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2021 2020 K -
STATEMENT OF PROFIT OR LOSS Girf SEnEETIOR] SENIANESLD
Rs. 000 | Rs. 000 NATIONAL AUDIT OFFICE
Income 5,971,065 5,188,013 = |BanB/B0C-SMBSLA202! i 1 & | oom 2022
. i - =e - arc
Interest and similar income 5,525,955 4,950,638 ¥
Interest and similar expenses (2,675,588) | (3,532,790) |  Chairman
Bank of Sri Lanka and Finance PLC
Net interest income 2'850’367 1 ’417’848 Report of the Auditor General on the Financial Statements and Other Legal and Regulatory Requirements of the
Fee and commission income 1 85,602 11 6,893 gﬂeeéc‘gﬁr;tngfni(hngSartiié:;}k:uzn‘tdATtnaﬁge1I;Lgfaz%d1gs subsidiary for the year ended 31 December 2021 in terms of
Fee and commission expenses (38,587) (22,071) o !
P - 1. Financial Statements
Net fee and commission income 147,015 94,822 |, 'Uni““'m
Net J[rading income 44:281 1 0,31 2 The audit of the Financial Statements of the Merchant Bank of Sri Lanka and Finance PLC (the “Company”) and the
Net gain/(loss) on financial instruments at fair value gggfo\idated Finanﬁial Statememsfuff the Culmpany and its sg:)slijdiary (&he;g;up"t)jfohr the year endefd 31 fDecerlnber
. comprising the statement of financial position as at ecember and the statement of profit or loss,
thl’Ongh projlt O'I' loss (23’435) 63’629 statement of comprehensive income, statement of changes in equity and statement of cash flow for the year then
Other operatlng Income 238,662 46,541 ended, and notes to the Financial Statements, including a summary of significant accounting policies, was carried
A A out under my direction in pursuance of provisions in Article 154(1) of the Constitution of the Democratic Socialist
Total_operatlng income 3,256,890 1,633,152 Republic of Sri Lanka read in conjunction with provisions of the National Audit Act No. 19 of 2018. My report to
Impalrment charges for loans and other losses (74,450) (563,431 ) Parliament in pursuance of provisions in Article 154 (6) of the Constitution will be tabled in due course. To carry out
Net operating income 3,1 82,440 1 ,069,721 this audit | .was assisted by a firr.n of .Chan-ered Accountant§ in public practic-e. . . -
In my opinion, the accompanying financial statements give a true and fair view of the financial position of the
Personnel expenses (1 ,200,450) (1 ,091 ,985) Company and the Group as at 31 December 2021 and of their financial performance and their cash flows for the year
Depreciation and amortisation (245!115) (291 ’273) then ended in accordance with Sri Lanka Accounting Standards.
Other operating expenses (613,860) (571,882) 1.2 Basis for Opinion
= | conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My responsibilities, under those
Total Uperalmg expenses (2,059,425) (1 !955!140) standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of
Operating profit/(loss) before VAT on financial services g]pyiﬂr‘f)ﬂ?rt. | believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my
and impairment of investment in group companies 1,123,015 (885,419)
. . . - 1.3 Key Audit Matters
Impa!rment reversal/(charge) Of !nVEStment !n SUbSIqlary (1 6’01 9) (462’544) Key audit matters are those matters that, in my professional judgment, were of most significance in my audit of the
|mpall‘ment I‘eversaV(Charge) Of Investment n assoclate - 5,058 financial statements of the current period. These matters were addressed in the context of the audit of the financial

- N N - as awhole, and in forming my opinion thereon, and | do not provide a separate opinion on these matters.

Profit/(loss) from operations after impairment of For each matter below, my description of how my audit addressed the matter is provided in that context.
investment in group companies 1 ,106,996 (1 ,342,905) | have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the financial statements
Taxes on financial services (294!268) - section of my report, including in relation to these matters. Accordingly, my audit included the performance of
procedures designed to respond to my assessment of the risks of material misstatement of the financial statements.
Pl'ﬂﬁt/(lﬂss) befOI’B iﬂcﬂme tax 812,728 (1 ’342,905) The_ results of my aud_il_procedures, mcluding Ihe_procgdures performed to address the matters below, provide the
basis for my audit opinion on the accc g financial
Income tax (expense)/reversal (283,684) 234,600
;
Prnflt/(loss) for the year 5291044 (1 ,108,305) Allowance for Impairment Losses on | | assessed the alignment of the Company’s expected credit loss
- Loans & Receivables at amortised cost model computations and underlying methodology including
Earnlngs per share: Allowance for impairment losses on | consideration of COVID-19 impacts and related industry responses
i i H loans & receivable at amortised cost as | with its accounting policies based on the best available information
Basic/diluted earnlng/(loss) per share (RS') 2.04 (6'68) stated in Note 12 & 23 is determined by | up to the date of my report. My audit procedures included amongst
m in accordance with the | others the following:

gcscoummg policies described in Note e | evaluated the design, implementation and operating

2021 2020 - effectiveness of controls over estimation of impairment, which

f B . included assessing the level of oversight, review and approval of

STATEMENT OF COMPREHENSHIE |NCOME Rs 000 Rs 000 This was a key audit matter due to: provision for impairment policies and procedures by the Board
. . « materiality of the reported allowance and management.

i for impairment losses which involved | « | checked th et d f the underlying dat
Profit/(loss) for the year 529,044 | (1,108,305) | | compiex catcuatons; ana usa I the mpatment computatin by agteeing etalls 0 roevant
Other comprehens!ve !ncome/(expenses) - ) + degree of management judgement, source documents and accounting records of the Company. | also
Other comprehensive income to be reclassified to profit significancs of assumptions and eve checked the underlying calculations.
or loss in subsequent periods (net of tax): &nﬁsnlsmrﬁe'gguruenmcgnfmw associted | - Llrfzfg:gg_“ to the above, the following procedures were
Gains/(losses) on re-measuring financial investments at Key areas of significant juogements, | - © " ot bais or
fair value through other comprehensive income (22,217) 6,737 estimates and assumptions used by | © o irment;

Net other comprehensive income/(expenses) to be allowance for impairment losses - lassessed the reasonableness and timeliness of Management's
i N . . included the following; internal assessments of credit quality based on the borrower’s
reclassified to profit or loss in subsequent periods (22,217) 6,737  management overlays to incorporate particular circumstances.
Other comprehensive income not to be reclassified to o prGoale ongoing mpacts of | - | evaluated the reasonableness of key inputs used in the
profit or loss in subsequent periods (net of tax): fesponses such a5 governmeny | “yowance for impalnent mado with parcular focus on the
A 0 3 , . * ongoing impact o -19. Such evaluations were carrie
Actuarial gains/(losses) on defined benefit plans 59,658 (53,290) S“mutlus paf_kgues and dfbdt out considering value and timing of cash flow forecasts,
. moratorium relief measures grante iski i i
Deferred tax effect relatmg to components of other by the Company: g ‘ellae‘fét:d risk industries, status of recovery action and collateral
comprehensive income (16.449) 14,921 | . the incorporation of forward-looking ;
b ! * For loans & on a basis for
Net other comprehensive income/(expenses) not to et ot vt s, | mpairment:
be reclassified to profit or loss in subsequent periods 43,209 (38,369) including judgments related to the - | tested the key calculations used in the allowance for
— ongoing impact of COVID-19, both in impairment.
Other comprehensive income/(expenses) for the year, net of tax 20,992 (31,632) me muléipgg‘_tecono_mlitc_ scednatrios ang - | assessed whether judgments, estimates and assumptions
— e probability weighting determine used by the Management in the underlying methodology and
Total GDmpI’ehenSlVe InDOmB/(EXpeﬂSBS) for the year, net of tax 550,036 (1 ,139,937) for each of these scenarios. the management overlays were reasonable. My testing included
IT systems and controls relevant to evaluating the r_easonablen_ess of for_ward-looking informati_on
) ; . used, economic scenarios considered, and probability
financial reporting - ; iy
weighting assigned to each of those scenarios.
2021 2020 A significant part of the Company’s | | assessed the adequacy of the related financial statement
STATEMENT OF FINANCIAL POSITION financial reporting process is primarily | disclosures as set out in Notes 3.5.11, 12, 23 and 49.2.
Rs. 000 Rs. 000 reliant on multiple IT systems with | v aqit procedures included the following,
" " automated processes and internal . . . .
controls. Further, key financial statement - | obtained an understanding of the internal control environment
Assets disclosures are prepared using data and of the processes relating to financial reporting and related
Cash and cash equivalents 1,191,374 683,024 | | renorts generated by IT systems that are disclosures.
. . Lo s ’ ! ! iled and f lated with th f - lidentifi
Placements with banks & financial institutions 246,166 357,928 | |spreacshocts. e et rapenin s Svsteme
Financial investments at fair value through profit or loss 341,547 950,012 pccordingl, T sysoms and raiated | - | InONed my internal specazed resourcs to evalate the
Loans & receivables at amortised cost 28,184,638 26,785,517 internal controls over financial reporting design and operating effectiveness of IT controls, including
Financial investments at fair value through other was considered a key audit matter. those related to user access and change management.
e i - lalso obtained an understanding, primarily through inquiry, of
c_ompreh_enswe income . 1 ’989‘1 69 1 ’292’61 6 the cyber security risks affecting the Company and the actions
Financial investments at amortised cost - 1,519 taken to address these risks. Further, | checked changes if any
Rea| estate StOCk 175 81 6 330 188 have been made to security monitoring procedures, given the
. . ! ! increase use of remote working access including the
:nvestment !n aszo%ate 3?:: yggg 32;‘223 Company’s monitoring on remote working activities.
nvestment in subsidiary ) )
Investment properties 107]03 1 14‘370 1.4 Other information included in the Group’s 2021 Annual Report
Property, equipment and right-of-use assets 607,185 758,690 The other information comprises the information included in the Group’s 2021 Annual Report, but does not include
. the financial statements and my auditor’s report thereon, which is expected to be made available to me after the date
g\tfangl%ki assets . 1 28,578 1 ggé’gg of this auditor’s report. Management is responsible for the other information.
eferred tax assets - My opi i i i
’ ly opinion on the financial statements does not cover the other information and | do not express any form of
Other assets 852,795 463,670 |  assurance conclusion thereon.
Tolal assets 34,277,459 32,406,1 95 In connectiop with my aud\l_ of the fma_ncial_statements,_ my responsibility is to} read the oth_er informati(_)n iden_tified
above when it becomes available and, in doing so, consider whether the other information is materially inconsistent
Liabilities with the financial statements or my knowledge obtained in the audit or otherwise appears to be materially misstated.
When | read the Company’s 2021 Annual Report, if | conclude that there are material misstatements therein, | am
Due to banks 4,116,812 5,436,682 |  requi i i i ;
’ ’ 3 ’ quired to communicate that matter to those charged with governance for correction. If further material uncorrected
Due to customers at amortised cost 22!267’862 21 Y725’261 :r}ji‘s‘s(tg;er?izrr:tscare ?ﬁstt'm Yﬁe ‘{T\i”bbiiglc‘sqmdm my report to Parliament in pursuance of provisions in Article
. . 0t the Lonstitution that will be tabled In due course.
Debt issued and borrowed funds at amortised cost 2,381,579 2,568,828 . _ -
Current tax liabilities 178.898 14 831 1.5 Responsibilities of Management and Those Charged with Governance for the Financial Statements
P ! ! Management is responsible for the preparation of Financial Statements that give a true and fair view in accordance
Deferred tax liabilities 78,301 - with Sri Lanka Accounting Standards, and for such internal control as management determine is necessary to enable
Other liabilities 764,118 840,836 the preparation of Financial Statements that are free from material misstatement, whether due to fraud or error.
Retirement benefits obligations 320.934 351.906 In preparing the Financial Statements, management is responsible for assessing the Group’s ability to continue as a
? ’ going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
Total liahilities 30,108,504 30,938.344 accounting unless management either intends to liquidate the Group or to cease operations, or has no realistic
4 d d d alternative but to do so.
Equily Those charged with governance are responsible for overseeing the Company’s and the Group’s financial reporting
Stated capital 4,276,448 2,124,457 |  process.
As per Section 16(1) of the National Audit Act No. 19 of 2018, the Group is required to maintain proper books and
gtattl‘.ltozy I’BSG.I'VES (435379’8397? (829%4'7%13 records of all its income, expenditure, assets and liabilities, to enable annual and periodic Financial Statements to be
etainea earnings s s prepared of the Group.
0OCl reserve (1 9,642) 2,575 1.6 Auditor’s Responsibilities for the Audit of the Financial Statements
N My objective is to obtain reasonable assurance about whether the financial statements as a whole are free from
Total Equny 4!168!955 1!467!851 material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion.
e pireas - Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
Total liabilities and equity 34,277,459 32,406,195 . ’ i te Mi .
Sri Lanka Auditing Standards will always detect a material misstatement when it exists. Misstatements can arise from
. . e e fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to
Commitments and COﬂtIngent liabilities 1 02v400 1 07|800 influence the economic decisions of users taken on the basis of these financial statements.
Net assets value per share (RS) 16.08 8.85 As part of an audit in accordance with Sri Lanka Auditing Standards, | exercise professional judgment and maintain
professional scepticism throughout the audit. | also:
« Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
As at As at design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for my opinion. The risk of not detecting a material misstatement resulting from
SELECTED PERFORMANCE INDICATORS 31/12/2021 31/12/2020 fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions
(Unaudited) (Unaudited) misrepresentations, or the override of internal control.
. < Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
Regulalury Gapltal adequacy appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Core capital (tier 1 capital), Rs. '000 3,492,691 1,300,793 Company’s internal control.
Total capital base, Rs. '000 3,681 !259 1 ,649,456 ¢ Evaluate _the appropriateness of accounting policies used and the reasonableness of accounting estimates and
Core capital adequacy ratio, as % of risk weighted assets o o adh by e management
h p q y ’ ° g « Conclude on the appropriateness of the management’s use of the going concern basis of accounting and based
(minimum requirement, 7%) 10.75% 4.41% on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
. . 0, . . cast significant doubt on the Group’s ability to continue as a going concern. If | conclude that a material
Total capltal ad8quaCy ratlo, as % of risk Welghmd assets uncertainty exists, | am required to draw attention in my auditor’s report to the related disclosures in the
(minimum requirement, 11 %) 11.33% 5.59% Financial Statements or, if such disclosures are inadequate, to modify my opinion. My conclusions are based

. TR . on the audit evidence obtained up to the date of my auditor’s report. However, future events or conditions may

Caplltfal funds to .dBDOSIT liabilities ratio cause the Group to cease to continue as a going concern.
(m|n|mum reqmrement, 1 0%) 20.50% 10.46% « Evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
and whether the financial statements represent the underlying transactions and events in a manner that
Assets quality (quality of loan portfolio) achieves fair presentation.
Gross non-performing accommodations, Rs.’000 5,352,157 5,383,243 | communicate with those charged with governance regarding, among other matters, significant audit findings,
. . s o o o any in internal control that | identify during my audit.
Gross non-performing accommodations ratio, % 15.92% 17.05%
Net non performing accommodations ratio, % 6.01% 7.49% | 2 Reporton Other Legal and Regulatory Requirements
- T 2.1 National Audit Act, No. 19 of 2018 and Companies Act, No. 7 of 2007 include specific provisions for
Profitability(%) ; '
following requirements.
Interest margin 9.42% 4.50% 211 | have obtained all the information and explanation that required for the audit and as far as appears from
0, 0, my examination, proper accounting records have been kept by the Company as per the requirement of
Eeium on ass?tts ((bf?forte te)‘x) 1;??4" (éi;gé"; section 163 (2) (d) of the Companies Act, No. 7 of 2007 and the section 12 (a) of National Audit Act, No.
eturn on equity (atrter tax . ( . (] 19 of 2018.
Regulatury quuid“v (RS 1000) 2.1.2 The financial statements of the Company comply with the requirement of section 151 of the Companies
" Act, No. 07 of 2007.
Required minimum amount of quuid assets 2,563,952 1,531,136 2.1.3 The financial statements presented is consistent with the preceding year as per the requirement of section
Available amount of liquid assets 3,252,670 2,087,485 6 (1) (d) i) of the National Audit Act, No. 19 of 2018.
: . e 2.1.4 The financial statements presented includes all the recommendations made by me in the previous year as
Req.mred minimum amount of governnlent securities 1 ’991 ’71 3 1’492'242 per the requirement of section 6 (1) (d) (iv) of the National Audit Act, No. 19 of 2018.
Avallable amount Of government securities 2:5991103 1 751 7'503 2.2 2.2 Based on the procedures performed and evidence obtained were limited to matters that are material,
. R nothing has come to my attention;
Memorandum information 2.2.1 to state that any member of the governing body of the Company has any direct or indirect interest in any
Number of employees 982 976 contract entered into by the Company which are out of the normal course of business as per the
Number of branches 39 40 requirement of section 12 (d) of the National Audit Act, No. 19 of 2018.
2.2.2 to state that the Company has not complied with any applicable written law, general and special directions
Number of other centers 9 9 issued by the governing body of the Company as per the requirement of the section 12 (f) of the National
Audit Act, No. 19 of 2018 except for non-compliances that are material are given below,
c tificati 2.2.3 to state that the Company has not performed according to its powers, functions and duties as per the
ertirication; requirement of section 12 (g) of the National Audit Act, No. 19 of 2018.
We, the undersigned, being the Head of Finance and the Chief Executive Officer of Merchant 2.2.4 tostate that the resources of the Company had not been procured and utilized economically, efficiently and
: 0 A . ffectively within the time frames and in compliance with the applicable laws as per the requirement of
Bank of Sri Lanka & Finance PLC certify jointly that o " !
. section 12 (h) of the National Audit Act, No. 19 of 2018.
(a) The above statements have been prepared in compliance with the format and definitions o
. . . e s i
prescribed by the Central Bank of Sri Lanka; W.P.C.Wickramaratne
Auditor General

(b) The information contained in these statements have been extracted from audited financial

statements of the Licensed Finance Company unless indicated as "Unaudited".

(Sgd.)
P I Kandanaarachchi
Head of Finance

30/03/2022

(Sgd.)

HKD W M D K Hapuhinna
Chief Executive Officer

30/03/2022
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