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INDEPEMDENT AUDITOR'S REPORT
TO THE SHAREHOLDERS OF SIYAPATHA FINANCE PLC

Repori on the Financlal Statements

We have audited the accompanying financial slatements of Slyapatha Finance PLC (the “Company™),
which comprise the statement of financial position as al 31 December 2017, and the Income statement,
statement of comprehansive income, statement of changes in equity and. statement of cash Hows tor
the year then eénded, and & summary of significan! accounting policies and other explanatory
information,

Board's Responsibility for the Financial Statements

The Board of Directors (the “Board™) is responsible for the preparation ol these financial statements
that give a trie and falr view In accordance with 5r Lanka Accounting Standards, and for such internal
confrols as Board determines is necessary o enable the preparation of financial stalements that are
free from material misstatement, whether due to fraud or error,

Auditar's Responsiblity

Our responsibliity 15 to express an oplnlon on these financial statemeénis based on our audil. We
conducted our audit in accordance with Sri Lanka Auditing Standards, Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance aboul
whether the financial statements are free from material misstatement.

An gudit involves performing procedures fo obtain evidence aboul amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment. Including the
essessment of the risks of material misstaterment. of the financial stalements. whether due to fraud or
error. In making those risk assessmenls, the audiler considers internal conltrol relevant o the entity’s
preparation of the financial statements that give a true and fair view in order to design awdit procedures
that are appropriate In the drcomstances, bt not for the purpose of expressing an opinfon on [he
effectiveness of the entity's internal control. An audit also Includes evaluating the appropriateness ol
accounting policies used and the reasonableness ol dccounting estimales made by Board, as well as
evaluating the overall presentation of the linancial statements,

We befieve thal ke sudit evidence we have obtalned Is sufficlent and appropriate to provide a basis Tor
our audit apinion.

Oplnign
in our opinion, the financlal statements give-a brue and Tair view of the financial position of the Company

85 at 31 December 2017, and of its financial performance and cash fiows for the year then ended In
accordance with Sri Lanks Accounting Standards.,
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Report on other legal and regulatory reguirements

A required by Section 16302) ol the Companies A&ct Mo, 7ol 2007, wa shate the fallowing:
&) Thebasls of opindon, scope and limitations of the audit are as stated above.

b}  Inour opindon :
*  we have oblainad 21 Ihe mformation and explanations thal were reguired for the

audit and. as far as appears from our examination, proper accounting records have

been kept by the Company, and
= ihe financial statements of the Company, comply with the reguirements of Section

151 of the Companies Act No. 7 of 2007,
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Sivapatha Finance PLC

iNCOME STATEMENT
Yenr ended 31 December 2007
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Siyapatha Finance PLC

STATEMENT OF COMPREHENSIVE INCOME
Year emidenl 31 December 2017

Profir for the year

Criber comporelvasive income! (cupensien]
Other comprehensive meome nol 10 b reclozai led b prodii o biss:

Actuarinl lasses on defined benefit plan
[Deferrad tax effect om actumrinl losses

Surplus from revaluation of property,plani & oguipmen|
Defurred tox efToect o surphes from revaluation of property.plunt & equiprment
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The Accoumting podicies and Moici {0 the Finemcim| Statements from page 08 i064 foom an infegral part of these Finaneis) Sinenenss,
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Sivapatha Finance PLC
STATEMENT OF FINANCIAL POSITION
Asni 3 Deocemher M7

2T 101

SR ] B "O00
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Wit ol that these Fraanoal Stsements are presented m compliance wilh ihe requirements of the Companies Aot Ma, T of 207,

The Bsanrd of [viegewrs i fespanzibks fbr thess Fmmneial Ssaements. Signed Tor aedl on BehalT ol ihe Board by,
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Siyapatha Finance PLC
STATEMENT OF CHANGES IN EQUITY
Yeor enadied 11 December 107
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Sivapaths Finance PLC

STATEMENT OF CASH FLOWS
Yiear endod 31 December 2017
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Sivapatha Finance PLC - F

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 Pecember 2017

1.2

13

T4

15

CORMIBATE INFORMATION

CGeneral

Siyvapatha Finapce PLC (The Company™), Rrmerly kpown s Sivepatha Finonce Limited is o demiciled,
Public Limited Liohlity Company incorporied in 5o Lanka on 03 March 2005 under the Companies Act
M. 17 of FORY. The Company was re-regisiered under the Companies Act No 07 of 2007, It is o Licensad
Finance Company under the Finance Business Act No 42 af 20011 and amendments thereto. The registered

office of the Company is located m No 1 10, Sir James Pieris Mowatha, Colombo 02, The principal place of
ushiess 18 locared at. Noda1 2, Mowam Mawatha, Colambao 02,

The debeniures of the Company were initislly listed an the Colombo Stock Exchanpe on 2 Jomary 201 5.

Thee stafT wirengih of the Company a8 ot 31 December 2017 was 340 (390 a5 at 31 Deoember?016).

Principal Activitles and Nature of Operations
The Company provides a comprehensive range of financial services encompassing accepting deposits and

tesue of debt instruments, providing Finonce Lease, Hire Purchase, Vehicle Loan Facilities, Moerigage Loans,
Griold Loan, Debi Factoring, Revalving Loars amd BusinessPersonal Loans,

Parent Ewterpieise and Ulilmate Parent Enterprise

The Company™s parent undertaking /aftimiate porent and the controlling party is Sampath Band. PLC, which
is incorporafed in 5n Lanko

irectors’ Hesponsibilily Statemoent

The Board of Tirectins m responsible for thess Financin! Statements as per the provesions of the Companics
Aot No07 of 2007 and the Sn Lankn Accouniing Standards (SLFRS LK AS).

Iiate of Avihorization

The Financial Statements of the Company for the vear eided 31 December 200 7 were authonzed for issoe
by the Board of Birectond in accordance with the resshition daved 3 February 2014,
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Sivapatha Finance PLC
NOTES TO THE FINANCIAL STATEMENTS
Year endied 31 December 2017

11

24

L6

BASIS OF FREFARATION
Stntement of Compliznec

The Financinl Stwements of the Conspany {Statement of Financial Posstion, Inceme Stafement, Statement of
Compechensive Income, Suatement of Changes m Equity, Stalement of Cash Flows wogether with Accounting
Palicies and Motesl as &l 31 Pecember 207 Tare prepared in pecordance with Sn Lanks Accounting Standards
(SLFRSx & LEASs) as luid down by the Instituie of Chartered Aconontants of S Lamka and in complinnce
with the requirements of the Conganies Agt Mo, 7 of 2007,

Basis af Meagvuremeni

The Finangial Swiements of the Company have been prepared i 5n Lanks Bopecs o g historical cost basis,
exgepl for the following items in the Statement of Financial Position.

®  Awvpilnble for sale investments are manssired ot fur vahee
Lizbilities for defined benefit obligations are recognised as the present valus of the defingd benefit
obligation,

8 Freehold land which 5 messoned o1 ¢ost of the time of sequisiion - subscquenily meassured st
revalued pmounts, which are the fabr values st the date ol revaluntion.

Functional and Presentation Carremey

The financial ststements ore presented in Sn Lankan Bupess (Thousands), which is sbso the Company’s
Tunctional pnd presentation currency {except otherwise indicoted), j

Presemtation of Finanelal Statements

The Company presents its statement of financial position broadly grouped by natire and listed in an order
that reflects their relative liquidity and maturity pattern. An anabysis regarding recovery or settbement within
12 manths- after the reporting date (Current) snd more than 12 months aftér the reporting date {non—cumenst)
is presemed in Note 42,

Materinlity and Aggregation

In complinnce with LEAS 81 on Presestation of Fisancial Sterements, cach mntenal class of similar items s
presented separately in the Finoncial Stiements. Items of dissimilas mafure or functions sre presented

sepaimtely, unloss they are immunterial,

Fimancial assets and fimancial Hsbilities are offset and the net smount reported m the Striement of Financial
Posiion oply when there 5 a legally enforecable right to offset the recognized amounts and there 1 an
inlenticn 16 setile on @ netl basis, or o realize the sssets mnd settle the Hiabibty simalisnesusly. Income amd
expenses are ol olfkel i the: meome satement unless required or permihod by sy Accountiog Standard or
inerpretagion wnd ss specifionly disclosed i ihe Accoanting Policees.

Comparative Information

The aceounting policies have been consistently applied by the Company with thode of the previous financial
vear in nccordance with LEAS 01 Preventaion of Fingncinl Stitemients,

The comparatree  informaonon s re<clossified wherever necessary 1o conform 10 the curmend year's



Siyapathn Finance IML.C

NOTES TO THE FINANCIAL STATEMENTS
Yoor ended 31 December 2007

)

Evenis After the Reparting Thate

All muterial events after the reporting date: have been considered where appropriate adjustments or
diselozures wie made in respective Mate 44 o the Finnncial Statements

SIGNIFICANT ACCOUNTING JUDGMENTS, ESTIMATES AND ASSUMPTIONS

The prepartion of Financinl Statements of the Company in conformity with Sri Lapks Accounting

Standnrds requises the punsgerment o make judgments, estimates sod psumplions that affect the application
of acgounting policies and the reporied amounts of asseis, Habilitics, tncome and expenses.  Aciual desulis

ety ahifer froen these cstimales,

Estimates and underlying assumplions are reviewed on an on-going bansd Revisions 1o acosunting cstimmtes
are recopmized i the period in which the estimates are revised and i my future perisds affected

The most sipnificant arens of estimation, uncertainry and critical judgements in apphyving accounting policies
tha have most sigmficant effoct on the amounts recogmazed in the financial staements of the Company e
as follows

i. Going Coneern

The Company’s management has made an assessment of its ability 1o continue 04 a going concern and i
snsfied that it has the resources o continue i business {or the forcsceable future,  Furthermaore,
manngement is not gware of oy materinl uncerminties thot may <ast significant doube upon the Company's
abilidy o continue 3 g going concern ond does nod ntend either 1o hquidoie or o coase operations
Therefore, the financial stabtements continue o be prepared on the going concern basix

e Uselul Life-time of the Property, Mant, Equlpment sod Intsagible Assiets

The Company revigws the residual valves, isefil Tives snd methodds of deprecimtion and amoriizntion of
Property. Mlane, Equipment and Imangible Assets atf each reporting date. Judgement of the management is
exercised in the estimation of these values, rates. methods and hence they are subject 10 uncertainty.

il lmpairment Losses on Loans aod Receivables (Finance Lesses, Hire Purchases, Viehicle Loans,
Foctoring, Mortgage Loans, Revolving Loans, Bosiness/Persowal Loans and Gold Loans)

The Company reviews Hs individually significant loans and adveasces ot cach Sttement-of-Financial-
Position date to assess whether an impaitment loss should be recordad in the income ststenvent, In particular,
managemend's judgement i reguired m ihe esttmation of the amount and tming of future cash ows when
determimng U impairment oss. These estimates are based on sssumptions about & number of fagtors and
potuad resalts may differ, resulting in foture changes to the sllowance

Lonns and sdvances that hive been assessed individually und found not o be impaired and all individually
insigrificant huans and sdvances are then sssesed collectively, b groups of sty with similar nisk
charaeleristics, o detormine whether provizion shoold be made due 10 incurred Joss evens Tor whicls there i
ohjective evidence, bul the effects of which are not vel evident. The collective asessment takes nocount of
datn from the loan portfslio {suck ko an type, asset type and past duc status elc., and judgements on the
effect of concenirations of nsks and economic duta including levels of unemployment, comsumer prices
indices, imerest mtes, exchonge rtesh Impamrment of loans and advances is discussed in detail onder Note 19
1o 24 i the Frnancial Statensents.

Chanersd Y i
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Sivapaths Finance PLC = -
NOTES TO THE FINANCIAL STATEMENTS
Yenr ended 31 Deécember 2017

iv  Toxmton

The Company is subject to income tax and judgement is requined to determine the wntal provision for carrent,
deferred and other maxes due 10 the oncertaintios that exist with respect 10 the mterpretation of the applicable
tox faws, it the time of preparation of these Firancial Statements,

Further, defiemed s asseis are recogiised in respect of tax losses 10 the extent thid it js probable thet fwtise
tnxable profit will be oveileble agaimst which the losses can be otilised, Judgemeon! & required o determine
tse wermsient of defierred wy dssets that can be recognised, basesd upon the Tikely timing and level of fune
tnxnble profits, tepether with future tax-planning strtejriss;

v. Defined Bonelit Plass

Tt cost of Defined Benefit Pension Plan is determined using scrwarnial valuations. An actuarsal valuation
mvolves making vanees sssompoons which may differ from sctunl develepments in the future, These
mclude the determinition of the discount rate, futare salary increases and mormlity mtes. e to the
pomplexity. of the valugtion, the underlving assumpiions wnd its long term aoture, a defined bemsefi
obiligat Emﬂ:ghlsh!y sensdtive (o changes in these assumptions. All pssumptions are reviewed ot ench
reporting daie,

In determining the appropride discount mle, mamgement consibers the interest rakes of Sn Lankn
Government bonds with exirapolaied maturities cormesponeding 1o the espected duration of the defined
benefil obligateon. The morsliy rate = based on poblicly availoble monality tables. Future salary increases
nre based on expected future mflation mibes and expected luture salary incrense mie for the Company.

vi  Commitments and Contingencies

All decernible risks are accounied for in determining the wmounl of wll known lmbilitics. Contingenm
linbilities. wre possible obligations whase existence will be confirmed only by uncertein future events ar
present oblipntions where (he trnnsfer of cconopie benefit is pot probeble or cannnt be reliably measured.
Comtingent leabalitics are nod recopnized in the Sintement of Finanein! Pesition but are disclosed unless they
are remote. Detasks of commitlments and contingencies ane given m Mate 43 10 the Financal Stlements,

vii  Fair Value of Finnncial Tnstromenis

The determination of fuir value of fimancial asser and financial lishilities recorded ou e Statemnent of
Fimancial Position for which there is no observable market price are determined using a wuricty of valusiiog
technigues that inclode the use of mathematical models. The valuntion of financial instnament 18 describesd in
Note 4 to the Financial Statements, The Company measunes fair value wsing the fair valuwe hicrrchy that
reflects the significance of input wsed in making measurements. The fair value ermrchy is also given in
Mote 40 w the Finoncial Statemcmis

vifi Finnncial Asscis nnd Finaocial iabilities Classification

The Company’s sccounting pokicies provide scepe for dssets amnd labilitdes o be classified. at inceprion in e
different accounting categories. The clasification of financial instrument s given in Note 15 *Analysis of
Finapcial Instruments by Beaserement Basis™

ix Fair value of Property, plant & Equipment

The free hold land of the Company s reflected at foir valoe ot the dote of revalantion bess any nccurmalated
depreciation and impairment losses, The Company engapes mdependent valuation specilists to determine
fair valoe of free hold land o lermw of Sno Lanks Acobunting Sanclard -SLFRS 13, (Fade Viilue
Messurement). The detniis of frechold o including methods of valoation are given in Mote 28 o the
Fliancial Sistensents,
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NOTES TO THE FINANCIAL STATEMENTS
Your eibed 11 December 2017

A0

4.1

412

413
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies sei pud below have been consistently do all penods presented in Theze Financinl
Sislemenis, wnlesy otlersise indieated.

Fimanetal Aszets and Finunelnl Liakilities — Toithi] Recogultion and Subsequent Messurement
Date of Recognition

Al finoncial assets and lisbilities ore initially recognised on the wade date, §.2., the dote thie the Company
becomes o party to the contractual provisions of the instrument. This mehsdes ‘regular way frades”
purchases or Wales 'of financinl pssets thal reéquire defivery of asscts within the fime frame gencrally
:stlhlhhndd::; regulation or comvention i the market place. Those trmdes are mitially recopnized on the
serlement :

Recognition nmd [nitial Messurement of Finnncinl Assts and Fineneinl Linbilities

The classification of financial assets and finnncial Tiabifitics ot initial recognition depends on their purpose
i charsclerimics wnl the tnagemen’s nention o segquiciog lem. AR Finmcial Assets and Financial
Linbilitics ane mensdred initinlly of their foir value ples tronsaction costs that-are directly attributable
peyursition or Haye of such fimancial instnoments  except in the cpse of fimmcial asscls and financial
Habilities reconded at fair value through profit or Joss a5 per S Lanka Accounting Standard  LKAS 39 on
*Financial Instrunsents; Recognition and Measurement’.

“Day 1" profit or loss

When the tromaction price differs from the fwir visloe-of othey observable curmem morked iransactions in the
same instrumient, or based oo & valustion lechnigue whose variables nchele only datw from observable
markets, the Company munedintely recognises the differeice between the iransaction price and fair valoe (a
‘Day 1" prafit or lassh in the Income Statement over the tenor of the fnanclal (nstrument using the elfective
mterest rate method.

Classifieation and Subseiyuent Measurement of Financial Assets

AL inception, 8 fmancial assel s clasifed under one ol the following categories,
aj Finnneial nssets af Foir voloe through profit o lass (FYTPL
»  Fomncial assei held for irading
- Financial gssets- Designoied ot fair value through profit or loss
b}  Loans & Receivables (L&R)
€} Held to Meiurdy {HTM ) Financial asscis
dj Financinl nssets available for sale

The Company defermines the classification of bs financul assets ot indtsal recognition, The classification
depends on the purpose for which the investments were noguired or eriginsted and tased on the Company™s
ability 10 hald,

Subsequent measurement of financial assets depends on thelr classificstion,
Financial Assets nt Falr Value through Profit or Eoss (FVTTL)

Finnncial asseis ol fair vilue through profil or loss nclude Domncial dssers held for trading and financial
assets e pisitid upon inithal recognition & Tair value through profit or less

The Commpizny does nol ave fimancial assets ander this category,
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Fimmacial Assets Avanilable for Sale

Fimancial Assets availtable for sale mclode equity secuntics, Equity mvestments classified as available for
sale nre those which are neither olassified as held for tmding nor designoted i fuir value through profii or
loss

The Company has not designuted any [oans or recelvables gs pssilable for sle
After initinl measurement, ovailable for sale finencial investments ore subsequently measared ot fair value,

Unrealised goind or losses are recognized directly in equity (Other Comprehensive Income) in the * Available
fior Bale Reserve’, When the investment is disposed of, the cumulative gain or loss previously recognised
equily s recoghised in e Income Slatement n *Oiber Operaiting Income’. When the Compony holds more
thien e investment in the e security, they are deemed o be didgpased of o @ frstin-fird-dut basls
Interest earped whilst halding avnifable for sale financinl investments i reporied & inlerest income asing the
efeciive imierest rate {EIR).

Dividends carned wiilst holding available for sale financial investments e recognised in e teome
statement &5 “Other operatmg income” when the nght of the payment hos been estmhlished, The losses srising
from rmpairment of such investments are recognised in the Income Statement in ‘impairment charges for
b sl eher Bvsses” and remioved fion the Available fon Sale Reserve.

Currenily, the Company has recorded s non- quoted eguity Investments classified as available for sale
firancial instruments ot cost less impairment if any, The details of svailable Tor sale financial asscts: ane
given wnnoie 26 fu the Financial Stdements.

Held to Maturity Finnncial Asscts

Held o Mawrity Financial a5 are pon- defivative linancial mssels with fxiel or determinable paymenis
and fixed maturities, which (he company has the istention and shility © Lald o moicty, This nelisdes

VESEMERE N govermment securities.

After the iniminl measurement, beld o-maturty financinl mstruments are subseguently measured al amaortised
cost using the EIR, léss impairment. Amorised cost i caleulated by taking into secount any discount or
premiem on acquisition and fees that are an integral part of the EIR. The omortisation is included in ‘Intesess
Income’ in the Income Staement. The losses arising from impairment 6F such investments are recognised in
ihe Income Statement in “tmpairment changes for lonns and other losses”,

If the Company were to sell or reglassify more than an msignificant amodnt of Held to Maturity investments
hefore maturity {other than in centain specific circumstances) the entire category would be minted and would
be reclassified us available for sale. Funthermore, the Company would be prohibied from classifyving any
financial assets as held 10 maturity during the following two years. The detuls of HTM financial mvestments
are given in Mote 27 to Financial Stastements.

Loans and Reccivahles

Loans and receivables inclade non-denivative finnncial assei with fived or determiiable payments that are
fiod st in an active market, ather (han

F Thiwe thot the Company intends o dell immediately in the nesr lrm gnd these that, upon jmitind
recogmitinn, designnies a5 fur vislue through profii or loss

¥ Those thot the Compary, upon mital recogrition, designates as avaitable for sole
v Those for which the Compony may not recover substantially all of its inioal investments, other than

because of credit deteromtion

13-
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After matral measurement, ~Loans ond Beceivables’ are subsequently measured an amorsed cos using the
EIR, lee pllownnce for smpairmsent. Amortised cost i calealated by iaking in to sccount any discount o
promium o aoqusition and fecs ond costs that are nn integral part of the EIR. The amomisation is included
in haterest Imcome” i the Income Statement. The losses arxing from imprirment ane recopnised in
impairment charges for loans and receivables "in the Income Statement.

Lowns and Receivables eonsast of cash and bonk halances, securilies purchased under repurchase npreements,
foctoring receivables, lense recelvables, hire purchase receivables, loan receivables, gold loan receivables
und other assets,

Cosh nnd Bank balnnces

Cash and bank balances comprise cash i hand, balances with banks, loans o1 call and ot shon notice that are
syibject toan insignificant risk of chamges in their foir value and are used by the Company in the management
ol s short e commiiments. Details of cash and bank balances: are given in Note 16 (o Financizl
Simiements.

Classilication and Subseguent Measaremont of Fingnelal Liabilities

Al the incephon the Company determines the clissification of s financial Tiabilivies: Accordingly, financial
lizabilitbes mre elieafied s,

(i) Finnncial Tabilities st Fair Value through Profit sr Loss (FVTPL)

a} Finoncial labiliiees el for trading

b} Fiesncanl linhilities designnted at fmr vales through profit or Toss
(i1} Financial lobilities ot mmomised cost

The subsaguent mcasurement of finnncial linkilities depends on their classification.

Fimnneinl Linbifities at Fair Valoe Through Profit or Les (FYVTPL)

Finmnamal Lishehines ot FYTPL include financinl labilities bedd for troding and financinl finbilities desigraned
upon mitial recognition &t Tair volue through profit or koss Subsequent o mitial recognition, fimancial
tinbilities at FYTPL are fair valie, and ghanges therein recognized in Incoms Statement.

a)  Fimancial Liobilities held for Tradmg

Financial fiahilities are clossified as held for trading if they are aciquired principally for the parpose of selling
or repurchasing in the mear term ar holds as a part of the portfislio that is manaped tagether for short em
profit or position taking, This category includes derivative financial instruments entered o 1o by the
Cotmpany which are not designated s hedging instruments in the hedge relationships s defined by the Sn
Lerka Accounting Stndards ~ LEAS 3% on Finuncial Insrumenis Recogmition nnd Measuremenis.

by Financiol Lisbilities designated a Fair Valoe through profit or loss
The Company designates financinl |[sbilities a0 v valee through profit or loss o the fellowing
CifCUMSIan0es.
= Such designation eliminates or significantly reduces measurement of recogniiion in consistency that
woubd atherwise arise from measuring the linbilities,
= The labiliises-are o part-of group of fnancial lebilies, finoncial sssets or both, which nre manag ed

ind their performance evaluated on o fair value basis, in sccordance with the documented rsk
mannge ment or nvesiment AraleEy

= The hability contains ong of more émbedded deriviiives that sipnificanily modify the cash flows
that would otherwise have been required under the contrast,

i'l'l:- f.'nmpm:.l hﬁ not designpied any fiouncinl linbilivies upon initial recognition as fimancial fabilivies

harierad
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Financial Linbilities at Amortised Cost

Fingncial Instruments issued by the Company that are nol desagnated af foar value through profit or loss, are

classified as Gnaneial Habflities o amorised cost endor *hank overdmft’, ‘dus o ofher customers”. "delbst
issued and odher borowed funds® and "other payables” as appropriate, wiere the subaance of the contrsciunl
arrangemend resulis in te Company having an obligation either to deliver cash or enodher finoncial asset o e
halder, or i sutisfy the obligniion other than by the eschange of a fed amoumt of cnsh or snother inencinl
assers Tor o Nxed aomber of ow'n eguity shires at amortised oost using ETR methad.

After mitinl recognition, such fimancial Habilites are substannally measured &t smortised cost using the EIR

method, Amortised cost is calculated by taking into sccnunt any discount or premium on the issio gl costs
that ore imegral pant of the EIR The EIR amortisation t5 meloded in “mterest expenses” in the Income
Statement, Gnins md besses ane recognized in the Indome Statentend when the liabilities are derscognised os
will o throdgh the EIR amortisaliom process,

Currenily, the Company has recorded Debi issued and other bormowed funds as Financial Liahilities st
Amortised Cost m the form of term loans, sher lerm loans, debentures, commercial papers and scooritiptions

Heelassification of Finanecial Asseis

Reclassificidion bs at the disciciion of mansgement in pocordpiie with 5ri Lanks Accounting Standards
LEAS 39 on Financial Instruments, and s delemiined o an insirument by instrament hasis,

The Company has not reclussificd uny financial assets doring the vear.

Derecopgnition aof Financial Asgets and Financial Liakilires
Financinl Assets

A Minancial psset (or, where appliceble & part of & fnencial S5t or pant oF a group of similar finoncial sssets)
is derecopnized when:

& The nghis 1o receive ¢ash fows from the asset have expined
& The Company bas trunsferred fts nghis o receive cish fows from the asset o has assumed - an
obligation w pay the received cash ows in foll withouwt materda] detay to o third pary under 8- pass

through”™ nrmamgement and cither

¥ The Compuny has iransfemed substntially all the risks and rewards of the asset

Ll
«  The Company has neither tromsfermed nor retained substantinlly all the risks and rewards of

the mese, bul las imnsfened control of the asdet

On derccognition of & francii] psset, the difference between the corrying smount of the assei wnd
consideration received amd any cumulative gai or biss that los been recognised |s necognised i profit or

bt

When e Company has iansfermed its rights 1o recerve cash flows from an asset or has enered into 8 pass—
through orrnpement, nnd hos neither transferred nor retained substantially all of the risks and rewards ol the
psset mor trnnsfermed control of the asset. the asset s recognised 10 the extent of the Company™s continuing
imvolvement in the ssset In thot cise, the Company alss recognises an associated lability, The iranslerred
pasel and the associnied linbility are messured on @ basis thod reflecis the mights and obligations that the
Company has rethined.

Continuing involvement thor wakes the form of 3 gunraniee over the iinsferred assen s measured a1 the lower
of the original carrying amownt of the sxset and the maximum amount of comsiderwtion that the Company
could be required to repay.

15
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Finnncial Liabilities

A financiol liabibny s derocognised when the obhgation under the liability is discharged or cancelled or
EXpirfes.

Where an existing finoncial Hability is repliced by another from the same lender un substndinlly dilfesent
terms, o the terms of an existing lability ane substantially modificd, such an exchange or modification is
trented a8 o derecognition oF the original lability and the recognition of & new linbility. The differcnce
between the carmymp value of the original fmancial Tabafity and the conskderation paid is recopmsed inoprofi
or hoss.

Determinntion of Fair Value

Fair value is the price that would be received to szl an-assed or paid fo transfer a linbility in s orderly
transaction between marke! participants ot the measerement dale. The fuir valoe messurement 15 based on the
presimpticn that the transactyon 1o sell the asset or transfier the Hablity kes place either;

-In the principal markst for the ssset or Hability, or
-In the whsEnce of 8 prncipal market, in te most sdvantageous market foc the asset or lmbality
The primcipal or the most adventageoas market must be aceessible by the Company,

The fair value of an ssset or s fiability is messired wsing the assumptions that markel participants would wse
when pricing the a3t or liabiliy, assuming thal marker pamicipanis sct in their ecopomic best inleres).

A fair value measarement of o non-friuncin ] nsset akes mio sccount & merket participant’s ability & genermie
economic benelits by using the asset in its highest and best use or by selling it 10 snother markel participant
that would use the asset in s highest and best use;

The Company ases valuntion technigoes thm are appropriate in ihe clroumstnnees and for which safficient
dudin are aviilable w mesure fair vahee, asaaimising the use of relevan ohservable inputs and minimising the
use of unobservable inputs

Al asssts and habilices for which [air valee & measured or desclosed o the financm] statements: are
cateporised within the fair value hicrarchy, described s follows, based on the lowest level input that s
significant to the fair value measurement as s whole:

-Level | — Quoted {unadjusied) mirket prices m scthve markisls for identical issets or linbilities
-Lavel I — Valuation techniques for which the lowest level inpus that i significant 1o the far value
measurement s directly or indirectly obsenvable

-Level 3 — Valustion techmigues for which the Jlowess level inpat that w sagnilicant to the fair value
measurement is unobservable

For asscts and hnbifities that are recopmised m the financil simi@rmentz on o recarming bisis, the Company
determines whether transfers have occurred between levels i the hiemrehy by re-assessing calegorisation
(hased on the lowest kevel itput that & significant to the foir sulue messurement as & whole) st the end of

cach reporting period.
The disclosure of foir value of finmncm] istrumeniz 1= discliosed i Mote 40 10 the Fimnneial Smiemens

Chariadigd
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iy

Impairment of Financial Assets

The Comprny asscsses ol each reporting date, whether there s oy chjective evidence that a financial asset
or & group of finencial assetx s apoired. A financial asset or 8 groug of Tinkncinl sssets s decined 1 be
impaired if, ond only if, there s objective evidence of mpainnent o5 3 result of oné or more events that have
pecurred after the initial recognition of the Gssel {an "incurred Joss event”) snd that Joss event {or evenis) has
nn mmpeet on the cstrmated Futire cash Aows of the fnancial peset or the group of Nnoncial assees that can be
reliahly estimted.

Evidence of impairment imay include: indications that the borrower or a group of hormwers are experiencing
significant  financial difficulty; the probability that they will enter bankruptey or other  fimamseial
reorpanisation defoult or delinguency in intersst or princigal payments;-and where ohseivalble dati imdicates
that there & mensurable decrease in the estimaled future cash flows, such as changes in arresrs of Geonomic
conditions that comelare with defiulis,

Financinl Assets enrried ot Amortised Cosg

a) Individoally assessed Loans and Receivablea-Factoring and Loans

For financinl szapis enrried ot ameized cout (auch 34 lasms ond advances to customers ix well as beld o
maturity investments), the Company fint assesees individually whether objective evidence of smpairmes
exists Tor fnsncial assets that are individundly significant; or collectively for financial sssets that are ol
inclividmbly sigeificant

The critena usesd to delermime thot there s sach objective evidence includes:

= kmavwn cash Mow diflficulties experienced by the bormwer;

— past due contractunl paymenis of elther principal or inferest;

= breach of loan covienants or conditions;

—ihe probability that the borrower will enter benkrupiley or other financal
reniesation and

- Significant downgrading in erédit rating by an extermnal credif rating sedncy
For those Ipans where objective evilence of impairment exisss. the amount of ihe Joss 15 mensured oy the
difference beiween the psel’s carying amount and the present valde of estimaled fulure cash fows
{excluding future expected crodit losses that have not vet been incurmed). The carrving amount of the: aszel i
educed throwgh the dse of an allowance accounl and the amoont of the los s eeognised in [ncome
Statement.

The impairment allowances on individually significant secounts. we reviewed more regulasly when
circurmwtances regquire. This normndly encompasses nepssessment of the enforcentsility of any collwizral held
amngl ther timing and amount oF soiml sl anncipated receipis, Individuslly sssessed impadrment allowances
are ondy reléased when there 8 nmsonoble and objective evidence of a meduction in the established loss
Estimate.

bl Collectvely asgessed Loans anid Receivables

Impairment id asscssed on a collective basas in two circamstances:
~ w cover losses which have been incurred bit have not yet been jdentified an bouns subject 1o
ind iwiidenl agsesqament. ol
= for homopensous groups of loans thi are not considered individually significant.

Chgrimred
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Tneuried buat oot ver identified impairment

Individunlly assessed loans for which po evidence of loss has been specifically identified on an mdividusl
basia are grouped ogether according o their crodit risk characteristics for the purpose of culculating an
exstimitted collective loss. This reflects impainment besses thit the Company has incurred as o result of eventa
oecurrmg before the reporting date, which the Comprny aod the Group afe ool able o identify on i
individual foan basis, and that can be relmbly estimated. These losses will only be mdividually identified in
the fuinre Ay soon s infarmation becomes svailable which identifies bosees on individun] loans within the
group. those loans are removed from the growp amd assesed on an ndividian] hases for imprirment.

The collective impairment allowance is determined afler taking indo accoant

- hastorsenl lons expenence in porfolios ol similar credii msk; and
— mnparement’ s experienced judgment &s o whether cumrent econamic pnd eredit condifions are
such thot the actual level of inhérent lossez al the balance shesr date i3 likely 10 be greater or less

than that suggested by hisorical experiense.

Homogeneous proups of Loans and Advances

Stariatical methods are used (o determine mmpairment losses on o collective basia for homogeneous groaps of
boiir. Losses in thise groups of loans are recorded on an indoadual bisis when indivedual oans are writien
ofT, at which point they are-removied from the groap

- When the group of loan by natere short term, the compamy use pet flow rate method

Under this methodology the movement in the outstanding balance of customers m 1o bad categones
ever-the periods are used 1o estimuie the amount of loans that will eventually be written off & a
resull of the events occurring before the balonce sheer dode which the Group is not abbe (o identify
an an mdividonl losn basis. and thot can be reliably estimasted.

Unider the methodology, keans &re grouped inte mmpes acenrding o the aumber of days in amears and
sttmstical analyvsis s used 10 edimaie the likehbood shat loans in gach mange will progress through the
wiriss stages of defimguency, and uitimately. prove imecoverable,

Current economic conditions and portfalio nsk factors are also evaluated when caleulating the approprate
level of allowance required covering inherent b

These additeonnl maera and portfolio =k fctors wny melade:
- el bonn portfolio prowth snd produset mis,
= unemployment mies, Gross Domestic Production (GDP) growsh, inflation
- exichange rates, inberosi rabes
- changes in government lnws and regilations

Write-off of Loans and Advances

Lonns {and the related impaimment allowance accounts) are normally written off. either partinlly or i full,
whent thire md reabistic prospect of recovery, Where loaies sre secured, this i generally afler recaipt of any
procecds from the realisation of seeuriiy.

Renegothated Loans

Where pessible, the Company sccks o restruciune loats ratlver than @ thke possession of collateral. This may
imvolve exténding the pavment armangements and the agreement of new loan conditions. Unee the terms have
heen renegotiated, any impairment is n'unﬂutﬂ-mtug-dlr. ariginal Effective Interest Rare (EIR) a5 caleulnted
before the modification of terms and the loan i no longer considered past due, Management continually
reviws mgﬂmmd loans 10 ensure thie all crijerio wre met and that future povements are lkely o occor. The
5 iy 1o be subijegt i an individual or collective impaimment assessmenit, calculated weing the koan's

Chareied
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4.1.%
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Reversals of Inpairment

IT the omount of s impairment ks decresses in s wubsequent period, and the decresse can be reloied
abjectiviely o an evend ocourring sfter the impnirment wis recognised, the excess is written back by reducing
the loan impairment sllowance account sccardingly. The write-hack is recoymased i the income sttemenl

i. Available Tor Safe Financial Investments

For wvailable for sale financinl investments, the Company assesses ot each reporting dote whether there s
ebjective evidence thul an investment is impaired.

Im the case of cquity imvesimens classified a5 svailable for sale, objective evidence wauld also inchude o
‘aignificant’ or ‘profonged’ decline in the fabr value of the fvestment below ifs cost, The {'amny frests
*eigmificant "penerally o5 20% and prolonged” gencrally s greater than six months, Where there is evidence
of impairment, the cumulative ldes mersured oy the difference between the acquisition cost and the currént
fair value, less any imprirment Joss on thal investment presiously rocognised in the income statemient — s
removed from equity and recognised in the income statement. Impaimment losses on equity investmenls ane
not reversed through the income statement; nereases in the fair value afier impaimment are recognised
other comprehensive 1Reome.

ii. Held jo Maturity Financinl Asscis

An imparrment loss m respect of held 1o maturty financiol assets measured ot amortised cost is calcutated os
the difference between its carrying amount and the present value of future cash flows discounted ag the
asset's origingl EIR and is recognised in profit or loss. Interest on imgained asset contimees o be recognised
through e unwinding of discount. When a subsequent event cowsed ihe wmoant of impairment loss 1o
decrease, the decrease in impoirment loss = reversed through profis or loss,

(MTeetting Finaneinl Assets and Linbilities

Financm| sters and fimoncal Habilities are offser and the net amoant reporied i the Statement of Financinl
Position if, and only if, there is o curmently enforceable legal right to offset the recognised amounts and there
£8 an intention 0 seftle on o net bases, or 10 realise the assal and settle the: habilty simuttancously, This is not
generally the case with maser neting agreements, therefore, the retated assews and Tabalifes are presenied
gross in the Statement of Finnncial Position,

Income and expenses are presented on a net basis only when permited under LEAS! SLFRS, of for gains
and |osscs srising from a group of similsr imnsactions such as in the groap’s tading activiey,

Finnser and Operating Lensa

The delermination of whether an armangenent = o bease or it contains a lense, s bated on the  substance of
the armanpement and requires an assessment of Whether the fullilmend oF the armngement » dependent on the
use ofa specific asset or pesets and the srmangement comveys & right (o use the asset,

Finance Lease

Agreements which wensfer 10 counterpartics. substantially all the risks wnd rewards incidental 10 the
pwnership of ssscts, hut nit negessarily legal title, are clissified a5 finance leascs. Wien the Company s o
lessaor under finance leases the amoants doe under the beases, afler deduction of uneamed charges, are
imcluded in *Lesse Receivable™. The finance income receivable i5 recognised in “Met interest income” over
the perbias of the legses s a8 10 give o eonstunt mie of retum onthe net mvestment in the leases,

o



Siyapatha Finance PLC

MOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2017

43

When the Company is a lessee under finance leases, the leased assets are capitalissd and included in
‘Property, plant and equipment’ and the corresponding liability to the lessor is includimg " Oher liabilities™. &
finance lease and its comesponding liability are recognised initially at the fair value of the assel or, if bower,
the present value of the minimum lease payments. Finonce charges payable are recognised in “Net interest
income’ over the period of the lease based on the inferest rate implicit in the lease so as 1o give @ constent
rate of interest on the remaining balance of e Lability.

The details of Finance Lease Receivables are given in Note 23 to Financial Stalements,

Operating Lease

All other leases are classified as operaiing leases. When acting as lessor, the Company includes the assels
subject 10 operating beases in ‘Property, plant and equipment’ and accounts for them accordingly.
Impairment losses are recognised to the extent that residual values are not fully recoverable and the carrying
value of the assets is thereby impaired. When Lhe Company is the lessee, leased assets are not recogrised on
the Statement of Financial Position .Rentals payable and receivable under operating beases are accounted for
on a straight-line basis over the periods of the lexses and are included in ‘other operating expenses’ and
"other operating income’, respoctively.

Property, Plant and Equipment

Property, plant & equipment are tangible items that are held for servicing. or for adminisirative purpases.
and are expected o be wed during more than one year,

Property & Equipment are recognised if it is probable that future economic benefils assoctated with the asset
will flow to the entity and the cost of the asset can be measured reliably in accordance with LEAS 16 on
Property, plant & equipment. Initially property and equipment are measured at cost,

Basis of Recognition and Measurement
Cuost Model

An item of property, plant &equipment that qualifies for recognition as an asset is initially measured at its
cosis, Costs include expenditure that is directly attributable 1o the acquisttion of the asset and cost is incurred
subsequently to add io or replace a part of it The cost of sell- constructed assets includes the cost of
maierials and direct labour, any other costs directly atiribuable 1o bringing the asset 10 working condition for
its intended use and the costs of dismantling and removing the items and restoring at the site on which they
are located and capitalized borrowing cosis, Purchase of software that is integral to the functionality of the
related equipment is capitalized as a part of compuier equipment.

When parts of property, plant &equipment have different useful lives, they are accounted for as scparate
items (major companents) of property, plant &equipment.

The Company applies the cost model to property, plant &equipment except for freehold land and buildings
and records at cost of purchase or construction together with any incidental expenses therson less
accumulated depreciation and any accumulated impainment losses.

Changes in the expected useful life are accounted by changing the depreciation period or method, as
appropriate, and treated as changes in accounting estimates.

==
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Revaluntion Model

The Company  applics the revalmtion model to the entire closs of frechold land and buildings. Such
properties are carried ot a revalued amount, being the fair value o the date of revaluation less any aubiaguent
aecuinilbied depréciation and subsequent secumielsted impairment lasses. Freehold Inod and buildings of the
Company are révalued every three vears or more frequently if the fair vabses are substantially different from
earrying ameuiis b ensure that the carying amounts do oot differ from the fair values wl the reponting dote
The Company has revalued its. freghobld fond and buildings durimg the year 2017 and detmile of the
revalusiion are given in Mote 28 1o the Fnancial Staiements.

O revaluation of an ssset, any increase in the corrying wmount is recognised in “Other comprebensive
income “ind accumulated in equity, under revidugtion réserve or used to reverss o previous revaluation
decrease relnting io the sime ssset, which was charved to the Income Sticmeni. In these circumstances. the
increase s recognised g fncome 1o the extent of the prévioss write dovwn. Any decrense in the carrving
nmount s recognised a5 an-cxpense i the Income Statement or debibed 1o the other comprehenaive income
to the exvtent of any credit balance existing in the capital reserve iy respect of that meset

The decrease rocognised i other comprebensive mcome reduces the amount accumulsted in equity under
capital neserves, Any halance remaining in the revaluntson reserve morespect of an asset 15 tansferrod
directly 10 retamed eamings onretirement o disposal of the asset

Subsegquent Cost

Thee subsequent cost of replacing o companent of an tem of property, plant and equipment is recognised in
the carryimg amount of the tem if it 15 peobable that the future cconomic benefits embodied witliin thal parn
will flow to the Company and iis cost can be reliably mensared. The conts of the day to day serviving of

propey, plant and equipment are charged 1o the Income Staiement,

Reprirs and Maintenance

Bepairs- ond mainfenonce are charged o the profll or ks during the [inancial period in which thev are
incwmed, The cost of major renovations 1 included in the corrying amount of the geses when it 1= probable
that future economic benefits in excess of the mast recently assessed standard of performance of the existing
azzets will flow o the Compuny and the repovilion replaces an identifiable part of the asset.  Major
penovations are depreciated during the remaining wseful life of the related assed.

Capiial Waork -in -Progress

Capital work i progress s stoied pf cost 18 would be transferred to the rebevin nsset when i @5 available for
use, te, when it 8 i the [scation and condition secessary bor it 1o be capable of operting in the monner
intended by monagement. Capitnl work in progness is stated il cost kess any sccomulated impairment boxses,

Barrriwlng Costs

Ax per S Lanka Accounting Siandard- LEAS 23 on “Bomowing Costs”. the company ¢apitalizes the
borrowing costs that pre directly attributable to scquisition, construction or production of gualifying a=sels g
part of the cost of the asset. A qualifving asset is an psset which takes o sibstantial period of time (o get
ready for its mtended wse or sale, Other borrowing costs are recognised in the profit or loss in the period in
which they occar.
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De-recopnition

Property, plant and equipment (s derocognised on disposal or when no fitere coonemic benefits ame expected
from its ws, Any gain or ket insing on de-recognition of the asset (caleulsted as the difference between the

net dhisposal proceeds and the carrying smount of the psset) s recognised in ‘Crther opernting income” in the
income stufement inthe yeor the assel = derecognised,

Upan disposal, any revaluntion reserve relnting 1o the particulor pssiet being sold & transferred 1o retained
g

Depreciation

Depreciation is recognized in profit or boss o a straight ling basis over the estimated uselul lives of cach pan
of an ifeoy of propery, plant &eguipment since this method most closely reflects the expected patern of
gonsumption of the future economic benefits embodivd in the awie.

The mies of depreciations based on the estimnted wseful lives are s fllows:

Category of Asset Perivd of Depreciation
m? R )
CHTice Equipment E500 % pa §5.00 % pa.
Computer Equipment 16.67% pa 166 pa
Fumiture and Fittingy [ 50 puin. P50 pao
Motor  Vehicles (except  Motor 12.50% poo. 12.50% p.o.
Bicycles)
| Mator Bicveles = 20K pa. 20HEHP p.
 Fixtures L0 puii. 20,008 poi.
Change in Estimates

The azset’s resicual vafues, uselul lives ond eneibods of deprecintion e reviewed, ond adjusted i
approprimie, ot ench fmancin] yenr ed.

The ssset’s residusl values, wseful Tves and mothods of deprecibon are reviewed, and adjusied i
appropeinie, of eoch financial year end.

Intangible Assets
The Company s intangible assets inchude the vilue of computer software,

Basiv of Recagnition

An intnngible sset 18 recogmised only when s cost cnn be measared reliahly and i 15 probeble that (e
expected future economic benefits that are artributable 1w it will Bow e the Company in sccordance with the
51 Lanka Accounting Stnndard LEAS 35 on [ntangible assets,

Intangible pasets nequimed separately are measured on initial recognition s cost, The cost of intungible asseis
acquired in o bosingss: combination is their fair value as ot the dode of soquisition. Following initial
recogniion, intangible sssets o carried o cost les any sccumulated amoriissiion and  aceumulnted
impoirmeni logses if any.

Subsequent Expenditure

geliture on Tninngible Assct o capiinbized only when ot increascs the fulure ccommc
speecific maset o which it relmes, All other expenditure = expensed a5 mourred.

33
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Uselul Ecamnnmic life, Amortization and Impairment
The useful lives of intangible nssets are assessed 1o be either finite or indefinite.

Intangible asscts with findte lves are amortised over the dseful economic fife. The amormisation period and
the wmortisution methoed or oo intangible asset with & fnite aseful life are seviewad at feast of each fimancial
vear-end, Changes in the expecied useful §ife or the espected pattern of cormsumgetion of futire scdmomc
benefits embodied in the ssset mre sccounted for by changing the amoresation period or method, as
apperoprinte, ond they are treated as changes in accounting estimates. The amonisation expense on intangible
assetE with fmite lives 18 recogiiised in the income stfement in the expense cafegory consisient with the
function of the inmpgible nset

Amortization

Amartization is calculaied using the straight-line method o write down the cosiof intaniilsle sssets o their
residunl value over their estimmted useful lfe as fllows

The Chiss of Iniangible Asders Useful Life Amaortisation Method

Computer sofiware d Years Straight Irne method

The unamortized balances of Intangible nxsets with finie lives are reviewed for impairment whenever there
15 an indication for impoirment and recogmsed i profic or loss: o the extent that they gre no fonger probable
of being recoverdd from the expected future benefits:

Derecognition

Intangible assets are derecopnised on disposal or when no future soonamic benelils are expected from their
use. Any gain or loss arising on derecognition of the asset. Calculated as the difference between the ned
disposal proceeds and the carrying amount of the asset) is recognised i the profit or loss in the year the nsset
# derecag il

Impmirment of non-Financinl Assets

The Company. assesses whether there ane any indicators of impairment for an asset or a cash-gencrating anit
ol each reporting dote or more fregquently, if eveno or changes in clrcumsm@nces necessitile o do so, This
requires the estimation of te “value in vse” of sech melividunl a=sets or the cash-pencrting units. Estimating
value in use requitres manegement o make o estimabe of the expecied fulure cash Nowy From the assst or the
cash-generating unit and also o select & suitable discount raie in order o caloulate the present value of the
refevant cash Mlows. These estimaics abowt expected fighire cash Tows and discount rates are subpect 1o

wnertainty,
Dividend Pavahls

Mvidends on ordinary shores are recognised a5 a0 Habibiy aned deducted in cquity when they  are
recommendaed and declared by the Bpard of Directors and opproved by the shavebadders,

Dividends for the yeor that are apprived after the reportuy deve are disclosed ax an event after the reporing
date in sécordance with the 50 Lanka Accounting Standard — LEAS 10 on “Events after the reporting

perid’,
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Retirement Beaelid it bms
Defined Benefii Plan - Gratnity

All the employees of the company are eligible for gratuity ander the Payment of Geatwity Act No. 12 of
1983, af the rate of one hall'of the Groks Salary applicable 1o the list month of the finsncinl vear in which the
emgloyment = Werminated er resigned, for each vear of compleied service, for thisse who have served in
excesi ol § vesrs

The Company measures the present vislue of the promised retirement benefits for gratusty which is s definad

benelil plan with the advice of an indopendent professiona] aciuary using projected upit credit sctunrmal cost
method o5 required by S Lanks Accounting Stendard ~ LEAS 19 on “Emploves Benefits™.

The em is stated under cdher linbilities i the Statement of Financinl Position.

Recoguition of Actuarial Gains and Losses
The Company recognises the total aotzarial gsins and losses that arise m cnlculating the Company's
obligation in respect of the pian in Ciher Comprehensive Income during the period i which it occors,

Imterest Cost

Interest cost is the expected increse due fo inferest during the period in the present value of the planned
liabilities because the benefits are one year closer to seltlement.

Funding Arramgenseils

The Crratuity Habilits is not extermally fanded

Defined Conrribution Plans

The Company also contributes defined contribution plans, The contribulion payable 10 o defined contrsbution
plan i in proportion o the services rendered to the Company by the emplovees and is recorded as on
expense under "Personnel expenses’. Unpaid conttibistions are reconded as a linbility.

The Campany contribires fo the fallowmg Schemes:

Emplovees’ Provident Fund

The Company and employees contribule 12% wnd &% respectively of the employee’s sl eamings (as
defined in the Employecs” Provident Fund) to dhe Emplovess’ Provedent Fumd.
Employees” Trust Fund

The Company contributes 3% of the emplovee’s total] eamings (a5 defined in the Employees™ Trust Fund)
1o the Employees’ Trust Funsd.

Stmtutory Heserve Fand

The reserves reconded In the sguity on the Company’s Staemeat of Financiol Position includes the
“Statwory reserve fund’ which has been created in accordance with the Finance Companies (Capital Funds)
Birection No.l of 2003 issued by Centrul Bank of S Lankn, Accordingly, 5% of the net profit for the period
T transfemed 1o the Statutory reserve find during the limancial year.
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4.10

Provision

Provisions are recognised when the Company hos a presest obligacion | fepnl or constrective) as & resill ol &
piest event, and it s probueble that an outflow of resources embodying economic benefits will be reguired 1o
seithe the ohligation and o reliable cstimate can be mode of the amount of the obligation n accordance with
&ri Lanka Accounting Sandard — LEAS 37 on*provision, confingent liahilities and contingent neseis’

The amount recognesed is the best estimate of the consademition required 10 settle the present obligution st the
reperrting date, takmg into scoount the risks and uncertaintics surroanding the obligations ot that date.

e expense relating foany provision is presémied in the income statement net of any reimbursement.

Recognition of Income and Expenses

Revenue is recogrised 1o the extem that it i probable that the economic benefits will flow to the Company
and the revende can be relisbly measured. The following specific recopnition crilera must ab be met
befdre revenue is recognised.

Interest and similar income and exproses

For il financial instrumenti mesired at amortised cost, and frmmoeial instruments designoied 61 fpir value
through profit or loss, intercst mcome or expense is recorded using the EIR. EIR & the mte that exactly
discounts estimared futere cash payments or receipts: through the cxpected life of the financial instrumen or
a shorter period. where ippropriate, 1o the net carmying amount of the financial assel or financinl liability.
The calewlanon @akes fito account all contraciual torms-of the fimancinl mstrument (for cxamiple, prepoyvinent
options) and includes any fees or incremeninl costs that ase directhy ativibuwtable to the instrement and are
integral part of the EIR, but not future credit losses

The carrying amount of the financial asset or financial lability is adjusted i the Company revises its
estimates of pymenls or réceiply. The adjusted ‘carrving amount i€ ¢alculated based on the original EIR and
the change in-carrying ameunt 1s recorded as “Inderess and similar income’ for financial assets and *Interest
and sinilar expense” for financial labilitez.

Once the recosded value of & finsncial asset or o group of sumilar fenancial assets has been reduced due 1o an
impoirment boss, inferest income continuss o be recopnised using the rate of inlerest used 1o disconnt the
furture cash flows for the porpese of measuning the mipairment liss

Dividend income

Davidend income v recognised wisn the Company’s mzht o receive the puyment is esinblished.

Income from Governmient Sceurities and Securitics purchased ander Re-Sale Agprecment

Discounts’ premium on Treasury bills & Treasury bonds are amortised ever the period to reffect o constent
penadic rale ol retum, The coupon inlenest on ireasury bonds 15 recogrsed on an scerun] basis, The mieresi

inoome on seeirities purchased under resale agreement 8 recogniséd in the Tnsome Statement on an accraal
bases over the peried of the agreement.

Fre mnad Commission laeome

The Compiny egms b B oo commigsion income froni o divesss range of services | provides 1o s
customers. Fee income can be divided in' to fwo calegories.

#}  Fee Ineome enrned from serviees that are provided over o certain period of vime

privvision of services over o period of time ane scerued over that period.

25
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| il

b Fee Income froom providing frapsection services

Fees ar=ing from negatiating or parbicipating in the negatition of a tramsaction for a thind party,
Interest Income on Overdue Hentals

Inéerest from overdoe renddls bas been accounted for on cash recerved hases.

Recovery af Bod Delsis Writeen 04T

Recovery of mmounts written off s Bad ond dowbilisl dielts is recopaised on o'cash hasis

Oribser Ineome

Crher moome 15 recoginized on an sceruill basis.

Personnel Costy

Short term employoe benefit obligations are measured on an undiscounted hasts and e expensed s the
retated service i provided. A liability is recognized for the amount expected to be paid under short ferm cash
bomes or profit-sharing plans if the Company has a present kegal or constructive obligation to pay. this
wimsount 45 o resull of past service provided by the emplovee and the obligation can be stimated reliably

Taves

Income tax expense consists of cwrrem and deferred . Intonse 155 expeise 18 recognized in the Income
Statement

Current Tuxstion

Corrent tax assets and Iwbilities consst of amounts expected 10 be recovered from or paid 1w the
Commissioner Ceneral of Inlend Revenue in fespect off the cumment as well os prior vears. The fax rves and
im% lows wsed to computs the amount are those that are cnncted or sabsogeently enscicd at the end of the
reporting period.

Accordimgly, prevision for taxation is moade on the basis of the profit for the year os adjusted for taxntion
purpiss in scgonfance with the provision of the Inland Bzvenus Agt Mo, 10 oF 2006 sod the smendment
thereto, at ihe rates specified in Nole 12 o the Financia] Statemenis,

Dieferred Taxntion

Deferred tax iz provided using the Habitity method on emporary differences at the reporting date between
the tax bases of assets und Habilities and thesr carmying amounts for financial reporting purpose. Deferred
lighiliites dre recogmised for all lemporary differences.

Deferred 1an assets-are recognised for ol dechictible differences. Carry forward of onused tax credits and
unused inx Josses, 1o the extent that i is probable that isxable profits will be available against which the
deductible tempomary differences and the carry Torward of unused @y crodits and onused tax losses can be

uiihised.

Thie carrying anssunt of & delerred s asset 5 reviewsd at each linancial reporting date and reduecid to the
extent it i no benger proboble that suffcent taxable profit will be available o ollow all or pant of the
deferred fax asset 1o be utilised, Unrecognised deforred tax asser are rénssesscid ot cach Tinancial reporting

l: Pt e
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4.14

Defiermod dax assets nnd labilities are micaswred af 1the ms rate that are expected w apply o the vear when the
eety e realised or the linbelities are settled, bosed on tax rapes ond @y laws that have bedn enacted or

subsequent |y easoied at the reporting date,

Corrent tax and deferred tax relating o flems recognised directly i equity are also recognised in equity are
it in the income statcmont.

Valoe Added Tas{VAT) on Financial Sevvices

VAT on financinl srices is enloulsted in scoordance with the Value Added Tax Aot Mo 14 of 2002 wsd
subsequent amendments thereto, The base for the computation of Valoe Added Tax on Finuncial Services is
the accounting profit before VAT and méome tnx mdjusted for the economie depreciation und emoluments of

empheyees’ compaicd on prescribed rate.

Withholding Tax on DNvidends

Withholdmg tax on dividends desinbutéd by the Company withholding tox tht anse from the dissribanon of
dividends of the company is recognised of the time of Habilty o pay the related dividend s recognized. At
present, the mie of [0% 15 deducied at source.

Eronomic Serviee Charge (ESC)

As per the provistons of the Finance Act Ne, 11 of 2004, and amendments thereta, the ESC was ininosdisced
with effect from Apnl 01, 2004, Currently, the ESC is payable &1 0.3% on “Exempl Tumover’ and is
deductibile from the income tnx payments. Unclrimed ESC. if sy, can be corried forward and sei-ofT agains
the income tax pavable in the three subsequent vears,

ESC s oot payable on murnover on which income tax is puyable,

Crup Inswrance Levy (CIL)

As per the provisions of the Section 14 of the Finnnee Act Mo 12 of 2012, the CIL was introduced with
effiect from April 1. 2013 and is payoble o the Wational Insurance Trust Fund Currently, the CIL 1= payable
at 1% of the profit aller tax.

Nation Building Tax { NET) e Financinl Services

NBT on financinl services is-caleulsed in secordmmee with Notion Building Tax (NBT) Act Mo 9 of 2009
and subspgquint smendmients theneto with effect from 01 Tanubry 2004, NBT on financial services is
colculated as 2% of the value addition used for the parpose of Y AT on financinl services.

Euritings per Share (EP3)

Basic EPS i« calculated by dividing the profit or loss atirisutable 1o ordinary shareholders of the Company by
the weighted average number of ordinary shares oustanding during the period. Diluted EPS s determined by
nedjusazng the profil or s sitribasible o onlinary sharohalders and (he wetghted sverage nomber of ordmary
ahares vastanding for the effecs of ol dilutive potentinl srdinary shires

Commitments and Contingencies

Contingent Liahilitics are passible obligations whose exisiénte will be confirmed only by uncertain future
events or present obligations where the transfer of economic benefits is not probable or cannot be readily
measured & defined in the Sn Lanka Accounting Stindard - LEAS 37 on “Provisions. Contingent liabilitics
and Captingeist asets’.
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Te meet the financial needs of the customens, the Company enters into vanious imecoverable commitments
and condingin Habilities. These consists of finonciul guamntess and other undmwn commitment 1o lend. The
pupmnniess commit the Company 1o muoke peymienis on beball of customers in the event of 8 specific set
They camy similar credit risk to loans, Operafing kease commatments and pending legal cloims against the
Company oo form part of commitments of the Company. Contingend Liabilities are not recognised in the
statement of financinl position. But are disclesed unless 118 ocoimence & remote. These contingent limbilities
do contam credii nisk and therelore form pant of the oversdl fisk of the Company.

Financial guarmniees are initially recognized in the Sttement of Fmancial Posstion {within other lisbilitics)
at fair value, being the preouum réceived subsequent o imitial recognition, the Company™s lallity wnder
cich guirantee s measured al the higher of the amount initially recognized less cumulative amortzation
recopmized in the Incomé Sttement, and the best estimate of expenditure reguired o seitke any financial
obliginon arsing as p result 5F the guampiee,

Any merease i the Hability relating to finincial gusiraniecs is reconded in the Income Statement wnder the
*impabrment charge” for boans and other losses. The premianm received is recognited in the Income Stslement
under *Met fee and commission income oo o straight Tine basis over the fife of the nmmantee.

Legal Claims

Litigntiom is 4 common occurmence in the finance industry duc 1o the nature of the business undemaken, The
Company has formal controls and policies for monaging legal ehims. Onee professicnal advice has been
ebmined and the pmount of loss reasonably. estimated. The compuny' makes adjustment o account for any
adverse effccts which the claims may have on its lnancial standing

At the reporting date the Company has several imresolved fegal claims aganst the Company for which legal
wdvisor of the Company advised is the Toss is probable, bt not probable, that sotion will succeed.

Accordingly. no provision for any cloims has been made in these Finuncial Statemems.

Sttement of Cavly Flows

The Cash Flow statement is prepared using the indirect method, us stipulated in LKAS 7-*Smtemem of Cash
Fiews” Wherehy operufing, investimg and finincind activitics ane sepamtely recognised, Cosh ond cash
equivalents comprise of shon term, hghly Tquid investments that aré renchily’ comvertible 1o known amoum
of cash nnd are subject to an nsignificant risk of changes in value. Cash and cash equivalents s refemed 1w
ins the Statément of Cash Flows

For the purpose of the Staténieni of Cash Flow cash and cash equivalents bs referred @0 in the cush Mow
statement comprises cash in hand, non—restrivied comrent account balunces with Company’s oi demand [net
of unfavourshbe balances) or with an orginal maturity of three momths or less and placements with banks (
less thun thres monihs).

Sri Lonka Accounting Standards not yet effective as at 31 December 2007

The following 5n Lanka Accounting Standands have been issued by the Instinite of Chartered Accountamis
of 5ri Lanks which are not vet effective as-at 31st December 2007, The Comgany intends to adopt thess
stundards, if applicable, when they become effective.

SLFHRS 15 -Revenue from Coniracts with Custoners

The ohjsstive of this Standard 5 10 estoblish the principles thal an entity shall apply 1o report wseful
information 10 users of Financial Statements ahoul the nature, smount, Bming and sncertaingy of revenss and
e Bosws arising from contrscts with customers.
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SLFRS 15 mirodusces o five step approsich for revenue fecogrtion fiom contracty, with customers: and
replaces all other curvently applicable revenue Standords anel imerpre mtisns

SLFRS 15 will bevome effective on 1st Jarmary 2018, The Company carried out sn initial impait analysts
with the assistance of an external comsultant during the year ended 31st December 2017, According 1w the
nbove analysis; the Company does nol have any material impact fom the adoption of SLFRS 13 in the vear
2018,

SLFRS 9 -Financinl Instroments

SLFRS 9 Finuncisl Instruments will replace LEAS 39 for annual penods on er after | Januiry 2008 with
early adopiion penmatted.

The initial sssessment dnd anplvsis stage wis completed for impairment i 2017, snd the clasifcation wmd
measuremend phase is being lnalized.

The Compony performed the dngnostie  phase  (Preliminary  Impact  Ascessment  excrcise)  and
implemerintion filiase (solation development) on SLFRS @ Financial [nstruments.

The Company has undertaken a significant anabysis of how SLTRS 9 should be implemented and has teken
lentative scoounting policy decisions.

Classification & Measuremoni

From a classification and measurement perspective, the new standard will require all financinl assets, except
euquity instruments and derivatives, iy be assessed based on = combination of the entity's business model for
managing the assets and ihe instruments” confrsctus] cah Now charcteristics

Business Model Assessnvent

Company determines its business model at the level that best reflects how it manages the financial nssets 1o
achieve it objectives, The Company's business model is not dsaessed on an instrument by instrament hosis,
bart ar @ higher level of aggregated porifislios and is based on observable fsctom sach as:

= How the performance of the busimesss model und the Ninancial a==ei held within thet business model
are cvalunted and reporied w the entity's key mannzemseni personne]
The risks that affects the performance of the business model (and the financial asset held within that
business moded) and, in particolar, the way those ricks are mapuged

= How managers of the busines are compensated (for example, whether the compensaticen &5 based
on the: fair value of the asseds managed or on the contractual cesh flow collected)

- The expected frequency, value and timing of sales are also tmportant aspect of Company's

et

The business model sssessment is bosed on reasunably expected scenurios withowl mking "Worst ciase’ or
"Shress Cane” scemarion i to secount. If cash Mows after initinl recognition are realized in o way that is
different from the Company's original expoctation, the Company dics mot clange (he classification of the
restining fimancial assets beid mothat business mxedel, but incorpormtes such information when assessing
newly originoted or newly purchased financial pesets

Contraciusl Cash Mivw Chiaracteristic Tesi

Al the second test of the clissification process, the Company sesesses the conraciunl ierms of the fiiancial
nssets o identify whether they meet solely the Poyment of Principle & Interest (SPPL).

Principle’ for the purpese of this test is defined ps the Bur value of the Gnoncial assel of imtial recognition
andd muy change over the life of the financial asset (for example, if there are repayments of principle or
mmortiEation of the premiumdiscoent ),
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The muosl significant elements of interest withim o lending arrangement are typically the consideration For the
time valse of money and credit sk, To muke SPPI asscssment, the Compumy spplies judgment and
considers relevant faclors: such ns currency @0 which the fimancinl msset & desomtinated and the period for
whisch this fnterest nete i5 sel

In contrast to contractual exposures that mtroduce . more than demoenizins exposure (o sk or volagility
the contraciual cash flows that ore anreleted 0 8 basic lending strangement do ool give rse 1o confraciual
cash Mlows that are solely the pavment of principbe and ivterest on the umount outsimding, In such cases the
firgincial asset is required 1o-be mensured ot FVPL

Owverview of Expected Credit Loss Principle (ECL)

SLFRE 9 wifl principally change the Company's loan loss provision method by replacing LK AS 39 Financiad
Instrument Recognition & Measurement's incurred loss approach with o forward looking ECL Approach.

ECL alloerance will be based on credit bosses expectod 10 aase over the Tifie of the asset (Lifsume expacted
eredit boss or LTECL), unless there has been mo significant iscrease in credit nsk smoe anginabion i which
cuse the loss allownnce will be 12month expected credit loss (12mECL)

12ZmECL is the portion of LTECL that represent the ECL that results from defaull events on a finazncial
instrumvent thal are possible within 1 2months sfter the reporting date.

Stape 11 When loans are first recognezed, the Compairy recognizes an allowance based on 1 2mECL. Stage |
loans alse include the facilities where the credii risk has tmproved and the loans have been re-classified from

Stape I. Assexsment of Stage | will be performed collectively

Stage 2: When # loan has shown & significan increase in credit risk since erigination, the Company records
an allowance for the LTECL. Stape 2 loans also include Bacilities, where the credit risk has mmgroved and the
lonn has been reclassified from stage 2. Assessment of stage 2 will be perfirmed.

Stage 3: Loon considersd 1o be credit Impaired contains objective evidence of incurred kesses records an
allpwance for the LTECL. Stage 3 nsscsament will be performed Endividunlly ' Collectively,

Significant Increase in Credit Risk

The Company contimssusly monrors all ssseis subject o ECL, in arder b determine wihether an instrurmsent
or & porfolio of instruments s subject o 12mECL or LTECL, the Company assess whetlver there has boena
significant incresse in chedit risk since initfal recogmition. The Compoany conskders on exposure to have
significantly moreased in credin risk when the either of the folkewing crienn ane met

* Facilifes exceeding 30davs past due.

= Counterpartiesfacilities reflected coded any elovmled risk industries os per the assessment
performed by the Credit Bisk Manogement Team

©Re-structured facilities

= Secomdary gualitative indicalors triggering o sagnificant tnerease 11 crodit ok for an aswet, such as
moviog & customerfacility to watch lial

Tudividually Signiflcint Assessment and Nor Impaired Tndividually

Company will individunlly gssess pll customer exposures excesding Hs. 10 Milhon. lndividhiz! pssessment
will be performed for all the customters with Crhjective evidence of mcurmed |oases (under Stoge 3} Loans
which mre individually significant but not impaired will b aesessed collectively for impairment either under
Stage | or Swuge 2 based on the critcria- whether there bave been significant credil deterioration since
arigination.

30-
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While establishing significant credit detersormion Company will consider the followmg critena:

= {pther changes in the rates or terms of an existing Mnancinl instromend that would be significantly
different of the instrument was newly originaied

= Supnificant clanges in external market indicators of credil sk for a particular fnancin] nstromet
o sinilar Tinancind st ent

= iher Informsation related 1o the bonmewer, such as changes in the price of a bormwer’s debl/equity
instryment

= An actuslexpected internal eredit mting downgrade for the borower or decrease in belavioural
sonre used 10 masess oredil Tisk inbernalhy

- Existing or forecsst adverse changes in business, (mancial or cconemic condition that are expected
1o cnapae sigpnificont change in the borrower's ability 1o meet it’s obligation

= An Actunl or expected significant change i the operating results of the borrower in relating 1o
pctunliexpected dechne n revende, Increase ki operating risk, working capitnl deficiency, Decrease
in Assel quality, Increase in geanng, lguidity management problems

= Significant increase in credit sk on other finuncial instruments uflbrum:: Bomewer

= An Actual or éxpecied siphificand adverse change in the regolatory, economis or technological
cvirenmen of the botrower that result in o significant change in the borrower™s ability to meet the
debst obligation

Cerouping financial wssets measared on o collertive bavix

As exphiined above, the Compuny calculutes ECL either on a collective or madividosl basis. Asser classes
where Company caloulates ECL on on Individual basts mebodes A Individually significant Assets which are
belong tostage 3. All nssets which belong stage 1 & 2 will be assessed collectively for Impairment.

Company groups these exposures for smaller homogencous exposures. bated on a combination of imemal
and external characteristics of the loan ne descnbed belias

= Prosduct Type

= Typeol Collateral

= Davs Past Diue

= Industry

The Catenlation of ECL

The Compuny cilculates FCL hised on 3 prolability witighted scenarios (o mensure expiected cash shonfalls
discounicd st an approximption 1 the EIR, A cash shorfiall is the difference betwieen the cash flows thot are
due o an entity in necordance with the comtract and the cush Mows that the entity expects 10 receive

The mechanics of the ECL calculation are outlined below and the key elements are as follows:

PD; The Probability of Default is an estimale of the likelihood of default over 4 given time horizon.
A defaull may only happen at a certain time over (e assessed perad, if the Tacility has ot been
previously derocognived and is still in the portfalio

EAD: Exposure At Default i the estimate of the exposure at a fisure default dote, tnking in w0
account expected changes In the esposare alier the meperimg date, including repayments of e
principle and imerest, whether schedulal by contact o otherwise, expected dmw downs on
commitied facilities

LG Loss Ciiven Default is an estimate of the loss arising in the case where a defauli occurs a1 a
given time, It i= based on the difference between the contradiual cash flows due and those that the
fenders would expect to receive, Including realizstion of any collateral, 1t is ususlly expressed s a
S of the EAL,

When estimuting the BCL, Company considers 3 scenatios (Hise Case. Best Case & Worst Cise). Each of
copparips assecinied with different loss ries. For sl products Company considers the maximum period

S



Siyapatha Finance PLC

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2017

417

Forward Looking Information

In #s ECL model Company relies on broad mnge qualitative/quantitative forwand looking mformation as
eronmmic inpul sch as:

Qs mtitative Onialitntive

GOP Growth Covernment Policies

Inflatson Seatus of the Industry Business
U nemployment Regulsiory Impact

[tzrest Rates

Exchange Rates

Transition process of the Company

The Company isin the process of finalising the guantilcation of irmpamrmeeol performed as of 31* Decentber
20116 based on the requirements of RLFRS 09,

SLFRS 16~ Leases

SLFRS 16 s0ts out the principles for the recognstion, measuroment, presentation and disclosure of keases for
both parties to o contract; Le. the customer [*lessee’) and the supplier {"lessor’). SLFRS 16 will replace Sri
Lonka Accounting Stndard — LEAS 17 (Logses) pnd reloted interpretations. SLERS 16 insodeces a gingls
lesses accounting model for lessee, elimmating the present classification of léases in LKAS 17 as either
operating leases or finance lendes.

The new standnrd reguires & lesses m
Focognize assets and labilities for all leases with o term of more than 12 months, inicss the underiving asset

i5 of low value,
Present deprecmtion of lease amsels separaiely, lrom interest on lease Tabilitees o the income siatement,

SLEFRS - 16 substantially carmies forward the lessor sccounting requisement in LEAS — 17, Accordingly, &
jessor continues 1o classify its leases as opernting Jeases or fimmnee keases, aod o sceoumt for those two types
ol lepses difTerently.

SLFRS 16 will become effective on 1=l January 2019, The impact on the implementation of the above
Standard has not been guantifiod et

Acenendments bo exdsting Accounting Standards effective from January 2007

Amendments 10 existing Accounting Standords with effect from 019 January 2017 as published by the
Instituie of Chartered Accouniants of Sri Lanks did not have any impact am the Financial Statements of the
Company other than those disclosed belaw,

LEAS 7 - Statement of Cash Flows

The amendment requires an entity to disclose information that enahles users of financial statements to
evalunte changes in liabilities arising from finsncing sctivities. including both changes anising from cash
flovws and non-cash changes,
Accordimgly an entrty shall disclose the following changes in labilines arising from financing activites:
Changes from financing cosh Mows

= Changes artsing from ehiainkng or kesing contro] of subsidiaries or other businesses

= The effect of changes in foreign exchanze mies

- Uhanges i fair values and

= Uhher changes:

have heen given-under Mote 31 to the Finaneral Statements.

Lhartaned -32-

=eiouniants
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LEKAS 12 - Ineome Taxes

Whon an enfity sscsses whether txable profits will be available ogainst whech 1t can utilize @ deducible
temporary difference, the entity shall consider whether tax law nestricts the sources of taxable profits apinst
which it may make deductions-on the reversal of that deductible wmporary difference. If ax Inw imposes no
such restrictions, eniity may assess the deductible temporary difference in combination with all of its other
deduciible iemporary différences

However, f tax law restricts the utilimtion of losses G deduction aguine income of 3 specific type, a
deductible tempomry difference s nssessed in combination only with sther deductible icmpomry differences
ol the hpproprte e

Further the amendment reguires an entity 1o compare the deductible temporary differences with fahere
tmxable profil thar excludes @x deductions resulting from the reversal of (hose deductible femporary
differences, when evalunting whether the entity will have sulficsent taable profit in fiture periods. This
comparison shows ‘the extent in which the foture taxable profit ks sufficient for the entliy 1o deduct the
arnounis resulting from the reversal of those deductible temporary differences.

Accarding 10 the amendment mtrodoced through Intand Revenue Act, the estimate of probable fuiure tnxable
prodit may inchode the recovery of some of an enbily”s assels for more than thelr carmying amound i there is
sufficient evidence that it 4% probable that the entity will achicye tis.

The Company did not have 3 matenpl impact from the pbove amendment dunng the year ended 3(s1
December 2017,
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1.

Ll

i F )

FERSONNEL COSTS

Salary & bonus

Cuetribatean 6o defined comribution plan
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1. LEASE RECEIVABLES [Contd..)

133 Muvemsent in provision for colleetive impairment losses
Openlag balanes a5 s Bt January

Clearge’ (roversal) 1o inoome suemem)
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e movements

Closing halspee a8 gt 31 December

M, HIRE PURCHASE RECEIVARLES
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017 2iblG
R 000 Rs. ‘(0
49983 LN L1 ]
121,571 S B S
. 3,140
371,454 149,543
1017 2016
B ‘D R, "l
318,938 1017 2%
(27,565} (139,965)
(39,371 4,301
252,000 537,560

Hire purchise receivables inelude receivables amcunting 1o RS 245 390,605 L 006 RE 20U RO ) ehat lave oo assigned

umiibes o scvuritizurinn Tunding wrangemen

4.0 Aspt M December 2007

I Vear TS T Total
5 Year
Hs. 0 Hs. s, 0M Hi. "B
Grims Hire porchinse recoivables 253540 3398 - M ESIR
Less: Limemed ineome 24, 0163) (3. 508) (17,565)
119478 il s - 291,373
Lesx: Priviiston for collective impairinenl {31 3083 1 8,065) (39,173)
1R 10 23,830 - 23308
247 Asal 3 Docember 2016
I Yeaur I-5Year o Taotal
5 Yenr
R, "0k s, 000 s, ‘00 s i
Giross Hine purchase recevahles 1869753 44 K33 T 1T A28
Lesa; Unearped moome (1010542 | 39390y !3_|_ [i!-"!'.‘?ﬁﬁ
ARG IR0 ¥l A42 41 STT.HG3
Less: Mravisan for carllsctive fimpaimnesi {22.378) {17923} - LAY
L P IT5S17 41 B37 560
243 Movement in provision for collective impairment lossies 7 Hilb
K, ‘M@ M 00
Opening balance as at 0Fst Japuary ik 30a 53,443
Chorge' {reversal) o income ssarEment {3 (A2
Cither moyements - 4118
K ] 41303

Choshng balanee as 21 M December

b Chrorsred *.jl:"

FOTOUMTERS




Sivapathn Finance P1LC

NOTES TO THE FINANCIAL STATEMENTS
Yemr ended 11 Dipgensher 2007
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
Yeur ended 31 December 2017
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IEA

PROPERTY, PFLANT AND BOUIFMENT (Conid.. b
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS
Wenr ersfied 31 Deoembser 1017
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NOTES TO THE FINANCIAL STATEMENTS
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HETTREMENT BENEFIT OHLIGATIONS
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41.1

41.2

RISK MANAGEMENT

Intradactiom

Risk iz inherent i a financis] business and such risks we mapoged ough o process of ongaing
identification, messwremment mitigating mensuies and moniloring, subject fo risk limits and other controls;
This process of risk management is eritienl w the Company's continuing profiability and each individual
within the Company 1% acoountable for the nsk exposures relating o his or her responsibilines.

The Company is exposed to credit risk, interest mde nsk, hgudity risk, operational risk, regulatory &
comphance risk, reputation risk-and environmental risic

Risk Manppement Straciure

The board w primarily responsible for nsk management mmatives. Imegrated Risk Manogement committes
{TRMC), which s » sub-commitiee of the bopnd overiees the risk memagement fupction m line with the
Board approvied palicies and sraegies. Integrated Risk Monegement committee shill develop the policy and
operations for Compeny-wide risk management. In addition to the Boond's representatives, the IRMU consis:
of the M, COO and other key managerial pessonnel of the Compony

Risk appetite of the compuny i defined in both qualitntive and quonfitntive terms, These rk sppetile
paramcters ore dynamie and sulsject © changes i line with the changing busivess strategies of the Comgsany
und changing markel conditions. Risk appetite of the Company i defined through the Risk wlerance fimits
approved by the Baard of Directons,

The IRMC wos set up o Rulfil the requirement sl oul in the Finance Componies Direcion Mo, 3 of 2008 on
Corparate Governanes fior Finance Compantes Bsued by Céntral Bank of 5 Lanka (CBSL) under Finance
Business Act. o 42 of 2011,

The suid Commitiee consists of such number of members, as the board may determine from fime 1o fime.
The committee currently consisis of membership of 4 Direciors, Monaging Direcior and Kev managemeni
persoiisel supervising brogd risk culepories, ie. eredil, marked, lguidity, operniional and strategic risks.

In pebdinion do the [RM Commites, Risk Management function is managed by Risk Manngement Departmeni
(RMD}. BEMD s responsible for implementing and maintaming fsk rebated procedures (o ensure an
evdependent control process 13 maiiained. The Deparment works chsely with the Risk Committes o ensure
that procedurcs are compliant with the overall framework, EMD 5 alse responsible for monitoring
compliance with risk principles, policies and limits across the Company. This umt alss ensaures the compies
capture of the risks in risk messurement and reporming systeims, Exceptions are reported on, whene necessary,
to the Risk Committes, and the relevant actions are taken to address exceptions and any areas of weakness,

The Company’s policy 5 10 ensure thut rsk management progesses throughout e Company. are audited
annpunlly by the Intermal Audit functiom, which examimes both the adoguacy of ihe procedioes and the
Company”s comphiance with the procedures. Intermal Audit division discusses the results of oll assessments
with mansgement, and reporis its findings and recommendations o the Board Auwdi Commitioe.

—44-
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NOTES TO THE FINANCIAL STATEMENTS
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RISK MANAGEMENT {Contd...)
Risk messurenment & Reporting System and Risk Mitigation

Prudent management of nisk exposures relevant io the Company’s business opemtions woulkl be ensred
through o mechanism of “Three Lines of Defence”. These levels consist of management of risk by the
refcvant risk-assuming function, independent risk management & comphance functions and internal &
external audit funclions

The positiening nup of cach risk component is placed within the risk gnd, Toleramnee levels are set by using
sustminnble mensurements and these are discussed af risk manapement meetings. The n=k console indicages
the severity of each componend of sk, Tabuluted below s the Hisk Console that is used m dentification of

41.

413

Key Risks and Risk Measures taken by the company 1epether with miligates suggesied.

Fraadil Mk

Hik Meaiurs

L1 illiﬂ.ﬂ

» Hoard approved credit policies
procedures’ framework wid anmeal
review

LDeinuli Risk o Probability of Defaull » Dielegated nuthority levels
Potemtial loss dus 10 o Loss Given Default segregation of dutics
borrewer! counterparty ® Sector / Asset / Client / = Setting Prudential
unable or unwilling 1o Branch Concemrations of Timnts on pvximuaem
mest its abligntions Lending Portiolin exposure
» Cancentrvlions in = Dwerall NPL Ratio setting
£ Concentration Risk Repouessed st based on risk tite
Credit Exposure being » Macro Credit Portiohio Caudi:ﬁmnl;?:!wmtrur
Coodit ik concentrated 1o few Fisk measires such as Agzet Tvpe and Sector) that
seclinrs groups a) Provision Coverage takes account of NPL /
{insuffickent b) NerMPL asa % of Infection ratios and
diversilicatsn) Equisy Fandy movement in NPL matios
- Concentration lmits for
clients rrovips, geeet types

o Menitoring of exposurcs agninst the
Himits

* Trend analysis reported 10 BRMC
Sirict complianes with URSL,
Gukdelines

I:l'url'li:mﬂ

Arceunianis
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. Hetlﬂum ﬁnH and
Movement in Nel Interest
Yield
& Lending to Bormwing
S Ratio . *El;ﬂi!é of Marginal Pricing
Adverse Wil o Tracking of Moverents in with Risk Premiims for
i Net Interest Maney Market rates Different classes of
b s Marginal Cost of funds * Lending assets
Risk bused Pricing # Seiting of Lending o
= Gaps in asset Lisbitity Re- Rorrowing mtios
Pricing # Caps limits for strucoaral
» Cumulative Gaps 22 4% of liquadity,
Cumulative | inbilties  Liquidity contingency
planming and Limdts of
el 8 S eriamatenadl I 15 ke
Lisuidity Risk obligations as Nows . e Leability
Diependency mensures
they finll due o Swcks of high quality » Thiiiice sheet mitlon
liqui] pssets

41.4  Credit Risk

Credit risk refers 1o the risk that bormowers will default oo any type of debt by failing to  make  payments
they ane obligated o du, Credit risk originstes from the fact that counter parties may be unwilling or wmble
1o fulfil their comractunl obligntions. The nsk m primaeily that of the lender and includes lost principal snd
imterest, disngption o cash Mows, and increased collection vosts. The loss may be complete or partinl
nsl can anise in o number of Sircumstonces.

Credir risk i closely tled o the potentinl return, the mast notnble being that the yields on portfolios correlate
strongly o theer perceived credil risk: The searey of Company 36 nod 1o elimemate credil risk, bt (o maintain
the same within pre-determined sceeptance levels. The Company manages and controls credit fsk by selting
limwits on the level of risk it is willing to sccept For mdividual ttm:'pu'ﬂﬁlh! industry concentrations. and
by monitoning exposares in ielation bo sach frmits,

5|
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41.

dl4.1

RISK MANAGEMENT (Conid...)

Tmpuirment Assessment

For pecountimg purpesss, the Company uses an incurred loss model for the recognition of losses on impaired
Tinancinl assets, Thrs means that losses can only be recognlsed when objective evidence of 4 specific loss
event ot been obierved. Triggermp events include the following:

= Bignificunt firmncial difficelty of the customer

= A breach of contract such s o defaull of payment

- Where the Company grants the costomer o concession due to the customer experiencing financil
difMiculty

=i becomes probable thai the custvmer will enter banknapoy or encoumter other financiel difficulties

= DHmervible dets tho sugpeas i there 5 o decrease in the estimmied fuiure cash fows from the loons

Individually sssessed allowances

The Company dejermines the allowances appropriate for each modividually sigiilfcant lown on an mdividual
basis, inchisfing any overdus payments of interests, credit rating downgrades. o infringement of the ofiginal
ierms ol the contract

ltems comsidered when determimng allowance amounts include the sustamsbility of the counterparty’s
business plon, its ability to improve performance if it i in o financinl difficafty. projected roceipts and the
expecied pay-oul, the availabiliy of other financial suppor, the realieable vatve of collateral and the Wming
of the expected cash flows,

Impuirmen allewances are evalunted at cach reporing date, unless unforescen CINCUMSANCES MEGRITE-ORTE
careful atention.

Collectively assessed allowances
Allovances ure assessed collectively for losses on Josns thal aré nod mcfividually significant and for

individislly . sipnificant bouns and advances that have been sssessed individually and fousd bt o be
impired, Allowances are evalunted separsiely af ench reporting date with esch portfolio.

Thee collective msessmen & mide for groups of asses woth similar risk chemeemistics, noorder w detormine
whether provision should be made dwe to mcurmred loss events For which thime §s obgective evidence, buat (e
effects of which are not et evadent in the individuwal loans pasessments

The collective assexsment takes account of data from the loan portfalin (such as historical losses on the
ponfilio, levels of armears, credit utilization, lean to collateral ratios and expected receipts and recoveries
onee fmpaired) or economic dute (such us current economic comditions, unemployment levels and Jocil or
indusiry-specific problems),

The approximoze delsy berween the nme 3 loss 8 likely o hove besn incumed snd the time o will be
febentified s requining B individually assessed impairment allowsnce s also ken into comaderation.
Manngement s responsible for deciding the lengih of this perod, which oan extend for as long 05 one year,
The tmpairment ullowamce I5 then reviewed by credit mamigement 1o cisure aligmment with the Company's
ovierall palicy.
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41.5.1

RISK MANAGEMENT {Canid.., )
Interest Rale Risk

Interest Rute Risk is the potentisl négative impact on e Net Interest Incomae and i refers i the volnerability
of an matituting s nancin] condition due @ the movement i interest mies. Changes in inerest mie affect
carmings, vabhse of assets, Hability, off-balance sheot items and cish Mow. Hence, the objective of overes) mie
sk management is o maintin camings, improve the capability, sbility o afsorb poteniisl Joss and 1o
crsure the adoquocy of the compensation reeerved for the risk faken. Management of interest mic risk wims
at cupeuring the risks arising from the maturity &nd re-pricing,

Asser lHobility monagement encompasses the complels set of lechniques used 1o manige interest rate risk
within the broad risk management framework

The Muetuntion of islerest raied is an exfernal factor which i bevond the contrel of the Company, Though
the Company is affected by movements in inlerest mies 1o the extent that its asset ) liability mismaiches gives
rise 1o inberest poying habibittes being re-priced faster tham i inferestenrming sxeets. This in tum wifects Nei
Interest income and Met Interest Yiclds.

Interest rabe risk analvais is almost always based on simulating movemenis in one or more yield curve. The
strategy of SLFL ix nol o elimimate risk, bul o mamnton the same within pre-determined acecptance levels.

In rening the Tolernce levels lor Interest raie risk, the following metncs une msed,

Mimmumn bt Interest Spread: In order to0 maintnin the required Met Interedt Sproad at the budgeting
Tevel the reguired BA. ROE are inputs. Further ile NPL mtios for different categories of assets ane
used a50 proxy o setbing the risk premium.

Setting the proportion of Variable Rated Bormowing s within the Overnll Borrowing Mix. This would be
net by wsing the extent o which Budgeted Net Inferest Income {N11) is affocted by the extensive use of
Variahle Rated Borrowinge

Seting the Lemding to Bormowmg mtio m order 1o marmimincgearmg ot the desired Jevels

Interest Rate Sensltivity

The following table demonstrates the sensitivity 1o a reasonably possible chamge in imferest rafes, witl all
other variables held constand, of the Company's [ngome Statement & Equity.

Hx. Million
Curreney of Borrowings! Advance | (Decrease) in of Profit or Loss | Semstivity of
basis points Equity
2017 2017 2017
#1/(-1) (70.53)/70.53 2.90%
Long Term Loans lnked 1o AWPLR 0,57 (0,5) L 1.45%
| 0,25/ {0.25) (17.63)/17.63 0.73%
2016 1016 2016
i 18 o 3 (62.39)/61.39 I
Long Term Loans linked o AWPLR 0.5/ {0.5) (31.19)31.189 1.62%
H.28 4 (0.25) (156011560 K1%

The base matio considiers th ihe Interist Rife Sensitivity Anmalysis is the AWPLR. Since 43,77% {2016-

Linariered
Arcoiurignts

=56

af total borrowings wre linked o AWPLR, the above sensitivity rfio indicotes the impaict on
Gk pnd 10 Equity, dud to changes in the Average Weighted Prime Lending Raie.
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RISK MANAGEMENT (Contd,..}
Lisguidiry Risk

Liguidity 15 generally defined as the shility of a finmcial institution o meet i debt oblygations without
incurring ungccepiably lurge losses.

Liguidity risk refers to the now-availabifity of sufficient cash bolances 1 meet new lending targets as well as
provide o Mow of met Hguid assets 10 meet contrmcial bomowings and other commitments

An instittion might lose Lguidety of its credit ranng falls, it experiences sudden unexpecied cash ouiflows., or
some other event causing counterparfies: o avoid tading with or lending o the nstigtion. A firm is-adse
expoded to hguidity risk if markets on which it depends are subject io loss of higuidisy,

The Company has developed inemal control proceses and confiingency plans for managing Bquidity risk.
This incorporates an assesimend of eipected cash flows and the avuilability of high prode collatel which
coubd be used 1o secure additional funding i1 required. A Key elemment of these svstems is monitoring and
mssessing the firm™s current and future fund requirement including debt obligntions and planming for any
unexpected funding needs, regardiess of whether they arise from [rm-specific fciors, of ffom systemic
[coonomy-wide) faciors.

Comparry asseases available fnes of credit, GAP anilysis and volatile liability dependency ratio in onder 1o
assess the liquidity risk. In seiting the Tolerance levels for Liguidity risk, the following metrics are wsed.

Available Lines of Credit {reckoned in months of new lending) to be set at & level equal t future
lending tnrgets. Funher the maturitics of the svailable lines of credit are marched with the average
lending matifities.

Cumulntive Gags as 2 % of Cumulstive muturing Lisbilities 10 be set in accordance with industry
porme &8 well as considering re-pricing risks asascinied with matusing 2ot and liabilibes,

- Volatile Linbility Dependency mtio to be st at o level tat does not alfect short term uqusdity and
re=pricang risks [Imerest bemring lmbilities mturity within 01 year as o peroemage of ol lending
ansats),

The Company muingikins i portfolio of highly markeinble and diverse asses that are assemed 1o be easily
liguidnded in the event of o unforeseen miermuption of cash fow. The Company also has commined lines of

credit et 3l can access to mect liguidity needs. In ndditbon, the Company maintains the Liquidity ratio
pressribed by Central Bank of 5 Lankn.

Chigtar=e

Srraumianis .
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CAPITAL

The Compeny maintasms an activity mansped capital hasts 1o covis ridks inherent i the busines and meet the capital
ndequicy requinements of Central Bank of Sa Lenka. The sdequacy of the company's capical is monitored based on the
mtﬂlﬂ.m&rﬂ:lnlﬂ:!!tﬂ h&'flﬂlllﬂl.l‘l.ln-fEH Larikm

Capltal Mansgemenl

The primary abfective of Company's capliol management policy i to ensure that she Company complies with extermally
mposed cupital requinements and healthy caphial ratios in order to support it bsiness aod 10 maximize sharcholders’ valise,

Hegnlatory Caplial

The Company manages s capital comidering the regulatory enpidnl requireménts. The Central Bank of 5
Lunkai CHSL jsets nnd manitors capital requirements for licenéed Tinance companies. Accordingly finance companies m Sn
Lasika neod to maintain o minimum total capleal adequacy milo of 10% and 0 minimum core capital adequaey mtia { Tier 1)

of %%, The Company his alwovs maintained the Copital Adequacy Ratio phove the minimim regulatory requiresnents.




