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m } oY September 2020
My No. Date

The Chairman
Merchant Bank of Sri Lanka and Finance PLC

Report of the Auditor General on the Financial Statements and Other Legal and Regulatory Requirements of the Merchant Bank of Sri Lanka and
Finance PLC for the year ended 31 December 2019 in terms of Section 12 of the National Audit Act, No. 19 0of 2018

1.Financial Statements

1.1 Opinion

The audit of the financial statements of the Merchant Bank of Sri Lanka and Finance PLC ("the Company") and the consolidated financial statements of the
company and its subsidiary ("the Group"), which comprise the statement of financial position as at 31 December 2019, and the statement of profit or loss,
the statement of comprehensive income, statement of changes in equity and statement of cash flows for the year then ended, and notes to the financial
statements, including a summary of significant accounting policies, was carried out under my direction in pursuance of provisions in Article 154(1) of the
Constitution of the Democratic Socialist Republic of Sri Lanka read in conjunction with provisions of the National Audit Act No. 19 of 2018. My report to
Parliament in pursuance of provisions in Article 154 (6) of the Constitution will be tabled in due course. To carry out this audit | was assisted by a firm of
Chartered Accountants in public practice.

In my opinion, the accompanying financial statements of the Company and the Group give a true and fair view of the financial position of the Company and
the Group as at 31 December 2019 and of their financial performance and cash flows for the year then ended in accordance with Sri Lanka Accounting
Standards.

1.2 Basis for Opinion

| conducted my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My responsibilities, under those standards are further described in the
Auditor's Responsibilities for the Audit of the Financial Statements section of my report. | believe that the audit evidence | have obtained is sufficient and
appropriate to provide a basis for my opinion.

1.3 Emphasis of Matters
| draw attention to Note 51.1 of the financial statements, which describes the Company's level of compliance with stipulated minimum capital adequacy
ratios, and the remedial actions taken by the Company there of. My opinion is not modified in respect of these matter.

1.4 Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of most significance in my audit of the financial statements of the current
period. These matters were addressed in the context of my audit of the financial statements as a whole, and in forming my opinion thereon, and | do not
provide a separate opinion on these matters. For each matter below, my description of how my audit addressed the matter is provided in that context.

I have fulfilled the responsibilities described in the Auditor's responsibilities for the audit of the financial statements section of my report, including in
relation to these matters. Accordingly, my audit included the performance of procedures designed to respond to my assessment of the risks of material
misstatement of the financial statements. The results of my audit procedures, including the procedures performed to address the matters below, provide
the basis for my audit opinion on the accompanying financial statements.

Key audit matter How my audit addressed the key audit matter

for Loans & recei atamortised cost:

Impairment All designed my audit procedures to obtain sufficient appropriate audit
evidence on the reasonableness of the impairment allowance; that included
My audit considered impairment for Loans & receivables at amortised cost the following procedures;

as a key audit matter. The materiality of the reported amounts of those
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balances (and impairment thereof), the subjectivity associate with
management's impairment estimation, complex manual calculations of
impairment underpinned my basis for considering it as a Key Audit Matter.

* | evaluated the design, implementation and operating effectiveness of key
internal controls over estimation of impairment for Loans & receivables,
which included assessing the level of oversight, review and approval of
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impairment policies by the Board Audit Committee and management.
As at 31 December 2019, 75% of total assets of the Group consisted of Loans
& receivables at amortised cost amounting to LKR 28,974 Million (Note 23) e« | evaluated the effectiveness of the Company's process around
net ofimpairmentallowance of LKR 2,856 Million (Note 23). modifications to terms after initial granting, focusing on identification of
rescheduled and restructured credit facilities.
Significant estimates and assumptions used by the management in such
calculations, their sensitivities and basis for allowance for impairment are e | test-checked the underlying calculations and data used in such
disclosedin Note 3.5.12 &. Note 50.2. calculations.

In addition to the above, following focused procedures were performed:

For those individually assessed forimpairment:

- | assessed the main criteria used by the management for determining
whether animpairment event had occurred.

- where impairment indicators existed, | assessed the reasonableness of
management's estimated future recoveries including the expected future
cash flows and discount rates. | also compared the actual recoveries against
previously estimated amounts of future recoveries.

Forthose collectively assessed forimpairment:

- | tested the completeness of the underlying information used in the
impairment calculations by agreeing details to the source documents and
informationin IT systems.

- | also considered reasonableness of macroeconomic and other factors
used by management in their judgmental overlays, by comparing them with
relevant publicly available data and information sources.

* | assessed the adequacy of the related financial statement disclosures as
setoutinNote 3.5.12.50.2and 23.
Deferred Tax Asset of Subsidiary My proceduresincluded the following;
* Assessing the reasonableness of the estimates and judgements made by,
As detailed in Note 16.4.1 and Note 38.2 to the financial statements, the the management on the assessments of the recover ability of the Deferred
brought forward tax losses of the Merchant Bank of Sri Lanka Insurance TaxAsset by comparingindustry data where applicable.
Company Ltd (MBSLI), as of 31 December 2019 amounted to Rs. 1,804
Million. Deferred tax asset of the Group includes Rs. 264 Million recognized + Assessing the business plans used and thus the likelihood that taxable
based on such tax losses. profits would be available to utilise the tax losses in the future.

Management has exercised critical judgments and estimates described in | independently assessed the future cash flows prepared by management
Note 38.2 and Note 16.4, in estimating the Deferred Tax Asset as of the and used my professional judgement corroborated with external

reporting date. information sources to make appropriate adjustments to the cash flows.

Due to the significant assumptions and judgements involved, recognition e Assessing the adequacy of disclosures stated in Note 38 and Note 16.4.
and measurement of deferred tax asset relating to subsidiary is considered

to be a key audit matter.

1.5 Other Information included in the 2019 Annual Report

Other information consists of the information included in the Annual Report, other than the financial statements and my auditor's report thereon.
Management is responsible for other information.

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

In connection with my audit of the financial statements, my responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or my knowledge obtained in the audit or otherwise appears to be materially misstated.
If based on the work | have performed, | conclude that there is a material misstatement of this other information, | am required to report that fact. | have

nothing toreportin this regard.

1.6 Responsibilities of the

and Those Charged with Governance

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

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

Those charged with governance are responsible for overseeing the Company's and the Group's financial reporting process.

As per Section 16(1) of the National Audit Act No. 19 of 2018, the Company is required to maintain proper books and records of all its income, expenditure,
assetsand liabilities, to enable annual and periodic financial statements to be prepared of the Company.

1.7 Auditor's Responsibilities for the Audit of the Financial Statements

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

As part of an audit in accordance with Sri Lanka Auditing Standards, | exercise professional judgment and maintain professional scepticism throughout the
audit. | also:

« |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

* Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the internal control of the Company and the Group.

* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by the
management.

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

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

* Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group to express an
opinion on the consolidated financial statements. | am responsible for the direction, supervision and performance of the group audit. | remain solely
responsible for my audit opinion.

| communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficienciesin internal control that I identify during the audit.

From the matters communicated with those charged with governance, | determine those matters that were of most significance in the audit of the financial
statements of the current period and are therefore the key audit matters. | describe these matters in my auditor's report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, | determine that a matter should not be communicated in my report because
the adverse consequences of doing so would reasonably be expected to outweigh the publicinterest benefits of such communication.

2.Reporton Other Legal and Regulatory Requirements
National Audit Act, No. 19 of 2018 and Companies Act No. 7 of 2007 include specific provisions for following requirements.

| have obtained all the information and explanation that required for the audit and as far as appears from my examination, proper accounting records have
been kept by the Company as per the requirement of the section 163 (2) (d) of the Companies Act, No. 7 of 2007 and the section 12 (a) of National Audit Act,
No.190f2018.

* The financial statements of the Company comply with the requirement of the section 151 of the Companies Act, No. 07 of 2007.

* The financial statements presented is consistent with the preceding year as per the requirement of the section 6 (1) (d) (iii) of the National Audit Act, No.
190f2018.

* The financial statements presented includes all the recommendations made by me in the previous year as per the requirement of the section 6 (1) (d) (iv)
of the National Audit Act, No. 19 of 2018.

Based on the procedures performed and evidence obtained were limited to matters that are material, nothing has come to my attention;
* tostate that any member of the governing body of the Company has any direct or indirect interest in any contract entered into by the Company which are
out of the normal cause of business as per the requirement of section 12 (d) of the National Audit Act, No. 19 of 2018.

 to state that the Company has not complies with any applicable written law, general and special directions issued by the governing body of the Company
as per the requirement of the section 12 (F) of the National Audit Act, No. 19 of 2018 except for non-compliances that are material are given below,

Reference to Law/ Direction Description

Direction No. 03 of 2018 issued by the Central Bank of SriLanka
(Risk Weighted Average Capital Adequacy Requirements)

Non-compliance with the Risk Weighted Capital Adequacy, Ratios as
disclosed in Note 51.1 of the financial statements.

* to state that the Company has not performed according to its powers, functions and duties as per the requirement of the section 12 (g) of the National
AuditAct, No. 19 0f 2018.

* to state that the resources of the Company had not been procured and utilized economically, efficiently and effectively within the time frames and in
compliance with the applicable laws as per the requirement of the section 12 (h) of the National Audit Act, No. 19 of 2018.

W.P.C.Wickramaratne i\\éd%j

Auditor General TS
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