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Our Business Philosophy is to:

a) Achieve the highest standards
in the marketing of Financial
services by serving a wide
clientele with a view to
achieving a desired level of

profitability and growth.

Be socially conscious and
responsible to our

Stakeholders viz.:

BUSINESS PHILOSOPHY

business activities that would
undermine the confidence of

such Stakeholder groups.

Create an environment that
seeks to reward our
employees for their efforts and
to provide them with
continuous training for the
mutual development of

themselves and the Company.

Shareholders, Depositors,

Borrowers and providers of To work within the regulatory

other ancillary/support framework of legislation

. . governing our business.
services, and not engage in any
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In this segment of our Report, we will present a
comprehensive review of the Company's performance
during the year 2002/03.

In so doing, several assumptions, projected results
and predictive statements arise, which though made in
full compliance with responsible financial reporting
standards, still carry with them inherent risks. Such
risks lie largely beyond Company control and include
but are not restricted to unforeseen economic and
financial influencing conditions both global and local,
regulatory developments within the country,
technological developments and competitor activity.

These and other such factors could cause the
Company's actual performance to differ materially from
that contemplated by these assumptions, results and
statements.

Senkadagala Finance Co. Limited's (SFC's) performance
during 2002/03 has continued in the same profitable
vein as that of the previous year. This year it was aided
by the resurgence in the national economy.

The Company's own Strategic Plan seeks to improve
customer relationships, increase profitability, push
forward with our branch expansion programme,
increase our level of lending and achieve an adequate
Risk adjusted Rate of Return on Imputed Cost of
Owner funds and Borrowed funds.

What We Offer

The Company's principal lines of

business can be broadly

classified under two categories-

Fund based and Fee
based.

Our Fund based

services include
Lease Finance, Hire
Purchase Finance, Trade
Loans and Pledge Loans.

EVALUATION OF
CREDIT WORTHINESS
General Manager
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Fee based services are Insurance Brokering, IT
related Consultancy and Vehicle Valuation Services.

Lending Life Cycle

!General Manager

Branch Managers
Marketing Executives
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APPLICATION
Marketing Executives () General Manager
Accountant/Manager-Treasury

Manager - Recoveries
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Chief Executive Officer
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Chief Executive Officer
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DOCUMENTATION

. Chief Executive Officer
General Manager
Branch Managers

The Company has over the years, adopted an
extremely careful and prudent stance towards running
its own affairs and safeguarding its clients interests.
Nowhere is this better illustrated than in our Lending
Life Cycle. The chart that appears on this page depicts
these values.

An eight-stage process is applied to the evaluation
and disbursement of the Company's products, where
within the eight-step process, the Company's key
personnel are closely involved. From the CEO to our
Marketing Executives, the Company brings to bear all
its resources in ensuring its customers get the best of
attention and an informed and professional service
through every stage of business conducted with us.

Elsewhere in this report we will discuss in detail, the
phenomenal performance and growth that has been
reflected in our Lending Portfolio.
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Financial Review

The Company experienced another buoyant year in
2002/03.

Profits before taxation rose by 30.77% from

Rs. 33.01 million achieved last year to Rs. 43.16 million
this year. Profits after taxation stood at

Rs. 41.72 million as against Rs. 30.01 million of
2001/02, which was an increase of 37.67%. The latter
resultis an achievement well in excess of the general
rate of inflation of 9.6% as measured by the
percentage change in the consumer price index
between 2001 and 2002, as officially reported in the
Central Bank Annual Report of 2002.

Earnings per share stood at Rs. 12.90 in comparison
to the previous year of Rs. 9.37.

Profitability indicators such as the Net Interest Margin
(62.89%), Return on Equity (19.59%) and Return on
Total Assets (5.14%) showed marginal change over
those of the previous year. Such a result when
viewed in the context of an increased volume of
operations clearly highlights the heightened
consolidatory thrust of the Management.

Return on Average
Total Assets &
Return on Equity
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The high retention ratio of profits has helped swell
Shareholders Funds to Rs. 226.23 million. This
compares very favourably with the industry average
of Rs. 237.42 million. The industry reports a figure of
Rs. 6.17 billion as the total value of the Capital
Accounts of 26 finance companies.

SFC earned a Total Income (Net of Government Taxes)
of Rs. 159.75 million which is an improvement of
46.95% over last year's figure of Rs. 108.71 million.
Similarly, Interest Income rose from Rs. 107.29 million
for the period 2001/02, to Rs. 149.39 million in the year
2002/03, which reflects a growth of 39.23%.

In Rs. million 2003 2002 2001
Total Income 159.75 108.71 107.53
Interest Income 149.39 107.29 105.16
Interest Cost 55.45 37.23 33.50
Net Interest Income 93.95 70.06 71.66
Net Income from

Operations 92.77 61.91 67.34
Profit before Taxation

and VAT on Profits 43.17 33.00 35.25
Profit after Taxation 41.32 30.01 33.33
Dividends Declared 8.00 8.00 8.00
Profits Retained 33.32 22.01 25.33
Profit Retention Ratio 80.64% 73.34% 75.99%
Percentage Increase

in after Tax Profits 37.67% (9.94%) 0.45%
Earnings Per Share (Rs.) 12.90 9.37 10.41
Return on Average Equity 19.59% 18.18% 22.27%
Return on Average

Total Assets 5.14% 5.55% 6.87%

The Company also benefited from the replacement of
the Goods & Services Tax (GST) regime in August of
2002 with the Value Added Tax system (VAT). Where
GST levied 12.5% on Financial Turnover, the VAT
system levied 10%. This reduction in direct taxation
and the removal of the cascading effect of GST has
helped propel Interest Income levels well beyond those
of previous years.

The high Net Interest Margin achieved this year is as a
direct result of operational efficiencies. The margin
achieved this year was 62.89% as against 65.30%
achieved for 2001/02.
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governed by any statute. All finance companies were
required to register themselves with the Central Bank, in
accordance with which decree your Company has
complied.

The other major development in 2002 was the
introduction in August of the Value Added Tax system,
which replaced the Goods & Services Tax. Whilst VAT
was regarded in an overall sense to be beneficial, some
of the implications it held for finance companies were
less than desirable. VAT was imposed on profits as well
as employee emoluments of registered finance
companies, whilst specialised leasing companies were
exempt. This we feel is unfair.

Review of Operations

Strengthening our "Tree" - Branch Expansion
Branch Offices As has already been mentioned elsewhere in
this report, the Company opened two
branches during the period under review.
COLOMED We began to serve the historic town of

Kurunegala with an in situ office in May

2002, whilst we did the same in Negombo
in December 2002.

r KURUNEGALA

L NEGOMBO

The "trunk" of our business remains the

two main offices of the Company, in
Colombo and Kandy. Still, judging from the
quantum of business the new
branches have begun to
generate, our policy of widening
the distribution points for the
Company's products and
services, seem fully vindicated.

We continue to leverage
economies of scale achieved
through the deployment of
advanced IT systems - our
"paperless" offices need less
manning, freeing up staff to

concentrate on vital aspects of
business instead of being bogged
down with mundane matters.

Senior Staff Personnel at the opening of the Kurunegala Branch in
May 2002

An Analysis of the Lending Portfolio

The distribution of advances by Branch for the past
three years is appended:

In Rs. million 2003 2002 2001
Amt % Amt % Amt %
Finance Leases 50315 8280 11665 5827 13047 6295
Kandy 18033 2968 5806 2900 6135 29.60
Colombo 18343 3019 5859 2927 6912 3335
Kurunegala 9598 15.80 - - - -
Negombo 4341 713 - - - -

Hire Purchase Finance 9.74 160 284 142 532 257

Kandy 527 0.87 272 1.36 391 1.89
Colombo 195 0.32 012 0.06 141 0.68
Kurunegala 252 041 - - - -
Negombo - - - - - -

Non-Hire Purchase

Advances 35.37 582 1837 918 2177 1050
Kandy 31.19 513 1312 655 14.74 71
Colombo 330 054 525 262 7.03 339
Kurunegala 0.88 0.15 - - - -
Negombo - - - - - -
Other Advances 59.37 978 6234 3113 4970 2398
Kandy 1113 184 1440 719 907 438
Colombo 4824 794 4794 2394 4063 1960
Kurunegala = = = = = =
Negombo - - - - - -
Total 60763 10000 20020 100.00 207.26 100.00
Kandy 22792 3750 8830 4410 8907 4298
Colombo 23692 3900 11190 5590 11819 57.02
Kurunegala 9938 1636 - - - -
Negombo 4341 714 - - - -

These figures reveal a substantial increase of
203.51% in the aggregate advances extended in
2002/03 when compared to those of the previous
year. This growth has been fuelled by a quantum leap
in the Leasing business.

Mr. Neville De Silva - Manager,
Negombo Branch at the branch opening in
December 2002
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Overview of IT Infrastructure

1. Directors
2. Management

3. IT Technical
Staff

FRAME
RELAY
NETWORK

“taagauns

File Server

Connecting through SLT frame relay All application software is developed in-house with the latest
N2 B 2158 ERERFien 4 GL data base tools. The operation system is IBM AlX 5.0.
LAN connections within Colombo through Telnet, The file servers are two RISC 6000 Computers.
SSH using 128 triple DES encryption Senkadagala Finance had signed back to back maintenance
agreements with IBM - Sri Lanka, Keells Business Systems
e Auto tape loader using 128 triple DES encryption and Univell Micro Systems for the maintenance of file servers,

routers and firewalls.
Unsecure, external connection, Internet, E-mail etc.

All data traffic channelled through firewall
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Distribution of Advances

Branchwise
03

Central Bank statistics for the year reveal that the total
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value of leases disbursed by specialised leasing
companies was Rs. 9.94 billion. No information was
available as to the value of leases disbursed by
finance companies or licensed commercial and
development banks. In the light of the latter, attempting
to gauge the Company's market share accurately,
becomes difficult. However, from secondary
information available through the Annual Reports of
commercial and development/merchant banks itis
possible to extrapolate the Company's market share as
being around 5% of the total leasing market.

Hire Purchase advances too showed growth
recording a figure of Rs. 9.74 million up from

Rs. 2.84 million achieved last year. This performance
was undoubtedly aided somewhat by the changes in
tax regime mentioned earlier. Since the introduction of
VAT, Hire Purchase transactions involving assets over
12 months old are not subject to any form of tax, in
contrast to the GST system under which tax was
payable.

Non-Hire Purchase Advances, which involved
extending additional finance to already securitized
lease and hire purchase facilities, increased from

Advances Disbursed
Productwise

150

99 00 01 02 03

Il Other Advances
Il Non-Hire Purchase
Hire Purchase
Finance Leases

Rs. 18.37 million recorded in 2001/02 to

Rs. 35.37 million this year. Other Advances declined
from Rs. 62.34 million made last year, to

Rs. 59.37 million this year.

An analysis of the size of facilities offered indicate
that 90.20% of the total value of our Advances were
less than Rs. 1 million. From this result we can see
that the Company still involves itself in Small Ticket
Leasing and Lending. This is deliberate in that we can
then mitigate against any risk to Portfolio from lending
too much money to too few borrowers.

Size of Facilities
Year 2003




Sectoral Distribution of
Lease Advances (Company) - 2003

Transportation - 26%

Sectoral classification of the Company's Lease
Advances reveal that, of the total of Rs. 503.15 million
leases extended, the Service sector accounted for a
substantial 40% share. The next highest recipient was
the Transportation sector, with 26%.

Sectoral Distribution of Leases Executed
Specialised Leasing Companies - 2003

The Service and Transportation sectors continue to
enjoy paramount importance within the Company's
Marketing Plan. In this regard our target markets are
the small time operators starting up independent hire
services or requiring to acquire vehicles for their
businesses. Analysis also shows that Delivery Vans
and Trucks constitute the bulk of the vehicles financed
by the Company.

The average Collection Index achieved by the
Company this year of 94.41% is among the highest
achieved in the industry and is a significant
improvement on that achieved the previous year, of
92.21%. Contextually, this was a period of great
expansion in terms of volume of business as well as
extending business reach through branch expansion.

Senkadagala Finance
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Collection Index
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The Aggregate Portfolio of the Company grew from

Rs. 400.46 million in 2001/02 to Rs. 771.36 million this
year. This signifies an increase of 92.62%. As has
already been mentioned, the growth in our Leasing
Portfolio was the main impetus behind this performance.

Treasury & Liquidity Position

The Company's Treasury Unit manages its liquidity
requirements and interest rate risks. Less volatile
interest rate movements provided the Company with
the incentive to seek borrowings from the money
market via Loan securitization, which was linked to
market-based interest rates. The Treasury Unit acts as
a fund disburser to the various branches, periodically

Money Market
(Treasury Bill Rates)

3 months

6 months
mm 12 months
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reviewing the rates of interest at which funds are Matu rity of Interest
provided. This it achieves by monitoring the risks Bearing Assets
inherent in the different forms of advances, the levels
of security obtained and the size of facility etc.

The levels of liquidity are determined on the basis of
demand for loanable finances, the percentage of liquid
assets required to be maintained at the Central Bank
liquidity ratio (currently 15% of total deposit liabilities)
issued under the form of finance companies (Liquid
Assets) Directive No. 7 of 1991 and the overhead
disbursements, investment in other related investment

Cash &=
Near Cash
Government

Treasury Bills
Dealing

Securities
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repayment of loan maturities. Liquid assets comprised

8.89% of total assets and the liquidity ratio maintained Up to 3 months
was 20.42% (mandatory 15%). The net cash flow - i:;zyz‘;z‘hs
from operating activities amounted to a deficit of = > 3years
Rs. 223.73 million, to which was added the net
cash flow of investing activities amounting to a deficit
of Rs. 9.40 million required an aggregate financing acceptable risks. This Committee together with the
activity of Rs. 228.38 million. This was bridged by Treasury division sets loan pricing guidelines and
borrowing of Rs. 236.36 million reduced to seeks to ensure that net intent margins are at a drop
Rs. 228.38 million net by the dividend paid of the same levels.
Rs. 7.98 million during the year.

Marketing
Asset and Liability Management The success of our business hinges on exemplary
The Asset and Liability Management Committee is Marketing practice. Throughout our history, we've
responsible for managing the Company's Balance offered excellence, innovation and professionalism as
Sheet in order to achieve optimum returns under qualities that run across the entire gamut of our

business - from staff, through products, to

Maturity of Interest safeguarding business.
Bearing Assets

Thus we can offer core products that are second to
none. In addition we value add with easy repayment
facilities through the branch network of the
Commercial Bank and "bundled” services such as
Insurance and a one-stop Finance shop.

Our clientele come from areas far afield; from Colombo
through to Matara; Kandy and its suburbs; Kurunegala
and its suburbs as well as Anuradhapura and
Puttalam.
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The Human Touch

Bringing the warmth of interaction to the relatively
"cold" world of finance are our staff. We freely
acknowledge our indebtedness to the many highly
proficient and skilled people who have and still do,
constitute the "heart" of Senkadagala Finance
Company Limited.

Staff Disciplines

From our meticulously detailed recruitment process,
through skill and needs-based training to placement
and promotion, our staff are encouraged to grow their
proficiencies and success in tandem with the
development of the Company. We have found this to
be the "recipe for success".

Office environment free of paper documentation

This year, our training focussed on the areas of
Treasury Management, Credit Management, IT Solutions
and Human Resource Management Practice. A series of
training programmes were drawn up and conducted

Senkadagala Finance
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during the year, which utilized both internal and external
resource personnel. Overseas training opportunities
are also offered, and employees are always
encouraged to pursue further professional qualification.

Service of Analysis

Composition of
Executive Grade

ti 7
eneral Manage-
t-9.09%

Branch Managers
-18.18%
Information & Data
Processing - 13.64%

Value Added per
Employee

0

00/01 01/02 02/03
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Our Niche in Society

Whether as a business or an individual, we are given
our niche in society. How we choose to respond is up
to us.

From inception, Senkadagala Finance Company Limited
has valued the role it plays in Sri Lankan society. From
exercising great care to ensure that all our products
and services conform to good taste, and are of sound
ethical and moral standards, to playing a role in
assisting society through non-core business
measures, we've been honoured to be given an
opportunity to truly do our bit for our society.

Timothy De Silva, IT Manager - Senkadagala Finance Company donating
computer equipment to students of St. Joan, primary school at
Udubaddawa in the Kurunegala District. Also in the picture is the Principal
Mr. Hubert Anthony

We took the initiative this year, of engaging in several
developmental projects such as the donation of
computers to schools in the Kurunegala district. The
Company also made donations to assist disabled
soldiers and also the mentally handicapped.

We also offered a scholarship scheme to selected
deserving students.

Internally, we recognise the need to build the

"whole personality" amongst our staff. Therefore we
encourage our employees to gather each year at our
Kandy office, to participate in cultural events such as
the Dalada Perahera.

The Years Ahead.....

The Company has just closed another year of
success. The economy of Sri Lanka has "turned the
corner" and is showing signs of continued positive
growth. The peace initiative continues to prevalil,
bringing in its wake a more confident and positive
outlook and response from the business community.

So, what will the years ahead hold for us? The
Company has a carefully charted course which we
have steadfastly followed over the years. The
success we have achieved stands testimony to its
guality. The years ahead will see the Company moving
with the trends, offering products and services that
people and businesses need. We'll carry on with
branch expansion, reaching more and more people.

In a supportive and growing economic climate, it will
be quite easy to let the euphoria lead one to incautious
expansionary practices. We will hold firm to our basic
philosophy - profitability over expansion. We believe
that our clients will see this stance for what it truly is -
a superior business proposition.
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For an institution engaged in the field of financial
services, managing risk is of paramount importance to
the growth and stability of the organization, and also
lends credibility to its reputation.

The risk factor applies to various aspects of our
business, and how well we manage it is vital for
success. Let us now examine in some detail, the main
areas of risk, and the measures the Company adopts
to minimise or mitigate their effect.

Credit Risk

Creditrisk is best defined as the possibility of default
amongst borrowers from the Company. It has the
propensity for greatest impact on the Company’s
earning capacity, and can also be a contributory factor
in defalcation of the Company’s earning assets.

Credit risk emanates from the Company’s Advances
Portfolio, and is mitigated by adherence to prudent
Loan Portfolio management techniques. Some of these

measures are:

®  Establishing single borrower and sectoral
exposure limits for all types of advances, to
avoid systematic risk factors affecting the
portfolio.

®  Securitizing all advances through safety
measures such as strict requirement of mortgage
of land and property against advances (including
Lease advances). Additionally, care is taken in
selecting Guarantors and Sureties. To this end,
the re-sale value of the surety offered, and net
wealth of guarantors are assessed and taken
into account.

®  Enacting a collective decision making process on
credit proposals through the Credit Committee of
the Company, after careful study of managerial,
marketing, technical and environmental
implications. Facilities are also underwritten by
several members of the Committee, in order to
obtain well balanced decisions on such credit
offers.

® Creditrating all clients, which helps the Company
ascertain optimum terms it can offer against
credit proposals - such as volume of funds, rate
of interest and the value of security required.

®  Specifying norms that are consistently higher than
the mandatory requirements of the Central Bank,
in terms of our provisioning requirements.

Information regarding the value of the Non-Performing
Portfolio is available in Note 15.1 of the Audited
Accounts. Further information regarding Earning
Assets is to be found in the Ten Year Summary
appearing on page 59. A depiction of the Company’s
Lending Cycle appears within the Management
Review section of this report.

Interest Rate Risk

The effects of this risk are usually manifested by a
mismatch in the Company’s Assets/ Liabilities ratio,
and it causes either an increase or decrease in Net
Interest Margins. Most of the Company’s earning
assets are fixed-rate locked, and fall within a maturity
pattern of three to four years. Deposits too have a
similar maturity pattern.

Itis relevant to note that the Company’s ability to re-
price earning assets is adversely affected by
increases in market rates, since the terms governing
Leases/Loans are contractually bound.

Similarly, deposits of short term maturity would have to
be re-priced, if interest rates showed change.

Thus, if any serious mismatch between maturity
patterns of Advances and Deposits occurs, Net
Interest Margins would immediately be affected.

The Treasury Division of the Company, working
closely with the Credit Committee, sets the minimum
lending spread, and monitors any “gaps” between the
maturity patterns of Assets and Liabilities.

The Maturity Pattern of Assets/Liabilities appears as
Note 33 to the Accounts. Details of Net Interest
Margins are contained in the Ten Year Summary on
page 59 of this report.
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Liquidity Risk

This is a short term risk, and calls for careful
monitoring of the maturity patterns of assets/liabilities.
Its impact can be measured by the availability of
sufficient funds to meet future financial commitments.

Being a licensed Finance Company registered with the
Central Bank, we are required by statute, to maintain a
minimum liquidity ratio in relation to our deposit base.
The mandated requirement is 15% of the value of our
deposit base. This we comply with.

The Company'’s Treasury Division maintains a
comprehensive database powered by advanced IT
technology, which provides relevant and timely
information on the maturity patterns of Asset/Liabilities
as well as several “What If” analyses. Information on
the Company’s Liquidity situation can be found in the
Ten Year Summary on page 59.

Currency Risk

As the name implies, this is the effect generated by
the fluctuation of major currency values of the world,
against the Sri Lankan Rupee.

A clear example is to be found in the impact of the
fluctuating US Dollar and Japanese Yen rates against
the Rupee, and the resultant effects on the re-sale
value of vehicle stocks - the predominant asset in our
Lease/Hire Purchase Portfolio.

The Credit Committee monitors this aspect periodically,
where the currency value fluctuations and pricing of
vehicles are regressed and tabulated. The Net Sales
value of the vehicle stock is also assessed through
this process.

Details of Advances by type of equipment, appears in
the Management Review.

Operational Risk

This factor deals with the possible impact on the
Company'’s profitability and well being, from
inadequacies in Infrastructure, Logistics and
Management practices, which can also lead to
fraudulent activity.

We are broadly concerned with such “technical
management” factors as, proper Internal Control
systems, well-documented procedures governing the
Company’s functioning and availability of timely and
relevantinformation. Then, from a “Cosmetic
management” perspective, we want to avoid
disseminating unrealistic or untruthful information
about the Company and its affairs. We want to be
transparent in all reporting. We want to remain at all
times, compliant with the provisions of the Companies
Act and the Finance Companies Act in so far as the
statutory provisions governing our business.

To this end, we have appointed the internationally
renowned firm of Chartered Accountants, namely
Ernst & Young as our independent Internal Auditor.
They conduct a comprehensive internal audit
programme periodically and report their findings to the
Audit Committee.

The Company has also in place a properly and
comprehensively compiled Manual of Operations;
coupled with a sophisticated, IT based information
sharing system, these form the foundation of our
business practice.

As arule, the Company does not publish any form of
information to the public, about its affairs and financial
position unless its Board of Directors and the

Central Bank have reviewed such information.

All employees abide by a Code of Ethics, enjoy job
rotation and are administered through a dual control
system that minimises operational risks. This is
invaluable for the career advancement and benefit of
all employees, and its positive effects are clearly
reflected in the high employee retention ratio we enjoy
today.



Risk to Reputation

This involves the Company’s good name. Threats can
arise from negative publicity concerning any of its
practices, and its stance on social responsibility.

Our staff is provided with a Media Enhancement
training programme, which equips them to handle such
aspects of the job.

Human Risks

This involves the absence of appropriate specific skills
amongst the Company staff in meeting decisions that
requires appropriate judgement.

Legal/Regulatory Risks

This involves risks arising from non-compliance with
certain statutory regulations in the form of statutes
affecting the Company's business (e.g. Leasing Act,
Consumer Credit Act, etc. and Finance Companies
Act), and risks arising from improper documentation of
contractual obligations, thereby making such
agreement unenforceable by law.

FITCH Rating

During the year under review, the Company was
re-awarded the credit rating of BBB from M/s. Fitch
Rating Lanka Limited, which is an accredited affiliation
of an internationally reputed rating agency. We are the
only Finance Company with enterprise to apply for
such arating, and the only Finance Company to

receive one.

RISK MANAGEMENT

Senkadagala Finance
Company Limited
Annual Report 2002-2003



Senkadagala Finance

Company Limited

Annual Report 2002-2003

Corporate Governance is essentially the process by
which a company is managed and controlled. All
persons involved in ownership and management, from
the Shareholders to the Board of Directors have
defined roles and areas of responsibility, distinct from
each other.

Senkadagala Finance Company Limited is a Public
Limited Liability Company. Its shares, however are not
guoted on the Colombo Stock Exchange. Despite this,
we have adopted the recommendations of a special
committee appointed under the aegis of the Institute of
Chartered Accountants of Sri Lanka, who sat to study
and formulate a “Code of Best Practice” for companies
listed on the Stock Exchange.

Shareholders

Our Shareholders, as the owners of the Company,
appoint the Board of Directors and Auditors. This
basic aspect of their role ensures that the Company is
properly and professionally run, whilst adhering to the
laid down ethics and best practice.

The Company sets great store in maintaining regular
dialogue with its Shareholders. The Annual General
Meeting of the Company, and the publishing of its
Annual Report and Accounts are two important
avenues through which we achieve this
communication.

Constitution of the Board of
Directors

The Board of Directors of Senkadagala Finance
Company Limited comprises seven persons appointed
by the Shareholders. Coming as they do, from diverse
professional and academic backgrounds, they
contribute a balance to the decision making processes
of the Company both at a corporate and strategic
level.

One of the Directors serves in an executive capacity,
and is designated the Chief Executive Director.

2P4 CORPORATE GOVERNANCE

The Chairman

The role of the Chairman is distinct from that of the
Chief Executive Director.

Management Committees

The day-to-day operations of the Company are run
through five Committees:

®  The Strategic Planning Committee
®  The Audit Committee
®  The Credit Committee

®  Advances Portfolio Management & Risk
Committee

®  Human Resource Management Committee

The Strategic Planning Committee

Chaired by the Chief Executive Officer, this body also
includes the entire Board of Directors at the corporate
level and the General Manager, Manager Treasury, the
Accountant, IT Manager and Branch Managers from
the operational sector.

Meeting once a month, the Committee discusses
matters falling within the ambit of:

® Rules and guidelines governing adherence to
Statutory compliance.

® New product and Branch development, including
the Marketing plans for same.

®  Credit underwriting limits and policy, and
Advances Portfolio management.

®  Fund mobilisation and deployment.
® Loan pricing and determination of deposit rates.

®  Staff training and establishing levels of
remuneration.

® [T related solutions.

An important aspect of these meetings is the providing
of relevant information leading to informed decision
making. Informations such as Market surveys internal
Management informations and Published informantion
is provided to the Committee.



The Audit Committee

The Chairman and two Non-Executive Directors
comprise the Committee, with input from our Internal
Auditors M/s. Ernst & Young, Chartered Accountants.

They spearhead the audit function and procedure
within the Company and are responsible for the
Internal Audit programme.

The Chief Executive Officer is entrusted with the task
of acting upon the findings of this Committee.

The External Auditors are appointed at the Annual
General Meeting by the shareholders.

The Credit Committee

The Credit Committee is tasked with the implementation
of the Credit Underwriting guidelines as determined by
the Strategic Planning Unit. Depending on the upper
limit thresholds, Branch Managers, the General
Manager and the Chief Executive Officer carry out the
underwriting function.

The Advances Portfolio Management
& Risk Committee

A team comprising the Chief Executive Officer,
General Manager, Branch Managers, Manager
Treasury and the Accountant examine the Company’s
adherence to mandatory provisioning requirements, its
efforts to ensure an adequate spread of advances
whilst minimising credit risk situations and results of
efforts to effect speedy recovery of delinquent
advances.
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A crucial subject under their purview is Risk
Management; they need to ensure that the Credit Risk
Rating of the Company reaches an Investment Grade
rating. Senkadagala Finance Company Limited was the
first Finance Company in Sri Lanka to seek a rating
from M/s. Fitch Rating Lanka Limited, a local affiliation
of an international authority in this field.

The Company received a ‘BBB’ - which is an
Investment grade rating. The Fitch report goes on to
state that the Company ranked first among other
financial institutions in the categories of Financial
Leverage and Profitability.

The advances portfolio is analysed by the Committee
by paying attention to factors such as speedy
recoverability of advances and the appropriate
collection index.

The Human Resource Management
Committee

The Company adopts an incentive based remuneration
structure which is submitted by the Committee and
approved by the Board of Directors.

The training requirements of the Company are also
determined by this Committee.

The Chief Executive Officer and the General Manager
handle these tasks.
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DIRECTORS’ REPORT

The Directors have pleasure in submitting their report
and the audited accounts of Senkadagala Finance
Company Limited for the year ended 31st March 2003,
which has been approved by the Directors.

Management and Financial Review

The Chairman’s Message and Management Review
provides a detailed description and analysis of the
operations of the Company for the year under review.

Principal Lines of Business

The principal lines of business of the Company
includes providing of financial accommodations in the
form of Hire Purchase, Lease Finance and Trade
Loans. They further include Real Estate business, Bill
discounting, investment in money market instruments
and the acceptance of Term Deposits and Certificates
of Deposit. No significant changes occurred in the
principal activities of the Company during the year
under review.

Responsibility in Respect of
Accounts

The Directors are responsible for the preparation of
financial statements, the maintaining of proper
accounting records and disclosures regarding
Accounting Policies and Principles.

The Directors are satisfied that the financial
statements presented in pages 41 to 54 inclusive give
atrue and fair view of the affairs of the Company and
the profit for the year then ended.

The Directors are confident that proper accounting
policies have been applied consistently and is
supported by prudent judgement.

The financial statements are prepared on a going
concern basis. The Directors are satisfied that all
statutory payments have been made and compliance
is made with all statutory regulations.

Corporate Governance

The Directors are responsible for the governance of the
Company including establishment and maintenance of
the Company's system of internal controls. The
Directors are of the view that proper internal control
systems are prevalent within the organization.

A more elaborate description of the Company's
corporate governance practices are setoutin
page 24.

Going Concern

The Directors are satisfied that the Company has at its
disposal adequate resoruces to continue in business
in the foreseeable future; and hence the going
concern concept is adopted in the preparation of
financial statements.

Internal Control

The Directors of the Company are responsible for
setting out the Policy regarding Internal Controls. The
set of Internal Control procedures laid down seek to
manage against material errors or commissions,
losses and fraudulent practices.

Profits and Appropriations for the
year ended 31st March 2003

Rs.
Profit before Income Tax 43,166,366
Income Tax on Profits 1,448,311
Profits after Income Tax 41,718,055

Less: VAT on Profit 399,604
Profit after Income Tax &

VAT on Profit 41,318,451
Retained Profits brought forward 1,033,838
Profits available for Appropriation 42,352,289
Appropriated as follows:

Transfer to Reserve Fund 2,065,923
Transfer to General Reserve 31,000,000
Total Gross Dividend (25% Gross) 8,005,200
Retained Profit carried forward 1,281,166



Capital Expenditure

The total expended for Capital Expenditure amounted
to Rs. 23.53 million. Details of Property and
Expenditure are available on page 48 of the report.
Details relating to Depreciation change for the year is
also available in page 48.

Reserves

Total Reserves augmented by the annual appropriation
amounted to Rs. 33.07 million.

The total aggregate reserves as at 31st March 2003
amounts to Rs. 194,208,085/-. The aggregate reserves
as at 31st March 2002 was Rs. 160,894,835/-.
Management in reserves during the year is given in
page 37 - Statement of Changes in Equity.

The components of the aggregate reserves are
appended below:

As at As at
31st March 31st March
2003 2002
Rs. Rs.
Central Bank
Reserves Fund 16,119,420 14,053,497
General Reserves 176,807,500 145,807,500
Profit & Loss Account 1,281,166 1,033,838
Total Reserves 194,208,086 160,894,835
Share Capital 32,020,800 32,020,800
Total Share Capital &
Reserves 226,228,885 192,915,635
Taxation

The Company accounts for deferred taxation under
the liability method on all timing differences. Details are
disclosed in Note 29 on page 51 of the report.

Dividend

The Directors recommend the payment of a final
dividend of 12.5% for the year ended 2002/2003. An
Interim dividend of 12.5% was paid in December 2002.
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Share Capital

The total paid up Share Capital as at 31st March 2002
is Rs. 32.02 million, and it consists of 3,202,080
sharesinissue.

Employment Policies

The Company is an equal opportunity employer. In its
goals and objectives it seeks to achieve excellence
and market orientation in its service. Continuous
training and social participation amongst employees
are encouraged. The Company had 28 employees as
at 31st March 2003 (2002 - 22).

Environment

The Directors are of the belief that the Company does
not engage in any form of activities that is detrimental
to the environment. Compliance with all environmental
regulations have also been adhered to.

Directors

The Directors of the Company as at date of this report
are shown in the Corporate Information in the Inner
back cover of this report.

Directors and Shareholdings

The Directors of the Company as at date of the report
are shown below together with their respective
shareholdings:

Mr. E.W. Balasuriya 2,500
Dr. A. Balasuriya 210,000
Mr. L. Balasuriya 210,000
Mr. R. Balasuriya 210,000
Dr. M. Balasuriya 210,000
Mrs. L. Fernando 175,000
Dr. Gayatri Madan Mohan 210,000
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The ten largest Shareholders Post Balance Sheet Events
Name No. of Shares No post Balance Sheet events have arisen that would
1. E.W.Balasuriya & Co. (Pvt) Ltd. 1,885,946 require disclosure in the accounts.
2. Mr. L. Balasuriya 210,000
3. Dr.A Balasuriya 210,000 Information on Company Shares
4. Mr.R. Balasuriya 210,000
5. Dr.M.Balasuriya 210,000 Information relating to earnings per share, dividends
6. Dr.GayatriMadan Mohan 210,000 per share and net assets per share is available on
7. Mrs. L. Feando 175,000 page 59 (Ten Year Summaty).
8. Mr.D.K.C.R. Fernando 35,000
9. Admin. of the Estate of Late Auditors
Mr. A.M. Thaha 23,340 The financial statements for the year under review
10. Mr. D.G.K. Hewamallika 9,336 have been audited by KPMG Ford, Rhodes, Thornton &
Company, Chartered Accountants, who offer
Information relating to earnings per share, dividends themselves for re-appointment.
per share and net assets per share are given in
page 59 of the report.
By Order of the Board,
Directors’ Interest in Contracts SECRETARIES AND REGISTRARS LIMITED
Directors interest in contracts are disclosed in Secretaries
Note 35 on page 53 of this report.
31st May 2003

Provisions

The provisions made in the accounts in respect of bad
and doubtful debts are well in excess of the mandatory
provisions stipulated by the Department of Non-Banking
Financial Institutions of the Central Bank.
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