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INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF SMB FINANCE PLC

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of SMB Finance PLC (“the Company™) and the consolidated
financial statements of the Company and its subsidiaries (“the Group™), which comprise the statement of
financial position as at 31 December 2022, and the statement of profit or loss and other comprehensive
income, statement of changes in equity and statement of cash flows for the year then ended, and notes to the
financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying financial stalements give a true and fair view of the financial position of
the Company and the Group as at 31 December 2022, and of their financial performance and its cash flows
for the year then ended in accordance with Sri Lanka Accounting Standards.

Basis for Opinion

We conducted our audit in accordance with Sri Lanka Auditing Standards (SLAuSs). Our responsibilities
under those standards are further deseribed in the Auditors’ Responsibilities for the Audit of the Financial
Statements section of our report. We are independent of the Group in accordance with the Code of Ethics
issued by CA Sri Lanka (Code of Ethics), and we have fulfilled our other ethical responsibilities in accordance
with the Code of Ethics. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment. were of most significance in our audit of
the Company financial statements and consolidated financial statements of the current period. These matters
were addressed in the context of our audit of the Company financial statements and consolidated financial
statements as a whole, and in forming our opinion thereon. and we do not provide a separate opinion on these
matters.
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01.Allowance for Expected credil losses of loans and receivables to customers

Refer to the accounting policies in the Financial Statements: Impairment of Loans and Receivables to
Customers, “Note 5.3.3 and 197 to the Financial Statements: Significant Accounting Judgments and

Estimates, “Note 3.2.2" to the Financial Statements.

Risk Description

Our Response

As disclosed in Note 19 to these financial statements,
the Company has recorded financial assets at
amortized cost against loans and receivables 1o
customers amounting to Rs. 1,855,368,149%/- as at 31
December 2022. High degree of complexity and
judgment are involved in estimating ECL of
Rs.636.865,081/- against loans and receivables to
customers as at the reporting date.

The Company uses the Expected Credit Loss (ECL)
model lo calculate the loss allowance in accordance
with SLFRS 9 — Financial Instruments (SLFRS 9).
These models are reliant on data and a number of
estimates including the impact of multiple economic
scenarios and other assumptions such as defining a
significant increase in credit risk (SICR).There are
also a number of key assumptions made by the
Company in applving the requirements of SLFRS 9 fo
the models including the identification of loss stage.
forward looking probability of default (PD), loss given
default (LGD), macroeconomic scenarios used and the
post-model adjustments including their weighting and
judgments over the use of data inputs required.

Additional subjectivity and judgement have been
introduced into the Company’s measurement of ECL
due to the heightened uncertainty associated with the
impact of the economic outlook (o the Company
customers, increasing our audit effort thereon,

Allowance for expected credit losses is a key audit
matter due to the signilicance of the loans and
receivables balance to the financial statements and the
inherent complexity of the Company’s ECL models
used to measure ECL allowances,

Our audit procedures included:

Assessing the methodology inherent within
the impairment models against the
requirements of SLFRS 9, specially taking
into consideration the prevailing uncertain
volatile macro-economic environment;

Challenging the key assumptions in the
ECL models, including staging PD and
LGD and evaluating the reasonableness of’
Management’s key judgments and
estimates;

Testing the accuracy and completeness of
the data inputs to the systems and ECL
models and challenging the economic
information used within, and weightings
applied to, forward looking scenarios:

Testing I'T System Controls which records
loan days past due, and non performing
loan classification.

Recaleulating the ECL on sample basis, by
using the key assumptions used in the
models, such as PD and LGD:;

Evaluating  the completeness  of
customers/facilities assessed individually
based on the criteria set for the same and
checking the accuracy of the provision for
impairment for such identified individually
significant exposures.

Assessing the completeness of additional
allowance overlays by checking the|
consistency of risks we identified in the

loan and lease portfolios against the
Company’s assessment:

Working  with  our Financial Risk
Management (FRM) specialists, and
evaluating and challenging the Kkey

assumptions in the components of the
Company’s post-model adjustments to the
ECL allowance balance.

= Assessing the adequacy of disclosures made

in the financial statements in compliance
with  relevant  accounting  standards
requirerments.
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(2. Valuation of Investment Property

23",

Refer to the accounting policies in the Financial Statements: Investment Property, “Note 5.3.7 and

Risk Description

Our Response

As at 31 December 2022, the Group's Investment
Properties carried at fair value amount to Rs. 402,92
Mn. Further, the fair value gain recognized in the
stalement of profit or loss for the year, amounted 1o
Rs. 46.94 Mn.

The Company has engaged an independent
external professional valuer with appropriate
expertise in valuing properties, to determine the
fair value of investment property in accordance
with recognized industry standards.

Estimating the fair value is a complex process
which involves a significant degree of judgement
and estimates in respect of price per perch of the
land, capitalization rates, value per square feet, fair
market rental and diversity of locations and nature
of the land and buildings and investment
properties.

We identified this as a key audit matter because of
the significant judgments and estimations in the
selection of appropriate valuation methodology to
be used and in estimating the key assumptions
applied. These key

assumptions include markel comparable uvsed,
taking into consideration for difference such as
location, size and tenure, A change in the key
assumptions will have an impact on the valuation.

Our audit procedures included,

e Assessing the objectivity, independence,
competence and qualifications of the external
valuer.

e Assessing the key assumptions applied and
canclusion made by the external valuer in
deriving the fair value of the properties and
comparing the same with evidence of currem
market values and consultation with internal
valuation specialist.

e Inguiring how valuers had assessed the
impact of the prevailing uncertain and
volatile macro-economic environment 1o
assess whether that it was appropriately
considered in the measurement in valuing
properties to determine the fair value of the
investment property.

o Agsessing the adequacy of the disclosures in
the financial statements, including the
description and appropriateness of the
inherent degree of subjectivity and key
assumptions in the estimates.
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Other Information

Management is responsible for the other information. The other information comprises the information
included in the annual report, but does not include the financial statements and our auditor’s report
thereon. The annual report is expected to be made available to us afier the date of this auditor’s report,

Our opinion on the financial statements does not cover the other information and we do not express any
form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated.

When we read the annual report if we conclude that there is a material misstatement therein, we are
required to communicate the matter to those charged with governance.

Responsibilities of Management and Those Charged with Governance for the Financial
Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with Sri Lanka Accounting Standards, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Auditors® Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with SLAuSs will always detect a material misstatement when it exists,
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the economic decisions of users taken on the basis of
these financial statements.

As part of an audit in accordance with SLAuSs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

= [dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.
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®  Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company and Group's internal control.

= Evaluate the appropriateness of accounting policies used and the reasonableness of daccounting
estimates and related disclosures made by management,

* Conclude on the appropriateness of management’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Company and Group’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required to
draw attention in our auditors’ report to the related disclosures in the financial statements or, if
such disclosures are inadequate. to modify our opinion. Qur conclusions are based on the audit
evidence obtained up to the date of our auditors’ report. However, future events or conditions
may cause the Company and Group to cease to continue as a going concern.

*  Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

= Obtain sufficient appropriate audit evidence regarding the financial information ol the entities or
business activities within the Group to express an opinion on the consolidated financial
statements, We are responsible for the direction, supervision and performance of the group audit.
We remain solely responsible for our audit opinion.

»  We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit,

= We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements in accordance with the Code of Ethics regarding independence,
and to communicate with them all relationships and other matters that may reasonably be thought
to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance. we determine those matters that
were of most significance in the audit of the financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditors’ report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter
should not be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.
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Report on Other Legal and Regulatory Requirements

As required by section 163 (2) of the Companies Act No. 07 of 2007, we have obtained all the information
and explanations that were required for the audit and, as far as appears from our examination, proper
accounting records have been kept by the Company,

CA Sri Lanka membership number of the engagement partner responsible for signing this independent
auditors' report is 2599.

A —
CHARTERED ACCOUNTANTS
Colombo,Sri Lanka

03 April 2023



SMB Finance PLC

Statement of Profit or Loss and Other

Comprehensive Income

Rs., Company Group
For the year ended December 31, Note 2022 - 2021 2022 2021
Interest Income 7 289,161,235 163,970,711 289,361,235 163,970,711
Interest expenses 8 (134,737,070) {51,818,785)  (134,803,986) (52,068 675)
Net interest income 154,624,165 112,151,926 154,557,249 111,902,036
Fea and commission Income 9 0,005,419 3,625,443 9,905,419 3,625,443
Net interest, fee and commission income 164,529,584 115,777,369 164,462,668 115,527,479
Other operating income (Net) 10 210,220,245 81,336,021 230,889,765 134,116,264
Changes In fair value of investment property 23 44,649, 600 465,553,000 46,949,600 44,812,600
Total aperating income 419,399,429 243,666,390 442,302,033 294,456,343
Allowance for expected credit loss - Charge 11 {4@&2_5_963) {57,158,193) (166,520,962) (57,158,193)
Net operating income 252,878,466 186,508,197 275,781,071 237,298,150
Personnel experises i} (76,812,014) (55,959,275) (121,029, 687) [108,749,937)
Olher expenses i3 (66,965,862) (64,158,838) {82,779,700) (78,482,986)
Operating profit before taxes on financial services 107.100,590 66,390,084 71,971,684 50,065,227
Taxes on financial services 14 {18, 565,049) (10,753,675) {18,985,049) {10,753,675)
Profit after taxes on financial services 86,115,541 55,636,409 52,986,635 39,311,552
Impairment provision for subsidiary company 22 {12,750,000) = - 5
Share of profit of associale company 213 743,655 151,844 743,655 151,844
Profit before income tax 76,109,196 55,788,253 53,730,290 39,463,396
Income tax expense | Reversal 15 3,473,036 (2,357,092) 3,205,986 (1,520,296)
Profit for the year 79,582,232 53,431,161 56,936,276 37,943,100
Profit attributable to :
Owners of the Comparly 79,582,232 53,431,161 74,280,299 45,532,250
Non - controliing intenast 37 - - (17,344,019} (7,589,150)
Profit for the year 79,582,232 53,431,161 56,936,276 37,943,100
Dasic earnings per share 16 .01 001 0.01 D01
Diluted sarmnings per share 16.1 = = - :
The notes annexed Torm an tegral part of these financlal statements,
Fgures in brackets indicate deductions,
SMB Finance PLC

Statement of Profit or Loss and Other Comprehensive Income
Rs, Company Group
For the year ended December 31, 2022 2021 2022 2021
Profit for the year 79,582,232 53,431,161 56,936,276 37,943,100
Other Comprehensive Incoma
Ttems that will not be reclassified to profit or loss
Actuarial gain on defined benefit plans 1,600,945 1,404,303 5,242 300 8,924.911
Equity investments at FVOCT — Net change In falr value 22,872 981 21,311,656 22,672,581 21,341,656
Netb tax on ather comprehensive Income - = {1,068106) (1,804,946)
Other comprehensive incomefor the year (Net of taxes) 24,553,926 22,745,959 27,046,875 28,461,621
Total comprehensive incomé for the year 104,136,158 76.177.120 §3.983.151 66404721
Total comprehensive income attributable to:
Owners of the Company 104,136,158 76,177,120 100,105,625 71,193,196
Non = controlling interest - - (16,122,474} (4,788 475)
Total comprehensive incoma _for the year 104,136,158 76,177,120 83,983,151 66,404,721

The notes annexed form an integral part of these financial statements,

Frauras in brackets indicate deductions.



SMB Finance PLC
Statement of Financial Position

Rs. Company Group

As at December 31, Note 2022 2021 2022 2021
Assots

Cash and cash equivalents 17 55,302,042 103,558,886 55,494,670 105,179,888
Placements with banks 18 2,364,017,662 2,393,446,509 2,364,049,831 2,410,549, 184
Financial assets at amortised cost - Loans and 19 1,865,368,149 1,115,518,279 1,855,368,149 1,115,518,279
receivables to other customers

Financial Investments 20 104,249,453 H2,076,924 114,789,453 99,752,274
Investments in associate 21 42,577 031 #1,833,376 42,577,031 41,833,376
Investments in subsidiary 22 . 12,750,000 - -
Tivestrment properties 23 365,728,000 142,778,000 402,928,000 157,678,000
Praperty, plant & equipment 24 19,963,487 7.305,871 22,405,148 11,810,542
Right-of-use assets 251 16,070,408 23,266,033 16,070,405 24,195,608
Intangible assets 26 245,092,403 5,614,625 245,192,403 5,614,625
Deferred tax assets 27 - - 1,202,705 2,538,161
Other assets 28 98,857, 571 67,795,008 105,380,384 80,772,776
Total assets 5.187,226,207  3.995.943.601 5.225,358,379 _4.055,542.713
Liabilities

Due to finandial institutions 29 1,568,220,236 526,274,284 1,568,507,907 526,274,284
Due to other customers 0 126,786,485 122,275,914 126,786,485 122,275,914
Retirement benefit obligations 31 8,961,310 7,544,568 23,159,659 25,887,414
Lease labilities 252 14,880,212 15,649,074 14,880,212 16,705,769
Gther liabilitles 12 112,425,504 72,383,460 118,982,133 75,340,499
Total liabllities 1,831,273,747 744,127,300 1,852,316,396 766,483,880
Equity

Stated capital 33 3,062,681,524 3,062,681,524 3,062,681,524 3,062,681,524
Statutory reserves 34 41,732,329 37,753,217 41,732,329 37,753,217
Fair value reserve 35 52,465,265 29,592,284 52,465,265 29,592 264
Retained earnin 36 199,073,342 121,789,276 207,657 673 134,404,142
Wﬁl’tﬁfﬁ%buﬂhle'fo equity holders of the 3,355,952,460 3,251,816,301 3,364,536,791  3,264,431,167
Cernpamr

Mon - controlling interests 37 = = 8,505,192 24,627 666
Total equity 3,355,952,460  3,25i,816,301  3,373,041,983  3,289,058,833
Total equity and liabilities 5187,226,207  3,995943,601  5,225,358,379  4,055,542,713

The notes annexed form an Integral part of these financial statements.

Figures in brackets indicate deductions.

1t is certified that the financial statements have been prepared and presented in compliance with the requirements of the Companies Act o. 7 of

2007,

aka Silva
Head of Finance

Chief Executive Officer

The Board of Directors are respansible for the preparation and presentation of these finandal stalements.

Approved and signed gn behalf of the Board by,
= e — o
Shardha Sosa
Director
Caolombo

April 03, 2023

prg b

ssadi Wadood
Diractor
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SMB Finance PLC
Statement of Cash Flows

is. Company Group
For the year ended December 31, 2022 2021 2022 2021
Interest receipts 275,662,980 160,860,686 275,662,980 160,860,686
Interest payments (120,426,505) (47,616,457) (120,461,616) (47,649,082)
Fees and commission receipts 178,061,807 78,914,213 198,618,923 127,725,023
Cash payments to employees and suppliers (127,501,115) (95,251,404) (176,089,355) (153,693,399)
Profit before changes in operating assets

205,797,167 96,907,038 177,730,932 87,243,228
[Loans and recevables (B75,754,225) (104,614,858} (B75,754,224) (105,515,009)
Other assets (9,494,293) (3,671,233) (3,039,428) {4,496,541)
other liabilities 43,615,477 22,465,650 43,697,040 22,137,905
Cash (used in) / generated from (635,835,874) 11,086,597  (657,365,680) (630,486)
operating activities
Tax paid (12,097,436) (9,753,675) (12,007,433) (10,040,225)
Gratulty paid - (1,010,500) (1,828,750) {1,610,500)
Net cash (used in) / generated from (647,933,310) (22,143,228)  (671,291,863) (34,419,117)
operating activities
Cash flow from investing activities
Increase In financial Investments 20 - (2,165,000,000) 15,302,675 (2,170,300,500)
Net of acquisition and disposal of shares - - 5,683,744 3,915,148
Purchase of property, plant & equipment & (256,834,069) (1,930,120 (256,912,969) (2,862,004)
Intangible assets 24,26
Purchiase of Investment properties 23 {198,300,400) : (198,300,400) .
Dividend received 10 40,279 690,000 796,137 880,256
Proceeds from disposal of property, plant &
equipment - . - x
Net cash used in investing activities (454,394,190) (2,166,240,120) (433,430,813) (2,168,367,190)
Cash flow from financing activities
Borrowlngs obtained from financial Institutions 29 1,300,000,000 340,000,000 1,300,000,000 340,000,000
Repayment of borrowings from financial
Institutions 29 (267,548,898) (312,355,701) (267,548,898) (312,355,701)
Increase [ (Decrease) in other borrowings - - - -
Decrease In public borrowings (14,000) (14,000) {14,000 {14,000}
Lease liabllity payment (8,634,200) (8,212,000) (9,722,700) (10,052,500)
Rights issue during the period - 2,143,617,410 - 2,143,617,410
Right Issie expenses = {5,246,762) = (5,246,762)
:::::isrthgg:cr;:rrl?ﬂt:: aRi ) oraasy) 1,023,802,902 2,180,254,597 1,022,714,402 2,178,086,352
Net increase in cash and cash equivalents (78,524,598) (8,128,751) (82,008,275) (24,699,955)
:.'i';aesl; :;d cash equivalents at the beginning of 132,223,986 fi6352,657 s S
o e 53,699,288 132,223,886 53,636,613 135,644,888
the year
Reconciliation of cash and cash equivalents
Cashand cash equivalents 17 55,302,042 103,558,886 55,494,870 105,179,888
Repo investment with banks [Note 18] 18 501,000 28,665,000 533,169 30,465,000

55,803,042 132,223,886 56,028,039 135,644,888

Bank overdraft 29 (2,103,754) = (2,391,425) =
Cash and cash equivalents 53,699,288 132,223,886 53,636,613 135,644,888

The notes annexad form an integral part of these financial statements,

Figures in brackels indicate deductions.
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1. Corporate Information
I.1 Reporting Entity

SMB Finance PLC (the *Company”), is a Public Limited Liability Company incorporated on September
3. 1992 and domiciled in Sri Lanka. It is a specialized Finance company under the Finance Business Act
No 42 of 2011. The Company has a primary listing on the Colombo Stoek Exchange since 1993, The
Company was re-registered under the Companies Act No. 07 of 2007,

The registered office and the principal place of business of the Company is located at No 282/1, CBS
Building. Galle Road, Colombo 03, Sri Lanka.

The Finance licence in terms of the Finance Business Act, No. 42 of 2011 has been issued by the
Monetary Board of the Central Bank of Sri Lanka to SMB Finance PLC with effect from 01 December
2022.

1.2 Consolidated Financial Statements

The consolidated financial statements of the Group [or the year ended December 31, 2022 comprise of
SMB Finance PLC (Parent Company). its subsidiary (together referred to as the “Group’) and the
Group’s interest in its associate company.

1.3 Number of Employees

The staft strength of the Company as at December 31, 2022 is 47 (2021 - 39).
1.4 Principal Activities and Nature of Operations

Company — SMB Finance PLC

As per the current business model the principal business activities are accepting deposits, granting
finance leases.loans and pawning.

Subsidiary — SMB Money Brokers (Pvt) Lid

The principal business activity is money brokering activities

Associate — Kenanga Investment Corporation Litd

The principal business activity is investment banking and providing advisory services.

The percentage of ownership is as follows;

Sharcholdings in Subsidiary and Associate | Holding Percentage

SMB Money Brokers {Pvt}l':l'ﬂ_ 50.99%
Kenanga Investment Corporation Ltd 48.99%

There were no significant changes in the nature of the principal activities of the Company and the Group
during the financial year under review.
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2. Basis of Accounting

2.1. Statement of Compliance

The conselidated financial statements of the Group and the separate [inancial statements of the
Company as at December 31, 2022 and for the year then ended, have been prepared and presented in
accordance with the Sri Lanka Accounting Standards (SLIFRSs and LKASs), laid down by The Institute
of Chartered Accountants of Sri Lanka (CA Sri Lanka) and in compliance with the requirements ol the
Companies Act No 7 of 2007, the Finance Business Act No 42 of 2011 and amendments thereto and
provide appropriate disclosures as required by the Listing Rules of the Colombo Stock Exchange. These
Financial Statements, except for information on cash flows have been prepared following the accrual
basis of accounting. These SLFRSs and LKASs are available at www.casrilanka.com.

The Company did not adopt any inappropriate accounting treatments, which are not in compliance with
the requirements of the SLFRSs and L.LKASs, regulations governing the preparation and presentation of
the financial statements. Details of the Company’s significant accounting policies followed during the
year are given in Note 5.

2.2. Responsibility for Financial Statements

The Board of Directors of the Company is responsible for the preparation and presentation of the
financial statements of the Group and the Company as per the provisions of the Companies Act No. 7
of 2007 and Sri Lanka Accounting Standards.

The Board of Directors acknowledges their responsibility for financial statements as set out in the
Annual Report of the Board of Directors, Statement of Directors’ Responsibility and the certification
on the Statement of Financial Position.

These financial statements include the following components:

A). A Statement of Profit or Loss and Other Comprehensive Income providing the information on
the financial performance of the Group and the Company for the year under review.

B). A Statement of Financial Position (SOFP) providing the information on the finaneial position of
the Group and the Company as at the year end.

C). A Statement of Changes in Equity depicting all changes in shareholders’ funds during the year
under review of the Group and the Company.,

D). A Statement of Cash Flows providing the information to the users, on the ability of the Group
and the Company to generate cash and cash equivalents and utilisation of those cash fows.

E).Notes to the Financial Statements comprising Significant Accounting Policies and other
explanatory information,

2.3. Approval of Financial Statements by the Board of Directors

The financial statements of the Group and the Company for the year ended December 31, 2022
(including comparatives for 2021), were approved and authorised for issue in accordance with the
resolution of the Board of Directors on April 3, 2023.
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2.4. Basis of Measurement

The financial statements of the Company and the Group have been prepared on the historical cost basis
except for the following material items stated in the statement of financial position.

ltem Basis of Measurement Note No
Financial assets measured at fair value ) ;
through profit or loss (FVTPL) Fair value 20.1

Unquoted equity investments measured
at  fair  value through  other Fair value 20,2
comprehensive income (FVTOCT)
Investment Property

Fair Value 23
Defined benefit obligation Liability is recognized at the
present value of the defined
benefit abligation, plus

unrecognized actuarial gains, less 31

unrecognized past service cost and
unrecognized actuarial losses.

2.5. Going Concern Basis of Accounting

In preparing these financial statements, the management has assessed the existing and anticipated
effect of country’s extraordinary macroeconomic circumstances on the Group and the appropriateness
of the use of the going concern basis ol preparation ol financial statements. The Company has been
evaluating the resilience of its businesses, considering a wide range of factors such as expected revenue
streams, profitability, cost management initiatives implemented by the Group, changes in working
capital, management of capital expenditure. debt repayments, cash reserves and available sources of
financing including unutilized facilities and in order to be able to continue business under current
global economic conditions.

Furthermore, Management do not see any material uncertainties that may cast significant doubt upon
the ability to continue as a going concern and they do not intend either to liquidate or to cease
operations of the Company. Therefore, the directors are satislied that the Financial Statements
continue to be prepared on going concern basis.,

2.6. Functional and Presentation Currency

The consolidated financial statements are presented in Sri Lankan Rupees (Rs.), which is the Group's
and Company’s lunctional and presentation currency. There was no change in the Group’s
presentation and functional currency during the year under review.,

2.7, Presentation of Financial Statements

The assets and liabilities of the Company and the Group presented in the Statement of Financial
Position are grouped by nature and listed in an order that reflects their relative liquidity and maturity
pattern. An analysis on recovery or settlement within 12 months after the reporting date (Current) and
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after more than 12 months from the Reporting date (non-current) is presented in Note 44 (Current/Non-
current Analysis). No adjustments have been made for inflationary factors affecting the financial
statements.

2.8. Rounding

The amounts in the financial statements are presented in absolute values for the financial statements
to be more understandable. However, in certain notes to the financial statements, figures have been
rounded-off to the nearest Rupees thousands for better presentation as permited by the Sri Lanka
Accounting Standard LKAS 01 - Presentation of Financial Statements.

2.9. Offsetting

Financial assets and financial liabilities are offset, and the net amount reported in the consolidated
statement of financial position only when there is a legally enforceable right to offset the recognized
amounts and there is an intention 1o settle on a net basis, or to realize the assets and settle the liabilities
simultangously. Income and expenses are not offset in the consolidated statement of profit or loss
unless required or permitted by any accounting standard or interpretation, and as specifically disclosed
in the accounting policics of the Group.

2.10. Materiality and Aggregation

Each material class of similar items is presented separately in the Financial Statements, Items of
dissimilar nature or function are presented separately, unless they are immaterial,

Notes to the Financial Statements are presented in a systematic manner which ensures the
understandability and comparability of Financial Statements of the Company and the Group.

Understandability of the Financial Statements is not compromised by obscuring material information
with immaterial information or by aggregating material items that have different natures or functions.

2.11. Comparative Information

Comparative information including quantitative, narrative and descriptive information is disclosed in
respect of the previous period in the financial statements in order to enhance the understanding of the
current period’s financial statements and (o enhance the inter period comparability.

3. Use of Significant Accounting Judgements, Assumptions and Estimates

I preparing the financial statements of the Company and the Group in conformity with SLFRSs and
LLKASs, the management has made judgements, estimates and assumptions which affeet the
application of Accounting Policies and the reported amounts ol assets, liabilities, income and
expenses. Actual results may differ from these estimates. Accounting judgements, estimates and
underlying assumptions are reviewed on an ongoing basis.

Revisions to accounting estimates are recognized prospectively. Significant areas of critical
accounting judgements, assumptions and estimation uncertainty, in applying accounting policies that
have most signilicant effects on the amounts recognized in the linancial statements of the Company
and the Group are as follows.



SMB FINANCE PLC
NOTES TO THE FINANCIAL STATEMENTS

3.1. Significant Accounting Judgements

Information about accounting judgements made in applying accounting policies that have the most
significant effects on the amounts recognized in these financial statements are included in Notes 3.1.1
to 3.2.7 below.

3.1.1. Determination of control over investees

Management applies its judgement to determine whether the control indicators set out in Note 5.1.3.2
indicates that the Company controls the investees,

3.1.2. Classification of financial assets and liabilities

As per SLFRS 9, the Significant Accounting Policies of the Company provides scope for linancial
assets to be classified and subsequently measured into different categories, namely, at Amortized Cost,
Fair Value through Other Comprehensive Income (FVOCI) and Fair Value Through Profit or Loss
(FVTPL) based on the eriteria given in Note 5.3.3.

3.1.3. Determination of impairment losses relating to financial assets

Establishing the criteria for determining whether credit risk on the financial asset has increases
significantly since initial recognition, determining methodology for incorporating forward-looking
information into measurenient of Expected Credit Loss (ECL) and selection and approval of models
used to measure ECL set out in the Note 5.2.5.

3.2. Assumptions and Estimation Uncertainties

Information about assumptions and estimation uncertainties that have a significant risk of resulting in
material adjustments are included in Notes 3.2.1 to 3.2.7 below,

3.2.1. Fair Value of financial instruments

The fair values of financial assets and financial liabilities recognized on the Statement of Financial
Position, for which there is no observable market price are determined using a variety of valuation
techniques that include the use of mathematical models. The inputs to these models are derived from
observable market data where possible, but if this is not available, judgement is required to establish
their fair values. The Group measures fair value using the fair value hierarchy that reflects the
significance of inputs used in making measurements. Methodologies used for valuation of financial
instruments and fair value hierarchy are stated in Note 38.5 and 38.6 respectively.

3.2.2. Impairment losses on financial assets

The measurement of impairment losses both under SLFRS 9 across all categories of financial assets
requires judgement, in particular, the estimation of the amount and timing of future cash flows and
collateral values when determining impairment losses. Accordingly, the Group reviews its individually
significant loans and advances at each reporting date to assess whether an impairment loss should be
provided in the statement of profit or loss.

In particular, the Management’s judgement is required in the estimation of the amount and timing of
future cash flows when determining the impairment loss. These estimates are based on assumptions
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about a number of factors and hence actual results may differ, resulting in future changes to the
impairment allowance made. The individual impairment provision applies to financial assets evaluated
individually for impairment and is based on management’s best estimate of the present value of the
future cash Mows that are expected to be received. In estimating these cash flows, Management makes
judgements about a borrower’s financial situation and the net realizable value of any underlying
collateral. Each impaired asset is assessed on its merits, and the workout strategy and estimate of cash
flows considered recoverable.

A collective impairment provision is established for;
® Groups of homogeneous loans and leases that are not considered individually significant; and

= Groups of assets that are individually significant but that were not found to be individually
impaired.

As per SLFRS 9, the Company’s Expected Credit Loss (ECL) calculations are outputs of a
complex model with a number of underlying assumptions regarding the choice of variable inputs
and their imerdependencies. Elements of the ECL model that are considered accounting
judgements and estimates include:

= The Group’s eriteria for qualitatively assessing whether there has been a significant increase in
credit risk and if so, allowances for financial assets measured on a Lifetime expected credit loss
(LTECL) basis.

= The segmentation of financial assets when their ECL is assessed on a collective basis,
» Development of a ECL model, including the various statistical formulas and the choice of inputs.

= Determination of associations between macro-economic inputs and the effect on Probability of
Default (PDs), Exposure at Default (EAD) and Loss Given Default (LGD).

3.2.3. Impairment of non- financial assets

The carrying amounts of the Group®s non- financial assets, other than investment property and deferred
tax assets, are reviewed at each reporting date to determine whether there is an indication that an asset
may be impaired. If any indication exists, the Group estimates the asset’s recoverable amount. An
impairment loss is recognized if the carrying amount of an asset exceeds its estimated recoverable
amount. An asset’s recoverable amount is the higher of an assets or cash- generating unit’s fair value
less costs to sell and its value in use. Where the carrying amount of an asset or cash -generating unit
exceeds its recoverable amount, the asset is considered impaired and is written down to its recoverable
amount. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and
risks specific to the asset. In determining fair value less costs to sell, an appropriate valuation model
is used. These calculations are corroborated by valuation multiples, quoted share price for publicly
traded subsidiaries or other available fair value indicators. For assets excluding goodwill, an
assessment is made at each reporting date as to whether there is any indication that previously
recognized impairment losses may have decreased. I such indication exists. the Group estimates the
assets or cash- generating unit’s recoverable amount. A previously recognized impairment loss is
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reversed only i there has been a change in the assumptions used to determine the asset’s recoverable
amount since the last impairment loss was recognised. the reversal is limited so that the carrying
amount of the asset does not exceed its recoverable amount, nor exceeds the carrying amount that
would have been determined, net of depreciation/ amortisation, had no impairment loss been
recognized for the asset in prior years, Such reversal is recognised in profit or loss,

3.2.4.Useful lifetime of the property, plant and equipment

The Company reviews the residual values, useful lives and methods of depreciation of property, plant
and equipment at each reporting date. Judgement of the Management is exercised in the estimation of
these values, rates, methods and hence they are subject to uncertainty. Refer Note 5.3.8.

3.2.5.Deferred tax assets

Deferred tax assets are recognised in respect of tax losses 1o the extent that it is probable that future
taxable profit will be available and can be utilised against such tax losses. Judgement is required to
determine the amount of deferred tax assets that can be recognised, based upon the likely timing and
level of future taxable profits, together with future tax-planning strategies. Refer Note 27.

3.2.0.Defined benefit obligation

The cost of the defined benefit obligation is calculated by estimating the amount of future benefit that
employees have earned in return for their service in the current and prior periods; that benefit is
discounted to determine its present value, This includes making assumptions about discount rates,
future salary increments, retirement age. Due to the long- term nature of such obligation, these
estimates are subjected to significant uncertainty. All assumptions are reviewed at each reporting date.
Refer Note 31.

3.2.7. Provisions for liabilities, commitments and contingencies

The Group receives legal claims in the normal course of business. Management has made judgements
as to the likelihood of any claim succeeding in making provisions. The time of concluding legal claims
is uncertain, as is the amount of possible outflow of economic benefits. Timing and cost ultimately
depend on the due processes in respective legal jurisdictions.

Information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies other than those stated above that have significant effects on the amounis
recognised in the consolidated financial statements are described in Notes 5.1.3.

Changes in Significant Accounting Policies

The Group has consistently applied the accounting policies as set out in Notes S all periods presented
in these financial statements.

5. Significant Accounting Policies

The Significamt Accounting Policies set out below have been applied consistently to all periods
presented in the Financial Statements of the Company and Group except as specified in Note 2 These
Accounting Policies have been applied consistently by the Company and the Group.
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Summary of Significant Accounting Policies Policy Note No
Financial assets and liabilities 5.1.1
Fair value measurement 3.2
Consolidated linancial statements 513
Revenue 52.1
Net interest income 522
Fee and commission income 523
Other operating income 5.24
Expected credit losses on financial assets 5.2.5
Personnel expenses 526
- Other expenses 52.7
Value added tax (VAT) on financial services 528
Social Security Contribution Levy (SSCL) 5.2.9
Income tax il 5.2.10
Earnings per share 52,11
Dividend per share 5.2.12
Cash and cash equivalents 5.3.1
Placements with banks 532
Loans and receivables 533
Financial investments - 534
Investment in associate 5335
Investment in subsidiary 536
Investment properly 5.3.7
Property, plant and equipment 5338
Right of use assets and lease liabilitics 5.3.9
Intangible assets 5.3.10
Other assets 5.3.11
Due to financial institutions 53.12
Due to other customers 5.3.13
Retirement benefit obligations 5.3.14
Other liabilities 5.3.15
Statutory reserve 53,16
Fair value reserve 5.3.17
Statement of cash flows 5.4.1
Events that occurred afler the reporting date 5:5.1
Capital Commitments 532
Capital Contingencies 5.5.3
Operating segments 5.5.4
Maturity analysis 5.5.5
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5.1. Significant Accounting Policies — General
5.1.1. Financial Assets and Liabilities

5.1.1.1. Recognition and initial measurement

The Group initially recognizes loans and receivables, deposits, debt securities issued and subordinated
liabilities on the date on which they are eriginated. All other linancial instruments (including regular-
way purchases and sales of financial assets) are recognized on the trade date, which is the date on
which the Group becomes a party to the contractual provisions of the instrument.

A financial asset or financial liability is measured initially at fair value plus transaction costs. For an
item not at FVTPL, transaction costs that are directly attributable to its acquisition or issue.

Day 1 profit or loss

When the transaction price differs from the fair value of other observable current market transactions
in the same instrument or based on valuation technique whose variables include only data from
observable markets the Group recognizes the difference between transaction price and fair value in
interest income and respective expenses. In case where fair value is determined using data which is
not observable, the difference between the transaction price and model value is recognized in the
Statement of Profit or Loss when the input becomes observable or when the instrument is
derecognized.

The Day | loss arising in the case of loans granted to employees at concessionary rates under uniform
applicable schemes is deferred and amortized using effective interest rates over the remaining service
perind of the employees or tenure of the loan whichever is shorter. The subsequent measurement of
financial assets depends on their classification.

5.1.1.2. Classification
A. Financial Assets

On initial recognition, a financial asset is classified as measured at amortized cost. FVOCIor FVTPL.
A financial asset is measured at amortized cost if it meets both of the following conditions and is not
designated as at FVTPL:

® the asset is held within a business model whose objective is to hold assets to collect contractual
cash flows; and

» the contractual terms of the financial asset give rise on specified dates to cash flows that are
solely payments of principal and interest on the principal amount outstanding,

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is
not designated as at FVTPL:

= the asset is held within a business model whose objective is achieved by both collecting;
Contractual cash flows and selling financial assets; and the contractual terms of the financial asset
give rise on specified dates to cash flows that are solely payments of principal and interest on the
principal amount outstanding,.
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On initial recognition of an equity investment that is not held for trading, the Group may irrevocably
elect 1o present subsequent changes in fair value in OCI. This election is made on an investment-by-
investment basis.

All other financial assets are classilied and measured at FVTPL.

In addition, on initial recognition, the Group may irrevocably designate a financial asset that otherwise
meets the requirements to be measured at amortized cost or at FVOCI as at FVTPL if doing so
eliminates or significantly reduces an accounting mismatch that would otherwise arise.

Business model assessment

The Group makes an assessment of the objective of a business model in which an asset 1s held at a
portfolio level because this best reflects the way the business is managed, and information is provided
to management. The information considered includes the stated policies and objectives for the
portfolio and the operation of those policies in practice. In particular, whether management’s strategy
focuses on earning contractual interest revenue, maintaining a particular interest rate profile, matching
the duration of the financial assets to the duration of the liabilities thal are funding those assels or
realizing cash flows through the sale of the assets.

= how the performance of the portfolio is evaluated and reported to the Group’s management.

= the risks that affect the performance of the business model (and the financial assets held within that
business model) and how those risks are managed.

= how managers of the business are compensated — e.g., whether compensation is based on the fair
value of the assets managed or the contractual cash Hows collected: and

® the frequency, volume and timing of sales in prior periods, the reasons for such sales and its
expectations about future sales activity. However, information about sales activity is not considered
in isolation, but as part of an overall assessment of how the Group's stated objective for managing the
financial assets is achieved and how cash flows are realized.

FFinancial assets that are held for trading or managed and whose performance is evaluated on a fair
value basis are measured at FVTPL because they are neither held to collect contractual cash flows nor
held both to collect contractual cash flows and to sell financial assets.

Assessment whether contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on
initial recognition. “Interest” is defined as consideration for the time value of money and for the credit
risk associated with the principal amount outstanding during a particular period of time and for other
basic¢ lending risks and costs (e.g., liquidity risk and administrative costs), as well as profit margin.

[n assessing whether the contractual cash flows are solely payments of principal and interest, the Group
considers the contractual terms of the instrument. This includes assessing whether the financial asset
contains a contractual term that could change the timing or amount of contractual cash flows such that
it would not meet this condition, In making the assessment, the Group considers:

= contingent events that would change the amount and timing of cash flows.
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= |everage features.
= prepayment and extension lerms.

= terms that limit the Group's claim to cash flows from specified assets (e.g.. non-recourse assel
arrangements); and

= features that modify consideration of the time value of money — e.g., periodical reset of interest
rates.

B. Financial liabilities

The Group classifies its financial liabilities other than loan commitments, as measured at amortized
cost or FVTPL.

5.1.1.3. Reclassifications

Financial assets are not reclassified subsequent to their initial recognition, except in the period afier
the Group changes its business model for managing financial assets.

5.1.1.4. Derecognition
A. Financial Assets

The Group derecognizes a financial asset when the contractual rights to the cash flows from the
financial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction in
which substantially all of the risks and rewards of ownership of the financial asset are transferred or
in which the Group neither transfers nor retains substantially all of the risks and rewards ol ownership
and it does not retain control of the financial asset.

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset derecognized) and the sum of (i) the consideration
received (including any new asset obtained less any new liability assumed) and (ii) any cumulative
gain or loss that had been recognized in OCI is recognized in profit or loss.

Any cumulative gain/loss recognized in OCI in respect of equity investment securities designated as
at FYOCI is not recognized in profit or loss on derecognition of such securities. Any interest in
transferred financial assets that qualify for derecognition that is created or retained by the Group is
recognized as a separate asset or liability.

The Group enters into transactions whereby it transfers assets recognized on its statement of financial
position but retains either all or substantially all of the risks and rewards of the transferred assets or a
portion of them. In such cases, the transferred assets are not derecognized. Examples of such
transactions are securities lending and sale-and-repurchase transactions,

When assets are sold 1o a third party with a concurrent total rate of return swap on the transferred
assets, the transaction is accounted for as a secured financing transaction similar to sale-and-
repurchase transactions, because the Group retains all or substantially all of the risks and rewards of
ownership of such assets.
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In transactions in which the Group neither retains nor transfers substantially all of the risks and rewards
of ownership of a financial asset and it retains control over the asset, the Group continues 1o recognize
the asset to the extent of its continuing involvement, determined by the extent to which il is exposed
to changes in the value of the transferred asset.

In certain transactions, the Group retains the obligation to service the transferred financial asset for a
fee. The transferred asset is derecognized if' it meets the derecognition criteria. An asset or liability is
recognized for the servicing contract if the servicing fee is more than adequate (asset) or is less than
adequate (liability) for performing the servicing.

The Group securitizes various loans and advances to customers and investment securities, which
generally result in the sale of these assets to unconsolidated securitization vehicles and in the Group
transferring substantially all of the risks and rewards of ownership. The securitization vehicles in turn
issue securities to investors. Interests in the securitized financial assets are generally retained in the
form of senior or subordinated tranches, interest- only strips or other residual interests (retained
interests). Retained interests are recognized as investment securities and carried at FYOCL Gains or
losses on securitization are recorded in other revenue.

B. Financial Liabilities

The Group derecognizes a financial liability when its contractual obligations are discharged or
cancelled or expired.

5.1.1.5. Modifications of financial assets and financial liabilities
A. Financial assets

If the terms of a financial asset are modified, the Group evaluates whether the cash flows of the
modified asset are substantially different. If the cash flows are substantially different, then the
contractual rights to cash flows from the original financial asset are deemed to have expired. In this
case, the original financial asset is derecognized, and a new financial asset is recognized at fair value.

If the cash flows of the modified asset carried at amortized cost are not substantially different, then
the modification does not result in derecognition of the financial asset. In this case. the Group
recalculates the gross carrying amount of the financial asset and recognizes the amount arising from
adjusting the gross carrying amount as a modification gain or loss in profit or loss. If such a
modification is carried out because of financial difficulties of the borrower, then the gain or loss is
presented together with impairment losses, In other cases, it is presented as interest income.

If the terms of a financial asset were modified because of financial difficulties of the borrower and the
asset was nol derecognized. then impairment of the asset was measured using the pre- modification
interest rate.

B. Financial linbilities

The Group derecognizes a financial liability when its terms are modified, and the cash flows of the
modified liability are substantially different. In this case, a new financial liability based on the
modified terms is recognized at fair value. The difference between the carrying amount of the financial
liability extinguished and the new financial liability with modified terms is recognized in profit or loss.
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5.1.1.6. Offsetting

Financial assets and financial liabilities are offset, and the net amount presented in the statement of
financial position when, and only when, the Group currently has a legally enforceable right to set off
the amounts and it intends either to settle them on a net basis or to realize the asset and settle the
linbility simultaneously.

Income and expenses are presented on a net basis only when permitted under SLFRS standards, or for
giins and losses arising from a group of similar transactions such as in the Group’s trading activity.

5.1.2. Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal or, in its absence, the
most advantageous market to which the Group has access at that date. The fair value of a liability
reflects its non- performance risk.

When available, the Group measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability takes
place with sufficient frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Group uses valuation techniques that maximize
the use of relevant observable inputs and minimize the use of unobservable inputs. The chosen
valuation technique incorporates all of the factors that market participants would take into account in
pricing a transaction,

The best evidence of the fair value of a financial instrument at initial recognition is normally the
transaction price - i.e. the fair value of the consideration given or received.

If the Group determines that the fair value at initial recognition differs from the transaction price and
the fair value is evidenced neither by a quoted price inan active market for an identical asset or liability
nor based on a valuation technique that uses only data from observable markets, then the financial
instrument is initially measured at fair value, adjusted to defer the difference between the fair value at
initial recognition and the transaction price. Subsequently, that difference is recognized in profit or
loss on an appropriate basis over the life of the instrument but no later than when the valuation is
wholly supported by observable market data or the transaction is closed out.

If an asset or a liability measured at fair value has a bid price and an ask price, then the Company
measures assets and long positions at a bid price and liabilities and short positions at an ask price.

Portfolios of financial assets and financial liabilities that are exposed to market risk and credit risk that
are managed by the Group on the basis of the net exposure to either market or eredit risk are measured
on the basis of a price that would be received to sell a net long position (or paid to transfer a net short
position) for a particular risk exposure. Those portfolio- level adjustments are allocated to the
individual assets and liabilities on the basis of the relative risk adjustment of each of the individual
instruments in the portfolio.

The fair value of a demand deposit is not less than the amount payable on demand, discounted from
the first date on which the amount could be required to be paid. The Group recognizes transfers
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between levels of the fair value hierarchy as of the end of the reporting period during which the change
has oceurred.

Valuation Models

Financial instruments are measured on an ongoing basis either at fair value or at amortized cost. The
Ciroup measures fair values using the following fair value hierarchy, which reflects the significance of
the inputs used in making the measurements.

Level 1: Inputs that are quoted market prices (unadjusted) in active markets for identical instruments,
The Group measures the fair value of an instrument using active quoted prices or dealer price
quotations (assets and long positions are measured at a bid price; liabilities and short positions are
measured at an asking price), without any deduction for transaction costs. A market is regarded as
active if quoted prices are readily and regularly available and represent actual and regularly occurring
markel transactions on an arm’s length basis,

Level 2: Inputs other than quoted prices included within Level 1 that are observable either directly
(i.e.. as prices) or indirectly (i.e., derived from prices). This category includes instruments valued
using:

= quoted market prices in active markets for similar instruments.
= quoted prices for identical or similar instruments in markets that are considered less than active: or

= other valuation techniques in which all significant inputs are directly or indirectly observable from
markel data

Level 3: Inputs that are unobservable. This category includes all instruments for which the valuation
technique includes inputs not based on observable data and the unobservable inputs have a significant
effect on the instrument’s valuation.

This category includes instruments that are valued based on quoted prices for similar instruments for
which significant unobservable adjustments or assumptions are required to reflect differences between
the instruments.

Valuation techniques include net present value and discounted cash flow models, comparison with
similar instruments for which observable market prices exist and other valuation models. Assumptions
and inputs used in valuation techniques include risk-free and benchmark interest rates, credit spreads
and other premier used inestimating discount rates, bond and equity prices, foreign currency exchange
rates, equity and equity index prices and expected price volatilities and correlations.

The objective of valudtion techniques is to arrive at a fair value measurement that reflects the price
that would be received to sell the asset or paid to transfer the liability in an orderly transaction between
market participants at the measurement date.

The Group uses widely recognized valuation models for determining the fair value of common and
simple financial instruments. Availability of observable market prices and model inputs reduces the
need for management judgement and estimation and also reduces the uncertainty associated with
determining fair values. Availability of observable market prices and inputs varies depending on the
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products and markets and is prone to changes based on specific events and general conditions in the
financial markets,

Model inputs and values are calibrated against historical data and published forecasts and, where
possible, against current or recent observed transactions in different instruments and against broker
quotes. This calibration process is inherently subjective, and it yields ranges of possible inputs and
estimates of fair value and management uses judgement to select the most appropriate point in the
range.

The Group's methodology for valuing these asset-backed securities uses a discounted cash flow
technique that takes into account the probability of default and loss severity by considering the original
underwriting criteria, vintage borrower attributes, LTV ratios, expected house price movements and
expected prepayment rates. These features are used 1o estimate expected cash lows, which are then
allocated using the “waterfall™ applicable to the security and discounted at a risk-adjusted rate. The
discounted cash flow technique is often used by market participants to price asset-backed securities.
However, this technique-is subject to inherent limitations, such as estimation of the appropriate risk-
adjusted discount rate, and different assumptions and inputs would yield different results.

5.1.3. Consolidated Financial Statements

5.1.3.1. Basis of consolidation

The Group’s financial statements comprise of. consalidated financial Statements of the Company and
its subsidiary in terms of the Sri Lanka Accounting Standard — SLFRS 10 on “Consolidated Financial
Statemients” (SLFRS 10) and the proportionate share of the profit or loss and net assets of'its associate
in terms of the Sri Lanka Accounting Standard — LKAS 28 on “Investments in Associates and Joint
Ventures” (LKAS 28). The financial statements of the Company's subsidiary and associate are
prepared for a common financial year which ends on December 31 using consistent accounting
policies.

5.1.3.2. Subsidiary

Subsidiary is an entity that is controlled by the Group. Subsidiary is fully consolidated from the date
on which control is transferred to the Company and continue to be consolidated until the date when
such control ceases. Control is achieved where the Group has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. Investment details of the
subsidiary within the Group are provided in Note 22 to the financial statements.

When the Company loses control over a subsidiary. it derecognizes the assets and liabilities of the
subsidiary. and any related NCI and other components of equity related to the subsidiary. Any resulting
gain or loss arising on the loss of control is recognized in profit or loss. Any interest retained in the
former subsidiary is measured at fair value when control is lost. Subsequently, it is accounted for as
an associate or as a financial investment depending on the level of influence retained.

There are no significant restrictions on the ability of the subsidiary to transfer funds to the parent (the
Company) in the form of cash dividend or repayment of loans and advances. The subsidiary of the
Company has been incorporated in Sri Lanka.
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5.1.3.3. Non-controlling interests

Non-controlling interests (NCI) represent the portion of profit or loss and net assets of subsidiaries not
owned, directly or indirectly, by the Company. NCI are presented separately in the consolidated
statement of profit or loss and other comprehensive income and within equity in the consolidated
statement of financial position but separate from parent shareholders” equity.

Any losses applicable to the non- controlling interests are allocated against the interests of the NCI
even if this results in a deficit balance. Acquisitions of non- controlling interests are accounted for
using the parent entity extension method, whereby the difference between the consideration and the
fair value of the share of the net assels acquired is recognized as equity.

5.1.3.4. Associate

Associate is an entity in which the Company has significant influence, but not control over the
financial and operating policies. Significant influence is presumed to exist when the Company holds
hetween 20% and 50% of the voting power of the other entity unless it can be clearly demonstrated
that despite having more than 20% hold in an entity.

Investment in associate is accounted for using the equity method and is recognized initially at cost, in
terms of Sri Lanka Accounting Standards — LKAS 28 on “Investments in Associates and Joint
Ventures”. Goodwill relating to an associate is included in the carrying amount of the investment and
is not amortized but is subjected to impairment test. The Company’s investments include goodwill
identified on acquisition, net of any accumulated impairment losses. The consolidated financial
statements include the Company’s share of the income and expenses and equity movements of the
associate afier adjustments to align the accounting policies with those of the group from the date that
significant influence effectively commences until the date that significant influence ceases.

Accordingly, under the equity method, investments in associate is carried at cost plus post-acquisition
changes in the Company's share of net assets of the associate and is reported as a separate line item in
the statement of financial position. The statement of profit or loss reflects the Company’s share of the
results of operations of the associate. Any change in OCI of the associate is presented as part of the
group’s OCIL. In addition, when there has been a change recognized directly in the equity of the
associate, the group recognizes its share of any changes, when applicable, in equity through OCI.
Unrealized gains and losses resulting from transactions between the Company and the associate are
climinated to the extent of the interest in associate.

When the Company's share of losses exceeds its interest in the associate, the carrying amount of that
interest, is reduced to nil and the recognition of further losses is discontinued except to the extent that
the Company has an obligation or has made payments on behalf of the associate. If the associate
subsequently reports profits, the Company resumes recognizing its share of those profits only after its
share of the profits equal the share of losses not recognized previously.

The Company discontinues the use of the equity method from the date that it ceases to have significant
influence over an associate and accounts for such investments in accordance with the Sri Lanka
Accounting Standard — SLFRS 9 on “Financial Instruments™. Upon loss of significant influence over
the associate, the Group measures and recognizes any retained investment at its fair value. Any
difference between the carrying amount of the associate upon loss of significant influence and the fair
value of the retained investment and proceeds from disposal is recognized in profit or loss.
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After application of the equity method, the Company determines whether it is necessary to recognize
an impairment loss on its investment in its associate. At each reporting date, the Company determines
whether there is objective evidence that the investment in the associate is impaired. If there is such
gvidence, the Company calculates the amount of impairment as the diflerence between the recoverable
amount of the associate and its carrying value, and recognizes the loss as “Share of profit of Associate™
in the statement of profit or loss.

Investment details of the Associate within the Group are provided in Note 21 in the financial
slalements.

5.1.3.5. Transactions eliminated on consolidation

All intra-group balances, (ransactions and any unrealised income and expenses arising from intra-
group transactions are eliminated in preparing the consolidated financial statements. Unrealised gains
arising from transactions with equity accounted investees are eliminated against the investment to the
extent of the Group's interest in the investee. Unrealised losses are eliminated in the same way as
unrealized gains, but only to the extent that there is no evidence of impairment.

5.1.4. Material Gains or Losses, Provisional Values or Error Corrections

There were no material gains or losses, provisional values or error corrections recognised during the
year in respect of business combinations that took place in previous periods.

5.2. Significant Accounting Policies — Recognition of Income and Expense
5.2.1. Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Company and the Group and the revenue can be reliably measured. Income from early settlement and
overdue rentals have been accounted for on a cash basis.

5.2.2. Net Interest Income

For all financial instruments measured at amortised cost, interest income or expense is recorded using
the Effective Interest Rate (EIR). EIR is the rate that exactly discounts estimated future cash payments
or receipts through the expected life of the financial instrument or a shorter period, where appropriate,
to the net carrying amount of the financial asset or financial liability. The calculation takes into account
all contractual terms of the financial instrument (for example. prepayment options) and includes any
fees or incremental costs that are directly attributable to the instrument and are an integral part of the
EIR. but not future credit losses.

The carrying amount of the financial asset or financial liability is adjusted if the Group revises its
estimates of payments or receipts. The adjusted carrying amount is caleulated based on the original
EIR and the change in carrying amount is recorded as ‘Interest and similar income” for financial assets
and ‘Interest and similar expense’ for financial liabilities. However, for a reclassified financial asset
for which the Company subsequently increases its estimates of future cash receipts as a result of
increased recoverability of those cash receipts, the effect of that increase is recognised as an adjustment
to the EIR from the date of the change in estimate.
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Once the recorded value of a financial asset or a group of similar financial assets has been reduced
due to an impairment loss, interest income continues to be recognised using the rate of interest used
to discount the future cash flows for the purpose of ensuring the impairment loss.

5.2.3. Fee and Commission lncome

Fees and commission that are integral to the effective interest rate on financial asset or liability are
included in the effective interest rate of respective assel or liability. Fees and commission income,
including commission, service fees are recognised as the related services are performed.

The Group earns fee and commission income from a diverse range of services it provides 1o its
customers. Fee income can be divided into the following two categories.

m Fee income earned from services that are provided over a certain period of time.
® [iees earned for the provision of services over a period of time are accrued over that period.
Fee income from providing transaction services

FFees arising from negotiating or participating in the negotiation of a transaction for a third party. such
as the arrangement of the documents and inspection of vehicle are recognised on completion of the
underlying transaction. Fees or components of fees that are linked to a certain performance are
recognised after fulfilling the corresponding criteria,

5.2.4. Other Operating Income
5.2.4.1. Gain or losses on disposal of property, plant and equipment

Gains/losses from sale of property, plant and equipment is recognised in the period in which the sale
occurs and is classified as other income/expense.

5.2.4.2. Dividend income
Dividend income is recognised when the Group’s right to receive the payment is established, which is
generally when the shareholders approve the dividend income from equity investments at FVTPL is

recognised in the Statement of Profit or Loss on an accrual basis when the Group’s right to receive the
dividend is established.

5.2.4.3. Income from government securities and securities purchased under resale agreements

Discounts/ premium on treasury bonds are amortised over (the period to reflect a constant periodic rate
of return. The coupon interest on treasury bonds is recognised on an accrual basis. The interest income
on securities purchased under resale agreements is recognised in the income statemen statement of
prolit or loss on an accrual basis over the period of the agreement.

5.2.4.4. Recovery of bad and doubtful debts writien olT
Recovery of amounts written off as bad and doubtful debts is recognised on cash basis.

5.2.5. Expected Credit Losses on Financial Assets
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The Group recognises loss allowance using Expected Credit Losses (ECL) on loans and receivables
to customers and other financial assets measured at amortised cost model using dual measurement
approach which the loss allowance is measured as either 12-month expected credit losses or lifetime
expecied credil losses.

The Group recognises loss allowances for ECL on loans and receivables other financial assets
measured at amartised cost. Accordingly, this note covers expected loss allowances for:

u |.0ans and receivables from customers
= Placements with banks

5.2.5.1. Loans and receivables from customers

For loans and advances above a predefined threshold. the Group individually assesses for significant
increase in credit risk. 17 a particular loan is credit impaired, the amount of the lass is measured as the
difference between the asset’s carrying amount and the present value of estimated future cash flows.
If the Group determines that no provision is required under individual impairment, such financial
assets are then collectively assessed for any impairments along with the remaining portfolio.

Segmentation of the portfolio is done based on homogeneous characteristics. However, segmentation
needs to be done to the extent for which representative sample data is available to estimate PD using
transition matrix. (Need to combine where sample size is not adequate)

Segmentation

e [ease — Machinery
o Lease— Other

e Loan— Other

e Loan— QC Pawning

Other Investments

The Group computes ECL using three main components; a probability of default (PD), a loss given
default (LGD), and the exposure at default (EAD) under the collective assessment. These parameters
are generally derived from internally developed statistical models and historical data are then adjusted
to reflect forward- looking information.

= D — The probability of default represents the likelihood of a borrower defaulting on its financial
obligation (as per “definition of default and credit impaired” on Significant Accounting Policy Balance
Sheet Note 19 below) either over the next 12 months (12mPD) or over the remaining lifetime (Lifetime
PD) of the obligation. PD estimates are estimates at a certain date and days past due is the primary
input into the determination of the term structure of PD for exposures. Days past due are determined
by counting the number of days since the due date. The Group employs statistical models to analyse
the data collected and generates estimates of the remaining lifetime PD of exposures and how these
are expected to change as a result of the passage of time.

= LGD — The loss given default is an estimate of the loss arising in the case where a default oceurs
at a given time. It is based on the difference between the contractual cash flows due and those that the
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lender would expect to receive, including from the realisation of any collateral. The Group estimates
1.GD parameters based on historical recovery rates of claims against defaulted counterparties. They
are caleulated on a discounted cash flow basis using EIR as the discounting factor, LGD is usually
expressed as a percentage of the EAD.

= EAD — The exposure at default represents the expected exposure in the event of a default. The
Group estimates EAD, taking into account the repayment of principal and interest from the reporting
date to the defaull event together with any expected drawdowns of committed facilities. To calculate
EAD for a Stage | loan, the Group assesses the possible default events within 12 months. For all other
loans EAD is considered for default events over the lifetime of the financial instrument.

The Group measures loss allowances vsing both lifetime ECL and 12-month ECL. When determining
whether the credit risk of a financial asset has increased significantly since initial recognition and
when estimating ECL, the Group considers reasonable and supportable information that is relevant
and available without undue cost or effort. This includes both quantitative and qualitative information
and analysis, based on the Group's historical experience and informed credit assessment and including
forward looking information.

The Group assumes that the credit risk on a financial asset has increased significantly if it is equal
maore than 90 days past due.

The Group considers a financial asset to be in default when:

= The borrower is unlikely 1o pay its credit obligations to the Group in full, without recourse by the
Group to actions such as realising security (il any is held); or

» the financial asset is equal or more than 180 days past due.

| 2-month ECL are the portion of ECL that result from default events that are possible within the 12
months after the reporting date (or a shorter period if the expected life of the instrument is less than
12 months).

The maximum period considered when estimating ECL is the maximum contractual period over which
the Group is exposed to credit risk.

Measurement of ECL

ECL are a probability weighted estimate of credit losses. Credit losses are measured as the present
value of all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance
with the contract and the cash flows that the Group expects to receive).

FCL are discounted at the effective interest rate of the financial asset,

Credit-impaired financial assets
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At each reporting date, the Group assesses whether financial assets carried at amortised are credit
impaired. A financial asset is “credit-impaired” when one or more events that have a detrimental
impact on the estimated future cash flows of the financial asset have occurred.

Evidence that a financial asset is credit- impaired includes the following observable data:
= significant financial difficulty of the borrower or issuer:
= 3 hreach of contract such as a default or being more than 180 days past due;

® the restructuring of a loan or advance by the Group on terms that the Group would not consider
otherwise.

= it is probable that the borrower will enter bankruptcy or other financial reorganisation: or
» the disappearance of an active market for a security because of financial difficulties.
Restructured lnancial assets

If the terms of a financial asset are renegotiated or modified or an existing financial asset is replaced
with a new one due to financial difficulties of the borrower, then an assessment is made of whether
the financial asset should be derecognised and ECL are measured as follows:

 |f the expected restructuring will not result in derecognition of the existing asset. then the
expected cash flows arising from the modified financial asset are included in caleulating the cash
shortfalls from the existing asset.

= |f the expected restructuring will result in derecognition of the existing asset, then the expected
fair value of the new asset is treated as the final cash flow from the existing financial asset at the
time of its derecognition, This amount is included in calculating the cash shortfalls from the
existing financial asset that are discounted from the expected date of derecognition to the
reporting date using the original effective interest rate of the existing financial asset.

Wrile-off

The gross carrying amount of a financial assel is written off (either partially or in full) to the extent
that there is no realistic prospect of recovery. This is generally the case when the Group determines
that the debtor does not have assets or sources of income that could generate sufficient cash flows to
repay the amounts subject to the write-off. However, financial assets that are written off could still be
subject to enforcement activities in order to comply with the Group’s procedures for recovery of
amounis due.

Other financial assets measured at amortised cost

The Group measures loss allowances at an amount equal to lifetime ECL, except for the following, for
which they are measured as 12-month ECL:

® Debl investment securities that are determined to have low credit risk at the reporting date; and

= Other financial instruments on which credit risk has not increased significantly since their
initial recognition



SMB FINANCE PLC
NOTES TO THE FINANCIAL STATEMENTS

The Group considers a debt security to have low credit risk when their credit risk rating is equivalent
to the globally understood definition of “investment grade™. This policy is applicable to deposits with
licensed commercial banks measured at amortised cost.

5.2.5.2. Placements with banks

Deposits with licensed commercial banks comprises the fixed deposits with licensed commercial
banks which are measured initially at fair value plus transaction costs and subsequently measured at
amortised cost using EIR. The Group recognises loss allowances for ECL on assets subsequently
measured at amortised cost, The Group measures loss allowance at an amount equal to lifetime ECL,
except financial investments that are determined to have low credit risk at the reporting date.

5.2.6. Personnel expenses

Personnel expenses include salaries and bonus, terminal benefit charges and other employee related
expenses. The provision for bonus is recognised when it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable estimate can be
made on the amount of the obligation.

5.2.7. Other expenses

All the expenditure incurred in the running of the business and in maintaining the property, plant and
equipment in a state of efficiency, has been charged to the statement of profit or loss in arriving at the
profit for the year under other expenses.

5.2.8. Value Added Tax (VAT) on {inaucial services

VAT on financial services is calculated in accordance with the Value Added Tax (VAT) Act No. 14
of 2002 and subsequent amendments thereto. The base for the computation is the accounting profit
before VAT and income tax adjusted for cconomic depreciation and benefits paid to employees
including cash benefits, non- cash benefits and provisions relating to terminal benefits. VAT on
financial services rate applied during the financial year ended December 31, 2022 was 18%.

5.2.9. Social Security Contribution Levy (SSCL)

Social Security Contribution Levy shall be paid by any person carrying on the business of supplying
of financial services, on the liable turnover specified in the second schedule of the Social Security
Contribution Levy Act No. 25 of 2022, at the rate of 2.5% with effect from 1 October 2022. SSCL is
payable on 100% of the value addition attributable to financial services, The value addition attributable
to financial services shall be computed for the payment of SSCL on the business of supplying financial

services by applying the attributable method referred to in Chapter 111A of the Value Added Tax Act
No. 14 o 2002,

5.2.10.Income Tax

Income tax expense comprises current and deferred tax. Income tax expense is recognised in the
Statement of Profit or Loss except to the extent that it relates to items recognised directly in equity, in
which case it is recognised in equity. Current and deferred tax assets and liabilities are offset only to



SMB FINANCE PLC
NOTES TO THE FINANCIAL STATEMENTS

the extent that they relate to income taxes imposed by the same taxation authority, there is a legal right
and intention 1o settle on a net basis and it is allowed under the tax law of the relevant jurisdiction.

Current Tax

Current tax is the expected tax payable on the taxable income for the year. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted by the reporting date
and any adjustment to tax payable in respect of previous vears. Accordingly, provision for taxation is
based on the profit for the year adjusted for taxation purposes in accordance with the provisions of the
Inland Revenue Act No. 24 of 2017 and the amendments thereto at the rates specified below. Income
tax on profit from operations for the year ended December 31, 2022 is calculated at the rate o 24% in
First 09 months and next 03 months at 30% (2021 — 24%).

Deferred Tax

Deferred taxation is provided using the liability method. providing for temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the tax base of assets
and liabilities, which is the amount attributed to those assets and liabilities for tax purposes. Deferred
tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the
asset is realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or
substantively enacted at the reporting date,

Deferred tax liabilities are recognised for all taxable temporary differences, except:

» Where the deferred tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; and

® |n respect of taxable temporary differences associated with investments in subsidiarics, where
the timing of the reversal of the temporary differences can be controlled and it is probable that
the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carry of unused tax
credits and unused tax losses, to the extent that it is probable that taxable profit will be available
against which the deductible temporary differences. and the carry forward of unused tax credits
and unused tax losses can be utilised except:

= Where the deferred tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in a transaction that is not a business combination and,
at the time of the transaction, affects neither the accounting profit nor taxable profit or loss; and

= In respect of deductible temporary differences associated with investments in subsidiaries,
deferred tax assets are recognised only to the extent that it is probable that the temporary
differences will reverse in the foreseeable future and taxable profit will be available against which
the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be utilised. Unrecognised deferred tax assets are reassessed at each reporting date
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and are recognised to the extent that it has become probable that future taxable profit will allow the
deferred lax assel to be recovered.

5.2.11. Earnings Per Share (EPS)

The Group computes basic and diluted EPS for its ordinary shares, Basic EPS is calculated by dividing
the profit or loss attributable to ordinary shareholders of the Company by the weighted average number
of ordinary shares outstanding during the period as per the requirements of the Sri Lanka Accounting
Standard LIKAS 33 — “Earnings per Share”.

Diluted EPS is compuled by adjusting the profit or loss attributable to ordinary sharcholders and the
weighted average number of ordinary shares outstanding for the effects of all dilutive potential
ordinary shares.

5.2.12. Dividend Per Share

Provision for final dividend is recognised at the time the dividend is recommended and declared by
the Board of Directors and approved by the sharcholders. However interim cash dividend is recognised
when the Board approves such dividend in accordance with Companies Act No. 07 of 2007,

5.3. Significant Accounting Policies — Recognition of Assets and Liabilities

5.3.1. Cash and Cash Equivalents

Cash and cash equivalents include cash in hand and balances with banks which are subject to an
insignificant risk of changes in their fair value and are used by the Group in the management of its
short-term commitments. Cash and cash equivalents are carried at amortised cost in the statement of
financial position. Bank overdrall that are repayable on demand and form an integral part of the
Company’s cash resources and it is only included as a component of cash equivalents for the purpose
of the Cash Flow Statements.

5.3.2. Placements with Banks

Deposits with licensed commereial banks comprise of lixed deposits with licensed commercial banks
and securities purchased under agreements to re-sell.

Fixed deposits with licensed commercial banks are measured initially at fair value plus transaction
costs and subsequently measured at amortised cost using EIR. Amortised cost is calculated by taking
into account any discount or premium on acquisition and other fees and cost that are an integral part
of EIR. The Group recognises loss allowances for ECL on assets subsequently measured at amortised
cost. Company measures loss allowance at an amount equal to lifetime ECL, except financial
investments that are determined 1o have low credit risk at the reporting date.

Securities purchased under agreements to re-sell at a specified future date are not recognised in the
statement of financial position. The consideration paid, including accrued interest, is recorded in the
statement of financial position reflecting the transaction’s economic substance as a loan by the
Company. The difference between the purchase and resale prices is acerued over the life of the
agreement using the EIR and recorded in other operating income,
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5.3.3. Loans and Receivables

“|Loans and advances 1o customers™ are assets that are held within a business model whose objective
is 1o hold the assets in order to collect contractual cash flows and the contractual terms of the assets
give rise on specific dates to cash flows that are solely payment of principal and interest on the
principal outstanding.

The Group initially recognises loans and advances to customers on the date on which they are
originated. The classification of financial instruments at initial recognition depends on their cash flow
characteristics and the business model for managing the instruments, The Group classifies all of its
financial assets based on the business model for managing the assets and the assets” contractual terms
measured at either;

= Amorlised cost
® [“air value through other comprehensive income (FVOCI)
= [air value through profit or loss (FVTPL)

The subsequent measurement of financial assets depends on their classification,

All financial assets other than those classified at amortised cost or FVOC] are classified as measured
at fair value through profit or loss (FVTPL). Accordingly, loans and receivables from customers are
measured at FVTPL. Financial assets designated at fair value through profit or loss are recorded in the
statement of financial position at fair value.

There were no signilicant changes in the gross carrying amount of the financial assets at amortised
cost — loans and receivables to other customers which contributed to significant changes in the loss
allowance during the year under review.

During the year under review. the Company granted debt moratorium to its lease and loan customers
in compliance with the circulars issued by the Central Bank of Sri Lanka to provide relief measures to
COVID - 19 affected businesses and individuals.

When providing debt moratoriums for lease facilities, the Company recognized the moratorium
interest in financial stalements as a charge and recorded in linancial statements accordingly to SLIRS
16— “Leases”.

Through the debt moratoriums granted for loan facilities were updated in the loan system as a charge,
the Company recorded the interest impact of the debt moratorium in the 2022 financial statements and
provided for allowance for expected credit losses in 2022 in compliance with SLFRS 9 —“Financial
Instruments™,

The Group records an allowance for expected credit losses for Joans and other credit facilities to
customers measured at amortised cost. SLFRS 9 outlines a “three-stage™ model for impairment based
on changes in credit quality since initial recognition.

» Stage 1: A {inancial asset that is not originally eredit-impaired on initial recognition is classified
in Stage 1. Financial instruments in Stage | have their ECL measured at an amount equal to the



SMB FINANCE PLC
NOTES TO THE FINANCIAL STATEMENTS

pioportion of lifetime expected credit losses (LTECL) that result from default events possible
within next 12 months (12M ECL).

® Stage 2: If'a significant increase in credit risk (SICR) since origination is identified, it is moved
to Stage 2 and the Group records an allowance for LTECL. Refer Note 19 for a description on
how the Group determines when a significant increase in credit risk has occurred,

® Stage 3: If a financial asset is credit impaired, it is moved (o Stage 3 and the Group recognises
an allowance Tor LTECL, with probability of default at 100%.

The key assumptions. judgements and estimates adopted by the Group in addressing the requirements
of SLFRS 9 is given below,

Significant increase in eredil risk

The assessment of whether credit risk on a financial asset has increased significantly will be one of
the eritical judgements used in expected credit loss model prescribed in SLFRS 9 — “Financial
Instruments”. When determining whether the risk of default on a financial instrument has increased
significantly since initial recognition, the Group considers reasonable and supportable information that
is relevant and available without undue cost or effort. This includes both quantitative and qualitative
information analysis, based on the Group’s historical experience and expert credit assessment and
including forward looking information. The criteria for determining whether credit risk has increased
significantly vary by portfolio and include qualitative factors, including a backstop based on
delinquency.

The Group considers an exposure to have significantly increased credit risk when contractual
payments of a customer are more than 90 days past due rebutting the presumption in the SLFRS 9
permitted in accordance with the provisions of SLFRS 9. Days past due are determined by counting
the number of days since the earliest elapsed due date in respect of which full payment has not been
received. Due dates are determined without considering any grace period that might be available to
the borrower, The Group monitors the effectiveness of the criteria used to identify significant increases
in credit risk by regular reviews,

Definition of Default

The Group considers a financial asset to be in default when:

* The borrower is unlikely to pay its eredit obligations to the Group in full, without recourse by
the Group to actions such as realising security (ifany is held); or

® The borrower is past due equal more than 180 days on any material credit obligation to the
Ciroup.

In determination of default the Group largely aligns with the regulatory definition of default which
is 180 days and above. In assessing whether a borrower is in default, the Group considers
indicators that are:

= Qualitative —e.g., breaches of covenant;
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® Quantitative — e.g., overdue status and non-payment on another obligation of the same issuer to
the Group; and

= Based on data developed internally and obtained from external sources

Inputs into the assessment of whether a financial instrument is in default and their significance may
vary over time to reflect changes in circumstances.

In assessing whether a borrower is in default, the Group reviews its individually significant loans and
advances above a predelined threshold at each reporting date. The Group considers non performing
credit facilities/customers with one or more of the following indicators and assessed accordingly in
ECL computations,

= When reasonable and supportable forecasts of future economic conditions directly affect the
performance of the customer.

= When there is a significant change in the geographical locations or natural catastrophes that
directly impaet the performance of the customer.

» When the value of collateral is significantly reduced and/or realisability of collateral is doubtful.

= When a customer is subject to litigation, that significantly affects the performance of the credit
facility.

» [requent changes in the senior management of an institutional customer.
» When the customer is deceased/ insolvent.
= When the Group is unable to contact or find the customer.

= A fall of 50% or more in the turnover and/or profit before tax of the customer when compared
to the previous year.

Expected Credit Loss (ECL)

The Group caleulates ECL either on a collective or an individual basis. Those financial assets for
which, the Group determines that no provision is required under individual impairment are then
collectively assessed for ECL.

For the purpose of ECL calculation on collective basis, financial assets are grouped on the basis of
similar risk characteristics. Loans and advances to other customers are grouped into homogeneous
portfolios, based on a combination of product characteristics.

The Group computes ECL using three main components; a probability of default (PD), a loss given
default (LGD), and the exposure at default (EAD) under the collective assessment, These parameters
are generally derived from internally developed statistical models and historical data are then adjusted
1o reflect forward- looking information.

= PD — The probability of default represents the likelihood of a borrower defaulting on its financial
obligation either over the next 12 months (12mPD) or over the remaining lifetime (Lifetime PD) of
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the obligation. PD estimates are estimates at a certain date and days past due is the primary input into
the determination of the term structure of PD for exposures. Days past due are determined by counting
the number of days since the due date. The Group employs statistical models to analyse the data
collected and generates estimates ol the remaining lifetime PD of exposures and how these are
expected to change as a result of the passage of lime.

= LGD - The loss given default is an estimate of the loss arising in the case where a default occurs
at a given time. It is based on the difference between the contractual cash flows due and those that the
lender would expect to receive, including from the realisation of any collateral. The Group estimates
L.GD parameters based on historical recovery rates of claims against defaulted counter parties. They
are calculated on a discounted cash flow basis using EIR as the discounting factor. LGD is usually
expressed as a percentage of the EAD.

= FEAD — The exposure at default represents the expected exposure in the event of a default. The
Group estimates EAD, taking into account the repayment of principal and interest from the reporting
date to the default event together with any expected drawdowns of committed facilities. To caleulate
EAD for a Stage | loan, the Group assesses the possible default events within 12 months. For all other
loans EAD is considered for default events over the lifetime of the financial instrument.

The Group measures loss allowances using both lifetime ECL and 12-month ECL. When determining
whether the credit risk of a {inancial asset has increased significantly since initial recognition and
when estimating ECL, the Group considers reasonable and supportable information that is relevant
and available without undue cost or effort. This includes both quantitative and qualitative information
and analysis, based on the Group’s historical experience and informed credit assessment and including
forward looking information.

Collateral valuation

The Group seeks to use collateral, where possible, to mitigate its risks on financial assets. The
collateral comes in various forms such as real estate, gold. repossessed vehicles and repossessed
machinery. When computing the ECL for individually significant loans. the discounted value of
respective collateral is taken into consideration. The Group's policy is to carry collaterals repossessed
at fair value at the repossession date and such assets will be disposed at the earliest possible
opportunity.

5.3.4. Financial Invesiments

Unquoted Equity Investments at FVOCI

Upon initial recognition, the Group elected to classify irrevocably some all unquoted equity
investments held for strategic purpose, as equity instruments at FVOCI when they meet the definition
of Equity under LKAS 32 “Financial Instruments: Presentation” and are not held for trading. Gains
and losses on these equity instruments are never recycled o profit or loss instead directly transferred
to retained eamings at the time of derecognition. Dividends are recognized in profit or loss as other
operating income when the right of the payment has been established. Equity instruments at FYOCI
are not subject to an impairment assessment.
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5.3.5. Investment in Associate

Investment in associate is accounted for at cost in the Group’s financial statements and under the
equity method in the consolidated financial statements, Under the equity method, the investment in
associate is initially accounted at cost and the carrying amount is adjusted for post- acquisition changes
in the Group's share of net assets of the associate, less any impairment in the Group’s net investment
in associate. Reler Note 21

5.3.6. Investment in Subsidiary

Investments in subsidiary is stated at cost, net of any impairment losses which are charged to the
statement of profit or loss in the Group's financial statements. Refer Note 22,

5.3.7. Investment Property

[nvestment property is a property held either to earn rental income or for capital appreciation or for
both, but not for sale in the ordinary course of business, use in the production or supply of goods or
services or for administrative purposes.

Investiment Properties of the Group are stated at markel value less provision for Impairment.

External and independent valuers, having appropriate recognised professional qualifications and
recent experience in the location and category of property being valued, values the investment property
every 3 years. In financial periods within that period, the fair value is determined by the board of
directors.

The fair values are based on market values, being the estimated amount for which a property could be
exchanged on the date of the valuation between a willing buyer and a willing seller in an arm’s length
transaction after proper marketing wherein the parties had each acted knowledgeably.

5.3.8. Property, Plant and Equipment

Basis of Recognition

Property, plant and equipment are tangible items that are held for servicing, or for administrative
purposes, and are expected to be used during more than one year. Property, plant and equipment is
recognised il it is probable that future economic benefits associated with the asset will flow to the
Group and cost of the asset can be measured reliably.,

Basis of Measurement

Anitem of property, plant and equipment that qualifies for recognition as an asset is initially measured
at its cost. Cost includes expenditure that is directly attributable to the acquisition of the asset and cost
incurred subsequently to add to or replace a part of it. The cost of self-constructed assets includes the
cost of materials and direct labour, any other costs directly attributable to bringing the asset to a
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 costs. Purchased software
that is integral to the functionality of the related equipment is capitalized as a part of computer
equipment. When parts of an item of property, plant & equipment have different useful lives. they are
accounted for as separate items (Major components) of property, plant and equipment. The Company
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& Group apply the cost model 1o property, plant and equipment and records at cost of purchase or
construction together with any incidental expenses thereon less accumulated depreciation and any
accumulated impairment losses.

Subsequent Costs

The cost of replacing a part of an item of property, plant and equipment is recognised in the carrying
amount of the item il it is probable that the future ecenomic benefits embodied within the part will
flow to the Group and its cost can be measured reliably. The cost of day to day servicing of property,
plant and equipment are charged to the profit or loss as incurred.

Repairs & Maintenance

Repairs and maintenance are charged to the profit or loss during the financial period in which they are
incurred. The cost of major renovations is included in the carrying amount of the assets when it is
probable that future economic benefits in excess of the most recently assessed standard of performance
of the existing assets will flow to the Company & Group and the renovation replaces an identifiable
part of the asset. Major renovations are deprecialed during the remaining useful life of the related
asset.

Derecognition

Property and equipment is derecognised on disposal or when no future economic benefits are expected
from its use. Any gain or loss arising on derecognition of the asset (Caleulated as the difference
between the net disposal proceeds and the carrying amount of the asset) is recognised in "Other
operating income” in the statement of profit or loss in the year the asset is derecognized.

Depreciation

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of
each part of an item of property, plant and equipment. since this method most closely reflects the
expected pattern of consumption of the future economic benefits embodied in the asset, The estimated
useful lives are as follows;

Class of Asset . % Per Annum C Period
Motor Vehicles 20% 5 Years
Computer hardware 20% S Years
Office equipment 20% 5 Years
Furniture and fittings I 20% S Years =

The depreciation rates are determined separately for each significant part of an item of property, plant
and equipment and commence to depreciate when it is available for use, i.e. when it is in the location
and condition necessary for it to be capable of operating in the manner intended by the management.
Depreciation of an asset ceases at the earlier of the date that the asset is classified as held for sale or
the date that the asset is derecognised. Depreciation methods. useful lives and residual values are
reassessed at each reporting date and adjusted if appropriate.
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5.3.9 Right - of - use Assets and Lease Liabilities

Al inception of a contract, the Group assesses whether a contract is, or contains, a lease. A contract is,
or contains, 4 lease i the contract conveys the right to contral the use of an identified asset for a period
of time in exchange for consideration. To assess whether a contract conveys the right to control the
use of an identified assel, the Group uses the definition of a lease in SLFRS 16.

This policy is applied to contracts entered into, on or after January 1. 2019.
As a lessee

At commencement or on modification of a contract that contains a lease component. the Group
allocates the consideration in the contract to each lease component on the basis of its relative stand-
alone prices, However. for the leases of property the Group has elected not to separate non- lease
components and account for the lease and non-lease components as a single lease component.

The Group recognises a right-of~use asset and a lease liability at the lease commencement date. The
right-of-use assel is initially measured at cost, which comprises the initial amount of the lease liability
adjusted for any lease payments made at or before the commencement date, plus any initial direct costs
incurred and an estimate of costs to dismantle and remove the underlying asset or to restore the
underlying asset or the site on which it is located, less any lease incentives received.

The right-of-use asset is subsequently depreciated using the straight-line method from the
commencement date to the end of the lease term, unless the lease transfers ownership of the underlying
asset to the Group by the end of the lease term or the cost of the right-of-use asset reflects that the
Group will exercise a purchase option, In that case the right-of-use asset will be depreciated over the
useful life of the underlying asset, which is determined on the same basis as those of property and
equipment. In addition, the right-of-use asset is periodically reduced by impairment losses, if any, and
adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot
be readily determined. the Group’s incremental borrowing rate. Generally, the Group uses its
incremental borrowing rate as the discount rate.

The Group determines its incremental borrowing rate by obtaining interest rates from various external
financing sources and makes certain adjustments to reflect the terms of the lease and type of the asset
leased.

I.ease payments included in the measurement of the lease liability comprise the following:
= {ixed payments, including in-substance fixed payments;

= variable lease payments that depend on an index or a rate, initially measured using the index or
rate as at the commencement date;

= amounts expected to be payable under a residual value guarantee; and

= the exercise price under a purchase option that the Group is reasonably certain to exercise, lease
payments in an optional renewal period if the Group is reasonably certain to exercise an extension
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option, and penalties for early termination of a lease unless the Group is reasonably certain not to
terminale early.

The lease liability is measured at amortised cost using the effective interest method. It is remeasured
when there is a change in future lease payments arising from a change in an index or rate. if there is a
change in the Group’s estimate of the amount expected to be payable under a residual value guarantee,
if the Group changes its assessment of whether it will exereise a purchase, extension or lermination
option or if there is a revised in-substance fixed lease payment.

When the lease liability is remeasured in this way, a corresponding adjustment is made to the carrying
amount of the right- of-use asset, or is recorded in profit or loss if the carrying amount of the right-of-
use asset has been reduced to zero.

Short-term leases and leases of low-value assets

The Group has elected not to recognise right-of-use assets and lease liabilities for leases of low-value
assets and short-term leases. The Group recognises the lease payments associated with these leases as
an expense on a straight-line basis over the lease term.

Presentation

As per SLFRS 16 Right-of-use assefs are either presented separately from other assets on the balance
sheet or disclosed separately in the notes. Similarly, lease liabilities are either presented separately
from other liabilities on the balance sheet or disclosed separately in the notes.

The Company has elected to present Right-of-use assets seperately from other assets on the statement
of financial position. Similarly, lease liabilities are presented seperately from other liabilities on the
statement of financial pesition.

Depreciation expense and interest expense cannot be combined in the statement of profit or loss. In
the cash Tlow statement, principal paymenis on the lease liability are presented within financing
activities; interest payments are presented based on an accounting policy election in accordance with
LKAS 7 “Statement of Cash Flows™.

5.3.10. Intangible Assets

The intangible assets include the value of computer sofiware developed inhouse in partnership with a
vendor,

Basis of Recognition

An intangible asset is recognised if'it is probable that future economic benefits that are atiributable to
the asset will flow to the Group and the cost of the asset can be measured reliably, in accordance with
Sri Lanka Accounting Standard 38 — “Intangible Assets”. Software acquired by the Group is stated at
cost less accumulated amortisation and accumulated impairment losses. Expenditure on internally
developed software is recognised as an asset when the Group is able to demonstrate its intention and
ability to complete the development and use the software in a manner that will generate future
economic benefits, and can reliably measure the costs to complete the development. The capitalised
costs of internally developed software include all costs directly attributable to developing the software
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and are amortised over its useful life. Internally developed soflware is stated at capitalised cost less
accumulated amortisation and impairment,

Subsequent Expenditure

Subsequent expenditure on intangible assets is capitalized only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditure is expensed as
incurred.

Useful economice lives, amortisation and impairment

The useful economie lives of intangible assets are assessed to be either finite or indefinite. Intangible
assets with finite lives are amortised over the useful economic life. The amortisation period and the
amortisation method for an intangible asset with a finite useful life are reviewed at least at each
reporting date. Changes in the expected useful life or the expected pattern of consumption of future
economic benefits embodied in the asset are accounted for by changing the amortisation period or
method, as appropriate, and they are treated as changes in accounting estimates. The amortisation
expense on intangible assets with finite lives is recognised in the statement of profit or loss in the
expense category consistent with the function of the intangible asset.

Amortisation is calculated using the straight- line method to write down the cost of intangible assets
to their residual values over their estimated useful economic lives at the rates as specified below;

Class of Asset % Per Annum Period

Compulter soliware 20% 5 years

The unamortised balances ol intangible assets with finite lives are reviewed for impairment whenever
there is an indication for impainment and recognised in profit or loss to the extent that they are no
longer probable of being recovered from the expected future benefits.

Derecognition

Intangible assets are derecognised on disposal or when no future economic benefits are expected from
its use. Any gain or loss arising on derecognition of the asset (Calculated as the difference between
the net disposal proceeds and the carrying amount of the asset) is recognised in the profit or loss in the
year the asset is derecognised.

5.3.11. Other Assets

Other assets mainly comprise of refundable deposits, prepayments, performance bank guarantee,
receivable from escrow agreement and other advances carried at historical cost.

5.3.12. Due to Financial Institutions
This represents loans and overdrafl facilities from licensed commercial banks. These facilities are

initially recognised at fair value net of transaction cost. Subsequent to initial recognition, borrowings
are measured at their amortised cost using the effective interest method, Amortised cost is computed
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by taking into account any discount or premium identified at initial recognition which are an integral
part of EIR. Interest paid/payable on these borrowings are recognised in Profit or Loss.

5.3.13. Duc to Other Customers

These represents the funds borrowed in the form of debentures and promissory Notes. Interest Expense
is recognized in the statement of profit or loss based on the effective interest rate method.

5.3.14. Retirement Benefit Obligations

The Group measures the present value of the promised retirement benefits for gratuity, which is a
defined benefit plan using the ‘Projected Unit Credit method’ (PUC) as required by the Sri Lanka
Accounting Standard LKAS 19 — “Employee Benefits”. The Group continues to use an internally
developed method to measure retirement benefit liability. This is stated under other liabilities in the
statement of financial position.

The Group recognises the total actuarial gains and losses that arise in caleulating the Group’s
obligation in respect of the plan in other comprehensive income during the period in which it occurs.
The gratuity liability is not externally funded.

5.3.15, Other Liabilitics

A provision is recognised if, as a result of past event, the Group has a present legal or constructive
obligation that can be estimated reliably, and it is probable that an outflow of economic benelits will
be required to settle the obligation. Other liabilities mainly comprise accrued expenses, supplier
payables. insurance payable, consent motion advance, EPF/ ETF/PAYE payables, ete.

5.3.16. Statutory Reserve

Statutory Reserve Fund has been created during the year 2006 in accordance with the Finance Leasing
(Amendment) Act No 24 of 2005. Statutory reserve fund is a capital reserve which contains profits
transferred as required by Department of Supervision of Non Bank Financial Institutions of Central
Bank of Sri Lanka, under the Finance Companies (Capital Funds) Direction No. 01 of 2003,
Accordingly, 5% of the net profit for the period is transferred to the statutory reserve fund.

5.3.17 Fair Value Reserve

“FFair value reserve” comprises the cumulative net change in fair value of financial assets measured at
fair value through other comprehensive income. Refer Note 35.

5.4, Significant Accounting Policies — Statement of Cash Flows

5.4.1. Statement of Cash Flows

The Statement of Cash Flow has been prepared by using the “Direct Method® of preparing cash flows
in accordance with the Sri Lanka Accounting Standard LKAS 7 —*Statement of Cash Flows”, whereby
operating activities, investing activities and financing activities are separately recognised.
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Cash and cash equivalents comprise of cash in hand and cash at bank. Cash and cash equivalents as
referred to in the statement of cash flow are comprised of those items as explained in the Note 17
given in the statement of cash fow.

5.5. Significant Accounting Policies — Other

5.5.1. Events after the reporting period

Events after the reporting period are those events, favourable and unfavourable, that occur between
the reporting date and the date when the financial stalements are authorised for issue. In this regard,
all material and important events that occurred after the reporting period have been considered and
appropriate disclosures are made in Note 40 where necessary.

5.5.2.Capital Commitments

During 2022, the Company did not enter into any contract that will give rise o capital expenses in the
future.

5.5.3. Contingent liabilities

Contingent liabilities are possible obligations whose existence will be confirmed only by uncertain
future events on present obligations where the transfer of economic benefit is not probable or can’t be
reliably measured.

Summary cases against the Group have been disclosed in the Note 42 to the financial statements.
However, based on the available information and the available information and the available legal
advice, the Group do not expect the outcome of any action to have any material effect on the financial
position of the group.

5.5.4.0perating segments

The Group's segmental reporting is based on operating segments.

A segment is a distinguishable component of the Group that is engaged in providing products and
services. (Business segment, which is subject to risks and rewards that are different from those of other
segments).

Segment results, assets and liabilities include items directly attributable to a segment as well as those
that can be allocated on a reasonable basis. The accounting policies adopted for segment reporting are
those aceounting policies adopted for preparing the financial statements of the Group. [nter- segment
(ransfers are accounted for at competitive fair markel prices charged to intercompany counterparts for
similar services, Such services are eliminated on consolidation.

All operating results are reviewed regularly by the Chief Executive Officer (CEQ) to make decisions
regarding resources to be allocated to the segments and to assess its performance, and for which
discrete finance information is available. Segment results that are reported to the CEO include items
directly attributable to a segment as well as those that can be allocated on reasonable basis.

For management purposes, the Company is organised into business units based on their products and
services.



SMB FINANCE PLC

NOTES TO THE FINANCIAL STATEMENTS

No operating segments have been aggregated to form the reportable operating segments.

Segment performance is evaluated based on profit or loss which, in certain respects, is measured
differently from statement of profit or loss in the financial statements.

The Group’s stated capital and retained earnings are managed on a company basis and are not allocated
Lo individual operaling segments.

Inter-segment pricing is determined on an arm’s length basis. Segment results, assets and liabilities
include items directly attributable to a segment as well as those that can be allocated on a reasonable
basis. Segment capital expenditure is the total cost incurred during the period to acquire property, plant
and equipment and intangible assets other than goodwill. The activities of the Group are located mainly
in Sri Lanka. Consequently, the economic environment in which the Group operates is not subject to
risks and rewards that are significantly different on a geographical basis. Hence, disclosure by
geographical region is not provided.

Operating Segment Category of Information Details
Leasing Nature of product Leasing facilities to acquire movable
propertics
Classification of product Motor cars. busses, trucks, machinery
Revenue derived from e [Interest income
e  Service fee income &
commission income
lLoans Nature of product Loan facilities to acquire movable and
immovable properties and personal
loans
Classification of product Land, motor cars, personal loans
Revenue derived from e Ipterest income
» Service fee income
Treasury Nature of product Investing activities

Classification of product

Placement  with  banks, REPOS,
Treasury bonds

Revenue derived from

e [nvestment income and fair
value gains and losses on
investments

Money Brokering

Nature of product

Money brokering activities

Classification of product

Call money, FOREX, Treasury bills,
treasury bonds

Revenue derived rom

e (Commission income

e Investment income and fair
value gains losses  on
investments

Details of the 5.5.4. Operating Segments are given in Note 45,
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5.5.5. Maturity Analysis

The Company has disclosed an analysis of assets and liabilities into relevant maturity baskets based
on the remaining period as at the reporting date to the contractual maturity date. Remaining contractual
period to maturity as at the date of statement of financial position of the assets, liabilities and share
holders™ funds are given in Note 43.3.3.

New Accounting Standards Issued but not yet effective

The following new and amended standards are not expected to have a significant impact on the
Group’s financial statements.

6.1 Classification of liabilities as current or non-current (amendments to LKAS 1)

The amendments, as issued in 2020, aim to clarify the requirements on determining whether a liability
is current or non-current, and apply for annual reporting periods beginning on orafler 1 January 2023.
However, the IASB has subsequently proposed further amendments to LKAS 1 and the deferral of
the effective date of the 2020 amendments to no earlier than 1 January 2024. Due to these ongoing
developments, the Group is unable to determine the impact of these amendments on the consolidated
financial statements in the period of initial application. The Group is closely monitoring the
developments.

6.2 Deferred tax arising from a single transaction (amendments to LKAS 12)

The amendments narrow the scope of the initial recognition exemption to exclude transactions that
give rise o equal and offsetting temporary differences. Eg. Leases and decommissioning liabilities.
The amendments apply for annual repotting periods beginning on or after | January 2023, For leases
and decommissioning liabilitics associated deferred tax assets and liabilities will need to be
recognised from the beginning of the earliest comparative period presented, with any cumulative
effect recognised as an adjustment to retained earnings or other components of equity at that date.
For all ather transactions the amendments apply to transactions that oceur after the beginning of the
earliest period presented. The Group does not recognise any deferred tax asset or liability of such
single transactions.

6.3 Other standards

e Disclosure of Accounting Policies (Amendments to LKAS | and SLFRS Practice Statement 2).

e Definition of accounting estimates (amendments to LKAS 8),

¢  Amendments to Sri Lanka Accounting Standard - LKAS 28 “Investments in Associates and Joint
Ventures”™.

None of the new or amended pronouncements are expected to have a material impact on the
consolidated financial statements of the Group.
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Income
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Interest income [Mote 7] 289,361,235 163,970,711 289,361,235 163,970,711
Fee and commission income [Note 9] 4,905,419 3,625,443 5,905,419 3,625,443
Other operating income [Note 10] 210,220,245 81,336,021 230,889,765 134,116,264
509,486,899 248,932,175 530,156,419 301,712,418
Interest Income
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Lease rental recelvable 102,069,130 75,410,163 102,069,130 75,410,163
Loans and advances 132,937,200 66,210,144 132,937,200 66,210,194
Pawning advances 54,354,905 22,350,404 54,354,905 22,350,404
Total interest income 289,361,235 163,970,711 289,361,235 163,970,711
Interest Expenses
Rs, Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Due to banks 127,813,402 44,504,635 127,848,513 44,537,260
Due to other custamers 4,528,771 4,560,610 4,528,771 4,560,610
SLFRS 16 = Incremental borrowing cost 2,394,897 2,753,540 2,426,702 2,970,805
Total interest expenses 134,737,070 51,818,785 134,803,986 52,068,675
Net interest income 154,624,165 112,151,926 154,557,249 111,902,036
Net Fee and Commission Income
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Fee and commission income 9,905,419 3,625443 9,905,419 3,625,443
Net fee and commission income 9,905,419 3,625,443 9,905,419 3,625,443
Other Operating Income
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Interest income on placements with banks 193,449,806 64,799,968 194,917,650 64,799,968
Investment with government securities 844,898 774,498 844,898 774,498
Service charges 452,330 542,324 452,330 542,324
Recovery of loans and lease written off in prior years 515,394 858,219 515,394 858,219
Dividend incorne 740,279 690,000 796,137 880,256
Money brokering incomea 5 19,089,272 48,787 168
Profit on pawning auction 260,120 332,307 260,120 332,307
Profit on sale of shares - - 56,546 3,802,519
Provision reversals for value of finandial investrnent - 77,828 = 77,828
Sundry income 11,006,714 9,132,477 11,006,714 9,132, 477
Profit on Concent Mation loan settlement 2,950,704 4,128,400 2,950,704 4,128,400
210,220,245 81,336,021 230,889,765 134,116,264
Allowance for Expected Credit Loss - (Charge)/ Reversal
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Allawance for expected credit loss for loans and (171,244,848)  (60,958,213)  (171,244,848)  (60,958,213)
advances (Note 19.5)
Unwinding Interest adjustment 6,992,480 6,452,924 6,992,480 6,452,924
AMlowance for expected credil loss for placement with (1,264,847) (205,192) (1,264,847) (205,192)
barks
Write-offs and disposal losses (1,003,748) (2,9497,712) (1,003,747} (2,447,712)
(166,520,963) (57,158,193) (166,520,962) (57,158,193)
Personnel Expenses
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Salaries and banus 51,312 555 36,928,198 83,682,556 71,236,198
Defined contribution plan costs - EPF 5,681,399 4,365,894 10,233,964 9,163,974
Defined contribution plan costs - ETF 1,420,350 1,091,473 2,558,491 2,290,993
Defined benefit plan cost, 3,097,687 2,069,611 4,343,295 6,057,091
Others 15,300,023 11,504,099 20,211,341 20,001,681

76,812,014 55,959,275 121,029,687 108,749,937
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Other Expenses
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Auditors remuneration - Audit related services 1,560,464 1,020,000 1,942,022 1,307,000
- Mon aucdit services 2,182,041 724,000 2,182,041 724,000
Depreciation and amortisation 17,364,741 19,200,132 20,536,226 23,534,692
Legal expenses 3,770,044 5,973,946 3,770,044 5,973,946
Directors' emoluments 4,905,000 4,995,000 6,850,025 6,710,000
Premises and equipment cost 20,987,406 18,787,185 23,612,884 21,666,154
Others 18,196,166 13,458,575 23,886,458 18,567,194
68,965,862 64,158,838 82,779,700 78,482,986
Taxes on Financial Services
Rs. Company Company Group Group
For the year ended Deceamber 31, 2022 2021 2022 2021
Value added tax on financlial services 15,598,412 10,753,675 15,598,412 10,753,675
Social securlty contribution levy (S5CL) 3,366,637 = 3,386,637 -
18,985,049 10,753,675 18,985,049 10,753,675
Taxation
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Income tax on profits (Note 15.1) (6,129,285) E (6,129,285) -
ESC written off during the year - 2,357,002 - 2,357,092
Provision / (Reversals) for the year 2,656,249 - 2,656,249 -
Provision / (Reversals) for deferred tax (Note 27.1.1) - - 267,050 (836,796)
(2,473,036) 2,357,092 {3,205,986) 1,520,296
Reconciliation of Accounting (Loss) / Profit and the Income Tax Expense
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
(Loss) / Profit before Income tax 76,109,196 55,788,253 53,730,280 39,463,396
Share of profil of assodate company (743,655) (151,844) (743,655) (151,844)
Aggregate disallower expenses 215,183,804 (23,642,169) 206,882,702 (15,102,865)
Agoregate allowable expenses (279,957,303) {77,784,428) (283,331,497}  (80,696,992)
Capital portion of lease receivable 6,997,344 21,223,394 6,997,344 21,223,394
Aggregate exempl / allowable income (45,905,273) (48,027,202) (44,404,768)  (46,184,801)
(Loss) / Profit from the business (28,315,888) {72,593,996) (60,869,585)  (B81,449,712)
Profit from other source of income 2,336,587 - (3,880,247) (3,657,628)
Dividend income 740,000 740,000 =
lax 1055 INCuUrred | (claimed) dunng the year (Note
15.3) - 72,593,996 - 85,107,341
Taxable loss / profit (25,239,301) - (64,009,832) -
Tax an business income (First 09 months) @ 24% (6,235,033) (6,235,033)
Tax on business Income (Next 03 Months) @ 30% - - -
Tax on dividend Income @ 14% 73,538 73,538
Tax on dividend Income @ 15% 32,210 32,210
Income tax claim (6,129,285) - (6,129,285)

Aggregate disallowed expenses

According to the Inland Revenue Act No 24 of 2017, the Company deduction |s allowed for the CBSL-specific provision on Non-

1. Pawning debtors in the husiness of pawnbroking

2 .Loan is given to an Associated person

Based on the age of the Facilities offered to customers and their recovery patterns Tor the fiscal year 2022, the company has

fully provided all NPL.

Rs. Company Company Group Group

For the year ended December 31, 2022 2021 2022 2021

Balance as at 01 January 208,059 184 173,720,385 - -

Buring the year Charge 214,974,838 34,348,800 - -
423 044 022 208,069,184 = -
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Capital allowances for Intangible Assets

Intangible Asset Capital Allowances, when it comes to capltal allowances, the Act treats intangible assets different manner
than It does tangible assets, As a result, the company has allowed a tax of 20% per year on the basis of the Lax.

Reconciliation of Effective Tax Rate
A reconciliation between the tax expense and the product of accounting (loss) / profit multiplied by the applicable tax rate for
the year ended December 31, 2022 s given below;
Rs. Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Accounting (loss) [ profit befare income tax 76,109,196 55,788,253 53,730,290 39,463,296
Income tax expense at the average statutory Income 22,832,759 13,389,181 161,190,871 9,471,215
tax rate @ 30% e PR L=y e S
Tax effect of disallowable expenses 64,565,141 (5,674,121) 62,064,811 (3,624,648)
Tax effect of allowable expenses (83,987,191) (18,668,203) (84,999,449)  (19,367,278)
Capital portion of lease receivalble 2,099,203 5,093,615 2,099,203 5,093,615
Tax effect of aggregate exempt / allowable income (13,994,679) (11,562,971) {13,544,527)  (11,120,7895)
Tax effect of profit from other source of income 700,976 - (1,164,074) {877,831)
Tax effect of Lax profit / (losses) claimed during the yi - 17,422,559 - 20,425,762
Tax on Dividend Income @ 14% 73,538 =
Tax on Dividend Income @ 15% 32,210 =
Income tax claim for the year (7,688,043) - {6,129,285)
Effective tax rate -10.10% 0.00% -11.41% 0.00%
Since the proposed amendment has rot been substantively enacted at the end of the réporting period, the income tax
provision of the Group for 2022 is calculated based on the tax rates specified in the Inland Revenue Act No. 24 of 2017,
Income tax provision for the year ended December 31, 2022 of SMB Finance PLT has been calculated at for First 09 Months
249, and for the next month 30% (2021-24%) on its taxable profit in terms of Inland Revenue Act No. 24 of 2017, and
amendments theratn, Prafits of SMB Money Brokers (Private) Limited, subsldiary of the aroup is llable to income tax at Frst 09
Manths 24% and for the next month 30% (2021-24%).
Accumulated Tax Losses
Rs. Company Company Group Group
2022 2021 2022 2021

Balance as at January 1, 142,472,645 70,568,649 154,985,990 10,568,649
Adjustment in respect of prior years {142,472,645) - (154,985,990} =
Tax loss daimed against investment income - (690,000) - (690,000}
Tax loss incurred / (claimed) durina the year - 72,593,996 - 85,107,341
Balance as at December 31, - 142,472,645 - 154,985,990
Earnings Per Share
Basic Earnings / Loss) Per Share
Basic {loss) / eamings per share has been calculated by dividing the (loss) / profit for the year attributable to equity holders of
the Company by the number of ordinary shares, as per the requirements of the Sri Lanka Accounting Standartd LKAS 33 -
"Earnings per Share".

Company Company Group Group
For the year ended December 31, 2022 2021 2022 2021
Prafit attributable to equity holders of the Compary 79,582,232 53,431,161 74,280,294 45,532,250
(Rs)
No. of ardinary shares outstanding during the year 0,551,978,760  9,551,978,760  9,551,978,760 9,551,978,760
Basic earnings per share (Rs.) 0.01 0.01 0.01 0.01
Diluted Earnings Per Share

There were no potentially dilutive ordinary shares as at December 31, 2022 and there have been no transactions invalving
ordinary shares or patential ordinary shares as al the reporting date which would require restatement of EPS,
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Cash and Cash Equivalents

Rs. Company Group

As at December 31, 2022 2021 2022 2021

Cash in hand 40,870,875 15,354,115 40,885,875 15,369,115
Balances with banks 14,431,167 88,204,771 14,608,995 89,810,773
g;;ﬁﬁz:g:g:ﬁ:xﬁ“me 55,302,042 103,558,886 55,494,870 105,179,888
Repo Investment with banks (Note 18) 501,000 28,665,000 533,169 30,465,000
for cash management purpose (Note 29) (2,103,754 - {2,391,425) -
:::;;:::::::;1“:::"“ i 53,699,288 132,223,886 53,636,614 135,644,888
Placements with Banks

Rs. Company Group

As at December 31, 2022 2021 2022 2021
Fixed deposils with banks 2,365,000,000  2,365,000,000  2,365,000,000  2,380,302,675
REPO Investment with banks - Overnight 501,000 28,665,000 533,169 30,465,000
Gross placements with banks 2,365,501,000 2,393,665,000 2,365,533,169 2,410,767,675
Jreversal (Note 18.1) (1,483,338) (218,991) (1,483,338) (218,491)

Net placements with banks

2,364,017,662 2,393,446,509 2,364,049,831 2,410,549,184

Movement in Impairment During the Year - Company / Group

Rs. 2022 2021

Balance as at January 1, 218,491 13,299
Charge to the income statement 1,264,847 205,192
Balance as at December 31, 1,483,338 218,491

Financial Assets at Amortised Cost - Loans and Receivables to Other Customers

Rs?
As at December 31,
Gross loans and receivables

Group
2022 2021

Company
2022 2021

Stage 1 1,593,971,826 831,519,330  1,593,971,826 831,519,330
Stage 2 285,176,896 144,783,745 285,176,896 144,783,745
Stage 3 613,084,508 604,835,437 613,084,508 604,835,437

2,492,233,230 1,581,138,512 2,492,233,230 1,581,138,512

Provision for impairment

Stage 1 (98,411,429) (58,717,513) (98,411,429) (58,717,513)

Stage 2 (B8,434,040) (58,608,709) (B8,434,040) (58,608, 709)

Stage 3 (450,019,612)  (348,294,011)  (450,019,612)  (348,294,011)
(636,865,081) (465,620,233) (636,865,081) (465,620,233)

Net loans and advances 1,855,368,149 1,115,518,279 12355!368!149 1,115,518,279

Loans

Rs. Company Group

As at December 31, 2022 2021 2022 2021

Gross loans receivables

Stage 1 645,034,758 390,941,773 645,034,758 390,941,773

Stage 2 181,961,895 67,948,694 181,961,895 67,948,694

Stage 3 322,315,147 271,311 242 322,315,148 271,311,242
1,149,311,800 730,201,709 1,149,311,801 730,201,709

Provision for impairment

Stage 1 (63,196,502} (28,660,912) (63,196,502) (28,660,912)

Stage 2 {53,?14,3'55} (19,667,273) (63,714,856) {19,667,273)

Stage 3 (205,448,144)  (164,012,252)  (205,448,144)  (164,012,252)

(332,359,502) (212,340,437) (332,359,502) (212,340,437)

MNet loans receivable

816,952,298 517,861,272 B16,952,299 517,861,272
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Leases
Rs, Company Group
As at December 31, 2022 2021 2022 2021
Gross lease receivables
Stage 1 565,456,453 286,922,642 565,456,453 286,922 642
Stage 2 79,473,261 72,007,687 79,473,261 72,007,687
Stage 3 281,771,152 327,471,645 281,771,152 327,471,645
926,700,866 686,401,974 926,700,866 686,401,974
Provision for impairment
Stage 1 (33,049,568)  (30,056,601)  (33,049,568) (30,056,601)
Stage 2 (24,223,282)  (38,941,436)  (24,223,282)  (38,941,436)
Stage 3  (243,044,864)  (183,093,592)  (243,044,864)  (183,003,592)
(300,317,714) (252,091,629) (300,317,714) (252,091,629)
Net lease receivable 626,383,152 434,310,345 626,383,152 434,310,345
Pawning Advances Receivable
Rs. Company Group
As at December 31, 2022 2021 2022 2021
Pawning advances receivables
Stage 1 383,480,615 153,654,916 383,480,615 153,654,916
Stage 2 23,741,740 4,827,363 23,741,740 4,827,363
Stage 3 8,998,209 6,052,550 B,998,209 6,052,550
416,220,564 164,534,829 416,220,564 164,534,829
Provision for impairment
Stage 1 (2,165,358) - (2,165,359) -
Stage 2 {495,902) - {495,902) -
Stage 3 (1,526,604) {1,188,167) (1,526,604) (1,188,167)
(4,187,865)  (1,188,167)  (4,187,865)  (1,188,167)
Mei pawning receivables 412,032,699 163,346,662 412,032,699 163,346,662
Product-wise Analysis of Loans and Receivables
Rs. Company Group
As at December 31, 2022 2021 2022 2021
Lease rental receivables 926,700,866 686,401,974 926,700,866 686,401,974
Personal loans 111,385,935 142,051,020 111,385,935 142,051,020
Term loans 770,328,507 412,213,708 770,328,507 412,213,708
Easy payment loans 9,091,129 11,592,556 9,091,129 11,592,556
Other loans 758,506,229 164,344,425 258,506,229 164,344,425
Pawning advances 416,220,564 164,534,829 416,220,564 164,534,629

2,492,233,230 1,581,138,512

2,492,233,230 1,581,138,512

Sector-wise Analysis of Loans and Receivahles

Rs. Company Group

As at December 31, 2022 2021 2022 2021
Industry 178,057,212 126,714,755 178,057,212 126,714,755
Agriculture 242,555,845 214,390,056 242,555,845 214,390,056
Trade 182,471,640 97,735,121 182,471,640 97,735,121
Transport 536,603,685 262,168,905 536,603,685 262,168,905
Construction 128,021,371 119,888,552 128,021,371 119,888,552
Services 228,524,320 171,417,570 228,524,320 171,417,570
Personal 904,566,142 478,255,142 904,566,142 478,255,142
Othars 91,433,015 110,568,411 91,433,015 110,568,411

2,492,233,230 1,581,138,512 2,492,233,230 1,581,138,512



19.4
19.4.1

19.4.2

19.4.3

19.5

SMB Finance PLC
MNotes to the Financial Statements

Gross Lease Rental Receivable

Gross lease rental receivable within one year

Rs. Company Group

As at December 31, 2022 2021 2022 2021
reporting date 464,338,294 339,021,829 464,338,294 339,021,829
Unearned lease Income (117,200,600) (77,142,796)  (117,200,600) {77,142,7986)
Balance as at December 31, 347,137,694 261,879,033 347,137,694 261,879,033
Gross lease rental receivable after one year and five years

Rs. Company Group

As at December 31, 2022 2021 2022 2021
reporting date 659,424,201 522,610,809 659,424,201 522,610,809
Unearned lease Income (105,648,432)  (109,430,913)  (105,648,432)  (109,430,913)
Balance as at December 31, 553,775,769 413,179,896 553,775,769 413,179,896
Gross lease rental receivable after five years

Rs, Company Group

As at December 31, 2022 2021 2022 2021

from reporting date 25,897,358 11,418,788 25,897,358 11,418,788
Unearned lease Incoma (109,955) (75,743) (109,955) (75,743)
Balance as at December 31, 25,787,403 11,343,045 25,787,403 11,343,045
Total lease rentals receivables 926,700,866 686,401,974 926,700,866 686,401,974
Movement in Individual and Collective Impairment During the Year - Company [ Group

Rs. 2022 2021
Stage 1

Balance as at January 1, 58,717,513 25,941,331
Charge to the income statement 39,693,916 32,776,182
Balance as at December 31, 098,411,429 58,717,513
Stage 2

Balance as al January 1, 58,608,709 35,277,675
Charge to the income statement 29,825,331 23,331,034
Balance as at December 31, 88,434,040 58,608,709
Stage 3

Balance as at January 1, 348,294,011 343,443,012
Charge to the Income statement 101,725,601 4,850,994
Balance as at December 31, 450,019,612 348,294,011
Total net impairment charge for the year 171,244,848 60,958,213
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20.1.2 Quoted Shares held by SMB Money Brokers (Pt} Ltd.

As at Decomber 31, 2022 2021
Rs, Noof  Carying Fair Value Mo of Shares Carrying Fair Value
Shares Value / Fair Value | Fair
Banking, Finance & Insurance
Arpilco Insuranes PLEC - - 5 i £
HMNE Finanoe PLC - 30,000 312,000 312,000
Lanka Orix Finance PLC - 12,000 240,000 240,000
People's L easing & Finance PLC - 30,000 321,000 321,000
Commerchal Leastng & Finance PLC - 10,000 208,000 249,000
LOLC Develpinent Firance Co.PLC - - - 1,700 552,925 552,925
LB Fimance PLC - - = 6,000 A0, 000 408,000
Associatidd Molor Fimance Co. PLE g 55,000 748,000 F4R,000
Lanks Crocit B Business Financs Lid 35,000 136,500 136,500
- - 3,017,425 3,017,425
Other
Pelnwntta Sugar Industries PLC 3,000 3,000
B Investments PLC - 000 326,000 326,000
Reniukn Agri Foods PLC . 5,000 357,500 357,500
Softtogic Capital PLC E 10,000 B6,000 88,000
ndustrial Asphaits (CEYLON) PLC - 040,000 350,000 350,000
Maskoliya Plantations PLC . 26,000 442,400 42 400
Dipped Fmdl_.lclﬁ PLC - - 5,000 304,200 304,200
Expo Lanka Holdings FLC - - 100 3058 37025
Danktuwa Poreelaln PLC - - - 5,000 73,000 13,000
Ceylon Investment PLC - 10,000 536,000 536,000
Ceylon Tea Brokers PLC 5,000 21,000 21,000
E B Creasy-& Company PLE 15,000 357,500 347,500
Ex-Pack Corrugated Cartons Lid, . 15,000 325,500 325,500
Shaw Wallace Investments PLE 10,000 129,000 129,000
Laugh Gas PLC 10,000 242,000 242,000
Renukit Heldings PLE 5,000 47,000 47,000
WindFores PLC 21,500 391,300 391,300
- - 4,117,925 #,117,925
Total quoted shanes - - 7,135,350 7,135,350
Carrying amount - - 7,835,802 7,835,802
20,13 Determination of Fair Valus - Company | Group
The fair value for financal instroments traded in active markets at the feporting date s based on thesr quoted market prices.
20.2 Fair Value Through Other Comprehensive Income (FYTOCT)
20.2.1 Unguoted Shares held by SMB Finance PLC
As at December 31, 2022 2021
s, Mo of Shares Cost Carrying Value No of Shares Cost Carrying
| Fair Valua Value | Fair
Cenyhinen Sports Complex Lig. 300,000 3,000,000 - 300,000 3,000,000 -
Ceylinea Investmen! & Realty 00,000 1,000,000 . 160,000 1,004,008
Serata [nvestment Lid, * 5,655,900 48,645,300 - 5,655,900 48,645,300 -
Soully Asian Traves 30,000 300,000 30,000 300,000
Ceylinco Savings Bank |td, 1, L&S, 600 11,696,000 1, 189,600 11,896,000
Coylinee Coloured Stone (Put) Lid. 500,000 5,004,000 500,000 5,004,000
Openiarc Global Sakations (Pt) L, 45,000 450,000 45,000 450,000
Magpek Exports Lid, 125,000 5,000,000 125,000 5,000,000
Pugaida Textiles Mills Lid, 7,500 252,535 2,500 52,525
mrw Lid. (Farmrly knowii as SME Real 61,730 30,262,196 61,739 0,282,196
mﬂﬁ:b:mr m:}.m. (Fowiiahy kpan 5,000,000  SO,000,000 104,249,453 5000000  S0,000,000 81,376,472
Tl carrving amount 104,249,453 81,376,472

* The Irvestrment In Seraka Tnvestment Limited 15 10% non - cumulative non - redesmable preference shares,
The Group desgrated (he investments shown above as equity securtios at Fair value Urough other eomprehensive income because (hose equity securitios
represent investment that the Group intends 1o hold for the lang torm for strategic purpose,
Mo stestegis investments were disposed of during the year 2022 and there were no bransfers of any cumulative galn or loss within eguily refating to these

Investments.



SMB Finance PLC

Notes to the Financial Statements

20.2.2 Unquoted Debentures held by SMB Finance PLC

0.3

0.4

0.6

As at December 31, 2022 2021
Rs. Cost Cost
Ceylinco Automobiles Lid, 17,600,000 17,400,600
Prowision for impearment (17,600,000)  (17,600,000)0
Carrying amount : -
Total carrying amount 104,249,953 81,376,472
Other Financial Assets
Rs, Group
As al December 31, 2022 2021
Corparate Finance & Caphal Market Limited (6% Non redeamalile, Non participative profarence shares) 10,540,000 10,540,000
Total carrying amount 10,540,000 10,540,000
Movement of Financlal Thvestmant
Company Group
Fair Value Falr Value Financial Fair Value Falr Value Financial
Through Through Instruments Through Through instruments
Profit or Loss Other atamortised  Profit or Loss Other at amortised
{FVTPL)  Comprehensiv  cost (AC) (FVTPL)  Comprehensiv - cost (AC)

Rs. iz S neame
Mg at January 1, 2021 627,624 60,034,817 B, 168,844 60,034,817 10,540,000
Purchases - - - o = .
Maturities =
Disposals - -
profit of loss 77,828 . (333,042) .
comprelwnsive Income - 21,341 655 21,341,655
[nlusrest [ncoms - - - . -
As at December 31, 2021 700,452 81,376,472 - 7,835802  B1,376472 10,540,000
As ot January 1, 2022 700,452 81,376,472 - 7,835,802 81,376,472 10, 540,000
Purchases - - - . v 32,169
Maturities E 5 .
Disposals . = z i
prafit or kiss {700,452) . - (700,452) .
othier comprehensivie incame . 22,672,581 - 22,872,581 -
As at December 31, 2022 - 104,249,453 - 7,135,350 104,249,453 10,572,169
Disclosure of Financial Risk

The Company’s exposure to credit, curency and nterest rte risks rolated 1o Investmeants are disclosed m Note 43,

Financial Investments Pledged as a Security

Financial investments ane not pledged as a security 25 ot the reporting date,
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SMB Finance PLC
Notes to the Financial Statements

25 Right-of-use Assets and Lease Liabilities
25.1 Right-of-use Assets Movement During the Year

Rs. Company Group
2022 2021 2022 2021
Right-of-use asset
Balance as at January 1, 55,430,096 55,430,096 61,316,511 61,316,511
Remeasurement 5,470,441 - 5,470,441 -
Disposals during the year - - ? -
Balance as at December 31, 60,900,537 55,430,096 66,786,952 61,316,511
Accumulated depreciation
Balance as al January 1, 32,164,063 19,525,834 37,120,903 22,889,119
Charge during the year 12,666,065 12,648,224 13,585,644 14,231,784
Balance as at December 31, 44,830,128 32,164,063 50,716,547 37,120,903
Carrying value
Balance as at December 31, 16,070,409 23,266,033 16,070,405 24,195,608
25.2 Lease Liabilities Movement During the Year
Rs. Company Group
2022 2021 2022 2021
Lease liabilities
Balance as at January 1, 15,649,074 21,107,534 16,705,769 23,787,464
Remeasurement 5,470,941 - 5,470,441 -
Disposals during the year - = . =
Accretion of interest during the year 2,394,897 2,753,540 2,426,702 2,970,805
Paymients during the year (8,634,200} {8,212,000) (9,722,700) {10,052,500)
Balance as at December 31, 14,880,212 15,649,074 14,880,212 16,705,769
25.3 Amounts Recognised in Profit or Loss
25.3.1 Leases under SLFRS 16
Rs. Company Group
For the year ended December 31, 2022 2021 2022 2021
Depreciation of right-of-use assets 12,666,065 12,638,224 13,595,644 14,231,784
Intorest on lease liabilities 2,394,897 2,753,590 2,426,702 2,970,805
15,060,962 15,391,764 16,022,346 17,202,589
25.4 Leases under LKAS 17
Rs, Company Group
For the year ended December 31, 2022 2021 2022 2021
Cash outflow for leases (B,634,200) (8,212,000) (9,722,700)  (10,052,500)
Total cash outflow for leases (8,634,200) (8,212,000) (9,722,700) _ (10,052,500)
25.5 Maturity analysis — Contractual Undiscounted Cash Flows
Rs. Company Group
For the year ended December 31, 2022 2021 2022 2021
Less than one year 7,367,700 8,601,200 7,367,700 9,689,700
Between one and five years 9,997,944 10,221,700 9,997,944 10,221,700
Mare than five yedrs - - - -
Total undiscounted cash flows 17,365,644 18,822,900 17,365,644 19,911,400
26 Intangible Assets
Rs. Company Group
2022 2021 2022 2021
Cost
As at January 1, 2,304,888 2,304,888 4,662,054 4,662,054
Additions for the year 235,037,570 - 235,037,570 <
As at December 31, 237,342,458 2,304,888 239,699,624 4,662,054
Accumulated Amortisation
As at January 1, 2,174,263 1,860,763 4,531,429 3,654,106
Charge for the year 159,792 313,500 159,792 877,323
Disposals » g - :
As at December 31, 2,334,055 2,174,263 4,691,221 4,531,429
Carrying Value as at December 31, 235,008,403 130,625 235,008,403 130,625
Capital Work in Progress
As at January 1, 5,484,000 5,484,000 5,484,000 5,484,000
Incurred during the year 4,600,000 - 4,600,000
Capitalised during the year - : - :
As at December 31, 10,084,000 5,484,000 10,084,000 5,484,000
Carrying Value as at December 31, 245,092,403 5,614,625 245,092,403 5,614,625




SMB Finance PLC
Motes to the Financial Statements

26.1

27

27.1

27.11

The Monetary Board of the Central Bank of Sri Lanka has given SMB Finance PLC in principle approval to issue a finance business
license, subject to the payment of public deposits and the purchase of certain assets from Swarnamahal Financial Services PLC,
According to LKAS 38, the company has not amortized the finance license that they obtained because it is an intangible asset with a
perpetual life and is not amorlized.

As a result, If an intangible asset has a useful life but can be easily and easily renewed, it is considered perpetual and is not amortized,

Deferred tax assets

Company

Deferred tax assets have niot been recognized in respect of lease assets because (1 is uncertaip that future taxable profits will be
available against which the comparny can utilize the benefits,

Rs.

Unrecognised Deferred Tax Asset 2022 2021
Balance as at January 1, 85,302,262 7,817,978
Reversals | Additions for the year {34,043,911) 77,484,284
Balance as at December 31, 51,258,351 85,302,262

The above unrecognized deferred tax liability (s atiributable to the following;

Rs. Temporary Tax effect Temporary Tax effect
difference difference L
December 31, December 21, December 31,
2022 2022 December 31, 2021 2021

On property, plant & equipment (Z,068,862) (620,658) (12,920,495) {3,100,91%)
On lease assets (4,012,540) (1,203,762) 14,248,284 3,587,588
On retirement benefit oliligation 8,961,310 2,688,393 7,544,568 1,810,696
Fair value gain on investment property (44,649,600) (13,394,880) (46,553,000} (11,172,720)
On accurmulated tax losses . - 142, 472,645 34,193,435
Disallowalble amount Tor bad debl pravision 213,821,059 04,146,318 257,551,049 61,812,252
On right-of-use assets (16,070,409) (4,821,123) (23,266,033) (5,583,848)
On lease liabilities 14,880,212 4,464,063 15,649,075 3,755,778
170,861,169 51,258,351 355.426!093 355302!262

The deferred tax has been calculated at the rate of 30% (2021 - 24%:).

The company used the entire amount brought Tax loss carryforwards against taxable income in 2021, So there is no tax loss or
deferred tax Assets reported as at reporting date,

Group

In respect of the sole subsidiary, SMB Money Brokers (Pvt} Limited, a deferred Lax asset has been recognized, since the Management
expects adequate taxable prafit in the foresseable future, Therefore, the Group deferred tax asset includes the deferred tax asset
relevant to SMB Money Brokers (Pvt) Limited.

Rs. 2022 2021
Balance as at January 1, 2,538,161 3,506,311
Reversals for the year (Note 27.2) {1,335,456) {968,150}
Balance as at December 31, 1,202,705 2,538,161

(Charge) / Reversals for the year recognized in

Rs.
2022 2021
Statement of profit or loss (267,050) 836,796
Other comprehensive income (1,068,406) (1,804,946)
Balance as at December 31, (1,335,456) (968,150)
Deferred tax charge for the year due to change in tax rate and other temporary difference
2022
Due to change in effective tax rate 240,541
Due to change in temporary difference 962,163
Balance as at December 31, 1,202,704
The above recognized deferred tax asset is attributable to the following;
Temporary Tax Effect Temporary Tax Effect
Rs, difference difference " W
December 31, December 31, ecember 31,
2022 2022 December 31, 2021 2021
On property, plant & equipment (250,713) (75,214) (255,675) (61,362}
On retirement benefit abligation 14,198,350 4,259,505 18,342,850 4,402,284
Revaluation gain on investment property (9,938,623) (2,981,567) (7,638,625} (1,633,270)
On night-of-use assets - . (929,575) (223,098)
On lease liabllities - 1,056,696 253,607

4,009,014 1,202,704 10,575,671 2,538,161




SMB Finance PLC
Notes to the Financial Statements

Deferred tax Is calculated using the tax rates that are expected to be apglied to temporary differences when they reverse and is
calculated using tax rates that are enacted or substantively enacted at the reporting date.
The measurement of deferred tax reflects the tax consequences that would result from the way the Company expécts to recover or
settle the carrying amount of its assets and liabilities at the reporting date.
The company is recognized deferred tax assets. for Unused tax losses, unused tax credits, and deductible temporary differences that
are likely to be used against future taxable profits are recorded as deferred tax assets. The reversal of relevant taxable temporary
differences is cateulated using future Laxable profits, If taxable temporary differences are insufficient to fully recognize a deferred tax
asset, based on business plans, future taxable profits adjusted to reverse existing temparary differences are considered. Deferred tax
assets are reviewed at each reporting date and reduced to the extent that the relevant tax banefit is no longer likely Lo be realized,
When the likelihood of future taxahle profits increases, such deductions are revorsed,

28 Other Assets

Rs. Company Group
As at December 31, 2022 2021 2022 2021
Deposits & prepayments 14,946,836 11,493,042 16,799,203 14,192,791
Receivables from Golden key hospitals Limited 36,841,467 36,841,467 36,841,467 36,841,467
Interest Recelvable on Fixed Deposits 37,457,911 11,787,839 37,457,911 11,787,839
Income tax Recelvable 8,906,962 2409337 10,042,908 2,409,337
NBT Recelvable 704,395 704,395 704,395 704,395
VAT on Financial Services Recelvabe - 2,891,536 - 2,891,536
Other assets 1,667,482 3,534,500 11,945,411
98,857,571 67,795,008 105,380,384 B0,772,776
29 Due Financial Institutions
Rs, Company Group
As at December 31, 2022 2021 2022 2021
Bank borrowings 1,566,116,482 526,274,284 1,566,116,482 526,274,284
Bank overdraft 2,103,754 - 2,391 425 =
1,568, 2_@3236 526,274,284 1,568,507,907 526,274,284
29.1 Details of Funding Facilities - Bank Loans Details
The below table provides details of the bank loans of the Company.
2022 2021
Name of the bank Granted Date Amount Granted Outstanding Amount Granted Outstanding
(Rs.) Amount (Rs.) (Rs.) Amount (Rs.)
Sampath Bank - Loan 01 December 24, 2020 200,000,000 120,120,420 200,000,000 159,992,000
Sampath Bank - Loan 02 November 1, 2021 140,000,000 107,409,666 140,000,000 135,330,000
Sampath Bank - Loan 03 January 31, 2022 180, 000,000 154,648,236 - .
Sampath Bank - Loan 04 January 31, 2022 180,000,000 156,804,486 -
Sampath Bank - Loan 05 January 31, 2022 180,000,000 156,804,486 = =
Sampath Bank - Loan 06 February 3, 2022 180,000,000 156,804,486 =
Sampath Bank - Loan 07 February 28, 2022 180,000,000 158,960,736 = =
Seylan Bank - Loan 01 November 22, 2021 200,000,000 169,815,816 200,000,000 197,619,000
Seylan Bank - Loan 02 May 4, 2022 200,000,000 186,207,385 - -
Seylan Bank - Loan 03 August 19, 2022 100,000,000 594,702, 844
Seylan Bank - Loan 04 November 21, 2022 100,000,000 99,383,272 5 -
Indian Bank - Loar 04 April 03, 2019 . 40,000,000 2,222,222
Indian Bank - Loan 05 February 19, 2020 80,000,000 4,454,649 80,000,000 31,111,062
1,920,000,000  1,566,116,482 660,000,000 526,274,284
30 Due to Other Customers
Rs. Company Group
As at December 31, 2022 2021 2022 2021
Promissory notes 117,623,757 113,113,186 117,643,757 113,113,186
Debentures (Note 30.1) 9,162,728 9,162,728 9,162,728 9,162,728
Balance as at December 31, 126,786,485 122,275,914 126,786,485 122,275,914

30.1 There s no interest accrual as the debentures have already matured and the debenlures were issued long agoe by Seylan Merchant

Bank.



SMB Finance PLC
Notes to the Financial Statements

31 Retirement Benefit Obligations

Rs. Company Group

As at December 31, 2022 2021 2022 2021

Frovision for retirement benefit obligations (Note 31.1) 8,961,310 7,544,568 23,159,659 25,887,414

Balance as at December 31, 8,961,310 7,544,568 23,159,659 25,887,414
31.1 Provision for Retirement Benefit Obligation

Rs. Company Group

As at December 31, 2022 2021 2022 2021

Balance as at January 1, 7,544,568 7,889,759 25 887,414 30,365,734

Provision for the year (Note 31.2) 3,097,687 2,069,612 4,343,295 6,057,091

Actuarial loss during the year {1,680,945) (1,404,303) (5,242,300} (8,924,911)

Payments during the year = (1,010,500) (1,828,750} (1,610,500)

Balance as at December 31, 8,961,310 7,544,568 23,159,659 25,887,414

The following assumptions were used in valuing the retirement benefits obligation using Interally developed method as
required by 5r Lanka Accounting Standard LKAS 19 - "Employee Benefits".

31.2 Provision for the year

Rs. Company Group
For the year ended December 31, 2022 2021 2022 2021
Current service costs 1,627,488 1,367,572 1,920,778 2,934 177
Interest costs 1,470,199 702,040 2,422,517 3,122,914
Balance as at December 31, 3,097,687 2,069,612 4,343,295 6,057,091
2022 2021
Salary increment rate 18.00% 10%
Discount rate 20.00%  11.75%, 105
Retirement age 60 Years 60459 Years
Staff tumover factor 4.50% 35.00%
Weughted Average Duration of RBO 19.41 19.59

In order to match the characteristics of the premium lability aned the resulting yield to maturity, discount rates are changed to
transform coupon-bearing yields into zero coupon yields in accordance with the Institute of Chartered Accountants of Sri
Lanka's rules. LKAS 19's valuation of employer benefit liabillties is done for this reason. Alse, the compensation Increment rate
of 18% is deemed reasonable in line with the company’s anticipated future salary increases, considering the state of the market

and the rate of inflation,
31.3 Sensitivity of Assumptions Used

The follawing table demonstrates the sensitivity to a reasonably possible change in the key assumptions employed with all other
varfables held constant in the employment benefit liability measurement.,

The sensitivity of the total comprehensive income and statement of financial pesition is the effect of the assumed changes in
discount rate and salary Increment rate on total camprehensive income and employment benefit obligation for the year.

Company
Rs.

Increase in discount rate (1%)
Decrease in discount rate (1%)

Increase in salary increment rate (19%)
Decrease in salary increment rate {1%)

Group
Rs‘
Increase in discount rate (1%)

Decrease in discount rate (1%)

Increase in salary increment rate (1%)
Decrease in salary increment rate (1%)

Sensitivity Effect on
Employment Benefit

Total Comprehensive Income Obligation Increase /

Increase [ (Reduction)

(Reductiaon) in the Liability
675,556 (759,388)
(740,453) 844,082
(672,845) 851,564
616,695 (777,834)
Sensitivity Effect on
Employment Benefit

Total Comprehensive Income

I
Incresisn f (Ristinition) Obligation Increase f

{Reduction) in the Liability

819,179 (B60,070)
(887,134) 948,055
(772,148) 958,270

714,438 (862,859)
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38 Classification of Financial Instruments

38.1 Assets - Company

As at December 31, 2022
Rs.'000 Financial Financial Financial Others Total
instruments instruments  instruments
recognised at at fair value
through  amortised through other
profit cost (AC) comprehensive
or loss income
(FVTPL) (FVTOCT)
Financial Assets
Cash and cash equivalents 55,302 55,302
Placements with banks 2,364,018 - 2,364,018
Financial assets at amartised post-Loans and receivables 1,855,368 = 1,855,368
Fair value through profit or |oss (FYTPL) % . z .
Faitr value through other comprehensive income
(FVTOCTH) - . 104,250 - 104,250
Other financial assets 37,458 - - 37,458
Total financial assets - 4,312,146 104,250 - 4,416,396
Non Financial Assets
Investment in associate - - 42,577 42,577
Investment in subsidizry - - -
Investment properties - - - 385,728 385,728
Property, plant & equipment - . 19,963 19,963
Right-of-use assets - & 16,070 16,070
Intangible assets - - 245,002 245,092
Char non financlal assets - G1,400 &1,400
Tolal non Minancial assats - - - 770,830 770,830
Total assets - 4,312,146 104,250 770,830 5,187,226
Assets - Company
As at December 31, 2021
Rs.'000 Financial Financial Financial Others Total
instruments instruments  instruments
recognised at at fair value
through amortised  through other
profit cost (AC) comprehensive
or loss income
(FVTPL) (FVTOCI)
Financial Assets
Cash and cash equivalents - 103 558 - . 103,558
Placements with Larks - 2,393 445 - - 2,393,446
Financial assets at amortised cost-Loans and receivables ti B 1,1154518 - B 1,115,518
Fair value through profit or loss (FYTPL) 700 - - ol
Falr value through other comprehensive Income
[FYTOCTY - - 81,377 . 81,377
Other financial assets - - - 11,7688 11,768
Total financial assets 700 3,612,623 81,377 11,788 3,706,388
Non Financial Assets
Investment In associzte . . - 41,833 41,833
Investment in subsidiary - - = 12,750 12,750
Investmant propertes - - - 142778 142778
Praporty, plant & equipment - - - 7. a0 7,306
Right-of-Uuse assets - - - 23 266 23,266
Intanalble assets - - - 5616 5615
Oither assets - - 66,007 66,007
Total non financial assets - - . 289,655 209,555
Total assets T00 3,612,523 B1,377 301,342 3,985,943
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38.2 Liabilities - Company

As at December 31, 2022
Rs.'000 Financial Financial Financial Total
instruments  instruments instruments
recognised  at amortised at fair value
through cost (AC) through other
profit comprehensive
or loss income
(FVTPL) {FVTOCT)
Financial Liabilities
Due ta financlal Institutions 1,568,220 1,568,220
Due to ether customers 126,786 126, 786
Lease labilities 14,880 14,8680
- 1,709,886 - 1,709,886
Mon Financial Liabilities
Retirament benafit obligations B 8,961 - 8,961
Other Liahility - 112,429 - 112,429
- 121,388 - 121,388
Total liabilities - 1,831,274 - 1,831,274
Liabilities - Company
As at December 31, 2021
Rs.'000 Financial Financial
instruments Financial instruments
recognised i g at fair value
nstruments
through S o through other Total
profit ;ﬁ (AC) comprehensive
ar loss income
{FVTPL) (FVTOCI)
Financial Liabilities
Due to finandial institutions = 526,274 526,274
Duetio nther customers - 122,276 122,276
Lease llabilities 15,649 15,649
- 664,199 - 664,199
Mon Financial Liabilities
Retiremerit benefit obligations € 7,945 = 7,545
Other labiities - 72,383 - 72,383
. 79,928 - 79,928
Total liabilities - 744,127 - 744,127
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38.3 Assets - Group

As at Decembar 31, 2022
.'000 Financial Financial Financial Others Total
instruments instruments  instruments
recognised at at fair value
through  amortised  through other
profit cost (AC) comprehensive
or loss income
{FVTPL) (FVTOCT)
Financial Assets
Cash and cash equivalents 55495 . 55,495
Placements with banks - 2.364,050 - - 2,364,050
Finaricial assets at amortised cost-loans and recelvables
tn ather customers - 1,855,368 - - 1,855,368
Fair value through profit ar loss (FVTPL) - - - - -
Fair value through other comprehensive income
(FVTOCT) 104,250 - 104,250
Other financlal Assets - 47,994 - 47,998
Total financial assets - 4,322,911 104,250 - 4,427,161
Mon Financial Assets
Investment in associate - - - 42.577 42,577
Inwestment properties - = 402,928 402,928
Property, plant & equipment - - - 22,405 2,405
Right-of-use assets 16,070 16,070
Intanglble assets - = B 245,092 245,092
Deferred tax assets - - 1,203 1203
Other non financial assets - - - 67,922 67,922
Total non financial assets - - - 798,197 798,197
Total assats - 4,322,911 104,250 798,197 5,225,358
Assets - Group
As at December 31, 2021
Rs.'000 Financial Financial
instruments  Financial instruments
recognised instruments  at fair value
thraugh at through other Others Total
profit amortised comprehensive
or loss cost (AC) income
{FVTPL) (FVTOCI)
Financial Assets
Cash and cash equivalents - 105,180 - - 105,180
'Placements with hanks - 2A410,550 2,410,650
Financial assets at amortised cost-oans and recelvables te - 1,115,518 - - 1,115 518
Falr value through profit or loss (FYTPL) 7836 - - . 7,826
Falr value through other comprehensive income (FYTOCT) - B1,377 - 81,377
Other-financial Assets - 10,540 - - 10,540
Total financial assets 7,838 3,641,788 81,377 - 3,731,001
Mon Financial Assets
Investment in associate - - - 41,833 41,833
Investment properties . - - 157 678 157,678
Prapearty, plant & equipment - - 11.811 11.811
Right-of-use assets 24,186 24,196
Tntangible assets . - 5616 6615
Defarred tax assels - - 2538 2,538
Other assets - - B0, 773 B0,773
Total non financial assets - - - 324,543 324,543
Total assets 7,828 3,641,788 81,377 324,543 4,085,544
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38.4 Liabilities - Group

As at December 31, 2022
Rs.'000 Financial Financial Financial Total
instruments  instruments instruments
recognised  at amortised at fair value
through cost (AC) through other
profit comprehensive
or loss income
(FVTPL) {FVTDCI)
Financial Liabilities
e to financial fnstitutions 1,568,508 1,568,508
ke Lo other customers 126,786 126,786
lease liabilities 14,880 14,880
- 1,710,174 1,710,174
Non Financial Liabilities
Retirement benefit obligations - 23,160 23,160
Other lahilities = 223,497 223 497
- 246,657 246,657
Total liabilities = 1,956,830 1,956,830
Liabilities - Group
As at December 31, 2021
Rs.'000 Financial Financial Financial Total
instruments  instruments instruments
recognised  at amortised at fair value
through cost (AC) through other
profit compirehensive
ar loss income
(FVTPL) (FVTOCI)
Financial Liahilities
Due to financal institutions - 526,274 526,274
Due 1o other customers - 122,276 122,276
Lease lizhllities 16,706 16,706
- 665,256 665,256
Non Financial Liabilities
Retirement. benafit obligations - 25,887 26 887
Other lisbilities * 75,340 T5:340
- 101,228 101,228
Tatal liabilities - TEG, 484 766,484

38.5 Determination of Fair Value

a) Methodologies and Assumptions Used to Determine Fair Value

The methadotogy for fair value of the financial assets and liabilities and the analysls according to fair value hierarchy Is provided In this note,
The basts on which fair values have been arrived for varlous financlal assets and llabilities are explained below,

b} Assets for which Fair Value approximates Carrying Value
For financlal assets and financial liabilities that have a short-term maturity the carrving amounts aooroximate to thelr fair valus.

¢) Fixed Rate Financial Investments - Government Securities

The fair value of fixed rate government securities financlal assets carried at amortised cost are estimated by using weekly market rate
published by the Central Bank of Sri Lanka and other fixed rato investments were measured using comparing market interest rates when they
were [nitially recognised with current market rates for similar financial instruments.

d) Fixed Rate Financial Investments - Bank Deposits

The estimated falr valug of fixed interest bearing deposits is based an discounted cash Nlows using prevaillng maney-market Interest rates for

chatts with similar eredit risk and matuety.

e) Fixed Rate Flnancial Investments - Unquoted and Quoted Debt Securities
For quoted diebt [ssued, the falr values are determined based on queted market prices, For those notes lssued where quoted market prices are
not avallable, a discounted cash flow model is used based on a current Interest rate yield curve appropriate for the ramaining term to maturity

and credit spreads,
f} Cash and Bank Balances

Tire carrying amount approximate to fair value due to the relatively short term maturity,

g) Other Receivabile and Finandial Liabilities

The cartying value has been considered as the fair value due to uncertainty of the timing cash flows.
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38.6 Determination of Fair Value and Fair Values Higrarchy of Financial Investments
Plasse fefor arcounting policy Note 5002 for more infomation regarnding debarmination of fair value,

s at December 31, 2022 2021

Rs.'0D0 Level 1 Lisvel 2 Level 3 Total Tokal

Campary

Ealr value theough prodit or kss (FYTPL) . . 345,728 385,728 143,478

Fale valwt through ether enmprahanate

ngome (PO - - 104,249 - 81,376

Total financial investment - - AB9,977 385,728 234,854
Group

Falr vabie theoulh prcbt o Kes (FYTPL) - - 2,528 402,928 165,514

Fair vabie through other comprehensie i

mcome (FYTOCT) - 104,244 104,249 i, 3rs

Other financial fssels . 10,540 10,590 10,5490

Jotalfigancipl investment = SILZ18 517716 ST,

The detemmination of fay values of financial acets and financial labdites recorded o the Stetement of Financial Position for which there ks no obserdgble farket price we
detenmined using i varlety of valuntion technigues that Incide the wse of mathamatical models. The inputs to these modals are dovved from abserable market data whern possible,
bt if thils is not available, pdgement s roguired o establish e falr values, This Comgany measures faie vaboe using the falr valie hiersechy that reflects e significance af kiput
wsad I inaking measwenents, '

38.7 Financial Instritments not Measured at Falr Value
Thie follawing table sets oul the fair vakdes of fnangial instruments not measured at {air value and analysss tem by the level (n the fai valie hierarchy into which each fair valkee
raEsemel s categarzed,
Assats - Company

As at December 31, 2022 2021
s."000 Lavel 1 Level 2 Lavel 3 Total Tatal
Cash and cash equivalents - E . 45,302 103,554
Plncements with banks - E = AasAnia 2,353,447
Financel assels ot amorieed cost - Loans

y 5 N . . 1,855 168 1115518

muwmm.mw T = - 4,274,688 3,012,524

Thie Corigrany hiss ot digelosed (e fall vahies for financlal nstruments such as cash and cash equivatents, pacement vath banks and laans and recelvabiles 1o olher cUstomess,
becarse thalr camylng amounts aie a reasonable approdimaticn of fals vakie.

Assots - Group
As at December 31, 2022 2001
Rs.'000 Laval 1 Lével 2 Lewval 3 Tatal Total
Cash and cash equivalimts . - - 56,495 105,180
PlRCEmEnLs with bk - = = R304,050 210,549
Fitnancial assety s amoitieed cost - Louns
and recevabiles to othes custoiners E - LSS, 366 LSS
Other finaricial assts = . : 47,998 10,540
Total asse! = = -~ 4,322,911 3,641,767
38.8 Financial Liabilitios
As at December 31, w22 2021
Rs.'000 Carrying  Fabr Valug  Carrylng Fair Value
Valus Value

Company
Due by Boancial nstitutions 1,568,220 1,568,220 526,229 526,21
Dt ether custoimars 126,786 126,786 122,276 122,778
Leass kalbiiting 14,880 14,880 15,649 15,645

1,700,886 -_ 189 bha, 1949
Group
Due b Tinancal rstibel|on 1L566,508 1568508 526,274 526,274
D b ether customers 136,785 126,786 122,276 128,270
Lisass: kabilities 14,80 14,580 16,706 16,706

1,710,174 1,710,174 665,256 665,256

Thee falr vadues of financial labilities simdar to carrying amoonts since (hose amoonts ae reasonable approsmation of falr values, This, the fal-vilue bearchy disclasie is not
agplicable. Tha falr vale Hlerchy gives e lowest priodty 1o unobservabie Inputs (Level 3 inputs) . The Tair value measuremiest s categaroed in s entirety in the same levil of the
far walue erarchy as B bowest fevel inped. that bs significant 2o the entine measuterment.

‘The observable mpt adjusted vsing an unobservabils liput and Dat-adjustment results in a significantly Ngher or lower fair value measurement, the resulting meastitement |
categorised within Levist 3 of the fair ealue hsran:hy,

38,9 Assumptions usad for property valuations,
Please rafior Naba Na 254
Propety viluations are inhereitly subiective 35 they are made on the basts of assumptions made by the valuer which may not prow o be accurste, Fo)' thass reacons, we haye
classified the land valuations as Level 3 as defined by SLERS 13,

Fair walue hierarchy

Assels Valuation technigua

Significant unobservable Inter relationship bebaween key unobsavable input and
Input fair value measurement

Market compatisan technlgue ©
Thee valuation model (s based on market
multiples  derivad  from  quoted  prices  of
companies  cEmparalde (o the  Investes, . o
Espuity Secunies (Oihiet Imvesiients)  adficted  for the effect of the non :mUﬂTSﬁT“:H Pﬂl:nﬂ:g
marketatilty of the equity securities, and the o o |
revenue and ERITDA of the irvestes The -
estimate & adjosted for the et debl of the
et

Thie estimated fake value wiould ncreasel (decrsass) IF the
addjustod market mulliple were highes (lower)
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39 Commitments and Contingencies

39.1 Capital Commitment
There are no capital comimitments as at December 31, 2022
39.2 Contingencies
In the normal course of business \he Company makes varlous commitments and Incurs certain contingent liabllities with legal recourse to Its

custorners, No material losses are antitipated as a result of these transactions.
Except for above there are no materlal commitments and continnencles as at the reporting date.

40 Event After the Reporting Date
There have been no events subsequent 1o the reporting date which require adjustment or disclosure to the financial statement,other than those
disclased belaw.
41 Related Party Disclosures
41,1 Transactions with Related Parties

Company 2022 2021
Rs.'000 :
Capital AFR
Details of Rar:el\fed,-' CHpata Received/Receiv Outstanding FETcentugs
Receivable Outstanding as of capital
Name of Director  Financial able(Payable/Pa as at
pealin (Payable/ at December id) = —— T funds as at
9 Paid) 31,2022 31 3071  December
3 31, 2022
Transactions with Associate
Kenanga Invesiment
Corporation Ltd = * - =
Transactions with Subsidiary
SMB Money Brokers M. T.M. Wijesinghe oo "/ - - (400) - 0.00%
(Pvt) Led Mr. H.R.S.Wijeratne
Transactions with other Ralated Companies
Grayline Carga Mr. HRLS. Wijeralne Finance Lease (1,202) 3,520 (2,0786) 4,722 0.00%,
Terminals (Pvt) Ltd Tarm Loan (2,627 1,500 {3,928) 4,127 0.00%
Grayline Contalner  Mr. H.R.S. Wijeratne Finance Lease (768) 2,449 (1,496) 3,217 0.00%
Terminals (Pvt) Lid Term Loan (59) 237 (137) 296 0.00%

A number of these entilies transacled with the Campany during the year. The lerms and conditions of (he transactions with key managemant
persannel and their related parties wera no mone favourable than those available, or which might reasonably expected to be available, on similar
trarsactions to non-key management personnel of related anlities on an arm's length basis,

41,2 Transaction with Key Management Personnel
As per the Sri Lanka Accounting Standard — (LKAS 24) — "Related Party Disclosures”, the KMPs include those whao are having authority and
respansibility for planning, directing and contralling the activities of the Campany. Accardingly, the Board of Directors of the Company, and
members of the Carporate Management of the Company have been classified as KMPs of the Company.

41.2.1 Remuneration to Key Management Personnel
(a) Remuneration to Board of Directors

Company Group
2022 2021 2022 2021
Short-term employees benefits 4,905,000 4,995,000 6,850,025 6,710,000
Total 4,905,000 4,995 000 6,850,025 6,710,000
(b) Remuneration to Corporate Management
Company Group
2022 2021 2022 2021
Shart-tarm employees benefits 19,817,004 18,100,044 32,940,029 28,702,240
Post employment benefits - - - 1,495,500
Total 19,817,004 18,100,044 3&940!029 30519?!740

42 Litigation Against the Company
Litigatian Is a commen occurrence in the financlal services industry due to the natura of the business undertaken. Provision for legal matters
typically requires a higher degree of judgment. When matters are at an early stage, accounting judgments can be difficult because of the high
degree of uncertainty invalved. Group has established & formal controls and policies for managing legal claims, Once the professional adyice has
been obtained and the amount of loss reasonably estimated, the Group makes adjustments to the accounts for any adverse effect, if any, which
the claim many have on the Group's financial position, As at the reparting date, group had several unresolved legal tlalms pending jutloment,
However, the legal advisor of the Company is of the view that these cases will be resalved in favour of the Group and the process will probably
take over three years. Accordingly no provision as been made [0 these financial statement,
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43
43.1

43.2

433

43.3.1

43.3.2

4333
43331

Financial Risk Management
Introduction and Overviaw
Thie Groip hias expasure to the foliowng risks from financil nstruments;
I, Lispidity Risk
. Craadit Fiisk
iit, Oyperational Risk
. Market Risk
Risk Management Framawaork
Tha Doard of Directors has overall respansibiity for the establshment and overseeing of the Company's risk management framework. In discharging s
aovernanen responsibility, it operates thiraugh two key commilises, tha Risk Management Comimittes and the fudlt Commities, The Risk Management Committes
i5 I this proceds of setiing a risk frameyaork for the compmig with the assistance from a cansulting firm,
The Apdly Cominities prvidks its assassrniant on e alfectiveness of Internal audit and extiemal disclosure of acoounting policies and fimancial reparting o the
Board,
Liguidity Risk
Liqulelity risk is the risk tiat arisds when the Compiaty encounters difficulty in mesting obligations associated with s financial habilities that ame 1o be settied by
delivaring cesh or anothes Timancial pssel,
Management of Liquidity Risk
The Group's approsch (o manaae liguidity & 1 ensure that funds avaiiable are adequate to mest credit demands of ils customers and o enable debt Instruments
1oy b repakd on demand or upon matlrily as sppropriate. The Finaice Diviskan fs responsible for the management of liquidity risk and funding in accordance with
the approved guidelines and risk lmits, The teasury and lquidity: policies and compliance thereunder are reviewesd and approved by the ALCO,
Exposure to Liguidity Risk
The Company mankars the following lguidity rmtios 10 assess funding requirements,
December 31, Detember 31,
2022 2021
Liguid Asset Ratio (LAR)
Ac al Decambaor 31, 187 94% §35.00%
Awirage for L year 5S35 325.88%:
e imum for the year 1358.30%: 915.03%
Mininwm for the year 178.51% 110.54%
Ll assets bchide cash and short tem funds. Thi calculation is based on directions and guidelines ssued by the Central Bank of Sri Lanka (CBSL).
Minimum Liquidity Requirement
A per the Direction o of 2012 of Cantral Bank of Sri Lanka, évery speciafized leasing company shall mainkain minimum holding of hquid assets. The table below
sots aul the companents of the Company’s holding of liouid assets; 5, v ,
2022 2021
Recguired minimum amount of [kuid assats 12,689,024 30,721,997
Daily average liquid assels 2,422 403,555 2,578 954,572
Excess lquidity 2.404,514,871 2,548 232,575
Maturity Anatysis
Maturity Analysis - Company
Rs,"000 Upto 3 Jto 12 Months  1to 3 Years 3to 5 Years Mone than 5 Years Total
Moaths
Interest Eaming Assols
Cash and cash equivalents 55,302 i E . - 55,302
Placaments with banks 501 2,363,517 - £ . 2,364,018
244,989 774,542 678,508 168,257 339,072 1,855,368
Financial assats atamartised cast - Loans
and recevables (o other customers
Finaneial Investients = . . - 104,248 104,242
300,792 2,638,059 628,508 368,257 443,321 4,378,937
Non Interest Eaming Assets
Investinent In associate . + . - 42,577 /.51
frwestment i subsiiiary . 3 i =
Investiment properties = - - = 365,728 385,748
Property, pREnl & equipment 159 192 198 19414 . 19,963
Right-of-use assets 2,938 5,527 7,606 15,070
Intangibie assets - 131 5.484 r 239477 245,092
Other assets - 11,844 R7.016 98,858
3.097 17,691 !,;,HB 19,414 754,798 BOB, 267
Total assets 303,889 2,655,750 641,756 387,671 1,198,119 5,187,224
Interest Bearing Liabilities
[uses o financial nstitutions B4,645 212,058 565448 452,682 253,407 1,568,220
D 10 ofher customers 126,680 2 3 . . 126,706
Leass linbilities G08 5,298 8,074 + - 14,800
211,923 217,452 574,422 452,682 253,407 1,709,886
MNon Tnterest Bearing Liabilities
Restirement bepedit obligations - - - 8,961 * 8,961
Other latslitles 23,044 - - - 88482 112,426
23,944 = - 8,951 88,482 121,387
Equity
Sharehakders funds - - . - 3,355 952 3,355,952
= = E: 3,355,952 3,355,952

Total labilities & 235,867 2174 4,42 46 7,841 5
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43.3.3.2 Maturity Analysis - Group

434

43.4.1

a)

h)

€)

d}

e}

434.1.e

Rs.'000 Upto2 3to 12 Months 1to3 Years 3to5Years  More than 5 Years Total
Maonths
Intergst Eaming Assets
Cash and cash equivalents 55,495 . ~ - . 55495
Placemants with banks 533 2363517 = . . 2,364,050
Financil assets al amortised cos). - Logrs 244,989 274,542 628,508 368,257 339,072 1,855,368
and recelvables to other custimérs
Firanoal investnants . : - - 114,789 114,789
301,017 2,638,059 628.508 368,257 453,862 4,389,703
Mo Interest Eaming Assels
Iryestment in mesockite . - - : 41577 42577
Inwestment properties - - - 02,928 402,928
Property, plant & equipment 159 192 198 21,856 . 22,405
Right-of-use assets 2,938 5587 7606 . ]
Tritangit ke asseq . - 5,484 134 9477 245,092
Peferred tax assels - - - . 1,723 1,203
Other assats - 18,304 = - Br016 105 380
3,097 24,083 13,288 21,987 773,201 B35.656
Total assets 304,114 2,662,142 641,796 390,244 1,227,063 5,225,359
Interest Bearlng Liabilities
D to Ninancial instiutions 83,913 212,058 65,448 452,682 A53.a07 1,568,508
By o other customens 126,690 96 . . - 126,786
Lease labilities HO8 5,200 975 - - 14,881
212,211 217,452 574,423 452,682 253407 1,710,175
Non Interest Bearing Liabllities
Retirament benefit obligations - 23,160 = 23,160
Dihor liabilities 28,785 - - - 90,197 118,962
28,785 - - 23,160 90,197 142,142
Ecjuity
Shinrsholders' funds . . : 3,373,042 3,373,042
- - - - 3,373,042 3,373,042
Tolal liabilities & equity 240,996 217,452 574,423 475,842 3,716,646 5,225,359
Credit Risk
Cradit risk i the risk of financial loss t the Company B 3 customer or counterparty to a finaneial instiment fails fo mest its contractual obligations, and arises
principally from the Company's Inans and advances to customess and other companies, and investment |n debt / equity securities, For risk management reparting
purposes the Company considers and consalidates all elements of credil risk exposure.
Management of Credit Risk
Primarlly the Crecit Division managis the ceadit risk. THare s o management oedit Committee & a Board Credit- Committen [ review signilicant credit risks, The
sald comemitiees are faciitated by regulie audits undestaken by e intermnal auditars. The Cempany manages cradit by focusing on following stages,
Loan Origination
The loan arigination process comprises inltial scraening and cradit appralsal, The evaluation focuses an the borrower's ability to meet its obligations in # timely
manner. Efforts are made to ensure consistent standards are maintaimed In credit approval, Coltateral and guararivees form an important part of the credit risk
midtigation process. A suitable intermal risk rating moded (s In place B s an important gart of the risk assessanent of customers,
Loan Approval
The Company has established clear guidelines for oan spprovals | renewals by adoptlng a cominittes hased appeoval stiucture, where all approval sigratories
carry equal respansibility for credit risk. Individual credit faciities beyond a minimum threshold require Board Cridit Commbttes appioval.
Credit Administration and Dishursement
Credit Division ensures efficeit and effective customer suppoet including disbursement and seltlements,
Recoveries
Overdue loans are managed by the Recoveries Division with the support of the Legal Divsion. This unit Is responsiile foe all aspects of an overdue laclily,
restructuring of the credit, monitoring the vahie of the applicable collatersl and lguidation, scruting of legal documents and Aaising with the customer until all
recovery matters ara finafised,
Collateral
The Company carries sensitivity tests to measure the valoes of porifolies In the eveit of extreme markel movements on hypathetcal scenanos. Mansgement
reviews the consequences of the stress tests and determiing appropriate mitigating actions such as reducing exposures, reviswing and changing risk limits in
order to-mitigate the risk induced by potential stress, Hie change in weighted average interest rate of the company will hive the following effects,
Collateral wise analysis of individual significant impaired loan and receivables to ather customers 2022
Security Value  Tolal Recelvable covered %
through collateral
Securad by motar vehicles 22,013,795 42,948,531 51 26%
Secured by mavalie & immivable assols 940,266,568 172,737,538 544 33%
Dther securltios 2,760,000 8,529,604 32.26%
Pawning advances 8,998,209 0.00%
Unsecured < 176,317,973 0.00%
965,040,363 409,531,855
Individually significant unimpaired loans and loases
Watch list 312,732,323
Others 1,769,965,052
2,082,701,375
Collateral wise analysis of individual significant unimpaired loan and leases
Secured by motor vehicles 627 4BE, 657
Securedd by maovalile B immovalsis assets Hah, F34,877
Paswniing acvances 407,202,355
Unsecured 152, 255 486

2,082,701,375
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43.4.2 Credit Quality Analysis

4343

43.4.49

43.4.5

The mbles below sats out informmation abaut the credit quality of financial assets held by Group net of Bllowance for expectad credit losses agalnst thage assets,

Expected Credit Losses (ECL) ) .
As per SLFRS 9 - "Financial Instruments” the Company manages credit quality using & three stage approach,

Siage One | 12 months expected credit losses (ECL)

Stage Two  ; Life tim expected credil losses (ECL) - Mot credit impatred
Stage Three © Lifetime expected credit losses (ECL) = Credit impaired
Excpianation of e terma; 12 manths B0, Tretime ECL included o Mlote 5

Tahbe bl shows the classification of asssts and Habiltios based on the above-meantioned three stage madel:

12 months ECL.  Life Time ECL-  Life time ECL- Unelassified Total
Mot cradit Credit iImpaired

Rs. imoaired
As at December 31, 2022
Cash and cash equivalents B5302,042 - - - 55,302,042
Placements with banks 2,364,017 662 » - - 2,364,017 662
Lw;":éﬂ“’;: e ek 1495,560,307 196,742,856 163,064,898 . 1,B55,368,151
Financial iwastments 104,249 453 - . - 104,219,453
Inwestments in assoclate - = 42,577,031 42,577,031
Inwestmients In subsidiary . . C . -
Tnwestment properties - - - 385, 728,000 385,728,000
Property, plant & equipment - = . 19,963,487 19,963,487
ight-of-use assets . - - 16,070,409 16,070,404
Intangiie assets . - 245,092,403 245,082,403
Other assats 5 - - 98,857,571 98,857 571
Total assets 4,019,129,554 196,742,856 163,064,898 ©08,280,901____5,187,226,207
As at December 31, 2021
Cash and cash eguivalents 103, 558, 886 - . -« 103,558, 8506
mg ss\n:éhaléaanks o 2,303 446,509 . = - 2,393 446,505
asil receivmliies fo w"'; it oo Te0.ay B6, 175,036 256,511 426 1,115,518,279
Flrsncial invisstimeits 82,076,924 . - B2,076,924
Investments in associale - - . 41,833,376 41,833,376
Investments in subsidiary - = - 12,750,000 12,750,000
Investment pripertios - . . 142,778,000 142,778,000
Property, plant & equipment - . - 7,305,871 7,305,871
Right-of-use assets - . - 23,266,033 23,206,033
Intangible assals . 5,614,625 5,614,635
Other assets - - - 67,795,098 67,755,008
Total assets 3,351,884,135 86,175,036 AL, 7

Credit quality analysis of Placements with Banks
The fallewing table sets out the credit gaality of Placements with Banks, The analysts is based on Fitch and ICHA Lanka ratings.

As at December  As at December

31, 2022 31, 2021
Rs Hs

Bt AAM "

flated Af- to AA+ - 1,393,665,000
Hated A Io A+ 2,165,501,000 H00,000,000
Fated BBE + and balow 200,000,000 200,000,000

/) L lr I Sf

LTV Ratio Details

Adlequate precautions wire taken to malntain exposures by maintzining LTV rath at scoeptabie levels which was below 70% as of Docamber 31,2022,
Incorporation of farwardlooking Information

| e Lompay a5 i0entitied key grviss of Craoi Hsk an Creail Insses ron sach poritoho of Tnancel mstriments a0d, using an analysis of istoncal data, nas
estimated relationships hetwesn macroecomomi: variables and credit risk and credit losses, The Economic variables used by the Company based on the stalistical
siggnlficance inclide the followings: '

L. Unemployment rate 5, Hast case scemario along with bwo pther scenarios hag Been ussd (Best Case and Worst Case)
2. Interast rats

3. GDP Growth rate

4. Inflatlon rate

Welght ages assigned for each scenario for the year 2022 s given below

Scenario Welghtage
Best case Scenirio 5.00%
Base case Scenari 35.00%
Worst case Scenano &0,00%

As at December 31, 2022, the base case assumptions have been updated to reflact the rpldly avalving situation with respect to curent economic condition of
the country by using the economic farecast, In addition to the bass case forscast which reflects (he negative economic consequences, greater weipliting has
been applied to the worst scenari given the Compary's assessment of downskde risks. The assigned probalility welghtings are sulsject to a high degres of
inberent uncedtainty and therafore (he actual outcomes may be significantly dilferent to those projected.

Miamagament temparary adjustments to the ECL allowance are used i circumstances whans (1 s judged thal (he exigting inputs, assumptions and model
techninues da nol captire all the risk factors relevant to the comparmy's lending portfolios. Emerging local or glabal macrosconamic, micraecanomic or palitical
evinls, and natural dlsastars thiat am not ncorparatied into the current parameters, risk ratings, or forward-looking information are smmples of such
clreumstances. The use of management lemporary adjustments may impact e amount of ECL recognised.
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43.4.6 Movements in allowance for axpected credit lossas {Stage Lransition) - Company [/ Group

43.5

43.6

43.6.1

Rs.000
As at December 31,2022 Stage 1: -Stage 2: Stage 3: Total ECL
12 months ECL| life time ECL not lifatime ECL

Balance as at the beginning of 58,717,513 608,709 348,294,011 65,620,733
Changes due to loans and rzurvahte: recognised in opening i e
balance that have:
Transferred from 12 months ECL (4,173,937} 3,648,797 531,140
Transfesred from ffstime ECL not credit-lmpaled 10,596,820 (26,618,982) 16,022,162 i
Transferred from Hfetine ECL credit- impaired 8,109,495 11,064,123 {19,173,619) ’
et remeasuiemant of loss allowance 25i16?[£sa -11E?_'!1i3'93 10-1[345{913 171,244,848

as at L e year 9 1.4 450,019, DB1
Operational Risks

Operational risk s the risk of direct o iidirect ks apising fom a wide varety of cilises assockabed wilh Ui Company invatvestient with financial instruments,
inciuding processes; persannel, technalogy and infrastructure, and from external factors other than credit, market and liquidity ridks such as those arlsing from
Vel and requlatory reaulrements and aeneralty accepbed standares of corporate behaviour:

Thi Campany obijective & 1o manage operational risk so'as (o balance he avoidancs of firancisl losses and damage to the Company reputation with overall cost
pffectiveniess and to avoid contml arocedures that restrict nitiative and creativity,

The primary responsibility for (he development and implementation of cortrols to address operational risk is assigned 1o sanior management within:sach busineiss
ik

“Thiks resporisiility is supported by thie divelopment of overall Comgrany standards for the management af aperational risk in the following areas:

Compliance with Company standards ks supported by & progeam of periodic reviews undertakien by Internal Audit, The reqults of intermal audit reviews ane
discusset] with the management & reports to the Audit Committes and to (he board.

Markat Risk
Market rlsk is the risk that the falr value or future cash fows of a finahcial nstrument will Muctuate because of changas in market prices,

Exposure to Interest Rate Risk

The Group carries sensitivity tests to messsure the value of s portfolics In the evant of extreme inatket movenmaits on hypothetical scenarios. Management
rivimws the consequences of the stress tests and ditermines appropriate mitigating actions such as reducing expesures, reviewlng and changing risk limits in
arder o mitigate the risks Induced by patential stress. Thi: change in wisiphtet average interest rate of the Comygany will have the following effects,

Loan Portfolio

Interest rate shock -2% 10 1% 2%
Interest income change (19, 101,929) (9,550,985) 9,550,965 18,101,929
Effect on boan nterest ncame ~10.40% -5 10% 5.10% 10,205
Lease Portfolio )

Initerast rate shock =2% ~1%a 1% 2%
Interest ncomse change (10,6046,935) (%,303,467) 5,303,467 10,606,935
Eifect on lpase interest income -10.39%: <15, 200 5.20% 10.39%
Total Portfolio

Interest rate shock -2% ~1% 1% 2%
Interest inconia changa (20,708, B64) [14,854,432) 14,854,434 #,708,864
Eifect on Interast income “10.27% -5:13% - 10.27%,
Interest Expenses .

Interest rate shock ~2% -1 1% 2%
Tnterent expenises change {23,430,446) (11,719, 223) 11,719,243 23,438,496

Effiect on interest expenses -17.39% 8.65% B9 17.30%
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43.6,2 Exposure to Markel Risk

43.6.2.1 The table below sets out the allocation of Campany's assets and labilitles subject to market risk between trading and non-trsding assats,

As at December 31, 2022 Carrying amount Market risk measure
Tiading Non-trading
Rs, Rs. Rs.
Assets Subject to Market Risk
Cash and cash equivalents 55,302,042 55,302,042
Phacements with bionks 2,364,017 662 2,364,01 7,662
Firaintisl Assels al amonissd cost - Loans and receivables 1o othér customers 1,855,368,149 . 1,855,368, 149
Financial investmerns 104, 249 453 104,249,453 -
Total assets subject to market risk 4,378,937,306 104,249,453 4,274,687 853
Liabilities Subject to Market Risk.
[aie to financhal instibutions 1,568,420,236 1,568,220,236
(Mg o ather customers 126, 786,485 126, 7BG,485
Total liabilities subject to market risk 1,695,006,721 - 1,695,006,721
As at December 31, 2021 Carrying amount Market risk measure
Trading Non-trading
ﬂS. RS'
Assels Subject to Market Risk
Cash and cash equivalanis 103,558,886 103,558, 886
Placements with banks 2,353,445, 504 - 2,393,446, 509
Financial assets at amostised cost - Loans and receivables o other customers 1,145, 518,279 ) - 1,015,518, 279
Financial investments 82,076,924 82,076,929 -
Total assets subject to market risk 3,694,600,598 82,076,924  3,612,523,674
Liabilities Subject to Market Risk
Due to financial mstitutons 506,274,284 S, 274,484
D to other custormers 122,275,914 122 275 814
Tatal liabilities subject to market risk 648,550,198 - 648,550,198
A3.6.2.2 The table below sets out the allocation of Geoup's sssels and labilities subject to market risk between trading and non-trading assets.
As at December 31, 2022 Carrylng amount Market risk measure
Trading Mon-trading
Rs. Rs. s,
Assets Subject to Market Risk
Cash-and cash equivalents 55,484,870 55,494,870
PMacements with banks 2,364,049,831 - 2,364,040, 831
Finaheinl assets at amortisar cost - oang and recelables to other aistomers 1,855 164, 149 1,855,368, 149
Firantcizl investments 114,789,453 114,789,453 *
Total assels subject to market risk 4,369,702,303 114,789,453 #,274,912,850
Liabilities Subject to Market Risk
Pue to financal insttutions 1,568,507,907 1,508, 507,907
e 1o oller customers 126,786,485 - 126,786,485
Total liabilities subject to market risk 1,695,294,392 - 1,695,294,392
As at December 31, 2021 Carrying amount Market risk measura
Tradi Non-trading
Ris. Hs,
Assets Subject to Market Risk
Cash and cash soubvalents 105,175,888 - 108,174,868
Placements with banks 2,410,540, 184 HA10,519,184
Finsncial gssets al amortised cosl - Loans and (eceivablis 1o ollie’ customes 1,115,518.279 LUG518.279
Fingniial investmarits o, 752, 274 99,752,274 .
Total assets subject to market risk 3,730,999,625 99,752,274 3,631,247,351
Liabilities Subject to Market Risk
Due o firancial Instiutiong 576,274,284 526,274,284
(et ather customes 122 275,914 122,275,914
Total liabilities subject to market risk 648,550,198 - 648,550,198
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43.6.3

43.6.4

Exposure to Equity Price Risk

Equity price risks arises as a resull of fuctuations in market prices of individual equities and management conduct mark-to-market
calculation on monthly basis and on a need basis to identify the impact.

The following table exhibits the impact on financial performance and net assets due to a shock of 10% on equity price.

As at December 31, 2022 2021
F:':sz:i:l otal Financial assets L
measured at meaﬁsuprr:d .
FVTPL .
Market value of gquoted equity instruments as at December 93,824,508 93,824,508 73,860,232 73,869,232

Equity price sensitivity
The management of equity price risk is dane by monitering varlous standard and non-standard equity price scenarios and analysis
is given below;

As at December 31, 2022 2021

Impacton Impacton Impactonnet Impacton Impacton QCI Impact on net
Shock Levels Rs. Rs. Rs. Rs. Rs. Rs.
10% shock {Increase) - 9,382,451 9,382,451 63,041 7,323,882 7,386,923
10% shock (Decrease) = (9,382,451} (9,382,451) (63,041) (7,323,882) {7,386,923)
Exposure to Gold Price Risk

Gold price risks arises as a result, of fluctuations in market gold prices and Management conducts mark-to-market calculation an
manthly basis and on a need basis to identify the impact.

As at December 31, Total net  Market price  Total market Gold loan Value

(In grams) Hs. Hs. Rs. Rs.
2022 33,825 19,056 644,589,261 416,220,564 228,368,697
2021 18,358 12,672 232,623,739 164,534,829 68,088,910

Gold price sensitivity
The following table axhibits the impact on market value of the gold stock held due to a shock of 10% on gold price:

As at December 31, 2022 2021

Impact on Impact on Impact on Impact on
Shock Leveis Rs. Rs. Rs. Rs.
10% shock (Increase) 64,458,926 £4,458,926 23,262,374 23,262,374

10% shock (Decrease) (64,458,926) _ (64,458,926) (23,262,374)  (23,262,374)




SMB Finance PLC
Naotes to the Financial Statements

44 Current / Non Current Analysis

As at December 31, 2022 2021

Rs.'000 Within 12 After 12 Total Within 12 After 12 Total
Months Months Months Months

Company

Assels

Cash and cash equivalents 55,302 - 55,302 103,559 - 103,559

Placements with banks 2,364,018 - 2,364,018 2,393 447 - 2,393,447

meiif:fﬁ’ :': :;2?;5:;:;“”35 Lot 519531 19358317 1,855,368 950973 764,545 1,115,518

Financial investmants L 104,249 104,249 - B2,077 82,077

Investments in associate - 42,577 42,577 - 41,833 41,833

Investiments n subsidiary = - 12,750 12,750

Investment properties - 385,728 385,728 - 142,778 142,778
Properly, plant & equipment 351 19,612 19,963 351 6,955 7,306

Right-of-use assets 8,465 7,606 16,071 12,639 10,627 23,266
Intangible assets 131 244,961 245,002 131 5,484 5615
Other assets 11,841 B7,016 08,858 8,456 59,339 67,794
Total assets 2,959,639 2,227,586 5,187,225 2,869,556 1,126,388 3,995,944
Liabilities

Due to financial institutions 296,683 1,271,537 1,568,220 125,489 400,785 526,274
Due to other customers 126,786 - 126,786 122,276 B 122,276
Retirement benefit obligations - 8,961 B,9a1 . 7,545 7,545
Lease liahilities 5,906 8,975 14,881 6,675 8,974 15,649
Other liahilities 23,994 88,482 112,426 23127 49 256 72,383
Total liabilities 453,319 1,377,955 1,831,274 277,567 466,560 744,127
Group

Assets

Cash and cash equivalents 55,445 - 55495 105,180 - 105,180
Placements with banks 2,364,051 - 2,364,051 2,407,035 15,303 2,410,548
;lr:‘; vt gxff;ﬂfm Hoans 510,531 1,335,837 1,855368 350,973 764,547 1,115,520
Financial Investments - 114,789 114,789 7,836 91,916 99,752
Investments in associate - 42,577 #42,577 . 41,833 41,833
Investment properties . 402,928 402,928 - 157,678 157,678
Property, plant & sguipment 351 22,054 22,405 351 11,560 11,911
Right-of-use assets 8,465 7,606 16,071 12,639 11,557 24,196
Intangible assets - 245,092 245,092 - 5,615 5,615
Peferred tax assels - 1,203 1,203 - 2,538 2,538
Other assets 18,364 87,016 105,380 21,434 59,339 80,773
Total assets 966,257 259,103 5,225,360 505448 1,161,886 4,055,544
Liabilities

Due to financial institutions 796,971 1,271,537 1,568,508 125,489 400,785 526,274
Due to ather customers 126,786 3 126,786 122,276 T 122,276
Retirement benefit obligations - 23,160 23,160 - 25,887 25,887
Lease labilities 5,906 8,975 14,881 6,675 10,031 16,706
Other liahilities 28,785 90,197 118,982 23,665 51,675 75,339

Tatal liabilities 458,448 1,393,869 1852317 278,105 488,378 766,483
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Segment Reporting - Group
Rs.'000
Buklnisss Segwenls - Group Loans Leasing Treasury Monay Brokoring ‘Unallotatied Consolidaled
31 2022 021 2022 2031 2022 20721 2022 2021 2022 2021 2022 1021
Aeverue from esternal customers;
Interest 3209 2092 103 75410 . . - v 54,355 16,368 289,301 163,971
Fet fu ommimission 3654 1312 Bas) 2313 . - - . } : 9,905 3428
Dty operating Income o . 614 e 196,559 66,454 19,089 8,787 14,726 18,016 30,050 139,116
Traperly . - - - - - = - 46,950 AL 46,050 44,813
sty : 196,559 s -l-ss B9 ; 116 [N : :ua 5:7 106 :u 5289
Segment resull 53,050 IFE] 70 24,613 76,341 a081h 7414 15 s >
1o e ®10)  (L755) B35 (L) (o) | £1,586) (5 (LIE%) (1491}
Inborest oupeni (ZL906)  {L0843) (25A22) (11,582) {25,913) (5,007)  (4.45%) {750 [27,103) :u@ 3 (i3 m-_!] {53,064}
Gperating profit 17,035 10426 13,573 11,146 24,513 8,426 2,361 6,520 14470 12,149 71,972 50,065
Tiems aapy finiecial ssvices . - E . - - - - (10985  (10.754) {145,995) (10,754)
coniparry - . - . - - b ] 152 Ly 52
Incodie Lax xpenbe 759 3 LI 336} Loaz {286} ] (] 45 [RIG] 3,206 {1,500
Diher ehensive income A2 5928 5,101 9 5358 L 5436 6,006 27,047 2462
 Income far tha year 24,185 16036 19378 17,144 34,817 14,408 3,381 10,644 1,313 8,084 B3, 66,405
As at Deconibar 11,
assets 1,226,985 681,208 626,383 434310 2,419,545 7,547 37,907 53 225 4, 1
ment ibilites 413 1 3,335 301 ? 475 64,270 405111  3IF2420 100,530 1,852,316 766,484
31,
Cush o from apsrating aclivies {169,226 ;1 m; (134830) (7668 (23,51) (BABDY  [23,650) {4 75?; (143,753)  (8,353)  ([714,589) (34,419)
Cauli Now from investing activities 102, B1,740) (482,73 147,62 14,33 .144]  [526,153 433431) (2,168,

Caih Mows T fnancing acthitiss 282 H 453 562 AL 3 AlELBUE 1531 213 410066 15,30 01 048 w 214 400 SIRSE1  10EALL 3178004

Thar Group's sogmantsl reporting Is based on the fellowing oparating segmonts

& segment 5 @ st Componert o L Groug This, s engagen n grovidang pradulls amd serdtiel. (BONMEES SeRment, Wik (5 KUBIEc Lo reks and iiwards that e gahernt eom Lhose of
Db T )

Sapmerit eEE, s antt |aniltes mete tevm directly atiutatie to & segmeet . wll s e that can b alecrhed on 8 reasorable basls

Managamant of the Group consider the operating sealis and condiflan of B9 tusiness Segments i T decknn making process and pedormance evaliataom, Types oF (iRdoels Bng sy vices irom
which each nodraling weansal darkey |26 revenues gedcribid 39 Totows:

Livans

This segment includes kan products offered td the codemers

Lanming

This segrment inchudes basing praducts offired 10 The oustomens

Fieaniiy

Thi4 segmenl inciides tressury ans GINEr Investment activites.

Moy Brukeering

This segment Inchudes Maney Dokersng s hities

Wnalineated

This segment inchides ol other butkesy activilies tat Gioup snpaged other than hbove segments.
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Five Year Summary - Group
Rs.'000

For the year ended December 31, 2022 2021 2020 2019 2018
Operating Results

Revenue 577,106 348,662 312,118 359,042 345,154
Interest income 289,361 163,971 154,250 263,851 245,975
Interest expenses (134,804) (52,069) (60,370) (77,416) (63,377)
Operating expenses & provision (203,809) (187,233) (191,071)  (188,903) (184,867)
Operating (loss) / profit before taxes on financial ser 71,972 50,065 (57,178) 21,916 114,967
Taxes {15,779) (12,274) {6,461) (11,321) (21,507)
(Loss) / Profit for the year 56,936 37,943 (61,333) 12,674 93,480
Prafit attributable to non - controlling interest (17,344) (7,589) 4,470 1,564 3,792
{Loss) / Profit attributable to owners of the Compan) 74,280 45,532 (65,803) 10,710 89,688
As at December 31, 2022 2021 2020 2019 2018
Assets

Cash and cash equivalents 55,495 105,180 236,021 31,350 44,945
Investments 2,478,839 2,510,301 311,186 248,065 228,980
recelvables to other customers 1,855,367 1,115,517 1,070,057 1,203,114 1,331,391
Investments in associate 42,577 41,833 41,682 39,375 37,296
Investment properties 402,928 157,678 112,657 106,982 47,629
Property, plant and equipment 22,405 11,911 18,030 20,3209 24,387
Right-of-use assets 16,070 24,196 38,427 31,032 .
Intangible assets 245,002 5,615 6,492 6,175 4,822
Other assets 106,583 83,311 64,347 71,238 66,686
Total assets 5,225,358 4,055,543 1,898,899 1,757,640 1,781,135
Equity & Liabilities

Equity

Stated capital 3,062,682 3,062,682 919,064 919,064 519,064
Statulory reserves 41,732 37,753 35,082 35,082 34,648
Available for sale reserve - - - - -
Fair value reserve 52,465 29,592 8,251 19,920 9,625
Retained earnings 207,658 134,404 92,471 160,092 86,267
Liabilities

Pue to financial institutions 1,568,508 526,274 569,523 415,217 529,659
Due to other customers 126,786 122,276 117,784 113,561 109,011
Other borrowings - - . - -
Lease liablities 14,880 16,706 23,787 22,453 -
Other labilitles 142,141 101,228 73,522 45,948 Bi,623
Non-controlling interest B,505 24,628 29,416 26,303 24,239
Total equity & liabilities 5,225,358 4,055,543 1,898,899 1,757,640 1,781,135
For the year ended December 31, 2022 2021 2020 2019 2018
Cash Flow

Cash flow from operating activities (714,989) (34,419) 99,348 139,574 (159,662)
Cash flow from investing activities (433,431) (2,168,367) {59,760) {17,783) (B,0985)
Cash fiow from financing activities 1,066,411 2,178,086 133,583 (112,587) 109,991
equivalents (82,008) {24,700) 173,171 9,203 (57,767)
Ratios

Basic earning / (loss) per share (Rs.) 0.01 0.01 (0.04) 0.01 (.05
Assals growth (%) 29 131 i (1) 5.97
Nel assets growth (%) 3 188 (7 B (11)
Net assets per share (Rs.) 0.35 0.34 D.58 0.63 0.58
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