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. AT . P PR Chairman
Q' WHBID a'ly FMHES CFevalaimise (2,675,588) | (3,532,790) Bank of Sl Lanka and Finance PLG
Ggyﬁu.l Gul'_lg QJ(I},LDITGIIID 2,850,367 1,417,843 Report of the Auditor General on the Financial Statements and Other Legal and Regulatory Requirements of the
. . . 5 . Merchant Bank of Sri Lanka and Finance PLC and its subsidiary for the year ended 31 December 2021 in terms of
SLLGID BB HIEG aUBLOTEILD 185,602 116,893 | Section 12 of the National Audit Act, No. 19 of 2018.
Bl Lewilh WBBID FHJGF OFevaieamise (38,587) (22,071) 1. Financial Statements
GaPlw SLLWwID WHDID SHJG 6UIBLTEID 147,015 94,822 | 1.1 opinion
AIWITLITY  BL 6B cpsvlorer GHful GeorLid 44,281 10,312 The audit of the Financial Statements of the Merchant Bank of Sri Lanka and Finance PLC (the “Company”) and the
L WL 106t B et Consolidated Financial Statements of the Company and its subsidiary (the “Group”) for the year ended 31 December
@@”U BLLID 2L 15 ﬂquu Lo?ﬁl—' L1960 ﬂu-' SSULILL @5 60 2021 comprising the statement of financial position as at 31 December 2021 and the statement of profit or loss,
Qandgibsen et G aumLTEND/([BL L LD) (23,435) 63,629 statement of comprehensive income, statement of changes in equity and statement of cash flow for the year then
. . . ended, and notes to the Financial Statements, including a summary of significant accounting policies, was carried
am@:[u'l Qgﬂl‘ﬂﬁ?un%@ G’J@LDMNL.D 238’662 46’541 out under my direction in pursuance of provisions in Article 154(1) of the Constitution of the Democratic Socialist
QLDITQ’;Q’; G]g,rr;ﬁmum_@ 6U(HLOTEITLO 3,256,890 1,533,152 Republic of Sri Lanka read in conjunction with provisions of the National Audit Act No. 19 of 2018. My report to
L. Lo [ . . Parliament in pursuance of provisions in Article 154 (6) of the Constitution will be tabled in due course. To carry out
GLAIGET DBBID Jeneiul Bl L HISEThHSTEN @L@Jwﬂ O (74’450) (563’431 ) this audit | was assisted by a firm of Chartered Accountants in public practice.
Gg).nju-' Q.EWLQQUWLG GU(HLOTGITLD 3!182’440 1’069’721 In my opinion, the accompanying financial statements give a true and fair view of the financial position of the
P . . Company and the Group as at 31 December 2021 and of their financial performance and their cash flows for the year
FHelllILL L QFevaiermiaber (1,200,450) (1,091,985) then ended in accordance with Sri Lanka Accounting Standards.
Gailioy gHUTE WHHIL SLa GHUTE (245,115) | (291,273) oo
. . .. 613,860 571,882 1.2 Basis for Opinion
Gomeum Q'&’WI‘QEUWLCB Goevellaise ( ! ) ( ) | my audit in accordance with Sri Lanka Auditing Standards (SLAuSs). My responsibilities, under those
QTEs GEmABUM. G OCFeeaiamise (2,059,425) (1,955,140) standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of
— - - - - my report. | believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my
Qupiod UL’ euflés@ eitenyTer OHTOBLT B opinion.
Qeomud/(pLL1D) LHED G Pooersaia wee @ Csuwremd| 1,123,015 (885,419) | 5 ey audit maters
Flenant Bipieuen (peHeSBaet aTen Gauiomen wiBBLD/(GHUIDTaID) (1 6,01 9) (462,544) Key audit matters are those matters that, in my professional judgment, were of most significance in my audit of the
s oA . . . P . . _ financial statements of the current period. These matters were addressed in the context of the audit of the financial
Saem ﬂg}jmmgpﬁﬁm (g)g;sﬁl.@ @g;.u.lLDrTGm LDH[B[DLD/((%Q‘)UJLDNGUILD) 5’058 as awhole, and in forming my opinion thereon, and | do not provide a separate opinion on these matters.
&W ﬂg}jmmrﬂa&mﬂa&f Q,Dg)aﬁl'_ﬂi g;ﬂt%&’,&;ﬁﬁﬁl L‘ﬂaimmmn 1 ,106,995 (1 ’342’905) For each matter below, my description of how my audit addressed the matter is provided in that context.

. . . P | have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the financial statements
Qg’"@mum—@ @GDHULD/([DLLLD) 294.968 section of my report, including in relation to these matters. Accordingly, my audit included the performance of
ﬂgﬂuju_mb [(EODIE I Lﬁg,nsm @m ( ’ ) - procedures designed to respond to my assessment of the risks of material misstatement of the financial statements.

i | i . The results of my audit procedures, including the procedures performed to address the matters below, provide the
auflb@ (Westenmymen @60TLID/ (L L LD) 812,728 (1 ,342,905) basis for my audit opinion on the accc ing financial
aumoTe aufld SlpibLied (283’684) 234,600 Key audit matter How my audit addressed the key audit matter
QUL SHMBaBTer @eoTutd /(L L LD) 529,044 (1,108,305) Allowance for Impairment Losses on | | assessed the alignment of the Company’s expected credit loss
N . - Loans & Receivables at amortised cost model computations and underlying methodology including
Ufﬂ@&"mﬂﬂmmm GU(HLDITGIID Allowance for impairment losses on | consideration of COVID-19 impacts and related industry responses
SIS ur&@&neﬁmﬂaﬁ &L&’é’ @mmﬁ@ W@IDHGMLD (@)u”) 2.04 (6.68) loans & receivable at amortised cost as | with its accounting policies based on the best available information

stated in Note 12 & 23 is determined by
management in accordance with the
accounting policies described in Note
35.

up to the date of my report. My audit procedures included amongst
others the following:

« | evaluated the design, implementation and operating
effectiveness of controls over estimation of impairment, which
included assessing the level of oversight, review and approval of
provision for impairment policies and procedures by the Board
and management.

| checked the completeness and accuracy of the underlying data
used in the impairment computation by agreeing details to relevant
source documents and accounting records of the Company. | also
checked the underlying calculations.

In addition to the above, the following procedures were

This was a key audit matter due to:

materiality of the reported allowance
for impairment losses which involved
complex calculations; and

degree of management judgement,
significance of assumptions and level
of estimation uncertainty associated

with its measur_eme_nt. _ performed:

Key areas of significant judgements, . :
estimates and assumptions used by | ® For loans & on an basis for
management in the assessment of the impairment:

allowance for impairment losses

included the following;

- lassessed the reasonableness and timeliness of Management’s
internal assessments of credit quality based on the borrower’s
particular circumstances.

| evaluated the reasonableness of key inputs used in the

.

management overlays to incorporate
the probable ongoing impacts of -

COVID-19  and related industry allowance for impairment made with particular focus on the
responses such as government ongoing impact of COVID-19. Such evaluations were carried
stimulus ~ packages and  debt out considering value and timing of cash flow forecasts,
moratorium relief measures granted elevated risk industries, status of recovery action and collateral
by the Company; values.

« the incorporation of forward-looking | o For joans & on a basis for
information to reflect current and impairment:

anticipated future external factors,
including judgments related to the
ongoing impact of COVID-19, both in
the multiple economic scenarios and
the probability weighting determined
for each of these scenarios.

- | tested the key calculations used in the allowance for
impairment.

- | assessed whether judgments, estimates and assumptions
used by the Management in the underlying methodology and
the management overlays were reasonable. My testing included
evaluating the reasonableness of forward-looking information
used, economic scenarios considered, and probability
weighting assigned to each of those scenarios.

| assessed the adequacy of the related financial statement
disclosures as set out in Notes 3.5.11, 12, 23 and 49.2.
My audit procedures included the following,

- | obtained an understanding of the internal control environment
of the processes relating to financial reporting and related
disclosures.

IT systems and controls relevant to
financial reporting

A significant part of the Company’s
financial reporting process is primarily
reliant on multiple IT systems with
automated processes and internal
controls. Further, key financial statement
disclosures are prepared using data and
reports generated by IT systems that are
compiled and formulated with the use of -
spreadsheets.

I identified and test checked relevant controls of key IT systems
related to the Company’s financial reporting process.

- | involved my internal specialized resources to evaluate the
design and operating effectiveness of IT controls, including
those related to user access and change management.

- lalso obtained an understanding, primarily through inquiry, of
the cyber security risks affecting the Company and the actions
taken to address these risks. Further, | checked changes if any
have been made to security monitoring procedures, given the
increase use of remote working access including the
Company’s monitoring on remote working activities.

Accordingly, IT systems and related
internal controls over financial reporting
was considered a key audit matter.

1.4 Other information included in the Group’s 2021 Annual Report

The other information comprises the information included in the Group’s 2021 Annual Report, but does not include
the financial statements and my auditor’s report thereon, which is expected to be made available to me after the date
of this auditor’s report. Management is responsible for the other information.

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

In connection with my audit of the financial statements, my responsibility is to read the other information identified
above when it becomes available and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or my knowledge obtained in the audit or otherwise appears to be materially misstated.

When | read the Company’s 2021 Annual Report, if | conclude that there are material misstatements therein, | am
required to communicate that matter to those charged with governance for correction. If further material uncorrected
misstatements are existed those will be included in my report to Parliament in pursuance of provisions in Article
154 (6) of the Constitution that will be tabled in due course.

1.5 Responsibilities of Management and Those Charged with Governance for the Financial Statements

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 determine is necessary to enable
the preparation of Financial Statements that are free from material misstatement, whether due to fraud or error.

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

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

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

1.6 Auditor’s Responsibilities for the Audit of the Financial Statements

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

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

« 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 my opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

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

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

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

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

| communicate with those charged with governance regarding, among other matters, significant audit findings,
i ing any signifi iciencies in internal control that | identify during my audit.

2. Report on Other Legal and Regulatory Requirements

2.1 National Audit Act, No. 19 of 2018 and Companies Act, No. 7 of 2007 include specific provisions for
following requirements.

2.1.1 | have obtained all the information and explanation that required for the audit and as far as appears from
my examination, proper accounting records have been kept by the Company as per the requirement of
section 163 (2) (d) of the Companies Act, No. 7 of 2007 and the section 12 (a) of National Audit Act, No.
19 of 2018.

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

2.1.3 The financial statements presented is consistent with the preceding year as per the requirement of section
6 (1) (d) (iii) of the National Audit Act, No. 19 of 2018.

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

2.2 2.2 Based on the procedures performed and evidence obtained were limited to matters that are material,
nothing has come to my attention;

2.2.1 to state that any member of the governing body of the Company has any direct or indirect interest in any
contract entered into by the Company which are out of the normal course of business as per the
requirement of section 12 (d) of the National Audit Act, No. 19 of 2018.

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

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

2.2.4 to state that the resources of the Company had not been procured and utilized economically, efficiently and

effectively within the time frames and in compliance with the applicable laws as per the requirement of
section 12 (h) of the National Audit Act, No. 19 of 2018.

F Y
W.P.C.Wickramaratne ./~
Auditor General
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