 781
399,155,676 533,743,002
8,621,219 28,537,485
1,178,231,116 1,333,380,268
765,000,000 765,000,000
5,454,221 6,099,781
770,454,221 771,009,781

Outstanding as at

Qutstanding as at

31 March 2018 31 March 2017
125,000,000 125,000,000
200,000,000 200,000,000
200,000,000 200,000,600
140,000,000 140,000,000
100,000,000 100,000,000
765,000,000 765,000,000

The outstanding debentures amounting to LKR. 665,000,000 issued to Seylan bank is redeemable from 2020 to 2040 and
with interest payments at annual average Treasury bill rate as per the rescheduling terms agreed with Seylan bank.

During the year 2013/2014, The loan balance due to Prime Land (Private) Limited amounting to LKR, 100,000,000 has
been converted to unsecured subordinated non convertible debentures, This debenture is redeemable on 16.June.2018 with
interest payments at the rate of 17% p.a as per the terms agreed with Prime land (private) limited.

29, PROVISION FOR INCOME TAX

Balance at the beginning of the year
Provision for the year
Over/Under provision during previous year

Payment made during the year
WHT paid

Notional tax

ESC receivables

Balance at the end of the year

30. VALUE ADDED TAX PAYABLE

Balance at the beginning of the year
Provision made
VAT on financial services

‘j_ Qﬁ
ot A
& r?h:;!"r':redw’
K"\CC\)U"MNEJ %
A e

COLOMYY

-40-

2018 2017
LKR LKR
353,447,803 278,240,026
681,369,313 665,720,164
5,348,108 (18,731,104)
1,040,165,224 925,229,086
(806,451.351) (530,294,140)
(21,249,698) (11,090,158)
(8,968,077) (9,489,646)
(20,907,339)
203,496,098 353,447,803
2018 2017
LKR LKR
(6,263,276) 41,305,715
392,263 488 331,394,045
386,000,212 372,699,760
(411,379,502) (378,963,036)
(25,379,290) (6,263,276)
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HNB Grameen Finance Limited
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

31, OTHER LIABILITIES Notes 2018 2017
LKR LKR

Other financial liabilities 3Ll 809,883,196 236,020,182

Other non financial liabilities 31.2 39,887,031 32,133,763

849,770,227 268,153,945

31,1 Other Finanacial Liahilities

Other payables 809,883,196 236,020,182
800,883,106 236,020,182

31.2  Other Non Financial Liabilities

NBT payable 1,504,899 (739,435)
WHT payable 1,766,463 1,901,413
Other payables 36,615,669 30,971,785
39,887,031 32,133,763
32. RETIRING BENEFIT OBLIGATION 2018 2017
LKR LKR

Maovements in present value of the the retirement benefit obligation are as follows.

Balance at the beginning of the year 157,508,878 134,383,355
Add : Retiring gratuity expenses izl 27,548,751 26,825,923
185,057,629 161,209,278
Less : Benefits paid during the year (4,040,992) (3,700,400}
Balance at the end of the year 181,016,637 157,508,878

32.1 Retiring Gratuity Expense

Current service cost 23,667,026 21,508,880

Interest cost 18,113,521 14,110,252
41,780,547 35,619,132

Actuarial (gain) / loss (14,231,796) (8,793,209)
27,548,751 26,825,923

Gratuity liability is based on the actuarial valuation carried out by Smiles Global (Pvt) Limited, on 31st March 2018 using "Projected
Unit Credit method" as recommended by Sri lanka accounting standards (LKAS 19) - Employee Benefits.

The principal assumptions used in the actuarial valuations are as follows:

Long term interest rate 10.15% 11.5%
Retirement age 55 years 55 years
Future salary increasc rate 9.0% 10.0%

Assumptions regarding future mortality is based on 1967-70 mortality table issued by the institute of actuaries, London. The define
benefit obligation is not externally funded. actuarial gain on defined benefit plan is recognized in other comprehensive income.

In order to illustrate the significance of the salary escalation rate and discount rates assumed in this valuation, a sensitivity analysis
for all employees assuming the above is as follows;

Discount rate Present value
of defined
henefit
obligation
1% Less 193,518,802
| % More 169,935,946

Present value
of defined
benefit
obligation
170,284,273
192,909,991

a@i‘-?’;ﬂﬁ' !
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HNB Grameen Finance Limited
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018
33.  STATED CAPITAL Issued and Fully Issued and Fully
Paid Yoting Paid Non Voting
Ordinary Shares  Ordinary Shares Total
Number Number Number
Balance on 01 April 2016 1,421 380,624 298,200,000 1,719,580,624
Share Issued during the year = _ z
Balance on 31 March 2017 1.421,380,624 298,200,000 1,719,580,624
Share issued during the year = - “
Balance on 31 March 2018 1,421,380,624 298,200,000 1,719,580,624
LKR LKR LKR
Balance on 01 April 2016 184,779,481 38,766,000 223,545,481
Share issued during the year - - =
{ : Balance on 31 March 2017 184,779,481 38,766,000 223,545481
Share issued during the year - - =
Balance on 31 March 2018 184,779,481 18,766,000 223,545,481
34, GENERAL RESERVE 2018 2017
LKR LKR
Balance at the beginning of the year 82 897,089 22,807 089
Balance at the end of the year 82 897,989 82,897,989
35. OTHERSTATUTORY RESERVES Statutory Total
Rescrve Fund
Balance on 01 April 2016 426,752,800 426,752,800
Transferred during the year 211,766,837 211,766,837
Balance on 31 March 2017 638,519,637 638,519,637
Transferred during the year 202,356,664 202,356,664
Balance on 31 March 2018 540,876,301 840,876,301
( 35.1 Statutory Reserve Fund
20% of the net profits for the year is transferred to the reserve fund as required by direction (No. 01 of 2003 capital fund) issued by the
central bank of Sri lanka,
36. CAPITAL COMMITMENTS
36.1 At the year end, no capital expenditure approved by the board and contracted for which no provision has been made in these Financial
Statements,

36,2 Operating Leases

2018 017
Leases as lessee ) LKR LKR
Non-cancellable operating lease rentals payables as follows.
Future Commitments on operating leases
Less than one vear 49,078,122 49,343,406
Between one and five years 100,183,157 119,950,841
More than five years 42,412,659 35,927,801
Total opearting lease commitments 191,673,938 205,222,047

The Company leases a number of offices under operating leases. These leases typically run for a three to seven years, with an option to
renew the lease after that date,

3T
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NOTES TO THE FINANCIAL STATEMENTS
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38, CONTINGENT LIABILITIES 4

There are no contingent liabilities as at 31st March 2018,

39. RELATED PARTY TRANSACTIONS

The Company carrics out transactions in the ordinary course of business with parties who are defined as "Related Parties " in Sri
Lanka Accounting Standards (LKAS 24) - Related Party Disclosures. The Terms and Conditions of such transactions are F
disclosed under 39.1 and 39.2

39,1  Transactions With Parent Company and Related Compani

During the year ended 31 March 2018 and March 2017, the Company has carried out transactions with it's related companies,
the details of which are given below. The pricing applicable to such transactions was based on the assessment of risk and pricing
model of the Company and was comparable with what was applied to transactions between the Company and its unrelated

customers,
39.1  Transactions with the Parent Company 2018 2017
LKR LKR
Hatton National Bank FLC is the parent and the ultimate controlling party of the company.
Statement of Profit or Loss
Interest income - Financial investments - Held to Maturity 16,875,000 16,875,000
Interest income - Savings deposits 34,912,611 43,023,335
nterest income - Fixed deposits 95,942,181 34,760,274
[nterest expense - Other borrowings 60,982,257 24,020,871
Other expenses - Bank Charges 4,469,863 1,164,216
Statement OF Financial Position
Cash And Cash Equivalents - Balances with banks 498993 961 600,548,285
Financial Investments - Held-To-Maturity - Fixed Deposits 300,000,000 750,000,000
Financial Investments - Held-To-Maturity - Debentures 150,000,000 150,000,000
Debt Issued And Other Borrowed Funds - Barrowings 399,155,676 533,743,002
Dbt Issued And Other Borrowed Funds - Finance leases - -
39.1.2 Transactions with Related Companies 2018 2017
LKR LKR
Transactions with Prime Lands (Pvt) Ltd
St tOF P r L
Other Operating Income - Renl income 547,500 -
Interest expense - Debentures 17,000,000 17,000,000
Fixed Deposil interest expenses 420,307 2244 510
Other expenses - Vehicle rent 2,100,000 2,358,790
Statement OF Finaneial Position
Debt Issued and other borrowed funds - Redeemable debentures 100,000,000 100,000,000
Due to customers - Fixed deposits 3,360,986 3,360,986
Debt issued and other borrowed funds - Other borrowings - -
39,13 Transactions with HNB Assurance
tement OF P 258
Commission Income 2,126,302 8,278,958
Interest Expense-Fixed Depaosits 6,863,014
Claim Received 67,478,881
HNB Assurance Premium 7,424,998
- 2,089,631
- 12,310,082
- 7,039,058
50,000,000 -
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39, RELATED PARTY TRANSACTIONS (Contd...)

39.1.4 Transaetions with Government of Sri Lanka

Statement OF Profit or Loss

Balance with Central Bank of 5ri lanka 89,680,772 94,896,474
Balance with Central Bank of Sri lanka 1,291,445,239 313,195,561
Reverse Repurchase Agreements 401,627,212 386,545,841

39,2 Transactions With The Key Management Personnel of The Company or Their Close Family Members |

According to Sri Lanka Accounting Standards (LKAS 24) - Related Party Disclosures, Key Manag Personnel are those
having authority and responsibility for planning, directing, and controlling the activities of the entity. Accordingly, the Key
Management personnel of the Company are the members of its Board of Directors and that of its Parent.

39.2,1 Compensation Paid To Key Management Personnel of the Company 2018 2017
LKR LKR

The following represents the compensation paid to Key Management Personne] of the company

Short-term Benefits 21,385,000 17.915,000
21,385,000 17,915,000
39,2.2 Transactions With The Key Manag Per ] of The Company or Their Close Family Mcmbers

The Company enters in to transactions, arrang: ts and ag ts with Key Management Personne! and the close family
Members of Key M t Personnel in the the ordinary course of business. The Transactions listed below were made in the

ordinary course of busi and on sub ially the same terms, including interest/Commission rates and security, as for for
comparable transactions with persons of a similar standing or, where applicable, with other employees. The Transactions didn’t
invalve more than the normal risk of repayment or present other unfavorable features.
28 2017
LKR LKR
Statement OF Profit or Loss
Interest expense - Deposils from customers 28,729,038 18,407,200

Statement OF Financial Position
Due to customers - Saving & Fixed deposits
Due to customers - [ntercst payable

205,384,579
13,314,937

259,696,440
8,594,485

40. PLEDGED ASSETS

Carrying Amount Included under
Pledged
Nature of Assets Nature of Liability 2018 2017
LKR LKR
Immovable Properties Firat mtI)rlgage for loans and 886,300,000 886,300,000 !nvcs@enl
borrowings Properties

Leased Assets

Accountants

M e

Co OMuO .’

Charged over leased assets on
finance lease liabilities
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41. FINANCIAL RISK MANAGEMENT
41.1 Overview
The Company has exposure to the following risks from its use of financial instruments:

- Credit risk
- Liquidity risk 4
- Market risk 3

This note presents information sbout the Company's exposure to each of the above risks, the Company’s objectives, policies and
processes for measuring and managing risk, and the Company's management of capital. Further quantitative disclosures are
included throughout these financial statements.

41.2  Risk Management Framework

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk management
framework, The Board has established the Integrated Risk Management Committee (IRMC), which is responsible for developing
and monitoring the Company’s risk management policics. The committee reports regularly to the Board of Directors on its
achivities.

The Company’s risk management policies are established to identify and analyses the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and systems are
reviewed regularly to reflect changes in market conditions and the Company’s activities.

The Company Audit Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes both regular and ad
hoc reviews of risk management controls and procedures, the results of which are reported to the Audit Committee.

41.3  Credit Risk

Credit risk is the risk of financial loss to the Company if & customer or counterparty to financial instruments fails to meet its
contractual obligations. Credit risk is mainly arising from Company’s receivable from customers and investment in debt
securities.

a)  Allowances for Impairment
Credit risk is managed by evaluating the credit worthiness and by periodical review on the credit granted.

The Company cstablishes an allowance for impairment that represents ils estimate of incurred losses in respect of customer
receivables. The Company policy on impairment consists of allowance for individual impairment that identified based on specific
loss event and a collective impairment established for similar receivables in term of their Credit risk on product basis where the
loss event have incurred but not yet identified. The collective impairment is determined based on the historical data of payments
statistics for similar financial assets,

b)  Write-off Policy

The Company writes off a loan or an investment debt security balance, and any related allowances for impairment losses, when
the Board of Directors determines that the loan or security is uncollectible. This determination is made after considering
information such as occutrence of significant changes in the borrower’s/issuer’s financial position such that the borrower/issuer
can no longer pay the obligation, or that proceeds from collateral will nat be sufficient to pay back the entire exposure as the last
resort after considering the legal recoverics. For smaller balance standardized loans, write-off decisions generally are based on a
product-specific past due status.

Micro Finance Concept works with the Group Peer Pressure where members being pressurized by the other members to pay
installments without any defaults, Some loans advance requires guarantees from third parties, There are two types of guarantees
nblmned by the company. Immovable assets are taken as securities for high valued loan disbursements such as Abhilasha. Other
such as personal guarantees are taken for Diriya and Swashakthi Loan facilities, [n this context group members will be
ch other by which they are pressurized to maintain the non-default of the particular group. Estimates of fair

* \\T‘.“""‘"
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

41. FINANCIAL RISK MANAGEMENT (Contd...)
¢} Management of Credit Risk

The Board of Directors has delegated responsibility for the oversight of credit risk to its Company Internal Credit Committee. Internal
Credit Committee, reporting to the Board Credit Committee, is responsible for t of the Company’s credit risk, including:

credit

1 Formulating credit policies in consultation with business unils, covering collateral requi it and reporting,

documentary and legal procedures and compliance with regulatory and statutory requirements.

2 Establishing the authorization structure for the approval and renewal of credit facilities, Authorization limits are allocated to
business unit Credit Officers. Larger facilities require approval by Head Office Credit Committec which consists of two directors,

3 Reviewing and assessing credit risk. Company credit assesses all credit exposures in excess of designated limits, prior to facilitics
being e itted to s by the b unit concerned.

4 Providing advice, guidance and specialist skills to business units to promate best practice throughout the Company in the
management of credit risk.

41.3.1 Credit Quality by Class of Financial Assets

Asat 31 March 2018 Current Overdue Impaired Total
LKR LKR LKR LKR

Cash and cash equivalents 905,159,755 - - 905,159,755
Financial Assets Held for Trading 16,128,000 - 16,128,000
Loans and advances to members 14.921.671,857  4,512,552,758 (969,143,131) 18,465,081 ,484
Loans and advances to others 573,994,765 16,579,040 (10,980,695) 579,593,110
Financial investment - Loan & Receivable 773,091,682 - {465,978,912) 307,112,770
Financial investments - Available-For-Sale 12,430,283 - - 12,430,283
Fi ial investments - Held-To-Maturity 2,215317,581 - - 2,215,317,581
Other financial assets 90,934,128 - - 90,934,128
Total financial assets 19.508,728.051  _4,529.131.798 (1.446.102.738) _ 22.591,757,111
As at 31 March 2018 Overdue Total

Less than 30 30 to 60 Days 60 to 90 Days More than 90

Days Days

Loans and advances to members 1,365,186,196 1,097.496,187 437,516,071 1,612,354,303 4,512,552,758
Louns and advances to others - 2,911,137 2,137.819 11,530,082 16,579,040

1.365.186.196 1,100,407,324 439,653,890 1,623,884 386 4.529,131.798
As at 31 March 2017 Current Overdue Tmpaired Total

LKR LKR LKR LKR

Cash and cash equivalents 1,204,483,9406 - - 1,204 483,946
Financial Assets Held for Trading 15,024,960 - - 15,024 9640
Loans and advances to members 13,002,226 475 627,734,394 (369,229,044) 13,260,731,825
‘Loans and advances to others 502,900,627 3,723,346 (3,589,635) 503,034,338
Financial investment - Loan & Receivable 773,091,682 - (465,978,912) 307,112,770
Fi ial investments - Available-For-Sale 12,430,283 - - 12,430,283
Financial investments - Held-To-Maturity 1,743,275,943 - 1,743,275,943
Other financial assets 94,051,089 - - 94,051,089
Total financial assets 17,347,485.005 631,457,740 {838,797,591) _ 17.140,145,154
As at 31 March 2017 Overdue Total

Less than 30 30 to 60 Days 60 to 90 Days More than 20

Days Days
Loans and advances to members 353,516,352 56,101,985 37,865,032 180,251,025 627,734,394
Loans and adyances to others 124,320 137,676 2,893,555 567,794 3,723,346
353 56,239.661 40,758,587 180.818.819 631,457,740

Charlered

ACCOUNLAINS

_46-

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

41, FINANCIAL RISK MANAGEMENT (Contd...) !

41.3.2 Maximum Exposure Disclosure of Financial Assets

As at 31 March 2018 Gross carrying Net exposure

amount (Net of

provision)

Cash and cash equivalents 905,159,755 905,159,755
Financial Assets Held for Trading 16,128,000 -
Loans and advances to members 18,465,081, 484 12,923,058,652
Loans and advances to others 579,593,110 357,794,094
Financial investment - Loans & Receivables 307,112,770 307,112,770
Financial Investments - Available-For-Sale 12,430,283 -
Financial Investments - Held-To-Maturity 2,215,317,581 -
Other financial assets 90,934,128 90,934,128 t
Total financial assets 22,591,757,111 14,584 059,399 |
As at3] March 2017 Gross carrying Net exposure

amount (Net of

provision)

Cash and cash equivalents 1,204,483,946 1,204,483,9406
Financial Assets Held for Trading 15,024,960 -
Loans and advances to members 13,260,731,825 12,730,379,415
Loans and advances to others 503,034,338 310,921,094
Financial investment - Loans & Receivables 307,112,770 307,112,770
Financial Investments - Available-For-Sale 12,430,283 -
Financial Investments - Held-To-Maturity 1,743,275,943 -
Other financial assets 94,051,089 94,051,089
Total financial assets 17,140,145,154 14,646,948,3 14

414  Liquidity Risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations associated with its financial liabilities
that are settled by delivering cash or another financial asset,

The Company uscs the maturity analysis of all the fi ial instr o ge the liquidity risk.

The Company’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its
libilities when due without incurring unacceptable losses or risking the financial position of the Company while maintaining
regulatory requirements. The treasury manages the liquidity position as per the treasury policies and procedures.

The treasury receives information from other business units regarding the liquidity profile of their financial assets and liabilitics and
details of other projected cash flows arising from projected future business. Treasury then maintains a portfolio of short-term liquid
assets, funding arrangements, to ensure that sufficient liquidity is maintained within the Company.

The liquidity requi of busi units are di d at Company ALCO meetings {Asset Liability Committee) and are arranged
by the Treasury.

The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety of scenarios covering both
normal and more severe market conditions. All liquidity policies and procedures are subject to review and approval by ALCO, Daily
reports cover the liguidity position of the Company. A summary report, including any exceptions and remedial action taken, is
submitted regularly to Monthly ALCO meetings.

The Company relies an Fixed Deposits, savings and debt facility by banks were main primary sources of funding. Company actively
manages this risk through maintaining competitive pricing and constant
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41. FINANCIAL RISK MANAGEMENT (Conld...}
41.4.1 The maturity analysis of financial assets and liabilitics based on undiscounted gross inflow and outflow is reflected helow,
As at 31st March 2018 Carrying Gross nominal  Up to 3 Months 3 1o 12 Months More than 1
amounts outflow/(inflow} Year
Cash and cash equivalents 905,159,755 905,159,755 905,159,755 - -
Financial assets held for rading 16,128,000 16,128,000 - - 16,128,000
Loans and advances to members 18,465 081 484  23,607,700,137 7,651,261,364 9,327,319.219 6,025,119,554
Loans and advances to others 579,593,110 737,848,137 32,338,615 126,607 670 578,901,852
Fi ial i t - Loans & Receivabl 307,112,770 401,627,212 - 66,937,869 134,689,343
Financial investments - Available-For-Sale 12,430,283 12,430,283 - - 12,430,283
Financial investnents - Held-To-Maturity 2,215,317,581 2,413,725,701 934,681,991 1,244 668 710 234,375,000
Other financial assets 90,934,126 90,934,126 31,429,381 29,429,059 30,075,686 I
22,591,757,109  27,585,553,350  9,554,.871,105 10,794,962,527 7,235,7119,718
Due to customers 18,820,363,686 23023876846  3,570,572,140 7,520,606,160  11,932,698,547
Debt issued and other borrowed tunds LLIT8231,116 2,864,358,390 169,422,897 142,404 718 2,552,570,776
Other Financial Liabilities 809,883,195 809,883,195 776,527 489 13,827,103 19,528 603
20,809.477,997 26,698,158 431 4,516,522,526 1.676,837,980  14,504,797,926
Liquidity gap related period - 887,394,919 5,038,348,580 3,118,124,546  (7,269,078,207)
Liquidity gap cumulative - - 5,03R,348,580 8,156,473,126 887,394,919
As at 31st March 2017 Carrying Gross nominal ~ Up to 3 Months 3 to 12 Months Mare than 1
amounts outflow/(inflow) Year
Cash and cash equivalents 1,204,483 ,546 1,204 483 946 1,204,483 946 - -
Financial assets held for rading 15,024,960 16,250,272 - - 16,250,272
Loans and advances to members 13,260,731,825  16,204,210,818 5,854,997,336 7.865.431,530 2,483,781,952
Loans and advances to others 503,034,338 637,552,840 31,141,644 96,314,551 510,096,645
Fi ial i - Loans & R bl 307,112,770 401,627,212 - 66,937 869 334,689,343
Financial investments - Available-For-Sale 12,430,283 12,430,283 - - 12,430,283
Financial investinents - Held-To-Maturity 1,743,275,943 1.841.046,613 964,906,849 659 379,490 216,760,274
Other financial assets 94,051,089 94,051,089 35,654,899 30,476,983 27,919,207
17,140,145,154  20,411,653,073 2,091,184,675 8,718,540,423 3,601,927.976
Due to customers 14,040,245,231  16477,704,512  4,556,206,198 3,852,125,900 8,069,372,415
Debt issued and other borrowed funds 1,333,380,268 2,850,570,752 12,876,279 32,425,016 2.805,269,457
Other Financial Liabilities 236,020,182 236,020,182 202,866,863 15,767,987 17,385,312
15,609,645,681  19,564,295446 4 771,949, 340 3,900,318,902  10,892,027,203
Liguidity gap related period - 847,357,627 3,319,235,334 4.818,221,520  (7,290,099,228)
Liquidity gap cumulative - - 3.319,235334 8137456855 E47,357,627
—
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41,

41.5

41.5.1

FINANCIAL RISK MANAGEMENT (Contd...)

Market Risk

The Company is exposcd to market risk due to changes in intevest rates.

The Company ensures the mix of variable and fixed rate borrowings to manage the exposure due o interest rate movement in the market. These are
manitored by the weasury division which get advises from the ALCO meetings.

Sensitivity Analysis

An analysis of the Company’s sensitivity to an increase or decrease in markel interesl rates, ing no asy ical in yicld eurves
and a i ial | , is as follows;

Up to 3 Months 4 to 12 Months 1105 Years  More than § Years Total as at

31 March 2018

Cash and cash equivalenis 905,159,755 - - - 905,159,755
Financial assets held for trading 16,128,000 - - - 16,128,000
Financial investments - Held-To-Maturity 906,427,210 1,142,015371 166,875,000 - 2,215,317,581
Loans and advances to members (gross) 6,637,463,440 8,041,426,897 4,733,439,108 21895170 19434224615
Loans and advances to others {gross) 28,720,111 86,317,295 399,743,615 76,882,226 591,664,247
Fi ial I - Loans & Receivabl - 257,697.227 515,394 455 = 773,001,681
Total inferest earning assets 8,493 899,516 9,527,456,791 5,815452,178 98,777,390 23935585879
i bearing lighilit
Due to customers 3,571,939,302 6,968,577 048 8,057,748,200 223,023,140 18,821,287,690
Debt issued and other borrowed funds 154,063,377 114,074,114 245 (193 606 665,000,000 1,178,231,097
Total interest bearing liabilities 3,726,002,679 7,082,651,162 8,302,841 806 BERO023,140 19,999 518,787
Gap in interest earning assets and interest 4,767,896,837 2,444,805 630 (2487 ,389,629) (789,245,743) 3,936,067,003
bearing liabilities - net assets/{Habilities)
Effect on profitability by 1% increase in interest
rales - increase/{decrease} in profits - 47,678,968 24,448,056 (24,873,896) (7,892,457)
annualized effect
Effect on profitability by 1% decrease in
interest rates - increase/{decrease) in profits - (47,678,968) (24 448,056) 24,873,896 7.892,457 -
annualized effect

Up to 3 Months 4 to 12 Months I1ta5 Years  More than 5 Years Total as at

A1 March 2017

Interest earning assets
Cash and cash equivalents 1,204,483,946 - - - 1,204,483,946
Financial assets held for trading 15,024,960 - - - 15,024,960
Financial investments - Held-To-Maturity 942 58,918 650,417,025 150,000,000 - 1,743,275,943
Loans and advances to members (gross) 4,967,622,864 6,738,024,795 1,920,726,034 3,358,454 13,629,732,147
Loans and advances to others (gross) 22,246,782 62,580,093 352,526,618 69,499 204 506,852,697
Fi ial | ts - Loans & Receivabl - 128,848,614 515,394,455 128,848,613 773,091,681
Total interest eamning assels 7,152,237,470 7,579,870,527 2.938.647,107 200,706,271 17,872461,374
| hearing liabilit
Due to customers 4,328,376,113 3,561,433,334 5,975,125.470 175,115,869 14,040,050,786
Debt issued and other borrowed funds 48,550,088 121,983413 497,846,736 603,000,000 1,333.380,237
Total interest bearing liabilities 4,376,926,202 3,683,416,747 6,472,972,206 840,115,869  15,373,431,024
Gap in interest caming assels and interest 2,775,311,268 3806453780  (3,534,325,008) (638,409,599) 2,499,030,350
bearing liabilitics - net assets/(liabilities)
Effect on profitability by 1% increase in interest
rates - increase/(decrense) in profits - 27,753,113 18,964,534 (35,343,251) (6,384,096} -
annualized effect
Effect on profitability by 1% decrease in
interest rates - increase/(decrease) in prolits - {27,753,113) (38,964,534) 35,343,251 6,184,096

annualiz
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HNB Grameen Finance Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2018

43. FAIR VALUE OF ASSETS AND LIABILITIES
43.1 Assets and Liabilities Measured at Fair Value
A description of how fair values are determined for assets and liabilities that are recorded at fair value using valuation

technigques is summarised below which incorporates the Company’s estimate of assumptions that a market participant
would make when valuing the instruments.

43.1.1 Financial Investments — Available-For-Sale

Available-For-Sale financial assets valued using valuation techniques or pricing models primarily consist of unquoted
investment sccurities.

43.1.2 'Financial Assets at Fair Value through Profit or Loss - Held for Trading

Financial assets held for trading consist of government debt securities. Government debt securities are valued using yield
curves published by the Central Bank of Sri Lanka as at the reporting date.

43.1.3 Property, Plant and Equipment

The methods used to determine the fair value of freehold land and buildings are explained in Note 43.3.1. The
independent valuers provide the fair value of the company's frechold land and buildings at least once in every three

years,
43.1.4  Investment Properties

The independent valuers provide the fair value of the company's investment properties annually as per Sri Lanka
Accounting Standards (LKAS 40) - Investment Properties. Details of the valuations are disclosed in Note 43.4.1 and
434.2.

43.2 - Fair Value of Financial Assets and Liabilities not Measured at Fair Value

Fair values of the following assets and liabilities are estimated for the purpose of disclosure as described below.
43.2.1 Loans and Receivables to Customers
The estimated fair value of loans and receivables with a residual maturity of more than one year is the present value of

future cash flows expected to be received from such loans and receivables calculated based on interest rates at the
reporting date for similar types of loans and receivables.

43.2.2  Financial Investments Held to Maturity

Financial assets held to maturity consist of government debt securitics. Government debt securities are valued using yield
curves published by the Central Bank of Sri Lanka as at the reporting date.

43.2.3  Due to customers

The fair value of customer deposits which are repayable on demand or have a remaining contractual maturity of less than
one year approximates to the carrying value of such deposits.

The fair value of customer deposits with a contractual maturity of more than one year is estimated as the present value of
future cash flows expected from such deposits calculated based on interest rates at the reporting date for similar types of
deposits.

43.2.4 Debt securities issued
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Independent Auditor's Report

Ernst & Young
Chartered Accountants
201 De Saram Place

P.O. Box 101
Building a better
vorki Colombe 10
ing world Sri Lanka

TO THE SHAREHOLDERS OF HNB GRAMEEN
FINANCE LIMITED

Report on the Financial Statements

We have audited the accompanying financial statements of HNB
Grameen Finance Limited, {the "Company"), which comprise

the statement of financial position as at 31 March 2017, and the
statement of profit or loss, statement of comprehensive income,
statement of changes in equity and, statement of cash flows for
the year then ended, and a summary of significant accounting
policies and other explanatory information.

Board’s Responsibility for the Financial Statements

The Board of Directors (the “Board”) is responsible for the
preparation of these financial statements that give a true and fair
view in accordance with Sri Lanka Accounting Standards, and
for such internal control as Board determines is necessary to
enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors' Responsibility

Qur responsibility is to express an epinion on these financial
statements based on our audit, We conducted our audit in
accordance with Sri Lanka Auditing Standards. Those standards
require that we comply with ethical requirements and plan and
perform the audlt to obtain reasonable assurance about whether
the financial statements are free from material misstatement,

An audit Involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditors'
Judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to

fraud or error. In making those risk assessments, the auditors
consider internal control relevant to the entity’s preparation

of the financial statements that give a true and fair view in

order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies

13

Tel 1+94 11 2463500

Fax Gen : +94 11 2697369
Tax :+94 115578180

eysl@Ilk.ey.com

ey.com

used and the reasonableness of accounting estimates made
by Board, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements give a true and fair view
of the financial position of the Company as at 31 March 2017,
and of its financial performance and cash flows for the year then
ended in accordance with Sri Lanka Accounting Standards.

Report on Other Legal and Regulatory Requirements

As required by section 163 (2) of the Companies Act No. 07 of
2007, we state the following:

a) The basis of opinion and scope and limitations of the audit
are as stated above.

b) In our opinion:

- We have obtained all the information and explanations that
were required for the audit and, as far as appears from our
examination, proper accounting records have been kept by
the Company, and

- The financial statements of the Company, comply with the
requirements of section 151 of the Companies Act No. 07 of
2007,

-

07th September 2017
Colombo

Partners: W R HFernando FCAFCMA M P D Cooray FCAFCMA R N de Saram ACA FCMA  Ms, N A De SivaFCA  Ms, Y ADe Siva FCA W) 3 S P fernango FCA FOMA
Ms. KR M Fernando FCAACMA  Ms. L K ML Fonseka FCA AP A Gunasekera FCA FCMA A Herath FCA D K Hufangamuwa FCA FOCMA LLE (Lond)  H M A Jayesinghe FCA FCMA
Ms. A A Ludowyke FCA FOMA  Ms. G G S Manatunga FCA  Ms. P VKN Sajeowani FCA N M Sulaiman ACA ACMA B E Wijosuriya FCA FOMA

Poncipal TP MRuberu FCMA FCCA

A member firm of Erast & Young Global Limited
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Statement of Comprehensive Income

2017 2016

Note LKR LKR
Gross Income 4 6,234,033583 4485107633
Interest income 5,327018,057 3,906,231,603
Interest expenses (1,465,618,208) (995,689,242)
Net Interest Income 5 3.861,399,849 2.210,542,361
Fee and commission income 670,219,063 485813442
Fee and commission expenses (98,395,049) (75,520,940)
Net Fee-and Commission Income 6 571,824,014 410,292,502
Net Interest, Fee and Commission Income 4,433,223863  3,320,834,863
Other operating income 236,796,463 93,062,588
Capital loss from trading - (26,578,802)
Net mark to market valuatian gain 81,840 =
Total Operating Income 7 467002166 3,387,318,64%
Impairment charges for loans and other losses 8 (707.508,300) (110,452,151
Net Operating Income 3,962,593,866 3,276,866,498
Personnel expenses 9 (943,611,008) (712,015,514}
Other expenses 10 (1,011,929,349) (743,321,460}
Total Operating Expenses (1.955,540,357)  (1,455,336,974)
Operating Profit before Value Added Tax (VAT) and
Nation Building Tax (NBT) on Financial Services 2,007,053,509 1.821529,524
Value added tax (VAT) on financial services n (331,394,045) (234,120,096)
Nation building tax (NBT) on financial services 12 (49,278,589) (42,567.290)
Operating Profit after Value Added Tax (VAT) and Nation Building Tax (NBT) on Financial
Services 1626,380,875 1,544,842138
Income tax expenses 13 (567,546,689) (434,748,933)
Profit for the Year 1,058,834,186 110,093,205
Basic eamings per share 14 062 085

The Accounting Palicies and Notes on pages 120 to 169 form an integral part of the Financial Statements
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Statement of Other Comprehensive Income

Yeor ended 31 March

2017 2016

Note LKR LKR
Profit for the Year 1,058,834,186 110,093,205
Other Comprehensive Income for the Year, Net of Tax
Other comprehensive income to be reclassified to profit or loss in subsequent periods
Other comprehensive income not to be reclassified to profit or loss in subsequent
periods
Actuarial gain/(losses) on defined benefit plans 32 8,793,209 12,921679
Deferred tax effect on actuarial gains/losses) on defined benefit plans 26 (2,462,099) (3,618,070)
Revaluation reserve of freehold Land & bulldings 25 166,240,013
Deferred tax effect on revaluation of buildings 26 (44,069,830) -
Other Comprehensive Income for the Year, Net of Tax 128,501,293 9,303,609
Total Comprehensive Income for the Year 1187.335,479 1119.396,814

The Accounting Policies and Notes on pages 120 to 169 form an integral part of the Financial Statements,
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Statement of Financial Position

As at 31 March
2017 2016

Note LKR LKR
ASSETS
Cash and cash equivalents 15 1,204,483,946 451,223,280
Financial assets held for trading 16 15,024,960 14,943,120
Loans and advances to members 17 13,260,731,825 8,759,039,215
Loans and advances to others 18 503,034,338 379,450,581
Financial investments - loans & receivables 19 307,112,770 -
Financial investments - available-for-sale 20 12,430,283 12,430,283
Financial investments - held-to-maturity 21 1,743,275,943 2,639,328,475
Other assets 22 210,611,575 196,666,654
Investment properties 23 1,049,600,000 904,500,000
Intangible assets 24 127,078,155 67807042
Property, plant & equipment 25 1,119,409,029 950,441,553
Total Assets 19,552,792,824  14,375,830.213
LIABILITIES
Due to customers 27 14,040,245,231  10,420,418,906
Debt issued and other borrowed funds 28 1,333,380,268 909,572,460
Income tax payable 29 353,447,803 278,240026
Value added tax payable 30 (6,263,276) 41305715
Other liabilities 31 268153,945 150,860,944
Retiring benefit obligation 32 157,508,878 134383355
Deferred tax liability 26 16,115,738 49,026,181
Total Liabilities 16162,588,587  11,983,8072.587
SHAREHOLDERS' FUND
Stated capital 33 223,545,481 223,545,481
General reserve 34 82,897,989 82,897989
Statutory reserve fund 35 638,519,637 426,752,800
Revaluation reserve 384,484,029 262,313,846
Retained earnings 2,060,757101 1396,512,510
Total Equity and Liabilities 19,652792,824  14,375,830,213

The accounting policies and notes on pages 120 to 169 form an Integral part of the financial statements.
| certify these financial statements are In compliance with the requirements of the companies act No, 07 of 2007

R

W.S\P. Arangala

ChieNOperating Officer

The board of diectors are responsible for the pregeration and presentation of these financial statements,
signed for and on behalf of the board by;

ol

AJ. Alles
Chairman Managing Director/CEO

Q7th September 2017
Colombo
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Statement of Changes in Equity

Year ended 31 March

17

Stated General Statutory Investment Revaluation Retained
Capital Reserves Reserve Fund Reserve Earmings Total
LKR LKR LKR LKR LKR LKR LKR
Balance as at 01 April 2015 3,895,806,240 82,897,989 204734159 - 262313846  (3173126422) 1272625812
Profit for the year - 110093205  1110,093205
Total comprehensive income for
the year, net of tax
Actuarial gain on cefined benefit
plans 12921679 12921679
Deferred tax effect on acluarial
gain on defined benefit plans - - (3,618,070} (3,618,070)
Total comprehensive income for
the year - - - - 11839684 1119,396,814
Transactions recorded directly in
equity
Transfer to statulory reserve fund - - 222018641 - = (222018641
Capital redluction [3.672.260759) 3,672,260759
Balance as at 31 March 2016 223,545,481 82,897989 426,752,800 - 262313846 1396512510 2,392,022626
Profit for the year = - 1058834186 105883486
Total comprehensive income for
the year, net of tax
Actuarial gain on defined benefit
plans - - 8793209 8793209
Deferred tax effect on actuarial
gain on defined benefit plans - - - - (2:462.099) (2,462.099)
Revaluation reserve of freehold
Land & buildings - - 166,240,013 166,240,013
Deferred tax effect on revaluation
of buildings (44,069,830) (44,069,830}
= - 122170183 1065165296 1187335479
Transactions recorded directly in
equity
Transferred to statutory reserve i
fund = = 211766,837 - (21766,837) -
Dividend paid - - = (189153.868)  (189153,868)
Balance as at 31 March 2017 223,545,481 82,897,989 638,519,637 - 384484029 2060757101 3,390,204,237

The Accounting Policies and Notes on pages 120 to 169 form an integral part of the Financial Statements.
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Statement of Cash Flows

Year ended 31 March

2017 2016

Note LKR LKR
CASH FLOW FROM OPERATING ACTIVITIES
Profit before tax 1626,380,875 1,544,842138
Adjustments
Interest expenses on borrowings 5.2 24503761 8,511,811
Interest expenses on debentures 52 89,328,560 69,904,419
Interest income from financial investments held to maturity 51 (143,357,077) (124,404,108)
Interest income on treasury bond 51 (1,600,000) (12,372,066)
Dividend income Al (65,000) (60,000)
Profit/{loss) on dispesal of property. plant & equipment Al 754,272 (296,872)
Fair value gain on investmeant property Al (149,300,000) (14.000,000)
Impairment charge/(reversal) for loans and other assets g 712,008,300 10452151
Provision for value added tax 30 331,394,045 234,120,096
Crop insurance levy 10 11,601,542 11,349144
Provision for nation building tax 12 49,278,589 42 567290
Ammortisation on intangible assests 24 23,738,355 8,180,662
Depreciation - on property, plant & equipment 25 110,572,370 78173,019
Gratuity provision 9 35,619,133 31690645
(Gain)loss on mark to market valuation of treasury bond 7 (81.840) 1787152
Disposal (gain)/loss from treasury bond 7 - 26,578.802
Provision for amount payable under sip saviya scheme 311 1,200,000 1,100,000
Staff foan fair value adjustment 181 (4,500,000) 4,500,000
Operating profit/{loss) before changes in operating assets and liabilities 2,717,475,885 2022624283
(Increase)/decrease in operating assets
Loans & advances to members 17 (4,688,005,502) (3,259,289,662)
Loans & advances to others 18 (119,076,674) (195,023 753)
Other assets 22 (13,944,921 (40,532,630)
Increase/(decrease) in operating liabilities
Due to customers 27 3558442443 2752125940
Other liabilities 3 117,293,001 54,065,373
Cash flow from operating activities 1,572184,232 1,333,969,55!
Graluity paid 32 (3.700,400) (3,582,213)
VAT paid 30 (378.963,036) (307,532,596)
Income tax paid 29 (530,294,140) (201,303,324)
WHT paid 31 {1,090,158) (1129,598)

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



19

2017 2016

Note LKR LKR
Notional tax (9,489,647) (12,172.457)
NBT paid (55,193,347) (39,912,801
Crop insurance levy paid (13,037,934) (10158,536)
ESC paid (22,880,212) -
Dividend paid (189153,868) -
Net Cash Flow from Operating Activities 358,381,490 758178026
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of property, plant & equipment 25 (113,828,308) (148,402,247
Purchase of intangible asset 24 (83,009,468) (68,323,759)
Investment properties purchased/disposal 23 4,200,000 (4,200,000)
Proceeds from sale of property, plant & equipment 824,939 559,528
Net of investment in government security 201 440,069,336 342,324,589
Investment on debentures 20 - (150,000,000)
Net investment in fixed deposits 20 (290,000,000) (984,467.891)
Investment in treasury bond 21 - 182,107,650
Fixed deposit interest received 20 40,242123 967,782
Treasury bill interest received 201 47,888,930 8976547
Reverse repurchase interest recelved 201 - 49,836,339
Treasury bond Interest received 21 1,440,000 17,520,000
Dividend income 71 65,000 60,000
Debentures interest received 16,875,000
Net Cash Flow from Investing Activities 64,767,552 (753,0415586)
CASH FLOW FROM FINANCING ACTIVITIES
Lease instalments paid 29 (5,363,379) (4,074 ,608)
Interest payments on debentures 6 (88,771,246) (61,902,416}
Interest payments on borrowings 29 (24,503,761) (8,511,811)
Borrowings during the year 29 500,000,000 131,237,876
Loans repayments during the year 29 (51,250,000) {15,003,000)
Net Cash Flow from Financing Activities 330,111,614 41746,041
Net increasel/(decrease) in cash and cash equivalents 753,260,656 46,882,511
Cash and cash equivalents at the beginning of the year 15 451,223,290 404,340779
Cash and Cash Equivalents at the end of the year 15 1,204,483,946 451,223,290

The Accounting Policies and Notes on pages 120 to 169 form an integral part of the Financial Statements.
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Notes to the Financial Statements

Annual Report 2016/17

Year ended 31 Moreh

1.2

15

REPORTING ENTITY

Corporate Information

HNB Grameen Finance Limited, (“the Company”) is a
public imited liability Company and domiciled in Sri
Lanka. The registered office and the principal place of
business of the Company is located at No. 168, Nawala
Road, Nugegoda.

On 17 February 2010, the Company was registered

as a Finance Company by the Monetary Board of the
Central Bank of Sri Lanka in terms of section 2 of the
Finance companies Act No. 78 of 1988 and is permitted
in terms of section 7 (1) of the said Act to carry on finance
business.

The Company has been registered as a registered
Finance Leasing Company establishment under Section
5 of the Finance Leasing Act No. 56 of 2000 and Is
permitted to carry on Finance Leasing Business with
effect from 31 March 2014,

The name of the Company was changed from Prime
Grameen Micro Finance Limited to HNB Grameen
Finance Limited on 28 July 2015,

Principal Activities and Nature of Operations

The principal activities of the Company are the provision
of micro finance facilities, primarily focusing on the lower
income segment of the Community and mobilisation of
public deposits.

There were no significant changes In the nature of the
principal activities of the Company during the financlal
year under review,

Parent Enterprise & Ultimate Parent Enterprise

The Company's Immediate and ultimate parent
undertaking and controlling entity is Hatton National
Bank PLC. which Is incorporated in Sri Lanka, Hatton
National Bank PLC which acquired a shareholding of
51% of the Company’s voting ordinary shares on 07
November 2014.

Directors' Responsibility Statement

The Board of Directors takes the respensibility for

the preparation and presentation of these Financial
Statements as per the provisions of the Companies Act
No. 07 of 2007 and the Sri Lanka Accounting Standards.

Date of Authorisation of Issue

The financial statements were authorised for issue by
the Board of Directors on O7th September 2017

21
21

212

243

BASIS OF PREPARATION AND OTHER SIGNIFICANT
ACCOUNTING POLICIES

Basis of Preparation
Statement of Compliance

The financial statements of the Company which
comprise the Statement of Financial position, Income
Statement, Statement of comprehensive income,
Statement of changes in equity, Statement of Cash
Flows and notes thereto have been prepared in
accordance with Sri Lanka Accounting Standards
prefixed both SLFRS and LKAS (here after known

as "SLFRSS/LAKSS"), promulgated by the Institute of
Chartered Accountants of Sri Lanka (CASL) and comply
with the requirements of the Companies Act, No, 07
of 2007 and Finance Business Act No. 42 of 201 and
amendment thereto.

Basis of Measurement

The financial statements have been prepared on the
historical cost basis and applied consistently with no
adjustments being made for inflationary factors affecting
the financial statements, except for the following items in
the Statement of Financial Position.

ftems Measurement basis
Fair value through profit or Fair value

loss financial assets

Available-for-sale financial Fair value

assets

Measured at cost at
the time of acquisition
and subsequently at
revalued amounts
which are the fair
values at the date of

Freehold land and buildings

revaluation
Investment property Fair value
Net defined benefit assets/ Actuarially valued
(labilities) and recognised at the

present value

Presentation of Financial Statements

The assets and liabilities of the Company presented
in the Statement of financial position are grouped by
nature and listed in an order that reflects their relative
liquidity and maturity pattern. An analysis on recovery
or settlement within 12 months after the reporting date
(current) and more than 12 months after the reporting
date (non-current) is presented in Note 42 to the
financial statements.
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22

Financial assets and financial liabilities are offset and
the net amount reported in the statement of financial
position only when there is a legally enforceable

right to offset the recognised amounts and there is

an intention to settle on a net basis, or to realise the
assets and settle the liability simultaneously. Income and
expenses are not offset in the income statement unless
required or permitted by any accounting standard
orinterpretation, and as specifically disclosed in the
accounting policies of the Company

Each material class of similar items is presented
separately in the financial statements. ltems of dissimitar
mature or function are presented separately unless they
are immaterial as permitted by the Sti Lanka Accounting
Standards (LKAS 1) - Presentation of Financial
Statements,

Functional and Presentation Currency

The financial Statement of the Company i$ presented

in Sri Lankan Rupees (LKR), which is the currency of

the primary economic environment in which Company
operates (Company's functional currency). The financial
statements are presented In Sri Lanka Rupees and all
values are rounded to the nearest rupees, except where
otherwise indicated.

Materiality and Aggregation

Each material class of similar items is presented
separately. tems of dissimilar nature or function are
presented separately uniess they are immaterial.

Changes In Accounting Policies

There were no changes in accounting policies and the
accounting policies adopted are consistent with those of
the previous financial year.

Comparative Information

The comparative information is re-classified wherever
necessary to conform with the current year's
classification in order 1o provide a better presentation

Significant Accounting Judgments, Estimates and
Assumptions

The preparation of financial statements in conformity
with Sri Lanka Accounting Standards requires
management to make judgements, estimates and
assumptions that affect the reported amounts of
revenues, expenses, assets and liabllities, and

the accompanying disclosures, and the disclosure

of contingent lisbilities. Uncertainty about these
assumptions and estimates could resultin outcomes that
require a material adjustment to the carrying amount of
assets or liabllities affected in future periods.

221

222

223

In the process of applying the accounting policies,
management hias made varlous judgements. Those
which management has assessed to have the most
significant effect on the amounts recognised In the
financial statements have been discussed in the
individual notes of the related financial statement line
items.

The key assumptions concerning the future and

other key sources of eslimation uncertainty at the
repoiting date, that have a significant risk of causing

a material adjustment to the carrying amounts of
assets and liabilities within the next financial year, are
also described in the individual notes of the related
financial statement line items below. The Company
based its assumptions and estimates on parameters
available when the financial statements were prepared.
Existing circumstances and assumptions about future
developments, however, may change due to market
changes or circumstances arising that are beyond the
control of the Company. Such changes are reflected in
the assumptions when they occur.

Going Concern

The Directors have made an assessment of the
Company’s ability ta continue as a going concern and
are satisfied that it has the resources to continue in
business for the foresecable future. Furthermore, Board
is not aware of any material uncertainties that may cast
significant doubt upon the Company’s ability to continue
as a going cancern and they do not intend either

to liquidate or to cease operations of the Company.
Therefare, the financial statements continue to be
prepared on the going concern basis.

Fair value of financial Instruments

Where the fair values of financial assets and financial
liabilities recorded on the Statement of financial position
cannot be derived from active markets, they are
determined using a variety of valuation techniques that
include the use of mathematical models. The inputs to
these models are derived from observable markel data
where possible, but if this is not available, judgement

is required to establish fair values. The valuation of
financial instruments is described in more detall in Note
43 10 the financial statements.

Impairment Losses on Loans and Advances

The Company reviews its individually significant loans
and advances at each statement-of-financial-position
date 1o assess whether an impairment loss should

be recorded in the income statement. In particular,
management’s judgement is required in the estimation
of the amount and timing of future cash flows when
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Year ended 31 Morch

224

determining the impairment loss. These estimates are
based on assumptions about a number of factors and
actual results may differ, resulting in future changes to
the allowance.

Loans and advances that have been assessed
individually and found not to be impaired and all
individually insignificant loans and advances are then
assessed collectively, In groups of assets with similar
risk characteristics, to determine whether provision
should be made due to incurred loss events for which
there is objective evidence but whose effects are not
yet evident. The collective assessment takes account
of data from the loan portfolio (such as levels of arrears,
credit utilisation, loan to collateral ratios, etc), and
judgments to the effect of concentrations of risks and
economic data {including levels of unemployment, and
the performance of different individual groups),

Impairment of Available for Sale Investments

The Company reviews its debt securities classified as
available for sale investments at each reporting date to
assess whether they are impaired. This requires similar
judgement as applied to the individual assessment of
loans and advances.

The Company also records impairment charges on
available for sale equity investments when there has
been a significant or prolonged decline in the fair

value below their cost. The determination of what is
‘significant’ or ‘prolonged’ requires judgement. In making
this judgement, the Company evaluates, among other
factors, historical share price movements and duration
and extent to which the fair value of an Investment is
less than its cost.

Impairment Losses on Other Assets

The Company assesses whether there are any
indicators of impairment for an asset or a cash-
generating unit at each reporting date or more
frequently, If events or changes in circumstances
necessitate 1o do so. This tequires the estimation of
the circumstances necessitate to do so: Estimating
value in use requires management to make an estimate
of the expected future cash flows from the asset or
the cash-generating unit and also to select a suitable
discount rate in order to calculate the present value
of the relevant cash flows. This valuation requires the
Company to make estimates about expected future
cash flows and discount rates, and hence, they are
subject to uncertainty.

226 Fair Value of Property, Plant and Equipment

227

228

229

The land and bulldings of the Company is reflected at
fair value. The Company engaged Independent valuers
to determine fair value of land and buildings in terms of
Sri Lanka Accounting Standard (SLFRS 13) - Fair Value
Measurement. When current market prices of similar
assets are available, such evidence Is considered in
estimating fair values of these assets.

Useful Life Time of Property, Plant and Equipment and
Intangible Assets

The Company review the residual values, useful lives
and methods of depreciation of property, plant and
equipment and intangible assets at each reporting
date. Judgement of the management is exercised in the
estimation of these values, rates. methods and hence
they are subject 1o uncertainty.

Classification of Investment Property

Management requires using its judgment to determine

whether a property qualifies as an investment property.
The Company had developed criteria 50 it can exercise
its judgment consistently.

A property that is held to earn rentals or for capital
appreciation or both, and which generates cash flows
largely independently of the other assets held by the
Company is accounted for as investment properties, On
the other hand, a property that is used for operations or
In the process of providing sernvices or for administrative
purposes and which do not directly generate cash
flows as a standalone asset are accounted for as
property, plant and equipment. The Company assess
on an annual basis, the accounting classification of its
properties taking Into consideration the current use of
such properties

Taxation

The Company is subject to income tax and judgment
was required to determine the total provision for current,
deferred and other taxes due to the uncertainties

that exists with respect to the interpretation of the
applicability of tax laws, at the time of preparation of
these financial statements,

Uncertainties also exist with respect to the interpretation
of complex tax regulations and the amount and timing of
future taxable income. Given the wide range of business
relationships and the long term nature and complexity
of existing contractual agreements, differences arising
between the actual results and the assumptions

made, or future changes to such assumptions, could
necessitate future adjustments to tax Income and
expense amounts that were initially recorded, and
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deferred tax amounts in the peried in which the
determination is made,

Deferred Tax Assets

Deferred tax assets are recognised in respect of loan
impairment allowances which will be recovered in the
foreseeable future and tax losses to the extent that it

is probable that future taxable profit will be available
against which the losses can be utilised. Judgement is
required to determine the amount of deferred tax assets
that can be recognised, based upon the likely timing
and level of future taxable profits, together with future
tax planning strategies.

Defined Benefit Obligation

The cost of the defined benefit pension plan is
determined using an actuarial valuation. The actuarial
valuation involves making assumptions about discount
rates, expected rates of return on assets, future salary
increases, mortality rates and future pension increases.
Due to the long term nature of these plans, such
estimates are subject to significant uncertainty.

All assumptions are reviewed at each reparting date. In
determining the appropriate discount rate, management
considers the interest rates of Sri Lanka Government
bonds with maturities corresponding to the expected
duration of the defined benefit obligation. Future

salary increases and pension increases are based on
expected future Inflation rates and expected future
salary Increment rate of the Company. Details of the
key assumptions used in the estimates are contained in
Note 32 to the financial statements.

Provisions for Liabilities and Contingencies

The Company receives legal claims against it in the
normal course of business. Management has made
Judgments as to the likelihood of any claim succeeding
in making provisicns. The time of concluding legal
claims Is uncertain, as is the amount of possible outflow
of economic bengfits. Timing and cost ultimately
depend on the due process in respective legal
Jurisdictions. Information about significant areas of
estimation uncertainty and critical judgments in applying
accounting policies other than those stated above that
have significant effects on the amounts recognised in
the financial statements are described in Notes 38.

Summary of Significant Accounting Policies
The accounting palicies set out below have been

applied consistently to all periods presented in the
financial statements, unless otherwise indicated

23.21

Foreign Currency Transactions and Balances

Transactions in foreign currencies are translated into the
functional currency, which is Sri Lankan Rupees (LKR),
using the middle rates of exchange prevailing at the
dates on which the transactions were affected.

Financial statements of the Company are presented
n Sn Lankan Rupees, which is the functional and
presentation currency of the Company. Transactions
in foreign currencies are re-translated into Srl Lankan
rupees at the spot rate of exchange prevailing at the
dates of the transactions.

Monetary assets and liabilities denominated in foreign
currencies at the financial position date are re-transiated
Into Sri Lanka rupees at the closing rate of exchange
prevailing at the date. The foreign currency gain or

loss on monetary items and all differences are taken

to Other Operating Income in the income statement
Foreign currency differences arising on re-translation of
available for sale financial instruments are recognised

in Statement of Comprehensive Income. Non-monetary
assets are measured in terms of historical cost in foreign
currency are translated using the exchange rate at the
date of the transaction.

Non-monetary items that are measured in terms of
historical cost in a foreign currency are translated

using the spot exchange rates as at the date of the
transaction, Non—monetary items measured at fair
value in a foreign currency are translated using the spot
exchange rates at the date when the fair value was
determined.

Financial Instruments — Initial Recognitien and
Subsequent Measurement

Non-Derivative Financial Assets

Initial recognition of financial assets

Date of recognition

The Company initially recognises loans and receivables
and deposlits with other financial institutions on the
date that they are originated. All other financial assets
are recognised Inftially on the trade date at which the
Company becomes a party to the contractual provisions
of the instrument.

Initial measurement of financial assets

The classification of financial instruments at

initial recognition depends on their purpose and
characteristics and the management's intention in
acquiring them. All financial instruments are measured
Initially at their fair value plus transaction casts that
are directly attributable to acquisition or issue of such
financial instrument, except in the case of financial
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assets at fair value through profit or loss as per the
Sri Lanka Accounting Standard (LKAS 39) - Financlal
Instruments: Recognition and Measurement.

Transaction cost in relation to financial assets at fair
value through profit or loss are dealt with through the
Statement of profil or loss.

‘Day 1’ profit or loss on employee below market loans

When the transaction price differs from the fair value
of other observable current market transactions in the
same instrument, or based on a valuation technique
whase variables include only data from observable
markets, the Company recognises the difference
between the transaction price and fair value {a ‘Day

1" profit or loss) in 'interest Income and Personnel
Expenses..

In cases where fair value is determined using data
which is not ohservable, the difference between the
transaction price and model value is only recognised in
the profit or loss when the inputs become observable,
or when the Instrument is derecognised. The 'Day 1
loss’ arising in the case of loans granted to employees
at concessionary rates under uniformly applicable
schemes is deferred and amortised using Effective
Interest Rates (EIR) over the remaining service period
of the employees or tenure of the loan whichever is
shorter

Classification of financial assets

The Company classifies non-derivative financial assets
into the following categories:

(a) financial assets at fair value through profit or loss,
(b) held-ta-maturity financial assets;
{c) loans and receivables; and

(d) available-for-sale financial assets.

Subsequent measurement of financial assets

The subsequent measurement of financial assets
depends on thelr classification.

Financial assets at fair value through profit or loss

A financial asset is classified as fair value through profit
orloss if it is held for trading or is designated as such
upon Initial recagnition. Financial assets are designated
at fair value through profit or loss if the company
manages such investments and makes purchase and
sale decisions based on their fair value in accordance
with the company's investment strategy. Attributable
transaction costs are recognised in Statement of profit
or loss as incurred.

(@)

Financial assets at fair value through profit and loss are
carried in the Statement of financial position at fair value
with changes in fair value recaegnised in the Statement
of profit or loss

Financial assets designated at fair value through profit
or loss comprises of quoted equity instruments unless
otherwise have been classified as available-for-sale.

Held-to-maturity financial assets

Financial assets with fixed or determinable payments
and fixed maturities are classified as held to maturity
when the company has the positive intention and ability
to hold it to maturity. Held-to-maturity financial assets
are recognised initially at fair value plus any directly
altributable transaction costs.

Subsequent to initial recognition held to-maturity
financial assets are measured at amortised cost using
the effective interest method, less any impairment
losses.

Amortised cost is calculated by taking into account

any discount or premium on acquisition and fees or
costs that are an integral part of the effective interest
rate (EIR). The EIR amortisation is included in interest
income in the Statement of profit or loss and the
Statement of comprehensive income. The losses arising
from impairment are recognised as impairment cost

in the Statement of profit or loss and the Statement of
comprehensive income.

Loans and receivables

Loans and receivables are financial assets with fixed

or determinable payments that are not quoted in an
active market. Such assets are recognised initially at
fair vaiue plus any directly attributable transaction costs.
Subsequent to initial recognition loans and receivables
are measured at amortised cost using the effective
interest method, less any impairment losses.

Loans and receivables comprise of cash and cash
equivalents, deposits with banks and other financial
institutions, investments in REPOs, lease receivables,
advances and other loans granted, and other
receivables.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and
call deposits with maturities of three months or less from
the acquisition date that are subject to an insignificant
risk of changes in their fair value, and are used by

the Company in the management of its short-term
commitments.
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Finance leases and hire purchase

\When the Company is the lessor in a lease agreement
that transfers substantially all of the risks and rewards
incidental to ownership of the asset to the lessee, the
arrangement is classified as a finance lease and a
receivable equal to the net investment in the lease is
recognised. Amounts receivable under finance leases
are included under "Rentals receivable on leased
assels”. Leasing balances are stated in the Statement
of financial position after deduction of initial rentals
received, unearned lease income and the provision for
impairment losses.

Advances and other loans to customers

Advances and other loans to customers comprised of
revolving loans and lnans with fixed instalment, Loans
to customers are reflected In the Statement of financial
position at amounts disbursed less repayments and
provision for impairment losses.

Available-for-sale financial assets

Available-for-sale financial assets are financial assels
that are not classified in any of the previous categories.
Subsequent to initial recagnition, they are measured at
fair value and changes therein, other than impairment
losses on available-for sale equity instruments, are
recagnised in other comprehensive income and
presented within equity in the available for sale reserve,
When an investment is derecognised. the cumulative
gain or loss in Statement of comprehensive income is
transferred to the Statement of profit or loss.

Non-Derivative Financial Liabilities

Classification and Subsequent Measurement of Financial
Liabilities

The Company initially recognises non-derivative
financial liabilities on the date that they are originated.

The Company classifies non-derivative financial liabilities
Into the other financial liabilities category. Such financial
liabilities are recagnised initially at fair value less any
directly attributable transaction costs. Subsequent to
initial recognition, these financial liabilities are measured
at amortised cost using the effective Interest method.

Other financial liabilities comprise of bank overdrafls,
interest bearing borrowings, customer deposits, trade
payables, accruals and other payables:

Bank overdrafts

Bank overdrafts that are repayable on demand and form
an integral part of the Company's cash management are
included as a component of cash and cash equivalents
for the purpose of the Statement of cash flows

Deposits and bank borrowings - classified as other
financial liabilities carried at amortised cost

Deposits and bank borrowings are the Company's
sources of debt funding.

The Company classifies capital instruments as financial
liabilities or equity instruments in accordance with the
substance of the contractual terms of the Instruments.
Subsequent to initial recognition deposits and bank
borrowings are measured at their amortised cost using
the effective interest method.

2.3.2.3 Reclassification of Financial Assets and Liabilities

The Company reclassifies non-derivative financial
assets out of the 'held-for-trading’ category and into the
‘available-for-sale’, ‘loans and receivables', or "held-
ta-maturity’ categories as permitted by the Sri Lanka
Accounting Standard (LKAS 39 - Financial Instruments:
Recognition and Measurement. Further, in certain
circumstances, the Company Is permitted to reclassifly
financial instruments out of the ‘available-for-sale’
category and into the 'loans and receivables’ category.

Reclassifications are recorded at fair value at the date of
reclassification, which becomes the new amortised cost.

Reclassification is at the election of the Management
and Is determined on an instrument-by-instrument basis.

The company does not reclassify any financial
instrument into the fair value through profit or loss
category after initial recognition. Further, the company
does not reclassify any financial instrument out of the
fair value through profit or loss category if upon initial
recognition it was designated as at fair value through
profit or l0ss.

No reclassifications of financial instruments were done
during the year

2.3.2.4 Derecognition of Financial Assets and Financial Liabilities

Financial assets

The Company derecognises a financial asset when the
rights to receive cash flows from the asset have expired
or the Company has transferred its rights 1o receive cash
flows from the asset or has assumed an obligation to
pay the received cash flows in full without material delay
to a third party under a ‘pass-through’ arrangement; and
either;
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The Company has transferred substantially all the risks
and rewards of the asset, or

The Company has nelther transferred nor retained
substantially all the risks and rewards of the asset, but
has transferred control of the asset.

On derecognition of a financial assel, the difference
between the carrying amount of the asset (or the
carrying amount allocated 1o the portion of the asset
transferred), and the sum of;

The consideration received (including any new asset
obtained less any new liability assumed), and

Any cumulative gain or loss that had been recognised in
comprehensive income is recognised in profit or loss.

Financial liabilities

The Company derecognises a financial liability when its
contractual obligations are discharged or cancelled or
expire.

Where an existing financial liability is replaced

by another from the same lender on substantially
different terms, or the terms of an existing liability are
substantially modified, such an exchange or modification
is treated as a derecognition of the original lability

and the recognition of a new liability, The difference
between the carrying value of the original financial
liability and the consideration pald is recognised in profit
or loss.

Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and
the net amount reported in the Statement of financial
position I and only if, there is a currently enforceable
legal right to offset the recognised amounts and there
is an intention to setlle on a net basis, or to realise the
assets and settle the liabilities simultaneously.

Income and expenses are presented on a nel basis only
when permitted under SLFRSs, or for gains and losses
arising from a group of similar transactions such as in the
company’s trading activity

Renegotiated Loans

Where possible, the Company secks to restructure loans
rather than to take possession of collateral. This may
involve extending the payment arrangements and the
agreement of new loan conditions. Once the terms have
been renegotiated, any impairment is measured using
the ariginal EIR as calculated before the modification of
terms and the loan is no longer considered past due.
Management continually reviews renegotiated loans to

2327

2328

(@)

(b}

(a)

ensure that all criteria are met and that future payments
are likely to occur. The loans continue to be subject

to an individual or collective impairment assessment,
calculated using the loan’s original EIR.

Amortised Cost Measurement

The amortised cost of @ financial asset or liability is

the amount at which the financial asset or liability

is measured at initial recognition, minus principal
repayments, plus or minus the cumulative amortisation
using the effective interest method of any difference
between the initial amount recognised and the maturity
amount, minus any reduction for impairment.

Fair value Measurement

Fair value is the price that would be received to sell

an asset or paid to transfer a liability in an orderly
transaction between market participants at the
measurement date. The fair value measurement is
based on the presumption that the transaction to sell the
asset or transfer the liability takes place either:

In the principal market for the asset or liability, or

In the absence of a principal market, in the most
advantageous market for the asset or liability the
principal or the most advantageous market must be
accessible by the Company.

The fair value of an asset or a liability is measured using
the assumptions that market participants would use
when pricing the asset or liability, assuming that market
participants act in their economic best interest,

A fair value measurement of a non-financial asset takes
Into account a market participant's ability to generate
economic benefits by using the asset in its highest and
best use or by selling it to another market participant
that would use the asset In its highest and best use

The Company uses valuation techniques that are
appropriate in the circumstances and for which sufficient
data are available to measure fair value, maximising the
use of relevant observable inputs and minimising the
use of unobservable inputs.

All assets and liabilities for which fair value is measured
or disclosed in the financial statements are categorised
within the fair value hierarchy, described as follows,
based on the lowest level input that is significant to the
fair value measurement as a whole:

Level 1- Quoted (unadjusted) market prices in active
markets for identical assets or liabilities
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Level 2 - Valuation technigues for which the lowest level
input that is significant to the fair value measurement is
direcily or indirectly cbservable

Level 3 - Valuation techniques for which the lowest level
input that is significant to the fair value measurement is
unobservable for the purpose of fair value disclosures.

The Company has determined classes of assets and
liabilities on the basis of the nature, characteristics and
risks of the asset or liabllity and the level of the fair value
hierarchy as explained above.

Impairment
Non-derivative financial assets

A financial asset not carried at fair value through profit
or loss is assessed at each reporting date to determine
whether there Is objective evidence that Il s impaired.
A financial asset is impaired if objective evidence
indicates that a loss event has accurred after the initial
recognition of the asset, and that the loss event had

a negative effect on the estimated future cash flows

of that asset that can be estimated reliably. Objective
evidence that financial assets are impaired can Include
default or delinquency by a debtor, restructuring of an
amount due to the Company on terms that the Company
would not consider otherwise, indications that a debtor
or issuer will enter bankruptcy, adverse changes In the
payment status of borrowers or Issuers in the Company,
economic conditions that correlate with defaults or the
disappearance of an aclive market for a security.

Loans and receivables

The Company considers evidence of Impairment for
loans and receivables at both a specific asset and
collective level, All individually significant receivables
are assessed for specific impairment. All individually
significant loans and receivables found not to be
specifically impaired are then collectively assessed
for any impairment that has been incurred but not yet
identified. Loans and receivables that are not individually
significant are collectively assessed for impairment by
grouping together loans receivables with similar risk
characteristics.

In assessing collective impairment the Company uses
histerical trends of the probability of default, the timing
of recoveties and the amount of loss incurred, adjusted
for management’s judgment as to whether current
economic and credit conditions are such that the actual
losses are likely to be greater ar less than suggested by
historical trends.

An impairment loss in respect of a financial asset
measured at amortised cost is calculated as the
difference between its carrying amount and the
present value of the estimated future cash flows
discounted at the asset’s original effective Interest
rate. Losses are recognised in profit or loss and
reflected inan impairment allowance account against
loans and receivables. Interest on the impaired asset
continues to be recognised, When a subsequent
event {e.g. repayment by a debtor) causes the amount
of iImpairment loss to decrease, the decrease in
impairment loss Is reversed through profit or loss,

Available-for-sale financial assets

Impairment losses on available-for-sale financial assets
are recognised by reclassifying losses accumulated

in the AFS reserve in equity, to profit or loss. The
cumulative loss that is reclassified from equity to profit
or loss Is the difference between the acquisition cost,
net of any principal repayment and amortisation, and the
current fair value, less any impairment loss recognised
previously in profit or loss,

Changes in impairment provisions attributable to
application of the effective interest method are reflected
as a component of interest income, If, in a subsequent
period, the fair value of an impaired available-for-

sale debt security increases and the increase can

be related ohjectively to an event occurring after the
impairment loss was recognised in profit or loss, then
the impairment loss is reversed, with the amount of the
reversal recognised in profit or loss

Reversal of Impairment

If the amount of an Impairment l0ss decreases In
subsequent period, and the decrease can be related
ohjectively to an event occurring after the impairment
was recognised, the excess IS written back by reducing
the financial asset impairment allowance account
accordingly. The write-back is recognised in the income
statement.

Write Off of Financial Assets Carried at Amortised
Cost

Financial Assets (and related impalrment allowance
accounts) are normally written off either partially or in
full, when there is no realistic prospect of recavery.
Where financial assets are secured, this is generally
after receipt of any proceeds from the realisation of
security
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233 Cashand cash equivalents

Cash and cash equivalents as referred to in the cash
flow statement comprises cash in hand, demand
deposits and short term highly liquid investments readily
canvertible to known amounts of cash and subject to
Insignificant risk of changes in value,

Leases

The determination of whether an arrangement is a
lease, or contalns a lease, is based on the substance

of the arrangement at the inception and requires an
assessment of whether the fulfilment of the arrangement
|s dependent on the use of a specilic asset or assets
and the arrangement conveys a right to use the asset.

2.3.41 Finance Leases

Finance feases — Company as a lessee

Finance leases that transfer to the Company
substantially all of the risks and benefits Incidental to
ownership of the leased item, are capitalised at the
commencemenl of the lease at the fair valug of the
leased property or, if lower, at the presant value of

the minimum lease payments. Lease payments are
apporticned between finance charges and reduction

of the lease liability so as to achieve a constant rate of
interest on the remaining balance of the liability. Finance
charges are recognised in finance cost in the Statement
of profit or loss.

Leased assets are depreciated over the useful life of the
asset. However, if there is no reasonable certainty that
the Company will obtain ownership by the end of the
lease term, the asset is depreciated over the shorter of
the estimated useful life of the asset and the lease term.

Finance leases — Company as a lessor
When the Company is the lessor under finance leases
the amounts due under the leases, after deduction of
unearned charges, are Included in "Rentals receivable
on leased assets”, The finance income receivable is
recognised in‘interest incoms’ over lhe perods of the
|leases so as o give a constant rate of return on the nat
investment in the leases.
2.3.4.2 Operating Leases
Leases that do not transfer substantially all the risks and
henefits incidental to ownership of the leased tems to
the lessee are aperating leases

Operating leases — Company os a lessee

Operating lease payments are recagnised as an
expense In the Statement of profit or loss on a straight
line basis over the lease term. Cantingent rent payable

25
2351

2352

is recognised as an expense in the perlad in which they
are incurred.

Operating leases — Company as o lessor

Initial direct costs incurred in negotiating operating
leases are added to the carrying amount of the leased
asset and recognised over the lease term on the same
basis as rental income.

Property and equipment

Basis of Recognition

Property, plant and equipment are recognised ifit is
probable that future economic benefits associated with
the assets will flow to the Company and cost of the
asset can be religbly measured.

Measurement

Anitem of property, plant and equipment that gualifies
for recognition as an asset is initially measured at

its cost. Cost includes expenditure that is directly
attributahle to the acquisition of the asset and cost
incurred subsequently to add to, replace part of, or
service it. The cost of self-constructed assets includes
the cost of materials and direct labour, any other

costs directly attributable to bringing the assetto a
waorking condition for fts intendad use and the costs of
dismantling and removing the items and restoring the
site on which they are located. Purchased software that
is intagral to the functionality of the related equipment is
capltalised as part of computer equipment.

When parts of an item of property or equipment have
different useful lives, they are accounted for as separate
items (major components) of property, plant and
equipment.

Carrying amount of property, plant and equipment are
reviewed for impairment whenever events or changes
in circumstances indicate that the carrying amaurnit

may not be recoverable, An asset’s carrying amount is
written down immeadiately to its recoverahle amannt if
the asset’s carmying amount is greater than its estimated
recoverable amount.

Cost Mode|

The Company applies cost model to property, plant and
equipment except for freehold land and buildings and
records at cost of purchase or construction tagether
with any incidental expanses thereon less accumulated
depreciation and any accumulated impairment losses.

Revaluation Mode!

The Company applies the revaluation model {o the
entire class of freehold land and buildings. Such
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properties are carried at a revalued amount, being their
fair value at the date of revaluation less any subsequent
accumulated depreciation and subsequent accumulated
impairment losses.

Freehold land and bulldings of the Company Is revalued
at least once in every three years on a roll over basis
to ensure that the carrying amounts do not differ
materlally from the fair values at the reporting date. On
revaluation of an asset, any increase in the carrying
amount Is recognised in other comprehensive income
and accumulated In equity, under capital reserve

or used 1o reverse a previous revaluation decrease
relating to the same asset, which was charged to the
income statement. In this circumstance, the increase

is recognised as income to the extent of the previous
write down. Any decrease in the carrying amount is
recognised as an expense in the income statement

or debited in the other comprehensive income

to the extent of any credit balance existing in the
capital reserve in respect of that asset. The decrease
recognised in other comprehensive income reduces the
amount accumulated in equity under capital reserves.
Any balance remaining in the revaluation reserve in
respect of an asset is transferred directly to retained
earnings on retirement or disposal of the asset.

Subsequent Costs

The subsequent cost of replacing a component of an
item of property, plant and equipment is recognised in
the carrying amount of the item If it is probable that the
future economic benefits embodied within that part will
flow to the Group and its cost can be reliably measured,
The costs of day to day servicing of property, plant and
equipment are charged to the income statement as
incurred. Costs incurred in using or redeploying an item
is not Included under carrying amount of an item.

Depreciation

The Company provides depreciation from the date the
assets are available for use up to the date of disposal,
at the following rates on a straight line basis over the
periods appropriate to the estimated useful lives based
on the pattern in which the asset's future economic
benefits are expected to be consumed by the Group
of the different types of assets, except for which are
disclosed separately. Depreciation of an asset ceases
at the earlier of the date that the asset is classified as
held for sale or the date that the asset Is derecognised.
Depreciation does not cease when the assets become
idle or Is retired from active use unless the asset is fully
depreciated.

2355
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Depreciation methods, useful lives and residual values
are reassessed at each reporting date and adjusted if
appropriate.

The estimated useful lives for the current year are as
follows;

(a) Buildings 40 years
(b) Motor Vehicles Q5 years
[(a] Furniture & Fittings 05 years
(d) Computer & Accessories 05 years
() Machinery & Equipment 05 years
(f) Fixtures & Fittings 05 years

De-recognition

The carrying amount of an item of property, plant and
equipment is derecognised on disposal or when no
future economic benefits are expected from ils use

or disposal. The gain or l0ss arising from the de-
recognition of an item of property, plant and equipment
which is calculated as the difference between the
carrying amount and the net disposal proceeds is
included in the income statement when the item is
derecognised.

When replacement costs are recognised in the carrying
amount of an item of property, plant and equipment,

the remaining carrying amount of the replaced partis
derecognised, Major inspection costs are capitalised. At
each such capitalisation, the remaining carrying amount
of the previous cost of inspections is derecognised.

Capital Work-in-Progress

These are expenses of a capital nature directly
incurred In the construction of buildings, major plant
and machinery and system development, awaiting
capitatisation. Capital work-in-progress would be
transferred to the relevant asset when it is available
for use i.e. when it is in the location and condition
necessary for it to be capable of operating in the
manner intended by management. Capital work-
in-progress is stated at cost less any accumulated
impairment losses.

Intangible assets

Basis of recognition

An intangible asset is recognised if it is probable that
the future economic benefits that are attributable to
the asset will flow to the Company and the cost of the
assets can be measured reliably.
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Measurement

Intangible assets acquired separately are measured
on initial recognition at cost. Following initial
recognition, intangible assets are carried at cost less
any accumulated amortisation and any accumulated
impairment losses.

All computer scftware costs incurred, licensed for use
by the Company, which are not integrally related to
associated hardware, which can be clearly identified,
reliably measured and it’s probable that they will

tead to future economic benefits, are included in the
‘Statement of financial position’ under the category
‘intangible assets’ and carried at cost less accumulated
amortisation and any accumulated impairment losses.

Internally generated Intangible assets, excluding
capitalised development costs, are not capitalised, and
expenditure Is charged against income statement in the
year in which the expenditure is incurred

Amortisation and impairment

The useful lives of intangible assets are assessed as
either finite or infinite. Intangible assets, with finite lives,
are amortised on a straight line basis in the income
statement from the date when the asset is available
for use, over the best estimate of the useful economic
tives based on a pattern in which the asset's economic
benefits are consumed by the Company, at 20% per
annum, except for software licenses which is 6.67%
per annum. Those assets are assessed for impairment
whenever there Is an indication that the intangible
asset may be impaired. Intangible assets with infinite
useful lives such as license are not amortised, but are
assessed for impairment annually. The assessment of
infinite life is reviewed annually to determine whether
the infinite life continues to be supportable.

Subsequent expenditure

Expenditure incurred on software is capitalised oniy
when it is probable that this expenditure will enable the
asset to generate future economic benefits in excess
of its originally assessed standard of performance and
this expendliture can be measured and attributed to
the asset reliably. All other expenditure is expensed as
incurred,

Derecognition

An intangible asset is derecognised on disposal or when
no future economic benefits are expected from its use
and subsequent disposal. Gains or losses arising from
derecognition of an intangible asset are measured as
the difference between the net disposal proceeds and
the carrying amount of the asset and are recognised in
the income statement.

237
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Investment Properties

Investment property is property held either to eam
rental income or for capital appreciation of for both,
but not for sale in the ordinary course of business, use
in the production or supply of goods or service or for
administrative purposes.

Investment property is initially measured at cost and
subsequently at fair value with any change therein
recognised in profit or loss. Cost includes expenditure
that is directly attributable to the acquisition of the
investment property. The cost of self-constructed
investment property includes the cost of materials and
direct labour, any other costs directly attributable to
bringing the investment property 10 a working condition
for their intended use.

The carrying values of investment praperties are
reviewed for impairment when events or changes in
circumstances indicate that the carrying value may not
be recoverable. If any such indication exists and where
the carrying values exceed the estimated recoverable
amount, the assets are written down to their recoverable
amount.

An item of investment Property is derecognised upon
disposal or when no future economic benefils are
expected from iis use or disposal Any gain or loss on
disposal of an investment property (calculated as the
difference between the net proceeds from disposal and
the carrying amount of the item) is recognised profit

or loss. When investment property that was previously
classified as property, plant and equipment is sold, any
related amount included in the revaluation reserve is
transferred to retained eamings

Impairment of non—financial assets

The carrying amounts of the company’s non-financial
assets, other than, deferred tax assets are reviewed at
each reporting date to determine whether there Is any
indication of impairment. If any such indication exists,
then the asset's recoverable amount Is estimated. An
impairment loss is recognised if the carrying amount
of an asset or cash-generating unit (CGU) exceeds Its
recoverable amount.

The recoverable amount of an asset or CGU is the
greater of its value in use and its fair value less costs
to sell. In assessing value in use, the estimated future
cash flows are discounted to their present value using
a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks
specific to the assel or CGU. For Impairment testing,
assets are grouped together into the smallest group of
assels that generates cash inflows from continuing use
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that are largely independent of the cash inflows of other
assets or CGUs.

Impairment losses are recognised in the Statement of
profit or loss. Impairment losses recegnised in respect of
CGUs are allocated first to reduce the carrying amount
of any goodwill allocated to the CGU (group of CGUS),

if any, and then to reduce the carrying amounts of the
other assets in the CGU (group of CGUSs) on a pro rata
basis.

An impairment loss in respect of goodwill is not
reversed, For other assets, an impalrment 10ss is
reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that
would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.

Retirement benefits
Short-Term Employee Benefits

Short-term employee benefit obligations are measured
on an undiscounted basis and are expensed as the
related service is provided. A liability is recognised for
the amount expected to be paid under short-term cash
bonus if the company has a present legal or constructive
obligation to pay this amount as a result of past service
provided by the employee, and the cbligation can be
eslimated reliably.

2.3.9.2 Defined Contribution Plans

A defined contribution plan is a post-employment
benefit plan under which an entity pays fixed
contributions into a separate entity and will have no
legal or constructive obligation to pay further amounts.
Obligations for contributions to defined contribution
plans are recognised as an employee benefit expense
in profit or loss in the periods during which services
are rendered by employees, Prepaid contributions

are recognised as an asset to the extent that a cash
refund or a reduction in future payments is availablie
All employees of the Company are members of the
Employees’ Pravident Fund (EPF) and Employees’ Trust
Fund (ETF), to which the Company contributes 12% and
3% of employee salaries respectively.

2.3.9.3 Defined Benefit Plans

A defined benefit plan is a post-employment benefit
plan other than a defined contribution plan, The
Company's net obligation in respect of defined benefit
pension plans is calculated by estimating the amount

of future benefit that employees have earned in return
for their service in the current and prior periods; that
benefit is discounted to determine its present value. Any
unrecognised past service costs are deducted.

2310
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The calculation is performed every three years by a
qualified actuary using the projected unit credit method.
For the purpose of determining the charge for any
period before the next regular actuarial valuation falls
due, an approximate estimate provided by the qualified
actuary is used.

When the benefits of a plan are improved, the portion
of the increased benefit related to past service by
employees is tecognised In profit or loss on a siraight-
line basis over the average period until the benefits
become vested. To the extent that the benefits vest
immediately, the expense is recognised immediately in
profit or loss.

The Company recognises all actuarial gains and losses
arising from the defined benefit plan in the Statement
of comprehensive income (OC) and all other expenses
related to defined benefit plans are recognise as
personnel expenses in Statemeant of comprehensive
income. This retirement benefit obligation is not
externally funded.

Provisions

A provision is recognised if, as a result of a past event,
the Company has a present legal or constructive
obligation that can be estimated reliably, and it is
probable that an outflow of economic benefits will

be required to settle the obligation, Provisions are
determined by discounting the expected future cash
flows at a pre-tax rate that reflects current market
assessments of the time value of money and the risks
specific to the liability. The unwinding of the discount is
recognised as finance cost.

Contingent liabilities are disclosed if there is a possible
future obligation as a result of a past event, or if there is
a present obligation as a result of a past event but either
a payment is not probable or the amount cannot be
reasonably estimated.

Income Tax Expense

Current Tax Expense

Current tax assets and liabilities consist of amounts
expected to be recovered from or paid to the
Commissioner General of Inland Revenue in respect of
the current as well as prior years. The tax rates and tax
laws used to compute the amount are those that are
enacted or subsequently enacted by the reporting date.
Accordingly, provision for taxation Is made on the basis
of the profit for the year as adjusted for taxation purpose
in accordance with the provision of the Inland Revenue
Act No. 10 of 20086 and the amendment thereto, at the
rates specified in Note 13 to the Financial Statements.
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Management has used its Judgment on the application
of tax laws In determining the current tax liability
including transfer pricing regulation involving
identification of associated undertakings, estimation
of the respective arm’s length prices and selection of
appropriate pricing mechanism.

2.31.2 Deferred Taxation

Deferred tax is provided using the liability method on
temporary differences at the reporting date between
the tax bases of assets and liabilities and their carrying
amounts for financial reporting purpose, Deferred tax
liabilities are recognised for all temporary differences.

Deferred tax assets are recognised for all deductible
differences. Carry forward of unused tax credits and
unused tax losses, 1o the extent that it Is probable
that taxable profits will be available against which
the deductible temporary differences and the carry
forward of unused tax credits and unused tax losses
can be utilised, except where deferred tax assets
relating to the deductible temporary differences
arise from the initial recognition of an asset or liability
in a transaction that is not a business combination
and at the time of the transaction, affects neither the
accounting profit nor the taxable profit or losses.

The carrying amount of a deferred tax asset is
reviewed at each reporting date and reduced to

the extent it is no longer probable that sufficient
taxable profit will be available to allow all or part of
the deferred tax asset to be utilised. Unrecognised
deferred tax assets are reassessed at each reporting
date and are recognise to the extent that is probable
that future taxable profit will allow the deferred tax
asset to be recovered,

Deferred tax assets and liabilities are measured at the
tax rate that are expected to apply in the year when
the assets are realised or the liabllities are setiled,
based on tax rates and tax laws that have been
enacted or subsequently enacted at the reporting
date.

2.311.3 Value Added Tax on Financial Services (VAT)
Company's total value addition Is subjecled to a 11%
Value Added Tax up to 01 May 2016, 15% from 02 May
2016, 11% from 12.07.2016 and 15% from 01 November
2016 up to 3112.2016 as per section 25A of the Value
Added Tax Act No. 14 of 2002 and amendments
thereto.

2.311.4 Economic Service Charge (ESC)

As per the provisions of the Economic Service Charge
{Amendment) Act No. 11 of 2012, ESC is payable on
the liable turnover at specified rates, ESC paid is
deductible from the income tax liability. Any unclaimed
liability can be carried forward and set-off against the
income tax payable in the four subsequent years.

2.3.11.5 Crop Insurance Levy
In terms of Section 14 of the Finance Act No. 12 of
2013 all institutions under the purview of Finance
Companies Act No. 78 of 1988 are required to pay 1%
of the profit after tax as Crop Insurance Levy to the
National Insurance Trust Fund Board effective from 01
April 2013,

2.311.6 Nation Building Tax (NBT)

The business of banking and finance will be liable for
NBT at 2% of the liable turnover from 01 January 2014
onwards. The liable turmover with reference to any
person engaged in business and finance will be the
value addition as computed for the purpose of VAT on
financial services

2.312 Revenue Recognition

Revenue is recognised to the extent that it is probable
that the economic benefits will flow to the Company
and the revenue can be reliably measured. The
following specific recognition criteria must also be mel
before revenue is recognised.

2.3121 Interest Income and Expense

For all financial instruments measured at amortised
cost, interest bearing financial assets classified as
available for sale and financial instruments designated
at fair value through profit or loss, interest income or
expense is recorded using the EIR. EIR is the rate that
exactly discounts estimated future cash payments

or receipts through the expected life of the financial
instrument or a shorter period, where appropriate,

to the net carrying amount of the financial asset or
financial liability. The calculation takes into account

all contractual terms of the financial instrument and
includes any fees or incremental costs that are directly
attributable to the instrument and are an integral

part of the EIR, but not future credit losses. Once

the recorded value of a financial asset or a group

of similar financial assets has been reduced due to

an impairment loss, interest income continues to be
recognised using the rate of interest used o discount
the future cash flows for the purpose of measuring the
impairment loss.

2.312.2Fee and Commission Income

The Company earns fee and commission Income
from a diverse range of services it provides to its
customers. Such income is recognised as revenue
when the services are provided.

2.312.3Dividend Income
Dividend income is recegnised when the Company's
right to receive the payment is established,

2.312.4Rent Income
Rent income s recognised on an accrual basis

2.312.50ther Income
Other income is recognised on an accrual basis
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NEW ACCOUNTING STANDARDS ISSUED BUT NOT
EFFECTIVE AS AT THE REPORTING DATE

A number of new standards and amendments to
standards which have been issued but not yet effective
as at the Reporting date have not been applied in
preparing these Financial Statements. Analyses of the
possible effect from those standards are given below.

Standards issued but not yet adopted which may have
impact

SLFRS 9 Financial Instruments

Summary of the Requirements

SLFRS 9, replaces the existing guidance in LKAS 39 —
Financial Instruments: Recognition and Measurement.
SLFRS 9 contains three principal classification
categories for financial assets — i.e. measured at
amortised cost, fair value through other comprehensive
income (FVTQCI) and fair value through profit or loss
{FVTPL). The existing LKAS 39 categories of Held-to-
maturity, Loans and recelvables and Available-for-sale
are removed

SLFRS 9 replaces the ‘incurred loss' model in LKAS 39
with an ‘expected credit loss’ model. The new model
applies to financial assets that are not measured at
FVTPL.

The model uses a dual measurement approach, under
which the loss allowance is measured as either:

- 12 month expected credit loss, or
- Lifetime expected credit losses.

The measurement basis will generally depend on
whether there has been a significant increase in credit
risk since initial recognition.

A simplified appreach is available for trade receivables,
contract assets and lease receivables, allowing or
requiring the recognition of lifetime expected credit
losses at all imes. Special rules apply to assets that are
credit impaired at initial recagnition. The new standard
carries guidance on new general hedge accounting
requirements.

SLFRS S introduces new presentation requirements and
extensive new disclosure requirements. Effective date of
SLFRS 9 is for period beginning on or after January 01,
2018

Possible Impact on Financial Statements

The company has completed the initial high level
assessment of the potential Impact on Its Financlal
Statements resulting from the application of SLFRS 9.

3.2

33

As the next step the company will establish a business
model test and cash flow characteristics test to identify
the categaries of financial assets.

For the purpose of determining impairment the
company needs to build a model with appropnate
methodologies and controls to ensure that proper
Judgment is exercised to assess recoverability of loans
and make robust estimates of expected credit losses
and point at which there is significant increase in credit
risk. Judgment will need to be applied to ensure that
the measurement of expected credit losses reflects
reasonable and supportable infarmation.

Given the nature of the company’s operations, this
standard is expected to have a pervasive impact on the
company’s financial statements. In particular, calculation
of impairment of financial instruments on an expected
credit loss model is expected to result in an increase in
the overall level of impairment allowances.

SLFRS 15 Revenue from Contracts with Customers
Summary of the Requirements

SLFRS 15 establishes a comprehensive framework for
determining whether, how much and when revenue is
recognised. It replaces existing revenue recognition
guidance, including LKAS 18 Revenue, LKAS 11
Construction Contracts and IFRIC 13 Customer Loyalty
Programmes,

SLFRS 15 is effective for annual reporting periods
beginning on or after 1 January 2018, with early adoption
permitted.

Possible impact on Financial Statements

The Company does not expect significant impact on its
Financial Statements resulting from the application of
SLFRS 15

SLFRS 16 — ‘Leases’

Summoary of the Requirements

SLFRS 16 eliminates the current dual accounting model
for lessees which distinguishes between on-balance
sheet finance leases and off-balance sheet operating
leases. Instead there will be a single on-balance sheet
accounting model that is similar to current finance lease
accounting.

SLFRS 16 is effective for annual Reporting periods
beginning on or after January 01, 2019.

Possible Impact on Financial Statements

The Company is assessing the potential impact on its
Financial Statements resulting from the application of
SLFRS 16
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2017 2016
LKR LKR
4. GROSS INCOME

Interest income 5,327,018,057 3,906,231603
Fee and commission income 670,219,063 485,813,442
QOther income 236,796,463 93.062,588
Total income 6,234,033,583 4485107633

5. NET INTEREST INCOME
Interest income 51 5,327018,057 3,906,231603
Interest expense 52 (1465618,208) (995,689,242)
Net interest income 3,861,399,849 2,910,542 361

Notional tax credit for withholding tax on government securities on secondary market iransactions

Section 137 of the Inland Revenue Act No. 10 of 2006 provide that a company which derives Interest income from the secondary market
transactions in government securities be entitied to a notional tax credit (being one ninth of the net interest income), provided such
interest incame forms part of the statutory income of the company for that year of assessment

Accardingly, net income earned from secondary market transactions in government securities for the year by the company has been
grossed up In the financial statements and the resulting notional tax credit amounted ta 949 Mn.

2017 2016
LKR LKR
51 Interest Income

Loans and advances given to members 4,917689,948 3715,702,304
Loans and advances given to non members 55,683,105 37502,989
Financial Investments - held to maturity 143357077 124,40408
Financial Investment - fair value through profit and loss 1,600,000 13,746,636
Savings deposits 71,869,994 13247456
Finance leases 136,817,933 162810
Net interest income 5,327,018,057 3,906,231,603

52 Interest Expense
Deposits from customers 1,351,785,887 917,273,012
Debentures 89,328,560 69,904 419
Other borrowings 24,503,761 8,51.81n

1,465,618,208 995,689,242
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2017 2016
LKR LKR

NET FEE AND COMMISION INCOME
Trade related documentation charges 670,219,063 485,813 442
Fee and commission expenses (98,395,049) (75,520,940)

571,824,014 410,292,502

OTHER INCOME

Other operating income 7 236,796,463 93,062,588
Capital loss from trading - {26,578,802)
Net mark to market valuation gain 81,840 -

236,878,303 66,483.786

Other Operating Income

Rent income 45,044,775 43917700
Recovery of loan balance written-off 17,440,711 18,540,442
Revaluation of investment properties 149,300,000 14,000.000
Fair valuation on avallable-for-sale investments - 12,196,283
Sundry Income 25,700,249 4,051,291
Profit from disposal of property, plant & equipment (754,272) 296,872
Dividend income 65000 60,000

236,796,463 93,062,588

IMPAIRMENT CHARGES FOR LOANS AND OTHER LOSSES

Loans and recelvable from members 8l 245704,462 105,918,099
Loans and receivable from lease 82 324926 -
Other assets 83 (4,500,000) 4534052
Impalrment losses from financial investments - loans & receivables 84 465,978,912 -
707,508,300 10,452,151
Loans and Advances to Members
Individual impairment losses 143,325,742 79537316
Collective Impairment losses 102,378,720 26,380,783
245,704,462 105,918,099
Loans and Receivable from Lease
Individual impairment losses 324926
324926 -
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2017 2016
LKR LKR
8.3 Other Assets
Other impairment (4,500,000) 4534052
(4,500,000) 4,534,052
84 Financial Investments - loans & receivables
Impairment losses from financlal investments - loans & recelvables 465,978,912 -
465,978,912 -
9. PERSONNEL COST
Salaries and bonus 765,801,913 568,932,269
Other personnel cost 54,535719 45,099,845
Employer's contribution to employees’ provident fund 70123394 53,034,203
Employer's contribution to employees’ trust fund 17,530,849 13,258,552
Retirement benefit cost 35619133 31690645
Total 943 611,008 712,015,514
10. OTHER EXPENSES
Other operating expenses, among others Include the following:
Depreciation on property, plant & equipment 110,572,371 77562766
Advertising & publications 45687622 47292737
Repairs & maintenance 80192643 56,392,960
Crop insurance levy 1,601,542 1349144
Amortisation of intangible assets 23738354 8,790,909
Directors remuneration 15,505,000 7.565,000
Auditors' remuneration 475,000 4156,000
Legal charges 10,082,325 5,395,125
Donation 3,288,237 4,205,029
" PROVISION FOR VALUE ADDED TAX
Value added tax for the year
Financial services 331,394,045 234120096
331,394,045 234120096

Value Added Tax

Compeany's total value addition is subjected to a 11% Value Added Tax up to 01 May 2016, 15% from 02 May 2016, 11% from 12
July 2016 and 15% from 01 November 2016 up te 31 March 2017 as per section 25A of the Value Added Tax Act No. 14 of 2002
and amendments thereto.
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2017 2016
LKR LKR
12 PROVISION FOR NATION BUILDING TAX
Nation building tax for the year
Financial services 49,278,589 42,567,290
49,278,589 42567290
13. INCOME TAX
Current Income Tax
Current income tax charge 665,720,164 383,361,840
QOver provision during previous year (18,731,103) -
Deferred Income Tax
Deferred taxation charge / (reversal) (79,442,372) 51,387,093
Income tax expense reported in the statement of profit or loss 567.546,689 434,748,933

131 Reconcilation Between Tax Expense and the Product of Accounting Profit Multiplied by the Statutory Tax Rate

Accounting profit before tax 1626,380,875 1,544,842138
At the statutory income tax rate of 28% (2016: 28%) 455,386,645 432 555799
Tax Effect on;

Income exempt from tax (18,200) (16,800)
Non deductible expenses 432190639 131.950.122
Deductible expenses (221,838,920) (60,775,954)
Current tax on profits for the year 665,720,164 503713167
Tax effect on utilised tax losses - (120,351,327)
Current income tax charge 665,720,164 383.361.840
Over provision during previous year (18.731,103) -
Deferred taxation charge (79.442.372) 51,387093
Income tax expense at the effective income tax rate of 34.9% (2015: 28.1%) 567,546,689 434.748,933

Tax Losses Brought Forward and Utilised during the Year

Balance at the beginning of the year - 429,826,167
Tax losses utilised during the year - (429,826167)
Tax losses not utilised and carried forward - -
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14. EARNINGS PER SHARE
The earings and weighted average number of ordinary shares used in the calculation of basic earnings per share are as

follows.
2017 2016
LKR LKR
Net profit for the period 1,058,834186 110,093,205
Profit attributable to ordinary shareholders 1.058,834,186 110,093,205
2017 2016
Number Number
Weighted average number of ordinary shares in issue 1,719,580624 1719,580624
719,580,624 1,719,580,624
Basic earnings per ordinary share 062 065
2017 2016
LKR LKR
15. CASH AND CASH EQUIVALENTS
Cash in hand 39107,948 50,851152
Balances with banks 1165,375,998 400,372,138
Total 1.204,483,946 451223290
16. FINANCIAL ASSETS HELD FOR TRADING
Cost of treasury bond investment 16,250,272 16,250,272
Interest receivable 480,000 480,000
16,730,272 16,730,272
Less: Loss from mark to market valuation (1,705,312) (1.787152)
15,024,960 14,943120
As at 31 March 2017 Year of Cost of Carrying
Maturity Investment Face Value Value
LKR LKR LKR
Treasury bond 01.May.2021 16,250,272 16,000,000 14,943120
16,250,272 16,000,000 14,943120
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2017 2016
LKR LKR
17. LOANS AND ADVANCES TO MEMBERS
At amortised cost:
Loans and advances to members 13,629,635,943 8913718165
Less: Allowance for impairment losses (368,904,118) (154,678,950)
13,260,731,825 8,759,039,215
1741 Product-Wise Analysis of Loans And Advances To Members
Loans 11,486,285,715 8,476,840.827
Leases 71 1703,990,476 114,417,229
Saving advance 1712 209717224 181804948
Loan against deposits 1713 229642528 140,655,161
13,629,635,943 8913718165
2017 2016
LKR LKR
1711 Lease Receivables
Rentals receivable 2,421,338,589 159,217756
Unearned lease income (752,609,150) (44,927473)
Rental in arrears - lease 35,585,963 126,946
Gross lease rental receivable 1,704,315,402 114,417,229
Less - Allowance for impairment losses (324,926)
Net receivables 703,990,476 114,417,229
Net receivables within one year 402127483 23782714
Net receivables from one to five years 1,298,611,428 89182.504
Net receivables after five years 3,251,565 145201
- 1703.990,476 114,417,229
171.2 Saving Advance
Saving advance 209717224 186,577,253
Less : Deferred interest on concessional lending - (4.772,305)
209,717,224 181,804,948
171.3  Loan against Deposits
Loan against deposits 225,547198 139,511,612
Interest receivable on loan against deposits 4,095,330 1143549
229,642,528 140,655,161
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17 LOANS AND ADVANCES TO MEMBERS (Contd...)

Individual Collective Total
impairment impairment
LKR LKR LKR
172  Allowance For Impairment Losses
Balance as at 01 April 2015 52,892,896 23,472,503 76,365,399
Charge for the year- Loans 79,537,316 26,380,783 105,918,099
Written off during the year (27604.548) - (27604,548)
Balance as at 31 March 2016 104,825,664 49,853,286 154,678,950
Amount written off (31,479,294) - (31,479,294)
Charge for the year - Loans 81 143325742 102378720 245704462
Charge for the year - Lease 82 324,926 324926
Balance as at 31 March 2017 216672112 152,556,932 369,229,044
2017 2016
LKR LKR
18. LOANS AND ADVANCES TO OTHERS
Staff loans 181 331,890,240 261184797
Mortgage loan 174,733,733 121,862,502
506,623,973 383,047,299
Less: Allowance for Impalrment losses 18.2 (3,589,635) (3.596,718)
503,034,338 379,450,581
181  Staff Loans
At the beginning of the year 261,184,797 174,465,981
Loan granted during the year 217584,000 158,249,500
Recovered during the year (146,878,557) (67030684)
331,890,240 265,684,797
Less: Fair value gain - {4,500,000)
331,890,240 261184797
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Balance as at 31 March 2016 Balanceasat  Provision made Written Off Balance as at
01 Aprll 2015 during the year during the year 31 March 2016

18.2  Allowance for impairment losses

Staff loan 4585597 34,052 (4,585,597} 34052

Loan to other entities 105,949,420 - {105,949,420)

Mortgage |loan 3,562,666 - - 3,562,666
114,097683 34,052 (110,535,017) 3,596,718

Balance as at 31 March 2017 Balance as at Provision made Written Off Balance as at

01 April 2016 during the year during the year 31 March 2017

Staff loans 34,052 - (7083) 26,969
Mortgage loan 3,562,666 = - 3,562,666
3,596.718 - (7083) 3,589,635

2017 2016

LKR LKR

19. FINANCIAL INVESTMENT - LOANS & RECEIVABLES

Other loan & Recelvable 773,091,682 -

Impairment losses Financial Investments - Loans & Recelvales (465,978,212) -
30712770

2017 2016

LKR LKR

20. FINANCIAL INVESTMENTS - AVAILABLE-FOR-SALE
Unquoted equity securities 201 12,430,283 12,430,283
12,430,283 12,430,283

These investments are unquoted and has ne active market from which a reliable fair value could be obtained. The different
valuation methods used did not provide a reasonable range of values. As a result these investments are carried al cost since
the fair value cannot be determined reliably.

2017 2016
Number of Cost Number of Cost
Shares Rs. Shares Rs.

201  Investments In Non Quoted Shares

Credit information bureau of sri lanka 100 234,000 100 234,000
Standard credit lanka Ltd 38458474 38,458,474 38,458,474 38,458,474
UB Finance Lid 1742326 12196,283 1742326 1296,283
50,888,757 50,888.757
Less: Allowance for impairment losses (38,458474) (38.458,474)
12,430,283 12,430,283
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2017 2016
LKR LKR
21. FINANCIAL INVESTMENTS - HELD-TO-MATURITY
Fixed deposits 1,295105,342 1.015,545,077
Debentures 150,000,000 150,000,000
Sri lanka government securities 211 298,170,601 1,473,783,398
1743,275,943 2,639,328/475
211 Sri Lanka Government Securities
Treasury bills 285140,500 725,209,836
Repurchase agreement - REPO - 703.104,335
285140,500 1,428,314171
Interest receivable 13,030,101 45,469,227
298170601 1473783398
2017 2016
LKR LKR
22. OTHER ASSETS
Other financial assets 94,051,090 128.048,274
Other non financial assets 221 116,560,485 68,618,380
210,611,575 196,666,654
221  Other Non Financial Assets
Other receivables 117,235,615 78,512,870
Less: Allowance for impairment losses (675130) (9.894,490)
116,560,485 68,618,380

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



143

2017 2016
LKR LKR
23. INVESTMENTS PROPERTIES
Land
Balance at the beginning of the year 334,155,169 315,638,224
Additlons / disposal during the year (4,200,000) 4,200,000
Fair value adjustment for the period 68,219,584 14,316,945
Balance at the end of the year 398174753 334155169
Building
Balance at the beginning of the year 570,344,831 570661776
fair value adjustment for the periad 81,080,416 (316,945)
Balance at the end of the year 651,425,247 570,244,831
Net Book Value 1,049,600,000 904,500,000
The Company carries investment properties at fair value. Valuations of the above investiment properties were carried out as at
3ist December 2016 by R. S. Wijesuriya, Professional Independent Valuer. Company earmed LKR 33.88 Mn as rental income for
the financial year
2017 2016
LKR LKR
24.  INTANGIBLE ASSETS
Cost
Balance at the beginning of the year 92,527,926 27,255,398
Transfer during the year - (3.051231)
Additions during the year 83,009,468 68323759
Balance at the end of the year 175,537.394 92,527.926
Amortisation and Impairment
Balance at the beginning of the year 24720884 16,540,222
Transfers during the year - (943,664)
Charge for the year 23738355 9,124,326
Balance at the end of the year 48,459,232 24720,884
Net Book Value 127078155 67807042
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Cost Accumulated  Net Book Value
Amortisation
24, INTANGIBLE ASSETS (Contd.)
241 Intangible Assets by Class
Balance as at 31 March 2016
Software 75158704 23,562,936 51,595,768
License 17,369,222 1157948 16,211,274
92,527926 24720884 67,807,042
Balance as at 31 March 2017
Software 19,321,847 41474342 77847505
License 56,215,547 6,984,897 49,230,651
175,537.394 48,459,239 127,078,156
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25, PROPERTY, PLANT & EQUIPMENT (Contd...)
251 Carried at cost/Valuation
2512 Written Down Value

2017 2016
LKR LKR
Land 192,502,122 183,654,358
Building 619,998,517 475,898,360
Furniture & fittings - (free hola) 24,568,745 18037721
Office equipment - (free hold) 108,508,448 67669672
Computer - (free hold) 69,522 612 80,142,482
Computer - (fease hold) 2,371934 4931132
Motor cycles - (free hold) - -
Motor vehicles 3,966,667 5366667
Mator vehicles - (lease) 3,586,667 6,046 667
Machinery & equipment - 28467
Fixtures & fittings 34,832,307 38,055,018
Network accessories 59,551,010 7061.009
119,409,029 950,441,553
26. DEFERRED TAX LIABILITY/(ASSET)
Balance at the beginning of the period 49,026,181 {5,978,982)
Transfer from / (to) income statement (79,442372) 51387093
Transfer from / (to) other comprehensive income 46,531,929 3,618,070
Balance at the end of the year 16,115,738 49026181
Deferred tax assets, liabilities relates to the following
Deferred tax liabilities
Accelerated depreciation for tax purposes 158,128,264 91689.042
Revaluation gain on buildings Investment Property 22702516
Finance leases 54,210,433 (5,035,522)
Other Comprehensive Income
Revaluation surplus on buildings 44,069,830
Deferred tax effect on actuarial gains/{loss) on defined benelfit plans 2,462,099 -
Deferred tax assets
Retirement benefit obligation (44,102,486) (37627.339)
Unutilised tax losses (50,420,518)
Impairment losses for loans and other losses (170,934,400)
Net deferred tax liabilities 16,115,738 49,026,181
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2017 2016
LKR LKR

27 DUE TO CUSTOMERS
Fixed deposits 11,515,325,320 8672682124
Deferred transaction cost (59,789,075) (47,940,218}
Interest payable on fixed deposits 318,180,703 244 947964
11773716,948  B,869,689870
Savings deposits 2,266,528,283 1,550729,036

14,040,245,231  10,420,418,906

28, DEBT ISSUED AND OTHER BORROWED FUNDS

Redeemable debentures 281 771,099,781 770,337,308
Borrowings 533,743,002 84,997000
Finance leases 28,537485 54,238,152

1,333,380,268 909,572,460

281 Redeemable Debentures
Balance at the beginning of the year 765,000,000 765.000000

Interest payable to debenture holders 6,099,781 5,337308
771,099,781 770,337,308

2811 Redeemable Debentures

Year of Description Certificate  Type of Qutstanding Outstanding

Number Debenture as at as at
Issue 31 March 2017 31 March2016
2010 Seylan bank PLC 001 Secured 125,000,000 125,000,000
2010 Seylan bank PLC 002 Secured 200,000,000 200,000,000
2010 Seylan bank PLC 003 Secured 200,000,000 200000,000
2010 Seylan bank PLC 004 Secured 140,000,000 140,000,000
2013 Prime lands (private) imited om Unsecured 100,000,000 100,000,000

765,000,000 765,000,000

The outstanding debentures amounting to LKR. 665,000,000 issued to Seylan bank is redeemable from 2020 to 2040 and
with interest payments at annual average treasury bill rate as per the rescheduling terms agreed with Seylan bank,

During the year 2013/2014, The loan balance due to Prime Land ({Private) Limited amounting to LKR, 100,000,000 has been
converted to an unsecured subordinated non convertible debentures. This debenture is redeemable on 16 June 2018 with
interest payments at the rate of 17% p.a as per the terms agreed with Prime Land (Private) Limited.
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2017 2016
LKR LKR

29. PROVISION FOR INCOME TAX

Balance at the beginning of the year 278,240,026 109,483,565

Provision for the year 665,720)64 383,361,840

Over provision during previous year (18,731,104) -

925,229,086 492845405

Payment made during the year (530,294,140) {201,303,324)

WHT paid (11,090,158) (1129,598)

Notional tax (9.489,646) (12,172,457)

ESC receivables (20,907,339) -

Balance at the end of the year 353,447,803 278,240,026
30. VALUE ADDED TAX PAYABLE

Balance at the beginning of the year 41,305,715 14,718,215

Provision made

VAT on financial services 331,394,045 234120096

372,699,760 34883831
Payment made during the year (378,963,036) (307.532,596)
(6,263,276) 41305715

31 OTHER LIABILITIES

Other financial liabilities 311 236,020,182 120,332,406

Other nen financial liabilities 312 32,133,763 30,528,538

268,153,945 150,860,944

311 Other Financial Liabilities
Cther payables 236,020,182 120,332,406
236,020,182 120,332,406

312 Other Non Financial Liabilities

NBT payable (739,435) 5,038,079
WHT payable 1,901,413 1499027
Other payables 30,971,785 23991432

32,133,763 30,528,538
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2017 2016
LKR LKR
32. RETIRING BENEFIT OBLIGATION
Movements in present value of the the retirement benefit obligation are as
follows.
Balance at the beginning of the year 134,383,355 119,196,601
Add : Retiring gratuity expenses 321 26,825,923 18,768,967
161,209,278 137,965,568
Less : Benefits paid during the year (3,700,400) (3,582,213}
Balance at the end of the year 157,508,878 134,383,355
321 Retiring Gratuity Expense
Current service cost 21,508,880 18,377,698
Interest cost 14110,252 13,312,948
35,619,132 31690646
Actuarial (gain) / loss (8.793,209) (12,921679)
26,825,923 18,768,967

Gratuity liability Is based on the actuarial valuation carried out by Smiles Global (Pvt) Limited, on 31st March 2017 using
"Projected Unit Credit method” as recommended by Srl Lanka Accounting Standards (LKAS 19) - Employee Benefits

The principal assumptions used in the actuarial valuations are as follows:

Lang term interest rate 1.5% 10.5%
Retirement age 55 years 55 years
Future salary increase rate 10.0% 9.5%

Assumptions regarding future mortality is based on 1967-70 mortality table issued by the Institute of Actuaries, London. The
define benefit obligation is not externally funded, Actuarial gain on defined benefit plan is recognised in other comprehensive
income,

In order to illustrate the significance of the salary escalation rate and discount rates assumed in this valuation, a sensitivity
analysis for all employees assuming the above is as follows;

Present value of defined benefit

Discount rate obligation
1% Less 168,992,085
1% More 147376721

Present value of defined benefit

Salary escalation rate obligation
1% Less 147635425
1% More 168,505,394
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Year encled 31 Morch

Issuedand  Issued and Fully Total
Fully Paid Voting  Paid Non Voting
Ordinary Shares QOrdinary Shares
Number Number Number
33. STATED CAPITAL
Balance on 01 April 2015 1421380624 298,200,000 1719580624
Share Issued during the year S . =
Balance on 31 March 2016 1421380624 298,200,000 1719580624
Share issued during the year - -
Balance on 31 March 2017 1421380624 298,200,000 1719580624
LKR LKR LKR
Balance on 01 April 2015 913,806,240 2982000000  3,895.806,240
Share issued during the year 729,026,759 2.943,234.000 3672,260,759
Balance on 31 March 2016 184,779,481 38,766,000 223,545,481
Share issued during the year - -
Balance on 31 March 2017 184,779,481 38,766,000 223,545,481
The company carried out a capital reduction of LKR 3.6 Bn with the approval of shareholders, granted at the annual general
meeting held 17 July 2015
2017 2016
LKR LKR
34. GENERAL RESERVE
Balance at the beginning of the year 82,897,989 82,897989
Balance at the end of the year 82,897,989 82,897.989
Statutory Total
Reserve Fund
35. STATUTORY RESERVES FUND
Balance an 01 April 2015 204734159 204734159
Transferred during the year 222,0186M 222,018,641
Balance on 31 March 2016 426,752,800 426752 800
Transferred during the year 211,766,837 21,766,837
Balance on 31 March 2017 638,519,637 638,519,637

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



151

3541  Statutory Reserve Fund
20% of the net profils for the year is transferred to the reserve fund as reguired by direction (No. 01 of 2003 capital fund) issued
by the central bank of Sri lanka.

36. CAPITAL COMMITMENTS
There are no capital commitments as at 31th March 2017,

37 EVENTS AFTER THE REPORTING DATE

Subsequent to the reporting date, no circumstances have arisen which would require adjustments to or disclosure in these
financial statements.

38. CONTINGENT LIABILITIES
There are na contingent liabilities as at 31st March 2017

39. RELATED PARTY TRANSACTIONS
The Company carries out transactions in the ordinary course of business with parties who are defined as "Related Parties
in Sri Lanka Accounting Standards (LKAS 24) - Related Party Disclosures. The Terms and Conditions of such transactions are
disclosed under 391 and 39.2

391 Transactions With Parent Company and Related Companies
During the year ended 31 March 2017 and 2016, the Company has carried out transactions with it's related companies, the
details of which are given below. The pricing applicable to such transactions was based on the assessment of risk and pricing
madel of the Company and was comparable with what was applied to transactions between the Company and its unrelated
customers.
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39. RELATED PARTY TRANSACTIONS (Contd.)
3911 Transactions with the Parent Company

Hattan National Bank PLC |s the parent and the ultimate controlling party of the company.

2017 2016
LKR LKR
Statement of Profit or Loss
Interest income - Financial investments - Held ta Maturity 16,875,000 16,045,082
Interest income - Savings deposits 43023335 2647292
Interest income - Fixed deposits 34760,274
Interest expense - Other borrowings 2402087 7376090
Other expenses - Bank Charges 164,216 424 868
Statement of Financial Position
Cash And Cash Equivalents - Balances with banks 600,548,285 16,603,679
Financial Investments - Held-To-Maturity - Fixed Deposits 750,000,000 1.000,000000
Financial Investments - Held-To-Maturity - Debentures 150,000,000 150,000,000
Diebt Issued And Other Borrowed Funds - Borrowings 533,743,002 84,997,000
Debt Issued And Other Borrowed Funds - Finance leases - 24606557
384.2  Transactions with Related Companies

Transactions with Prime Lands (Pvt) Ltd
Statement of Profit or Loss
Other Operating Income - Rent income - 380,000
Interast expense - Debentures 17,000,000 17046.575
Fixed Deposit interest expenses 2244510 3144086
Other expenses - Vehicle rent 2358790 271096
Statement of Financial Position
Debt Issued And Other Borrowed Funds - Redeemable debentures 100,000,000 100,000,000
Due To Customers - Fiked deposits 3,360,986 33,360,986
Dbt Issued And Other Barrowed Funds - Other Bormowings = -
Transactions with HNE Assurance
Staterment of Profit or Loss
Commission Income 8,278,958 5211475
Statement of Financial Position
Commissian Recelvable 2089631
Claim Receivable 12,310,082
HMB Assurance Premium 7,039,058 7258132
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392 Transactions With The Key Management Personnel of The Company or Their Close Family Members
According to Sri Lanka Accounting Standards (LKAS 24) - Related Party Disclosures, Key Management Personnel are those
having authority and responsibility for planning, directing, and controliing the activities of the entity. Accordingly, the Key
Management personnel of the Company are the members of its Board of Directors and that of its Parent.

2017 2016
LKR LKR
39.21 Compensation Paid To Key Management Personnel of The Company
Balance as at 31 March
The following represents the compensation paid to Key Management Personnel of the
company
Short-term Benefits 17,915,000 9,925,000
17,915,000 9,925,000

39.2.2 Transactions With The Key Management Personnel of The Company or Their Close Family Members

The Company enters in to transactions, arrangements and agreements with Key Management Personnel and the close family
Members of Key Management Personnel in the ardinary course of business. The Transactions listed below were made in

the ordinary course of business and on substantially the same terms, including interest/Commission rates and security, as for
comparable transactions with persons of a similar standing or, where applicable, with other employees. The Transactions didn't
involve more than the normal risk of repayment or present other unfavourable features,

2017 2016
LKR LKR
Statement of Profit or Loss
Interest expense - Deposits From Customers 18,407,200 6,207,805
Statement of Financial Position
Due To Customers - Fixed Deposits 259,696,440 121,728,379
Due to customers - Interest Payable 8,594,485 -
40. PLEDGED ASSETS
Carrying Included
Amount under
Pledged
Nature of Assets Nature of Liability 2017 2016
LKR LKR
Investment
Immovable Properties  First mortgage for loans and borrowings 886,300,000 886,300,000 Properties
Charged over leased assets on finance lease Property, Plant &
Leased Assels liabilities 5,958,602 10.977799 Equipment
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a1. FINANCIAL RISK MANAGEMENT
411 Overview
The Company has exposure to the following risks from its use of financial instruments:
- Credit risk
- Liquidity risk
- Market risk

This note presents information about the Company’s expasure to each of the above risks, the Company’s objectives, policies
and processes for measuring and managing risk, and the Company’s management of capital, Further quantitative disclosures
are included throughout these financial statements.

412 Risk Management Framework
The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk management
framework. The Board has established the Integrated Risk Management Committee (IRMC), which is responsible for developing
and monitaring the Company's risk management palicies. The committee reports regularly to the Board of Directors on its
activities.

The Company’s risk management policies are established to identify and analyses the risks faced by the Company, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits, Risk management policies and systems are
reviewed requiarly to reflect changes in market conditions and the Company's activities.

The Company Audit Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes both regular and ad
hoc reviews of risk management controls and procedures, the results of which are reported to the Audit Committee.

413 Credit Risk
Credit risk is the risk of financial loss to the Company if a customer or counterparty to financial instruments fails to meet
its contractual obligations. Credit risk is mainly arising from Company's receivable from customers and investment in debt
securities.

a) Allowances for Impairment
Credit risk is managed by evaluating the credit worthiness and by periodical review on the credit granted.

The Company establishes an allowance for impairment that represents Its estimate of incurred losses in respect of customer
receivables. The Company policy on Impairment consists of allowance for individual impairment that identified based on
specific loss event and a collective impairment established for similar receivables in term of their Credit risk on product basis
where the loss event have Incurred but not yet identified. The collective impairment is determined based on the historical data
of payments statistics for similar financial assets,

b) Write-off Policy
The Company writes off a loan or an investment debt security balance, and any related allowances for impairment losses,
when the Board of Directors determines that the loan or security is uncollectible. This determination is made after considering
information such as occurrence of significant changes in the borrower's/issuer's financial position such that the borrowerfissuer
can no longer pay the abligation, or that proceeds from collateral will not be sufficient to pay back the entire expasure as the
last resort after considering the legal recoveries. For smailer balance standardised loans, write-off decisions generally are
hased on a product-specific past due status
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<)

Micro Finance Concept works with the Group Peer Pressure where members being pressurised by the other members to

pay instaliments without any defaults. Some loans advance requires guarantees from third parties. There are two types of
guarantees obtained by the company. Immovable assets are taken as securities for high valued loan disbursements such as
Abhilasha. Other Securities such as personal guarantees are taken for Dirlya and Swashakthi Loan facilities. In this context
group members will be cross-guarantors each other by which they are pressurised to maintain the non-default of the particular
group. Estimates of fair value are based on the value of collateral assessed at the time of borrowing, and generally are not
updated except when a loan is individually assessed as impaired. Collateral usually is not held against investment securities,
and no such collateral was held at 31 March 2017 (2016: no collaterals held).

Management of Credit Risk

The Board of Directars has delegated responsibility for the oversight of credit risk to its Company Internal Credit Committee.
Internal Credit Committee, reporting to the Board Credit Committee, is responsible for management of the Company’s credit
risk. including:

1 Formulating credit policies in consultation with business units, covering collateral requirements, credit assessment and
reporting, documentary and legal procedures and compliance with requlatory and statutory requirements.

2 Establishing the authorisation structure for the approval and renewal of credit facilities. Autharisation fimits are allocated
to business unit Credit Officers. Larger facilities require approval by Head Office Credit Committee which consists of two
directors.

3 Reviewing and assessing credit risk. Company Credit assesses all credit exposures in excess of designated limits, prior to
faciities being committed to customers by the business unit concerned.

4 Providing advice, guldance and specialist skills to business units to promote best practice throughout the Company in the
management of credit risk.
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FINANCIAL RISK MANAGEMENT (Contd.)

As at 31 March 2017 Current Overdue Impaired Total
LKR LKR LKR LKR

4131  Credit Quality by Class of Financial Assets

Cash and cash equivalents 1,204 483,946 - - 1204483946
Financial Assets Held for Trading 15,024,960 - - 15,024,960
Loans and advances to members 13,002,226,475 627734394 (369,229044) 13,260,731,825
Loans and acdvances to others 502,900627 3723346 (3,589,635) 503,034,338
Financial investments - loans & receivables 773091682 = {465,978,912) 307112770
Financial investments - avallable-for-sale 12,430,283 - - 12,430,283
Financial investments - held-to-maturity 1743.275,943 - - 1743275.943
Other financial assets 94,051,089 - = 94,051,089
Total financial assets 17347,485,005 631457740 (838.797.591) 17140145154
As at 31 March 2017 Overdue Total
Less than 30 More than 90
Days 30 to 60 Days 60 to 90 Days Days

Loans and advances to members 353,516,352 56,101,985 37865032 180,251,025 627734,394
Loans and advances to others 124,320 137676 2,893,555 567794 3723346
353640672 56,239,661 40,758,587 180,818,819 631457740
As at 31 March 2016 Current Overdue Impaired Total
LKR LKR LKR LKR
Cash and cash equivalents 451,223,290 - - 451,223,290
Financial Assets Held for Trading 14,943120 - - 14943120
Loans and advances to members 8,608100.975 305617190 (154,678.950) 8759,039,215
Loans and advances to others 379,847,299 3200000 (3.596.718) 379,450,581
Financial investments - Avallable-For-Sale 12,430,283 - - 12.430,283
Financial investments - Held-To-Maturity 2639328475 - - 2639328475
Other financial assets 128,048,274 - - 128,048,274
Total financial assets 12,233,921716 308,817120 (158,275,668}  12,384,463,238

As at 31 March 2016 Overdue Total

Less than 30 More than 90
Days 30to GO Days 60 to 90 Days Days

Loans and advances to members 14,954,289 30,323,207 19,093,733 141,245,961 305617190
Loans and advances to others - - 3,200,000 - 3,200,000
114,954,289 30,323,207 22293733 141,245,961 308,817190
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41.3.2 Maximum Exposure Disclosure of Financial Assets

As at 31 March 2017 Gross carrying Net exposure

amount (Net of

provision)
Cash and cash equivalents 1,204,483,946 1,204,483,946
Financial assets held for trading 15,024,960 -
Loans and advances to members 13,260.731825 12,730,379,415
Loans and advances to others 503,034,338 310,921,094
Financial investments - loans & receivables 30712,770 307112.770
Financial Investments - available-for-sale 12,430,283 -
Financial investments - held-to-maturity 1,743,275,943 -
Other financial assets 54,051,090 94,051,090
Total financial assets 17140145154 14,646,948 .314
As at 31 March 2016 Gross carrying Net exposure

amount (Net of

provision)
Cash and cash equivalents 451,223,290 451,223,290
Financial assets held for trading 14,943120 -
Loans and advances to members 8,759,039,215 8,322161,877
Loans and advances to others 379450581 260,788078
Financial Investments - available-for-sale 12,430,283 -
Financial investments - held-to-maturity 2,639,328475 735,428,906
Other financial assets 128,048,274 128,048,274
Total financlal assets 12,384,463,238 9,897650,425

414  Liquidity Risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations associated with Its financial
liabilities that are settled by delivering cash or another financial asset.

The Company uses the maturity analysis of all the financial instruments to manage the liquidity risk,

The Company's approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet
its liabilities when due without incurring unacceptable losses or risking the financial position of the Campany while maintaining
regulatory requirements. The treasury manages the liquidity position as per the treasury policies and procedures.

The treasury receives information from other business units regarding the liquidity profile of their financial assets and liabilities
and details of other projected cash flows arising from projected future business. Treasury then maintains a portfolio of short-
term liquid assets, funding arrangements, to ensure that sufficient liquidity is maintained within the Campany.

The liquidity requirements of business unils are discussed at Company ALCO meetings (Asset Liability Committee) and are
arranged by the Treasury.

The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety of scenarios covering
both normal and more severe market conditions: All liquidity policies and procedures are subject to review and approval by
ALCO. Daily reports cover the liquidity position of the Company. A summary repert, including any exceptions and remedial
action taken, is submitted regularly to Monthly ALCO meetings.

The Company relies on Fixed Deposits, savings and debt facility by banks were main primary sources of funding. Company
actively manages this risk through maintaining competitive pricing and constant.
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a1. FINANCIAL RISK MANAGEMENT (Contd.)

414 Liquidity Risk (Contd...)
4141 The maturity analysis of financial assets and liabilities based on undiscounted gross inflow and outflow is reflected below.

As at 3ist March 2017 Carrying Gross nominal More than 1

mounts outflow/(inflow) Upto 3 Months 3 1o 12 Monlhs Year
Cash and cash equivalents 1,.204,483,946 1,204,483,946 1.204,483.946 - -
Financial assets held for trading 15,024,960 16,250,272 - - 16.250272
Loans and advances to members 13.260731.825 16,204.210818 5854997336 7865431530 2,483781952
Loans and advances to others 503,034,338 637,552,840 31141644 96,314,551 510,096,645
Financial investments - loans & receivables 30712770 401627212 - 66,937,869 334,689,343
Financial investments - available-for-sale 12,430,283 12,430,283 - - 12,430,283
Financial investments - held-to-maturity 743,275,943 1.841,046613 964,906,849 659,379,490 216,760.274
Other financial assets 94,051,083 94,051,089 35,654,897 30,476,983 27918207

17140145054  20,41,653.072 8091184675 8,718,540423 3601927976

Due te customers 14,040,245231 16477704512 4556206198 3852125900 8,069,372 415
Debt issued and ather borrowed funds 1333380268  2,850570,752 12,876,279 32425016  2,805,269,457
Other Financial Liabilities 236,020,182 236,020,182 202,866,863 15,767.987 17.385,332

15609645681 19564,295446 4771949340  3,900,318802 10,892,027.203

Liquidity gap related period - 847357626 3.319,235,334 4818221521  (7.290,099.227)
Liquidity gap cumulative - - 3319235334 8137456,853 847357626
As al 3ist March 2016 Carrying  Gross nominal More than 1
mounts outflow/(inflow)  Upto 3Months 3 to 12 Months Year
Cash and cash equivalents 451223290 451,223,290 451,223,290 -
Financial assets held for trading 14,9437120 24170272 720.000 720,000 22730272
Loans and advances to members 8759039215 10357833260 3938123440 5985666,228 434,043,593
Loans and advances to others 379,450,581 495,883702 16.393,591 66,864,676 412625434
Financial investments - Available-For-Sale 12,430,283 12,430,283 - - 12,430,283
Financial investments - Held-To-Maturity 2639328475 2754709875 1962626080 574,583795 217,500,000
Other financial assets 128,048.274 128,048,274 128,048,274 -

12,384,463,238 14.224,298956 6497134675 6627834695 1099329582

Due to customers 10.420,418 507 1.664,733.816 2977762,297 3610631624 5,076.339.895
Debt issued and other borrowed funds 909,572,460 1,816,661,910 39549821 100035474 1,676,976 615
Other Financial Liabilities 120,332,406 120,332,406 120,332,406 = Z

1450323773 13,601728132 3137744,524 3710667098 6,753,316,510

Liquidity gap related period - 622,570,824 3.359,390151 2917167601 (5653.986,528)
Liquidity gap cumulative - - 3359390151  6.276.557752 622,570,824
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415  Market Risk
The Company is exposed to market risk due to changes in interest rates.

The Company ensures the mix of variable and fixed rate borrowings to manage the exposure due 1o interest rate movement in
the market. These are monitored by the treasury division which get advises from the ALCO meetings.

41,51 Sensitivity Analysis
An analysis of the Company’s sensitivity to an increase or decrease in markel interest rates, assuming no asymmetrical
movement in yield curves and a constant financial position, is as follows;

More than S Total as at

Up to 3 Months 4 to 12 Months 110 5 Years Years  31March 2017
Interest earning assets
Cash and cash equivalents 1,204,483,946 - - - 1,204 483,946
Financial assets held for trading 15,024,960 - - - 15,024,960
Financial investments - held-ta-maturity 942 858,918 650417025 150,000,000 - 1743275943
Loans and aclvances to members (Qross) 4967622 864 6738024795 1920726034 3358454 13629732147
Loans and acvances to others (gross) 22,246782 62,580,093 352,526 618 69,499,204 506,852,697
Financial investments - loans & receivables - 128,848 6% 515394455 128,848,613 773,091,682
Total interest earning assels 7152,237470 7579870527 2938647107 201,706,271 17872461374
Interest bearing liabilities
Due to customers 432837613 3.561433.334 5975125470 17515869  14,040,050,786
Debt issued and other borrowed funds 48,550,088 121,983.413 497,846,736 665,000,000 1,333,380,237
Total Interest bearing liabilities 4,376,926,202 3683416747 6472972206 840,115,869 15,373,431,024
Gap in Interest eamning assets and interest
bearing liabllities - net assets/(liabilities) 277531268 3.896,453780 (3,534,325,098) (638,409,599)  2.499.030351

Effect on profitability by ¥% increase in

interest rates - increase/{decrease) in
prafits - annualised effect 27753113 38.964.534 (35,343.251) (6,384,096} =

Effect on profitability by 1% decrease In
interest rates - increase/(decrease) in
profits - annualised effect (27753113) (38.964,534) 35,343,251 6,384,096 -
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M. FINANCIAL RISK MANAGEMENT (Contd.)

Mere than 5 Total as at
Up to 3Months 41012 Months 110 5 Years Years 31 March 2016
Interest earning assets
Cash and cash equivalents 451,223,290 - - - 454,223,290
Financial assets held for trading 14,943120 - - - 14,943,120
Financial investments - held-to-maturity 1,95413,933 535,214,542 150,000,000 - 2639328475
Loans and advances to members (gross) 3,266,139,961 5,259780186 386,346,007 1,452,011 8913718165
Loans and advances to others (gross) 10,019,859 38373324 277,381,238 57,272,876 383,047,297
Total interest eaming assets 5696440163  5,833,368,052 813727245 58724887 12,402,260,347
Interest bearing liabilities
Due to customers 2,745784,899 318,993134 4,478,211.761 7742913 10420418907
Debt issued and other borrowed funds 16,408,228 33,409,981 194,754,251 665,000,000 909,572,460
i Total interest bearing liabilities 2762193127 3152,40315 4672,966,012 74242913 1,329,991,367
Gap In interest earning assets and interest
bearing liabilities - net assets/(liabilities) 2,934.247036 2680964937  (3.859238767) (683704,226) 1072268980
Effect on profitability by 1% increase in
interest rates - increase/{decrease) in
profits - annualised effect 29342470 26,809,649 (38,592.388) (6,837.042) -
Effect on profitabllity by 1% decrease in
Interest rates - increase/{decrease) in
profits - annualised effect (29.342,470) (26,809,649) 38,592,388 6,837042 -
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43. FAIR VALUE OF ASSETS AND LIABILITIES
431 Assets and Liabilities Measured at Fair Value

A description of how fair values are determined for assets and liabilities that are recorded at fair value using valuation
technigues is summarised below which incorporates the Company's estimate of assumptions that a market participant would
make when valuing the instruments,

4311 Financial Investments — Available-For-Sale
Awvailable-For-Sale financial assets valued using valuation techniques or pricing medels primarily consist of unguated
investment securitles,

4312 Financial Assets at Fair Malue through Profit or Loss - Held for Trading

Financial assets held for trading consist of government debt securities. Government debt securities are valued using yield
curves published by the Ceniral Bank of Sri Lanka as at the reporting date.

4313 Property, Plant and Equipment
The methods used to determine the fair value of freehold land and buildings are explained in Note 434, The independent
valuars provide the fair value of the company's freehold land and bulldings at least once in every three years.

4314 Investment Properties

The independent valuers provide the falr value of the company’s Investment properties annually as per Sii Lanka Accounting
Standards (LKAS 40] - Investment Properties. Details of the valuations are disclosed in Note 43.41 and 43.4.2.

43.2  Fair Value of Financial Assets and Liabilities not Measured at Fair Value
Fair values of the following assels and liabilities are estimated for the purpose of disclosure as described below.

4321 Loans and Receivables to Customers

The estimated fair value of loans and recelvables with a residual maturity of more than one year is the present value of future
cash flows expected to be received from such loans and receivables calculated based on Interest rates at the reporting date
far simitar types of loans and receivables.

43,22 Financial Investments Held to Maturity

Financial assets held 1o maturity consist of government debt securities. Government debt securities are valued using yield
cuves published by the Central Bank of Sri Lanka as at the reporting date.

4323 Due to Customers

The fair value of customer depasits which are repayable on demand or have a remaining contractual maturity of less than one
year approximates to the carrying value of such deposits.

The fair value of customer deposits with a contractual maturity of mara than one year is estimated as the present value of future
cash flows expected from such deposits calculated based on interest rates at the reporting date for similar types of deposits.

4324 Debt Securities Issued

The fair value of debt securities Issued has been determined by discounting the future cash flows by the interest rates
prevailing as at the reporting date for similar instruments.
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43.4 Valuation of Non-Financial Assets (Contd..)

43.4.2 Valuation details of Non-Financial Assets

Range of estimates for unobservable inputs

Valuation Method Value per Value per sq. Estimated Discount Rate per
Perch  ft. (Building) rent per Rate perch for
(Land) month land

Property, Plant & Equipment

No. 94 96/1, Kandy Rd, Kurunegala Cost approach 2,500,000 10000 335,000 -

No. 46/A, Thangalle Rd, Hambanthota. Cost approach 350,000 4000 73,000 -

No. 677, William Gopallawa Mw, Kandy. Cost approach 2,300,000 10000 300,000 -

No. 168, Nawala Rd , Nugegoda. Income approach 4,750,000 12000 2,000,000 20%

Investment Properties

No.67/1, Mahinda Place, Kirulapone,

Colombo-05. Income Approach 450,000 20%

No.249, Stanly Thilakarathna Mw,

Nugegogda. Income Approach 1700,000 20%

No.465/1, Old Police Station Road ,

Kahathuduwa, Polgasovita. Income Approach 450,000 20%
Market Comparable

No.64 , Abays Place , Anuradapura method 1.850,000
Market Comparable

No. 37, Vihara Mw, Matale. method 600000

No. 340, Galle Road, Katubedda , Market Comparable

Moratuwa. method 1,600,000
Market Comparable

No.56 Sewa Mw, Puttalam . method 600,000

Adampodaivayal, Adampodaimalaikadu,  Market Comparable

Trincomalee method 22500

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



168 HNB Grameen Finance Limited
Annual Report 2016/17

Notes to the Financial Statements

Year ended 31 March

44, SEGMENT REPORTING
An operating segment is a component of the company that engages in business activities from which it may eam revenue and
incur expenses, including revenues and expenses that relate to transactions with any of the company's other components,
whose operating resulis are reviewed regularly by the chief operating decision maker to make decisions aboul resources
allocated to each segment and assess its performance. and for which discrete financial information is available,

HNB Grameen has three main segments, namely finance, leasing and others, based on the business activities that each unit
is engaged in for purpose of reviewing the operating results of the company as well as to make decisions about resource
allocation,

Management monitors the operating results of its business units separately for the purposes of making decisions about
resource allocation and performance assessment. Segment performance is evaluated based on operating profits or losses
which, in certain respects, are measured differently from operating profits or losses in the financial statements.

There are no inter-segment transactions occurred during the year.

Income taxes are allocated 1o specific segments. Other expenses which cannot be directly Identified against a particular
business segment have been treated as consolidated adjustments.

No revenue from transactions with a single external customer ar counter party amounted to 10% or more of HNB Grameen
Finance Limited's total revenue in 2015/16 and 2016/17 financial years,
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170 HNB Grameen Finance Limited
Annual Report 201617

Share Information

Ten Largest Shareholders - Voting

No  Shareholders Name 31st March 2017 31st March 2016
N No of Shares % No of Shares %
1 Hatton National Bank PLC 724904118 5100 724504118 5100
2 Prime Lands (Private) Limited 562,391,533 3957 675,091,533 4750
3 DWM Funds 5.C.A, SICAV - SIF 112,700,000 793 -
4 B. M. D. C. Prabhath 1.000,000 007 1,000,000 007
5 H. M. U. Senevirathna 150,000 001 150,000 .01
6 W. S. P. Arangala 10.000 001 10,000 001
2 S. LY. Liyanawatte 102,500 0.01 102,500 001
8 S. T. D. Peris 101,000 om 101,000 0o
9 J. S.B. Galagoda 101.000 001 101.000 0.01
10 W. B. A. Fernando 100,500 om 100,500 oo
! Sub Total 1401660651 98.61 1,401660,651 9861
o Others 19719973 139 19,719,973 139
T Total 1421380624 100.00 1421380,624 10000

Largest Shareholders - Non Voting

No  Shareholders Name 31st March 2017 31st March 2016
No of Shares % No of Shares %
1— Seylan Bank PLC 233,200,000 78.20 233200000 78.20
2 Prime Lands (Private) Limited 37772148 12.67 37772148 1267
3 Prime Grameen Class A Non-Voting 27227852 913 27227852 913
Share Trust {
Total 298,200,000 100.00 288,200,000 100.00

Distribution of Shareholders - Voting

Sharehelding Range As at 31st March 2017 As at 31st March 2016

No. of % No.of Shares % No. of %  No. of Shares %
sharehalders shareholders

1 -1000 99,530 99156 16,987,804 120 99,530 99157 16.997.804 120
1001- 10,000 810 0.807 1573143 on 810 0.807 1573043 on
10,001-100,000 25 0025 948,426 007 25 0.025 948426 0.07
100,001 -1,000.000 9 0009 1,865,600 013 9 0009 1,865,600 013
Qver 1000000 3 0003 ,399,995,651 28.50 2 0.002 ,399,995,651 98.50
Total 100,377 10000 1421380624 100.00 100376  100.00 1421380624 100.00
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ANNEXURE C: INTERIM FINANCIAL STATEMENTS FOR THE PERIOD ENDED SEPTEMBER 30, 2019

S —

INTERIM FINANCIAL STATEMENTS

FOR THE PERIOD ENDED SEPTEMBER 30, 2019
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HNB FINANCE LIMITED
STATEMENT OF COMPREHENSIVE INCOME

Period ended FOR THE 6 MONTHS ENDED
30/09/2019 Variance
LKR 30/09/2018 LKR %
Income 4,539,287,677 3,824,510,861 18.69
Interest Income 3,986,607,520 3,446,380,933 15.68
Interest Expenses (1,830,422,025) (1,279,084,269)]  43.10
Net Interest Income 2,156,185,495 2,167,296,664 (0.51)
Fee and Commission Income 445,462,674 301,901,892 47.55
Other Operating Income 107,217,482 76,228,037 40.65
Total Operating Income 2,708,865,652 2,545,426,592 6.42
Impairment Charges and Other Losses (330,010,139) (303,564,507) 871
Net Operating Income 2,378,855,512 2,241,862,085 6.11
Operating Expenses
Personnel Expenses (750,651,006) (617,359,562) 21.59
Depreciation of Property, Plant and Equipment (70,214,693) (66,259,516) 597
Amortisation of Intangible Assets (29,859,582) (20,967,611), 4241
Other Operating Expenses (801,603,536) (634,892 531) 26.26
Operating Profit before Tax on Financial Services 726,526,695 902,382,865 | (19.49)
Tax on Financial Services (191,636,282) (213,620,222)| (10.29)
Debt Repayment Levy (91,690,142) -
Profit before Taxation 443,200,271 688,762,643 | (35.65)
Income Tax Expense (127,278,878) (214,380,618)|  (40.63)
Profit for the Period 315,921,393 474,382,025 | (33.40)
Basic Earnings Per Share (Rs.) 0.18 028 | (33.40)
Other Comprehensive Income
Other Comprehensive Income to be reclassified to Profit or Loss
Net Gains/(Losses) from Translating the Financial Statements of the Foreign
Operations - -
Other Comprehensive Income that will never be Reclassified to Income
Statement
Net Gains/(Losses) on Investment in Equity Instruments - Fair Value Through
Other Comprehensive Income -
Qther Comprehensive Income for the Perlod, Net of Tax o
Total Comprehensive Income for the Period, Net of Tax 315,921,393 474,382,025 (33.40)
Attributable to:
Equity Holders of the Company 315,921,393 474,382,025 (33.40)
Non-Controliing Interest - -
Total Comprehensive Income for the Period, Net of Tax 315,921,393 474,382,025 (33.40)
o

HNB Finance |
True Cc«
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HNB FINANCE LIMITED
STATEMENT OF FINANCIAL POSITION
As at

‘ea 30/09/2019 Audited 31/03/2019

LKR LKR

Assets
Cash and Cash Equivalents 1,035,443,355 1,371,096,372
Financial assets measured at Fair value through profit or loss 16,014,400 16,014,400
Financial Assets at Amortised Cost - Loans and Receivables 17,935,397,681 16,755,608,663
Financial Assets at Amortised Cost - Lease Rentals Receivable and Stock
out on Hire 9,267,641,959 8,073,389,558
Financial assets at amortised cost - Loans and advances to others 626,181,735 641,712,440
Financial Assets Measured at Fair Value Through Other Comprehensive
Income 12,430,283 12,430,283
Financial assets at amortised cost - Debt and other instruments/ Financial
investments 2,896,650,998 2,487,353,578
Other Financial Assets 230,609,565 267,253,609
Other Non Financial Assets 294,937,439 225,541,063
Investment properties 1,151,000,000 1,295,000,001
Property, Plant and Equipment 1,605,124,358 173,541,897
Intangible Assets 224,536,468 1,420,476,897
Deferred Tax Assets 189,768,514 189,768,514
Total Assets 35,485,736,755 32,929,187,275
Liabilities
Due to Banks 493,327,572 -
Financial Liabilities at Amortised Cost - Due to Depositors 25,033,018,333 22,632,141,889
Debt Instruments Issued and Other Borrowed Funds 3,026,134,757 4,217,579,835
Other Financial Liabilities 1,501,965,534 1,026,950,339
Other Non Financial Liabilities 67,782,713 85,186,782
Current Tax Liabilities 188,789,850 130,058,403
Post Employment Benefit Liability 229,329,397 207,802,822
Total Liabilities 30,540,348,156 28,299,720,069
Equity
Stated Capital 223,545,481 223,545,481
Reserves 1,681,607,451 1,681,607,451
Retained Earnings 3,040,235,666 2,724,314,274
Total Equity Attributable to Equity Holders of the Company 4,945,388,598 4,629,467,206
Non Controlling Interest
Total Equity 4,945,388,598 4,629,467,206
Total Liabilities and Equity 35,485,736,755 32,929,187,275
Net Asset Value per Share (Rs.) 2.88 2.69
Commitments and Contingencies = =

The information contained in these statements have been extracted from the unaudited Financial Statements unless
indicated as "Audited",

CERTIFICATION:
These Financial ts are in compli with the requirements of the Companies Act No. 07 of 2007.

ief Accountant/Head of Finance =N

The,
Sig

rd of Directors is responsible for the preparation and presentation of thes;fﬁna ial Statements,
/

for and on behalf of the Board of Directors by,

[HNB Finance Limited
True Copy

B ath <

Mamng Authorizbd Sipnature
e ——————————————

3ofnfacie
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HNB FINANCE LIMITED
CASH FLOW STATEMENT
Period ended
30/09/2019 30/09/2018
LKR LKR
Cash Flows from/(Used in) Operating Activities :
Profit and Other Comprehensive | /(Exp ) before Taxati 443,200,271 688,762,643
Adjustments for
Depreciation of Property, Plant and Equipment 70,214,693 66,259,516
Amortisation of Intangible Assets 29,859,582 20,967,611
Impairment Charges and Other Losses 330,010,139 303,564,507
Loss/(Profit) on Disposal of Property, Plant and Equipment - -
Provision/(Reversal) for Defined Benefit Plans 24,052,000 24,105,000
Dividend Received - -
Interest Income on Investing Activities (142,935,703) (73,930,631)
Provision for value added tax 169,001,327 188,356,134
Provision for Debt Recovery Levy 91,690,142 -
Crop insurance levy 3,050,000 4,150,000
Provision for nation building tax 22,634,955 25,264,087
Operating Profit before Working Capital Changes 1,040,777,407 1,247,498,868
(Increase)/Decrease in Loans and Receivables (1,179,789,018) (609,762,897)
(Increase)/Decrease in Lease Rentals Receivable and Stock out on Hire (1,002,277,560) (2,216,946,460)
(Increase)/Decrease in Other Financial Assets (36,644,044) (15,974,137)
(Increase)/Decrease in Other Non Financial Assets 69,396,376 (7,525,459)
Increase/(Decrease) in Amounts Due to Customers 2,388,881,318 (421,921,683)
Increase/(Decrease) in Other Financial Liabilities 475,015,195 75,221,968
Increase/(Decrease) in Other Non Financial Liabilities (17,404,069) 28,807,469
Cash Generated from Operations 1,737,955,605 (1,920,602,331)
Retirement Benefit Liabilities Paid (2,954,425) (3,816,500)|
value added tax Paid (162,612,655) (148,123,566)
Debt Recovery Levy Paid (122,156,241) -
Crop insurance levy Paid (3,907,461) (4,112,733)
Nation building tax Paid (22,599,589) (23,206,571)
WHT Paid (15,183,869) (2,756,347)
Income Tax Paid (66,920,184) (275,461,205)
ESC Paid (22,208,942) (20,065,416)
Net Cash from/(Used in) Operating 1,319,412,240 (2,398,144,669)
Cash Flows from/(Used in) Investing Activities
Acquisition of Property, Plant and Equipment (96,482,003) (63,242,502)
Acquisition of Intangible Assets (80,854,153) (79,145,264)
Proceeds from Sale of Property, Plant and Equipment
Net of investment in Financial assets at amortised cost - government security (86,791,778) (264,487,578)
Net investment in Financial assets at amortised cost - fixed deposits (330,076,274) 773,125,342
Interest Received 128,307,618 118,625,391
Dividend Received - -
Net Cash Flows from/(Used in) Investing Activities (465,896,591) 484,875,389
Cash Flows from/(Used in) Financing Activities
Net Cash Flow from Syndicated Loans and Other Bank Facilities (1,189,168,665) 1,875,414,674
Net Cash Flow from Debt Issued and Other Borrowings - (100,000,000)
Dividends Paid = =
Net Cash Flows from/(Used in} Financing Activities (1,655,065,256) 2,260,290,063
Net Increase in Cash and Cash Equivalents (335,653,017) (137,854,606)
Cash and Cash Equivalents at the Beginning of the Period 1,371,096,372 905,159,755
Cash and Cash Equivalents at the End of the Period 1,035,443,355 767,305,149
CASH AND CASH EQUIVALENTS IN THE CASH FLOW STATEMENT
HNB
Notes and Coins Held 210,897,770 117, 577;2
Balances with Banks 1,464,813,367 650,147,
Treasury Bills Repurchase Agreements 2,097,922,600 1,846,917,587
Bank Overdrafts 493,327,572 124,627.7 s
Net Cash and Cash Equival 4,266,961,309 2,738,‘5%

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



SIMEUBIS pIzLoiny

Acdopanly

| doUTUlY €NH |

S6V'EVS'LYSTT bT19'896'Z80°0F 901'15L'699 98Z°TISE'699 TSE'E6ETL L95'88L'6EV'9 E11'Z8Y'82L'6 SZ8'E00'SEY'ST £98'TPL'ETI'6T sapyIqer I 3
80812275142 VEE'OVE'SZO'SE $02'905'120'Z 86£°599'2T6'T 9BE'ZIE00S L8T'E10'L2S'9 TH6'S85°01E'6 LT¥'204'€09'8T 609'9Z8'VOEZT siassy jejuawsag
SZ0'TRE VLY €6€ 126'STE 1966201 OST'E9Z'ST - E6'S59'SZ €06'191'25 STEVOEEL 126126 6E8 659755'€99 potiad 41 10} Sjold
- - = - e = - - Auedwio? ayi jo sJapjoH Aunb3 03 3|qeINqURY W04
= - . 1s2493u) Suljj0u0) VON
S20'ZBE VLY €6€'TZ6'STE T9'662°01 0ST'E9Z'ST - (6£6'559'sZ) £06'T91'2S SZ8'VIE'EL 12£'126'6£8 659'7SS €99 POLIAd 243 10} SIOId
(ov8'000'82%) (z0e's09'01%) . - - - - - soxe]
S98'Z8E'206 969'925'9ZL T99'662'01 0ST'E9Z'ST - (6€6'559'52) £06°191°2S SZ8'VIE'EL TZ€'126'6€8 659755 €99 saxe | 210jag siyoid dupesado
8z1'LTe'L8) (sz2've0'001) . s (866'991'7) (000590°T) (EET'BEL'T) (8z1°291'98) (€65'691'96) uopepaidaq
(8L1'58L2ST'T) (59%'092'955'T) (061'€0Z'6E) (66%"VEZ'LYT) (z2£€'909°092) (6£9°055°S01'T) (€06'0sv'952'T) 5150 42430
TLT'S6E 988'T98'ZBE'Z T9'662°0T [ 0 0SZ'PIL'ST £0V'197°00Z OEE'G0L'SEE 8ZT'VEY'TED'T §§1'5L1'910'7 awoou) Bupesado N
105795 '€0E) (6£1°0T0'0E€E) s - (18£'089°96) (988'T08'6€ET) (9z.°¢88'902) {vsz'goz'061) 535501 JaY10 pue sadJey) waweduw|
LE0'BTZT'61T Ly2'99L'002 - . §59'99T 61¥'Z8Y'SY 8L9'685'E8 BI9'SPL'EL v16'600°LTT awoouy Bupesado JayI0 pue awoou| uipesL 1N
768'106'852 656'E67'S8E s sIy'ay 0SY'pI8ZT 99¥'266°2L Y'L80'9YT 8L0'G52'TLE IWOIU| UOISSIWO) PUE 334
6YL'678'L91'T 028°118°92Z1'Z TY9'662'01 0ST'£92'ST - 081'T0§'ST STE'SYR'S8ET 2L0'626'3LE ¥6L'¥89'816'T SIFBTTLILT awoou| 15a133U) JON
(€81'TSS'8LZ'T) (259'STY'9Z8'T) (99,'969'26) (Z09'250'191) * (£85'959'¢1) (Lvr's9z’ted) (579'200'205) (692'585'¥16) (z58'869'8¥1'T) sasuadxq 15aJmu| |
ZE6'0BE'IWY'E WUYLITESE'E L0¥'966'70T TSL'STE"ILL » €94'LST'OE Z9VPIL01S L89'9E6°088 £90°0LT'EER'T 692'L18'598'Z AWodu| Isasau|

Wi wn Wi wn whn wn uN wi [T Wi
8102/60/0E 6102/60/0€ 810Z/60/0€ 6102/60/0E  |810Z/60/0E| 6102/60/0€ 8102/60/0€ 6102/60/0€ 8102/60/0€ 6102/60/0€
|e30L 510430 ueo pjog B4jH U0 N0 YI035 B Fujsea Sa|qeAIIY pue sueo]

NOILYWHO3NI IVANIWO3IS

QILINM FONVNI BNH

279

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



HNB Finance Limited - Interim Financial Statements
Shareholders' Information

Ordinary Voting Shares as at 30th September 2019

No Name
1 HATTON NATIONAL BANK PLC
2 PRIME LANDS (PRIVATE) LIMITED
3 DWM FUNDS S.C.A, SICAV - SIF
4 B.M.D.C. PRABHATH
5 H.M.U. SENEVIRATHNA
6 W.S.P. ARANGALA
7 S.L.Y. LYANAWATTE
8 S.7.D. PERIS
9 J.5.8. GALAGODA
10 W.B.A. FERNANDO
11 S.A.R. FERNANDO
12 B.S. SENEVIRATNE
13 R.P.K. GALLAGE
14 E.A.D. SILVA
15 R.D.S. MUNASINGHE
16 W.D. WUESINGHE.
17 R.M.M. TISSA
18 R.K.M. PRIYANGA
19 J.M.R. FONSEKA
20 C.G.S.H.(. LTD.
Others
Total

Ordinary Non Voting Shares as at 30th September 2019

No Name

1 Seylan Bank PLC

2 Prime Lands ( Private) Limited
3 Wealth Guard Private Ltd

Total

Directors' and Chief Executive Officer's Shareholding as at 30th September 2019

Ordinary Voting Shares
Name
Mr B.M.D.C Prabhath

No of Shares %
724,904,118 51.000%
562,391,533 39.567%
112,700,000 7.929%

1,000,000 0.070%
150,000 0.011%
110,000 0.008%
102,500 0.007%
101,000 0.007%
101,000 0.007%
100,500 0.007%
100,500 0.007%
100,100 0.007%
100,000 0.007%
100,000 0.007%
100,000 0.007%

50,500 0.004%

50,500 0.004%

50,200 0.004%

50,100 0.004%

50,000 0.004%
1,402,412,551 98.666%
18,968,073 1.334%
~1,421,380,624_ T100.00%

No of Shares %

233,200,000 78.20
37,772,148 12.67
27,227,852 9.13
298,200,000 100.00

No of Shares %

1,000,000 0.070

HNB Finance | ed

True Copy
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ANNEXURE D: INDEPENDENT VALUATION REPORT TO ASCERTAIN THE VALUE OF THE
ORDINARY VOTING SHARES and THE ORDINARY NON-VOTING SHARES ISSUED BY THE
INDEPENDENT VALUER TO THE OFFER

a NEXIA MANAGEMENT SERVICES (PVT) LIMITED
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NEXIA MANAGEMENT SERVICES (PVT) LTD.

No.22/4, Vijaya Kumaranatunga Mawatha, Colombo 05,
Tel : + 94-11-4-510368, +94-11-4-510268, +94-11-2-513420-2 Fax : +94-11-4-512404

The Board of Directors,
HNB Finance Ltd,

No. 168, Nawala Road,
Nugegoda.

Dear Sirs,

VALUATION OF EQUITY SHARES - HNB FINANCE LIMITED

As requested by you, we have carried outa detailed analysis of the operations of HNB Finance
Ltd (HNBF) to arrive at the fair value of HNBF's shares based on valuation methodologies
considered as appropriate for the purpose of this valuation.

We believe that the information and explanations obtained from the management of HNBF
were sufficient for us to arrive at an independent opinion on fair value of shares of HNBF.

Further, we confirm that Nexia Management Services (Pvt) Ltd is not a related party of HNBF
nor has significant interest in or financial connection with the HNBF or any of its group

companies.

The detailed valuation report is enclosed herewith for your reference.

Thanking you.

Yours faithfully,

S 2Bcad Ay
Director ———
NEXIA MANAGEMENT SERVICES (PVT) LTD.

Directors - N.S.C. De Silva FCA, FCMA(UK), LC. Piyasena FCA , L.L.S. Wickremasinghe FCA,
F.S.N. Marikkar FCA , S.M.S.S. Bandara MBA, FCA, D.S. De Silva LLB, Attorney-at-Law,ACA, ACMA(UK)
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CLOSSARY

HNBF HINE Fimance

TER Price-rarnings Eabo

EI Fesidual Income

wo Enitinl Public (CHfering

ERITDA Earnings before Interest, Tax, Deprecstion & Amortisafion
ERIT Earnmgs before Interest & Tax

TT™ Trailing Twebee Manths

ErS Earnings per Shame

FAT Profit after Tax

i Book Value

e Present Valoe

NI it Income

AWPLE Average Weighted Primary Lending Rate
LER Sni Lankan Bupen

Fage 3of 20
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1. S5UMMARY OF VALUATION RESULTS

We have camed pat a detafled analyss of the business operations of HINGF o armive at the fair
valwe of HNBF's shames hased on the three methodologies snd the sesults hawve bomn
summanzed below.

Valwation Methodology

I. Peer Growup PE 288
2 Residoal Imcomee 5.32
A, Discomnted Fidhure Eerntings 16
Wieighted Average Vil Per Voling Shure .15
Price per sror-poting share (Rinrgel 210 = 596

Based on the valuaton resalts, we belipwe that HMNEBT shanes (Ordinary Vobing Shares) would
hawe a fair valoe in the mnge of LER 288 = LER & 1 per share, given the company's business
fundamentals and the mdustry dynamics in Mon-Bank Financial Institufion Sector,

Consedenng healthy matketability of shares, we recommend base lmit for share valoe of HNEF
of LER 6.13 per ordinary woting share for the purpose of the TPC

Based on the valuation results, we beliewe that FINEF shanes {(Ordinary Non-Vaoting Shares)
wonld have a fair value in the mnge of LEE 210 = LEE 596 per share, piven the compary’s
asiness fundamentals and the industry dynamics in Mon-Tank Financial Institubion Sector.

Considermg healthy marketability of shares, wie commend base Hmit for share valoe of FINBF
of LER 4.47 per ordinary mon-vobling share for the porpose of the T

Page 4o 29
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2, TERMS OF REFERENCE

HNB Finamce Limited, a subsidiary of Habbon Matsonal Bank PLC, & a Licensed Fmance
Company domiciled i S Lanka. The comnpany commenced it operations inoyear 3000 with the
main focus on women in roral areas and promoting fnancial inclosion thmogh a hybnd model
of the Gramern micro finance conoepk

The company has ackierved a rapid growth snce is moorperation and the Board of Directors
has now decided bo Hst the compamny on Colombo Stock Exchange,

In comiplianoe with Hsting regulabions, the management has decuded o obtain the services of an
fmndependent party for the purpose of jusbfying the PO Offer Price. - Accordinghy, the
maragement has requested MNeoda Managemaent Serdices (Twt) Lid fo camy oot an independent
valuabion of the company shames.

3. VALUATION METHODOLOGY

Thee are three basic ways of valuing a usness,

I. Famings ased valuation
Y Market based valuation
Y Asset based valuabion

A namber of valuation technigees are available under each method, Florserver, considening: the
indnstry & the business model of the FHINEF, the valoation team determined Residtual Income
method, Peer FE method and Discoonted Profit afier Tax method as appropoate methods for
vakuing FINEF,

Wi did mot comsider Asswets Based Valuation method sinoe MNiet Asset Vahae may niot be suitahle
for a company which operates as a going concem.

31 Residnal Income Method

Residual incoms: & net income less a charge (deduection) for commaon sharcholders” opportunity
cost i generating that income. Tradidomal finencial statements are prepaned to refiect samings
mvadlable to owners. MNet income incledes an oxpense to represent the cost of debt capital
(infrrest expense). Tividends or ather charges for equity capital are not deducted. Traditional
accounting leaves o the owners the determinabion as o whether the resulbing camings are
safficdent to meet the cost of equity capital. The sronomic concept of residoal income, on the
other hand, explicithy considem the cost of equity capital.

Page 50 20
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Thi Eesidual Incomie for a Eimymudfl:rmimdu bl

Rip=Ep= {THB:_J]

where;
EL = residusl income in year t

Ey = eapected earnings for year t
r= required rebam oo equity

By_j = book walue of equity in year t-1

In the Ersidua]l Imcome Model (BEIM) of valuaton, the mirinscs valoe of the irm has bwo
COmponen i

k. The curment book: value nl’ﬂquil:!.r, 'p]lu
lThtT.rrrsﬂtl value of fubre residoal snoome

This can be expresssd algebraically as:

f=1
il
o= Bot ) e+ 1V
[=1

Where,

o= intrinsic value in vear 0

Bg = ook valoe of equity in year
EE = retidual income in year g

= required reham on equity
TV = termmal valoe at year ¢

The Terminal Vahae at year t TV i a conbining residual income model is caloulaged using the
following standard formiala

i = mr
Ly - (Lr=a)(14r)E"

Page 807 28
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Where,

TV, = termmal value at year £
EL = resiic wal income movear t
r= reqguiresd metem on eguity

ol = perssirnee factor

The persistence factor defermines the sustainahility of exoess net income over required mage of
returne IF thie eacess ot tncomie 15 excpected to continne perpetually then the pernstent factor is
amsumeed as “17. Accordingly, if it & expecied to dimimish just after the inital forcast period
pematent factor is sssumed as 07, The persistence factor could be any value bebween 07 and
“17 depending on the estimate on firm’s ahilify fo persst with s competitve sdvantage,

The Bl method was considered as an appropriate techmigue, taling inte sccount the fact that o
& an ongaeng busmess, dealing primarily in financial asets

32 Market Multiples Method

Value mulples such as Valoe to ERBITDA or Value o EBIT cannot be easily adapted to value
financial service firms, because netther vahee nor operating income can be casity cxtimated for
these companies. Henoe, for the valuation of shares we have gsed Market 'HnI'Ii'P'IH approach
which takes into account the market multples of bsted peer companses. Prce-ramnings rabio
(PER) and the Price-to-book valun mio (FBEY) are commonly ased markart muitiples in business
valuabion, The FEV was not considesed sinoe assets of HNBT was not iifized at optimal hewels
unfil recently. Thercfore, we have used FER for the valuahon purposes,

The bwo mest common vaniations of TER hased valuation are trailing 12-month price-ramings
ratic: and forward pnce-eammings ragio; The fimt is caloulated by dividing the curment price by
tho carmings per shame for the trailing 12 months {TTH P /EL the socond: by dividing the carrent
price by the estmated samings per share for the next fiscal year {forward T/ER We have
considered the forward 7/ E method for the valuation of HINBF shanes,

Wie wied forward I'/E method as it considerns fubure growth/caming polential of the company's
operation. Which is the most suitable hasis for investment decisions.

The share value order FTR is calcolated a5 folkas:

Share Price = Forwerd EPS for next year (Note-1) = Peer group 288 (Mote-2)

{Mpte- 1, forward EFS abmulated bere in is for 2009720 fnancial \rmuﬂﬁhhgi':minplﬁr
no. 265)

(Mote-2 “peer group PER” calculated here i this report & based on the historical fnancial
information of peer group compandes and this figune is given in page o, 09)

Page 7o/ 20
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Where,

EPS = sarnings per share
PEE.-]"r.h:-t:-'EamF rabo

33 Discounted Eamings After Tax

EIHEIHBE cash flows for Fum'u:-ewmpndu i pml:-h'm.ll:h.' SINCE mn.lun.ri.ng reirreestment, e
mutﬂp'ihlnrpund.ilnn::&mﬁlgupi‘hl in these ffrms is difficolt Hence, an afbematve
n:|:|'|:|111-n.:|1 'a-mq'l:l.imd to esetirmate cash fBows. For Bnancial service frms, u';:u;'.ulingc-l:hﬂwrl;n:
nﬂtlﬂ'plﬂH‘rtﬁﬂ'l.Fu‘bﬂ and Profit after Tax (PAT) is considered lchirmbllil‘nh-hnpnﬂing
cash Aows. Thensfore, we hawe considered the discoumted FAT a5 2 suitable method l‘arulu:h:g
equity of HNBF,

W hawe weed discounted Profit Afer Tax hiclh:l.llll:lng_:l}mprh:t pf HNETF as banks and none=
bank Anancial insHbrbon secboms ane uutmlhl}'m I:-lmlnpm'llinn.'ll'i'[did naot consider
EBITDHA in determining share price as it & not a mainly corsidered Sigure in banking mdusiry.

Theﬁ:ml::lhph ﬂhd.uguqud}lﬁuumﬂnﬂ:hmeﬂ:nﬂ'uhm&mnhﬂufmhﬂrrﬂiﬂpnf

H:ci;mplng’.T'hr Fuu.lmt,-.l.mmgl;rr:{ﬂt thhrnll:a;p,l.r_ﬂmmnm?m I:IH:'F[ITEIHTIE_
hmmnaudﬂuhrmml]umn‘ip.ﬂupu‘plhﬁ}lﬁuﬂuuhqtmﬂ to estimate the terminal

value of equity.

The proected carnings attributable to equity holdess are then discounted at cost of equity of the
firm. The share vahee is calculated as follows:

[PV of parnings during planning Horizon + PV of terminal En.r'rl.mg:]
St e PR, )i Sl i i e LD
Noof shares sutstanding

Fage Bor 20

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



4. VALUATION RESULTS

4.1 Peer Group Price Eamings (PE) Method

Valuation of shans based on sector multiphes may not be feasthie iof the companiies are different
i mspect of s, products offered, proftability, etc. Therefore, i order fo derive valoe based
on market multiples, it wook] be more meaningful to corsider closely melated comparsies {peer
group} with similar characterisbos,

Based oo our anabysis, following five companies wene selecied as peer compandes and their PER
was compubed based on EFS for the 12 months ended 112 March 2009 and share prices as ot 245
Tuhy 3019 as publishied by Colombo Stock Exchange,

Cloong mark et
EFS &t at et F I

BY0S/MS  2gurfres us)

Commercial Credit & Finance FLC

Citizen Development Business Fimanoe PLC .49 Fi.50 26
Mation Lanka Finance FLC .16 CLED =R
Ampicn Finanoe Company FLC SO Ta5.00 bk
Axin Asset Frnanoe FLC 0.5 LA 85
Mean FERE 4.70

A discount rabe of 10% has boen applied for a bk of comparability and e sine of the bosimess.
W have not factored the discount for the lack of marketability as HNEF willl get listed in the
near filune

HMNBF EPS {forwand} Mote - [ &8
Mean PE of the peer group 17z
Disconnt for lack of comparability & size s
Towt dissount TE 4.2

Vahae per share {LER)

Natr = It this is expected EPS for financial year 2009/ 4) a= per forecasted financial statements of
the HINGF {1, 164 748,202 /1. 715,380,624 = [L68).

Page 8.7 20
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4.2 Residual Income Method

[LER) BT A pa L B o N F T F ()
Met Imcom =
o RA0505 B 1 Bl 7EE 2 1,519 850 540 2162 753500
Rook Valoe of Comman
Egquity $079 40T, 546800 6,380 o B, 275 8RS B 619550
Beginnmg BV of Common
Equity &, BT E6T, 0l 54468, 016, 380 i, Rl TR BES
(Beginning BY of Equitv) X
{Cost of Eguity) B304, 097 QR 142 R 1,205,920 199
Eesidnal Income
331 421105 55,507 600 926,823 5
Dhisconnt Factor & 18% 1847 (1
Precent Valne of Residnal
P 5, 804, B35 384,565,035 551,093 396
Eelum on Common Equity:
Ciomt of Equiby: 18%
Prosent Value of Bguity Calculations
Corment Valoe of Eq1|:i|.1.". LEF) 8,629,467, 204
Sum of TV of Eesidaal lcomae: [lm |.ﬂ“lrﬂl.ﬁ'ﬂ
Terminal Growth Bate: (LEE) (Please refer sectiom £.3) 5005
Estimated Year 5 W1 to Common: [LER) () 2 162753, 701
Eesidual Incomee Terminal Values {LERE]) 5. 415,845,156
T of B Inc. Terminal Valee: (LEE) {b) 3,296, 250 563
Shames Chtstanding: 1,719, 380,428
Imgphied Share Price [LER]) Eaa
Fage 10.0f 28
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Mobe: Estmated vear 3 NI to commeen equety, Y of residual income terminal valoe 2nd present
vakne of equity were caloulated as follows;

o) Extimated s 3 NI .

Forecasted Mot Income (Proff) in 2021 22 financial year. This R 2 162753,70] /=

B} PT of resdual tncome: Sroeime] ralwe

T of residuoal income termrmal vakloe = B terminal waloe /£ (1+C0E) *3
= 5415845156 F (1+0.18) 3

= 3204, 250543
e} Presemt balne of sxicity
Present value of Eguity = Cumment Value of common equity + sam of 'V of BRI + PV of Rl

termiinal value
= 4 63867 204 + 1,729,643, 270 + 3.206, 230,567

= 9155, 361,008

Page 11 of 29
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4.3 Discounted Future Earnings Method

(LEE) bie 0 ] 000/ Pl il
Eamings atributable to equity holders 1,161, 728, 12 1L.519.850.549 2162753, 0
Chsconnt fecior {L.EAT 0718 {160
Discounted Farnings DRT T4 TAT 1,09, 533,000 1306 %18,672
Dhscount factor (cost of mpaity) 15%

Terminal growth rate 5%

Mo of shanes 1719 300,624

Total TV of camings (LER] fa 194 975,419

Terminal vabue (LER) (b} 17468395275

PV of terminal value (LEER} {ef= (b x0.609) 10,631 504 660

Egmety valoe (LER) (d}j={a * ¢} 14, 056,730,079

mote: Terminal Value, PV of Terminal Value and Equity Valoe were caloulated as follows:
i) Ternumal Value QKR!

Terminal Value = Bt Income in vear 2020022 (1+K) /(K= g)
= L1673, 700 x {1+0L,18) / (018 - 045

= 17468 95 375
e PY of Teormmal Vielue ([LEE)

P of Terminal Valoe = Terminal Vahae 1 discount factor in 2021 /22 at 15%
= 17468, 395,175 x [L&09
= J0LGEY] SO G

. Doucity Vighee FLER )

Equrty Value = Tota] PV of PAT 4 PV terminal valoe
= 3304, 926,419 + 10,631 804, 650

= 14,073 LOPD

Page 1207 20

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



Non=hank financial msttutions sector is penerally considered o be positvely cormelated wath
the GDF growth. Sri Lanka achieved a GDF prowth m excess of 5% for st ten years and it is
rupecied to grow at 48% by 2024 as por the IMT report issoed in May 2009 We are of the view
that the industry growth wonld comeide with the GEF growth rate dorng niext five years and
henoe the ind nstry would, at a minimum, be abio to maintain a 3% g;rnwlh i

Sour: kit Setierdmory 5 swedia + Rles « Publicafions|

4.4 The Weighted- Average Share Price

The wesght for the share value derved from sach method is determined according o the
relative suitability of the valmanhon methad for a finance company.

Rrsidoal Incommse 532 5% 133
Peer Groop PER 188 5% |l
Dhscounbed Futore Earmngs Bl6 0% 4.08
Weighted Average Share Price [ k]

4.5 Valuation of Non-Voting Shares

A company's votng shares and non-vohng shares ane often identical except for the differenore in
voding rights granted to each class of shares. Hence, a discount for lack of voting rights (DLEVE)
= often apphied to the waloe of vobng equity in order to derive the vahee of non-vobing eguity.

O way o esbimate the DLVE is to analyae the trading price of the shares of publicly traded
companies, As at 25 Sepdember 2009, 21 listed comipanies had nonevobing shares according o
Colombo Siock Exchange, We have analyzed the share price difference betwern vobing & non-
viting shanes of these companies for traifing & months noorder o amee at the averzpe rading
discomnt for mon-voting shares. Accordingly, the average disconnt for lack of vohing rights was
estimated at 27% per share (Woted and the value per non-vating share of HINEBF is as fallows.

Peer Groap Eesidnal

Imoomma
Price per votng share (TEE} 2R8 5.32 B. L6
Dascount for lack of votimg, nghts @ X756 10.78) [1.44) {2201)

Erurie Meow one' ey busnl s frading dats eefrinwd S1m cwee o & |
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Mote: Discount for Lack of Vobng REight (DLYE) was calrulated as follows:

J‘I‘ﬂ'ﬂ;"{"ﬂiﬂihﬂm-tﬂ]ﬂ' Lack of

]
&

-
r

&
]
ki1

1
4k

Elar THamonds fewelleny Wosldwide TLE
Ceyion Hespetals FLC
CIC Holdings FLC

Citizens Development Basiness Finanoe
TFLC

Commeercial Bank of Ceylon PLC
Hatton MMatbonal Bank PLC

Tanafs Gas FLC

Waleatte Valliny Flantations FTC
Fenulka Foldings FLE

SMB Leasing FLC

Srvlan Rank PLC

Toyota Cement Company {Lanka) FLC
Celineo Insaranoe PLE

Lacky Lanka Mifk Processing Company
PLC

Ernuka Foods PLC

Morision FLC

Mations Trust Bank FLC

Serendibk Hotels PLO

Tess Agro FLC

The Finarce Company FLC

Agstar PLC

Average lack of Voling Rights

Vatimg Now-Vatimg voding riphd
Shieres e

03 X %

343 028 7%

d6.22 B2 e . )

R2&h R %

oF BL60 14%

15739 13535 4%

1672 1320 %

5k 20 MR

1527 i053 %

04l 25 4%

SRl HLG5 1%

57 M35 7%

1964 RO 97 <4

1.3 0 ®%

1576 s Bh

TR 53 STEGT %

LSS 023 %

173 1312 2%

A7 gl 1%
Mo trading in last 6 months
Mo trading in last 06 months

[MonY)
7T
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5. FORECASTING METHODOLOGY & ASSUMFTIONS

51 Forecasting Methodology

The Ersduoal Incomse & Free Cash Flows based valuathom methods discussed m Ibr.fnn'gn:i.ng
section of this report requine forecasting of financial skebements. in order B oobiain necessany
enput data for the valuation. The management of HNREF has prepared forecasted financial data
fnr three years 2 part of their Stncfegic Besiress Pling (309 30225,

Wi have aralyzed these projectiors with the sopporting computsbions and anderhyring
astumptions nsed by the maragrment to determine whether sid propctons ane appropriste
for the valuation purposes. We satisfy with the underlying assumptions and projecbons made
by the management in Section 5.2 of this report.

Wi have used following sources of information & methodology to anabyze the finamcial
projections of the management:

I. The Aundited Fmancial Staterments were analveed in order o review the hstorncal
performance of HNEF and to identify possible trends and key pecformance indicators,

1 The projcted financial statements were assessed in lEght of the frtane outlook of MNon-
hank Finance Sector,

L The key growth strabepes incloded in the Stategic Business Tlan (2002 - X022 of the
rompany was discusssd with the management o determine the frasibility of these

strategics.

4.  The underdyving sssumptiors and the resultant financial propctons wene disoessed with
the management, analyred with datn mollected independently, snd modified whene

nrmrpmmmmpnjtﬂ:inm rmnhmhuntklppnpﬁaﬂhrﬂulpm‘puﬂ-ﬂm:
vahraton.

Eey ewerpty from the above analysis are setf oot in the next section of this report together with
main assumpbions used by the management in pmpecing financial statements.

Page 1507 20

HNB Finance Limited — Initial Public Offering and Listing through Introduction |



52 Rewview of nnderlying forecast assumptions based on industryfcompany anabysis

521 Industry Analysis

Dverview

The MNon- Bank Firerncial Insttobons (MWBPFD sector compnsed of 43 Licensed Finanoe
Companies {LFCs) and 5 Specialized Leasing Companies (SLOs) by the end of 2B At end
MO8, shere were 1,373 branches angd 658 other outets of the TR s and 510 sector, ot of which
27 branches (68 per cont) were concentrated cutside the Western Provinoe, (sesrces anee chsi b
mu.llnjnr.f.l‘ﬂf—!].

Thir recent performance of MNon-Bank Finance Insttutons [MBFD) sector was not impressive
with low credit growth, mducing profite. and increase in non-performing loans. This moderats
growth was mainby doe to fiscal & macro-prodental policy measores introdoced by the
fovernment fo curtail mportabon of motor vehicles, modemte economie growth, and natumal
hazards such as floods & drought prevailed dunmg recent Bmes.

Hewver, the key performance indicators of the MBFL secior in respect of capital, Byuidity &
profitability remained positve

We have used information published by CBSL up to December 2008 (CRSL Annual Report
18} for industry analysis. Assuming no significans changes in 1= quarter of 2019 fmancial year
(fan-&ar X119 in Mon-Bank Fimnancial Insbhrbon sector, forecast for financial yvear 200974 was
amabyzed.

Profitabiki

The net intrrest income of the Non-Bank Financial Institubion sector (WEFT) moneaared st a
slower rate than in 2017, recording a growth of 6% with aggregate net interest incomse recorded
at Es. 108.8 hillion in 2008, fsowrce; nomn. chsl Ik ool repert 2078)

The slowdewn of net income growth mte can be atmibuted to rising @oterest mtes. Rising
interest mivs result in finance companies” depostt base re-pricing, faster than i asseis as bulk of
the assets continoe o be in leasing whore ingerest rabes ane fived for an avwrage 5 years while
ower A% of the deposits ame | Year which meprice at a faster pace. Sreeral of the Finance
compames have socessfolly moved to loans snd advanoes, howeeser stll aroond 30% of the
portfolin is concentrated in leasing and hire purchass (Chart <X}

Mon-interest income of the sector increased by 119 per oent mainly doe to the tnoreass m
defanlt charges and other semnice charges, while non-interest experses abso increased by 1.5 per
cint, affecting adversely fowards secior profitabdity. mainly doe to the increase in staff costs.
e pmmn.cisd (R smmnad report 018
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Lomns B fAdvances 2018
Progfuct Wise dnalysis

Mt Interest Income
MEF| Sector

(L]
= 1l
5
g
= Gl ® Ny | 1 ki e
I v By id Lrsan & Lk S T L]
1 " i adae il
HMILE-JEa9 015 W& T X L il g
Char -] Chari -2
(S Cmednd Bink awrmoal sopors J022-18) Mossiee Ceslral Bask snnuisl reperi J022)
Agsels

The iwial amsvt base of the WBFT sector &t the end of 2005 was Es. 14313 Mn, Out of the total
aspets. Loars & Adwnoes accounted for 794% (Bs L1364 Mok As Indicated by chart -3, the
h:-&mpmﬁdi}m:rpmdnd &t o slower mabe than in 2007, Given the monetany
l:i.;hh'ﬂngmﬂ.lmp,unr LTV (loan-to-valoe) rules and l:bgmmrdu;n‘dﬂnm. vehicle
Im.uamthﬂq{rhmrim—llhndnmwhﬁhuumm“wmh
hﬂt:fﬂmpmﬁ,humm@ﬂ:mdmiﬂiﬂj

MMMimthwﬂhmmmﬂMkﬁmw
significantly (chart -4). Fusther, revision of the LTV ratio of Moter Vehicles upwards fo 25% for
threw wherders and 0% hr&llhuupﬁ?ﬂflﬁﬂﬂupmﬂthhlhgudiﬁn?nﬂm
hmmmmmmmtj

; Ll & A AR
_ o’ i Mew Vehicle Regstration

BTt B = L3
x l o
- o
'Hn a

u - = 5 - frira R i - T 21 ral i

FL A 235 016 AT ImE gy Tl A el
Charr -3
[Sourre: Canin Bank Anvus! frporis 2013-18) . .

{Sowrest: e impesperd. pom, Bfalateton )
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Lizhiliti

Customer deposits accomnted for S5 of the

tokal liabhilites of WEFl sector m MNIE, As TOTAL DEPCSITS OF THE NAFL SECTOR
indicated by chart -5 the deposts grew ab o
skower mate in 2008 compared o the prowth rate =y

in HN7. Time deposits sccounted for 95% of the

total depostts, (sore: e cfsd JE oemual repord
2008}

0
The second Ergest constitoent of the sector g &1
liabilities was the bormmowings which acooamted ¥
for 292% of total habifities, Borrowings recorded 0
i : .

a growth of 171 per cent (Rs. 678 billion} in 2018,
a shift from the negative growth recorded i the
vear M7, Depesit growth slowed down to 44

per cent, compared with the growth of 294 per 013 JFH 05 2016 X7 2038
ornt mecorded im the commesponding peried  of Chari -5
2M . fronrce: smo,chal fk awnsaal report 21718) ¥Satree: Certeal Bask Aamial Baperts 20518

527 Fewew of Eey Assumpbions

Nmﬂm}nnhmrﬂtiprrparrdhrﬂwPMquﬁmthdmhhﬂnwhg
mmpdmu-W:dH niod e ATy lﬂmpﬁmlmdwmﬂyndﬂwmpﬂmmldubyﬂu
n'u.u.lﬂmeul"l:n:lﬂl on thie fubamne lh:hgicpllrunhd historical daga ]:u'u'nd.edbr HNEF.

Met Interest Income

Mmrdirqghﬂugh'ntsir'ﬁu.ﬁ:ﬂl Plan for 20202072, Hummgummtm:pu:bpln mfroduce
niew financial Fmdnrh.ﬂrt:hfmm.nq,hmtm\ﬂ!-m pﬂmml]-nmu..gnﬂluxhhﬂh:lm
eic) and mowe info new sectoms (hardware & construction, fishenies, ete). Thgi!tnmuﬂpn:bd
from Hmhﬂia&m}WEMEEWmmﬂupmiﬂﬁmenﬂﬂﬁigpmm
Mmbmlﬂmﬂhhﬁ:ﬂuﬁnuﬂd&lﬂﬂthhﬂ.

Hm:ﬂmmthmmzrpwhﬂmhhdumymmhnmmnﬂdmﬁmm lﬁl:ml:g',
ﬁqhwknuudﬂuhnhrphuperbﬂwhﬂr.hwdwhmmtnﬂu
gmmt macTa & '|:l:n.||i|'u|:|;l mﬂmrﬂiﬂlhc-ml:mtphﬂ. mmpn.n}'hn.dmu'ndnmdnm
Fﬁmumﬂuwmmmmmtﬂqmﬂnﬂm&lmmﬁhluﬁg
lz]'.ﬂhnlinu.l]i.m rﬂﬂugpﬂdﬂ:tpnrtﬁn-ﬁn. hhulgﬂnml.": qxpﬂ;h!d Future disbursement from
Iu:dngilfnnumﬂltrﬂrﬁngf:hkhmrkﬂ&mmnﬂ:mh-m;ml'lnpmmnrnd. Herore,
wmﬁmrﬂhm-%hﬂuﬂﬂmﬂhhmﬁnum“mhﬁd
in.lripiﬁl;lntmmucr.
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FProjected produoct wise loan dishursements

Frodmet 020, e i ra 202Z

Loan - Dirmva X2 262680 000 15,530 567,371 28, IR 850 507
Loan - Sahana 2571 0a0 0 2 GRE B4 850 2 76 AS3 250
Loan -Davisar 3168, 650,000 BA0T, LS00 4,254 B50450
Loan « EZY TAID751.249 572 172R33 4,500 T R00
Loan -Abhilasha 2S00 00 00 2681113415 3,292 (98,558
Loan Swashaktu B3R, 175,000 GOT.OA5 261 1077, 602 158
Loan - SME Saviya 2015, 0a0, 0 2620 R0, 000 3,256,000, 000
Loan - Cooperate Eelax 162, 0aK0, 000 1462 BH), D00 362000000
Loan - Housing MNiwahana ST, O, 0T 1, 205 GO0 D0 |, 09, 00,000
Disbursment - Leasing B iy ], 00060, (0000 14, (40, 00H), (00D 1, 0N (M, 00D
Canbd Loan SLd, W 000 2 2R, S, D0 25009 15, D00
Total 45 465,555,249 59, 725,375,742 &8, 265 901 003

Furthier, the manzgement expects o sam futore tnderest meome frome helr exvisting prodoct

portfolic and from the new products as disclosed below.

. £ e 3

Pradmct K20 i 1 a2
Trberesct Tncommae - DIRTY A L (el - 455118 503 5. 125,077 423
Interest Income - SATIANA 132 207,500 TR0 e07 SER 24 498,790
Triberaset Imcomnae - EASY GO0 7T 15T B 00 ST THT 514,552
Tnterest Tncome - Abhilasha 516, 200,55 523,502 487 615,789 B0
Imbere=t Incomue - Swashakthi 130550, %40 o Pl 210,095, 223
Interest Income -SAME Saviva 0 RSE 429 By 7RG SRG L e T
Interest Income Cooperaie - Belax 6,739,112 E7.RO0R 050 102,115,780
Interest Income = Hoosing MWNiwahana 1700000, 354 5,115 726 12814 328
Interest Income Loan - Apainst Deposit 6,697, TED T.ARD a%5 7.0 0TS
Imberest Income - Persomal Loan 71,222 965 7335984 TH,566,914
6. 355673, 25 7300841 526 56008.557 860
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Interest income from recently inplemented and new Produwct

Frodmct 203 20 a2
Inberest Income - Leasing 2317 9m0 153 &, 166,200 850 3,056, 69, a0
Interest Incomee - Divisaru A0 S, B4 BRZ 251 555 R, 8681
Interest Income - Gold Loan B BN 000 50 15, 500 1063, 426,560
I B80T, 00 0T 5,839 129 955 T.EE3 A24 882
Interest Income from Investments
Invesiment 2 P o s - vt
Intirrest Incomae -Treasany Bill 173 REQ 27TH IR TITR ER40 10 OGRS
Interest Incomne - Treasary Bonds 206 268 el LT 240845
Intirrest Incomne - Dieberbane 16875 000 1 875,000 15468, 730
Interest Income - Fiaed Depaosit 23000000 23, 000 0 g W1
Interest Incomae = Saving L0000 T2 0,004 72 0000
224,260, 546 433,010, 5k6 594 973 417
Total 9,447,143 068 13,073,302 357 17,047 956,155

Interest Income on Gold Loans

As of March 2009, the company has staried pold lean prodoct within 2% branches. The

mamagement is expectng o expand this prodoct o other branches also.

According to

company’s plan. by end of 2197 H Financal Year, thes prodoct wall be mbrodoced o 24 new
branches and by end of 3020/ 21 Financis] Year, total braches will b &9

In addition to the above the company = expectng o open op Gold Loan Centers - toflowing

areas by end of 2021 financial year.

Pilivandala, Wellawatie, Epotahena, Eiribathgoeda, Sea Srect Aluthgama, Grandpass,
Bataramunlla, Kandana,
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Leasing
Management has startid Lesving n 2006 and the ground work for 2 massive expansion =

expecied to be materialized from 2000-22 financial year Following spocific strategies will be
rorcuied i increase the volome.

= will increase the sales foroe of - Leasing stnff adoguately in high potential areas o explost
apportunities  toenhanoe volume of sales.

= TPlan to have mopse strategic alliznces  with the major vehicle dealers in Jary prowincoes,

* The Document Management System will be intmdoced. tp reduce the lead time and
increase efficiercy o approvals prooess.

+ Flan to introduce new meentive systemes for dealers and marketing staff.

o Idensfy new needs of mcro kevel customens i ontapped markeis by using our macrn
firamce expeTience.

s«  New fargess will be set o the enfine branch nebwork by giving, 2 high weightage to
improve the leasing sales.

* Euisting Sales staff ame soreened and evaluated b idenbify any special tmiming
reqquirements tn enhance their efficiency.

* TFlans to intreduce new mcentve scheme o recrosiment partners to head hunt high
caliber talents [/ staft,

Dirisar

S0 far management has conducted microfinance produoct based oo the groop conoept method.
Demographical changes m the recent past required critcally aovaloate the groop concept
method. Henoe, they have inbroduced Divisira wherr microfinanoe costomers do not nequine to
participate for the group meetng buat, it will be promoted as 3 new personalized ban prodoct
from X,

]T_u'rting m&eﬁngm tofaling 10,200 will be mtionalized, nshofled  and redoosd 8o 6,500
to be mone efficient and offechve. We will  also appmoach new customers by introd doing newr
Divisara product. Curment existing ficld offices will e soenbfically and methodicallhy

deployed in  appropriate geographical aneas also using GPS (Google mapping &0 ersune that
wr harmess full potental of daff as well 25 bosiness in key lorations.

The management also expects to change the funding mix by increasing, more saving, deposits
with low inberest cost, By dednp this, the manzgement expects b minimize the interest costs and
Encrensr the et incomee. For iterest expenses propections, following rates wene asswmeed,

Fined deposits mnl:llizi:l'tg rafe = 15.33% for 5 year FD
Bnrrml."i:n.g rate = IRR rate for Loan-13.50%

Mowving to the bank loan from fixed deposits since it is assumesd that cost on bank loan i
benificial bo tncome statement than fiosd deposits (based on corment srhoation),
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Interest Expenses on Fanding

Fined Dieposit Inferest Fxpenses 272 AT ASE 4, 119560 M S.210674,680
Dehemiure Interest 70, BT ASE TEARGT 500 26 BR2, 500
Interest Experses = Saving: M2 M25.568 332175533 AL 204 591
Interest Experses on Bormowing 452851 903 1,395 771,925 1826, 425921

3,711, 456,353 6,234 170,175 £,187471,971

Met Fee & Commuission Income

The marapement assumed thak fee & commission ncome will be camed at rabes consistent with
exisvhng rabes.

This fiee & commission espensss comprised of commission paid for intreductng fixed depositc
The management expects b pay commssion at 0.75%,

Farther, recent imposifon of imterest rate cap by CBSL resnlted in the reducton in the effecthee
mirreat miv from 7% o 35% where HWEBF had to increase their volume of the loans o

comperrsate the margins redoced doe o the inferest rate. For sample, docoments chargis
considersd as Fisr Income thereby increase in e Incomee, In addition, Divisama new products
also plan fo increase m volume which woulkd attract new foe ase income.

Newly introduced oblity bl poyments facility alwo will help in mereasing the Fee Based
Income.

Other Operafing Income

Thes includes mitrrest mcome from mvestment im0 finandal instaments. rent moome,
commissions, eic, The mvestment i Gnancial asweets & eopeched o madntxin in par with the
bguidity levels required by central bank regulabions. Following interest mates are wsed for
forecasting enferest on fmancial assets,

Annual interest rate on T- Bill investment A%
Armual interest rate on T-Fond Investment 505
Arnmuea] mderest rate on debenfare mvessent 11.25%
Annua] interest rate on Money market savings =ik
Armual] interest rate on fixed deposits TLOO0R
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Fersonnel Cost

Thee esttmated number of staff and sheir pay Tates: are available m the Homan Brsource hl.ldEl’!t
of the company.

Thi: annual pay increment is assumed to be 15%. b inclodes 7% morement to compensate for
inflabicn and 8% preminm.

Eeducton in manpower through effectve digitizabon & operational excellenoe will redace the
paymll cost for new recruimments iy J21

Other Operating Expenses

Chther operating expenss are expected to ienease in bline with the general inflafion mie plas the
expenditure required to support the projected growth, By 2022, mamagement is expecting fo
decline the expenss growth due to the operational sxcellienoe efficiencies and digstalization
efforts of the com pamy.

Loans and Advances

The management plans to increase coflateral based lending fo mect 50% component of such
products in the fotal portfolic of the company by 221 The Micoe prodocts will continue at
current growth rabes. Acrording fo the strategic business plan, the leasing portfolio is expected
to grow at higher rates during the penind 20052021 to breng the kbaaing portfolio to 50% of total
porifolic by 2001 Accosdingly Bowing growth rates ame wsed in fonecasting the beasing
portfolicc

I:-r:-n.rgmwlh rate - [29%

Tl ypar growth rate = 0%

3 yar prowth rate 15 = 21%

Tmpairment gain f (loss) on Loan Porifolio

The impairment provision on kan portfalio s expected to decrease gradually as collagera) based
bending increases. Accordmgly, the mansgement expects impairment at 2% in fimst year of
forecast and 1.75% m the second year and 1.5% thereafter.

Financial investments, Held - to- Maturity (HTR)

This category mocludes irvestment in trvasury bonds & debentures and she management expects

to invest in these instruments only to meet the regulatory requirements of Hguid assets. Henoe
the imvestment portfolio for this category will not change in future years,
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Financial investments, Available- for- Sale [AFS)

Thie ASF n.bgu'_l,' inchudes nvestment o mqnnl:nd shares. The management expacts oo
adititional imrestment or disposals doring projected period,

Investment properties and Property Flant & Equipment (FPE)

Thi TTE pun;h.mn.m forecasted as pn'l:lpitl.'l n;-l:u:'uill:l.u'l:l hudgﬂnfﬂhgmpm}r.'.l'}r
man:pement humplum I:ru:ql:lim i:wnsl:m-mt]:unpnﬁudnrhg narxt I:h:ruc].mn Current
depreciabion mies will not change nather FPE nor investment properties will be newvaloed
during projecied pericd.

Bomowings

Ml.lmﬂmurqhu [nl.lm'hui m'iq-n.l.-ld-rhut'rumamwul:ing tor Bx. 2 B from 20 to 2021, This is
purely to mest regulstory capital requirements.

Cost of Equity
We have used the Capital Assets Pricing Model (CAPM) o determine the cost of equity.
Ke = Rf + B (R — Ry)

Wheers,

Ke, is the cost of equity

Ef. is the: risk free rate

E.is the equity beta

(Bm =Ef), is the equity market risk prominm

. hhﬂthh‘g'm“frﬂmr}' Bord mte was corsdered as the rsk free miv. This rafe as of 249

j'l.ﬂ:p 2019 was 10.15% .lr.|:-m:l£l:|1; to e Comtral Bank of 56 Lanka.
{Sourre: .ol

] Eirnmm'plufl:}ummmnmﬂrm]mw:f}'hﬂcd.m e coraidiered E'I'I.TI'IIEE
hlunfﬁdlnw'hqgmpaﬁmchud}' roia bl l.rldc.lu:gl:ri.md n:]:m'lnl’HN'H-F.

LCompany Eeka
Commercial Cresdit & Finance PLC 0yl
Ei:li:l:n'[h:rn:h:lpmmtﬁl.l:lrlnn Finanoe FLC [
Mation Lanka Firanoe FLC 325
Arpice Finsncoe Cnmpanr LT (101 r
SAsia Assed Finance PLC .14
Average beta RO

{Farnr; oo &, frin ugmr.‘*h"ﬁ-‘ 5L 30 am of 384 quuorder of 2079)
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This average beta was then adjosted fo remove company specific financing side msk and
readjusted to refiect the pearing bevel of the HINBE.

Adjussed Beta - D67

Bquity rsk premiom (rm = rf) in the most developed cconomy in the T15A i 5.9%6% (Jannary
2009, B represents the difference between total market mée and rsk free mbe. Rating
agencees set bong term rabing of each country for imeestors. Tt represenis the portion of & nisk
connected to the investment in given area. 56 Lankn was given a rating of B2 = by rating
agency Moody's. Tt represents the cutra. premium for the risk of 50 Lanka of 6.25% as of
lamnary 2009

(Searre: Stem Schonf  of  Dusiness, Mew  York  Lieiersity moidEmbions - ool sf
e my e )

To convert country equity misk premigms o corporate equity risk premioms, one of the
threr approaches descnbed below can be used.

Approach I: Assume that every company i the country & equally exposed to omantry sk
Approach 2: Assumie that a company's exposure to county rsk s smilar o it exposane in
other market risks.

Approach % Treat country nisk as a wepamte sk factor & allow Arms to have different nisk
caposures o country risk (e.f. based on the proportion of their evenue come from non-
domestic sakes),

Wi have used the approach 2 to determine the cost of equity of HNBF. Accordingly, the cost
of equity i
Ear = Ef + f {15 premium + Country premdim)

Ep = IL15% » 067 (5.96% + 625%)
He= L300
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6. FORECASTED FINANCIAL STATEMENTS

Income Statement

Intereat Incoma

Interest Fxpenses

NMel Interest Income

P and commission Inoome

Met Interest Imcome fee and commizsion
imcome

Cither Operating Incoame
Total Operabing Income

Impairment gain /| loss} on loans and
e bies

Nt operating Inconse

Less - Operabon Expenses

Operatng profit’ (loss) before Valne
Added Tax (VAT

WAT & NBET Fimancial Service , Debt
Hepaymienit Lovy

Dperatng profit’ {loss) after Valoe Added
Tax (VAT

Prowvision For Income Tax

Frofit/ | Loss |

Earmings Per Share

ST bl e 1 8 v
Hs. Es. Hs.
CLLET 143 68 1307 W AT 17,047 856,158
(3T P00, 098) (6, M2418413) BIS3.92] 921
5,734,436 970 5,530,533 944 8,394 034 237
1114, 75 754 1350 %00 595 1LE%0 B0 00T
6,588, 733 TEA 5181154 839 10,574,864, "43
M IV oG T A5 7E2 A5G 175, 140758
7483,261,731 5534947 456 10,655,003, 551
£S5 000, Oy {7003 50, ey (S, G0 (00
588, 761 751 785,347 496 10,045, £13, 961
5,606, 197 085 (4, TEI5335.567) {447 BR0 31T
2,963, 051.646 3710,021 829 5,600,533 665
(BRE. 108, 742) {1, 0080, 7 B9, 5257 (LAET EER154)
2,096, 955,904 679,237, 402 3,547,920, 471
[t el ] (1, 159,381 B5%) (1,750, 166,770
1,964,745.202 1,519, 550 549 2 162,753,701
058 0.8s 1.26
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Statement of Financial Posibon

Ansels

Cash and Cash Bguivalenzs
Loans and advarce

Financial tnvestment - Loan &
Frecervable

Financial mmvesbmenis- avaifable-
foir- sl

Financial fnvestmends- keld - fo-
makhrity

Citheer Recenrables

(ither Assets [ Prepavments
Imvestment Froperties
Intangible Assets

Froperty Flant and Equoimpment
Total Acsets

bkt
Bank Cherdraft

Do o czstomens

Cither Bormowings
Taxation

{Mher Lizbalities

Retiring Benefit Obligation
Driffered Tax Liabdlrties
Total Lizbiliti

Shareholders’ funds
States] Caprital

Csneeral BEeservs
Statotory Reseren Fund
Brvaloation Keeres

Accumuolated Profit /' Losses
Total Shareholders’ funds

Total Liabilities & Shareholders’
funds

20q5/78 soow T
Rs. Es. Es.

o el | B 417,630, 2% 3248577
40,605,705 5546 35,776 454,695 TULA26 A28 G0
W AIETT] 1 I e Sy | . L B ey |
124740, 280 130,255 1247501, 383
3, 0a06 1200 505 V.23 500,52 L
ERADG AT BERI3.491 RT3 A9
1562814605 M 2RL605 NLIE] 605
1255, 0000 (M) 1295 00, D00 1,.295,000,000
), 994 0R2 I35 1DE Bk 15,173,550
LBLT 65,154 LA 465412 1LA5T, 1945909
48,023,245 275 57,532 594,857 82 BGS, 413 651
i i L 0050 i 590, 579
FLIETAM AT 42.060,573 ¥ 55587 4
BB, ST2E00 14.BR1 978,179 15632598 216
184,747 768 138 57, e 20,997, 68
1748585 818 LBE2TT2.001 2157 e IRy
¥ro358511 & 953,511 FI5ETRS1
16115738 16,115,738 16 115,738
42 555156.554 50,866,621, 00 T4 160.754.120
545481 Xy 545,481 545,481
SLROT IRG E2ROT, 959 B2E07 R0
EXRST96ST 638 510 637 GAR 519 637
SESARLOT] SEA AR, IOV SREL 4R 00
LO0E,569 242 SAXBIL T 7170, 1723
5.465,015 350 6565, T7H,855 5,704, 619,530
48,023,245 775 57,532 599 857 82 B&E, 413 651
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7. VALUATION TEAM

Sanjaya Fandara - Direcior

Mr. 5 M. 5 5 Bandara FCA, MBA. B (Acc), is specialized in all I:l:fhni.ru.l'nul:ten-mhl:irlgh
Accounting, sspecially [FRSs. Ha has vast experience in finamncial corsoiting and siness
valuabion. Sanjava is a cooncil member of the Inssute of Chartered Accoumtants of S Lanka.
He has an honnrs degree m Accountancy from the University of 5o Tayewardenepora and a
MBA from the University of Colomba.

Tharindo Dananjaya - Manager

Mr. Thanndu Danamjaya B (Acc) Sp. counts over eight (18] yeam of expenence in financial
risk maragement, business valuation and aodibng. Fle has an honors degree in Accountancy

from the University of 5 opewardenepuar.

The valuation tram personal possesses requined quakifications, expenieree and the exposane in
preparing valuation reporis for stmifar nahand in com pliance with the C5E bisting nales,
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8. LIMITING CONDITIONS & DISCLAIMER

8.1 The conclusion of valoe as reporied henein this report is valid only for the specific purpose
as of the date of the valuabon

B2 We have reficd on the financial forecasts and other related information provided by FING
Fimance Lid or ils representabves, mothe coorse of our valoation process, as fully and
cotrecty reflecting the enterprise’s business conditions and operating resulis for the
resprchve penods, exoept as spocifically noted herein, We haoe uot audited, revinwed, or
oerifivd the correctarss of B Eranciol agormuction provéded fo es and, docorlingly, e
express go oprdvion oF any odher fonm of assmrance mr fhs fnformurtion

E3 Tublic mformation and indostry and statistical information have been obtined from
soumors we befiewe 1o be reliable. However, we make no represenizbon as o the acouracy
or qompheteness of such information and have performed no procedures b comobarate the
infommabion

Bd The conclusion of valoe amived at herein is based on the assomption that the corment level
of management expertise and effectiveness would confinue to be maintained, and that the
charater and integrity of the enterprise through any sale, worganization, exchange, or
diminution of the ownen” parficipation woukd not be materally or significantly changed.

ES Nesther all nor amy part of the contents of this report (specally the conchisson of valoe),
shonld be dissrminated to the public through any means of communication withoat our
prior writen consent and approval.

BE Mo change of any rdem m ghis appraisal report shall be made by anyone other than us and
wi shall have no responsibdity. for any such umauthorzed change.

A7 Unles= otherwise stated, no effort has been made to determine the possible effect, if any, on
the subject business due to future change m stabe, or local lngislibon.

EE The valuabon comtemplates facts and condibions existing 25 of the valumtion date. Events
and ronditons ooowrring 2fer that date beee not been considersd, and we hawe ne
obligation to update cur roport or calinlabon of value for such events, happenings. and
conditiors. Alo, we have no obligabon o opdate the report or the caloulation of value for
irfammation that comes in oor 2Henfion after the date of the valuation report,

B9 DThee to mbherent unceriaimbes and anforeseen factors a.ﬁnctl'mgn share valuabon, we do not
acorpt responsibility or Babiliby for any loss or damage whatspever which may asise as a
resubt of the conbents of this report. All responshiliby and labibty is ecpressly disclaimed
by Miexia Management Servioes (T Tid.

B.10 The valuation report is valid for a period of thmee months (00 from the date of approval of
the CHE.
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22 /4, Vijaya Kumaranatunga Mw., Colombo 05, Sri Lanka.
Telephone : +94 112 513 420 - 22, +94 114 510 268, Fax : +94 114 512 404
‘ E-mail : brds@eureka.lk, Web : www.brdesilva.com
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ANNEXURE E: COLLECTION POINTS

Copies of the Prospectus and Introductory Document and the Application Form can be obtained free of charge from

the following collection points.

Managers to the Offer

Acuity Partners (Private) Limited
53, Dharmapala Mawatha,
Colombo 03.

T:+94 11 2206206

Members and Trading Members of the CSE

Acuity Stockbrokers (Private) Limited
53, Dharmapala Mawatha,

Colombo 03.

T:+94 11 2206206

Asia Securities (Private) Limited
4t Floor, Lee Hedges Tower,
349, Galle Road,

Colombo 03.

Tel. +94 11 7722000

Bartleet Religare Securities (Private) Limited
Level G, ‘Bartleet House’,

65, Braybrooke Place,

Colombo 02.

T:4+94 11 5220200

Capital Alliance Securities (Private) Limited
Level 5, ‘Millenium House’,

46/58, Navam Mawatha,

Colombo 02.

T:494 11 2317777

CT CLSA Securities (Private) Limited
4-14, Majestic City,

10, Station Road,

Colombo 04.

T:+94 11 2552290-4

Asha Securities Limited
60, 5" Lane,

Colombo 03.

T:+94 11 2429100

Assetline Securities (Private) Limited
120, 120A, Pannipitiya Road,
Battaramulla.

T:+94 11 4700100

Candor Equities Limited

Level 8, South Wing, ‘Millennium House’,
46/58, Nawam Mawatha,

Colombo 02.

T:+94 11 2359100

Capital Trust Securities (Private) Limited
42, Mohamed MacanMarkarMawatha,
Colombo 03.

T:+94 11 2174174-5

Enterprise Ceylon Capital (Private) Limited
73/1, Dharmapala Mawatha,

Colombo 07.

T:+94 11 2445644
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First Capital Equities (Private) Limited
02, Level 02, Deal Place,

Colombo 03.

T:+94 11 2639898

J B Securities (Private) Limited

150, St. Joseph Street,

Colombo 14,

T:+94 11 2490900, +94 77 2490900

Lanka Securities (Private) Limited
228/1, Galle Road,

Colombo 04.

T:+94 11 4706757, +94 11 2554942

Nation Lanka Equities (Private) Limited

44, Guildford Crescent,

Colombo 07.

T:+94 77 7630624, +94 77 3030885, +94 77 6521001

NDB Securities (Private) Limited

Level 2, NDB capital Building, No 135 Bauddhaloka
Mawatha,

Colombo 04.

T:+94 11 2131000

SC Securities (Private) Limited

05th Floor, 26 B, Alwis Place,
Colombo 10.

T:+94 11 4711000, +94 11 4711001

Softlogic Stockbrokers (Private) Limited
Level 16, One Galle Face Tower, Galle Road,
Colombo 03.

T:+94 11 7277000

Taprobane Securities (Private) Limited
2" Floor, 10, Gothami Road,

Colombo 08.

T:+94 11 5328200, +94 11 5328100

First Guardian Equities (Private) Limited
32" Floor, East Tower, World Trade Centre,
Echelon Square,

Colombo 01.

T:+94 11 5884400

John Keells Stockbrokers (Private) Limited
186, Vauxhall Street,

Colombo 02.

T:+94 11 2306250

LOLC Securities Limited
481, T B Jayah Mawatha,
Colombo 10.

T:+94 11 5889889

Navara Securities (Private) Limited
12 B, Gregory’s Road,

Colombo 07.

T:+94 77 2358700, +94 11 2358720

Richard Pieris Securities (Private) Limited
310, High Level Road,

Nawinna, Maharagama.

T:+94 11 4310500

SMB Securities (Private) Limited
02, Gower Street,

Colombo 05.

T:+94 11 5388138

Somerville Stockbrokers (Private) Limited

1A, Park Way, Park Road,

Colombo 05.

T: +9411 2502852, +9411 2502854, +9411 2502858,
+94 11 2502862

TKS Securities (Private) Limited

4t Floor, 245, Dharmapala Mawatha,
Colombo 07.

T:+94 11 7857799
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Bankers to the Offer

Branch Name

Branch Address

Telephone

Bambalapitiya
Borella

Cinnamon Gardens
City Office
Gampaha

Green Path

Head Office Branch
Kiribathgoda
Kotahena
Maharagama
Mount Lavinia
Narahenpita
Negombo
Nugegoda
Panadura

Pettah

Sri Jayawardenapura Kotte

Thalangama
Wattala
wellawatte

285, Galle road, Colombo 04.

53/1, D S Senanyake Mawatha, Borella, Colombo 08.

85A, 87A, Barnes Place, Colombo 07.
16, Janadhipathi Mawatha, Colombo 01.
148, Colombo road, Gampaha.

38, Ananda Coomaraswamy Mawatha, Colombo 03.

479, T B Jayah Mawatha, Colombo 10.
141, Kandy road, Kiribathgoda.

280, George R De Silva Mawatha, Colombo 13.

145, Colombo Road, Maharagama.
605, Galle Road, Mount Lavinia.

255/2, Kirula Road, Narahenpita, Colombo 05.

18, Rajapakse Broadway, Negombo.

190, 190/1, High Level Road, Nugegoda.
402-404, Galle Road, Panadura.

149-151, Main Street, Colombo 11.

1424, Kotte road, Rajagiriya.

253, Kaduwela Road, Koswatte, Thalangama.
270-270/1, Negombo road, Wattala.

100 & 102, Galle Road, Wellawatte.

+94 11 2501698
+94 11 2696929
+94 11 2681718
+94 11 2421466
+94 33 2222520
+94 11 5382300
+94 11 2660160
+94 11 2914414
+94 11 2472068
+94 11 2851468
+94 11 2739121
+94 11 2369913
+94 31 2222585
+94 11 2853887
+94 38 2235249
+94 11 2343800
+94 11 2867357
+94 11 2788430
+94 11 2931385
+94 11 2588702
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ANNEXURE F: CUSTODIAN BANKS

Bank of Ceylon

11* Floor, 04, Bank of Ceylon Mawatha,
Colombo 01.

T:+94 11 204064

Citi Bank, N A

65 C, Dharmapala Mawatha,
Colombo 07.

T:494 11 4794728

Deutsche Bank AG

86, Galle Road,

Colombo 03.

T: 494 11 2447062, +94 11 2438057

The Hong Kong and Shanghai Banking Corporation
Limited

24, Sir Baron Jayathilake Mawatha,

Colombo 01.

T:+94 11 2325435, +94 11 2446591, +94 11 2446303

Pan Asia Banking Corporation PLC
450, Galle Road,

Colombo 03.

T: +94 11 2565565

Public Bank Berhad

340, R A De Mel Mawatha,

Colombo 03.

T:+94 11 2576289, +94 11 7290200, +94 11 7290207

Seylan Bank PLC

Level 08, Ceylinco Seylan Towers,
90, Galle Road,

Colombo 03.

T:+94 11 4701812, +94 11 4701819

State Bank of India

16, Sir Baron Jayathilake Mawatha,
Colombo 01.

T:+94 11 4622350

Banque Indosuez

251, Dharmapala Mawatha,
Colombo 07.

T:+94 11 2681720

Commercial Bank of Ceylon PLC
Commercial House,21, Bristol Street,
Colombo 01.

T:494 11 2440010

Hatton National Bank PLC

HNB towers, 479, T.B. Jayah Mawatha,
Colombo 10.

T:+94 11 2661762

Nations Trust Bank PLC

256, Sri Ramanathan Mawatha,
Colombo 15.

T:+94 114313131

People’s Bank

Head Office — Treasury, 5% Floor, 75, Sir Chittampalam
A Gardiner Mawatha,

Colombo 02.

T:+94 11 2206782

Sampath Bank PLC

110, Sir James Peiris Mawatha,
Colombo 02.

T:+94 11 5331458, +94 114730662

Standard Chartered Bank
37, York Street,

Colombo 01.

T:+94 11 42480450

Union Bank of Colombo PLC
64A, Galle Road,

Colombo 03.

T:+94 11 2374205
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ANNEXURE G: INDEX ON FIGURES AND TABLES ILLUSTRATED IN THE PROSPECTUS AND
INTRODUCTORY DOCUMENT

List of Figures

GRAPH 6.1 = NET INTEREST INCOME.........cuuuttttitreteteeeeetereeeeerereeeeeeeeeeeeeeaeeeeeeeeeeeeeseseseeeeeeeeeeerereteree.............. 39
GRAPH 6.2 — PROFIT AFTER TAX, RETURN ON EQUITY AND RETURN ON ASSETS.......cc0vvrtrrererererererererererererereresessrereresemeremesemme. 40
GRAPH 6.3 — DISBURSEMENT OF LOANS AND ADVANCES BY PRODUCT (BEFORE IMPAIRMENT) .......cccuviiieiiiieeeiiieeeeireeeeeneee e 42
GRAPH 7.1— NON-PERFORMING ADVANCES OF THE LFC AND SLC SECTOR .......cccvvviiiiiiiiiiiiieeeeeeesereseseseseesresesessseresesssssesererenen 46

GRAPH 7.2— PROFITABILITY INDICATORS OF THE LFC AND SLC SECTOR

LIST OF TABLES

TABLE 3.1 - DIVESTITURE OF EXISTING ORDINARY VOTING SHARES ........ccuveeiueierureesueeessressseeesseesseeesssesssssesssssssssesssssnssessssssnseses 6
TABLE 3.2 — CONVERSION OF DEPOSITS AND BORROWINGS INTO ORDINARY NON-VOTING SHARES ..........cccvuvierreenrreesneesseesseensnens 7
TABLE 3.3 — INFORMATION PERTAINING TO WEALTH GUARD (PRIVATE) LIMITED ......cveevieteserereeesseesseesseeseessesseessesssesssesssesssesnnes 8
TABLE 3.4 - EARNINGS PER SHARE (EPS) AND RETURN ON EQUITY (ROE) .......cocuiiiiiiiiieiiiiiiee sttt sttt 10
TABLE 5.1 — BRANCH DISTRIBUTION ......cttetieiteieteiteesteesseeseeseassesseesseessesssesssesssssssessessssessesssssssesssensesssenssessssssesseessesssennes 32
TABLE 6.1 — SUMMARIZED AUDITED INCOME STATEMENTS ......cuvieuviereesteeseesesssessesseesseesseesseessesssesssessesssesssessssssessesssssnsesnes 38
TABLE 6.2 — SUMMARIZED AUDITED STATEMENT OF FINANCIAL POSITION .......cccuviiiiiieiieeieeeiteeeteeeiaeesteeenaeesseeessnesssseenseesnnns 38
TABLE 6.3 — KEY FINANCIAL RATIOS ........tveiteeeuteeeseeasesasseessesanssesssesassesssssansessssssensesssesesssssnsssansessnsesessesssesessessnsesansessses 38
TABLE 6.4 — COMPLIANCE OF CAPITAL ADEQUACY RATIO REQUIREMENTS — LFC’S WITH ASSETS LESS THAN LKR 100 BN ................... 43
TABLE 7.1— DISTRIBUTION OF BRANCHES OF LFCS AND SLCS BY PROVINCE ..........cccitiieieeeieeeieesteeenseesseeesseessesesseesssssnsessnnns

TABLE 7.2— COMPOSITION OF ASSETS AND LIABILITIES OF THE LFC AND SLC SECTOR
TABLE 7.3— COMPOSITION OF INCOME AND EXPENSES OF THE LFC AND SLC SECTOR
TABLE 8.1— DETAILS OF HNB FINANCE LIMITED BOARD OF DIRECTORS ........ccttiiiiieiuiiieeeeeeieiinntreeeesseesinnsseneessssssssssnneesesesnnnnns

TABLE 8.2— OTHER DIRECTORSHIPS ......ccceeeiiieieieeeieee e et e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeaeaeas

TABLE 8.3— DIRECTORS’ DIRECT SHAREHOLDINGS IN HNB FINANCE LIMITED AS AT JANUARY 30, 2020 .........cooeeeeeiiirrereeeeeeennns 54
TABLE 9.1 — DIVIDEND HISTORY .....cceeveerrrnunnneeneessnnnnns
TABLE 9.2 — PARTICULARS OF MIATERIAL INDEBTEDNESS
TABLE 9.3 — PARTICULARS OF IMORTGAGES AND CHARGES ON THE ASSETS OF THE COMPANY ........coooviiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeee, 66
TABLE 10.1 - STATED CAPITAL OF HNB FINANCE LIMITED ....coooiiiiiiiiiiicccccccee e

TABLE 10.2 - SHAREHOLDING STRUCTURE — PRE AND POST IPO AND INTRODUCTION
TABLE 10.3 - SHARES LOCKED IN=PREIPO........ccooiiiiiiiiiiiiiiiececeeeeeees
TABLE 10.4 - SHARES LOCKED IN — POST IPO
TABLE 10.5 — TWENTY LARGEST SHAREHOLDERS — ORDINARY VOTING SHARES - PREIPO.............coooviiiii, 71
TABLE 10.6 — DETAILS PERTAINING TO NON-PUBLIC SHAREHOLDERS = PRE IPO.........cceeeiiiiiiiieiiieeeeeeeeeeeeeeeeee e eeeeeee e e e e e e e e ea e 72
TABLE 10.7 — SHAREHOLDERS — ORDINARY NON-VOTING SHARES - PREIPO..........coooiiiiiiii e, 72
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