A brief biography of each of the Directors is provided below.,

MR. SUNIL WIJESINHA
No. 146/8 Havelock Road, Colombo 5

Mr. Wijesinha is a Chartered Engineer, a Chartered Management Accountant, FCMA (UK) and
holds an MBA,

Mr. Wijesinha's experience in the financial services sector includes having been on the board of
directors of: Sampath Bank PLC (as Deputy Chairman), Merchant Bank of Sri Lanka PLC
{as Managing Director), Employees’ Trust Fund Board (as Chairman), Merchant Credit of
Sri Lanka (as Chairman), Lanka Securities (Pvt) Ltd, DNH Financial (Pvt) Ltd, Colombo Stock
Exchange, DFCC Vardhana Bank PLC and Siyapatha Finance Ltd where he currently serves as
the Deputy Chairman.

MR. ASHOK PATHIRAGE
No. 65/13, Kumaragewatta Road, Wickramasinghe Mawatha, Pelmwoatte, Battaramulla

Mr. Pathirage co-founded Softlogic in 1991 and has served the Softlogic Group as the Managing
Director from its inception. He was appointed as the Chairman of the Softlogic Group in 2000.

Mr. Pathirage is the Managing Director of Asiri Hospital Holdings PLC and is the Chairman of
other hospitals in the group. He is also the Chairman of Softlogic Capital PLC, Asian Alliance
Insurance FLC and Softlogic Finance PLC besides being the Chairman of many other group
companies that operate in leisure, retail, automobile and ICT sectors.

Mr. Pathirage also serves as the Chairman of NDB Capital Holdings PLC.

Mr. Pathirage started his career at a leading blue chip company in Sri Lanka and has over 25
years of experience in senior managerial capacity in the Information Technology industry and
in the business world.

ME. RAJENDRA THEAGARAJAH
No. 5, Sukhasian Gardens, Colombo 7

Mr. Rajendra Theagarajah has joined NDB Group from one of the largest private sector banks in
Sri Lanka where he was the CEO for the last nine years. Prior to being appointed as the Chief
Executive Officer at the said bank, Mr. Theagarajah had been a member of the Corporate
Management Team of that bank for nearly eight years.

Mr. Theagarajah counts over 29 years of experience in banking, including overseas experience,
in banking. He had been with Chase Manhattan Bank (now known as [P Morgan Chase) in
London and had served in the European, Middle Eastern and African regions.

Mr. Theagarajah is a Fellow Member of the Institute of Chartered Accountants (ICA) of
Sri Lanka and the Chartered Institute of Management Accountants (CIMA), United Kingdom.
He also holds an MBA from the Cranfield School of Management, United Kingdom.
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Mr. Theagarajah’s contribution and expertise has also been extended through many
professional bodies, He was a past Chairman of Sri Lanka Banks’ Association (Guarantee)
Limited, Chairman of Asian Banks Association and a former director of the Colombo Stock
Exchange. He was the first Sri Lankan to assume Chairmanship of the Asian Banks’ Association
from 01* November 2010 for a two year tenure,

Mr. Theagarajah is also a member of the Sri Lanka Accounting and Auditing Standards
Monitoring Board, Committee Member of Ceylon Chamber of Commerce, Vice Chairman of the
Chartered Institute of Management Accountants (UK) Sri Lanka Governing Board, member of
the Sri Lanka Auditing Quality Assurance Board and Council Member of the Sri Lanka Institute
of Directors. He is also Sri Lanka’s representative in the CIMA UK's Global Council. He is also a
non-executive director of Carson Cumberbatch PLC and several companies in the NDB Group.

ME. TREVINE JAYASEKARA
No. 82B, Ward Place, Colombo 07

Mr, Jayasekara is the Group Finance Director of Brandix Lanka Ltd and is responsible for the
overall finance function of the Brandix Group, as well as its related support functions.
Mr, Jayasekara brings with him a wealth of experience in international banking and finance,
having worked at Arab Bank Ltd in Bahrain, Deutsche Bank, Colombo and Aitken Spence PLC.
He is a Fellow Member of the Institute of Chartered Accountants of Sri Lanka and an Associate
Member of the Chartered Institute of Management Accountants, UK. He is a non-executive
director of Lanka Ventures PLC.

MR. SARATH WIKRAMANAYAKE
No. 8, Swarna Place, Nawala

Mr. Wikramanayake is a Chartered Accountant. He has worked with the Bank of Butterfield, a
Bermuda-based international bank for 19 years, where he reached the position of Executive
Vice-President. Since returning to Sri Lanka, he has been the Chief Executive Officer of Union
Assurance PLC and the President of the Insurance Association of Sri Lanka in 2002. He is
currently engaged in providing consultancy services to the Financial Services and ICT
Industries. In addition to his role as a Director of National Development Bank PLC,
Mr. Wikramanayake is also a director to several other companies including NDB Capital
Holdings PLC, Orient Finance PLC, NDB Investment Bank Ltd and NDB Wealth Management
Ltd.

MRS. KIMARLI FERNANDO
No. 142, Ward Place, Colombo 7

Mrs. Fernando is an Attorney-at-Law, and also a Barrister-at-Law, Lincoln’s Inn, UK. She holds
LLB. (Hons.), from London School of Economics and Political Science, London, UK and
successfully completed the Postgraduate Certificate Course in Human Resources Management
at the Postgraduate Institute of Management (PIM), Sri Lanka.

Counting over 21 years of experience in the banking industry in Sri Lanka and Germany,
Mrs. Fernando was seconded to Deutsche Bank, Frankfurt and thereafter worked at Standard
Chartered Bank.
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Mrs. Fernando joined Pan Asia Banking Corporation PLC as a director in March 2008 and
functioned as the Chief Executive Officer of that bank until 2009 when she was also a director of
Lanka Clear (Pvt) Ltd, Director and management committee member of Waters Edge and a
member of 5ri Lanka Bankers’ Assoclation, Currently, whilst serving as a Director of National
Development Bank PLC, she also serves as a director of LB Finance PLC, Vallibel One PLC and
Lewis Brown & Co. (Pvt) Ltd.

MR. ANURA SIRIWARDENA
No. 156/14, Makola Road, Kiribathgoda

Mr. Siriwardena holds a B.Sc. in Biological Sciences from University of Kelaniya and an MBA
from the Postgraduate Institute of Management (PIM) of the University of
Sri Jayewardenepura, Sri Lanka. He is a Member of numerous professional bodies, including
the Sri Lanka Institute of Marketing, the 5ri Lanka Institute of Biology and the Sri Lanka
Association for the Advancement of Sciences,

Mr. Siriwardena was the past Chairman and Chief Executive Officer of the Independent
Television Network Ltd, Secretary to the Ministry of Coorperatives and Internal Trade and
Secretary to the Ministry of Coconut Development and Janatha Estate Development. He
currently functions as the Secretary - Industry and Commerce of the Ministry of Industry and
Commerce of the Government of Sri Lanka. Mr. Sirilwardena is a Platinum Honour Awardee of
the Postgraduate Institute of Management Alumni Association for his outstanding performance
in the field of Management.

MS. CHANDRA EKANAYAKE
No. B 10, Ocean Blue Apartments, No 37, Sri Sumangala Mawatha, Ratmalana

Ms. Ekanayake is a nominee of the Ministry of Finance and Planning. She has been a member of
the Sri Lanka Administrative Service since 1984. Presently, she is the Director General of the
Department of National Budget of the Ministry of Finance and Flanning. Previously, she has
held senior positions in the Treasury as Director = Economic Affairs, Controller of Insurance,
Additional Director General - Department of External Resources and DHrector General -
Department of Trade, Tariff and Investment Policy over a span of approximately 25 years
service. Ms. Ekanayake holds a Science Special Degree from the University of Kelaniya, an
MBA from the Postgraduate Institute of Management (PIM), Sri Lanka and a Diploma in the
fields of Development Planning Techniques, International Relations and Economic

Development.

MNational Development Bank PLC - Debenture lssue - 2013 | 45



MR. SUJEEWA RAJAPAKSE
No. 9/31C, Perera Mawatha, Divulpitiya, Boralesgamuwa

Mr. Rajapakse is the Managing Partner of BDO Partners, a firm of Chartered Accountants and
counts over 28 years of experience with that firm. He is a Pellow of the Institute of Chartered
Accountants of Sri Lanka and holds a Master's in Business Administration from the
Postgraduate Institute of Management (PIM) of the University of Sri Jayawardenapura,

Mr. Rajapakse serves as the President of the Institute of Chartered Accountants of Sri Lanka
(ICASL) and is a Technical Advisor of the South Asian Federation of Accountants and the
Confederation of Asia Pacific Accountants.

Mr. Rajapakse is currently serving as a non-executive independent director at Asian Alliance
PLC and also a board member at the National Institute of Business Management (NIBM),
Postgraduate Institute of Management (PIM), Securities Exchange Commission (SEC) and the
Sri Lanka Accounting and Auditing Monitoring Board (SLAAMB) as an ex-officio nominated
by ICASL. He is also serving as a Commitlee Member of the Monetary Pelicy Consultative
Committee of the Central Bank of Sri Lanka.

Mr. Rajapakse has held numerous honorary positions over the years and has functioned as a
board member of First Capital Group and the Treasurer of Sri Lanka Cricket.

MRS. INDRANI SUGATHADASA
C 77, Gregory’s Avenue (Hector Kobbekaduwa Mawatha), Colombo 7

Mrs. Sugathadasa is a senior public servant who joined the Sri Lanka Administrative Service in
1977 and reached up to the highest level in the administrative hierarchy.

Among other senior positions she held, she served as the Permanent Secretary to the Ministry
of Child Development and Women's Affairs and Ministry of Plantation Industries. After
retiring from mainstream public service, she was appointed as Chairperson of the Securities
and Exchange Commission of Sri Lanka (SEC) and the Insurance Board of Sri Lanka (IBSL).
Currently, she is serving only as the Chairperson of the Insurance Board of Sri Lanka.

Mrs. Sugathadasa, a product of Musaeus College, Colombo holds a Bachelor of Social Sciences
degree from the University of Colombo and Masters Degree (MPA/MBA) from Monash
University, Australia.

Mrs. Sugathadasa also has been awarded the prestigious Hubert H. Humphrey Fellowship
(Fulbright) by the United States Government in 1990 and was attached to Hunter College, City

University of New York during the one year Fellowship period.

Mrs. Sugathadasa has won several prizes and awards for her skills in different areas including a
Gold Medal from an all Island oratorical competition.

In addition, Mrs. Sugathadasa has participated in various conferences and consultancies both
locally and internationally.
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82 DIRECTORS' STATEMENT

No Director or a person nominated to become a Director of the Bank is or was involved in any
of the following events;

® A petition under any bankruptcy laws filed against such person or any partnership in
which he was a partner or any corporation of which he was an executive officer; and

* Conviction for fraud, misappropriation or breach of trust or any other similar offence which
the CSE considers a disqualification.

83 DIRECTORS' INTEREST IN SHARES OF THE BANK

The Directors of NDB held the following shares in the Bank as at 31 October 2013,

Name of the Director Number of Shares (No.)
Mr. Sunil Wijesinha 880
Mr. Ashok Pathirage 2,970,000
Mr. Rajendra Theagarajah 126

Mr, Trevine Jayasekara -
Mr, Sarath Wikramanayake -
Mrs. Kimarli Fernando -
Mr. Anura Siriwardena -
Ms, Chandra Ekanayake -
Mr, Sujeewa Rajapakse .
Mrs, Indrani Sugathadasa =

Note:

Mr. Hemaka Amarasuriya who was the Chairman of the Bank held 28,150 shares of NDB as at
31* October 2013. He retired from the directorate with effect from 30" November 2013, in
terms of Rule No. 3(3) (i) of Direction No. 11 of 2007 issued under the Banking Act No. 30 of
1988,

84 DIRECTORS’ INTEREST IN ASSETS

The Directors of NDB hold no interest in acquisition, disposal, or lease of any asset of NDB

during the past two ([2) years preceding the Issue and have not proposed to acquire, dispose or
lease any asset of NDB, during the two (02) years succeeding the Issue.
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85 DIRECTORS' INTEREST IN CONTRACTS OR ARRANGEMENTS AND RELATED
FARTY TRANSACTIONS

There are no contracts or arrangements in force in which a Director of NDB is materiaily
interested in relation to the business of the Bank other than the details pertaining to related
party transactions which are disclosed under Note 37 of the audited financial statements for the
year ended 31% December 2012 of NDB presented in Section 11.2 of this Prospectus.

86 DIRECTORS' EMOLUMENTS

The aggregate emoluments including bonus and/or profit sharing payments made to the
Directors for the financial year ended 31% December 2012 was LKR 45.7 Million.

The aggregate emoluments including bonus and/or profit sharing payments payable to the
Directors for the financial year ending 31% December 2013 is estimated at LKR 63.9 Million.
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9.0

CORPORATE MANAGEMENT

9.1

CHIEF EXECUTIVE OFFICER/MANAGING DIRECTOR

Mr. Rajendra Theagarajah

Please find details of Mr. Rajendra Theagarajah under Section 8.1 of this Prospectus.

The Chief Executive Officer/Managing Director or a person nominated to become the Chief
Executive Officer/Managing Director of the Bank is or was not involved in the following
events;

* A petiion under any bankruptcy laws filed against such person or any partnership in
which he was a partner or any corporation of which he was an executive officer; and

*  Conviction for fraud, misappropriation or breach of trust or any other similar offence which
the CSE considers a disqualification.
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The Key Management team of the Bank is as follows.

PROFILES OF THE KEY MANAGEMENT

— — = Bank
Mr. Rajendra Chief Fellow of the Chartered MD/CEQ - Hatton Mational Bank FLC 3 months
Theagarajah Expcutive Institute of Management 2004 to 2013
Officer Accountants, UK
AGM/DGM - Hatton National Bank PLC
Fellow of Institute of 1907 ko X004
Chartered Acooumntians
5ri Lanka DGM - Banque Indosuez, Colombo
1992 to 1
Masher of Businces .
Administration, Cranfield ¥
i o Tomciogr, | AVEL VP ~Chuee Manboten Burk
ok 1984 10 1991
Fellow of the Institube of
Bankers So Lanka
Mz, Indrajit Chief Master's Degree in Betire NDB, he held the position | 14 Years,
Wickramasinghe | Operating Bueiness Administration of Head of Marketing st Reckitt & Colman | 4 months
Officer - from the University of S of Ceylon Lid. He has over 20 years
Business Jayawardenepura experionce in Fast-Moving  Consumer
Coods and Financlal Service Sectars
Postgraduate [Mploma
from the Chartensd
Institute of Marketing
(CIM), UK
Chariered Marketer and a
Fellow of the Chartered
Iretitute of Marketing, UK
Mr, Faizan Chiel Fellow of the Chartered Before joining NDB, he worked at Seylan | 2 Years
Ozman Financial Irstitute of Manapement Bank PLC as fts Chief Risk Officer and
Officer Arcountants - UK was the Chisf Finencisl Officer ot
Standard Chartered Bank of S Lanka.
Cotifiod Fublfe: Prior to that he was a Financial Analyst,
Accountant and Certified | poors) Credit Administrator, Resident
Management Accountant | vioo Progident at CIT] Bank NA, UAE,
from Australia Oman and Bahrain
Bachalor of Business and
Comumerce from the
University of Sri
Jaywwardenapura
Mir. Mancius Vice iﬂﬂﬁ!}ﬂwﬂnﬂ Deputy General Manager (DGM) - | 1 month
Paiva President - from the University of and Compliance Hatton
Administration Peradeniya National Bank FLC
& 1981 to 2013
Sexvices
Mr. Vice iad‘uhﬂﬁwum His 30 years experience in banking covers | 15 Years,
Buwanekabahu | President - Pinancial Services from the | corporate banking project finence and | 1 month
Perera Corporate Undwversity of Manchester international trade. Before joining WDB in
Banking B 1998, he worked at Bangoe Indosues,
Postgraduate Diplomain | gtk Bank PLC and Deutsche Bank.
"1“'"“':“! s Mr. Perema is a pas! President of the
SRR o Assoclation of Professional Bankers,
Jayawarderepira.
Associats member of the
Chartered Institute of
Bankess, UK
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Nime Designation Fducationalf Professinnal Mhﬁl“-ﬂm Service
. Raj Vice Master's Degree in He counts over 29 years of local and | B Years, 1
Aboobucker President - Leadership and foreign  banking experience. Prior to | month
Transactinnsl ity froam joining NDB in 2005, he was Viee-
& University of Cumbria, UK | President and Head of Commescial
Institutional Banking Group at Citibank in Colombe.
Banking
bs. Mirmala Vice Associate member of the She counts over X years of banking | 24 Years,
Rayen President - Institute of Bankers, experience. Prior to joining NDB, she | 4 months
Group Risk | 5ri Lanka worked at ABN AMROD Bank NV, ABN
Management Bank N.V. and Citlbank N.A.
Mr. Sujeewa Vice Master's Degree in Before joining NTYB, he worked at PanAsla | 7 Years, 7
Dissanayake President - Business Administration Banking Corporation PLC and Union | months
Information | from the University of Bank of Colombo FLC as Head of IT. He
Techrology Lincaln, UK came to banking from the [EM World
Trade whene he was an [T
Chartered Member of the | oot for the Finance Industry, He has
British Computer Society over 24 years experience in [T, 18 of which
were scquired in the banking sector. He is
the immediste past Chairman of British
Comnputer Society Sri Lanks Section.
. Niman Vice BiSc From the University | He joined the NDB Group Treasury in | 12 Yeam,
Mahawatte FPresident - of Colombo 2001, prior to which he worked at | 1 month
Treasury Deutsche Bank and Commercial Bank of
Asspciate Member of the Cieylon PLC. He has to his credit over 21
Chartered Institute of years of banking experience.
Accouniants
(CIMA), UK.
ACI Dealing cortificate
from the Financial
Marketing Association -
Paris
Ms. [shani Viee Masters Degree in Bupiness | She counts over 18 vears of experience in | 18 Years,
Serawrera President - Administration from the all greax of HR management and | 7 months
Hurman University of Wales development. She Joined NDB s a
Resources Management Trafnee,
B.Sc in Economics and
froum the
University of Landon.
Mr. Dhanan Vice Attorney-at-Law Before joming NDB in 1998, he worked at | 15 Years,
Senathirajah President - the Maharaja Organization and Reckitt & | 4 months
Finance & ]Fﬂnwufdhw Colman of Ceylon Lid. He eounts 24 Years
Flanning Management experience in finance and scoounting.
| _ Accountants, UK _ _
Ms. Ruwani De Ansistant Amociate Member of the Prior to joining NDB, she worked at Emst | 18 Years,
Sifva Vice Chartened Institute of & Young and ABN AMRO Bank and | 2 months
President - Management Accountants, | counts over 18 years’ experience at NDB
Indermal UK
At ” of
Instituts of Chartersd
Accountant, Sl Lanka
Ms. Melody Assistant Attorney-at-low (Honours) | She joined NDB in 1991 and had a brief | 17 years
Wickrnmnanayake | Vier of the Supreme Court of stint in Dulmi during 2008 to 2000 after | 1 month
President- | Sri Lanka which period she rejoined the Bank. She | (1% stint)
Legal was also the Secretary of NDB
Notary Public Bank Limited 3 years
Qualified Company {204 stind)
Secretary
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Mis. Delrena Asnsistant Attorney-At-Law from the | Independent Mewspapers Lid
Seneviratne Vice 5ri Lanka Law College Fegistrar - International Chamber of

il

President - Commerce and 5ri Lanka National
Metwark Solicitors Final (UK) Arbitration Centre
Management

Postgraduate Diploma in

Commercial Law

53 EMOLUMENTS OF THE KEY MANAGEMENT

The aggregate emoluments including bonus and /or profit sharing payments made to the Key
Management for the financial year ended 31* December 2012 was LKR 143.7 Million.

The aggregate emoluments including bonus and/or profit sharing payments payable to the Key
Management for the financial year ending 31% December 2013 is estimated at LKR 168.1 Million.
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100 STATUTORY DECLARATIONS
101 STATUTORY DECLARATION BY THE DIRECTORS

We, the undersigned who are named herein as Directors of Mational Development Bank PLC
hereby declare and confirm that we have read the provisions of CSE Listing Rules and of the
Companies Act No. 7 of 2007 and any amendments thereto relating to the issue of the

Prospectus and those provisions have been complied with.

"This Prospectus has been seen and approved by the directors of National Development Bank
PLC and they collectively and individually accept full responsibility for the accuracy of the
information given and confirm that provisions of the CSE Listing Rules and of the Companies
Act No. 07 of 2007 and any amendments to it from time to time have been complied with and
after making all reasonable enquiries and to the best of their knowledge and belief, there are no
other facts the omission of which would make any statement herein misleading or inaccurate.
Where representations regarding the future performance of the Entity have been given in the
Prospectus, such representations have been made after due and careful enguiry of the
information available lo the Entity and making assumptions that are considered to be
reasonable at the present point in time in the best judgement of the directors.”

Name of Directors Designation Date Place | Signature
Mr. Anura Siriwardena Director 02/12/2013 | Colombo Sgd.
Mr. Ashok Pathirage Director 02/12/2013 | Colombo | Sgd.
Ms, Chandra Ekanayake Director 02/12/2013 | Colombo | Sgd.
Mrs. Indrani Sugathadasa | Director 02/12/2013 | Colombo | Sgd.
Mrs. Kimarli Fernando Director 02/12/2013 | Colombo | Sgd.
Mr. Rajendra Theagarajah | Chief Executive Officer | 02/12/2013 | Colombo | Sgd.
M. Sujeewa Rajapakse Director 02/12/2013 | Colombo | Sgd.
Mr. Sunil Wijesinha Director 02/12/2013 | Colombo | Sgd.
Mr. Sarath Wikramanayake Director 02/12/2013 | Colombo Sgd
Mr. Trevine Jayasekara Director 02/12/2013 | Colombo | Sgd.
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10.2 STATUTORY DECLARATION BY FINANCIAL ADVISORS AND MANAGERS TO THE
ISSUE

We, NDB Investment Bank Limited, of No. 40, Navam Mawatha, Colombo 02 being the
Financial Advisors and Managers to the Issue of the National Development Bank PLC, hereby
declare and confirm that to the best of our knowledge and belief based on the information
provided to us by the National Development Bank PLC, the Prospectus constitutes full and true
disclosure of all material facts about the Issue and the National Development Bank PLC.

The Common 5eal of NDB Investment Bank Limited affixed on the 29 day of November 2013
at Colombeo in the presence of two Directors,

Sgd. Sgd.
Director Director

103 STATUTORY DECLARATION BY THE BANK

An application has been made to the Colombo Stock Exchange for permission to deal in and for
a listing for Debentures issued by the National Development Bank PLC and those Debentures
which are the subject of this lssue,

Such permission will be granted when Debentures are listed on the Colombo Stock Exchange.
The Colombo Stock Exchange assumes no responsibility for the correctness of any of the
statements made or opinions expressed or reports included in this Prospectus. Listing on the
Colombo Stock Exchange is not to be taken as an indication of the merits of the National
Development Bank PLC or of the Debentures issued.

The Commaon Seal of the National Development Bank PLC affixed on the 02 day of December
213 at Colombo in the presence of two Directors.
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11.0 FINANCIAL INFORMATION

111 ACCOUNTANT'S REPORT AND FIVE YEAR SUMMARY OF FINANCIAL STATEMENTS
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The Baard of Directors Z6 November 2013

Matiomsl Develogment Bank PLC
o, 40, Kawam Mawatha
Colpmbe 02,

ACCOUNTANTS REPORT FOR INCLUSION IN THE PROSPECTUS OF NATIONAL DEVELOPMENT
BANK PLC

Dear Sifs
Introduction

This repart hes been prepared lor the inciusion in the Prospectus ssued in connection with the issuance
of 50,000,000 Listed, “A+ (k) rated, Unsecured, Subordinated, Redegmatie Debantures and with an
option toissue up o @ turthed amount of 30,000,000 debntures with a further option to increase ihe
Issue up to 20,000,000 gebentures totaling up to a maximum of 100,000,000 o & par value ol
Rs.100/-

We have examined (he financial statements of National Development Bank PLE (the “Bank”) and (he
consolidated Tinancial stotements of the Bank and ibs subsidiaries ("Group™ lor e years ended 31
December 2008 Lo 31 December 2012, included n tha prospecius and feport as fallows.

1. Incorporation

The Bank was incofporated tn Sri Lanka on 15 June 2005 a5 a publlc limited Hability company under the
Mational Development Bank of Srl Lanka Act no | of 2005, The Bank was re-reglstered  pursuant o the
provislons of companies act no 7 of 2007. The shares ol the Bank kave 3 primary listing on the Colambo
Slock Exchange.

The Registersd Office of the Bank ks localed al Mo 40, Mawam Mawaths, Colambo 02, The principal
activilies of the Bank involve prowviding linanclal services encompassing personal, commercial,
investment and private banking, trade services, leasing, lactoring, pawning, (roasury and capital markot
SErvices,

2. Financlal Information
2.1 Five Year Summary of Audited Finantial Stalements

A summary of Statements of Comprehensive Incoms/ Income Statemonts, Statements ol Financial
Position/ Balance Sheats. Statements ol Changes In Equity and Cash Flow Statements of Mational
Development Bank PLC and its subsidiaries for the financial years ended 31 December 2008 fo 31
December 2012, bated on lhe audited financial skatements are sol oul in Sectlon 111 ol ihe
Prospecius,

2.2 Audited Financlal Staterments for the year ended 31 December 2012

Our audil repart on the Financial Statements o the yoar énded 31 Decambaer 2012 together wilh such
financial statemerts comprising Statement of Financhal Position, Income Statement, Statement of
Comprahensive |ncome, Statement of Chanoes in Eguity and Cash Flow Stalement along with the
atcounting policies and noltes therson s glven in section 11.2 of the Prospectus.
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2.3 Audil Reports

We have audited the financial statements of the Bank and the consolidated financial statements of the
Bank and Its subsidiaries for the years ended 31 December 2008 Lo 31 December 2012. Ungualifled
audil opinfons have been issued lor the <aid financial vears by our reporls dated 18 February 2009, 15
February 2010,18 February 2011, 24 February 2012 and 13 February 2013 respectivaly.

2.4 Accounting Policies

The financial statemenis of the Bank for the years ended 31 December 2008 to 31 December 2012
comply with 5ri Lanka Accounting Standards and the accounting policies of the Bank are staled in the
audited financial statements of National Development Bank PLC for the year ended 31 December 2012,

First-time adoption of Sri Lanka Accounting Standards (“SLFRS/LKAS")

For all periods up to and including the year ended 31 December 2011, (he Bank has prepared its
financial statements In accordance with previous Sri Lanka Accounting Standards (SLASs). The Financial
statements, for the year ended 31 December 2012 are the first Bank has prepared In accordance with
revised Sri Lanka Accounting Slandards comprising SLFRS and LKAS effective for the period beginning
on or after 1 January 2012, There were no other material changes in accounting policies of the Bank.

2.5 Dividends

The Bank has declared and paid dividends in respect of Ordinary Shares for the years ended 31
December 2008 to 31 December 2012 in the following manner,

Year Dividend Pald  Dividend per Share

{Rs.000) (Rs.]
2008 552,524 6.75
2009 654,843 8.00
2010 697,858 B.50
2011 1,231,514 7.50
2012 2,463.029 15.00

2.6 Events after Reporting Date

The Bank has paid a dividend of Rs. 15/- per share amounting to Rs. 2,463,028,530/- for the financial
year 2012 and an interim dividend of Rs. 5/ per share amounting to R5.821, 009,510/ for the financial
year 2013.

Other than the above there were no events after the reporting date which required adjustments te or
disclosures in financial statements.

Yours faithiully

Chery/
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Statement of Financial Position

BANK GROUP
as at 31 Decembar 2 i1 2012 2011
Rs 000 Rz ‘000 Rs ‘000 Rs "000
Cash and Cash aguivalents 3,480,395 2,395,152 3,634,983 2,518,830
Balances with Central Bank 6,074,752 4,614,170 B,074,792 4614100
: with banks 3,559,354 517,833 3,558,354 517,833
securities purchased under rasale agreements 3,324 B6R 911,709 3,324 868 911,709
Financlal Assets held for trading 982,967 7,106,148 982,967 7,106,148
Derrivative Financial Instruments 1,706,372 1,402,305 1,706,372 1,402,305
- Financlal Assets held for trading - 33,77 10,411,658 2,086,525
Loans and advances to banks 1,183,343 1,640,462 1,183,343 1,640,462
Loans and advances to customers 109,602,523 93,094,783 109,649,198 93,166,027
ease rentals receivables 6,389,837 4,649,610 6,389,836 4,649,610
Other Financial Assets classified as boans and recelvable 3,121,163 1,355,099 3,764,025 2,563,186
Financial Assets - Held Lo Maturity 18,257,271 15,566,200 19,223,228 15,666,201
nancial Assets - Available for sale 66,714 BB, 648 173,541 186,475
mvestmants in subsidiary companies 2,641,178 1,770,540 . -
Investments in associate companies 18,525 286,898 33,30 1,796,685
Other assets 536,486 TH2,001 1,154,688 962,764
ritangible assets T3 Z78.633 318,723 318,347
progerty, ptant & equipment B56,195 B28,754 1,222,500 1,185,259
Investment Property - - 1,295,693 1,295,693
otal assets 163,474,296 138,427, 718 174,103,071 142 588,249
o Banks 2,319 984 5,923,527 2319984 5,923,527
ecurities sold under repurchase agreements 12,515,861 11,360,101 12,515,861 10,132,841
Derrivative Financial Instruments 1,736,838 1,022,462 1,736,838 1,022,463
Due to Customers 107,600,583 82,054,320 107,393,865 82,004,320
Debt Securities issued and other borrowed funds 17,841,963 19,466,302 17,802,038 19,456,303
ax liabilities 656,211 304,662 633,838 355,976
Other fabilities 3,525,882 3,106,320 3,657,374 3,285,808
bordinated Term debts 1,254,600 2,428,012 2,754,699 2428012
prred Tax T9.874 41,875 72,119 41,112
otal liabilities 148,531,895 125,747,579 148,353,617 124,750,370
Equity attributable to equity holders of parent
Stated Capital 1,093,085 1,093,095 853,937 863,937
tatutory reserve fund HB7R.718 878,718 878,718 ETB, 718
nvestmant Fund 924,333 386,825 924,333 386,815
Retalned Earmings 12,045 255 10,316,500 22 215,054 14,795 649
14,942,402 12,675,139 14,883,044 15,925,129
an Controlling Interest - - 826,410 912,751
otal Equity 14,547,402 12,675,139 25,709,454 17,637,878
liabilities and Equity 163,474,296 138,422,718 174,103,071 142,588,249
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2008
s '000 Fa '000

2,191,431 5,597,964 & 250,009
3,077,406 2402173 1,632,908
7, 7R3 S&T 11385939 T,EI5. 083
wmaue| 16879061 5,254,810
1.884,200 1,662,183 3,063,914
368,650 22,40 54,967
. . 472132
3,266,461 2,539,802 2,247,226
samaea | 49679330 50,431,285
23126999 1,863,363 1,910,423

L.T0, 540 2, T4 SR8 -
452,460 457,460 1,661 768
625,256 E36,881 925,401

208,720 17,38 =
B50,43% £11,201 TAO,629

= m a
- 1,200,000
e T Y SRR e
50360660 | 49,947,589 31,091,397
16937822 AT 3E 880 28,452,302
1wz | 10801350 10,560,405
3,784,733 3,899 29 3,364,127
313570 523,150 343853
55,256 . 7873
50, 798 344,158 45 ARG
93431927 5752036 _—
L93,09% 1,082,951 L032931
R7RT18 B18,554 B1R554
8,638177 5,243,199 10,810,519
1L606.990 | 11094624 12,662,004
: : 58,417
11,606,990 131,004 624 13,230,422
104,738,917 96,847,460 B3 750244
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BANK GROUP
the year ended 31 Decamber 2012 i1 012 011
Rs ‘D00 Rs ‘000 Rs "D00 s 000
Interest Income 16,983,637 11,387,683 17,143 866 11,654,594
Interast Expenses 11,309,774 5,826,023 11,254,042 6745376
INTEREST INCOME 5,673,863 4,561,660 5,895,824 4,509,218
MNet Fee and commision Incoms 1,133,603 1,150,401 1,643,583 1,916,230
MNet trading income,/{Expenses) 1,010,276 568,196 1,272,496 448,396
operating income 997474 427,488 6,126,547 47,784
operating incoms 2.815215 5,707,746 14,938,450 7,921,629
Impairment charges/[{Reversal) for loans and other losses 106,111 67,789 51378 (58,492}
MNet operating income B,709,104 6,639,957 14,887,072 8,010,121
LESS: OPERATING EXPENSES
Personnal Expenses 2,172,740 1,838,184 2,333,325 2,117,613
Depreciation of Property Plant & Equipments 181,837 178,287 105,161 198,556
of Intangible Assets B2,783 48,328 95,786 51411
opefating costs 1,664,833 1,465,019 1,861,926 1,612,976
Total operating expenies 4,102,193 3,529,818 4,456,198 3,980,556
PROFT BEFORE VALUE ADDED TAX [VAT) 4,606,911 3,110,138 10,390,874 4,029,564
lue Added Tax{VAT] on Financial Services (622,286) {S04,560(| (6d2,287) (504,960}
RATING PROFIT AFTER VALUE ADDED TAM [VAT) 3,984,625 1,605,178 9,768,587 3,524,504
are of associzte companies' profit = = 438,720 330,793
PROFIT BEFORE TAXATION 3,984,625 1,605,178 10,207.307 3,855337
on (1ososs7n)l  (rra361)]  (1275367)] (1002517
PROFIT FOR THE YEAR 2,823,958 1,830,818 8,931,940 2,762,880
PROFAT ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT 2,923,958 1,830,818 B,853,822 15274713
Mon Controling interests - - 78,118 235408
2,923,558 1,830,818 8,931.540 2,762,830
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_ e . T —
|for th yaer ended 51 Detember fF 1ol Fericl 08 sl 005 T
B D00 T D00 L R D00 s D00 s 000
Jonoss meowe |_smosal eion) pomen| ssasel el e
inkeresd income 5.553,543 11233403 16,522,662 9848 46E 11,606, 877 10,850, 240
interest Eupenses 5,862,452 7,518,311 7367793 550550 7,373,588 7,073,998
|NET INTEREST INCOME 3,754,481 LT5013 3,154 670 4,163,563 4,333,189 3,787,348
Cther income 2,068,113 2,587 849 L5TOE2E 2, TES.O7S 2,550,547 1,887,843
[MET iNCOME 8,837,952 [N 4. T18 888 BT 58 6,798, 17% 5445 189
OPFERATING EXPENSES
Penonre costs LIN1ETH 1,190,232 1,070,054 2500,001 1,281,153 1129010
Stalf retirerment perefits 32,000 1,746 10015 A6 AF 18,678 1108
T e pae— 1.360,982 133,772 1,182 624 1 406,130 1,370,000 139717
Pravisian flar bad and doubthul delits and fall In value of securfties [arLseay 373,855 124,450 ﬂ.J’I,HT 373,855 115,707
OFERATING FROFTT AFTER PROVISIONS 3,353,088 402,318 L358,558 4,056 188 3,749,782 4545148
Share of asociate companies profit . ' = Tl rif ] 17403
FROFT BEFORE TAKATION EELLE 5,402,518 358 558 4551072 4375573 5,117,583
Tamation {1,020, 002 | (1,810,063} 183,794} [3.1'-'1'.9'“* (2,154,252} {1008, 383) |
PR IO TR THAR L 1836 Liw e 1176008 L Lr08.uem
FROFT ATTRIBUTABLE TO BGUITY HOLDERS OF THE PARENT 15w ATT 1,683 253 1,154, 762 2,102 508 1,084, TR 604, 0
ATNO RITY INTEREETS - - - TR AN | 36,508 108 §o%
isma| vemen | ioepe|  dvems| | imew)
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Katfenal Develapmant Bank PLC

Caah Flesw Btadaemmnt

Bank Grgup
|fer the ysar snded 31 Decambar iz = w2 2
Ra 000 Rs 000 Fs 090 LR
TEIT0NE
2 347 530
e B4R
3T
[T
T,
5BIE M
(172851
74,728,780
341, 73T
B
13,476 38
(588,
(BT, 11
(EE0T
Aceuilon of toml ooty Feorosl In & sussisary company 2
Gaoresmmant teasury Sils and bonds (2,084 0TSl
|Omoonal of subsicincisa/nesoon'nE e B5
Change In olhes investmants 192,500
Sacurflies 50ld under FecuUrCTESS BgEeTCls 1,106,387
and cum o Kfrom ) meimied companies =8
o ety & equipment Mmll
Fom snls of propsrty & scuipment 2911
canh umsd IR Mting setities
[CASH FLOWS FROM FINANCING ACTIVITIES
{Oacrmass) [oreass 1 DoMowngs 10,807 872 5,330, 10,619 508
] E.H (ETE.245] | i (E5L174]4
cash prowided by fussd Inj finencing actheities 10,028 437 9,418,331
INCREASE iN CASH
AND CASH EQUIVALENTS 5,587 388 2215126 5,818,280 1,057,993
AND CASH EQUIVALENTS
AT THE BEGINNING OF THE YEAR 7537155 EA12.026 7E50,843 5,552,A50
AND CABH EQUIVALENTE
AT THE EMD OF THE YEAR 13,114,540 7.537,155 13,368,133 1,650,843
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112 AUDITED FINANCIAL STATEMENTS FOR THE FINANCIAL YEAR ENDED 3157

DECEMBER 2012
emtmrden| ket Rrport 200 Sy [omsses Regmn 171 rdsseeden: Aadtory bepart 175 e itpemet T
Independent Auditors' Report
I . |||||||||||II I'l“ﬂ (1L ﬂﬁe Y Chartered Accountants
I Sentone e
’ R0, Box 101
I Calomba 10
S Lmnica
Tel o4 11 2463500

Fax Gen @ =94 11 2697069
Tax ;«54 11 5578180
eyl ey, com

INDEPENDENT ALUDITORS® REPOAT TO THE SHAREHOLDERS OF NATIONAL DEVELOPMENT BANK PLC

Report on the Financial Siatements

We have audited the acoompanying financial statements of Matioral Development Bank PLC ("Bank’). the consolidated linanclal
siaternents of the Bank and i subsidiaries, which comprise of the statements of Pnancial position as at 31 December 2011, and the
incorme satements and strternants of comprehensive income, ststaments of chenges in sguity end cash flow stacementa for the year
then ended, and 4 summary of significant accaurming polickes and other explanatory notes.

Management's Responsibility for the Financial Statements

Maragement & responsible for the preparation and falr presentasion of these financal statermants It accordance with 5ri Lanka
Accouniting Standards. This respomsibility incledes: designing. implemerting and maintaining ez control relevant to the
peeparation and falr presenution of financlzl satements that are free from material misstanemerns, wiether due 10 frasd of ermos;
selecting and applying appropriate accounting polickes; snd making accourting extimates that sm reasonable in the circumstances,

Scope of Awdit and Basls of Opinion
Our respons|bliity 1s to express an opinion on these financial statements based on our sudit We conducted our audit in accotdance with

5fi Lanka Auditing Stanciards. Those standasdy requine that we plan and perform the sudi 1o obtain reesonable assurance whether the
financial statements are free from material mistatement.

An audit Incledes examindng, on a test basl's, evidence supporting the amounts and disclosures in the financlal statemants. An autit
shio Includes asseislng the scoounting poliches wsed and significant estimates made by management s well a4 evalusting the overall
fimancial stetement presentation.

e have abtained al | the infarmation and esplanstions which 1o the best of aur knowledge and belief were necessary for the purposss
of our sudit. We therefore believe that our sedit provides a ressonabie basis fior owr aplaian

Opinfan
In our opnion, 50 far a5 appears from our examingtion, the Bank maintained proper accounting recosds for the year ended 31 December

2012 and the fingnclal statements give a rue and fadr view of the Bank’s finandlal posftior as at 31 December 2012 and Its financlal
performance and cash flows for the year then ended in accordence with 54 Lanka Accounting Standaids.

In our opinion, the consclidsted financlal statements give a trug and falr view of the financial position s at 31 December 2012 and it
fimanclal performance and cash fiows for the year then ended, in accordance with 56 Lanka Accounting Standards, of the Bank and it
submiciary cealt with thereoy, so far 35 concerns the sharchoiders of tho Bank,

Report on Other Legal and Regulatory Requiremants
These finsrcla| staternents alio comply with the reguiremenis of Sections 1512 and 1 5302} 10 153(7) of the Companies At Mo, 07
of 2007

{5gd.}
13 February 2013
Cakamba
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Income Statement

BANK GADUP
Fov i pecr ended 31 Dcerrder I F] 01 Change 2012 0°1 Change
hoae LR Ry B0 L As 000 A3 D00 L]
Intmrest income 2 16,983,837 11387583 49 17,149,866 11,654 594 47
Interest expanses 3 11308774 6,826,023 GE 17,254,042 6715376 &7
MET INTEREST INCOME 5,673 863 4,561,660 4 5,895,824 4.590%.218 0
Net Fore and commission [ncome 4 1,133603 1,150,401 (1 1.643,583 1916230 (14}
Net trading IncomeSiexpenses) 5 1010276 568,196 78 1272496 448396 184
Other pperating income & 997474 417489 133 6,126,547 GAT,7ES  B46
Total operating Income BB15216 6707746 31 14,938,450 7,921 539 B9
Imipairment charges/ireversal) for loans and other losses 7 106,112 £7.789 57 51,379 (BBASZ) 158
et opereting income 8,709,108 6,630,957 31 14,887,071 BOIGI B
LESS: OPERATING EXPENSES
Personnel expenyes 8 1171740 1.838,184 18 2333328 2117413 10
Depreciation of property, plant & equipment 181,837 178,287 2 205,181 198,558 3
Amortization of intangible asseis 82,783 45328 n 95,786 5141 BG
Other aperating costs 1,664 833 1465019 4 1,861,936 1612976 15
Total operating expen ses 4,101,193 3519818 16 4,406,108 3,980,558 13
OPERATING PROFIT BEFORE VALUE ADDED TAX {VAT) -] 4,606,911 3,110,139 48 10,390,873 4,009,565 158
Value Added Tax (VAT) an financial senvices [622,286] {504,960) 13 {622,287) {504,960) 23
OPERATING PROFIT AFTER VALUE ADDED TAX {VAT) 3,984,425 2605179 53 9,768,584 3,524,605 177
Share of associabe companies’ profiL 10 - - - 438,720 330,793 33
PROFIT BEFORE TAXATION 3,984,525 1505179 53 10,207,306 3,855,398 165
Taxation 11 (1,060,867) (774,361) 37 275387 (.092517 7
PROFIT FOR THE YEAR 2923 958 1430818 60 B.937,939 L.763 881 223
PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE PARENT 2,933,958 1830818 60 8,853,821 2527473 250
Hon-Controlling Interests = = - 78,118 235,408 (1]
2,923 958 1430818 60 8,831,939 1,762,881 223
Earnings per shaie {in Rs) 12 17.0 11.15 - 553 15.79 -
Dividend per share [in Rsh 13 5.00 750 - - - -

Significant Accounting Policies and Notes 1o the Financial Statements dischosed on pages 233 1o 318 are an (nfegral part of these Financial

Statements.

13 February 2013
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Statement of Comprehensive Income

BAME GROUP

Feur phe peer gndleed 71 Decembey mna 11 Change 02 A Change

s ‘D00 A5 ‘000 L R DAG s 1000 ®
Profit for the year 1,823,958 1,830,818 &0 8931939 2762881 123
Tota! ether comprehensive income/(expenses) - - - - - mi
Total comprehenstve income for the year 2,923,958 1,830818 &) 8931939 2762881 223
ATTRIBUTABLE TO:
Equity holders of the perent 2921958 1 E3081E &0 BESIEDT 1520473 250
Mon-controlling interests = - - T8.118 135,408 (67)

2.923,958 1830818 60 8831939  2761BEY 223
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Statement of Financial Position

BAMEK GROUS
L LEF L
1 sy ! Jaruary
Ad gt 31 Decrmber 012 11 Change 2001 2013 2011 Change 2011
Mate Az 000 As DO L] Ay "0 B3 000 s 000 - As ‘000
ASSETS
Cash and cash equivalents 14 1.480,355 1,395,152 a5 L2450 3,634,983 2,518,840 4 2508470
Balances with Cenleal Bank 15 6,074,792 A4 6504.070 32 1,077 4G 6,074,792 4614170 iz 3,077 40k
Flacements with banks 16 3,550,358 517853 587 - 3,558,354 517833 5ar -
Securities purchayed under resale agresments 0 5324868 911,709 265 1154637 1,324,568 911,708 165 2,154,637
Financial assets hekd for rading 17 PE2.967 7,104,148 B8 7961585 981,967 7,106,148 (B6)  B8,986934
Detivative linancial Instru ments il ] 1,708,372 1402305 22 140,585 1,708,372 1402 305 22 140,565
Other fimanclal sssets held for trading 19 - FES R (1o 3cBA50 10.471,658 2,085,515 398 1,851,084
Loans and advances 1o banks 2 1,083,343 1 840462 128 1818744 1,783,343 1,540 463 (28 1 A5 744
Loans ard advances 1o Customers 21 09.502,52% 95,004,783 18 65011952 109,549,108 93766027 18 E5Da4518
Lease remtaly recelvables 4 63IB9EIT 4543610 37 TAVLI00 6380837 4,549,610 ir 1A12.300
Oher financla assets classified
s loans and recelvable B I8 1255008 125 TAMEIES 3764075 2563188 ay AR Lh
Financial essets - heid o matunty 6 1925727 15,566,201 b T273378 19,223,228 15,666,200 FE] TAT9.622
Financial assets - avatlable for sale i 86,714 Ba.648 25 4,750 173,541 185475 m 677
Immstments In subsidiary companies W 3621,178 1,770,540 (5 77050 - - - -
imvestments in associate compankes el 18,525 86,898 (%4) A5G0 333 1,796,605 (9@)  1,762.589
Other assots n G365 485 782,002 0 402306 1,154,488 B2, T4 i 90,390
Imtangbie atsets 31 271314 278,633 @ 206,720 3723 118347 = 210,300
Property, pant & equipment k| B56,195 628,754 3 650433 1,232,500 1,185,259 i TarTar
Investment properties 1 - - - - 1,295,683 1,795,693 - 1, 100,000
Coetwaill 4330
Total asaets 163,474,296 138422718 18 104845000 174,103,071 142,588,249 22 I0BA34 BT
LIABILITIES
Duee to Banka 4 LIN99E4 5973577 (&) 570385  L319.9B4 5,923,537 (61} 570385
Securltfes sold under repurchase agreements o 12515881 11,380,100 a0 12,350,199 12515881 10,132,847 4 1 4TeRE
Detivative financial inptrments 2 1738838 1.002482 Ta - 1.706,038 100274482 Ta -
D b0 Customers 35 107600583 BI,09%4.320 31 60532985 1073938646 2 B2O0%4.320 1 60,532,985
Dbt socuritiey Brued and
ot her borrowed funds 3 OITRA1.963 19,466,302 @ 13960910 17800038 19466303 1w 1360910
Tax Babilities 656,211 304 557 115 ASTART 633,838 355,976 8 573416
Other labilites 7y 3,525,881 3,106:318 4 2,668 372 3,657.375 3,785,805 1 2824765
Subordinated term debiy kL] 2,154,699 2428002 m 2,635 243 1,154 699 LA2E012 ()] 2625343
Deferned Tan kL 79874 41,878 L1 59,158 73,120 41,122 52 59,733
Total lisbilities 148,531,895 125,747,578 18 93JHEAT 148,393.619 124,750,368 19 92622293
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Statement of Financial Pasition

BANK GROUP
Az gt As gt
1 Jarwary U Rnuary
Ad ot 31 Decarabey b 1] I Change 2 2013 W Change 2
Kote s 000 s 000 % A5 '000 Fs “000 LR ] = A 4000
EQUITY ATTRIBUTABLE TO
EQUITY HOLDERS OF PARENT

Seated capital 40 1,003,005 1,003,095 - 1,083,095 BEXSAT B&3 937 - B63,937
Seatutory reserve fund a1 BTB.F18 a78.71AR - BTa.7VA ETR.T18 B7ETE - BTETIA

Invesiment Fund 43 934,313 185825 13% - S24, 353 385815 139 -
Retained Famings 43 12,085,255 10,316,507 LE 5752340 22,216,085 14,755,649 ¥ 11552666
14,942,407 12475139 18 11,724,153 14883041 16525129 47 152953
Non-pontealling inedests - = - - B26410 911752 [L]] 77083
Total equity 14,942,801 12,675,139 18 §1,724,153 15709452 17,837,881 44 16012402
Total labilities and total sguity 163,474,290 138,422,718 10 1045945000 174,103,077 142 588,249 32 108,634,687
Commitments and contingencies 43 V58,740,820 145567 380 o G5704003 158,740,820 145667380 9 95 704,003

These Financial Statements are In compliance with the requirermnents of the Comparies Act No. O7 of 2007.

L] =-
[ Senathirajah Fatran Orman
Wice-President - Flnance & Planming Chief Fingncial OfMicer

The Beard af Directors & redponslbde for the preparalion and preseniation of thess Financisl Siiements

Signed for and on behalf of the Board.
:I]
]
=1
H D5 Amsrasuriys NI R De Mel 5 A Ranasinghe
Chaliman Chiel Exreutive Oficer Company Secretary
13 February 2013

Significant Acoounting Policles and Notes to the Financlal Staternents disciosed on pages 233 to 318 ane an Integral part of these  Financlal Statements,

Mational Development Bank PLC - Debenture lssue - 2013 | 67



Statement of Changes in Equity

Antributabde ta Equety Holders of the Parent

S

Srabed Stabuenry Gerieral IrseiEmest Retnines Eﬂrlmlllﬂg Testal
Foy riwe pear endied 11 Decernber Caplial  Peserve Fund Reserve Fiand Profie Intenesiy

B DO s 00 s D00 (TR Fis {900 LTR- - As ‘000
BANK
Balance as at 1 January 2011 1.093,055 BTRTIE 5805707 - 3,946,673 - 1,724,153
Prafit for the year - - = - 1,830,878 - 1,830,818
Trarvifer to Investment fund - - - 386,825 (386,825) = -
Dividends paid - - - - [B79.832) - (B79,832)
Balance as at 31 December 2011 1,093,095 B7B.TI8 5805707 IBGEIS 4510794 - 12,675,139
Balance as at 1 January 2012 1,093,095 B7BTIE 5805707 IBEBIS 4510794 = 12,675,138
Profit for the vear . N = - 1923958 - 2,923,958
Transfer (o investment fund = = =3 537,507 [337.507) = -
Dividends paid - - = = (856,604 = (656,606)
Balance as at 31 December 2012 1,093,095 B78,718 5,805,707 824,337 6,240,548 - la8a2.400
GROUP
Balance as at 1 January 2011 1,093,055 B7E. T8 5805707 1,620,912 Tr0E1 16115525
Adjustment for Employee Share Ownership Plan [ES0P) {225,158 - - = 126,037 = (103,121}
Balance as at 1 Janusiy 2011 restated 853,937 B7R. 7R 5805707 - 7,746,959 717,083 16012404
Exchisnge gain Mrom valualion of foreign associate - - - - (17.832) {1.088) (19,820}
Transfer to investment fund = - = 186,825 [386,825) - -
Profit for the year - - - - 2517473 135408 276881
Dividends paid - - - - (879833} (37751 (917.584)
Balance as at 31 December 2011 BA3.537 BRI 5805707 IBEEIS B989.542 512752 17,8378
Balance &5 sl 1 Fanuary 2012 B63.937 B78.718 5805707 386825 8,989,542 912752 17837881
Exchange galn from valuation of forelgn assoclate - - - - 18,824 2,960 21,784
Transfer to imvestment Fund - - - 537,507 (537,507} - -
Effect of change in the holding in group companies - - - - (158,037} (130088) (388,11}
Profit for the year - - - - 8853821 BB 8931939
Dividends paid - - - - (Bo6.6%6) (37333 (694,029
Balance ay at 31 Decembaer 2013 853,937 B7R,718  5A05T07 724,332 16470,347 826411 25T09452
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Cash Flow Statement

BANK GROUP
fiar Hhe pear ended 11 Deoember 313 2011 2z o
hate #2000 i3 ‘000 1 000 s o0

Cash fMlows from operating sctivities
Interest received 1617018 11,391,173 16,568,884 11572150
Fee-based Income received 2,387,630 1,156,263 2,538,084 1,680,745
Dividend income received 126,648 3024 162,855 132595
Cther income eceived 32,746 980,565 651,633 1,446 444
interest paid (9.918,252) (62154300 (9.917.401) (6215430)
Parsonnel casts paid (876337  (1,704905) {1,0M,225) (1,958,117)
General expenses pald [2,721,155) (1,506478) (2,910,189) (1827087
Operating profit before changes in operating assets and liabilities 5,638,298 4413314 8,082,641 4831,700
Met increase in loans and advances (V7288517 (301649650 (17,298,517 (30,164965)
Mot Rerease in deposits Fom customens 24739780 20046521 24,730,780  20,946521
Net (increasel/decrease in other receivables 341,737 (7E4.B43) 330,100 (680,490}
Net increpse/{decreass) in other [iabilities 63,947 207653 [41.960] 174920
Het cash inflow/{outflow) from aperating activities before taxation 13,475,249  (5383330) 13,801,044  (4892314)
Financlal Servdces VAT pald (569,106)  (STES6S)  (569,108) (57865
income wxes paid (671,119)  (939576)  (B3ZE9S) (1,075326)
Ket cash provided by/{used In) operating activities 12235004 (59017650 12390043  (5546511)
Cash flows from Investing sctivithes
Mt incresse in Investments -

Gowernment treasury bills and bonds [2.064,075) 453,245  (2)064,075) 432,718
Disposal of subsidsanies/associztes 884,951 - 7.654,287 -

Change in other investments 192,500 45558  (6,620816) (408,461}

Securities sold under repurchase agreements 1,105,367 (931,621 1,105,366 {B33,656)
ket due ta/{irom) related companies 256 (17872} 256 {17,872
Expenditute on property and equipment (255,273} (478,801} [325,078) (525,150)
Praceeds from sale of property and egquipment 2111 17,959 23,278 18,594
Mt cash used in investing activities (154,163) (#09.532)  (226,780) (1,313827)
Cash flows from financing activities
(Decrease)/increase in borrowings 15330,589) 108010472 (5330,589) 104619305
Dividend pald 1,162,876)  (575.246) (1.223.388)  (660,174)
Net cash provided by/(used in) financing activities (6,493,465) 1006426 (6,553,977) 5958311
Het increase/(decreass) In cash and cash equivalents 5587386 2215129 54618,286 2597 .993
Cash and cash equivalents st the beginning of the year T.52T, 155 5312026 7,550,843 5,552,850
Cash and cash equivalents at the end of the year B 1317145407 7527155 13,269,129 7550843
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Cash Flow Statement

BANK GROWUw

For i pear svcdivd 1 F Diwcarrsber FLi M 2013 2011

LR L] s 000 5000
Note o
Reconciliation of Operating profit
Frafit before taxation 4,606,912 3110138 10,390,872 4029564
Add/(less)
Aocrued interest on leans and advances (667,925) 7,964 (GET,825) 2,564
Accrued interest on Interest rate swep 1,306 48,543 1,306 48,543
Accrued interest on deposits & bormowings 139,523 610,593 139,522 610,593
Profit on disposal of fixed assets (12.384) {17.807) 12,384) (17,807}
Depreciation of property, plant & equipment 164,620 216615 300,947 149,946
(Galn}ass on mark to market valuation on shares 151,427) T4, TRT 157, 427) 154,589
Capital {gain}/loss on sale of shates {575, 849) BOYE  (5.790,875) B.0%e
Salles procesds on sale of shaves 325,130 188,795 S79.881 107,853
Accrued general expenses 210,026 71,761 (150,710) 55805
Provision for imvestment 48,500 165,562 (6,233) 9281
Impairment of financial assets 57.612 @ 57.612 (97,773}
Deferment of equity Inked compensation plan 20,055 20,055 210,055 20,055
Change In the fair value of investment property - - - (400,00:00
Operating profit before changes in oparating assets and labilites 5,628,298 4412314 6,062,641 4.831,709
Note b
Reconciliation of cath and cash equivalants
Cash and short-term funds 7039, 749 2MLERS 7194337 3036673
Balances with Central Bank 6,074,792 4614170 6,074,792 4614170

13,114,541 7517155 13,289,129 7650843

Sigrificant Accounting Policies snd Notes 10 the Finencial Staterments disclosed on pages 213 te 318 are an Integral pert of these Financlal

Stalernenis.
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Significant Accounting Policies

1. Corporate Information

1. Accounting Polickes
2.1 Basis of Preparation

2.1.1 Functional and
Presentation Currency

2.1.2 Statement of Compliance |

National Development Bank PLC together with its subsidiaries provides retail, corporate banking
and investment banking services. National Development Bank is the Uitimate Parent of the Group.

Katlonal Development Bank PLC is a Hsted limited Habdlity company incorporated and domiciled in
5¢1 Lanka, Its registered office 15 at Mo, 40, Nevam Mawatha, Colombo 2, Sri Lanka,

The Financial Statemenis of Natlonsl Development Bank PLC for the year ended 31 December 20712
wis authorized for issee i accordance with a resolution of the Bosrd of Directors on
13 February 2013

For all periods up to and including the year ended 31 December 2011, the Bank and the Group
prepared its Financial Statements in accondance with Sri Lanka Accounting Standands effective as
at 31 December 2011. These Financial Statements for the year ended 31 December 7012 represents
first time agoption of Si Lanka Accounting Standards comprising SLFRS/LKAS effective 1 January
2012 Accordingly, the NDB Group has prepared Financial Statements which comply with SLERSS
LKAS applicable for periods ending on ar after 1 January 2012, together with the comparative
period data as at and for the year ended 31 December 2011, as described in the Accounting
Policies. In preparing these Financial Statements, the Group’s opening statermaent of financial
position was prepared as at 1 January 2011, the Group's date of transition 1o SLFRS. Refer Note 2.5
on page 237 for information on how the Group adopted SLFRS,

The Consolidated Financial Statements have been prepared on g historlcal cost basis, excepl for the
following material ivems In the Statement of Financial Pesitlon:

» Investment properties which are measurned ot fabr value

Avallable lor sale Financial Assels which ane measured at [air value

Darivative linancial instruments which ane measuned at falr value

Cther financlal assets and |labifities held for trading which are measured at fair value

Financial azsets and llabilities designated at fair value through profit or loss which are measured
at Fair value

® & ® @&

The Congolideted Financlsl Statements are presented in 50 Lanken Rupees and all values are
rounded to the nearest thousand Rupees, except when otherwize indicated.

The Statement of Financial Position, Statement of Comprehensive Income. Statement of Changes
in Equity and Staterment of Cazh Flows together with Accounting Pollcies and Noves, (Financial
Ststernents), Le, Consalidated Financial Statements of ND8 Growp a3 81 31 December 2012 and

for the year then ended, have been prepered in accordance with 54 Lanka Accounting Standards
(SLFRS) issued by The Inatitute of Chartered Accountants of Sri Lanka. The preparation and
presentation of these Financial Statements are in compliance of the Companies Act No. 07 of 2007,
The presentation of these Financial Statements are also in compliance with the requirements of
Banking Act Mo. 30 of 1988 and amendmenis thereto,

Mational Development Bank PLC - Debenture lssue - 2013 | 71



Slgnificant Accounting Policies

2.1.3 Presentation of Financial
Statements

The Bank and the Group present itx Staterment of Financis] Position broadly in order of liguidity
The contractual maturities of the aisets and liabilities of the Bank is presented In Note 48 to the
Firanclsl Statements.

2.1.4 Materiality and Aggregation | In com pliance with LEAS 01 an Presentation of Financial Statements, each materlal class of similar
iters is presanted separately in the Financial Statements, [tems of dissimvlar natuse or functions are
presentod separately, unless they are immaterial,

Financial sssers and financial isbilites are offset and the net amount reported In the Consolldated
Statamemnt of Financisl Pogition only when there i a legally enforceable right 1o affset the
recognized amounts and there is.an Intention 1o sette on @ net basis, or 1o realize the assels and
settle the liability skmultaneoushy.

Incorme and expenses are not offset in the Consolidated Income Statement uniess requined or
permitted by any accounting standand or interpretation, and as specifically disclosed In the
Accounting Pollcles of the Bank

Basis of Consolidation

The Consolidated Finandal Statements compsise the Financlal Statements of the Bank and
its su bilciarkes for the year ended 31 December 2012, The Financial Statements of National
Devebopment Bank PLCs subsidiaries are prepared for the same reparting year as National
Development Bank PLC , using consistent Accounting Policies.

All intre-group balances, Incame and expendes and unresllied galns and losses reiulting from |ntre-
group transactions are eliminated in full In preparing the Consolidated Financial Stataments.

Subsidiaries are fully-consolidated from the date on which cantrol |5 transferred 1o the Bank
Contre! |5 achieved where the Bank has the power to govern the financial and cperating policies of
an eniity so as to obtain benefits from its activities.

Mon-controlling |nterests represent the portlon of profll or loss and net assets of subsidiaries not
owned, directly or Indirectly, by the Bank.

Mor-controdling Inerests are presented separately in the Consolidated Income Statement and
within equity in the Consolidated Statement of Financlal Position, but separate from Parent
shamholders’ equity, Any losses applicable 1o the non-controlling interests are allocated agalnst
the interests of the nan-contraliing interest even if this results In a deficit balance. Acguisitions of
non-cantrolling fnterests are accounted for wsing the Parent anlity extension method, whereby the
difference between the considerstion and the fair value of the share of the net assets scquined s
recogn med &5 equity.
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Significant Accounting Policies

2.2 Significant Accounting In the process of applying Group Accounting Policies, managemens is required to make judgments,
Judgments, Estimates which may have significant effects on the amounts recognized in the Financial Staterents. Further,
and Assumptions management s also requived to consider key assumptions concemning the future and other key
sounces of estimation uncertalnty at the Balance Sheet date that have significant risk of causing a
material adjustment (o the carrying amounts of &sses and Babilines within the next financlal year.
The kiey significant sccounting judgments, estimates and assumptions Involving uncertainty are
discusied below, whiteas the tespective carrying amounts of such siiets and Babilitles are as given
in related Notes.

221 Judgments | Taxation
The Group is subject to income taxes and other taxes including VAT on financial services, Significant
|uigement is required 1o determine the wial provision for current, defemed and other tares
panding the issue of tax guidelines on the treatment of the adoption of SLFAS in the financial
Sratements and the taxable prafit for the purpose of imposition of taxes. Uncerfalntles exlst, with
respect to the interpretation of the applicability of tex laws, at the time of the preparation of thess
financial statements. The Group recognized assets and liabilities for current. deferred and other
tames based cn estimates of whether additional taxes will be due. Where the final tax gutcome of
these matters ks different from the amownts that were initislly recorded, such differences will Impact
the Incowme, deferred and tax amounts in the perbod in which the determination is made.

2.2.2 Estimates and Assumptions | Going Concern
The Board of Directors of the Bank has made an assessment of its abilliy to continue as a going
cancem and is satisfied that it has the resources to continue in business for the foreseeable future.
Furthermaore, Boand of Directors is not awane of any material uncertainties that may cast significant
doubt upon the Bank's ability to continue as & going concern. Themefore, the Financial Statements
continue 1o be prepared an the going concern basis,

Falr Velue of Financial Instruments

‘Where the Talr values of linancial sssets snd fnancial [labblithes recorded on the Statement of
Firancial Pogithon cannot be dethvad from active markets, they are determined using & varlety of
valuation techniques that inclode the wse of mathemat|cal modeis. The inputs to these models
are derived from observable market data where possible, but if this is not aveilable, judgment is
required to establish fair val es.
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Significant Accounting Policies

Impairment losses on Loans and Advances

The Bank and the Group review their individually-significant loans and advances st gach statement-
of-financlal-position date o assess whether an impairment loss should be recorded In the [ncome
Staterment in particular, management's judgment is required In the estimation of the smount and
timing of future cash flows when determining the impalrment loss. These estimanes are based on
assumptions abeut 3 number of factors and actual results may differ, resulting (n future changes to
the zllowance.

| oans and advances that have been essessed indridually and found not 1o be impaired are assessed
together with all Individually Insignificant loans and advances in groups of assets with similar risk
characteristics, This is to determine whether provision should be made due to incurred loss events
for which there is abjective evidence, but the effects of which ame nol yet evident The collecthe
misesment tokes stcount of data from the loan portfollo such as loan ownership type, levels of
arrears, industries etc. and judgements on the effect of concentrations of risks and economlc dats
{including levels of unemployment, |nflation rate, interest rates, exchange rates). The impakrment
|oss on loans and advances is disclosed in more detall in Note 12 and Note 24

Impairment of Avallable for Sale Investmants

The Group reviews its debt securlties classified as avallable for sale Investments at each reporting
dane to assess whether they are impaired. This requires similar judgment as applied to the indhidual
sssessment of loans and advances,

The Bank also records Impainment charges on avaitable Tor wale equity Imestments when there has
been & significant or prolonged decling in the fair value below their cost. The determination of what
Is ‘sigmificant’ of ‘prolonged” requires judgment, |n making this judgment, the Bank evaluates, samong
other factors, historical share price moverments and duration and extent 1o which the fair value of
an investment is less than i coat.

Deferred Tax Assets

Deferred tax assets are recognized for 3l deductible temporary differences and unused tax losses
where applicable, to the extent that it s probable that taxable profic will be avallzble against
which such Items can be deducted in the future, Significant management judgment is required to
determine the amount of deferred tax assets that can be recognized, based upon the likely timing
and level of future taxable profits together with future tax planning strategies.

Defined Benefit Plans

The cost of the defined benefit plans (gratuity and pension plan) i determined using an actuarial
valuation. The actuarial valuation involves making various assumptions which may differ from
sctual developments in the future. These include the determination of discount rates, expected
rates of return on assets, future salary incresses, mortality rates and future pension increases, Due
o the long-torm nature of these plang, such estimates are subject to significant uncertainty, All
assumptions are reviewed al each reporting date. The assumptions used to errive in defined benefit
obligation réporied In Financlal Statemenis are disclosed In Nole 37.1.
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Significant Accounting Pollcies

1.3 Summary of Significant
Accounting Policies

2.3.1 Financial Instruments -
|nktlal Recognition and Subsequent
Measursmant

Distinction Between Investment Properties and Owner-Occupled Properties

The NDE Group determines whether a property qualifies 23 investment propesty by considering
winethe! thie property gensrates cash flows lrgely independently of the sther ssats habd by the
entily. Owner-occupied properties generate cash flows that ane atiributabie not anly to property
but also to other sssets used in the production or supply process.

Some propertles comprise & portlon that is held to eam rentals or for capital apprecistion and
another portion that is held for use |n the production or supply of goods or sendoes of for
administiative puiposes, If Ehese portipns can be sold separately (or leased out separately under &
finamce lease), Growup accounts Tor the portlons separately. If the portions cannot be sold separately,
the property is accounted for as investment property only if an Insignificant partion is held for use
in the production or supply of goods or services or for administrative purposes. Group considers
each property separately in making |ts judgment

{a) Date of Recognition

All financlal assets and labllities are Initially recognized on the trade date, Le., the date that the
Group becomes a party o the contractual provisions of the instrument. This Includes purchases of
salos of financial assets that require delivery of atsots within the time frame generally established
by regulation or comvention in the market place.

{b} Initial Measurement of Finencial Instruments

The classification of financial Instruments at inizial recognition depends on their purpose snd
characteristics and the management’s intentlon In acguiring them. AH financial instruments are
measured Initally at their falr value plus transaction costs, except in the case of Ananclal assets and
financial liabiities reconded at falr value through profit or loss.

{e) Derivatives Recoarded at Fair Volue through Prafit or Loss

The Group uses derivatives such as interest rate swaps, forwand foreign exchange contracts and
oplions on interest rates. Derivatives ame recorded af fair value and carried as assets when their
falr walue s positive and a3 liabIliikes when thelr falf value is negative, Changes in the fali value of
darivatives are Induded In 'Met trading incoma’

(d) Financial Assets held for Trading

Financial assets held for trading are recorded in the Statement of Financial Position at falr value.
Changes in falr value are recognized in ‘Net trading income? Interest and dividend income or
expense |3 recorded [n ‘Met trading Income’ according to the terms of the contract, of when the
right to the payment has been established.

Ineluded in this classification ane debt secarities, equities that have been scquled principally for
the purposa of siling or repuichasing in the noar term.,
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(e} Avallable for Sale Financlal Investments

Available for sale imvestments include equity and debt securities. Equity investments classified as
available for sale arc those which ane neither classificd a3 held for trading nor designated at fair
value through profit or loss.

Debt securitles in this category are Intended 1w be held for an indefinite period of ume and may be
sold In response to needs for liquidity or In respense ta changes [n the market conditions,

The Group has nat designated any loans or recervables as available-for-sale, After initial
measurement, avaiable-for-sale financial investrments ane subsequently measured at fair value,

Unrealized gains and lngses are recognized directly in eguity (Other comprebensive income) In

the ‘Avallable for sale reserve’ When the Investment Is disposed of, the cumulative galn or loss
previously recognired n equity is fecognized in the Income Statement in ‘Other operating Income’
Where the Group holds mare than one investment in the same security, they are deemed to be
disposed of on a first-in-first-out basis. Interest earned whilst holding available for sale financial
investments is reparted as interest income using the Efective Interest Rate (ER).

Dividends earned whilst holding available for sale financlal investments are recognized in the
Income Statement as ‘Other opersting Income’ when the right of the payment has been established.
The lodses arlsing from Impalrment of such investrments sre recognized (n the Income Statement In
‘Impairment iosies on financlal imestments’ snd removed from the ‘Available for sale reserve’

{f} Held to Maturity Financial |nvestments

Held 1o maturity fingncial inwestrments ame non-derivative financial assets with fized or determinable
payments and flxed maturities, which the Group has the Intention and ability to hold to maturity,
Afer initial measurement, held-to-maturily financial imestments are subsequently measuned at
armortized cost using the EIR. less impairment. Amortized cost s calculsted by taking into sccount
any discount of premium on acquisition and fees that are an integral pan of the EIR.

The amaoruzation s included In Tnterest and similar income’ in the Income Satement.

If the Group were o s2ll or reclassify mare than an insignificant amount of held 1o maturity
imeestments before maturity (other than in certaln specific ciroumstances), the entire category
woulld be tainted and would have to be reclassifled as avallable for sale. Furthermaore, the Bani
wowikd be prohibited from clasailying any Mnanclal asset as held-to-maturity during the following
10 yRare
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|g) Financial Assers classified as Loans and Receivables
Financlal Assets classified as Loans and Receivables includes non-derivative financlal assets with
fMxed or determinabbe payments that are not guoted in an active market. other than:

» Those that the Group Intends to sell immediately or in the near term and those that the Group,
upon [nitlal recognition, designates as at falr value through profit o loss

» Thote that the Group, upon Initial recognition, designates as avallable for sale

» Thase for which the Group may not recover substantially all of Its initial investrment, other than
because of credit deterioration

After initlal measurement, amounts Due from banks’ and ‘Loans and advances to customers’ are
subsequently measured at amortized cost using the OR, less allowance for impairment, Amortized
cost is caloulated by taking into account any discount of premium on acquisition and fees and costs
that are an Integral par of the EIR. The amortizatlon is included In Interest and simllar income’ |n
the Income Statement. The losses Iﬂihﬂfm impalrment ate recognized [n the Income Statement
im "Cradit |ows expense.

{h} ‘Day 1° Difference for Staff Loans

All staff loans granted at below market interest rates were recognized a1 fair value. The difference
between the fair value and the amount disbursed were trested as day 1 difference and amortized
as stafl cost over the |oan period by using effective interest rate. The staff loans were subsequentiy
measured at amoriized costs.

(i} Other Financial Liabilities

Financial Instrurnents issued by the Bank that are not designated at falr value through profit or

leuas, are classifled as other financisd liabilities, where the substance of the contractusl arangement
tesults in the Bank having an ohiigation either to deliver cash or another linancial asset to the
holder, of 1o satisfy the abligation ather than by the exchange of a Mxed amount of cash or another
financial asset for a fxed number of own equily shares.

Ciher financial Liabilities include, depasits from customers, amount dus to banks, bormowings from
bank and others and deberiures.

After initial measurement, other financlal lisbilites are subsequently measured at amortized cost
using the £IR. Amortized cost Is calculated by taking Into account ary discount or premium on the
issue and costs that are an integral parl of the EIR
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23.2 Derecognithon of Financial () Fimancial assets
Assets and Financial Llabliities A Nnanclal asset [or, where applicable a part of a Ainanclal asset or part of a group of similar
financial assets) is derecagnized when -

» The rights to recelve cash flows from the ssset have explred,

» The Group has transferred it righis to receive cash flows from the asset or has assumed an
obligation to pay the recelved cash flows in full withouot material delay 1o a thied party under 3
‘pass-through’ arrangement: and either,

e [he Group has transferred substant@lly all the risks and rewards of the asset, ar

» [he Group has nelther fransferred nor retained substantially all the risks and rewards of the
asset, but has transferred control of the asset.

When the Growp has ransferred its rights to recelve cash flows from an asset or has entered into a
pasi-thraugh arrangement, and has aeither traneferied nor retelned substartlally oll af the ks and
rewiards of the ssset nor ransfemred control of the ssset, the asset 15 recognized 1o the extent of the
Group’s continuing invoivement in the asset. In that case, the Group slso recognizes an associted
fability. The rransferred asset and the associaed lability are measured on & basts thet reflects the
rights and obligations that the Group has retained. Continuing involvement that takes the form of a
quarentes over the transferred asset is meayured at the lower of the original carrying amount of the
assvet and the maximum amount of consideration that the Bank could be requined to repay.

(b} Financial liabilities

A fimancial lizbllity is devecognized when the obligation under the Hability is discharged or
canpelled or expives. Where an existing financizl liabdlity Is replaced by another from the same
lender on substantlally different terms, or the terms of an existing labiliy are substantially
maedified, such an exchange or modification is treated as a devecognition of the original kability and
the recognition of a new llability, The difference between the carmying value of the original financial
llabillly and the consideration pakd is recognlzed in profit or loss.

2.3.3 Securities Purchased Under Securitles sold under agreements to repurchase at a specified future date sre not derecognized

Reverse Repurchase Agreemants frorm the Statement of Financlal Position as the Bank retalns substantially all of the risks and rewards
of awnership. The corespanding cash received is recognized In the Consolidated Staterment of
Financial Pasition as an asset with @ corresponding obligation (o return it including accrued
intenest as a Hability within ‘securitles purchased under Repurchase Agreements, reflecting the
tranzaction’s econemic substance as a loan to the Bank. The difference between the sake and
repurchase prices s treated as Interest expense and is accrued over the life of agreement using
the EIL
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Agreements

234 Securities Sold Under Repurchase |

235 Determination of Fair Value of |

Hnancial Instruments

236 impairment of Financisl Assers |

Securitles purchased under agreements to resell at & specified future date are nol recognized in the
Staterment of Financial Posithan. The consideration pald, including accrued Intefest, is recorded in
the Statement of Financlal Position, within ‘securities sobd under Repurchase Agreements, reflecting
the transaction’s ecopomic substance as a loan by the Bank The difference between the repurchase
and resale prices is recorded in ‘Net Interest income’ and is accrued over the life of the agreement
using the EIR.

Thee fair value Tor financial instruments traded in active markets st the reporting date s based on
thelr quoted matket price without sy deducton for ansaction costs,

For all other financial instruments not traded In an active market, the fair value |5 determined by
using appropriate valuation techniques. Valuation techniques include the discounted cash fiow
method, comparisan with similar instruments for which rmarket observable prices exist, aptions
pricing models, credit models and other relevant valuation models

Ceriain financlal Instruments sre recorded at fair value using valustion technigues in which curreni
market ransactions or observable market data are not avallable, Thelr fair value is determined using
a valuztion model that has been vested against prices or Inputs 1o actual market tranzactions and
using the Bank’s best estimate of the most appropriate model assumgtions.

An gnalysis of fair values of financial instruments and further detalds as to how they are measured
are provided in Maote 45.

{2} Loans and advances

Losses for Impaired loans are recognlsed promptly when theee is objective evidence that
impalrment of a loan or portfollo of loans has occurred. bmpairment aliowances are calculated on
individual foans and on groups of loans assessed collectively, Impalment losses are recarded as
charges to the Income Statement. The carrying amount of impained boans on the Balance Sheet is
reduced through the use of impairment allowance accounts, Losses expected from futune events
are not recognined.

Individually assessed loans and sdvances

For all loand that ate considered Indlvidually significant, the Bank asiesses on & cate-by-cade basls
at each Balance Sheet date whether there |5 any objectlve evidence that a loan is impaired. The
criterla used to determine that there is such objective evidence include:

« known cash Bow difficullies experienced by the borrower;

& past due contractual payments of efther principal or interest;

s breach of loan covenants or conditions;

= the probability that the barrower will enter bankruptcy or other financial realisation; and
= @ significant downgrading in credit rating by an external credit rating agency.
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For those loans where objective evidance of impalrment exists, impairment losses afe determined
considering the following factors:

# Bank's aggregane exposure to the customer,

» the viability of the customers business model and their capacity to trade successfully out of
financial dificulties and generate sufficient cash flow to service debt obligations;

= the amount and timing of expected receipts and recoveries;

« the extent of other crediiors’ commitments ranking ahead of, or pori passu with, the Bank and
the |kelihood of ather crediion conlinuing 1o support the Bank;

& the complexity of determining the sggregate smount and ranking of ail creditor claims and the
extent to which legal and Insurance wncestaintles are evident

» the reglsable value of security (or other credit mitigans) and likelihood of successful
FEPOSSeSsion;

& the lkely deduction of any costs invabved In recovery of amounts outstanding;

» the ability of the bomower to obtain, and make payments in, the currency of the [ean if not
danominated in local currency

Impairment bosses are calculated by discounting the expected future cash fiows of & loan at its
original effective interest rate and comparing the resuliant present value with the loan's current
carrylng amount The impairment allowances on Individually significant accounts are reviewad
mare regularly when circumstances require. This normally encompasses reassessment of the
enforceabilicy of any collateral held and the timing and amownt of actual @nd anticipated receipts.
Individually assessed impairment allowances are only released when there is reasonable and
objective evidence of a reduction In the established loss estimate,

Collectively sssessed loans and advances
Impairment ks assessed on @ collective basks [n Iwo Crcumstances:

« To cover laises which have been ihcurred but have not yet been identified on loans subject to
Individual assassment: and
» For hamogeneaus groups of loans that are nat consldeved individieally significant.

Imcurred but not yet identified Impalrment

Ingividually assessed loans for which ng evidence of loss has boen specifically identified on an
individual basis are grouped together according to their credit risk characteristics for the purpose of
calculating an estimated collective loss. This neflects impairment losses that the Bank has incurred
& & result of swents occurring before the date of the Statement of Financial Position, which the
Bank and the Group e not able 1o ident|fy on an Individual losn basis, and that can be relizbly
estimated. These |osses will anly be individually identifled in the futune. As soon a3 information
becomes avadable which kdentifies losses on individual loans within the Group, those loans are
removed from the Group and assessed on an indvidual basis for impalment.
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The collective impairment allowance is determined after tTaking into account:

& historical loss experience In portfolias of similar eredit fls; and

& Mmanagement’s experenced judgment &4 to whether current economic and credit conditions are
such that the actual level of inherent losses at the date of the Statement of Financial Pasition 1s
likety to be greater or less than that suggested by historical experience,

Homeogeneous groups of loans and advances

Statistical methods are wied 1o determine Impalrment losses on a collective basis for hamogeneous
group of loans. Losees in these groups of loans sre recorded on an individual basis whan individual
loans are written aff, st which point they sre removed from the group.

Two alternative methods are used to calculate historical loss experience on a collective basls:

& When the group of loan by nature lang term, the Groug uses probability of defoult method
Linder this methodobogy the movement in number of customers into Ron-performing categories
over the periods are used to estimate the amount of loans that will evertually be written off as
a result of the events occurring before the date of the Statement of Financial Positon which the
group is nat able to identify on an individual loan basis, snd that can be reflably estimated.

= When the group of foan by nature shost term, the Bank uies net fow rote method
Under this methadology the movement in the sutstanding balance of customerss into different
age categories ower the perlods are used to estimate the amount of loans that will eventually
e writhen off a5 a result of the events occurilng before the date of the Statement of Financial
Position which the group s not able 1o identify on an Individual Ioan basis, and that can be
reliably estimated.

Under both methodologles, loans are grouped into ranges according to the number of days In
armears and statistical analysls is used to estimate the likelihood that loans in each range will
progress through the various stages of delinguency, and ultimately prove irrecoverable.

Current economic conditions and portfollo rlik factors are alto evaluated when calculating the
appropriate lavel of allowance required 10 cover inherent loss,

These additional macro and portfolio risk fachors may include:

& recent lcan portholio growth and product mis

» unemployment rates, Gross Domestic Production {G0P) growth, inflation
= exchange rates, Intenest rates

» changes in Gowernment ws and regulations
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Write-off of loans and advances

Loans {and the nelated impalrment allowance accounts) are normally written off, either partially
af in full, when there is no realistic prospect of recovery. Where loans ate secured, this |s generally
after receipt of any procesds from the realization of security.

Reversals of impairment

I the amount of an impairment loss decreases in 8 subsequent period, and the decrease can be
related objectively 1o an event occurring after the impalrment was recognized, the excess |5 written
back by reducing the loan Impalrmeni allowance account accordingly, The write back Is recognlzed
in the Income Statemnent.

The Bank ssseises st each reporting date, whether there is any objective evidence that s financial
aszet or a group of inancial assets is impaired, A financial ssset or a group of financlal assets is
deemed to be impalred i, and anly if; there is abjective evidence of impalrment as a result of one
of more ewents that have oocurned after the initial recognition of the asset {an incurred loss event’)
and that loss event (of events) has an impact on the estimated futwre cash Nows of the financial
assel or the group of financial assets that can be reliably estimaied.

() Financial assets carried #t amartized cost

Far financhal assots carmed at amortized cost (such as amounts due from banis, loans end advences
to customers as well as held to maturity investments), the Bank first assesses individually whether
objective evidence of impalrment exists for financial assets that ase Indlvidually significant, or
collectively for financial assets that are not individually significant. If the Bank determines that

o objectlve evidence of impalment exists for an individually assessed financlal asset, it includes
the asset in a group of financial assets with similar credit risk characteristics and collectively
aideiied them for impalrment. Adsets that are individually sstesied for impalrment and for which
an impaitment kass [, of continues to be, recognited are not included in a collective assessmant
of Impaitment.
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if there |5 objective evidence thar an impalrment loss has been incurred. the srmount of the loss is
measured as the difference between the asset's carmying amount and the present value of estimated
future cash flows (excluding future expected credit ioasss that have not yet been incumed), The
carrying amount of the asset i reduced through the use of an allowance account and the amount
af the loss I8 recognieed in ihe Income Stalément. [niérest income continues to be accrued on Lhe
redutied carrying amount and |s sccrued using the rate of Interest used to discount tha fulune cash
flows for the purpose of measuring the iImpairment ioss. The Interest income is recorded as part of
‘Imterest and similar noome’

Loans together with the associated allowance are written off when there is no realistic prospect

of futune recovery and all collateral has been realized or has been transferred to the Bank. If, ina
subsequent yeas, the amount of the estimated impairmant loss increases or decreases because of
A event occufring after the Impalrment was recognized, (he previously recognized impaliment lods
I8 Increased or reduced by sdiusting the allowance account. IF 8 future wreite-off |3 later recovensd,
the recovery |4 credited to the Tredit loss expense’,

The present value of the estimated future cash flows is discounted at the financial asset’s original
EIR. I a loan has a variable interest rate, the discount rate for measuring any impairment loss

is the current EIR. The calculation of the present value of the estimated future cash flows of a
collateralized financlal asset reflects the cash flows that may result from forechosure less costs for
abtalning and selling the collateral, whether or not foreciosure is probable

For the purpose of & collective evaluation of impalrment, financlal asiets are groupad on the Dasls
of the Bank's internal credit grading system, that considers credit risk characteristics such as asset
type, industry, geographical |ocation, collateral type, past-due status and other relevant factors

Future cash flows on & group of financial asiets that ate coliectively evaluated for impalrment are
estimated on the basis of historical |oss experience for dssets with ered|t risk characteristics simillar
te Lhose i the group.

Historical |oss experlence is adjusted on the basis of current observable data to reflect the effects
of cument conditions on which the historical loss expenence |s based and to remove the effects of
conditions In the historical period that do not exist currently,

Estimates of changes In future cash flows reflect, and are directionally consistent with, changes in
related observable dats lrom year 1o year [such a8 changes In unemployment rabes, property prices,
commedily prices, payment status, or olher factos that are Indicative of incurred losses in the Group
and their magnitude). The methodology and assumptions used for estimating future cash flows ane
reviewed regularty to reduce any differences between |oss estimates and actual loss experience

See Mote 7 far details of impairment losses on financisl assets caried ot amortized cost, Notes 22
and 24 for an snalysis of the impairment sllowance an loans and advances by class.
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ic) Available for sale financial investments

For available for sate financial imvestments, the Bank assesses 8t each reparting date whether there
Is objective evidence that an investment is impaired. In the case of debt instruments classified as
ovallable for sale, the Bank assesses [ndividually whether there is objective evidence of impairment
based on the same criveria as financial assets corried at amortized cost. However, the amaunt
recorded far impairment is the cumulative |oss measured as the difference betwesn the amortlzed
cost and the current falr value, less any Impalrment loss on that investment previously recognized
Im the Income Statement. Future interest income |5 based on the reduced camying amount and

I$ accrued wsing the rate of interest used to discount the future cash flows for the purpose of
measuring the impairment lass.

The interest Encorme is recorded a3 part of Interest and similar Income’. I, In a subsequent period,
the fair value of a debt instrument increases snd the increase can be objectively related 1o a credit
event occurting after the impairment loss was recognized in the Income Statement, the impairment
loss is reversed through the income Starement,

Im the case of equity iImwestments classified as avellable for sabe, objective evidence would ako
Imclude a ‘significant’ or'prolonged’ decline in the fair value of the invesiment below its cost.

{d) Rescheduled loan faciiities

Whete possible, the Bank seeks to restructure [pans rather than to take possession of collatersl This
may invoive extending the payment arrangements and the agreement of new loan conditions. Once
the terms have been renegotialed, any impalrment s measured using the original EIR as calculated
before the modification of terms and the boan is no longer considered past due, Management
continually reviews renegotiated loans to ensure that all criteria are met and that future payments
are fikely to oocur, The loans continue 1o be subject to an indhvidual or col lective impairment
assmssment, caloulated using the loan's original EIR

{e) Collateral

The Bank seeks to use collateral, whene possible, to mitlgate its risks on financlal assets. The
collateral comes in various forms swch as cash, securities, letters of credit/guarantees, real estate,
recelvables, inventorles, other non-financial assets and ather credit enhancements,

23.7 Impairment of Mon-Financial WDE Group assesses at each reporting date whether there (s an indication that an asset may be
Aszets Other than GoodwHl |mipaired. If any such indlcation exists, or when annual Impairment testing for an asset & required,

the Group makes an estimate of the asset’s recoverable amount. An asset's recoverable amaount
15 thee higher of gn asset's of cash-genersting unit's Tair value less costs 10 seil and 113 value in ve
and i5 determined for an Individual asset, unbess the asser does not generate cash infiows that ane
largely independent of thode from cther a53e1s of groups of assels. Whene (he cannying amount of
AN asset exceeds its recoverable amount, the esset is considened Impaired and |3 written down to it
recoverable amount.
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1.3.8 Offsetting Financlal Instruments I Financlal assets and Ainancial Nabillties are offset and the net amount repatted (n the Statement of

1.3.9 Business Combinations
and Goodwill

Financial Position i, and anly i, there is a currently enfarceable legal right 1o offset the recognized
armounts and there is an intention to seftle on a net basis, or 1o fealire the asset and settle the
liability simuitanecusty. This is not generally the case with master netting agreements, therefore,
the related assets and liabilities are presented gross in the Statement of Financial Position

Bursiness combinations are accounted for using the purchase method of accounting. This involwes
recognizdng identifable assets (including previously unrecagnized Intangible assets) and llablites
{including contingent labilites and excheding Future restructuring) of the acqulred business at
falr value. Any excess of the cost of acquisition over the falr values of the Identiflable net assets
scqulned is ecognized #s goodwill, If the cost of acquisitlon 1 bess than the fair values of the
kdentifiable net assets acquired, the discount on scquisition (negative goodwill) iz recognized
directly in the Income Staterment in the year of acquisition,

Goodwill acquired in 8 bugingss combinalion is injually messured at cosl, being the excess af the
cost of the business combination over the Bank’s (nierest in the net falr value of the [dentifiable
assets, liabilltes and contingent liablities acquired. Following inftlal recognition, goodwill |s
measured at cost less any accumulated Impairment losses. Goodwill ks reviewed for impalrment,
annually ar more frequently if events or changes In drcumstances Indicate that the carrying value
may be impaired.

Far the purpose of Impairment testing, goodwlll acquired in a business combinathon is, from

the scquisition date, allocated Lo each of the Bank's cosh-generating units, of groups of cash-
generating units, that are expected 1o benefit from the synergies of the combination, irespective of
whether other assets or llabilitles of the acquiree are assigned to those units of groups of unis,

Whete goodwlll forms part of 3 cash-generating unit (o group of cash-generating units) and

part of the operation within that unit is disposed of, the goodwill sssociated with the operation
disposed of is included in the carrying amount of the operation when determining the gain or loss
on disposal of the operstion. Goodwill disposed of In this circumstance |3 measured based an the
rélative values of the operation disposed of and the portion of the cash-generating unit retained.

Carrylng amount of the goodwill arising on acguisition of subsidiartes |s presented as an Intangible
and the goodwlll on an acquisition of an equity accounted Investment in investment In associates Is
included in the camying value of the imsestment,

When subsidisries are soid, the difference between the selling price and the net assets plus
cumulative translation dilferences end unamorlized goodwill s recognized in the Income Statement
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1.3.10 investment in an Associate The Group's invesTment In its @ssociane |5 accounted fior using the equity method, An associate 5 an
entity In which the Group has significant influence. Under the equity method, the investment in the
associate is carried on the Statement of Financial Position at cost plus post acquisiion changes In
the Group's share of net assets of the associate. Goodwill relating to the associate |s included in the
carrylng amount of the |mestment and Is nedther amartized ner individually tested for |mpaliment

The income Statement reflects the Group's share of the results of operations of the assoclate. When
these has been a change recognized directly in the equity of the associate, the Group recognines
Ity share of any changes and discloses this, when applicable, in the Statement of Changes in Equity.
Unrealized gains and losses resulting from transactions betwaen the Growp and the sssociate arg
eliminated to the extent of the interest n the associate.

The Group's share of profit of an sssociste (s shown on the face of the Income StEtement. This s
the profit srtributable 1o equity halders of the associate and, therefore, [s profit after tax and non-
controlling Imtemests In the subsidiaries of the assoclate,

The Financial Statements of the assoclate are prepared for the same reporting period as the Group.
‘When necessary, adjustments are made to bring the Accounting Policles in line with those of
the Group.

After application of the equity method, the Group determines whether it is necessary 1o recognize
an addltional impalrment boss on its Investment [n its assoclate. The Group determbnes at each
reporting date whether there is any objective evidence that the investment in the assoclate ks
Impained, if this is the case, the Group calculates the amount of impalrment as the difference
between the recoverable amount of the associate and Its carmying value and recognizes the amount
in the 'share of profit of an associate’in the Income Statement.

Upan loss of significant influence over the sisociate, the Grou p messurés snd recognises any
retaining imvesement 8t s fadr value. Any difference between the carrying amount of the sssociate
upan loss af significant influence and 1he fair value of the retained Investment and proceeds from
dispasal Is recognized in profl or loss.

1311 Property, Plant and Equipment (s} Basis of recognition
Property, plant and equipment are recognised if it is probable that future sconomic benefits
psioclated with the asset will flow to the Group and the cost of the asset can be reliably measured

(b} Basis of measurement

An item of Property, Plant and Equipment that qualifies for recognition as an asset i initially
measured 2t its cost. Cost includes expenditure that is directly attributable 1o the acguisition of

the assers and subseguent cost as explained below. The cost of self constructed assets Includes the
cost of the materials and direct labour, any other cost directily attributable to bringing the assets to
i working coendition Tor its intended use and cost ol dismantiing and removing the old items and
restofing shte on which they are located, Purchased softwarne which Is integral to the Functionality of
the related equipment Is caplialized as part of computer equipment.
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23.12 Intangible Assets |

(] Subsequent cost

Thete are costs that are recognized In the caimying amount of an tem If it is probable that the
futwre aconomic benefits embadied within that part will flow ta the Group and [t can be rellably
measued,

(d] Depreclation
Depreciation is calculated on a stralght-line basis over the useful life of the assets, commencing
from when the assets ane avallable fior use. The eslimated useful Hves of the assets ame as follows:

Bulldingsimprovements 3 years - 40 years
Maotor vehicles A years
Furniture and office equipment 5 yoars

Depreclation s provided proportionately for the completed numbet of manths the asiet s in use, IF
it is purchased or sold during the finsncial year,

Leavehold assets ane amortized over the lower of the useful life and 1he lease period of the
respective assets,

{e} Derecognition

An Item of Property, Plant and Equipment ks derecognized upon disposal or when no future
econamic benefits sie expected, Any galn or loss srising on derscognition of the asset (calculaned
25 the difference betwesn the net disposal proceeds and the carrying smount of the asset) Is
Inchuded In the Income Statement in the year the asset is derecognized.

The Group's intangible assets include the value of computer software and work in progress. An
intangible psset I3 recognized only when ity cost can be messured rellably snd it 13 probabie that
the expected future economic benefits that sre sttributable to it will Row to the Group.

Intangible assets acquited separately are measuned on Initial recognition at cast. The cost of
intangible assets acguired in & business comblination is their fair value as at the date of acquisition.
Following initial recognition, Intangible assets are camled at cost fess any accumulated amortization
and any accumulared impalrment kosses

Imtangible assets ate amortized using the straight-line method to write down the cost over its
estimated useful economic lves as glven below:

Computer soltware 5 years

Imtangible assets are derecognized on disposal or when no future economic benefits sre axpected,
Any galn or koas arising on derecoagnition of an Intanglble asset are measured a3 the difference
between the net disposal proceeds and the carrylng amount of the asset i Included in the Income
Statement In the year the asset |5 derecognized.
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2.3.13 Leases Assels beesed Lo customers under agreements that transfer substantiglly all the rigks and rewards
associated with ownership other than legal tide, are classified as Minance leases. Lease rentals
receivable in the Statement of Financial Position include total lesse payments due net of unearned
Imteeest income mot accrued to revenee and allowance for Impaimment.

1314 Investment Property | Progerties held to earm rental income and propertles held far caplial appreciations have béen
classified as investment property, |rvestment propertles are Initially recognized at cost. Subsequent
o the Initial recognition, the Investrment properties are stated at falr values, which reflect markst
condltions at the date of the Statement of Financial Posttion, Gains or losses arising from changes In
the fair values are included in the Income Statement [n the year in which they arise

Cost Includes expenditure that s directly sttributable to the acquisition of the [nvestment property.
The cost of seif-constiucted Investment properly Includes the cost of materials and direct laboue,
Eny olher costs directly atiribulable 1o bringing the Investment properly 1o 4 working condition for
thedr Intended use.

Imvestment properties are derecognized when dlsposed of or permanently withd rawn from use
because no future econamic benefits are expected. Any gaing or losses on retirement or disposal
are recognized in the Income Statement in the year of retirement or disposal.

An exteinal, independent valuer, having apprapriate recognzed prafesstional gualifization: snd
recent experience in tha location and category of property being valued, values the Group's
Invastmant propermy every 3 yaars, In financlial pariods within that period the fair value |5
devermined by the Directors.

2.3.15 Tanation {a) Domestic Bxnking Unit and Foreign Currency Banking Linit
Provision for taxation s based on the elements of income and expenditure as reported in the
Financial Statements and computed In térms of the provisions of the Infand Revenue Act No 10 of
2006 and amendments thereto, at the e of 28% for bath on-shore domestic Banking unit and on
share foreign currency banking unit transactions (2011 - 28%),

(b} Deferred tax

Deferred tax is provided on temporary differences at the date of the Statement of Financial Position

betwean the tax bases of assets and llabilitles and their carrying amounts fer financial reposting

purposes. Deferred tax Habifitles are recognized for all taxable temporary differences sxcept -

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

s In respect of tanable emporary differences associated with estments in subsidiaries and
associates, where the timing of the reversal of the temporary differences can be contralled and it
Is probable that the temporary differences will not reverse In the foreseeable futune.
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2.3.16 Financlal Guarantoes

Deferred tax assets are recognized for ol deductible tem porary differences, carry forwand of
unused tax credits and unused tax osses, 10 the extent that i Is probable that taxable profic will be
avallable against which the deductible temporary differences, and the carry forward of unused tax
eredits and unused tax lowses can be utilized except -

« Where the deferred tax asset relating wo the deductible termporary diffesence arises from the
inltial recognition of an asset or llabllity In a transaction that Is not a business comblnation and,
at the time of the transaction, affects nelther the accounting profit nor taxable proflt of loss; and

= In respect of deductible temparary differences associsted with investments in subsidisries and
sssociales, deferred tax sisets are recognired only 1o the extent that it is probable that the
temporary differences will reverse in the foresceable future and tacbie profit will be avallable
againil which the lemporary differences can be utiliced.

The carrying amount of deferred tax assets is reviewed at each Statement of Financial Positien date
and reduced to the extent that It is no longer probable that sufficient taxable profit will be avallable
1o albow all or part of the deferred tax asset to be utiimed Unrecognized deferred tax assets are
reassessed at each Statement of Financial Position date and are recognized to the extent that It has
become probable that future taxable profit will allow the deferred tax asset to be recovered.

Deferted [ncome Lax assels and liablities are measured at the tax rates Lhat are expecled to apply
1o the year when the asset bs realized of the llability |s settied, based on tax rates (and tax laws) that
have been enacted or substantively enacted at the date of the Staternent of Financlal Position.

{c} Value Added Tax on financial services

The basis for the computation of value added tax on financis! services is the accounting profit
before emoluments paid to employees and income tax, which is adjusted for the depreciation
computed on prescribed rates, The amount of value added tax charged at 12% in determining the:
profit for the perlod is given in the incoms Statement.

in the ordinary course of business, the Bank gives financial guarantees, consisting of letters of
eredlt, guarantees and scceplanced. Financial guarantees are Initlally recognized in the Fnanclal
Statements (within ‘other lisbflitles) at fair value, being the premium recelved.

Subsequent to Initisl recognition, the Bank'y lability under each guarantee is measured at the
higher af the amount initialy recognized less cumudative amoriization recognized in the Income
Slatement, and the best estimate of expenditure required 1o settle any Minancial obligation arising
as a result of the guaranies,

The premium recelved is recognized in the Income Statement in ‘Met Fees and Commission Income'
on a straight line basls over the life of the guarantes
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2.3.17 Persions and The Bank operates an approved employee non-contributory pensian Man for the payment

Retirement Benalits of pendions v members of i3 permanent staff who qualify for such payments when retiring.
Ernployess who joined since 1999 are not coverad under the said pendion scheme. These employees
are entitled to retirement gratuity as explained in Note 8 on page 266. Up to 31 December 2002,
annual contributions to the pension plan was payable by the Bank based on a petcentage of
grass salarbos, as stipulated in the pansion deed However, following the fermulation of a revised
pension deed, which has been approved by the Department of Inland Revenue, the coniributions in
subsequent years are determined on the basls of an actuarial valuation each year.

The costs of retirement gratuities ane determined by a qualifled actuary using projected unit credit
method, This iem is stated under other llabilitles in the Statement of Financial Position. Actuarial
gains and losses are recognized as income or expense when the net cumulative unrecognized
setuaiial galnd of losses ot the end of the previows reporting perlod exceeded | 0% of the defined
benellt obligation st the date and recagnlzed over the expecied average working Ives of
ernployees participating in the plan of the defined benefit obligation a1 thal date, in accordance
with the Corridor Method.

Employees are eligible for Employees’ Provident Fund conwibutions and Employees’ Trust Fund
contributions in sccordance with the respective statutes and regulations. The Bank contributes 15%
and 3% of gross salaries of employees io the Bank's Employees’ Provident Fund and the Employees’
Truse Fund respectively. Graup companies contributes 129% and 3% to Central Bank of S Lanka

for elsgible employess for Employees’ Provident Fund contributhons and Employees” [rust Fund
contr|butions respectively,

4.3.18 Provislons Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of & past event, i1 [s probable that an outflow of resources embodying economic benefits
witll be required 1o settle the obligation and a reliable estimate can be made of the amount of the
obligation.

13.19 Equity-Linked On 1 July 2010, shareholders of the Bank approved an Equity Linked Compensation Plan (ELCP), (o
Compensation Plan enable the management staff in the rank of Assistant Vice-President and above of the Bank 1o take

part in the voting ordinary shate capital of the Bank, subject 1o certain limits, terms and oonditions.
A total quantum of 2,455,667 shares of the Bank which is squivalent to a mazimum of 3% of the
present voting share capital of the Bank Is 1o be issued to the ELCP. Half of such shares are to be
swarded as share options and the other half as Share Grants in equal proportions. The issue of
shares for the ELCP will take place cver five yebrs commencing July 2010. Cach of the five trenches
would amount to 4 maximum of 0.69% of the vouing shares. Subsequent to the subdivision of the
Bank'y ordinary shares (n ihe proportion of one share for every ardisary share in ssue. which was
spproved ot the Annual General Mesting held on 30 March 2011, the total guamum of shares has
now increased 1o 4,911,322 shares,
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2.3.20 Dividends on Ordinary Shares |

2321 Equity Reserves |

21.3.22 Foreign Currency Translation

Detalls of the Share Dptions and the Share Grants are given in Note 47 to the Financial Statements,

The cost of equity-setiled vansactions is recognized, together with a corresponding increase in
equity, over the period in which the performance and/or service conditions are fulfilled, ending on
the date an which the relevant employees become fully entitled to the awerd ('the vesting dare’).
The cumulative expense recognized for equity-settied transactions et each reporting date unfil
the vestimy date reflects the extent to which the vesting peried has expired gnd the Bank's best
estimate of the number of eguity instruments thet will ultimately vest.

The Incorme Statement expense of credit for & period s recorded in ‘Personne| expenses’ and
represents the movernent in cumulative expense recognized as at the beginning and end of
that period.

Dividends on ordinary shares are recognized as a lability and deducted from equity when they are
approved by the Board of Directors.

The neserves reconded |n equity (Other comprehensive iIncome) on the Group's Statement of
Financial Position include -

» ‘Avpilable for sale” reserve, which compeises changes in fair value of svailable for sale
inastments.

» ‘Foreign cutrency trans|ation reserve), which i used 1o record exchange differences arising from
the transiation of the net investment in forelgn operations.

(a) Transactions In fareign currencies are Initially recorded using the closing sxchange rate of the
funcrional currency ruling at the date of the transaction

Maonetary assets and liabilities denominated in foreign currencies are re-translated at the middle
exchange rate of the functianal curency ruling at the date of the Statement of Financlal Pasition.
The mesulting gains and losses are accounted for In the Income StatemenL

Mon-monetary assets and Nabilithes that are measured on a historical cost basls In foreign currency
are translated using the exchange rates prevailing at that date. Non-monetary assets and |labilithes
measured at fair value In a foreign currency are translated using the exchange rates at the date
whien the falr value wai determined

Mational Development Bank PLC - Debenture lssue - 2013 | 91



Significant Accounting Policies

{b) Transactions of the Foreign Currency Banking Unit
These have been recorded in accordance with Note (a) abowe. Net gaing and losses are dealt within
the Income Statement,

(e} Forward exchange contracts are valued at the forward market rates prevailing at the date of the
Staternent of Financial Position. Profits and lazses on such transactions are dealt within the income
Staterment,

{d) Liabiliwies in respect of foreign currency borrowings guaranteed by the Gowennment of 50 Lanka
are not translated at rates of exchange prevailing at the date of the Staterment of Financial Position,
sknce the Government of Sri Lanka is required to bear any enchange risk thal may arise at the time
dabl service payrments ame being made. The Bank pays a premium to the Government of 51 Lanka
foi beaing such sk

(e} As at the reparting date, the assats and liabilities of overseas subshdiaries/associates am
translated into the Bank's presentation curmency at the rate of exchange nuling at the Statement
of Financial Position date, and their Income Statements are translated at the weighted average
exchange rates for the year, Exchange differences arising on translation are taken directly to a
separate component of equity

{f) On duposal of 8 farelgn subsidlany/associste, the deferred cumulathve amaunt reaghired In
equity relating to that particular foreign subsidiary/assoctate is recognized In the income Statement
in "Other opesating expensss or ‘Other operating Incorme’, respectively,

23,23 Recognition of Income Revenue is recognired to the extent that It is probable that the economic benefits will flow 1o the
and Expenses Group and the revenuge can be rolisbly measured. The following specific recognition criteria must
also be met before revenue is recognleed:

{8} Intérest and simllar Income and expenie

For all Minancial Instruments messured 4l emortised cost, interest-beaning financial assets classified
&% available for- sabe and financial [nstruments designated ot fair value through profit or loss,
interest income or expense i recorded using the EIRL EIR i3 che rate that exactly discounts estimated
future cash payments or receipts through the expected life of the inancial instrurnent ar a shorter
perlod, where appropriate, to the net carying amount af the financial asset or financial Eabil lry.
The calculation takes into account all contractual terms of the financial instrument {for example,
prepayment options) and includes any fees of Incremental costs that are directly attributable to the
Instrument and are an integral part of the EIR, but not fulure credit losses.
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23,24 Cash and Cash Equivalents |

The cariying amoaunt of the Ananclal aiset of Aranclal llability & adjusted H the Group fevises It
estimates of payments or recelpts. The adjusted carmying smount |8 calculated based on the original
EIR mnd the chamge in camying amount |8 recorded a3 Interest and similar Income’ for financial
a35e1s and Intevest and similar expende for Minancial labililes.

COnce the recorded value of a financlal aset of a group of similar financial assets has been reduced
due to an Impairment loss, interest income continues (o be recognized using the rate of interest
used 1o discount the fulure cash Aows for the purpase of messuring the impaifment loas,

{b) Dividend Income
Dividend income from shares i3 recognized when the Group's nght 1o recetve the payment |s
established.

{e) Income from fee-based sctivities

Fees for underwriting, advisory work, loan syndication, management of funds snd all other fees
and commissions are recognized an an scerual basis. Fees charged on quarantes,/bid bonds are
recognilzed on an accrual basls aver the perlod the service Is performed.

(d} Met trading income

Results arising from trading actrvities include all gains and losses from changes in fair value and
related interest Income or expense and dividends for financlal assets and financial liabilities hald for
trading,

(e} Expendiiure recognition

Operating expenses are recognized in the Income Statement on the basis of & direct association
between the cost incurred and the earning of specific items of Income. All expenditure incurmed
in thee running of the business and in maintaining the Property, Plant and Equipment in a state of
efficiency has been charged to income In arriving ot the profit for the year,

Cash and cash equivalents comprise of cash balances, short-term funds and balances with Central
Banik of 5t Lanka The caih flow itaternent has been prepared by using The Direct Methad’,
whereby grais cash recelpts and gross cash payments of opersting activitied, investing and
fingncing activities have been recognized,
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21.3.25 Segment Reporting | A segment |5 a distinguishable compoanent of the NDB Group that ks engaged In praviding
services (Buginess Segment] or in providing services within 2 particular economic environment
[Geagraphical Segment) which is subject to risks and rewards that are different from those of
alhar segmants.

In sccordance with the Sri Lankas Accounting Standard Mo, 28 an Segment Reporting, segmental
informarion is presented in respect of the NDB Group. The NDB Group's segmental reporting is
based on the following operating segments: Banking, Investment Banking, Property Development,
and Others, Segment results, assets and liabdlities Inchude items directly attributable to 8 segment,
25 well a5 those that can be allocated on a reasonable basis,

inter segrneni transactions are accounted Tor at fair market prices charged 1o inber-bank
courterparts fior similar services. Such transfers are eliminated on consalidatian.

2.4 Standards issued But Standards issued but not yet effective up to the date of Issuance of the Consolidated Financial
Hot Yet Effective Statements are set out below along with detalls of SLERS which will have a future effect on the
Accounting Policies adopred by the Group

{1} SLFRS 9 - Financial Instruments: Classification and Measurement
SLFRS 9, as hsued refiects the first phase of work on replascement of LEAS 39 and applies o
classiflcatlon and measursment of financlal assets and Rabilldes

iy SLFRS 13 - Fair Value Measuremeant
SLFRS 13 establishes a single source of guidance under SLFRS for all fair value measurements. 5LFRS
13 provides guidance on all fair valwe measurements under SLFRS,

SLFRS % and SLFRS 13 will be effective for financial perlods beginning on or after 1 January 2015
and 2014 respectively,
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In addition 1o the above, fallowing standards have also been swed and will be effective for
financial periods beginning on of after 01 lanuary 2074,

SLFAS 10 - Consoblidated Financial Statements

SLFAS 11 - Joint Arrangements

SLFAS 12 - Disclosure of Interests in Other Entitles

The Graup wili adopt these standards when thay become effective. Pending a detailed review,
tha financial impact B not reasonably estimable ai a1 the date of publication of thase Financial
Statements.

2.5 First-Time Adoption of SLFRSs The Group sdopted Srl Lanks Accounting Standards comprising LKAS and SLFRS effective 1 January
and LKASs 2012, Prior 1o the sdoption of SLFRS. the Group prepared [1's Consolidated Financiel Statements in
sccordance with previous 5| Lanka Accounting Standands, The Group prepared |13 apening SLFRS
Consolidated Financial Statements as at 1 January 2011, the date of transition to SLFRS which forms
the starting point for the group's financial reporting under SLFRS. These Consolidated Financial
Srsterments have been prepared In aceordance with the Accounting Policles deseribed in Note 2 an
page 233,

In prepaning these Consolidated Financial Statements, the Group has applied the requirements of
SLFAST - Hrst-time adoption of 5r Lanka Accounting Standards, Including retrospective application
of SLFRS effective for the Growp on adoption, unless otherwise indicared. The resulting adjustments
are described below,
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First-Time Adoption of SLFRS
Reconcillation of Cqulty a4 81 1 January 2001 (Date of traniltion to SLFRS)

BANK GROUF
ELFRS an ar™ SLFRS ao at™
Meclasill  Memedsue 1 lafwabiy Recladsll-  Bemeaiuie- 1 Lanuisiy
SLA5e cation ety 2011 As* eaan Lt e
Hege B3 000 Rs 0 R D0 Fia 000 P 200 As 000 A 009 s 'pOD
ASSETS
Cash ana cash eguvelents 2190431 REF ] - 1124859 LA 483 33,008 - 2508451
Balarsces with Centrad Bank 1ATT406 - = IOTIADSE 3077408 - =! 3,077,408
Securities purchased under resale
agreemennt A 1. 984300 160,204 1133 1,154,637 2085264 BE, 140 .733 FALLE
Financial amets held for trafing T.TALSET 1515 (526) 7,961 585 BO07 938 TTRSIS 1525 B.186,915
Dervative firancial Instruments B - 90715 49,849 140,565 - LR LY 45,845 140,565
Other financial sssets held For trading AEmASD - - 358,850 B3 427 1,019,557 - 1B5T,
ils of exchange 1366481 [(,268.461) - Z LIMEAE1 (8384441 - il
Losny and sdvances 1o banks 1818744 1816744 LRV T4 TEIE T4
Loand and scvancei 10 Cusinmen =] 63813647 1449717 [51408) 65011952 B BT 507 £58.815 [Z3T 405 65044907
Lease rentals neoeivabile LIG0ET - 85211 1,412,200 2,126,989 - a5211 2412200
Oeher nancial ssets classified
& boans and receivable - 1526285 - 1526285 = BITR50T - RiTaS07
Financisl assecs - hedd to maturty € 1535043 (7948 854) - 1373218 1eP0026 (9.060404) = TeMRaTR
Financial assets - svallable for wle - 4790 - 4,790 - 5774 - 6774
Imviitrmenti It wibdkdlary companles LTSN - - 1,770,540 - - - -
Imyestments in associsle comparies 451450 . A52 .46 1.763, 588 1,762,580
Cther asets E 815256 [454.883) 21,723 492,298 wraer (528, 0n0) nnra B0, 589
Imtangible assets 30670 - - o870 0399 = = Filik,
Praperty. slam & equipment. &50.423 - G50433 T Tar - mr AT
Imaitmant prapertie - - - - 000G - - Lm0l
Gaodwil - - - - 4330 - - 433
Total assats 104738516 - 20084 104545000 108530731 (103,720} 206085 N0BEIAGST

* Bomed an S Lavm Accoanting Sandends MRLAT] af | Arasary 2077 [Date of fsmintsn),
“eggred o Sl Lanks 4 g Standards comprising LGAS and SLFRS PELAASY ad I Janwary JOI 1 iDate of tensitica)
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BANK GROUP
SLFRS w3 ™ SLFAS me m™*
Reclassl  Rewseisine- | Imhaary Aechasf- Aemessune- 1 lanuary
BLAS cation mems ol | BLAE casion ments mnn
Mot LIR RO Fa T0 P D30 Fas 00 Fa ‘000 PR 000 Ry
LIABILITIES
D 1 Ranvia - 570385 - 570385 - 570,385 - 570,385
Securities sold undet repunchase
agreemantt F 13,174,293 176,906 - 12,351,198 13,174,353 (E99.457) - 11474836
D 10 customens G RINT080 1203804 #1278 S0.532.985 59,363,080 1233503 [54,278) 0,533,985
Dwbrt securities ssued and
athar borrowed finds 16537820 yreoa - 13860970 16,081 450 (2.000,550) - 13,980,910
Tam Nabdlitles i Wi3ro waar 452497 4H2.169 = maar 573418
Oiuher lighilivies 3,784,732 (168431} 52.07% 2,668,374 341,122 11,168,837} 51074 AR, PES
Drvidends payeble 450,793 [450.793) - = 4507859 (450,094) = =
Subosdimated tarm dabts - 2835343 - 2875243 - 1635141 - 1A05 341
Defered Tax 1 52058 - - 256 55753 = = 9,753
Tatal labilities LEEEIE - - ARLS21 S 200887 62551080 = B85 91432250
EQUNTY ATTRIBUTABLE TD
EQUITY HOLDERS OF PARENT
Stated copital 108,085 = - 1,093,008 1,083,088 (X9, 58) - BELIAT
Statutary reserve fund B78.778 678,718 ¥7a.7a BTETE
Retained Earnings H RELE, 177 - 117,063 #7534 13,309,866 136,238 117,163 13,557,666
11,606,990 . 17163 11,724,153 15281279 {103,720} 117,163 15,295,328
Non-coniroling Mimeity - - - - 717,083 - - TI7.083
Tkl equity U, 06, 9590 - 117153 11,734,153 13,998,362 1103, 30) 117,163 16,00 7404
Tall labilities and equity 104738576 - I0G0BA 104945000  10ASF1IE 103,70 06,086 108,634,687

= Boaed an 5ol fanke Accountiag Shandgvds FSLAST of [ january 2071 (Tate of traneifios),
*Rai el o £ L owali Accounding Stoadards compsing LEAS and SLFRS ("L AR5} af [ Jonoeny M0 | (Dateal ineagiiond
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Firsi-Time Adaption of SLFRS

Reconciliation of Equity a3 a1 31 December 2011

BANE GROUP
SLEAS a ™ HLFAS ag at™
Rachiaai-  Pemeatiie- 1 Decernbes Reclaasif-  Nemeaicse- 31 Deoembed
SLAse catlon e a1 SLAse A mels e
Hote = OO Ra ‘0001 s ‘D00 fs 000 e ‘000 A ‘00 Au‘ooa A 100
ASSETS
Cagh and cash sguivalents 3225998 (830,847) = 1,985,152 L345.587 (830,847 - 2518840
Balances with Central Bamk 4814070 - - 4514,1 10 4814070 - - 4518100
Placements with bant - A - 57an - 517833 - 517,803
Securites purchased under rasale
agreemaent A 910,00 911,000 LR 910,708
Finarclal asiets held for trading TOSEI6S 47 A9 7104148 1058249 AT.ATR - 71068148
Derivative finarclal Instremen iy L} - 1,800,959 1,308 1,402 305 - 1,800,999 1,308 1,403,305
Otiser financial sssets heid for trading 233Tn = - 433 3809 1,528 = 4.08E,575
Bils of anchange 3834818 (B34, 878) - - JE24 828 (3,828,821 - =
Loans snd sdv.antes 1o bank - 1640 £62 |, G &2 - 1640862 - 1, G40, 462
Loans end sdvandes 10 Cusiomer o 510422 2,184 588 (S00.204) 93,054, 78 SLATEBGS 1,087,168 (00,004 93, 108006
Lesse ientals necelvable 4 508 959 - 140,851 4,649 810 4,508 355 - 140,850 4 A 510
Deheer Ninancisl suisty claiifed
s kmans and receivable - 1452104 L9 155,099 - 560,70 2994 1,561,186
Financial assets - hedd 19 maturity [ = 16383363 (A7 161 - 15,566,202 18,168 208 [2.502,708) - 15,666,207
Financizl asscts - available for wale 8848 - HY,B48 TREATE 1BBATE
Immstmanis in subsidiary companies 1770540 - - 1,710,540 - - - -
Imyestmeenis in assoClae Compani IB6ERE PLLE L 1,706,695 1. TR
Dther assets E 1 ADE 565 (1011030 306,367 a0z 1853741 (277 343) 3BE 566 B57, TEL
Intangibie asaets ITAGRT - - 278,633 F8347 - = FNEIAT
Pioperty, olant & equipment: HIB T4 BZH.754 1,105 259 1,185,255
[PvestmEnt property - B . - 1,295,891 - - 1,295,653
Total assats 1378425980 BAE 25 [B.E87) 138422718 141008540 S4T.805 (OEAAF)  N4258B14%

* Bowed on S Lanks Accounting Suanclandy [RLAST e X1 December 2011,
*“Hused on Sn Lanis Accountimg Standands comgedsing L08S and SUFRS (SUARS) o 10 December 207 1.
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BANE GEROLE
HFRS ™ SR gy at™™
Beclawall]: Fempssure= 31 Decermber Recimil: Remampurg- 31 December
RS catlon manks o SLASY cxtiar margT b
Nats i "D iy DO iy D00 Ha Bd e 00 & D00 0 s 000
LIABILITIES
Dur 10 Bania 3933537 3923527 wE3saT bR FE R R
Securtin 1old under repurchme
BQreemEnty F 11, 243671 12430 - 11,980, 0 4280 it 10983 - 10,152 841
Devialve Nnsnclad inaliuments a - 10X A2 - 1,032 AR - 1,023462 - 1033462
Dhse Lo cutlamens G A0 18 1882955 (FaE A0S0 M BOY0 N8 18482 355 (4. ea 0] B2 05450
Db secirlies Bawed and
other horowed funds 17.913,530 (B.447 2200 - 19a55300 26688271 17210958 - 19,466,303
Taxt Nabdities | 13535 - 137 04 56T B4R = 1,127 355076
Other llabilimies 4557003 (1.502.751) 51066 1,106,318 4738410 {1.500671) 52066 3385805
Devidends payabla F55,381 (755.387) - - 155381 {755.381) - -
Subordinated term dests - LAIRIN2 - 1428013 - LA28002 - LB
Deferned Tam | 112,108 - 233 1,875 111,353 == (M0.237] LINFr
Total Habilities 1351048210 BB 425 (52581 "I5T47 579 124007017 48,507 (5258 124750380
EQWATY ATTRIBUTABLE 10
EQUNTY HOLDERS OF PARENT
Fated capioal 1,093,095 - - 1 693,085 1,093,085 239,158 - BE3HIT7
Fratutory reserva fund ERTE = = ira,Tie iraTa - - arerie
It Fund 306,635 = 188,835 385825 = = IMEATS
Astalrad Earmbngi H 10379832 - E3.451) 10,376,500 14,730,509 128,577 (63,4371 TG 640
12738570 - {83431) 12675139 17,089,147 (100.581) (83437 16915120
Hon-controliing Interests - - - - 1475 T8 - 91T
Total eguity 12.738,570 - (B3 A1) 12875198 18,000 823 (100,50 (3437 70788
Total lsbilities and eguity 117,842,580 EakBA2S EAAAT 1884FLTIE  14Z, 108 580 S47.995 (6B,687] 142SE8 349

* Banrd o S | anis Arroonding Stomdeeds (LAY ar 31 Darember 200 1
*=Houndl o Sni Lawks Accounting Shandands comprising [ KA S and S1LFRS FILFREY af 11 Decambar 2371,
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First-Time Adoption of SLFRS

Reconcillation of Income for the year ended 31 December 2011

BANE GROUP

Reclisaf-  Remessture- 31 Decemoer Beclassifl- Remessure- 31 Decembes

SLAS" Al ] MEres Faill b SUA Lalon rEnls FooLl

Noaw i 000 Fa 000 fia OOL LRt fa 000 Rt ‘000 Rz ‘000 Lo

Inimest Income c&n 11337032 - 50651 11,387,683 11,541, V06 B30 51,050 1154 594

Interest expenies & eaesn - @mF7)  6eawen 6769314 - G enesans

NET INTEREST INCOME 4487.0M - 74,589 4,561,660 47182 62,176 75230 490616

Met fee and commiss'on income: - 1,150,401 - 1,150,401 1914327 - 1916330

Met trading IncameAsupenses) B - Y6214 (48,847} SR, G - A ad HEMT 48R 396

Other operating income D 2184098 (17666100 - AXT AR 1,157,621 12.510,859) 1,158 647,785

Total operating Income A.581,160 - 572 8,707,746 1929433 036,182} myn 1a11.609
ImpaFment chargesfiReversall for

loang snd other Igies L - 518 ] [317,008) - 28518 {88.452)
Mt apsrating income 41 896 - (207 S} 6,639,957 B, 248 441 B6.181) [200,145) BOIDITY
LESS: GPERATING EXPEHSES
Pervannsl expen e o 1704906 B4 329 L0887 1,833,184 1,576,598 w068 30045 FARKA-1F
St retirement benslits 8485 (84,385 9,188 (31, hes) - -
Depreclation of propeny plant &

e prment - | FB287 - 1 FE2EF - 198,556 - 198,556
Amartization of intangible assets - 0318 - £8.378 - ELEAL - S1401
Cther operating costs E 1401 534 (228415 - 1463019 1,501,099 (288,149 574 1811078
Tolal operating sxparies JABDS2G = 40,587 1519818 3,568 663 36, YBF} 48075 1,980,556
OPERATIMG PROFIT BEFORE

WVALUE ADDED TAX (WAT) ALG0.967 - {250,830 ERA AR ] A4 FTTITR - [24B.220) 4 025565
Walue Added Tax [VAT) an

Finpncial Sefvices i - (204.960) - [504,560) - (50¢,560) - (502, 9800
OPERATING PROFIT AFTER

VALUE ADDED TAX [WAT) 3360967 (5049600 (150,833 2,605,179 4377778 (504,560} [246,320) 3574608
Share of zusocizte companies” prafit - - - - 130,791 - - 330,793
PAOFIT BEFORE TAXATION 3380947 (504, 9500 {250,833 1500,179 4408571 (504,860} (248, 2200 3,855,398
Tamation 1 N.348,554) a0 960 10233 (Frad&) (8671100 S0, 59650 .33 nasasn
PROFIT FOR THE YEAR 01418 - |10 400 1,430,818 2,940,881 - (177,587 1,763,881
FROFIT ATTRIBUTABLE TO

EQUITY HOLDERS OF THE PARENT 2A11.413 {7690, 4000 1830818 1,705,539 78,054 L5ITATI
Mon-Cantralling Interests - 3530 7 135,408

2011413 - (B0, A00) 130818 1,54 8GN = 77,987 2, 761.887
Earnings Par Shars
Baclc Fadnlngs P Shame 1228 11.1% 1648 15.3%
Dividend Per Share 15

* Bavet an ST Lovwas Aceoursting Srmalands (SLASY at ¥) Decamiber M |

**Hoard o Snl Lanika Accounrisg Sandardy compsising LS amd SLFRS CSLARTY af 31 Decambey 2071
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2.5.1 Notes to the Recancilistion of
Equity &s at 1 Jamuary 2011,

31 December 2011 and Income
Statement for the year ended

11 December 2011

(A} Reverse Repurchase Agreemenis
On adoptlon of SLRFS, the Interest Income on reverse repurchase sgreements |3 recognized based
on an effective interst rate (EIR) method.

[B) Derivative Financial Instruments
The falr value of derivative instruments it recognized a3 per the SLIRS on the Statement of Financial
Position, That was not recognized under SLAS,

{C} Financial Assets Held to Maturity
Financisl assets whare the Group has the sbility and Intention to hald 1o maturity wene classified a3
held 1o maturity and medsured st amortized cost using effective interest rate method,

(D) Loans and Advances to Customens

Previows SLAS required provision for impairment of recelvables (o consist of both a specific
amount for incurred losses and general amount for expected future losses. SLFRS does not permit
recognition of impairment for expected future losses and nstead assessed on o collective as well as
Individual basis, based on objective evidence that there has been an impairment

Based on SLFRS, all loans granted to staff of the Grou p at concessionary rates ane inltially recognized
at falr value, Subseguent Interest thereon was recognized on EIRL Day 1 difference s treated as pre-
paid staff cost and amariized over the remaining tener of the loan,

Other Assets
SLFRS requincs total lease payments under operating leases be recognized as an expense on &
straight-line basis over the lease term.

|F} Repurchase Agresments
On adoption of 5LFAS, the interest expense on repuichase contracts is recognized based on
an EIR mothod.

1G] Amounts due to Customers
On adoption of SLFRS, the interest expenie on smounts due 1o customers (depoalts) is recognized
based on an EIR method.

[H} Reserves
The net effect of sdoption of SLFRS as of the tranaition date of 1 January 2011 |5 reconded through
‘Retained Earmings’

{1y Statement of Cash Flows
The transition fromm SLAS to SLFRS did not have & material impact on the Statement of Cash Flows,

(1) SLFRS Tex

This represents the effect on taxes arlsing on adpustments following the adopbon of 50 Lanks
Accounting Standards. Pending the issue of tax guidelines, such Impact on taxes has been assessed
based on the currently applicable tax laws and reguiations.
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1. Incarporation, Principal Activities and Significant Changes in the Group Structura

The National Development Bank of 51 Lanks was Incorporated under the National Development Bank of 51 Lanks Act Ma, 02 of 1979, In 2005,
pursuant 1o the provisions of the Nationsl Development Bank of Si Lanka (Consequential Provigions) Act No, 01 of 2005, & company by the namg

of 'National Development Bank Limited” was incorporated for the purpodses of taking over the business of National Development Bank of 51 Lanka.
Accordingly, on 15 June 2005, the National Development Bank Lid. was incorporated and with effect lrom thet date the National Development Bank
of 3r Lanka Act No. 02 of 1979 was repealed except for certaln provisions contained thereln,

in terms of the new Companies Act No. 07 of 2007, the name of the Bank was changed as ‘National Development Bank PLE' The Bank was
re-registered In terms of the new companles reglme o 4 July 2007 and was assigned with P 27 as the new Regisiration Number.

The Bank is listed on the Colombao Stock Exchange. The reglstensd office of the Bank and its principal place of business is situated at
Mo, 40, Mavam Mawatha, Colombo 2.

The principal activities of the Bank, its subsidiaries and assockate companles (ND8), consist of the business of commerclal banking,
development financing, merchant banking, Investrment banking, leasing, housing flnance, venture capital, stockbroking, wealth management and
property investrment,

The number of s1aif ermployed by NDB as at 31 December 2012 was 1,447 (2017 - 1,357).

The number of branches of NDE a3 at 31 Decernber 201 2 was 63 (2011 - 60).

BANK GROUP
w2 Zn 3z 207
s 000 s ‘D00 Fs 000 #s D00

2. Interest Income
Loans and advances - due from banis 105400 131,370 105,400 131,370
Loans and advances [0 Customers 13,227,224 B467.524 13,231,487 B,471,053
Lease rentals recelvables 819,472 485,580 18472 455580
Maney market lending 309,346 120,021 337,064 171451
Reverse repurchase agreements 252,473 72,580 252,473 77,980
Financial investments held for trading 107,238 135,685 214,270 1903236
Firsancial irvestments held for maturity 1,399,424 1,962,122 1,399,424 1,972 868
Other Interest income from Government Securities TE3,060 54,401 790,336 103,056

16,883,637 11387683 17149866 11654594

3. interest Expenses

Due to banks 432 581 372459 444 501 37459
Securities lent and repurchase agregments 1:398,432 923460 1398432 923440
Due o custamers 7853381 4237557 7853381 4,237 557
Debt (ssued and other borrowed funds 1,613,380 1302547 1,557,648 1,231,900

11,309,774 6BIE0F3 11,254,042 6,745376
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BANS GROUP
oz o 1] o1
Rs ‘D00 ] R ‘D00 s ‘000
4, Mgt Fes and Commisslan Ingome
Management fees 4,595 140 - -
Fie anvd commlssion income - loans & other products 1,128,608 1,182,661 1,643,581 1,916,230
Ml fiee and commission Income 1,133,603 1150401 1,643, 583 1,916,230
5. Net Tl'lﬂiﬂn Income
Forelgn exchange income B76,401 f60,123 are40 160,122
Equities 38 {100,055) 9,089 {219.854)
Debt securities 33,637 {43,8455) 286,998 {43.855)
Other interest rate instruments - 48,017 - (48.017)
1,010,278 EGBISE 1,272,496 448396

‘foreign Exchange'income includes gains and losses from spot and forward contrects and other currency derivatives.

‘Equlties’ Income | ncludes the results of buying and selling, and changes in the falr value of equity securities. Debt secwrities’ Income ncludes the
resubts of buying and selling and changes in the fair value of debt securities and debt secunties sold shoit as well 85 the related interest Income and
expanie The results of trading money market instfuments and Interest rabe swaps, aré recorded under ‘Other Interest Rate Insthuments.

[TE GROUP
1w ot i3 201
Rs ‘D00 Ry 000 Fit ‘900 s ‘D00
6. Other Opsrating Income
Dividend Income lrom securitles

= Quoted Investments - B.B3T - 15352

= Non-quoted |mestments 30,950 44875 40.4596 116,068
Dividend Income from subsidlaries/associates

- Quoted Investments - 179,194 - -

- Hon-quated [mMmmeitments 95,699 mny - -
Capital gains fram sale of securities 81,122 nu #1122 (11
Capltal gabns from sale of group Investments 535,716 17300 5,750,942 17,300
Mon-trading forelgn exchange income 218,830 64,975 218,830 54979
Aevaluation gain on investment properties - - - 400,000
Others 25,157 34197 25,157 0586

FITAT4 4217485 6,126,547 647 785
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BANK GROUP
ma 2 mz an
s 00 s ‘200 Fs 080 s ‘000
7. impeirment Charges/(Reversal) for Loans and Other Losses
Loans and receivables
Long-term loans (96,318} [448.129) {(96318) (448,129)
Medium and shart-term loans 43,024 62,561 43,024 62,561
COverdrafis 128,985 35503 128,985 355013
Trade finance [oans {65,265} 5,903 (65,265} 59493
Consurmet loans (25,9200 16,169 (15,9204 16,168
Housing |oans 32,816 (21,949) 11825 (21.545)
Pawning (26,893} [753) {26,654) [753)
Staff loans &77T (2,012} 677 201
Leases 66,496 {54,658) 65,496 (64, BEE)
Invesiment securities 48,500 165,562 (5,233) G281
Total 106,112 67,789 51,379 (BB492)
B. Persannel Expanses
Remuneration 1,843,769 1498,315 2,044,332 1,769 808
Contribution to defined benefit plan
Pension fund [Note 8.1) 12,706 36,304 29,2153 43,082
Gratuity (Mote 8.2) 40,960 48,084 40,960 48 084
Share based payments 20,054 20,055 20,054 J0.055
COthers 245,251 235426 198,726 136,584
Total 2,172,740 1,838,184 2,333,325 2,117,613
8.1 Penslon Fund

The Bank aperates an approved non-contributory Pension Plan for the payment of pensions to members of its permanent stall wha qualify for such

payments when retiring.

Mease refer Accounting Policy 23.17,

The amount funded since the inception af the Plan is the amount recognized a3 an expense avers the respective periods. The sdequacy of the

conlributions was reviewed by an actuary as al 31 December 2012

The actuerial method used is the Projected Unit Credit method. The principal assumptions, which have the most significant effect on the valuation,
are the investment return net of taxes, which has been estimated ot 129% (2071 - 10%) and the mte of incresse n salacies, which heve been

estimated at 109 (2017 - 9%).

The actuarial experience losses or gaing have been recognized in [ine with the corridor method over the expected future working life

of the participants,

Accordingly, the provision made for pension lability was Bs 22.7 mn as at 31 December 2012 (Rs 36.3 mnin 2011)

The Penslon Pan is fully funded.
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8.2 Gratulty
Proviskons for retirement gratulthes have been made based on the actuarlal valuation carred out &s at 31 December 2002, Please refer Note 37 (1) for

detaided disclosure and assumptions an the retirement beneflt Hability.

BANK GROUP
Pk 2N FLLF Fitlh]
s ‘000 Hs 00D L] s 000
9. Operating Profit Befors Valus Added Tax
Status after charging,
Directors' emaluments 45,740 35,852 46,710 35523
Auditors’ remuneration 7188 5,903 8773 7413
Lagal expensas 12,051 14,753 13,908 16,106
Office administration and establishment expenses 876,351 764,364 1,015,955 B&R. 01
Others 745,783 662,495 798,860 702446
GROUP
Perceatage 30413 mii
Haolcing s S0 s 00D
N
10. Share of Associate Companie’ Profiti{Loss] before Texation
Ayojana Fund (Pvi) Lid. (under liguldation) 50.00% - -
Maldives Finance Leasing Co (Pyt) Lid, 15.00% {14,683) (125,152)
DA Ventune Imsestments (Pvt) Lid, (under liquidation) 50.00% = 4177
AVIVA NDE Insurapce PLC (Note 1001) 41.14% 440,000 430,724
AVINA NDH Finance Lanka (Pvt) Lid, (Mote 10.1) 41 41% 13,403 21,044

438,720 330,793

10.1 On 27 September 2012, the Bank (MD8) and NDB Capital Haldings PLE entered |nto 2 Share Sale and Purchase Agreament with Amerlcan
International Asssrance Company Lid (AIA) of HangKong to divest the 41.56% sharehalding in AVIVA NDB Holdings and 5% of AVIVA NDB Insursnce
PLC. Accordingly, on § December 20132 the divestment of these resulted in 2 capital gain of Rs 5.8 bn to the NDB Groug.
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1. Texatlon
The components of income tax expense for the y=ars ended 31 Decernber 20012 and 2011 are:

BANE GROUF
L H Fi 1 003 20
Heite s 500 #5000 Fs 000 A 'O
Current Tax expenies
Income tax expense 1,039,602 70450 1,039,602 790,450
Adjustment in respect of curment Income tax of prior years {18,935) 1,254 [16,935) 1294
1,022,667 791744 1,022,667 791,744
Income tax of subsidiary companies - - 74,853 146,480
Income tax of associate companies - 139,847 171518
a 1,022,667 a1, 744 1,237,367 111152
Deferred tax expense
Temporary differences b 38,000 {17,383} 38,000 (tR.635)
Total tax charged to the Income Satement 1,060,667 TT4.361 1,475,367 1082517
Effective tax rate (%) 13 5 12 aT
Recanciliation of the total tax expense
{8) Income tax
Prafit before tax 4,606,911 30110039 10,390,873 4029565
Income tax for the perlod {Accounting profit @ applicable tax rate) 1,289,935 B70E3E 3,342,894 1,274,867
Tax effect of exempt income (269,540) (1005207 (2,907,123) {114,008)
Adjustment In respect of current income tax of prior period (16,935} 1,294 (16,935} 1294
Add: Tex effects of expenies that se not deductible for tax purpases 606,972 391,951 612,837 391951
(Less): Tax effects of expenses that are deductible for Lax purposes (625,679) (490,247} [632,338) (490,247}
Tax effect of leasing/tax losses 38,023 118,428 38,032 48,195
Tax expenses for the perlod 1,022 667 79744 1,237,367 1,171,152
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bl Deferred tax

The following table shows deferred tax recorded on the statement of financlal position In other assets and other Rabilitles and changes recorded in

the income tax expense:

Defered Tan  Deferrod Tan Income  DefeiredTan  Daferred Tax Ineaie
Aswrty Linbilities sraterment At [ Saement
aong ok a3 20 i 2011
BANK
Provisions 6,991) 5,108 {12,097} - 86416
Other temporary differences (208,706} 295572 32,894 (158 545} 212918 (103,795}
Total (215,697} 295,572 38,000 (171,043} 211518 (17.383)
GROUP
Provisions {6,991) 5,106 (12,087} = BEATS
Other wemporary differences (209,783} 195,894 32,894 [160.878) 114,096 (105,051}
Total [(216,774) 395894 38000 (17LEFE) 314006 {18,635

12. Emrnings Per Share

The basic earnings per share for 2012 and 2011 have been calculated by dividing the profit attributable to ordinary shareholders by the weighted
awerage number of ordinary shares outstandl ng during the year as required by the Sl Lanka Accounting Stendsrd Mo. 33 (LKAS. 33) an "Earnings per

Share'
BANE GROUP
012 2011 093 o1

Amount used as the numeratar
Profit avtributed to ordinary shareholders (Fs 000} 2,923,958 1830818  8853,821 2527473
Amount used a3 the denominator
Crdinary shares in issue for basic EPS calculetion 164,201,902 164,201,902 160,068,176 160,068,176
Weighted average number of ordinary shares as at the Balance Sheet date for basic

EPS caloularion 164,201,902 164,201,902 160,068,176 180,064,176
Welghted average basic earnings per share (R} 7.0 11158 553 1579
Waighted average number of ordinary shares as at the Balance Sheet date for Basic

EPS calculation 164,201,902 164201902 160068.176 150,068,176
Effect of outstanding share option schems 54 847 55479 54,847 55,479
Numbser of ardinary shases including share option 164,256,749 1564257381 160,123,023 160,123,655
Welghted average number of ordinary shares as at the Balance Sheet date for diluted

EPS calculation 184,256,749 164,257,380 160,123,023 180,123,855
Weighted average diluted eamnings per share [Rsh 17.80 11.15 5529 1578
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