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NSB FUND M MENT COM Y LIMITED

REPORT OF THE CHAIRMAN AND THE BOARD OF DIRECTORS

The Directors of the NSB FUND MANAGEMENT COMPANY LIMITED have
pleasure in presenting their Report together with the Audited Financial
Statements for the year ended 31t December 2015 and the Auditors’ Report
thereon.

Company's Activity

The Company’s principal activity is to carry on business as a Primary Dealer to
participate in the Primary Market and create and maintain a Secondary Market
in Government Securities in compliance with the requirements of the Central
Bank of 5ri Lanka.

Share Capital

The Authorised, Issued and Paid up Sharc Capital of the Company is
Rs.150,000,000/- divided into 15,000,000 Shares of Rs.10/- each which was paid
by the National Savings Bank at the commencement of business on 015t March
2000, There was no change in the Issued and Paid up Share Capital during the
period under review,

Directors as at 31 December 2015

Mr Aswin De Silva - Chairman
Mr D 1. P R Abeyaratne

Mr 5 DN Perera

Mr Ajith Pathirana

Mr Suranga Naullage

Mr Dhammika Ambeywela

Mr R D R Amarasckara

Mr R A Nimal Jayasundara

Mr D S W Samarasekara

Mr Yasas De Silva

IMr Srilal Fernando



Directors’ Interests

MNone of the Directors had a direct or indirect interest in the contracts of the
Company other than those disclosed in Note 33 to the Accounts,

Historical Background

The N5B Fund Management Co. Ltd,, commenced business on 01 March 2000, as
one of the dedicated Primary Dealer (PD) Companies appointed by the Central
Bank under the new Primary Dealer system to deal exclusively in primary and
secondary market transactions of Government Securities. Subsequently, the
Commercial Banks were allowed to set up PD units or absorb the existing PD
Company. At present, there are eight standalone PD Companies and seven PD
Units of Commercial Banks.

The Central Bank increased the minimum capital requirement of Primary
Dealers to Rs.300 Million from Rs.150 Million in June 2006 and to Rs.1000
Million from Rs.300 Million in October 2015. Company met both the requirement
of the Central Bank of Sri Lanka from its retained profits.

A restructuring strategy to diversify Primary Dealer activities was unveiled by
the Central Bank after enacting the necessary legislative amendments. Primary
Dealers are now allowed to engage in fee based activities to earn an income such
as portfolio management services, project appraisal services, loan syndication
services, merger and acquisition advisory services and consultancy services.
Primary Dealers are also allowed to invest in ordinary shares or debentures of its
own group of companies.

Primary Dealers have been invited to obtain Trading Membership for Debt
Securities of the Colomba Stock Exchange to act as Debt Brokers. The above
decision is in line with the policy decisions taken by the Central Bank and the
Securities and Exchange Commission of Sri Lanka (SEC) to develop the Corporate
Bond market of Sri Lanka. Listed Corporate Bonds are exempted from the
withholding tax to develop the market and promote trading. Since Stock Brokers
do not have the expertise and the ability to promote the trading of Corporate
Bonds, Primary Dealers are given concessions to become members of the C5E to
trade Corporate Bonds using their expertise. Company has obtained the license
from Securities and Exchange Commission (SEC) to function as a Stock Dealer /
Stock Broker for Debt Securities and the Trading Membership for Debt Securities
of the Colombo Stock Exchange (CSE).

Foreign investors are now allowed to invest in Rupee denominated Treasury
Bonds and Bills without any restrictions on maturity period, holding period or
Repo transactions. Initially, the allocation for foreigners to invest was gradually
increased and however now it's stands at 7 per cent of the total value of Treasury



Ronds /Bills outstanding and the full allocations have been now almost
subscribed.

The Company also serves as a designated agent appointed by the Central Bank
for issues of Sri Lanka Development Bonds (SLDB) denominated in US Dollars,

The Company acts jointly with NSB as a Lead Manager to the issue of
Government Securities to the Sri Lankan diaspora by managing the customer
investments in Government Securities under this scheme as the agent of the
Central Bank.

Market Developments

The inflation rates have stood at the single digit level over the year. Year on Year
inflation declined to 4.2 per cent in December 2015 [rom 9.4 per cent in January
201:5:

The GDP grew by 4.8 per cent in real terms during the 2015, which is mainly
attributable to 5.3 per cent, 3 per cent and 5.5 per cent growth in Services
activities, Industry activities and Agricultural activities, respectively.

Central Bank of Sri Lanka continued its monetary policy easing stance
throughout the year 2015. In April 2015, the Monetary Board reduced the policy
interest rates by 50 basis points and accordingly, the standard deposit facility
rate (SDFR) and standard lending facility rate (SLFR) of the Central Bank were
reduced to 6.00 per cent and 7.50 per cent, respectively. However, the Monetary
Board decided to increase the SDFR and the SLFR of the Central Bank by 50 basis
points each, to 6.50 per cent and 8,00 per cent, respectively effective from the
close of business an 19 February 2016, The Monetary Board, at its meeting held
on 29 March 2016, was of the view that the current monetary policy stance is
appropriate and decided to maintain the SDFR and the SLFR of the Central Bank
unchanged at 6.50 per cent and 8.00 per cent, respectively.

The policy rate reduction in April, has marginally controlled the upward
pressure on the short- term interest rates. However, in the middle of the year,
liquidation of the foreign held Government Securities by investors has put
pressure on Government securities rates to move up, in parallel to the short-
term interest rates. However, with the improved liguidity level in the ma rket, the
short-term interest rates have established its normal level in the latter part of
the year.

Interest rates have been quite volatile throughout the year and have seen
sizeable movements upward at certain times. With the lower liquidity level
prevailed in the market during the first quarter of the year, the Treasury rates
have started to increase and this trend was fuelled by the increase of the primary
market T-bill rates. Treasury Bill rates increased sharply at the beginning of



March 2015 and started declining towards the end of the month. The weighted
Average T-bill rates (net) for 3, 6 & 12 months were 5.74 per cent, 5.84 per cent
& 6.01 per cent respectively at the beginning of the year. T-bill rates were 6.38
per cent, 6.69 per cent and 7.11 per cent for 3, 6 and 12 months respectively at
the auction held on 23 December 2015,

However, the Local Government bond rates rose by more than 150 basis points
within the period late-August to September, but has come off these highs to
similar levels as they were in April 2015.

As a result of the lower interest rate environment and the expected increase of
interest rates in the US foreign investors have started to liquidate their holdings
in Government Sccurities exerting pressure on the secondary marked Treasury
yiclds. During the first seven months of 2015, USD 633.9Million (Rs.81.8Rillion )
worth of foreign holdings were exited from the Government Securities market
while an inflow of USD 217.7Million has entered into the market in the same
period in 2014. The continuous exit of Foreign Institutional Investors (FII) has
led to a bear steepening of the T-bonds’ yield curve.

Review of Performance

Automated Trading System (ATS) for debt trading is now in place after obtaining
the Trading Membership from the Colombo Stock Exchange and the licenses
from Securities and Exchange Commission of 5ri Lanka,

Debt trading has to be initiated by liaising with the other market players. At
present, there is hardly any trading in Debt Securities. However, the present
market scenario is not conducive to start building a Corporate Debt portfolio to
commence trading. However, the Company builds up a debt portfolio amounting
to Rs 186 Million.

Trading activitics of the Company were conducted cautiously as secondary
market Treasury Bonds yields were not moving in line with the yields of
Treasury Bills primary auctions and Government securities interest rates
showed mixed results during the year.

Improved net interest income permitted the Company to record an operational
profit of 325.6 Million for 2015. However, this is a decrease by 15 per cent in
comparison to operational profit of Rs. 381.2 Million in 2014, due to the increase
in revaluation loss and decrease in realized gain.

Due to the upward movement in the market interest rates at the end of the year,
the revaluation loss has increased to Rs.41.4Million by 44 per cent from
Rs.28.8Million recorded in the year 2014. However, majority of the revaluation
loss is a result of the investments made under a low market interest rate regime
prevailed in the past years.



Net interest income decreased to Rs. 274.9 Million this year when compared to
Rs. 280.5 Million in 2014, showing a decrease of Zper cent, due to the reduced
net interest margin, Fluctuation in the market interest rates and low volume in
trading activities resulted in a decrease in the gain on sale of T-bill and bonds in
2015, Gain from the sale of Treasury bills & bonds was Rs.44.9 Million in 2015
when compared to Rs.94.3 Million recorded in 2014.

The Company paid Rs 30.2 Million by way of Value Added Tax (VAT) and also
provided Rs. 78.4 Million as liability on Income Tax for 2015. Under the
imposition of Super Gain Tax (SGT), as the book profit of the Group (Bank and
NSB FMC) for the Year of Assessment 2013/14 exceeded Rs. 2.0 Billion, the
Company became liable to the Super Gain Tax. Accordingly, 25 per cent of
Taxable profit for the year 2013 amounting to Rs. 109.5 Million was paid to the
Nepartment of Inland Revenue as 5GT.

Spurred by the decreasc in profit after tax during the year, Barnings Per Share
(EPS) decreased by 16 per cent to Rs 11.62 per share from Rs 13.46 per share in
the preceding year.

Net assets of the Company stood at Rs. 1,785 Million as at 315 December 2015 in
comparison to Rs.1,915 Million as at 31% December 2014. This is mainly due to
the payment of SGT and revaluation loss of Available-for-Sale portfolio albeit the
Company recorded a net profit.

Total assets of the Company increased to Rs.8,807 Million by the end of 2015
from Rs.7,528 Million as at 31% December 2014 recording a growth of 13 per
cent. Growth in assets was supported by the 20 per cent growth recorded in T-
hond portfolio to Rs.6,985 Million in 2015 from Rs.5,800 Million in 2014 albeit
the T-bill portfolio recorded a decrease of 26 per cent from Rs.1,595.8 at the end
of 2014 to Rs.1,185 Million by the end of 2015.

Repo borrowings of the Company increased to Rs. 6,927 Million in 2015 from
Rs.5,5171 Million in 2014 which is a growth of 26 per cent and the increasc in
repo borrowings was mainly to fund the investments in T-bonds.

Of the total income of Rs. 692 Million in 2015, service charges received from the
National Savings Bank represent Rs. 43.6 Million. The Company has paid Rs.2.7
Million to the National Savings Bank during the year as rent, electricity, water
and stationary charges. The salaries and all other expenses pertaining to NSB
employces released to the Company on secondment have also been reimbursed
to National Savings Bank by the Company.



Business Performance

The internally developed software system is being fully implemented automating
all the business functions of the Company. The Information System (IS] audit is
already being commenced to verify the system since April 2016. A Manual of
Operations is being prepared incorporating the changes of the operational
procedures which took place after the implementation of the new software
system.

The internally developed software system has fully automated the Front and
Back Office activities and improved the Management Information (MIS) and Risk
Management aspects by providing reporting and online monitoring facilities.

Company is fully equipped with technical facilities needed for carrying out the
Primary Dealer functions. SWIFT connectivity is available to send and receive
funds and securities to facilitate RTGS and 5555 transactions. Company maintains
a current account (RTGS) and a securities account (SS55) with the Central Bank.

Company is linked to the Central Bank Wide Area Network (WAN) which enables
the Company to participate in Treasury Bills and Treasury Bonds primary
auctions held by the Central Bank, electronically on online basis. Low value
securities can now be transferred using this system at a much lower cost without
going through SWIFT. Settlement risk has now been minimized due to Delivery
Verses Payment (DVP) method used to settle funds and securities using above
systems.

Company has established a link to the Automatic Trading System (ATS]) of
Colombo Stock Exchange (CSE) to trade Corporate Debt and for the settlement of
deals.

The Company joined the Local SWIFT Service Bureau together with NSBE for a
mare cfficient and cost effective SWIFT facility. Fully functional Disaster
Recovery [DR) site of the Company is located at NSB Maharagama premiscs
under the Business Continuity Plan (BCP) of the Company. Software System with
regular back up updates, SWIFT connectivity, WAN links to Central Bank, Links
to the Company Head Office are set up at the DR site and live tests covering all
operations of the Company (BCP Drill) have been carried out successfully for
three consecutive years.

The Company contributed to the efforts of the NSB as a Lead Manager for issuing
Government Securities to the Sri Lankan diaspora by managing the customer
investments in Government Securities under this scheme as the agent of the
Central Bank.

Company provides following services to its parent entity, N5B.
- Bidding at Primary Auctions and settlement of funds and securities of
successful bids.



- Accepting and settlement of funds and securities of private placements
from CBSL.

- Handling fund transfers through RTGS.

- Acceptance and delivery of Government Securities from counterparties
for NSB.

- Repositioning of securities on purchase or sale of T/Bills & Bonds from
counter parties of NSB in the Central Depository (5555).

- Maintain the NSB Government Security portfolio with LankaSettle.

Formation of Lanka Financial Services Bureau Limited

As a member of the SWIFT Service Bureau, the Company made a Capital
contribution of Rupees one Million and was allotted 100,000 shares in Lanka
Financial Services Bureau Limited, formed to manage the SWIFT Network
services and related facilities locally.

Human Besources

The Company has cleven directly recruited staff members and four staff
members assigned from the NSB on secondment basis including the Chief
Executive Officer, The Office Assistant is outsourced at present. With the
retirement of the former CEQ, the Deputy General Manager- Asset Management
Division of NSB was appointed as the new CEO of the Company.

Staff training: The Chief Manager- Trading, participated in a 4 day certificate
programme on “Treasury & foreign exchange operations” conducted by Central
Bank of Sri Lanka, and a programme on “Sri Lanka Accounting Standards”
conducted by Central Bank of Sri Lanka.

One Executive Officer participated in one day Training programmc on “Customer
Service” conducted by the Training Division of the NSB. Two other Executive
Officers participated in an awarencss Programme on “Rules, Regulations and
Operations of the Lankasettle System”, conducted by the Central Bank of 5ri
Lanka. One Investment Assistant took part ina 2 day program on “Fundamentals
of Portfolio at Risk and Bank Failures” conducted by Central Bank of Sri Lanka,
The Company Accountant and the Compliance Officer participated in a 2 day
program on “Compliance for Financial Institutions” conducted by the Central
Bank of Sri Lanka. The Compliance Officer further participated in a workshop on
FATCA conducted by the KPMG.

The periodic in-house training programmes were also conducted to update the
knowledge of the staff. User Training programmes were carried out for the
computer system and further training is also being provided “on the joh basis”.



Corporate Governance

The Board of Directors

The Directorate, inclusive of the Chairman of the NSB as the Chairman of the
Company, consists of 11 members. The 3 from the remaining 10 directors are
also appointed from the NSB. The Company complies with the Corporate
Governance practices recommended by the Central Bank of Sri Lanka, the
regulatary authority of the Company and follow the Sri Lanka Accounting
Standards (SLFRS/LKAS) adopted by the Institute of Chartered Accountants of
Sri Lanka.

The Board of Directors is responsible for granting approval to annual accounts,
the annual budget and reviewing the financial performance of the Company on
regular basis. The Board is also responsible for granting approval to staff
appointments, promotions, salarics and major capital expenditure. The Board
has delegated the execution of corporate policy, management and administration
to a management team headed by the CEO. The Management ensures that the
Board of Directors is provided with relevant background material to help make
informed decisions, and six Board Meetings were held in 2015.

Going Concern

The financial statements of the Company have been prepared on a going-concern
hasis in compliance with the Sri Lanka Accounting Standards (SLFRS/LKAS) and
in conformity with the generally accepted Accounting Principles and applied
consistently accordance with Central Bank regulations. Reasonable and prudent
judgments have been made where necessary when preparing the financial
statements.

Capital Expenditure
The total capital expenditure incurred on fixed assets and intangible assets
during the year amounted to Rs. 1,673,375/-.

Donations
No donations were made by the Company during the period under review.

Post Balance Sheet Events
No circumstances have arisen since the date of the Balance Sheet, which would
require adjustments to or disclosure in the accounts,

Auditors

Ernst and Young Chartered Accountants carried out the audit of the financial
statements of the Company for the financial year ended 31% December 2015 and
their report appears in the Page 11 of this report.

Directors’ Responsibility

The Board of Directors is responsible for the preparation and presentation of the
financial statements of the Company.

10



Statutory Payment
All statutory payments EPF, ETF, PAYE Tax and Income Tax etc. have been paid
on due dates.

Risk Management

In the course of conducting its business, financial institutions assume risks in
order to realize returns on their investments. On the other hand, risks are
assumed to have the potential to wipe out expected returns and may result in
losses to the institutions. Hence, successful business strategy depends on taking
informed, well-timed risks, so one way or another, risk matters have always been
on the prime concerns of financial institutions.

Considering the fact that, the nced for effective risk management framework in
institutions cannot be over emphasized. Through effective risk management
framewaork, institutions will be able to optimize their risk-return trade off.

As a Primary Dealer Company, NSB FMC is mainly exposed to the following type
of risks.

= Market risks

= Liquidity risks

= (Operational risks

= Regulatory & Compliance risks

Risk Management Governance Structure at NSB FMC

As the Company believes in an integrated approach to risk management, the
governance structure is re-designed to have a holistic view on risk management.
The Risk Management governance structure of the Company is under the
purview of the Board of Directors. The Board delegates powers to CEO and the
ALCO to have an integrated approach in achieving the strategic objectives to
ensure capital efficiency to gain operational cfficiencies. The Risk Management
Division of the Bank is entrusted with the responsibility of risk management of
the Company.

11
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Market Risk Management

Market risk is the risk of losses in positions arising from movements in market
prices. These market prices include interest rate risk, equity risk, foreign exchange
risk and commodity risk. Since NSB FMC is in the business of dealing in
government securities and other debt securities, the Company is exposed only to
interest rates risk arising from fluctuations in market interest rates.

In order to manage the market risk of the Company, NSB FMC has a well defined
limit structure across the delegated authority levels. Further, NSB FMC operates in
compliance with the rules and regulations of the Central Bank of Sri Lanka.

Liquidity Risk Management

Liquidity risk is the inability of an institution to meet its obligations as and when
they become due, without adversely affecting the Company’s financial condition.
Effective liquidity risk management ensures NSB FMC's ability to meet its
abligations as they fall due and reduces the probability of an adverse situation
developing.

NSE FMC strives to manage the liguidity risk of the Company by obtaining
adequate collateral for its lending and timely monitoring of its cash flows.

Operational Risk Management

Operational risk is defined as the risk of loss resulting from inadequate or failed
internal processes, people and systems or from external events. The definition
includes legal risk but excludes strategic risk.

Operational risk can arise due to internal events such as the potential for failures
or inadequacies in the NSB FMC's processes and systems (e.g. its IT, risk
management or human resources management, processes and systems), or those
of its outsourced service providers.

In managing its operational risk, NSB FMC strives to follow the set internal
controls, policies and procedures in order to avoid losses originated [rom
vulnerabilitics in the operational processes and appearances of threats which
together cause operational loss events.

Regulatory and Compliance Risk

Regulatory risk is the risk that a change in laws and regulations will materially
impact on security, business, sector or market. A change in laws or regulations
made by the government or a regulatory body can increase the costs of operating
a business, reduce the attractiveness of investment and/or change the competitive
landscape.

Compliance risk is defined as the risk of legal sanctions, material financial loss, or
loss to reputation the Bank may suffer as a result of its failure to comply with laws,
its own regulations, code of conduct, and standards of best/good practice.

In order to manage the regulatory and compliance risk, the NSB FMC has always
taken measures to operate within the set guidelines of the regulatory authorities.

13



The Compliance Officer is responsible for independently ensuring that operating
and business units comply with regulatory and internal guidelines.

Conclusion

The results achieved during the year would not have been possible if not for the
teamn work and collective effort of all employees. The Directors wish to thank all
employees of the Company for their commitment and dedication during the period
under review.

The Board of Directors extend their gratitude to the Governor, the Superintend of
Public Debt and the Staff of the Public Debt Department of the Central Bank of Sri
Lanka for their support and guidance.

The Directors also wish to thank the National Savings Bank- the parent Company
and the whole sharcholder, for the immense support extended during the year
under review.

For and on behalf of the Board
N5B Fund Management Company Limited.

P R by

Chairman Director

Date: 12th May 2016

14



2015 2014

6926 6992
2831 3459
252.8 306.7

174.3 1202.0

8307.8 74915

11.62 13.46
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NSB FUND MANAGEMENT COMPANY LIMITED
FINANCIAL STATEMENTS

31 DECEMBER 2015
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INDEPENDENT AUDITOR'S REPORT
TO THE SHAREHOLDERS OF NSB FUND MANAGEMENT COMPANY LIMITED

Report on the Financial Statements

We have audited the accompanying financial statements of NSB Fund Management Company Limited,
(“the Company”), which comprise the statement of financial position as at 31 December 2015,
statement of comprehensive income, statement of changes in equity and, cash flow statement for the
year then ended, and a summary of significant accounting policies and other explanatory information set
out an pages 07 to 28.

Board's Responsibility for the Financial Statements

The Board of Directors ("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
controls as Board determines is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion 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 audit to oblain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain evidence and disclosures in the financial statements.
The procedures selected depend on the auditor's 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 auditor considers 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 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 December 2015, and of its financial performance and cash flows for the year then ended in
accordance with Sri Lanka Accounting Standards.
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Building a better
working werld

Report on other legal and regulatory requirements
As required by Section 163(2) of the Companies Act No. 7 of 2007, we state the following:

i) The basis of opinion and scope and limitations of the audit are as stated above.
bl 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, '

# The financial statements of the Company, comply with the requirements of Section 151.

' ()

that

11 March 2016
Colomba

18
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STATEMENT OF COMPREHENSIVE INCOME

Year ended 31 December 2015

Interest Income

Met Gain/(Loss) From Financial Instruments at Fair Value though Profit
and Loss

Interest Expense

Net Operating Income
Personnel Costs

Dp-;:raling Expenses

VAT on Financial Services
Profit before Taxation
Income Tax Expense
Profit for the Year

Other Comprehensive Income

Gain/(Loss) on Retirement Benefit Obligation
Met gain/(lass) on available-for-sale financial assets

Total Comprehensive income for the year
Earnings Per Share

Dividend Per Share (Rs.)

Figures in brackets indicate deductions.

Mote

wh

i1

10

11

2015 2014
Rs. Rs.
692,614,775 699,200,960
3,569,538 65,518,344
(370,609,992) (383,512,460)
325,574,321 381,206,844
(26,516,401) (16,611,747)
(16,017,990) (18,662,998)
(30,277,541) (39,227,007)
252,762,389 306,705,092
(78,443,982) (104,735,235)
174,318,407 201,969,857
377,836 96,435
(179,101,002) :
{4,404,759) 202,066,292
11.62 13.46
1.07 111

The accounting policies and notes on pages 7 through 28 form an integral part of the financial statements.

Chartered

Accountants
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N5B Fund Management Company Limited

STATEMENT OF FINANCIAL POSITION
Asat 31 December 2015

ASSETS

Cash and Cash Equivalents
Financial Assets at Fair Valuc though Profit and Loss {Trading)
Loans and Receivables

Financial Assels Held to Maturity
Available for Sale

Other Long Term Investments
Property, Plant & Equipment
Intangible Assets

Deferred Tax Assel

Oher Assels

Total Assels

LIABILITIES & EQUITY

Liabilities

Borrowings under Repurchase Agreements
Amount Due to Related Parties

Other Liabilities

Income Tax Payable

Retirement Benefit Obligation

Total Liabilities

Equity

Stated Capital
Retained Earnings
Special Risk Reserve
Otther Reserves
Total Equity

Total Equity and Liabilities

Note

13
14
15
16
17
15
19
20
21

23
24
25

26

27

28

015 2014
Hs. Hs,
7945170 4,100,55%
4,262,151,445 4,123,727,165
236,934,088 2,085,726
2,211,484 320 3,367,825,005
2,020,269,824 -
1,000,000 1,000,000
2,222,261 879,277
- 6,537
227,762 668,302
27474614 28,023 268
8,769,709, 484 7.528,316,830

6,927,046,142

5,510,826,767

475,777 423,224
10,515,558 13,349 724
45,477,190 86,575,093

1,345,838 2,351,343
6,984 860,505 5,613,526,151
150,000,000 150,000,000
1,33%9.,843.216 1,334,263,516
474,106,765 430,527,164

(179,101,002) 2

1,784,848,979 1,914,790,679
8,709,709,484 7.528,316.830

These Financial Statements are in compliance with the requirements of the Companics Act No : 07 of 2007.

M

Cﬁ:it:f' Executive Officer

The board of direclors is responsible for the preparation and presentation of these Financial Statements. Signed for and on behalf of

the board by:

Chairman

A'h‘“'Q

Director

The aceounting policies and notes on pages 7 through 28 form an integral part of the fnancial statements.
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1Mo UG MANdEEment WOompany L iumnited

STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 20013

Balance as at 01 January 2014
Profit for the year

Other Comprehensive Income
Tolal Comprehensive Income
Transfers

Dividend Paid

Balance as at 31 December 2014

Profit for the yvear
Crther comprehensive income{loss)
Super Gain lax

Other Comprehensive Income

Tatal Comprehensive Income
Transfers
Dividend Paid

Balance as at 31 December 2015

Figures in brackets indicate deductions.
The accounling policies and noies on pages 7 through 28 form an integral part of the financial slatements.

Chartered

Accountants

Stated Special Risk Other Reserve Retained
Capital Heserve Available for Earnings ol
Sale Reserve
Rs. Ks. Rs. Rs. Rs.
150,000,000 E0,034,700 = 1, 199,303,898 1,729 338 598
- - - 251,969,35? 200969857
= L - 96,435 96,435
. - = 202,066,292 202,066,297
- 50,492 464 - (50,492 464) L
- - - (16.,614,210) (16,614,210)
1 500 LHHD (K] 430,527 164 - 1,334 203,516 1,914, 790,680
i . - 174,31R,407 174,318,407
- - (179,101,002) - (179,101,002
. . ; {108,536,942) (109,536,942
= i - 377,836 377,836
: = (179,101,002) 65,159,301 (113,941,701
= 43,579,601 - (43,579.601) -
- - - (16,000,000) {16,000,000)
1500, CH, ) 474,106,765 (179,101,002) 1,339,843,216 1,784,848 979
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NSB Fund Management Company Limited

STATEMENT OF CASH FLOWS
Year ended 31 December 20135

Mote

Cash Flows from Qperating Activities

Profit before Tax

Mon-cash [tems Included in Profits Belore Tax

Depreciation
Amortization

20

Frovision for Gratuity 26
Cash Flows from Operating Activities before Working Capital Changes

(Increase)Decrease in Financial Assets Held for Trading

( Increase)/Dieercase in Loans and Receivables
{Increase)Decrease in Other Assets

Increase/{Decrease) in Borrowings under Repurchase Agreements
Increase/{Decrease) in Amount due o Related Parties

Increased( Decrease) in Other Liabilities

Cash Flow from Operating Activities

Income Tax Paid

Gratuity Paid

Net Cash Flow [rom Operating Activities

Net Cash from Investing Activities

Purchase of Property, Plant and Equipment

Net Proceeds frem Financial Investments - Held to Maturity
Net Cash from Investing Activities

Net Cash Irom Financing Activates

Dividend Paid

Net Cash from Financing Activates

Met Increase/(Decrease) in Cash & Cash Equivalents

Cash and Cash Equivalents at the Beginning of the ¥ ear
Cash and Cash Equivalents at the End of the Year 13

Figures in brackets indicate deductions.
The accounting policies and notes on pages 7 through 28 form an integral part of the financial statements.

e Avzounta nml/*

MEhavier G

COLoHES
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2015 2014
Rs. . Rs.
]

152,762,389 306,705,092

330,390 181,154

6,537 78,460

311,581 429,849

253,410,808 307,394,554

(2,341,364,644) 179,944,207

(234,848,362) 299,474,577
548,654 (13,232,226)
1,416,219,375 (837,263,064}
52,553 (116,563}
(2,834, 166) (1,617,134}
(908,815,691) (65,413,648)
(148,844,948) (51.465,044)
(939,249) (185,100)
{1,058,599,888) (117,065,792}
(1,673,375) {373,610

1,080,117,875 126,905,562

1,078,444,500 126,531,952
(16,000,000 (16,614,210
{16,000,000) (16,614,210
3,844,613 (7,148,051)

4,100,558 11,248,608

7,945,170 4,100,558




NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

1.1

L2

1.3

*_l\ peoountants *

REPORTING ENTITY

NSB Fund Management Company Limited is a limited liability Company domiciled in Sri Lanka, The
registered office of the Company and the principal place of business is located at National Savings Bank, lst
Floor, “Savings House™ No.255, Galle Road, Colombo 3. : !

Principal Activities and nature of operations 7 I

The Company is a primary dealer engaged in trading government securities in the open markx:t.

Parent enterprise

The Company is a wholly owned subsidiary of Naticnal Savings Bank.

Approval of Financial Statements

The Financial statements for the year ended 31 December 2015 were authorized for issue by the directors on
|1 March 2016,

Statement of compliance

The financial statements which comprise the statement of financial position, the statement of comprehensive
income, statement of changes in equity and the statement of cash flows, together with the accounting policies
and notes (the “financial statements™) have been prepared in accordance with Sri Lanka Accounting Standards
(SLFRS/LKAS) as issued by the Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka) and the
requirement of the Companies Act No. 7 of 2007.

& 1 & YD, NS
Chartered

-

b 8

—\—\._._,_—-'_'_F.
COLONES
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NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

21

1.2

2.3

24

BASIS OF PREPARATION
Presentation and Funetional Currency

The financial statements are presented in Sri Lankan Rupees, the Company's functional and presentation
currency, which is the primary cconomic environment in which the Company operates.

The significant accounting policies are discussed in Note 3 below.

Basis of Measurement

The financial statements have been prepared on accrual basis under the historical cost basis except for the
following material items in the statement of financial position:

. Financial assets designated at fair value through profit or losses and available for sales are measured at
fair value.

. Loans and receivables, Financial assets held to maturity and Borrowings under repurchase agreements
are measured at amortized cost.

. The liability for defined benefit obligation is recognized as the present value of the defined benefit
obligation

Comparative Information

The accounting policies have been consistently applied by the company with those of the previous  financial
year in accordance with LKAS 01 presentation of financial statements.

Functional and presentation currency

The financial statements are presented in Sri Lanka rupees, which is the functional currency of Company.,

Use of estimates and Judgment

The preparation of financial statements in conformity with SLFRS requires management lo make judgments,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Judgments and estimates are based on historical experience and other factors,
including expectations that arc believed to be reasonable under the circumstances, Hence actual results may
differ from those estimates and judgmental decisions. -

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimate is revised and in any future any periods affected. Information
about significant areas of estimation uncertainty and critical Judgments in applying accounting policies that
have the most significant effect on the amounts recognized in the financial statements is included in the
following notes:

Tax

Uncertainties 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 should
necessitate future adjustments to tax income and expense already recorded. Accordingly, based on such
reasonable estimates the Company establishes the provisions to be made during the financial year.

BT 24
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NSB Fund Management Company Limited
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

Financial assets at fair value through profit or loss

The determination of fair values of financial assets and financial liabilities recorded on the Statement of
Financial Position for which there is no observable market price are determined using a variety of valuation
technigues. The inputs to these models are derived from observable market data where possible,

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 assumplions 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 | — Quoted (unadjusted) market prices in active markets for identical assets or liabilities

Level 2 — Valuation techniques for which the lowest level input that is significant to the fair value
measurement is directly or mdirectly observable
Level 3 — Valuation techniques for which the lowest level input that is significant to the fair value

measurement is unobservable.
Retirement benefit obligation

The cost of retirement benefit obligation is determined using the Projected Unit Credit method. The Projected
Unit Credit method involves making assumptions about expected salary increment rate, Discount/Interest rates
and staff turnover factor. Due (o the complexity of the valuation, the underlying assumptions and it's long term
nature, a defined benefit obligation is highly sensitive to changes in these assumptions. All assumptions are
reviewed at cach reporting date. Details of the key assumptions used in the estimates are contained in Note 26,

Going Concern

The management has made an assessment of its ability to continue as a going concern and is satisfied that it
has the resources to continue in business for the foreseeable future. Furthermore, management is not aware of
any material uncertainties that may cast significant doubt upon the Group’s ability to continue as a going
concern. Therefore, the Financial Statements continue to be prepared on a going concern basis.

3 ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently to all financial periods presented in these
financial statements,

tﬁﬂclﬂ; & YQ“QSE
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NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2015

3.1

3.2

a)

b)

ASSTS AND BASES OF THEIR VALUATION
Cash and Cash Equivalents

Cash and cash equivalents include cash in hand, balances with banks, and bank overdrafis.

3.3 Financial Insiruments
Non-Derivative financial asscts

The Company initially recognizes loans and receivables and deposits on the date that they are originated. All
other financial assets (including assets at fair value through profit or loss) are recognized initially on the trade
date at which the Company becomes a party to the comtractual provisions of the instrument.
The Company derecognizes a financial asset when the contractual rights to the cash flows from the asset
expire, or it transfers the rights to receive the comractual cash flows on the financial asset in a transaction in
which substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in
transferred financial assets that is created or retained by the Company is recognized as a scparate asset or
liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial pasition
when, and only when, the Company has a legal right to offset the amounts and intends either to settle on a net
basis or to realize the asset and settle the liability simultaneously.

The Company has the following non-derivative financial assets: financial assets at fair value through profit or
loss, held-to-maturity financial assets, loans and receivables.

Financial assets at fair value through profit or loss

A financial asset is classified at fair value through profit or loss if it is classified as 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 documented risk management or investment stralegy. Upon initial recognition
attributable transaction costs are recognized in profit or loss as incurred. Financial assets at fair value through
profit or loss are measured at fair value, and changes therein are recognized in profil or loss,

Held-to-maturity financial assels

If the Company has the positive intent and ability to hold debt securities to malurity, then such financial assets
are classified as held-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. Any sale or
reclassification of a more than insignificant amount of held-to-maturity investments not close to their maturity
would result in the reclassification of all held-to-maturity investments as available-for-sale, and prevent the

Company from classifying investment securities as held-to-maturity for the current and the following two
financial years.

Available-for-sale financial investments

Available-for-sale financial investments include equity securities. 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,

After initial measurement, available-for-sale financial investments are subsequently measured at fair value with

unrealised gains or losses recognised as other comprehensive income in the available-for-sale reserve until the

investment is derecognised, at which time the cumulative gain or loss is recognised in other operating income,

or determined to be impaired, at which tim cumnulative loss is reclassified to the income statement in
?ﬂr—&ﬂlﬁ reserve,

Charteraed
Secouniants */‘
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NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

d)

33

34

J.4.1

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. Loans and receivables comprise Securities sold under agreements
to repurchase,

Impairment of Assets
Impairment of 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 afier 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 (including equity securities) 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, or the disappearance of an active
market for a security.

The Company considers evidence of impairment for receivables and held-to-maturity investment securities at
both a specific asset and collective level. All individually significant receivables and held- to-maturity
investment securilies are assessed for specific impairment. All individually significant receivables and held-to-
maturity investment securities found not o be specifically impaired are then collectively assessed for any
impairment that has been incurred but nel yet identified. Receivables and held-to-maturity investment
securities that are not individually significant are collectively assessed for impairment by grouping together
freceivables and held-to-maturity investment securities with similar risk characteristics.

In assessing collective impairment the Company uses historical trends of the probability of default, 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 allowance account
against receivables. Interest on the impaired asset continues to be recognized through the unwinding of the
discount,

Impairment of Non-financial assets

The carrying amounts of the Company’s non-financial 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 and recognized in the statement of financial position.

Property, plant and equipment

Recognition and measurement

ltems of property, plant and equipment are measured at cost less accumulated depreciation and accumulated
impairment losses.

Fi erty, plant and equipment in%es expenditures that are directly attributable to the acguisition
&
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NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

3.4.2

3.6

3.6.1

Purchased software that is integral to the functionality of the related equipment is capitalized as a part of
equipment.
Depreciation

Depreciation is recognized in profit and loss on a straight line basis over the periods 'ﬁpplﬂpl‘mtf: to the
estimated useful life of the different types of assets on the rates given below.

Fumiture and fittings 10 %a paa.
Computer and equipment 25 % p.a.
Office equipment 10 % p.a.
Swill equipment 23 % p.a.

Depreciation of an asset begins when it is available for use and ceases at the earlier of the dates on which the
asset is classificd as held for sale or is derecognised. Depreciation methods, useful lives and residual values are
reassessed at the reporting date.

Intangible assets

An intangible asset is recognized if it is probable that fulure economic benefits will llow to the entity and the
cost of the asset can be measured reliably, Intangible assets with finite useful lives are measured at cost less
accumulated amortization and accumulated impairment losses.

The useful lives of intangible assets are assessed to be either finite or indefinite, Intangible assets with finite
lives are amortized over the useful economic life and assessed for impairment whenever there is an indication
that the intangible asset may be impaired. The amorization period and the amortization method for an
intangible asset with finite useful life are reviewed at least at each financial vear-end. Changes in the expected
useful life or the expected pattern of consumptions of future economic benefits embodied in the assets is
accounted for by changing the amortization period of method, as appropriate, and treated as changes in
accounting estimates. Amortizations expense on intangible assets with finite lives is recognized in profit and
loss on the straight-line basis over the estimated useful lives, from the date they are available for use, The
estimated useful life of intangible assets with finite life is as follows:

SWIFT license fee 5 Years
SWIFT entrance fae 5 Years

LIABILITIES AND PROVISIONS

Employee Benefits

Defined benefit plans

The liability recognized in the Statement of Financial position in respect of defined benefit plan is the present
value of the defined benefit obligation at the reporting date. The defined benefit obligation is calculated
annually using the projected Unit Credit method. The present value of the defined benefit obligation is
determined by discounting the estimated future cash flows using the interest rates that apply to the currency in
Fhiiﬁh the benefit will be paid and that have terms to maturity approximating to the terms of the related
iability.

28



NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2013

3.6.2

3.6.3

3.7

3.8

3.9
3.9.1

3.9.1.1

¥

Defined contribution plans - Employees’ Provident Fund and Employees® Trust Fund

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. Employees are
eligible for Employees’ Provident Fund contributions and Employees’ Trust Fund contributions in line with
respective statutes and regulations. The Company contributes [2% and 3% of gross emoluments of
employees to Employees’ Provident Fund and Employees’ Trust Fund respectively and is recognized as an
expense in profit and loss in the periods during which services are rendered by employees,

Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the
related service is provided.

MNon-derivative financial liabilities

The Company initially recognizes debt securities issued and subordinated liabilities on the date that they are
originated. All other financial liabilities are recognized initially on the trade date at which the Company
becomes a party to the contractual provisions of the instrument.

The Company derecognizes a financial liability when its contractual obligations are discharged or cancelled
or expire.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position
when, and only when, the Company has a legal right to offset the amounts and intends either to settle on a
net basis or to realize the asset arid settle the hability simultaneously.

The Company has the following non-derivative financial liabilities: Borrowings under repurchase
agreements and other payables.

Such financial liabilities are recognized initially at fair value plus any directly aliributable transaction costs.
Subsequent to initial recognition these {inancial liabilities are measured at amortized cost using the effective
interest method.

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.

Income Statement
Revenue Recognition

Interest and similar income

For all financial instruments measured at amortized cost, interest bearmng financial assets classified as
financial instruments designated at fair value through profit or loss, interest income is recorded using the
effective interest rate, which is the rate that exactly discounts estimated future cash receipts through the
expected life of the financial instrument or a shorter period, where appropriate, to the net carrying amount of
the financial asset. The calculation takes into account all contractual terms of the financial nstrument (for
exa ;payment options) and includéd Bhy fees or incremental costs that are directly atiributable to the
i mtegral part of the effective interest rate, but not future credit losses.

p_;aag'i;q}rll-d
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NSB Fund Management Company Limited

MNOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2013

3.9.1.2

3.9.1.3

3.9.2

3.9.2.1

3.9.2.2

Fee and Commission Income

Fee and commission income include accounts servicing fees, investment management fees, sales commission
and placement fees which are recognized when the related services are performed.

Trading Income
Gains or losses arising from the sale of dealing securities are accounted for on the date of transaction in
profit and loss.

Expenses
Interest and similar expenses

For all financial instruments measured at amortized cost, borrowings under repurchase agreements, interest
expense is recorded using the effective interest rate, which is the rale that exactly discounts estimated future
cash receipts through the expected life of the financial instrument or a shorter period, where appropriate, to
the net carrying amount of the financial liability. The calculation takes into account all contractual terms of
the financial instrument and includes any fees or incremental costs that are directly atiributable to the
instrument and are an integral part of the effective interest rate, but not future credit losses.

Income tax expense

Income tax expense comprises of current and deferred tax. Current and Deferred tax are recognized in profit
and loss except to the extent that it relates to items recognized directly in equity, when it is recognized in
equity,

Current Tax

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted at the
reporting date and any adjustments to tax payable in respect of previous years,

Deferred Tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and
liahilities for financial reporting purposcs and the amounts used for taxation purposes. Deferred tax is
measured at the tax rates that are expected to be applied to the temporary differences when they reverse,
based on the laws that have been enacted or substantively enacted by the reporting date. A deferred tax asset
is recognized only to the extent that it is probable that future taxable profits will be available against which
the temporary difference can be utilized, Deferred tax assets are reviewed at each reporting date and are
reduced to the extent that it is no longer probable that the related tax benefit will be realized.

WValue Added Tax on financial services

The basis for the computation of Value Added Tax on financial services is the accounting profit before

income tax adjusted for the economic depreciation computed on prescribed rate and emcluments of
employees,
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NSB Fund Management Company Limited
NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

4. STANDARDS ISSUED BUT NOT EFFECTIVE

The standards and interpretations that are issued but not yet effective up to the date of issuance of the
company's financial statements are disclosed below. The company intends to adapt these standards, if
applicable, when they become effective.

SLFRS 9- Financial Instruments: Classification and Measurement

SLFRS 9, as issucd reflects the first phase of work on replacement of LKAS 39 and applies to classification
and measurement of financial assets and liabilities.

The standard was originally effective for annual periods commencing on or after 01 January 20135, However
effective date has been deferred subsequently.

SLFRS 14 — Regulatory Deferral Accounts

The scope of this standard is limited to firsi-time adopters of SLFRS that already recognize regulatory
deferral account balances in their financial statements, Consequently, the financial statements of rate
regulated entities that that already apply SLFRS, or that do not otherwise recognize such balances, will not
be affected by this standard. This standard is effective for the annual periods beginning on or after 01
January 2016.

SLFRS 15 - Revenue from Contracts with Customers

SLFRS 15 establishes a comprehensive framework for determining whether, how much and when revenue is
recognized. It replaces existing revenue recognition guidance. Including LKAS 18 Revenue, LKAS 11
Construction Contracts and IFRIC 13 Customer Loyalty Programmes. This standard is effective for the
annual periods beginning on or after 01 Januvary 2017,
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INDIS Iunu Management Company Lunited

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2015

8.1

INTEREST INCOME

Interest on Treasury Bills/Bonds
Interest on Debentures
Fees & Commission

2015 2014
Rs. Rs.
645,534,194 663,990,936
3,389,311 34,582
43,691,270 35,175,443
692,614,775 699,200,960

NET GAINALOSS) FROM FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT AND LOSS

(TRADING)

Fealized
Unrealised .

INTEREST EXPENSE

Interest Expense on Repurchase Agreements

PROFIT BEFORE TAXATION
Profit before taxation is stated after charging all expenses including the following

Auditor fees and other related expenses
Depreciation on PPE

Amaotisation of Intangible Assets
Personnel Costs (8.1)

Personnel Costs
Salaries
Defined Cuntﬁbutiup Plan Cost - EPF and ETF

Defined Benefit Plan Cost - Retirement Gratuity
Other Staff Cost

YAT ON FINANCIAL SERVICES

2015 2014
Rs. Es.
44,979,204 94 309,964
(41,409,666) (28,791,620}
3,569,538 635,518,344
2015 2014
Rs. Hs.
370,609,992 383,512,460
370,609,992 383,512 460
2015 2014
Rs. Rs.
220,000 200,000
330,390 373,610
6,537 78,460
26,516,401 16,611,747
2015 2014
Rs. Rs.
20,076,523 11,739,632
878,174 796,080
311,581 429 849
5,250,123 3,646,187
26,516,401 16,611,747

The value base for value added tax for the company is the adjusted accounting profit before tax and emoluments of emplovees.
The adjustment to the accounting profit before tax is for economic depreciation computed on preseribed rates, instead of the

rales adopted in the financial statemenls,
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NSB Fund Management Company Limite

NOTES TO THE FINANCIAL STATEMENTS
Year ended /As at 31 December 2015

10.  INCOME TAX EXPENSE

Current Income Tax
Current Income Tax charge on ordinary activities for the year
Under/{Over) Provision of current taxes in respect of prior years

Deferved Income Tax
Deferred Taxation Charge/{ Reversal)
Income Tax Expense Reported in the Income Statement

Reconciliation between Current Tax Expenses and the Accounting Profit

Accounting Profit /{Loss) before Tax from Continuing Operations
Income not Liable for Tax

Unrealized (Gain) / Loss from the Trading Securities

Oither Agpregate Disallowed ltems

Other Aggregate Deductible Tiems

Taxable Profit

Income Tax Rate

Current Income Tax Expense
Dieemed Dividend Tax

11. EARNINGS PER SHARE

2015 2014
Rs. Hs.
79,865,124 104,835,203
(1,861,681) -
78,003,443 104,835,203
440,539 {99,968
78,443,952 104,735,235
2015 2014
Rs. Hs.
252,762,389 306,705,092
(3,814,256) (501,645)
- 28,791,620
36,437,894 39,936,79%
(1,605,337) (320,426)
283,780,691 374,411,439
28% 28%
79,458,593 104,835,203
406,531 -
79,865,124 104,835,203

The caleulation ol camings per share is based on profit altributable to the ordinary sharcholders for the year, divided by the

average number ol ordinary shares in issue during the year anl caleulated as follows:

Profit Attributable to Ordinary Shareholders
MNumbers of Ordinary Shares
Earnings Per Share

12 DIVIDEND PER SHARE

2015
Rs.

174,318,407
15,000,000
11.62

2014
Rs.

201,969 857
15,000,000
13.46

Dividend per sharc is calculated by dividing the dividend by the number of ordinary shares in issues as at the year end

Numbers of Ordinary Shares
Interim dividend paid (Ks.)
Dividend per share
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Rs.

15,000,000
16,000,000
Lo7

2014
Rs.

13,000,000
16,614,210
1.11
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NOTES TO THE FINANCIAL STATEMENTS
Year ended as at 31 December 2015

13.  CASH & CASHEQUIVALENTS 2015 2014
Rs. Hs.
Cash at Bank and Cash in Hand 7,216,409 3,833,193
Balance with Central Bank 718,761 167,366
Cash & Cash Equivalents for the Purpose of Cash Flow Statement 7945170 4,100,559
14. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS (TRADING) -
2015 2014
Rs. Rs.
Treasury Bills 1,184,757,431 1,595, 786,985
Treasury Bonds 3,077,394,014 2.510,905,558
Corporate Debentures - 17,054,382
4,262,151,445 4123727165
15, LOANS AND RECETVABLES
2015 2014
Rs. Rs.
Loans & Receivables from Banks 232,038,861 -
Loans & Receivables from Other Customers 4,895,227 2085720
236,934,058 1,083,726
16. FINANCIAL ASSETS HELD TO MATURITY
2015 2014
Hs. Hs.

Treasury Bonds

2,073,104,090

3,788.975.887

Amortised Discount/Premium Treasury Bond 138,380,230 TRB50,100
2,211, 484,320 3,367,825.996
17.  FINANCIAL ASSETS AVAILABLE FOR SALE 2015 2014
Rs. Rs.
‘Treasury Bonds 1,834,209,138
Debentures 186,060,686
2,020,269,824
18. OTHER LONG TERM INVESTMENTS
2015 2014
Directors' Directors'
Cost Valuation Cost Yaluation
Rs. Rs. Hs. Rs.
Investment in
Lanka Financial Services Bureaw Limited 1,004,000 1,000,000 1,000,000 1,000,000
1,030,000 1,000,000 1,000,000 1,000,000

34
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NOTES TO THE FINANCIAL STATEMENTS
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19,

2.

21.

e
.{'n- .-_-.-_-_U';j!‘lla
L

PROPERTY, PLANT AND EQUIPMENT

Cost

Compuler Equipment
Swifl Equipment
Office Egquipment
Furniture & Fillings

Accumulated Depreciation

Computer Equipment
Swift Equipment
Office Equipment
Furniture & Filtings

Carrying Amount
Mat Book Value as at 31 December
INTANGIELE ASSET

Cost
Balance as at 1 January 2015
Balance as at 31 December 2015

Aceumulated Amortisation & lmpairment Loss

Balance as at 1 January 2014
Amorlisation charge or the Year
Balance as a1 31 December 2014
Carrying Amount

Carrying Amount

DEFERRED TAX ASSET

Balance at the beginning of the year

Origination/{reversaljof temporary differences

Balance at the end of the year

Balance as ai Additions Disposals Balance as at
0112015 during the year during the year 31122015
Rs. Rs. Hs. | Rs.
2,741,559 1,673,375 - 4,414,934
913,903 - - 913,903
437, 7R6 - - 437,786
952,343 : E 952,343
5,045,592 1,673,375 - 6,718,966

Balance as at

Charge for the

Depreciation on

Balance as at

The closing Deferved Tax Asset halance relates to the Tollowing

Accumulated depreciation

0L01/2015 year Disposals 31122015
Rs. Rs. Rs. Rs.
2,395,899 224,265 = 2,620,163
13,901 - a3 213,901
229,237 36,402 . 265,638
627,278 69,724 - 697,002
4,166,315 330,390 - 4,496,705
2015 2014
Rs. Hs.
2,222,261 879277
SWIFT SWIFT Total
license Fee Entrance Fee ot
Rs. Rs. Rs.
1,038,562 911,031 1,969,593
1,058,562 911,031 1,969,593
158,562 Q04,494 [,9635,056
- 6,337 6,537
1,058,562 911,031 1,969,593
2015 2014
Rs. Rs.
= 6,537
2015 2014
Rs. Rs.
668,302 568,334
(440,540) 99568
127,762 608,302
35 (175,989) 11,756
- (L.B30)
403,731 658,376
227,762 068,302




INOL LU VIS CITICTIL COmpany Lumnited

NOTES TO THE FINANCIAL STATEMENTS
As at 31 December 2015

22, OTHER ASSETS

Other Receivables
WHT Receivable

015 2014
Rs. Rs.
14,001 11,500
27460613 28,011,768
27474614 28,021 268

Notional Credit for WHT on Government Securities on Secondary Market Transaction

In accordance with the section 137 of the Inland revenue Act No.10 of 2006 the company is entitled o a notional tax credil
equivalent to 1/9th of the interest income derived from the Market transaction in Governmen! sccurities.

Accordingly, the net interest carned by the Company from the secondary Markel transactions in government sccurities, has been
grossed up in the Financial Statement and the resulting rotional credit amounted to Rs, 27,460,613/ (2014 - Rs. 28,011,768/,

23.  BORROWINGS UNDER REPURCHASE AGREEMENTS

Due within 1 vear

24.  AMOUNT DUE TO RELATED PARTY

National Savings Bank - Current Account

= Other Payables

15. OTHER LIABILITIES

Value added Tax (VAT) Payable
NBT Payable

Sundry Creditors

Accrued Expenses

26. RETIREMENT BENEFIT OBLIGATION

Balance at the beginning of the wenr
Current service cost

Interest for the year
Deficit/{Surplus) charge for the vear
Payments made during the year

Balance at the end of the vear

2015 2014
Rs. Rs.
6,927,046,142 53,5100 826, 767
6,927,046,142 3,510,826, 767
s 2014
Rs. Rs.
87,793 D058
A87.085 323,696
475,777 423,224
2015 2014
Hs. Rs.
8,365,844 9,113,066
1,505,349 3,623,143
- 525
6dd 365 610,990
10,515,558 13,349,724
2015 2014
Rs. Rs.
2,351,343 2,203,029
191,326 219,165
120,254 210,684
(377,836) (H3,435)
(939,250) (185,100
1,345,838 2,351,343

LEAS 19 requircs the use of acluarial techniques to make a reliable estimate of the amount of the retirement benefit that the

determing the present value o

Eniﬂkl?“g? |
ind F.@ﬁ?*.ﬁiﬁlifaripblﬁl‘lﬁ‘
'\\_ #

Al influence the cost of the benefit.

~GELBO

in return for their service in the.‘i! nt and prior periods and discount that benefits using the projected uni
e retirement benefit obligation and the current service cost, This reguires
inc¥how much benelit is attributable o the current and prior periods and to make estimales about demographic
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NOTES TO THE FINANCIAL STATEMENTS
Asat 3] December 2015

26.1

RETIREMENT BENEFIT OBLIGATION (Cont..)

The Employee Benefit Liabilily is based an the Projected Unit Credit method carried out as at 31 December 2015, The principal

assumptions used in determining the cost of employee benefils were:

2015 2014
Diiscount rate 10% 9%
Future Salary [ncrement T %
Staff Turnover Rate & Average Future Working Life Time
Age Group 30-34 35-3% 4=
Staff Tumnover Rale 12.50%% 12.50% 10%a
Average Future Working Life Time - Years 9.52 8.9 g3

26.2  Sensitivity Analysis - Salary/Discount Rate
Values appearing in the Financial Statements are very sensitive fo the changes in financial and non-financial assumptions used,

© A sensitivity was carried oot as [ollows.

Effect on the present value of Defined Benefit Obligation +1% -1%

One percentage point change in the discount rate 167,499 180,636
One percentage point change in the salary escalation rate 184,112 173,577
Assumptions

Financial Assumplions - Rate of discount, Salary increment rate

Demographic Assumptions - Mortality, Staff tum over, Disability, Retirement ape

17.  STATED CAPITAL 2015 2014
Rs. Rs.

15.00H,000 Ordinary Shares 150,000,000 150,000,000

The holders of ordinary shares are entitled 1o receive dividends as declared from time to time and are entitled to ane vote per share at
Annual General Meeting of the company.

28. SPECIAL RISK RESERVE

2015 2014

Hs. Rs.
At the beginning of the year 430,527,164 IR0,034.700
Transferred during year - 25% of profit afler tax 43,579,601 50,492 464
At the end of the vear 474,106,765 430,527,164

28.1 In order to promote the safety, soundness and the stability of the Primary Dealer (PD) svslem and to build up PD capital base, with

cffect from July 1, 2004, Primary Dealers (PDs) are required to transler a percentage of their profit after tax annually 1o a Special
Risk Reserve as follows,

1. 50% of the profit after tax annually by the PDs who maintain capital funds less than Rs.400 million.

1. 25% of the profit after tax annually by the PDs who maintain capital funds in excess of Bs.400 million,
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29,

30,

S TO THE FINANCIAL STATEMENTS

MATURITY OF ASSETS AND LIABILITIES

As analysis of inlerest bearing agssts and liabilities by their remaining periods of the reporting date is as follows.

FINANCIAL ASSETS PLEDGED AS COLLATERLAS

The Campeny has pledged asscts that are in its Staternent of Financial Pasition in day ta day transaction which are conducted
applying such agreerents. The company las pledged the investinents in Bovernment securities against secorities hold nhder rep

Ciovernment Securities

38

As at 31 December 2015 Less than Jto 12 1tod Jws More than Total
Axsets 3 Months Months Years Years 5 Years
Assetn
Government securities held for trading 3
d 359 546,547,570 82435106 647 764
and held to matirity 207,403,635 3,270,070,004 1267,179 s AT3 635,
E:I:""“"““‘ Feumiies: Ayt g S TH 439,113 193,181,000 501,416,575 OTLITAIS0 1834200134
Corparate debentures 2,580,686 50,000,000 133, 180,000 < 186,060,686
Govemment Securities held under
dealing purposes
Customers 4,064,102 831,109 - 4,895,221
(thers 232 038 867 - - - - 232 038,867
Talal Interest EArming assets 614,826,403 3270001213 1,510,360,359 112?],144\443. 1,063,607,256 B, 730,830 676
Total non Interest earning assets 38,569, 808
Tolal Assets _ B.T769,7T0% 484
- —
Linhilities
Covernment Securities
sold under repurchase
agreement 3,259 008 045 3,667 7R5016 163,082 - - 6927045 142
Total Interest bearing liabilities 3. 250,008,045 3667, 7TRS, 016 163,082 - - 6,027 046,142
Total nen int, bearing liabilities 37,814.343
Sharebolder's fund 1,784,848,979
Tolnl Equity ami Liabilities B, 769,709 484
— 1
As at 31 December 2014 Less than I 2 Ttod Jws More than Total
Assets 3 Months Months Years Years 5 Years
" Hs. Rs, Rs. Rs, Rs. Rs,
Assets
Governmen| sseuritics held for trading 47 478,235 2077940 298 1,727 47 280 2,130,308,315 700,304,452 T.474.518,580
Corporate debentures - - - 17,034, 582 - 17,034,582
Crovernment Securities held under
Customers 1,450 856 5K5 260 - - = 2,085,725
Orthers = & = G L .
Tolul Interest EUrning assels T4B.978 01 _ LUT8.526,167 1,727 487,280 2,147.342,897 01,304,452 7,403,638, 087
Total non Interest ENTRINE fa5ets 34677943
Total Assets 1528316830
—_—t e
Government Sceurities
sold under repurchase
Agreemcl 3490431278 2,020,395 440 - 5,310,826,7566
Total Interest bearing liabilities J 4,431,276 2,020,395 490 - - - 5510826766
Total non int, bearing liabilities 102,699,384
Sharcholder's fund 1,914, 790,680
Total Equity and Liabilities m
—_————

under the wsual tertes and eonditions

urchase agresments,
ms 2014
7.050,720,206 5.865,597 576
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NOTES TO THE FINANCIAL STATEMENTS
Asal 31 December 2015

3L

3.1

FATR VALUE OF FINANCIAL INSTRUMENTS

Financial Instruments Recorded at Fair Value

The following is a description of how fair values are determined for financial instruments that are recorded at fair value using valuation

techniques, These incorporate the Company’s estimale of assumptions that

inslruments.

{a) Financial Asscts Held for Tradin 2

a markel participant would make when valuing the

Chaoted Equities and Sri Lanka Government Securities - Treasury Bills and Bonds included in Financial Assets Held for Trading are

valued using marked prices.

whereas debt sccurities are valued using discounied cash flow valustion maodels which incor

market data.

-{hj Financial Investments - Available for Sale

porale observable and non observable

Available for Sale Financial Assets valued using valuation technigues or pricing models primarily consist of unguoted equities.

Determination of Fair Yalve and Fair Value Hierarchy

The Company uses the following hicrarchy for determining and disclosing the fair value of financial instruments by valuation

technigue,

Level 1: Quoted (unadjusted) prices in active markets for identical assels or liahilities

Level 2: Other techniques for which all inputs which have a sigmificant
or indirectly

effect on the recorded fair value are observable, either directly

Level 3: Technigques which use inputs that have a significant effect on the recorded fair value that are not based on observable market
data and unobservable inputs have a significant effect on the intromnets valuation,

Determination of Fair Value and Fair Yalue Hierarchy

As at 31 December 2015 Level 1 Level 2 Level 3 Total
Hs, Hs. Rs. Rs.
Financial Assets
Financial Asscts - Held for Trading
Government of Sti Lanka Treasury Bills and
Bonds 4,262,151 444 - - 4,262,151,444
Available fior sale invesiments - 1,834,209,138 - 1,834,209, 138
Corporate Debts Y. 186,060,686 - 186,060,686
Other Long Term Investments - AFS - - 1,000,000 1,000,000
4,262,151.444 2,020,269,824 1,000,000 6,283,421,268
As at 31 December 2014
Financial Assets
Financial Assels - Held for Trading
Government of Sri Lanka Treasury Bills and
Bonds 3&6,692,532 - - 4,106,692 382
) - 17.034 582.00 = 17,034,582
- e 1,004, 000 1,000,000

4,106,692,582

17,034,582 :

1,000,000

4,124,727,164
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31.

FATR VALUE OF FINANCIAL INSTRUMENTS (Cont.)

31.2 Determination of Fair Value and Fair Value Hierarchy

Set out below is a comparison, by class, of the carrving amounts and fair valuss of the Company's financial inslrupwnts that are nol carried
at fair value in the financial staterments, This table does not include the fair values of nen-financial assets and non-Bnancial liabilities,

31 December 2015 31 December 2014
Carrying Amgsunt Fair Value Carrying Amount Fair Value
Rs, s, Rs. Rs.

Financial Assets :

Cash and Bank 7,943,170 7.045.170 4,100,559 4,100,359
Loans and Receivahles 236,934,088 236,934 088 2,085,726 2085726
Financial Assets Held to Maturity 2,211,484,320 2,172 330,000 3,367,825.996 3,387.403,250
_Total Financial Assets 2.456.363,578 2417200258 31.374.012,281 3,393,589.535
Financial Liabilitics

Borrowings under Repurchase Agreements 6,927.046,142 6,927 046,142 5,510,826,767 5510.826,767
Amount Diue to Related Partics 475,777 475,777 423,224 423,224
Total Financial Liabilities £,927,521,919 6,927,521.91% 5,511,249 991 5,511,249.991

Fair Value of Financial Assets and Liabilitics not Carried ut [*'air Value

The following describes the methodologies and assumptions used to defermine fair values for those financial instruments which are not
already recorded at fair value in the Financial Statements,

Assets for which Fair Value Approximates Ca rrying Value

For linancial assets and financial liabilities that have a short ters maturity it is assumed that the carrying amounts approximate their fair
value. This assumption is also applied to demand deposits, savings accounts without a specific maturity, floating rate instruments, fxed rate
instruments having maturitics within 12 months.

Fixed Rate Financial Instruments

The fuir value of fixed rate financial assets and liabilities (other than assets and liabilities with maturitics within 12 months) carried w
amartised cost arc estimated by comparing market interest rates when they were first recognised with current markel rates for similar
financial instruments,

40
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NOTES TO THE FINANCIAL STATEMENTS
Asat 31 December 2015

32. FINANCIAL RISK MANAGEMENT

Overview

The Company has exposure to the lollowing risks from its use of financial instruments:

= Market risk
= Operational 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 included throughout these financial statements.

“Risk Management Framework

==t The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk management
framewaork.

The risk management policies of the Company's are established to identify and analyze the risk faced by the company's, to
sct appropriate risk limits and controls and to monitor risks and adherence to limits,

Risk management policies and systems are reviewsd regularly to reflect changes in market conditions and the company’s
activities,

The Board of Directors oversees how management monitors compliance with the Companies risk management policies and
procedures and reviews the adequacy of the risk management framework in relation to the ricks faced by the company,

Market risk

Liquidity risk and the interest rate risk are monitored monthly using gap analysis and the re-pricing impact ol interesi rate
fluctuations on the partfolio. Stress testing based on PVBP analysis to monitor the impact of interest rate variations on the
value of the portfolio is also assessed and both results are reported to the Board.

Operational risk

A software system has been put in place to automate core functions of the Company with online MIS and other risk
management facilitics. A Disaster Recovery Site for SWIFT connectivity, IT system and other business functions of the
i Company has been set up at NSB premises in Maharagama & Internal audit conducted by Officers of the Audit & Vigilance
Division of the NSB is responsible for monitoring the operation of the internal control system.

A Quarterly assessment of Company performance is conducted by the Public Debt Department of the Central Bank as the
regulatory authority. Stress Testing to measure risk impact of interest rates on the portfolie, Cumulative Gap measuring the
Liquidity Risk, Capital Adeguacy Ratio and Capital Leverage are monitored under this assessment and the results informed
by the Central Bank are forwarded to the Board of Directors of the Company,

41
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NOTES TO THE FINANCIAL STATEMENTS
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35

(a)

(b}

M.

35,

[N, |

AP}

BEELATED PARTY DISCLOSURES

Transactions with key management personnel

Key management personnel comprise of the Directors of the Company and the details of the transactions with them are as follows,

Loans to key management personnel
No loans were given to Directors of the company,

Key management personnel compensation

Remuneration paid to Directors during the year was amounted to Rs, 342,500/ {2014 - Rs. 150,000/,

Transactions with related parties

The following transactions were carricd out with related parties during the vear ended 31 December 20135

Ttems in Income Statement

Mational Savings Bank Interest Received from investment in Reverse Repo
Service Charge Income
RTGS Charges

Interest Paid on Repurchase agreements

Income tax
Value added Tax

State and State
Controlled entities

Items in Statement of Financial Position

Mational Savings Bank Investments in Reverss Repo, Treasury Bills
and Treasury Bonds

Borrowing under Repurchase agreements

State and State
Controlled entities

© Governmenl sceurities held
Borrowings under repurchase agresments

CAPITAL COMMITMENTS AND CONTINGENCIES

There were no capital commitments and contingencies as at 31 December 2015,

EVENTS OCCURRING AFTER THE REPORTING DATE.

Mo circumstances have arisen since the reported date which would require adjustments to or disclosure in

44

2015
Rs

23,683,356
41,330,183
321,250
6,410,039

(78,443 982)
(30,277,541)

214,000,000

8,307,844,903
6,8135,%26,390

214
Rs.

5,445,112
35,170,443
628,950
24,563,140

(104,835,203
(39,227.007)

0,473,635,763
3977272328

the financial statcments,



