Merchant Bank of

ri Lanka & Finance PLC

NCIAL STATEMENTS

LRA BBB+ Stable
Co. Reg. No. PQ 10

Cap on Loans and Advances and Deposits

The company has been imposed with caps of LKR 25 Bn on net loans & advances, LKR 23.9 Bn on deposits
by 31+March 2023 & deposit limit in terms of section 3.2 (c) (vI) of the finance business act guideline No.1
of 2022 on PCA Framework for LCF's with effect from 1% September 2022. MBSL has already announced
an unsecured subordinated redeemable debenture of LKR 500 Mn with ability to Increase up to LKR 1 Bn

to comply with total capital requirement (Tier 11).
Certification;

We, the undersigned, being the Head of Finance and the Chief Executive Officer of Merchant

Bank of Sri Lanka & Finance PLC certify jointly that:

(a) The above statements have been prepared in compliance with the format and definitions

prescribed by the Central Bank of Sri Lanka;
(b) The information ined in these

have been

from audited financial

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

(Sgd.

P | Kandanaarachchi
Head of Finance
29/03/2023

(Sgd.)
HKDW M D K Hapuhinna
Chief Executive Officer

29/03/2023
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STATEMENT OF PROFIT OR LOSS PRy o Gair meeknriic) sigmmal
= = O=Q NATIONAL AUDIT OFFICE
Income 6,542,593 5,971,065 e N T
— arc
Interest and similar income 6,451,083 5,525,955 '7' | & }
Interest and similar (4695,684) | (2,675,588) |  ceman it Lankaand Fance PLG
il i Report of the Auditor General on the Financial Statements and Other Legal and Regulatory Requirements of the
Net interest income 1’155'399 2‘350‘367 Merchant Bank of Sri Lanka and Financa PLC and its subsidiary for the year ended 31 December 2022 in terms of
Fee and commlssmn income 129,157 189,929 Saction 12 of the National Audit Act, No. 1 of 2018.
Fee and (19,205) (38,587) :»‘F:;ﬂlnf'ﬂ'”"m'""
Net fee and commission income 109,952 151,342 | Th auit of the Financal Sttements of the Werchant Bark of St Lanka and Fnancs PLC (the “Company”) and the
Consolidated Financial Statements of the Company and its subsidiary (the “Group™) for the year ended 31 Decamber
Net "a.dmg Income " s % o 2’255 44'281 2022 comprising the statement of financial position as at 31 December 2022 and the statement of profit or loss, the
Net gain/(loss) on financial instruments at fair value statement of comprehensive income, statement of changes in equiy and statement of cash flows for the year then
through profit or loss (132,131) (23,435) | ended, and notes to the Financial Statements, inciucing a summary of significat accounting polcies, was caried
Other oprating income 93200 | 23435 | - gy fcton et At ek P St
{1 il Parliament in pursuance of provisions In Article 154 (6) of the Constitution will be tabled in due course. To carry out
Tota |‘0pel'alll'lg ineaie 1 ’ 821‘70A 3' 255.890 this audit | was assisted by a firm of Chartered Accounttants in public practice.
Impairment charges for loans and other losses 16,504 (74,450)
— In my opinion, the accompanying financial statements give a true and fair view of the financial pesition of the
Net operating income 1,844,208 [ 3,182,440 | Gompany and the Group s at 31 December 2022t 0l paormancean e cas s or e
ke
Personnel expenses (1.333,268) | (1,200,450 | e enced naccrtara with S Lank Acauen
Depreciation and amortisation (265,420) (245,115) :bznn:au‘cm':n?lg;-glun accordance with Sri Lanka Auditing Standards (SLAUS). My respansibiltes, under those
Other operating expenses (660.683) (613.860) | ercs ar orhr escrod in e Auctr’s Responsiaites for the Audt of the Financial Stataments section of
Total operaling expenses (2,259,371) (2,059,425) :;ymrlie‘un | believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my
Operating prnflt/( loss) before VAT on financial servlv:es 1.3 Key Audit Matters
and il ofi in group (415,163) 1,123,015 Key audit matters are those matters that, in my professional judgment, were of most significance in my audit of the
) s financial statements unhs current period. These matters were addressed in the contaxt of the audit of the financial
ge) of i in Y (113,773) (16,019) informing my and | do not provide a separate opinion on these matters.
Far each matier below, my description of how my audit aﬂdressed the matter is provided in that context
P'ﬂfl'/('“ssz from operations after impairment of I have fulfiled the responsibiities described In the Auditor's respansibiites for the audit of the financial statements
investment in group companies (528,936) 1,106,996 | section of my report, inclucing in relation to these matters. Accorcingly, my audi included the performanc of
Jxes on financlal Ssrvicss (127,078) | (204268) | e of vk o, i o racer eromed o e s s o e
melt/(loss) hefore income tax (555.914) 812,728 basis for my audit opinion on the accompanying financial statements.
Income tax (expense)/reversal 161,306 (283,684)
Allowanc: Impairment Losses on | In addressing the adequacy of the allowance for Impairment Losses.
Profit/(loss) for the year (495,608) 529,044 | | Lyas & Rocaivabes st amorsd st | o Loirs & Reatbis & amorisd i, My At procdurs
Earnings per share \"jllls msa:uy a‘lﬂil matter tl. to: included the following key procedures;
: owancefor Impemert LOSses O |, ) gqsesced the algnment o the allowancs for Impairment Losses
ic/di i ; Loans & Reosivables at amortised cost |~ compytations and underlying methodology including responses to
Basic/diluted earnings/(loss) per share: (0.94) 2.04 25 s i otes 2.8 2315 e | Copatalonsand m‘m g methodolopy i nongm ponses o
by mr:aemen‘_t in a?amxg: \ym’;‘ m': ‘the best available information up to the date: repart.
3?1'1" 1 polies fesarbed In O, | evaluated the intemal controls over estimation of allowance lwr
2022 2021 Imualmm Lnsses which included _assessi level
STATEMENT OF COMPREHENSIVE INCOME s was 2 key axdit mattor dua to: o Wit o st Tor ot
Rs. 000 Rs. 000 . !lrlulsm |r':‘cle hﬂ% ’;n“emmmesma Losses poiclzsannpmwﬂumsw(hz Board and management.
Pmm/(mss)fm lha year (495,608) 529,044 involved complex calculafions; and . I"nﬁd&m fo the above, the following procedures were
Other p « dagree of judgements, significance of
Other comprehensive income to he reclassmed to profit ey oMy | * Fararm'8, teesh i esesse e an il e b o
estimatin future  cash  flows
= ,Im N ;l;l)rs;:"q uent periods ('rilr?; :L!I ;Iﬂ!r) i PR S 1 e | | alitd e s oo quilty s
T Loans eceh
far value through other income (10,735) (22,217) u:’":::";"i;mm s, | A a1 e I
oo L ey s 1 | bRy L b e
reclassified to profit or loss in subsequent periods (10,735) 2| . \mpairment  Losses E’E;j;“;%wﬂ,ﬁn,s;‘c'ﬂ"ﬁ”m“‘“ﬁ sm"m”;yui:&;:w;,é ﬁfﬂgg
Other comprehensive income not to be reclassified to included thefollowing; sty st 1 ot
. + management overlays to incorporate moratoriums and status of ream amnsmme cnlblerals
profit or loss in subsequent periods (net of tax): e il B Ry o
Actuarial gains/(losses) on defined benefit plans 47,045 59,658 S, Soritoarm & ucsabien ot mtoed ool assed 08
Deferred tax effect relating to components of other ®fla Inocmoration of oneart o f“‘:m ‘;E :;"‘;E::;;s oo e e
comprehensive income (14.113) (16.449) s ot oot e impaiment
Net other P not to
be reclassified to profit or loss in suhsequent periods 32,932 43,200 | | e e promah | L et Judgements, semaas o o e
h 1t over ible testi luded
Other comprehensive income/(expenses) for the year, net of tax 22,197 20,002 | | coeoa s ot s o s ’?&.":Sﬁ%&%::’:;: ?ffr%fa.ﬁnmkfg'\" ;"E“a%nizlyn
used, _economic scenarios_considered, and  probabil
Total comprehensive income/(expenses) for the year, netoftax] ~ (473,411) 550,036 weighing assiged o each of those scenirios.
- | assessed the adequacy of the related financial statement
iiosures 3 st Ut Notes 85,11, 13, 250t 482
2022 2021 Information Technalogy (IT) syst My audit procedures included the following,
STATEMENT OF FINANCIAL POSITION Rs. 000 Rs. 000 and costrols over financial "“"“"" | gbined anunderstanaing o e rteralcontol gt of
5 5 A s ot o e gy | GRS 0 T worny
rti
Assets . g\%;n;\&(y 'ﬁ,m on Dm\im IT | » 1 idertified and test checkad relevant cortrols of key IT systeams.
Cash and cash equivalents 748,724 1,191,374 | | systems with automated processes ang | elated tothe Companys financial reporting process.
Placements with banks & financial institutions 103,682 246,166 |  [lems comme, e,k S | Limolied sl s oottt oy
Financial investments at fair value through profit or loss 287,510 341,547 :smu data m r!p:!ns mm by a{g i uwmssanﬂ::nm;s o I ontots g he el
L.Oans & I:ecelvables at ampnlsed 0031 24’423’3w 28’184'638 lnvmumed with the use of spreadsheets. | « | checked k%soume data of the reports used to generate key
Financial investments at fair value through other Accordingly, T systems and reaed | - dsclosures and completeness, including review of
comprehensive income 15,863 1,989,160 | el s ot eorig i ena ot oA
i ial i it - | also obtained an understanding, primarily through inquiry, of the
Financial investments at amortised cost 4,307,394 S e B o o ks
Real estate stock 96,937 175,816 10 address these risks. Further, | checked changes if any have been
Investment in associate 81,084 81,084 e ey 2?;2‘;’22.‘}5‘,’,;”;5 e e e o
Investment in subsidiary 257,631 371,404 remote working activii
Investment properties 104,798 107,703 | {4 Other information Incluted in the Company's 2022 Annual Report
Property, equipment and right-of-use assets 504,669 607,185 | 11g gher iformation comprise the irformatn inclue inths Company' 2022 Al Report bt coes ot
Intangible assets 103,208 128,578 lﬁ?ﬁ%i%??ﬁi‘é.‘é‘fs‘ﬂ?ﬁ e
Deferred tax assets 33,824 =| My opinion on the IninCAl salemes Soes oL Cover he GHner iormaton and | do nat express any form of
Other assets 163,157 852,795 s “““":'"""‘*;“’; — y — o
In connection witt ‘audit of the financial stataments, my responsibility is to read ti g4 wmalwnl em e
Total assets 31,231,781 | 34,277,459 | ab uwwnannmnn%smnnlem m domg s0, cmsumwsgnermswm T information is matarialy Inc
‘with the financial state wiedge obtained in the audit or otherwist ise appears to be materially mlssmm
iabiliti When | read the Comp: ‘s 2022 Annual Repon if | conclude that there are material misstatements therein, | am
Liabilities Lt
required |vcnmmumca ihat matter to those charged with governance for correction. If further material uncorected
Due to banks 2,925,953 4,116,812 G‘ s:a‘lhun‘e;ms“ © (ﬁn?nlhnﬁem!hﬁes&mh&ded inmy report to Parliament In pursuance of provisions in Article 154
Due to customers at amortised cost 23,524,609 | 22,267,862 :’5': imamen 1 g s e Chmned -
Debt issued and borrowed funds at amortised cost 69,082 2,381,579 jement is responsible for the preparation of Financial smemsms mit qive a true and fair view in accordance
Current tax liabilities 49,029 178,898 wlm i Lanka Accourting Standards, and for such internal control as jement determing Is necessary to enable
’ : the peparaton ofFirancialStatemerts tat mrreennm mitenl msstatey m ‘whether due to fraud of efror.
Deferred tax liabilities - 78,301 ‘" i =il e, e Mpﬂnsmle'wassessm%mel(; s iy oconinis s
iahiliti joing nnnmm 0t ing concem and using the going concem basis
Other liabilities - 686,361 764,118 gu:n?mmu uniess mamseme T s o Qs e Gl o o 24 DTS, B 16 1 et
Retirement benefits obligations 281,203 320,934 |  aftemative but to do so.
Total liabilities 27.536.237 30.108.504 ged with govemance are responsible for overseeing the Company's and the Group's financial reporting
3 5 'y y process.
i As per Section 16(1) of the National Audit Act No. 19 of 2018, the Group is required to maintain proper books and
gtt]ut“z » AZies PP Mgmsan'of altl':ts Gmcgme, ‘axpenditure, assats and liabilties, to g | periodic narcial Statamorts 1 be
ated capital 276, 276, prepared of the Group
1.6 Auditor’s Responsibilities for the Audit of the Financial Statements
Statutory reserves 339,996 339,996
Retained earnings (944.964) | (427,847) |  I0E m'fs's"i«‘sm{"l‘.n’%s°"aﬂfﬁé.“é'ﬁ§ﬁ:‘! ﬂ-‘f‘@:&‘!‘&”ﬁ?’ﬁéké‘r‘fkf‘:&%‘ ’nif.rf’u".i‘éis"ﬁv"ﬁﬁr'.'m
RLA reserve 54,441 - Reasonable assurance s a high level of assurance, b
p Sri Lanka Auditing Standards will ahways detect a mzlenalmlsshlememwhen itexists. Mlsﬂaemems canarise mm
0C| reserve (30,377) (19,642) frud o tror and s conscersd matl f, ndviduly o n te ggregate ey coud ssorablybe xpeced o
Total equity 3,695,544 4,168,955 [’?m o an audt |nanigmmﬁ! m 55:}13"73 Auditing Standards, | exercise professional judgment and maintain
fessional scepticism throughout the
Total liahilities and equity 31,231,781 | 34,277,459 © ity o st s et s o
i {1 liahiliti Jesign and perform al procedures responsive to those risks, and obtain aus lence that is sufficient anc
ﬁg?’:’:;:q;ec;?uaendefos?:;?ege(l;lsll)abllmes 103?% 10?'6483 'EDDfan Vi':lehla %ﬂvls& abasis 'l)lf my'nulnlm The rfifsak gl not neﬁe;’mu;lmmerlgl m\ssmeme‘nt mfunlnqimm
. . 1 raud s higher than for one resulting from eror, as fraud may involve collusion, forgery, intentional omissions,
p o the override of intamal control.
A,S al AS ﬂl + Obtain an Hm%rr‘sﬂnﬂ ing o;;‘mermhl 70"('"')' r'srlzam to ﬂﬁmillm in order to desmn illg\'( pr;!n;durs mm’ ‘a':e
appropriate in the circumstances, but not for purpose of expressing an opinion on the effectiveness of the
SELECTED PERFORMANCE INDICATORS 31/12/2022|  31/12/2021 Group's internal cortrol
(Unaudited) | (Unaudited) + Bvalute the of used and the of
Regulatory capital adequacy related disclosures made by the management.
i i it [ . the use of the going concam basis of accounting and based
Gore cap!tal (tier 1 capital), Rs. ‘000 2,973,001 3,492,691 on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
, Rs. L E 3 b cast significant doubt on the Group's ability to continue as a going concern. If | conclude that a materi
Total capital base, Rs. ‘000 3,151,598 3,681,259 aslm ficant ‘m th ,i“ dahll%[lm i 2 o ; vn: 'm Eéu: tlnax auma
i i i i unce am requi 0 draw attention in auditor’s report to te relat lisclosures in the
Core capital adequacy ratio, as % of risk weighted assets ey o o, i i e ‘.m.,u!.'i o Mockty my opinlon. iy concluions ae biseq
(minimum requirement, 8.5%) 11.33% 10.75% on the audit evidence obtained up to the date of my auditar's report. However, future everts or conditions may
) N . N cause the Group to cease to continue as a going concem.
Total capital adequacy ratio, as % of risk weighted assets
ini i 0, o 0, + Evaluate the overall presentation, structure and content of the financial statements, including the disclosures,
(mlplmum requ"emer]l’ _1 2',5_ 4’) . 12.01% 11.33% and whether the financial statements represent the underlying transactions and events in a manner that
Capital funds to deposit liabilities ratio achieves falr pressntation.
(minimum requirement, 10%) 14.65% 20.50% | communicate with those charged with governance regarding, among other matters, significant audit findings,
including any significant deficiencies in intamal control that | idertify during my audt
Assets quality (quality of loan portfolio)
Gross non-performing accommodations, Rs.'000 5161,200 | 5,352,157 | % Revort on Other Legal and Reguiatory Requirements » -
Gross non-performing accommodations ratio, % 17.97% 15.09% 21 Ntonal Aut Mo 10 of 2018 and Comparies Ac, . 7 f 207 iclude spelic pravisions for
i il i 0/ o
Net non performing dations ratio, % 8.14% 6.01% 211 I hawe that required for meaunl and as far as appears from
Profitability(%) ‘my examination, proper accounting records have been kept by the Company as per the requirement of
saunl‘ng 163 (2) (d) of the Companies Act, No. 7 of 2007 and the sction |2 la) uf National Audit Act. No.
Interest margin 5.85% 9.42%
Retumn on assets (before tax) -2.01% 1.59% 2:1.2 The financial statements of the Gompary comply with the requirement of section 151 of the Companies
Ret ity (atter tax) 12.60% 18.77% o bt
eturn on equity (after tax il AR 213 i Is consi i year as per the requirement of section
Regulatory liquidity (Rs.’000) 6(1) (d) i) of the Nalum\ludnAcL Tio. 19 of 2018,
i ini iqui 214 T maids by me in the
Req(mred minimum amqunt of liquid assets 2,636,887 2,563,952 nenm py eyt (1) m (m u, m eional ot At N fgg,g'g;g previous year as
Availabls amount of iquid assets 3,485,014 3,262,670 22 Based on the procedures performed and evidence obtained were limited to matters that are material,
Required minimum amount of government securities 1,894,394 1,991,713 Gng Ras Coma 3o my aengort
Available amount of government securities 2,092,197 | 2,599,103 221 ottty mmier o thegoving by o e Corpany s ry it o e st nay
Memorandum information ?fméﬁﬁ'ﬁep{'.‘.mﬁ’% o v o {3 Sy course o business 2 per the
Number of employees 893 982 222 to state that the Company has not complied with any applicabls witie Law, ganeral and special directions
Number of branches 39 39 'ﬁ,‘j‘ﬁd l»'l‘; q&v:;nzlo ;mome Company zs per the requirement of the section 12 (f) of the National
Number of other centers 9 9

Reference to law/ direction

Direction No.03 of 2018 issued by the
Central Bark of Si Lanka (Risk Weighted
Average Capital Adequacy Requirements).

to state that the compavzvy has not performed according to Its powers, functions and duties as per the
requirement of section 12 (g) of the National Audit Act, No. 19 of 2018.

224 to state that the resources of the Company had nv( been procured and utilized economically, efficiently and

Description
Non-compliance of the total capital ratio as
disclosed in Nots 48.1 of the financial
statements.

o
]

effectively within tha fime frames and in compliance with the applicable laws as per the requirement of
section 12 (h) of the Ni\lund Audit Act, No. |! of 2018.
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W.P.C.Wickramaratne

Aucitor General

Merchant Bank of Sri Lanka & Finance PLC
(Subsidiary of Bank of Ceylon)

BOC Merchant Tower,

No. 28, St. Michael’'s Road, Colombo 03, Sri Lanka.

Tel: 011 4711 711, Fax: 011 4 711 765
E-mail : mbslbank@mbs|bank.com
Web Site : www.mbslbank.com




