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Bank of Ceylon

Bankers to the Nation

Our Vision

To be the Nation’s preferred bank with a strong
global presence providing customer centric
innovative financial solutions.

Our Mission

To provide highly efficient, customer focused,
technologically sophisticated, resilient and
innovative financial services to the Nation with
global access, empowering employees and
enhancing value to the stakeholders.

Corporate Values

In achieving our vision to be the Nation’s
preferred bank, with a strong global presence,
providing customer centric innovative financial
solutions, we are committed to upholding our
core five values as follows:

® Being customer centric
® Respecting all forms of diversity

® Committing towards high level of ethics,
governance and professionalism

® Focusing towards agility and innovation

® Being accountable for all our actions

SCAN to view the online version
http://boc2017.annualreports.lk




Bankers to the Nation

ABC of BoC

Our ABCs...our fundamentals...the plans by which we live
and operate...they are all beginning to reflect the changing
banking environment, as we prepare to welcome and serve
the “new generation” customer. New ways of doing business
across an ever evolving digital platform are being factored in
to our ABCs. Whilst not leaving our legacy customers behind,
it will increasingly be the “millennials” and beyond who will be
the Bank’s customers going forward.

BoC...leading the change
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Highlights
Performance Highlights

Growth in Loans and Advances
and Interest Earned thereon
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Growth in Deposits and
Interest Paid thereon
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Financial Highlights

Bank Group

As at 31 December 2017 2016 Change % 2017 2016 Change %
Results of Operations (LKR million)
Total income 189,211 154,121 22.8 197,013 159,701 23.4
Net interest income 58,356 53,957 8.2 61,490 56,606 8.6
Profit before financial VAT, NBT and tax 37,592 37,454 0.4 38,195 36,431 4.8
Profit before tax 30,343 31,189 2.7) 30,816 30,117 2.3
Profit after tax 21,312 24,791 (14.0) 21,487 23,386 (8.1)
Value to the Government 28,524 30,064 (5.1) 28,923 30,554 (5.3)
Financial Position (LKR million)
Total assets 1,951,804 1,669,291 16.9 1,999,410 1,716,557 16.5
Gross loans and advances 1,219,914 1,047,190 16.5 1,252,363 1,075,952 16.4
Loans and advances net of provisioning for impairment 1,163,161 1,000,083 16.3 1,194,294 1,027,768 16.2
Deposits due to customers 1,546,832 1,256,589 231 1,566,376 1,273,631 23.0
Total liabilities 1,840,649 1,576,442 16.8 1,877,084 1,613,202 16.4
Total equity 111,155 92,850 19.7 122,326 103,355 18.4
Per Share Data (LKR)
Basic earnings per share 1,856 2,479 (25.1) 1,870 2,350 (20.4)
Net assets value per share 7,410 9,285 (20.2) 8,093 10,248 (21.0)
Performance Ratios (%)
Return on average assets 1.7 1.9 (0.2) 1.7 1.8 (0.1)
Return on average equity 20.9 28.4 (7.5) 19.0 23.8 (4.8)
Interest margin 3.2 3.3 0.1) 3.3 3.4 0.1)
Cost to income 38.4 43.0 (4.6) 40.5 46.7 (6.2)
Loans to deposits 78.9 83.3 (4.4) 80.0 84.5 (4.5)
Debt to equity 41.5 124.5 (83.0) - - -
Impairment provision as a percentage of

gross loans and advances 4.7 4.5 0.2 4.6 4.5 0.1
Statutory Ratios (%)
Liquid assets ratio (Domestic)

(Minimum requirement 20%) 27.2 21.6 5.6 - - -
Liquidity coverage ratio (LKR)

(Minimum requirement 80%) 141.5 174.1 (32.6) - - -
Liquidity coverage ratio (All currency)

(Minimum requirement 80%) 105.0 102.0 3.0 = - -
Capital Adequacy Ratio (%)
Common Equity Tier 1 Capital

(Minimum requirement — Basel Il - 6.25%) 10.8* N/A - 10.9* N/A -
Tier 1 capital

(Minimum requirement — Basel Il - 5%, Basel lll - 7.75%) 10.8* 8.7 21 10.9* 8.8 21
Total capital

(Minimum requirement — Basel Il - 10%, Basel lll - 11.75%) 14.6* 12.3 2.3 14.5% 12.5 2.0

*Capital adequacy ratios for 2017 have been calculated in accordance to the Basel Ill requirements.
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Non-Financial Highlights
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Non-Financial Highlights
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The Integrated Reporting Framework

In the course of its operations a
commercial organisation receives
various inputs and converts them into
value for itself and its stakeholders.

This value creation can be over different
time frames; short, medium and long.
An integrated report describes this value
creation process concisely including the
business model, strategies, governance,
processes, risks and opportunities.

Public sector organisations are recipients
of state funds. They are also usually
among the largest organisations in any
country. In recent times, worldwide

there has been increasing concern

with the utilisation of funds by such
organisations and increasing demands
for good governance, transparency and

accountability. Furthermore today, even
in commercial sector organisations,

the focus is not wholly on financial
performance; stakeholders are
concerned about their broader impact
on the economy, the society and the
environment. This makes integrated
reporting all the more important since
it brings out the organisational role in
promoting sustainable development.

The key stakeholders of public sector
enterprises include the Government,
State-Owned enterprises, employees,
regulatory authorities, private enterprises
from the largest to the smallest and the
general public. The fact that enterprises
are publicly-owned makes keeping the
trust and confidence of stakeholders,

especially the general public, all the more
important. The private sector is also
greatly concerned regarding performance
as they are providers of financial services
and utilities.

Since the Bank of Ceylon is the largest
financial institution, as well as the

single entity making the largest profit,

in the country it plays a vital role in the
economy of the country. It also makes its
presence felt at the grassroots level with
its sprawling network of branches and
its wide customer base. Therefore, it has
an impact far beyond the bottom line.
Being the Bank with largest customer
base it is imperative, therefore, that the
Bank reassures its stakeholders that it is
safeguarding the public interest.

The topics that, this integrated report of the Bank captures are shown in the diagram below:

Consistency and Comparability
Relevance, Reliability and
Completeness
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The capitals as defined in the International Integrated Reporting Framework and shown in the diagram below are covered in the
report. However, some of the capitals may be described in the report under different headings.

BoC Integrated Annual Report

Sustainability Bankers to the Nation

...........................................

--------
«------
-----

Financial Manufactured Intellectual Social and Human Natural
: : . Relationship : :
Capital Capital Capital Capital Capital Capital
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In preparing this report, we have
drawn on the following where
applicable: Global Reporting Initiative
Sustainability Reporting Guidelines,

an early adoptation of GRI Standards
(July 2018) [www.gloabalreporting.org],
the International Integrated Reporting
Framework (2013) [www.theiirc.org] and
A Preparer’s Guide to Integrated
Corporate Reporting of The Institute of
Chartered Accountants of Sri Lanka.

In this report, performance and
operations of the entire Group, covering
Sri Lanka, India, Maldives, Seychelles
and the United Kingdom vis a vis

branch offices and subsidiaries are
detailed. However, the larger amount of
information relates to the Bank of Ceylon,
which is the holding entity, as it is the
BoC that, accounts for the vast majority
of transactions and contributes the most
to the profitability of the Group.

Our reporting focuses on aspects that
are material or important, based on the
extent to which they may substantively
affect the ability of the Bank to create
value over the short, medium or long
term. The materiality determination
process is discussed under pages

350 and 351.

The Bank’s Annual Report 2017 covers

the 12-month period from 1 January 2017

to 31 December 2017 and is consistent
with our usual annual reporting cycle for
financial and integrated reporting. The
most recent previous report was dated
31 December 2016.
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There have been no significant changes
during the reporting period regarding
size or ownership.

The Bank applies a precautionary
principle across the Group with regard to
social and environmental sustainability.
Before embarking on new ventures and
initiatives an assessment of any potential
impacts is carried out through adequate
risk management processes, which are
discussed on pages 80 to 92.

There have been no restatements of
information provided in the previous
reports. There have also been no
significant changes from previous
reporting periods in the scope and
aspect boundaries.
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Reinventing Ourselves
Chairman’s Message
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With the dawn of the year 2018, the
Bank has taken another step in its
78-year journey. We have rebranded
ourselves with a new Vision, Mission,
Value Statement and a Tagline. These
changes have been done in the context
of the evolving global, national and
technological landscape. They reflect
the need to be on the forefront of
technological change; to be innovative
in an extremely competitive industry;

to be increasingly customer-focused and
to have empowered employees. A new
corporate plan has also been formulated
and launched for the period 2018-2020,
with the theme “Refine and define the
Bank for future”. Nine key focus areas
have been identified around which the
plan will be implemented.

We are moving today into a Smartworld
and the banking industry has been in

the forefront of this change. The nature
of our industry is such that the new
technology is not confined to the back
office; it directly touches and benefits
the customer. This makes it incumbent
for us to keep abreast of developments
and for our employees to be comfortable
with the new environment. In this

highly competitive and fast moving
business milieu, we have to leverage the
technology to retain our position as the
No. 1 Bank. This is all the more important
in view of our customer base of 13 million,
our sprawling branch network and the
fact that the millennial generation is
extremely tech savvy. In meeting this
demand we have one edge, in that over
half of our workforce is below the age

of 35 and so are “digital natives” having
grown up in the digital age. However,
there is also the other side of the coin.
We cannot lose sight of the fact that
given our long history, we still have many
customers who are wedded to the ways

of traditional banking. This clientele still
desires the face-to-face contact at a
bank and the security of possessing a
physical passbook. We therefore have to
tread a fine line to balance the interests
of the two groups.

The Bank of Ceylon is not only a
commercial enterprise it is also a

social enterprise. In developing our
products and services too, we have

to be conscious of the diversity of

our clientele and tailor our offerings
accordingly; agility and innovativeness
is one of our core corporate values.
Thus we have an extremely diverse

loan portfolio in terms of amounts, loan
types and targeted customers. We have
a number of concessionary interest
products such as “Athwela” aimed at
small entrepreneurs and the SME sector.
Through these lending products we
support the objectives of the Government
and contribute to the Key Sustainable
Development Goal of ending poverty.

As the custodian of the funds of over
13 million of our citizens we have a
responsibility to be prudent, ethical and
transparent in our operations. We have
a rigorous structure of governance to
ensure that we fulfil our responsibilities
not only to our customers but to all

our stakeholders. Our governance
procedures are driven by best of

class practices. They underpin all our
operations including our interactions with
all our stakeholders, and ensure that we
comply with all laws and regulations.
With the Basel Il requirements coming
into effect Bank of Ceylon is given

the status of a Domestic Systemically
Important Bank (D-SIB).

Our governance structure is underpinned
by a system of committees including
Board subcommittees which report to the
Board and Management subcommittees
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Reinventing Ourselves
Chairman’s Message

which report to the General Manager or
one of the functional heads. The subjects
of the committees include, operational
risk management, credit, human
resources policy, assets and liabilities
management, Information Technology,
and business continuity management.
The committees have clearly laid down
terms of reference. While decisions are
taken collectively with the committees,
authority and responsibility still rests with
the individual. That we are managing

our funds prudently is demonstrated

by the fact that we settled a USD 500
million debentures on schedule in 2017
without any impact to our Balance Sheet
strength; we are on track to settle a
second USD 500 million in 2018.

We are always conscious of the fact that
our people are our primary asset and of
the need to impart in them the knowledge,
skills and aptitudes they need to excel in
their roles. We do not stint when it comes
to providing our staff with the required
training. Our human resource development
programmes are closely aligned with our
corporate strategy. We have a training
plan, which is based on our corporate
plan and a training prospectus which is
revised annually. When additional needs
are identified we ensure that a suitable
programme is formulated and conducted.
While we have our own in-house training
centre, training is also provided at outside
institutions in Sri Lanka and overseas.

The Bank is committed to sustainability
and we seek to achieve sustainable
growth not only for ourselves but also for
the Nation. We promote the well-being

of the community not only economically,
but in a holistic manner. The Bank has
adopted the 17 Sustainable Development
Goals (SDGs) which were promulgated by
the United Nations General Assembly in
2015, these SDGs are embedded in the
Bank’s corporate strategies.
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Reinventing Ourselves
Chairman’s Message

The Bank practices Green Banking as
one of its strategies. Through our role as
a financial intermediary we can promote
environmentally sustainable investments.
With the transformation from paper-based
processes to digitisation we were able
to minimise waste including carbon
emission. Sustainability is embedded
into the Bank’s strategies in a proactive
manner as we develop and adapt our
products with an eye on future social,
economic and environmental trends.

The impact of the financial crisis of a
decade ago has had its repercussions
which have reverberated throughout

the banking industry, particularly in the
form of regulatory changes. The new
Basel Il and SLFRS 9 requirements take
effect from 2018. Over the past several
years, we had to lay the groundwork to
prepare for these changes. The increased
capital requirements create an extremely
challenging situation for us, to address
the situation the Bank is looking into all
possible options and has developed its
flexibilities to face these challenges.

| must place on record my appreciation
of the cooperation extended to me

by my fellow Board members and

the professionalism they displayed in
giving strategic direction to the Bank.

| must thank the General Manager,

Mr D M Gunasekara, who retired on
February 2018 for his commitment and
support. He has served with dedication
throughout his long period of service to
the Bank and | wish him the best in his
future endeavours. | welcome the new
General Manager Mr Senarath Bandara
who has attained this position after an
illustrious career of 28 years in the Bank.
I wish him well in the performance of his
duties. The members of the management
team have also shown unstinted
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commitment in performing their duties,
for which | wish to express my gratitude.
The Bank has also had the benefit of
the support of our main shareholder, the
Government of Sri Lanka. My thanks
also goes out to the Hon. Minister of
Finance and the Hon. Minister of Public
Enterprise Development and the staff of
the respective Ministries for their
direction and guidance.

| have also to acknowledge the role played
by the Governor and Staff of the Central
Bank of Sri Lanka for their direction on

the stewardship of the Bank and by

the Auditor General and his staff for

the opinions expressed on the financial
statements included in this report.

Our customers are the lifeblood of our
Organisation and we would not have
gone this far in our journey if not for their
unstinted loyalty. | also greatly appreciate
the cooperation extended to us by the
trade unions with whose support we
have been able to operate the Bank
seamlessly. | do not forget that it is the
dedication and commitment of our staff
and the service they provide that has
enabled the Bank to prosper and grow.

The Bank has gone far in its journey over
78 years. It has faced many adverse
circumstances and proved its resilience.

| am confident that with the strengths and
resources we possess, we can overcome
any challenges we face and go forward to
play an even greater role in the economy
of the country and the lives of our people
in the future.

W“/

Ronald C Perera PC
Chairman

27 March 2018
Colombo
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The Bank of Ceylon is the highest profit
earning single entity in Sri Lanka, whether
state or private with our pre-tax profit
surpassing LKR 30.3 billion in 2017.
During the year, the Bank has recorded
an impressive 8% growth in Profit Before
Tax, when adjusted for the one off gain
recorded in 2016. The deposit base of
the Bank recorded a 23% “YoY” growth
reaching up to LKR 1.5 trillion. Bank of
Ceylon has been, for several years, the
holder of the largest asset base held

by any single entity in the country. This
position has been further strengthened
as the loans and advances have grown
by 16% during the year and has reached
LKR 1.2 trillion. During the year assets
have grown by 17%. In 2016, we
achieved a milestone — we notched the
triple trillion in assets, deposits and
loans. We have another milestone that is
within reach, which is to grow our asset
base to LKR 2 trillion. This we hope to
achieve by 2018.

The Bank’s overseas network constitutes
three foreign branches and our subsidiary
in the United Kingdom. In addition, we
are linked to over 700 correspondent
banks worldwide. A 46% share of all
inward remittances coming to Sri Lanka,
is channelled through the Bank of Ceylon.
We take great pride in the service we
provide to our expatriate workers who
sustain the balance of payments of

the country. We have representatives
stationed in several overseas locations

to canvass remittances. Plans are in

the pipeline to increase the number of
representatives to 100 in 2018.

As the brand ambassador for the Bank,
the brand image and brand value is
something | have been concerned with
throughout my tenure. It is with great
pride that | note that we were once
again recognised as the No. 1 Brand by
Brand Finance Sri Lanka. We received
this accolade for the 9th consecutive

year which is an achievement that is
hard to match. Our Brand was valued at
over LKR 40 billion. It is a tribute to our
resilience that we were able to retain this
position despite numerous upheavals
and changes in the environment. In
addition, Bank of Ceylon also received
the No. 1 Sri Lankan Brand award at the
first “Interbrand Best Sri Lanka Brands”
convention. The award reflects not only
the financial performance of the brand,
but also the recognition given to the
brand by the customer and the brand’s
contribution to the Bank’s financial
position. These accolades only confirm
what is common knowledge; that Bank
of Ceylon is a household name and

that we have given a helping hand to

Sri Lankans from all walks of life to
realise their aspirations.

What stands out is that we have
notched all these achievements without
single-mindedly focusing on the bottom
line and without compromising on our
social responsibilities. We serve many
customer segments such as micro-
entrepreneurs, women entrepreneurs,
farmers, fishermen, youth and house
builders regardless of the inadequacy of
a commercial return. However, we fund
such clientele due to our commitment
to the country’s development and the
triple bottom line. Our net interest margin
is lower than that of any other bank,
which reflects our practice of paying high
interest to the depositors and charging
low interest for loans and advances.

In our strategies we have incorporated
green banking, sustainability concepts,
5S and climate change concerns. The
numerous awards we have won are a
tribute to our social conscience.

With the additional demands of Basel lll
and SLFRS 9 we will face new challenges
in carrying out both our commercial and
social roles and remaining competitive.
However, with the strengths we possess
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we are confident we can overcome the
challenges if we look at the environment
around us and leverage the opportunities
we have.

In its operating environment, both local
and international, the Bank is faced
with rapidly evolving developments on
many fronts. These include economic,
social, technological, regulatory,

and environmental changes. While
steering the Bank in the midst of these
headwinds, we have to also fullfil our
social responsibilities as a state bank
and the leading Bank of the country.

The Bank scrupulously complies with
all laws and regulations of the Central
Bank and other regulatory authorities.
New demands are constantly being
placed on us, mainly due to international
developments, on areas such as anti-
money laundering, assets and liability
management and foreign exchange
transactions. Since we are also an
internationally linked bank there is
additional pressure on us to conform to
the requirements of the domiciles of our
international partners.

This year saw major regulatory changes
being introduced or in the offing. Basel lll
came into effect from 1 July 2017, which
will be phased in with full implementation
scheduled for January 2019. IFRS 9 is
coming on stream in 2018. These new
developments are aimed at enhancing
stability of the banking systems worldwide
by enlarging the capital and liquidity
requirements and improving the asset
quality through stringent provisioning.
During the past year, we had to tune

our operations and procedures with

their implications in mind. There were
major implications especially regarding
management of assets.

To address the new requirements
mentioned above, building our capital
and utilising it at an optimum level is a
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prime concern. To achieve this, we need
proper management of our assets and
there are three major aspects of this.
The first is our physical infrastructure.
While we have given a physical facelift to
many of our branches what is becoming
more vital today is upgrading our
technological hardware to keep us on
the cutting edge of the digital mode. In
doing this, we have to think not just of
the needs of the next year, or the year
after, but 10-15 years ahead. The model
of banking is changing from brick and
mortar to digital banking.

Digitisation is progressing with dizzying
rapidity globally, even in relatively
backward regions such as sub-Saharan
Africa. In Sri Lanka, even some of the
older generation are moving to the digital
platform and carrying out transactions
through internet and mobile banking.
Our 2018-2020 Corporate Plan has been
drawn up with the changes in mind. In
2017, the Bank made major investments
in the new technology. We have widened
our customer services through more
ATMs, CDMs and increased facilities

for internet and mobile banking. This
necessitated upgrading of our hardware,
software and networks.

Our business process re-engineering
has automated many processes during
2017.This has eliminated the need for
customers to physically be present at
the Bank to request for services such
as new cheque books, loan applications
and standing orders. This has also
improved the effectiveness and the
efficiency of our operations. In 2017 we
launched our new mobile application
the “B app”. Another landmark event
during the year was the launching of the
“Smart Passbook”. This is another app,
freely downloadable, which provides
access to transactions, balance history
and monthly statements in real time. It
permits registration of up to three mobile
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devices. During the year, the Bank also
re-launched its Disaster Recovery Centre
(DRC) with upgraded facilities at a new
premises. The DRC is now better placed
to handle disruptive events that may
cause serious interruptions to customer
service. It provides for re-establishing IT
services at an alternative site following a
disaster situation.

The second is the interest earning

assets such as loans, advances and
investments. Asset quality is assuming
more importance in the context of
regulatory developments and new
accounting treatments. These have

had a major impact on our business
model. This has changed how we

look at our credit evaluation and our
investment portfolio. What was formerly
based merely on the realisability of
assets, has to now be a cash flow-
based evaluation and we have to align
impairment provisions with the underlying
riskiness of the assets we underwrite.
Mark-to-market accounting has to be
practiced for investments. For the asset
quality to be maintained we have to have
proper guidance and proper mechanisms
for asset acquisition and asset
rearrangement. Our various functional
units such as credit management, credit
evaluation and risk management had

to be prepared for the new demands
placed on them. From 2018 onwards,
the Profit and Loss account and the
balance sheet will reflect the impact

of these new requirements.

Finally, our human resources remain our
most prized asset and we have made
major changes to our Human Resources
Plan considering our strategic needs.

As a consequence of the pattern of
recruitment in past periods we have a
high proportion of senior staff who retired
recently or are now nearing retiring age.
New recruitment is taking place in large
numbers and the average age of the staff

is around 35 years. Around 300 energetic
and young professionals were recruited
in 2017 as Management Trainees. Further
recruitment in large numbers is on the
cards for 2018. While we are losing many
experienced staff, the upside is that

the younger generation whom we are
recruiting are technically competent to
handle the new modes of transactions
and processing. We are thus equipped
with the human capital base suited for
the current requirements.

In midst of the challenges posted by the
regulatory and operating changes in the
global space, the economic and social
face of Sri Lanka is dynamic and this
both opens up opportunities and poses
challenges for us. Agriculture is playing
an increasingly important role globally
due to climatic changes and consequent
food scarcities. All indications are that
in a decade or so agriculture will be

a lucrative area in Sri Lanka. Major
opportunities are opening up in areas
such as food processing, cut flowers
and ornamental fish. Since such areas
can be driven by the SME sector, this
will increase the significance of the SME
sector towards the economic growth

of the country. In today’s globalised
business environment one does not have
to be a giant to go global; we can also
facilitate the linking of the SME sector
to global value chains.

Also with the development of
infrastructure in the country the economic
landscape is moving away from the
former Western Province centric model.
Rapid development is taking place

in the North and the East as well as

other provinces. We have changed our
organisational structure in line with these
new developments. Further, more focus
has been given to cater the SME sector.



We are Investing more resources in the
Retail segment to cater the emerging
market opportunities in this segment.

In view of this, the retail banking has
been divided into two ranges injecting
more resources to this segment allowing
it to expand its business activities.

To expedite the credit granting process
we have established 14 Regional Loan
Centres (RLC) and 15 SME centres;

we intend to increase this to having one
RLC in each district.

We have well shaped all our internal
processes, systems and the capitals to
face the future challenges and BoC is
well positioned to grab the opportunities
offered by the changes happening

in the local as well as the global arena.
Bank of Ceylon will always be the
“Bankers to the Nation”.

| wish to express my appreciation for

the direction and guidance provided

by the Chairman and the Board of
Directors; Corporate and the Executive
Management and our staff for their
dedication and untiring efforts; trade
unions for their cooperation; former
employees and our customers for their
continued loyalty. | also wish to thank
the Minister of Public Enterprise and the
Minister of Finance as well as the staff

of the two ministries for their guidance
and cooperation. | also greatly appreciate
the regulatory oversight provided by the
Central Bank and the officials concerned.
My gratitude also goes out to the
Auditor General and his staff for the
execution of the audit of the Financial
Statements enabling the timely
publication of this report.
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| have full confidence that with our
strengths and resources the Bank will
go forward in 2018 and beyond to face
whatever challenges that arise and take
advantage of all opportunities to grow
and prosper not only for itself but for
all Sri Lankans.

D M Gunasekara
General Manager

21 February 2018
Colombo

Bank of Ceylon | Annual Report 2017



020 | Sustainability

Reinventing Ourselves

General Manager’s Review




It is with pride and humility that | take over
the role of the General Manager of the Bank
of Ceylon. The Bank has indeed travelled
far in its journey from its relatively modest
beginnings in 1939, as a bank to serve the
then fledgling local business community.
Today, BoC is the largest and most
profitable single entity in the country and we
are the “Bankers to the Nation”. The Bank
of Ceylon is also the largest Bank in assets,
loans and deposits all of which exceeded
LKR 1 trillion in 2016. We also have the
most extensive network of branches,

ATMs and CDMs. | must pay a tribute

to my predecessor, Mr D M Gunasekara

for nurturing and handing over to me an
Organisation with such a strong brand
image. During my tenure, | intend to ensure
that the Bank retains its No. 1 position, and
steer it towards even greater heights.

From 2018 we have rebranded ourselves
with a new Vision of building on our
national reputation to strengthen our global
presence, while being innovative and
customer centric in our financial solutions.
Our strategy to achieve the Vision will be
to increase our efficiency, analyse financial
markets and customer needs in-depth,
develop appropriate solutions, leverage
cutting-edge technology and empower
our employees.

In 2018, the Bank is stepping into a new
phase in its journey with the Corporate
Plan for the period 2018-2020. Concurrent
with the launching of this plan, we have
reviewed and revised our Vision, Mission
and Value Statement. Symbiotic with the
Corporate Plan is our new theme: “Refine
and Define the Bank for Future”. The plan
was formulated through a professional
and rigorous process. We re-examined
the business model and operations, and
considered how they should be refined

in the context of the challenges and

new opportunities we face in the current
economic, social and business environment.

The preparation of the plan was robust, not
a simple top-down exercise. Inputs were
solicited from the department, branch and
provincial levels. A workshop was convened
with the entire corporate and executive

management represented where the draft
plan was discussed and amended. After
much filtering and refining the new plan
was adapted. When the plan was launched
all our operational staff were made aware
of the plan with one voice. It was our firm
conviction that successful implementation
needed the awareness, commitment,

and support from employees across the
Bank. Our actual performance against

the corporate plan is reviewed regularly
and rigorously. The reviews are performed
weekly, monthly and quarterly at different
management levels.

A cornerstone of our thinking was the need to
improve our customer service and the need to
become more customer centric. The banking
environment today is extremely competitive
with over thirty banks in the industry.
Customer relations become extremely
important not only to secure new business
but also to retain our existing customers.

It is therefore vital for the Bank employees
to provide prompt and courteous service
to customers. Customer centricity

is therefore vital among all our staff
members, processes and systems. We
have recognised this by making “being
customer centric” one of our core values.
Our customer base encompasses a very
wide range; it spans diverse groups
including the largest corporates, SMEs,
micro-entrepreneurs, the white-collar
middle class, expatriate workers, farmers
and fishermen. Each customer group has its
own needs, its own tastes and preferences.
They will also vary greatly in their degree
of financial literacy. The Bank needs to

be sensitive in this regard and treat each
customer appropriately and cater to his

or her needs. We will do more to instil the
ethos of customer centricity in our staff

by way of training, promoting awareness
and staff development. We are currently in
the process of recruiting a batch of staff
assistants who will receive training both on
the technical aspects of banking as well as
customer service.

Our customer base is around 13 million
and we serve a highly diverse customer
base. The challenge is how to achieve
customer centricity appealing to each
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and every segment of customers that we
cater to. We see the way forward as being
encouraging our customers to make more
use of the digital channels, whether ATM,
CDM, Internet or mobile banking. The Bank
has a solid and a first rated IT infrastructure
and we should leverage this to promote
awareness among the customers. In this
connection it is heartening, to note that

our mobile app, the “B app” which was
introduced in 2017 is becoming increasingly
popular. Through this app we have further
expanded our virtual access to 24X365
banking services to our clientele.

We should also strive to make our digital
services as user friendly as possible. We
should also assure our clientele on the safety
and security of our digital services to give
them the confidence to wean them from going
to the counters. The more the customers
are using digital channels, the better the
service we can give them at the branches.

Our approach to lending involves two
perspectives; one is the commercial
approach, and the other is the development
approach; Being a State-Owned bank and
the largest Bank in the country we give
preference to the development approach.

It is our responsibility to support the needy
people, living in the bottom of the pyramid
to enhance their income level, social status
and their living standards. The fact that we
have more than 50 credit schemes catering
to this segment of the market, demonstrates
our commitment. If no defined schemes with
dedicated external funding are available for
a particular need we then create schemes
utilising our own funds, still at concessionary
terms. The Bank seeks to support those at
low income levels, who nevertheless have
the entrepreneurial drive, to uplift their living
standards; we promote financial inclusion
as they will otherwise be trapped with the
informal sector money lenders.

Another sector to which we give a

great deal of importance is the SMEs. This
sector is the real engine of growth in the
economy. In our programmes for this sector,
which are conducted across the country, we
also coordinate with various chambers of
commerce. An important innovation in this
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regard is our “Vyaparika Hamuwa” sessions.
These sessions, in which our senior officers
take part, are conducted at regional level
and by industry. Networking is also a vehicle
through which we can build sustainable
value. At these events the Bank officers

and the entrepreneurs get an opportunity

to interact, understand each others’ needs,
perspectives, and problems.

Another innovative step we have taken in
the year under review, which will particularly
benefit the rural population, is the rolling
out of the “Branch-on-wheels”. Through
this we take the Bank to the customer’s
doorstep rather than the customer having to
visit a branch. This mobile branch affords a
large number of services such as account
opening, cash deposits and withdrawals, bill
payments and loan applications. Since the
“Branch-on-wheels” is equipped with online
connectivity any transaction is updated in
real-time. This will inculcate the banking
habit among the section of the population
that is presently un-banked. We will ensure
that we maintain a presence at events
where large number of people congregate
and also in disaster situations.

In our commercial lending we have always
offered competitive rates leveraging on

our advantage of being the industry giant
with the largest deposit base. We strive to
understand the projects and evaluate the
projects based on the cash flows. Also we
are of course prudent to obtain collateral to
cover any risks. In our training programmes
we emphasize on building the skills of our
credit officers. We have streamlined our credit
operations through our regional loan centres.

Reaching Out to the younger generation

a landmark programme we commenced

in 2017 was to take the message of
financial responsibility to secondary school
students. These students hold minors’
savings accounts in which their parents
would have dutifully saved for their future.
They would be entitled to withdraw the
money on reaching the age of 18. One
hour sessions were conducted by Bank
Managers themselves, to guide students on
financial discipline and soft skills important
for their career development. Over 100
Managers were trained as effective trainers
to deliver strong message to teenagers
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on this regard. Over 200 such training
sessions were conducted in 2017 and the
programme will be continued in 2018. Our
experience was that the students were much
more receptive to the message when it came
from an external expertise. The benefits of
the programme were multifaceted. It had

a CSR aspect in that we groom and direct
youngsters for a prosperous future.

It furthered the sustainability of the Bank by
drawing a new group of potential lifetime
savers. It also contributed to the personal
development of our managers by giving them
an exposure as effective communicators.

Looking to the future we have to keep a
broad focus and evolve our business model
to cater to diverse and changing needs.

We have to serve to the new millennial
generation while not forgetting our legacy
customers who have long been loyal to us.
We have to be in the forefront of digital and
virtual banking, while continuing to give
importance to the brick and mortar network.
There is tremendous potential in the SME
sector; business opportunities as well as to
make a social contribution. We should exploit
these opportunities while continuing to serve
the corporate sector with better efficiency.

The Bank needs to be customer focused,
both in its product development and in its
customer service. The end outcome of both
that we should aim at is customer delight.
To support this, as well as many other
needs, we need to ensure all our internal
processes are effective and efficient.

We have an excellent team who has been
our greatest strength. However, we have to
further hone their skills to help them serve
changing needs and emerging challenges.
They have to be further motivated and
trained to be the most important component
of our engine of growth. Our training
programmes need to be appropriately
crafted and be on a par with the best in the
world. In our new way forward, we have
geared the HR practices of the Bank to
cater the Banks strategic needs.

As a State bank, we do not focus merely

on the bottom line but on the triple bottom
line. We firmly support the Government’s
commitment to the Sustainable Development
Goals. The Bank will make its contribution

through our green banking and CSR initiatives
and also through our normal operations.

Along with the unchallenged brand strength
| was gifted with by all my predecessors,
the new rebranding, the 2018-2020 way
forward and with my most experienced

and valued team BoC, without any doubt

| pledge all our stakeholders that your Bank,
the “Bankers to the Nation”, will always
remain the Number One and will be serving
you better and with much more pride in the
days and years to come.

| must thank my predecessor,

Mr D M Gunasekara for his support and
guidance to me in my previous position

and for a smooth handover. | am also grateful
for the encouragement and guidance given
to me by the Chairman and the Board of
Directors. | do not forget the Hon. Minister

of Finance and the Hon. Minister of Public
Enterprise Development and the staff of

the respective ministries who have also
provided their guidance. The Central Bank of
Sri Lanka, the Colombo Stock Exchange and
the Securities and Exchange Commission of
Sri Lanka have also made their contribution
by providing the necessary regulatory
oversight. | wish to also thank the Auditor
General, who by his observations on the
Financial Statements in this Report has made
timely publication of the report possible.

It is our customers, many of whom have
been loyal to us over a long period, who
have enabled us to grow and prosper.
The Bank has also been fortunate to have
the support and cooperation of the trade
unions through which we have been able to
operate seamlessly. | also wish to express
my gratitude to the management team
and the staff who have shown the utmost
dedication and have given me their
unstinted cooperation over the years.

Senarath Bandara
General Manager

27 March 2018
Colombo
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In 2017, the global economy recovered
somewhat from its subdued performance
in 2016. Growth is now estimated to have
reached 3.0%, which is slightly higher
than previous projections, It is heartening
than countries accounting for more than
three quarters of global GDP have seen
an increased growth in 2017 compared
with the previous year. There are positive
signs of productivity recovering from the
post-2008 crisis. The growth was mainly
driven by Germany, Japan, South Korea,
and the United States. Brazil, China,

and South Africa also performed better
than previously expected. In the last

few months of the year, there was also a
resurgence in global trade. Contributing
factors were increasing investment in
advanced economies and pick-up in
manufacturing output in some Asian
countries. Spare capacity is diminishing
and is already practically zero in the

US and several advanced economies.
The unemployment rate too has returned
to near pre-crisis levels in most advanced
economies. Nevertheless core inflation
remains low, which is a hangover of
previous low commodity prices.

The US economy is expected to have
recorded a moderate growth of around
2.3% in 2017. Though there are some
uncertainties, reduction in corporate and
personal taxes are expected to give a
boost to the economy. Growth for the
Euro region is estimated to be 2.4%.
Germany, ltaly and the Netherlands are
expected to perform well, buoyed by
stronger domestic as well as external
demand. The UK economy, hampered
by the uncertainty surrounding Brexit, is
expected to grow only by 1.7% in 2017
and this is expected to reduce further

to 1.5% in 2018. The Chinese economy
however is expected to do reasonably
well, growing at around 6.8%. Growth
has been boosted by increase domestic
demand and pick-up in global trade. India
is also expected to achieve a growth of

around 6.7 % despite slackening due to
the currency change initiative and the
introduction of Goods and Services Tax
(GST). The introduction of GST however
augurs well for the long term.

Oil producing nations, which were
severely affected by low oil prices in the
last two years, received some relief by
way of a recovery in prices towards the
end of 2017; nevertheless they continued
to suffer significant revenue shortfalls.
While oil prices exceeded USD 60 a
barrel in December 2017, the peak for the
last two years, they remained significantly
below the highest price within the last

10 years which was USD 141 per barrel
in 2008. Going forward, economic
diversification remains a priority for
countries severely dependent on oil
exports. Growth in the Middle East and
North Africa is expected to reach 1.8%.
On the other hand, relatively low oil
prices continued to be a boon for the
current accounts of oil importing nations.
Performance of other commodities was
uneven, with food and precious metal
prices remaining more or less static while
metals and minerals prices increased

in the range 10%-50%. Low income
countries face many challenges including
diversifying their economies, progressing
towards the sustainable development
goals and the subdued outlook for some
commodity prices. Many countries in the
Middle East and Africa were also affected
by political instability, civil war and
terrorism. South Asian countries suffered
from natural disasters, fiscal slippages
and weak tax revenues. Some countries
such as Afghanistan are faced with
uncertain security situations.

Overall there has been an increased
global growth momentum and growth
of 3.1% is expected for 2018 and 2019.
Risks to growth appear to be moderate
in the short term but are tilted to the
downside in the medium term.
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The Sri Lankan economy was faced with
serious headwinds this year particularly
by way of adverse weather conditions,
including droughts and floods, which
have resulted in downward revisions of
original forecasts for the year. Growth in
GDP is estimated at 3.1% for the year.
While the agricultural sector was affected
by weather conditions; industry and
services however did relatively well.

In particular, the performance of financial
services, telecommunications and trade
stood out.
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During the year, new strategies were
implemented to attract investments by
leveraging the country’s competitive
advantages and also using existing
investors to bring in additional investment
both directly and by taking advantage

of their external networks. Foreign
exchange regulations too have been
liberalised through the new Exchange

Act to improve the investment climate.

The Sri Lankan Rupee depreciated by
2% in 2017 YoY against the US Dollar.
Outflows increased initially due to rising
imports, debt service payments and
foreigners divesting their investments

in Government Securities. However,
later the pressure on the currency

was reduced due to net inflows to the
Colombo Stock Exchange and revived
investments in the Government Securities
market. The currency depreciation was
further eased by the receipt of the fourth
tranche of the International Monetary
Fund (IMF) Extended Fund Facility in
December 2017, and the issuance of
the International Sovereign Bond. The
country’s credit ratings were favourably
revised during the year. Fitch Ratings
revised its rating from B+ negative

to stable in February 2017 while the
S&P rating was also upgraded from

B+ negative to stable in November 2017.

Our export revenue notched

USD 11.4 billion in 2017, an increase

of 10% over the figure for 2016.
Restoration of GSP+ by the European
Union and the depreciation of the Rupee
were contributing factors. Increases

in exports were however offset by
additional imports (which increased by
9%) caused by unfavourable weather

as well as by a drop in remittances from
expatriate workers; the impact of both
resulted in a more adverse balance of
payments situation. Worker remittances
were unfavourably affected by economic
conditions and geo-political tensions

in the Middle East.
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Despite tight monetary policy and
slowing credit, inflation reached 7.3%
YoY in 2017. Contributory factors were
adverse weather conditions which
drove-up food prices, rising international
commodity prices, depreciation of

the Rupee and upward revisions of
indirect taxes. However, the transition
to a Flexible Inflation Targeting (FIT)
framework will facilitate better control
of inflation in the future. Under the FIT
framework, the Central Bank will be
targeting an inflation rate of 4-6%. The
gross official reserves of the country
increased from USD 6.0 billion at end
2016 to USD 7.9 billion at end 2017.

GDP Growth
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Although economic
growth in general was
lacklustre in 2017, the
financial sector showed
a robust performance
accounting for 9% of the
estimated GDP in 2017.
The profits before tax

of the banking sector
reached LKR 194.7 billion
in 2017 recording an
impressive increase of
18% YoY over 2016.
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Although economic growth in general
was lacklustre in 2017, the financial
sector showed a robust performance
accounting for 9% of the estimated GDP
in 2017. The profits before tax of the
banking sector reached LKR 194.7 billion
in 2017 recording an impressive increase
of 18% YoY over 2016. Net interest
income increased by 12% over 2016,
and notched LKR 341.6 billion. Total net
assets, which were LKR 10.3 trillion as at
end 2017 increased by 14% over a year
before. In other respects too, the sector
showed resilience with improvements

in asset quality, capital and liquidity
levels which were maintained well above
statutory minimum levels. The prime
source of funding was deposits which
grew by 18% to LKR 7.4 trillion in 2017.

Loans and advances grew by 16% during

the year and reached LKR 6.4 trillion.
The increase was across all economic
sectors despite higher interest rates.

Several measures taken by the Central
Bank of Sri Lanka (CBSL) during the
year helped to drive the growth of the
financial sector. They include the new
Foreign Exchange Act which liberalised
foreign exchange transactions and

the strengthening of the framework

to regulate non-Banking financial
institutions. During the year, the industry
had to take proactive measures for

the enforcement of the new Basel IlI
regulations which will tighten capital
and liquidity requirements. The industry
preparing for the implementation of
Accounting Standard SLFRS 9

will bring major implications for
impairment provisions.

The CBSL kept a tight rein on monetary
policy by keeping interest rates high.
The Standard Deposit Facility Rate
(SDFR) and the Standard Lending
Facility Rate (SLFR) were increased by
25 bps to 7.25% and 8.75% respectively
from March 2017.

Under a Financial Sector Modernisation
project, financed by the International

Development Organisation further
reforms will be implemented in the
financial sector. Under this project, which
will be spread over a period of 5 years,
regulatory frameworks and financial
infrastructure will be modernised. This
will lead to increased accessibility to
affordable finance for the SME sector
and small entrepreneurs.

Banking Sector Profitability
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An analysis of the Bank’s value creation and allocation of value among key stakeholder groups is depicted below:

2017 2016 Change
LKR million LKR million %
Value Added
Income earned by providing banking services 185,427 147,554 26
Cost of services (102,502) (71,030) 44
Value added by banking services 82,925 76,524 8
Non-banking income 3,784 6,568 (42)
Impairment charges for loans and other losses (9,341) (4,397) 112
Value addition 77,368 78,695 (2)
Value Allocation
To Employees
Salaries, wages and other benefits 16,996 16,844 1
To Government
Dividends paid to Government of Sri Lanka 12,346 17,346 (29)
Income tax 8,929 6,452 38
VAT and NBT on financial services 7,249 6,265 16
28,524 30,063 (5)
To Community
Social responsibility projects 128 135 (5)
To Providers of External Funds
Interest on other borrowings 15,714 18,239 (14)
Interest on debt issued 5,014 4,571 10
20,728 22,810 9)
To Expansion and Growth
Retained profit 8,966 7,445 20
Depreciation and amortisation 1,925 1,453 32
Deferred taxation 101 (55) (286)
10,992 8,843 24
77,368 78,695 2
Distribution of Value Added
14% 22% 11% 21%
To Expansion and Growth To the Employees To Expansion and Growth To the Employees
27% 29% \
To Providers of To Providers of
External Funds 2017 External Funds 2016
1% 36% 1% 38%
To the Community To the Government To the Community To the Government
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Economic Value Added (EVA) indicates the true economic profit of an organisation. EVA is an estimate of the amount by which earnings
exceed or fall short of required minimum return for shareholders at comparable risks.

2017 2016 Change
LKR million LKR million %

Invested Capital
Average Shareholders’ funds 102,002 87,167 17
Add: Cumulative provision for loan losses and provision for impairment and other losses 57,179 47,832 20

159,181 134,999 18
Return on Invested Capital
Profit after taxation 21,312 24,791 (14)
Add: Provision for loan losses and other losses 9,341 4,397 112
Less: Loans written off (1,181) (31) 3,709
Total return on invested capital 29,472 29,157 1
Opportunity cost of invested capital* (16,003) (13,396) 19
Economic Value Added 13,469 15,761 (15)

* Calculated based on weighted average 12 months Treasury Bill rate 2017 — 10.05% (2016 — 9.92%).
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The inputs to the Bank’s business processes are capitals, or stores of value, in various forms. Of these capitals, financial,

manufactured and intellectual capital are internal capitals owned by the Bank. The others, human, social and relationship
and natural are external to the Bank.

e Share capital ¢ Investment in brick-and-mortar ¢ Investment in brand
LKR 20.0 billion Channels LKR 1.9 billion LKR 1.2 billion

e Total equity * Major renovations e Strong governance culture

LKR 111.2 billion two branches e Over 81,000 years of

* Total Deposits * Branches transformed Institutionalised knowledge

LKR 1.5 trillion during the year 97

¢ Total borrowings ¢ Investment in IT infrastructure

LKR 265.2 billion LKR 1.7 billion

Corporate Governance and

The Bank acts as an intermediary between various parties who are in need of financial services — depositors and borrowers,
importers and exporters, investors and lenders, expatriates who remit money and their beneficiaries, to name a few. At the
same time, the Bank transforms the maturities by converting short term deposits into medium and long term loans. Net
Interest Income (NII) which is the difference between interest earned from borrowers and investing activities and interest paid
to depositors plus lenders constituted 78% of the operating income for the year (75% in 2016). The balance 22% (25% in 2016)
came from fee based services and trading activities.

\.

The output is the value, in its various forms which are generated as a result of the business processes.

e Profit after tax o Network of branches 578 ® Process improvements
LKR 21.3 billion e Limited service branches 48 ¢ No. 1 Brand in Sri Lanka with a

e Dividend paid . « ATMs 764 brand value of LKR 40.6 billion
LKR 12.3 billion cDMs 168

* ROAE and ROAA
20.9% and 1.7% e Regional loan centres 14

SME Centres 15

Branch-on-wheels 02

The outcomes are the results that the outputs have brought measured through key performance indicators relating to the various capitals.

o Number 1 Bank in Sri Lanka e Largest financial institution e Best in class governance practices
in terms of profitability, deposits, in the country ¢ A culture of compliance and
advances, and assets e A multi channel network of 1,589 transparency

« LKR 28.5 billion paid to outlets providing omni channel e Strongest brand in the country

the Government by way of presence to customers
dividends and taxes e Well balanced brick and mortar and

. . digital delivery channels to match
* LKR .92'2 b!lllon gialidlicy the requirements of all walks of life
Depositors as interest

e LKR 5.0 billion paid to
debenture holders as interest

e LKR 516.5 billion invested
in Government Securities helping
the Government to fund national
infrastructure projects



However, the Bank uses these capitals in its value creation process. In the course of the business processes the capitals are used

and transformed and new capitals are generated as a result.

* Number of employees with over
20 years experience 1,336

e New recruits 534
¢ Number of promotions 1,831
e Number of training hours 11,884

¢ Expenditure on training
LKR 322.0 million

Risk Management Framework

¢ |ntroduction of “B app”
* Re-launching the online banking
platform

e LKR 237.2 million spent on

“mithuru” Microfinance programme

e Established a sustainability unit
* Number of branches solar panels
were installed during the year 14

e Formulated Environment and
Social Management System

(ESMS) policy for the Bank

¢ Introduced green building concept
to branch network

However, being a state bank, it is not merely a commercial enterprise, it is also a social enterprise. Accordingly, conscious
of its responsibilities to generate desired outcomes for the society and the environment at large beyond the conventional

outputs, the Bank maintains the NIl at an optimum level, rather than at a maximum.

» Benefits to staff LKR 17.0 billion
* Profit per employee
LKR 4.0 million

e A motivated team of 7,587
employees

e Excellent career development
opportunities

o Attrition rate 0.3%

* Number of new deposits
accounts opened 548,630

o Total loans of LKR 1.2 trillion
of which LKR 60.0 billion
was to SME

e 859 correspondent relationships

e Customer base of 13 million

e The Bank with the largest
customer base

e Commitment to Sustainable
Development Goals

e Contribution to financial sector
stability and economic growth

* An integrated supplier chain

e Supplier success and growth

¢ A satisfied and growing
customer base

e Sri Lankan Bank with the largest
correspondent relationships

e Green Building Gold award for
Kekirawa branch by GBC SL

¢ Quantified paper saved via
digitization processes 259,892
A4 sheets

¢ Retail loans for renewable energy
LKR 640.6 million

e Solar energy generation 515 kWh

* Number of loans screened for

environment clearance 362
(Retail segment only)

¢ 20 branches converted to
solar power
» Reduction in gray energy by 2%

* Reduction of paper use
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Our Environment and Our Process
Business Model

The banking system plays a key role in
the economy of any nation. It is banks
which keep the wheels of business

and commerce turning and steer the
economic direction of the country.

The core business process of the Bank
of Ceylon, in common with other banks,
is that of a financial intermediary.

The Bank draws the savings of
individuals or entities, who may be
relatively risk averse, with the promise
of safety and a satisfactory return.

The savings are then lent to individuals
or entities at rates which they would find
affordable, but also give a reasonable
return to the Bank.

This primary process brings several
other important considerations. The time
frames at which lenders lend to the Bank
and borrowers borrow from the Bank
usually vary. Typically, borrowing tends
to be short term while lending tends to
be long term. Banks need to prudently
match their cash flows to ensure that
funds are available for payments when
they become due. The banking business
carries inherent risks; risks that borrowers
may default or that interest rates may
fluctuate. Beyond these, there are risks
that can have a much wider impact

such as macroeconomic events having

a negative impact on an entire industry
or an entire economy. Careful balancing
of risks and returns thus becomes of
crucial importance. Procedures governing
inherent risk of the business are inbuilt
into the Bank’s governance structure.
The Bank has a well-defined risk
appetite, the level of risk the Bank is
willing to take. Lending and investment
strategies have to be tailored to the

risk appetite.

The Bank provides certain other services,
known as fee-based operations, such

as foreign exchange trading, which do
not involve lending of funds. The Bank
handles over 45% of inward foreign
exchange remittances of the country
whereby we also perform a service to
our expatriate population. Our trading
portfolio also includes a large percentage
of Treasury Bills and Bonds. Since these
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are gilt-edged securities, and therefore
risk-free investments, they impact the
capital requirement at minimal level.

The Bank of Ceylon, as a State-Owned
organisation, has certain social
responsibilities. It therefore cannot
operate with a narrow focus on
accounting profit. It has to instead adopt
a strategy of seeking an optimum return,
balancing both the commercial aspects
and the social return. One indication

of this balancing act that we have to
perform is that our net interest margin

is less than that of most other banks.
Sustainability is at the heart of the Bank’s
strategy. The Sustainability Development
Goals (SDGs), which cover economic,
social, and environmental values are
incorporated as considerations in all

our products, services, activities and
processes. Sustainability is promoted not
only in our direct operations but across
our value chain. We address each of the
SDGs individually with focused initiatives.
The Bank pays special attention to
hitherto underserved sections of society
such as women, youth, and small
entrepreneurs.

Today technology is evolving with
dizzying rapidity, and this is reflected
in changes in banking operations.

With over 30 banks in the industry we
have to constantly feel the pulse of our
customers and innovate new products
and services to retain our market
position. Customers are increasingly
moving to new banking channels such
as ATMs, CDMs, internet and mobile
banking. While this is especially true
among the millennial generation it

is by no means confined to them.

The trend cuts across age groups,
social classes and location. We have
found that customers from all walks

of life are equally receptive to cash
deposit machines. Through our new
Document Management System we have
automated many transactions such as
loan applications and account opening.
However, we always ensure that our
business model and our offerings balance
the expectations of both the millennials

and our legacy customers who still prefer
the traditional banking channels.

From our beginnings in 1939 as a Bank
created to serve the needs of the national
business community, who were then not
catered by the foreign banks, we have
grown to serve a diverse clientele. While
our growth was previously mainly driven
by serving the state sector, today the
corporate and SME sectors have also
become key target market segments.
The economic model of the country is
shifting from being a Government and
corporate driven one to a model more
based on SME driven growth. Hence,
considering the long-term sustainability
of our business model we have stretched
our exposure to SME sector. We drive
financial inclusion, which is embedded

in our business model, via the SME
sector. Within the sector we have a wide
portfolio of offerings to cater to diverse
customer groups. To cite one example,
within the agricultural sector we have
separate credit schemes for paddy, dairy
farming, each of the three main plantation
crops and many other crop species

such as maize and chillie. Spreading our
portfolio across Government, corporate
and SME sectors also helps us to
diversify and balance risks.

Bank of Ceylon is not only the largest
bank in the country, we are also the
highest profit making single entity.

In 2017 our profit before tax amounted
to LKR 30.3 billion. The Bank also made
a contribution to Government revenue
of LKR 28.5 billion by way of dividends
and tax. We have a brick and motar
network of 578 branches and 48 limited
service branches. We have also
expanded our network overseas to

the London, Maldives, Seychelles,

and Chennai. and we are continuously
evaluating the opportunities we have
for further expansion.

Our business model is robust as it is
built on an ethos of sustainability. The
Bank borrows from the public and lends
it back to the public in a socially and
environmentally responsible manner.



Furthermore, our profits are also routed
back to the community through taxes,
and since we are a state bank also
through the dividends we pay to our only
shareholder, the Government. Through

all our activities we drive the economic
growth of the country, help uplift the

less fortunate in society, play a part in
narrowing socio-economic disparities and
contribute to preserving the environment.
With our achievements and strengths,

we can look to the future with confidence
that the Bank will continue to grow and
generate value, both in the short and long
term for itself and all its stakeholders.

We are a strategy driven Bank. Strategy
has given significant momentum to our
growth trajectory in the past. Our 2010
strategic plan “One 10 twelve” is a case
in point where we announced targeting
one trillion in assets and Rupees

10 billion in profits to be achieved by
2012 which was duly achieved by the
target date. In 2016, we achieved another
milestone of the triple trillion — one trillion
in each of assets, deposits and loans.

In 2017, we drew our corporate plan for
the next three years against the canvas of
the rapid evolution currently taking place
in the banking landscape; effectuated

by unprecedented developments

in information and communication
technology, changing demographics
leading to changes in customer
expectations, unorthodox competition
and so on. We are cognisant that there
are the necessary transformations in our
value proposition in terms of product and
service offering, reach, service standards
and internal processes. This plan
contains meticulous strategies to do that.

Since the customer is at the core of our
business, we have given special focus

to taking the service quality and service
standards to the next level. We will
integrate service standards across all the
channels and outlets in the network to
provide a uniform customer experience.

We will endeavour to meet expectations
of each customer. Another aspect in
customer interfacing is improving our
credit quality and culture. We will thereby
give value to our customers across the
entire spectrum retail, corporate, SME
and microfinancing while improving

our asset quality, keeping in mind the
stringent requirements of SLFRS 9.

Under the Corporate plan, we also intend
to expand our geographical boundaries
by being open to potential new business
models, innovative processes and
delivery channels, enabling provision

of 24x7 global service.

Today, technology is a major component
of the competitive edge of any bank.
With millennials being an increasing
percentage of our customer base, we
have to cater to their expectations
and it requires leveraging cutting edge
technology. The other side of the coin
however, is that technology brings
risks with it. We will go the extra mile,
to ensure our assets and those of our
customers are secure and sensitive
information is protected.

To ensure efficient and effective
operation of the Bank we need systems
and processes that operate seamlessly.
This is another focus area where we will
concentrate on identifying pain points
and gaps, and make the necessary
modifications.

Refining and defining the Bank for future.
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Our Environment and Our Process
Business Model

However, we are very conscious that
technology can only take us so far, only
with the human touch. Accordingly,

we will also give great emphasis on
developing our human resources. The
skills, knowledge and attributes of our
staff will be honed further to enable them
thrive in this rapidly evolving business
milieu; there is a need for developing
soft skills as well as technical skills.

To safeguard the financial stability

and the reputation of the Bank, good
governance and ethical conduct are
imperative. While we already have high
standards in these areas, we have set
our benchmarks as the best in class
practices in the world. We will renew and
re-energise our focus on sustainability
by ensuring that we continue to maintain
a judicious balance between economic,
social and environmental objectives.

The end result of all the above will be the
enhancement of our brand. The brand is
a mirror of our image in the eyes of our
customers, both legacy and millennials,
and the general public. Through the
strategies spelt out in our corporate plan
we will forge ahead, building our brand,
increasing our assets and profitability,
while delivering increasing value to all
our stakeholders.
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Committing Our “Numbers” to Sustainability

BoC Sustainability Policy

The Bank of Ceylon has adopted the
Sustainable Development Goals (SDGs)
which were promulgated by the United
Nations General Assembly in 2016.

The SDGs include 17 individual goals
which cover a wide range of social and
economic issues; poverty, food security,
education, health, environment, climate
change, and governance. The SDGs

do not see their role as being limited

to Government, but also envisage that
business too makes its contribution.

The Bank has integrated the SDGs into all
its activities. Details of how the individual
SDGs are addressed are given under the
respective capitals.

Organisationally, the task of implementing
the SDGs is spearheaded by a Board
appointed Sustainability Committee
headed by the General Manager. The
Committee is responsible for ensuring
that sustainability considerations are
embedded into all the Bank’s key
business decisions and processes.

This implies that all activities should be

Chief
Financial Officer

DGM
Product and Banking
Development

DGM
Finance and Planing

DGM
Human Resource

Chief
Marketing
Officer

Bank of Ceylon | Annual Report 2017

carried out not with a narrow bottom
line focus, but also giving consideration
to their broader economic, social

and environmental impact. Such
considerations should include both

the short-term and the long-term
perspectives. The SDGs provide a
framework for an organisation to look
at the value it is creating with a triple
bottom line focus.

The Bank’s position as the largest
bank in the country and as a financial
intermediary gives it the potential to
make a tremendous contribution. The
Bank can play a part not only through
its own activities; it can also do so
throughout its value chain especially
through its lending practices.

However, the most important aspect of
sustainable value creation is the impact
that the Bank’s operations, products,
services and customer relationships is
having on the financial sector. To achieve

Sustainability Committee

General Manager
(Chairman of the Committee)

a positive impact in the long term, it is
essential that the Bank acts ethically and
transparently with customers, business
partners, regulators and Government.

It is therefore necessary that the Bank
practices sound practices supported

by well structured systems, rules and
procedures.

The Bank therefore, has to conduct its
activities, considering not only its own
profitability but with a view to furthering
the well being of society from a broader
economic, social, and environmental
perspective. It has to serve the
underprivileged by promoting financial
inclusiveness. It has to try to promote
activities that safeguard the environment
and combat climate change. When the
Bank develops new products, services
and lending practices it has to do so
within a broad paradigm which takes the
SDGs into account. It is then that the
Bank can ensure its sustainability and
continuance of value creation in the

long term.

DGM
Retail Banking
Range |

DGM
Retail Banking
Range lI

DGM
Sales and Channel
Management

DGM
Support Service

Secretary
AGM Budget Strategic
Planing and MIS
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Steering the Ship
Board of Directors

Seated (Left to Right) - Mr Ronald C Perera PC — Chairman, Mr Ranel T Wijesinha, Mr Sajith R Attygalle

Standing (Left to Right) — Mr H P Ajith Gunawardana, Mr Mohan Wijesinghe, Mr Samantha Rajapaksa,
Ms Janaki Senanayake Siriwardane — Secretary, Bank of Ceylon/Secretary to the Board
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Mr Ronald C Perera PC
Chairman,
Independent Non-Executive Director

Mr Sajith R Attygalle
Non-Independent Non-Executive
Ex-Officio Director

Mr Perera is a President’s Counsel with

a wide practice in the Original Courts as
well as in the Court of Appeal and the
Supreme Court of Sri Lanka, especially

in the areas of civil and criminal litigation,
negotiation and drafting of commercial
and transport contracts and agreements.
He specialises in the areas of Commercial
Law, Banking Law, Industrial Law,
Injunctions, Defamation, Election Petitions,
Civil Appeals, Revision Applications, Writ

Applications and Fundamental Rights Cases.

Additionally, he has appeared in several
Commercial Arbitrations.

Mr Perera is a Bachelor of Laws (LLB)
Graduate from the University of Colombo
and also holds a Master of Laws (LLM) in
International Trade Law from Northumbria
University, United Kingdom.

Mr Attygalle is an Assistant Governor
of the Central Bank of Sri Lanka and
currently serves as a Deputy Secretary
to the Treasury. He has over 25 years of
experience in the area of Monetary and
Fiscal Policy.

He holds a Master’s (MSc) Degree in
Quantitative Development Economics
from the University of Warwick, United
Kingdom and a Bachelor of Science (BSc)
Degree in Physical Science from the
University of Colombo.

On 27 April 2016.

Member of the Audit Committee, Integrated
Risk Management Committee and the
Human Resources and Remuneration
Committee.
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On 28 January 2015 as the Chairman.

Chairman of the Nomination and
Corporate Governance Committee
and Member of the Human Resources
and Remuneration Committee.

Chairman of BoC (UK) Limited and Acting
Chairman of Hotels Colombo (1963) Limited.

He was a Director of Bank of Ceylon,
Merchant Bank of Sri Lanka & Finance PLC,
Mireka Capital Land (Private) Limited and
Mireka Homes (Private) Limited.

Mr Attygalle is representing the Treasury at
the Securities and Exchange Commission
of Sri Lanka as a Commission Member.

Prior to the appointment as the Deputy
Secretary to the Treasury, Mr Attygalle had
been serving as the Director General of the
Department of Fiscal Policy and Department
of Public Enterprises of the Ministry of
Finance and has contributed substantially
to the Government’s endeavours in the
fiscal consolidation process. He has been
contributing towards the formulation of the
Annual Budget and leading the technical
team for the Free Trade Agreement (FTA)
with China.

He had also served as a Director and
Acting Chairman of National Savings Bank
and a Director on the Board of Bank of
Ceylon and Regional Development Bank
and also represented the Treasury as a
Board Member in several Boards in key
Government institutions such as Sri Lanka
Ports Authority and Airport and Aviation
Services (Sri Lanka) Limited.
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Steering the Ship
Board of Directors

Mr Ranel T Wijesinha
Independent Non-Executive Director

Mr H P Ajith Gunawardana
Independent Non-Executive Director
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Mr Ranel T Wijesinha, a practicing,
independent, international management
consultant, with over 35 years of
post-qualification experience, has a
distinctive balance of local and overseas
exposure between the private and public
sector, between industry and public
practice and between accounting,
auditing and consulting.

He has contributed to the Public Sector,
through many statutory, regulatory and
advisory roles for the Government of Sri Lanka,
over the last two and a half decades.

During the immediately preceding

decade, he has performed advisory

work in the Public Sector for foreign
governments in several countries on behalf
of multilateral development partners such
as the Asian Development Bank. These
assignments included, functioning as Team
Leader in Governance and Institutional
Risk Assessments relating to Public
Financial Management and Procurement,
Infrastructure-related Financial Management
Assessments, Project Evaluation, and
Institutional Development and Capacity
Building Assessments.

His experience in the private sector includes
functioning as the Director, Business
Development of the John Keells Holdings
Group, Partner and Head of Consulting of
PricewaterhouseCoopers, Sri Lanka and as a
Manager of Deloitte in the Bahamas. He has
extensive experience in Business Diagnoses
and Strategic Redirection, Corporate
turnarounds, New project evaluation,
Privatisation-related Diagnoses, Valuations,
Bidding, Acquisitions and Divestments.

He is a Fellow of The Institute of Chartered
Accountants of Sri Lanka, and a holder of a
Master’s Degree in Business Administration
from the University of Pittsburgh in
Pennsylvania, United States of America.

Mr Gunawardana is a Government Treasury
Bond market specialist with experience

in equity markets and fund management.
He also brings Corporate Governance
experience having sat on a number of listed
company Boards. He has over 25 years
experience in the financial sector. He holds
a Diploma in Business Administration and
Chartered Financial Analyst — Part Il.

On 6 November 2015.

He has also studied Multinational
Corporations and Political Risk Analysis at
the University’s Graduate School of Public
and International Affairs.

On 9 February 2015.

Chairman of the Audit Committee.

Director of Koladeniya Hydropower
(Private) Limited.

Chairman, Monitoring and Advisory
Committee of the Ministry of Power &
Energy; Member of the first Consumer
Affairs Council under the first Consumer
Affairs Authority Act; Member, Accounting
and Auditing Standards Monitoring Board;
Commissioner, the Securities and Exchange
Commission of Sri Lanka (on two occasions,
the last being from 2015 to 2018) Member,
Governing Council, National Institute of
Business Management; Member, Board

of Management, Postgraduate Institute of
Management; Member, Main Committee,
Ceylon Chamber of Commerce; Advisor,
Federation of Chambers of Commerce and
Industry of Sri Lanka and Advisor, SAARC
Chamber of Commerce and Industry.

He is a Past President of The Institute of
Chartered Accountants of Sri Lanka and

a Past President of the 23 Nation
Confederation of Asian and Pacific
Accountants. He was a long serving
Non-Executive Director and Chairman

of the Board Audit Committee, from 2005
to July 2016, of John Keells Hotels PLC
which owned and operated a hotel chain
comprising 11 properties in Sri Lanka and
the Maldives.

Chairman of the Human Resources and
Remuneration Committee and Member

of the Integrated Risk Management
Committee and Nomination and Corporate
Governance Committee.

Director of Lanka Securities (Private) Limited.

Director of Merchant Bank of Sri Lanka

& Finance PLC, Director/Chief Executive
Officer of Janashakthi Securities Limited
and Director of Kshatriya Holdings PLC,
First Capital Holdings PLC, Kelsey Homes
PLC and Kotmale Holdings PLC.



Mr Samantha Rajapaksa
Independent Non-Executive Director

Mr Mohan Wijesinghe
Independent Non-Executive Director

Ms Janaki Senanayake Siriwardane

Secretary, Bank of Ceylon/
Secretary to the Board

Mr Samantha Rajapaksa is a business
professional with 30 years of experience
and has held several key management
positions both locally and overseas.

Mr Rajapaksa is a Fellow of The Institute

of Chartered Accountants of Sri Lanka and
the Chartered Institute of Management
Accountants of the United Kingdom (UK).
He is also a Fellow of the Chartered Institute
of Marketing of the UK and a holder of a
Master’s Degree in Business Administration
from the Postgraduate Institute of
Management of the University

of Sri Jayewardenepura.

Mr Rajapaksa is the recipient of the
Platinum Honors Award for Professional
Excellence in the Field of Management from
the Postgraduate Institute of Management
of the University of Sri Jayewardenepura.

On 25 July 2017.

Chairman of the Integrated Risk
Management Committee and a Member
of the Audit Committee.

Mr Mohan Wijesinghe is an Attorney-at-law
who counts over 25 years of experience in

having worked for both the private and the
public sectors.

He is a holder of a Master’s Degree in
International Legal Cooperation from the
University of Vrije in Brussels. He is also a
Solicitor of the Supreme Court of England
and Wales, a Solicitor and Barrister of the
Supreme Court of the Australian Capital
Territory and a Barrister of the High Court
of Australia.

On 24 November 2017.

Profile given on page 45.
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He is the Chairman/Director of Kitra
Holdings (Private) Limited and also holds
Directorships in the Asiri Group of Hospitals,
Rakuen Group of Hotels and the Colombo
Archery School (Private) Limited. He is also
an Executive Committee Member of the
Ceylon Chamber of Commerce, President of
the Sri Lanka - USA Business Council and

a Director of the National Apprentice and
Industrial Training Authority.

Group Managing Director of Associated
Motorways (Private) Limited and Director

of AMW Capital Leasing and Finance PLC,
Associated Property Development Limited,
Associated Autoways (Private) Limited,
Associated Motor (Lanka) Company Limited,
Associated Global Trading (Private) Limited,
Associated Rubber Industries Limited,
Associated Universal (Private) Limited,

Al Futtaim Logistics (Private) Limited;
Director/General Manager of Informatics
International (Private) Limited; Director/
Chief Executive Officer of CF Venture

Fund Limited; Director of Central Finance
Company PLC; Senior Project Manager of
AT&T Inc., USA; Group Director of Kshatriya
Holdings PLC; Director/Chief Executive
Officer of Softlogic Communications (Private)
Limited and Group Director of Softlogic
Holdings PLC.

He is the General Manager — Legal at
Colombo International Container Terminals
Limited and Senior Overseas Advisor at
China Merchants Ports Holdings Company
Limited. He holds Directorships in Lanka
Hospitals PLC, Maga Neguma Road
Construction Equipment Company (Private)
Limited, Maga Neguma Consultancy and
Project Management Services Company
(Private) Limited and Interocean Services
Limited and serves as a Member of the
National Agenda Committee of the National
Chamber of Commerce of Sri Lanka.

Director of People’s Bank; Group Personnel
Manager of Maharajah Group of Companies;
Assistant Director of the Superannuation
Commission of Australia; Director General
of the Sri Lanka Institute of Advance
Technical Education and Executive Director
of the National Lotteries Board.
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Customer
Centricity

An integral
stakeholder in our
drive to leverage
change and get
“future ready” is
the customer.
That’s why we
place the customer
left, right and
center of every
strategy and
endeavour. We’ve
always done it...
we do it now...and
more than ever,
we’ll do it in the
future!

|
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Steering the Ship

Corporate Management

Seated (Left to Right) - Ms Janaki Senanayake Siriwardane, Mr Senarath Bandara, Mr D M Gunasekara,
Mr W P Russel Fonseka, Ms Gaya Jayasinghe

Standing (Left to Right) - Mr D N L Fernando, Mr R M D Vipula Jayabahu, Mr D P K Gunasekara, Mr K E D Sumanasiri,
Dr Indunil Liyanage, Mr M M Luxaman Perera, Mr P C Wickramapathirana, Mr M J P Salgado, Mr C Amarasinghe,
Mr P M Liyanage, Mr W A C Tissera, Mr S Hewavitharana, Mr M T M Jalaldeen, Mr D M L B Dassanayake
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Steering the Ship
Corporate Management

Mr D M Gunasekara
(Retired on 21 February 2018)
General Manager

Mr Senarath Bandara

(Appointed as the General Manager
on 22 February 2018)

Deputy General Manager
(Sales and Channel Management)
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October 2010

MSS, HH

BoC UK, Travels, PDML, Ceybank Asset,
HCL, KHP, MBSL, MBSL Insurance

Mr Gunasekara carries more than 34 years
of diversified banking experience covering
corporate and offshore banking, sales

and channel management, international
banking operations, credit management
and administration.

He is a Graduate from the University of
Colombo, Sri Lanka with a Special Degree
in Public Finance and Taxation and has
successfully completed the Programme
on Corporate Management (LKCM2)
conducted by The Association for Overseas
Technical Scholarship (AOTS) Japan and
the Advanced Management Programme
(AMP63) conducted by Wharton University
of Pennsylvania, USA. He is also an
Associate Member of the Institute of
Bankers of Sri Lanka.

Deputy General Manager
(Retail Banking)

Deputy General Manager
(Sales and Channel Management)

March 2012

MBSL, HH, Alternate Director in KHP

Mr Bandara is a career banker counting
over 28 years of experience in diversified
fields, both in local and international
banking arena.

He has obtained his first Degree from

the University of Kelaniya, Sri Lanka in
Physical Science with a Second Class
(Upper Division) and Master’s Degree

in Business Administration with a

Merit Pass from the Postgraduate Institute
of Management (PIM), University of

Sri Jayewardenepura, Sri Lanka. He is also
a Fellow Member of the Institute of Bankers

General Manager/CEO -
Since January 2013

He is a Director of the LankaClear (Private)
Limited, Lanka Financial Services Bureau
Limited and the Credit Information Bureau
of Sri Lanka. He also chaired the Boards of
Sri Lanka Banks’ Association (Guarantee)
Limited and the Financial Ombudsman

Sri Lanka (Guarantee) Limited for the year
2016/2017.

He has also been a member on the
Governing Board of the Institute of
Bankers of Sri Lanka (IBSL), a member of
the Association of Professional Bankers
of Sri Lanka and the Vice-Chairman of
Asia-Pacific Rural and Agricultural Credit
Association (APRACA) for 2016/2017.

Mr Gunasekara commenced his career

with the Bank in 1983 and over the

years received training and exposure in

a number of areas and at different levels
concentrating mostly on credit management
and administration. He has also served at
the London Branch from 1997-2000.

He has also been awarded the “100 Global
Sustainable Leaders (CEQO) Award” by the
World Sustainability Congress in Dubai in
2016. This award is a recognition of most
eminent professional and organisations as
superlative Sustainability Leaders.

of Sri Lanka and has obtained an Executive
Postgraduate Diploma in Bank Management
from the same institute, winning the

Gold Medal for the best student in 1998.

He has successfully completed Advanced
Management Programme conducted by

the Harvard Business School, USA.

Deputy General Manager
(Product and Development Banking) —
January 2013 to July 2016

Deputy General Manager
(Sales and Channel Management) —
July 2016 to 21 February 2018.

Mr Bandara, served as a Nominee Director
of BoC to Regional Development Bank.

He serves as a member to the Governing
Board of the Institute of Bankers of



Mr W P Russel Fonseka

Chief Financial Officer/
Deputy General Manager
(International, Treasury and Investment)

Sri Lanka and he is the immediate Past
President of Association of Professional
Bankers of Sri Lanka, the premier body
of professional bankers in Sri Lanka.
He has also served as a Director of the
MBSL Insurance.

Mr Bandara joined the Bank as a
Management Trainee in 1990 and gained
exposure both locally and internationally
mainly in the fields of information systems,
investments, treasury management,
international banking operations and
corporate banking. He successfully
spearheaded the process of converting
Bank of Ceylon operations in London from
branch to a subsidiary, when he was the
Assistant General Manager (Overseas
Branches). Later he served as the Assistant

March 2012

MBSL and PDL (Audit Committee Chairman)

Mr Fonseka possesses over 28 years of
hand on experience in banking operations
with specialised knowledge in financial
management and strategic planning.

He is a Graduate of the University of

Sri Jayewardenepura, Sri Lanka, with

a Bachelor of Science (Special) Degree

in Business Administration and holds a
Postgraduate Diploma in Management from
the Postgraduate Institute of Management,
University of Sri Jayewardenepura,

Sri Lanka and a Master's Degree in
Business Administration from the University
of Southern Queensland, Australia. He is a
Fellow Member of The Institute of Chartered
Accountants of Sri Lanka and also an
Associate Member of the Institute

of Bankers of Sri Lanka.

Deputy General Manager
(Finance and Planning) — March 2012 to
May 2013/April 2015 to December 2016

Deputy General Manager
(Retail Banking) — May 2013 to April 2015

Acting Chief Financial Officer
July 2014 to March 2016
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General Manager (International) and
Assistant General Manager (Corporate
Relations) prior to being appointed as the
Chief Executive Officer of Bank of Ceylon
(UK) Limited in 2011.

He has been very much a part of the
technology-driven development projects

of the Bank and provided leadership to the
core banking upgrade project in 2013/14
and the Bank-wide transformation project
implemented with Boston Consulting Group
in 2014/15. He had been a resource person
at the Institute of Bankers of Sri Lanka

in the field of credit and investment
management.

Prior to joining the Bank, he was an
Assistant Lecturer at the University of
Kelaniya, Sri Lanka and also served at the
Mahaweli Authority of Sri Lanka for nearly
four years.

Chief Financial Officer
Since March 2016 to Present

Deputy General Manager
(International, Treasury and Investment) —
Since February 2017

Mr Fonseka has been appointed as a
Director of Lanka Securities (Private)
Limited from April 2016. He also serves
as an Alternate Director on the Board of
LankaClear (Private) Limited and acts as
the Chairman of the Audit Committee

of the same since November 2012.

He has also served as a Chairman to
TLRS upto December 2017, and a
Director to MBSL Insurance.

He joined the Bank in January 1990,
commencing his career with retail

banking and then specialised in financial
management and strategic planning of the
Bank, whilst acquiring wide experience

in all aspects of commercial banking.

He also served in Bank of Ceylon London
branch where he obtained comprehensive
experience in treasury and international
banking activities.
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Mr D P K Gunasekara

Deputy General Manager
(Corporate and Offshore Banking)

Mr K E D Sumanasiri

Deputy General Manager
(Human Resource)

Bank of Ceylon | Annual Report 2017

May 2013

MSS

Mr Gunasekara carries more than 38 years
of banking experience in different business
operations in the Bank.

He is a Bachelor of Science (Business
Administration) Graduate of the University
of Sri Jayewardenepura, Sri Lanka and
holds a Postgraduate Diploma in Business
and Finance Administration from The
Institute of Chartered Accountants of

Sri Lanka. He has also obtained Master’s
of Business Administration from the
University of Southern Queensland,
Australia. He is also an Associate Member
of the Institute of Bankers of Sri Lanka
and has completed the Management
Development Programme conducted by
the Postgraduate Institute of Management,
University of Sri Jayewardenepura,

Sri Lanka.

May 2013

HH

Mr Sumanasiri possesses 28 years of rich
and diversified experience in retail banking,
microfinance, corporate finance and human
resource development.

He graduated from the University of

Sri Jayewardenepura, Sri Lanka with a
Bachelor of Science (Hons.) Degree in
Business Administration and possesses

an Associate Membership of the

Institute of Bankers of Sri Lanka. He

has also successfully completed the
“Special Management Course for Higher
Management and Public Policy for
Business Leaders” and also “Management
Development Programme for Key
Management Personnel” conducted by the
Postgraduate Institute of Management
(PIM) of University of Sri Jayewardenepura,
Sri Lanka.

Deputy General Manager
(Retail Banking) — from February to May 2013

Deputy General Manager
(Corporate and Offshore Banking) —
Since May 2013

Mr Gunasekara joined the Bank in 1980

and commenced his career with retail
banking, gathering vast experience in the
branch network and later served in Central
Cash and Accounts Departments. He has
gathered an extensive knowledge in treasury
and money market operations locally joining
as a Dealer in Treasury Division of the Head
Office as well as overseas at Bank of Ceylon
Chennai Branch. He has covered almost all
the positions in the Bank of Ceylon dealing
room. He has also served as the Deputy
Manager, Chennai Branch from 2008-2010
and as the Manager/Senior Dealer in the
BoC Treasury Unit too.

He was the first Chief Dealer in the
Ceybank Securities Limited and also one

of the pioneer members in setting up of
middle office in the Bank of Ceylon Treasury
Division. Mr Gunasekara also held the
positions of Assistant General Manager
(Overseas Branches) and Assistant General
Manager (Corporate Relations) prior to being
appointed to the Corporate Management.

Deputy General Manager
(Recovery) - May 2013 to April 2014/
February 2015 to December 2016

Deputy General Manager
(Human Resource) — April 2014 to February
2015/December 2016 to Present

Mr Sumanasiri serves as an Alternate
Director of the Governing Board of Institute
of Bankers of Sri Lanka (IBSL).

Commencing his banking career in 1990,

Mr Sumanasiri held several key positions
while serving in the branch network.

He had been a Faculty Member at the
Bank’s Training Institute, holding the position
of Manager (Training). He was fervent

in enhancing the knowledge of the staff

and was very instrumental in their career
development. Before being appointed to the
Corporate Management, he held the position
of Assistant General Manager (Northern
Province) playing a lead role in uplifting

of livelihood of the resettled people and
contributing immensely to the boom of the
economy of the Northern Province.



Mr S Hewavitharana

Deputy General Manager
(Support Services)

Ms Janaki Senanayake Siriwardane

Secretary, Bank of Ceylon/
Secretary to the Board

November 2015

HH

Mr Hewavitharana is a career banker
counting 34 years of service in diversified
fields, gaining a vast knowledge in domestic
and overseas business operations.

He graduated from the University of
Colombo, Sri Lanka with a Special Degree
in Economics and also holds an Associate
Membership of the Institute of Bankers of
Sri Lanka. He also holds a Postgraduate
Diploma in Business Administration from
the University of Ruhuna, Sri Lanka.

Having joined the Bank in 1983,
Mr Hewavitharana held several key
positions while serving in the branch

October 2010

Ms Siriwardane counts over 22 years of
experience in the Bank specialising in
company secretarial work and Corporate
Governance practices.

She is an Attorney-at-Law by profession
and holds a Bachelor’s Degree in Law.
She also holds a Master’s Degree in
Business Administration with a merit pass
from the University of Colombo, Sri Lanka.

Serves as the Company Secretary of
Ceybank Holiday Homes (Private) Limited
and BOC Management and Support
Services (Private) Limited.
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network. He has contributed immensely
in developing soft skills development
programmes for bank staff obtaining
assistance from external resource personnel
during his tenure at the Bank’s Central
Training Institute at Maharagama in the
capacities of Faculty Member and Senior
Manager (Training). He had taken initiative
in establishing the Premier Branch of the
Bank and had played a significant role as
the first Chief Manager to the same.

He has also served in BoC Chennai branch
as the Deputy Manager and obtained a
good exposure in international banking and
corporate banking. He initiated conversion
of core banking system of BoC Chennai into
parent Bank’s core banking system, after

a number of successful discussions with
Reserve Bank of India Officials.

He held the positions of Assistant General
Manager (Uva Province) and (Central
Province) prior to being appointed to the
Corporate Management.

Ms Siriwardane joined the Bank in January
1996 as its Assistant Secretary to the Board
and was appointed as the Secretary to

the Board/Secretary, Bank of Ceylon in
November 2005.

She also serves as the Secretary to all
the Subcommittees of the Board and
also facilitates Bank’s compliance with
the Corporate Governance rules and
practices too.

Prior to joining the Bank of Ceylon, she
practiced as an Attorney-at-Law in the
private Bar and thereafter worked in a group
of companies, handling company secretarial
work including IPOs, mergers etc. along
with legal and HR work.

She was a visiting Lecturer in Commercial
and Industrial Law at the Industrial
Management Department of the University
of Kelaniya, Sri Lanka.
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Mr D N L Fernando
Chief Risk Officer

Mr M M Luxaman Perera
Head of Information Technology
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December 2015

Mr Fernando is a career Banker with around
32 years of experience spanning to almost
all areas in the Bank.

He graduated from the University of
Colombo, Sri Lanka with a Bachelor of
Science Degree in Mathematics and
holds an Associate Membership of the
Institute of Bankers of Sri Lanka.

In his early career, he was serving in
branches in various capacities in Central
and Uva Provinces. Later, he served

in the Recovery Unit and Product and

August 2013

Mr Perera counts over 32 years of
experience in the Bank and has gained
a wide range of experience in ICT in
different capacities.

He is a Science Graduate from the
University of Colombo, Sri Lanka and

holds a Master of Science in Computer
Science and also a Master of Business
Administration from the University of
Colombo, Sri Lanka. He is a Fellow Member
of the Computer Society of Sri Lanka

and a Member of the British Computer
Society as well.

Development Banking Unit at the Head
Office, where some innovative products
and services were introduced during that
time. He had one year training at the
London branch in 1995 and later, three
years in Karachi branch of Bank of Ceylon
in Pakistan where he gained a splendid
overseas exposure.

He held the positions of Assistant General
Manager in-charge of Western Province
South, the largest Province of the Bank, for
four years and the Chief Executive Officer
of Bank of Ceylon (UK) Limited for three
years prior to taking up the assignment as
the Chief Risk Officer of the Bank.

As the Chief Risk Officer, he has been
instrumental in changing the risk culture

of the Bank widening the scope of risk
management and overhauling the reporting
on Bank’s risk profile at various levels.

)

Mr Perera served as the Chairman of Banks
CIO Forum and a member of the FINCSIRT
Steering Committee.

Mr Perera joined the Bank in 1986 as

a Systems Analyst Programmer and
commenced his services with Core
Banking Application Systems. His
experience was enriched through his
active involvement in multiple ICT projects.
Prior to being appointed to the Corporate
Management he held the position of
Assistant Director Information Technology
(Application Systems).

He has also served at the Standard Bank
of South Africa during the period from
1996-1997.



Ms Gaya Jayasinghe
Chief Legal Officer

Mr C Amarasinghe

Deputy General Manager
(Retail Banking — Range )

June 2016

Travels

Ms Jayasinghe counts more than

34 years of experience in the legal field and
possesses over 31 years of experience at
Bank of Ceylon. She is an Attorney-at-Law
and Notary Public with a Post-Attorney
Diploma in International Trade Law. She

is also a member of the Bar Association

of Sri Lanka and Association of Corporate
Lawyers of Sri Lanka.

She has significant experience in credit
documentation and banking law. She has
also undergone international training in the
fields of Advance Loan Documentation and
Law and Practice of Guarantees and Stand-
by Letters of Credit in International Trade

in Singapore and Hongkong conducted by
Euro Money Training Asia Pacific.

July 2016

Alternate Director in Travels and PDML

Mr Amarasinghe counts over 28 years

of experience in the Bank with diversified
knowledge in branch banking and in
corporate and offshore banking.

He graduated from the University of

Sri Jayewardenepura, Sri Lanka with a
Bachelor of Science (Special) Degree in
Public Administration and holds a Master
of Science Degree in Management from the
same university. He is also an Associate
Member of the Institute of Bankers of

Sri Lanka.
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She joined the Bank in July 1986 as an
Assistant Legal Officer and commenced
her career in the Legal Department. She
got the opportunity to serve in several
Provincial Legal Units and acquired wide
experience in credit and recovery fields,
all aspects of Banking Law and other laws
relating to commercial transactions.

She contributed tremendously to the
Corporate Division as the Senior Legal
Officer from 2005 to 2012 where she gained
immense knowledge in legal work relating
to syndicate facilities, ship mortgages and
trade finance activities of the Bank. She
served as the Deputy Chief Legal Officer
(Credit), from 2012 to 2016 prior to being
appointed as the Chief Legal Officer.

Ms Jayasinghe also serves as a visiting
Lecturer on Commercial and Banking Law
at the Central Bank Training Institute.

He serves as an Alternate Director of CRIB.

He has also been serving as the Vice
President of the Association of the
Professional Bankers of Sri Lanka.

Mr Amarasinghe, joined the Bank in 1990
as a Management Trainee and commenced
his career with retail banking. Later he
joined the Corporate and Offshore Banking
Division, gained an extensive knowledge and
experience in every aspect of corporate and
offshore banking operations while immensely
contributing to the uplifting of the business
of the division for a significant period.

Prior to being appointed to the Corporate
Management, he held the positions of
Assistant General Manager (Offshore
Banking) and Assistant General Manager
(Corporate Relations).
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Mr M J P Salgado

Deputy General Manager
(Product and Banking Development)

Mr R M D Vipula Jayabahu

Deputy General Manager
(Finance and Planning)

Bank of Ceylon | Annual Report 2017

July 2016

Mr Salgado counts over 28 years of
experience in the Bank specialising retail
banking, province sales management and
product and banking development.

He graduated from the University of

Sri Jayewardenepura, Sri Lanka with a
Bachelor of Commerce (Special) Degree
and holds an Associate Membership of the
Institute of Bankers of Sri Lanka. He is a
Member of the Association of Accounting
Technicians of Sri Lanka and a Licentiate
Certificate Holder of The Institute of

Chartered Accountants of Sri Lanka as well.

Mr Salgado serves as a Director on the
Board of Regional Development Bank.

November 2016

TLRS

Alternate Director in MBSL and HCL

Mr Jayabahu carries more than 28 years
of banking experience in different business
operations in the Bank.

Graduated from the University of
Kelaniya, Sri Lanka with a Bachelor of
Commerce (Special Degree) and holds
a Postgraduate Diploma in Business
and Financial Administration from The
Institute of Chartered Accountants of
Sri Lanka. He has obtained Master’s of
Business Administration in Finance from
the University of Southern Queensland,
Australia and successfully completed the
Management Development Programme
conducted by the Postgraduate Institute
of Management, University of

Sri Jayewardenepura, Sri Lanka.

Mr Salgado joined the Bank in January 1990
as a Management Trainee and started his
career in retail banking. Serving in many
important positions in various capacities,
Mr Salgado has obtained a vast knowledge
in domestic banking and credit card
operations of the Bank.

He held the position of Assistant General
Manager (Province Sales Management)
prior to being appointed to the Corporate
Management and immensely contributed in
the operations of ISSP Implementation Unit,
Special Project, BoC Contact Centre, BoC
Premier, and BoC Assurance Department
that came under his supervision. He was
also an active member of the “Wenasa”
Transformation Project of the Bank.

Joining the Bank of Ceylon in 1990 as a
Management Trainee and commencing

the banking career with rural baking and
thereafter with retail banking, Mr Jayabahu
has specialised in strategic planning and
contributed in developing several Corporate
Plans of the Bank.

He was one of the team leaders in
implementing the project of on-line real
time core banking solution of the Bank and
actively involved in IFRS Implementation
Project, core banking system upgrading
project and several other system
implementation projects of the Bank,
guiding team members and imparting his
knowledge and experience.

He held the position of Assistant General
Manager (Budget, Strategic Planning and
MIS) from August 2012 to November 2016
prior to being appointed to the Corporate
Management.

He had also served in Export Development
Board as a Trainee Officer and in Corporate
Wholesale Establishment (CWE) as an
Assistant Accountant, prior to joining Bank
of Ceylon.



Mr M T M Jalaldeen

Deputy General Manager
(Organisation Transformation)

Mr D M L B Dassanayake

Deputy General Manager
(Retail Banking — Range 1)

November 2016

Mr Jalaldeen carries more than 28 years
of experience in the Bank and now has
become versatile in acquiring hands-on
experience in different areas in the
banking operations.

Being a Graduate of the University of
Jaffna, Sri Lanka with a Bachelor of Science
(Special) Degree in Mathematics,

Mr Jalaldeen holds a Postgraduate Diploma
in Banking and Finance from The Institute
of Chartered Accountants of Sri Lanka

and a Diploma in Islamic Banking from the
Institute of Bankers of Sri Lanka. He is also
an Associate Member of the Institute of
Bankers of Sri Lanka.

Having worked in different capacities

at different geographical locations, he
possesses vast experience in branch
banking and human resource operations.
He is a Techno Banker with extensive skills
in handling projects especially, that are
related to technology intense applications
for banking operations.

December 2016

Alternate Director in MBSL

Mr Dassanayake counts over 35 years

of extensive experience in the Bank,
gaining both local and overseas exposure,
especially in the areas of retail banking,
corporate financing and international
operations.

He is a Graduate from the University of
Peradeniya, Sri Lanka with Bachelor of Arts
(Economic Special) Degree. He also holds
a Postgraduate Diploma in Business and
Financial Administration from The Institute
of Chartered Accountants of Sri Lanka
and also a Master’s Degree in Business
Administration from Mahatma Gandhi
University, India. He is also an Associate
Member of the Institute of Bankers of

Sri Lanka.
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Having joined the Bank of Ceylon in 1990
as a Management Trainee, Mr Jalaldeen has
risen up in the career ladder gradually and
served as the second in command, being
the Deputy Manager at the Chennai Branch
for two years since October 2010.

He was appointed as the Compliance
Officer of the Bank and also held the
position of Assistant General Manager
(Human Resource Operations) since March
2013 for one and a half years and handled
in parallel the version upgrade of the Core
Banking System of the Bank. He was also
serving for more than two years since July
2014 as the Project Manager for the game
changing initiatives that were kicked off

as a project under Organisation
Transformation. He continues his leadership
for the organisational transformation with
his promotion to the Grade of Deputy
General Manager.

Country Manager (Malé Branch) —
December 2016 to February 2017

Deputy General Manager
(Retail Banking — Range I) -
Since February 2017

Commencing his banking career in 1982,
Mr Dassanayake has gained overall
experience in banking business specialising
in corporate banking and International
operations with nine years in key positions
in overseas branches. He has served as a
Relationship Officer, Relationship Manager
and subsequently as the Assistant General
Manager (Corporate Credit) at the Corporate
Banking Division. From 2000-2003, he
served as the In-Charge of Trade Finance
Operations at the Bank of Ceylon (UK)
Limited, a subsidiary of Bank of Ceylon

in London.

He also rendered his duties as the
Country Manager of Malé Branch before
being appointed to the Corporate
Management in 2016.
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Mr W A C Tissera

Deputy General Manager
(Recovery)

Dr Indunil Liyanage
Chief Marketing Officer
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December 2016

MSS

Counting over 39 years of extensive service
in the Bank, Mr Tissera has gained vast
experience in Development Banking and
Microfinance and has been promoting

his specialised knowledge in lending,

in the fields of Agriculture, Fisheries

and Livestock.

Being an Associate Member of the Institute
of Bankers of Sri Lanka, Mr Tissera has
also obtained the Postgraduate Executive
Diploma in Bank Management from the
same Institute.

He has served as a Director on the Boards
of Agricultural and Agrarian Insurance Board
and National Fisheries Federation as well.

September 2012

Having served for many organisations in the
field of marketing since 1989, Dr Liyanage
counts over 28 years of experience in
financial services industry, Fast Moving
Consumer Goods (FMCG), electronics and
agriculture sectors in Sri Lanka.

Dr Liyanage professionally and academically
qualified in three different disciplines namely
Marketing, Management and Finance. He
holds a Doctor of Philosophy (PhD) from the
Faculty of Graduate Studies (FGS), University
of Colombo, Sri Lanka, Master of Science
(MSc) in Management from the University

of Sri Jayewardenepura, Sri Lanka and a
Postgraduate Diploma in Marketing from the
Chartered Institute of Marketing (UK) and is
a Certified Management Accountant of ICMA
(CMA) Australia.

Dr Liyanage is a Chartered Marketer
since 1997, attached to the first batch of
Chartered Marketers in Sri Lanka and a
Fellow Member of the Chartered Institute
of Marketing (FCIM) and a Fellow Member
of the Sri Lanka Institute of Marketing
(FSLIM). He is a Member of the Chartered
Institute of Marketing (UK) since 1995 and
a member of the Certified Management
Accountants (CMA) Australia since 2017.
He has participated in many international

Commencing the banking career in

1978, Mr Tissera has actively engaged in
development banking operations; especially
in project lending. He was selected by the
Central Bank of Sri Lanka to serve at the
1st Regional Rural Development Bank —
Kalutara for five consecutive years to fulfil

a secondment service.

Mr Tissera has also been instrumental

in conducting Microfinance Training
Programmes, such as “Capacity Building/
Skills Development” and “Entrepreneurship
Development”, divulging his specialised
knowledge and hands-on experience
throughout the branch network and at

the Central Training Institute of the Bank.
Prior to being appointed to the Corporate
Management, he served as the Assistant
General Manager (Development Banking)
of the Bank for five years.

He has taken initiatives in developing a
“Responsive Recovery Culture” throughout
the branch network with a view of
enhancing the NPA recovery process, by
which the Bank has successfully been able
to maintain a healthy NPA recovery level.

training programmes including Strategic
Management Executive Programme which
was held at the National University of
Singapore (NUS) in 2009.

Prior to joining Bank of Ceylon, Dr Liyanage
has served as the Assistant Vice-President -
Head of Marketing at National Development
Bank PLC, Sri Lanka. He has also held
senior positions previously in multinationals
and local organisations in the capacity of
Product/Brand Manager and Marketing
Manager. Throughout his marketing career,
he has built several key international and
local brands/products in the country.

Dr Liyanage was awarded with prestigious
National APEX Award 2016 (Pinnacle Award
2016) for Marketing by the Organisation

of Professional Associations of Sri Lanka
(OPA). He was honoured in the “Most
Influential Marketing Leaders Listing” at the
World Marketing Congress 2015 in Mumbai,
India and also honoured with the “50 Most
Talented CMOs Award” at the Golden Globe
Tiger Awards 2013, World Marketing Summit
held in Malaysia and was the first Sri Lankan
selected for the “Intercultural Education for
Global Managers” Programme at the Japan-
America Institute of Management Science
(JAIMS) in Hawaii, USA. He was awarded

a full scholarship by the Fujitsu Foundation
of Japan to complete this programme, in
recognition of his academic excellence

and potential contribution to international
understanding and goodwill in 1996.



Mr P M Liyanage
Chief Internal Auditor

Mr P C Wickramapathirana
Head of Technology Transformation

December 2014

Mr Liyanage is a Fellow Member of The
Institute of Chartered Accountants of

Sri Lanka with 18 years of post-qualified
experience and also holds a Bachelor of
Science (Special) Degree in Accountancy
and Financial Management from the
University of Sri Jayewardenepura,

Sri Lanka. He is also a member of the
Certified Information Systems Auditors
(CISA) of ISACA - USA.

July 2016

Mr Wickramapathirana is an IT Professional
with over 31 years of experience in IT
Leadership, Management and Technology/
Digital Transformation. He has held several
IT Directorial and Corporate Managerial
level positions for over 27 years in many
diverse business sector organisations
including Banking and Finance.

He holds a Master’s Degree in Information
Systems from the Sikkim Manipal University,
India and Postgraduate qualifications

in IT from the University of Keele, UK

and in Corporate Management from the
Postgraduate Institute of Management,
University of Sri Jayewardenepura,

Sri Lanka. He also holds an Applied
International Diploma from the Swedish
Institute of Management (IFL), Sweden.

Mr Wickramapathirana was an Executive
Council Member representing Sri Lanka
in Asia Pacific ICT Awards International
(APICTA), a Board Director of Federation
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Prior to joining Bank of Ceylon as the
Chief Internal Auditor, he has served at the
Commercial Credit and Finance PLC.

and Pan Asia Bank in the same capacity.
Mr Liyanage has also served at Bank of
Ceylon in the capacity of an Assistant
General Manager during the period from
2006 to 2008 as the Internal Auditor.

Mr Liyanage’s exposure also includes
LankaClear (Private) Limited (National
Cheque Clearing House) in the capacity of
Finance and Administration Manager and
Ernst and Young as a Qualified Assistant.

of Information Technology Industry
Sri Lanka (FITISL) and an Executive Council
Member of INFOTEL Lanka Society.

Prior to joining the Bank of Ceylon,

Mr Wickramapathirana held the position

of Chief Information Officer at Améana

Bank PLC for over five years. He held the
position of Head of Information Technology
at Amana Investments Limited previously.
He has served as the National IT Consultant
of an international agency of the United
Nations during which time he got a good
exposure in dealing with Government
Ministries and Departments. He has also
been the Managing Director/CEO of a

Sri Lankan IT Software and Solutions
company. Prior to that, he held the post

of Group IT Director of a large Colombo-
based blue-chip group of companies where
he served as a Director on the Boards of
several subsidiaries as well.

Mr Wickramapathirana was a founder
member of the Banks’ CIO Forum and
served as its Secretary in the years
2013/2014 and 2014/2015. He was the
President of Sri Lanka Association for the
Software Industry (SLASI) in 2005/2006.

BoC UK - Bank of Ceylon (UK) Limited, PDL - Property Development PLC, HCL — Hotels Colombo (1963) Limited, MSS — BOC Management & Support Services
(Private) Limited, PDML — BOC Property Development & Management (Private) Limited, Travels — BOC Travels (Private) Limited, MBSL — Merchant Bank of

Sri Lanka & Finance PLC, MBSL Insurance - MBSL Insurance Company Limited, KHP — Koladeniya Hydropower (Private) Limited, HH — Ceybank Holiday
Homes (Private) Limited, Ceybank Asset — Ceybank Asset Management Limited, TLRS - Transnational Lanka Records Solutions (Private) Limited,
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Innovation

Banking is
changing in

ways almost
unimaginable.
Riding this wave
and “cresting” it
requires the Bank
to think and act
“out of the box”.
That’s why the
word “innovation”
Is figuring more
frequently in

our vocabulary!

\




054 | Bankers to the Nation
Steering the Ship

Executive Management

4 '.

W | Hettihewa S M W Samarakoon G A Jayashantha

Assistant General Manager — Assistant General Manager — Assistant General Manager —
Southern Province International Western Province South

f
J A A Jayasinghe W N P Surawimala
Assistant General Manager — Assistant General Manager —
Human Resource Operations Offshore Banking

E M Jayaratne T A D Kularatne
Assistant General Manager - Assistant General Manager —
Province Sales Management Corporate Relations

D R L Perera

Assistant General Manager —
Branch Credit — Range Il
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R P D K Ratnasinghe A De S Pinnaduwage
Assistant General Manager - Assistant General Manager -
Corporate Credit Compliance

KT A E De Silva

Assistant General Manager —
Electronic Banking Centre

D S Muthukudaarachchi B Nanthakumar
Country Manager — Assistant General Manager —
Chennai Support Services

Y A Jayathilaka A R F John Pulle
Assistant General Manager — Chief Executive Officer —
Product Development and Business Bank of Ceylon (UK) Limited

Process Re-Engineering Project
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V S Wickramarachchie G R De Silva
Assistant General Manager — Assistant General Manager —
Treasury Treasury Back Office

ah

J C A Kurundukumbura
Assistant Director — IT
(Operations/Technical Support)

2

¥ i

H M C M Maldeni D M K S Dissanayake M H S Mala
Assistant Director — IT Assistant General Manager — Assistant General Manager —
(Application Systems) Eastern Province Development Banking

}
A M R D Subasinghe P P M Wijesekara
Assistant General Manager — Assistant General Manager —
Pettah Branch Administrative Services
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Steering the Ship
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H M M B Herath W B P Rathnayake R P S Rajapaksha
Assistant General Manager — Assistant General Manager — Assistant General Manager —
Sabaragamuwa Province Western Province North Central Province

M D A Karunaratne
Assistant Director — IT
(Delivery Channel)

M J Prabaharan H P K Silva
Assistant General Manager — Assistant General Manager —
Northern Province Marketing

i

B K Gurusinghe A D S Indrani M P Ruwan Kumara
Country Manager — Assistant General Manager — Assistant General Manager —
Malé Trade Services Investment Banking
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Steering the Ship
Executive Management

W Ranjith A G Sirinimal
Assistant General Manager — Assistant General Manager —
North Central Province Uva Province

L J Dissanayake
Country Manager —
Seychells

J Gnanasambanthan P N Gomes
Assistant General Manager — Assistant General Manager —
Budget, Strategic Planning and MIS Recovery Corporate

L A R Seneviratne D M Seneviratne Banda
Assistant General Manager — Assistant General Manager —
Credit, Province and Branch Audit Superannuation Schemes
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S T K Hewage M D C Nilantha
Deputy Chief Legal Officer — Assistant General Manager —
Recovery Risk Management

K G C Deepal
Assistant General Manager —
(Information Systems Audit)

I M L Karunatilaka

Assistant General Manager —
North Western Province

K

(

R M M Weerasekera R M K S M Ratnayake

Assistant General Manager — Deputy Chief Legal Officer —
Metropolitan Branch Credit
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Steering the Ship
Executive Management

T Perera

Assistant General Manager —
Branch Credit — Range |

N P G Chandrika

Deputy Chief Legal Officer —
International and Investment
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Stability

A key element

in BoC’s great
stability is the firm
roots we have in
the local economy.
Our stable
financial system
derives and builds
vital efficiencies
from these “roots”
and makes us
proud to truly
be...a strength to
the Nation!
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Corporate Governance

Corporate governance is an internal
system comprising of governance
structures, policies, processes, systems
and people which serves the interests of
its shareholders and other stakeholders
by directing them and directing
management activities with good
business proficiency, integrity and
neutrality. It is the institution that should
seek to inculcate a system of good
corporate governance. The responsibility
lies with the Board of Directors of an
institution to have in place effective
systems and controls to implement same
in order to avoid any governance issues.
The effectiveness with which the Boards
discharge their responsibilities within

a framework of effective accountability
thus, determines the institution's
competitiveness. The distinct nature of
banks makes their corporate governance
more complex given that this is one of
the most highly regulated industries

and due to the potential social
implications that banking can have

on the broader economy.

Being a state entity, Bank of Ceylon

is committed towards upholding high
standards of good corporate governance,
business integrity and professionalism in
all of its activities to protect the interests
of all its stakeholders and ensuring
long-term sustainability in order to

retain the position that Bank of Ceylon
currently occupies within the banking
industry. There is a robust corporate
governance framework underpinning
ethical management practices inbuilt

in its culture and values comprising

of sound governance practices which

Bank of Ceylon | Annual Report 2017

facilitates greater transparency, promotes
accountability and is continually evolving
and improving each year to ensure that
the governance framework within the
Bank is abreast with recent developments
in governance policies and practices, the
maturity of the Bank and the evolving
needs of all its stakeholders.

The corporate management of the Bank
has undertaken the responsibility to
uphold and foster this culture whilst the
overall responsibility for governance,

the formulation and execution of
strategies and policies to comply with
the applicable laws and regulations and
the principal authority over the corporate
affairs lies with the Board of Directors.

The Board being the chief decision
making body of the Bank plays a guiding
role in the culture, internal controls, audit,
risk management, compliance, prevention
of financial fraud, customer protection
and initiation and strengthening of
transformational changes reinforcing
recent developments within the industry
and international best practices in
corporate governance. A formal code

of conduct has been established to
assist the Board in its conduct. Effective
management information systems

have also been developed to provide

the necessary inputs for effective
decision-making in a timely manner.

Board Subcommittees have been
established in compliance with
governance codes on best practice and
international standards. Their limits of
authority and lines of reporting have
been clearly laid down. The Board also
strives to ensure that, in laying down
the processes and lines of reporting,
the needs of compliance and external
reporting are key considerations.

The Bank’s current Board comprising

of individuals who are experienced
professionals in their chosen fields

of expertise, a majority of whom are
Independent Non-Executive Directors,
bring in “independent judgement” and

a wider outlook from their respective
fields of proficiency which are crucial for
Board deliberations and for strengthening
the decision-making and management
functions of the Bank. The Bank will

be looking into expanding the size of
the Bank’s Board in the coming year to
meet the growing needs of the Bank and
governance requirements.

In 2016, Bank of Ceylon achieved a major
milestone with assets, advances and
deposits each exceeding one trillion.

This was a great achievement which
involved much effort. The next milestone
the Bank looks forward to is exceeding
two trillion in assets which it expects to
achieve in 2018.

To pursue this target, the Bank needs
to ensure that the Bank is stable and
that its stakeholders continue to repose
confidence in it. The continued ethical
behaviour of its staff is necessary to
ensure compliance. While the Bank

is keeping its sight on this target it

has to ensure that it is in compliance
with the new regulatory developments
and accounting standards introduced
by Basel Ill and SLFRS 9. Judicious
balancing of the Bank’s many objectives,
which may involve trade-offs, is a key
consideration in governance.



Regulatory Framework

The Bank’s commitment towards
instilling a sound corporate governance
regime and practices is not solely
based on the need to comply with
the regulatory requirements. It is also
based on its commitment towards
continually reviewing its procedures
and systems to ensure accountability
and transparency whilst updating the
governance processes in line with the
latest developments both nationally
and globally and its recognition of
sound corporate governance as an
effective management tool.

The Bank of Ceylon being a licensed
commercial bank has complied with the
requirements imposed by the regulatory
authorities of which the primary/lead

Shareholder

The Government of Sri Lanka

Appoints through A
the Ministry ¥ '

regulator is the Central Bank of Sri Lanka.

The regulatory framework applicable to
the Bank consists mainly of the Banking
Act No. 30 of 1988 and subsequent
amendments thereto and other directives
particularly the Banking Act Direction

No. 11 of 2007 on Corporate Governance
for Licensed Commercial Banks in

Sri Lanka. The Bank of Ceylon Ordinance
No. 53 of 1938, and its amendments
also constitute a part of the regulatory
framework. The soundness of the Bank
and its commitment to good corporate
governance is underlined by the fact

that it has voluntarily complied with the
Code of Corporate Governance 2013
issued jointly by the Securities and
Exchange Commission of Sri Lanka and
The Institute of Chartered Accountants
of Sri Lanka, for the year ended

By virtue of the

Constitution

Dialogue
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Corporate Governance

31 December 2017. Since it is complying
with the above, the Bank is exempted
from disclosure of compliances as
stipulated in Section 7.10 of the
Continuing Listing Requirements on
Corporate Governance of the Colombo
Stock Exchange.

The Bank being a State-Owned bank,
comes under the purview of the Auditor
General of Sri Lanka who has provided
assurance on the Financial Statements
of the Bank and its subsidiaries and
on the Directors’ Statement on Internal
Control and certification that the Bank
is in compliance with the Banking Act
Direction No. 11 of 2007 on Corporate
Governance for Licensed Commercial
Banks issued by the Central Bank of
Sri Lanka.

Auditor

Auditor General

Board of Directors D R > Regulators

Human Resources and

Remuneration

B N S

v

Nomination and

Corporate Governance

e

Risk Management

Four Board Subcommittees

Integrated Risk
Management

R

Internal Audit

Compliance
Independent Control Functions
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Senior Management
E.g. General Manager,

Deputy General Managers,
Assistant General Managers
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Specific disclosures in terms of the above regulations are provided on pages 304 to 323 of this Report and form an integral part of

this Report on Corporate Governance.

Corporate Governance

L;\. o .‘

Responsibilities of the Board

The Board is vested with the principal authority in
respect of laying down the Bank’s corporate values,
ethics, strategy, guidelines on risk management,
guidelines for communication with stakeholders,
internal controls and management information systems
and appointments of key management persons

and their responsibilities.

P
-

Related Party Transactions

The Board has a clear policy in place which

governs related parties and transactions, restrictions
on such transactions and required declarations

on such transactions.

¢

Board Appointed Committees

BoC has established four Board Subcommittees with
Board approved terms of reference. Reports of these
committees are included in this Annual Report.

o]
&

o

Management Functions

Delegated by the Board

The Board periodically reviews the extent of authority
delegated and the reporting procedures to ensure that
they are in the best interests of the Bank and assures
compliance with regulatory requirements.

Bank of Ceylon | Annual Report 2017

The Board’s Composition

The Board is comprised of six Non-Executive Directors
appointed by the Minister under whose purview the
subject of state banks is assigned; of whom five are
independent Directors.

Disclosures

The collective remuneration of the Board and the related
party transactions are disclosed.

The Chairman and the
Chief Executive Officer

The functions of the Chairman and the Chief Executive
Officer (referred to as the General Manager) have been
separated to maintain a balance of power and authority.
The roles are clearly laid down in the Board Charter.

o
@G-
@G-

Criteria to Assess Fitness
and Propriety of Directors

The members of the Board are from diverse
backgrounds which have endowed them with

diverse skills and experience. They are well-positioned
to contribute to discussions that lead to objective and
independent judgement. They are able to dedicate
adequate time to the affairs of the Board and the
Bank and they are advised well in advance of

matters to be discussed.
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The Board is the apex decision-making body of the Bank which is responsible
for overall strategy and governance.

ﬁ-l The Board is headed by a Chairman and the composition of the Board is laid down

in the Bank of Ceylon Ordinance No. 53 of 1938 and its amendments. The roles and
responsibilities of the Board, including a schedule of powers reserved for the Board,
are laid down in the Board Charter which was reviewed in the year under review. The
main responsibilities of the Board include setting strategic direction, financial reporting,
ensuring regulatory compliance, corporate governance, safeguarding the Bank and
overseeing the business and affairs of the Bank.

The Board

The Secretary, Bank of Ceylon/Secretary to the Board plays a vital role by maintaining high
standards in corporate governance by ensuring the proper conduct of Board meetings,
procedural correctness and by assisting in complying with statutory requirements.

The roles of the Chairman and the Chief Executive Officer (referred to
as the General Manager), have been separated to maintain a balance of

‘l. power and authority.
The roles are clearly defined in the Board Charter. The Chairman is an Independent
. . Non-Executive Director while the Chief Executive Officer (CEO) is not a member of
Chairman and Chief the Board. The CEO is tasked with execution of strategies as set out in the Bank’s
Executive Officer Corporate Plan as well as other key financial and non-financial targets decided by
(General Manager) the Board. This includes short, medium and long-term objectives which are generally
established at the beginning of the year.

. The Chairman provides leadership to the Board and facilitates the effective
functioning of the Board.
He is also responsible for facilitating the effective participation of all members of the
Board. He maintains open lines of communication with Key Management Personnel and

makes his contribution on strategic and operational matters. He ensures that adequate
information is made available to all Directors on issues that are to be discussed

at Board meetings, by directing all management personnel to provide the relevant
Chairman’s Role information, to an appropriate level of detail well in advance.

The Board possesses the requisite financial acumen, knowledge, and experience
to offer guidance on matters of finance, some of the Directors, being professionally
qualified in the field of finance/ accounting and/or having held/holding senior
management positions and/or directorships.

Financial Acumen

The Board comprises six Non-Executive Directors appointed by the Minister
in Charge of state banks, of whom five are Independent Directors.

A representative of the Ministry of Finance is the Ex-officio Director. The independence
of the Directors is recognised based on the criteria specified in the Banking Act

Board Balance Direction No. 11 of 2007 on Corporate Governance. The Directors possess diverse skills
and experience to enable them to fulfil their responsibilities.
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]

Supply of
Information

Appointments
to the Board

Appraisal of Board
Performance

[

Disclosure of Information
in Respect of Directors

Appraisal of
Chief Executive Officer/
General Manager
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The Chairman ensures that all Directors gain accurate briefings on issues that are
to be discussed at Board meetings.

The Chairman directs all management personnel to provide the relevant information,
comprehensively and well in advance. The Board memoranda are circulated seven
days prior to the Board Meeting through a secured electronic link. This includes both
qualitative and quantitative information. Board minutes are prepared and circulated

in order to record any concerns of the Board or individual Directors regarding any
matter and also to ensure that all Board members are aware of the decisions taken and
the proceedings. Directors are normally expected to attend all the Board meetings.
However, in the event they are unable to attend due to a legitimate reason, they are
kept aware of the proceedings by circulating the minutes and by other means.

The Bank of Ceylon, being a State-Owned bank, all Directors are appointed by
the Minister in charge of the state banks.

Changes to the Board that took place in 2017 are indicated in the Directors’ Report
on page 139.

All details of the members of the Board are given on pages 35 to 37. The maximum
period that Directors can serve is restricted to nine years as per the provisions of the
Banking Act Direction No. 11 of 2007 on Corporate Governance.

The Board annually conducts a self-appraisal of its own performance to ensure
that they are discharging their responsibilities satisfactorily.

The process is for each Director to fill a Performance Evaluation Form. The responses
are collated and submitted to the Board. Evaluation for the year 2017 was carried
out. The Board Subcommittees also completed Performance Evaluation Forms and
submitted to the Board.

In compliance with the Bank’s policy of being extremely transparent the following
information on Directors is disclosed in the following pages:

Name, qualifications, expertise, material business interests and brief profiles on
pages 35 to 37 and 144 and 145.

Related party transactions on pages 274 and 275.

Membership on Board Subcommittees on pages 35 to 37.

Attendance at Board and Board Subcommittee meetings on page 69.

The CEO is tasked with the execution of strategies to achieve goals as set out
in the Bank’s Corporate Plan and any other financial and non-financial targets
decided on by the Board.

This includes short, medium and long-term objectives which are determined at the
beginning of the year, and necessitates the CEO having a clear understanding of the
expectations required from him. The new General Manager of BoC has been apprised
of the expected results for the Bank for 2018, at the time of reporting.

Evaluation is carried out annually.
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Directors’ remuneration is decided on in accordance with circulars and letters
issued by the Government of Sri Lanka through the relevant Ministry and Bank
of Ceylon Ordinance and its amendments and incorporated into the Directors’
Remuneration Policy. The Bank has reviewed the Remuneration Policy

during the year under review.

‘
» No Director is involved in determining his/her remuneration. The Board Human

Resources and Remuneration Committee makes recommendations to the Board
regarding the remuneration of the General Manager and Key Management Personnel,

Remuneration : _ . .
which are reviewed every three years. The Board approved Remuneration Policy for Key

Procedure Management Personnel is in place. Based on these recommendations, the Board makes
recommendations to the subject Minister who grants final approval in accordance with
the provisions of the Bank of Ceylon Ordinance No. 53 of 1938 and its amendments.
The sole shareholder of the Bank is the Government of Sri Lanka and hence this

. Annual Report is presented to Parliament through the Ministry of Public Enterprise
Development under whose purview the Bank comes.

Communication with
Shareholders

While the Corporate Plan is a cornerstone of the operations of the Bank, future
strategies are mapped out taking into account opportunities, risks, trends and

gaps within the framework of the plan.
The short, medium and long-term goals are laid down in the Corporate Plan.
Major transactions that have impacted and may impact the Bank in the future are

disclosed in:

Chairman’s Message on pages 13 and 14.
Major and Material

i General Manager’s Review on pages 21 and 22.
Transactions

Outgoing General Manager’s Message on page 17 to 19.

How We Create Value on pages 94 to 136.

All information in this Annual Report has been collated, analysed, presented

-— and evaluated as far as possible, to ensure transparency, clarity, accuracy,

— completeness and accountability.

y | This Annual Report presents a balanced and understandable presentation of the

" Bank’s financial position and an equitable assessment of performance and prospects in

compliance with the numerous regulatory and voluntary codes prevalent for the banking
Financial Reporting industry. BoC complies with Sri Lanka Accounting Standards, the G4 Standard on
Sustainability Reporting published by the Global Reporting Initiative and the Integrated
Reporting Framework published by the International Integrated Reporting Council.
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Audit Committee and
Internal Control

Code of Business
Conduct and Ethics

'
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r )
Corporate Governance

Disclosures
A-l
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Sustainability
Reporting
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While the Board is responsible for formulating and implementing internal control
systems to safeguard the Bank’s assets, the Board Audit Committee assists the
Board in this regard.

The scope of the Board Audit Committee includes responsibility for financial reporting,
internal controls, internal audit and external audit. The Terms of Reference for the
Board Audit Committee have been drawn up to be aligned with the Code of Best
Practice on Corporate Governance. The Committee assures the effectiveness of
financial controls, integrity of the Bank’s assets, and the accuracy of Bank’s Financial
Reports. Reviews of the internal control systems are conducted periodically by the
Internal Audit Department and reported regularly to the Board Audit Committee.

The Bank has two Codes of Ethics; one applicable to the Directors and the
other to the employees.

The Nomination and Corporate Governance Committee of the Board is responsible for
reviewing the Codes. A strong culture of integrity, eschewing bribery and corruption
prevails in the Bank. A number of mechanisms are in place to swiftly identify and deal
with any possible infringements. All officers are required to submit an assets and liability
declaration annually to the Human Resource Department while all Directors are required
to submit the same to the relevant Ministry. Transparent procurement procedures are
also in place to safeguard against any malpractices. A policy of Whistleblowing is in
place covering procedure for the receipt, retention and treatment of complaints.

The Directors are required to disclose the extent to which the Bank adheres to
established principles and practices of good corporate governance.

This is described in the Corporate Governance Section of this Report from
pages 62 to 69.

Compliance with the “Code of Best Practice on Corporate Governance 2013”
issued by The Institute of Chartered Accountants of Sri Lanka and the Securities
and Exchange Commission of Sri Lanka is given on pages 65 to 68.

Compliance with the Banking Act Direction No. 11 of 2007 on Corporate Governance
is given on pages 304 to 323.

The Bank abides by the principles of sustainability reporting which are also
followed in this Report.

The sustainability approach takes a holistic approach to value creation. It considers the
economic, social and environmental value that the Bank creates for its stakeholders
in the short, medium and long term. The sustainability reporting process involves
recognising, measuring, disclosing and being accountable to internal and external
stakeholders for organisational performance towards the goal of sustainable
development.



Four Board Subcommittees have

been established to assist the Board

in its duties. This has been done in
compliance with the governance codes
and best practice. The duties and
responsibilities of the subcommittees
are clearly laid down, in written terms
of reference, in such a manner as

to ensure that adequate attention

has been given to certain key areas.
The terms of reference are subject

to annual review to ensure that any
changes in the environment that
impact them are taken care of. Thereby

continued effective control and
monitoring of the Bank’s operations is
ensured, contributing to its long-term
sustainability.

Report of the Audit Committee is given
on pages 70 to 73.

Report of the Nomination and
Corporate Governance Committee
(NCGC) is given on page 77.

Report of the Integrated Risk
Management Committee (IRMC)
is given on pages 74 and 75.
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Report of the Human Resources and
Remuneration Committee (HRRC) is
given on page 76.

The Board of Directors meets every
fortnight as a routine, in addition

to which special meetings are held
when the need arises. During the

year, 28 Board meetings, inclusive of
special meetings, were held. Details

of meetings of the Board and Board
Subcommittees, specifying attendance
by each Board Director are given below:

Attendance of Directors at Board and Subcommittee Meetings for the year 2017
Board and Subcommittee Meetings for the year 2017

Name of the Director Board Audit HRRC IRMC NCGC
Committee

Mr Ronald C Perera PC — Chairman 28 N/A 3 N/A 3
Mr Sajith R Attygalle — Ex-Officio Director 24 6 1 - -
Mr Ranel T Wijesinha — Director 27 10 N/A N/A N/A
Mr Charitha N Wijewardane — Director

(Resigned on 21 July 2017) 15 6 1 4 N/A
Mr Sanjaya Padmaperuma — Director

(Resigned on 30 June 2017) 10 2 N/A 3 1
Mr H P Ajith Gunawardana — Director 27 N/A 3 5 3
Mr Mano Sekaram - Director

(Appointed w.e.f. 6 July 2017)

(Resigned on 8 September 2017) 3 N/A N/A N/A N/A
Mr Samantha Rajapaksa — Director

(Appointed w.e.f. 25 July 2017) 13 3 N/A 1 N/A
Mr Mohan Wijesinghe — Director

(Appointed w.e.f. 24 November 2017) 1 N/A N/A N/A N/A
Total number of meetings conducted 28 11 3 5 3
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Audit Committee Report

Audit Committee Charter

The Terms of Reference of the Audit
Committee are governed by the Audit
Committee Charter, approved and adopted
by the Board. Bank of Ceylon specific
and banking sector related developments
are taken into consideration in the regular
reviews of the Audit Committee Charter
which was last reviewed in year 2017.
The Committee also ensures that the
scope and coverage of its functions
addresses the requirements of the
Banking Act Direction No. 11 of 2007

on “Corporate Governance for Licensed
Commercial Banks in Sri Lanka” and its
subsequent amendments issued by the
Central Bank of Sri Lanka.

Principal Focus

The Audit Committee primarily focuses
on assisting the Board in fulfilling its
duties by providing an independent and
objective review of the Bank’s financial
reporting process.

Medium of Reporting

The proceedings of the Audit Committee
meetings are tabled at the meetings of
the Board, where all key issues, concerns,
actions taken, outcomes achieved or
pending, and follow-up initiated, are
clarified, discussed and Board approval
obtained therefor.

Composition
During the year under review the Audit

Committee comprised the following
Non-Executive Directors:

Mr Ranel T Wijesinha

Chairman,

Independent Non-Executive Director
Mr Sajith R Attygalle

Member,

Non-Executive Ex-officio Director
Mr Samantha Rajapaksa

Member, Independent Non-Executive
Director (w.e.f. 11 August 2017)
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Mr Sanjaya Padmaperuma

Member, Independent Non-Executive
Director (From 5 November 2015 to
30 June 2017)

Mr Charitha N Wijewardane
Member, Independent Non-Executive
Director (From 5 November 2015 to
21 July 2017)

The members of the Committee possess
the requisite financial acumen, experience,
competencies, backgrounds and the
appropriate levels of independence to be
members of this Committee. The detailed
profiles of members of the Committee
appear on pages 35 to 37.

Secretary to the Audit Committee

The Secretary, Bank of Ceylon/Secretary
to the Board who is an Attorney-at-Law
and a Deputy General Manager, functions
as the Secretary to the Committee.

Committee Meetings and
Interaction with External
Auditors

The Committee met on eleven occasions
during the year under review. The
frequency and the duration of the
meetings enabled the Committee to fulfil
its responsibilities effectively. The
attendance of the Committee members
is provided in the table on page 69.

The quorum of the Committee is two.

The Committee had ongoing interaction
with the representative of the Auditor
General who was based at the Bank

on a full time basis, throughout the

year. In order to further facilitate

the Management’s cooperation with

the External Audit conducted by

Messrs KPMG, Chartered Accountants,
and to enhance the independence of the
External Audit, the Chairman of the Audit
Committee, communicated with the Senior
Partners in charge of the Audit, as and
when the need arose, in addition to the
regular meetings of the Committee. This
facilitated better understanding of

key issues and areas of concern and
paved the way for effective deliberations

and proper guidance during the meetings.
The Committee met the External Auditors
prior to finalisation of the year-end audit
without the presence of the General
Manager and other members of the
management, in order to determine
whether there were any restrictions to

the scope of the audit and received
confirmation that there were none.

Participation at Meetings

The following management personnel
attended each Audit Committee meeting:

e Chief Internal Auditor
e Chief Risk Officer
e Compliance Officer

¢ Assistant General Manager
(Province/Branch and Credit Audit)

¢ Assistant General Manager
(Investigations)

¢ Assistant General Manager (Information
Systems Audit)

¢ Assistant General Manager
(Risk Management)

e |nternal Auditor
¢ |T Risk Officer

¢ Representatives of the Auditor
General (the External Auditor of the
Bank) and Partners and Managers of
Messrs KPMG, Chartered Accountants.

¢ Partners and Managers of Messrs
Ernst & Young, Chartered Accountants,
who were the External Auditors
appointed by the Auditor General for
the year ended 31 December 2016
also attended a few meetings of the
Audit Committee during the year under
review as a follow-up to the audit.

The members of the management,
who attended by invitation only,
are as follows:

e General Manager
e Chief Financial Officer

e Deputy General Manager
(Finance and Planning)



The Heads of Divisions were invited to
the meetings of the Audit Committee at
various times during the year in order
to seek clarification on areas such

as credit, product and development

banking, treasury management, oversight

over subsidiaries and branches located
overseas, retail banking, foreclosure and
recovery, legal issues and information
technology risk issues. The direct
dialogue thus created, enabled achieving
consensus on a series of areas where
systems, procedures, controls were
strengthened, policy manuals improved
or expanded and compliance therewith
facilitated. The Key Management
Personnel who participated in these
discussions were:

¢ Deputy General Manager
(Product and Banking Development)

¢ Deputy General Manager
(Corporate and Offshore Banking)

¢ Deputy General Manager
(Sales and Channel Management)

e Deputy General Manager (Recovery)

e Deputy General Manager (International,

Treasury and Investment)

¢ Deputy General Manager
(Retail Banking)

¢ Deputy General Manager
(Support Services)

¢ Deputy General Manager
(Human Resources)

e Chief Legal Officer

e Head of Information Technology

¢ Head of Technology Transformation

¢ Further, the Chairman held separate
one-on-one and group meetings with
the General Manager, Chief Financial
Officer, Chief Internal Auditor, Chief
Risk Officer, Chief Legal Officer and
other senior managers.

Activities Performed in
Year 2017

Financial Reporting

¢ Reviewed the monthly, quarterly and
annual unaudited/audited Financial
Statements to ensure that they are
prepared and published in accordance
with the requirements prescribed
by the supervisory and regulatory
authorities and applicable Accounting
Standards.

¢ Prior to the release of quarterly
financial statements, an analytical
review is conducted of the overall
performance of the Bank and
performance of the business units in
relation to budgets, annual strategic
plans, the banking industry and
competitive environment.

e The above strengthened the robustness
of reviews, leading to enhanced
reliability of financial statements, as
well as providing inputs for ongoing
and future strategic plans.

¢ Reviewed significant judgements,
estimates and conclusions on the loan
loss provisions, relating to individually
significant loans and the adequacy of
collective impairment allowances on
other loans.

Regulatory Compliance

¢ Continuously monitored and responded
to the changing regulatory environment
locally and internationally particularly
in the countries in which the Bank
operates.

¢ Reviewed compliance with mandatory
banking and other statutory
requirements.

¢ Reviewed the progress of action
taken in relation to the findings of the
statutory examinations carried out by
regulators.

¢ Reviewed the Internal Capital

Adequacy and Capital Augmentation
Plan and implementation thereof.
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Reviewed and continued to support the
initiatives and action plans designed to
progress towards the implementation
of Basel Ill and SLFRS 9.

Reviewed compliance with Anti-money
laundering, countering terrorist
financing, and customer due diligence
processes.

Reviewed measures of stress testing
against key variables.

Reviewed the exposure to Government/
private sector, to economic sectors,
sub-sectors and borrowers and
followed up on the implementation

of appropriate risk minimisation and
mitigation measures.

Internal Controls

On a regular monthly basis and when
specific events or cases warranted,
continued to conduct root cause
analysis and to make improvements to
the systems, procedures and internal
controls.

On an ongoing basis reviewed and
strengthened the credit/project
evaluation processes adopted by the
Bank.

Assigned special tasks to the Chief
Internal Auditor and the Chief Risk
Officer on account of key areas of
exposure or vulnerability and in respect
of risk minimisation and mitigation
measures therefor.

Continuously strengthened the
oversight over, and monitoring of debt
service by customers of concern and
designed measures to prevent/
pre-empt potential loan losses.

Formed a cell consisting of relevant
management personnel to ensure
compliance with caveats and
conditions by borrowers in furtherance
of the above oversight function.

Reviewed the role of the Chief Risk
Officer with a view to strengthening
his independent role with specific
reference to credit evaluation.
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e Continued to guide and assist the
Human Resource Department to design
and implement skill enhancement
and capacity building measures for
staff engaged in credit evaluation and
monitoring and obtained feedback on
the programmes.

e Continued to review and strengthen
procedures and strategies of the
Recovery Department.

¢ Reviewed pending litigations on a
monthly basis.

¢ Reviewed the existing procurement
procedure to ensure required
compliance.

The Statement by the Directors,

on Internal Control and the Auditor
General’s Report thereon, is provided
on pages 146 to 147. Accordingly, the
Committee is of the view that necessary
checks and balances are in place to
provide reasonable assurance, that the
Bank’s assets are safeguarded and that
the financial position and the results
disclosed in the Financial Statements are
free from any material misstatements

Internal Audit

¢ Reviewed the independence,
objectivity, and performance of the
internal audit function as well as
the adequacy of the Department’s
resources, with particular reference
to the three main units -

¢ Province/Branch and Credit Audit
¢ Information Systems Audit
¢ |nvestigations

¢ Reviewed the Internal Audit Policy of
Overseas Branches and the audits
carried out based on the policy.

¢ Reviewed the effectiveness of the
implementation of the Internal Audit
Plan 2017.

¢ Reviewed significant internal audit
findings and management’s responses
thereto, with a view to taking timely
corrective action.
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e Carried out an awareness programme
on the Forensic Audit Unit to be
established to enhance capabilities in
prevention, detection and investigation
of frauds and irregularities.

e Evaluated the performance of the
Chief Internal Auditor and reviewed the
evaluation of the senior audit staff of
the Internal Audit Department.

¢ Reviewed training and development
needs and requirements for specialized
training of the Internal Audit
Department and the need for capacity
building with special emphasis on
investigation staff.

¢ Recommended the adoption of the
Internal Audit Plan for the year 2018.

External Audit

The external audit is carried out by

the Auditor General in terms of the
Constitution of the country. The Auditor
General appointed Messrs KPMG,
Chartered Accountants, to assist in the
audit for the year 2017.

The Committee;

¢ Reviewed and followed up on audit
issues identified by the previous
Auditors appointed by the Auditor
General, Messrs Ernst & Young,
Chartered Accountants pertaining to
the audit for the year 2016.

¢ Reviewed the Report of the Auditor
General to the Parliament of Sri Lanka
on the accounts of the Bank for
the year ended 31 December 2016,
the Management Letter, and the
management’s responses thereto and
followed up on corrective measures
taken by the Bank.

¢ Reviewed and discussed the key
reports from the Auditor General’s
Department and action was initiated
where deemed necessary.

¢ Reviewed the effectiveness of the
external audit process carried out by
Messrs KPMG Chartered Accountants,
during the year and addressed the

following at Committee meetings and
at special meetings convened by the
Chairman of the Committee;

¢ Audit Plan of 2017 submitted
by Messrs KPMG, Chartered
Accountants for the audit of the
Consolidated Financial Statements
of Bank of Ceylon and its
Subsidiaries for the year ended
31 December 2017.

¢ The technical skills and industry
experience of the audit team.

e The effectiveness of the interaction
and relationship between the Bank’s
management and the external
audit team.

¢ Timely submission of required
information.

¢ Feedback from the management
on the effectiveness of the audit
processes relevant to their
operational areas.

¢ Interim and final audit issues
identified by the Auditors pertaining
to the Audit for the year 2017.

Supervision and Audit of
Subsidiaries and Associates
of Bank of Ceylon

¢ Reviewed the “Subsidiaries
Management Charter” which oversees
the monitoring and oversight over
subsidiaries and strengthened
procedures connected therewith.

e Strengthened accountability and
oversight over subsidiaries and
associates of the Bank.

¢ Reviewed the audits carried out on
subsidiaries in terms of the policy
on the internal audit of subsidiaries.

Cyber Security

e Engaged in regular dialogue with
Management personnel in charge of
Information Technology and the manner
in which the Bank manages cyber
security risks.



Special Initiatives

¢ |n order to develop solutions for
potential challenges arising from
the implementation of Basel lll,
initiated discussion sessions with the
participation of Messrs Ernst & Young,
Chartered Accountants where officials
of the regulators, the Central Bank
of Sri Lanka and the Securities and
Exchange Commission of Sri Lanka
were invited.

¢ Guided the office of the Chief Internal
Auditor to train operational staff of the
Bank on the importance of the Internal
Controls to prevent and pre-empt
frauds. Over 3,000 officers were trained
islandwide under this programme.

Governance

The Committee, on an ongoing basis,
reviewed the manner in which it
implemented good corporate governance
practices with particular reference to the:

¢ Banking Act Direction No. 11 of
2007 on “Corporate Governance
for Licensed Commercial Banks
in Sri Lanka” and subsequent
amendments thereto.

e The Listing Rules of the Colombo
Stock Exchange.

¢ The Code of Best Practices on
Corporate Governance 2013 issued
jointly by the Securities and Exchange
Commission of Sri Lanka and The
Institute of Chartered Accountants
of Sri Lanka (Code of Best Practice).

¢ Reviewed the Policy of Conflict of
Interest of Directors to ensure that
the policy is up to date.

Initiated a review of the Bank of
Ceylon Ordinance in order to develop
recommendations to the Government
of Sri Lanka for amendments to the
Ordinance in order to respond more
effectively to the entity specific and
banking sector specific governance
requirements, strategic direction and
related challenges.

The Annual Corporate Governance
Report for 2017 is provided on pages
62 to 69.

Procedure for Complaints —
Whistle-Blowing Policy

The Bank has a long established

“Policy of Whistle Blowing” in respect of
procedures for the receipt, retention and
treatment of complaints. The complaints
may relate to but are not limited to,
questionable accounting, internal control
weaknesses, bribery and/or accepting
commissions, falsifying records, insider
dealing, money laundering, theft and
fraud, misuse of the Bank’s assets,
misrepresentation or false statements
and any other actions that are considered
unethical, illegal or contrary to proper
corporate governance and stewardship
policies which will be harmful to the
financial health or reputation of the Bank.

The Chief Internal Auditor acts as the
complaint overseer while the complaints
against the employees in the grades of
Deputy General Manager and above shall
be submitted to the Chairman of the
Board Audit Committee.
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Employees are encouraged to raise
any legitimate concerns promptly, and
are entitled to remain anonymous or
to request that their identity not be
disclosed. Customers and concerned
members of the general public

are entitled to submit complaints
anonymously and in confidence to the
complaint overseer who is required to
investigate complaints and report to
the Audit Committee within periods
stipulated in the Policy.

Committee Evaluation

An annual evaluation of the effectiveness
of the Committee is conducted and
results are communicated to the Board.
In addition, the Audit Committee is
evaluated at Board level through the
Board evaluation process.

Ranel T Wijesinha
Chairman

Audit Committee
27 March 2018
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Integrated Risk Management Committee Report

Role of the Committee

The main role and responsibility of the
Committee is to assist the Board in
fulfilling its oversight responsibilities for
all aspects of risk management. In this
connection the Committee focuses on
and reviews risks such as credit, market,
liquidity, operational and strategic risks
through appropriate risk indicators and
management information.

In addition to the above, the Committee
is responsible for reviewing and/or
recommending the following which are
identified in the Charter of the Integrated
Risk Management Committee:

¢ Policies, programmes and Management
Committee Charters relating to risk
management and compliance.

¢ Risk limits and policies that establish
appetite for credit, market, liquidity,
operational and other risks, as
recommended by the Chief Risk Officer.

¢ Adequacy and effectiveness of all
Management Level Committees such
as the Credit Committee and Assets
and Liability Management Committee
to address specific risks and to
manage those risks within quantitative
and qualitative risk limits as specified
by the Committee.

¢ Risk management reports on the risk
profile of the Bank, as well as current
market and regulatory risks and actions
undertaken to identify, measure,
monitor, and control such risks.

¢ Corrective action to mitigate the effects
of specific risks in case such risks are
beyond the prudent levels decided
by the Committee on the basis of the
Bank’s policies and regulatory and
supervisory requirements.

e Appropriate actions against the officers
responsible for failing to identify specific
risks and take prompt corrective action
as directed by the Director of Bank
Supervision or otherwise.

e Adequacy and effectiveness of risk
identification, measurement, monitoring
and mitigation relating to credit,
market, liquidity, operational, and
compliance risks.
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Composition and Quorum

The members of the Committee during
the year under review were as follows:

e Mr Charitha N Wijewardane
Chairman, Independent Non-Executive
Director — served on the Committee
until 21 July 2017.

e Mr Sanjaya Padmaperuma
Member, Independent Non-Executive
Director — served on the Committee
until 30 June 2017.

e Mr H P Ajith Gunawardana
Member, Independent
Non-Executive Director

¢ Mr Samantha Rajapaksa
Chairman, Independent Non-Executive
Director — serves on the Committee
from 28 September 2017.

¢ Mr Sajith R Attygalle
Member, Non-Independent
Non-Executive Ex-Officio Director —
serves on the Committee from
28 September 2017.

Permanent management representatives
on the Committee —

e General Manager
e Chief Risk Officer

Brief profiles of the Directors who are
members of this Committee are given on
pages 35 to 37 of this Annual Report.

The quorum of the Committee is two
members.

The Secretary, Bank of Ceylon/Secretary
to the Board functions as the Secretary
to the Committee. The Chief Financial
Officer and the Chief Internal Auditor are
invited to be present at the meetings.
Other members of the staff are invited to
attend the meetings when the Committee
requires their presence.

Meetings and Activities

The Committee met five times during

the year under review. The attendance

of Committee members at each of these
meetings is given in the table on page 69
of this Annual Report.

Activities carried out by the Committee
during the year under review in discharging
its responsibilities are summarised below:

¢ Reviewed and/or recommended the
following policies based on which the
risk profile of the Bank is assessed:
a. Credit Risk Management Policy

. Market Risk Management Policy

. Operational Risk Management Policy

. Stress Testing Policy

. Anti-Money Laundering/
Compliance Policy

Liquidity Risk Management Policy

g. Foreign Exchange Risk
Management Policy

h. Loan Review Mechanism Policy
i. Credit Portfolio Management Policy

j- Risk Based Approach (RBA) for the
prevention of Money Laundering
and Combating Financing of
Terrorism (CFT)

k. Policy on Prevention of Trade Based
Money Laundering and Terrorist
Financing (TBML/TF)

|. Policy on Prevention of Money
Laundering (ML) and Combating
Financing of Terrorism (CFT) for
Seychelles Branch

m. Operational Risk Policy for
Chennai Branch

n. Prevention of Money Laundering
and Combating Terrorist Financing
Policy for Chennai Branch

o. Fraud Risk Management Policy 2017

p. Compliance Policy for
Seychelles Branch

g. Business Continuity Management
Policy (BCMP) (to be in a par with
the international guidelines on
BCMP, Central Bank of Sri Lanka
guidelines, IS Policy and International
Standard No. ISO 22301)

® O O T

—

¢ Reviewed and improved the Terms
of Reference of the Integrated Risk
Management Committee Charter.



The Independent Integrated Risk
Management Division of the Bank
assessed the risks of the Bank on a
monthly basis and summary reports
were submitted before the Committee.
The Committee reviewed them and
submitted its recommendation to

the Board immediately through
minutes of the meeting and specific
recommendations.

Risk Appetite and Limit Setting for
2017 was established.

Monitored quantitative and qualitative
risks which have gone beyond the
limits and made the necessary
recommendations.

Followed-up on the implementation
of the Integrated Risk Management
software (risk management system
for managing credit, operational,

and market risks), Asset and Liability
Management System, Enterprise
Wide Fraud Management Software
and Anti Money Laundering Software
Solution.

Recommended the adoption of the
revised Internal Capital Adequacy
Assessment Process (ICAAP) for the
year 2017.

Recommended the adoption of the
revised Internal Capital Adequacy
Assessment Process (ICAAP) for
Chennai Branch.

Reviewed the comprehensive
Compliance Reports submitted
by the Compliance Officer.

Improved the Risk Management Dash
Board to support the subsidiaries to
manage the risk functions better. Also
a team from the Risk Management
Division has been created to assist
subsidiaries in their risk matters.

Evaluated and monitored subsidiary
Risk Management Dash Boards and
made the necessary recommendations
to overcome various risks faced by the
subsidiaries.

Monitored Key Risk Indicators in the
Branch network, critical businesses
and support divisions.

Recommended the adoption of the
revised Business Continuity Plan
2017/18.

Reviewed the stress testing results
on a quarterly basis.
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¢ Special emphasis was placed on IT Risk
and associated Cyber Security and
initiated and followed-up on various
measures to safeguard the Bank from
Cyberattacks. (such as the IT Security
Network Infrastructure of the Bank,
the Enterprise Immune System etc.)

¢ Recommended the appointment of
a new Assistant IT Risk Officer which
was implemented and presently
following up on the appointment of
a Chief Information Security Officer
to manage IT risk related issues.

¢ Monitoring the finalisation process
of the new Data Centre.

¢ Presently following up on the proposed
fully-fledged Disaster Recovery
(DR) site.

¢ Monitored the progress of the
Vulnerability Assessment Report
findings and the issues identified during
the penetration test carried out.

¢ Reviewed the Compliance/Anti-Money
Laundering (AML) and Combatting
Terrorist Financing (CTF) status of the
subsidiaries of Bank of Ceylon.

¢ Finalising the Dividend Policy of the Bank.

¢ Presently monitoring to ensure that
all modules in the core-banking system
have been utilised.

e Following up on the Revised Policy on
Prevention of Money Laundering and
Combating Financing of Terrorism of
Malé Branch which is being revamped
to address the recommendations
of the Maldives Monetary Authority.

¢ Monitored the maintenance of the
minimum Capital Adequacy Ratio as
per Basel lll guidelines for Licensed
Commercial Banks in order to ensure
compliance with Direction No. 1 of 2016
issued by the Central Bank of Sri Lanka.

¢ Followed up on the replacing of outdated
applications with new hardware and
software applications in the Bank.

¢ Adoption of the risk management
frameworks for Chennai, Seychelles
and Malé Branches.

The Committee reported to the

Board by way of minutes giving its
recommendations. All minutes of the
Committee meetings are tabled and ratified
at meetings of the Board and follow-up
action is taken on outstanding matters.

Conclusion

The members of the Integrated Risk
Management Committee having
evaluated its performance for the
year 2017 have concluded that its
performance is satisfactory and the
risk exposures of the Bank are being
effectively managed.

The Committee continually reviews the
various risks encountered by the Bank
and strives to promote a robust risk
governance framework, a well-developed
and explicit risk management policy
covering determination of risk appetite,
application of up-to-date methodologies
for measuring financial risks, developing
in-house expertise and ensuring that risk
reporting accurately communicates risk
exposures and results of stress tests or
scenario analyses, data analytics and
peer bank analysis.

The Committee also continues to be
vigilant and recognises that its degree
of attentiveness has to be further
improved to fine tune its risk combat
strategy with the advancement of
technology, increased vulnerability with
macroeconomic shocks and volatility
and as banking frauds and cyber crimes
begin to pose a greater challenge.

The Committee wishes to thank

Mr Charitha N Wijewardena and

Mr Sanjaya Padmaperuma who were
Chairman and Member respectively
of the Committee for their valuable
contributions made to the Committee.

On behalf of the Integrated Risk
Management Committee,

Az

Samantha Rajapaksa
Chairman

Integrated Risk Management Committee

27 March 2018
Colombo
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Role of the Committee

The main responsibilities of the Committee,
which are mainly based on the Banking
Act Direction No. 11 of 2007 on Corporate
Governance for Licensed Commercial
Banks in Sri Lanka issued by the Central
Bank of Sri Lanka are as follows:

e Determining the remuneration policy
(salaries, allowances and other financial
payments) relating to Key Management
Personnel (KMPs) of the Bank.

e Setting goals and targets for the
General Manager (GM) and KMPs.

¢ Evaluating the performance of the
GM and KMPs against the set targets
and goals periodically and determining
the basis for revising remuneration,
benefits and other payments of
performance-based incentives.

¢ Reviewing staff matters referred to
it by the Board.

e Determining the Human Resource
Policy and Organisational Structure
of the Bank.

Composition and Quorum

The members of the Committee, during
the year under review, were as follows:

e Mr H P Ajith Gunawardana
Chairman, Independent
Non-Executive Director

e Mr Ronald C Perera PC
Member, Independent
Non-Executive Director

¢ Mr Sajith R Attygalle
Member, Non-Executive
Ex Officio Director

e Mr Charitha N Wijewardane
Member, Independent
Non-Executive Director
(from 5 November 2015 to 21 July 2017)

The quorum of the Committee is two
members. The GM is present at all
meetings except when matters relating

to the GM are discussed. The Deputy
General Manager (Human Resources) and
other members of the staff are invited to
attend the meetings when the Committee
requires their presence. The Secretary,
Bank of Ceylon/Secretary to the Board
functions as Secretary to the Committee.
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Meetings and Activities

The Committee has met thrice during

the year under review. The attendance of
members at meetings is given on page 69
All minutes of the Committee meetings
are tabled and ratified at meetings of

the Board and approval of the Board

thus is obtained for implementation

of the recommendations made by the
Committee. Follow-up action is taken

on outstanding matters.

According to the aforesaid Banking Act
Direction No. 11 of 2007, this Committee
has to determine the Remuneration Policy
relating to Directors. However, in the case
of Bank of Ceylon, the remuneration of
Directors is determined in accordance
with the circulars and instructions issued
by the Government of Sri Lanka, the sole
shareholder of the Bank. The provisions
in the Bank of Ceylon Ordinance No. 53
of 1938 and its amendments, the Act

of Parliament that established Bank of
Ceylon are also taken into consideration in
this regard. The Bank has a Remuneration
Policy in place, prepared, based on

the above, which is reviewed as and
when new regulations are issued by the
Government. This policy was revised/
reviewed within the year under review.
The details of the remuneration given to
Directors, are disclosed in the Annual
Report on a yearly basis.

The goals and targets for GM and Deputy
General Managers (DGMs) are embodied
in the rolling Corporate Plan and Action
Plan. The GM is responsible for the
implementation of the Corporate Plan
through the DGMs. Based on the Action
Plan prepared according to the Corporate
Plan, the Assistant General Managers are
given targets by the respective DGMs.

The remuneration of employees is revised
once in three years, with the approval

of the Ministry, whose purview the Bank
comes under as per the provisions

of the Bank of Ceylon Ordinance. The
next salary revision is due in year 2018
covering the three-year period 2018

to 2020.

Major activities of the Committee for the

year 2017 were as follows:

¢ Reviewed and recommended the
Remuneration Policy of the Chairman
and Directors of Bank of Ceylon.

¢ Recommended the Promotion Policy
and Schemes for the promotion of
Multi Duty Assistants to the grade of
Chief Manager.

¢ Reviewed the training needs of
the Bank and made the necessary
recommendations.

e The Committee evaluated the
performance of the DGMs.
Performance of the Assistant General
Managers are evaluated through the
evaluation carried out on them by their
superiors, viz DGMs.

¢ Revised/revisited the Human Resource
and Remuneration Committee Charter.

¢ Revisited the Exit Interview Policy
of the Bank.

¢ Revised the Human Resource Policy
of the Bank.

¢ Revised the dealing allowance for
dealers attached to the Treasury Division.

¢ Followed up on the decisions pending
implementation.

¢ The Committee evaluated its
performance for the year 2017 as
per the Committee’s Charter and
is satisfied that it has fulfilled its
obligations as required.

Conclusion

The Committee shall continue to assist
the Board of Directors in matters coming
under its purview. It shall focus especially
in exercising due care and diligence and
application of skills in the formulation of
policies and their amendments and in
general decision-making with regard to
human capital and remuneration matters.

On behalf of the Human Resource and
Remuneration Committee,

ol

H P Ajith Gunawardana
Chairman

Human Resources and
Remuneration Committee

27 March 2018
Colombo
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Role of the Committee

The Nomination and Corporate
Governance Committee is mainly
responsible for the following:

¢ Implementing procedures to select/
appoint the General Manager (GM) and
Key Management Personnel (KMP).

e Setting the criteria such as
qualifications, experience and key
attributes for eligibility to be considered
for appointment or promotion to the
post of GM and the key management
positions.

¢ Ensuring that GM and KMP are fit
and proper persons to hold office
as specified in the criteria given in
Direction No. 3 (3) of the Banking Act
Direction No. 11 of 2007 on Corporate
Governance for Licensed Commercial
Banks in Sri Lanka issued by the
Central Bank of Sri Lanka.

¢ Considering and recommending,
from time to time, the requirements
of additional/new expertise and
succession arrangements for KMP.

e Determining the methods and
execution of the annual evaluations
of the Board’s and each Board
Committee’s effectiveness and
supporting the annual performance
evaluation process.

¢ Reviewing the Bank’s Code of Ethics.
¢ Determining the level of compliance

with the Corporate Governance
principles.

The Composition
of the Committee

The members of the Committee during
the year under review are as follows:

¢ Mr Ronald C Perera PC
Chairman, Independent
Non-Executive Director

e Mr Sanjaya Padmaperuma
Member, Independent Non-Executive
Director - served on the Committee
until 30 June 2017.

e Mr H P Ajith Gunawardana
Member, Independent
Non-Executive Director

¢ Mr Sajith R Attygalle
Member, Non-Independent
Non-Executive Ex-Officio Director -
serves on the Committee from
28 September 2017.

Brief profiles of the Directors who are
members of this Committee are given
on pages 35 to 37 of this Annual Report.

The General Manager attends the
meetings by invitation. Other members

of staff are invited to attend the meetings
when the Committee requires their
presence. The Secretary, Bank of Ceylon/
Secretary to the Board functions as the
Secretary to the Committee.

Meetings

The Committee met three times during
the year under review. The attendance of
the committee members at each of these
meetings is given in the table on page 69
of this Annual Report.

Reporting to the Board

All minutes of the Committee meetings
are tabled and ratified at meetings of
the Board and approval of the Board
is thus obtained for implementation

of the recommendations made by the
Committee. Follow-up action is taken
on outstanding matters.

Appointments made
to the Board

According to the aforesaid Banking Act
Direction No. 11 of 2007, this Committee
has to implement a procedure to select/
appoint new Directors. However, in

the case of Bank of Ceylon, which

is fully-owned by the Government of

Sri Lanka, the appointment of Directors is
carried out by the Minister under whose
purview the Bank falls, as provided in
the Bank of Ceylon Ordinance No. 53

of 1938 and its amendments. As such
this Committee does not play any role

in connection with the appointment of
Directors.

Activities Performed during
the Year Under Review

¢ Reviewed and recommended
the following:

- The Board Charter
- The Code of Ethics for Directors
- The Code of Ethics of the employees

- The Communication Policy
of the Bank

- The Succession Plan for Corporate
Management and Executive
Management (KMP)

¢ Reviewed and recommended the
adoption of the position descriptions
of KMPs.

¢ Ensured that KMPs are fit and proper
persons to hold their offices when
officers were promoted or appointed
as KMPs.

¢ Reviewed the process of self-evaluation
carried out by the Directors.

¢ Evaluated the performance of the
Committee.

Conclusion

The Committee endeavours to maintain
and enhance the good Corporate
Governance practices of the Bank.

The Committee wishes to thank

Mr Sanjaya Padmaperuma for the
valuable contributions made by him
as a Member of this Committee.

On behalf of the Nomination and
Corporate Governance Committee,

Wﬂ’v/

Ronald C Perera PC
Chairman

Nomination and Corporate
Governance Committee

27 March 2018
Colombo
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It’s the new
technological
platform that is
revolutionising the
way we do almost
everything...
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It is a technology
and indeed a way
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will leverage
more...it is key

to the highway

of the future!
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Key Risk Indicators

Capital Adequacy Ratios

%

2015 2016 2017
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Risk is inherent in a bank given

the nature of banking operations.
Prudent management of risk is therefore,
imperative to manage the security and
stability. To be effective, this needs to
be done within a defined framework with
clearly defined systems and procedures.
The risk management framework of BoC
is proactively focused to identify and
manage such risk backed by prudent
allocation of capital. A rigorous risk
governance structure and risk appetites
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are laid down by the Management and
approved by the Board of Directors; it is
implemented through a system involving
management committees and Board
subcommittees.

The vision, mission, strategies and
goals of the Bank are the bedrock which
decides the risk philosophy of the Bank.
The risk appetite, which is the degree of
risk the Bank is willing to take has been
defined. A rigid quantitative framework

Governance Structure

Operational Risk Appetite Vs
Actual Loss
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with monitoring and control policies is in
place to proactively identify and manage
risks. Our risk management policies and
procedures are clearly communicated
throughout the Bank, which is necessary
to ensure that they are successfully
implemented. All internal stakeholders
have been made aware of the need to
balance risk and return. This risk return
trade-off has to be managed within
defined risk limits.

Risk Governance

:

Risk Culture

:

f Aligning Systems l

Risk Capture,

Measurement and Reporting

Setting Risk Limits and
Risk Capital Allocation

Risk Control Policies and
Procedures
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Organisational arrangements have been
made to strengthen the risk management
function of the Bank. The Chief Risk
Officer heads the Independent Integrated
Risk Management Division (IIRMD) under
the supervision of the Integrated Risk
Management Committee (IRMC) which is
a Board Subcommittee. Thus, the IIRMD
is independent of the revenue generating
Strategic Business Units (SBUs) which
guarantees that it is organisationally
well-placed to perform its functions.

Bank’s Risk Profile

Since lending is the major component

of the balance sheet, the highest capital
charge has been allocated to credit risk.
In terms of capital allocation, market risk
is comparatively low compared with credit
risk and operational risk. BoC'’s risk profile
for the past three years is given below:

Risk Culture

Having a comprehensive risk culture
throughout the Bank has become a
necessity in the banking landscape today.
The Board and the senior management’s
guidance are paramount in inculcating
the risk culture among our staff. This
includes awareness of the risk return
trade-off as well as the management of
all aspects of risk and capital. Risks are
assumed within a defined risk appetite
and approved within a defined risk
management framework, which takes
return into account. Risks have to be
continually monitored and managed as
their complexion could change rapidly
for example due to changes in market or
industry conditions.

2017 2016 2015
LKR million  LKR million LKR million
Available capital 125,460 104,858 92,245
Credit risk 89,818 73,482 59,816
Market risk 922 1,987 2,529
Operational risk 10,270 9,504 8,242
Total capital usage 101,010 90,437 70,588
Additional regulatory buffer* 9,671 9,559 -
Free capital available for expansion 14,778 5,015 21,657
Credit risk/Total RWA 89% 86% 85%
Market risk/Total RWA 1% 2% 4%
Operational risk/Total RWA 10% 1% 12%
RWA/Total assets 44% 51% 45%

*Regulatory buffer required by Basel lll guidelines as at 1 July 2017 (In 2016, difference between 10.625%
and 11.75% and in 2017, difference between 11.75% and 12.875%).

1st Line
Business Units

® |nvolved in day-to-day
risk management

® Follow a risk process

e Apply internal controls and
risk responses

2nd Line
Risk

e Oversee and challenge risk
management

® Provide guidance and direction

® Develop risk management
framework
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In order to inculcate a deeply rooted

risk culture in the Bank IIRMD has taken
steps to educate the new recruits and
also continuously update the knowledge
of the existing staff in the area of evolving
risk management. We strive to solicit

the participation of all employees in

the management of risk, and they are
encouraged to escalate risk concerns
when appropriate.

Three Lines of Defence

The Bank has a well-structured risk
management model which is based

on three lines of defence which are
independent of each other. Each line
of defence is executed by different
organisational units. The first line

of defence consists of the business
divisions and support units from whose
activities the risks arise. IRMD being
the second line of defence develops
frameworks, policies, procedures and
establishes risk appetite. Periodical
stress testing and continuous monitoring
are also an integral part of the second
line of defence. The third is the Audit
and Compliance functions which offer
an independent oversight.

3rd Line
Audit

o Review 1st and 2nd lines

e Provide an independent
perspective and
challenge the process

e Objective and offer assurance
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The probability of occurrence of negative
events and the potential cost of such
negative events demands a well-
established risk management process

in place. Our risk management process
consists of identifying, measuring,
monitoring, mitigating and reporting of
risks. A set of internal controls have been
developed to manage the material risks
of the business.

Risk strategy is defined based on the
strategic business plan and the Board-
approved risk appetite and capital plan
align risk, capital and performance
targets of the Bank annually. It will
need to strike a balance between risk,
profitability and availability of capital.
The risk management process has to
address diverse types of risk such as
credit risk, market risk, operational
risk, reputational risk and strategic

risk individually and holistically.
Quantifying risks and the resulting capital
requirements are carried out through
quantitative models and tools developed
by the IIRMD. The Bank conducts
periodic stress tests to evaluate the
Bank’s resilience under unfavourable
scenarios which are bank and macro
specific. The stress tests focus on all
material risks such as credit, market,
operational and liquidity. The results

of such tests are escalated to the
management and the Board for their
vigilance of possible threats.
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The degrees of risk that the Bank is
willing to take are spelt out in detail in
the risk appetite statement, which is
approved by the Board. This in turn is
governed by the risk appetite framework,
which is a broad articulation of the
Bank’s risk culture, also approved by
the Board and the senior management
which is aligned with the goals and
strategies of the Bank. Thresholds

and limits, which maybe qualitative or
quantitative, for various types of risks
act as a control mechanism. Policies,
procedures and controls operationalise
the risk management process. The
thresholds and limits are further divided
into strategic (organisation-wide) level
and business (by division or product)
level. Higher level risk limits are cascaded
down to a more granular level and are
operationalised through organisational
structure frameworks.

Critical aspects such as regulatory
breaches, damage to the Bank’s
reputation, major business disruptions
and concerns over due diligence events
relating to the Bank’s existence are
considered as having zero risk appetite.

To ensure that the thresholds emanating
from risk appetite are fully risk sensitive
to individual risk drivers as well as
portfolio effects, we have adopted capital
as our primary metric.

The purpose of the ICAAP is to identify
and assess the risks the Bank is
exposed to ascertain how the Bank is
mitigating these risks and how much
capital is necessary for the smooth
implementation of its strategic business
plans. The ICAAP is an integral part of
the management and decision-making
culture of the Bank. The risks identified
must be quantified by translating these
into capital requirements. The Bank has
identified: credit, market, operational,
liquidity, interest rate risk on banking
book, reputational, compliance, credit
concentration and strategic risk on both
the Bank and the Group basis for the
purpose of ICAAP.

Risk
Management
Process



ICAAP is a strategically forward looking
process which includes the following:

¢ Assess and forecast capital needs
based on business plans and
statutory requirements. In this year the
implications of Basel lll made a major
impact especially by way of increased
capital and liquidity requirements.

¢ A strategic planning process which
aligns risk strategy and appetite with
business objectives. A balanced
capital and stress testing framework
which includes specific stress tests to
underpin business strategies.

e Headroom assessment in terms of
available capital and contingency plans.

Stress testing is a process of

simulating financial consequences

under unfavourable macroeconomic
circumstances or other exceptional, but
plausible events. Through this we can
gauge the ability of the Bank to withstand
such situations. Stress testing promotes
awareness of risk among all who are
involved in its management and control.
In addition, it promotes capital and
liquidity planning and facilitates business
decision-making.

The Board is primarily responsible for
effective stress testing within the Bank.
The results of stress tests are also
conveyed to senior management, IRMC
and the Board. It facilitates setting of risk
limits, allocation of capital for different
risks, managing of risk exposures and
formulation of contingency plans for
adverse situations. The Bank’s Stress
Test is conducted according to the
Board approved Stress Testing policy.
Testing has been made more stringent
in view of the increasing volatility of
the macroeconomic environment and
group-wide stress testing too has been
included. Highly vulnerable portfolios
are being stressed on a daily basis

and results are escalated to the

senior management.
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Implementation of Stress Testing Programme:

Activity Description

Risk assessment

The ICAAP Steering Committee is responsible for the identification

of material risks for the Bank.

Stress testing plan

Stress tests are conducted on regular as well as ad hoc basis.

The regular stress testing is carried out according to the
Board-approved stress testing policy and ad hoc stress testing
is done as and when the situation demands.

Design sensitivity
tests, scenario
framework and

ICAAP Steering Committee in consultation with the research,
finance and business departments develop sensitivity tests for
the individual risks, integrated scenarios and macroeconomic

macroeconomic factors scenarios for conducting stress testing.

Identification of
risk drivers

Based on the identified material risks, drivers are identified which
would lead to the eventual impact.

Measuring results
e Capital
e Liquidity
¢ Profitability

The impact of risk drivers are identified on:

Implementation
of stress testing
programme

On completion of the above activities, the scenarios/sensitivity
tests are deployed by ICAAP Steering Committee to get the
relevant outputs for the various material risks identified.

Aggregation of
results

The results of the stress testing programme would be aggregated
across risk categories.

Review and
reporting of results

The results of stress testing are presented to the IRMC for
review and approval, based on which the management action

plans would be finalised.

Application in
management
decision-making

The stress testing results would be used for the following
management level decision points:

¢ Risk Appetite Planning

e Capital Planning

e Liquidity Management

Credit risk is the possibility that the
counterparty to a credit transaction will
fail to meet his obligations in accordance
with the agreed terms. This may take the
form of delay in payment or complete
default. The credit risk arising from the
Bank’s lending and investment activities
accounts for approximately 80% of

total risk weighted assets of the Bank.
Credit risk is managed at transaction
level and portfolio level covering the
default risk and the concentration risk of
the counterparties, business sectors or
geographical region.

The Bank has an extremely large and
diverse customer base encompassing
individuals, microenterprises, SMEs,

large corporates and the state covering
Sri Lanka as well as overseas locations.
The Bank has to manage the credit risk
within acceptable limits within each
customer group. Initiatives are ongoing to
bring risk sensitivity to lending decisions
by deciding the return based on the
perceived risk.

The credit risk governance establishes
the responsibility and approach through
which the Board of Directors and senior
management govern its business and the
related credit risk management issues.
An effective governance framework
ensures the independence of the credit
risk management function from the
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personnel managing the credit origination
and administration. Through an effective
Board-approved risk governance
framework the Bank seeks to ensure
adequate risk oversight, monitoring and
reporting of credit risk.

The main management level committee
responsible for credit risk management is
the Credit Committee which is headed by
the General Manager of the Bank.

The responsibilities of the Committee
are as follows:

¢ Formulating, reviewing and
implementing credit risk appetite and
ensuring actual risks taken are within
the risk appetite; also monitors risk
concentrations.

¢ Ensuring regulatory compliance in the
Bank’s risk policies and guidelines.

e Approves credit up to the authorised
limit for the Committee and makes
appropriate recommendations to the
Board when Board approval is needed.

¢ Periodic monitoring of credit limits.

Credit risk management policies provides
the guidelines for management of

credit both at the level of the individual
borrower and at the portfolio level. This

is essential to ensure adherence to the
regulatory requirement and prudent
practices given the complexity of the
Bank’s operations and the diversity of
its portfolio and clientele.

Polices relating to the management
i.e., Risk Rating Policy, Portfolio
Management Policy were reviewed in
the context of changing environment.

Credit risk management function is
structured to ensure its independence
from the business units.

Credit appraisal standards, processes
and principles are consistently applied
in corporate segment and retail segment.

Identification, Assessment
and Monitoring

Loan origination process comprises initial
screening and credit appraisal which
focuses on the borrower’s ability to meet
its obligations in a timely manner.

The Bank has established clear
guidelines for loan approvals which
requires every new credit, extension and
any material change to the existing credit
facilities to be subject to the approval of
the appropriate delegated authority level.

Procedures are in place to review
the credit facilities beyond a minimum
threshold independently by the CRO.

An effective credit rating can measure risk
accurately and can be used in decision-
making process. Rating models are a key
input how the credit risk in portfolios is
managed, measured and monitored.

The Bank uses a range of credit risk
rating models across the corporate and
mid corporate portfolio covering the
different industries the customers are in.
Retail exposures are managed through
retail score cards.

Mechanisms are also in place to reduce
credit losses and increase recoveries.
Post-sanctioning review of large
exposures is carried out at intervals by
the Credit Quality Assurance Unit at
IIRMD. IIMRD tracks the health of the
credit portfolio on an ongoing basis and
issues early warning signals in case

of possibility of a borrower defaulting.
Credit Risk Management Reports are
produced and presented to the Credit
Committee and the IRMC periodically,
to ascertain performance and safeguard
against portfolio concentration.

Credit Risk Management Framework

Model
Development and
Validation

Credit Risk
Components

Credit Risk
Governance

Policy/Procedure
and Frameworks

Risk Monitoring
and Reporting

Define Credit
Risk Management
Policy

Review Risk
Management
Structure

Corporate
Rating Model

Design Reporting
Templates

Define Collateral
Management
Framework

Review Risk
Management -
Related Polices

Areas of
Implementation

Loan Review
Mechanism

Retail Scoring
Model

Model Validation
Framework

Define Loan
Review Policy

Review Risk

Credit Audit
Infrastructure

Bank of Ceylon | Annual Report 2017



Collateral is a security provided on
behalf of a borrower as a safeguard
against a possible default. It may take
the form of an asset or a third party
obligation such as a guarantee. While
collateral can mitigate risks it does not
eliminate the need to maintain high
quality lending standards.

Bank seeks to have in place legally
effective and enforceable documentation

for realisable and measurable collateral
assets which are evaluated regularly.

Concentration of borrowers by any
criterion always poses increased

risks whether it is by industry, product,
geography, sector, and collateral
nature. The Bank measures credit

risk on a portfolio basis to reduce the
concentration risk and limits are laid

Risk Factor Risk Indicator
Default Risk
Risk that a borrower NPA Ratio
or counterparty is %
unable to meet its 5
commitments
3
<
3 S
o o
2015 2016 2017
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down at different levels — individual,
borrower group and industry. The Bank’s
extremely wide-spread of customers
helps it to minimise concentration

while ensuring that the Bank generates
adequate income from its loan portfolio.
Bank uses analytical tools to quantify
the concentration risk and significant
concentrations are reported to the
Credit Committee, IRMC and the Board
for review.

Remarks

Bank was able to
keep the NPA ratio
same as previous year
despite the challenges
encountered.

Concentration Risk
Concentration risk in
credit portfolios arises
due to an uneven

distribution of loans to J
individuals, industry |
segtor or geographical y .
regions.

G

Concentration by Industry Sector - 2017

Sector exposures
are within the risk
appetite limits.

A — Agriculture and
Fisheries 4.7%
B - Banks, Financial,
Insurance, and
Business Services 3.5%

C - Hotels, Travels,

and Services 2.8%
D - Housing,

Construction,

and Infrastructure  13.6%

E - Manufacturing 3.7%

F - Commercial

Trade 10.9%
G- Sovereign and

Direct Government 37.4%

H - Transportation
and Logistics

Services 4.6%
| — Other Commercial

Services 1.6%
J - Consumption and

other 17.2%
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Risk Factor Risk Indicator

Product Wise Concentration - 2017

A - Trade Finance

B - Ran Surakum

6.0%
4.0%

| — Foreign Currency
Loans

9.1%

Remarks

Bank’s loan portfolio
is well diversified
among the products.

" N A B c G- Leasing 0% J — Term Loans 21.0%
L ‘ ' D = K - BoC Personal
E D - Staff Loans 2.3% Loans 16.5%
K E- Iéoins under 2.8% L - Pledge Loans 0.9%
chemes s M- Money Market
F — Overdrafts 14.8% Loans 2.5%
/HG G- Credit Cards 0.3% N - Loans Others 11.1%
J | H- Housing Loans 4.7%
62% of the credit
Collateral Wise Exposure - 2017 exposure is secured
with collaterals.
A - Cash 4.1% F - Movables 6.4%
A Bc B - Securities 1.3% G- Pledge against
0,
. D C - Guarantees 0.2% Sold 00
H - Others 3.5%
D - Property 13.3%
| — Unsecured 37.4%

E - Government
Securities/
Guarantees 29.8%

Market risk is defined as changes in the
market value of our trading positions

or obligations. The causes can be
fluctuations in interest rates, exchange
rates, commodity prices or equity
prices. The main objective of market
risk management is to optimise the risk
reward relationship without exposing the
Bank to unacceptable losses.

The core of the market risk governance
is laid down in the updated Market Risk
Management Policy which is in line with
Basel accords and CBSL regulations
and also; should be read along with
regularly updated other policies covering
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asset and liability management, foreign
exchange risk, liquidity risk, limit
management framework and middle
office operations manual.

These policies provide guidance on:

e Establishing and maintaining a robust
structure for managing market risk.

o Efficiently and effectively monitoring
treasury operations.

¢ Establishing appropriate risk limiting
thresholds for treasury operations.

e Foreseeing and managing potential
impacts from changes in the operating
environment.

There are a variety of market risks
that can arise, both of a trading and
non-trading nature.

¢ Trading risks can arise due to price
fluctuations in items such as foreign
currencies and securities.

¢ Trading default risks arise from
counterparties defaulting on their
commitments.

¢ Non-trading market risks arise from
items such as market movement
in the banking books and off-balance
sheet items.

The Asset and Liability Management
Committee (ALCO) plays a key role in
managing market risk and is chaired by
the General Manager and comprises

key corporate management members.
The Committee manages market risks
by monitoring advances, deposits and
investment portfolios and recommending
corrective actions. The important



functions of the Committee are managing
interest rates, liquidity position and
balancing assets and liability mismatches.

The middle office function plays a key
role in monitoring market risk and is
guided by a comprehensive framework
of limits stated in the limit management
framework and middle office operation
manual approved by the Board.

Factor Description

Foreign Exchange Risk

Several metrics have been developed
for measuring market risks in adherence
with both internal and regulatory
requirements. Value at Risk (VaR), Price
Value for Basis Point (PVBP), Duration,
Stress Testing, Gap Analysis and
Sensitivity Analysis are the mostly used
instruments for managing market risk
at the level of the overall portfolio. VaR
is a quantitative measure of possibility
of market fluctuations calculated within

Forex Open Position
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a 99% confidence level. Currently the
Bank uses a historical method for VaR
calculation, with the calculation being
done separately for each portfolio. PVBP
measures the fluctuation of the price of
a security for one basis point change in
yield. Stress testing for market risk is
carried out on a daily basis.

Market risk unit monitors Board-approved
limits on daily basis and limit exceptions
are escalated to ALCO, IRMC and the
Board periodically.

Remarks

Forex open position of
the Bank was well within
the Risk Appetite limit

USD million
throughout the year.
18
12
6
0 L} TV L LS -
-6
-12
Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.
Amount -o- Risk Appetite
Interest Rate Risk The duration of the
Duration portfolios is monitored
regularly to assess
Years e .
sensitivity of prices to
5 interest rate changes.
¢ \—’W‘/\’——\
3
2
1
0
Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.
HFT Bonds -o- HTM Bonds
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Factor Description

Equity Price Risk
Equity VaR

LKR million

350

Remarks

Equity VaR position of the
Bank was well within the
Risk Appetite throughout
the year.

280

210

140

70

0

Jan. Feb.

VaR (LKR)

Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov.

-o- Risk Appetite

Liquidity risk is the risk arising from
potential inability to meet payment
obligations when they are due or only
being able to do so at excessive costs.
Liquidity risk often arises from the fact
that receivables and payables have
different time frames. The Bank has a
Liquidity Risk Management Framework
in place to ensure that the Bank can
meet its payment obligations in a timely
manner and do so within the defined risk
appetite. ALCO, is tasked with managing
liquidity position of the Bank. The Board
approves the liquidity strategy of the
Bank and the risk appetite based on the
recommendations made by the IIRMD,
ALCO and IRMC.

The Bank’s liquidity management
strategies are articulated in its Liquidity
Management policy and Asset and
Liability Management Policy. These
policies describe a range of possible
strategies to manage liquidity. These
include maintaining a substantial
percentage of assets in a liquid form,
the capacity to borrow from money
markets as well as certain other
strategies to improve liquidity.
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The primary tool to identify liquidity

risk is the Maturity Gap of Assets and
Liabilities Statement. This analyses the
temporal gap between receivables and
payables under both normal and adverse
scenarios.

The Bank strives to minimise liquidity
risk by building a diversified funding
base across different market segments
and both local and overseas. Similarly
the deposit base is diversified across
individuals, SMEs, corporates, and
Governments. The Bank should be able
to cope with crisis situations such as
excessive credit growth, unexpected
rollovers, defaults of large credit
exposures and unexpected withdrawals
of deposits. Contingency plans are in
place to handle such situations. Stress
testing is used to gauge the severity

of impact of such events and develop
mitigating strategies.



Risk Factor

Liquidity Risk
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Risk Indicators Remarks

Unencumbered securities
Unencumbered Securities Available for Funding available for funding
have improved in 2017
indicating a comfortable
liquidity position.

LKR billion

300

240

180

120

60

0

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.
2016 -©-2017

Cumulative positive gap
Maturity Analysis of Assets and Liabilities is maintained up to three
o months by the Bank.
30
20
10

0

-10

-20
0-1 2-3 3-6 6-9 9-12 1-3 3-5 Over 5
Month Months Months Months Months Years Years Years

Inflows -o- Outflows -o- Cumulative Gap

Liquid Assets Ratio of the
Liquid Assets Ratio Bank was well within the
risk appetite throughout
the year.

%

30
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Liquid Assets Ratio -o- Risk Appetite
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Risk Factor Risk Indicators

Liquidity Coverage Ratio

%

125

100

Remarks

Liquidity Coverage Ratio
of the Bank was well
within the risk appetite
throughout the year.
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Liquidity Coverage Ratio
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-o- Risk Appetite

Operational risk is the risk of loss
resulting from inadequate or failed
internal processes, people and systems
or from external events. Operational risk
includes legal risk but excludes strategic
and reputational risk. Operational risk
that originates from both business and
support units of the Bank are managed
within the set risk appetite through a
well-defined internal control system.

The Bank has aligned its operational

risk management with the three lines

of defence model. At the second line,
IIRMD is responsible for laying down

the Operational Risk Management
Framework and overall risk appetite and
is also responsible for crafting a macro
level control structure. All the business
and support units are expected to adhere
to such control structure as risk is
encountered and primarily managed by
the first liners. Audit and compliance as
the third line of defence play their role by
validating effectiveness of structures and
controls in place.

The overall responsibility for the
governance of operational risk lies with
the Board of Directors and the Senior
Management. The Board-approved
Operational Risk Management Policy,
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Fraud Risk Management Policy and

IT Risk Management Policy define the
entire operational risk management
governance of the Bank. Operational
Risk Management Executive Committee
(ORMEC) and Fraud Risk Management
Committee supported by IIRMD

which are headed by the Chief Risk
Officer, are responsible for identifying
operational risk, formulating operational
risk management policies, evaluating
results and recommending changes
when appropriate. IRMD oversees

the implementation of the Business
Continuity Plan where Chief Risk
Officer is the Co-chairman of the
Business Continuity Coordinating
Committee. Responsibility of the Bank’s
overall information security lies with

the Corporate Information Security
Committee in which Chief Risk Officer is
a member. All new product initiatives are
also evaluated from a risk perspective.
This is done through IIRMD being
represented in all new product initiative
committees.

Well-tested techniques are used

to identify, assess and monitor
operational risks. These include Key
Risk Indicators (KRIs), Risk and Control

Self-Assessments (RCSA), internal loss
data collection and analysis, root cause
analysis and lessons learnt exercises.
The possible impacts of major external
events are carefully analysed to ascertain
what risks they may pose to the Bank and
what mitigating action may be needed.
KRls are proactive tools that identify
risks in advance for key decision-makers
to take corrective action. RCSA is the
process of identifying, recording and
assessing potential risks and related
controls. IIRMD conducts RCSA in
critical business and support units
periodically to assess risks.

Loss data collection and analysis
collects data regarding actual losses on
an ongoing basis with inputs from all
business and support units. The reports
produced by this process are then
reviewed and evaluated; any lacunae
identified are reported by IIRMD to
ORMEQC, the IRMC and the Board
which then take decisions on any
actions needed.

Through an active lessons learnt process,
IIRMD has taken the initiative to promptly
alert the relevant business and support
units including the branch network of
any near misses, threats from external
environment in order to strengthen
internal controls.



Loss Distribution as per
Basel Risk Events

7.8%
Execution, Delivery and
Process Management

23.2%
Internal Fraud
2017

10.3%
Clients, Products 58.7%
and Business Practices External Fraud
7.9%
Damage to

Physical Assets
0.6% Y

External Fraud

2016

91.1%
Execution, Delivery and
Process Management

0.4%

Internal Fraud

A robust internal control framework
which spells out segregation of duties,
streamlined reporting channels, clearly
defined business continuity management
are some salient features of operational
risk management framework. Insurance
instruments are used as a risk transfer
strategy to mitigate high severity non
controllable risks. The Bank annually
reviews and updates it’s insurance to
cover such identified risks adequately.

The Business Continuity Management
Policy stipulates that all critical business
and supporting units have developed

their own business continuity plans.
During the year two test runs were
successfully completed and results were
reported to the appropriate authorities.
To make the Bank resilient to any
possible disasters a fully-equipped
Disaster Recovery Centre has been
established outside Colombo city limit
to facilitate continuity of operations.

Today’s banking landscape encounters
significant legal risks due to increased
customer demands and complex
business model. To address this risk
component IIRMD assesses legal risk
in consultation with the Legal Division,
which is integrated to the Bank’s
annual ICAAP.

Strategic risk may arise from flaws in

the Bank’s strategy formulation and
decision-making process. In a rapidly
changing environment speedy decisions
need to be made regarding products,
services, resource allocation and
communication channels among a host of
other subjects. Inability to swiftly respond
to such needs has the potential to pose
threats to profitability and liquidity. The
Bank’s strategic direction is laid down in
the corporate plan and there is a process
in place to verify alignment of actual
performance with the plan. Bank uses a
scorecard based approach in its ICAAP
to assess strategic risk.

In BoC’s 78-year history, reputation

has remained unscarred, prompting
high regard and confidence among

all stakeholders. BoC has maintained
top of mind recall in the minds of all
stakeholders due to its pioneering
stance, financial stability and insistent
compliance. Unprecedented awards the
Bank receives year on year vouch for
the continued and solid reputation it has
built over years. However, in both local
and global ever challenging and volatile
scenario it is understood that reputation
can at any given time be subject to risk.
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Hence we recognise that identifying
risk factors that could damage our
reputation and being vigilant to these,
maintaining and continually enhancing
our risk management capabilities

are critical to ensure that the Bank’s
financial and strategic objectives are
achieved within approved levels of risk
appetite. Managing reputation risk is an
organisation wide effort. BoC therefore,
is highly committed to promote a good
corporate governance culture and best
practices in risk management throughout
the Bank.

Compliance risk is the consequences
that may follow from non-compliance
with laws, regulations, guidelines,

or rules of conduct of regulatory
authorities. This could also extend to
self-regulated standards of practice
of the banking industry.

Compliance laws and regulations

cover matters such as market conduct,
conflicts of interest, equitable treatment
of customers and customer relations.
They also include safeguards against
malpractices such as money laundering
and terrorist financing.

The Bank has a governance structure,
systems and procedures in place to
address compliance requirements.
This compliance framework identifies,
assesses and mitigates against

risk, identifies and implements
controls and takes timely corrective
action to prevent instances of non-
compliance when there are any signs
of deviation. Comprehensive policies
are in place for compliance and anti-
money laundering/terrorist financing.
Compliance requirements are addressed
in formulating strategic plans. The fact
that we have not been found lacking in
adhering to compliance requirements
enhances our reputation and builds
stakeholder confidence.

The Compliance Function in the Bank
has been endowed with sufficient
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authority, independence and resources
to fulfil its functions effectively. Changing
global regulations such as Basel lll

have increased the demands on the
compliance function but it has shown
itself capable of handling the additional
responsibilities.

One role of the compliance function

is to advise the Board and the senior
management on the laws, rules and
regulations relating to the Bank, the
impact of any changes, how such
changes should be implemented through
internal systems and procedures and
the monitoring required to ensure
compliance. The Compliance Unit also
plays the role of educating the staff on
compliance requirements and handling
any queries regarding the subject.

The functions of the compliance function
includes assessing any proposed new
products and services, new business
practices, new business or customer
relationships from the standpoint of
compliance.

An automated Anti-Financial Crime
Detection system — AMLOCK facilitates
Knowing Your Customer (KYC) and
identifying suspicious transactions.
Furthermore, an inbuilt system from
SWIFT has been installed to screen

the outward remittances in real time.
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A need was also felt to align the
AML/CTF activities of the Bank with
the Risk-Based Approach (RBA) of

the Financial Intelligence Unit of the
Central Bank. To address this need a
new comprehensive real-time ALF/CTF
system was procured and implemented
in the year under review.

The Bank is also a Participating Foreign
Financial Institution (PFFI) under the
Foreign Account Tax Compliance Act
(FATCA) under the Global Intermediary
Identification Number (GIIN).

The Compliance Function is handled

by the Compliance Division which
consists of two separate divisions —
Regulatory Compliance Unit and Anti-
Money Laundering/Combating Terrorism
Financing Unit. The Division is headed by
a Senior Management Executive, who is
designated as the Head of Compliance.
The Head of Compliance reports directly
to the Board IRMC on changes in the
compliance requirements, performance
indicators, any possible breaches or
warning signals of same, deficiencies

in systems and procedures and any
necessary corrective action.

The Basel lll requirements for capital
adequacy came into effect on

1 July 2017. New directions for capital
requirements were issued by the Central
Bank, and the Bank was proactively
preparing for the new requirements from
2016. The Bank has refined the ICAAP
to be aligned with the new requirements.
The regulatory requirements are phased
over three years and the Bank has
developed a capital augmentation

plan to support capital requirements
and adequately cover all risks while
promoting buffers. Qualitative impact
studies and stress tests are carried out
by IIRMD, to strengthen the process of
monitoring capital adequacy.

The change also demonstrated the
flexibility and resilience of the original
Internal Risk Management System to
adapt to a major change.
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~

Numbers Y
PBT of LKR
30 3 Deposits
. I LKR 1.5 trillion
>, T I
— 2 J
=S= billion ol 230/
the highest in the
industry
Loans and
Cost to Non-performing advances Assets
Income ratio of Assets LKR 1.2 trillion LKR 1.9 trillion

38% 2.8%

ROAE

20.9%

Dividends to the
sole shareholder —
the Government of Sri Lanka

« 12.3 billion
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ROAA

1.7%

Dividend
payout ratio

58%

16% 17%

Total CAR

14.6%

Contribution
to the Government

« 28.6 billion



Financial Capital

Bank of Ceylon, having had a successful
record for many years, has now once
again closed 2017 on another high note
reporting the highest Profit Before Tax
(PBT) in the industry. PBT stood at

LKR 30.3 billion while Profit After Tax
(PAT) stood at LKR 21.3 billion. The Bank
has been able to continuously excel in
the industry by maintaining its No. 1
position in profit, assets, deposits and
loans and advances.

Total Income

The Bank’s reported total income for
the year 2017 stood at LKR 189.2 billion
with a 23% growth YoY. Of the total
income, 90% was comprised of interest
income and 73% of the interest income
has been derived through the loans and
advances. Fee and commission income
and net gains from trading and financial
investments contributed 5% and 2% of

the total income of the Bank respectively.

Other operating income represents 3%
of the total revenue.

Composition of Total Income

2% 3%
Net gains from Other Operating Income
Trading and

Financial Investments

2017
5%
Fee and
Commission 90%
Income Interest Income
2% 5%

Net gains from
Trading and
Financial Investments

-

2016

Other Operating Income

6%

Fee and
Commission 87%
Income Interest Income

Net Interest Income

Interest income which is the main source
of income of the Bank increased by

27% to LKR 171.3 billion during 2017.
High interest rate scenario prevailed
during the year consequent to an
increase in the policy rates, i.e., Standing
Lending Facility Rate (SLFR) and
Standing Deposit Facility Rate (SDFR)
were increased to 8.75% and 7.25%
respectively. Whilst, the increasing trend
in market interest rates resulted in an
increase in both interest income and
interest expenses, the Bank achieved a
8% growth in its net interest income over
the previous year. Interest income from
loans and advances increased by 33%
during the year backed by 16% growth

in the loan portfolio. Interest income from
investments, which accounted for 27%
of the total interest income grew by 14%,
mainly backed by interest income from
Government Securities.

Interest Income Composition
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Loans and Advances Investments

Due to the higher gap that prevailed
between interest rates on time deposits
and savings deposits, customers were
attracted to time deposits than to low
cost savings deposits. Hence, there was
a shift in deposits from CASA (Current
and Saving deposits in total deposits) to
term deposits, the CASA ratio declined
further to 37% from 43% in 2016 and
46% in 2015. This increased

the interest expense of the Bank to

LKR 113.0 billion, resulting in a 40%
growth YoY. The composition of the
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Bank’s interest expense changed slightly
during the year due to the repayment of
the USD 500 million international bond;
mainly as a consequence of this, the
borrowing cost of the Bank reduced

by 9%.

Despite the considerable increase in
interest expense on deposits due to the
high interest rate scenario, the Bank was
able to manage the Net Interest Margin
(NIM) only with a marginal drop from

the previous level of 2016 through its
continuous monitoring and development
plans on its fund management activities.

Net Interest Income (NII) and
Net Interest Margin (NIM)

LKR billion %

371
46.3
54.0
58.4

38.5

2013 2014 2015 2016 2017

Net Interest Income (LKR billion)

-o- Net Interest Margin (%)

Non-Interest Income

Non-interest income of the Bank is
comprised of the fee and commission
income, gains derived through trading
activities and other operating income
which accounted for 10% of total
income. During the year, net fee and
commission income showed a growth of
1% with the improvement in income from
Debit and Credit cards. Net gains from
trading increased by 36% compared to
previous year, for which growth in foreign
exchange income made a significant
contribution. Net gains from financial
investments grew by 231% in 2017 as

a result of increased gains on sale of
Government Securities and dividend
income for the year.
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Other operating income reported a
decline of 40% in 2017. However,

the decline is only 5% when excluded,
LKR 3.1 billion one off gain recorded in
the previous year through the disposal of
the Associate Company, Mireka Capital
Land (Private) Limited.

Operating Expenses
31%

Other
Expenses

2017

62%
Personnel
Expenses

continued to maintain its profit impetus
at the highest level in the industry

by reporting PBT of LKR 30.3 billion.
Given this record, the Bank was able to
achieve its target for the year, despite the
decrease reported in Return on Average
Assets (RoAA) and Return on Average
Equity (ROAE) consequent to the capital
infusion close to year end.

Impairment Charges

Increase of 112% in total impairment

charges is mainly a result of the 7%
increase in individual impairment for
loans and advances. The Bank now has
recognised some individually significant
loan customers, who were formerly 39% 56%
assessed collectively, under individually Other

assessed category. The increase in Expenses

individual impairment is largely a result

of this and other prudential steps taken

in preparation for the new Accounting S
Standard on Financial Instruments, 2013 2014 2015 2016 2017
SLFRS 09 which comes into effect

from 2018.

Profit Before Tax

Depreciation and

Amortisation LKR billion

31.2
30.3

Personnel
Expenses

20.3
25.3

15.7

5%
Depreciation and
Amortisation

Gross NPA ratio which is calculated as Profit After Tax

per the regulatory norms stood at 2.8%
at the end of 2017 maintaining the NPA
ratio at the industry level.

LKR billion

24.8

Cost to Income Ratio
Operating Expenses %

Operating expenses, mainly consisting

of personnel expenses and administrative
expenses decreased by 9% from the
previous year. Expenses on one of

the Bank’s most valuable capitals i.e.,
employees amounted to LKR 17.0 billion
for the year. Other operating expenses
decreased by 21% through the fair

value adjustment on gold in hand which 2018 2014 2018 2016 2ot %
amounted to LKR 3.3 billion.

49.1
1241
13.6
17.4
21.3

44.0
44.7
43.0

38.0

2013 2014 2015 2016 2017

Return on Average Assets

Cost to income ratio reduced during the Profitability = i = N
year from 43% to 38% reflecting the The Bank’s strategic priorities were 3 . " "
Bank’s ability to manage the operating implemented during the year aligning
expenses in an effective manner. the Bank with new trends in the local

and global markets while embedding

the latest technology into the Bank’s

operational activities. In 2017, BoC 2013 2014 2015 2016 2017
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Return on Average Equity

%

28.4

22.2
20.5

22.2
20.9

2013 2014 2015 2016 2017

Assets

The total assets increased to

LKR 1.9 trillion from LKR 1.7 trillion

with a remarkable growth of 17% in
2017. The Bank has achieved a strong
assets base enriched with a healthy loan
portfolio and highly secured financial
investments that represent more than
90% of total assets.

Loans and advances that represents
60% of the asset base increased by
16% during the period, demonstrating
the robustness of the Bank’s primary
business, the lending.

Bank maintains a diversified investment
portfolio to earn capital gains and
interest income and it widened with
LKR 308.3 billion of held to maturity
financial investments and LKR 213.2
billion of loans and receivables financial
investments as at end 2017. During the
year, financial investments grew by 20%
with increased investments in securities
purchased under resale agreements
(Reverse Repos), Government Treasury
Bills and Sri Lanka Development Bonds
to sustain the Bank’s risk appetite at a
lower rate.

Loans and Advances

Gross loans and advances reached
LKR 1.2 trillion at the end of the year,
ensuring growth momentum in the loan
book of the Bank. The growth of 16%
compared to the previous year is mainly
backed by increase in personal loans,

term loans and overdrafts. Enhanced
access to credit facilities via different
platforms, speedy service via automation
of systems and novel changes to the
sales culture of the Bank have notably
contributed to this achievement.

A cluster of products on loans and
advances has been made available by the
Bank to cater to the different customer
segments in the market. The portfolio
presented a healthy balance between
private and Government sectors during
the year 2017.

During the year, overseas branches
also reported a 10% growth in loans
and advances to support the growth
prospects of the overseas operations
of the Bank.

Non-Performing Advances (NPA) ratio
has marginally decreased demonstrating
enhanced asset quality and sound
administration and recovery procedures.

Gross Loans

LKR billion
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Deposits

The Bank has retained its market
leadership in customer deposits with
20% of market share for the year 2017.
Deposit base of the Bank expanded
from LKR 1.3 trillion to LKR 1.5 trillion
recording an impressive 23% increase
YoY. This reflects the success of

the endeavours of our sales force,
complemented by a customer driven
culture with innovative and attractive
products, processes and procedures
introduced throughout the year.
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The total assets increased

to LKR 1.9 trillion from

LKR 1.7 trillion with a
remarkable growth of 17%

in 2017. The Bank has achieved
a strong assets base enriched
with a healthy loan portfolio
and highly secured financial
investments that represent
more than 90% of total assets.

Local currency deposits, which constitute
78% of total deposits, grew by 28%
during the year. Both local and foreign
currency time deposits grew by

LKR 258 billion reporting 36% growth in
the wake of the market trend of shifting
for high yield time deposits from CASA
deposits. As a result, a decrease in CASA
ratio can be observed which is in par with
industry norms.

Deposits
37%
Savings and
Demand Deposits
2017
63%
Time and

Other Deposits

43%
Savings and
Demand Deposits

2016

57%
Time and
Other Deposits
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Deposits (Local Currency vs
Foreign Currency)

78%
Local Currency
22%
Foreign
Currency
2017
25%
Foreign 75%
Currency Local Currency
2016
Borrowings

Borrowings comprising subordinated
term debts, debt securities issued,
REPO borrowings and other borrowings
reduced by LKR 31.7 billion during the
year. This resulted in a decline of 11%
compared to the previous year that came
from the drop in REPO borrowings and
term borrowings from senior notes.

During the year, the Bank issued

LKR 10.0 billion worth of unsecured
subordinated redeemable debentures
under private placement.

CASA Ratio
%
©
o © ©
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5 5

2013 2014 2015 2016 2017
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Borrowings
16% 17%
Subordinated Repo
Term Debts Borrowings
2017
67%
Other
Borrowings
13% 20%
Subordinated Repo
Term Debts Borrowings
2016
1%
Debt 66%
Securities Other
in Issue Borrowings
Dividends

During the year 2017, the Bank paid a
dividend of LKR 12.3 billion to its sole
shareholder, the Government of Sri Lanka
reporting a dividend payout ratio of 58%
for the year 2017.

Dividends Paid
LKR Billion

17.3

12.3

6.8

Gy <
) ©

2013 2014 2015 2016 2017

Shareholders’ Funds

An impressive increase of 20% was
reported in shareholders’ funds which
stood at LKR 111.2 billion at the end
of the year which was backed by the
increase in retained profits and the
capital infusion of LKR 5.0 billion to the
Bank by the Government of Sri Lanka.

Shareholder’s Funds

LKR billion

74.8
81.4
92.9
111.2

57.7

2013 2014 2015 2016 2017

Capital and Liquidity
Surpassing regulatory requirements
of the Central Bank of Sri Lanka under
Basel lll, the Bank has been able to
meet the capital adequacy and the
liquidity norms.

Tier 1 capital adequacy ratio was at
10.8% and Total capital adequacy ratio
stood at 14.6% the year end, against
the regulatory requirement of 7.75%

and 11.75% respectively. Further, the
statutory liquid assets ratio remained

at 27.2% at the year end whereas the
minimum regulatory requirement is 20%.

Also during the year, a Liquidity Coverage
Ratio (LCR) was newly introduced as a
result of Basel Il regulations. The Bank
has been able to meet this new regulation
by reporting LCR for all currency at 105%
and LCR (LKR) at 141.5%, which are

well above the required number of norm
of 80%.

This remarkable achievement in capital
adequacy and liquidity reflects the
Bank’s capability of coping with any
stress situation and manage the capital
and maintain the resilience of the Bank’s
balance sheet.



Total Capital Adequacy Ratio
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* 2013 to 2016 figures are based on Basel Il
guidelines and the 2017 figures are based
on Basel lll guidelines.

BoC Group Structure

BoC has ten subsidiary companies and
four associate companies that together
form the BoC Group. These companies
constitute 2% of total Group’s assets and
have been established over the history

of BoC for strategic purposes. Of the

ten subsidiary companies, five are
fully-owned by BoC.
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Principal Activities

The subsidiary companies are engaged
in diverse activities such as financial
services (MBSL), travel-related services
(BOC Travels), hydropower generation
[Koladeniya Hydropower (Private)
Limited] and the BoC (UK) Limited that
carries on regulated financial services
activities. Some of the activities engaged
by the associate companies include
management of Unit Trust funds, stock
brokering and property-related activities.

In line with the good governance
practices followed by BoC, the subsidiary
companies are managed under a
subsidiary charter that includes an annual
comprehensive subsidiary performance
review. A representative from the Bank
sits on most of the Boards to ensure

that the interests of the Bank are taken
care of and that the activities of the
subsidiaries and associate companies
are also conducted in accordance with
the standards that are followed by the
Bank. The financial performance of each
subsidiary and associate is monitored

by the Bank as the parent company and
any indicators of financial distress are
promptly brought to the attention of the
Bank’s management for corrective action.
Simultaneously, relevant information is
reported to the Chief Risk Officer of the
Bank in order to ensure that the risks of
Group companies are managed within
acceptable levels and that the Group
companies do not pose any undue risk
to the Bank.
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Brick and Mortar

and Beyond

S

Physical Infrastructure Digital Infrastructure

626 o

Branches and
limited service
branches

15

SME centres

02 ‘—h

Branches on
Wheels

14 x4

Regional
loan centres
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ATM

764

ATMs

Investment
for developing
physical
infrastructure

wr 1.9
billion

Introduced
Green Building
concept to
branch network
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BoC Online
Banking 1 68 B
CDMs =jel2
Investment
for developing 209
digital
infrastructure ?ranc;hes V\:je,:e
ransformed to
modern
LKR 1 ] 7 branches as at
end 2017

billion
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N
20
branches powered

by solar energy
as at end 2017



Manufactured Capital

Building Resilient
Infrastructure, Promoting
Inclusive and Sustainable
Industrialisation, and
fostering Innovation

INDUSTRY, INNOVATION
ANDINFRASTRUCTURE

Our customer interface has been
revamped and its reach extended
by new ATMs, CDMs and our
branch-on-wheels.

. o Launched B app for 24 x 365
anytime, anywhere banking

¢ “Branch-on-wheels” providing
financial services to underserved
communities
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Manufactured capital consists of our
physical branch network and other
tangible and intangible items that support
our operations such as equipment, IT
systems and network. With our long
history we possess many assets that

are legacy items as well as many that
were added relatively recently. With our
brick and mortar branches and the digital
delivery channels, we boast the widest
financial network of the country. As at

31 December 2017, we had 578
branches, 48 limited service branches,
two mobile branches, 15 SME centres,
14 RLCs, 764 ATMs and 168 CDMs.
Whatever technological developments
and innovations take place, “with most
of the customers still valuing the human
touch”, the brick and mortar facilities
and operations continue to be important.
With our record and ethos of serving

the grass roots and people from all
walks of life, our branches are spread

all over the island, located from highly
developed cities to marginalised rural

hinterlands. The Bank of Ceylon also has
the largest ATM and CDM network in the
country and during the year, we added

86 ATMs and 45 CDMs. Our widespread
network has been and continues to be an
invaluable asset especially in the level of
convenience it provides to the customers.

The banking model is changing from
brick and mortar model to digital era.
Hence to cater to the growing segment
of millennials among our customers,
who are demanding more of the new
era banking, during the year we made a
huge investment in upgrading our digital
infrastructure.

“Branch-on-Wheels”

However, we have not forgotten our
legacy customers and have been always
balancing between digital delivery
channels and the brick and mortar branch
expansion. During the year we carried
out a rationalisation and upgrading of
our branch network for better customer
service. Accordingly, two branches and
one limited service branch were closed
and one opened; in addition 19 branches
were relocated and 41 branches were
upgraded during the year.

Our branches in rural hinterlands cater
to hitherto underserved populations
and we thereby promote wider financial
inclusion. We have also deployed two
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mobile branches to cater to communities
who are difficult to reach by traditional
modes of banking. These mobile
branches were also used in post-disaster
situations during the year when physical
branches in disaster hit areas were
unable to function.

We have also conducted a major
renovation of our branches to give

them a physical facelift and be more
appealing to our customers. During the
year we completed transformation in 97
branches. As at 31 December 2017, 209
branches in total have been transformed

and 48 branch transformations were in
progress. Also major renovations were
done during the year for two branches.
The total cost incurred during the year for
developing our brick and mortar network
was LKR 1.9 billion. This capital is a

key driver of our value creation process,
as it is indispensable to our customer
service, whether the service channels
are traditional or those employing cutting
edge technologies.

With the move from traditional to digital
banking, there have been consequent
demands for upgrading our technological
infrastructure. This has included
upgraded network infrastructure,
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ATMs and CDMs with enhanced security
and service features. This has greatly
increased customer convenience and
trust and has helped us retain our

No.1 position in the market space.

One indication of the pace of change

in customer preferences is how swiftly
CDMs have become popular in every
corner of the country. Our IT hardware
and software need to be upgraded
regularly to keep up with the ever-
increasing needs of internet and mobile
banking. Digital channels need to be
secure, accessible, user-friendly, reliable
and speedy. They also need to scale as
transaction volumes increase. Regulatory
requirements change and IT systems and
procedures need to be modified to cater
to the resulting information requirements.
This is especially the case with changes
to risk management, regulatory reporting
requirements and anti-money laundering
regulations. The investment in new
computer equipment, software and
network infrastructure in 2017 was

LKR 1.7 billion.

In line with the current trends in the
industry we made considerable progress
in our digitisation initiatives during the
year. Our online banking platform was
re-launched with upgrades. The Smart
Passbook notched a total of 41,567
registrations. An important development
was the launching of our new mobile
application “B app”. This app provides
customers with a channel to carry out
their digital banking operations that is
rapid, secure and usable anywhere at
any time. The security features of

digital channels were also enhanced
during the year.

Our ATMs recorded a total of 62.9 million
transactions during the year while CDMs
recorded 10.9 million hits. The EMV chip
card issuing facility was introduced while
EMV chip card acceptance facility was
implemented for more than 500 ATMs.
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In addition cardless utility bill payments
and mobile top up facility were enabled
in 500 ATMs and 13 CDMs. Further, cash
re-cycling facility was also enabled in

13 CDMs.

In developing manufactured capital

it is always essential that any new
investments in that area be carefully
evaluated considering the return they
will bring and the time frames involved.

Global trends such as social media will
increasingly shape the banking industry
in the future, especially when it comes
to communicating with the millennial
generation. Social media will
increasingly be the preferred channel
for communicating with customers.
This will bring increasing challenges
such as customers’ feedback being
instantaneously communicated to a huge
group of peers. Intelligent systems will
need to be developed to analyse the
resulting massive inflow of information.

Customer communication via social media platforms

The banking model is
changing from brick and
mortar to digital era.
Hence, to cater to the
growing segment of
millennials among our
customers, who are
demanding more of the
new era banking, during
the year we made a huge
investment in upgrading
our digital infrastructure.
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We do not neglect the security and
safety aspect of our branches. During
the year LKR 258 million has been spent
for security enhancements of our branch
network. The Bank is scrupulously
careful in making timely renewal of

cash insurance limits and fire insurance
policies in each branch and also the
Head Office. Every measure has been
taken to ensure our network has the
highest level of security expected.
During the year 2017 we completed
CCTV coverage of all branches.

»}
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During the year, 14 branches were
converted to Solar Energy and total
capacity installed in 2017 was 515 kw.

We have been continuing the process of
fixing energy efficient lights, changing the
architecture of the branches to avoid light
losses, using rain water for landscaping
in some branches and also installing
automation systems for lighting controls.
Our Kekirawa branch was the recipient of
the Gold award from the Green Building
Council for its green concept and we are
spreading the concept to other selected
branches as well.

First “Green Building” Branch of the BoC - “Kekirawa” Branch
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Intangibles o
that Matter

Strong Brand

Among

top 1 ,000
N 0 m World Banks
Brand in Sri Lanka by The Banker Magazine UK

Brand Value Investment on Brand

«r 40.6 billion «r 1.2 billion

by Brand Finance Lanka

Intrinsic Knowledge

Cumulative service Credit ratings

experience of the staff Local Ratings
AA+(lka) Outlook Stable
81 ,841 years by Fitch Ratings Lanka (SL)
AAA Stable by ICRA
0“.0 Lanka Limited
r Employees with Global Ratings
* over 20 years of experience B+ stable by Fitch Ratings

1 ,336 B 1 negative by Moody’s

Investors Service
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Intellectual Capital

Promote Peaceful

and Inclusive Societies
for Sustainable
Development and
Promote Justice for All

1 6 PEACE, JUSTICE
AND STRONG

INSTITUTIONS

(4
%

The Bank has a strong governance
framework covering all areas of
operations at each level of the Bank.
The Bank also has established various
policies to deliminate any form of
corruption, bribery or fraud and policies
to recognise customers’ human rights.

¢ Whistle-blowing policy of the Bank
¢ Strong governance framework

E

Intellectual capital is composed of
intangibles associated with the Bank -
culture, ethics, values, organisational
knowledge, systems, procedures and
brand value. These intangibles, while
not reflected in the balance sheet,

are indeed assets of the Bank. They
permeate the Bank’s operations at all
levels — whether it is high level
decision-making or day-to-day functions.
They also influence the perception

our customers have of the Bank.

With its 78 years history, the Bank of
Ceylon is leading the banking sector

in the country. Bank of Ceylon, is the
“Bankers to the Nation”. The trust the
nation has on us today has been built-up
over this long period. We have been the
partners of the Government, the business
community and the general public in the
nation’s economic growth. Being the
largest bank in the country the power
we have in transforming the life of our
people for better is immense. We can be

justly proud of the part we have played in
improving the quality of life of so many.
We respect all forms of diversity and do
not discriminate on the basis of race,
religion, sex or social background.

The unique cylindrical shape Head

Office Building of the Bank situated

in the heart of Colombo has an iconic
value. Also the logo of the Bank and

the Bank song has registered in minds
of millions, symbolising the strength of
our brand. The Bank of Ceylon received
several accolades related to its brand
value during the year under review. For
the ninth consecutive year we were
recognised as the No.1 Sri Lankan Brand
by Brand Finance Sri Lanka, which is the
Sri Lankan partner of Brand Finance, UK.
The award estimated the brand value at
LKR 40.6 billion. The Bank was again
honoured as the best Sri Lankan brand at
the “Interbrand Best Sri Lankan Brands”
convention conducted by Interbrand,
one of the world’s most influential brand
consulting agency. This award was based
on multiple criteria including the financial
performance of the brand and its role in
influencing the customer’s choice.

In 2017, we have invested a sum of

LKR 1.2 billion on marketing activities,
which is essentially an investment in our
brand. The Bank of Ceylon has been
consistently rated among the top 1000
Banks in the world since 2012.

High ethical standards and values are
inbuilt into the Bank’s culture. The core
values of the Bank are inculcated into
employees at all levels. Since customer
service is a key business process, this

is also a prime consideration in staff
training. Our staff need to be courteous
and responsive to the needs of the
customer. In our training programmes we

give a great deal of importance to training

on customer service. Our customer
base is extremely diverse ranging from
the largest corporates to small scale
rural entrepreneurs and also from

high net-worth clients to marginalised

How We Create Value | 105

Intangibles that Matter

communities in rural hideouts. In this
context, providing a seamless customer
service makes it necessary that our staff
be customer-centric. They need to be
able to empathise with the customer and
amidst such diversity, deal with each
customer appropriately.

The Bank maintains a continuous focus
on agility and innovation. We invest

in digital delivery channels, process
modification and workflow simplification
through automation and digitisation.
Business processes are being reviewed
and re-engineered on an ongoing basis
and new developments introduced. The
technological transformation has been
complemented with an organisational
transformation by creating dedicated
divisions with specialised knowledge.
To add value to our products and
services and streamline our workflow,

a document management system

has been implemented. The Research
Division along with Product and
Banking Development Division also
actively contribute in new products and
service development. Employees are
always encouraged to contribute their
ideas for product, service and process
improvement.

The Bank’s values and ethics are
reflected in its governance structure

and its systems, procedures and
decision-making. We are committed to

a high level of ethics, governance and
professionalism and consider ourselves
to be accountable for all our actions.
The Bank is always cognisant of its
responsibility to safeguard the nation
from activities such as money laundering
and terrorist financing. Organisational
procedures, backed by committees
dealing with various relevant aspects,
reinforce this commitment. With our

role as a custodian of our depositors’
funds, we need to exercise due care

in all our activities. Risk is inherent in
banking operations. However, we always
endeavour to minimise any risk to our
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Intangibles that Matter
Intellectual Capital

The cumulative service
experience of our staff
amounts to 81,841 years.

In addition 1,336 employees
have been in the service of
the Bank for over 20 years.
This demonstrates the
wealth of experience in our
human capital. Staff is given
rewards commensurate
with the knowledge and
qualifications they have
acquired. Our staff, through
the learning experiences
they gain while performing
their duties, will also
build-up a body of tacit
knowledge.
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depositors with highly professional risk
management procedures. Mechanisms
are also in place to ensure that policies
and procedures drawn up are rigorously
implemented. Another safeguard we
have is our whistle-blowing policy, where
employees and non-employees can
come forward to report any instance of
corruption, money laundering, fraud and
any other unethical or illegal transactions.
This policy ensures the privacy and

also safeguards all the parties who raises
the issue.

The Bank always promotes collective
decision-making although the responsibility
lies individually, almost all the decisions
of the Bank are taken on a collective
basis. The decision-making authority
given to a single person is limited.

Hence, this ensures greater transparency
and reduces the possibility of fraud

or corruption.

(Refer page 68 for further details).

In the present day business environment,
a knowledge base forms an important
intangible asset of any organisation.
Knowledge resides both in the collective
knowledge of the Organisation and the
knowledge of the individual staff. The
Bank is a learning Organisation and it is
continuously defining its organisational
structures, systems and procedures
through learning experiences.

At the level of employees, building the
knowledge and skills of our staff is one of
our key strategies. We ensure that all our
employees receive the training they need
to fulfil their responsibilities.

The cumulative service experience of
our staff amounts to 81,841 years. In
addition 1,336 employees have been
in the service of the Bank for over 20
years. This demonstrates the wealth of

experience in our human capital. Staff
are given rewards commensurate with
the knowledge and qualifications they
have acquired. Our staff, through the
learning experiences they gain while
performing their duties, will also build-up
a body of tacit knowledge. Over time,
through the contributions they make
towards developing the policies, systems
and procedures of the organisation this
tacit knowledge will be transformed into
institutionalised knowledge. Thus the
learning process becomes a vehicle of
value creation, both in the short and

long term.

The experience of our Corporate
Management members range from 20 to
38 years in diverse fields of the banking
industry. Hence, the blend of knowledge
and the experience they collectively
bring is immense. Through well planned
talent management processes and
delegation of responsibilities, executed in
a timely manner, these Key Management
Personnel, develop the second line

of leaders. Through this process they
disseminate their knowledge and
experience down the line.

The Bank is in the process of imparting
the knowledge to its new employees
via spot tests conducted to all staff and
also through various knowledge-sharing
lecture notes and newsletters circulated
via an e-Learning platform.

Effective and novel learning methods
have also been introduced in the new
corporate plan to institutionalise the
experience and knowledge that lies
within individuals. Our values, culture,
ethics and organisational knowledge
when blended with our brand recognition
places us well ahead in the industry in
terms of institutional capital.
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Intangibles that Matter
Intellectual Capital

No. 1 Brand in Sri Lanka

No. 1 Brand in Sri Lanka - Interbrands 2017 Global Master Brands — CMO Asia No. 1 Brand in Sri Lanka - Brands Annual 2017

Excellence in Performance

-y N

N
)
i

Top 1000 Banks in the World Leading Partner Bank in People’s Service Brand Best Bank in Public Sector
The Banker Magazine (UK) Sri Lanka (TFP Awards) of the year SLIM — BFSI Awards
Asian Development Bank Nielsen People’s Awards 2017/2018

Annual Report Awards

=1}
e
o= '
CA Sri Lanka Vision Awards Vision Awards ARC Awards ARC Awards CMA Excellence SAFA Awards 2016:
Annual Report (LACP) (LACP) Financial Data: Traditional in Integrated Public sector banking
Awards - Best In-House Best Annual Report Banks: Annual Report: Reporting - institutions
State Bank Report (Sector) Platinum International Banks: State-Owned 1st runner-up
Category Gold Gold Gold International Silver  Enterprises Merit
Human Resources Awards Awards for Technological Initiative

Asia’s Best Sri Lanka Best SLITAD People
Employer Brand Employer Brand Development Technnovation Awards - Interbank Transactions
Employer Branding Awards Employer Branding Awards Awards Overall/Customer Convenience/Financial Inclusivity Winner
India India Silver

Sustainability/CSR Awards

& &
Green Banking Gold Award Winner of the Triple Bottom Line Category Winner Economic Surya Bala Sangramaya Promoting
Kekirawa Branch Green Building Economic Sustainability (Profit) Contribution Best Corporate Renewable Energy Ministry of
Council of Sri Lanka Best Corporate Citizen Citizen Sustainability Awards Power and Renewable Energy
Sustainability Awards Ceylon Chamber of Commerce

Ceylon Chamber of Commerce
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Social and Relationship Capital

The Sri Lankan banking
industry is more competitive
than it has ever been, and
factors such as customer
service and convenience
are distinguishing features
that customers look for.
With a strong network of
575 branches and 48 limited
service branches across

the island, BoC maintains a
strength in geographic reach
that few can match.

The stakeholders of the Bank include

the Government, employees, customers,
investors, regulators, suppliers and also
the society in which it operates as a
whole. Customers of the Bank comprised
two main categories; depositors and
borrowers.

The Sri Lankan banking industry is more
competitive than it has ever been, and
factors such as customer service and
convenience are distinguishing features
that customers look for. With a strong
network of 575 branches 48 limited
service branches across the island, BoC
maintains a strength in geographic reach
that few can match. In addition, two
mobile branches were introduced during
the year, 41 branches were upgraded to
serve customers more efficiently, and

86 ATMs and 45 CDMs were installed.
As the Bankers to the Nation, we have
always been in the forefront of giving the
best to our people irrespective of their
social standing. We have always taken
lead steps in taking the technology from
the towns to the periphery. An example
has been the introduction of ATMs and
especially CDMs; our efforts to not limit
the technology to a few but take it to the
many have been quite successful. This
demonstrates the changing profiles of
customers even at the grass roots and
their demand for improved and next level
financial services.

The Bank converted all its branches

to a 5S environment by the end of 2017.
The pillars of the 5S environment -
Sort, Set, Shine, Standardise, Sustain —
represent a means of better organising
and managing workspaces while cutting
down on wastage. The successful
implementation will help to ensure

that customers benefit from significant
process improvements and short lead
times on general banking services such
as account openings and processing
loan applications.

Time Taken for
Over the Counter Services

(Minutes)

30

o o o
- - -

10

) ) & 0

A B C D E

Previous Position Current Position

Savings Accounts Opening
Time Accounts Opening
Cash Deposits/Withdrawals
Pawning

Cash Backed Facilities

moow>»

Other Banking Operations

(Days)

45

14

~ - -

w0

Personal Loan Property Loan Leasing
Granting Granting Process
Process Process

Previous Position Current Position
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Social and Relationship Capital

Engagement with Customers
BoC engages with customers, both existing and potential clients, through various avenues:

o
"N
Branch Network

Through the extensive branch network, BoC directly
deals with its customers. From simple savings
accounts to technology-driven products, the Bank’s
comprehensive product range caters to all of its
customers’ diverse requirements.

wwuw.|

X

BoC Website

The website provides much useful information for
customers. Customers can easily view the branch
network to find out the branch most convenient to them.
Retail customers can find information on the different
types of products available to them, especially savings
accounts. For small entrepreneurs and the SME sector,
the various types of loan schemes for different sectors
are described in detail. It also has information such as
exchange rates, details of credit/debit card promotions
and useful tools such as loan calculators. Customers
can also apply for personal loans and home loans online
via the “apply online” facility. The website is thus a
useful vehicle for promoting customer engagement.

00606

Social Media

The Bank has a presence on various social media
platforms, including Facebook, Twitter, LinkedIn, and
YouTube. These platforms enable the Bank to reach
out to its customers and help them to find out about
the latest offers they can avail and reach out to receive
further information. Customers can also convey their
views to the Bank using these social media platforms.
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Call Centre

The call centre is used as a channel for both
inbound and outbound communication. It
serves customers by answering requests for
information on products and services. The call
centre is in operation for 24 hours.

SMS

SMS Banking

This is used to convey marketing information to
customers, particularly those targeted at specific
customer groups. It is also used to provide instant
updates to customers on transactions to their accounts
and to remind about their loan instalments.

)

4

Advertisements

Advertisements by a variety of channels are used for
promoting the Bank’s products and services, informing
customers, enhancing brand visibility, brand awareness
and image.
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Social and Relationship Capital

The ultimate goal for the Bank is to build and maintain mutually rewarding, long-term, sustainable relationships with its customers,
based on trust and confidence.

Our Footprint

Retail Customer
Touch Points

North Central Province
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Northern Province
T » .
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North Western Province
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125 12 230 58 01 03 01 39 02 52 12 02 01
Sabaragamuwa Province Southern Province
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Corporate and Overseas
Customer Touch Points Total Customer Touch Points
— H H - N i | :1l: i
i =) m B B = & <2
Corporate Branches 5 13 17 3 o o o
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, . [ Branches | Limited Mobile ATMs CDMs SME Regional
Premier Banking 1 - 1 - . Service | Branches | Centres Loan
Overseas Branches 3 = 4 = .- BranChes ,,,,,,,,,,,,,,,,, R Cemres
FCBU 1 - = = 578 48 2 764 168 15 | 14
Mobile Unit - 1
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Social and Relationship Capital

Areas of Operations

The Bank has three main core areas of operation: retail banking, corporate and offshore banking, and international, treasury and

investment.

Major Focus Areas

Corporate and
Offshore

Corporate
Level
Customers

REET
Customers

Retail Banking

The Bank is traditionally recognised

for retail banking and covers a broad
spectrum of customer base, ranging

from small start ups to corporates and

the people resident in rural towns to high
networth customers. Products offered
under this segment include savings
products, time deposits, current accounts,
personal loans, housing loans, commercial
loans, development loans, micro credit,
pawning, leasing, and credit cards. Retail
segment offers products matched to folks
from all walks of life. We have dedicated
savings products for youth, women,
children and senior citizens. We also offer
special interest rates for these savings
products, considering the vulnerabilities
of these groups for avenues for
satisfactory income. With 40% of the
loan portfolio comprising retail banking,
this core area is of strategic importance
to BoC. Contribution of the retail segment
to the profit before tax of the Bank is
55%.
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State-Owend
Enterprise

Government

Composition of
Retail Loans Portfolio

19% 12%

Commercial Loans Housing Loans

9%
) 36%
peasing Personal
Loans
1% . : 13%
Pawning Overdrafts

Deposit Distribution by Province

8% 6%
North Western Sabaragamuwa
Province Province
4% 4%

North Central
Province

Uva Province

3%

Eastern 52%

Province Western
Province

6%

Northern

Province

9% 8%

Central Province Southern Province

Overseas
Customers

International
Treasury and
Investment

Investment
Portfolio

Treasury
Operation

Credit Cards/ATM Cards

The Bank of Ceylon credit card is
accepted at more than 6,000 outlets

in Sri Lanka and 20 million merchants
worldwide. The same applies to our
debit card which has a dual functionality
as an ATM card, and ensures prudent
spending. A total of 15,684 credit cards
and 883,939 debit cards were issued in
2017. During the year, the increase in
total number of credit cards and debit
cards were 12% and 18% respectively.

Volume of Debit Card Transactions
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Advances by Provinces

7%

Sabaragamuwa 7%

Province Uva Province

10%

North Western ' 37%

Province Western
Province

12%

North Central

Province "

4% 9%

Eastern Province Southern Province

4% 10%

Northern Province Central Province

Strategic Priorities During the Year

BoC focused on improving customer
service and empowering them with
convenience aimed at making their
banking experience hassle-free. With
this in mind, digital banking received
significant focus. At the end of 2017,
there were 290,221 customers registered
for SMS alerts facility for deposits and
withdrawals; the service sends out 5,000
alerts on average per day only in ATM
transactions. The 168 CDMs across the
island received an average of 27,047
hits per day, with LKR 265 billion worth
of transactions processed during the
year. Out of the 135,540 customers
subscribed to e-Statements 40% had
subscribed in 2017. Further, during the
year, customer complaint handing policy
was further strengthened and a customer
experienced management unit was

also formed to handle all the customer
complaints centrally.
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Digital Drive
=

The number of merchants
added during the year was 1,435,

which brought the total number
of merchants to 4,216.

\

Number of customers registered
for smart passbook 41,567

T

T

Total number of customers registered
for Internet banking was 247,635 and
during the year 68,887 (38% growth)

Number of customers registered
for e-Statements: total 135,540 and
during the year 54,302 (67 % growth)

my savings, my convenience
Growth in SmartGen accounts:

Number of total customers
registered for SmartGen accounts
as at end of the year 2017 were
196,343 and additions during the year
were 94,640 (93% growth)

Going forward, the Bank’s corporate
plan will place more emphasis on service
care, customer tangibility, technology
and cyber security with an eye towards
millennial customers.

Social and Relationship Capital

New Offerings in 2017 for
Customer Convenience

B app
; ,
B app comes with range of benefits
to manage day-to-day transactions of
the customer. A customer can operate

all accounts around the clock from
anywhere through this app

Multi Currency
Prepaid Travel Card

Multi-currency pre-paid travel
card free the customer from the
hazzel of carrying currency notes
in travel abroad

Smart FD

SMART 1

Scriptless fixed deposits

Introduced BoC
Smart Passbook

This is a mobile app which displays
real time account transactions,
account balance, last 15 transactions,
current and last month’s statements
on smart mobile devices

Implemented Bill
Payment Kiosks

These bill payment Kiosks allows
customers to pay their bills around
the clock without stepping into the

counter and staying in queues
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Social and Relationship Capital

Following business processes were
automated and implemented in all
branches:

e Personal loan orientation, home loan
orientation, business loan orientation,
CASA opening, standing order
processing and complaint handling
and customer correspondence.

¢ With the focus on digital banking,
2017 saw a significant number of
customers sign up for e-Banking
services. This was one of the initiatives
the Bank pursued as part of its focus
on “green banking”.

Fostering Financial Inclusion

SMEs are considered to make-up the
backbone of an economy. BoC’s SME
portfolio reported an outstanding value
of LKR 60 billion across the island at

the end of 2017. We have a diverse

SME products portfolio catering to a
variety of economic sectors and needs.
Our loan schemes cater to agriculture,
dairy farming, fisheries, and plantation
crops. There are also loan schemes for
renewable energy. The microfinance
schemes give a helping hand to small
scale entrepreneurs in the grass roots to
start enterprises. In addition, we provide
loan facilities for the micro and SME
sector for working capital and purchase
of equipment. Special schemes for the
Northern and the Eastern Provinces have
been crafted for resumption of economic
activities in these areas.

The Bank fosters financial inclusion
through its savings account schemes
and SME/Microenterprise schemes.

It is a part of our social responsibility to
promote financial inclusion and literacy.
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Summary of “Mithuru” Societies registered during the year:

Province Branch No. of Mithuru
Societies
Registered
Eastern Province Mollipothana 1
Kaluwanchikudy 1
Chenkalady 1
Subtotal 3
North Central Province Nochchiyagama 1
Bakamoona 1
Subtotal 2
Northern Province Kankasanthurai 1
Subtotal 1
Uva Province Lunuwaththa 3

Uva Paranagama

Subtotal

Grand Total 10

Mithuru microfinance programme is
conducted via bank funds. During the year
the Bank has disbursed LKR 237.2 million
funds for this programme and 277
Mithuru groups and 10 Mithuru societies
were formed. The Bank also helped the
entrepreneurs developed via Mithuru
societies to sell their products through
Mithuru pola arranged by the Bank.

As at end of 31 December 2017 there
were 18,250 registered Mithuru groups
and 444 registered Mithuru societies.

The following are also dedicated
microfinance schemes operated by

the Bank during the year. Total funds
disbursed during the year under these
categories amounts to LKR 287.3 million.

1. National Agribusiness Development
Programme (NADep) — 151 new
facilities during the year

2. Tharuna Diriya — 390 new facilities
during the year

3. Out Grower Farmers under
4P’s Module - 2,311 new facilities
during the year

Special staff trainings were held in
Central, North Central, North Western,
Northern and Western Province North
region during the year to enhance

and expedite the appraisal of SME
project lending.

: NO
1 POVERTY

) ThiT

. It has been recognised that banks can
contribute to this goal by providing

+ access to credit and other financial

. services to those at the bottom of the

social pyramid. The Bank’s “Mithuru”

" microfinance programme provides

+ financing to entrepreneurs at the grass

roots while also facilitating channels

. for them to sell their production.

. o Total fund disbursed under Mithura
. programme - LKR 237.2 million

e 277 new Mithuru groups formed



Reducing Inequality
in the Society

1 REDUGED

INEQUALITIES

The Bank has identified the vulnerable
communities of the society and has
introduced dedicated financial products
to narrow the disparities of income in
the society including those linked to
age, sex, gender and social class.

e “Tharuna Diriya” special
development loan scheme
dedicated to youth —

LKR 99.0 million dispersed

¢ Special interest rates to “KRG”
and 18+ accounts dedicated to
women and youth

Our main contribution to this goal was
the loans granted to the agricultural
sector so that farmers can maintain
food supply at a price even the needy
can afford. Our disbursements to
agriculture and animal husbandry
during the year by the development
banking segment only amounted to
LKR 2.8 billion.

¢ Lending portfolio to agriculture
and fisheries as at end of the year
amounts to LKR 91.2 billion

e Bank’s market share of “Ran
Aswanu” and “Govi Navoda”
development loan schemes exceed
40% and 61% respectively
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Retail Advances
Housing Loans

Living in a home owned by oneself is the
dream of many families whatever their
social level and regardless of where they
live. The Bank offers many housing loan
schemes to cater to this aspiration at
moderate interest rates and favourable
repayment periods. The housing loans
were promoted through Business
Development Executives and a special
outbound sales force, in addition to branch
staff. Home loans can now be applied
via online. It is possible for customers to
have a loan application approved within
14 working days and two visits to the
Bank. The Bank has special concessionary
schemes for government employees and
migrant workers overseas who maintain
personal foreign currency accounts.

BoC housing loan portfolio consists of
many loan schemes such as Ran Niwasa,
Siri Madura, Government Housing Loans,
Special Housing Scheme for University
Staff and Rehabilitation of Persons,
Properties and Industries Authority
(REPPIA). Also the Bank has made large
contribution to Sonduru Piyasa, a loan
scheme introduced under the guidance
of Ministry of Finance to complete partly
constructed houses below 1000 sq ft.
BoC’s market share in this loan scheme
is around 80%.

The home loan segment witnessed a
significant growth of 17% during the year.

Personal Loans

Personal loans now account for 36%

of the retail lending portfolio. Those

can also now be applied via online.

The personal loan facility is available

for current or savings account

holders who maintain a good banking
relationship with the Bank. Personal
loan process is simplified in terms of
required documentation. Also we offer
competitive pricing and BoC personal
loans are available for various needs
such as home improvement, college fees,
wedding expenditure, a dream holiday,
unexpected expenses and also to needs
such as purchase of consumer durables.

Social and Relationship Capital

Maintaining Asset Quality

With 52% of our retail assets comprising
loans and receivables, its quality is very
important for the Bank’s profitability and
economic sustainability. With prudent
credit appraisals and post-disbursement
follow up, the Bank managed to improve
its non-performing loans ratio to 3.1% as
at 31 December 2017 as against 3.4%

at end 2016 in the retail segment. During
the year the economy performed below
the expected level and the Bank had
also to absorb the impacts of prolonged
drought which prevailed in the northern
part of the island have on the agricultural
sector. However, the successful credit
management policies adopted has made
the Bank to improve its non-performing
ratio in the retail segment.

Deposits

Total deposits of the retail segment

of the Bank at the end of 2017 crossed
LKR 1.0 trillion mark compared to

LKR 878.4 billion at the end of 2016. Our
wide network of branches and our focus on
bringing financial inclusion to those at the
bottom of the social pyramid has enabled
us to expand our deposit base. In addition
our innovative concept of Branch-on-Wheels
has enabled us to reach out to the most
remote rural areas and to customers who
do not have a conventional branch within
convenient reach.

At the end of the year we had a somewhat
low CASA ratio of 37%, across the Bank
which was true industry-wide, due to

the prevailing high interest rates. To
counteract this, the Bank conducted
special promotional campaigns to attract
low cost funds, and the retail CASA ratio
stood at 43%.

Retail Deposits Mix

43%
CASA

57%
Other
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Social and Relationship Capital

Special Account Mobilisation
Campaigns

Several campaigns were conducted
during the year, especially to mobilise
accounts of senior citizens and minors.
Some of them are described below:

¢ Promotional campaign for the
Ran Kekulu minor account scheme
for Grade 1 new entrance students
drew an additional 46,939 accounts
during the period of January to
March 2017 with total deposits
of LKR 243.7 million.

¢ Gifts were awarded for deposits made
to a Ran Kekulu account on the
banking day following the Sinhala
and Tamil New Year. This helped to
inculcate the savings habit among
children as well as being in line with
the “GanuDenu” tradition. The number
of accounts opened was 80,946 with
a value of LKR 289.5 million

e An “August Baby” campaign was
conducted with incentives to coincide
with the Bank’s 78th anniversary to
encourage parents to open an account
for every child born in the month of
August 2017 by doubling the amount
deposited to the account up to a
maximum of LKR 1,000.0

¢ A similar campaign “Upadina Semata
Ginumak” was also launched for
all children born from 1 August to
31 December 2017. This campaign
resulted in 263,757 new accounts with
deposits of LKR 458.9 million.

Also the 1,223 School Sansada and
the 152 Mobile School units the Bank
maintains at the schools all over the
country not only expand our reach but
in addition groom our next generation
customers by inculcating the saving
habit among them.
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Provincial Distribution
of School Sansada
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Promote Sustained,
Inclusive and Sustainable
Economic Growth

DECENT WORK AND
ECONOMIC GROWTH

o

The Bank has continued in creating
indirect entrepreneurships and jobs
via its funding to SME sector and
large corporates.

e Approximately 1,800 indirect jobs
created via corporate lending

¢ A total of LKR 9.6 million spent
on CSR activities to develop
entrepreneurship

The Bank’s corporate funding for the
infrastructure development of the urban
cities has helped to develop those
cities into more inclusive, safe, disaster
resilient and sustainable.

¢ Funding to two large scale
waste-to-energy projects via
syndicate facilities

Corporate and
Offshore Banking

The Bank’s corporate financing facilities
cater to both the long-term financing
and the working capital needs of the
corporate sector. Long-term financing
includes tailor-made packages which
include both fixed investment costs
as well as working capital needs.
Competitive interest rates as well as
flexible payment terms are offered.
This includes both reducing balance
and equated instalment interest plans.

Corporate and offshore banking
contributed 47% to the Bank’s loan
portfolio in 2017 and 28% to the profit
before tax. The Division assists the
country’s overall economy through
financing large corporate sector
entities, projects and also to the direct
Government and SOEs.
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Support to Industrial Sector via corporate lending

The Bank also participates in syndicated
projects in partnership with other banks
which are too large for a single bank to
finance. Syndicate projects for which

the total financing was LKR 45.5 billion
and the Bank of Ceylon share was

LKR 7.3 billion were initiated during the
year. Approximately 1,800 new jobs were
created through new projects financed
during the year.

Contribution of the Segment

The total exposure of the corporate
segment at end of 2017 was

LKR 572.0 billion. Of this, 44% was

to the private sector while 56% was

to the Government and State-Owned
Enterprises. The corresponding
percentages for 2016 were 51%

and 49% respectively. However, the
private sector exposure increased to
LKR 245.8 billion from LKR 209.0 in
2016. This was achieved mainly through
aggressive canvassing by Corporate
Segment which drew 92 new customers.
Going forward, the focus will be on
utilising underutilised limits of existing
customers to further increase private
sector exposure.
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Major Projects

One of the large scale projects financed
was “Pearl Grand Tower Hotel” a five-star
luxury city hotel with 420 rooms at a
prominent city location in Colombo.

The Bank also lent its support to two
waste to energy projects via syndicate
facilities, both public-private partnerships
which demonstrated its commitment to
green banking initiatives. One was the
waste processing site at Karadiyana
which is a joint-venture between Fairway
Waste Management (Pvt) Limited and

the Waste Management Authority (WMA)
of the Government of Sri Lanka. The
other is a similar project at Muthurajawela
where Aitken Spence has joined hands
with WMA.

However, the Bank continued its support
to Government and State-Owned
Enterprises by way of long-term finance
for large infrastructure projects as

well as financing short-term funding
requirements. During the year, funds
totalling LKR 17.0 billion has been
disbursed towards financing water
supply projects while a further sum of
LKR 1.7 billion has been disbursed to
finance road rehabilitation projects.

Social and Relationship Capital

In addition, the Bank has agreed to
finance a sum of approximately

LKR 10.0 billion towards infrastructure
development projects to be initiated
by the Ministry of Health.

Sector-wise Analysis

Sector-wise Analysis of the
Corporate Loan Portfolio

14% 1%
Trading Agriculture
16%
Constructions
5%
Tourism 4%
' Export
& 6%
17% Finance
Services
1% ®
Others 13%
Industry
2% 21%

Manufacturing Infrastructure

New Developments and Events

During the year, an automated system was
introduced at Corporate Branch to recover
documentation/processing charges
pertaining to the credit facilities approved
to corporate clients enhancing efficiency
in collection process of the Bank.

Six customer felicitation events were
carried out by the Corporate segment for
the year 2017. Out of those, two events
were carried out for top management

of the corporate entities of Corporate
Branch, Offshore Banking Division and
Metropolitan Branch. Another three
events were conducted by Corporate
Branch, Metropolitan Branch and
Offshore Banking Division respectively

to recognise the support extended by the
staff attached to direct dealing business
units of corporate entities. In addition,

an event was also conducted by Premiere
Banking Centre to felicitate high net worth
customers attached to their branch.
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Future Plans

Plans are in pipeline to establish

a special business unit to canvass

high net worth customers/blue chip
companies employing new and existing
staff experienced in credit, trade
finance and Forex transactions.

A new Project Financing Unit will also be
established to handle large development
projects including syndicated loans

with a view to developing a specialised
team of those who are competent in
handling such projects in order to grab
the potential business opportunities at
early stages. In addition, the Unit will be
equipped with competent staff to deal
with financial reorganisation.

Further, initiatives are underway to
provide an on-site technology platform
to corporate clients which includes
fully-fledged Internet and online banking
solutions to cater their requirements.

In addition, arrangements are being made
to introduce an automated workflow for
inter-branch approvals for payments

of corporate clients; another step to
enhance the customer service.

Trade Finance Division

A wide portfolio of trade financing
products is available to facilitate both
imports and exports. The division

also provides consultancy services to
wide range of stakeholders including
the Government, corporate clients,
industry associations and the business
community. The Trade Finance Division
of the Bank continuously coordinates
with the Export Development Board,
Sri Lanka Export Credit Insurance
Corporation (SLECIC) and the Ministry
of Commerce to identify new exports/
exporters and advise them on selection
of export markets, banking procedure
and documentation etc. During the year
the division canvassed the Cinnamon
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and Pepper exporters and expanded
the export clientele. Trade Services
Division has also shared their knowledge
with the Government agencies in

trade policy formulation and planning,
using their expertise in trade sector.

We have a long history in this line of
trade financing activities and have
consistently maintained leadership in
the segment. The Bank maintains high
ethical standards and scrupulously
comply with all rules and regulations.
Our knowledge base that has been

built up in this area gives us the highest
negotiation capabilities and enables us
to obtain the best possible terms for our
clients. We are also able to leverage our
long-standing relationships with our wide
network of correspondent banks. The
Bank also strengthen its relationships
with clients through meetings and
providing advisory services. The terms
it provide to high net worth customers
are extremely competitive.

This division has the distinction of
holding and possessing the ISO 9001:
2008 certification which it received in
2011. The staff of the division receive
comprehensive training, both local

and overseas. BoC Trade Finance is
also represented in the Trade Finance
Association of Sri Lanka, Importers
Association of Sri Lanka, Exporters
Association of Sri Lanka, International
Chamber of Commerce and National
Chamber of Commerce which gives our
staff exposure to the current international
practices and also to address the issues
of importers and exporters. During

the year, two customer facilitation
ceremonies were conducted.

Also during the last year, the division
worked closely with the branch network
to enhance technical competencies of
the branch staff in trade finance through
trade finance workshops. The focus
was to canvass exporters of the SME
category through branch network.

A wide portfolio of trade
financing products is
available to facilitate

both imports and exports.
The division also provides
consultancy services to
wide range of stakeholders
including the Government,
corporate clients, industry
associations and the
business community.

Performance in 2017

Province 2017 2016 Growth
LKR billion LKR billion %

Import volume 343.6 271.5 27

Export Volume 37.1 33.0 12

Trade Finance

income 5.2 4.1 26

The Bank was awarded the “Leading
Partner Bank of Sri Lanka for ADB” under
its Trade Finance Programme in 2017
and in the history of Sri Lanka it is the
first time that a Sri Lankan bank has been
given this title.

Foreign Currency Banking Unit (FCBU)
also forms an important part of the
corporate segment and during the year
process improvements were introduced
to cater to customers more effectively.
Corporate and the Offshore Banking
Division helps the Government and

its key SOEs to manage their funding
requirements. Government treasury and
the Ceylon Petroleum Corporation (CPC)
are the main customers of the Division.
It also plays a significant role in
impairment management.



International, Treasury
and Investment

These divisions handle the rupee and
foreign currency funds, and thus play

a critical role for the Bank. With a total
deposit base of over LKR 1.5 trillion

in the Bank, the largest for a financial
institution, not only are the operations
of these divisions crucial to the stability
of the Bank, they are also important to
the country’s economy. These divisions
handle several key functions for the
Bank, including investing the Bank’s
funds, foreign exchange management,
and asset and liability management.
During the year under review, deposits
increased by 23% while borrowings
decreased by 11% compared with 2016.

Treasury Division

One of the largest operations of its kind,
BoC Treasury has been a leader in the
banking industry throughout its history,
contributing significantly to the Bank’s
overall profitability.

The Treasury comprises three main
departments namely the Dealing Room,
Primary Dealer Unit (PDU) and Asset
and Liability Management Unit (ALM).
The general functions of the Treasury
Division encompass foreign exchange
transactions, money market dealing,
fund management, investments in
Government securities, corporate sales,
pricing of banking products, maintenance
of mandatory reserve and liquidity ratios
and management of assets and liabilities.
Thereby Treasury Division contributes a
significant portion to profitability.

It manages the Bank’s foreign exchange
(FX) operations, ensuring that it has
sufficient liquidity to meet obligations
via managing the inflows and outflows
of funds. The Treasury Division also
plays a role in managing market risks
by ensuring the optimal pricing of
products, timely repricing and managing
maturity mismatches in accordance with
compliance requirements.
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During the year, the Bank made
significant investments in Treasury
Bills, Sri Lanka Development Bonds,
Debentures and Equities.

Foreign Exchange Income

LKR million
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The year 2017 was an extremely
successful year for the BoC Treasury.
Achieving almost all of its goals,

Treasury optimised on the opportunities
emerging from the changes in exchange
rate. As a result an impressive foreign
exchange profit of LKR 3.4 billion was
posted by December 2017. Some
initiatives which were designed and
implemented to expand the Treasury
functions such as expanding the
corporate desk, introducing a competitive
pricing mechanism, aggressive foreign
exchange trading, expanding relationships
with exchange houses and system
enhancement were all instrumental in
achieving the better results.

New Technologies Adopted by
Treasury Division during the Year
and Resulting Benefits

Treasury is in the process of
implementing a new system for asset and
liability management of the Bank which
facilitates the generation of required
reports and will invariably enhance the
decision-making function of the Bank.
This system will go live in 2018 adding
further impetus for accurate management
of assets and liabilities.

Further, the Treasury Division has
revised the treasury policy and ALM
policy manuals to suit the latest changes
in the market.

Movements in Policy Rates,
AWFDR, AWPLR and AWDR,
Exchange Rate and its Implications

The Statutory Reserve Ratio (SRR)
applicable to all rupee deposit liabilities
of commercial banks was increased by
150 bsp to 7.5%, to be effective from the
reserve week commencing 16 January
2016. On 24 March 2017, the Standing
Deposit Facility Rate (SDFR) and the
Standing Lending Facility Rate (SLFR)
were increased by 25 bsp to 7.25%
and 8.75% respectively. Meanwhile, the
commercial banks’ lending and deposit
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rates remained on a similar base as that
of last year, with little changes observed.
The Average Weighted Fixed Deposit
Rate (AWFDR) at end 2017 increased

to 11.48% from 10.46% last year, while
the Average Weighted Prime Lending
Rate (AWPLR) increased to 11.55% from
11.52% last year. The Monthly Average
Weighted Deposit Rate (AWDR) increased
t0 9.07% from 8.17% last year.

The “YoY” growth of broad money
continues to expand at 17.45% in
December 2017, fuelled by credit
expansion to both the private and public
sectors by the banking sector. It was
seen that credit granted to the private
sector by commercial banks increased
by 15.48% during the year. The growth
in broad money supply has slowed
down substantially in November 2017,
caused mainly by the deceleration in the
growth of private sector credit extended
by commercial banks, responding to
the tight monetary policy stance, as
expected. Meanwhile, the yields on
Government Securities have adjusted
downward from the peak levels,
correcting some disparity that existed
between the policy rates and the yields
on Government Securities. Other market
interest rates are also expected to
adjust further downwards in line with
the yield rates.

Sri Lanka rupee depreciated against

the United States Dollar by 2% over the
year from LKR 149.85 in January to close
at LKR 152.85 on 31 December 2017.

It reached an all-time high during the
month of July to stand at LKR 153.70.

In December 2017 Central Bank of

Sri Lanka issued three guidelines which
has an impact on Bank and Treasury
operations:

1. CIMM Reporting
2. Foreign Currency Borrowings

3. Derivative Guidelines

The Central Bank of Sri Lanka also
pointed out that excess liquidity in the
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domestic money market continues

to remain high. Operating within this
environment of high liquidity, competition
and upward inflation can be challenging.
It is estimated that if this trend of high
excess liquidity continues, it could lead
to an undue expansion in monetary
aggregates, fuelling future inflation in
the economy. However, anticipating

the negatives that may arise, the Bank
intends expanding the REPO base,
optimise fund management in Nostro
accounts, increase relationship with
customers who deal with trade finance
and foreign exchange business, arrange
foreign currency syndications and
bilateral loans and issue more long-term
debentures in order to maintain a
healthy liquidity position.

Movement and Management
of Government Securities

Being astute in our massive investment
portfolio of over LKR 500 billion, the
Banks investments were cautious yet
incisive, having continuously analysed
paradigms that are prevalent and
emerging. In addition to investing in
Government Securities, the Bank also
divided its investments into Sri Lanka
Development Bonds, Debentures and

in Equities. Bank has invested USD 1.1
billion in Sri Lanka Development Bonds
(SLDBs) as at end of 2017. A significant
amount of funds invested in SLDB’s were
own funds which the BoC received as
inward remittances and export proceeds.

The Treasury Bill portfolio increased

by 296% from LKR 28.8 billion last year
to LKR 114.0 billion; the Treasury

Bond portfolio decreased slightly to
LKR 207.9 billion from LKR 220.1 billion
in 2016.

With aggressive trading embarked upon
in Treasury Bills, Bonds and Equity
(adding trading of gilt-edged securities
into the equation), the Treasury had a
significant capital gain from Government
Securities of LKR 456.7 million by the
year end.

Contribution of Treasury Division to
the Fund Management of the Bank

Treasury Division has steadily maintained
the Liquidity Framework of the Bank

by facilitating sufficient liquidity to face
diverse stress events that are to be
apprehended. Constant assessment of
Liquidity Risk Management Framework
and liquidity position is an important
supervisory action that will ensure the
proper functioning of the Bank.

The Treasury Division has had an eventful
year contending with sustained low
interest rates, balance sheet volatility,
and a consistent flow of regulatory
requirements. But amidst all these
constraints Treasury Division has
strengthened their liquidity buffers,
implemented mandated ratios, and
established the role of Treasury as a
neutral steering function.

By adopting a new treasury operating
model that gives a clearer mandate,
centralised governance, and enhanced
system and data capabilities, Treasury
Division has improved Bank’s collateral,
liquidity, and interest rate maturity
transformation. With these changes and
managing the proper balance between
liquidity and profitability, Treasury
Division assisted to boost net interest
income (NII) of the Bank.

International Division
Remittances

The Bank of Ceylon is the first Bank to
venture into inward remittances to

Sri Lanka and today we have a market
share of 46%. Inward Remittance
Department is linked with all branches
to provide a smooth service to all our
customers. Our network of over 800
correspondents worldwide facilitate the
process, and we have over 600 locations
where funds can be received. We have a
variety of remittance systems and other
facilities such as email/SMS notification
to both sender and receiver. Customer
inquiry desk were also strengthened with
more staff. Through the international



operations the Bank performs a
socially beneficial function to the
expatriate workers as well as making
a major contribution to the economy
of the country.

During the year “BoC Pita Pita Rata Thagi”
campaign was launched and it offered
300 fabulous prizes to winners who
receive inward remittances channelled
through BoC. Three customer facilitation
programmes were conducted in Tangalle,
Bandaragama and Anuradapura. Also 112
awareness programmes were conducted
in collaboration with Sri Lanka Bureau of
Foreign Employment (SLBFE) targeting
migrant workers.

The Bank also arranged awareness
programmes and get-togethers for
overseas exchange house/Bank staff and
expatriate communities in South Korea,
Qatar, UAE and Oman. Our highest
performing markets in this segment are
Qatar, South Korea and Italy.

The Bank also provides services for
outward remittances and travel which
are much availed by students and

other travellers. Our Pay Office at the
Bandaranaike International Airport
functions on a 24-hour basis in both
Arrival and Departure areas providing
currency transaction and other services.

Value of Inward Remittances
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Correspondent Banking

BoC has correspondence relationships
with 864 financial institutions around the
world and one new exchange house was
added during the year. Correspondent
banks, which are financial institutions
based overseas, facilitate wire transfers,
conduct business transactions, accept
deposits, and facilitate trade transactions
on behalf of the customers of BoC.

Overseas Operations

BoC'’s current overseas operations are
based in Malé, Chennai, Seychelles,

and the subsidiary in the UK. The Bank
has opportunities for further expansion
overseas, especially in view of the fact
that the nation has a large number of
expatriate citizens across the globe.
Expanding overseas operations is an
attractive strategy for risk diversification.

Facing the Future

In its Corporate Plan for 2018-2020
greater focus has been given on “Service
Care and Customer Tangibility”. The
ultimate objective is to improve and
standardise the customer experience
across the entire network of customer
touch points to a level where every
customer is highly satisfied.

With the trends in customer preferences,
digital banking will continue to be in the
forefront of our strategy in 2018. “IT and
Cyber Security” has also been identified
as a focus area in the strategic plan. The
technological infrastructure of the Bank
needs to be updated to keep up with the
demands of the millennial customers.
While technology brings opportunities,

it also brings threats. We have to ensure
that our data, systems and networks

are secured to the highest possible
degree. Strategies have been developed
to acquire the latest technological
advancements to the Bank with the

view of providing realistic total virtual
banking experience to the customers.

Social and Relationship Capital

In its Corporate Plan for
2018-2020 greater focus

has been given on “Service
Care and Customer
Tangibility”. The ultimate
objective is to improve and
standardise the customer
experience across the entire
network of customer touch
points to a level where every
customer is highly satisfied.

Going forward, the Bank will expand

its Branch-on-Wheels mobile branch
initiative to all provinces, and will open
digital branches. Furthermore, we will
continue automating business processes,
and introduce new products over the
course of the next year.

Under “Process Streamlining and
Innovation” the Bank aims to look into the
pain points and gaps within the existing
products, processes and systems to
revise and modify those where necessary
to obtain maximum efficiency and
effectiveness to enhance customer as
well as employee satisfaction.

The Bank will also be focusing on
expanding its border across the
boundaries by establishing new
business models, through looking at
opportunities in innovative approaches.
This will enhance its delivery channels to
customers anywhere around the world
and around the clock.

Parallel to this, the Bank will also

give priority to “Credit Quality and
Culture”, across all the customer
segments: corporate, retail, SME and
microfinancing. This will serve the
dual purpose of providing customers
with better service while improving the
asset quality keeping in mind the more
stringent requirements introduced by
SLFRS 9.
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Business Partners

The Bank regularly engages with third
parties for the supply of goods and
services, outsourced service providers,
and correspondent banks. They are
considered to be partners of the

Bank, and the services they provide

are essential to the Bank carrying

out its business. During the year the
Bank has carried out 556 numbers

of procurements. Over 98% of these
procurements are from local suppliers
or agents and we always strive to
maintain win-win situation in maintaining
relationships with our business partners.
Through building and maintaining
long-term relationships based on trust
with these business partners, the Bank
ensures the steady supply of goods/
services that meets a required standard,
thereby enabling the Bank to conduct

its business smoothly and without
interruption. BoC being a State bank,
procurements have to be conducted in a
transparent manner, in accordance with
laid down procedures. Calling for tenders
for the procurement of goods and
services is mandatory. The Bank’s
procurements are based on Government
procurement policy and hence it
maintains transparency and also adheres
to the minimum environmental and social
standards set by the policy.

The Bank works with correspondent
banks to facilitate transactions in

foreign currencies and BoC owns the
largest correspondent bank network in
the country and we use this strength

to provide our customers speedy and
reliable trade finance and money transfer
related services across the world.

Contribution to the Society/
Corporate Social Responsibility

Sustainability is a cornerstone of the
Bank’s strategy. We have identified
pivotal areas of economic growth and the
strategic CSR activities of the Bank are
conducted under these areas; education,
entrepreneurship development,
preserving national heritage, ethics
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and values, livelihood development,
social development and environmental
conservation.

During the year a total of LKR 127.5
million has been distributed through

its CSR budget as the contribution to
the society under the above areas of
strategic CSR. Distribution of the CSR
fund under the strategic focus areas are:

e Preserving national heritage, ethics
and values - LKR 28.3 million

¢ Entrepreneurship development -
LKR 9.6 million

e Education — LKR 22.5 million

¢ Social development and environmental
conservation — LKR 57.8 million

¢ Livelihood development -
LKR 9.3 million

The Bank does not address these areas
only through its CSR budget but also

in their core business processes. The
Bank uplifts the lives of many through its
lending to microfinance and SME sectors,
creating entrepreneurs.

Also the Bank distributes scholarships
annually for Grade 5 and GCE A/L

high fliers who are having Ran Kekulu
accounts. Also Hapana programmes are
conducted for Grade 5 students. These
events also help in developing education
of the students.

Preserving National Heritage,
Ethics and Values

Annual donations to Sri Dalada Maligawa
Perahara, Katharagama Esala Perahera,
Gangarama temple, Nawam Mawatha
Perahera, and the Annual Feast
Celebration of the St. Jude’s Shrine,
Indigolla and the sponsorship for the
BoC Hindu Association by the Bank to
celebrate Annual Navarathri Vizha.

Entrepreneurship Development
¢ Mithru microfinancing project

¢ A special microfinancing scheme
carried out via bank funds to develop
small entrepreneurs.

Ensuring Inclusive and
Equitable Quality
Education

QUALITY
EDUCATION

]

The Bank conducted “Hapana” seminar
series for the Grade 5 Scholarship
Examination which benefited 24,024
students. “Guide to Future” programme
was also conducted to inculcate
financial discipline and financial literacy
among secondary school students.

¢ Beneficiaries of Grade 5
scholarships - 2000
¢ Beneficiaries of 18+ scholarships

for GCE Advanced Level high
achievers — 198

Education

The following were some of the
socially beneficial educational activities
which were conducted during the year
under review.

¢ A total of 59 Hapana seminars were

conducted for Grade 5 students and their
parents during the year in both Sinhala
and Tamil depending on the medium of
instruction of students to coach them to
face the Grade 5 scholarship programme.
The number of students who were
beneficiaries was 24,024, and the
number of parents was 18,000.

e Ran Kakulu scholarships were
awarded to high flying performers at
the Grade 5 scholarship examinations.
A total of 2000 scholarships of
LKR 15,000 each were disbursed
totalling LKR 30.0 million.

¢ Scholarships were awarded to account
holders of 18 Plus accounts who have
obtained high Z-scores at district level
in each of the streams, at Advance
Level Exams. The total amount
disbursed under this programme was
over LKR 6.0 million. The total number
of students benefited was 198.
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Promoting Health
and Well-being

GOOD HEALTH
AND WELL-BEING

4

© The Bank made contributions towards

. alleviating national healthcare problems
including Chronic Kidney Disease and
inadequate hospital infrastructure. The
Bank also provides gymnasium and
other sport facilities to its employees to

“Hapana” Scholarship distribution increase their health and well-being.

e The Bank also sponsored an art Social Development and
competition titled “Punchi Picasso” Environment Conservation
jointly with the Ministry of Education
with generous awards for prize
winners. This competition drew an
overwhelming response from all parts . )
of the country. National and provincial * Sponsoring to athletllc meets and X
level winners and also schools of the sports even.ts of various schools
winners were benefited through cash across the island.
prices and certificates. » Sponsorships for stage dramas,

musical events etc.

¢ LKR 8.9 million CSR donations
to uplifting the health and
well-being of the society

¢ Total number of employees
registered for gymnasium - 1,020

¢ Youth camp for environmental
protection and prevention of drugs —
Polonnaruwa.

N e e e e e o e e e e e

Water and Sanitation
for All

CLEANWATER
AND SANITATION

e Sponsoring to National Water Supply
and Drainage Board to celebrate
World Water Day.

Our major contribution has been
through loans granted to the National
Water Supply and Drainage Board for
state water projects. We have also
supported the Mahaveli Authority

to provide water purification to rural
communities.

¢ LKR 17.0 billion funding to
water supply projects by the
Corporate Division

¢ CSR event in collaboration with
Mahaweli Authority to supply water
purification machines to needed
communities

N e e e e e e e e e e

Awarding prices for the “Punchi Picasso” Winners
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Livelihood Development

¢ An art exhibition was also conducted

for children at the “Apeksha” hospital
children’s ward together with an
entertainment event celebrating World
Children’s day. This event brought
some light into the lives of a group of
children who do not have a normal
childhood. Their art work is displayed
in a dedicated area in the hospital.

Engagement

The following were the principal channels
of engagement with stakeholders:

e Press advertisements, notices
¢ Notices on the website
o Official social media sites of the Bank

e Meetings with suppliers and service
providers

Art exhibition held at “Apeksha” hospital children’s ward

e Guide to future seminar programme-
develop financial discipline among
students, soft skills development of
the students, developing sense of
responsibility among them, facilitate
financial inclusion with the ultimate
goal of developing a good citizen for
the society. The seminars also covered
how to use ATM, CDM, Internet
banking facilities, mobile Banking,
how to work with people, choices for
career progression and employment
and self-grooming via using Internet
in proper manner — 171 seminars
conducted islandwide, beneficiaries
over 40,000 students.

e Sponsorships for Little Heart
Programme.
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Guide for future seminar at Southern Province

e Bank’s outsourcing policy and other
internal procedure documents

e Written communications with
correspondent banks

Regulators

BoC is regulated by the Central Bank
of Sri Lanka (CBSL) as a licensed
commercial bank, and is subject to its
directions, guidelines, and prudential
regulations. Adhering to these guidelines
and regulations ensures the safety
and soundness of the Bank and the
financial system. Penalties (financial
and otherwise) can be imposed on

the Bank in the event that it violates
these regulations, and this can put the
reputation of the Bank at risk.

Furthermore, the Bank is subject to
directives and guidelines issued by other
institutions, including the Inland Revenue
Department, Colombo Stock Exchange,
and the Credit Information Bureau.

The Bank primarily engages with
these institutions through written
correspondence and meetings and
discussions. By working with these
institutions, the Bank facilitates the
smooth functioning of day-to-day
operations and avoids exposure to
reputational risk.
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Membership in Industry-Related
Associations

The Bank has the membership in the
following institutions and associations:

¢ Asia Pacific Rural and Agricultural
Credit Association (APRACA)

e Association of Banking Sector Risk
Professionals, Sri Lanka

¢ Institute of Bankers of Sri Lanka

¢ International Chamber of Commerce,
Sri Lanka

e The National Chamber of Commerce,
Sri Lanka

¢ Sri Lanka Banks Association
(Guarantee) Limited

¢ Sri Lanka Law Library
e The Ceylon Chamber of Commerce

e The Financial Ombudsman of Sri Lanka
(Guarantee) Limited

¢ Association of Compliance Officers
of Banks, Sri Lanka

e Bar Association of Sri Lanka
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Partnerships
for Sustainable
Development

1 PARTNERSHIPS

FORTHE GOALS

The Bank has a range of networking
relationships including those with the
state, Government organisations and
international organisations. The Bank
is a partner in several international
collaborations including the
Sustainable Banking Initiative.

¢ All e-Waste is disposed by
handing over to an agent
approved by the CEA

¢ Quantified paper saving via
digital initiatives — 259,892 of
A4 sheets

Social and Relationship Capital
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Greatest Asset et

3&3 & 57%

Total employees

7,587 O

Males

43%

y e
1% \A‘ &4
Number of training hours Promotions during Recruitments
during the year the year during the year

1 1 ,884 hours 1 ,831 534
2

new holiday homes Attrition rate
constructed at (o)
Kayts and Trincomalee 0 - 3 /0
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Human Capital

Gender Equality

GENDER
EQUALITY

The Bank does not discriminate on the
basis of gender in any of its activities
including employment. This can be
seen from the fact that 57% of our 1
employees are women and 57 % of all ;
promotions were granted to women. 1

¢ Total employees
male:female - 1:1.3

e Senior Management
(Chief Manager and above)
male:female - 2.1:1

Promote Sustained,
Inclusive and Sustainable
Economic Growth

DECENT WORK AND
ECONOMIC GROWTH

i

Our employees, numbering 7,587
receive well remunerated, secure and
satisfying employment with generous
retirement benefits.

¢ Benefits for employees -
LKR 17 billion

e Number of new
recruitments - 534

Whatever the assets the Bank
possesses in the form of intellectual

and manufactured capital, our human
resources remain the key asset to our
success and growth. The contribution
made by our employees is demonstrated
by the fact that from 2012 to 2017,

while our assets increased from

LKR 1.0 trillion to 1.9 trillion, our staff
strength decreased from 7,790 to 7,587.
Although the increasing use of modern
technology was a contributing factor,

this would not have been possible
without the talents, skills, knowledge and
dedication of our staff which enabled us
to leverage the technology to obtain the
maximum benefit. There is no doubt that
the staff who has worked over the years
contributed greatly to the brand image we
have built up, and the accolades we have
won. They should also take much of the
credit for building up the financial capital.

Our team consists of 43% males and
57% females which demonstrates
absence of gender bias. This is reaffirmed
by the fact that the average basic salary
and total remuneration for males and
females are on par within all categories
of staff. All but two of the provinces have
a majority of female staff. Considering
some of the more senior categories of
staff, the percentages of female staff

for Branch Managers and Assistant
Managers, Senior Managers and
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Chief Managers are 57%, 47% and
38% respectively.

The Bank of Ceylon has a highly
professional and structured recruitment
process to ensure that we obtain the
cream of the available talent. In our
recruitment process, we give importance
not only to knowledge in subject matter
and technical skills but also to the soft
skills. The majority of our new recruits
are for management trainee and staff
assistant positions. It’s the entry level
recruits who get promoted to the higher
levels with time. All recruits are

Sri Lankans and therefore 100% of our
recruits are from the local community.
Our recruitment process is transparent
and is free of all forms of bias. All who
aspire to join the Bank compete on a
level playing field, regardless of ethnicity,
age, gender or the social class. We
take great care to evaluate the skills

of our new recruits carefully and place
them in roles they are most suited for.
On recruitment, all new recruits pass
through an induction training where the
culture and work ethics of the Bank is
inculcated into them. In our recruitment,
we also give emphasis to geographical
distribution as far as possible so that
employees can be posted to locations
close to their hometowns.

Recruitment

Job Category Male Female Total
System Analyst/Programmer 15 10 25
Trainee Assistant Legal Officer 2 17 19
Head of Security 1 0 1
Assistant Secretary to the Board 0 1 1
Trainee Multi Duty Assistant 16 3 19
Security Assistant 145 2 147
Management Trainees 98 224 322
Total 277 257 534
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We believe in providing our staff the
opportunity to develop their talents and
capabilities to the maximum so that
they can fulfil their career aspirations.
We also give great importance to
installing in them the knowledge and
attributes to provide the best possible
customer service. The Bank therefore
has a systematic process of ascertaining
training needs and planning training.
Training requirements may be identified
by the employees’ supervisor or by self.
The Bank has a training plan whereby
pre-planned programmes are conducted
but ad-hoc training is also conducted
when needs are identified. Training needs
are identified during the performance
review process by supervisors with

the agreement of employees. Also if
new regulatory changes or any new
development takes place in the industry
during the year, applicable staff are
always nominated to relevant training
by their supervisors to upgrade their
knowledge.

In addition to the performance review
applicable to all levels of employees,

a special talent management process is
conducted for those in senior manager
grades and above who have completed
two years of service in such grades.
Since, this process is part of succession
planning to groom next level leaders,
the grades for which the process is to
be conducted is based on the request
of the Management. During 2017, talent
management was conducted for senior
managers. Major criteria on which

the evaluation is done are; change
orientation, result orientation, strategic
planning, decision-making, leadership
and professional conduct. This is a

360 degree evaluation where views of
supervisors, subordinates and peers are
evaluated by an Executive Management
member (who is not in the direct
reporting line of the reviewee). The review
decision is then evaluated by a pool

of reviewers of the talent management

Bank of Ceylon | Annual Report 2017

panel as well. The major objective of this
process is to identify the training needs
and suggesting the career progression
path for the next level leaders.

The Bank has a well-equipped Central
Training Institute (CTI) staffed with
qualified trainers. It has full-time staff
of five as well as 120 associate faculty
members. CTl has an auditorium with a
seating capacity of 100 and five lecture
rooms with a total seating capacity

of 260. Accommodation facilities are
also provided for staff who participate
to training from the distant provinces.
In addition, the head office has an
auditorium with a seating capacity of
225 and two training rooms with seating
capacity of 80.

A total number of 442 in-house training
programmes were conducted during

the year accounting for 4,087 hours.

In addition, training programmes are also
conducted through other institutions
both local and overseas, when a need for
such training is identified. A total of 309
programmes were conducted through
other local institutions accounting

for 2,997 hours. In addition, 120
programmes were conducted through
overseas training programmes and official
visits on which the training hours spent
were 4,800. The total cost of all three

Outbound training for our staff

types of training was LKR 322.0 million.
Some of the topics on which the greater
proportion of the in-house training time
was spent were banking operations,
credit and recovery, compliance,
information technology, internal control
and skills development and management.
At least three training programmes
should be attended by an employee
during the year.

Our training programmes are drawn up
with career development of employees
and succession planning in mind. Staff
who stand out are identified and groomed
for next-level positions. Through this
process, not only the career progression
of staff is furthered but the Bank also
proactively provides for filling vacancies
due to staff retiring. Apart from entry
level positions appointments are made
by promotion, of the existing staff.
Exceptions are made only when there is a
need for specialised skills; in such cases
outside expertise is drawn with external
consultants being appointed. Promotions
are made based on examinations and
subsequent interviews conducted to
assess the knowledge and skills of the
employees. Nine of such examinations
were conducted during 2017. During the
year, a total of 1,831 staff were promoted.




In addition to the formal training
sessions, we provide the staff with other
opportunities to develop themselves. The
CTI has a well-equipped library which

all staff are encouraged to make use

of. Also, we have installed an e-Library
which gives our employees access to a
great collection of useful material.

We have an extremely diverse mix of staff
in terms of age levels and experience.

It is noteworthy that 65% of our staff are
below 34 years of age. This means that

at junior levels we have a relatively young
team. This brings with it the advantage that
the younger generation is technology savvy
and better able to deal with the transition
to the digital and mobile mode. The other
side of the coin is that we yet do have a
substantial number of more matured staff
to fill the senior ranks. This blend of youth
and maturity gives us both dynamism and
resilience. Our development programmes
also address the need to prepare the
younger generation to take over the more
senior positions.

During the year 14 outbound training
programmes were conducted and a total
of 1,239 staff were benefited by these.

Bank of Ceylon respects the human
rights of all its employees and has
implemented systems to ensure all its
employees are treated equally, with
appropriate dignity and respect without
any discrimination. We do not use

child labour in any form. All our human
resources practices are in line with local
and international standards. Collective
and bargaining decision-making is
implemented and 98% of our employees
represent either of the trade unions of the
Bank, and cordial relationships are also
maintained with the trade unions. The
employees benefits including salaries,
allowances and medical benefits are
reviewed and revised once in 3 years
under the collective agreement.

Also, we have established grievance
handling mechanisms to address the
grivances raised by our employees.
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Grievances

Number
Brought forward from 2016 04
Total number of grievances reported in 2017 19
Total number of grievances resolved in 2017 14
Total number of grievances outstanding at the end of the year 2017 09

Induction programme to newly recruited Management trainees

Our strategy is to align what is best for
the employees with what is best for
the Bank. Our reward and recognition
process has been developed to motivate
employees to pursue goals that will
enable the Bank to achieve its goals.
Our development and training activities
also contribute to the same objective
in the longer term. Thus, we have built
a performance-based culture that will
support both short term and long-term
value creation.

The Bank also conducts and sponsors
activities that improve staff morale,
promote employee engagement and give
the staff an opportunity to unwind. These
include events to recognise outstanding
performance of staff, sports events,
religious and cultural activities pertaining
to all communities and religions and
health awareness programmes.

Some of such activities that took

place during the year are: best branch
competition, long service award, annual
sport meets in every province and also
the all island sports meet of the Bank
which was held at Anuradhapura during
the year. At the best branch competition,
21 branches and 165 staff members were
felicitated. A total of 234 staff members
were also felicitated at the long-service
award. The Buddhist society of the Bank
conducted a “One Day Sil Observing
Programme for Wesak” this year as well,
where staff and their family members
took part in religious activities throughout
the day at Head Office complex. Also
Christmas Carols were conducted by
the Christian Society in celebration

of Christmas. A special Pooja was
organised by the Hindu Association to
celebrate Maha Shiva Rathri Festival.
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Workforce by

Geographical Distribution

) a

Male Female

3,236 4,351

North
O ﬂ Central
Province
268 274
254 0 261 2016
North
O ﬂ Western
Province
256 4 358 2016
) n Sabaragamuwa
Province
209 290 2016

© A Western

Province
1,434 2,025
1,502 1,860 2016
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Northern
Province

2016

Eastern
Province

2016
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Province

2016

Uva
Province

2016

Southern
Province

2016

241 231

248 235
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Workforce by Category
Category/Years 18 to 24 25 to 34 35 to 44 45 to 54 55 to 60
2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Corporate Management - - - - - - 4 4 12 13
Executive Management - - - - 1 1 15 12 32 37
Chief Manager - - - - 25 8 34 27 45 55
Senior Manager - - - - 77 68 51 57 56 80
Branch Manager and Assistant Manager - - 290 160 424 321 154 127 227 304
Management Trainee and
Other Officer Grades 3 2 1,526 1,438 319 353 186 204 218 253
Staff Assistant and Allied Grades 76 280 2,935 2,789 133 120 100 128 105 162
Office Assistant and Allied Grades 5 9 144 141 196 183 143 151 51 82
Total 84 291 4,895 4,528 1,175 1,054 687 710 746 986
WO rkfo rce Corporate Executive Chief Senior Branch Management |Staff Assistant Office
Management | Management Manager Manager Manager and | Trainee and and Allied Assistant
by Assistant Other Officer Grades and Allied
C 't Manager Grades Grades
ategor 1 1 1 1 1 : : :
gory ©o A0 A O A O A O A O AL A O A
and Gender |
14 @ 2 3 | 13 | 65 | 39 | 98 | 8 | 475 | 620 | 715 {1,537 | 1,312 2,037 | 523 | 16
Permanent Outsourced Contract Total
Total
Employees = & & A | & & | & &
3,236 4,351 1,363 36 151 7 4,750 4,394
2016 3,339 4,230 1,242 28 26 5 4,607 4,263
%
Workforce by
Period of Service . .
® ®
2 £
L
< 5 Years 5-9 Years 10-14 Years 15-19 Years > 20 Years
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Staff and their families observing “Sil” for
Wesak 2017

Hindu pooja in celebration of 78th Anniversary
of the Bank

Christmas Carols 2017
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Best branch competition 2017

In times of need such as bereavement,
natural disasters, and personal accidents
we lend a helping hand to our staff.

Our staff also actively engage in CSR
initiatives of the Bank. By promoting such
events we improve the work-life balance
of the staff. Following are some of the
CSR activities which were conducted in
which our staff also participated:

1. During May 2017 disaster situation,
employees contributed their one
day’s salary and also their labour
in providing essential dry rations to
displaced communities across all
affected districts.

2. During the year “Guide to Future”
seminar series were conducted in
selected schools across all provinces
where specially-trained branch
managers participated as the resource
personal on a volunteer basis.

3. Kahatagasdigiliya branch staff
conducted a CSR project at the
Diyamailagaswewa Vidyalaya and
opened 60 RKG accounts for
students as a generous donation
by the branch staff.

District basis recruitments that we follow,
also serves to improve the work-life
balance of employees by minimising
their travelling time. The Bank maintains
11 holiday resorts spread throughout

the country, which are available to our
employees and their families. A total of
14,872 staff bookings were recorded
during 2017. Kayts and Trincomalee
holiday resorts were newly opened during
the year. The regulatory requirement that
all permanent staff utilise seven days
annual leave at a stretch that BoC has
also rigidly enforced, in a way contributes
to work-life balance as well.

A healthy and contented workforce

is likely to be a productive workforce.
Therefore the Bank gives much
importance to the health and safety

of its staff. All confirmed employees

and their families are covered by a
comprehensive medical scheme for OPD
treatments to surgeries. The services of
an in-house doctor is available at the head
office in the event of medical problems
arising while at work. Comprehensive
safety procedures have also been
implemented. The Head Office provides
Gymnasium, Yoga and Aerobics facilities
to staff and during the year a total of 1,269
staff have utilised these facilities.

Each branch and each division at head
office has a fire officer and regular fire
drills are conducted to familiarise staff
with the safety procedures in case of an
emergency. All branches and all areas



of the head office are equipped with
CCTV cameras. The Bank’s Security
Service Department is staffed by
experienced and knowledgeable
personnel who are capable of handling
any security-related issue.

Each staff member of the Bank is a
member of the Bank of Ceylon Provident
Fund, to which employees contribute
8% of monthly gross salary while the
Bank contributes 12% of same.

All staff are also members of the
Employees’ Trust Fund to which the
Bank contributes 3% of gross salary.
All Bank employees are entitled to a
non-contributory pension on retirement,
provided that they have completed

10 years of continuous service.

The quality of our HR management is
reaffirmed not only by the accolades we
won for the best HR practices during the
year but also by our attrition rate which is
well below the industry average.

We have a Human Capital Management
(HCM) System in place which automates
many of our HR functions. The system
has been developed to upgrade the
efficiency and effectiveness of utilisation
of our human resources. As at end

of the year,employee performance
management, learning management,
staff competencies and job description,
payroll administration, employee
self-services and benefit administration
modules in HCM are in the live phase.
Employee dynamics, HR planning and
charts, career portal and HR business
intelligence reports modules are in

the development and testing phases
and are to be implemented to the live
environment soon.

It is envisaged that the HCM system

will lead to the creation of a career portal
which will enable both employees and
management to identify, pursue and
facilitate career opportunities. All

HR related matters such as training

Turnover - Age Groups and Gender

2017 2016

Male Female Total Male Female Total
Age Distribution - - - - - -
25-34 14 22 36 6 26 32
35-44 01 02 03 1 - 1
45-54 01 02 03 - 1 1
55-60 205 98 303 273 173 446
Total 221 124 345 280 200 480
% 64 36 100 58 42 -
Reasons for Turnover
Reasons 2017 2016
Joining other competitive organisations - -
Joining other organisations 9 5
Migration 8 17
Higher studies 2 3
Personal reasons 3 9
Retirement 303 446
Other 20 -
Total 345 480
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and development will be brought into
the system to facilitate the process.

All HR records will be made available
to authorised persons through the HCM
system to minimise use of paper.

Leave application and approval process
is fully-automated through the HCM
system during the year.

In our Corporate Plan 2018-2020, we

aim to develop our human capital with
the view of strengthening skills, attitudes
and abilities of our workforce to enable
the Bank to be sustainable and thrive

in today’s fast changing business
environment. Focus has been given on
developing professional, job-related
specialised knowledge as well as soft
skills of the staff; we also emphasise on
improving physical infrastructure which is
important for training and development.
Each employee is to receive training

with the following weightages in the
future; Current job role — 40%, Personal
development — 30% and Service offerings
and delivery — 30%. Also while we will
focus on maintaining a pool of employees
for specialised areas, at the same time
we will also give importance to
developing multidisciplinary exposure
among our staff.
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Helping to

Preserve the Planet

Total number of

Amount of renewable

branches with solar power energy generated

20

Introduced e-Audits

Retail segment has

screened 362

credit proposals for
E&S requirements

Formulated
ESMS Policy
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51 5 kWs

Kekirawa Branch received
Gold Awards by the
“Green Building Council
Sri Lanka”

Quantified paper saving
by workflow automation

259,892

A4 printing papers
(BoardPAC and DMS)

All e-Waste disposal via
Central Environmental
Authority (CEA)
approved agents

Introduce
Green Building Concept
to the Bank

Growth in e-Statements

LKR 640-6 mi"ion during the year

retail lending for renewable energy
and environmentally friendly project

67%



Natural Capital

The Bank is strongly committed to
financing renewable energy projects.
Our initiatives in this direction have
included hydropower, solar and wind
power projects.

¢ LKR 640.6 million funding to
renewable energy projects by
retail segment only

¢ Funding by corporate division to
two large scale waste-to-energy
projects

The Bank has contributed to this goal
by minimising use of paper, water and
responsible waste management.

¢ All e-Waste is disposed by
handing over to an agent approved
by the CEA

¢ Quantified paper saving via
digital initiatives — 259,892
of A4 sheets

Climate Change

1 CLIMATE
ACTION

3 2

We are constantly striving to minimise
our dependence on non-renewable
energy sources. One of our initiatives in
this regard is converting our branches
to solar energy. We are also reducing
our carbon footprint by reducing
dumping of waste and minimising

use of paper.

¢ Shifting to solar energy has reduced
the use of grey energy by 2%

¢ Amount of renewable energy
generated - 515 kWs
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It is the responsibility of all of us to
preserve a habitable and healthy natural
environment for future generations.
Today the world is faced with the
threat of global warming among other
environmental issues. In 2015, the

UN promulgated the 17 Sustainable
Development Goals (SDGs) to alleviate
poverty and hunger, protect the
environment and promote sustainable
development among other laudable
socio-economic objectives.

Given our status as the largest bank,

as well as the single entity making the
highest profit in Sri Lanka, we have the
potential and a duty to make a major
contribution in this regard. Hence,

we have adopted the SDGs to our
sustainability ethos and thereby have
embedded those into our business model.
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The Green Banking concept is supported
at a Senior Management level, being

led by the Sustainability Committee of
the Bank. Implementation is carried out
through the operating divisions under the
guidance of the Corporate Management.

During the year the Bank formed a
Sustainability Unit to further strengthen
the implementation and operationalisation
of the decisions taken by the Sustainability
Committee. Sustainability Unit also

acts as the focal point for reporting on
sustainability and it coordinates with all
respective divisions, province offices and
the branches for this purpose. Progress
is constantly monitored with each division
by the Sustainability Unit which reports
back to the Sustainability Committee on
a quarterly basis.

The Bank has a substantial direct resource
consumption and environmental impact by
way of electricity, air conditioning, water
and paper. We seek to reduce our carbon
footprint by minimising the impact through
direct emission reductions by increasing
fuel efficiencies in our vehicle fleet, careful
maintenance of air conditioners etc., and
indirect emission reductions by reducing
use of non-renewable energy. This is
implemented through our Green Banking
Policy which was launched in 2016. As at
end of the year 2017, total of 20 branches
have converted to solar energy. The
initiative has generated total 515 kWs of
renewable energy which is 2% of our total
energy consumption. Some of the other
initiatives have been paper recycling,
e-Waste management, use of non-toxic
materials in construction, installing
eco-friendly equipment and energy
efficient lighting systems and maintaining
green gardens with rain water harvesting
systems. During the year a total of

16,930 kgs of waste paper were recycled.
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136

Promote Sustainable
Use of Terrestrial ‘
Ecosystems

15 oo

The Bank considers adherence to

environmental regulations in granting !
the loans to eliminate any destruction )
to environment via its funding. !

. » Formulated a ESMS policy ]
for the Bank ;

¢ Number of credit proposals
rejected due to non-compliance
of environment regulations in retail
segment - 25

P

We instill environmental consciousness
and awareness of green banking in our
staff by way of emails and postings

on the intranet. Reuse of paper, use

of double sides for making copies and
printing were some of the practices we
have sought to implement. The Bank also
has conducted training via its e-Learning
portal during the year, reducing use

of paper and also fuel consumption in

logistics used in training.

Electricity (MWh)

our “SmartGen” product eliminated
passbooks from savings accounts.
During 2017 a total of 94,395 “SmartGen”
accounts were opened bringing the

total number to 196,343.0ther digital
initiatives such as launching the Smart
Passbook and continuous promotion of
e-Statements also further move us away
from paper intensive banking towards a
resource efficient banking culture.

(Refer: page 113 Social and Relationship
Capital)

Workflow automation also contributes
to reduction in paper work. Introduction
of the online Document Management
System (DMS) and e-Learning have also
contributed to reducing usage of paper.
During the year 2017, personal loan
and home loan orientation by the DMS
has contributed to saving of 178,297
sheets of photocopy paper. Practice of
BoardPAC has contributed to saving of
81,595 A4 sheets during the year.

During the year e-Audits were introduced
and the initiative saves large amount of
paper used in manual audit procedures.
It is estimated that this process when
completed would save 348,480 sheets
of paper. The Bank ceased the manual
posting of leave approvals during the
year and the automation of this process
also generates large savings in paper.

Fuel (litres)

P~

Water (m3)

2017

2016

2017 2016 2017 2016

Consumption

Per Head Consumption 2.94

Our digitisation initiatives contributed
greatly by replacing paper usage with
a digital interface. As an example
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22,325 21,493 489,560 386,779

2.84

440,180 = 929,853

6453 5110 . 5802  122.86

However, the Bank’s concern for the
environment is not limited to its own
operations. We show our commitment
by incorporating environmental concerns

in all our activities. The Bank offers
dedicated loan products to cater
eco-friendly initiatives such as installation
of solar panels. We have also under
taken initiatives to fund environmental
friendly projects such as waste-to-energy
projects, wind power projects and
construction of green buildings.

We also encourage customers, including
those in the SME and corporate
segment, to use renewable energy,
practice waste management, practice
recycling and economise on energy
usage. Furthermore,we also perform
environmental screening for our credit
products. Retail segment has screened
362 credit proposals for compliance with
environmental regulations and 25 credit
proposals have been rejected due to
non-compliance. Retail segment alone
has funded LKR 640.6 million during

the year for renewable energy and
environmental friendly projects.

The Bank also took an important
initiative during the year to formulate its
Environment and Social Management
System (ESMS). ESMS policy is now
completed and to be implemented from
the early 2018. The ESMS will further
strengthen the environmental and social
screening we conduct in evaluating our
credit proposals. It will help the Bank to
manage its social and the environmental
risk in a prudential manner.

Due to issues such as global warming
coming to the forefront, preserving the
environment will become of increasing
importance in the years to come. We will
have to face increasing challenges in
aligning environmental concerns with our
activities throughout our value and yet
remaining profitable. Yet, it is a must that
we face these challenges to ensure our
long-term sustainability.
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Annual Report of the Directors on the State of Affairs

of Bank of Ceylon

The Board of Directors of Bank of
Ceylon take pleasure in presenting

their report on the affairs of the Bank
together with the Audited Consolidated
Financial Statements for the year ended
31 December 2017 of the Bank and

the Group and the Auditor General’s
Report on those Financial Statements,
conforming to the requirements of the
Bank of Ceylon Ordinance No. 53 of 1938
and Banking Act No. 30 of 1988 and
amendments thereto. The Report also
includes certain disclosures laid down
by the Colombo Stock Exchange Listing
Rules and certain disclosures required to
be made under the Banking Act Direction
No. 11 of 2007 on Corporate Governance
for licensed commercial banks issued

by the Central Bank of Sri Lanka and
subsequent amendments thereto. The
Directors reviewed and approved the
Financial Statements on 27 March 2018.

Bank of Ceylon is a licensed commercial
bank under the Banking Act No. 30 of
1988 and amendments thereto and was
duly incorporated on 1 August 1939
under Bank of Ceylon Ordinance No. 53
of 1938 and amendments thereto.

The Bank is wholly owned by the
Government of Sri Lanka. The unsecured
subordinated redeemable debentures
issued by the Bank are listed on the
Colombo Stock Exchange.

2.1 Principal Activities
of the Bank

The principal activities of the Bank
during the year were personal banking,
corporate banking, development
banking, offshore banking, trade
financing, lease financing, primary
dealing, investment banking and treasury
operations, correspondence banking
and money remittances, Islamic banking,
bancassurance, pawning, credit card
facilities, foreign currency operations,
and other financial services.

2.2 Subsidiaries and
Associates

The principal activities of Subsidiaries
and Associates are given under Notes
to the Financial Statements on page
160 and 161. There were no significant
changes in the nature of the principal
activities of the Bank and the Group
during the year under review, other than
changes mentioned under accounting
policies.

2.3 Changes to the
Group Structure

The changes to the Group structure
during the year are given in Notes 30 and
31 to the Financial Statements on pages
215 to 222 of this Annual Report.

2.4 Vision, Mission and
Corporate Conduct

The Bank’s Vision, Mission and Value
Statements are given on Inner Front
Cover of this Annual Report. The Bank
maintains high ethical standards in its
activities whilst pursuing the objectives
stated under “Vision” and “Mission”.

2.5 Review of the
Year’s Performance

The Chairman’s Message on pages 12

to 14 deals with the year’s performance
of the Bank/Group and on the Sri Lankan
economy. The General Manager’s Review
on pages 16 to 22 provides a detailed
description of the operations of the Bank
during the year under review. The section
titled “The Decisive Numbers” on pages
94 to 100 provides a detailed analysis of
business operations of the Bank. These
reports that provide a fair review of the
Bank’s affairs form an integral part of the
Annual Report.

2.6 Branch Expansion

The Bank extended its services through
the addition of two new mobile branches
during the period under review. The
network was further expanded enhancing
customer convenience. The Bank
installed 86 ATMs, 45 CDMs and 182

School Sansada and 152 Mobile School
Saving Units during the year across the
island bringing out the totals to 764, 168,
1,223 and 152 respectively. This number
does not include peer banks’ ATMs
through which customers of Bank of
Ceylon can transact.

2.7 Corporate Donations

The Bank has not granted donations

for the year 2017 but the Bank has
contributed LKR 127.5 million to facilitate
Corporate Social Responsibility (CSR)
activities during the period under review.

2.8 Directors’ Responsibility
for Financial Reporting

The Directors are responsible for the
preparation of Financial Statements that
will reflect a true and fair view of the state
of affairs. The Directors are of the view
that these Financial Statements have
been prepared in conformity with the
requirements of the Sri Lanka Accounting
Standards, Banking Act No. 30 of 1988
and its amendments, Bank of Ceylon
Ordinance No. 53 of 1938 and its
amendments and the Listing Rules of the
Colombo Stock Exchange. In the case

of Subsidiaries, the Financial Statements
are prepared also in accordance with

the provisions of the Companies Act

No. 07 of 2007. The Statement of
Directors’ Responsibility for financial
reporting is given on page 149 of this
Annual Report and forms an integral

part of this Report of the Directors.

2.9 Auditor’s Report

The Auditor General is the Auditor

of Bank of Ceylon in terms of the
provisions of Article 154 of the
Constitution of the Democratic Socialist
Republic of Sri Lanka.

Report of the Auditor General on the
Financial Statements of the Bank and
the Consolidated Financial Statements
of the Bank and its Subsidiaries as at

31 December 2017 is given on page 150
of this Annual Report.
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2.10 Accounting Policies

The Group and the Bank prepared their
Financial Statements in accordance with
Sri Lanka Accounting Standards (LKASSs)
and Sri Lanka Financial Reporting
Standards (SLFRSs).

The accounting policies adopted in the
preparation of Financial Statements

are given on pages 160 to 302. There
have been no material changes in the
accounting policies adopted by the Bank
during the year under review.

An overview of the developments planned
by the Bank for the future is presented

in the Chairman’s Message on pages 12
to 14 and General Manager’s Review on
pages 16 to 22 of this Annual Report.

The total income of the Group for the
year 2017 was LKR 197,013.0 million
as against LKR 159,701.2 million in the
previous year. The Bank’s total income
accounted for 96.0% (2016 — 96.5%)
of the total income of the Group. The
main income of the Group is interest
income, which comprises 90.2% of the
total income.

5.1 Profit and Appropriations

The Bank recorded a profit before tax
of LKR 30,343.0 million in 2017 reflecting
a decrease of 2.7%, compared to
LKR 31,188.7 million recorded for

the previous year. After deducting
LKR 9,030.7 million (2016 -

LKR 6,397.7 million) for income tax,
the profit after tax for the year 2017
amounted to LKR 21,312.3 million,
which is a 14.0% decrease compared
to LKR 24,791.0 million profit after tax
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reported in 2016. Details of the profit relating to the Bank and the Group are given in

the table below:

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR million LKR million LKR million LKR million

Profit for the year after payment of all

expenses, providing for depreciation,

amortisation, impairment on loans and

other losses, contingencies and

before taxes 37,592 37,454 38,195 36,431
Value Added Tax (VAT) and Nation

Building Tax (NBT) on financial services (7,249) (6,265) (7,431) (6,377)
Share of profits/(losses) of associate

companies net of tax - - 52 63
Profit before income tax 30,343 31,189 30,816 30,117
Income tax expense (9,031) (6,398) (9,329) (6,731)
Profit for the year 21,312 24,791 21,487 23,386
Other comprehensive income

for the year, net of tax 4,340 (1,080) 4,833 (706)
Total comprehensive income

for the year 25,652 23,711 26,320 22,680
Appropriations
Transfers to permanent reserve fund (2,431) (2,786) (2,431) (2,786)
Transfers to statutory reserve - - (22) (35)
Dividends (12,346) (17,346) (12,346) (17,346)

The profit before tax of the Group
increased from LKR 30,117.0 million

to LKR 30,815.6 million, an increase of
2.3% in comparison to the previous year.
After deducting LKR 9,328.9 million for
income tax (2016 — LKR 6,731.1 million)
the profit after tax for the year of the
Group decreased to LKR 21,486.6 million
in 2017 from the profit after tax of

LKR 23,385.9 million reported in 2016.

5.2 Dividends

The Bank determines the dividends in
consultation with the Government, the
shareholder of the Bank, prudently,
based on profits after deduction of tax,
loan loss provision and any such portion
for reserves. Accordingly, a sum of

LKR 12,346.4 million has been paid out
by the Bank as dividends for the year
2017 (2016 - LKR 17,346.4 million).

5.3 Reserves

The total reserves of the Group stood at
LKR 101,399.1 million as at 31 December
2017 (2016 - LKR 87,475.3 million). The
Group reserves consist of the following:

As at 31 December 2017 2016
LKR million LKR million

Permanent reserve

fund 10,427 7,996
Revaluation reserve 18,681 16,494
Free reserve 367 367
Exchange translation

reserve 1,703 1,060
Available for sale

reserve 4,761 5,562
Statutory reserve 359 337
Retained earnings 65,101 55,659
Total 101,399 87,475




The total capital expenditure incurred

by the Group on the acquisition of
Property, Plant and Equipment, leasehold
properties and intangible assets during
the year amounted to LKR 3,963.8 million
(2016 - LKR 2,597.8 million) the details
of which are given in Notes 33 to 35 of
Financial Statements on pages 224 to
246 of this Annual Report.

The value of freehold properties owned
by the Group as at 31 December 2017
is included in Note 33 of the Financial
Statements at LKR 21,470.2 million
(2016 - LKR 15,519.8 million).

8.1 Stated Capital

The total issued and fully paid up
capital of the Bank as at 31 December
2017 was LKR 15,000 million

(2016 - LKR 10,000 million).

During the year 2017, the Bank received
LKR 5,000 million from the Government
of Sri Lanka, the first phase of the total
amount of LKR 10,000 million allocated
to the Bank under National Budget 2018.
This allocation is reported under capital
pending allotment as at 31 December
2017. The Bank is making arrangements
to issue five million ordinary shares at
LKR 1,000 each to the Government

of Sri Lanka and thereby will transfer the
capital pending allotment to the share
capital during the year 2018.

8.2 Shareholding

The Government of Sri Lanka is the sole
shareholder of the Bank.
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The Group issued unlisted unsecured
subordinated redeemable debentures
with non-viability write-down features,
amounting to LKR 10,000 million during
the year ended 31 December 2017
(2016 - LKR 8,000 million, subordinated
listed debentures). The proceeds of these
debentures were utilised to expand the
Bank’s loan book in the ordinary course
of business. This would enable the Bank
to achieve the following, on allotment:

¢ Increase the Tier 2 capital of the
Bank in order to enhance the Capital
Adequacy Ratio and Single Borrower
Limit to facilitate expansion of the
loan book.

e Minimise and manage the gap
exposure in the Bank’s assets and
liability portfolios.

¢ Strengthen the Bank’s liquidity position
and to increase the asset base.

The details of debentures outstanding as at
the date of Statement of Financial Position
are given in Note 47 of the Financial
Statements on pages 263 and 264.

The basic earnings per share and net
assets value per share of the Group 2017
were LKR 1,870.3 (2016 — LKR 2,349.7)
and LKR 8,093.3 (2016 — LKR 10,247.5)
respectively, for the period under review.

The programmes carried out under
Corporate Sustainability and
Responsibility (CSR) are detailed on
pages 122 to 124 under the section titled
Social and Relationship Capital.

The Board of Directors of Bank of Ceylon
as at 31 December 2017 consisted of

six members. The Directors of the Bank
do not hold any executive positions in
the Bank. They bring a wide range of
skills and experience to the Board. The
qualifications and experience of the
Directors are given on pages 35 to 37

of this Annual Report.

12.1 List of Directors

During the year 2017 the Board consisted
of the following members -

Mr Ronald C Perera, PC
Independent Non-Executive
Director/Chairman

Mr Sajith R Attygalle
Non-Executive Ex-officio Director

Mr Ranel T Wijesinha
Independent Non-Executive Director

Mr H P Ajith Gunawardana
Independent Non-Executive Director

Mr Charitha N Wijewardane
Independent Non-Executive Director
(Resigned w.e.f. 21 July 2017)

Mr Sanjaya Padmaperuma
Independent Non-Executive Director
(Resigned w.e.f. 30 June 2017)

Mr Mano Sekaram

Independent Non-Executive Director
(Appointed w.e.f. 6 July 2017 and
Resigned w.e.f. 8 September 2017)

Mr Samantha Rajapaksa
Independent Non - Executive Director
(Appointed w.e.f. 25 July 2017)

Mr Mohan Wijesinghe
Independent Non-Executive Director
(Appointed w.e.f. 24 November 2017)

Mr Kanagasabai Vimalenthirarajah
(Appointed as the Alternate Director
to Mr Sajith R Attygalle w.e.f.

9 November 2017)
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The current Directors of the Bank as at date of the Financial Statements

(31 December 2017) are as follows:

Name of the Director

Status of Executive/Non-Executive

Status of Independence

Mr Ronald C Perera Non-Executive Independent
Mr Sajith R Attygalle Non-Executive Ex-officio Non-Independent
Mr Ranel T Wijesinha Non-Executive Independent
Mr H P Ajith Gunawardana Non-Executive Independent
Mr Samantha Rajapaksa Non-Executive Independent
Mr Mohan Wijesinghe Non-Executive Independent

The Directors are classified as
Independent Directors on the basis given
in Banking Act Direction No. 11 of 2007
on Corporate Governance for licensed
commercial banks issued by the Central
Bank of Sri Lanka.

12.2 Board Subcommittees

The Board has formed four subcommittees
complying with the aforesaid Banking

Act Direction No. 11 of 2007 to ensure
oversight control over affairs of the Bank.
The subcommittee composition is given

on pages 69 to 77 of this Annual Report.

12.3 Directors’ Meetings
Attendance of Directors at Board and

subcommittee meetings are given on
page 69 of this Annual Report.

12.4 Directors’ Interests

in Contracts

Directors’ interests in contracts with the
Bank, both direct and indirect are given on
pages 144 and 145. These interests have
been declared at meetings of the Board of
Directors. Except for the contracts given
therein the Directors do not have any
direct or indirect interest in other contracts
or proposed contracts with the Bank.

12.5 Directors’ Interests in
Debentures Issued by the
Bank/Group

There were no debentures registered in
the name of any Director.
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12.6 Directors’
Allowances/Fees

The allowances/fees payable to the
Board of Directors are made in terms

of the provisions/contents in the Public
Enterprises Circular No. PED 58 (2)
dated 15 September 2011, letters dated
12 November 2013 and 18 June 2014
issued by the Department of Public
Enterprises of the Ministry of Finance
and Bank of Ceylon Ordinance No. 53
of 1938 and its amendments. The
Directors’ remuneration in respect of the
Group and the Bank for the financial year
ended 31 December 2017 are given in
Note 15 on page 180.

13.1 Risk Management

The Board of Directors assumes overall
responsibility for managing risks. The
specific measures taken by the Bank
in mitigating the risks are detailed on
pages 80 to 92 of this Annual Report.

13.2 Internal Control

The Board of Directors has ensured

the implementation of an effective

and comprehensive system of internal
controls in the Bank through the Audit
Committee. The Audit Committee helps
the Board of Directors to discharge their
fiduciary responsibilities. The Report of
the Chairman of the Audit Committee

is contained on pages 70 to 73 of this
Annual Report. The Directors are satisfied

with the effectiveness of the system of
internal controls during the year under
review and up to the date of the Annual
Report and the Financial Statements.
The Board has issued a statement on
the internal control mechanism of the
Bank as per Direction No. 3 (8) (i) (b)
of Banking Act Direction No. 11 of
2007 on Corporate Governance for
licensed commercial banks. The above
report is given on pages 146 and 147
of this Annual Report. The Board has
confirmed that the financial reporting
system has been designed to provide
reasonable assurance regarding the
reliability of financial reporting and that
the preparation of Financial Statements
for external reporting purposes has
been done in accordance with relevant
accounting principles and regulatory
requirements. The Board has obtained
an Assurance Report from the Auditor
General on Directors’ Statement on
Internal Control and it is given on page
148 of this Annual Report

The Board of Directors is committed
towards maintaining an effective corporate
governance structure and process. The
financial, operational and compliance
functions of the Bank are directed and
controlled effectively within corporate
governance practices. These procedures
and practices that are in conformity with
Corporate Governance Directions issued
by the Central Bank of Sri Lanka under
Banking Act Direction No. 11 of 2007 and
the Code of Best Practice on Corporate
Governance issued jointly by the Securities
and Exchange Commission of Sri Lanka
and The Institute of Chartered Accountants
of Sri Lanka, are described in the section
titled “Corporate Governance” appearing
on pages 62 to 77 of this Annual Report.
The Board has obtained a report from the
Auditor General on the compliance with
the provisions of the above mentioned
Direction No. 11 of 2007.



One of the most valuable assets of the
Bank is its employees and it is important
for the Bank to develop them. Several
measures were taken to strengthen the
much valued human capital in order to
optimise their contribution towards the
achievement of corporate objectives.

The Bank’s human resource management
policies and practices are detailed in the
section titled “Leveraging Our Greatest

Asset” on pages 126 to 133 of this Report.

The Directors, to the best of their
knowledge and belief confirm that the
Group has not engaged in any activities
contravening the laws and regulations.

Details of the Bank’s compliance with
laws and regulations are given on
pages 304 to 343 under the section
titled “Compliance Annexes” which
forms an integral part of this Report.
Further, the Bank has complied with
the Transfer Pricing Regulations issued
by the Department of Inland Revenue
and the Directors certify that the Bank
has complied with the Transfer Pricing
Regulations issued under Section 104

of the Inland Revenue Act No. 10 of 2006.

Certificate of the Directors on Transfer
Pricing is given in page 344.

In the opinion of the Directors and as
confirmed by the Bank’s lawyers the
litigation currently pending against the
Bank will not have a material impact on
the reported financial results or future
operations of the Bank.

The Board confirms that all statutory
payments due to the Government and
in relation to employees have been
made on time.
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The Bank has not engaged in any activity,
which has caused detriment to the
environment. Further, precautions taken
to protect the environment are given in
the section titled “Helping to Preserve the
Planet” on pages 134 to 136.

The Directors are of the view that no
material events have arisen in the interval
between the end of the financial year and
the date of this Report that would require
adjustments or disclosures.

The Directors are confident that the
resources of the Bank are adequate to
continue its operations.

Therefore, it has applied the going
concern basis in preparing the
Financial Statements.

By order of the Board,

Janaki Senanayake Siriwardane
Secretary
Bank of Ceylon/Secretary to the Board

27 March 2018
Colombo
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Related party disclosures as required by the Sri Lanka Accounting Standard LKAS 24 - “Related Party Disclosures”
are detailed in Note 57 to the Financial Statements on pages 274 to 279.

In addition, the transactions that have been carried out in the ordinary course of business in an arm’s length basis with entities
where the Chairman or a Director of the Bank is the Chairman or a Director of such entities, are detailed below:

Company Relationship Nature of Transactions Limit Balance/Amount Balance/Amount
Outstanding as at Outstanding as at
31.12.2017 31.12.2016
’000 ’000 ’000
Mr Ronald C Perera PC
Bank of Ceylon (UK) Limited Chairman Current accounts USD 4,881 USD 659
(Nostro accounts) *746,084 *98,775
GBP 232 GBP 531
*47,684 *97,755
EURO 1,017 EURO 1,656
*185,588 *261,444
Placements USD 8,000 USD 8,000
*1,222,838 *1,198,400
GBP 55,300 GBP 73,400
*11,366,152 *13,508,852
EURO 1,000 EURO 1,000
*182,486 *157,874
Hotels Colombo (1963) Limited Acting Savings accounts 6,046
[Mr Ronald C Perera PC appointed as the Chairman Current accounts 12,563
Acting Chairman of Hotels Colombo (1963) Time deposits 152,278
Limited w.e.f. 19 October 2017] Loans 5,243
Other receivables 47,050
Mr Sajith R Attygalle Savings accounts 484,227
Airport and Aviation Services (Sri Lanka) Limited Director Current accounts 1,399,730
[As at 31 December 2017 Mr Sajith R Attygalle Time deposits 2,890,369
was pot a Director of Air.port and Aviation Letters of credit 240,740
Services (Sri Lanka) Limited] Letters of guarantee 18,300
Mr Ranel T Wijesinha
Koladeniya Hydropower (Private) Limited Director Current accounts 2,551
[Mr Ranel T Wijesinha appointed as a Time deposits 237,165
Director of Koladeniya Hydropower (Private) Repo 6,103

Limited w.e.f. 25 October 2017]

Mr H P Ajith Gunawardana

Lanka Securities (Private) Limited Director Current accounts 10,835 10,486
Time deposits 231,400 102,879
Overdrafts 25,000
Repo 77,037 22,007

* LKR equivalent amount.

Note: Currencies not specifically mentioned are in LKR.
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Company Relationship Nature of Transactions Limit Balance/Amount Balance/Amount
Outstanding as at  Outstanding as at
31.12.2017 31.12.2016
’000 ’000 ’000
Mr Samantha Rajapaksa
[Mr Samantha Rajapaksa appointed as a
Director of Bank of Ceylon w.e.f. 25 July 2017]
Associated Motorways (Private) Limited Director Savings accounts (LKR) 71,849
Savings accounts USD 3,306
*505,274
Current accounts 119,592
Time deposits USD 156
*23,904
Shipping guarantee 250,000 20,709
Letter of credit 1,000,000 822,239
Hypothecation loan 200,000 -
Acceptance 9,660
Letter of guarantee 100,000 36,267
Export collections 15,124
Import bills 234
Associated Autoways (Private) Limited Director Current accounts 1,946
Letter of guarantee 1,000 -
Shipping guarantee 6,000 -
Letter of credit 6,000 -
Hypothecation loan 8,000 -
Associated Motor (Lanka) Company Limited Director Current accounts 249
Letter of credit 90,000 -
Shipping guarantee 120,000 -
Hypothecation loan 19,975 -
Letter of guarantee 5,000 =
AMW Capital Leasing and Finance PLC Director Savings accounts 4,700
Current accounts 15,523
Mr Mohan Wijesinghe
[Mr Mohan Wijesinghe appointed as a Director
of Bank of Ceylon w.e.f. 24 November 2017]
Lanka Hospitals PLC Director Savings accounts USD 235
*35,944
Current accounts 53,555
Time deposits USD 6,301
*963,159
Maga Naguma Consultancy and Project
Management Services Company (Pvt) Limited Director Current accounts 2,864

* LKR equivalent amount.
Note: Currencies not specifically mentioned are in LKR.
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Directors’ Statement on Internal Control
Over Financial Reporting

In line with the Banking Act Direction

No. 11 of 2007, Section 3 (8) (ii) (b), the
Board of Directors presents this Report on
Internal Control over Financial Reporting.

The Board of Directors (“Board”) is
responsible for the adequacy and
effectiveness of the internal control
mechanism in place at Bank of Ceylon,
(“the Bank?”). In considering such
adequacy and effectiveness, the Board
recognises that the business of banking
requires reward to be balanced with risk
on a managed basis and as such the
internal control systems are primarily
designed with a view to highlighting any
deviations from the limits and indicators
which comprise the risk appetite of the
Bank. In this light, the system of internal
controls can only provide reasonable, but
not absolute assurance, against material
misstatement of financial information and
records or against financial losses

or fraud.

The Board has established an ongoing
process for identifying, evaluating and
managing the significant risks faced

by the Bank and this process includes
enhancing the system of internal control
over financial reporting as and when there
are changes to business environment

or regulatory guidelines. The process

is regularly reviewed by the Board and

is in accordance with the guidance for
Directors of banks on the Directors’
Statement on Internal Control issued by
The Institute of Chartered Accountants of
Sri Lanka. The Board has assessed the
internal control over financial reporting
taking into account principles for the
assessment of internal control system

as given in that guidance.

The Board is of the view that the system
of internal controls over financial reporting
in place is sound and adequate to provide
reasonable assurance regarding the
reliability of financial reporting, and that
the preparation of Financial Statements
for external purposes is in accordance
with relevant accounting principles and
regulatory requirements.
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The Management assists the Board in the
implementation of the Board’s policies
and procedures on risk and control

by identifying and assessing the risks
faced, and in the design, operation and
monitoring of suitable internal controls to
mitigate and control these risks.

Key Features of the Process
Adopted in Reviewing the
Design and Effectiveness

of the Internal Control System
Over Financial Reporting

The key processes that have been
established in reviewing the adequacy
and integrity of the system of internal
controls with respect to financial
reporting include the following:

e Various committees are established
by the Board to assist the Board in
ensuring the effectiveness of Bank’s
daily operations and that the Bank’s
operations are in accordance with
the corporate objectives, strategies
and the annual budget as well as the
policies and business directions that
have been approved.

e The Internal Audit Division of the Bank
checks for compliance with policies
and procedures and the effectiveness
of the internal control systems on
an ongoing basis using samples and
rotational procedures and highlights
significant findings in respect of any
non-compliance. Audits are carried
out on all units and branches, the
frequency of which is determined by
the level of risk assessed, to provide
an independent and objective report.
The Annual Audit Plan is reviewed
and approved by the Board Audit
Committee. Findings of the Internal
Audit Division are submitted to the
Board Audit Committee for review at
their periodic meetings.

¢ The Board Audit Committee of the
Bank reviews internal control issues
identified by the Internal Audit Division,
the External Auditors, regulatory
authorities and the Management,
and evaluates the adequacy and
effectiveness of the risk management

and internal control systems. They
also review the internal audit functions
with particular emphasis on the scope
of audits and quality of the same. All
minutes of the Board Audit Committee
meetings are forwarded to the Board.
Further details of the activities
undertaken by the Audit Committee

of the Bank are set out in the Audit
Committee Report on pages 70 to 73.

In assessing the internal control
system over financial reporting,
identified officers of the Bank collated
all procedures and controls that are
connected with significant accounts
and disclosures of the Financial
Statements of the Bank. These in turn
were observed and checked by the
Internal Audit Division for suitability
of design and effectiveness on an
ongoing basis.

The Bank adopted the new Sri Lanka
Accounting Standards comprising
LKAS and SLFRS in 2012. The
processes and procedures initially
applied to adopt the aforementioned
Accounting Standards were further
strengthened during the subsequent
years based on the feedback
received from Internal and External
Auditors, regulators and the Board
Audit Committee. The Bank is in

the process of updating procedures
inter alia relating to impairment of
loans and advances of the Bank and
foreign branches, Financial Statement
disclosures related to risk management
and related parties. The Bank has
also recognised the need to introduce
an automated financial reporting
process in order to comply with

the requirements of recognition,
measurement, classification and
disclosure of the financial instruments
more effectively and efficiently and

to facilitate the “Financial Statement
Closure” process. The assessment
did not include subsidiary companies
of the Bank. Further, the Bank has
proactively taken steps to adopt the
Sri Lanka Accounting Standard —
SLFRS 9 on “Financial Instruments”
with effect from 1 January 2018 and



is in the process of developing a
mechanism to ensure full compliance
with the aforesaid Standard.

e The comments made by the External
Auditors in connection with internal
control system over financial reporting
in previous years were reviewed during
the year and appropriate steps have
been taken to rectify them. The
recommendations made by the
External Auditors in 2017 in connection
with the internal control system over
financial reporting will be addressed
in the future.

Based on the above processes, the
Board confirms that the financial
reporting system of the Bank has been
designed to provide a reasonable
assurance regarding the reliability

of financial reporting and the preparation
of Financial Statements for external
purposes and has been done in
accordance with Sri Lanka Accounting
Standards and regulatory requirements
of Central Bank of Sri Lanka.

By order of the Board,

Chairman
Audit Committee

W‘“/

Chairman

N
Director

27 March 2018
Colombo
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Independent Assurance Report
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The Chairman
Bank of Ceylon

Introduction

This report is to provide assurance on the
Directors’ Statement on Internal Control
over Financial Reporting (“Statement”)

of Bank of Ceylon included in the Annual
Report for the year ended 31 December
2017. In carrying out this assurance
engagement | was assisted by a firm of
Chartered Accountants in public practice.

Management’s Responsibility

Management is responsible for the
preparation and presentation of the
Statement in accordance with the
“Guidance for Directors of Banks on the
Directors’ Statement on Internal Control”
issued in compliance with Section

3 (8) (ii) (b) of the Banking Act Direction
No. 11 of 2007, by The Institute of
Chartered Accountants of Sri Lanka.

My Responsibility and
Compliance with SLSAE 3050

My responsibility is to issue a report to the
Board of Directors on the Statement based
on the work performed. | conducted my
engagement in accordance with Sri Lanka
Standard on Assurance Engagements
SLSAE 3050 - Assurance Report for

Banks on Directors’ Statement on Internal
Control issued by The Institute of Chartered
Accountants of Sri Lanka.

oo 6T, senriel and, aveddicle, & ceoid,

+94-11-2887028-34
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+94-11-2887223

Summary of Work Performed

My engagement has been conducted to
assess wWhether the Statement is supported
by the documentation prepared by or for
Directors; and appropriately reflected the
process the Directors have adopted in
reviewing the system of internal control
over financial reporting of the Bank.

To achieve this objective, appropriate
evidence has been obtained by performing
the following procedures:

(a) Enquired the Directors to obtain an
understanding of the process defined
by the Board of Directors for their
review of the design and effectiveness
of internal control and compared their
understanding to the Statement made
by the Directors in the Annual Report.

(b) Reviewed the documentation prepared
by the Directors to support their
Statement made.

(c) Related the Statement made by the
Directors to my knowledge of the
Bank obtained during the audit of the
Financial Statements.

(d) Reviewed the minutes of the meetings
of the Board of Directors and of
relevant Board Committees.

(e) Attended meetings of the Audit
Committee at which the Annual Report,
including the Statement on Internal
Control is considered and approved for
submission to the Board of Directors.

(f) Considered whether the Directors’
Statement on Internal Control covers
the year under review and that
adequate processes are in place to
identify any significant matters arising.

Brma

Date

} /§ May 2018

(g) Obtained written representations
from Directors on matters material
to the Statement on Internal Control
where other sufficient appropriate
audit evidence cannot reasonably be
expected to exist.

SLSAE 3050 does not require me to
consider whether the Statement covers all
risks and controls or to form an opinion

on the effectiveness of the Bank’s risk and
control procedures. SLSAE 3050 also does
not require me to consider whether the
processes described to deal with material
internal control aspects of any significant
problems disclosed in the Annual Report
will, in fact, remedy the problems.

Conclusion

Based on the procedures performed,
nothing has come to my attention that
causes me to believe that the Statement
included in the Annual Report is
inconsistent with my understanding of the
process the Board of Directors has adopted
in the review of the design and effectiveness
of Internal Control over financial reporting

of the Bank.

A0

H M Gamini Wijesinghe
Auditor General

- e, 30672, Guaslgmal e, udsropebens, Feonens - o AT Polduws Road, Battaramalla, Sri Lanka

ag@avditorgeneral.gov.lk

www.anditorgeneral.gov.lk
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Directors’ Responsibility for Financial Reporting

This Statement by the Board of Directors
is made especially to distinguish the
respective responsibilities of the
Directors and Auditors in relation to
financial reporting. The responsibility of
Directors in relation to financial reporting
of the Bank of Ceylon and the Group is
set out in the following statement.

In terms of the provisions of Bank of
Ceylon Ordinance No. 53 of 1938 and its
amendments read with the Banking Act
No. 30 of 1988 and its amendments and
Directions, the Directors of the Bank are
responsible for ensuring that the Bank
maintains proper books of accounts,
which disclose with reasonable accuracy
at any time, the financial position of the
Bank and prepares proper Financial
Statements for each financial year, giving
a true and fair view of the state of affairs
of the Bank.

The Directors affirm that in preparing the
Financial Statements for the year 2017
presented in this Annual Report, the
most appropriate accounting policies
have been used and applied consistently
supported by judgements and estimates
that are reasonable and prudent. Material
departures, if any, have been disclosed
and explained.

The Financial Statements for the year
2017 presented in this Annual Report, are
in conformity with the requirements of
the Bank of Ceylon Ordinance No. 53 of
1938 and its amendments, Banking Act
No. 30 of 1988 and its amendments and
Directions issued under it, the Sri Lanka
Accounting Standards and other
regulatory requirements. These Financial
Statements reflect a true and fair view of
the state of affairs of the Bank of Ceylon
and the Group as at 31 December 2017.

The Directors are of the view that the Bank
and the Group have adequate resources
to continue in business in the foreseeable
future. Accordingly, they have continued
to adopt the going concern basis in
preparing the Financial Statements.

The Directors are also responsible for
the system of internal financial controls
and risk management and place
considerable importance on maintaining
a strong control environment to protect
and safeguard the Bank’s assets and
prevent fraud and mismanagement.
Whilst inherent and residual risks
cannot be completely eliminated, the
Bank endeavours to minimise them by
ensuring that appropriate infrastructure,
controls, systems and ethical behaviour
are applied and practiced within
predetermined procedures and
limits/boundaries.

A report by the Directors on the Bank’s
internal control mechanism, confirming
that the financial reporting system has
been designed to provide reasonable
assurance regarding the reliability of
financial reporting, is given on pages
146 and 147 of this Annual Report.

The Directors and Management have put
in place, risk management policies and
guidelines. Management committees
have been established to monitor and
manage material risks. Arrangements
are in place to ensure that reports on
risk are submitted to the Integrated Risk
Management Committee on a quarterly
basis for discussion. Compliance with
applicable laws, regulations, rules,
directives and guidelines are monitored
by the Independent Integrated Risk
Management Division and reported

to the Board.

The Audit Committee and Integrated
Risk Management Committee, on an
ongoing basis, have acted to strengthen
the effectiveness of internal controls
and risk management procedures. The
Reports of the Audit Committee and
Integrated Risk Management Committee
are included on pages 70 to 73 and
pages 74 and 75 respectively of this
Annual Report.

Pursuant to provisions of Article 154

of the Constitution of the Democratic
Socialist Republic of Sri Lanka, the
Auditor General is the Auditor of the
Bank and issues the final opinion on the
Financial Statements of the Bank. The
responsibilities of the Auditor in relation
to the Financial Statements are set out
in the Report of the Auditor General on
page 150 of this Annual Report. The
Auditor General’s Certification on the
effectiveness of the Bank’s internal
control mechanism is given on

page 148 of this Annual Report.

The Directors to the best of their
knowledge and belief, are satisfied

that all statutory payments, in relation
to all relevant regulatory and statutory
authorities, which were due and payable
by the Bank and its subsidiaries as at
the Statement of Financial Position
date, have been paid or where relevant
provided for.

The Directors are of the view that they
have discharged their responsibilities as

set out in this Statement.

By order of the Board,

Janaki Senanayake Siriwardane
Secretary
Bank of Ceylon/Secretary to the Board

27 March 2018
Colombo
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Report of the Auditor General

amg e,

Mﬂm} BAF/B/BU
My Mo,

The Chairman
Bank of Ceylon

The audit of the Financial Statements of
the Bank of Ceylon (“the Bank”) and the
Consolidated Financial Statements of
the Bank and its subsidiaries (“Group”)
for the year ended 31 December 2017
comprising the Statement of Financial
Position as at 31 December 2017 and the
Statement of Profit and Loss, Statement
of Comprehensive Income, Statement
of Changes in Equity and Statement of
Cash Flows for the year then ended,

and a summary of significant accounting
policies and other explanatory
information was carried out under my
direction in pursuance of provisions

in Article 154 (1) of the Constitution

of the Democratic Socialist Republic

of Sri Lanka. To carry out this audit

| was assisted by a firm of Chartered
Accountants in public practice.

Board’s Responsibility
for the Financial Statements

The Board of Directors (“Board”) is
responsible for the preparation and

fair presentation of these Financial
Statements in accordance with Sri Lanka
Accounting Standards and for such
internal control as the Board determines
is necessary to enable the preparation

EDEHITSS 68D BIDD

SHENSBTUIUTENT HMeVenld DFHUFH FlenerbHenLD
AUDITOR GENERAL'’S DEPARTMENT

| Bed gama
g e
Your Mo }

of Financial Statements that are free from
material misstatements, whether due to
fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion
on these Financial Statements based

on my audit. | conducted my audit in
accordance with Sri Lanka Auditing
Standards. Those standards require

that | comply with ethical requirements
and plan and perform the audit to obtain
reasonable assurance about whether
the Financial Statements are free from
material misstatements.

An audit involves performing procedures
to obtain audit evidence about the
amounts and disclosures in the Financial
Statements. The procedures selected
depend on the Auditor’s judgement,
including the assessment of the risks of
material misstatement of the Financial
Statements, whether due to fraud or
error. In making those risk assessments,
the Auditor considers internal control
relevant to the Bank’s preparation and fair
presentation of the Financial Statements
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
Bank’s internal controls. An audit also
includes evaluating the appropriateness
of accounting policies used and the
reasonableness of accounting estimates
made by Board, as well as evaluating
the overall presentation of the Financial
Statements.

| believe that the audit evidence | have
obtained is sufficient and appropriate to
provide a basis for my audit opinion.

Opinion

In my opinion, the Financial Statement
of the Bank and the Consolidated
Financial Statements give a true and

fair view of the financial position of the
Bank and the Group respectively as

at 31 December 2017 and its financial
performance and cash flows for the year
then ended in accordance with Sri Lanka
Accounting Standards.

Exception

The Bank has been exempted from

the provisions of Part Il of the Finance
Act, No. 38 of 1971 by an Order of then
Minister of Finance published in the
Government Gazette No. 715 of 14 May
1992 by virtue of powers vested in him
by Section 5 (1) of the said Finance Act.

Report to Parliament

My report to Parliament in pursuance
of provisions in Article 154 (6) of the
Constitution will be tabled in due course.

A"

H M Gamini Wijesinghe
Auditor General

ge 30672, scadicD o0, Solndiels, @ cemd, . EBw. 30672, Cumdpra alf, udsspdea, Bados. - No 3MTL Polduwa Road, Bataramulla, Sri Lanka

5 +94-11-2887028-34
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Statement of Profit or Loss

Bank Group
For the year ended 31 December 2017 2016  Change 2017 2016  Change
Note LKR *000 LKR ’000 % LKR *000 LKR *000 %

Total income 7 189,211,395 154,121,372 22.8 197,012,961 159,701,225 23.4
Interest income 171,343,888 134,685,338 27.2 177,746,357 139,701,569 27.2
Less: Interest expenses 112,987,696 80,727,850 40.0 116,256,255 83,095,077 39.9
Net interest income 8 58,356,192 53,957,488 8.2 61,490,102 56,606,492 8.6
Fee and commission income 9,178,655 8,739,625 5.0 9,436,780 8,983,083 5.1
Less: Fee and commission expenses 1,883,302 1,520,190 23.9 1,972,374 1,607,271 22.7
Net fee and commission income 9 7,295,353 7,219,435 1.1 7,464,406 7,375,812 1.2
Net gains/(losses) from trading 10 2,802,048 2,061,616 35.9 2,822,168 2,037,390 38.5
Net gains/(losses) from financial instruments

designated at fair value through profit or loss - - - - - -
Net gains/(losses) from financial investments 11 905,527 273,881 230.6 925,733 312,273 196.4
Other operating income 12 4,981,277 8,360,912 (40.4) 6,081,923 8,666,910 (29.8)
Total operating income 74,340,397 71,873,332 3.4 78,784,332 74,998,877 5.0
Less: Impairment charge/(reversal) for

loans and other losses 13 9,340,658 4,396,761 112.4 9,884,889 4,421,000 123.6
Net operating income 64,999,739 67,476,571 (3.7) 68,899,443 70,577,877 (2.4)
Less: Operating expenses

Personnel expenses 14 16,996,176 16,844,431 0.9 18,723,550 18,409,329 1.7

Other expenses 15 10,411,797 13,178,506 (21.0) 11,980,852 15,737,789 (23.9)
Total operating expenses 27,407,973 30,022,937 (8.7) 30,704,402 34,147,118 (10.1)
Operating profit before Value Added Tax (VAT) and

Nation Building Tax (NBT) on financial services 37,591,766 37,453,634 0.4 38,195,041 36,430,759 4.8
Less: Value Added Tax (VAT) and Nation Building

Tax (NBT) on financial services 7,248,786 6,264,949 15.7 7,431,502 6,376,679 16.5
Operating profit after Value Added Tax (VAT) and

Nation Building Tax (NBT) on financial services 30,342,980 31,188,685 (2.7) 30,763,539 30,054,080 2.4
Share of profits/(losses) of associate

companies, net of tax 16 - - - 52,024 62,952 (17.4)
Profit before income tax 30,342,980 31,188,685 (2.7) 30,815,563 30,117,032 2.3
Less: Income tax expense 17 9,030,696 6,397,689 41.2 9,328,918 6,731,105 38.6
Profit for the year 21,312,284 24,790,996 (14.0) 21,486,645 23,385,927 (8.1)
Profit attributable to:

Equity holder of the Bank 21,312,284 24,790,996 (14.0) 21,470,163 283,496,656 (8.6)

Non-controlling interest - - - 16,482 (110,729) 114.9
Profit for the year 21,312,284 24,790,996 (14.0) 21,486,645 23,385,927 (8.1)
Earnings per share: 18

Basic earnings per share (LKR) 1,856.56 2,479.10 (25.1) 1,870.31 2,349.67 (20.4)

Diluted earnings per share (LKR) 1,414.36 2,439.01 (42.0) 1,424.84 2,311.67 (38.4)
Dividend per share (LKR) 18 1,075.52 1,734.64 (38.0) 1,075.52 1,734.64 (38.0)

The Notes to the Financial Statements from pages 160 to 302 form an integral part of these Financial Statements.
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Statement of Comprehensive Income

Bank Group
For the year ended 31 December 2017 2016  Change 2017 2016 Change
LKR *000 LKR ’000 % LKR *000 LKR *000 %

Profit for the year 21,312,284 24,790,996 (14.0) 21,486,645 23,385,927 (8.1)
Other comprehensive income, net of tax
Items that will not be reclassified to profit or loss
Changes in revaluation surplus/(deficit) 6,059,715 1,394,640 334.5 6,406,248 2,307,452 177.6
Deferred tax effect on changes in revaluation

surplus/deficit (4,094,358) - - (4,191,387) (255,587) 1,539.9
Actuarial gains/(losses) on defined benefit plans 2,789,929 (1,621,904) 272.0 2,766,683 (1,580,561) 275.0
Deferred tax effect on actuarial gains/losses on

defined benefit plans (8,400) 32,038 (126.2) 8,363 30,061 (72.2)
Net other comprehensive income that will not be

reclassified to profit or loss 4,746,886 (195,226) 2,531.5 4,989,907 501,365 895.3
Items that are or may be reclassified to profit or loss
Net exchange gains/(losses) arising from translating the

Financial Statements of foreign operations 361,375 165,793  118.0 643,365 (228,067) 382.1
Gains/(Losses) on remeasuring available for sale

financial investments (595,034) (1,025,760)  (42.0) (619,591) (957,182)  (35.3)
Deferred tax effect on gains/losses on remeasuring

available for sale financial investments (177,006) (8,893) 1,890.4 (177,006) (8,893) 1,890.4
Realised gains/(losses) on available for sale financial

investments transferred to profit or loss 3,385 (15,525) 121.8 3,385 (15,525) 121.8
Share of other comprehensive income of

associate companies, net of tax - - - (6,600) 2,174  (403.6)
Net other comprehensive income that are or

may be reclassified to profit or loss (407,280) (884,385) (63.9) (156,447) (1,207,493) (87.0)
Other comprehensive income for the year, net of tax 4,339,606 (1,079,611) 502.0 4,833,460 (706,128) 784.5
Total comprehensive income for the year 25,651,890 23,711,385 8.2 26,320,105 22,679,799 16.1
Attributable to:

Equity holder of the Bank 25,651,890 23,711,385 8.2 26,270,244 22,758,128 15.4

Non-controlling interest - - - 49,861 (78,329) 163.7
Total comprehensive income for the year 25,651,890 23,711,385 8.2 26,320,105 22,679,799 16.1

The Notes to the Financial Statements from pages 160 to 302 form an integral part of these Financial Statements.
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Statement of Financial Position

Bank Group

As at 31 December 2017 2016 Change 2017 2016 Change

Note LKR 000 LKR 000 % LKR ’000 LKR ’000 %
Assets
Cash and cash equivalents 20 72,843,108 67,705,791 7.6 78,005,362 73,244,043 6.5
Balances with Central Banks 21 68,689,012 56,387,741 21.8 68,689,012 56,387,741 21.8
Placements with banks 22 8,067,490 11,674,664 (30.9) 5,319,602 12,931,605 (58.9)
Securities purchased under resale agreements 23 18,455,555 1,901,618 870.5 19,872,247 2,350,704 745.4
Derivative financial instruments 24 1,618,823 5,300,844 (69.5) 1,618,823 5,300,844 (69.5)
Financial instruments — Held for trading 25 8,359,274 8,474,041 (1.4) 8,596,548 8,804,647 (2.4)
Financial investments — Loans and receivables 26 213,167,048 191,874,638 11.1 214,349,624 191,984,082 11.6
Loans and advances to customers 27 1,163,160,914 1,000,082,574 16.3 1,194,294,394 1,027,768,110 16.2
Financial investments — Available for sale 28 17,921,170 10,463,046 71.3 22,552,292 16,263,641 38.7
Financial investments — Held to maturity 29 308,256,082 243,178,400 26.8 308,750,317 243,253,967 26.9
Investment in subsidiary companies 30 6,513,048 6,213,048 4.8 - - -
Investment in associate companies 31 92,988 92,988 - 446,793 420,669 6.2
Investment properties 32 2,882,928 3,000,000 (3.9 128,773 127,670 (3.1)
Property, Plant and Equipment 33 23,046,114 15,482,163 48.9 36,608,919 29,200,036 25.4
Leasehold properties 34 101,481 101,839 (0.4) 134,441 136,155 (1.3)
Intangible assets 35 810,730 563,490 43.9 1,074,436 655,630 63.9
Deferred tax assets 36 - - - 8,621 5,456 58.0
Other assets 37 37,818,188 46,794,389 (19.2) 38,964,979 47,721,701 (18.3)
Total assets 1,951,803,953 1,669,291,274 16.9 1,999,410,183  1,716,556,701 16.5
Liabilities
Due to banks 38 2,203,199 2,042,322 7.9 2,194,266 2,053,945 6.8
Securities sold under repurchase agreements 39 44,487,462 59,424,629 (25.1) 44,628,686 58,925,801 (24.3)
Derivative financial instruments 40 70,715 171,663 (58.8) 70,715 171,663 (58.8)
Due to customers 41 1,546,832,036 1,256,589,490 23.1 1,566,376,418 1,273,631,287 23.0
Other borrowings 42 178,191,089 195,469,853 (8.8) 184,330,181 204,485,301 9.9)
Debt securities issued 43 - 3,427,058  (100.0) 5,667,514 8,360,333 (32.2)
Current tax liabilities 1,877,342 - - 2,051,020 253,020 710.6
Deferred tax liabilities 36 5,820,329 1,439,285 304.4 8,625,219 4,078,734 111.5
Insurance provision — Life 44 - - - 547,026 514,675 6.3
Insurance provision — Non-life 44 - - - 430,093 775,375 (44.5)
Other liabilities 45 18,596,249 19,231,833 3.3 19,936,478 21,656,513 (7.9)
Subordinated term debts 47 42,570,457 38,645,546 10.2 42,226,067 38,295,318 10.3
Total liabilities 1,840,648,878  1,576,441,679 16.8 1,877,083,683  1,613,201,965 16.4
Equity
Share capital 48 20,000,000 15,000,000 33.3 20,000,000 15,000,000 33.3
Permanent reserve fund 49 10,427,000 7,996,000 30.4 10,427,000 7,996,000 30.4
Retained earnings 63,472,250 54,154,685 17.2 65,100,871 55,659,003 17.0
Other reserves 50 17,255,825 15,698,910 9.9 25,871,254 23,820,288 8.6
Total equity attributable to equity holder of the Bank 111,155,075 92,849,595 19.7 121,399,125 102,475,291 18.5
Non-controlling interest 51 - - - 927,375 879,445 5.4
Total equity 111,155,075 92,849,595 19.7 122,326,500 103,354,736 18.4
Total liabilities and equity 1,951,803,953 1,669,291,274 16.9 1,999,410,183  1,716,556,701 16.5
Contingent liabilities and commitments 53 507,258,821 547,398,625 (7.3) 508,399,376 548,333,620 (7.3)
Net assets value per share (LKR) 48 7,410.34 9,284.96 (20.2) 8,093.28 10,247.53 (21.0)

The Notes to the Financial Statements from pages 160 to 302 form an integral part of these Financial Statements.

These Financial Statements give a true and fair view of the state of affairs of the Bank of Ceylon and the Group as at 31 December 2017 and its
profit for the year then ended.

&bl
—
W P Russel Fonseka

Chief Financial Officer

The Board of Directors is responsible for the preparation and presentation of these Financial Statements.
Approved and signed for and on behalf of the Board,

s .0/ e

Ronald C Perera Ranel T Wijesinha Senarath Bandara
Chairman Director General Manager
27 March 2018

Colombo
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Statement of Changes in Equity

Bank
Share Capital Pending Permanent
Capital Allotment Reserve Fund
Note LKR *000 LKR *000 LKR *000
Balance as at 1 January 2016 10,000,000 - 5,209,955
Total comprehensive income for the year
Profit for the year - - -
Other comprehensive income, net of tax - - -
Total comprehensive income for the year - - -
Transactions with equity holder, recognised directly in equity
Dividends for 2016 18.3 - - -
Capital infusion during the year - 5,000,000 -
Transfers to permanent reserve fund 49 - - 2,786,045
Total transactions with equity holder - 5,000,000 2,786,045
Balance as at 31 December 2016 10,000,000 5,000,000 7,996,000
Balance as at 1 January 2017 10,000,000 5,000,000 7,996,000
Total comprehensive income for the year
Profit for the year - - -
Other comprehensive income, net of tax - - -
Total comprehensive income for the year - - -
Transactions with equity holder, recognised directly in equity
Dividends for 2017 18.3 - - -
Transfers to share capital 48.1 5,000,000 (5,000,000)
Capital infusion during the year - 5,000,000 =
Revaluation surplus of disposed property - - -
Transfers to permanent reserve fund 49 - - 2,431,000
Total transactions with equity holder 5,000,000 - 2,431,000
Balance as at 31 December 2017 15,000,000 5,000,000 10,427,000

The Notes to the Financial Statements from pages 160 to 302 form an integral part of these Financial Statements.
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Other Reserves

Available for Sale Other Revaluation Retained Total
Reserve Reserves Reserve Earnings Equity
LKR 000 LKR 000 LKR '000 LKR ’000 LKR ’000
5,537,359 1,043,642 8,607,654 51,086,010 81,484,620
- - - 24,790,996 24,790,996
(1,050,178) 165,793 1,394,640 (1,589,866) (1,079,611)
(1,050,178) 165,793 1,394,640 23,201,130 23,711,385
- - - (17,346,410) (17,346,410)
- - - - 5,000,000
Z - - (2,786,045) -
- - - (20,132,455) (12,346,410)
4,487,181 1,209,435 10,002,294 54,154,685 92,849,595
4,487,181 1,209,435 10,002,294 54,154,685 92,849,595
= = = 21,312,284 21,312,284
(768,655) 361,375 1,965,357 2,781,529 4,339,606
(768,655) 361,375 1,965,357 24,093,813 25,651,890
= = = (12,346,410) (12,346,410)
- - - - 5,000,000
= = (1,162) 1,162 =
= = = (2,431,000) =
= = (1,162) (14,776,248) (7,346,410)
3,718,526 1,570,810 11,966,489 63,472,250 111,155,075
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Bank of Ceylon | Annual Report 2017



156 | Financial Reports
Statement of Changes in Equity

Group

Balance as at 1 January 2016

Note

Share
Capital
LKR '000

10,000,000

Capital Pending
Allotment
LKR ’000

Permanent
Reserve Fund
LKR 000

5,209,955

Total comprehensive income for the year
Profit for the year

Other comprehensive income, net of tax

Total comprehensive income for the year

Transactions with equity holder, recognised directly in equity
Dividends for 2016

18.3

Subsidiary dividends to non-controlling interest

Capital infusion during the year

48.1

5,000,000

Transfers to permanent reserve fund

49

2,786,045

Transfers to other reserves

50.5

Total transactions with equity holders

5,000,000

2,786,045

Balance as at 31 December 2016

10,000,000

5,000,000

7,996,000

Balance as at 1 January 2017

10,000,000

5,000,000

7,996,000

Total comprehensive income for the year
Profit for the year

Other comprehensive income, net of tax

Total comprehensive income for the year

Transactions with equity holder, recognised directly in equity
Dividends for 2017

18.3

Subsidiary dividends to non-controlling interest

Transfers to share capital

5,000,000

(5,000,000)

Capital infusion during the year

48.1

5,000,000

Revaluation surplus of disposed property

Transfers to permanent reserve fund

49

2,431,000

Transfers to other reserves

50.5

Total transactions with equity holder

5,000,000

2,431,000

Balance as at 31 December 2017

15,000,000

5,000,000

10,427,000

The Notes to the Financial Statements from pages 160 to 302 form an

Bank of Ceylon | Annual Report 2017

integral part of these Financial Statements.
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Attributable to Equity Holder of the Bank

Other reserves

Available for Sale Other Revaluation Retained Non-Controlling Total
Reserve Reserves Reserve Earnings Interest Equity
LKR '000 LKR 000 LKR *000 LKR ’000 LKR ’000 LKR '000
6,539,515 1,956,800 14,469,008 53,888,295 1,010,640 93,074,213
- - - 23,496,656 (110,729) 23,385,927
(977,249) (228,067) 2,025,051 (1,558,263) 32,400 (706,128)
(977,249) (228,067) 2,025,051 21,938,393 (78,329) 22,679,799
- - - (17,346,410) - (17,346,410)
- - - - (52,866) (52,866)
- - - - - 5,000,000
- - - (2,786,045) - -
- 35,230 - (85,230) - -
- 35,230 - (20,167,685) (52,866) (12,399,276)
5,562,266 1,763,963 16,494,059 55,659,003 879,445 103,354,736
5,562,266 1,763,963 16,494,059 55,659,003 879,445 103,354,736
- - - 21,470,163 16,482 21,486,645
(801,650) 643,365 2,188,368 2,769,998 33,379 4,833,460
(801,650) 643,365 2,188,368 24,240,161 49,861 26,320,105
= = = (12,346,410) = (12,346,410)
- - - - (1,931) (1,931)
= = = = = 5,000,000
= = (1,162) 1,162 = =
= = = (2,431,000) = =
= 22,045 = (22,045) = =
- 22,045 (1,162) (14,798,293) (1,931) (7,348,341)
4,760,616 2,429,373 18,681,265 65,100,871 927,375 122,326,500
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Statement of Cash Flows

Bank Group
For the year ended 31 December 2017 2016 2017 2016
Note LKR *000 LKR *000 LKR *000 LKR *000
Cash Flows from Operating Activities
Profit before income tax 30,342,980 31,188,685 30,815,563 30,117,032
Adjustments for:
Net interest income 8 (58,356,192) (53,957,488) (61,490,102) (56,606,492)
Dividend income on trading securities 10 (111,783) (113,674) (120,214) (126,801)
Dividends from subsidiaries and associates 12 (76,680) (1,102,158) - -
Share of (profits)/losses of associate companies, net of tax 16 - - (52,024) (62,952)
Change in operating assets 52.1 (176,623,016)  (160,667,438) (177,474,266)  (163,958,901)
Change in operating liabilities 52.2 304,162,970 131,411,796 306,329,345 134,895,340
Other non-cash items included in profit before tax 52.3 10,872,287 3,832,099 12,102,838 4,890,843
Other net gains from investing activities 11 (905,527) (273,881) (925,733) (812,273)
109,305,039 (49,682,059) 109,185,407 (51,164,204)

Benefit paid from defined benefit plans (6,976,625) (6,427,894) (6,994,516) (6,469,307)
Interest received 120,744,703 95,086,587 126,994,502 99,900,577
Interest paid (85,565,050) (54,415,320) (88,311,449) (56,022,201)
Dividends received 111,783 113,674 120,214 126,801
Net cash from/(used in) operating activities before

income tax 137,619,850 (15,325,012) 140,994,158 (13,628,334)
Income tax paid (2,580,454) (6,020,924) (2,683,837) (6,248,626)
Net cash from/(used in) operating activities 135,039,396 (21,345,936) 138,310,321 (19,876,960)
Cash Flows from Investing Activities
Net (increase)/decrease in financial investments -

Held to maturity (65,055,871) 3,105,015 (65,470,538) 3,090,334
Net (increase)/decrease in financial investments -

Available for sale (7,716,838) 624,947 (6,571,920) (861,988)
Net (increase)/decrease in financial investments -

Loans and receivables (21,292,409) 40,686,630 (22,365,555) 41,019,663
Proceeds from disposal of an associate company - 3,880,000 - 3,880,000
Purchase of Property, Plant and Equipment and

leasehold properties (3,080,752) (2,052,805) (8,199,778) (2,207,275)
Purchase of intangible assets (528,565) (376,643) (764,014) (390,549)
Proceeds from sale of Property, Plant and Equipment 62,457 18,961 69,101 63,951
Dividends received 649,270 1,268,331 592,796 204,565
Interest received 40,578,598 36,487,727 41,088,070 36,809,586
Net cash from/(used in) investing activities (56,384,110) 83,642,163 (56,621,838) 81,608,287
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Bank Group
For the year ended 31 December 2017 2016 2017 2016
Note LKR *000 LKR *000 LKR *000 LKR *000

Cash Flows from Financing Activities
Net decrease in other borrowings (49,653,199) (42,090,586) (52,901,368) (38,650,060)
Proceeds from issue of shares 5,000,000 5,000,000 5,000,000 5,000,000
Proceeds from issue of debentures 10,000,000 8,000,000 12,000,000 7,990,000
Payments on redemption of debentures (9,501,723) (5,032,015) (10,867,381) (5,368,253)
Dividends paid to equity holders of the Bank (12,346,410) (18,346,410) (12,346,410) (18,346,410)
Dividends paid to non-controlling interest - - (1,931) (52,866)
Interest payments on borrowings and debt securities (17,320,884) (21,458,109) (18,093,765) (22,211,745)
Net cash used in financing activities (73,822,216) (73,927,120) (77,210,855) (71,639,334)
Net increase/(decrease) in cash and cash equivalents

during the year 4,833,070 (11,630,893) 4,477,628 (9,908,007)
Cash and cash equivalents at the beginning of the year 66,898,438 78,529,331 72,425,067 82,333,074
Cash and cash equivalents at the end of the year 71,731,508 66,898,438 76,902,695 72,425,067
Analysis of Cash and Cash Equivalents
Cash and cash equivalents 20 72,843,108 67,705,791 78,005,362 73,244,043
Bank overdrafts 38 (1,111,600) (807,353) (1,102,667) (818,976)
Cash and cash equivalents at the end of the year 71,731,508 66,898,438 76,902,695 72,425,067

The Notes to the Financial Statements from pages 160 to 302 form an integral part of these Financial Statements.
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Notes to the Financial Statements

1.1 Corporate Information

Bank of Ceylon (“the Bank”) is a
Government-owned bank domiciled

in Sri Lanka, duly incorporated on

1 August 1939 under the Bank of Ceylon
Ordinance No. 53 of 1938. It is a licensed
commercial bank established under

the Banking Act No. 30 of 1988 and
amendments thereto. The Registered
Office of the Bank is situated at

“BOC Square”, No. 01, Bank of Ceylon
Mawatha, Colombo 01, Sri Lanka. The
debentures issued by the Bank are listed
on the Colombo Stock Exchange and the
senior notes amounting to USD 500.0
million are listed on the Singapore Stock
Exchange. The staff strength of the Bank
as at 31 December 2017 was 7,587
(2016 - 7,569).

1.2 Consolidated Financial
Statements

The Consolidated Financial Statements
are prepared as at and for the year
ended 31 December 2017 comprise

the Bank (“Parent”), its Subsidiaries
(together referred to as the “Group” and
individually as “Group Entities”) and

the Group’s interests in its associate
companies. The Financial Statements

of the companies in the Group have

a common financial year which ends

on 31 December, except the associate
companies, Transnational Lanka Records
Solutions (Private) Limited and Ceybank
Asset Management Limited. The Bank is
the ultimate parent of the Group.

1.3 Principal Activities
1.3.1 Bank

The principal activities of the Bank
during the year were, personal banking,
corporate banking, development banking,
offshore banking, trade financing, lease
financing, primary dealing, investment
banking and treasury operations,
correspondent banking and money
remittances, Islamic banking,
bancassurance, pawning, credit card
facilities, foreign currency operations,
and other financial services.
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1.3.2 Subsidiaries

The principal activities of the Subsidiaries of the Bank are as follows:

Name of the Company

Property Development PLC

Principal Business Activities

Own, maintain and manage the Bank of Ceylon
head office building.

Merchant Bank of Sri Lanka &
Finance PLC

Leasing, hire purchase, corporate and retail
credit facilities, corporate advisory services,
capital market operations, margin trading,
microfinancing, agricultural credit facilities,
real estate, pawning and accepting deposits.

BOC Management & Support
Services (Private) Limited

Not in operation and in the process of liquidation.

BOC Property Development &
Management (Private) Limited

Renting of office space of BOC Merchant Tower

in Colombo 03 and Ceybank House in Kandy.

BOC Travels (Private) Limited

Engages in travel-related services.

Hotels Colombo (1963) Limited

Provides hotel services.

Ceybank Holiday Homes (Private) Limited

Maintaining of pilgrims rests/holiday homes/
guest houses.

MBSL Insurance Company Limited

Underwriting of all classes of life and
general insurance.

Koladeniya Hydropower (Private) Limited

Hydropower generation.

Bank of Ceylon (UK) Limited

Authorised licensed commercial bank by
Prudential Regulation Authority of the United
Kingdom, engages in retail and corporate
banking, treasury operations, correspondent
banking services and trade finance services.

1.3.3 Associates

The principal activities of the associates of the Bank are as follows:

Name of the Company

Ceybank Asset Management Limited

Principal Business Activities

Management of unit trust funds and
other private portfolios.

Lanka Securities (Private) Limited

Registered stockbroker, engages in equity
trading, debt trading and margin trading.

Transnational Lanka Records
Solutions (Private) Limited

Renting properties and real estates.

Southern Development Financial
Company Limited

Not in operation and in the process
of liquidation.




There were no significant changes in the
nature of principal activities of the Bank,
Subsidiaries and Associates during the
year under review. BOC Management &
Support Services (Private) Limited (MSS)
has not carried out its core business
activities since 2007 and the Board of
the Bank has granted the approval

to wind-up the company. Southern
Development Financial Company Limited
(SDFCL) is also not in operations. The
Board of Directors of SDFCL has decided
to wind-up the company and is in the
process of liquidation.

2.1 Preparation and
Presentation of the

Financial Statements

The Board of Directors is responsible
for the preparation and presentation

of the Financial Statements of the

Bank and its Subsidiaries and Associates
in compliance with the requirements

of the Bank of Ceylon Ordinance No. 53
of 1938 and its amendments, Banking
Act No. 30 of 1988 and its amendments
thereto and Sri Lanka Accounting
Standards (SLFRSs and LKASSs).

These Financial Statements comprises

e Statement of Profit or Loss

¢ Statement of Comprehensive Income
e Statement of Financial Position

e Statement of Changes in Equity

e Statement of Cash Flows

¢ Notes to the Financial Statements

2.2 Approval of Financial
Statements

The Financial Statements for the

year ended 31 December 2017 were
authorised for issue on 27 March 2018
by the Board of Directors.

3.1 Statement of Compliance

The Consolidated Financial Statements
of the Group and the separate Financial
Statements of the Bank have been
prepared in accordance with Sri Lanka
Accounting Standards comprising of

Sri Lanka Financial Reporting Standards
(SLFRSSs) and Sri Lanka Accounting
Standards (LKASSs) laid down by The
Institute of Chartered Accountants of
Sri Lanka (together referred to as
SLFRSs in these Financial Statements).
The preparation and presentation

of these Financial Statements are in
compliance with the requirements of the
Bank of Ceylon Ordinance, the Banking
Act No. 30 of 1988 and the Companies
Act No. 07 of 2007. The Group has
prepared Financial Statements which
comply with SLFRSs applicable for the
year ended 31 December 2017, together
with the comparative year data as at and
for the year ended 31 December 2016,
as described in the accounting policies.

3.2 Basis of Measurement

The Financial Statements have been
prepared on the basis of historical cost
convention which has been applied on a
consistent basis, except for the following:

¢ Derivative financial instruments
are measured at fair value
(Notes 24 and 40)

¢ Financial instruments held for trading
are measured at fair value (Note 25)

¢ Available for Sale financial investments
are measured at fair value (Note 28)

¢ Owner-occupied freehold land and
buildings and buildings on leasehold
lands are measured at revalued amount
less any subsequent accumulated
depreciation and impairment losses
(Note 33)

¢ Defined benefit obligations are
actuarially valued and recognised at
the present value of the defined benefit
obligation less total of the fair value
of plan assets (Note 46)
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No adjustments have been made
for inflationary factors affecting the
Financial Statements.

3.3 Presentation of
Financial Statements

Items in the Financial Position of the
Bank and the Group are grouped by
nature of such item and presented
broadly in order of their relative liquidity
and maturity pattern. An analysis
regarding recovery or settlement within
12 months after the reporting date
(current) and more than 12 months
after the reporting date (non-current)

is presented in Note 56.

3.3.1 Functional and
Presentation Currency

Items included in the Financial
Statements are measured and
presented in Sri Lankan Rupees (“LKR”)
which is the functional currency of the
primary economic environment in which
the Bank operates.

3.3.2 Accrual Basis
of Accounting

The Financial Statements, except for
information on Statement of Cash Flows
have been prepared following the accrual
basis of accounting.

3.3.3 Offsetting

Financial assets and financial liabilities
are generally reported gross in the
Statement of Financial Position. They
are only offset and reported net when,
in addition to having an unconditional
legally enforceable right to offset the
recognised amounts without being
contingent on a future event, the parties
also intend to settle on a net basis in all
of the following circumstances:

e The normal course of business
¢ The event of default

¢ The event of insolvency or bankruptcy
of the Bank and/or its counterparties.
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Income and expenses are not offset in
the Statement of Profit or Loss unless
required or permitted by any accounting
standard or interpretation and as
specifically disclosed in the accounting
policies of the Group. Statement of Cash
Flows has been prepared by using of
“Indirect Method” in accordance with
LKAS 7 - “Statement of Cash Flows”,
whereby the profit is adjusted to derive
the cash flows from operating activities.
Cash and cash equivalents comprise
cash in hand, other short-term highly
liquid investments with maturity less than
seven days from date of acquisition and
bank overdrafts.

3.3.4 Comparative Information

The comparative information is
provided in narrative and descriptive
nature, if it is relevant to understand the
current period’s Financial Statements
and reclassified wherever necessary

to conform to the current year’s
presentation.

3.3.5 Materiality and Aggregation

In compliance with LKAS 1 -
“Presentation of Financial Statements”,
each material class of similar items are
presented separately in the Financial
Statements. Items of dissimilar nature
or functions are presented separately
unless they are immaterial.

3.3.6 Rounding

The amounts in the Financial Statements
have been rounded-off to the nearest
Rupees thousands, except where
otherwise indicated as permitted by the
Sri Lanka Accounting Standard LKAS 1 -
“Presentation of Financial Statements”.

3.3.7 Use of Significant
Accounting Judgements,
Estimates and Assumptions

The preparation of the Financial
Statements requires management to
exercise judgements, estimates and
assumptions that affect the application
of accounting policies and the reported
amounts of assets, liabilities, income
and expenses. Actual results may differ
from these estimates.
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The judgements, estimates and
assumptions are based on historical
experience and various other factors
that are believed to be reasonable under
the circumstances and reviewed on an
ongoing basis. Revisions to accounting
estimates are recognised in the period
in which the estimates are revised
and/or in future periods if the revision
affects future periods too.

In the process of applying the Group’s
accounting policies, management has
made the following judgements, estimates
and assumptions, which have the

most significant effect on the amounts
recognised in the Financial Statements.

3.3.7.1 Going Concern

The Management has made an
assessment on the Group’s ability to
continue as a going concern and is
satisfied that it has the resources to
continue in business for the foreseeable
future. Furthermore, management is
not aware of any material uncertainties
that may cast significant doubt upon
the Group’s ability to continue as a
going concern. Therefore, the Financial
Statements continue to be prepared on
the going concern basis.

3.3.7.2 Commitment and
Contingent Liabilities

All discernible risks are accounted for

in determining the amount of all known
and measurable liabilities. Contingent
liabilities are possible obligations whose
existence will be confirmed only by
uncertain future events or present
obligations where the transfer of
economic benefit is not probable or
cannot be reliably measured. Contingent
liabilities are not recognised in the
Statement of Financial Position but are
disclosed unless its considered remote
that the Group will be liable to settle the
possible obligation.

3.3.7.3 Fair Value of Financial
Instruments

When the fair value of financial assets
and financial liabilities, recorded in the
Statement of Financial Position cannot

be derived from active markets, they are
determined using a variety of valuation
techniques that include the use of
mathematical models. The inputs to
these models are taken from observable
markets where possible, however, if
such data are not available, a degree of
judgement is exercised in establishing fair
values which minimise the effect of use
of unobservable inputs. The valuations
of financial instruments are described
comprehensively in Note 59.

3.3.7.4 Impairment Losses
on Loans and Advances

The measurement of impairment of loans
and advances requires management’s
best estimate of the losses incurred in
the portfolio at reporting date.

The Group reviews its individually
significant loans and advances at each
reporting date to assess whether an
impairment loss should be recorded

in the Statement of Profit or Loss. In
particular, management’s judgement is
required in the estimation of the amount
and timing of future cash flows when
determining the impairment loss. These
estimates are based on assumptions
about a number of factors and actual
results may differ, resulting in future
changes to the allowance.

Loans and advances that have been
assessed individually and found to

be not impaired, all such individually
insignificant loans and advances are
assessed collectively, in groups of
assets with similar risk characteristics,
to determine whether provision should
be made based on incurred loss events
for which there is objective evidence,

but the effects of which are not yet
evident. The collective assessment takes
account of data from the loan portfolio
(such as loan type, levels of arrears

etc.), and judgements on the effect of
concentrations of risks and economic
data (including levels of unemployment,
real estate price indices, country risk and
the performance of different individual
groups). Details of impairment losses on
loans and advances are given in Note 27.



3.3.7.5 Impairment of
Available for Sale Investments

The Group reviews its debt securities
classified as available for sale
investments at each reporting date
to assess whether they are impaired.

The Group also records impairment
charges on equity investments classified
as available for sale when there has

been a significant or prolonged decline

in the fair value below their cost. The
determination of what is “significant

or prolonged” requires judgement.

In making this judgement, the Group
evaluates, among other factors, historical
share price movements and duration

and extent to which the fair value of an
investment is less than its carrying value.
Details of impairment of available for sale
investments are given in Note 28.

3.3.7.6 Impairment of Investment
in Subsidiaries, Other Financial
Assets and Non-Financial Assets

The Group and the Bank follow the
guidance of LKAS 36 - “Impairment
of Assets” and LKAS 39 - “Financial
Instruments: Recognition and
Measurement” in determining whether
an investment or a financial asset

is impaired. Determination and
identification of impairment indicators
require the Group and the Bank to
evaluate duration and extent to which
the fair value of an investment for a
financial asset is less than its cost and
the financial stability of the near term
business outlook of the investment or
the financial asset, considering the
factors such as performance of the
sector and industry, technology and
operational environmental changes
along with future cash flows. This
process involves with significant
judgement in aforesaid areas and details
are given under respective Notes.

3.3.7.7 Defined Benefit Obligation

The cost of the defined benefit pension
plans and other post employment benefit
plans are determined using an actuarial
valuation. An actuarial valuation involves
making various assumptions determining
the discount rates, expected rates of

return on assets, future salary increases,
mortality rates and future pension
increases. Due to the long-term nature
of these plans, such estimates are
subject to significant uncertainty.

All assumptions are reviewed at each
reporting date and assumptions used

in the year are given in Note 46.

3.3.7.8 Fair Value of Land
and Buildings

The freehold land and buildings and
the buildings on leasehold land of

the Group are reflected at fair value
less accumulated depreciation. The
Group engaged independent valuation
specialists to determine fair value of such
properties in terms of the SLFRS 13 —
“Fair Value Measurement”. The details
of valuation of freehold land and
buildings and the buildings on
leasehold land are given in Note 33.

3.3.7.9 Useful Life of the Property,
Plant and Equipment and
Intangible Assets

The Group reviews the residual values,
useful lives and methods of depreciation
of Property, Plant and Equipment and
intangible assets at each reporting
date. Judgement of the management
is exercised in the estimation of these
values, rates, methods and hence they
are subject to uncertainty. The details
of the depreciation methods and rates
used for each assets category are
given in Note 33.

3.3.7.10 Classification of
Investment Properties

Management is required to use its
judgement to determine whether a
property qualified as an investment
property. A property that is held to earn
rentals or for capital appreciation or

both and which generates cash flows
largely independently of the other assets
held by the Group are accounted for as
investment properties. On the other hand,
properties that are used for operations
or for the process of providing services
or for administration purposes and which
do not directly generate cash flows as
stand-alone assets are accounted as
Property, Plant and Equipment.

Financial Reports | 163
Notes to the Financial Statements

3.3.7.11 Taxation

The Group is subject to income tax, Value
Added Tax (VAT) and Nation Building Tax
(NBT) and other applicable taxes.

A judgement is required to determine the
total provision for current, deferred and
other taxes due to the uncertainties that
exists with respect to the interpretation
of the applicable tax laws at the time of
preparing these Financial Statements.
The details on the applicable tax

rates and other information are given
under Notes 17 and 36.

The Group is subject to transfer pricing
regulations and it is necessitated

using management judgement to
determine the impact of transfer

pricing regulations. Accordingly, critical
judgements and estimates were used

in applying the regulations in aspects
including but not limited to identifying
associated undertakings, estimation

of the respective arm’s length prices
and selection of appropriate pricing
mechanism. The current tax charge is
subject to such judgements. Differences
between estimated income tax charge
and actual payable may arise as a result
of Management’s interpretation and
application of transfer pricing regulation.

The significant accounting policies
applied by the Bank and the Group in
preparation of its Financial Statements
are included below and have been
consistently applied to all periods
presented in these Financial Statements
of the Group and the Bank, unless
otherwise indicated. A more detailed
description of policies adopted

are set out in the respective notes,
where relevant.

4.1 Basis of Consolidation
The Group’s Financial Statements
comprise consolidation of the Financial
Statements of the Bank and its
Subsidiaries in terms of SLFRS 10 -
“Consolidated Financial Statements”
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and LKAS 27 - “Consolidated and
Separate Financial Statements” and the
proportionate share of the profit or

loss and net assets of its Associates

in terms of the Sri Lanka Accounting
Standard LKAS 28 - “Investments in
Associates and Joint Ventures”.

The Bank’s Financial Statements
comprise the amalgamation of the
Financial Statements of the Domestic
Banking Unit, the Offshore Banking
Unit and the overseas operations

of the Bank.

The detailed accounting policies
pertaining to the consolidation of
Subsidiaries and Associates are given
in the Notes 30 and 31.

4.1.1 Business Combinations

The Group determines whether a
transaction or other event is a business
combination by applying the definition
in SLFRS 3 - “Business Combination”,
which requires that the assets acquired
and liabilities assumed constitute a
business. Business combinations are
accounted for using the acquisition
method. As of the acquisition date,

the amount of non-controlling interest
is measured either at fair value or at
the non-controlling interests’
proportionate share of the acquirer’s
identifiable net assets.

Acquisition related cost are costs the
acquirer incurs to effect a business
combination. Those costs include
finder’s fees, advisory, legal, accounting,
valuation and other professional
consulting fees, general administrative
costs, including the cost of maintaining
an Internal Acquisition Department and
cost of registering and issuing debt and
equity securities.

Acquisition-related costs, other than
those associated with the issue of debt
or equity securities are expensed in the
periods in which the costs are incurred
and the services are received.
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The Group elects on a transaction by
transaction basis whether to measure
non-controlling interests at its fair value,
or at its proportionate share of the
recognised amount of the identifiable
net assets, at the acquisition date.
Transaction costs, other than those
associated with the issue of debt or
equity securities that the Group incurs
in connection with a business
combination are expensed as incurred.

4.1.2 Loss of Control

When the Group loses control over a
Subsidiary, it derecognises the assets
and liabilities of the Subsidiary, and any
related Non-Controlling Interest (NCI)
and other components of equity. Any
resulting gain or loss is recognised in
profit or loss. Any interest retained in the
former Subsidiary is measured at fair
value when control is lost. Further, the
Bank’s share of components previously
recognised in Other Comprehensive
Income (OCI) is reclassified to Profit or
Loss or retained earnings as appropriate.
Any surplus or deficit arising on the loss
of control is recognised in the Profit or
Loss. If the Group retains any interest

in the previous Subsidiary, then such
interest is measured at fair value at the
date that control is lost. Subsequently, it
is accounted for as an equity-accounted
investee or in accordance with the
Group’s accounting policy for financial
instruments depending on the level of
influence retained.

4.2 Foreign Currency
Translations

4.2.1 Foreign Currency
Transactions and Balances

At the initial recognition, transactions

in foreign currency are translated into

the functional currency of the operation
which is Sri Lankan Rupees (LKR) at the
spot exchange rate at the date of the
transaction. Monetary assets and liabilities
denominated in foreign currency at the
reporting date are retranslated into the
functional currency at the spot exchange

rate at that date and all differences
arising on non-trading activities are
taken to “other operating income” in the
Statement of Profit or Loss.

Non-monetary assets and liabilities

that are measured in terms of historical
cost in a foreign currency are translated
using the exchange rate at the date of the
initial recognition.

Non-monetary assets and liabilities
denominated in foreign currency that are
measured at fair value are retranslated
into the functional currency at the spot
exchange rate including any exchange
gain or loss component at the date

on which the fair value is determined.
When a gain or loss on a non-monetary
item including exchange component

is recognised in Other Comprehensive
Income. Forward exchange contracts are
valued at the forward market rates ruling
on the reporting date and resulting net
unrealised gains or losses are dealt within
the Statement of Profit or Loss.

4.2.2 Foreign Operations

The results and financial position

of foreign operations, whose functional
currencies are not Sri Lankan Rupees,

are translated into Sri Lankan Rupees

as follows:

The assets and liabilities of foreign
operations are translated into

Sri Lankan Rupees at spot exchange
rate as at the reporting date. The income
and expenses of foreign operations

are translated at average rate for the
period. Foreign currency differences

on the translation of foreign operations
are recognised in Other Comprehensive
Income (OCI).

When a foreign operation is disposed
off, the relevant amount in the translation
reserve is transferred to the profit or loss
as part of the profit or loss on disposal

in other operating income or other
operating expenses.



4.3 Classification of Financial
Instruments between Debt
and Equity

Classification of financial instruments
between debt and equity depends

on following characteristics of such
instruments:

¢ Name or labels given to the
instruments

¢ Presence or absence of a fixed maturity
date

o Life of the instrument

¢ Source of payments

¢ Right to enforce payments

¢ Rights to participate in management
¢ Risk involved in the instruments

¢ Volatility of cash flows

e Securities given as collaterals

4.4 Financial Assets and
Financial Liabilities

4.4.1 Classification of Financial
Assets and Financial Liabilities

The classification of financial assets

and liabilities at initial recognition depends
on their purpose, characteristics, and the
Management’s intention in acquiring them.

4.4.1.1 At the Inception, the
Financial Assets are Classified in
One of the Following Categories:

¢ Financial assets at fair value
through profit or loss
- Financial instruments -
Held for trading (Note 25)
- Financial assets designated
through profit or loss
¢ Financial investments -
Loans and receivables (Note 26)
¢ Financial investments -
Available for sale (Note 28)
¢ Financial investments -
Held to maturity (Note 29)

4.4.1.2 At the Inception,

the Financial Liabilities are
Classified in One of the Following
Categories:

e Financial liabilities at fair value
through profit or loss
- Financial liabilities — Held for trading
- Financial liabilities designated
through profit or loss
¢ Financial liabilities —
Other financial liabilities

4.4.2 Date of Recognition

All financial assets and liabilities are
initially recognised on the settlement
date, i.e. the date that the Group
becomes a party to the contractual
provisions of the instrument. This
includes; “regular way trades”. Regular
way trade means purchases or sales of
financial assets that require delivery of
assets within the time frame generally
established by regulation or convention
in the market place.

4.4.3 Initial Measurements
of Financial Instruments

Financial assets and liabilities are

initially measured at their fair value

plus transaction cost, except in the

case of financial assets and liabilities
recorded at fair value through profit

or loss. Transaction cost in relation to
financial assets and liabilities at fair value
through profit or loss are dealt with in the
Statement of Profit or Loss.

4.4.4 “Day One” Profit or Loss

When the transaction price differs

from the fair value of other observable
current market transactions in the same
instrument or based on a valuation
technique whose variables include only
data from observable markets, the Group
immediately recognises the difference
between the transaction price and fair
value (a “Day One” Profit or Loss) in the
Statement of Profit or Loss. In cases
where fair value is determined using
data which is not observable, the
difference between the transaction

price and model value is only recognised
in the Statement of Profit or Loss over
the life of the instrument.
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4.4.5 Reclassification
of Financial Assets

The Group does not reclassify any
financial instrument into the “fair

value through profit or loss” category
after initial recognition. Further, the
Group does not reclassify any financial
instrument out of the “fair value through
profit or loss” category if upon initial
recognition it was designated as at fair
value through profit or loss. The Group
reclassifies non-derivative financial
assets out of the “held for trading”
category and into the “available for sale”,
“loans and receivables” or “held to
maturity” categories as permitted by the
Sri Lanka Accounting Standard

LKAS 39 - “Financial Instruments:
Recognition and Measurement”. Further,
in certain circumstances, the Group

is permitted to reclassify financial
instruments out of the “available for
sale” category and into the “loans

and receivables” or “held to maturity”
category. Reclassifications are recorded
at fair value at the date of reclassification,
which becomes the new amortised cost.

For a financial asset reclassified out

of the “available for sale” category,
any previous gain or loss on that asset
that has been recognised in equity is
amortised to profit or loss over the
remaining life of the investment using
the Effective Interest Rate (EIR). Any
difference between the new amortised
cost and the expected cash flows is also
amortised over the remaining life

of the asset using the EIR. If the asset
is subsequently determined to be
impaired, then the amount recorded

in equity is recycled to the Statement
of Profit or Loss.

The Group may reclassify a non-derivative
trading asset out of the “held for

trading” category and into the “loans

and receivables” category if it meets the
definition of loans and receivables and

the Bank has the intention and ability to
hold the financial asset for the foreseeable
future or until maturity. If a financial

asset is reclassified, and if the Bank
subsequently increases its estimates of
future cash receipts as a result of increased

Bank of Ceylon | Annual Report 2017



166 | Financial Reports
Notes to the Financial Statements

recoverability of those cash receipts, the
effect of that increase is recognised as an
adjustment to the EIR from the date of the
change in estimate.

However, sale or reclassification of

a more than insignificant amount of

HTM investments would result in the
reclassification of all HTM investments
as “available for sale” and would prevent
the Group from classifying any financial
asset as “held to maturity” for the current
and the following two financial years.
However, sales and reclassifications in
any of the following circumstances would
not trigger a reclassification:

e Sales or reclassifications that are so
close to maturity that changes in the
market rate of interest would not have
a significant effect on the financial
assets’ fair value

e Sales or reclassifications after the
Group has collected substantially all
of the assets’ original principal

¢ Sales or reclassifications attributable to
non-recurring isolated events beyond
the Group’s control that could not have
been reasonably anticipated

Reclassification is at the election of
management and is determined on an
instrument by instrument basis.

4.4.6 Derecognition

4.4.6.1 Derecognition
of Financial Assets

The Group derecognises a financial asset
when the contractual rights to the cash
flows from the financial assets expire,
or when it transfers the financial assets
in a transaction in which substantially
all the risks and rewards of ownership
of the financial assets are transferred

or in which the Group neither transfers
nor retains substantially all the risks and
rewards of ownership and it does not
retain control of the financial assets.

Any interest in transferred financial
assets that qualify for derecognition that
are created or retained by the Group is
recognised as a separate asset or liability
in the Statement of Financial Position.
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On derecognition of financial assets —

() The difference between the carrying
amount of the assets (or the carrying
amount allocated to the portion
of the assets transferred) and the
sum of the consideration received
(including any new asset obtained
less any new liability assumed); and

(i) Any cumulative gain or loss that
had been recognised in other
comprehensive income is recognised
in the profit or loss.

The Group enters into transactions
whereby it transfers assets recognised
on its Statement of Financial Position,
but retains either all or substantially all of
the risks and rewards of the transferred
assets or a portion of them. If all or
substantially all risks and rewards are
retained, then the transferred assets are
not derecognised. Transfers of assets
with retention of all or substantially all
risks and rewards include, for example,
securities lending and repurchase
transactions.

When assets are sold to a third party with
a concurrent total rate of return swap on
the transferred assets, the transaction

is accounted for as a secured financing
transaction similar to repurchase
transactions as the Group retains all or
substantially all the risks and rewards of
ownership of such assets.

The transactions in which the Group
neither retains nor transfers substantially
all the risks and rewards of ownership of
a financial asset and it retains

control over the asset, the Group
continues to recognise the asset to the
extent of its continuing involvement,
determined by the extent to which it is
exposed to changes in the value of the
transferred asset.

In certain transactions the Group retains
the obligation to service the transferred
financial asset for a fee. The transferred
asset is derecognised if it meets the
derecognition criteria. An asset or liability
is recognised for the servicing contract,
depending on whether the servicing fee

is more than adequate (asset) or is less
than adequate (liability) for performing
the service.

Continuing involvement that takes the form
of a guarantee over the transferred asset

is measured at the lower of the original
carrying amount of the asset and the
maximum amount of consideration that the
Group could be required to repay.

4.4.6.2 Derecognition of
Financial Liabilities

A financial liability is derecognised
when the obligation under the liability

is discharged or cancelled or expired.
Where an existing financial liability is
replaced by another from the same
lender on substantially different terms,
or the terms of an existing liability

are substantially modified, such an
exchange or modification is treated as a
derecognition of the original liability and
the recognition of a new liability.

The difference between the carrying value
of the original financial liability and the
consideration paid is recognised in the
Statement of Profit or Loss.

4.4.7 Impairment of Assets

4.4.7.1 Impairment of
Financial Assets

At each reporting date, the Group
assesses whether there is objective
evidence that a financial asset or a
group of financial assets is impaired.

A financial asset or a group of financial
assets is impaired, when objective
evidence demonstrates that a loss event
has occurred after the initial recognition
of the asset(s) and that the loss event
has an impact on the estimated future
cash flows of the asset(s) that can be
estimated reliably. Impairment details

of Financial investments — Loans and
Receivables, Loans and Advances

to customers, Financial investments —
Available for sale and Financial
investments — Held to maturity are given
in Notes 26, 27, 28 and 29 respectively.



4.4.7.2 Impairment of
Non-Financial Assets

The Group assesses at each reporting
date whether there is an indication
that an asset may be impaired. If

any indication exists, or when annual
impairment testing for an asset is
required, the Bank estimates the
asset’s recoverable amount. An asset’s
recoverable amount is the higher of an
asset’s fair value less costs to sell or
its value in use. Where the carrying
amount of an asset exceeds its
recoverable amount, the asset is
considered impaired and is written
down to its recoverable amount.

In assessing the value in use, the
estimated future cash flows are
discounted to their present value using
a pre-tax discount rate that reflects
current market assessments of the time
value of money and the risks specific to
the asset. In determining fair value less
costs to sell, an appropriate valuation
model is used. These calculations are
corroborated by valuation multiples,
quoted share prices for publicly-traded
subsidiaries or other valuable fair value
indicators.

4.4.8 Fiduciary Services

The Group provides fiduciary services
to third parties that result in holding of
the assets on behalf of its customers.
Assets held in fiduciary capacity are not
recognised in the Financial Statements,
as the Group is not the beneficial owner
or does not control such assets.

4.5 Provisions

A provision is recognised as a result of a
past event, when the Group has a present
(legal or constructive) obligation that can
be estimated reliably and it is probable
that an outflow of economic benefits will
be required to settle the obligation. The
amount recognised is the best estimate
of the consideration required to settle
the present obligation at the reporting
date, taking into account the risks and
uncertainties surrounding the obligation
at that date. Where a provision is
measured using the cash flows estimated
to settle the present obligation, its

carrying amount is determined based on
the present value of those cash flows.

A provision for onerous contracts is
recognised when the expected benefits
to be derived by the Group from a
contract are lower than the unavoidable
cost of meeting its obligations under
the contract. The provision is measured
as the present value of the lower of the
expected cost of terminating the contract
and the expected net cost of continuing
with the contract.

4.6 Income Tax Expense
and Other Taxes

4.6.1 Income Tax Expense

Income tax expense comprises current
and deferred tax. More details are given
in Note 17.

4.6.2 Value Added Tax (VAT)
on Financial Services

The base for Value Added Tax computation
is arrived by aggregating the accounting
profit before income tax and emoluments
of employees, which is adjusted for the
depreciation computed on prescribed
rates. During the year, the Group’s total
value addition was subjected to 15%
(2016 — 15%) VAT as per Section 25 (a) of
the Value Added Tax Act No. 14 of 2002
and amendments thereto. Also the Group
is following value attributable method to
compute VAT on financial services.

4.6.3 Withholding Tax
(WHT) on Dividends

e Withholding tax on dividends
distributed by the Bank.

No withholding tax is paid by the Bank,
since Bank distributes dividend to its
sole shareholder, the Government

of Sri Lanka.

¢ Withholding tax on dividends
distributed by the Subsidiaries
and Associates.

Dividend distributed out of taxable

profit of the Subsidiaries and Associate
companies attracts a 10% deduction at
source and is not available for set-off
against the tax liability, since it is treated
as a final tax.
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4.6.4 Economic Service
Charge (ESC)

As per provisions of the Economic
Service Charge (ESC) Act No.13 of 2006
and amendments thereafter, ESC is
payable at 0.5% on Bank’s liable turnover
and is deductible from income tax
payable. With effect from 1 April 2012

as per the ESC Amendment Act No. 11

of 2012 ESC is payable on turnover of
the Bank and is deductible from income
tax payable.

4.6.5 Crop Insurance Levy (CIL)

As per the provisions of the Section 15
of the Finance Act No. 12 of 2013, the
CIL was introduced with effect from

1 April 2013 and is payable 1% of the
profit after tax to the National Insurance
Trust Fund Board.

4.6.6 Nation Building Tax
(NBT) on Financial Services

NBT on financial services is calculated
in accordance with Nation Building

Tax (NBT) Act No. 9 of 2009 and
subsequent amendments. NBT on
financial services is calculated at 2% of
the value addition used for the purpose
of VAT on Financial Services.

5.1 Reinsurance

The Group cedes insurance risk in

the normal course of business for all
of its businesses. Reinsurance assets
represent balances due from reinsurance
companies. Amounts recoverable from
reinsurers are estimated in a manner
consistent with the outstanding claims
provision or settled claims associated
with the reinsurer’s policies and are

in accordance with the related
reinsurance contract.

Reinsurance assets are reviewed for
impairment at each reporting date or
more frequently when an indication of
impairment arises during the reporting
year. Impairment occurs when there is
objective evidence as a result of an event
that occurred after initial recognition of
the reinsurance asset that the Group
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may not receive all outstanding amounts
due under the terms of the contract

and the event has a reliably measurable
impact on the amounts that the Group
will receive from the reinsurer. The
impairment loss is recorded in the
Statement of Profit or Loss.

Premiums and claims are presented

on a gross basis for reinsurance.
Reinsurance assets or liabilities are
derecognised when the contractual rights
are extinguished or expire or when the
contract is transferred to another party.

5.2 Insurance Receivables

Insurance receivables are recognised
when due and measured on initial
recognition at the fair value of the
consideration receivable. The carrying
value of insurance receivables is
reviewed for impairment whenever
events or circumstances indicate that the
carrying amount may not be recoverable,
with the impairment loss recorded in the
Statement of Profit or Loss.

5.3 Deferred Expenses

5.3.1 Deferred Acquisition
Costs (DAC)

The costs of acquiring new businesses
including commission, underwriting,
marketing and policy issue expenses
which vary with and directly related to
production of new businesses and/or
investment contracts with Discretionary
Participation Features (DPF), are deferred
to the extent that these costs are
recoverable out of future premiums. All
other acquisition costs are recognised as
an expense when incurred. Subsequent
to initial recognition, DAC for general
insurance is amortised over the period
on the basis unearned premium is
amortised. The reinsurances’ share of
deferred acquisition cost is amortised

in the same manner as the underlying
assets amortisation is recorded in the
Statement of Profit or Loss.

Changes in the expected useful life or

the expected pattern of consumption of
future economic benefits embodied in

Bank of Ceylon | Annual Report 2017

the assets are accounted for by changing
the amortisation period and are treated
as a change in an accounting estimate.
DAC are derecognised when the related
contracts are either expired or cancelled.

5.4 Reinsurance Commissions

Commissions receivable on outwards
reinsurance contracts are deferred and
amortised over the period of reinsurance.

5.5 Investment
Contract Liabilities

Investment contracts are classified
between contracts with and without
DPF. The accounting policies for
investment contract liabilities with DPF
are the same as those for life insurance
contract liabilities.

Investment contract liabilities without DPF
are recognised when contracts are entered
into and premiums are charged. These
liabilities are initially recognised at fair value
being the transaction price excluding any
transaction costs directly attributable to the
issue of the contract. Subsequent to initial
recognition, investment contract liabilities
are measured at fair value through profit

or loss.

Deposits and withdrawals are recorded
directly as an adjustment to the liability
in the Statement of Financial Position.
Fair value adjustments are performed at
each reporting date and are recognised
in the Statement of Profit or Loss. Fair
value is determined through the use

of prospective discounted cash flow
techniques. For unitised contracts, fair
value is calculated as the number of units
allocated to the policyholder in each unit
linked fund multiplied by the unit price
of those funds at the reporting date. The
fund assets and fund liabilities used to
determine the unit prices at the reporting
date are valued on a basis consistent
with their measurement basis in the
Statement of Financial Position adjusted
to take account of the effect on the
liabilities of the deferred tax on unrealised
gains on assets in the fund.

Non-utilised contracts are subsequently
carried at fair value, which is determined
by using valuation techniques such as
discounted cash flows and stochastic
modelling. Models are validated,
calibrated and periodically reviewed by
an independent qualified person.

The liability is derecognised when the
contract expires, is discharged or is
cancelled. For a contract that can be
cancelled by the policyholder, the fair
value cannot be less than the surrender
value. When contracts contain both a
financial risk component and a significant
insurance risk component and the cash
flows from the two components are
distinct and can be measured reliably,
the underlying amounts are unbundled.
Any premiums relating to the insurance
risk component are accounted for on the
same bases as insurance.

5.6 Discretionary Participation
Features (DPF)

A DPF is a contractual right that gives
holders of these contracts the right to
receive as a supplement to guaranteed
benefits, significant additional benefits
which are based on the performance of
the assets held within the DPF portfolio.
Under the terms of the contract,
surpluses in the DPF funds can be
distributed to policyholders and
shareholders on a 90/10 basis. The
Group has the discretion over the amount
and timing of the distribution of these
surpluses to policyholders. All DPF
liabilities including unallocated surpluses,
both guaranteed and discretionary,

at annually are held within insurance

or investment contract liabilities as
appropriate.

5.7 Unearned Premium
Reserve

Unearned premium reserve represents
the portion of the premium written in the
year but relating to the unexpired term
of coverage. Unearned premiums are
calculated on the 1/24th basis.



The following Sri Lanka Accounting
Standards were issued by The

Institute of Chartered Accountants of
Sri Lanka which are not yet effective

as at 31 December 2017. Accordingly,
these Accounting Standards have not
been applied in the preparation of the
Financial Statements for the year ended
31 December 2017.

We have identified following Standards
where this applies to the Group and
further details are set out below:

(i) SLFRS 9 - “Financial
Instruments”:

SLFRS 9 - “Financial Instruments” will
replace LKAS 39 for annual periods on or
after 1 January 2018 with early adoption
permitted. In 2016, the Bank set up a
multidisciplinary implementation team
(“the Team”) with members from its

Risk, Finance and Operations teams to
prepare for SLFRS 9 implementation
(“the Project”). The Project implementation
is continuously monitored by the Project
Steering Committee which is headed by
the Chief Financial Officer.

The Project has clear individual work
streams within two sub-teams for
classification and measurement and
impairment. The initial assessment
and analysis stage was completed for
impairment in 2016, and the sub-team
is finalising the classification and
measurement phase.

The Bank performed the Diagnostic
Phase (Preliminary Impact Assessment
Exercise) and Implementation Phase
(Solution Development) on SLFRS 9 -
“Financial Instruments”.

The Bank has undertaken a significant
analysis of how SLFRS 9 should be
implemented and has taken tentative
accounting policy decisions.

Classification and Measurement

From a classification and measurement
perspective, the new Standard will
require all financial assets, except equity
instruments and derivatives, to be
assessed based on a combination of the
entity’s business model for managing the
assets and the instruments’ contractual
cash flow characteristics.

Business Model Assessment

The Bank determines its business model
at the level that best reflects how it
manages the financial assets to achieve
its objectives. The Bank’s business model
is not assessed on an instrument by
instrument basis, but at a higher level of
aggregated portfolios and is based on
observable factors such as:

¢ How the performance of the business
model and the financial asset held
within that business model are
evaluated and reported to the entity’s
Key Management Personnel

The risks that affects the performance
of the business model (and the financial
asset held within that business model)
and, in particular, the way those risks
are managed

¢ How managers of the business are
compensated (for example, whether
the compensation is based on the fair
value of the assets managed or on the
contractual cash flow collected)

The expected frequency, value and
timing of sales are also important
aspect of the Bank’s assessment

The business model assessment is
based on reasonably expected scenarios
without taking “Worst Case” or “Stress
Case” scenarios into account. If cash
flows after initial recognition are realised
in a way that is different from the Bank’s
original expectation, the Bank does not
change the classification of the remaining
financial assets held in that business
model, but incorporates such information
when assessing newly originated or
newly purchased financial assets.
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Contractual Cash Flow
Characteristic Test

As the second test of the classification
process the Bank assesses the
contractual terms of the financial asset
to identify whether they meet Solely the
Payment of Principle and Interest (SPPI)
Principle for the purpose of this test is
defined as the fair value of the financial
asset at initial recognition and may
change over the life of the financial asset
(for example, if there are repayments of
principle or amortisation of the premium/
discount).

The most significant elements of interest
within a lending arrangement are typically
the consideration for the time value of
money and credit risk. To make SPPI
assessment, the Bank applies judgement
and considers relevant factors such as
currency in which the financial asset is
denominated and the period for which
the interest rate is set.

In contrast to contractual exposures
that introduce a more than deminimise
exposure to risk or volatility, in the
contractual cash flows that are unrelated
to a basic lending arrangement do not
give rise to contractual cash flows that
are solely the payment of principal and
interest on the amount outstanding. In
such cases, the financial asset is required
to be measured at “Fair Value Through
Profit or Loss”.

Impairment of Financial Assets

Overview of Expected Credit Loss
Principle (ECL) SLFRS 9 will principally
change the Bank’s loan loss provision
method by replacing LKAS 39 -
“Financial Instrument Recognition and
Measurement’s” incurred loss approach
with a forward looking ECL Approach.

ECL allowance will be based on credit
losses expected to arise over the life
of the asset (Lifetime expected credit
loss or LTECL), unless there has been
no significant increase in credit risk
since origination in which case the loss
allowance will be 12 month expected
credit loss (12mECL)
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12mECL is the portion of LTECL that
represent the ECL that results from
default events on a financial instrument
that are possible within 12 months after
the reporting date.

The Bank has established a policy to
perform an assessment, at the end

of each reporting period of whether a
financial instrument's credit risk has
increased significantly since initial
recognition. Based on such process the
Bank groups loans into Stage 1, Stage 2,
and Stage 3 as described below:

e Stage 1: When loans are first
recognised, the Bank recognises an
allowance based on 12mECL. Stage 1
loans also include the facilities where
the credit risk has improved and the
loans has been reclassified from
Stage 2. Assessment of Stage 1
will be performed collectively.

e Stage 2: When a loan has shown
a significant increase in credit risk
since origination, the Bank records an
allowance for the LTECL. Stage 2 loans
also include facilities, where the credit
risk has improved and the loan has
been reclassified from Stage 3.
Assessment of Stage 2 will be
performed collectively.

e Stage 3: Loan considered to be credit
impaired/contains objective evidence
of incurred losses records an allowance
for the LTECL. Stage 3 assessment will
be performed Individually/Collectively
Significant Increase in Credit Risk.

The Bank continuously monitors all
assets subject to ECL, in order to
determine whether an instrument or

a portfolio of instruments is subject to
12mECL or LTECL, the Bank assess
whether there has been a significant
increase in credit risk since initial
recognition. The Bank considers an
exposure to have significantly increased
in credit risk when the either of the
following criteria are met:

¢ Facilities exceeding 30 days past due

e Counterparties/facilities reflected
coded any elevated risk industries as
per the assessment performed by the
Credit Risk Management Team
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¢ Restructured facilities
Secondary qualitative indicators
triggering a significant increase in
credit risk for an asset, such as moving
a customer/facility to watch list

Individually Significant
Assessment and Not Impaired
Individually

The Bank will individually assess all
customer exposures which are above
the predetermined threshold. Individual
assessment will be performed for all the
customers with Objective evidence of
incurred losses (under Stage 3). Loans
which are individually significant but not
impaired will be assessed collectively for
impairment either under Stage 1 or
Stage 2 based on the criteria whether
there has been significant credit
deterioration since origination.

While establishing significant credit
deterioration the Bank will consider the
following criteria:

e Other changes in the rates or terms
of an existing financial instrument that
would be significantly different if the
instrument was newly originated.

¢ Significant changes in external market
indicators of credit risk for a particular
financial instrument or similar financial
instrument.

¢ Other Information related to the
borrower, such as changes in the price
of a borrower’s debt/equity instrument.

¢ An actual/expected internal credit
rating downgrade for the borrower or
decrease in behavioural score used to
assess credit risk internally.

e Existing or forecast adverse changes
in business, financial or economic
condition that are expected to cause
significant change in the borrower’s
ability to meet its obligation.

¢ An actual or expected significant
change in the operating results of
the borrower in relating to actual/
expected decline in revenue,
increase in operating risk, working
capital deficiency, decrease in asset
quality, increase in gearing, liquidity
management problems.

¢ Significant increase in credit risk on
other financial instruments of the
same borrower.

¢ An actual or expected significant adverse
change in the regulatory, economic
or technological environment of the
borrower that result in a significant
change in the borrower’s ability to meet
the debt obligation.

Grouping Financial
Assets Measured on
a Collective Basis

As explained above, the Bank calculates
ECL either on a collective or individual
basis. Asset classes where the Bank
calculates ECL on an individual basis
includes all individually significant
assets which are belong to Stage 3. All
assets which belong to Stages 1, 2 and
individually non-impaired assets will be
assessed collectively for impairment.

The Bank groups these exposures

for smaller homogeneous exposures,
based on a combination of internal and
external characteristics of the loan as
described below:

¢ Product Type
¢ Type of Collateral
e Days Past Due

e Industry

The Calculation of ECL

The Bank calculates ECL-based on

three probability weighted scenarios

to measure expected cash shortfalls,
discounted at an approximation to the
EIR. A cash shortfall is the difference
between the cash flows that are due to
an entity in accordance with the contract
and the cash flows that the entity expects
to receive.



The mechanics of the ECL calculation are
outlined below and the key elements are
as follows:

e PD: The Probability of Default is an
estimate of the likelyhood of default
over a given time horizon. A default
may only happen at a certain time over
the assessed period, if the facility has
not been previously derecognised and
is still in the portfolio.

e EAD: Exposure At Default is the
estimate of the exposure at a future
default date, taking into account
expected changes in the exposure
after the reporting date, including
repayments of the principle and
interest, whether scheduled by contract
or otherwise, expected draw downs on
committed facilities.

¢ LGD: Loss Given Default is an estimate
of the loss arising in the case where
a default occurs at a given time. It
is based on the difference between
the contractual cash flows due and
those that the lenders would expect
to receive, including realisation of any
collateral. It is usually expressed as a
percentage of the EAD.

When estimating the ECL, the Bank
considers three scenarios (Base Case,
Best Case and Worst Case). Each of
these scenarios associated with different
loss rates. For all products, the maximum
period of which the credit losses are
determined is the contractual life of a
financial instrument.

Impact to the Bank on SLFRS 9 is presented in below table in a summarised format:

Impacted Area

Financial asset
classification and
measurement

There are four categories as follows:

e Held to Maturity

Requirement under LKAS 39

Classification is based on ability
and intention to hold and the
marketability of the instrument.

Requirement under SLFRS 9

model of the portfolio.

¢ Amortised cost

Classification is based on characteristics
of financial instruments and the business

There are three categories as follows:

e Loans and Receivables
e Fair Value Through Profit or Loss
e Available for Sale

e Fair Value Through Profit or Loss
e Fair Value Through OCI
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Forward Looking Information

In the ECL model the Bank relies on
broad range qualitative/quantitative
forward looking information as economic
input such as:

Quantitative Qualitative

GDP Growth
Inflation

Government Policies

Status of the
Industry Business

Unemployment Regulatory Impact

Interest Rates

Exchange Rates

Possible impact

Any gain/loss on fair value cannot be
recognised in Profit or Loss, if equity
instrument is classified as Fair Value
Through OCI.

No significant impact

Financial liabilities

Two categories has been
defined as:

e Fair Value Through Profit or Loss
* Amortised cost

Two categories has been
defined as:

e Fair Value Through Profit or Loss
* Amortised cost

No change

Impairment

Incurred loss model

Expected loss model

¢ Sri Lanka Development Bond
(SLDB) and corporate debentures
are subject to impairment

e Under performing loans which are
having significant deterioration in
credit risk are considered for life
time expected loss

e Undrawn and unutilised exposures
are subject to impairment

e Forward looking information is
incorporated through economic
factor adjustment

Hedge accounting

Retrospective effectiveness of the
hedging instrument is considered
and the results should be within
the range of 80%-125%

Quantitative threshold of 80%-125%
is removed and qualitative threshold
is used for recognising effectiveness
of the hedge

No impact
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The transition work has not been finalised
yet since the Bank is refining and
finalising its models for expected credit
loss calculations and the new accounting
policies, assumptions, judgements and
estimation techniques employed are
subject to change until the Bank finalises
its first Financial Statements that include
the date of initial application. The Bank is
in the process of assessing the impact for
the balances as at 31 December 2017,
therefore the quantified impact of the
above is not disclosed. The Group also
has not quantified the impact of the
above as at 31 December 2017.

(ii) SLFRS 15 - “Revenue from
Contracts with Customers”

SLFRS 15 states the principles that

an entity shall apply to report useful
information to users of Financial
Statements about the nature, amount,
timing and uncertainty of revenue and
cash flows arising from a contract with
a customer.

SLFRS 15 introduces a five step approach
for revenue recognition from contracts
with customers and replaces all other
currently applicable revenue standards
and related interpretations (LKAS 18 —
“Revenue”, LKAS 11 - “Construction
Contracts”, IFRIC 13 - “Customer

Loyalty Programs”).
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SLFRS 15 will become effective on

1 January 2018, with early adoption is
permitted. However, the Group does not
expect significant impact on its Financial
Statements resulting from SLFRS 15.

(iii) SLFRS 16 - “Leases”

SLFRS 16 eliminates the current

dual accounting model for lessees which
distinguishes between On-Balance Sheet
finance leases and Off-Balance Sheet
operating leases. Instead there will be

a single On-Balance Sheet accounting
model that is similar to current finance
lease accounting. This Standard will be
replaced LKAS 17 — “Leases”, IFRIC 4 -
“Determining whether an Arrangement
Contains a Lease”, SIC 15 - “Operating
Leases - Incentives” and SIC 27 —
“Evaluating the Substance of Transactions
Involving the Legal Form of a Lease”.

SLFRS 16 is effective for annual periods
beginning on or after 1 January 2019. The
Group is assessing the potential impact
on its Financial Statements resulting from
the application of SLFRS 16.
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Accounting Policy

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Bank/Group and the revenue can
be reliably measured.

Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR *000 LKR *000 LKR ’000 LKR *000
Interest income [Note 8.1] 171,343,888 134,685,338 177,746,357 139,701,569
Fee and commission income [Note 9.1] 9,178,655 8,739,625 9,436,780 8,983,083
Net gains/(losses) from trading [Note 10] 2,802,048 2,061,616 2,822,168 2,037,390
Net gains/(losses) from financial investments [Note 11] 905,527 273,881 925,733 312,273
Other operating income [Note 12] 4,981,277 8,360,912 6,081,923 8,666,910
Total income 189,211,395 154,121,372 197,012,961 159,701,225

Accounting Policy

Interest income and expense are recognised in the Statement of Profit or Loss using the effective interest rate (EIR).

Interest income and expense presented in the Statement of Profit or Loss include interest on:

- Financial assets and financial liabilities measured at amortised cost
— Financial instruments classified as held for trading
— Financial investments classified as available for sale

Effective Interest Rate (EIR)

The “EIR” is the rate that exactly discounts the estimated future cash payments and receipts throughout the expected life of the
financial asset or financial liability (or, where appropriate, a shorter period) to calculate the carrying amount of the financial asset
or financial liability. When calculating the EIR, the Group estimates future cash flows, considering all contractual terms of the
financial instruments.

The calculation of the EIR includes any discount or premium on acquisition of financial instrument, transaction costs and fees paid
or received that are an integral part of the EIR. Transaction costs include incremental costs that are directly attributable to the
acquisition or issue of a financial asset or financial liability.

For credit impaired financial assets, credit adjusted EIR is calculated using estimated future cash flows.

8.1 Interest Income

Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR ’000 LKR ’000 LKR 000 LKR ’000
Cash and cash equivalents 716,983 464,027 794,400 560,812
Placements with banks 623,881 580,833 688,805 646,813
Securities purchased under resale agreements 1,082,293 561,823 1,059,185 615,444
Financial instruments — Held for trading 585,342 428,314 586,073 428,314
Financial investments — Loans and receivables 11,540,713 11,807,028 11,661,827 11,847,619
Loans and advances to customers 124,890,681 93,898,806 130,663,714 98,376,809
Financial investments — Available for sale 754,802 151,785 996,946 342,840
Financial investments — Held to maturity 31,149,193 26,792,722 31,295,407 26,882,918
Total interest income 171,343,888 134,685,338 177,746,357 139,701,569

Interest income on loans and advances to customers includes interest on impaired loans LKR 1,258.7 million for the year 2017
(2016 - LKR 441.5 million).
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8.2 Interest Expenses

Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR *000 LKR *000 LKR *000 LKR *000
Due to banks 30,262 11,607 33,853 262,192
Securities sold under repurchase agreements 5,464,801 6,521,994 5,495,603 6,559,119
Due to customers 92,229,110 57,907,175 94,518,371 59,437,884
Other borrowings 10,249,478 11,716,862 10,510,630 11,663,625
Debt securities issued 399,087 1,365,604 1,147,939 2,026,725
Subordinated term debts 4,614,958 3,204,608 4,549,859 3,145,532
Total interest expenses 112,987,696 80,727,850 116,256,255 83,095,077
Net interest income 58,356,192 53,957,488 61,490,102 56,606,492

8.3 Net Interest Income from Sri Lanka Government Securities

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR *000 LKR *000 LKR *000
Interest income 32,623,129 27,710,618 32,823,130 27,905,965
Less: Interest expenses 5,464,801 6,521,994 5,495,603 6,559,119
Net interest income from Sri Lanka Government Securities 27,158,328 21,188,624 27,327,527 21,346,846

8.4 Notional Tax Credit on Secondary Market Transactions

In terms of the Section 137 of the Inland Revenue Act No. 10 of 2006 and the amendments thereto, a company which derives
interest income from the secondary market transactions in Government Securities would be entitled to a notional tax credit [being
one ninth (1/9) of the net interest income], provided such interest income forms a part of statutory income of the Company for

that year of assessment. Accordingly, the net interest earned by the Bank and the Group on secondary market transactions in
Government Securities for the year has been grossed up in the Financial Statements and the resulting notional tax credit amounted
to a sum of LKR 2,165.0 million (2016 - LKR 1,844.3 million) for the Bank and LKR 2,206.4 million (2016 - LKR 1,893.6 million) for
the Group.

Accounting Policy

Fee and commission income comprises with the fee and commission earned by the Group, providing diverse range of services.
Those can be divided into following two main categories.

(i) Fee and commission income earned from services that are provided over a certain period of time
Fees earned for the provision of services over a period of time are accrued over that period. These fees include commission
income and private wealth and asset management fees, custody and other management and advisory fees.

(ii) Fee and commission income from providing transaction services and earned on the execution of a significant act
Fees and commission arising from negotiating or participating in the negotiation of a transaction for a third party, such as the
arrangement/participation or negotiation of the acquisition of shares or other securities or the purchase or sale of businesses,
are recognised on completion of the underlying transaction. Fees or components of fees that are linked to a certain performance
are recognised after fulfilling the corresponding criteria.

Fees and commission expenses relating to transactions are expensed as the services are received and are recognised on an
accrual basis.
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9.1 Fee and Commission Income
Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR *000 LKR *000 LKR *000 LKR *000
Trade services 2,017,427 1,925,657 2,157,147 1,966,365
Debit and credit cards 2,646,648 2,061,285 2,646,648 2,061,285
Travel and remittances services 916,007 833,768 916,007 833,768
Custodial services 65,514 57,183 65,514 57,183
Retail banking services 2,107,808 2,212,222 2,117,176 2,212,222
Guarantees and related services 1,220,235 1,313,247 1,221,301 1,314,382
Other financial services 205,016 336,263 312,987 537,878
Total fee and commission income 9,178,655 8,739,625 9,436,780 8,983,083
9.2 Fee and Commission Expenses

Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR *000 LKR *000 LKR *000 LKR *000
Trade services 95,306 79,710 95,306 79,710
Debit and credit cards 1,448,287 1,100,633 1,448,287 1,100,633
Travel and remittances 105,762 93,857 105,762 93,857
Retail banking services 216,860 221,193 227,999 221,193
Guarantees and related services 8,562 9,241 8,562 9,241
Other financial services 8,525 15,556 86,458 102,637
Total fee and commission expenses 1,883,302 1,520,190 1,972,374 1,607,271
Net fee and commission income 7,295,353 7,219,435 7,464,406 7,375,812

Accounting Policy

Net gains/(losses) from trading comprise foreign exchange gain or losses arising from trading activities, realised gains or losses from
investment in equities and fixed income securities classified as held for trading and unrealised gains and losses due to changes
in fair value of such instruments, dividend income from trading equities and gains or losses arising from changes in fair value of

derivative financial instruments.

Dividend income is recognised when the Group’s right to receive the dividend is established.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR *000 LKR ’000 LKR *000

Foreign exchange

From banks 1,479 6,959 20,403 24,561

From other customers 2,709,355 2,075,002 2,721,536 2,086,767
Government Securities

Gains/(Losses) on marked to market valuation 75,448 1,865 75,448 1,865

Gains/(Losses) on sale 48,276 405,122 48,276 405,122
Equities

Gains/(Losses) on marked to market valuation (174,510) (560,428) (170,717) (587,115)

Gains/(Losses) on sale 30,217 19,422 7,008 (20,611)

Dividend income 111,783 113,674 120,214 126,801
Net gains/(losses) from trading 2,802,048 2,061,616 2,822,168 2,037,390

Bank of Ceylon | Annual Report 2017



176 | Financial Reports
Notes to the Financial Statements

Accounting Policy

Net gains/(losses) from financial investments include profit or loss on sale of financial investments and dividend income of
financial investments classified as available for sale. Dividend income is recognised when the Group’s right to receive the dividend
is established.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR '000 LKR *000 LKR *000
Financial investments — Available for sale
Gains/(Losses) on sale of Government Securities 332,937 107,708 332,937 107,708
Dividend income 572,590 166,173 592,796 204,565
Net gains/(losses) from financial investments 905,527 273,881 925,733 312,273

Accounting Policy

Dividend Income from Subsidiaries and Associates
Dividend income from subsidiaries and associates is recognised when the Bank’s right to receive the dividend is established.

Gains/(Losses) from Disposal of Non-Financial Assets

Net gains or losses arising from the disposal of Property, Plant and Equipment and other non-current assets including investments
in subsidiaries and associates are accounted for in the Statement of Profit or Loss after deducting the carrying amount of such
assets and the related selling expenses from the proceeds on disposal.

Gains/(Losses) on Revaluation of Foreign Exchange
Foreign currency positions are revalued at each reporting date. Gains/(Losses) arising from changes in fair value are included in the
Statement of Profit or Loss in the period in which they arise.

Rental Income
Rental income is recognised on an accrual basis. This includes rent recovered from the Bank’s premises, quarters, safety lockers,
and lease rent recovered from branch premises etc.

Service Income
Service income is recognised on an accrual basis and includes income earned through documentation charges recovered from
loans and leases, CRIB charges, legal fees, correspondent banking services charges and automated cheque clearing etc.

Gross Insurance Premium

Gross recurring premiums on life and investment contracts with Discretionary Participation Features (DPF) are recognised as
revenue when receivable from the policyholder. For single premium business, revenue is recognised on the date on which the
policy is effective.

Gross general insurance written premiums comprise the total premiums receivable for the whole period of cover provided by
contracts entered into during the accounting period and are recognised on the date on which the policy commences.
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Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR *000 LKR *000 LKR *000
Dividend income from subsidiaries and associates 76,680 1,102,158 - -
Gains from disposal of non-financial assets* - 3,130,000 - 2,378,666
Gains/(Losses) on revaluation of foreign exchange 701,621 1,069,579 701,621 1,069,579
Gains/(Losses) on sale of Property, Plant and Equipment 55,105 51,643 59,399 87,249
Gains/(Losses) on sale of foreclosed properties 70,866 19,052 70,866 19,052
Rental income 250,454 231,326 329,905 298,791
Service income 2,043,604 2,143,545 2,403,599 2,611,013
Profit from sale of gold bullion 15,342 13,025 15,342 13,025
Miscellaneous income 1,654,635 448,187 1,656,118 797,373
Gross insurance premium = - 632,103 1,239,765
Net income from Islamic banking [Note 12.1] 212,970 152,397 212,970 152,397
Total other operating income 4,981,277 8,360,912 6,081,923 8,666,910
*Gains from disposal of non-financial assets included gain on disposal of Mireka Capital Land (Private) Limited, an associate company of the Bank.
12.1 Net Income from Islamic Banking
Bank/Group
For the year ended 31 December 2017 2016
LKR '000 LKR ’000
Income from Islamic banking operations 364,126 252,846
Less: Profit paid to investors 151,156 100,449
Net income from Islamic banking 212,970 152,397
Accounting Policy
The Bank and Group recognise the changes in the impairment provisions for loans and advances, which are assessed as per
Sri Lanka Accounting Standard — LKAS 39 - “Financial Instruments: Recognition and Measurement”. Details are given under
loans and advances to customers (Note 27). Further, the Bank/Group recognises an impairment loss when the carrying amount
of a non-financial asset exceeds the estimated recoverable amount of that asset as per Sri Lanka Accounting Standard —
LKAS 36 - “Impairment of Assets”.
Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR *000 LKR ’000 LKR *000
Net impairment charge/(reversal) for loans and advances [Note 13.1] 9,640,658 4,396,761 9,884,889 4,421,000
Net impairment charge/(reversal) for other investments [Note 30.2] (800,000) - - -
Impairment charge/(reversal) for loans and other losses 9,340,658 4,396,761 9,884,889 4,421,000
13.1 Net Impairment Charge/(Reversal) for Loans and Advances
Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR "000 LKR '000 LKR 000 LKR "000
Individual impairment for loans and advances [Note 13.1.1] 9,631,746 6,685,680 9,676,575 6,765,378
Collective impairment charge/(reversal) for loans and advances 8,912 (2,288,919) 208,314 (2,344,378)
Net impairment charge/(reversal) for loans and advances 9,640,658 4,396,761 9,884,889 4,421,000
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13.1.1 Individual Impairment for Loans and Advances

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR ’000 LKR 000 LKR ’000 LKR ’000
Impairment charge during the year 11,713,536 9,209,538 11,758,365 9,289,236
Less: Amount reversed or recovered during the year 2,081,790 2,523,858 2,081,790 2,523,858
Net individual impairment charge/(reversal) during the year 9,631,746 6,685,680 9,676,575 6,765,378

Accounting Policy

Personnel expenses include staff emoluments, contribution to defined contribution/benefit plans and other staff related expenses.
Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related service is
provided. A liability is recognised for the amount expected to be paid under short-term cash bonus, if the Group has a present
legal or constructive obligation to pay this amount as a result of past service provided by the employee and the obligation can be
estimated reliably.

Employees are eligible for contribution to defined contribution/benefit plans in accordance with the respective internal and external
statutes and regulations.

Defined benefit plan contributions and provisions for accumulated leave are recognised in the Statement of Profit or Loss based on
actuarial valuations carried out in accordance with Sri Lanka Accounting Standard — LKAS 19 — “Employee Benefits”.

Bank Group

For the year ended 31 December 2017 2016 2017 2016

LKR ’000 LKR '000 LKR ’000 LKR ’000
Staff emoluments 13,142,117 12,679,264 14,335,669 13,888,137
Contributions to defined contribution plans [Note 14.1] 1,032,383 1,043,376 1,167,164 1,170,963
Contributions to defined benefit plans [Note 14.2] 495,125 1,188,793 562,159 1,250,027
Other personnel expenses 2,326,551 1,932,998 2,658,558 2,100,202
Total personnel expenses 16,996,176 16,844,431 18,723,550 18,409,329

14.1 Contributions to Defined Contribution Plans

A Defined Contribution Plan (DCP) is a post employment benefit plan under which an entity pays fixed contributions into a separate
entity and will have no legal or constructive obligation to pay further amounts. Obligations for contributions to defined contribution
plans are recognised as an expense in the Statement of Profit or Loss when they are due in respect of service rendered before the
end of the reporting period. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in future
payments is available. Contributions to a DCP that is due more than 12 months after the end of the reporting period in which the
employees render the service are discounted to their present value at the reporting date.

Bank of Ceylon Provident Fund

All employees of the Bank are members of the “Bank of Ceylon Provident Fund” to which the Bank contributes 12% of
employees’ monthly gross salary while employees contribute 8%. This Fund is an approved fund, which is independently
administered.

Employees’ Provident Fund

The subsidiaries and their employees (other than Bank of Ceylon and its employees) contribute 12% (15% by Property Development
PLC) and 8% (10% by Property Development PLC’s employees) respectively on monthly gross salary of each employee to
Employees’ Provident Fund, in terms of the Employees’ Provident Fund Act No. 15 of 1958 and subsequent amendments thereto.
The respective Fund is managed by the Central Bank of Sri Lanka.
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Employees’ Trust Fund
All employees of the Bank and its subsidiaries are members of the Employees’ Trust Fund to which the Bank and the Group
contributes 3% of the employee’s monthly gross salary, in terms of Employees’ Trust Fund Act No. 46 of 1980.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR ’000 LKR ’000 LKR 000 LKR ’000
Employers’ contribution to:
Bank of Ceylon/Employees’ Provident Funds 827,212 836,910 938,876 939,617
Employees’ Trust Fund 205,171 206,466 228,288 231,346
Total contributions to defined contribution plans 1,032,383 1,043,376 1,167,164 1,170,963

14.2 Contributions to Defined Benefit Plans

A Defined Benefit Plan (DBP) is a post employment benefit plan other than a DCP. The Group’s net obligation in respect of DBP is
calculated separately for each plan by estimating the amount of future benefit that employees have earned in return for their service
in the current and prior periods and discounting that benefit to determine its present value and then deducting the fair value of any
plan assets. The discount rate is the yield at the reporting date on long-term treasury bond rate for discount rates actually used that
have maturity dates approximating the terms of the Group’s obligations. The calculation is performed by a qualified actuary using
the Projected Unit Credit method.

The Group recognises all actuarial gains and losses arising from DBP in the OCI and the expenses related to DBP under personnel
expenses in the Statement of Profit or Loss. Details of defined benefit plans are given in “Employee retirement benefit plans” (Note 46).

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR °000 LKR °000 LKR 000 LKR °000
Employers’ contribution to:
Bank of Ceylon Pension Trust Fund [Note 46.1.1] 936,596 619,988 936,596 619,988
Bank of Ceylon Widows’/Widowers’ and Orphans’ (830,309) (369,423) (830,309) (369,423)
Pension Fund [Note 46.2.1]
Terminal gratuity [Note 46.3] 41,964 23,263 101,498 77,425
Bank of Ceylon Pension Fund — 2014 [Note 46.4.1] 137,767 699,789 137,767 699,789
Provision for encashment of medical leave 209,107 215,176 209,107 215,176
Pension fund — Bank of Ceylon (UK) Limited = - 7,500 7,072
Total contributions to defined benefit plans 495,125 1,188,793 562,159 1,250,027

Accounting Policy

Other expenses have been recognised in the Statement of Profit or Loss as they are incurred in the period to which they relate.

All expenditure incurred in the operation of the business and in maintaining the capital assets in a state of efficiency has been charged
to revenue in arriving at the Group’s profit for the year. Provisions in respect of other expenses are recognised when the Group has a
present obligation (legal or constructive) as a result of a past event, it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the obligation.

Deposit Insurance Premium

As per the Sri Lanka Deposit Insurance and Liquidity Support Scheme introduced under the Banking Act Direction No. 05 of 2010,
the Bank is required to make quarterly payments of 0.1% or 0.125% on the eligible deposit liabilities, from 1 October 2010. The
premium rate depends on the Capital Adequacy Ratio (CAR) of the immediate preceding Audited Financial Statements.
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Reinsurance Premium, Claims and Other Benefits

Gross benefits and claims for life insurance contracts and for investment contracts with Discretionary Participation Features (DPF)
include the cost of all claims arising during the year including internal and external claims handling costs that are directly related
to the processing and settlement of claims and policyholder bonuses declared on DPF contracts, as well as changes in the gross
valuation of insurance and investment contract liabilities with DPF. Death claims and surrenders are recorded on the basis of
notifications received. Maturities and annuity payments are recorded when due. Interim payments and surrenders are accounted
at the time of settlement.

General insurance include all claims occurring during the year, whether reported or not, related internal and external claims handling
costs that are directly related to the processing and settlement of claims, a reduction for the value of salvage and other recoveries,
and any adjustments to claims outstanding from previous years.

Claims, expenses and liabilities for outstanding claims are recognised in respect of direct and inward reinsurance business. The
liability covers claims reported but not yet paid, Incurred But Not Reported (IBNR) claims and the anticipated direct and indirect
costs of settling those claims. Claims outstanding are assessed by review of individual claim files and estimating changes in the
ultimate cost of settling claims. The provision in respect of IBNR is actuarially valued on an annual basis to ensure a more realistic
estimation of the future liability based on past experience and trends.

While the Directors consider that the provision for claims is fairly stated on the basis of information currently available, the ultimate
liability will vary as a result of subsequent information and events. This may result in adjustment to the amounts provided. Such
amounts are reflected in the Financial Statements for that period. The methods used and the estimates made are reviewed regularly.

Reinsurance claims are recognised when the related gross insurance claim is recognised according to the terms of the
relevant contract.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR ’000 LKR *000 LKR *000
Directors’ emoluments 6,255 7,055 14,229 14,348
Auditors’ remuneration
Audit fees 15,145 17,767 28,220 28,391
Non-audit fees - - 127 1,301
Deposit insurance premium 1,615,314 1,280,587 1,643,869 1,304,401
Professional and legal expenses 136,301 143,182 197,102 198,417
Depreciation of investment properties 117,072 - 2,906 2,961
Depreciation of Property, Plant and Equipment 1,523,783 1,263,914 2,197,108 1,758,041
Net revaluation loss on buildings 44,661 - 52,820 -
Amortisation of leasehold properties 2,821 2,814 4,178 4,175
Amortisation of intangible assets 281,326 186,468 338,288 234,727
Fixed assets maintenance expenses 4,588,624 4,124,359 4,061,002 3,707,238
Provision charge/(reversal) on gold in hand (3,306,545) 1,733,508 (3,306,545) 1,733,508
Reinsurance premium, claims and other benefits - - 446,723 1,114,074
Office administration and establishment expenses 5,387,040 4,418,852 6,300,825 5,636,207
Total other expenses 10,411,797 13,178,506 11,980,852 15,737,789
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The aggregate of the Group’s share of profits or losses of associates is shown in the Statement of Profit or Loss under the equity
method of accounting.

Group

For the year ended 31 December 2017 2016

LKR "000 LKR 000
Ceybank Asset Management Limited 26,600 30,156
Lanka Securities (Private) Limited 1,362 (8,885)
Mireka Capital Land (Private) Limited - 21,148
Transnational Lanka Records Solutions (Private) Limited 24,062 20,533
Total share of profits/(losses) of associate companies, net of tax 52,024 62,952

Current tax and deferred tax are recognised in the Statement of Profit or Loss except to the extent that it relates to items
recognised directly in equity or in Other Comprehensive Income (OCI).

Current Taxation

Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates enacted or
substantively enacted at the reporting date and any adjustment to tax payable in respect of previous years. The amount of current
tax receivable or payable is the best estimate of the tax amount expected to be paid or received that reflects uncertainty related to
income taxes if any.

Accordingly, provision for taxation is made on the basis of the accounting profit for the year, as adjusted for taxation purposes,
in accordance with the provisions of the Inland Revenue Act No. 10 of 2006 and amendments thereto.

Provision for taxation on the overseas operations is made on the basis of the accounting profit for the year, as adjusted for taxation
purposes, in accordance with the provisions of the relevant laws and regulations in those countries, using the tax rates enacted or

substantively enacted as at the reporting date.

Deferred Taxation
Details are given in Note 36.

Following details are provided as required by the Sri Lanka Accounting Standard — LKAS 12 - “Income Taxes”.

17.1 Components of Income Tax Expense

Bank Group
For the year ended 31 December 2017 2016 2017 2016
LKR ’000 LKR *000 LKR ’000 LKR ’000
Current Tax Expense
Income tax on profit for the year 8,068,543 5,495,446 8,268,754 5,877,192
Adjustments in respect of prior years 860,873 956,808 876,874 953,463
Deferred Tax Expense
Charge/(Reversal) of deferred tax [Note 36] 101,280 (54,565) 183,290 (99,550)
Income tax expense for the year 9,030,696 6,397,689 9,328,918 6,731,105
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17.2 Reconciliation of Accounting Profit and Income Tax Expense

Bank Group

For the year ended 31 December 2017 2016 2017 2016
LKR *000 LKR *000 LKR *000 LKR *000

Accounting profit before income tax 30,342,980 31,188,685 30,815,563 30,117,032
Add: Dividend income from subsidiaries and associates - - 76,680 1,102,158
30,342,980 31,188,685 30,892,243 31,219,190

Add: Disallowable expenses 24,093,557 12,188,589 27,755,668 14,845,661
54,436,537 43,377,274 58,647,911 46,064,851

Less: Allowable expenses 9,198,542 4,900,759 12,690,036 6,606,075
Less: Tax exempt income 19,405,951 21,889,267 19,463,696 21,941,912
Taxable income 25,832,044 16,587,248 26,494,179 17,516,864
Current tax at rate of 28% (2016 — 28%) 7,232,972 4,644,429 7,418,370 4,904,722
Effect of different tax rates in the Group - - 7,694 7,803
Effect of different tax rates in other countries 835,571 851,017 835,571 851,017
10% withholding tax on inter company dividends = - 7,120 113,650
Adjustments in respect of prior years 860,873 956,808 876,873 953,463
Charge/(Reversal) of deferred tax [Note 36] 101,280 (54,565) 183,290 (99,550)
Income tax expense for the year 9,030,696 6,397,689 9,328,918 6,731,105
The effective income tax rate (%) 29.8 20.5 30.3 22.3

17.3 The tax liabilities of resident companies are computed at the standard rate of 28% (2016 - 28%), except following Bank
operations and companies which enjoy full or partial exemptions and concessions.

For the year ended 31 December 2017 2016
% %

Tax rates applicable on local operations

BOC Travels (Private) Limited 12 12
Hotels Colombo (1963) Limited 12 12
Ceybank Holiday Homes (Private) Limited 12 12
Koladeniya Hydropower (Private) Limited* 10 Nil

Tax rates applicable on foreign operations

Banking operations in Male 25 25
Banking operations in Chennai 40 40
Banking operation in Seychelles
Up to SCR 1,000,000 25 25
Balance 33 33
Bank of Ceylon (UK) Limited 19 20

*In accordance with the agreement with the Board of Investment of Sri Lanka (BOI), Koladeniya Hydropower (Private) Limited is entitled to a tax exemption period of
five years from the year in which the company commences to make profits or not later than two years from the date of commencement of commercial operations,
whichever is earlier as may be specified in a certificate issued by the the Board of Investment. The tax holiday ended on 31 December 2016. After the tax exemption
period, the Company will be liable to tax on its trading profit at a concessionary rate of 10% for 2 years and at 20% thereafter.
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In accordance with the Sri Lanka Accounting Standard — LKAS 33 - “Earnings Per Share”, basic earnings per share is calculated
by dividing the profit or loss attributable to ordinary shareholders of the Bank (the numerator) by the weighted average number of

ordinary shares in issue (the denominator) during the year.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
Profit attributable to ordinary shareholder of the Bank (LKR '000) 21,312,284 24,790,996 21,470,163 23,496,656
Weighted average number of ordinary shares in issue [Note 18.1.1] 11,479,452 10,000,000 11,479,452 10,000,000
Basic earnings per share (LKR) 1,856.56 2,479.10 1,870.31 2,349.67
18.1.1 Weighted Average Number of Ordinary Shares in Issue
Bank Group
2017 2016 2017 2016
Number of ordinary shares in issue as at 1 January 10,000,000 10,000,000 10,000,000 10,000,000
Weighted average number of ordinary shares issued during the year 1,479,452 - 1,479,452 -
Weighted average number of ordinary shares in issue as at 31 December 11,479,452 10,000,000 11,479,452 10,000,000

18.2 Diluted Earnings Per Share

Diluted earnings per share is calculated by dividing the profit or loss attributable to ordinary shareholder of the Bank (the numerator)
by the weighted average number of ordinary shares in issue during the year after adjusting for effect of all dilutive potential ordinary

shares (the denominator).

Bank Group
For the year ended 31 December 2017 2016 2017 2016
Profit attributable to ordinary shareholder of the Bank (LKR ’000) 21,312,284 24,790,996 21,470,163 23,496,656
Weighted average number of ordinary shares after adjusting
for dilution [Note 18.2.1] 15,068,493 10,164,384 15,068,493 10,164,384
Diluted earnings per share (LKR) 1,414.36 2,439.01 1,424.84 2,311.67
18.2.1 Weighted Average Number of Ordinary Shares After Adjusting for Dilution
Bank Group
For the year ended 31 December 2017 2016 2017 2016
Weighted average number of ordinary shares in issue 11,479,452 10,000,000 11,479,452 10,000,000
Weighted average number of potential ordinary shares
under pending allotment during the year 3,589,041 164,384 3,589,041 164,384
Weighted average number of ordinary shares after adjusting for dilution 15,068,493 10,164,384 15,068,493 10,164,384
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18.3 Dividend Per Share

Dividend per share is calculated by dividing the total dividend allocated to shareholder (the numerator) by the weighted average

number of ordinary shares in issue (the denominator) during the year.

Bank Group
For the year ended 31 December 2017 2016 2017 2016
Total dividend allocated to shareholder during the year (LKR '000) 12,346,410 17,346,410 12,346,410 17,346,410
Weighted average number of ordinary shares in issue [Note 18.1.1] 11,479,452 10,000,000 11,479,452 10,000,000
Dividend per share (LKR) 1,075.52 1,734.64 1,075.52 1,734.64

There were six dividend payments during the year and weighted average number of outstanding shares was used to compute

dividend per share.

All financial assets and liabilities are measured under the following headings as per the LKAS 39 - “Financial Instruments:

Recognition and Measurement”.

19.1 Bank
As at 31 December 2017

Fair Value through Fair Value Amortised Total

Profit or Loss through OCI Cost
LKR 000 LKR 000 LKR 000 LKR 000

Financial Assets
Cash and cash equivalents - - 72,843,108 72,843,108
Balances with central banks - - 68,689,012 68,689,012
Placements with banks - - 8,067,490 8,067,490
Securities purchased under resale agreements - - 18,455,555 18,455,555
Derivative financial instruments 1,618,823 - - 1,618,823
Financial instruments — Held for trading 8,359,274 - - 8,359,274
Financial investments — Loans and receivables - - 213,167,048 213,167,048
Loans and advances to customers - - 1,163,160,914 1,163,160,914
Financial investments — Available for sale - 17,921,170 - 17,921,170
Financial investments — Held to maturity - - 308,256,082 308,256,082
Total financial assets 9,978,097 17,921,170 1,852,639,209 1,880,538,476

As at 31 December 2017
Fair Value through Amortised Total
Profit or Loss Cost
LKR 000 LKR 000 LKR 000
Financial Liabilities
Due to banks - 2,203,199 2,203,199
Securities sold under repurchase agreements - 44,487,462 44,487,462
Derivative financial instruments 70,715 - 70,715
Due to customers - 1,546,832,036 1,546,832,036
Other borrowings - 178,191,089 178,191,089
Debt securities issued - - -
Subordinated term debts - 42,570,457 42,570,457
Total financial liabilities 70,715 1,814,284,243 1,814,354,958
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As at 31 December 2016
Fair Value through Fair Value Amortised Total
Profit or Loss through OCI Cost
LKR 000 LKR 000 LKR ’000 LKR *000
Financial Assets
Cash and cash equivalents - - 67,705,791 67,705,791
Balances with central banks - - 56,387,741 56,387,741
Placements with banks - - 11,674,664 11,674,664
Securities purchased under resale agreements - - 1,901,618 1,901,618
Derivative financial instruments 5,300,844 - - 5,300,844
Financial instruments — Held for trading 8,474,041 - - 8,474,041
Financial investments — Loans and receivables - - 191,874,638 191,874,638
Loans and advances to customers - - 1,000,082,574 1,000,082,574
Financial investments — Available for sale - 10,463,046 - 10,463,046
Financial investments — Held to maturity - - 243,178,400 243,178,400

Total financial assets

13,774,885 10,463,046 1,572,805,426

1,597,043,357

As at 31 December 2016
Fair Value through Amortised Total
Profit or Loss Cost
LKR *000 LKR ’000 LKR *000
Financial Liabilities
Due to banks - 2,042,322 2,042,322
Securities sold under repurchase agreements - 59,424,629 59,424,629
Derivative financial instruments 171,663 - 171,663
Due to customers - 1,256,589,490 1,256,589,490
Other borrowings - 195,469,853 195,469,853
Debt securities issued - 3,427,058 3,427,058
Subordinated term debts - 38,645,546 38,645,546

Total financial liabilities

171,663 1,555,598,898

1,555,770,561

19.2 Group
As at 31 December 2017

Fair Value through Fair Value Amortised Total

Profit or Loss through OCI Cost
LKR 000 LKR 000 LKR ’000 LKR *000

Financial Assets
Cash and cash equivalents - - 78,005,362 78,005,362
Balances with central banks - - 68,689,012 68,689,012
Placements with banks - - 5,319,602 5,319,602
Securities purchased under resale agreements - - 19,872,247 19,872,247
Derivative financial instruments 1,618,823 - - 1,618,823
Financial instruments — Held for trading 8,596,548 - - 8,596,548
Financial investments — Loans and receivables - - 214,349,624 214,349,624
Loans and advances to customers - - 1,194,294,394 1,194,294,394
Financial investments — Available for sale - 22,552,292 - 22,552,292
Financial investments — Held to maturity - - 308,750,317 308,750,317
Total financial assets 10,215,371 22,552,292 1,889,280,558 1,922,048,221
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As at 31 December 2017
Fair Value through Amortised Total
Profit or Loss Cost
LKR ’000 LKR *000 LKR *000
Financial Liabilities
Due to banks - 2,194,266 2,194,266
Securities sold under repurchase agreements - 44,628,686 44,628,686
Derivative financial instruments 70,715 - 70,715
Due to customers - 1,566,376,418 1,566,376,418
Other borrowings - 184,330,181 184,330,181
Debt securities issued - 5,667,514 5,667,514
Subordinated term debts - 42,226,067 42,226,067
Total financial liabilities 70,715 1,845,423,132 1,845,493,847
As at 31 December 2016
Fair Value through Fair Value Amortised Total
Profit or Loss through OCI Cost
LKR 000 LKR 000 LKR 000 LKR 000
Financial Assets
Cash and cash equivalents - - 73,244,043 73,244,043
Balances with central banks - - 56,387,741 56,387,741
Placements with banks - - 12,931,605 12,931,605
Securities purchased under resale agreements - - 2,350,704 2,350,704
Derivative financial instruments 5,300,844 - - 5,300,844
Financial instruments — Held for trading 8,804,647 - - 8,804,647
Financial investments — Loans and receivables - - 191,984,082 191,984,082
Loans and advances to customers - - 1,027,768,110 1,027,768,110
Financial investments — Available for sale - 16,263,641 - 16,263,641
Financial investments — Held to maturity - - 243,253,967 243,258,967
Total financial assets 14,105,491 16,263,641 1,607,920,252 1,638,289,384

As at 31 December 2016
Fair Value through Amortised Total
Profit or Loss Cost
LKR 000 LKR 000 LKR 000
Financial Liabilities
Due to banks - 2,053,945 2,053,945
Securities sold under repurchase agreements - 58,925,801 58,925,801
Derivative financial instruments 171,663 - 171,663
Due to customers - 1,273,631,287 1,273,631,287
Other borrowings - 204,485,301 204,485,301
Debt securities issued - 8,360,333 8,360,333
Subordinated term debts - 38,295,318 38,295,318
Total financial liabilities 171,663 1,585,751,985 1,585,923,648
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Accounting Policy

Cash and cash equivalents include local and foreign currency notes and coins in hand, unrestricted balances held with central banks,
balances with other banks and highly liquid financial assets with original maturities of less than seven days, which are subject to
insignificant risk of changes in their fair value and are used by the Group to manage its short-term commitments.

Bank Group

As at 31 December 2017 2016 2017 2016

LKR ’000 LKR ’000 LKR 000 LKR ’000
Local currency in hand 40,267,119 27,454,238 40,459,621 27,641,383
Foreign currency in hand 1,507,867 1,446,976 1,516,294 1,454,169
Balances with banks 12,429,737 14,492,569 11,798,422 14,434,784
Money at call and short notice 18,638,385 24,312,008 24,231,025 29,718,707
Total cash and cash equivalents 72,843,108 67,705,791 78,005,362 73,244,043

Accounting Policy

Balances with central banks are carried at amortised cost in the Statement of Financial Position.

Bank Group

As at 31 December 2017 2016 2017 2016

LKR ’000 LKR *000 LKR *000 LKR *000
Central Bank of Sri Lanka [Note 21.1] 64,800,808 51,055,931 64,800,808 51,055,931
Reserve Bank of India [Note 21.2] 165,035 161,463 165,035 161,463
Maldives Monetary Authority [Note 21.3] 3,239,492 4,900,518 3,239,492 4,900,518
Central Bank of Seychelles [Note 21.4] 483,677 269,829 483,677 269,829
Total balances with central banks 68,689,012 56,387,741 68,689,012 56,387,741

21.1 Central Bank of Sri Lanka (CBSL)

In terms of the provisions of Section 93 of the Monetary Law Act No. 58 of 1949, the Bank is required to maintain a cash reserve
with Central Bank of Sri Lanka. The minimum cash reserve requirement as of 31 December 2017 was 7.5% (2016 — 7.5%) of

Sri Lankan Rupee deposit liabilities. There is no reserve requirement for foreign currency deposit liabilities maintained by domestic
branches and the deposit liabilities of the Offshore Banking Division in Sri Lanka (2016 — Nil).

21.2 Reserve Bank of India (RBI)

In terms of the provisions of Section 42 (1) of the Reserve Bank of India (RBI) Act No. 02 of 1934, the branch in Chennai is required
to maintain a cash reserve with RBIl. The minimum cash reserve as of 31 December 2017 was 4% on its demand and term deposit
liabilities (2016 — 4%).

21.3 Maldives Monetary Authority (MMA)

In accordance with the prevailing regulations of Maldives Monetary Authority (MMA), the branch in Maldives is required to maintain a
reserve deposit based on 10% of the branch’s commercial deposits and liabilities to the public in the Maldives in Maldivian Rufiyaa
and United States Dollar separately (2016 — 10%).

21.4 Central Bank of Seychelles (CBS)

In accordance with the regulations of Central Bank of Seychelles, the branch in Seychelles is required to maintain a reserve deposit
based on 13% of the branch’s commercial deposits liabilities to the public in Seychelles (2016 — 13%).
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Accounting Policy

“Placements with banks” includes balances with other banks with original maturities of more than seven days which are
non-derivative financial assets with fixed or determinable payments that are not quoted in an active market, other than:

— Those that the Bank intends to sell immediately or in the near term and those that the Bank, upon initial recognition, designates
as at fair value through profit or loss

— Those that the Bank, upon initial recognition, designates as available for sale

— Those for which the Bank may not recover substantially all of its initial investment, other than — Due to credit deterioration

Placements with banks are initially measured at fair value. After initial measurement, they are subsequently measured at amortised
cost using the Effective Interest Rate (EIR), less allowance for impairment. Interest income from placements with banks is included
in “Interest income” (Note 8.1) in the Statement of Profit or Loss. The losses arising from impairment are recognised in “Impairment
charge/(reversal) for loans and other losses” (Note 13) in the Statement of Profit or Loss.

The Group writes off certain placements with banks when they are determined to be uncollectible.

Bank Group
As at 31 December 2017 2016 2017 2016
LKR *000 LKR ’000 LKR *000 LKR *000
Within Sri Lanka 4,399,062 - 4,399,062 -
Outside Sri Lanka 3,668,428 11,674,664 920,540 12,931,605
Total placements with banks 8,067,490 11,674,664 5,319,602 12,931,605

Accounting Policy

Securities purchased under resale agreements (Reverse Repos) are purchase of securities with the agreement to sell them at a
higher price at a specific future date. The consideration paid and accrued interest (measured by using the EIR) are recorded in
the Statement of Financial Position, reflecting the transaction’s economic substance as an advance granted by the Group. The
difference between the purchase and resale price is recorded as “Interest income” and is accrued over the life of the agreement.

Bank Group
As at 31 December 2017 2016 2017 2016
LKR ’000 LKR 000 LKR ’000 LKR ’000
With banks 15,157,328 - 15,195,040 62,707
With customers 3,298,227 1,901,618 4,677,207 2,287,997
Total securities purchased under resale agreements 18,455,555 1,901,618 19,872,247 2,350,704
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Accounting Policy

Derivatives are financial instruments that derive their value in response to changes in interest rates, financial instrument prices,
commodity prices, foreign exchange rates, credit risk, indices etc. Derivatives are categorised as trading unless they are designated
as hedging instruments. All derivatives are initially recognised and subsequently measured at fair value, with all revaluation gains

or losses recognised in the Statement of Profit or Loss under “Net gains/(losses) from trading” (Note 10). Derivatives are recorded
at fair value and carried as assets when their fair value is positive and as liabilities when their fair value is negative. Fair value is
determined using the forward market rates ruling on the reporting date.

Bank Group
As at 31 December 2017 2016 2017 2016
LKR ’000 LKR ’000 LKR 000 LKR ’000
Foreign currency derivatives
Forward exchange contracts 4,288 9,063 4,288 9,063
Currency SWAPs 1,614,535 5,291,781 1,614,535 5,291,781
Total derivative financial instruments 1,618,823 5,300,844 1,618,823 5,300,844

Accounting Policy

Financial instruments are classified as held for trading if they have been acquired principally for the purpose of selling or
repurchasing in the near term or holds as a part of a portfolio that is managed together for short-term profit or position taking.

All financial assets under this category are initially and subsequently measured at fair value. Upon initial recognition, transaction
costs which are directly attributable to the acquisition are recognised in the Statement of Profit or Loss as incurred. Changes in fair
value and dividend are recognised in “Net gains/(losses) from trading” (Note 10). Interest income is recorded in “Interest income”
(Note 8.1) according to the terms of the contract.

Bank Group

As at 31 December 2017 2016 2