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Financial Highlights

Operating Result

Interest Income (Rs Mn) 1,266 1,016 831 f93 699
Net Gain/(loss ) from FYTPL (Rs Mn) (355) 314 {98) 4 66
Interest Expenses (Rs Mn) {892) (713) | (554) | (371) | (384)
Net Operating Income (Rs Mn) 66 682 176 325 379
Operating Expenses, provisions, VAT & NBT (63) (143) (67) (72) (72}
Profit before Taxation (Rs Mn) 3 539 109 253 307
Income Tax Expenses (Rs Mn) (3) (176) (30) (78) (103}
Profit for the year (Rs Mn) 0.0355 363 79 175 202
Earnings per Share (Rs.) 0.0003 6.84 5.29 11.62 | 1346
Assets

Cash & Cash Equivalents (Rs Mn) 3 3 9 8 4
Other Financial Assets (Rs Mn) 15,815 | RS588 | 10,708 | 8495 | 7.492
Loans & Advances {Rs Mn) 25 279 | 237 3
Property. Plant & Equipment/Intangible Assets (Rs

Mn) 3 4 2 pi |
Other Assets (Rs Mn) 326 283 132 28 28
Total Assets 16,172 | 9,159 | 10,862 | 8,770 | 7,528
Liabilities & Equity

Borrowings (Rs Mn) 13,441 | 7,030 | 9,143 | 6,927 | 5,511
Other Liabilities (Rs Mn) 7 184 28 58 102
Equity (Rs Mn) 2,723 1,945 1.6491 1,785 | 1,915
Total Liabilities & Equity 16,172 | 9,159 | 10,862 | 8,770 | 7,528
HRatios

Return on Equity (%) 0.0015 | 19.96 6.45 14.6 16.02
Return on Investment (%) 3.03 3.08 228 3.69 4.21
Net Profit Ratio (%) 0.0037 | 2594 | 10.83 | 3649 | 43.87
Average Yield 1035 10,17 9.64 7.76 8.44
Other Information

No. of Employees 16 18 16 1]
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Company Profile
Vision
“To be the most trusted Primary Dealer.”

Mission

“To exceed customer expectations by providing a comprehensive and competitive product
range and services in the Government Securities and in corporate debt market thereby
ensuring the long term growth & viability of the Company.”

Introduction

The NSB Fund Management Co. Ltd had commenced business on 01" March 2000, as one ol
the dedicated Prmary Dealer (PD) Companies appointed by the Central Bank under the now
Primary Dealer system to deal exclusively in primary and secondary market transactions ol
Government Securities. The Company is now one ol the main primary Dealers among scven
standalone PT) Companies and six PD Units of Commercial Banks.

Operating Structure

As the fully owned subsidiary of National Savings Bank, the Company is always in line with
the best business practices ol the Bank and has the privilege of serving the customer with a
large portfolio in Government Securities,

Customers

The NSB FMC currently has high net worth individual and institutional customers. Those
mainly include the large investment Funds of Sri Lanka. Customer base includes Central
Bank Provident 'und, Private Provident Funds, Universities Grant Commission ete...

Business Lines

All funetions related o Primary Dealer License,

Financial Services
1. Participate in Primary Auctions of the Government securities
il.  Custodian Services

iii.  Trustee Services including Collateral Manager Services

Agency Services

L. Designated agent appointed by the Central Bank for issues of Sri Lanka Development
Bonds (5LDB) denominated in US Dollars.

ii.  License of Debt Dealer/Broker.

NSB
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Performances Review

Market Overview 2018

Real GDP growth was recorded at 3.2 per cent in 2018, compared to 3.4 per cent in the
previous year. This growth was largely supported by services activities that expanded by 4.7
per cent and the recovery in agriculture activities, which recorded a growth of 4.8 per cent.
Industry activities slowed down significantly to 0.9 per cent during the year, mainly as a
result of the contraction in construction. According to the expenditure approach, both
consumption and investment expenditure supported growth. Year-on-vear headline inflation

bascd on the CCPT declined to 2.8 per cent by end 2018 from 7.1 per cent at end 2017.

Inllation and inflation expeclations and lower than potential growth in real economic activity
encouraged the Central Bank (o signal an end to the monetary tightening cycle in April 2018
by reducing the Standing Lending Facility Rate (SLFR) by 25 basis points. Thereafter, the
Central Bank maintained a neutral monetary policy stance throughout the vear, in view of the
continued pressure on the external sector amidst the subpar performance in the domestic
cconomy. Nevertheless, the large and persistent liquidity deficit in the domestic money
market, particularly since September 2018, compelled the Central Bank to inject liquidity on
a permancnt basis in November 2018, by way of reducing the Statutory Reserve Ratio (SRR)
applicable on all rupee deposit liabilities of commercial banks by 1.50 percentage points.
However, al the same time, to neutralise the impact of the SRR reduction and maintain its
neutral policy stance, the Central Bank increased the Standing Deposit Facility Rate (SDFR)
by 75 basis points and SLFR by 50 basis points, lurther narrowing the policy rate corridor to
100 basis points. Accordingly, by end 2018, SDFR and SLFR stood at 8.00 per cent and 9.00

per cent, respectively.

Globally, monetary policy normalization, particularly in the United States of America (USA),
resulled in global financial conditions tightening, thus causing capital outflows from
emerging market economies and increased pressure on exchange rates of twin deficit
economics, in particular. Sri Lanka also experienced these headwinds, particularly from mid-
April 2018, which were exacerbated following the political uncertainties and the downgrade

of the country’s Sovereign rating in the fourth quarter of the year,

NSB
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The interest rates of Government Securities have shown in increasing trend during the vear
2018. The one year weighted average Treasury Bill rate stood at 8.90% at the beginning of
the vear. and increased (o 11.20% at the end ol the year. According the stated, rate increased
by 230 basis points during the year 20 8.

Company Performance

In the year 2018, the Company recorded an operational profit of Rs. 35,5300/~ The profit for
the year has drastically decreased comparison to the operational profit recorded in 2017, due
to unfavourable market conditions which resulted in Rs. 371.7 Million of unrealized mark to
market loss on Government Security ‘Itading Portfolio for the year 2018 against the profit
recorded in 2017,

However, net interest income of Government securitics increased o Rs. 374 Million in this
year when compared to Rs. 302.8 Million in 2017, showing an increase of 24 per cent.
Realized Gain from the sale of T-bills & bonds were Rs. 16.7 Million in 2018, The fee
income of the company also decreased by 27% in the year 2018 compared to that of year
2017.

The Company paid Rs 36.8 Million by way of Value Added Tax (VAT) while the VAT
expense was Rs. 6.6 Million and also provided Rs. 2.9 Million as income tax expense for
2018. Due to the reduction of profit after tax during the vear, Earnings Per Share (EPS) also
decreased significantly compared to preceding vear.

Net assets of the Company stood at Rs. 2,722.8 Million as at 31 December 2018 in
comparison to Rs.1,944.5 Million as at 31" December 2017, This is mainly due to the share
issue of Rs. 800 Million.
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Total asscts of the company stood at Rs. 16,172 Million by the end of 2018 compared 1o Rs.
9,159 Million in 2017, Increase in assets was mainly caused by the 249 per cent increase in
the trading portfolio to Rs. 10,187 Million in 2018 from Rs. 2,917.6 Million in 2017.

Repo barrowings of the Company increased to Rs. 13,441 Million in 2018 from Rs. 7,030
Million in 2017 in line with portfolio increase.

The first time adoption of Sri Lanka Accounting Standard, ‘SLFRS 9: Financial Instruments’
is applicable for the financial reporting periods beginning on or after 01.01.2018. As per the
slandard. Company’s Iinancial Assets should be calegorized under the relevant Business
Model and Classification and Measurcment of the Financial Assets are supposed to be made
in line with the approved Business Model. Financial Statement of the Company has prepared
based om SLFRS 9,

The new Inland Revenue Act No. 24 of 2017 was ellective from 01.04.2018 and significant
changes have been imposed. Removal of withholding tax on Government Securities has
highly alfected o the income of the Company.

Human Capital

The Company has eleven directly recruited staff members and four staflf members assigned
from the NSB on secondment basis including the Chief Executive Officer.

The Company continued its commitments to develop its employees during the year. Further,
the employees were sent to various training programmes including programmes conducted by
CBSL. The Company has paid 02 months™ salary as annual bonus and 02 months™ salary as
performance bonus to the stalf,

Future Initiatives

NSB FMC will continue to grow its investments and trading volumes while diversilying its
business activities into fee income services, The company also has various initiatives planned
to enhance its customer basc for effective and efficient fund basc. The marketing strategies
are formed to take the company brand into high net worth customers.

The Company will employ a Market Expertise for portfolio management and a Manager for
Risk & Compliance function of the Company. Company will invest in new IT system in line
with its Business Continuity Plans and to become more cfficient in its business activities.

NSB
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Risk Management & Corporate Governance Report

In the course of conducting its business, linancial institutions pose 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. Therefore, one way or
another, risk management has always been on the prime concerns of financial institutions and
successful business strategy depends on taking informed. well-timed risks. Through effective
risk management framework, 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

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 I'MC is in the business of dealing in government securitics and other debt
securities, the Company is exposed only to interest rates risk arising from fluctuations in
market interest rates.

In order 1o 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 Sti Lanka.

Liguidity Risk Management

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

NSB IFMC 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
madequacics in the NSB MC’s processes and systems (e.g. its IT, risk management or
human resources management, processes and svstems). or those of its outsourced service

providers.

Annual Beport— 200§ Fund Management
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In managing its operational risk, NSB FMC strives to follow the set internal controls, policies
and procedures in order to avoid losses originated from vulnerabilities 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
securily, 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
ol investment and/or change the competitive landscape.

Compliance nisk is defined as the risk of legal sanctions, material financial loss, or loss o
reputation the Bank may suffer as a result of 1ts lailure to comply with laws, its own
regulations, code of conduet, and standards ol best/gzood practice.

In order to manage the regulatory and compliance risk. the NSB FMC has always taken
measures Lo operate within the set guidelines of the regulatory authorities. The Compliance
Officer 1s responsible for independently ensuring that operating and business units comply
with regulatory and internal guidelines.

Risk Management and Governance Structure at NSB FMC

As the Company believes in an integrated approach (o risk management, the governance
structure is re-designed Lo have a holistic view on risk management. The Risk Management
governance structure ol the Company is under the preview of the Board of Directors. The
Board delegates powers to CEO and the ALCO to have an integrated approach in achieving
the strategic ohjectives 1o ensure capital efficiency to gain operational efficiencies. The Risk
Management Division ol the Bank is entrusted with the responsibility of risk management of
the Company.

NSB
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Annual Report of the Board of Directors

The Board of Directors of the NSB FUND MANAGEMENT COMPANY LIMITED has
pleasure in presenting their Report together with the Audited Financial Statements for the

yvear ended 31" December 2018. The financial statements were reviewed and approved on
28" February 2019,

Principal Activity
The Company’s principal activity is Lo carry on business as a Primary Dealer.
Stated Capital

''he issued Share Capital of the Company is Rs. 1,700,000,000/- divided into 170,000,000
Shares of Rs.10/- cach. The entire Share Capital is issued and fully paid and the sole
sharcholder is NSB. Authorized Share Capital of the Company is Rs. 2,000 Million. There
were no changes in the principal activities of the Company.

Review of Operation and Future Developments

A review of the activities during the year is contained Performance Review on pages 3 and
the Company performance on pages 4 and the Future initiatives on page 5. These reports
form an integral part of the Annual Report.

Financial Statements

The Financial Statements of the Company have been prepared in accordance with Sri Lanka
Accounting Standards (S1.LFRS) laid down by the Institute of Chartered Accountants of Sri
Lanka and complying with the requirements of the Companies Act No. 07 of 2007.

The Financial Statements of the Company for the year ended 31" December 2018, duly
signed by the Chief Executive Oftficer, Chairman and one of Directors of the Company and
pages 21 to 50 are [orm an integral part of the annual report of the Board of Dircctors.

Auditor General’s Report

Auditor General carried out the audit on the Financial Statements for the year ended 31
December 2018 and their report on pages 16 to 20 on those statements which forms an
integral part of the annual report of the Board of Directors.

Going Concern

The financial statements of the Company have been prepared on a going-concern basis in
compliance with the new Sri Lanka Accounting Standards (SLFRS/LKAS) and in conformity
with the generally accepted Accounting Principles and applied consistently and in accordance

Annual Report — 200 8 m
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with the 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 lixed assets and intangible assets during the vear
amounted 1o Rs, 355,028/

Donations

There were no material payments of donations made by the Company during the period under
review,

Post Balance Sheet Events

No circumstances have arisen since the dale of the Balance Sheet, which would require
adjustment to or disclosure in the accounts.

Directors’ Responsibility

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

Statutory Payment

All statutory payments EPF, ETF, PAYL Tax, VAT, NBT. ESC and Tncome Tax etc... have
been paid on due dates.

The Board of Directors

The Directorate, inclusive of the Chairman of the NSB as the Chairman of the Company,
consists of 07 members. The Company complies with the corporate governance practices
recommended by the Central Bank of Sri Lanka, the regulatory authority of the Company and
follow the Sri Lanka Accounting Standards (SLIRS/LKAS) adopted by the Institute of
Chartered Accountants of Sri Lanka.

The Board of Dircctors are responsible for granting approval to annual accounts, the annual
budget and reviewing the financial performance of the company on regular basis. The Board
15 also responsible for granting approval to staff appointments, promotions, salaries 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
of the decisions, and altogether eleven Board meetings were held in 2018.

Annual Report - 2018 Fund Management



Directors as at 31% December 2018

Mr. R M P Rathnayake (resigned on 19/02/2019)

Mr. S DN Perera

Mr. D § Kudahetty (appointed on 16/08/2018)

Mr. K Don Aritha Gishan Wickramasinghe (appointed on 16/08/2018)
Ms. Ruvinika Kinigama (appointed on 16/08/2018)

Mr. kaniskha Senanayaka (appointed on 16/08/2018)

Ms. Reshani Enoka Dangalla (appointed on 16/08/2018)

Mr. K D Menuwan Panduka Weerasinghe (appointed on 16/08/2018)

Directors' Interest

MNone of the Directors had a direct or indirect interest in the contracts with the Company other
than those disclosed in Note 34 to the Financial Statements.

Acknowledgement of the contents of the Report

As required by Section 168(1) (k) of the Companies Act No, 07 of 2007, the Board of
Directors hereby acknowledge the contents of this Annual Report.

For and on behalf of the Board of Directors.

Chairman " Director

|'!?.“3une 20119
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Report of the Board Audit Committee

The Board Audit Committee (BAC) of the Company was constituted to assist the Board of
Directors in discharging its responsibilities and fulfilling its oversight responsibilities for,

{(a) Integrity of the Company’s Financial Statements.
(b) Performance of the internal audit function.

{c) Performance of the external audit function.

(d) Integrity of Business Continuity Plan.

Composition of the Committee
The BAC comprises of the following Directors serving on the Committee during the year
2018,

Mr. S.DD.N. Perera - Chairman

Mr. Nimal Jayvasundara - Member (resigned on 17/07/2018)
Mr. Yasas De Silva - Member (resigned on 17/07/2018)
Ms. Reshani Dangalla - Member (appointed on 16/08/2018)

Mr. Menuwan Weerasinghe - Member (appointed on 16/08/2018)
Mr. E.M.5. Ekanayake represented the Auditor Generals® Department in the BAC.

Meetings

The Committee held four (04) meetings during the year 2018 and the attendance ol the
Committee Members is given bellow,

Name Eligible to attend Attended
Mr. 5.D.N. Perera - 4
Mr. Nimal Javasundara 2 2

" Mr. Yasas De Silva 2 2
Ms. Reshani Dangalla 2 2
Mr. Menuwan Weerasinghe 2 2

Reporting

The Committee directly reports to the Board of Directors about its activities along with the
minutes of the meetings. The Commitice is of the view that the terms of reference of the
Commttee were complied in all material aspects.

Menuwap Weerasinghc

Chairman — Board Audit Commitlee
June 2019

Annual Kepor— 2018 m
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Report of the Board Human Resource & Remuneration Committee

The Board Human Resource & Remuneration Committee (BHRRC) constituted to
responsible for determining the remuneration policy (salaries, allowances and other financial
payments) relating to the company staff. The following activities were carried out by the
Committee during the year,

(a) Review the recruitments of the Company.
(b) Review promotions & confirmations of the staff.
{¢) Review the Medical Scheme of the Company,

Composition of the Committee

The BHRRC comprises of the following Directors serving on the Committee during the vear
2018,

Mr. Aswin De Silva - Chairman (resigned on 12/11/2018)
Mr. D.L.P.R. Abeyaratne - Member (resigned on 11/07/2018)
Mr. Srilal Fernando - Member (resigned on 17/07/2018)
Ms. Ruvinika Kinigama - Member (appointed on 16/08/2018)
Mr. Dinesh Kudahetty " - Member (appointed on 16/08/2018)
Meetings

The Committee held four (04) meetings during the vear 2018 and the attendance of the
Committee members is given bellow,

Name . Eligible to attend Attended

Mr. Aswin De Silva 4 4
Mr.D.L.P.R. Abcyaratne 2
Mr, Srilal Fernando z
Ms. Ruvinika Kinigﬂma 2

Mr. Dinesh Kudahetty ' 2

Bl 2| b2

Jayaraja Chandrasekera
Chairman - Board Human Resource & Remuneration Committee
June 2019

NSB
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Report of the Board Integrated Risk Management Committee

The Board Integrated Risk Management Committee (BIRMC) has established to carry out the
following responsibilities,

(a) Assist the Board of Directors in fulfilling its responsibilities relating to establishing an
effective risk management framework in the Company.

(b) Implement the Integrated Risk Management policy and other risk related policies
approved by the Board of Directors and the periodic updating of the Company’s Risk
Management Framework.

Composition of the Committee

The BIRMC comprises of the following Dircctors serving on the Committee during the vear
2018.

Mr. S.D.N. Perera - Chairman

Mr. Nimal Jayvasundara - Member (resigned on 17/07/2018)
Mr. R.D.R. Amarasekara - Member (resigned on 17/07/2018)
Mr. Aritha Wickramasinghe - Member (appointed on 16/08/2018)
Mr. Kanishka Senanayaka -+ - Member (appointed on 16/08/2018)

Meetings

The Committee held three (03) meetings during the year 2018 and the attendance of the
Committee members is given bellow,

Name Eligible to attend Attended

Mr. S.D.N. Perera 3 3

Mr, Nimal Jayvasundara - i . 2

Mr. R.D.R. Amarasekara 2 i o
Mr. Aritha Wickramasinghe | 1 .
Mr. Kunishka Senanayaka 1 1

Aritha Wickramasinghe

Chairman - Board Integrated Risk Management Committee
L1

o June 2019

NSB
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Chairman

NSB Fund Management Company Ltd

Report of the Auditor General on the Financial Statements and Other Legal and
Regulatory Requirements of the NSB Fund Management Company Ltd for the vear
ended 31 December 2018 in terms of Section 12 of the National Audit Act, No. 12 of
2018.

]

1. Financial Statements

1.1 Opinion

The audit of the financial statements of the NSB Fund Management Company Ltd
*Company” for the year ended 3l December 2018 comprising the stalement of financial
position as at 31 December 2018 and the statement of comprehensive income | statement of
changes in equity and cash flow statement for the year then ended, and notes to the financial
statements, including a summary of significant accounting pelicies, was carried out under my
direction in pursuance of provisions in Article 154¢1) of the Constitution of the Democratic
Socialist Republic of Sri Lanka read in conjunction with provisions of the National Audit Act
No. 19 of 2018, My report to Parliament in pursuance of provisions in Article 154 (6) of the

Constitution will be tabled in due course,

In my opinion, the accompanying financial statements of the Company give a true and fair
view of the financial position of the Company as at 31 December 2018, and of their financial
performance and cash flows for the year then ended in accordance with Sri Lanka Accounting

Standards.
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|.2 Basis for Opinion

I cenducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My
responsibilities, under those standards are further described in the dwditor’s Responsibilities
Sfor the Audit of the Financial Statements section of my report. [ believe that the audii

evidence [ have obtained is sullicient and appropriate to provide a basis for my opinion.

1.3 Responsibilitics 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 cantrol as
management determine is ngeessary 1o enable the preparation of financial statements that are

free [rom 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
intend to liquidate the Company or to cease operations, or has no realistic alternative but to

do so.

Those charged with governance are responsible for oversecing the Company’s financial

reporting process.

As per Section 16(1) ot the National Audit Act No. 19 of 2018, the Company  is required to
maintain proper books and records of all its income, expenditure, assets and liabilities, to

enable annual and periodic financial statements to be prepared of the Company.
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1.3 Auditor’s Responsibilities for the Audit of the Financial Statements

My objective is o obtain reascnable assurance about whether the financial statements as &
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes my opinion, Reasonable assurance is a high level of assurance,
but is not a guarantee that an audil conducted in accordance with Sri Lanka Auditing
Standards will always detect a material misstatement when it exists. Misstatemenls 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.,

As part of an audit in accordance with Sri Lanka Auditing Standards, T exercise professional
judgment and maintain professional scepticism throughout the andit. T also:

o ldentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to thase risks, and
obtain audit evidence that is sufficient and appropriate o provide a hasis for my opinion.
The risk of not detecting & 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 intemal control.

+ Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriale in the circumstances, but not for the purpose of cxpressing

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 the management.
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» Conclude on the appropriatensss of the management’s use of the going concern basis of
accounting and based on the audit evidence obtained, whether a material uncertainty
exists related to evenls or conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. [ [ conclude that a material uncertainty exists, [ am
required to draw attention in my auditor’s report to the related disclosures in the financial
statzments or, if such disclosures are inadequate. to modify my opinion. My conclusions
are based on the audit evidence obtained up to the date of my auditor’s report. However,
tuture events or conditions may cause the Company  to cease to continue as a going

CONUETT.

» 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,

[ communicate with those charged with governance regarding, among olher matters,
significant audit findings. including any significant deficiencies in internal control that |

identify during my audit.
2. Report on Other Legal and Regulatory Requirements

Natiopal Audit Act, No. 19 of 2018 and Companies Act, No.07 of 2007 include specific

provisions for following requirements.

e [ have obtained all the information and explanation that required for the audit and as far
as appears from my examination, proper accounting records have been kept by the
Company as per the requirement of the section 163 (1} (d) of the Companies Act, No. 7 of

2007 and section 12 (a) of National Audit Act, No. 19 of 2018.
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e The financial statements of the Company comply with the reguirement of the section 151

af the Companies Act, No.007 of 2007.

e The financial statements presented is consistent with the preceding vear as per the

requirement of the section & (1) (d) (iii) of the National Audit Act, No.19 of 2018.

= The financlal statements presented includes all the recormmendations made by me in the
previous year as per the requirement of the section 6 (1) (d) (iv) of the National Audit

Act, No.19 of 2018.

Based on the procedures performed and evidence obtained were limited to matters that are

material, nathing has come to my attention;

to state that any member of the governing body of the Company has any direct or indirect
interest in any contract entercd into by the Company which are out of the normal cause of
business as per the requirement of section 12 (d) of the National Audit Act, No. 19 of

2018;

# to state that the Company has not complied with any applicable written law, general and
special directions issued by the governing body of the Company as per the requirement of

section [2 () of the National Aodit Act, No. 19 of 2018;

¢ to state that the Company has not performed according to its powers, [unctions and duties

as per the requirement of section 12 (g) of the National Audit Act, No. 19 of 201 8;

to state that the resources of the Company had not been procured and utilized
economically, efficiently and effectively within the time frames and in compliance with
the applicable laws as per the requirement of section 12 (h) of the National Audit Act, No.

19 of 2018.

FILM. Gamini Wijesinghe

Auditor General
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STATEMENT OF COMPREHENSIVE INCOME
Year ended 31 December 2018

interest [ncome
[nterast Expense

Met Tnterest Income

Fees & Commission [ncome
Fee and Commission Expenses

Met Fee and Commission Income

Met Gain/{Loss} From Financial Instrurments ot Faic Value through Pralic and
Loss

Cither [ncome

Total Operating Income

Collective Expected Credit Linss

Met Operating Income

Personnel Costs

Depreciation & Amortization

Orther Operating Fxpenses

Orperating profit before VAT & NBT
WAT on Financial Services

MNBT Expense

Profit hefore Taxation

[ncmme Tax Fxpense

Frafit for the Year

Cther Comprehensive Income

Oiher comprehensive income to be reclassified to Income Statement
Revaluation of Securities Gain/ Loss T Bonds (FVTQCI)

Other comprebensive income not to be reclassified to Income Statement
Actuarial Gaind{Loss) en Retirement Benafit Obligation

Total Comprehensive income for the vear
LEarnings I'er Share

Dividend Per Share (R}

Figures in brackets indicare decductions,

Mote 2018 2017
Rs, Rs.
5 L266.007,127 1015980010
6 (891,984,666) (713,172,491
374,022,461 302,807,519
50,132,826 68,247 735
(3,488,936) (3,955,471
16,643,890 64287264
7 (354.987.757) 314,332,505
g 1,193 848,693
65,679,788 G&2.275.980
54,717 (10,541
65,734,505 682,763 440
a1 (39,843,632) (32308061}
(984,156) (803.377)
(14,589,832) (13,217,102)
10,316,885 635,936,890
10 (6,563,210} (45,680,157)
(875,004) (11.424.021)
9 1878581  S3E.E31771
11 (2,843,081)  (176.045.818)
35,500 162,786,903
(21,403,670} 165,243 364
(397,609) 270,215
(21,765,780) 528,300,482
12 0.0003 6.84
13 ; 3161

The accounting policics and notes on pages 7 through 32 form an integral part of the Onancial statements.
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STATEMENT OF FINANCIAL POSITION
Asat 31 December 2018

ASSETS

Cush and Cash Equivalents

Financial Assets at Fair Value through Profit and Lass {Trading)

Loans and Advances at Amortized Cost

Financial Assets at Amortized Cost — Held-to-Collect

Financial Assets at fair value through other comprehensive income
Equity Investments at fair value through other comprehensive income
Property, Plant & Equipment

[ntangible Assels

Deferred Tax Assel

Income Tax Receivable

ther Assets

Total Assets

LIABILITIES & EQUITY

Liabilities

Borrowings under Repurchase Agreements
Ampunt Due to Related Parties
Other Liahilities

[ncome Tax Payable

Deferred Tax Liability
Retirement Benelit Obligation
Toal Liabilities

Fauity

Stated Capital
Fetzined Eamings
Special Risk Reserve
OCT Rescrve

Total Equity and Liahilities

Miste

14
| &
1G

L

/
15
It

o

21

23

24
25

26

22
7

28

29

2018 20017

Rs. Rs.
2,582,539 4,553,200
[0,I8T,I51,445  2,017,636,138
24,972,687 278,821,815
4,025,189,742  3.851,134.25
1,603,129961  1,819,102,172
1,000,000 1,000,000
2,754,160 3,303,240
266,668 346,667

73,086 ;
27,862,274 :
296,560,648 283,011,043
16,171,543,209 9,158 908,602
13,441,494,660  7,030,111,942
472,480 3,488,649
4,772,655 42,068,815
: 137,343,640
5 74,969
1,982,256 1,233,650
13,448,722,051  7.214321,665
1,700,000,000 900,000,000
576,371,902 576,742,857
584,669,345 584,660,470
(138,220,089) (116,816,420}

T 2.711.811,158

1,944 586,038

_ 16,171,543,209

9,158,508,602

These Financial Stalemenls are in compliance with the requirements of the Companies Act No : 07 of 2007,

Chief Exccutive Officer

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

the board by

w1
ol “(“"B

Director In Charge

[Directar

The acegunting policies aod notes on pages 7 through 32 form an integral parl of the Nnancial statements.

28 February 2019
Colombo
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STATEMENT OF CHANGES TN EQUITY

Year endad 31 December 2018

Balance as at 01 Janvary 2017

Impact of adopting SLERS (09

Restated Cpening Balanee under SLFRS 09

Profit for the year

Crither Comprehensive Ineomed Loss)
Tutel Comprehensive [noome
Share issue on Scrip Dividend
Transfers

Diividend Paid

Sorip Dividend

WHT on Senp Dividend

Balance as at 31 December 2017
Prafit Tor the vear

Cither Comprehenzive Income
Tatal Comprehensive Income
Transfiors

Share lssoe

Dividend Faid

Balangce as al 31 December 2018

Figurss in brackets indicate deductions.

Srated Statutory oL Retpined
Cuapital Reserve Fund Reseimye Earnings Total
Rs. Rs. Rs. Rs. Rs.
1 300, 1) 4931 961,108 (AR2 059 T84 1,336 507 504 651,208,831
ol - (RS 043 (RO 043y
50,000,004 493,941,109 (262,059, 784) 1,329,218 463 1GD1,119,740
- 362,786,903 362,786,501
- - 165,243 364 270,215 165,513,579

FEG00. 000 -

JE3N57.1LR

28,300 482

TR0 000,000

. 90,609,361 - (90,589 361 =
. (191500.000) (191,500,000}
) - : (7300000000 (750,000,000
: . 3333333 (83,333,333)
00 D00 #_5 Bd 660 470 fl16,816,420) 576,742, 887 1,944 5 ‘iﬂ’g:S_
) i 33,500 33,500
(21,403,670} (307,600) (21,801,279
_ - (21,403,670} CGRLIN) (21,765.780)
. 5,875 2 {5875)
SO0, 000 - H06, 000, 000
__ 1700000000 SB46R9.345 (138,220,089 ___S76371902 3732821058

The accounting policies and notes on pages 7 through 32 form an integral part of the financial statsmens,
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STATEMENT OF CASH FLOWS )
Year ended 31 December 2018

Cash Flows friom Operating Aetivities
Profil before Tax

Mon-cash Ttems Included in Profits Before Tax

Depreciation & Amortization

Provvision for Granicy

Loss an Fixed Asset Transfer

Impariment

Cash Flows from Operating Activities before Working Capital Changes

{Increase)/ldecrease in Financial Assets Held lor Trading
{Increaseldecrease in Fair Walue Through Ciher Comprehensive Income
([nereasc)/Decrease in Loans and Advances

[Inereasc)Decrease in Olher Assels

Increased{ Decrease) in Borrowings under Repurchase Agreements
IncreasedDecrease} in Amount due to Related Partics
Increase/(Decrease) in Olher Liﬁbiiil,i:::;

Cash Flow from Operating Activities

Tax Paid & setoff during the year
Ciratuity Paid
Met Cash Flow from Operating Activities

Met Cash from Investing Activities

Purchase of Property, Plant and Equipment

Purchase of Intangible Assets

Met Proceeds from Financial Investments - Held o Callect
Met Cash from Investing Activities

Mel Cush from Financing Activates
Dyividend Paid

Proceeds trom Share [ssue

Met Cash from Financing Activates

Net Increase/{Decrease) in Cash & Cash Equivalents

Cash and Cash Equivalents al the Beginning of the Year
Cash and Cash Equivalents at the End of the Year

Figures in brackets indicate deductions,

Mote

2018 2017
Rs. Rs.
2,878,551 538,832 7M1

984,156 w3377
350,997 243 B40
= 2,264
= (R 043
4,213,734 339,793 160
(7,269,515,307} 4,094,982 940
194,568,542 39097 Ra3
253,849,148 (267,200,205
{13,54%,605) (131,611,372}
6,411,382,718 (2,113,06%,434)
(3,016,169 153,134
(37,296,160) 360,150,328

(459,363,009)

(168,197,050)

2179111613

(55,191,408

(627,560,149) 2,123,920,145
(355,028) (1,883,652
- {400,000
(174,055,491)  {1,850,657,561)
(174410,518)  (1.832.941.213)
: (274,833,333)
§00,000,000 :

800,000,000 (274,833,333}
(1,970,667 (3,854,400)
4,553,206 8,407,607
2,582,539 4,553,206

The accounting policies and notes on pages 7 through 32 lorm an integral part of the (inancial statements.
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

1. REPORTING ENTITY

MNSE Fund Management Company Limited is a limited Hability Company domiciled in 560 Lanka. The
registered office of the Company and the principal place of business is located at Narional Savings Bank, 1s1
Floor, “Savings House™ Mo 255, Galle Road, Colombe 3.

1.1 Principal Activities and Nature of Operations

The Company is a primary dealer engaged in trading government securities in the open market,

1.2 Parent Enterprise

The Company is a wholly owned subsidiary of Mational Savings Bank,

1.3 Approval of Financial Statements

The Financial statements for the vear ended 31 December 2018 were authorized for the issue by the Directors
on 2302209,

Statement of Compliance

The financial statements which comprise the statement of financial position, the statement of comprehensive
income, stalement 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/LEAS) as issued by the Institute of Charlered Accountants of Sri Lanka (CA Sri Lanka) and the
requirement of the Companies Act No, 7 of 2007,



NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS

Year ended 3| December 2018

b

(=

2.3

2.4

(B~
Ln

BASIS OF FREPARATION
Presentation and Functional Currency

The financial stalements are presented in 5ri Lankan Rupees, the Company's functional and presentarion
currency, which is the primary ¢conomic environment in which the Company operates,

The significant accounting policies are discussed in Mote 3 helow.

Basis of Measurement

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

. Financial Assets designaled at fair value through profit or losses and Debt Insmuments at fair value
through other comprehensive income are measured at fair value.

s Loans and Advances, Debt Instruments al Amortized Cost and Borrowings under repurchase
agresments are measurad at amorlized cosl.

. The liabihity 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
vear in accordance with LEAS 01 presentation of financial statements,

Functional and presentation currency

I'he financial statements are presented in Sri Lanka rupess, which is the functional currency of Company.

Use of Estimates and Judgment %

The preparation of linancial statements in conformily with SLFRS requires management to make judoments,
estimates and assumptions thut alfect the application of accounting policies and the reparted amounts of assets,
liabilities, income and expenses. Judgments and estimates are based on historical experience and other factars,
including expectations that are 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 lo 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 signilicant effect on the amounts recognized in the financial statements is mcluded in the
following notes:

Tax

Uncertainties exist with respect to the interpretation of complex tax regulations and the amount and timing ol
future taxable income. Given the wide range of business relationships and the long term nature and complexity
ol existing contractual agreements, Differences arising between the actual results and the assumptions should
necessitate luture adjustments 1o tax income and expense already recorded. Accordingly, based on such
reasonable estimates the Company establishes the provisions to be made during the financial vear,

26
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NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2008

Financial assets at lair value through profit or loss

The determination of fair values ol hnancial assets and financial liabilitics recorded on the Statement of
Financial Position for which there is no observable market price are determined using a variety of valuation
techniques, The inputs to thess 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:

n the principal market for the asset or liakility or in the absence of a principal market, in the most
advantageous markel for the asset or liability. The principal or the most advantapeous markel must be
accessible by the Company.

The fair value of an asset or g liability is measured using the assumptions that market participants would use
when pricing the asset or liahility, 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 ahility to generate
economic benefits by using the assel 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.technicues that are appropriate in the circumstances and for which sufficient data
are availahle to measure fair value, maximising the use of relevant observable inputs and minimising the use of
unohservable inputs,

All assets and liabilities for which fair value is measured or disclosed in the financial statements ars
categorised within the fair value hierarchy, described as follows, based on the lowest level input thar is
significant o the fair value measurement as a whole:

Level 1 — Quoted (unadjusted) market prices in active markets for identical assets or liabilities

Level 2 — Waluation techniques for which the lowest level input that is significant to the [air value
measurement is directly ar indirectly ohservahle

Level 3 — Waluation techniques for which the lowest level inpul that is significant to the fair value
measwrement is unobservable, .

Retirement Benefit Obligation

The cost of retirement benelit obligation is determined using the Projected Unit Credit method. The Projected
Unit Credit method involves making assumptions aboul expected salary increment rate, Discountlnterest rates
and stall’ turnover factor. Due to the complexity of the valuation, the underlving assurnptions and long term
nature, a defined benefit obligation is highly sensitive to chanpges in these assumptions, All assumptions are
reviewed at each reporting date. Details of the key assumptions used in the estimates are contained in Note 27,

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 ro be prepared on a going concern basis,

27
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2018

3 ACCOUNTING POLICIES

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

ASSTS AND BASES OF THEIR VALUATION
3.1  Cash and Cash Equivalents

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

32  Financial Instruments
i}  Classification of Financial Instruments

The Company classifies its financial assets into the following measurement categorics:
= Those to be measured at fair value (zither through other comprehensive income, or through profil or loss); and
= Those to be measurcd al amortized cost.

The classification depends on the Company's business model for managing financial assets and the contractual lerms
of the financial assets' cash flows,

The Company classifies its financial labilitics at amortized cost unless it has designated liabilities at fair value
through profit or loss or i3 required to measure labilities at fair value through profit or loss such as derivative
liabilities.

i) Financial Assets measured at Amortized Cost

Debe Instruntenty

[nvestments in debt instruments are measured at amortized cost where they have:

s Contractual terms that give rise to cash flows on specified dates, that represent solely payments ol principal and
interest on the principal amount outstanding; and

s Are held within a business model whose objective is achicved by holding to collect contractual cash flows.
These debt instruments are initially recognided at fair value plus directly attributable transaction costs and
subsequently measured at amortized cost. The measurement of credit impairment is hased on the three-stage
expectad credit loss model described below in Note (vi) Impairment of financial assels.

iii) IFinancial Assets measured at Fair Value Through Other Comprehensive Income

Lrehs fnstruments

[nvestinents in debt instruments are measured at fair value through other comprehensive income where they have:

= conrractual terms that give rise to cash flows on specified dates, that represent solely payments of principal and
interest on the principal amount outstanding; and

= are held within a business model whose objective is achicved by both collecting contractual cash flows and selling
financial assets,

These debt instrumentls are initially recognized at fair wvalue plus directly attributable transaction costs and
subsequently measured at lair value, Gains and losses arising from changes in fair value are included in other
comprehensive income within a separate component of equity, Impairment losses or reversals, interest revenue and
foreign exchange gains and losses are recognized in profit and loss. Upon disposal, the cumulative gain or loss
previcusly recognized in other comprehensive income is reclassified from equity to the income stalement,

The measurement of credit impairment is based on the three-stage expected credit lass model as applied to financial
assets at amortized cosl. The expected credit loss model 13 described below in Mate (vi) Impairment of financial assets,
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NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 December 2018

Eyquity Instruments

Investment in equily instruments that are neither held for trading nor contingent consideration recognized by the
Company in a business combination o which SLFRS 3 ‘Business Combination' applies, are measured at fair value
through other comprehensive income, where an imevocable election has been made by the management. For
portfolivs where management does not consider an irrevocable election ol adopting fair value through other
comprehensive income, by default such nvestments shall be measured at fair value through profit and loss,

Amounts presented in other comprehensive income are not subsequently transferred o profit or loss. Dividends on
such investments are recognized in profit or loss,

iv) Ttems at Fair Yalue Through Profit or Loss

ltems at fair value through profit or loss comprise:
{a) ltems held for trading;
(b} lems specifically designated as [air value through profit or loss on initial recognition; and
{c) Deblinstruments with contractual lerms that do not represent solely payments of principal and inlerest.

Financial instruments held at fair value through profit or loss is initially recognized at fair value, with transaction
costs recognized in the income statement as incurred. Subsequently, they are measured at [air value and any gains or
losses are recognized in the income statement as they arise,

Where a financial asset is measured at fair value, a credit valuation adjustment is included tw reflect the credin
warthiness of the counterparty, representing the movement in fair value attributable to changes in credit risk.

{a} Financial Instruments held for frading

A financial instrument is classified as held for trading if it is acquired or incurred principally for the purpose of
selling or repurchasing in the near term, or forms part of a portfolio of financial instruments that are managed
together and for which there is evidence of short-term profit taking, or it is a derivative not in a qualifying heﬂgg
relationship.

Trading derivatives and trading securities are classified as held for trading and recognized ar fair value,

(b} Financial Instriuments designated as measured of faiv value through prafit or loss

Upon initial recognition, financial instruments may be designated as measured at fair value through profit or loss. A
linancial assel may only be designated at [air value through profit or loss if doing so eliminates or significantly
reduces measurement or recognition inconsistencies (Le. elimineles an accounting mismatch) that would otherwise
arize from measuring linancial assets or liakilities on a different basis.

A financial liability may be designaled al Tair value through profit or loss if it eliminates or significantly reduces an

gccounting mismalch or:

= If a host contract containg one or more embedded derivatives; or

+[f financial assets and liabilities are both managed and their performance evaluated on a fair value hasis in
accordance with a documented rislc management or investnent strategy.

Where a financial liability is designated at fair value through profit or loss, the movement in fair value attributable to
changes in the Company’s own credit quality is calculated by determining the changes in credit spreads above
ohservable market interest rates and is presented separately in other comprehensive income,

v} Derivative Financial Instruments and Hedge Accounting

Deerivative financial instruments are contracts whose value is derived from one or more underlying price, index or
other variable, and typically comprise of instruments such as swaps, forward rate agreements, futures and options,

All derivatives are recognized in the balance sheet at lair value and are classified as frading except where they are
designated as a part of an effective hedge relationship and classified as hedging derivatives. The carrying value of a
derivative is remeasured al [air value throughout the life of the contract. Derivatives are carried as assets when the
tair value is positive and as labilities when the fair value is negative.
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Measurenent of ECLs

ECLs are derived from unbiased and probabilitv-weizhted estimates of expected loss, and are measured as follows:

» Financial assets that are not credit-impaired at the reporting date; as the present value of all cash shectlalls over the
expected life of the financial asset discounted by the effective interest rate. The cash shortfall is the difference
between the cash flows due to the Company in accordance with the contract and the cash flows that the Company
expects to receive.

+ Financial assets that are credit-impaired at the reporting date: as the difference between the gross carrying amount
and the present value of estimated future cash flows discounted by the effective interest rate.

« Undrawn loan commitments: as the present value of the difference between the contractual cash flows that are due
Lo the Company if the commitment is drawn down and the cash flows that the Company expects to recsive,

= Financial guarantee contracts: as the expected payments to reimburse the holder less any amounts that the Company
expels W recaver.

For lurther details on how the Company caleulates ECLs including the use of forward looking information, refer to

the Cradit quality of financial assets section in. For details on the effect of modifications of loans on the measurement

of ECL refer to note on Provision for expected credit loss.

ECLs are recognized using a provision for doubtful debls account in prolit and loss. In the case of debt instruments
measurad at fair value through other comprehensive income, the measurement of ECLs is based on the three-stage
approach as applicd to financial assets at amortized cost, The Company recognizes the provision charge in profit and
loss, with the corresponding amount recognized in other comprehensive income, with no reduction in the carrving
amount of the assel in the balance sheet,

Impairment charges on loans and advances

Tudgment is required by management in the estimation of the amount and timing of future cash fows when
determining an impairment loss for loans and advances. In estimating these cash flows, the Company makes
judgments mainly about the borrower's financial sitwation and the net realizable value of collateral. These estimates
are based on assumptions about a number of factors and actual results may differ, resulting in future changes o the
impairment allowance.

A collective assessment of impairment takes into account data from the loan portlolio {such as credit quality ¢ levels
of arrears, credit utilization, ete)), and concentrations of risk and sconomic data (including levels of GDP Growth
Rale ete.).

vii) Recognition and Derecognition of Financial Instruments

A financial asset or financial ligbility is recognized in the balance sheet when the Company becomes 2 party o the
contractual provisions of the instrument, which is generally on trade date. Loans and receivables are recognized when
cash is advanced {or settled) to the horrowers,

Financial assers at fair value through profic or loss are recognized inilially at fair value, All other financial assets are
recognized initially at fair value plus directly attributable transaction costs.

The Company derccognizes a financial asset when the contractual cash flows from the asset expire or it transfers its
rights to receive contractuzl cash flows on the financial asset in a transaction in which substantially all the risks and
rewards of ownership are transferred. Any interest in transferred financial assets that is created or retained by the
Company is recognized as a separate asset or liability.

A financial lisbility is derccognized from the balance sheet when the Company has discharged its obligation or the
contract is cancelled or expires.
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3.4

3.5.1

Property, Plant and Equipment
Recognition and measurement

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

The cost of property, plant and equipment includes expenditures that are dircetly attributable to the acquisition
of the asset,

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

Drepreciation is recognized in profit and loss on a straight line basis over the periods appropriate o the
eslimated usetul life of the different tvpes of assets on the rates given below,

Furniture and Fittings 10% p.a.
Computer and Equipment  20% pa
Office Equipmoent 10% p.a.
Swift Equipmenl 25% p.a.

Depreciation of an asset beging when it is available for use and ceases at the sarlier of the dates on which the
asset is classified as held for sale or is derecognized. Depreciation methods, useful lives and residual values
are reassessed al the reporting date,

Depreciation rate of Computer Equipment has been revised From 25% to 20% with effect from 01:01/2017 o
comply with the group policy.

Intangible Assets

An intangible asset is recognized if it is probable thar future economic benetits will flow to the entity and the
cost of the assct can be measured reliablyv. Intangible assets with linie useful lives are measured at cost less
accumulated amartization and accumulated impairment losses,

The useful lives of intangible assets are assessed o be cither inite or indefinite. nrangible assets with finite
lives are amortized over the useful economic life and gssessed for impairment whenever there is an indication
that the intangible asset may be impaired. The amorlization period and the amortization method for an
intangible asset with finite useful life are reviewed at least at each financial year-end. Changes in the expected
useful life or the expected pattern of consumptions of future economic benefits embodied in the assets is
wecounted for by changing the amortization period of method, as appropriate, and treated as changes in
ecounting estimates. Amortizations expense on intangible assets with finite lives is recognized in profit and
luss 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 fee 5 Years

Board Pac 5 Years

LIABILITIES AND PROVISIONS
Emplovee Benefits

Delined Benefit Plans

The lishility 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 henefit ablipation is calculated
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3.5.2

3.5.3

3.7

3.8

J.8.1

JE.L1

annually wsing the projected Unit Credit method. The present value of the defined benefit obligation is
determined by discounting the estimared future cash flows using the interest rates that apply to the currency in
which the benefit will be paid and that have rerms to maturity approximating to the terms of the related
lahility.

Deflined Contribution Plans - Employees® Provident Fund and Emplovees' 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 regulutions. The Company contributes 12% and 3% of gross emoluments of employees
to Employees’ Provident Fund and Employees® Trust Fund respectively and is recognized as an expense in
profil and loss in the periods during which services are rendered by employees,

Short-term benefits

Short-term emploves benell ohligations 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
gxpire.

Financial assets and habilities are offser 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 sertle on a net
hasis or to realize the asset arid settle the liability simultaneously,

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

Such financial liabilitics are recognized initially at fair value plus any directly attributable transaction costs.
Subsequent Lo initial recognition these financial liabilities arc measured at amortized cost using the effective
interest method.
Frovisions
A provision is recognized if, as a result of a past evenl, the Company has a present legal or constructive
obligation that ¢an be estimated reliably, and it is probable that an outflow of economic benefits will be
required to settle the oblization,

Income Statement

ERevenue Recognition

Interest and Similar Income

For all financial instruments measured al amortized cost, interest bearing Onancial assers classified as

tinancial instruments designated at fair value through profit or loss, inlerest income is recorded using the
effective interest rate, which is the rate that exactly discounts estimated [uture cash receipts through the
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expected lile ol the financial instrument or a shorter period, where appropriate, to the net carrying amount of
the financial asset. The caleulation takes into account all contractual terms of the financial instrument (for
example, prepavment oplions) and includes any feas or incremental costs Lthal are directly attributable to the
instrument and are an integral part of the effective interest rate, but not future credit losses,

Fee and Commission Income

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

Trading Income

(rins or losses arising from the sale of dealing sccurities are accounted for on the date of transaction in
profil and loss.

Expenses
Interest and Similar Expenses

For all finuncial instruments measured at amortized cost, borrowings under repurchase agreements, interest
expense is recorded usingsthe 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 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
insmument 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 Lo the extent that it relates to items recognized directly in equity, when il is recognized in
equity.

Current Tax

Current tax is the expectad tax pavable on the laxable income for the vear, using lax rales enacted ar the
reporting date and any adjustments to tax payable in respect of previous years.

Deferred Tax

Deferred tax is recognized in respect of lemporary differences between the carrying amounts of assels and
liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is
measured at the tax rates that are expected (o 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 lax asset is recognized only to the extent that it is probable that future taxable profits will be
available against which the temporary difference can he utilized, Deferred tax assets are revieswed at each
reporting date and are reduced to the extent that it is no langer probable that the related rax benelit will be
realized,

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

mcome tax adjusted for the cconomic depreciation computed on prescribed rate and emoluments of
employees,

34
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INTEREST INCOME

wh

[nterest on Treasury Bills/Bonds/R.Repo
Interest on Debentures

6. INTEREST EXTLENSE

Interest Expense on Repurchase Apreements

2018 2017
Rs. Rs.
1,237,543, 644 996,133,034
18,463,483 19,646,976
1,266,007,127 LOT59580,010
218 017
Hs. Rs.
ﬁﬂ,ﬂ&d,ﬁﬁﬁ T3, 072 491
891,984,600 T13. 172 491

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

Realised
Linrealized

8. OTHER INCOME

Mon Refundable Fee Income & Other Income Received
Loss on Fixed Assets TransferRemowval

Dividend Income

Other Income

9, PROFIT BEFORE TAXATION
Profil before taxation s stated afier charging all expenses including the following

Auditor's Remuneration
Depreciation on PPE
Aumotisation of Intangible Assets
Personnel Costs (9.1]

9.1 Perzonnel Costs
Salarics
[Defined Contribution Plan Cost - EPF and ETF

Defined Benefit Flan Cost - Retivement Gratuity
Other Staff Cost

10,  ¥WAT ON FINANCIAL SERVICES

2018 L) )
R, R,
16,725,852 26415277
(371,713,608 287,917,227
(354,987,757 314,332,505
2018 7
Hs, Hs.
# 814,937
E {2,264}
- 36,000
1,193 =
1,193 48 n91
20158 017
Rs. Rs.
500,000 09 R6T
904,157 730,044
T9,99% 53,333
39843632 32,308,061
2018 T
Rs. R,
26,442,341 20,779 366
1,452,706 1,053,453
350,997 243,840
11,597,589 101,231,200
39,843,632 32,308,061

The valug base for value added tax for the company is the adjusled accounting profit helore tax and emoluments of
employees. The adjustment to the accounting profit before tax is for economic depreciation computed on prescribed rates,

instead of the rates adopted in the financial stalements,
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12,

INCOME TAX EXPENSE

Current Income Tax
Current Income Tax charge on ordinary aclivities for the year
Underd{Cver) Provision of current taxes in respect of prior years

Deferred Income Tax
Deferred Taxation Charged Reversal)
Income Tax Expense Reported in the Income Statement

Reconciliation between Current Tax Expenses and the Accounting Profit

Aveounting Profit f{Lossd before Tax from Conlinuing Operations
Ineome not Liable for Tax

Other Appregate Disallowed [lems

Oiher Apgregate Deductible Tlems

Taxable Profit

Income Tax Rate
Current Income Tax Expense

EARNINGS PER SHARE

20118 1) e
Rs. R,
2,991,136 175,692,127
- (309 831
20991136 [ 75,382 490
(145,055 653,322
2,843,081 [76,043, 818
2018 2017
Hs. Rs.
2,878,581 538,843 2832
{3,263,930) (7,946,344
12,271,972 98,205,660
(1,203,994) {1.62_9;98]‘1
10,652,679 627,472 596
2R 28%
2,991,136 175,692,327

2,991,134

175,692,327

The calculation of earnings per share is based on profit attribulable to the ordinary shareholders for the vear, divided by the

average number of ordinary shares in issue during the vear and caleculated as Tollows;

Profit Attributable 1o Ordinary Shareholders
Weighted Average Numbers of Ordinary Shares
Earnings Per Share

DIVIDEND PER SHARE

018 iz
Rs. Rs.
35,500 362,786,903
109,506,849 33,013, 6940
(L0003 f. 84

Dividend per share is caloulated by dividing the dividend by the number of ordinary sharcs in issues as af the year end

Weighted Average Numbers of Ordinary Shares
Dividends paid {Rs,)
Dividend per share

2018
s,

108,506,540

07
Hs.

33,005,699
131,500,000
.01
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14

15

16,

1%,

CASH & CASH EQUIVALFENTS 28 2017

Hs. Rs.
Caszh at Bank and Cash in Hand 2,405,105 4,439 469
Balance with Central Bank 177,478 03,843
Impairment 43 (106}
Cash & Cash Equivalents for the Purpose of Cash Flow Statement - 2,582,519 4,553,106
FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS (TRADING)

2018 2017

Hs. Hs.
Treazury Bills 661,361,119 A9 79T 703
Treazury Bonds 9,5325,790,326 AT B3R ASS

[, 187,151,445

_ 251T,A36,138

LOANS AND ADVANCES AT AMORTIZED COST 2014
Hs.

Loans & Advances rom Banks -

2017
Rs.

256,668,272

Loans & Advances from Other Cystomers 24,072,687 22,152 561
24,972 687 278,821,835
FINANCIAL ASSETS AT AMORTIZED COST - HELD TO COLLECT 2018 am?
Rs. Hs.
Treazury Bonds 3,673,995,953 3651,313,050
Dicbentures 351,238,581 199 920,699
Impairment (44,823 {99.477)
I_fl_,[lzﬁ,lﬁ_‘?,?'-ﬂ 3.831,134,25]

FINANCIAL ASSETS AT FATR VALUE THROUGH OTHER COMPREHENSIVE INCOME

2018 2017
s, s,
Treasury Bonds _ o Le0da20061 1819102172
l.ﬁl].]-.llU‘,W:[__l % I,8[9,][32,!?3:._
EQUITY INVESTMENTS AT FAIR VALUE THROUGH OTHER COMPREHENSIVE INCOME
Z0R 2017
Directors' Mrectors'
Cost Yaluation Cost Yaluation
Hs. Rs. Rs. Rs.

lowestment in
Lanka Financial Services Rureau Limited 10000 0 1,000, 00H) 1,000, 000

1000000

1000, 000 1,000,000 1,000,000

L, 000, 000
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2 PROPERTY, PLANT AND EQUIPMENT

Cost

Computer Eguipnent
Swift Bguipment
Ciffice Equipment
Furmiture & Fittings

Accumulated Depreciation

Compuler Equipment
Swill Byuipment
Cilfice Bguipment
Furniture & Fittings

Carrying Amouni

Net Dook Value as at 31 Decamber

201 Fully Depreciated Property, Plamt & Equipment

Balance as at

Adlditions

DvispasalsT ranslers

Balance as at

/012014 during the year during the year ILALNE
Hs. Rs. Rs. Rs.
4,447 /04 259,470 - 4,707, 1 Giz
13,003 - - L3505
I, 106,496 05,558 = 1,202,053
210,648 - - - 910,648
7,578,743 355,028 - 7,733,771

Balance as at

Charpe for the

Depreciation on

Balance as at

012018 vear Disposals/Transfers IS
Rs. Rs. Hs. Rs.
2,011,721 T34 365 - 2071087

913,901 . - 913,901
361,556 104,326 - 455 882
TEE,274 1 Aa6 28740
4,075,453 _9_1]4,157 497,610
018 2017
Is. Rs.
2,754,160 3,303,290

The initial cost of fully depreciated Property, Plant & Equipment, which are still in use as at Reporting date is as follows

Computer Equipment
Swill Equipment
Dffice Equipment
Furniture & Fittings

21,  INTANGIBLE ASSET
Cost
SWIFT License Fee
SWIFT Entrance Fee
Board Pac

Accumulated Amortisation & Impairment Loss

SWIFT License Fee
SWIFT Entrance Feo
Board Pac

Carrying Amonnt

Carmying Amont

Irad
=
—

Fully amortised Intangible Assels

Balance as atl

Additions

N8
Hs.

942 054
913,903

1,680
377,050

Drisposals/Transfers

17
Rs.

53,204
413,803
fid, 213
233954

Balance as at

0112018 during the vear during the year 32720108
Rs. Rs. Rs. Ks.
1,058,562 - - 1,058,562

a11,00 - 21 I;I.'Ilil
400,000 e A0, G
1.369_.%.“-:.; Mo - 1,369,593

Balance as at

Charge for the

Drepreciation on

Balance as at

The initial cost of fully amortised intangible assets, which are still in we as at Beporting date is as Tollows:

SWIFT License Fee
SWIFT Entrance Fee

01012018 year Disposals/Transfers IS
Rs. 5. Rs. Rs,
1,058,562 - S |, 058 562

B1L031 - - 911,031
33,333 79,999 = 133,332
2,022,027 79,999 = 1,102,926

018 7

Rs. Rs.
2,608 6,667

e ——

0148 017

Rs. Rs.
158,562 1.058,502
911,031 QL1031
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12 DEFERRED TAX ASSETALIABILITY) 20h14 2m7
Rz, Rs.
Balance at the beginning of the year (74,960 588,353
Chriginationd reversaljol lenporary ditferences 148,055 (63,322}
Balance at the end of the year EERLI 174,065
The closing Deferred Tax dsved balance relates fo yhe following
Accumulated Depreciation {480,946) (420,391
Increment Benefit Obligation 535,032 345,422
13,086 (74 359
23, OTHER ASSETS 218 07
Rs, Rs.
Cither Hecevables 5,991,830 7.816,773
Recervable From Treasury 246,939,587 246,939 587
WIIT Beceivable (Notional Tax) B.512,207 28,254 683
WIHT Receiveble (Debenture Interear) 818,105 -
WAT & NBT Receivahle 34,298,919 -
296,560,445 2R3011,043
Notional Credit for WHT on Government Securitics on Secondary Market Transaction
In aceordance with the seclion I.Hl? of the Inland revenue Act Mo 10 of 2006 the company is eatitled 1o a notional tax credit
equivalent to 1/%th of the interest income derived from the Market tansaction in Government securitics upte 01.03.2018, [nlznd
Fevenue Act MNo. 24 of 2007 came to efTect from 01,04, 2018 and Motional Tax on Government Securites is ahalished
Avcordingly, the net inlerest samed by the Company from the secondary Market transactions in governmenl securilies, has been
grossed wp in the Financial Statement and the resulting notional credit amounted 1o Rs.8,512.2075 upto 31,03 2018 (2017 - Rs,
2E,254 68350,
24, BORROWINGS UNDER REPURCHASE AGREEMENTS FAGE ] 2017
Rz Rs.
Due withen | year 13,441 494,660 T30 111942
13441494660 T0M0,111,942
23, AMOUNT DUE TO RELATED FARTY s 2am?
Hs. Rs.
Mationgl Savings Bank = Current Account 40,657 A0,697
- {ither Payables 431,824 3437932
o 472,480 3ARR GAY
2. OTHER LIABILITIES 2018 2017
Rs. Hs,
Walue added Tax (YAT) Pavahle - 1,546,100
MBT Payable - 1,535,479
Sundry Creditors 230,00 5,008,000
Accroed Expenses 4,542,655 6,483,236
Dividend & WHT Payable - 17,504,000

4,772,635

42 06R,815
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7.

271

272

18

4.

RETIREMENT BENEFIT OBLIGATION

Balance at the beginning of the year
Current Service Cost

Interest far the vear
[refici{Surplus) charge for the vear
Pavments made during the year
Balance at the end of the year

40

2018 207
Kz, Rs,

1,233 650 1,260,024
204,602 18,868
149,395 124,573
397 609 {(270.215)

1982356 1,233,650

LECAS 19 requires the use ol actuarial technigues to make & reliable estimate of the amount of the retirement benefil that the
employess have camed in return for their service in the current and prior periods and discount that benefits using the projected unit
Credit Method in erider o determine the present value of the retirement henefit ohligation and the current service cost. This requires
an ety e deternune hosw much beneftis attributable to the current and prior periods and 1o make estimates about demaographic

and fimancial vanables tat will influence the cost of the benelin

The Tmployes Benelit Linbility is based on the Projected Unit Credit method carried our as at 31 Decembe

aszumptiens used in determining the cost of employes henefits were:

Disceunt rate

Future Salary Increment

Staff Turnaver Rate & Average Futore Working Life Time
Ape roup

Staft Turnover Rate
Average Fere Working Life Time - Years

Sensitivity Analysiz - Salary/Discount Rate

18
12.11%
B.33%
15-39
(F%a
s

2018, The principal

27
10, 63%
L]

Walues appearing in the Financal Statements are very sensitive to the changes i financial and sun-Mnenzial assumptions used

Aosensitivity was carried oul as follows.

Effect on the present value of Defined Benefit Obligation
Crne percentage point chanpe in the discount rae
Cine percentage point changes in the salary ezcalation rate

Assumptions
Financial Assumptions

- Rate of dizcount, Salary iecrement rale

Demographic Assumptions - WMortality, Statf turn over, Disability, Retitement age

STATED CAPITAL

Opening Balance
lsaued During the vear
Closing Balance

+1%
(284 444)
48578

2018
Hs.

SO0, DD
B0 0, 0

-1%
31428
[295,996)

2017
Rs,

| 30,000, 00
TA0,000, 00

1, 700,000,000

S0, OO0, ()

The holders of ordinary shares arc entitled to receive dividends as declared from time to time and are entided © one vole per share

ar Anmual General Meeting of the company.

SPECIAL RISK RESERYE

At the beginning of the year
Transferred during the year - 25% of profit after tax
At the end of the vear

s m?
Hs. Hs.
584,660 470 493 941,109
5573 90,699 361
584,669,345 584660470

In order to promote the safely, soundness and the stability of the Primary Dealer (PO system and o build up PO capilal base,
Frimary Dealers (FDs) are required to tansfer a sum not less than 10% of their profir after tax asnoally 2 Special Rizk Reserve.

Accordingly, Company mansterred 23% oul of Net Profic o the Special Risk Reserve
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3

i1,

MATURITY OF ASSETS AMD LIADILITIES

A analysis of imlerest beasing aaseis and habitties by theic remainog periods of the reporie date 15 2z follows,

Ad al 31 December 2008 Less thun 3o B2 It s More than Total
ASSEls 3 Manths Manths Years Years 3 Yenars
Hs, R Hs. Rs. Hs. Rz,
Assels
; jecurities ar Fair Val e - "
?:;t;;n;rii ianiting abEaie, Viale 512,399 #68 597,515,366 4,316,807.324 3.555,059.550 1,106,270 235 1,187,151 445
| 92,754,594 - 1,479 694 2350 9,424,054 742,143 0 i
Gowvernment Securhes ab Amatzed Cost HEb e AR TR0 LEEREN 3572,59% 24
Corporale Debeniunes 12,698,581 o At TL3 51,585,737 152 412, H7 351,193,758
Governmenl Secuntics at FYTOO] TEE00.06 574,749,800 = B52,783,200 1,603, 125,941
Luoans & Advances L0604, 324 14,368,362 - - - 24972 687
Total Interest Earning Assets T04.004430  1.276,130,2427 _ 5.848,177,331 6,163,679,51 1 L 848,322, 320 15, Kd01,443 534
Tital non Interest Earning Assets LRI N
Tuwlal Assels 16, 171,543,209
Liahilities
Cooveetnntent Secierities sold under
Repurchase Agreoment 10,7548, 207 K2 2,705 287,578 - 13,44 1 494 660
Total Interest bearing Liahilitles 10,736,207,081__2,705,267,578 e 13,441,494 660
Total non int. bearing Liabilities 7,227,301
Sharcholder's Fund 1,721 821,158
Tatal Equity and Liabilities EETRCIETTRTR
Axat 31 December 2007
Ansply Less than Jin 12 (RN ERTE] Muore than Tutal
3 Muonths Muontls Wy Years 5 Yenrs
Rs, R, Rs. R, Rs. Hs.
Clovermment Jecuriiies al Fair Value
Through P & L 62,243,714 631,666,873 ST0,611,685 Q920,040,757 111,073,001 2217.6836,000

Government Sscurilies = Amerlized Cost
Corporale Debenlures

Governmenl Securities 81 FVTOCT
Luonns & Advances - Customers

Tukal Inleresl Earning Assets

Total non Interest Earning Asselx
Total Assets
Liabilities

Cowermmen? Secwtices sald onder
Repurchaze Agrezment

Totul Interest bearing Liahilities

Tatul non int, benring Liabilities
Shareholder’s Fund

Total Eguity and Linbilities

s66 126,305 1,551,388 160 1E13,E08,67) 1651313137

51,196,678 134,910,213 13,14 328 : 150,821,22 |

. 204,122,761 B05, 611,150 826,183,500 174,178 762 1,819,102,172

265,702,355 - 13,1 18,880 - 176,821,815
J27946,669  1766,131,498  1,715,133,050 3,311,332.746 1,746, 150,454 B B60,604,300

291,214,206
IR

5506362748 133,749,154 0,111,
S896,362,148  1,133,749,194 - 70300 11,941

FINANCIAL ASSETS PLEDGED AS COLLATERALS

The Company has pledged assets that are in its Statement of Fira
applying such agreements. The Company has pledged he invesiment in

Government Securities

RT3
Rs,

T4, 506,510,012

184,209,713

I,944 586 218

015K, S0H.607

il Position in day 1o day rensactian which are comdected under the usual 1erms and conditpns
govermIment securities sgainat securies holkd under repurchase agreements

27
s,
7847218353
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3.1

FAIR VALUE OF FINANCIAL INSTRUMENTS

Financial Instruments Recorded at Fair Value

The fellowing is a description af how fair values are determined for financial instruments that are recorded at fir value using valuatian
technigues. These incorporale the Company’s estimate of assumplions thal @ marker participant would make when valuing the
instruments.

(a } Financial Assets Held for Trading

Cuoted Equities and Sri Lanka Government Securities - Treasury Bills and Bonds included in Financial Assets Held for Trading are
valued using market prices.

whereas debt securilies are valued using discounted cash NMow valvalion models which incorporate observable and non ohservahle
market data.

{b) Financial Investments - Fair Value Through Other Comprehensive Income

Fair Valug Threugl Other Comprehensive Incoms Financial Assets valued using valuation techniques or pricing models primarily
consist of unguoted equities.

Determination of Fair Value and Fair Value Hierarchy
- L] . - & - . . v i .
The Company uses the following hicrarchy for determining and disclosing the fair value of financial instruments by valuation
e & 4 5
rechnique,

Lewvel |7 Queted (unadjusted) prices in active markets for identical assels or labilitics

Level 2: Crher technigues for which all inputs which have a significant effect an the recorded fair value are observable, either directly
o Indirecthy

Level 3: Technigues which use inputs that have & significant effect on the recarded Fair value that are not based on ohservable market
data

Determination of Fair Value and Fair Value Hjerarchy

As at 31 December 2015 Level 1 Level 2 Level 3 Toral
Hs. Its, Rs. Rs.
Financial Assets
Financizl Assets - Teld for Trading T, 1B7.151,443 [0, 187,151,445
Fair Value Through Other Comprehensive Income - 1L6035,129 061 . [,603,129,961
Equity [nvestments . - 1,000, (0 1,000, D00
10,187,151, 445 1,603,129,961 1,000,000 11,797,281 406
Asat 31 December 2017
Financial Assets
Financial Assels - Held for Trading 2,917,6340,138 . - 2.817.634,138
Fair Value Through Other Comprehensive Income LEES, 102,172 - 1,819,102,172
Equity [avestments - - 1,000,600 L, 000,000
2.917,636,138 1LEL9,102,172 L,y ) 4,737, 738,310
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3. FAIR VALUE OF FINANCIAL INSTRUMENTS (Contd..)
322 Determination of Fair Yalue and Fair Value Hierarchy
Set out below is a comparisan, by class, of the carrying amounts and fair values of the Company's financial instruments that are not

carried at fair value in the Nipancial statements. This table does nol include the Gaic values of non-financial assels and non-financial
liabilities,

31 December 19_1'!5‘.'_ 31 December 20107
Carrying Amuyunt Fair Value Carrying Amount Fair Value
o Rs. Rs. Rs. Ks.

Financial Assets

Cash and Dank 2 3R2. 534 1,382,539 4,533,313 4,553,313
Loans and Advances 24,972,687 24,972,687 2TH R R3S 278,821,835
Financial Assels us Held to Collect 3673995983 _jzﬁ_iﬁ:ll.'i,?UE J63LI13030 3,729 8RR 528
Tatal Financial Assets 3,701,551,209 "3,573,789.018 1,034,688.177 4,013,261 675
Financial Liabilities

Borrowings under Repurchase Agreements 13,841,454 660 L3, 441,494 66i TOE0 010942 T.030,111,942
Amounts Dug to Related Parties 472 480 472 450 3,488 044 1 48K 649
Total Financial Liabilities 13,441,967,140  13,441,967.140 7.033.600,591  7,033,600,591

uh

Fair Value of Financial Assets and Liabilities not Carried at Fair ¥alue

The fallowing deseribes the methodologies and assumptions used 1o delermine fir values for those financial instruments which are
oot already recorded pt Gair value in the Financial Statemsanls,

Assets for which Fair Value Approximates Carryving Value
For financial assets and linancial liabilities that have u shorl term maturity it is assumed that the carrying amounts approximate their

fair value. This assumption is also applied to demand deposits, savings accounls withoul a specific maturity, foating rate
instruments, fixed rale instruments having matirities within 12 months.

Fixed Kate Financial Instruments

I'hie tair value of fixed rate financial assels and liabilities (other than assets and liabilities with maturities within 12 months) carricd
at amortised cost are eslimated by comparing market interest rates when they were fiest recognised with current markel rates for
girnilar linancial instruments,
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33

FINANCIAL RISK MANAGEMENT
Overview
The Company has exposure to the following risks from its use of financial instruments:

= Market risk
= Qperational risk

This note presents information aboul the Company’s exposure to cach 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 statoments.

Risk Management Framework

The Board of Direclors has overall responsibility for the establishment and oversight of the Company's risk manazement
framework,

The risk management policies of the Company's are established o identily and analvze 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 reviewed regularly to reflect changes in market conditions and the company's
activities.

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

Market risk

Liguidity risk and the inrerest rale risk are monitored monthly using gap analvsis and the re-pricing impact of interest rate
fluctuations on the portfolio, Siress testing based on PVEP analysis lo monitor the impact of interest rate variations on the
value of the portfolic is also assessed and both resulis are reporled Lo the Board.

Operational risk

A software svstem has been put in place lo aulomale core functions of the Company with anline MIS and other risk
management facilitics. A Disaster Recovery Site for SWIFD connectivity, [T syslem and other business functions of the
Company has been set up at N5B premises in Maharagama & Tnternal audit conducted by Officers of the Audit &
Vigilance Division of the NSB is responsible for monitoring the operation of the internal control system.

A Cuarterly 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 portfolio, Cumulative Gap measuring the
Liguidicy Risk, Capital Adequacy Ratio and Capital Leverage are monitored under this assessment and the results
informed by the Central Bank are forwarded 1o the Board of Directors of the Company.
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NSB Fund Management C_nm[j?an}-' Limited
NOTES TO TIIE FINANCIAL STATEMENTS
Asat 31 December 2018

34, RELATED PARTY DISCLOSURES

() Transactions with key managemeni personnel

47

Ky management personnel comgise of the Directors of the Company and the deails of the transactions with them ane as follows,

iy Laoans to key management personnel

Mo leans were given o Dirsctors af the company.

i) Key management personnel compensation

Eemuneration paid to Directors during the vear was amounted to R, 1,008,000/ (2017 - Bs. 1,160,000

(b} Transactions with related parties

I'he following Iransactions ware carried out with relaled partics during the vear ended 31 December 2014

Tlems in Ineome Statement

Mational Savings Bank Interest Received from investment in Reverse Repo
service Charge Income
TGS Charges
" Interest Paid on Repurchase agresments
Custodian Fes
lrustee Fee

Items in Statement of Financial Fosition
Mationzal Savings Bank [nvestrments in Reverse Repa, Treasury Bills

and Treasury Bonds
Borrowing under Repurchase apresments

35, CAPITAL COMMITMENTS AND [T[)NTIN{_-:'ENCTES

There wers no capital commitments and contingencies as at 31 Decamber 2008

K
Rs.

7,884,945
39,421,256
992,250
46,104,941
£, 000, 000
500,000

2017

35
58,746,605
GHA B 00
170,401,342
6,000,000
ST INY]

| 564600000
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NOTES TO THE FINANCIAL STATEMENTS
Az oat 3] Drecember 2018

i

RECONCILIATION FOR ADOPTION OF SLERS (9

SLFRS 9, a5 issued eflects the Dest phase af work on replecement of LKAS 39 and spplies to classificatian ard messurement of financial gssets and Labilities
The standard was onginally sffective for annual penods commencing o or afler U1 January 2015

SLFRS 9 requires, pmong ather things, recognition snd re-measurement fos expected credi loss {ECL ) ona Gnancial asset that passes the “solely payments of
principle and interest” (“SPFP) test, and is measored at amostized cosl or fir value through oher comprehensive income. ECL also needs o be recognized for
legse recervables, contract assels, loan commitments and Gnancial gusrantee contracts, An explanation of how the tansition of the standard has afTected the
Coampany Financial Position and Financizl Perfonmance 15 set out in the following tables and notes that acoom pary the tables

Financial Positien

Andited Remeasurs Hezladne Audleed Remensurem
FLIz2007 Reclnssifienion mienat anazrg? L1207 Rnclnssificatian £l Hglade ©1,80_ 45017
Mate R, Hs. Rs. B R, B Rz Has.

Aszeis

it and Cagh Euuivglants k4 455110 [ +553,207 £.407 507 i kel a1k
Feuntid A al Taic Malog deongh i |18

L [Traling] ZUIT EAE 130 113K T2 E15077 LIRS T
Lamns and Advances 16 I, 8L 278521 RES 11,501,630 b, S6LGIN
Finanzial Invesmmeis — Had-o-Manasy 1a51315 030 )

[3AS1F1030) - [T TR (1K1 555 001]

Finieszial Fvestesenty sl Asagtiznd Cost - Held-| 17

ca-Canll - LESL 255728 [R5 Rk FEA] 39,251 = TS L) (BT 3,000,306, 400
Finaninl Invwsiments - Available-for-Sale

3,0 MLATY 12020022 ET1) | B0 752 160 (1.5 152 250

Farmncisl Aasets at FVTOC) L5 1 ALRI0E1 T2 1819,102,172 1.451.217,047 1,i93,013,047
JEquity insthaments at FYTOC) 4 ' 150 500 1,100, 6 5 1 A 00 1,IHIE AN
Fropery Flant e Equiparnl il 3,073,250 130320 218G 2171 045
Intangikle Assel H| 6T 186667 .
Deferred Tax Asies iz - _ 344,053

e Assely Il ZERO11DE5 233,011 0as 130, 3490672

[Torat Aavets 9,154,008, 156 - Ton,aRAY 138 508, B0 162050 g z (RO, 10,561,067,603
Linhiliting

Horowings wnder Repurchnee Agresrznzs kL i e [ R TA0 T o143, 1K1 57 W4 IR 1T
Amueni Do s Related Pariles 25 RREERE 3ARH f 3,335,515 111

Cifher Liabilirzas 25 42,008 415 42 0GH ¥ EX 501k 2RT L 7
Current Tay Linbililizy [ERSEENEI 13T 343,600 17,152,612
Pherarred Tax Lighitneg Iz 74 060 74 Hi

Hetiremenl Benelfit Ohligznon ¥ 1,233 650 1,235,051 125000 1,200,124
Toral Laabilicies T214,321,665 - 5 TII43EL 665 PITOEATALE z 0,190,847 A1
Equity

St Cepilal R LR AR o] a0, 000 A00 150, O A 150, L
alaines Larmings 75 k1470 (7, My 570,743 522 320 S (kA3 1,320 21K 463
Fomenial Misk Peserve 20 A AT (2,835} SRa,E5 LIS 493 il e 205001,
[hher Reseivis C1 LGB G20} 116 R 16 ) {IHZ 1Y, TR - [2R2050,VEL)
Tutal Equiry 1,944 686,550 - [LEET 1,744.545,937 1691, 208,851 g (RO 1,601,1 |ﬁ|
Toral Equily sl Liakilities P50 0B, B - P AREL %, 158,908,602 LOBGE 056,620 - (LR :o,am.l:'s'.',ri:-}:r




'NSB Fund Management Company Limited

NOTES TO THE FINANCIAL STATEMENTS

Asat 31 Decernber 2018

36.2  Financial Performance

Audited Reclassification  Remeasurement Hestate
2017 2017
Mot Rs, Hs. Rs. R,

Interest Incomme 1,015,980,010 LO15980,010
Interes| Expenses TE3,172,49] T13,172,45]
et Interest Income 4 302 BO7,51% JO2 0T 519
Fee and Commission [ncome R, 242 735 68,242,735
Fee and Commission Expanses 1935471 3955471
Met Fee and Commission Income 5 54,287 2n4 . - 64,287 2w
Met Gaindj Lozs) from Trading fi 314,337,505 114,332,505
Qtker Operating Income (et} 7 LER A LEENAHE
Tuotal Operating [ncome 582,275 980 GA2.275, 580
Collective Imgsurmerdt . (135417 (105410
Met Operating Income HE2 275980 - (10541 GEZ, 265440
Personnel Fxpenses & 32308 061 12,308,061
Depreciation & Amortization BO33TY A03,277
Other Expenses .. 9 14,020 480 (403,377 13,217 102
Operating profit(loss) belore VAT G35 5T 440 - HERRETI R
Vilue Added Tax (¥AT} on Financial Services 35,680,157 B5.680,157
Matior Building Tax 11,424,021 11,424,021
Frofit|Loss) Before Tax 538,842 242 - 538832721
Tax Expenses ] 176,045 818 176,045 818
Profiti[.0s5) for the Year R P AT :.'-,-H.l - (Eil5:41 362,746,903
(her Comprehensive Tncome

Other comprehensive income to be reclassilied to Income Statement

Revaluation of Securities Gain f Loss T Bonds (Fy 100 165,243,364 165,243 364
Other eomprehensive inenme notl Lo be reclassifed (o Income Statement

Aclupnel GanfLoss) on Betiremenl Benefit 2T0215 270,215
Tetal Comprehensive Income 525,311,023 = {151 52].34;1},452
Earmungs Per Share on profit

Bazie Eormings per Ordinery Share I G.E4 8R4
Driluted Eurnings Per Ordimary Share

49



NSB Fund Management {?ﬁnlwpan}'_‘_l_ximited o

NOTES TO THE FINANCIAL STATEMENTS
Asat 31 December 201 8

6.5 Notes to the Adoption of SLFRS 09

MNote 01 - Financial Assets at Amortized Cost — Held-to-Callect

Financial Assels which consist the characteristics of hold 1o collect contractual cash [Tows, mast SPPI est, infrequent and
insignificant sales are disclosed under the business model of Held-to-Cnollect,

Treasury Bonds classified as Held o Maturity and Quoted Debentures elassified under Available for sale have reclassi fed
into Held-to-Collect due to meel above characteristics,

Mote 02 - Fair Value through Other Comprehensive Income

Finanvial Assets which consist characteristics of both collecting contractual cash flows and sales, more frequent anc
significant sales are disclosed under Fair Valug through Other Comprehensive [noome.

Since, hose characteristics are mel, Treasury Bonds classified under Available for Sale have reclassilied int Fair Value
thriugh Other Comprehensive Income,

Mote 03 - Equity Instruments

Instruments which are not for trading and elected the irrevacable Olher Comprehensive Income option disclosed under Fair
Walug through Other Comprehensive Income.

Equily Instruments disclosed under Other long term Investments are reclassified into Equity Instruments at Fair Valys through
Other Comprehensive Income.

37, DIVIDENDS PAID
2018 017
Gross Dividend Met Giross Dividend MNet
Dividend Tax Mividend Dividend Tax Dividendd
s, Rs. Rs. Rs. Rs. Hs.
Cash Dhividend - - - 151,500,000 (9,150,000 172,350,000
Serip Dividend - - - 833,333,333 BLIF3333 730,000,000
Total Mividends paid = - - 1,024,833333 102,483,033 922 350,000

38, EVENTS OCCURRING AFIER THE REPORTING DATE

Mo circumstances have arisen since the reporled dale which would reguire adjustments toor diselosurs in the financial stalements
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