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The Board of Directors,
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Colombo 03.

Dear Sirs/Madam,

ACCOUNTANTS’ REPORT FOR INCLUSION IN THE PROSPECTUS OF SEYLAN BANK PLC

This report has been prepared for the inclusion in the Prospectus issued in connection with the Public Offer
of BASEL III compliant, Tier II, Listed, Rated, Unsecured Subordinated Redeemable Debentures with a
feature for Non-viability Conversion to ordinary shares which said Debenture Issue comprise an issue
of a maximum of 60 million of such Debentures of LKR 100/- each with an initial sum to be raised
amounting to LKR § Billion; with the option to issue further 10 Million Debentures of LKR 100/- each

amounting to LKR 1 Billion in the event of an oversubscription of such initial issue. '

We have examined the financial statements of Seylan Bank PLC for the financial years ended
31* December 2016 to 2020, included in the prospectus and report as follows.

1.

2.

INCORPORATION

<

Seylan Bank PLC (“the Bank™) is a listed Company incorporated in 1987 and domiciled in Sri Lanka.
As per section 487 (2) of Companies Act No. 7 of 2007, the Bank has been reregistered under the
registration number PQ9. The shares of the Bank have a primary listing on the Colombo Stock
Exchange.

The Bank is licensed by the Central Bank of Sri Lanka to conduct banking and related activities such
as accepting deposits, corporate and retail banking, personal financial services, off shore banking,
foreign currency operations, trade services, rural finance, project finance, dealing in government
securities, etc. under the provisions of the Banking Act No. 30 of 1988.

FINANCIAL STATEMENTS

2.1 Five Years Summary of Financial Statements

A summary of Statement of Profit or Loss and Other Comprehensive Income, Statement of Financial
Position, Statement of Changes in Equity and Statement of Cash Flows of Seylan Bank PLC for the
years ended 31 December 2016 to 2020, based on the audited financial statements of the Bank are
set out in Annexure 1.
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Summaries presented for Operating Results, Assets, Liabilities and Shareholders’ funds for financial
years ended 31% December 2016 to 2020 are based on the financial statements prepared in accordance
with SLFRSs and LKASs, effective from 1% January 2012 applied from the date of transition of

1% January 2011,

2.2 Audit Reports

We have audited the financial statements of the Bank for the years ended 31% December 2016 to
2020. Unqualified audit opinions have been issued for the said financial years.

2.3 Application of Accounting Standards and Accounting Policies

The financial statements of the Bank for the financial years ended 31% December 2016 to
2020 complied with the applicable Sri Lanka Accounting Standards.

The accounting policies of the Bank are stated in detail in the audited financial statements of Seylan
Bank PLC for the year ended 31* December 2020. The adoption of revised/ new accounting standards
and a summary of related amendments to the accounting policies of the Bank from financial years
ended 31* December 2016 to 2020 are given below.

Financial Year

Adoption of revised Accounting Standards and related changes in
Accounting Policies

31% December 2016 | No change during the year 2016.
31% December 2017 | No change during the year 2017.
31* December 2018

(A) Adoption of SLFRS 9 — “Financial Instruments” And SLFRS 15 —
“Revenue From Contracts With Customers”

The new judgments and accounting policies adopted with effect from 1st
January 2018 are given below.

(A.01) Use of Estimates and Judgements

Classification of Financial Assets

The Bank used judgements when assessing of the business model within
which the assets are held and assessment whether the contractual terms of the
financial assets are Solely-Payment-of-Principal-and-Interest (SPPI) on the
principal amount of the outstanding.

The Bank also used judgements when establishing the criteria for
determining whether credit risk on the financial assets has increased
significantly since initial recognition, determining methodology for
incorporating forward looking information into measurement of Expected
Credit Losses (ECL) and selection and approval of models to measure ECL




Changes in Accounting Policies

The Bank has initially adopted SLFRS 9 and SLFRS 15 from 1st January
2018. Due to the transition method chosen by the Bank in applying SLFRS 9
comparative information throughout these financial statements has not been
restated to reflect its requirements.

The adoption of SLFRS 15 did not impact the timing or amount of fee and
commission income from contracts with customers and the related assets and
liabilities recognized by the Bank. Accordingly the impact on the
comparative information is limited to new disclosure requirements.

The effect of initially applying these standards is mainly attributed to the

following:

. An increase in impairment losses recognized on financial assets
. Additional disclosures related to SLFRS 9

. Additional disclosures related to SLFRS 15

(A.1.1) SLFRS 9 — Financial Instruments

SLFRS 9 sets out requirements for recognizing and measuring financial
assets, financial liabilities and some contracts to buy or sell non-financial
items. This standard replaces LKAS 39 Financial Instruments: Recognition
and Measurement. The requirements of SLFRS 9 represent a significant
change from LKAS 39. The new standard brings fundamental changes to the
accounting for financial assets and to certain aspects of the accounting for
financial liabilities.

As permitted by SLFRS 9, the Bank has elected to continue to apply the
hedge accounting requirements of LKAS 39.

Classification of financial assets and financial liabilities

SLFRS 9 contains three principal classification categories for financial
assets: measured at amortised cost, fair value through other comprehensive
income (FVOCI) and fair value through profit or loss (FVTPL). SLFRS 9
classification is generally based on the business model in which a financial
asset is managed and its contractual cash flows. The standard eliminates the
previous LKAS 39 categories of held-to-maturity, loans and receivables and
available-for-sale. Under SLFRS 9, derivatives embedded in contracts where
the host is a financial asset in the scope of the standard are never bifurcated.
Instead, the whole hybrid instrument is assessed for classification.

SLFRS 9 largely retains the existing requirements in LKAS 39 for the
classification of financial liabilities. However, although under LKAS 39 all
fair value changes of liabilities designated under the fair value option were




recognised in profit or loss, under SLFRS 9 fair value changes are generally
presented as follows:

» the amount of change in the fair value that is attributable to changes in the
credit risk of the liability is presented in OCI; and

+ the remaining amount of change in the fair value is presented in profit or
loss.

Impairment of financial assets

SLFRS 9 replaces the ‘incurred loss’ model in LKAS 39 with an ‘expected
credit loss’ model. The new impairment model also applies to certain loan
commitments and financial guarantee contracts but not to equity investments.
Under SLFRS 9, credit losses are recognised earlier than under LKAS 39.

Transition

Changes in accounting policies resulting from the adoption of SLFRS 9 have
been applied retrospectively, except as described below.

* The Bank used the exemption not to restate comparatives. Differences in
the carrying amounts of financial assets and financial liabilities resulting
from the adoption of SLFRS 9 are recognised in retained earnings and
reserves as at 1 January 2018. Accordingly, the information presented for
2017 does not reflect the requirements of SLFRS 9 and therefore is not
comparable to the information presented for 2018 under SLFRS 9.

» The following assessments have been made on the basis of the facts and
circumstances that existed at the date of initial application.

— The determination of the business model within which a financial asset
is held.

— The designation and revocation of previous designations of certain
financial assets and financial liabilities as measured at FVTPL.

— The designation of certain investments in equity instruments not held for
trading as at FVOCI. A

— For financial liabilities designated as at FVTPL, the determination of
whether presenting the effects of changes in the financial liability’s credit
risk in OCI would create or enlarge an accounting mismatch in profit or
loss.

— If a debt security had low credit risk at the date of initial application of
SLFRS 9, then the Bank has assumed that credit risk on the asset had not
increased significantly since its initial recognition.




(A.1.2) SLFRS 15 Revenue from Contracts with Customers

SLEFRS 15 establishes a comprehensive framework for determining whether,
how much and when revenue is recognised. It replaced LKAS 18 Revenue,
LKAS 11 Construction Contracts and related interpretations.

The Bank initially applied SLFRS 15 on 1 January 2018 retrospectively in
accordance with LKAS 8 without any practical expedients. The timing or
amount of the Bank’s fee and commission income from contracts with
customers was not impacted by the adoption of SLFRS 15.The impact of
SLFRS 15 was limited to the new disclosure requirements.

(A.2) Significant Accounting Policies
(A.2.1) Classification
Financial assets

On initial recognition, a financial asset is classified as measured at: amortized
cost, FVOCI or FVTPL.

A financial asset is measured at amortized cost if it meets both of the
following conditions and is not designated as at

FVTPL:

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

— the contractual terms of the financial asset give rise on specified dates to
cash flows that are SPPI.

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

— the asset is held within a business model whose objective is achieved
by both collecting contractual cash flows and selling financial assets; and
— the contractual terms of the financial asset give rise on specified dates
to cash flows that are SPPI.

On initial recognition of an equity investment that is not held for trading, the
Bank may irrevocably elect to present subsequent changes in fair value in
OCI. This election is made on an investment-by-investment basis. All other
financial assets are classified as measured at FVTPL.

In addition, on initial recognition, the Bank may irrevocably designate a
financial asset that otherwise meets the requirements to be measured at




amortised cost or at FVOCI as at FVTPL if doing so eliminates or
significantly reduces an accounting mismatch that would otherwise arise.

Business model assessment

The Bank makes an assessment of the objective of a business model in which
an asset is held at a portfolio level because this best reflects the way the
business is managed and information is provided to management. The
information considered includes:

— the stated policies and objectives for the portfolio and the operation of
those policies in practice. In particular, whether management’s strategy
focuses on earning contractual interest revenue, maintaining a particular
interest rate profile, matching the duration of the financial assets to the
duration of the liabilities that are funding those assets or realising cash
flows through the sale of the assets;

— how the performance of the portfolio is evaluated and reported to the
Bank’s management;

— the risks that affect the performance of the business model (and the
financial assets held within that business model) and its strategy for how
those risks are managed;

~ how managers of the business are compensated (e.g. whether
compensation is based on the fair value of the assets managed or the
contractual cash flows collected); and

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

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

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

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

In assessing whether the contractual cash flows are SPPI, the Bank considers
the contractual terms of the instruments. This includes assessing whether the
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financial asset contains a contractual term that could change the timing or

contractual cash flows such that it would not meet this condition. In making

the assessment the Bank considers: _

— contingent events that would change the amount and timing of cash
flows;

— leverage features;

— prepayment and extension terms;

— terms that limit the Bank’s claim to cash flows from specified assets (e.g.
non-recourse loans); and

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

The Bank holds a portfolio of long-term fixed-rate loans for which the Bank
has the option to propose to revise the interest rate at periodic reset dates.
These reset rights are limited to the market rate at the time of revision. The
borrowers have an option to either accept the revised rate or redeem the loan
at par without penalty. The Bank has determined that the contractual cash
flows of these loans are SPPI because the option varies the interest rate in a
way that is consideration for the time value of money, credit risk, other basic
lending risks and costs associated with the principal amount outstanding.

Non-recourse loans
In some cases, loans made by the Bank that are secured by collateral of the
borrower limit the Bank’s claim to cash flows of the underlying collateral
(non-recourse loans). The Bank applies judgment in assessing whether the
non-recourse loans meet the SPPI criterion. The Bank typically considers the
following information when making this judgement:
— whether the contractual arrangement specifically defines the
amounts and dates of the cash payments of the loan;
— the fair value of the collateral relative to the amount of the secured
financial asset;
— the ability and willingness of the borrower to make contractual
payments, notwithstanding a decline in the value of collateral;
— whether the borrower is an individual or a substantive operating
entity or is a special-purpose entity;
— the Bank’s risk of loss on the asset relative to a full-recourse loan;
~ the extent to which the collateral represents all or a substantial
portion of the borrower’s assets; and
—  whether the Bank will benefit from any upside from the underlying
assets.

Reclassifications

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




(A.2.2) Derecognition

Financial Assets

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

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

From 1 January 2018 any cumulative gain/loss recognised in OCI in respect
of equity investment securities designated as at FVOCI is not recognised in
profit or loss on derecognition of such securities, as explained. Any interest
in transferred financial assets that qualify for derecognition that is created or
retained by the Bank is recognised as a separate asset or liability.

The Bank enters into transactions whereby it transfers assets recognised on
its Statement of Financial Position, but retains either all or substantially all
of the risks and rewards of the transferred assets or a portion of them. In such
cases, the transferred assets are not derecognised. Examples of such
transactions are securities lending and sale-and-repurchase transactions.

When assets are sold to a third party with a concurrent total rate of return
swap on the transferred assets, the transaction is accounted for as a secured
financing transaction similar to sale-and-repurchase transactions, because the
Bank retains all or substantially all of the risks and rewards of ownership of
such assets.

In transactions in which the Bank neither retains nor transfers substantially
all of the risks and rewards of ownership of a financial asset and it retains
control over the asset, the Bank continues to recognise the asset to the extent
of'its continuing involvement, determined by the extent to which it is exposed
to changes in the value of the transferred asset.

Financial Liabilities
The Bank derecognises a financial liability when its contractual obligations
are discharged or cancelled,or expire.




(A.2.3) Modification of financial assets and liabilities

Financial assets
If the terms of a financial asset are modified, then the Bank evaluates whether
the cash flows of the modified asset are substantially different.

If the cash flows are substantially different, then the contractual rights to cash
flows from the original financial asset are deemed to have expired. In this
case, the original financial asset is derecognised and a new financial asset is
recognised at fair value plus any eligible transaction costs. Any fees received
as part of the modification are accounted for as follows:

— fees that are considered in determining the fair value of the new asset
and fees that represent reimbursement of eligible transaction costs are
included in the initial measurement of the asset; and

— other fees are included in profit or loss as part of the gain or loss on
derecognition.

If cash flows are modified when the borrower is in financial difficulties, then
the objective of the modification is usually to maximise recovery of the
original contractual terms rather than to originate a new asset with
substantially different terms. If the Bank plans to modify a financial asset in
a way that would result in forgiveness of cash flows, then it first considers
whether a portion of the asset should be written off before the modification
takes place (refer write-off policy). This approach impacts the result of the
quantitative evaluation and means that the derecognition criteria are not
usually met in such cases.

If the modification of a financial asset measured at amortised cost or FVOCI
does not result in derecognition of the financial asset, then the Bank first
recalculates the gross carrying amount of the financial asset using the original
effective interest rate of the asset and recognises the resulting adjustment as
a modification gain or loss in profit or loss. For floating-rate financial assets,
the original effective interest rate used to calculate the modification gain or
loss is adjusted to reflect current market terms at the time of the modification.
Any costs or fees incurred and fees received as part of the modification adjust
the gross carrying amount of the modified financial asset and are amortised
over the remaining term of the modified financial asset.

If such a modification is carried out because of financial difficulties of the
borrower, then the gain or loss is presented together with impairment losses.
In other cases, it is presented as interest income calculated using the effective
interest rate method.




Financial liabilities

The Bank derecognizes a financial liability when its terms are modified and
the cash flows of the modified liability are substantially different. In this case,
a new financial liability based on the modified terms is recognized at fair
value. The difference between the carrying amount of the financial liability
derecognized and consideration paid is recognized in profit or loss.
Consideration paid includes non-financial assets transferred, if any, and the
assumption of liabilities, including the new modified financial liability.

If the modification of a financial liability is not accounted for as
derecognition, then the amortized cost of the liability is recalculated by
discounting the modified cash flows at the original effective interest rate and
the resulting gain or loss is recognized in profit or loss. For floating-rate
financial liabilities, the original effective interest rate used to calculate the
modification gain or loss is adjusted to reflect current market terms at the
time of the modification. Any costs and fees incurred are recognized as an
adjustment to the carrying amount of the liability and amortized over the
remaining term of the modified financial liability by re-computing the
effective interest rate on the instrument.

(A.2.3) Impairment

Recognition of ECL
The Bank recognizes loss allowances for Expected Credit Losses (ECL) on
the following financial instruments that are not measured at FVTPL:

— financial assets that are debt instruments;

— lease receivables;

— financial guarantee contracts issued; and

— undrawn credit commitments.

No impairment loss is recognized on equity investments.
The Bank measures loss allowances at an amount equal to lifetime ECL,
except for the following, for which they are measured as 12-month ECL:
— debt investment securities that are determined to have low credit risk
at the reporting date; and
— other financial instruments on which credit risk has not increased
significantly since their initial recognition.

The Bank considers a debt investment security to have low credit risk when
its credit risk rating is equivalent to the definition of ‘investment grade’. The
Bank does not apply the low credit risk exemption to any other financial
instruments.
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12-month ECL are the portion of ECL that result from default events on a
financial instrument that are possible within the 12 months after the reporting
date. Financial instruments for which a 12-month ECL is recognized are
referred to as ‘Stage 1 financial instruments’.

Life-time ECL are the ECL that result from all possible default events over
the expected life of the financial instrument. Financial instruments for which
a lifetime ECL is recognized but which are not credit-impaired are referred
to as ‘Stage 2 financial instruments’.

Financial instruments for which lifetime ECL are recognised and that are
credit-impaired are referred to as “Stage 3 financial instruments”.

Measurement of ECL
ECL are a probability-weighted estimate of credit losses. They are measured
as follows:

— financial assets that are not credit-impaired at the reporting date: 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 Bank expects to receive);

— financial assets that are credit-impaired at the reporting date: as the
difference between the gross carrying amount and the present value of
estimated future cash flows;

— undrawn loan commitments: as the present value of the difference
between the contractual cash flows that are due to the Bank if the
commitment is drawn down and the cash flows that the Bank expects
to receive; and

— financial guarantee contracts: the expected payments to reimburse the
holder less any amounts that the Bank expects to recover.

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.

— 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.

— Ifthe 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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Credit-impaired financial assets

At each reporting date, the Bank assesses whether financial assets carried at
amortized cost and debt financial assets carried at FVOCI, and finance lease
receivables are credit-impaired (referred to as ‘Stage 3 financial assets’). 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;
~ abreach of contract such as a default or past due event;
— the restructuring of a loan or advance by the Bank on terms that the
Bank would not consider otherwise;
— itis becoming probable that the borrower will enter bankruptcy or other
financial reorganization; or
— the disappearance of an active market for a security because of
financial difficulties.

A loan that has been renegotiated due to a deterioration in the borrower’s
condition is usually considered to be credit-impaired unless there is evidence
that the risk of not receiving contractual cash flows has reduced significantly
and there are no other indicators of impairment. In addition, a loan that is past
due for a period more than 90 days or classified as non- performing under
CBSL direction No. 03 of 2008 is considered credit-impaired.

Presentation of allowance for ECL in the statement of financial position

Loss allowances for ECL are presented in the statement of financial position
as follows:

— financial assets measured at amortized cost: as a deduction from the
gross carrying amount of the assets;

— loan commitments and financial guarantee contracts: as a provision
under other liabilities;

—  debt instruments measured at FVOCI: no loss allowance is recognized
in the statement of financial position because the carrying amount of
these assets is their fair value. However, the loss allowance is disclosed
and recognized in the fair value reserve.

Write-off
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Loans and debt securities are written off (either partially or in full) when there
is no reasonable expectation of recovering a financial asset in its entirety or
a portion thereof. This is generally the case when the Bank determines that
the borrower does not have assets or sources of income that could generate
sufficient cash flows to repay the amounts subject to the write-off. This
assessment is carried out at the individual asset level.

Recoveries of amounts previously written off are included in ‘impairment
losses on financial instruments’ in the statement of profit or loss and OCI.
Financial assets that are written off could still be subject to enforcement
activities in order to comply with the Bank’s procedures for recovery of
amounts due.

(B) Changes to Retirement Benefit Obligation

The Board has resolved to pay an additional half a month basic salary (last
drawn) over and above the statutory gratuity entitlement for each year of
service for eligible existing employees and ex-employees who joined before
05™ March 2009 and retired/resigned after 5™ March 2009 having completed
uninterrupted and unblemished service period of ten years in the Bank,
subject to entering into a memorandum of settlement which confers on them
the said entitlement to the additional payment and giving the right to the Bank
to settle the said liability by disposal of the shares in the Share Trust
companies.

31% December 2019

(A) Adoption of SLFRS 16 — “Leases”

The Bank has applied SLFRS 16 Leases using modified retrospective
approach from 1 January 2019. The effects of initially applying this standard
mainly attributed to following:

e Recognition of right-of-use assets

e Recognition of corresponding lease liabilities

(A.1) Changes in accounting policies

The Bank applied SLFRS 16 using the modified retrospective approach,
under which an amount equal to the lease liability is accounted for as the
right-of-use asset as at 1 January 2019. Accordingly, the comparative
information presented for 2018 is not restated. The details of the changes in
the accounting policies are disclosed below. Additionally, the disclosure
requirements in SLFRS 16 have not generally been applied to comparative
information.

Definition of a lease

Previously, the Bank determined at contract inception whether an
arrangement is or contains a lease under International Financial Reporting
Interpretations Committee 4 (IFRIC 4) determining whether an arrangement
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contains a Lease. The Bank now assesses whether a contract is or contains a
lease based on the definition of a lease.

On transition to SLFRS 16, the Bank elected to apply the practical expedient
to the assessment of which transaction are leases. It applied SLFRS 16 only
to contracts that were previously identified as leases.

As a lessee

The Bank previously classified these leases as operating leases under LKAS
17 based on its assessment of whether the lease transferred substantially all
of the risks and rewards incidental to ownership of the underlying asset to the
Bank. Under SLFRS 16, the Bank recognises right-of-use assets and lease
liabilities for leases of branch and office premises - i.e. these leases are on-
balance sheet.

At commencement or on modification of a contract that contains a lease
component, the Bank allocates the consideration in the contract to each lease
component on the basis of its relative stand-alone prices.

On transition, for these leases, lease liabilities were measured at the present
value of the remaining lease payments, discounted at the Bank’s incremental
borrowing rate as at 1 January 2019.

Right-of-use assets are measured at an amount equal to the lease liability
adjusted by the amount of any prepaid or accrued lease payables relating to
that lease recognised in the Statement of Financial Position, discounted using
the lessee’s incremental borrowing rate at the date of initial application.

The Bank used a number of practical expedients when applying SLFRS 16
to leases previously classified as operating leases under LKAS 17. In
particular, the Bank:
e did not recognise right-of-use assets and liabilities for leases for which
the lease term ends within 12 months of the date of initial application;
e did not recognise right-of-use assets and liabilities for leases of low-
value assets; '
¢ cxcluded initial direct costs from measuring the right-of-use asset at the
date of initial application; and
¢ used hindsight when determining the lease term.

As a lessor
The Bank leases out certain property and equipment. The Bank had classified
these leases as follows:

e finance leases of property and equipment;

e operating leases of investment property.
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The Bank is not required to make any adjustments on transition to SLFRS 16
for leases in which it acts as a lessor.

The Bank has applied SLFRS 15 —Revenue from Contracts with Customers”
to allocate consideration in the contract to each lease and non-lease
component.

(A.2) Significant accounting policies

The Bank has applied SLFRS 16 using the modified retrospective approach
and therefore the comparative information has not been restated and
continues to be reported under LKAS 17 and IFRIC 4. The details of
accounting policies under LKAS 17 and IFRIC 4 are disclosed separately.

At inception of a contract, the Bank assesses whether a contract is, or
contains, a lease. A contract is, or contains, a lease if the contract conveys
the right to control the use of an identified asset for a period of time in
exchange for consideration. To assess whether a contract conveys the right
to control the use of an identified asset, the Bank uses the definition of a lease
in SLFRS 16.

(A.2.1) Bank acting as a lessee

At commencement or on modification of a contract that contains a lease
component, the Bank allocates consideration in the contract to each lease
component on the basis of its relative stand- alone price. However, for leases
of branches and office premises the Bank has elected not to separate non-
lease components and accounts for the lease and non-lease components as a
single lease component,

The Bank recognises a right-of-use asset and a lease liability at the lease
commencement date. The right-of-use asset is initially measured at cost,
which comprises the initial amount of the lease liability adjusted for any lease
payments made at or before the commencement date, plus any initial direct
costs incurred and an estimate of costs to dismantle and remove any
improvements made to branches or office premises.

The right-of-use asset is subsequently depreciated using the straight-line
method from the commencement date to the end of the lease term. In
addition, the right-of-use asset is periodically reduced by impairment losses,
if any, and adjusted for certain remeasurements of the lease liability.

The lease liability is initially measured at the present value of the lease
payments that are not paid at the commencement date, discounted using the
interest rate implicit in the lease or, if that rate cannot be readily determined,
the Bank’s incremental borrowing rate. Generally, the Bank uses its
incremental borrowing rate as the discount rate.
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The Bank determines its incremental borrowing rate by analysing its
borrowings from various external sources and makes certain adjustments to
reflect the terms of the lease and type of asset leased.

Lease payments included in the measurement of the lease liability
comprise the following:
e fixed payments, including in-substance fixed payments;
* variable lease payments that depend on an index or a rate, initially
measured using the index or rate as at the commencement date;
e amounts expected to be payable under a residual value guarantee; and
e the exercise price under a purchase option that the Bank is reasonably
certain to exercise, lease payments in an optional renewal period if the
Bank is reasonably certain to exercise an extension option, and penalties
for early termination of a lease unless the Bank is reasonably certain not
to terminate early.

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

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

The Bank presents right-of-use assets and lease liabilities separately in the
Statement of Financial Position.

Short-term leases and leases of low-value assets

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

(A.2.2) Bank acting as a lessor
At inception or on modification of a contract that contains a lease component,
the Bank allocates the consideration in the contract to each lease component

on the basis of their relative stand-alone selling prices.

When the Bank acts as a lessor, it determines at lease inception whether the
lease is a finance lease or an operating lease.
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To classify each lease, the Bank makes an overall assessment of whether the
lease transfers substantially all of the risks and rewards incidental to
ownership of the underlying asset. If this is the case, then the lease is a
finance lease; if not, then it is an operating lease. As part of this assessment,
the Bank considers certain indicators such as whether the lease is for the
major part of the economic life of the asset.

The Bank applies the derecognition and impairment requirements in SLFRS
9 to the net investment in the lease. The Bank further regularly reviews
estimated unguaranteed residual values used in calculating the gross
investment in the lease.

315t December 2020

The Group has initially adopted definition of the Business (Amendments to
SLFRS 3) from 1* January 2020. A number of other new standards are also
effective from 1% January 2020 that do not have a material effect on the
financial statements.

® Definition of a business

The Group applied Definition of a Business (Amendments to SLFRS
3) to business combinations whose dates of acquisition are on or after
Ist January 2020 in assessing whether it had acquired a business or
a group of assets. The amendments do not have a material effect on
the Group’s financial statements because the Group has not acquired
any subsidiaries during the year. However, the Group has amended
its accounting policies for acquisition on or after 1% January 2020,

2.4 Dividends

The Bank had declared the following dividends in respect of Ordinary Shares for the years ended
31 December 2015 to 31° December 2019,

Year ended Total Dividend | Dividend Per Share
315 December Declared Rs.
Rs. ‘000
2015 948,641 2.75
2016 1,121,121 3.25%
2017 1,240,596 3.50%*
2018 915,248 2.50%%*
2019 1,007,248 2.00%**:*

* Rs.1/- by way of cash dividend and Rs. 2.25/- by way of a scrip dividend.
** Rs.1/- by way of cash dividend and Rs. 2.50/- by way of a scrip dividend.
**% Rs.0.50/- by way of cash dividend and Rs. 2.00/- by way of a scrip dividend.
*#4% Rs. 1/- by way of cash dividend and Rs.1/- by way of a scrip dividend.
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Kbk

2.5 Events after the Reporting Date
The Board of directors of the Bank has recommended that a final dividend of Rs. 1.50 per share on

both voting and non-voting shares of the Bank for the year ended 31% December 2020 which will be
paid by way of scrip dividend of Rs. 1.50 per shares.

Yours faithfully,

P

Chartered Accountants
Colombo
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