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To the Shareholders of Vallibel Finance PLC

KPMG

Report on the Audit of the Financial Statements

Opinion

(Chartered Accountants) Fax
32A, Sir Mohamed Macan Markar Mawatha,
P. 0. Box 186,

Colombo 00300, Sri Lanka.

e wed

98.8.65558d
DEBIWDOSN RSB

Tel +94 - 11 542 6426
+94 - 11 244 5872
+94 - 11 244 6058
+94 - 11 254 1249

Internet www.kpmg.com/Ik

We have audited the financial statements of Vallibel Finance PLC (“the Company”), which comprise the statement of financial position as at March 31, 2018, and the income statement,
the statement of profit or loss and other comprehensive income, statement of changes in equity and statement of cash flows for the year then ended, and notes to the financial statements,

including a summary of significant accounting policies and other explanatory information.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of the Company as at March 31, 2018, and of its financial performance and its cash

flows for the year then ended in accordance with Sri Lanka Accounting Standards.

Basis for Opinion

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

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the financial statements of the current period. These matters were
addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

1. Revenue recognition

The Company generates revenue from its lending activities by charging fees (Interest) from the customers. Management maintains Effective Interest Rate (EIR) models to determine
revenue recognition in accordance with the requirements of relevant accounting standards. As described in note 6.1 (accounting policy) and note 11.1 (interest income), Company's
interest income amount to Rs. 6,256,980,109 as at March 31, 2018 (2017: Rs. 4,597,260,244)

Nature and Area of Focus

The EIR models are complex and heavily reliant on the quality of the underlying data
flowing into the models. We have identified revenue recognition as a key audit matter as
there is a risk of revenue being inaccurately recognized due to errors in integrity of the
underlying data. The amount of revenue recognized in a financial year is dependent on
the occurrence of the underlying loan transactions, accuracy of the loan portfolio and the
appropriateness of the significant assumptions applied to the EIR models in relation to
the expected maturity of each loan and the timing of expected future cash flows.

Our Response: Our audit Procedures included;

« Testing design, implementation and operating effectiveness of key controls relating to
the flow of data from source systems into the EIR models. This procedure included an
assessment of the automated controls by our IT specialists, to determine whether the
input data within the EIR models was complete and accurate.

+ Testing the arithmetical accuracy of the EIR models to assess whether they were working
as intended and in compliance with the requirements of relevant accounting standards.

« Performing analytical review procedures to assess whether the recognized revenue was
in line with the expected level.

* Assessing the adequacy of the disclosure in the financial statements.

2. ision for of Loan and

As described in note 5.1.9.1 (accounting policy) and note 29.1.5, 30.1.4, 30.2.5 (Impairment provision for Lease Rental and Hire purchase receivable, impairment provision for Loan
and Receivable to other customers), Company's impairment provision for Loan and Receivable amount to Rs. 794,832,339 as at March 31, 2018 (2017: Rs. 690,405,813)
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Nature and Area of Focus

Impairment allowance represents the management’s best estimate of the losses incurred
within Loans and Receivables as at the reporting date and are Assessed on an individual
and collective basis. We have considered the key Assumptions and risks for each in turn.

The individual provision model utilizes arrears as the primary impairment trigger. There
is a risk that other impairment triggers are not identified on a timely basis. The other key
assumptions used in the calculation of the individual provision include the quantum and
timing of future cash flows on impaired loans. In the estimation of future cash flows, the
Company considers past payment behavior, the expected collections approach, including
net rental income from the receiver and the value of the collateral held by the Company.

For the purposes of the collective provision assessment, the Company calculates an
emergence provision based on the previous loss experience for loans that have become
individually impaired overlaid with management judgment. There is a risk that the overall
provision is not reflective of the incurred losses at the end of the period, due to the
assumed period of time taken for the incurred losses to emerge, changes in customer
credit quality or other market factors which are not sufficiently incorporated into the model
such as the tax position of borrowers and changes in rental income.

We have identified the assessment of the impairment of loans and advances to customers as
a key audit matter since there is a high degree of complexity and Judgment involved on
the Company's part in estimating individual and collective credit impairment provisions
against these loans. These features have resulted in significant audit effort to address
the risks around loan recoverability and the determination of related provisions. Changes
to these assumptions may considerably impact the required level of impairment provision.

Our Response: Our audit Procedures included;
Testing of design, implementation and operating effectiveness of key controls over
acceptance, monitoring and reporting of credit risk.

« Testing of application controls, over completeness and accuracy of data extraction into
the models.

+ Validating of the accuracy of the collective and individual impairment models by re-
performing the calculations.

* Assessing the methodologies used against our interpretation of the requirements of the
relevant accounting standards and our wider industry experience. This included the
consideration of alternative provisioning methodologies, to assess whether the current
modeled provision is sufficient.

* Challenging the appropriateness of key assumptions, including collateral valuations and
forecast cash flows, based on our knowledge of the business and industry practice and
the actual past experience of the Company’s loan portfolios.

* A consideration of the alternative impairment triggers and assessing whether these
were sufficiently captured by the Company’s valuation models.

* Assessing the adequacy of the disclosures in the financial statements, including
the description and appropriateness of the inherent degree of subjectivity and key
assumptions in the estimates.

Other Information

Management is responsible for the other information. The other information comprises the information included in the annual report, but does not include the financial statements and our

auditor’s report thereon.

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

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that there is a

material misstatement of this other information; we are required to report that fact.

Responsibilities of Management and Those Charged with for the Fil

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

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

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

Auditor's Responsibilities for the Audit of the Financial Statements

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

influence the economic decisions of users taken on the basis of these financial statements.

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

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

* Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an

opinion on the effectiveness of the Company’s internal control.

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

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

» Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether the financial statements represent the underlying transactions

and events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and significant audit findings, including any significant

deficiencies in internal control that we identify during our audit.

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

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

public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

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

examination, proper accounting records have been kept by the Company.

CA Sri Lanka membership number of the engagement partner responsible for signing this independent auditor’s report is 2618.

CHARTERED ACCOUNTANTS

Colombo, Sri Lanka
30th May 2018

° 58» 5EwE MG

KPMG, a Sri Lankan partnership and a member firm
of the KPMG network of independent member firms.
affiiated with KPMG International Cooperative
("KPMG International”), a Swiss entity.

® GEBE e S

MR. Mihular FCA

T.J.S. Rajakarier FCA

Ms. S.MB. Jayasekara ACA

GAU. Karunaratne FCA

RH. Rajan ACA

Principals - S.R |. Perera FCMA(UK). LLB, Attomey-at-Law, H.S. Goonewardene ACA
Ms. C.TKN. Perera ACA

PLY.S. Perera FCA
W.W.J.C. Perera FCA

W.K.D.C Abeyrathne FCA
RM.D.B. Rajapakse FCA

C.P. Jayatilake FCA

Ms. B.K.D.TN. Rodrigo FCA,

° EE S



