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PUBLICATION OF FINANCIAL STATEMENTS INACCORDANCE WITH SECTION 29 (2) OF FINANCE BUSINESS ACT NO. 42 OF 201

For the year ended 31st March 2023 2022 2023 2022 For the year ended 31st March 2023 2022 2023 2022
Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000
Income 24,473,972 | 24,580,234 | 19,571,547 | 17,500,569 Profit for the year 7,559,000 | 7,276,139 4,965,067 | 5355419
Interest income 17,91 1 ,950 14,219,402 17,51 1,736 14,163,102 Other comprehensive income/(expense) to be
Interest expenses (4,828,502) | (3,782,899) | (4,876,421) | (3,819,396) reclassified to income statement
Net interest income 13,083,448 | 10,436,503 | 12,635,315 | 10,343,706 Fair value gain/(loss) on debt securities at fair value
Net income from financial instruments at FVTPL 67,003 | 678734 55,902 599,436 through other comprehensive income
Net other revenue 1,909,638 1,766,920 B N Share of equity accounted investee, net of tax 498,520 (426,030) - -
- - Total other comprehensive income/(expense) to be
1,026,926 1,055,079 1,032,832 1,058,806 o :
Operating lease income reclassified to income statement 498,520 (426,030) - -
Other income 719,079 1,466,942 971,077 1,679,225 —
Other comprehensive income/(expense) not to be
Total operating income 16,806,184 | 15,404,178 | 14,695,126 13,681,173 reclassified to income statement
Impairment and other credit losses (843,425) (286,966) (696,644) (273,087) Actuarial gains / (losses) on defined benefit plans (45,247) 8,883 (52,660) (4,228)
Net Operating Income 15,962,759 | 15,117,212 | 13,998,482 13,408,086 e 13,573 (1,514) 15,798 1015
Operating expenses (31,674) 7,369 (36,862) (3,213)
Perso‘nnel exp‘enses | (2,851,023) | (2,705,000) | (2,477,206) | (2,359,720) Share of equity accounted investee, net of tax (8,111) 1,048 - =
Premises, equipment, establishment and other expenses| (3,007,143) | (2,851,961) | (2,449,070) (2,281,091) Revaluation of land & buildings
(5,858,166) | (5556,961) | (4,926,276) | (4,640811) Gain on revaluation of land & buildings
i i 38,532 - -
Operating profit before share of profit of equity Share of eqwﬂty accounted |nves.tee, net of tax 66,546
accounted investees 10,104,593 | 9,560,251 9,072,206 8,767,275 Deferred tax impact on revaluation reserve due to change of
: : income tax rate (453,286) - (278,959) -
Share of profit of equity accounted investees, net of tax 1,886,915 1,388,131 - - : -
Operating profit before taxes on financial services | 11,991,508 | 10,948,382 | 9,072,206 | 8,767,275 Deferred tax impact on revaluation reserve due to change of
income tax rate - Share of equity accounted investee (42,718) . - -
Taxes on financial services (1,679,690) | (1,298,900) | (1,679,690) | (1,298,900) —
- Total other comprehensive income/(expense) not to
Profit before tax 10,311,818 9,649,482 7,392,516 7,468,375 be reclassified to income statement (469,243) 46,949 (315,821) (3213)
Income tax expense (2,752,818) | (2,373,343) | (2,427,449) | (2,112,956) Other comprehensive income/(expense) for the year
Profit for the year 7,559,000 7,276,139 4,965,067 5,355,419 (net of tax) 29,277 (379,081) (315,821) (3,213)
Profit attributable to : Total comprehensive income for the year 7,588,277 6,897,058 4,649,246 5,352,206
Equity holders of the parent 7,226,880 7,002,787 4,965,067 5,355,419 Total comprehensive income Attributable to:
Non-controlling interest 332,120 273,352 - - Equity holders of the parent 7,314,015 6,619,783 4,649,246 5,352,206
Profit for the year 7,559,000 7,276,139 4,965,067 5,355,419 Non-controlling interest 274,262 277,275 - -
Basic and diluted earnings per share - Rs. 31.79 30.80 Total comprehensive income for the year 7,588,277 6,897,058 4,649,246 5,352,206
Dividend per share 4.25 3.50

SELECTED KEY PERFORMANCE INDICATORS As at 31.03.2023 As at 31.03.2022
As at 31/03/2023 | 31/03/2022 | 31/03/2023 | 31/03/2022
Item Actual Required Actual Required Rs.'000 Rs.'000 Rs.'000 Rs.'000
Regulatory Capital Adequacy (%) ASSETS
Tier 1 Capital Adequacy Ratio 52.60% 8.5% 44.32% 8% Cash and cash equivalents 992,061 1,199,681 528,494 697,234
Total Capital Adequacy Ratio 53.05% 12.5:A, 44.89% 12:/o Fair value through profit or loss financial assets 649,071 1,655,884 377,996 968,093
I it li iliti 1 0, 0,
Ol e A B e T e e 110.61% 10% 86.43% e Securities bought under repurchase agreements 3,409,480 5,201,821 3,409,480 5,201,821
Quality of loan Portfolio (%) Financial assets at amortised cost - Debt and other financial
Gross Stage 3 loans ratio 10.21% 14.97% instruments 28,039,980 22,310,336 26,332,972 20,933,341
Net stage 3 loans ratio 5.21% 9.56% Financial assets at amortised cost - Loans and receivables from
Net stage 3 loans to core capital ratio 6.58% 14.89% customers 5,263,446 | 4,724,669 5,263,546 4,727,838
Stage 3 impairment coverage ratio 48.96% 36.14% anancial assets at amortised cost - Net investment in leases and
Total impairment coverage ratio 11.44% 9.26% hire purchase 41,064140 | 53901589 | 41,064,140 | 53,901,589
Trade receivables 1,074,527 1,589,992 - =
:"t’_f':a""t"y (%) - 10 Investments in subsidiaries . - 381,614 333,614
et interest margin .71% 10% X X -
Return on assets 7.77% 7.41% Investmclants in equity accounted investees 11,121,423 9,221,337 1,654,509 1,538,020
Return on equity 10.99% 12.69% Inventories and other stocks 1,386,916 1,626,322 79,202 54,436
Cost to income ratio 33.52% 33.92% Investment properties 78,800 78,800 78,800 78,800
Property, plant and equipment 12,246,039 | 12,433,609 9,840,721 10,082,958
Liquidity (%) Right of use assets 429,616 457,818 497,414 559,516
Available liquid assets to required liquid assets (Minimum 100%) |  627.59% 421.62% Sl : : : '
Liquid assets to external funds 63.29% 42.50% Intangible assets 34,721 e 314,024 84,809
Current tax assets 34 1,127 - -
Memorandum information Deferred tax asset 20,269 15,196 - -
Number of branches e );?3 " dA1 ((")(3; Other assets 633,201 | 1,096,721 388,155 873,135
Extrernal credit ratin ated A{lka) Rating ated At(lka
g Wach Neggtive byFich Ratings Real estate held for sale 5,155 ENI55 5,155 OS5
by Fitch Ratings Lanka Lid. Assets held for sale - 100 - -
Laka Lt Total assets 106,728,885 | 115,605,949 | 90,216,222 | 100,040,359
Regulatory penalties imposed last 6 months LIABILITIES
A t (Rs.M None None
mount (Rs.Mn) Bank overdrafts 225173 224,369 170,584 215,438
Regulatory deposit restrictions Financial liabilities at amortised cost - Deposits 38,228,102 | 48,715,464 | 38,532,558 | 49,024,182
Cap on total deposits (Rs.Mn) None mone Financial liabilities at amortised cost - Interest bearing borrowings 74,226 708,465 38,922 88,329
Down§|2|ng of deposﬂs - per month/quarter/year (Rs.Mn) None one Lease liabilities 416,352 425,001 501,736 542,760
Freezing of deposits None None ——
Employee benefit obligations 2,072,381 1,778,128 1,922,762 1,632,666
Regulatory borrowing restrictions Current tax liabilities 1,517,316 1,773,149 1,284,886 1,597,150
Cap on total borrowings (Rs.Mn) None None Deferred tax liability 1,400,623 1,765,957 937,912 1,438,012
Downsizing of borrowings - per month/quarter/year (Rs.Mn) None None Other liabilities 1.348.992 2.744.039 904,182 1.035.641
s e e R ) None None Liabilities directly associated with the assets held for sale - 1,224 - =
Regulatory lending restrictions Total liabilities 45,283,165 | 58,135,796 | 44,293,542 | 55,574,178
Cap on total lending portfolio (Rs.Mn) None None
Downsizing of lending portfolio - per month/quarter/year (Rs.Mn) None None EQUITY
Restrictions on granting new credit facilities and/or extending Stated capital 2,230,286 2,230,286 2,230,286 2,230,286
the terms of existing credit facilities None None Statutory reserve fund 2,964,000 | 2715000 | 2,964,000 | 2,715,000
Any other regulatory restrictions None None Revaluation reserve 4,597,308 4,976,248 3,299,945 3,584,888
Fair value reserve 100,028 (398,492) - -
Loan loss reserve 920,000 920,000 920,000 920,000
Independent Auditors' Report General reserve 23,402,957 | 23402,957 | 23,391,776 | 23,391,776
Retained earnings 25,330,663 | 21,989,452 | 13,116,673 | 11,624,231
Total equity, excluding non-controlling interest 59,545,242 | 55,835,451 45,922,680 | 44,466,181
I((:I:l?tered Accountants) ::Ix :59):: ii g:&zl gg:g Non-controlling interest 1!900!478 1.634,702 - -
32A, Sir Mrohamed Macan Markar Mawatha, +94 - 11 244 6058 -
P. 0. Box 186, Internet : www.kpmg.com/lk Total equity 61,445,720 57,470,153 45,922,680 44,466,181
Colombo 00300, Sri Lanka. — =
Total liabilities and equity 106,728,885 | 115,605,949 | 90,216,222 | 100,040,359
TO THE SHAREHOLDERS OF CENTRAL FINANCE COMPANY PLC LA FUR CIALEL Net asset value per share - Rs. 261.90 245.59 201.99 195.58

Report on the Audit of the Financial Statements

OPINION

We have audited the financial statements of Central Finance
Company PLC (“the Company”) and the consolidated financial
statements of the Company and its subsidiaries (“the Group”), which
comprise the statement of financial position as at 31st March 2023,
and the income statement, 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 as
set out on pages 115 to 231 of this Annual Report.

In our opinion, the accompanying financial statements of the
Company and the Group give a true and fair view of the financial
position of the Company and the Group as at 31st March 2023, and of
their financial performance and cash flows for the year then ended in
accordance with Sri Lanka Accounting Standards.

We conducted our audit in accordance with Sri Lanka Auditing
Standards (SLAuSs). Our responsibilities under those standards are
further described in the Auditors’ Responsibilities for the Audit of the
Financial Statements section of our report. We are independent of the
Group in accordance with the Code of Ethics issued by CA Sri Lanka
(“Code of Ethics”) that are relevant to our audit of the financial
statements, 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 Company’s financial
statements and the consolidated financial statements of the current
period. These matters were addressed in the context of our audit of
the Company’s financial statements and the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do
not provide a separate opinion on these matters.

Allowance for Impairment of Loans and Receivables from Customers and Net Investment in Leases and Hire Purchases

Refer to Note 3 ( Significant accounting judgments, estimates and assumptions), Note 17 (Impairments and other credit losses), Note 30
(Financial assets at amortised cost- Loans and receivables from customers) and Note 31 (Financial assets at amortised cost- Net investment

in leases and hire purchase) to these financial statements.

Continue to Next Page
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W.M.T.W.Weerasinghe
Chief Financial Officer

Approved and signed for and on behalf of the board.

E.H. Wijenaike

Managing Director

19th May 2023
Colombo

These financial statements have been prepared in compliance with the requirements of the Companies

The Board of Directors is responsible for the preparation and presentation of these financial statements.

I Fos

A. K. Gunaratne

Deputy Managing Director




RISK DESCRIPTION OUR RESPONSES

As disclosed in Note 30 & 31 to these
financial statements, the Company has
recorded financial assets at amortised
cost against loans and receivables from
customers and net investment in leases
and hire purchase of Rs.6,225 Mn and
Rs.46,090 Mn respectively as at 31st
March 2023.

High degree of complexity and judgment
are involved in estimating Expected
Credit Loss (ECL) of Rs.961 Mn and
Rs.5,026 Mn against loans and
receivables from customers and net
investment in leases and hire purchase
respectively as at the reporting date.

Allowance for expected credit losses
(ECL) is a key audit matter due to the
significance of the loans and receivables
and net investment in leases and hire
purchase balances to these financial
statements and the inherent complexity of
the Company’s ECL models used to
measure ECL allowances. These models
used to determine the ECL include
significant judgement in assumptions
used to determine when a significant
increase in credit risk (SICR) has
occurred, impact of multiple macroeco-
nomic scenarios, applying a probability
weighting to different scenarios and
identifying and calculating adjustments to
model output (post model adjustments).

SLFRS 9 Financial Instruments requires
the Company to measure ECLs on a
forward-looking basis reflecting a range of
economic conditions. Post-model
adjustments are made by the Company to
address known ECL model limitations or
emerging trends in the loans and lease
portfolios. We exercise significant
judgement in challenging the economic
scenarios used and the judgmental post
model adjustments the Company applies
to the ECL results.

Additional subjectivity and judgement
have been introduced in the Company’s
measurement of ECL due to the
heightened uncertainty associated with
the impact of the economic outlook to the
Company’s customers, increasing our
audit effort thereon.

The allowances for individually significant
loans and leases exceeding specific
thresholds are individually assessed by
the Company. These specific allowances
are established based on the expected
future cash repayments and estimated
proceeds from the value of the collateral
held by the Company in respect of the
loans and lease receivables.

The disclosures regarding the Company’s
application of SLFRS 9 are key to explain
the key judgements and material inputs to
the SLFRS 9 ECL results.

Our audit procedures to assess impairment of loans and advances to customers included the
following:

Understanding and testing key controls of the Company in relation to:

Reconciliation of the data used in the ECL calculation process to gross balances
recorded within the general ledger as well as source systems;

Key IT system controls which record loans and leases days past due, and non-performing
loan and lease classification.

Assessing the adequacy of collectively assessed provisions

We tested key controls of the Company in relation to:

n

Obtaining an understanding of the Company’s processes to determine ECL allowances,
evaluating the Company’s ECL model methodologies against established market
practices and criteria in the accounting standards;

The ECL model governance and validation processes involved in the assessment of
model performance;

The assessment and approval of the forward-looking macroeconomic assumptions and
scenario weightings, trends in the credit risk concentration of specific portfolios and our
understanding of economic conditions. As part of this work, we assessed the
reasonableness of Company'’s considerations of the economic uncertainty relating to
key economic indicators.

addition to controls testing, our audit procedures included the followings;

Working with our Financial Risk Management (FRM) specialist in;

o Challenging the Company’s forward-looking macro-economic assumptions and
scenarios incorporated in the ECL models by comparing the economic factors used
to relevant publicly available macro-economic information, to identify contradictory
indicators.

Evaluating and challenging key assumptions in the components of the Company’s
post-model adjustments to the ECL allowance balance. This included assessing

the requirement for additional allowances considering the Company’s ECL model and
data limitations identified by the Company’s ECL model validation processes, particularly
in light of the deteriorating and extremely volatile economic scenarios caused by
prevailing economic conditions;

Assessing the completeness of additional allowance of overlays by checking the
consistency of risks we identified in the loan and lease portfolios against the Company’s
assessment;

Reviewing the deliverables submitted by the component auditors (other KPMG audit
teams) as per the Group Audit Instructions to assess the reasonableness of the
considerations of the prevailing economic conditions to assess any implications that could
arise at the Group level stemming from issues at subsidiary/associate level including
adequacy of allowances for ECL as at reporting date;

Assessing impairment for individually significant customers

Selecting a sample (based on quantitative thresholds) of larger customers where impairment
indicators have been identified by management and assessed as higher risk or impaired, and
a sample of other loans and leases, focusing on larger exposures assessed by the Company
as showing signs of deterioration, or in areas of emerging risk (assessed against external
market conditions and in particular considering the potential implications of prevailing
economic conditions).

Obtaining management’s assessment of the recoverability of these exposures (including
individual impairment calculations) and assessed whether individual impairment provisions, or
lack of, were appropriate.

This included the following procedures:

Evaluating management’s assessment of forecasted cash flows by comparing them to
the historical performance of the customers and the expected future performance where
applicable;

Assessing external collateral valuer’s credentials and comparing external valuations to
values used in management'’s impairment assessments, forecasted timing of future cash
flows in the context of underlying valuations and approved business plans and
challenging key assumptions in the valuations;

For a sample of customer loans and leases which were not identified as displaying
indicators of impairment by management, we reassessed the conclusions made by the
management by reviewing the historical performance of the customers and from our own
view whether any impairment indicators were present.

Assessing the adequacy of post model adjustments

We challenged key assumptions in the components of the Company’s post-model adjustments

to

the ECL allowance balance. This included:

Assessing post-model adjustments against the Company’s ECL model and data
deficiencies identified by the Company’s ECL model validation processes, particularly in
light of the significant volatility in economic scenarios;

Comparing underlying data used in concentration risk and economic cycle allowances to
underlying loans and lease portfolios characteristics of recent loss experience, current
market conditions and exposure to risk elevated sectors in the Company’s loan/ lease
portfolios;

Assessing certain post-model adjustments identified by the Company against internal and
external information;

Assessing the completeness of post-model adjustments by checking the consistency of
risks we identified in the loan portfolios against the Company’s assessment.

We also assessed the appropriateness of the related disclosures in the financial statements
using our understanding obtained from our testing and against the requirements of Sri Lanka
Accounting Standards.

Application controls

operating over the information technology in relation to financial accounting and
reporting systems, including system access, system change management, monitoring
system integrity, program development and computer operations; and

* Assessing the Data integrity of critical system reporting used by us in our audit to select
samples and analyse data used by management to generate these financial statements.

e On sample basis, re-performed selected automated computations and compared our
results with those from the system and the General Ledger.

User access controls operation

* Assessing the operating effectiveness of controls over granting, removal and appropriate
ness of access rights;

* Assessing the management’s evaluation of access rights granted to applicants relevant
to financial accounting and reporting systems and;

e Evaluating the design and operating effectiveness of IT controls, including those related
to user access and change management.

IT SYSTEMS AND CONTROLS OVER FINANCIAL REPORTING

RISK DESCRIPTION

The Company’ businesses utilise many
interdependent Information Technology (IT)
systems to process and record a high
volume of transactions. The controls over
access, changes to and operation of IT
systems are critical to the recording of
financial information and the preparation of
financial statements which provide a true
and fair view of the Company’s financial
position and performance.

The IT systems and controls, as they
impact the recording and reporting of
financial transactions, is a key audit matter
as our audit approach could significantly
differ depending on the effective operation
of the Company’s IT controls.

OUR RESPONSES

We worked with our internal IT specialists to perform audit procedures to test the technology
control environment for key IT applications (systems) used in processing significant
transactions and recording balances in the general ledger. We also tested automated
controls embedded within these systems which link the technology-enabled business
processes.

Our further audit procedures included:

General IT controls design, observation and operation

Assessing the governance and higher-level controls in place across the IT Environment,
including those regarding policy design, review and awareness, and IT Risk Management
practices;

Obtaining an understanding and testing operating effectiveness the sample of key controls

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 will 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 identified above when it
becomes available 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. We have nothing to report in this regard.

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 determines is necessary to enable the preparation of
financial statements that are free from material misstatement,
whether due to fraud or error.

In preparing the financial statements, management is responsible for
assessing the Group’s ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either
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.

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 auditors’ 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:

e |dentify and assess the risks of material misstatement of the
financial statements, whether due to fraud or error, design and
perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis
for 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;

e 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 and the Group’s internal
control;
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e Evaluate the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures
made by management;

e 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 Group’s
ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our
auditors’ 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 auditors’ report. However, future events or
conditions may cause the Group to cease to continue as a going
concern;

e 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;

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

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 auditors’ 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 auditors’ report is FCA 2294.

ot

Chartered Accountants
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