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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.

[f the terms of a financial asset were modified because of financial difficulties of the borrower and the
asset was not derecognised, then impairment of the asset was measured using the pre- modification
interest rate.

B. Financial liabilities

The Group derecognises 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 recognised at fair value. The difference between the carrying amount of the financial
liability extinguished and the new financial liability with modified terms is recognised in profit or loss.

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 realise the asset and settle the
liability simultaneously.

Income and expenses are presented on a net basis only when permitted under SLFRS standards, or for
gains 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 in an 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.
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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 credit 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
between levels of the fair value hierarchy as of the end of the reporting period during which the change
has occurred.

Valuation Models

Financial instruments are measured on an ongoing basis either at fair value or at amortised cost. The
Group 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
market 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

12 other valuation techniques in which all significant inputs are directly or indirectly

observable from market 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
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and inputs used in valuation techniques include risk-free and benchmark interest rates, credit spreads
and other premier used in estimating discount rates, bond and equity prices, foreign currency exchange
rates, equity and equity index prices and expected price volatilities and correlations.

The objective of valuation 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 recognised 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
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 to estimate expected cash flows, 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, consolidated financial Statements of the Company and
its subsidiary in terms of the Sri Lanka Accounting Standard — SLFRS 10 on “Consolidated Financial
Statements” (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 23 to the financial statements.
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When the Company loses control over a subsidiary, it derecognises 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 recognised 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.

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 assets acquired is recognised 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
between 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, the Company has no significant influence over
the entity evidenced by any one or more of the following.

B No representation on the Board of the entity

B No participation in policy making process or dividend distribution process of the entity
B No participation in budget preparation or other key operational aspects of the entity

® No transactions with the entity in the financial year

B No interchange management personnel

B Management accounts of the entity is not shared with the Company

Investment in associate is accounted for using the equity method and is recognised 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 after 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.
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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 OCI. In addition, when there has been a change recognised directly in the equity of the
associate, the group recognises its share of any changes, when applicable, in equity through OCI.
Unrealised gains and losses resulting from transactions between the Company and the associate are
eliminated 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 recognising its share of those profits only after its
share of the profits equal the share of losses not recognised 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 recognises 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 recognised in profit or loss.

After application of the equity method, the Company determines whether it is necessary to recognise
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
evidence, the Company calculates the amount of impairment as the difference between the recoverable
amount of the associate and its carrying value, and recognises 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 22 in the financial
statements.

5.1.3.5. Transactions eliminated on consolidation

All intra-group balances, transactions 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.
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5.2. Material 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 calculated 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.

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 Income

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 asset 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 to its
customers. Fee income can be divided into the following two categories;

| Fee income earned from services that are provided over a certain period of time.

- Fees earned for the provision of services over a period of time are accrued over that period.
Fee income from providing transaction services

Fees 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.
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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
profit or loss on an accrual basis over the period of the agreement.

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

5.2.5. Expected Credit Losses on Financial Assets

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
expected credit losses.

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

B Loans and receivables from customers

B 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. If a particular loan is credit impaired, the amount of the loss 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)
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Segmentation

e Lease — Machinery
e Lease — Other

e Loan— Other

e Loan— QC Pawning

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.

o PD — The probability of default represents the likelihood of a borrower defaulting on its
financial obligation (as per “definition of default and credit impaired” on Material Accounting Policy
Balance Sheet Note 20 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.

Bl 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
counterparties. 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.

s} 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 default event together with any expected drawdowns of committed facilities. To
calculate EAD for a Stage 1 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 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
more than 30 days past due.

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

e The borrower is unlikely to pay its credit obligations to the Group in full, without recourse
by the Group to actions such as realising security (if any is held); or
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i the financial asset is equal or more than 120 days past due.

12-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).

ECL are discounted at the effective interest rate of the financial asset.
Credit-impaired financial assets

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;
B a breach of contract such as a default or being more than 120 days past due;

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

W 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 financial 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:

m If 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 calculating the cash
shortfalls from the existing asset.

® [fthe 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.
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5.3.17. Other Liabilities

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 benefits will
be required to settle the obligation. Other liabilities mainly comprise accrued expenses, supplier
payables, insurance payable, consent motion advance, EPF/ ETF/PAYE payables, etc.

5.3.18. 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.

5.3.19. Fair Value Reserve

“Fair value reserve” comprises the cumulative net change in fair value of financial assets measured at
fair value through other comprehensive income. Refer Note 38.

5.4. Material 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.

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 given
in the statement of cash flow.

5.5. Material 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 statements 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 43 where necessary.

5.5.2.Capital Commitments

During 2023, the Company did not enter into any contract that will give rise to capital expenses in the
future.
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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 accounting policies adopted for preparing the financial statements of the group. Inter- segment
transfers are accounted for at competitive fair market 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 (CEO) 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.

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
to individual operating 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.
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Operating Segment Category of Information Details
Leasing Nature of product Leasing facilities to acquire movable
properties
Classification of product Motor cars, busses, trucks, machinery
Revenue derived from e Interest income
e Service fee income &
commission income
Loans 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 Interest income
e  Service fee income
Treasury Nature of product Investing activities
Classification of product Placement with banks, REPOS,
Treasury bonds
Revenue derived from e Investment 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 from o Commission income
e Investment income and fair
value gains losses on
investments

Details of the 5.5.4. Operating Segments are given in Note 49.

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 46.3.3.

6. New Accounting Standards Issued but not yet effective

6.1 New and Amended Standards and Interpretations

The Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka) has issued several new accounting
standards and amendments/improvements to existing standards. These new standards are set to
become effective in the coming years. Early application of these standards is allowed, but the Group
has not early adopted any of the new or amended standards in the preparation of these financial

statements.
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i). Classification of liabilities as current or non-current (Amendments to LKAS 1).

Amendments to LKAS 1 alter the classification of liabilities like convertible debt and
introduce new disclosure requirements for liabilities subject to covenants will become
effective from 01 January 2024.

ii). Lease liability in a sale and leased back (Amendment to SLFRS 16).

The amendments specifically affect seller lessee accounting in sale and leaseback
transactions that qualify as a sale under SLFRS 15, especially those involving variable
lease payments not based on an index or rate. They modify how a seller-lessee accounts
for these leasebacks, preventing recognition of gains on retained rights of use due to lease
term modifications or changes, which previously could occur when variable payments not
defined as ‘lease payments' were excluded. This standard will become effective from 01

January 2024.

iii). Supplier Finance Arrangements (Amendments to LKAS 7 and SLFRS 7).
iv). Lack of Exchangeability (Amendments to LKAS 21).

These new and amended accounting standards are not expected to have a significant impact on
the Group’s financial statements.
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Income
Rs. Company Group
For the year ended December 31, Note 2023 2022 2023 2022
Interest income 7 775,505,794 483,655,939 775,505,794 483,655,939
Fee and commission income 9 4,054,971 9,905,419 4,054,971 9,905,419
Other operating income 10 7,873,868 13,063,673 7,873,868 13,063,673
787,434,633 506,625,031 787,434,633 506,625,030
Interest Income
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Lease rental receivable 124,887,349 102,069,130 124,887,349 102,069,130
Loans and advances 131,421,710 132,937,200 131,421,710 132,937,200
Gold loans advances 124,630,082 54,354,905 124,630,082 54,354,905
Interest income on placements with banks 392,668,512 193,449,806 392,668,512 193,449,806
Investment with government securities 1,898,141 544,898 1,898,141 844,898
Total interest income 775,505,794 483,655,939 775,505,794 483,655,939
Interest Expenses
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Due to banks 299,499,493 127,813,402 299,499,493 127,813,402
Due to other customers 6,429,636 4,528,771 6,429,636 4,528,771
SLFRS 16 = Incremental borrowing cost 2,951,123 2,394,897 2,951,123 2,394,897
Total interest expenses 308,880,252 134,737,070 308,880,252 134,737,070
Net interest income 466,625,542 348,918,869 466,625,542 348,918,869
Net Fee and Commission Income
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Fee and commission Income 4,054,971 9,905,419 4,054,971 9,905,419
Net fee and commission income 4,054,971 9,905,419 4,054,971 9,905,419
Other Operating Income
Rs. Company Group
For the year ended December 31, Note 2023 2022 2023 2022
Writ collection Income 4,386,700 88,836 4,386,700 88,836
Service charges 48,500 452,330 48,500 452,330
Recovery of loans and lease written off in prior years 611,370 515,3%4 611,370 515,394
Dividend income 647,905 740,279 647,905 740,279
Profit on gold loan auction 411,922 260,120 411,922 260,120
Fair value gain on financial investment 21.1 29,298 - 29,298 -
Sundry income 338,164 11,006,714 338,164 11,006,714
Lease modification gain 1,400,009 = 1,400,009 =
7,873,868 13,063,673 7,873,868 13,063,673
Allowance for Expected Credit Loss -Charge
Rs. Company Group
For the year ended December 31, Note 2023 2022 2023 2022
Allowance for expected credit loss for loans and advances 20.5 113,447,135 171,244,848 113,447,135 171,244,848
Unwinding interest adjustment (16,201,301) (6,992,480)  (16,201,301) (6,992,480)
Aliowance for expected credit loss for placement with banks (326,550) 1,264,847 (326,550) 1,264,847
Write-offs and disposal (gain) / losses {7,856,93B) (1,858,120) (7,856,938) (1,B58,120)

89,062,346 163,659,095

89,062,346 163,659,095

Personnel Expenses

Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Salaries and bonus 70,016,335 51,312,555 70,016,335 51,312,555
Defined contribution plan costs - EPF 7,562,210 5,681,399 7,562,210 5,681,399
Defined contribution plan costs - ETF 1,890,553 1,420,350 1,890,553 1,420,350
Defined benefit plan cost 3,508,644 3,097,687 3,508,644 3,097,687
Others 28,496,787 15,300,023 28,496,787 15,300,023
111,474,529 76,812,014 111,474,529 76,812,014
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Other Expenses

Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Auditors' remuneration - Audit related services 1,542,256 1,560,464 1,542,256 1,560,464
- Non audit services 2,329,296 2,182,041 2,329,296 2,182,041
Depreciation and amortisation 32,668,417 17,364,741 32,668,417 17,364,741
Legal expenses 3,068,791 3,770,044 3,068,791 3,770,044
Directors' emoluments 5,445,000 4,905,000 5,445,000 4,905,000
Premises and equipment cost 35,650,444 20,987,406 35,650,444 20,987,406
Others 20,305,111 18,196,166 20,305,111 18,196,166
101,009,315 68,965,862 101,009,315 68,965,862
Taxes on Financial Services
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Value added tax on financial services 50,489,691 15,598,412 50,489,691 15,598,412
Sacial security contribution levy (SSCL) 3,173,708 3,386,637 3,173,708 3,386,637
53,663,399 18,985,049 53,663,399 18,985,049
Income tax
Rs. Company Group
For the year ended December 31, Note 2023 2022 2023 2022
Income tax claim on profits 15.1 31,688,524 (6,129,285) 31,688,524 (6,129,285)
Provision for the year 10,165 441 2,656,249 10,165,441 2,656,249
41,853,966 (3,473,036) 41,853,966 (3,473,036)
Reconciliation of Accounting Profit and the Income Tax Expense
Rs. Company Group
For the year ended December 31, Note 2023 2022 2023 2022
Profit before income tax 161,755,314 76,109,196 154,968,780 53,730,290
Share of profit of associate company (39,922) (743,655) (39,922) (743,655)
Aggregate disallowed expenses 179,515,134 215,183,804 179,515,134 206,882,702
Aggregate allowable expenses (197,081,756) (279,957,303) (197,081,756) (283,331,497)
Capital portion of lease receivable 527,172 6,997,344 527,172 6,997,344
Aggregate exempt / allowable income (39,047,798)  (45,805,273)  (39,047,798)  (44,404,768)
Profit / (loss) from the business 105,628,144 (28,315,888) 98,841,610 (60,869,585)
Profit / (loss) from other source of income N 2,336,587 - (3,880,247)
Dividend income 540 740,000 540 740,000
Tax loss incurred / (claimed) during the yvear 15.3 - - - B
Taxable profit / (loss) 105,628,684 (25,239,301) 98,842,150 (64,009,832)
Tax on business income @ 24% S (6,235,033) - (6,235,033)
Tax on business income @ 30% 31,688,443 N 31,688,443 n
Tax on dividend income @ 14% - 73,538 - 73,538
Tax on dividend income @ 15% 81 32,210 81 32,210
Income tax expense / (claim) 31,688,524 (6,129,285) 31,688,524 (6,129,285)

Capital allowances for Intangible Assets

Intangible Asset Capital Allowances, when it comes to capital allowances, the Act treats intangible assets different manner than it does tangible

assets.

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, 2023 is given below;

Rs. Company Group

For the year ended December 31, 2023 2022 2023 2022
Accounting profit before income tax 161,755,314 76,109,196 154,968,780 53,730,290
Income tax expense at the average statutory income tax rate @ 30% 48,526,594 22,832,759 46,490,634 16,119,087
Tax effect of disallowable expenses 53,854,540 64,555,141 53,854,540 62,064,811
Tax effect of allowable expenses (59,124,527)  (83,987,191)  (59,124,527)  (84,999,449)
Capital portion of lease receivable 158,152 2,099,203 158,152 2,099,203
Tax effect of aggregate exempt / allowable income (11,726,316)  (13,994,679)  (11,726,316)  (13,544,527)
Tax effect of profit from other source of income = 700,976 - (1,164,074)
Tax effect of tax profit claimed during the year — - - -
Tax on dividend Income @ 14% = 73,538 - 73,538
Tax on dividend Income @ 15% 81 32,210 81 32,210
Income tax expense / (claim) for the year 31,688,524 (6,129,285) 31,688,524 (6,129,285)
Effective tax rate 19.59% -8.05% 20.45% -11.41%

The income tax provision of the Company for 2023 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, 2023 of SMB Finance PLC has been calculated at 30% (2022-for First 09 Months 24%
and for the next month 30%) on its taxable profit in terms of Inland Revenue Act No. 24 of 2017, and amendments thereto.
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Accumulated Tax Losses

Rs. Company Group

2023 2022 2023 2022
Balance as at January 1, - 142,472,645 - 142,472,645
Adjustment in respect of prior years - (142,472 645) - (142,472,645)
Balance as at December 31, . - = =

Discontinued operations

In June 2023, the board of directors of the company resolved to sefl the ownership of its subsidiary (SMB Money Brokers (Private) Limited) and
Management has taken necessary measures to negotiate with potential buyer and obtain required principal approvals from the regulators. Sale
transaction is planning to execute in April 2024.

SMB Money Brokers (Private) Limited was not previously classified as held-for-sale as a discontinued operation. The comparative consolidated
statement of profit or loss and OCI has been re-presented to show the discontinued operation separately from continuing operations.

A. Results of discontinued operation 2023 2022
Revenue 1,009,335 19,089,271
Other Operating Income 194,332 112,404
Net gain arising from changes in fair value of Investment Properties - 2,300,000
Administrative Expenses (8,959,277)  (56,474,411)
Promotional Expenses - (84,057)
Net(Laoss)/ Profit on Financial Assets = (1,508,152)
Operating Profit (7,755,610) (36,564,945)
Net Finance Income 156,895 1,436,039
Profit Before Tax (7,598,715) (35,128,906)
Tax Expense (1,202,704) (267,050)
Profit/(Loss) for the Year (8,801,419) (35,395,956)
Basic earning (loss) per share (3.52) (14.16)
B. Cash flows from (used in) discontinued operation 2023 2022

Net cash used in operating activities (18,293,094)  (24,826,397)
Net cash from investing activities 18,929,840 7,128,546
Net Cash used in Financing Activities - (1,088,500)
Net Cash flows for the year 636,746 (18,786,351)

Earnings Per Share

Basic earnings per share has been calculated by dividing the 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 Standard LKAS 33 - "Earnings per Share".

Company Group
For the year ended December 31, 2023 2022 2023 2022
Profit attributable to equity holders of the Company (Rs.) 119,901,348 79,582,232 108,626,971 74,280,295
No.of ordinary shares outstanding during the year 9,551,978,760 19,551,978,760 9,551,578,760 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, 2023 and there have been no transactions involving ordinary shares or
potential ordinary shares as at the reporting date which would require restatement of EPS.
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Cash and Cash Equivalents

Rs. Company Group

As at December 31, Note 2023 2022 2023 2022

Cash in hand 40,242,112 40,870,875 40,282,140 40,885,875
Balances with banks 50,427,932 14,431,167 50,921,577 14,608,995
Transferred to assets held for sale - (533,673) -
Cash and cash equivalents in the

statement of financial position 90,670,044 55,302,042 90,670,044 55,494,870
Repo investment with banks 19 86,896,000 501,000 86,896,000 533,169

Bank overdrafts repayable on demand and 31 (229,654,213) (2,103,754) (229,654,213) (2,391,425)
used for cash management purpose

fta:t';;':‘tc 2?2::: P :": nts in the (52,088,169) 53,699,288  (52,088,169) 53,636,614
Placements with Banks

Rs. Company Group

As at December 31, Note 2023 2022 2023 2022

Fixed deposits with banks 2,482,861,195 2,402,457,911 2,482,861,195 2,402,457,911

REPO investment with banks - Overnight 86,896,000 501,000 86,936,401 533,169

Transferred to assets held for sale - - (40,401) -

Gross placements with banks 2,569,757,195 2,402,958,911 2,569,757,195 2,402,991,080

Allowance for expected credit loss - (charge) 19.1 (1,156,788) (1,483,338) (1,156,788) (1,483,338)

Net placements with banks 2,568,600,407 2,401,475,573 2,568,600,407 2,401,507,742

Movement in Impairment During the Year - Company / Group

Rs. 2023 2022
Balance as at January 1, 1,483,338 218,491
Charge to the income statement (326,550) 1,264,847
Balance as at December 31, 1,156,788 1,483,338
Financial Assets at Amortised Cost - Loans and Receivables to Customers

Stage-wise Analysis of Loans and Receivables

Rs. Company Group

As at December 31, 2023 2022 2023 2022

Gross loans and receivables

Stage 1 1,213,562,791 1,593,971,826 1,213,562,791 1,593,971,826
Stage 2 198,771,956 285,176,896 198,771,956 285,176,896
Stage 3 809,291,543 613,084,508 809,291,543 613,084,508
2,221,626,290 2,492,233,230 2,221,626,290 2,492,233,230
Provision for impairment
Stage 1 (113,255,362) (98,411,429) (113,255,362) (98,411,429)
Stage 2 (50,712,740) (88,434,040) (50,712,740) (88,434,040)
Stage 3 (586,344,114) (450,019.612) (586,344,114) (450,019,612)

(750,312,216)

(636,865,081)

(750,312,216) (636,865,081)

Net loans and advances

1,471,314,074

1,855,368,149

1,471,314,074 1,855,368,149

Loans

Rs.

As at December 31,
Gross loans receivables
Stage 1

Stage 2

Stage 3

Company
2023 2022
455,480,713 645,034,758
64,787,283 181,961,895
526,116,351 322,315,147

Group
2023 2022
455,480,713 645,034,758
64,787,283 181,961,895
526,116,351 322,315,147

1,046,384,347

1,149,311.800

1,046,384,347 1,149,311,800

Provision for impairment
Stage 1
Stage 2
Stage 3

(62,649,928)
(33,888,642)
(369,732,156)

(63,196,502)
(63,714,856)
(205,448,144)

(62,649,928)
(33,888,642)
(369,732,156)

(63,196,502)
(63,714,856)
(205,448,144)

(466,270,726)

(332,359,502)

(466,270,726) (332,359,502)

580,113,621

580,113,621 816,952,298
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Leases
Rs. Company Group
As at December 31, 2023 2022 2023 2022
Gross lease receivables
Stage 1 479,025,963 565,456,453 479,025,963 565,456,453
Stage 2 56,041,429 79,473,261 56,041,429 79,473,261
Stage 3 218,246,407 281,771,152 218,246,407 281,771,152
753,313,799 926,700,866 753,313,799 926,700,866
Provision for impairment
Stage 1 (50,600,145) (33,049,568) (50,600,145) (33,049,568)
Stage 2 (16,645,600) (24,223,282) (16,645,600) (24,223,282)
Stage 3 (212,119,212) (243,044,864) (212,119,212) (243,044,864)
(279,364,957) (300,317,714) (279,364,957) (300,317,714)
Net lease receivable 473,948,842 626,383,152 473,948,842 626,383,152
Gold loan Advances Receivable
Rs. Company Group
As at December 31, 2023 2022 2023 2022
Gold loan advances receivables
Stage 1 279,056,115 383,480,615 279,056,115 383,480,615
Stage 2 77,943,244 23,741,740 77,943,244 23,741,740
Stage 3 64,928,785 8,998,209 64,928,785 8,998,209
421,928,144 416,220,564 421,928,144 416,220,564
Provision for impairment
Stage 1 (5,289) (2,165,359) (5,289) (2,165,359)
Stage 2 (178,498) (495,902) (178,498) (495,902)
Stage 3 (4,492,746) (1,526,604) (4,492,746) (1,526,604)
(4,676,533) (4,187,865) (4,676,533) (4,187,865)
Net aold loan receivables 417,251,611 412,022,699 417,251,611 412,032,699
Product-wise Analysis of Loans and Receivables
Rs. Company Group
As at December 31, 2023 2022 2023 2022
Lease rental receivables 753,313,799 926,700,866 753,313,799 926,700,866
Personal loans 109,399,605 111,385,935 109,399,605 111,385,935
Term loans 610,959,405 770,328,507 610,959,405 770,328,507
Easy payment loans 5,656,279 9,091,129 5,656,279 9,091,129
Other loans 320,369,058 258,506,229 320,369,058 258,506,229
Gold loan advances 421,928,144 416,220,564 421,928,144 416,220,564

2,221,626,290

Sector-wise Analysis of Loans and Receivables

2,492,233,230

N

;221,626,290 2,492,233,230

Rs. Company Group
As at December 31, 2023 2022 2023 2022
Industry 349,019,617 178,057,212 349,019,617 178,057,212
Agriculture 220,794,246 242,555,845 220,794,246 242,555,845
Trade 190,727,908 182,471,640 190,727,908 182,471,640
Transport 360,129,592 536,603,685 360,129,592 536,603,685
Construction 86,192,782 128,021,371 86,192,782 128,021,371
Services 476,401,616 228,524,320 476,401,616 228,524,320
Personal 481,167,144 904,566,142 481,167,144 904,566,142
Others 57,193,385 91,433,015 57,193,385 91,433.015
2,221,626,290 2,492,233,230 2,221,626,290 2,492,233,230

Sie==i
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Gross Lease Rental Receivable

Gross lease rental receivable within one year

Rs. Company Group

As at December 31, 2023 2022 2023 2022

Total lease rentals within one year from 620,801,055 464,338,294 620,801,055 464,338,294
reporting date

Unearned lease Income (326,908,902) (117,200,600) (326,908,902) (117,200,600)
Balance as at December 31, 293,892,153 347,137,694 293,892,153 347,137,694
Gross lease rental receivable after one year and five years

Rs. Company Group

As at December 31, 2023 2022 2023 2022

Total lease rentals receivable after one year

from reporting date 837,487,222 659,424,201 837,487,222 659,424,201
Unearned lease Income (404,188,651) (105,648,432) (404,188,651) (105,648,432)
Balance as at December 31, 433,298,571 553,775,769 433,298,571 553,775,769
Gross lease rental receivable after five years

Rs. Company Group

As at December 31, 2023 2022 2023 2022

Total lease rentals receivable after five years

from reporting date Y 33,799,751 25,897,358 33,799,751 25,897,358
Unearned lease Income (7,676,676) (109,955) (7,676,676) (109,955)
Balance as at December 31, 26,123,075 25,787,403 26,123,075 25,787,403
Total lease rentals receivables 753,313,799 926,700,866 753,313,799 926,700,866
Movement in Individual and Collective Impairment During the Year - Company / Group

Rs. 2023 2022
Stage 1

Balance as at January 1, 98,411,429 58,717,513
Charge to the income statement 14,843,933 39,693,916
Balance as at December 31, 113,255,362 98,411,429
Stage 2

Balance as at January 1, 88,434,040 58,608,709
Charge to the income statement (37,721,300) 29,825,331
Balance as at December 31, 50,712,740 88,434,040
Stage 3

Balance as at January 1, 450,019,612 348,294,011
Charge to the income statement 136,324,502 101,725,601
Balance as at December 31, 586,344,114 450,019,612
Total net impairment charge for the year 113,447,135 171,244,848
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SMB Finance PLC
Notes to the Financial Statements

27
27.1

27.2

27.3

27.3.1

27.4

27.5

28

28.1

Right-of-use Assets and Lease Liabilities

Right-of-use Assets Movement During the Year
Rs. Company Group

2023 2022 2023 2022
Right-of-use asset
Balance as at January 1, 60,900,537 55,430,096 66,786,952 61,316,511
Additions and improvements during the year 43,014,606 = 43,014,606 -
Modification (3,708,578) - (3,708,578) -
Remeasurement - 5470441 = 5,470,441
Balance as at December 31, 100,206,565 60,900,537 106,092,980 66,786,952
Accumulated depreciation
Balance as at January 1, 44,830,128 32,164,063 50,716,547 37,120,903
Charge during the year 21,220,419 12,666,065 21,220,419 13,595,644
Balance as at December 31, 66,050,547 44,830,128 71,936,966 50,716,547
Carrying value
Balance as at December 31, 34,156,018 16,070,409 34,156,018 16,070,405
Lease Liabilities Movement During the Year
Rs. Company Group

2023 2022 2023 2022
Lease liabilities
Balance as at January 1, 14,880,212 15,649,074 14,880,212 16,705,769
Additions and improvements during the year 24,079,607 - 24,079,607 -
Remeasurement ] 5,470,441 - 5,470,441
Modification (5,108,588) - (5,108,588)
Accretion of interest during the year 2,951,123 2,394,897 2,951,123 2,426,702
Payments during the year (15,021,800) (8,634,200) (15,021,900) (9,722,700)
Balance as at December 31, 21,780,454 14,880,212 21,780,454 14,880,212
Amounts Recognised in Profit or Loss
Leases under SLFRS 16
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Depreciation of right-of-use assets 21,220,419 12,666,065 21,220,419 13,595,644
Interest on lease liabilities 2,951,123 2,394,897 2,951,123 2,426,702

24,171,542 15,060,962 24,171,542 16,022,346

Amounts recognised in Statement of Cash Flows
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Cash outflow for leases (15,021,900) (8,634,200) (15,021,900) (9,722,700)
Total cash outflow for | (15,021,900) (8,634,200) (15,021,900) (9,722,700)
Maturity analysis — Contractual Undiscounted Cash Flows
Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Less than one year 10,249,200 7,367,700 10,249,200 7,367,700
Between one and five years 17,342,966 9,997,944 17,342,966 9,997,944
Total undiscounted cash flows 27,592,166 17,365,644 27,592,166 17,365,644
Intangible Assets
Rs. Company Group

2023 2022 2023 2022
Cost
As at January 1, 237,342,458 2,304,888 239,699,624 4,662,054
Additions for the year 235,037,570 - 235,037,570
As at December 31, 237,342,458 237,342,458 239,699,624 239,699,624
Accumulated Amortisation
As at January 1, 2,334,055 2,174,263 4,691,221 4,531,429
Charge for the year 82,500 159,792 82,500 159,792
As at December 31, 2,416,555 2,334,055 4,773,721 4,691,221
Carrying Value as at December 31, 234,025,903 235,008,403 234,925,903 235,008,403
Capital Work in Progress
As at January 1, 10,084,000 5,484,000 10,084,000 5,484,000
Incurred during the year 18,652,737 4,600,000 18,652,737 4,600,000
As at December 31, 28,736,737 10,084,000 28,736,737 10,084,000
Carrying Value as at December 31, 263,662,640 245,092,403 263,662,640 245,092,403

According to LKAS 38,the Company has not amortized the finance license as it is an intangible asset with a perpetual life. If an intangible asset
has a useful life but can be renewed, it is considered perpetual and is not amortized.

The during the year addition under capital working progress includes two computer software programs for the general ledger, loans, leases

and deposits.
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29

29.1

29.1.1

Deferred tax assets
Company

Deferred tax assets have not been recognized in respect of deductibel tempory differences because it is uncertain that future taxable profits

will be available against which the Company can utilize the benefits.
Rs.

Unrecognised Deferred Tax Asset 2023 2022
Balance as at January 1, 51,258,351 85,302,262
Charge for the year 1,065,978 (34,043,911)
Balance as at December 31, 52,324,329 51,258,351
The above unrecognized deferred tax liability is attributable to the following;
Rs. Temporary Tax effect Temporary Tax effect
difference difference
December 31, December 31, December 31, December 31,
2023 2023 2022 2022
On property, plant & equipment and Intangible assets (6,144,775) (1,843,432) (2,068,862) (620,658)
On lease assets 773,716 (232,115) (4,012,540) (1,203,762)
On retirement benefit obligation 13,644,953 4,093,486 8,961,310 2,688,393
Fair value gain on investment property (38,370,600) (11,511,180) (44,649,600) (13,394,880)
Disallowable amount for bad debt provision 218,434,131 65,530,239 213,821,059 64,146,318
On right-of-use assets (34,156,018) (10,246,805) (16,070,409) (4,821,123)
On lease liabilities 21,780,454 6,534,136 14,880,212 4,464,063
175,961,861 52,324,329 170,861,169 51,258,351

The deferred tax has been calculated at the rate of 30% (2022 - 30%).

Group

In respect of the sole subsidiary, SMB Money Brokers (Pvt) Limited, a deferred tax asset has been recognized in 2022, since the Management

expected adequate taxable profit in the foreseeable future. However a deferred tax asset has not been recognized in 2023.

Rs. Note 2023 2022
Balance as at January 1, 1,202,705 2,538,161
Reversals for the year 29,1 (1,202,705) (1,335,456)
Balance as at December 31, - 1,202,705
(Charge) / Reversals for the year recognized in
Rs.
2023 2022
Statement of profit or loss (1,202,705} (267,050)
Other comprehensive income - (1,068,406)
Balance as at December 31, (1,202,705) {1,335,456)
Deferred tax charge for the year due to change in tax rate and other temporary difference
2023 2022
Due to change in effective tax rate - 240,542
Due to change in temporary difference 962,163
Balance as at December 31, - 1,202,705
The above recognized deferred tax asset is attributable to the following;
Temporary Tax Effect Temporary Tax Effect
Rs. difference difference
December 31, December 31, December 31, December 31,
2023 2023 2022 2022
On property, plant & equipment - - (250,713) (250,713)
On retirement benefit obligation - 14,198,350 14,198,350
Revaluation gain on investment property - < (9,938,623) (9,938,623)
- - 4,009,014 4,009,014




SMB Finance PLC
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Deferred tax is calculated using the tax rates that are expected to be applied 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 expects 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
calculated using future taxable 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 temporary differences are considered. Deferred tax assets are reviewed at
each reporting date and reduced to the extent that the relevant tax benefit is no fonger likely to be realized. When the likelihood of future

taxable profits increases, such deductions are reversed.

30 Other Assets

Rs. Company Group

As at December 31, 2023 2022 2023 2022

Deposits & prepayments 9,736,146 14,946,836 9,736,146 16,799,203

Receivables from Golden key Hospitals Limited (Note 30.1) 36,841,467 36,841,467 36,841,467 36,841,467

Income tax receivable 2,849,968 8,906,962 2,849,968 10,042,908

NBT receivable 704,395 704,395 704,395 704,395

Stamp duty receivable 4,584,270 o 4,584,270 =

Other assets 518,496 - 518,500 3,534,500
55,234,742 61,399,660 55,234,746 67,922,473

30.1 SMB Finance PLC has a secondary mortgage bond for the property ("Golden Key Hospital") against the receivable balance from Golden Key

Hospitals Limited.

31 Due to Financial Institutions
Rs. Company Group
As at December 31, Note 2023 2022 2023 2022
Bank borrowings 311 1,274,943,315 1,566,116,482 1,274,943,315 1,566,116,482
Bank overdraft 229,654,213 2,103,754 229,654,213 2,391,425
1,504,597,528 1,568,220,236 1,504,597,528 1,568,507,907
31.1 Reconciliation of movement of Bank Borrowings
Company Group
Rs. 2023 2022 2023 2022
Balance as at January 1, 1,566,116,482 526,274,284 1,566,116,482 526,274,284
Addition during the year B 1,300,000,000 B 1,300,000,000
Capital payments during the year (287,188,385) (267,548,898) (287,188,385) (267,548,898)
Interest {payments)/pavable during the vear (3,984,782) 7,391,096 (3,984,782) 7,391,096
Balance as at December 31, 1,274,943,315 1,566,116,482 1,274,943,315 1,566,116,482
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34 Retirement Benefit Obligations

34.1

34.2

34.3

Rs. Company Group

As at December 31, Note 2023 2022 2023 2022
Provision for retirement benefit obliqations 34.1 13,644,953 8,961,310 13,644,953 23,159,659
Balance as at December 31, 13,644,953 8,961,310 13,644,953 23,159,659
Provision for Retirement Benefit Obligation

Rs. Company Group

As at December 31, Note 2023 2022 2023 2022
Balance as at January 1, 8,961,310 7,544,568 23,159,659 25,887,414
Provision for the year 34.2 3,508,644 3,097,687 3,721,944 4,343,295
Actuarial loss / (gain) during the year 1,174,999 (1,680,945) 1,174,999 (5,242,300)
Payments during the year = - (14,411,649) (1,828,750)
Balance as at December 31, 13,644,953 8,961,310 13,644,953 23,159,659

The following assumptions were used in valuing the retirement benefits obligation using internally developed method as required by Sri

Lanka Accounting Standard LKAS 19 - "Employee Benefits".

Provision for the year

Rs. Company Group
For the year ended December 31, 2023 2022 2023 2022
Current service costs 2,408,966 1,627,488 2,622,266 1,920,778
Interest costs 1,099,678 1,470,199 1,099,678 2,422,517
Balance as at December 31, 3,508,644 3,097,687 3,721,944 4,343,295
2023 2022
Salary increment rate 10.00% 18%
Discount rate 12.90% 20.00%
Retirement age 60 Years 60 Years
Staff turnover factor 23.00% 4.50%
Weighted Average Duration of RBO 18.37 19.41

In order to match the characteristics of the premium liability and 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 employee benefit liabilities is done for this reason. Also, the compensation increment rate of 10% is deemed
reasonable in line with the company's anticipated future salary increases, considering the state of the market and the rate of inflation.

Sensitivity of Assumptions Used

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

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

Rs.

Company
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

Total
Comprehensive
Income Increase
/ (Reduction)
(

483,037
(501,466)

(423,510)
411,694

Employment
Benefit
Obligation
Increase /
Reduction) in
the Liability

(484,351)
506,863

515,742
(501,279)
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35

36

36.1

36.2

Other Liabilities

Rs. Company Group

Balance as at December 31, 2023 2022 2023 2022
Accrued expenses 17,057,711 10,331,179 18,051,614 14,467,050
Unearn income on legal settlement 80,670,252 79,564,456 80,670,252 79,564,456
Un-identified deposits 8,002,676 4,428,448 8,002,676 4,428,448
Sundry creditors 5,084,478 4,907,205 5,084,478 4,907,205
Consent mortion advances 1,268,640 2,861,753 1,268,640 2,861,753
Lease termination 3,600,000 3,600,000 3,600,000 3,600,000
Stamp duty payable 1,530,730 1,514,097 1,530,730 1,514,097
SSCL payable 433,617 3,147,049 433,617 3,147,049
VAT on financial services payable 9,952,253 849,029 9,952,253 849,029
Deposit Insurance liabilities 5,341 = 5,341 -
Other liabilities 1,765,597 1,222,288 4,186,367 3,643,045
Transferred to Liabilities held for sale - = (993,903) -
Balance as at December 31, 129,371,295 112,425,504 131,792,065 118,982,132
Stated Capital

Rs. Company Group

Balance as at December 31, 2023 2022 2023 2022
Ordinary voting shares 2,555,958,860 2,555,958,860 2,555,958,860 2,555,958,860
Ordinary non voting shares 506,722,664 506,722,664 506,722,664 506,722,664
Balance as at December 31, 3,062,681,524 3,062,681,524 3,062,681,524 3,062,681,524

Reconciliation of Number of Shares - Company

No.of shares

2023 2022
Ordinary Voting Shares
As at January 1, 6,470,375,048 6,470,375,048
Issue of shares - -
As at December 31, 6,470,375,048  6,470,375,048

Ordinary Non Voting Shares
As at January 1,
Issue of shares

3,081,603,712

3,081,603,712

As at December 31,

3,081,603,712 3,081,603,712

Total

9,551,978,760  9,551,978,760

Rights, preferences and restrictions of classes of capital

The ordinary shares of the Company are quoted in the Colombo Stock Exchange. The holders of ordinary shares have the
right to receive dividend as declared from time to time and are entitled to one vote per share at the Annual General

Meeting of the Company.
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SMB Finance PLC
Notes to the Financial Statements

36.4 Regulatory Capital - Company

37

38

39

40

40.1

2023 2022
Actual Required Actual Required
Tier 1 capital ratio (%) 110.74% 8.50 81.08 8.50
Total capital ratio (%) 108.98% 12.50 79.72 12.50

Tier 1 capital ratio and total capital ratio of the Company computed as per the Finance Business Act Direction No.03 of 2018
capital adequacy requirements issued by the Central Bank of Sri Lanka with effect from July 1, 2018.

Statutory Reserves Fund

Rs. Company Group

Balance as at December 31, 2023 2022 2023 2022
Balance as at January 1, 41,732,329 37,753,217 41,732,329 37,753,217
Transfer made during the year 5,995,067 3,979,112 5,995,067 3,979,112

47,727,396 41,732,329 47,727,396 41,732,329

The statutory reserve fund is maintained by Finance Companies (Capital Funds) Direction No. 1 of 2003 as per Finance
Companies Act (amended) issued to Registered Finance Companies. As per the said Direction, every Registered Finance
Company shall maintain a reserve fund, out of the net profit for each year after provisions for taxation and bad and doubtful
debts.

Fair Value Reserve

Rs. Company Group

Balance as at December 31, 2023 2022 2023 2022
Balance as at January 1, 52,465,265 29,592,284 52,465,265 29,592,284
Net fair value gain on remeasuring financial investments 12,079,558 22,872,981 12,079,558 22,872,981

64,544,823 52,465,265 64,544,823 52,465,265

This reserve includes accumulated net fair value gains / (losses) recognised on financial investments at fair value.

Retained Earnings

Rs. Company Group

2023 2022 2023 2022
Balance as at January 1, 199,073,342 121,789,277 207,657,674 134,404,142
Profit for the year 119,901,348 79,582,232 108,626,971 74,280,295
Other comprehensive income (1,174,999) 1,680,945 (1,174,999) 2,952,348
Transfers to statutory reserve (5,995,067) (3,979,112) (5,995,067) (3,979,112)
Balance as at December 31, 311,804,624 199,073,342 309,114,578 207,657,674

Retained earnings represent the reserve available for distribution.

Non- Controlling Interests

Rs. 2023 2022
Balance as at the beginning of the year 8,505,192 24,627,666
Loss for the year (4,313,575)  (17,344,019)
Other comprehensive income for the year - 1,221,545
Balance as at December 31, 4,191,616 8,505,192
Reconciliation of Non Controlling Interest (NCI) in Subsidiary
As at December 31, / For the year ended December 31, 2023 2022

Rs. Rs.
NCI percentage (%) 49.01% 49.01%
Total assets 38,132,183 38,132,183
Total liabilities 18,621,892 18,621,892
Net assets 17,089,521 17,089,521
Carrying amount of NCI 4,191,616 8,505,192
Revenue 19,089,271 19,089,271
Loss after tax (8,801,419)  (35,395,957)
Other comprehensive income - 2,492,949

Total comprehensive income allocated to NCI (4,312,695) (16,122,474)
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SMB Finance PLC
Notes to the Financial Statements

41.6 Determination of Fair Value and Fair Values Hierarchy of Financial Investments
Please refer accounting policy Note 5.1.2 for more information regarding determination of fair value.
Company
As at December 31, 2023 2022
Rs.'000 Level 1 Level 2 Level 3 Total Total
Fair value through profit or loss (FVTPL) 29 = = 29 385,728
Fair value through other comprehensive income (FVTOCI) - 116,329 116,329 104,249
Total financial investment 29 - 116,329 116,356 489,977
Group
Fair value through profit or loss (FVTPL) 29 = 637,236 637,265 402,928
Fair value through other comprehensive income (FVTOCI) - 116,329 116,329 104,249
Other financial assets = - E 10,540
Total financial investment 29 - 753,565 753,594 517,717
The determination of fair values of financial assets and financial liabilities recorded 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 Company measures fair value using the fair value hierarchy that reflects the significance
of input used in making measurements,
41.7  Financial Instruments not Measured at Fair Value
The foilowing table sets out the fair values of financial instruments not measured at fair value and analyses them by the level in the fair value hierarchy into which each fair value
measurement is categorized.
Assets -Company
As at December 31, 2023 2022
Rs.'000 Level 1 Level 2 Level 3 Total Total
Cash and cash equivalents ~ = 90,670 55,302
Placements with banks - = 2,568,600 2,401,476
Financial assets at amortized cost - Loans and receivables to customers - - - 1,471,314 1,855,368
Jotal asset - = - 4,130,584 4,312,146
The Company has not disclosed the fair values for financial instruments such as cash and cash equivalents, placement with banks and loans and receivables to other customers,
because their carrying amounts are a reasonable approximation of fair value.
Assets - Group
As at December 31, 2023 2022
Rs.'000 Level 1 Level 2 Level 3 Total Total
Cash and cash equivalents - = = 90,670 55,495
Placements with banks - = - 2,568,600 2,364,050
Financial assets at amortized cost - Loans and receivables to customers - - - 1,471,314 1,855,368
Other financial assets - - - - 47,998
Total asset - = - 4,130,585 4,322,911
41.8 Financial Liabilities - Company
As at December 31, 2023 2022
Rs.'000 Carrying Value Fair Value Carrying  Fair Value
Value
Due to financial institutions 1,504,598 1,504,598 1,568,220 1,568,220
Financial Liabilities at Amortised Cost - Deposits due to customers 42,736 42,736 - .
Financial Liabilities at Amortised Cost - Due to other customers 131,299 131,299 126,786 126,786
Lease liabilities 21,780 14,880
1,700,413 1.709.886
Group
Due to financial institutions 1,504,598 1,504,598 1,568,508 1,568,508
Financial Liabilities at Amortised Cost - Deposits due to customers 42,736 42,736 - -
Financial Liabilities at Amortised Cost - Due to other customers 131,299 131,299 126,786 126,786
Lease liabilities 21,780 21,780 14,880 14,880
1,700,413 1,700,413 1,710,174 1,710,174
The fair values of financial liabilities similar to carrying amounts since those amounts are reasonable approximation of fair values, Thus, the fair-value hierarchy disclosure is not
applicable. The fair value hierarchy gives the lowest priority to unobservable inputs (Level 3 inputs) . The fair value measurement is categorized in its entirety in the same level of
the fair value hierarchy as the lowest level input that is significant to the entire measurement.
The observable input adjusted using an unobservable input and that adjustment results in a significantly higher or lower fair value measurement, the resulting measurement is
categorised within Level 3 of the fair value hierarchy,
41.9 Valuation techniques and Significant Unobservable Inputs

Property valuations are inherently subjective as they are made on the basis of assumptions made by the valuer which may not prove to be accurate, For these reasons, we have

classified the land valuations as Level 3 as defined by SLFRS 13.

Please refer Note No.24.4

The following table show the valuation technigues used in measuring Level 3 fair values for financial instruments in the statement of financial position, as well as the significant

unobservable inputs used.

Assets Valuation technique Significant unobservable

input

Inter relationship between key
unobservable input and fair value
measurement

Equity Securities (Other Investments) Market comparison technique :

The valuation model is based on market multiples
derived from quoted prices of companies comparable Rs,23,26
1o the investee, adjusted for the effect of the non-
marketability of the equity securities, and the

revenue and EBITDA of the investee. The estimate is

adjusted for the net debt of the investee

Adjusted Net Assets per Share The estimated fair value would increase/
(decrease) if the adjusted market multiple
were higher (lower)



SMB Finance PLC
Notes to the Financial Statements

42 Commitments and Contingencies

42.1 Capital Commitment
There are no capital commitments as at December 31, 2023

42,2 Contingencies

In the normal course of business ,the Company makes various commitments and incurs certain contingent liabilities with legal recourse to its customers. No material

fosses are anticipated as a result of these transactions.
Except for above there are no material commitments and contingencies as at the reporting date.

43 Event After the Reporting Date

No circumstances have arisen since the statement of financial position date that require adjustments to, or disclosure in the financial, other than the item mentioned

below.

The Board of SMB Finance PLC at its meeting held on 19th March 2024 decided to sell its holding of 1,275,000 shares in SMB Money Brokers (Private) Limited to
Corporate Capital Markets Limited for a consideration of Rs. 2 Mn subject to obtaining of relevant regulatory approval from the Central Bank of Sri Lanka (CBSL).

44 Related Party Disclosures
44.1 Transactions with Related Parties

2023 2022
Rs. Name of Director  Details of Received/ Total Received/ Total Asa
Financial Receivable Outstandin Receivable Out ding perc g
Dealing (Payable/ g as at (Payable/ asat of capital
Paid) December Paid) December funds as at
31,2023 31, 2022 December
312023
Transactions with Associate
Kenanga Investment Corporation Ltd - - » - - - -
Transactions with Subsidiary
SMB Money Brokers (Pvt) Ltd Mr. T.M. Wijesinghe Purchase of (1,532,946) . - 0.00%
Motor vehicles e
Mr. H.R.S.Wijeratne Purchase of (17,200,000) - - - 0.00%
Investment
properties
Mr.S.C Wijesinghe = - - b
Transactions with other Related Companies
Grayline Cargo Terminals (Pvt) Ltd Mr. H.R.S. Wijeratne Finance Lease 751,093 3,347,460 1,201,065 4,098,553 0.00%
Term Loan 1,681,097 5,427,215 2,627,363 7,108,311 0.00%
Grayline Container Terminals (Pvt) Ltd Mr. H.R.S. Wijeratne Finance Lease 541,294 2,385,644 768,181 2,926,938 0.00%
Term Loan 65,920 322,908 58,278 388,828 0.00%
Transactions with other Related personals
Mr.R.S Wijeratne Son of Mr.H.R.S Time Deposit 10,000,000 11,208,072 - 0.00%
Wijeratne

A number of these entities transacted with the Company during the year. The terms and conditions of the transactions with key management personnel and their
related parties were no more favorable than those available, or which might reasonably expected to be available, on similar transactions to non-key management

personnel of related entities on an arm's length basis.

44.2 Transaction with Key Management Personnel
As per the Sri Lanka Accounting Standard — (LKAS 24) — “Related Party Disclosures”, the KMPs include those who are having authority and responsibility for

planning, directing and controlling the activities of the Company. Accordingly, the Board of Directors of the Company, and members of the Corporate Management of

the Company have been classified as KMPs of the Company.
44.2.1 Remuneration to Key Management Personnel

(a) Remuneration to Board of Directors

Rs. Company Group

For the year ended December 31, 2023 2022 2023 2022
Short-term emplovees benefits 5,445,000 4,905,000 5,445,000 6,850,025
Total 5,445,000 4,905000 5445000 6,850,025

(b) Remuneration to Corporate Management

Rs. Company Group

For the year ended December 31, 2023 2022 2023 2022
Short-term employees benefits 31,781,085 19,817,004 44,904,110 28,702,240
Post employment benefits - - - 1,495,500
Total 31,781,085 19,817,004 44,904,110 30,197,740

45 Litigation Against the Group

Litigation is a common occurrence in the financial services industry due to the nature 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 involved. Group

has established a formal controls and policies for managing legal claims. Once the professional advice has been obtained and the amount of loss reasonably

estimated, the Company 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
reporting date, Group had several unresolved legal claims pending judgment. However, the legal advisor of the Company is of the view that these cases will be

resolved in favour of the Group and the process will probably take over three years. Accordingly no provision has been made in these financial statement.
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46
46.1

46.2

46.3

46.3.1

46.3.2

46.3.3
46.3.3.1

Financial Risk Management

Introduction and Overview

The Group has exposure to the following risks from financial instruments;
i, Liquidity Risk

ii. Credit Risk

iii. Operational Risk

iv. Market Risk

Risk M Fr k

The Board of Directors has overall for the
through two key ¢ i the Risk Cc
assistance from a consulting firm.

and overseeing of the Company's risk management framework. In discharging its governance responsibility, it operates
and the Audit Ce i The Risk C is in the process of setting a risk [ramework for the company with the

The Audit C provides its on the effectiveness of internal audit and external disclosure of accounting policies and financial reporting to the Board.

Liquidity Risk
Liquidity risk is the risk that arises when the Company encounters difficully in meeting obligations associated with its financial liabilities that are to be settled by delivering cash or another financial
asset.

Management of Liquidity Risk

The Group’s approach to manage liquidity is to ensure that funds available are adequate to meet credit demands of its customers and to enable debt instruments to be repaid on demand or upon
maturity as appropriate, The Finance Division is responsible for the management of liquidity risk and funding in accordance with the appraved guidelines and risk limits. The treasury and liquidity
palicies and compliance thereunder are reviewed and approved by the ALCO.

Exposure to Liquidity Risk

The Company monitors the following liguidity ratios to assess funding requirements.

December 31, December 31,
2023 2022
Liquid Asset Ratio (LAR)
As at December 31, 2574.38% 187.94%
Average for the year 3155.601% S02.97%
Maidmum for the year 18674.46% 1359.30%
Minimum for the year 948.56% 178.51%

Liquid assets include cash and short term funds. The calculation is based on directions and quidelines issued by the Central Bank of Sri Lanka (CBSL).
Minimum Liquidity Requirement

As per the Direction 4 of 2012 of Central Bank of Sri Lanka, every finance company shall maintain minimum holding of liquid assets. The table below sets out the components of the Company's
holding of liquid assets;

December 31, December 31,
2023 2022
Required amount of liquid assets 18,979,399 12,889,024
Dafly aver: i assets 488,601,606 2.422.903,595
Excess liquidity 469,632, 2,409,514.871
Maturity Analysis
Maturity Analysis - Company
Rs.'000 Upto3 3 to 12 Months 110 3 Years 3to5Years Morethan 5 Years Total
Months
Interest Earning Assets
Cash and cash equivalents 90,670 - - - . 90,670
Pacements with banks - 1,010,000 1,306,704 165,000 86,896 2,568,600
381,596 89,826 540,895 160,029 298,968 1,471,314
Financial assets at amortised cost - Loans and receivables to customers
Financlal iwvestments - = = = 116,358 116,358
472,266 1,099,826 1,847,559 335,029 502,222 4,246,943
Non Interest Earning Assets
Investment in associate - - - 42,617 42,617
Investment in subsidiary - - - -
Investment properties * - 637,236 637,236
Property, plant & equipment - . - 50,339 - 50,339
Right-of-use asselts 4,661 8,497 13,000 7,997 - 34,155
Intangible assets - . - - 263,663 263,663
Other assats » 3,216 - 52,018 55,835
4,661 11,713 13,000 58,336 595,535 1,083,245
Total assets 476,928 1,111,539 1,860,599 383,365 1,497,758 5,330,187
Interest Bearing Liabilities
Due o financial institutions 70,686 441,712 524,077 426,447 41,676 1,504,598
Financial Liabilities at Amortised Cost - Depasits due to customers - 11,208 31,528 - . 42,736
Financial Liabilities at Amortised Cost - Due to other customers - 131,29 - 131,299
Lease liabilities 3,106 6,517 10,361 1,796 = 21,7680
73,792 459,437 697,265 428,243 41,676 1,700,413
Non Interest Bearing Liabllities
Retirement benefit obligations = 13,645 - 13,645
Dither liabiities 39,951 - BS,420 120,371
39,951 - = 13,645 B9,420 143,016
Equity
Shareholders' funds = 3,486,758 3,486,758
= = - - 3,486,758 3,486,758
Total liabilities & equity 113,743 459,437 697,265 441,888 3,617,854 5,330,187
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46.3.3.2 Maturity Analysis - Group

Rs.’000 Upto3 3 to 12 Months 1to 3 Years 3to5 Years More than 5 Years Total
Months
Interest Earning Assets
Cash and cash equivalents 90,670 - . - - 90,670
Placements with banks 86,896 2,116,704 200,000 165,000 - 2,568,601
381,596 89,826 540,895 160,029 298,968 1,471,314
Financial assets at amortised cost - Loans and receivables to customers
Finangial Investments - 29 - - 116,329 116,358
559,163 2,206,560 740,895 325,029 415,297 4,246,943
Non Interest Earning Assets
Investment in associate - = - - 42,617 42,617
Assets held for sale 4916 - B - 4,916
Investment properties - = 637,236 637,236
Property, plant & equipment < - - 50,339 - 50,339
Right-of-use assets 4,661 8,497 13,000 7,997 = 34,156
Intangible asset . - - . 263,663 263,663
Deferred tax assets % = d E .
Otfver assots - 3216 ] - 52,019 55,235
9,577 11,713 13,000 58,335 995,535 1,088,160
Total assets 568,741 2,218,272 753,895 383,364 1,410,832 5,335,104
Interest Bearing Liabilities
Due to financial institutions 70,686 441,712 524,077 426,447 41,676 1,504,598
Financial Liabilities at Amortised Cost - Deposits due to customers - 11,208 31,528 - E 42,736
Financial Liabilities at Amortised Cost - Due to other customers - - 131,299 = s 131,299
Lease liabilities 3,106 6,517 10,360 1,796 = 21,780
73,792 459,437 697,265 428,243 41,676 1,700,414
Non Interest Bearing Liabilities
Retirement benefit obligations - - - 13,645 - 13,645
Other liabilities 41,650 = - - 90,141 131,791
Linbllities directly associatd with assuts held for ssle 994 - - - - 994
42,644 - - 13,645 90,141 146,430
Equity
Shareholders' funds ¥ = = 3,488,260 3,488,260
= = + - 3,488,260 3,488,260
Total Habilities & gull‘y 116,436 459,437 697,265 441,888 3,620,077 5,335,104
46.4  Credit Risk
Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to meet its contractual obligations, and arises principally from the Company’s loans
and advances to customers and other companies, and investment in dett / equity securities. Far risk management reporting purposes the Company considers and consolidates all elements of
credit risk exposure.
46.4.1 Management of Credit Risk
Primarily the Credit Division manages the credit risk, There is a management credit Committee & a Board Credit Committee to review significant credit risks. The said committees are facilitated by
regular audits undertaken by the internal auditors, The Company manages credit by focusing on following stages.
a) Loan Origination

The Ioan origination process comprises initial screening and credit appraisal. The evaluation focuses on the borrower’s ability to meet its obligations in a timely manner. Efforts are made to ensure

C are
important part of the risk assessment of customers,

b) Loan Approval

d in credit approval. Collateral and guarantees form an important part of the credit risk mitigation process. A suitable internal risk rating model is in place & is an

The Company has established clear guidelines for loan approvals / renewals by adopting a committee based approval structure, where all approval signatories carry equal responsibility for credit
risk. Individual credit facilities beyand a minimum threshold require Board Credit Committee approval.

c) Credit A ration and Di:

Credit Division ensures efficient and effective customer support including disbursement and settiements,

d) Recoveries

Overdue loans are managed by the Recoveries Division with the support of the Legal Division. This unit is responsible for all aspects of an overdue facility, restructuring of the credit, monitoring the
value of the applicable collateral and liguidation, scrutiny of legal documents and liaising with the customer until all recovery matters are finalised.

e) Collateral

The Company carries sensitivity tests to measure the values of portfolios in the event of extreme market movermnents on hypothetical scenarios. Management reviews the consequences of the stress
tests and determine apprapriate mitigating actions such as reducing exposures, reviewing and changing risk limits in order to mitigate the risk induced by potential stress. the change in weighted

average interest rate of the company will have the following effects.

46.4.1.e Coll al wise lysis of individual significant impaired loan and receivables to customers 2023
Security Value Total Receivable covered %o
through
collateral
Secured by motor vehicles 8,320,000 24,218,592 34.35%
Secured by movable & immaovabie assets 245,221,250 191,333,763 128.16%
Unsecured 476,962,947
253,541,250 692,515,302
Indivi y signi i ired loans and leases
Watch fist 198,771,956
Others 1,330,339,032
1,529,110,988
C | wise lysis of individual significant d loan and leases
Secured by motor vehicles 3,527,983
Secured by movable & immovable assets 9,814,977
Pawning advances 421,928,145
Unsecured 1,093.R39,883

1,529,110,988
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46.4.2 Credit Quality Analysis

46.4.3

46.4.4

46.4.5

The tables below sets out information about the credit quality of financial assets held by Group net of allowance for expected credit losses against those assets.

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

Stage One  : 12 months expected credit losses (ECL)
Stage Two : Life time expected credit losses (ECL) ~ Not credit impaired
Stage Three : Lifetime expected credit losses (ECL) — Credit impaired

Explanation of the terms: 12 months ECL, lifetime ECL included in Note 5.

Table below shows the classification of assets and liabilities based on the above-mentioned three stage model:

12 months ECL Life Time ECL- Life time ECL- Unclassified Total
Not credit Credit
Rs. impaired impaired
As at December 31, 2023
Cash and cash equivalents 90,670,044 . - - 90,670,044
Placements with banks 2,569,600,407 - . = 2,568,600,407

1,471,314,074
Financial assets at amortised cost - Loans and receivables to customers 1,100,307,429 148,059,217 222,947,428

Financial investments 116,358,309 . - . 116,358,309
Investments in associate - - 42,616,953 42,616,953
Investments in subsidiary - - * - -
Investment properties - - . 637,235,600 637,235,600
Property, plant & equipment - = . 50,338,715 50,338,715
Right-of-use assets - * - 34,156,018 34,156,018
Intangible assets - - . 263,662,640 263,662,640
Other assefs - - - 55,234,742 55,234,742
Total assets 3,875,936,189 148,059,217 222,947,428 1,083,244,668 5,330,187,502
As at December 31, 2022

Cash and cash equivalents 55,302,042 - - . 55,302,042
Placements with banks 2,401,475,573 . - 2,401,475,573
Financial assets at amortised cost - Loans and receivables to customers 1,495,560,397 196,742,856 163,064,896 . 1,855,368,149
Financial investments 104,249,453 - = 104,249,453
Investments in associate ~ ] 42,577,031 42,577,031
Investments in subsidiary . -

Investment properties - - - 385,728,000 385,728,000
Property, plant & equipment - - = 19,963,487 19,963,487
Right-of-use assets E - = 16,070,409 16,070,409
Intangible assets - . - 245,092,403 245,092,403
Other assets = = < 61,399,660

Tolal assets

770,830,550

Credit quality analysis of Placements with Banks
The following table sets out the credit quality of Placements with Banks. The analysis is based on Fitch and ICRA Lanka ratings.
As at December As at December

31, 2023 31, 2022
Rs Rs
Rated A- to A+ 2,056,766,647 2,202,958,911
Rated BBB + and below S 200, 0600, D00

2,569,757,195 2,402,958,911

Credit quality analysis of Cash at Banks
The following table sets out the credit quality of Cash at Banks. The analysis is based on Fitch and ICRA Lanka ratings.
As at December

As at December
31,sto 2 31, 2022
Rs
Rated A- to A+ 50,373,908 7,921,560
Rated BES + and below 54,024 6,509,607
50,427,932 14,431,167
SIS EL€ LS

LTV Ratio Details

Adequate precautions were taken to maintain exp by maintaining LTV ratio at acceptable levels which was below 70% as of December 31,2023,

Incorporation of forward-looking information

The Company has identified key drivers of credit risk and credit losses for each portfolio of financial instruments and, using an analysis of historical data, has estimated relationships between
macroeconomic variables and credit risk and credit losses, The Economic variables used by the Company based on the statistical significance include the followings:

1. Unemployment rate S. Base case scenario along with two other scenarios has been used (Best Case and Worst Case)
2, Interest rate

3. GDP Growth rate

4. Inflation rate

Weight ages assigned for each scenario for the year 2023 is given below

Scenario Weightage
Normal Scenario 10.00%
Best case Scenario 10.00%
Worst case Scenario 80.00%

As at December 31, 2023, the base case assumptions have been updated to reflect the rapidly evolving situation with respect to current economic condition of the country by using the economic
forecast. In addition to the base case forecast which reflects the ive economic ¢ es, greater weighting has been applied to the worst scenario given the Company’s assessment of
downside risks. The assigned probability weightings are subject to a high degree of inherent uncertainty and therefore the actual outcomes may be significantly different to those projected.

Management temporary adjustments to the ECL allowance are used in circumstances where it is judged that the existing inputs, assumptions and model techniques do not capture all the risk
factors relevant to the company’s lending portfotios, Emerging local or global macroecenomic, microeconomic or palitical events, and natural disasters that are not incorporated into the current
parameters, risk ratings, or forward-looking information are examples of such circumstances. The use of temporary adjt may impact the amount of ECL recognised.
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46.4.6

46.4.7

46.5

46.6

44.6.1
44.6.1.(a)

46.6.1 (b)

Movements in allowance for expected credit lossés (Stage transition)

Rs.000
As at December 31,2023 Stage 1: Stage 2: Stage 3: Total ECL
12 months ECL| life time ECL lifetime ECL
not credit— credit— impaired
impaired

Balance as at the beginning of the year 98,411,429 88,434,040 450,019,612 636,865,081
Changes due to loans and receivables r ised in ing bal that have:
Transferred from 12 months ECL (2,308,657) 2,308,657 -
Transferred from lifetime ECL not credit—mpaired 10,739,409 (10,958,282) 218,873
Transferred from lifetime ECL credit— impaired 6,274,950 7,445,157 {13,720,107)
Net remessurement of loss allowance 138,231 (35,516,832) 149,825,736 113,447,135
Balance as at the end of the year 113,255,362 50,712,740 586,344,114 750,312,216

Credit risk is the risk of financial loss to the company if a customer or counterparty to a financial instrument fail to meet its contractual obligations and arises principally from the company's E
receivables from customers and investments,

The carrying amount of financial assels represent the il credit exposuri pail losses on financial assets recognised in profit or loss were as follows.

Rs. 2023 2022

Allowance for expected credit loss for loans and advances 113,447,135 171,244,848

Allowance for expected credit loss for placement with banks (326,550) 1,264,847
113,120,585 172,509,695

=h
Operational Risks
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the Company involvement with financial instruments, including processes, personnel,

technology and infrastructure, and from external factors ather than credit, market and liquidity risks such as those arising from legal and regulatory requi and g lly accepted
of corporate behavior.

The Company objective is to manage operational sk so as to balance the avoidance of financial losses and damage to the Company reputation with overall cost effectiveness and o avoid control
procedures that restrict initiative and creativitv.

The primary responsibility for the development and implementation of controls to address operati risk is assil to senior within each business unit.

This responsibility is supported by the development of overall Company standards for the management of operational risk in the following areas:

Compliance with Company standards is supported by a program of periodic reviews undertaken by Internal Audit. The results of internal audit reviews are discussed with the management &
reports o the Audit Committee and to the board.

Market Risk
Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices.

Exposure to Interest Rate Risk

The interest rate profile of the company's interest bearing financial instruments is as follows.

Rs. 2023 2022

Financial assets

Placements with banks 2,568,600,407 2,401,475,573

Financial assets at amortised cost - Loans and receivables to customers 1,471,314,074 1.855.368,149
4,256,843,722

4,039,914 481 )
Financial liabilities
Due to financial institutions 1,504,597,528 1,568,220,236
Financial Liabilities at Amortised Cost - Deposits due to customers 42,736,120 -
1,547,333,648 1,568,220.236

Sensitivity Analysis

The Company carries sensitivity tests to measure the value of its portfolios in the event of extreme market movements on hypothetical scenarios. Management reviews the consequences of the
stress tests and determines appropriate mitigating actions such as reducing exposures, reviewing and changing risk limits in order to mitigate the risks induced by potential stress, The change in
weighted average interest rate of the Company will have the following effects.

Loan Portfolio

Interest rate shock -2% -1% 1% 2%
Interest income change (22,263,502) (11,131,751) 11,131,751 22,263,502
Effect on loan interest incoma -8.65% -4.35% 4.35% B.69%

Lease Portfolio

Interest rate shock -2% -1% 1% 2%
Interest income change (11,003,320) (5,501,660) 5,501,660 11,003,320
Effect on lexse interest income -B.A1% 441% 4415 B8.81%
Total Portfolio

Interest rate shock -2% -1% 1% 2%
Interest income change (33,266,622) (16,633,411) 16,633,411 33,266,822
Effect an interest income -8.73% ~4.37% W37 B73%

Interest Expenses

Interest rate shock -2% -1% 1% 2%
Interest expenses change {33,309,030) (16,654,515) 16,654,515 33,309,030
Effect an Interest expences -10.78%: -5.39% 5.39% 10.78%
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46.6.2

46.6.2.1 The table below sets out the allocation of Company’s assets and liabifities subject to market risk between trading and non-trading assets.

46.6.2.2

Exposure to Market Risk

As at December 31, 2023 Carrying Market risk measure
amount
Trading Non-trading
Rs. Rs. Rs.
Assets Subject to Market Risk
Cash and cash equivalents 90,670,044 = 90,670,044
Placements with banks 2,568,600,407 - 2,568,600,407
Financial assets at amortised cost - Loans and receivables to customers 1,471,314,074 1,471,314,074
Financial investments 116,358,309 116,358,309 -
Total assots subject to market risk 4,246,942,634 116,358,309 4,130 584,525
Liabilities Subject to Market Risk
Due to financial institutions 1,504,597,528 1,504,597,528
Financial Liabiliies at Amortised Cost - Deposits due to customers 42,736,120 42,736,120
Financial Liabilities at Amortised Cost - Due to other customers 131,238, 785 131,798,785
Total liabllities subject to market risk 1,678,632,433 - 1,678,632433

As at December 31, 2022 Carrying Market risk measure
amount
Trading Non-trading
Rs. Rs.

Assets Subject to Market Risk

Cash and cash equivalents 55,302,042 - 55,302,042
Placements with banks 2,401,475,573 * 2,401,475,573
Financial assets at amortised cost - Loans and receivables to customers 1,855,368,149 1,855,368,149
Financial investments 104,249,453 10,249,452 .
Total assats r.uhiuct to market risk ﬂﬂg,}:!s,il? 104,249,453 4,312,145,764

i es Subject to Market Risk

Due to financial institutions 1,568,220,236 ] 1,568,220,236
Financial Liabilities at Amortised Cost - Due to other customers 126,786,465 = 176,786,485
Total liabilities suhim to market risk :‘695 IIDE‘).‘L\ - 1,695006721

The table below sets out the alfocation of Group’s assets and liabilities subject to market risk between trading and non-trading assets.
As at December 31, 2023 Carrying Market risk measure
amount
Trading Non-trading
Assets Subject to Market Risk
Cash and cash equivalents 90,670,044 = 90,670,044
Placements with banks 2,568,600,407 = 2,568,600,407
Financial assels at amortised cost - Loans and receivables to customers 1,471,314,074 - 1,471,314,074
Fimancial investments 116,358,309 116,358,309 -
Total assets subject to market risk 4,246,942,834 116,358,309 4,130,584,524
Liabilities Subject to Market Risk
Due to financial institutions 1,504,597,528 - 1,504,597,528
Financial Liabilities at Amortised Cost - Deposits due to customers 42,736,120 - 42,736,120
Financial Liabilities at Amortised Cost - Due to other ¢ 131,795,785 = 131,298 785
Tatal liabilities subject to market risk 1,678,632,432 - 1,676,632,432
As at December 31, 2022 Carrying Market risk measure
amount
Trading Non-trading
Rs. Rs.
Assets Subject to Market Risk
Cash and cash equivalents 55,494,870 55,494,870
Placements with banks 2,401,507,742 2,364,049,831
Financial assels at amortised cost - Loans and receivables to customers 1,855,368,149 1,855,368,149
Financial investments 114,789,453 114,788,453 -

Total assets subject to market risk

4,389,702,303

114,789,453 4,274,912 850

Liabilities Subject to Market Risk
Due to financial institutions
Financial Liabilities at Amortised Cost - Due to other customers

Total liabilities subject to market risk

1,568,507,907 1,568,507,907
126,765,484 126,786,485
1,695,294,392 - 1,695,294,392
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SMB Finance PLC
Notes to the Financial Statements

48 Current / Non Current Analysis

Company
As at December 31, 2023 2022
Rs.'000 Within 12 After 12 Total Within 12 After 12 Total
Months Months Months Months
Company
Assets
Cash and cash equivalents 90,670 = 90,670 55,302 = 55,302
Placements with banks 1,393,600 1,175,000 2,568,600 1,999,018 365,000 2,364,018
Financial assets at amortised cost - Loans
and receivables to customers 471,422 999,892 1,471,314 519,531 1,335,837 1,855,368
Financial investments - 116,358 116,358 - 104,249 104,249
Investments in associate - 42,617 42,617 - 42,577 42,577
Investments in subsidiary - = - - - -
Investment properties - 637,236 637,236 - 385,728 385,728
Property, plant & equipment - 50,339 50,339 351 19,612 19,963
Right-of-use assets 13,158 20,998 34,156 8,465 7,605 16,070
Intangible assets - 263,663 263,663 131 244,961 245,092
Other assets 3,216 52,019 55,235 11,841 87,018 98,859
Total assets 1,972,066 3,358,122 5,330,189 2,594,639 2,592,587 5,187,226
Liabilities
Due to financial institutions 512,398 992,199 1,504,597 296,683 1,271,537 1,568,220
Financial Liabilities at Amortised Cost - 11,208 31,528 42,736 = - =
Deposits due to customers
Financial Liabilities at Amortised Cost - Due - 131,299 131,299 126,786 - 126,786
to other customers
Retirement benefit obligations = 13,645 13,645 - 8,961 8,961
Lease liabilities 9,623 12,157 21,780 5,906 8,975 14,881
Other liabilities 39,951 89,420 129,371 23,944 88,482 112,426
Total liabilities 573,180 1,270,248 1,843,428 453,319 1,377,955 1,831,274
Group
Assets
Cash and cash equivalents 90,670 - 90,670 55,495 = 55,495
Placements with banks 2,203,602 365,000 2,568,602 1,999,051 365,000 2,364,051
Eg‘j’:g'f;;:ﬁfg f’ot iﬂ’s‘t’:rﬁ:i St 471,422 999,892 1,471,314 519,531 17335837 1,855,368
Financial investments 29 116,329 116,358 N 114,789 114,789
Investments in associate - 42,617 42,617 = 42,577 42,577
Investments in subsidiary - - - - - -
Assets held for sale 4916 - 4916
Investment properties - 637,236 637,236 - 402,928 402,928
Property, plant & equipment - 50,339 50,339 351 22,054 22,405
Right-of-use assets 13,158 20,998 34,157 8,465 7,606 16,071
Intangible assets - 263,663 263,663 - 245,092 245,092
Deferred tax assets — - - - 1,203 1,203
Other assets 3,216 52,018 55,234 18,363 87,016 105,379
Total assets 2,787,013 2,548,090 5,335,104 2,601,256 2,624,102 5,225,358
Liabilities
Due to financial institutions 512,398 992,200 1,504,599 296,971 1,271,537 1,568,508
Financial Liabilities at Amortised Cost - 42,736 - 42,736 = = -
Deposits due to customers
Financial Liabilities at Amortised Cost - Due 131,299 s 131,299 126,786 = 126,786
to other customers
Retirement benefit obligations - 13,645 13,645 - 23,160 23,160
Lease liabilities 9,623 12,157 21,780 5,906 8,975 14,881
Other liabilities 41,650 90,141 131,791 28,785 90,196 118,981
Liabilities directly associatd with assets held | 994 X 994 = = =
Total liabilities 738,700 1,108,143 1,846,844 458,448 1,393,868 1,852,316
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