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Every journey is different and with over five decades in the making, our
journey has been nothing but eventful, optimistic and stellar. While we
elaborate on our performance this year, we also reflect on our journey as
a business, as a trusted companion to our customers, a valued partner to
our stakeholders and an unmistakable vanguard in social consciousness.

Our success has been in part to exceptional leadership which guided
us to where we are right now and the strategy that helped us reach our
milestones. As we journeyed, we journeyed together which is indicative
of our endurance through team work and also extending it towards our
clientele with the sincere need to make a difference in the standards we
uphold... It's been a profound journey... and we journey on...
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About Our Integrated Report

This report is prepared in accordance with
the International Integrated Reporting
Council’s (IIRC) International Integrated
Reporting Framework and provides our
stakeholders with a concise and transparent
evaluation of our ability to utilise our financial
expertise, to the best of our ability, to create
sustainable value.

Reporting Parameters

GRI | 102-4,102-5 and 102-45,102-46 and 102-52

Reporting Period

Mercantile Investments and Finance PLC's
(MI) Integrated Report is produced and
published in annual cycles. The report
provides material disclosure about the
strategy undertaken and MlI’s unique
business model, operating context,
stakeholder expectations, performance,
governance and prospects, for the financial
period 1st April 2018 to 31st March 2019,
building on the 2017/18 report, while
emphasising on the key takes from our over
50-year successful business journey. Any
material events after 31st March 2019 and
up to the Board approval date of 19th June
2019 have also been incorporated.

Reporting Scope and Boundary

The report covers primary activities of
Mercantile Investments and Finance PLC,
which include its business segments

and support services that impact the
organisation and MI’s stakeholders, within
the boundaries of Sri Lanka as MI does not
operate any branches or subsidiaries in other
countries. There are no holding companies
or subsidiary companies in MI's structure,
however, in keeping to Sri Lanka accounting
standards, we consolidate our associate
company, Nuwara Eliya Hotels Company
PLC, for purpose of preparing the financial
statements. However, we do not provide
detailed reporting of the activities of the
associate, as Ml has only a 26.12% minority
stake.

Reporting Extent

The report extends beyond the presenting
of statutory annual financial statements,

to include non-financial performance,
opportunities, challenges, risks and impacts
that are relevant to our stakeholders, which
materially influences our ability to generate
value.

Target Audience

Whilst our report is primary directed at
addressing the information needs of our
investors (shareholders and other funding
providers), we also report on how we created
value for our other stakeholders, which
include our clients, staff, regulators and
society.

Key Concepts

Integrated Philosophy

This involves the visionary thinking process
adopted by Ml’s Board and Management, to
facilitate stakeholder value creation in our
business journey. Decision making is driven by
a collaborated thinking process which involves
the efficient management of our capitals, to
meet various expectations of stakeholders by
the creation of value over time.



Value Creation

Value creation is a result of how we apply
and leverage our capitals towards sound
financial performance (Outcomes) and

to generate both tangible and intangible
value for the benefit of our stakeholders
(Outcomes and outputs), while making
trade-offs. Our value creation process is
engraved in our corporate goals (page 10)
and is a fundamental component of our
integrated thinking and corporate planning
process, and forms an integral part of our
business model on pages 32 and 33.

Materiality
GRI | 102-48and102-49 |

We adopt the principles of materiality to
analyse what information should be included
in our integrated report. (Material matters
highlighted on pages 50 to 55, influence
the Company's strategy and prospects, and
lays down the content to this report). This
approach ensures that the report focuses
only on the matters that are important to
both Mercantile Investments and its key
stakeholders, to understand how well

the Company has progressed in terms of
generating sustainable stakeholder value
over the short, medium and long term. (Our
Journey on pages 7 to 28 and page 46). No
significant changes were observed to the
scope, boundary, and reporting basis since
the last reporting date of 31 March 2018
except for the changes identified in material
topics from last year to this year (pages 50
to 55) and the application of the Sri Lanka
Financial Reporting Standards SLFRS 9

(pages 340 to 342) in the financial statements.

Restatements of opening balances have been
carried out in accordance with SLFRS 9.

About Our Integrated Report

Reporting Protocols

GRI | 102-12, 102-54 and 102-56

Regulations and Frameworks

Our integrated reporting process and contents of this report are guided by the principles and
requirements of the International Integrated Reporting framework, Sri Lankan Accounting
standards (LKAS/ SLFRS), Central Bank of Sri Lanka’s Corporate Governance Direction No. 03
of 2008 and related amendments and the Code of Best Practice on Corporate Governance
issued by The Institute of Chartered Accountants of Sri Lanka (CA Sri Lanka). Our report is also
prepared in accordance with the “Comprehensive” option of the Global Reporting Initiative
(GRI) Standards. Ml being a listed and authorised Finance Company in Sri Lanka, has aligned
its reporting to comply with the Colombo Stock Exchange (CSE ) and Securities Exchange
Commission (SEC) listing and disclosure requirements, the Sri Lankan Companies Act No 07 of
2007 and the Finance Business Act No 42 of 2011.

Assurance

We apply a combined assurance process to review and assure various areas of our business
and reporting. This includes assurances provided by the Ml Board and management, internal
audit division and external assurance by the internal auditor’s PriceWaterhouseCoopers and
external auditors Ernst and Young Chartered Accountants, who also provide limited assurance
on adherence to the regulator’s corporate governance directions and selected sustainability

information. Further, Fitch Rating Sri Lanka provided the Company’s BBB- rating while Sri
Lanka Climate Fund (Pvt) Ltd. provided the greenhouse gas emission status.

For additional information about the scope of the services performed by the respective
external assurance providers, and their findings, refer to the following:

Area assured

External Assurance Party

External Assurance Reports/
Certifications/ Assurance
statements

The Audited Financial
Statements

Messrs. Ernst and Young,
Chartered Accountants

Audit Report (Pages 275 to
277)

Sustainability Reporting

Messrs. Ernst and Young,
Chartered Accountants

Limited Sustainability
Assurance Report (Page 154)

Greenhouse gas emission
extent

Sri Lanka Climate Fund (Pvt)
Ltd.

Greenhouse Gas Emission
Certificate (Page 144)

Compliance with Central
Bank Corporate Governance
Directions

Messrs. Ernst and Young,
Chartered Accountants

Assurance Statement on
Corporate Governance
Direction Compliance
(Page 233)

Directors’ Statement on
Internal Controls Accuracy

Messrs. Ernst and Young,
Chartered Accountants

Limited Assurance Report
(Page 274)
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Navigation Through the Book
Our report this year has been structured under five separate sections called “Our Journey”, “Management Discussion and Analysis”,
“Stewardship”, “Financial Reports” and “Supplementary Information”. These main sections and their subsections have been depicted with page

number reference as follows for the reader’s easy navigation.

Our Journey (Refer Pages 7 to 19)

Management Discussion & Analysis

Value Creation

Stakeholder
Participation

L]
F Ot

Shareholders
(Refer Page 48)

i
Clients
(Refer Page 48)

Staff
(Refer Page 48)

b d

Regulators
(Refer Page 48)

Society
(Refer Page 48)

Strategy

Strategic Focus
Areas

d

Business Development
and Consolidation
(Refer Page 35)

p

Enhancing Productivity
(Refer Page 37)

i

Reaching Operational
Excellence
(Refer Page 39)
'
k==
Leveraging Risk Management

as a Competitive Differentiator
(Refer Page 41)

66

Cementing Lasting
Relationships
(Refer Page 43)

Capital
Management
Report

Financial Wealth
(Refer Pages 58 to 68)

Alliances
(Refer Pages 69 to 79)

9

Human Strength
(Refer Pages 80to 91)

Intellect
(Refer Pages 92 to 95)

Infrastructure
(Refer Pages 96 to 101)

Nature
(Refer Pages 102 to 106)

Service Value
Chain Report

Business Environment

Analysis
(Refer Pages 108to 113)

Risk & Challenges
(Refer Pages 114 to 115)

Segment Overview
(Refer Pages 116to 119)

Lending Segment
(Refer Pages 120to 121)

Investments Segment
(Refer Page 122)

Insurance Services
Segment
(Refer Page 123)

Workshop Segment
(Refer Page 124)

Impact
Management
Report

7

Economic Impact
(Refer Pages 129to 134)

Social Impact
(Refer Pages 135 to 139)

Z

Environmental Impact
(Refer Pages 140to 147)

Governance
(Refer Pages 166 to 233)

Risk Management
(Refer Pages 234 to 250)

Committee Reports
(Refer Pages 251 to 257)

Supplementary Information >
(Refer Pages 3730 399)

Other Information
(Refer Pages 384 to 399)

Investor Related Information
(Refer Pages 374 to 377)
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Navigation Icons

Capitals Utilised

Our current and future success as a finance company and our ability to create long term value are connected and are materially dependent on
the six forms of capital available to us (Inputs - given below), how we utilise them (Refer Capital Management pages 56 to 106 and resource
distribution pages 44 to 45), our impacts on them and the value we deliver (Refer Impact Report pages 125 to 147 and outputs and outcomes
in our business model pages 32 to 33).

[i.; Financial Wealth: Shareholders’ equity and funding received from clients and borrowings obtained from Banks and
financial intermediaries that are used to support our business.

Alliances: The valued strong corporate relationships and the bonds we have with our stakeholders, and with
l" communities in which we operate as a business and the financial system, and the role that we play as a responsible
corporate citizen to build a sustainable society.

Ffs Human Strength: The combination of our culture, and the individual as well as collective workforce skills and
Sl experience that enable us to deliver our solutions in a competitive manner to the satisfaction of our clients.
@ Intellect: The MI brand, our accumulated know-how and gained reputation thus far.

Infrastructure: The business structure, our products and the operational processes in place, together with the
@'ﬂ physical infrastructure and the information technology which provides an effective platform and system of how we
do business and create value.

Nature: The utilisation of natural resources in business and the resultant impact on scarce resources and the wider
environment, occurring due to our business operations and activities.

'«-a

Business Segments

Lending Business Segment: Our core business of granting credit to our borrowers

Investments Segment: Placing of money in financial instruments to obtain a specified return either as interest,
dividends or capital appreciation

Insurance Segment: Insurance referral services provided by the Company as an ancillary supporting service to our
vehicle backed lending clients

h @ © X

Workshop Segment: Motor vehicle repair services that support our motor backed lending, own motor fleet and
outside clients
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Stakeholders
208 hareholders: i id
dabbalialn Shareholders: Our equity providers
.H.A!
ity Staff: Our permanent and probationary employees
10K
= - Clients: Our credit and other customers, depositors, suppliers, business partners and lending Institutions such as
[F banks and financial intermediaries
.’ - Regulators: The Central Bank of Sri Lanka, the Colombo Stock Exchange, the Department of Inland Revenue and
¢ other similar regulatory bodies applicable to our industry
ﬁ Society: The local communities and the wider society we interact with
. i

Availability of the Annual Report

In accordance with the prescribed period of notice under the Companies Act No. 07 of 2007, copies of the Annual Report have been circulated
to all shareholders, prior to holding the Annual General Meeting. The report has also been made available on MI's corporate website www.
mi.com.lk and the CSE website www.cse.lk (The report can be viewed by referring to Mi stock code “MERC").

GRI | 102-53 ‘

Contact point for comments or queries regarding this report;

Contact and Address

The Chief Financial Officer/Senior General
Manager,

Mercantile Investments and Finance PLC,
236, Galle Road,

Colombo 03.

E-mail : accounts@mi.com.lk

Board Approval for the Report
GRI | 102-32

The Board acknowledges its responsibility of ensuring the integrity of this integrated report, which in the opinion of the Board, addresses all the
concerns that are material to the Company’s ability to create sustainable value and reflects a fair presentation of the integrated performance of
Mercantile Investments and Finance PLC. This report was approved by the Board of Directors of the Company on 19th June 2019.

On behalf of the Board;
(\
P \

Deva Anthony Shermal Jayasuriya
Chief Financial Officer/ Finance Director
Senior General Manager
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How We Journeyed

Our history begins in 1964, a gradual journey towards a highly successful
enterprise nurtured with the visionary leadership style of our late founder
Chairman, George Ondaatjie, who catered to untapped market segments of
the country through people friendly financial services, eventually making a
significant contribution towards the Sri Lankan financial sector and economy.
From the inception, our financial solutions, which include financing and
deposit mobilisation, touched the hearts of many citizens by aiding them to
fulfil their dreams and ambitions. In 2011, Ml was listed on the Diri Savi Board
of the Colombo Stock Exchange, marking another significant milestone in
our journey. With this solid foundation and sound business background,
today we stand strong among our peers as a leading finance company, while
continuing to grow in market reach, technology and innovations.

Our

N Beginnings
The MI Board and management have
maintained a conservative business
approach, but remains aggressive
where potential lies. The way we
govern business extends beyond & e
financial means, towards sound ‘ ' L

corporate values, ethics and culture
that forms a solid foundation for us

to strike a balance between attaining
financial and non-financial aspirations
for our stakeholders. In doing this,

our Board and senior management
provide the visionary leadership at the
top, setting the tone for all staff levels
at all locations. As a result of our good
governance practices, today, we have
become a pioneer in setting market
trends and a reputed finance company
in the country that offers secure
investment opportunities and financial
support.

Business
Style

Corporate Structure

Our Journey
How We Journeyed

Corporate
Structure

MI holds 26.12% of its associate, the Nuwara Eliya Hotels Company PLC,
which is a quoted public company. MI's ownership is closely held by a
few large investors and no parent-subsidiary relationship exists as at the
balance sheet date. A clear organisation structure is in place within the

company, delegating the authority and responsibility to the corporate

management and their supporting staff.
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GRI | 102-6

We expanded our geographical footprint by opening three new locations this year.
Through Our presence in different locations, we present various financial solutions to
people with diverse needs and aspirations. Our target market for all spheres of business
comprise people from all strata of society and communities. (Refer Infrastructure section
on page 98).

- CLELLLLCLSCCSCCLSC .
Our funding is sourced

L i from investor capital,
Markets i customer deposits and
\/ Served i borrowings from banks

and other reliable sources.
We understand the
significance of diversifying
the funding options and
do not materially depend
on any single individual
i i orcorporate funding
Funding line. Except for new
/\' ':," Supply Chain :,-' partnerships developed
i with funding providers
@; . this year, there were no
- A ©material changes to the
Primary Brands, ¢ funding providers or to the
Products and/or . - funding mix.
Services ] ‘

Under our umbrella brand ‘MI’, we excel in delivering a wide array of products, primarily
falling under our credit disbursement and deposit mobilisation activities. With the

aim of serving different market segments, we have diversified our lending products
going beyond traditional lease financing to term-based lending, such as personal and
corporate loans, pledge loans, property mortgage loans and microfinancing.

Deposit mobilisation is primarily driven by fixed deposits, while the proposed
technological advancements that are planned would drive MI's savings portfolio and
other services exponentially to a new level. (refer Business Segment Overview and
Performance on pages 117 to 124).
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Purpose, Vision, Mission, Values and Principles

GRI | 102-16

Purpose Statement

TP aes aes aes aes aes aes e e e 4

Creating meaningful value that exceeds peoples’ expectations.

Ml’s Vision
N4

To be a top of the mind financial service provider committed to
excellence with a deep sense of corporate responsibility towards
building of a sustainable nation.

Our Sustainability Pledge
N

Deploying resources effectively to bring innovative financial solutions
that will enrich our business partners, whilst assuring profitable
investor returns by staying ahead in our sphere of business and going
forth to create a sustainable future for our employees and society.

To fulfill corporate obligations towards our key stakeholders, focusing on economic social and environmental needs, which in turn, will

support the process of building a sustainable nation.

“As a corporate envisioning the

building of a solid sustainable
nation, we reoriented

our thinking process and
aligned our thinking towards
commercial goals with wider

DNt o il
TITRESET ERIWTH

people oriented economic,

social and environmental goals.
(UN Sustainability Development
Goals).

ML st
L iz
TR

ENCE
L LT H

By doing so, we gained a

deeper understanding of
people’s, communities’ and
societal needs to support their
wellbeing through our products
and services, operations and
corporate social initiatives.”

SUSTAINABLE 1
DEVELOPMENT

GOALS

T A
Pl THE GBS
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Supplementary Information

This journey emphasises on generating value to
Our Key Stakeholders, through which we expect to
reach our visionary destinations

In the route to our vision, we uphold

Our Principles

Fulfil our customer needs
beyond expectations

Shareholders Clients
Create lasting and positive :
impressions in our people -
: -

Deliver a world class customer

service at all levels Staff
Ensure business practices
complement our core values
Society Regulators

& Empathetic: Proactively being sensitive to customer expectations

& Respect: Recognising and encouraging employee efforts with acknowledgement and reassurance
® Collaborative: Collective and united team efforts in any aspect of work

% Integrity: Uncompromisingly standing up for what is right

% Prudence: Creating value for stakeholders in all aspects by being conscious of costs and revenues
& Competitive: Being fair but aggressive in competition

% Ethical: Being socially responsible and ensuring all actions are ethical

® Friendly: The “ Friendly Specialist” in Finance, bringing happiness through financial solutions and superior service
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Financial R S
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Reflecting Moments in Our Profound Journey

We can reflect back proudly with many memorable moments that made our journey profound. For us, our journey continues with
vigour towards our much broader aspirations and is looked at as the past, present and future. Accordingly, we highlight these three
phases, reflecting our upward trajectory in total assets growth, revenue and accumulating shareholder wealth whilst taking a moment
to acknowledge some of the efforts that contributed to our successful journey.

50 —
pigea P 1970 ) 1980 P 1990
40 é
Y o
Mercantile Investments
and Finance PLC
1989
Launched the Ml logo
7/ . 2004
: : : ¢ Late founder George Ondaatjie
c launched the first Ml branch at
g Negombo
@ s 5
% i 1964 g g : 1993
& : Establishment of MI i Movingtoourcurrent
50 _ : byourfounder late : Head Office Colombo 03
: George Ondaatjie : premises '
; ; ; 2008
Extended services to
Sabaragamuwa
1968 :
Established Mercantile
10 — Motors: 2009
: Expanded to Southern Province
[ 1964
 Established : : ;
2
Sri Lankan Adooti A " . : . .
¢ ption of Adoption of open market 1983 start of the civil war in 1995 Sri Lanka became Tsunami disaster in 2004
= lylllll \5tionalisation  and liberalisation policies  Sri Lanka world largest tea exporter

in 1977 with a 23% share of global 2009 end of the civil war in Sri Lanka

Milestones/ BeITals
tea exports

Events
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: Projected upward

} 2010 growth trajectory

: Future Expectations

& Anticipated returns
from technology
and digitisation

2012
Listed on the Dirisavi

Board of CSE 2015 :
Established the Micro i & Development of
Finance unit a highly geared

productive
workforce

% Product Innovation

& Total assets to
grow above Rs. 50
Billion and revenue
to surpass Rs. 10
Billion mark

% Reduce carbon
footprint towards

2017 Became a catalyst in building

MI was placed within sustainable communities, .

) , : T=TF carbon neutrality
Sri Lanka’s top 25 best : nature and wildlife
companies to work for by the conservation

Great Place to Work Institute.

\

Total
Assets

3

Shareholder
Funds

3

Gross
Revenue

Continuously recognised for Expanded our presence to
corporate reporting 39 locations with three new
' branch openingsin 2018/19

2014
Reached 50 successful
years in business

2

Post-war development era of Sri Lanka Political transformation led Anticipated economic

changing macro-economic resurgence and political
landscape stability
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Financial Highlights

GRI | 102-7

Our Journey

Financial Highlights

For the year ended 31 March

Actuals 2019
Rs.'000

Achievement
Actuals 2018
Rs.'000

Change %

Financial Goals

Budgeted
2019
Rs.Million

Forecasted
2019/20 *
Rs.Million

| .T’:- | Financial Wealth

Results for the year

Gross Income 7,638,497 6,984,093 9.37 > 7,500 > 9,000
Interest Income 7,436,054 6,564,038 13.28 > 7,400 > 8,800
Interest Expenses 3,861,878 3,703,776 4.27 < 3,800 < 4,800
Profit before Tax 786,653 858,771 (8.40) > 900 > 1,000
Provision for Taxation 328,580 344,706 (4.68) <400 <550
Profit after Tax 458,073 514,065 (10.89) > 600 > 700
Financial Position at the year end

Shareholders' Funds (Stated Capital and Reserves) 8,672,864 8,683,087 (0.12) > 8,900 > 9,200
Deposits from Customers 21,176,433 20,073,010 5.50 > 21,000 > 25,000
Loans & Advances, Leases and Hire Purchases (Gross) 34,204,719 33,149,318 3.18 > 32,000 > 38,000
Total Assets 41,354,565 40,355,948 2.47 > 42,000 > 48,000
Investors

Gross Dividend - 45,090 (100.00) > 50 > 50
Earnings per Share (Rs.) 152.39 171.01 (10.89) > 180 > 200
Dividends per Share (Rs.) - 15.00 (100.00) > 15 > 15
Net Assets per Share (Rs.) 2,885 2,889 (0.11) > 2,900 > 3,000
Ratios

Return on Shareholders' Funds (%) 5.28 5.92 (0.64) > 10 > 10
Return on Average Assets (%) 1.12 1.32 (0.20) >2 >2
Interest Cover (Times) 1.20 1.24 (0.04) > 1.5 > 1.5
Dividend Cover (Times) - 11.40 (11.40) >10 >12
Equity: Assets (%) 20.97 21.52 (0.54) > 25 > 25
Debt: Equity (Times) 3.50 3.42 0.08 <3.5 <35
Dividend Payout Ratio (%) 0.00 8.77 (8.77) >4 >4
P/E Ratio (Times) 16.93 15.09 1.84 > 15 > 156
Non-Performing Loans Ratio (%) 9.62 7.58 2.04 <6 <6
Total Asset Growth (%) 2.47 7.64 (5.16) >10 >10
Advance Growth (Gross) (%) 3.18 12.04 (8.85) >10 >15
Deposit Growth (%) 5.50 17.95 (12.46) >10 >15
Operating Profit Margin (%) 9.25 11.22 (1.97) >10 >15
Value Added per Employee (Rs. ‘000) 7,421 7,444 (0.31) > 7,500 > 7,500
Interest Spread (%) 8.02 7.33 0.69 >8 >8
Net Interest Margin (%) 10.04 8.76 1.28 >10 > 10
Statutory Ratios

Liquid Assets (%) 14.77 11.4 3.37 >12 >12
Core Capital Ratio (%) - Minimum Required 6% 14.98* 16.24 (1.26) >15 >15
Total Risk Weighted Capital Ratio (%) - Minimum Required 10% 16.69* 17.36 (0.67) >17 >17

* Calculation was based on the new capital adequacy framework issued by CBSL w.e.f. 1st July 2018.
** In keeping to the next three year corporate plan approved by the Board in March 2019.
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Operational Highlights

{GRl 102-7 J

GRI Standard Variance
' Alliances
4131 Total clientele >65,000 > 60,000 Approx. 8%
4131 New customers (Number) >25,000 > 25,000 No significant
change
New products/ product variants launched(Number) 3 - 3 new products
204-1 Percentage of purchases from suppliers: Head office, Colombo (%) 55 58 (3%)
Other locations of Sri Lanka (%) 45 42 (3%)
419-1 Significant fines for product/service (Rs. ‘000) - - -
4131 Number of CSR Beneficiaries 113 1,958 (94%)
205-2 Training on anti money laundering (number ) 80 131 (39%)
419-1 Significant fines for violation of laws/regulations (Rs. Million) - - -
413-1 Community Investment cost (Rs. '000) 2,351 3,686 (34%)
413-1 Staff volunteered time on CSR (hours) 447 518 (14%)
[ L ® Human Strength
Tt 102-8 Total workforce (Number) 1,040 951 9%
102-8 Female Representation (%) 20 16 4%
401-1 Recruitments for the year (Number) 436 321 36%
202-2 Local hiring of senior managers (%) 88 89 (1%)
401-1 Attrition rate (%) 35 26 9%
401-3 Retention rate after parental leave (%) 67 67 0%
403-2 Number of injuries 1 5 120%
4083-2 Number of lost days 257 115 123%
403-2 Absenteeism in days 32 70 (54%)
404-1 Training hours per participant as an average (Hours) 9.9 75 32%
404-3 Employee performance appraisal as a percentage of total workforce (%) 65 85 (23%)
103-2 Employee grievances reported and resolved (Number) - 3 (100%)
201-3 Employee benefit liability- (Rs. "000) 238,114 183,477 30%
Intellect
@ Brand Expenditure (Rs. Million) 103 68 51%
Market Share (%) 2.90% 2.90% 0%
Infrastructure
@ 201-1 Number of new business locations launched 3 - 3 branches
Investment in fixed assets (Rs. Million) 258 89 190%
Investment in IT (Invested/ to be invested in Rs. Million) >6 >50 (88%)
Nature
é 302-1 Electricity consumption ( KWh) 1,352,395 1,365,581 (1%)
Electricity consumption in value (Rs. ‘000) 34,834 35,622 (2%)
302-1 Total fuel usage (Liters) 979,426 903,144 8%
Fuel Costs (Rs. '000) 94,103 77,253 22%
303-1 Water consumption (Units) 12,325 14,692 (16%)
Water consumption in Value (Rs. '000) 3,620 3,493 4%
306-2 Paper recycling (Kg) 1,394 1,126 24%
307-1 Significant environmental fines (Rs. ‘000) - - -
Environment protection expenditure (Rs. '000) 1,293 1,661 (22%)
305-1,

305-3 Total Carbon footprint (Tonnes) 3,168 3,132 1%
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July 2018

MI’s Annual Report was recognised
O 1 8 / 1 9 amongst the top 10 best integrated

Annual Reports produced in 2018, by

the CMA Institute

O

Quarter 1 Quarter 2 Quarter 3

April 2018 December 2018
Launched a fully fledged staff MI’'s Annual Report won the ‘All Island
performance management system bronze award’ for the best business

model in Integrated Reporting and
the silver award in Finance company
sector at the CA Sri Lanka awards 2018
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March 2019 March 2019

The Company expanded its Planting of 500 trees along the
operations with three new branches Southern Expressway with the
opened in Ja-ela, Puttlam and participation of staff and the Road
Malabe Development Authority.

AN /N

o)

O

vV N2

January 2019

With the participation of

the Directors and Corporate
Management, devised the
next three year strategic plan
for the financial periods of
2019/20to 2021/22 for the
company.

March 2019

MI engaged with an external IT solution
provider to implement industry best
practices in technology and information
systems.
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Chairman’s Message
GRI | 102-14

We continued our
focus on enriching
various facets of

our core business,
making timely strategic
revisions to our plans
to manoeuvre and stay
on course when the
industry and the macro-
economic environment
showed constant
volatility.
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My Dear Stakeholders,

Despite somewhat challenging business
conditions, | am pleased to announce

yet another noteworthy year of sound
performance for Mercantile Investments
(MI). Though profitability remained below
targeted levels, efforts in creating greater
regional presence and the strategic focus
towards consolidating business across the
branch network, augured well in reaching
out to a much wider market spectrum,
boosting core revenue commendably.

In keeping to the revised three year
corporate plan, we continued our focus

on enriching various facets of our core
business, making timely strategic revisions
to our plans to manoeuvre and stay on
course when the industry and the macro-
economic environment showed constant
volatility. While branch expansion remained
minimal this year, greater investment was
made in building workforce capabilities and
planting the seed for advanced technology
to improve operational performance, re-
shaping how we do business in future with
increased flexibility and effectiveness.

Sustainable Growth Trajectory

Rs.
Million s
14000
12,000 .-
10,000~ v
8000~ g
6,000
4,000

2,000 —

1st April 31st March
2019 2022

Next 3 Years

-0- Revenue
-0~ Net Profit

Though we pursued our aspirations with
a clear plan and commitment, changing
industry dynamics and the volatility
stemming from the macro-economic front,
slowed our progress somewhat.

Industry Fundamentals

The sluggish vehicle sales market, which
remained somewhat hampered due to the
continued high import duty, was further
impacted by more stringent government
credit policy measures being imposed on
the sector this year. The Loan-to-Value

ratio maximum percentages introduced

on various vehicle categories and the
imposition of a 200% margin to import motor
vehicles decelerated demand somewhat
for vehicle trade financing. Furthermore, the
Leasing Finance Credit sector as a whole
witnessed deterioration in collections from
borrowers, mainly on account of economic
volatility and political instability arising
during the latter part of the year.

While interest rates moved up and remained
high on account of the tight government
monetary policy stance exercised to restrict
credit growth, the sector’s average credit
growth slowed further to 7.6%, having
already fallen below the 10% in December
2017. Towards the end of the year, market
liquidity levels remained contracted, fuelled
by increased government borrowings and
the volatile political climate which impacted
investor sentiments.

From October 2018, the imposition of a Debt
Service Levy of 7% on value addition was

a further burden, resulting in the sector’s
effective tax rates staying significantly high
at above 50%. Though this burdened the
industry bottom line, the sector contribution
towards national revenue and employment
creation and resultant positive effect on
national development continued to expand.

In spite of the said challenges, the finance
company sector outlook remained positive
during the period under review, fuelled

by the on going economic development
activity taking place and its cascading
effect propelling demand for credit and
investment options. The pick-up witnessed
in specific industries, like the services and
the construction sector, continued to have
a resounding impact on finance industry
product demand.

Our Journey
Chairman’s Message

Financial Results

MI’s total revenue stood at Rs. 7,638 million,
up steadily by 9%, above the Industry
average growth levels of 5%, keeping Ml's
revenue based market share secured at

3% similar to the targeted levels. However,
against the backdrop of the said challenging
business conditions, total assets advanced
relatively slower at 2% when compared to
the past five years average growth of 14%,
and amounted to Rs. 41,354 million, held
back by the constricted loan growth this
year.

We were unable to maintain anticipated
Post Tax Profits to enhance investor wealth
due to high impairment charges and
taxation, though | am pleased to announce a
satisfying Net Profit Before Tax (NPBT) of

Rs 787 million, and a Net Profit After Tax
(NPAT) of Rs. 458 million, which reflects

an 8% and 11% year-on-year respective
decrease for the period under review.
Though core margins improved by 10% from
a year before, increased impairment charges
totalling Rs. 682 million, put off chances of
reaching much higher optimistic profitability
targets. As a result, the Return on Capital
Employed (ROCE) stood lower at 5.2%,
behind projected above 10% levels.

In the backdrop of the rising market interest
rates and the repricing effect taking place
due to the short term nature of the deposit
base, funding cost for the company
escalated by 4% year-on-year. At the same
time, owing to the tight market liquidity
conditions during the latter half of the year,
the deposit base growth remained moderate
at 5 %, amounting to Rs. 21,099 million while
total borrowings obtained, declined by 5% to
Rs 9,143 million.

Operational expansion, which includes the
investment in human resource development,
combined with the annual inflationary
effects, drove overhead costs upward by
11% year-on-year. Personnel costs being the
main expenditure went up by 9% on account
of salary revisions, performance-based
rewards and the increased training budget,
from the year before.
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Business Segment Performance
Lending Business Segment

The gross lending book expanded
marginally by 3% to Rs. 34,204 million held
back by the explained macro-economic
credit policy restrictions, aggravated further
by the rising trajectory of market interest
rates and the over 20% devaluation in the
Sri Lankan rupee impacting vehicle costs
leading to reduced demand for vehicle
based credit. The deteriorating economic
conditions and creditworthiness of specific
borrowers too, compelled us to lend
conservatively towards certain lending
products and sectors deemed riskier.

However, in contrast to marginal loan

book growth, total interest Income from

the lending business segment rose
commendably by 13% and stood at

Rs 7,243 million, propelled by the sound
yields derived through the traditional lease
financing portfolio and higher yielding term
based lending, the portfolios of which grew
by 6% and 9% respectively. However, the
average yields reduced moderately in the
backdrop of the competitive market rates
offered and due to the 35% micro finance
interest rate ceiling introduced by the
government, to relieve drought affected
micro borrowers during the latter part of
the year. The relatively modest lending
yields enjoyed coupled with the increase in
funding costs kept core business spreads at
8%, up 10% from a year before.

Other Segments

Other key segments showed encouraging
results with the treasury based investment
segment recording a Rs. 192 million in
revenue, which include interest income
derived from government securities,
increasing by 10%, while in contrast the
equity investment returns from dividends
declined by 31% and moreover, the sluggish
performance of the stock market led to no
realised equity gains being enjoyed unlike
previous period (FY 2017/18 - Rs. 219
million).

By referring insurance business of lending

clients, Ml's Insurance commission income
stood at Rs. 94 million this year, reflecting a
marginal 6% increase from a year before. In
contrast, the workshop service and repair

unit recorded a revenue decline of 3% year-
on-year with total revenue at Rs. 72 million.

Gearing Staff for Future

As consolidation of business took
precedence over expansion this year,

net increase in staff cadre stood at 89,

up by 9% year-on year which resulted

in MI's staff strength going beyond the
1000 mark. Moreover, emphasis was

placed on enhancing staff skills and all
round knowledge through training and
development, to gear staff for future industry
sophistication and challenges. In house
training sessions were primarily geared in
boosting leadership qualities of senior staff
and also focused on soft skills development,
mainly targeting the frontline staff. These
efforts and the increase in external training
sessions attended by back office staff,
revolving mainly around technical topics,
increased total training hours per employee
from 7.8 t0 9.9 in just 12 months.

The human resource department itself was
significantly strengthened to provide the
necessary platform for effective human
resource management to meet increasing
demands. We obtained the expertise of an
external HR consultancy firm to enhance
our Staff Performance Management

system, aligning staffs work duties, required
competencies and behavioural expectations
with MI’s vision, mission and values system.

Moreover, the implementation of a
comprehensive human resource policy,
effective from the concluded financial
year, and the efforts to enhance employee
standards and skills, | believe, have set
the tone towards building a contented,
productive workforce well-geared for

the future. Structural changes were also
proposed to take effect from the new
financial year, especially to enhance credit
and operations oversight.

Extra security measures were taken by the
company, in order to protect employees
and customers arriving to head office and
branches, considering the security threats
and the prevailing security situation of the
country.

Our Journey
Chairman’s Message

Community Engagement

By deploying resources to key regional
hubs, and extending our service through

an expanding vibrant product range,

we managed to broad our client base
commendably above 65,000 clients.

The increased reach helped us to serve
those beyond the Western Province, in

the remotest areas to meet their financial
requirements. Through small ticket lending
from our micro financing unit, we continued
to empower less privileged women improve
their lives and livelihoods, helping them to
pursue their entrepreneurial aspirations.
Moreover, our core business of lease
financing and term based lending, combined
with the branch deposit mobilisation
campaigns significantly helped us build
strong bonds with people across various
strata of society with new relationships.

In keeping with our aspirations of building

a sustainable society, the social support
extended to the poor and the needy,
through the non-commercial initiatives of the
Sustainability Governance Committee too,
were quite noteworthy. The special sessions
organised in December 2018, jointly with the
Sahanaya team, to help over 40 individuals
in rehabilitation at the Gampaha drug
addicts rehabilitation centre, was one such
worthy community engagement, carried out
during this phase.

A Robust Governance Framework
The Board and | remained committed
towards upholding and further
strengthening the existing governance
framework, with special focus on enhancing
risk management systems, in the light of
market volatility. We continued to comply
with the regulator’s corporate governance
requirements and voluntarily embraced

the Chartered Accountants of Sri Lanka
Corporate Governance Guidelines issued

in December 2017. Considering the rapid
changes observed in the industry and
market conditions, we emphasised stringent
credit evaluation measures for higher risk
credit businesses, and expanded the role

of risk management, prior to specific credit
disbursements.
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The Compliance Unit in coordination with
key business divisions of lending and
deposits introduced a comprehensive
Customer Protection Framework, in keeping
to the regulator instructions.

As people being the driving force in
pursuing our long term aspirations, we
invested significantly in human resource
development, whilst enhancing the HR
policy as a means of gearing human capital
towards future business challenges. As
trustees of depositor money, we expect
utmost diligence and ethical behaviour from
our workforce at all times, through these
initiatives.

In Remembrance of the Founder
Chairman

We would like to take a moment to recognise
and honour our founder Chairman,
Deshabandu George Lawrence Ondaatjie,
upon his demise this year. As the founder
and Chairman, his unparalleled efforts and
guidance since 1964 has made Mercantile
Investments a strong and stable financial
institution in the Industry. The foundation
that he laid is embedded in MI's ethos and
ideologies and is reflected in the vision
and aspirations of the organisation and its
leadership.

Business Outlook

Prevailing security concerns since Easter
Sunday tragedy and the economic
uncertainty will remain a huge challenge

for the new financial year, especially with

the imminent elections. In the midst of
national debt repayments falling due in the
short term, and the recent national rating
downgrade, will continue to pose challenges
for the economy. Headwinds predicted in
the immediate future with the recent terrorist
threats to the country will be a catalyst to

the downfall of tourism industry at least in
the short term, which will have a direct effect
on rupee value and a cascading impact on
other interlinked industries. Until the nation’s
foreign reserves improve with greater
Foreign Direct Investments, we can expect
the rupee devaluation to continue, adding
further pressure on domestic economic
fundamentals. We can expect the tight
monetary policy to continue in the short term
with interest rates remaining on the high
side, while credit expansion will remain flat at
current levels.

Mercantile Investments and Finance PLC

Inflation is expected to remain at lower single
digit levels with the recent easing of world

oil prices and the government'’s effective
inflation management. National level
developments and the ongoing, as well as
planned large scale ventures taking shape,
such as the Port City Project entering the
next phase of development, is bound to offer
opportunities for the business community.
These national level initiatives are expected
to stimulate the overall economy, which
includes rejuvenation of underdeveloped
regions, igniting fresh business opportunities
for the Finance Industry.

The budget proposals of March 2019 is
bound to bring mixed results for the Finance
Company sector, which is saddled with
additional tax outflows due to the Debt
Service Levy introduced last year and the
proposed significant increases in luxury
vehicle taxes. However, the proposed
exclusion of the 200% margin and the
forward looking economic policy should
provide the required impetus to the vehicle
sales market, increasing demand for
vehicle financing. | feel, to stay competitive
and improve core margins, the industry
will continue to rapidly move away from
traditional lease financing towards greater
term based lending, which should shift
industry dynamics towards complexity.

In these challenging conditions, our
continued focus on human resource
development and technology enhancement
will lend us the competitive edge and agility
to remain in the forefront of the industry. |
am confident that our increased presence
and expanding operational capabilities

will continue to afford our customers wider
choices, thus paving the way for new
business ties, while securing our existing
clientele.

I am hopeful that we are well on course with
our planned sustainable growth trajectory
that will help us surpass the optimistic Rs. 10
billion-mark in gross revenue by 2022.

Our Journey
Chairman’s Message

Appreciations and Concluding
Remarks

I take this opportunity to thank my fellow
members of the Board for their invaluable
knowledge and guidance to the Board and
members of the corporate management
team to manoeuvre the company towards
greater heights.

At the same time, | wish to recognise the
contributions made by the MI team and their
dedication towards achieving organisational
goals. | thank the corporate management
and their support staff for maintaining the
required benchmarks in service excellence
for all functional areas.

| also take this moment to thank the
Governor, Deputy Governor, Director Non-
Banking Supervision Department and to all
staff at the Central Bank of Sri Lanka for their
continued guidance and support.

I wish to also thank all our customers,

agents and other business partners, for their
continued loyalty. You have remained with
us as your trusted partner, all this time. We
are inspired by your trust and will continue
to uphold best practices to enrich our valued
stakeholders.

My gratitude is finally extended to our

long standing investors, who have placed
immense faith in the Board in both good and
challenging times. As the Chairman, | wish to
reassure you that Mercantile Investments is
geared to pursue future aspirations. Despite
the imminent economic headwinds that

we foresee in the immediate future, our
continued investment in staff, technology
and other facets will further solidify
Mercantile Investments’ standing, creating
the path for future success, and to reach
greater heights.

Saro Weerasuriya
Chairman

19th June 2019
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Managing Director's Review

We were able to
maximise customer
satisfaction by
affording broader
options and tailored
financial solutions that
suit a wide array of

our customer needs,
and also by making it
easier to do business at
branch level.




25

Integrated Annual Report 2018/19

The Company posted noteworthy progress
in the year under review, despite challenging
industry conditions. In spite of the economic
headwinds, key business segments were
reinforced by enhancing effectiveness of
processes with the support of technology
solutions and nurturing the workforce
towards greater efficiencies. We maximised
our expanding branch network to attract
new customers and at the same time
emphasised customer retention by training
both front line and back office staff across
the branch network.

Increased emphasis on the decentralising of
operations and focused brand development,
helped build customer loyalty. This
supported the branch consolidation efforts,
helping to create a strong regional presence
across key hubs. We were able to maximise
customer satisfaction by affording broader
options and tailored financial solutions that
suit a wide array of our customer needs, and
also by making it easier to do business at
branch level. Even under the challenging
business conditions, these efforts bolstered
core business revenues.

Economic Situation

For the Sri Lankan economy, 2018 was a
challenging period due to uncertainty in the
political climate and policy shifts of dominant
global economies, which impacted Sri
Lankan international trade. Foreign reserves
depleted in managing liquidity in the market
and government debt repayments. The
rupee depreciated by almost 20% in the

face of significant foreign outflows and two
national level downgrades, pushing up cost
of imports. These, and other underlying
domestic factors, curbed external sector
growth keeping the 2018 national real GDP
growth at a modest 3.2%, below the previous
calendar year's 3.4%.

Mercantile Investments and Finance PLC

In addition to the volatile economic
conditions, Finance companies were
subjected to further increased taxation with
the introduction of a debt repayment levy

of 7% on value addition. This increased the
already high sector effective tax rate beyond
55%, adversely impacting the Industry’s
post tax profitability levels. The vehicle

sales market remained flat due to heavy
import tariffs and the rapid devaluation

of the rupee by within a 12 month period,
which caused vehicle import prices to soar.
On top of these drawbacks, the maximum
loan-to-value (LTV) limits imposed on various
motor vehicle categories and the 200%
margin requirements imposed during 2018,
curtailed credit growth in the sector.

Whilst credit disbursements contracted,
the challenging economic conditions also
reduced repayment ability of borrowers.
Hence, the industry asset quality declined
during the year. The average industry
non-performing loan levels stood above
7%, resulting in the industry having to bear
higher impairment charges than last year.

Despite these challenging conditions, the
industry remained positive and resilient,
capitalising on immerging business
opportunities, moving boldly towards more
non-traditional forms of lending and new,
innovative business. The Industry as a

whole continued to embrace technology for
efficient cost effective financial solutions and
customer convenience.

In this challenging backdrop, Mercantile
Investments was receptive to market
changes and took a proactive approach,
taking steps to curtail immerging risks, whilst
making necessary strategic manoeuvres
towards longer term organisational

goals and aspirations. Although industry
competition was high, the Company ensured
high standards in service excellence as a
means of sustaining repeat business. As

we continued to generate wealth for our
investors, we kept our focus on achieving
much broader national economic, social and
environmental milestones, towards the well-
being of the people of Sri Lanka.

Our Journey
Managing Director's Review

Financial Performance

MI's financial results remained modest,
impacted by the challenging market
conditions with both pre and post-tax profits
dipping from a year before and remained
behind targeted. Net Profit Before Tax for the
financial year 2018/19, stood at Rs. 787 million,
down 8% year on year while Net Profit After Tax
decreased by 11% to Rs. 458 million. Although
we recorded a creditable gross revenue
growth of 9% and a commendable net Interest
Income growth of 25%, propelled by a steady
13% interest income growth mainly driven

by lending revenue, the challenging industry
conditions stifled demand for credit pegging
back revenue growth prospects.

Earnings Performance
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Volatile conditions combined with heightened
industry competitiveness, kept both the gross
loan book and deposit base growth at modest
3% and 5% respectively, behind MI's last three-
year moving averages of 18% and 14% for the
two portfolios. Lending book asset quality
deteriorated from a year before with the gross
non-performing lending (NPL) ratio moving
up by 31% to 9.62%. However, a significant
percentage of this NPL comprises a few large
accounts, fully collateral backed by prime
collateral. Prudential provisions made in the
past two years for these accounts, kept the net
of provision NPL ratio lower at 4.46% with the
provision coverage ratio standing comfortably
at 60%.
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Additional impairment charges of Rs. 375
million was accounted to previous year
profits to comply to the new SLFRS - 09
impairment “catch up” adjustments while
credit deterioration significantly increased
the impairment charges accounted to the
income statement by 60% and amounted to
Rs. 682 million.

In the back drop of the robust post tax

profits and low asset growth, Ml continued
to maintain its strong prudential capital
adequacy ratios well above the revised Tier 1
regulatory minimum limit of 6% and the total
risk weighted capital ratio of 10%, at 14.98%
and 16.69% respectively, further reaffirming
the company’s growing balance sheet
capital strength and financial stability.

Segment Results

Lending Portfolio

The Loan to value restrictions on credit and
the adverse impacts on vehicle prices due
to higher duty costs and the significant
devaluations of the rupee impacted this
primary segment, with the loan book growth
remaining marginal. Traditional lease
financing revenue was up 23% with its net

portfolio growth remaining satisfactory at 6%.

Moreover, term based loans and receivables
net portfolio growth remained the highest
at 9% boosting related revenue by a
pleasing 18% from a year before. In contrast,
hire purchase revenue fell by 15% in the
backdrop of a rapid drop in the net portfolio
by 38%, with management’s decision to
curtail related business focus since the tax
changesin 2015.

Mercantile Investments and Finance PLC

Taking a cautious approach to widening
credit risk, we resorted to stringent credit
review policies especially to manage
non-traditional term based lending, which
included property mortgage lending that
declined marginally by 3%, personal loans
which declined by 41% while vehicle backed
loans showed an impressive increase of
42% year on year. Against the backdrop of
weather disasters and government micro
policy measures, MlI's budding micro-
financing business too was promoted with
caution, resulting in a negative portfolio
growth of 17% (2017/18 - 49% growth).

Increased island wide marketing efforts and
management focus on maintaining sound
average yields, particularly non-traditional
business, helped us to sustain a steady
lending revenue growth of 13%. The total
interest income reached Rs. 7,243 million,
out of which, 32% was derived from outside
the western province. As a result of the
increasing yields, we were able to maintain
the Net Interest Margin above 10% which
reflected a 15% upward movement from a
year before.

Gross Segmental Revenue

Rs.
Million
9,000~
7,600 —
6,000~
4,500 —
3,000 —
1,600 —
0
14/15 15/16 16/17 17/18 18/19
® Lending
® Investments
® Insurance

Workshop

Our Journey
Managing Director’s Review

Treasury Management

Efforts by the Treasury Department to
optimise fund management played a pivotal
role this year in securing fresh funding and in
making attractive investments. With market
liquidity remaining constricted for most

of the year, we resorted to greater deposit
mobilisation whilst curtailing borrowings
which declined by 5% to Rs. 9,143 million.

In keeping to the treasury strategy, Money
market and short term borrowings remained
the key borrowings, steeply rising by 83% to
Rs. 4,219 million while long term borrowing
declined by 32% to Rs. 4,924 million to
bridge the less-than-one-year assets and
liability mismatches.

From an investment standpoint, we
recorded a 3% growth in interest income
from government security investments and
from deposits placed in banks to maintain
statutory liquid assets and park excess funds.
In the back drop of a sluggish stock market
performance, no realised capital gains were
made this year from equity investments
compared to Rs. 219 million enjoyed last
year. A total of Rs. 276 million was also
charged to the Other Comprehensive
Income Statement, to account for the fall

in fair value of equity prices, in line with
accounting standards.

Insurance Referral Services

For the convenience of our lending clients,
we partnered with the Insurance brokering
company to offer a speedy convenient
service under one roof. Through the client
referrals made, we received a total sum of
Rs. 94 million as commission income, which
reflected a marginal growth of 6% year-on-
year, pegged back by the lower loan book
growth.
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Workshop Repair and Services

A total of 1,822 workshop repairs were
carried out in the year under review,while
vehicle servicing was modest at 1,577. Total
workshop repair and servicing revenue
totalled Rs. 72 million, which reflected a
marginal decline of 3% from a year before.
Although revenues increased, the extreme
competitiveness of the vehicle repair and
servicing market kept margins squeezed,
thus adversely impacting the divisional
bottom line which remained at breakeven
levels.

Deposits Mobilisation

On the face of a highly competitive

market and the environment for deposit
mobilisation remaining highly price
sensitive, deposit base growth slowed

to 5%, lower than the previous period
growth of 18% and the five year moving
average growth of 15%. However, by the
balance sheet date, we surpassed the Rs.
21 billion deposit base mark, by offering
attractive returns and special rates through
deposit drives executed during the last
quarter of the financial year. Continuing

to provide attractive returns and driving

on MI’s financial solidity, we managed to
keep deposit retention levels at 74% and
same time attracted new depositors during
the year. The on-going deposit operation
decentralisation improved lead times and
afforded easy accessibility to our depositors,
who were able to enjoy our legendary
personalised service from our expanding
branch network.

Governance for the Future

Being part of the industry transformation
that is taking place, we understand the
need for greater innovation, technology
advancement, skills enhancement

and adoption of effective processes.
Therefore, the MI Board and the corporate
management revisited corporate goals
and strategies, laying the platform towards
future excellence from various facets of our
business, looking towards 2022 as the next
major milestone. The Board maintained
unwavering leadership, oversight and
guidance to all business segments to meet
both immediate corporate goals as well as
setting the tone for future competitiveness
and success.

After extensive evaluations of few external
core IT systems, we tied up with a renowned
IT services provider to migrate from the in-
house tailor made system, to a new platform
for selected core modules which is planned
to be completed within the next financial
year. We plan to rollout this migration to
other key functions, once the first phase of
the project is completed. The intention is

to enhance IT capabilities to better serve
our clientele and meet future information
demands.

Equal emphasis was placed on nurturing
human capital to improve productivity, in
the light of increasing work demands and
sophistication. Accordingly, our investment
in training and development activities went
up rapidly by 133% year-on-year, setting the
tone for a more future oriented workforce.
Through the Human Resource Department,
a comprehensive HR Policy was introduced,
backed by clear corporate procedures for
effective people governance.

Our Journey
Managing Director's Review

Outlook

The unexpected Easter Sunday events
that unfolded and the security concerns
immerging is bound to hamper the
economy’s progress unduly in the medium
term. Further, as Sri Lankan politics head
towards uncertainty with elections on the
cards this year and in 2020, we can expect
further headwinds against the economy.
Though rapid deprecation of the rupee has
reversed by a 4% appreciation within the
first quarter of 2019, the impending high
government debt repayments for the next
few years and the slow pace nature of FDI
inflows further aggregated by the security
concerns is bound to lead to exchange
rate and interest rate pressures. The tight
monetary policy stance nonetheless

will be eased to stimulate growth with
downward interest rate trends. This easing
will be further propelled by improving
government revenues, from the on-going
fiscal consolidation and effective fiscal
management.

At least in the shorter term, the challenging
economic conditions are bound to persist
with the country moving to restabilize and
tourism influx remaining lower. However,
the outlook for the business community
looks promising from a longer horizon.
Apart from the improving international

trade deals, the completion of the Colombo
Port City project, as well as other large

scale public and private ventures of high
economic importance, will play a vital role in
stimulating future economic activity. Though
tourism would remain hampered, the on-
going infrastructure development activities
and the uptick in export market since post
conflict times will be key platforms for the
private sector to tap into new opportunities.
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Despite the continued sluggishness of the
vehicle sales market and the economic
headwinds, the Licensed Finance Company
(LFC) sector will remain resilient. As a
financier offering a wide range of credit
solutions, the industry will continue to
capitalise on the progress of various other
industries, ranging from construction
industry to small and medium enterprises
and individual start-ups. Growth in per capita
income levels and savings of the public, will
also fuel deposit mobilisation for LFCs. To
sustain business volumes, technology and
innovation will play a vital role in the LFC
sector. To stay ahead of competition, the
sector will expand its product lines, offering
wider customer choices, tailor made, with a
higher degree of convenience than before.

In this challenging phase, Mercantile
Investments meanwhile, will stay focus

on rolling-out the plans to complete the
branch decentralisation, enabling a firmer
grip on business beyond the western
province. Technology upgrades and process
rationalisations will allow our customers

to enjoy much wider product choices and
speedier payment platforms. The migration
of our key IT modules to the new software
system will facilitate the decentralisation
process and will also reduce transaction
times.

A Note of Thanks

I thank the staunch commitment displayed
by the MI team towards the noteworthy
performance of the Company during

the year under review. My appreciation

goes out to all staff members, for staying
dedicated towards achieving each one’s
immediate goals, to eventually attain broader
organisational targets.

| extend my gratitude to the Directors for
their invaluable support and guidance
towards me and the corporate management.
Their advice continues to be an invaluable
source of strength for the organisation’s
future success.

I would also like to take this opportunity
to thank the Governor of the Central Bank
and his staff, for their support and their
cooperation extended to us.

I would like to take a moment to thank our
valued customers for selecting Ml as their
trusted business partner. The trust placed in
us by you, continues to inspire us to strive for
excellence. | also extend a word of thanks to
our shareholders for their encouragement
and faith in our Board and management.

Your Board will lead from the front, to create
increasing stakeholder value and to maintain
competitive advantage through business
excellence. Building on our rich heritage and
the solid foundation of human capital and
technological capabilities that are being set
forth, | am certain that Ml will journey toward
greater success in the years to come.

Gerard G. Ondaatjie
Managing Director

19th June 2019

Our Journey
Managing Director’s Review




Management Discussion and Analysis

Journeying in Stakeholder Value

¥

This section provides the reader a
comprehensive commentary about how we
created stakeholder value, strategy and the
performance results achieved through our
capital management efforts. As sub disclosure
sections of this main section, we provide an
overview of our value chain, key business
segment results and our impacts on the wider
economy, society and environment.

Main Section Index

Value Creation

30to 55

Capital Management Report

56 to 106

Service Value Chain Report

Impact Management Report.

GRI Index

Independent Assurance Report on Sustainability

107 to 124
12510 147
14810 153




Value Creation

This sub section takes the reader through Ml's
unique business model that transforms capitals
to bring greater value to our stakeholders.
Taking inputs from the stakeholder engagement
process, we have provided commentary about
the strategy adopted this year in gaining
competitive advantage, reaching business
excellence and eventually creating a wider
systematic footprint.

The management approach taken towards
material concerns and the resultant value
transformation that takes place is explained
through a step-by-step strategic process bringing
context to all other sections of the Annual Report.

Business Model Elements Focused

Vision, Mission and Values

Strategy
and Resource
Distribution

Stakeholder Corporate
Engagement Goals/Targets

Capital Input

Primary Work Processes

Segment Output
Stakeholders Impacted
Capital Outcomes

Support Functions

Governance and Risk Management

Sub Section Index

How We Create Stakeholder Value

31

Strategic Value Creation Process
Our Business Model

Strategy
Resource Distribution

Wider Strategic Impacts

31
32t0 33
34to043
44to 45
46

Stakeholder Participation

Material Concerns, Approach and Coverage

47 to 48
49to 55
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How We Create Stakeholder Value

Ml is one of the most trusted finance
companies in Sri Lanka, holding a strong
position in the industry for more than five
decades. Today we operate from seven
provinces across the country, employing
over 1,000 employees committed towards
creating wider value for the people, the
economy and the environment.

Whilst promising consistent and sustainable
returns to our investors, we have always
been a source of strength for our customers
who have sought our assistance in

meeting their financial needs. We build
trusted relationships through our strong
engagement with them and our broad
expertise across our products and business
operations. Beyond value to our investors

and clients as an employer and taxpayer,
as well as through various corporate
social initiatives, we strive to contribute
to the country’s economic, social and
environmental well-being.

Our business model depicted in the next

two pages encapsulates our vision, mission
and corporate strategy, well-integrated

and geared towards fulfilling our corporate
goals and wider responsibilities and
influenced by trends and challenges in our
business environment as well as stakeholder
expectations. We have a well-defined
strategic process (refer pages 31 to 34) which
facilitates strategy formulation (refer page 34)
to pursue our short-, medium- and long-term
corporate objectives (refer pages 35 to 44).

Management Discussion and Analysis
How We Create Stakeholder Value | Value Creation

We depend on a number of resources in
the form of capitals which include financial
wealth, infrastructure, a skilled and diverse
workforce, our brand strength, ability to
innovate, initiate and adopt change, good
relationships with our clients and society
and a favourable natural environment.
These resources are routed through various
business activities which enable us to
generate revenue from our four business
segments (refer Service Value Chain Report
pages 107 to 124). Our strategy aligned

to our business activities transforms those
resources into business results and impacts
(refer Capital Management Report pages
56 to 106 and Impact Management Report
pages 125 to 147), which we call “value” that
is sustainable with longevity.

Strategic Value Creation Process

Our stakeholders’ expectations and needs drive our value creation process, based on which
we devise our business strategy, the best route to reaching our intended destinations. We
adopt a systematic approach annually starting from strategy formulation until stakeholder
concerns are met (depicted below). Knowing our desired outcomes and how to achieve them
has made us optimally allocate our resources across different business activities and business
segments, resulting in better value for our stakeholders. The value we created is reflected
through business results (refer Service Value Chain Report on page 107 and Financial

Wealth Report on page 58) and impacts (refer page 125 for Impact Management) which are
measured, monitored and well-managed (refer Capital Management Report on page 56) to

better fulfil stakeholder expectations.

Stakeholder
Participation

Resource
Distribution

Stakeholder
Value Creation

“What we mean by ‘value’ is
not only the monetary value,
but also our alliances, social
responsibility, employee
wellbeing and respect for the
environment.”
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Our Business Model | Value Creation

Stewardship

Hnarm

Supplementary Information

Our Business Model

Capital Input Service Value Chain

Capital Management Report (Refer Pages 56 to 106) Service Value Chain Report (Refer Pages 107 to 124)

T . Vv
' ©® Shareholder Funds - Rs. 8.7 Billion |

[. i | & Deposit Base
% Fixed Deposits - Rs. 20 Billion

Vision, Mission and Values

Savings - Rs. 59 Million } v
Financial < Borrowings 1
; Wealth Institutional Borrowings - Rs. 9.3 Billion .l ‘_
i (ReferPages581068)  pgpentyres - Rs. 200 Million -! .. =
"""""""""""""" Stakeholder Corporate Strategy and Resource
Engagement Goals/Targets Distribution
3 (Refer Page 48) (Refer Pages 10to 11) (Refer Pages 34 to 44)
@ Clientele - >60,000 Vv v v
® Relationship Management Team AR RS .
Al Employees - >400 : :
: iances . .
 (Refer Pages 6910 79)<> Social Investment - Rs. 1.1 Million
Funding
' ﬁ . & Number of employees - 951
© Investment on training - Rs. 7.2 Million
©® Work life balance Spending - "
Human . o
Rs. 5.1 Million 7]
: Strength 85 p—
¢ (Refer Pages 8010 91) o
E d Qo
.......................................................................................... PN
X A
)
....................................................... 58
=g Aft L A
& Industry expertise - 55 years ?% Evaluation and S:r Sa:s
& Financial professionals with over 1 = Executions ppo
10 years of experience - 275 a '
® CreditRating-BBB-(ika) ¢ [ R o e
: T s (stable outlook)
: (Refer Pages 9210 95) -
.......................................................
- ; Customer
/ [ Relationship
' Management
@ & Branch network - 36 Branches :
& Total Property, Plant and Equipment \/ Collections
- Rs. 2.8 Billion H ‘ )
: Infrastructure & |Tinvestment- Rs. 6.2 Million 1 kS §
: (Refer Pages 96 to 101) ; L PP PP PP :

Support Functions
Corporate Planning and Monitoring |

Human Resource Management | Marketing and Communications |
Information Technology Services |
‘ & Water consumption - 12,3256m® } Audit and Control | Sustainability Management |
{ Nature & Energy consumption - 1,352,395 kWh } Finance and Accounting | Administration
(Refer Pages 10210 106) (Refer Capital Management Report Pages 58 to 106 and Service Value Chain Report Pages 107to 124)

Governance and Risk Management
(Refer Pages 166 to 250)
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Segment Outputs

Stakeholders Impacted

Our Journey

Management Discussion and Analysis
Our Business Model | Value Creation
Stewardship

Financial Reports
Supplementary Information

Capital Outcomes

Service Value Chain Report (Refer Pages 107 to 124)

& Lease Granted -
Rs. 6 Billion

& Hire Purchased
Granted -
Rs. 741Million

& Loans and Other
Advances Granted

Lendin
S - Rs. 15 Billion

(Refer Pages 120to 121)

& Investments Segment
Revenue -
Rs. 240 Million

& Investment Income
Growth - 10.5%

Investments
(Refer Page 122)

& Number of Insurance
Policies Referred -
28,022
& Commission Income
- Rs. 94.9 Million
Insurance

Services
(Refer Page 123)

& Number of
Customers/
Partnerships
> 550

& Workshop Revenue
- Rs. 72 Million

o

Workshop
(Refer Page 124)

Impact Management Report
(Refer Pages 125to 147)

el
Saiakiala

Shareholders
(Refer Pages 129, 135 & 140)

Den

Clients
(Refer Pages 129, 135 & 140)

L5
L

Staff
(Refer Pages 129, 135 & 140)

Regulators
(Refer Pages 129, 135 & 140)

Society
(Refer Pages 129, 135 & 140)

(Refer Pages 69 to 79)

Capital Management Report (Refer Pages 56 to 106)

| <=
% © Net interest income - Rs. 3.6 Billion

@ Profit after tax - Rs. 458 Million
Financial ® Return on Equity - 5.3%
Wealth

(Refer Pages 58 to 68)

& New customers - >34,000

' @ No of beneficiaries of social
initiatives- 113

Alliances & Customer survey score - 85%
satisfied customers

' q . & Employee training hours - 10,330
“ & Attrition rate - 34.9%
© Diversity profile - 20 women: 80 men
Human & Employee volunteerism - 649 hours
Strength

(Refer Pages 80to 91)

& Credit rating unchanged
© New policies and
procedures developed and

Intellect adopted

(Refer Pages 92to 95)

& @ New branches - 3
& New IT projects initiated
© Investment in fixed assets -

Infrastructure Rs. 258 million

(Refer Pages 96 to 101)

‘ & Carbon Footprint - 3,168 tCO,e
& Green Lending

Nature & Number of trees planted - 500

(Refer Pages 102 to 106)
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Strategy

MI’s overarching corporate strategy is aligned towards MI’s vision to be a top-of-the-mind financial service provider, and to also sustain a deep
sense of corporate responsibility towards building a sustainable nation. In pursuing our vision, we were mindful of the governing principles and
stakeholder expectations which form the foundation of all strategies and initiatives. Thus we have devised our strategy addressing the material
concerns (refer pages 50 to 55) by setting short, medium- and long-term objectives with the ultimate objective of maximising our stakeholder
value. Our strategic approach has been carefully designed with our integrated thinking and considers our internal strengths and weaknesses
whilst focusing on maximising the opportunities prevalent in the external environment and same time taking measures to counter possible
challenges, risks and negative impacts.

Strategy Formulation

Strategic Planning Key Strategic

Strategic Outcomes

Process Focus Areas

Envisaged

: : Business Development & Creating Stakeholder
Level 1-MI Board's Consolidation value
Role - Provide strategic - (Refer Page 35) (Refer Page 31)
direction : :
Internal
Assessment : _
and market Enhancing Productivity o Addressing of material
2 analysis (Refer Page 37) g concerns
% Level 2-Corporate (Refer Pages | 03 (Refer Pages 49 to 55)
2 , 10810 124) &
© Management’s 2
g Role - Assist Strategy Reaching Operational Pé Minimising
{f, Formulation'and ] ; ( E);cellence ) 'g economic social
implementation i Objective i Refer Page 39, = :
-g with operational settinjg (Short, E :g and gnv.lronmental
S : - 2 negative impacts and
.g management i medium and : % optimising positive
= long term) i Leveraging Risk Management < impacts
(Refer Page (Refer Page 41) é (Refer Pages
Level 3-Operational 46) 5 & 125t0 147)
Management'’s : :
Role - Develop and Cementing Lasting
implement operational Relationships

plans (Refer Page 43)
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Strategic Focus Areas

Business Development and Consolidation
{ GRI | 102-15 J

II:_|:|
il

Being a company operating in a fiercely competitive market, we strived to maximise our stakeholder value through our
Business Development and Consolidation Strategy, which focuses on expanding our product offering, regional presence
and brand image.

Current Industry Trends Industry Opportunities/Risks

& Sluggishness in vehicle sales market & Evolving customer expectations

& Volatile interest rates & Price sensitivity

& Exchange rate depreciation % Fierce competition and pressure on interest margins
& Stricter financial regulations & Increased credit risks and lowered collection

Strategic Actions Towards Desired Results
Focus Area )’ Action Towards Strategy ), How We Geared Competitive Advantage
1. Product Mix Management

Strategic Priorities % Expanded the MI product range tailoring to % We have satisfied evolving customer expectations

% Introduce tailored innovative customer budgets and provide personalised through our innovative financial solutions.
financial solutions financing. & We have been able to offer unparalleled customer

& Optimise revenue targets & New products launched during the year service beyond customer expectations through
through product mix included, Micro Leasing and Micro Savings, our personalised customer service and tailored
management while we tailored existing products to suit our solutions.

customer needs.

& Maintained an optimal lending product mix to
achieve targeted yield levels.

& Offered total one-stop-shop experience
through sister company synergies.

& Promoted cross selling between business lines.

2. Expanding Regional Presence

Strategic Priorities % Expanded business presence in markets with < Reach in radius and convenience has expanded
& Afford greater accessibility higher growth potential. our customer base.
and convenience & Widened customer outreach by setting up & Higher branch volumes contributed to regional
& Market development dedicated deposit structures and providing portfolio growth (Refer page 364 on province vice
broader omni-channel customer engagement statistics).
platforms.
3. Brand Building
Strategic Priorities & Intensive brand building and customer Brand development was initiated mainly through
% Building a distinct brand awareness through diverse marketing and constant advertising and promotion campaigns
image promotional campaigns. which helped bolster MI's brand across the island.
& Top-of-the-mind recall & E'levat?d our prand to drive our long standing ' .
financial stability. (Refer page 95 for Marketing and Promotions)

& Broad-based use of new technology, social
networks and multimedia.
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Stewardship
Financial Reports

Supplementary Information

Product Market Lending Strategy

Based on our optimal product mix and considering where they stand in MI's product Life Cycle together with the market segments identified,
management adopted various product-market strategies as given.

Whilst we nurtured new products introduced and penetrated existing and new markets with our attractive traditional and non-traditional
product range, we made plans to diversify into new markets based on product potential such as our savings through the use of technology.

Existing Products New Products

Market Penetration Product Development

Market Development Diversification

Existing Market

Strategic Outcomes Derived Towards Wider Corporate Goals

Actual Planned Past Targeted Material Concerns Addressed
2018/19 2018/19 2017/18 2021/22 ¥ & Created monetary value
& Beat intense competition
& Built clientele value

* Portfolio Growth

-Lending 3% >10% 12% >15%
- Deposits 5% >10% 18% >15%
* Growth in Total Customer Base > 65,000 >66,000 > 60,000 > 85,000
* New Branches Opened 3 3 - >5

* New Product Innovation 2 2 - >6
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Enhancing Productivity

GRI | 102-15

oy

. m/. As a company dedicated to improving the efficiency and effectiveness of the overall service value chain, we emphasised
heavily on enhancing greater productivity of our human resources. This involved enhancing talent and knowledge base

and maximising resource outcomes through planned management.

Current Industry Trends Opportunities/Risks

S

% Evolving employer expectations and industry demands & Ability to retain experienced and talented individuals
& Expanding job prospects & Lack of highly-skilled, experienced, agile, efficient and creative
& Use of Emotional Intelligence ( El) workforce

Strategic Actions towards Desired Results
Focus Area ), Action Towards Strategy )’ How We Geared Competitive Advantage
1. Employee Productivity

Strategic Priorities % Inclusion of a Purpose Statement from this financial year. & Creation of an extraordinary
Inspire our workforce to . . workplace to attract and develop the
@ p ) % Introducing Core Values, Core Competencies and P P
achieve their best ) . best people.
Behavioural Competencies.
H mprehensive Em
% Enhance skills of the workforce to manage change effectively. @ Haveaco p.e. ensive Employee
Value Proposition (EVP).
& Stringent performance management culture.
gentp 9 & Creating a unique employee brand
& Robust rewards mechanism. with a rich tapestry with diversity and
& Greater employee Empowerment. inclusiveness at ts core.
& Continuous training and development focused on building

an agile, efficient and creative workforce.
& Career development and advancement opportunities.

& Protecting and promoting employee wellbeing.

2. Deploying of Resources Optimally

Strategic Priorities % Limited branch expansion seeking viable market segments. % Through effective business strategy,
© Use of minimum o ) ) policy and fundamentals, we were
. & Reinvigorating the cost conscious culture. )
resources to maximise able to create a sustainable platform
desired outcomes & Determining the optimal mix between long-term funds and with the use of limited resources to

short-term funds. maximise our future potential.
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S

Supplementary Information

MI’s People Strategy
® 202 J B
) ¥

Recruitment Talent Reward incl;?c:?c?n?;ini
& Retention Management ty
(culture)
Right People i Capability Seen as Employee '
~ Right Place i Development : i Vvalued i Engagement :
< High Performance Work Culture < Positive Employee Value Proposition
< Engaged Workforce < Our People - Our Pride
Strategic Outcomes Derived towards wider Corporate Goals
Actual Planned Past Targeted Material Concerns Addressed
2018/19 2018/19 2017/18 2021/22 ¥ © Groomed a productive workforce.
. & Created strong employee motivation
Training Hours per Employee 10 Hrs >10 7.5 Hrs >10 T .y
Attrition Rate 35% <20% 27% <20% & Kept pace with the technology boom
d dependence.
Total Employee Benefits Rs. 923 > Rs. 900 Rs.845 > Rs. 1,200 anddependence
million million million million
Process Automation 2 >2 - >6
Return on Assets 1.12% >2% 1.32% >2.5%
Cost to Income Ratio 63% <65 % 63% <55%
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Reaching Operational Excellence

GRI | 102-15
%‘ ; We devoted our resources, time and effort in analysing and understanding changing customer behavioural trends and
! their rights and the ways and means of differentiating ourselves through value offerings. We utilised best technologies,

practices and analytical information to exceed customer expectations through operational excellence, maximising our
value proposition.

Current Industry Trends Opportunities/Risks

% Introducing more sophisticated transaction platforms & Gathering information via business analysis tools for strategic
& Digitalisation of operational processes advantage
& Use of Artificial Intelligence for strategic and operational & Technological advancement easing lead times

decisions & Inherent exposure to cyber risk

& Product differentiation through service excellence.

Strategic Actions Towards Desired Results

Focus Area ), Action Towards Strategy ), How We Geared Competitive Advantage
1. Extending Service Beyond Expectations
Strategic Priorities & Deployed a customer-centric business & Increased speed of processing times and
& Creating value and delightful approach. cut down lead times to improve service
z:::tnc:r:f;gég:;;ili?;gg;::?ﬁ: & Actions to expand customer outreach. standards.
& Fund transfer platforms such as SLIPS and

financial partner of choice & Personalised customer service, offering

. . on-going projects to broad-base payment
value accretive customer propositions. going proj pay

platforms for wider customer payment
& Brought the One-stop-shop experience with choices.
our array of service available under one roof.

& Introduced service standards and inter-
department service agreements for front end

processes.
2. Embracing Innovation and Leveraging Digital Transformation
Strategic Priorities & Process simplification and enhanced & By commencing the migration of selected
& Drive Ml through digital fast lane automation of operational processes. core business functions to an advanced
el glO NS Tansom nacgusemocaropertonsto P Mue naosten ol

be ongoing.

& Providing business platforms and right
technology support to cater to varying
demands.
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Focus Area )’ Action Towards Strategy )’ How We Geared Competitive Advantage

3. Decentralisation

Strategic Priorities & Identified the business/ operational & Having presence in seven provinces with

& Improve efficiency of the core processes to be decentralised to improve 39 location, the decentralisation of all core
business processes through efficiency. activities will afford our customers major
decentralisation convenience and ease in transacting.

& Allocated required resources needed for the
decentralisation and commenced activities.

Strategic Outcomes Derived Towards Wider Corporate Goals

Actual Planned Past Ta rgeted Material Concerns Addressed

2018/19 2018/19 2017/18 2021/22 W < suitclientele value
& Kept pace with the technology boom
* Customer Care Training Hours 3,684 >3,500 3,580 >4,500 and dependence
& Faced competition firmly
xNew Processes Automated (Nos) 2 3 1 >3
xPlanned Investment in Automation > 30 - > 50 >68
(Rs. Million)

Business promotion through direct customer contact. “Riya Pola” event in 2019
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Leveraging Risk Management as a Competitive Differentiator

GRI | 102-15

'F
-

MI recognises that a more strategic approach to business risk management is essential in a dynamic business
environment in which the impact and speed of changes are unprecedented. Thus we continued to invest in
strengthening the robust, resilient and agile Risk Management Framework to respond to the current operating
environment appropriately. Our prudent and conservative risk appetites ensured that the risk profile is regularly assessed
and managed to gain competitive advantage and counter risks in an ever-shifting internal and external environment.

&

i
%

Current Trends Opportunities/Risks

& Convergence of risk oversight with strategic planning % Increasing risk profiles with deteriorating credit quality and
& Increasing role of Board in defining risk management strategy market sentiments
% Focus on emerging risks & Technology becomes a source of risk and an enabler for effective
& Evolution of risk technologies towards improving business risk management and a performance enabler
success & Increased regulatory compliance requirements

Strategic Actions Towards Desired Results

Focus Area )’ Action Towards Strategy ), How We Geared Competitive Advantage
1. Embedded Risk Management Culture within the Organisation

Strategic Priorities & Strengthened the Risk Management & Being strong even in turbulent market
% Introduction of an effective Risk Framework and reporting. conditions.

Management Framework that

supports business requirements

to identify and manage risk

proactively. & Enhanced policies in each fundamental area
in coordination with the Risk Unit to tackle
emerging risks.

& Aligned the business strategies with the Risk ¢ Having better risk control mechanism to face
Management Framework. future risks and evolving industry dynamics.

2. Adaptation to Market Dynamism and Sophistication

Strategic Priorities % Use of smarter and more effective tools for & Taking a proactive stance helped us to better

& Leverage on technological risk management. manage persisting volatile market conditions.
innovations in risk management.

& Focus on emerging risks.
(Refer Risk Report pages 234 to 250)
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Focus Area )’ Action Towards Strategy ), How We Geared Competitive Advantage
3. Asset Quality Sustenance
Strategic Priorities & Dedicated recovery team with stringent & We were prompt in our recovery actions and
& Strong Credit Practices, credit recovery process. collections and controlled rising NPL levels.
risk review and recovery drive to . ) - I
I ) V_I W ) v _y WV & Strengthened credit evaluation process for & Efficient resuscitation and recovery enabled
maintain collection ratio above I . . - .
. high risk credit. us to minimise credit risk and improve
90% and bring down the NPL collections
ratio. & Tied up the employee rewarding scheme ’
with the KPIs and KRls on asset quality.
4. Effective Liquidity Management
Strategic Priorities & Identified fresh funding lines on top of % While minimising the cost of funding,
& Diversifying the funding sources existing facilities. effectively managed the liquidity risk
to ensure steady liquidity at lower & Maintained the liquidity threshold limits. consistently.
rates
& Bridging short-term assets and
liability maturity mismatches
Strategic Outcomes Derived Towards Wider Corporate Goals
Actual  Planned Past  Targeted
2018/19 2018/19 2017/18 2021/22 W' © Managed risks with the evolving
industry landscape
New Initiatives on Risk Management 9 5 7 >10 @ Overcame regulatory challenges
© Maintained high standards in
1-Year Maturity (Mismatch) Rs. (6.7) > Rs. 2 Rs. (4.6) > Rs. 2 governance
billion billion billion billion
Collection Ratio 91% 91.5% 92% >92%
NPL Ratio 9.62% <7.5% 7.58% <4%
Repossessions <900 <400 <500 <400
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{GRI 102-15

‘a0

Cementing Lasting Relationships

Building strong and lasting relationships with stakeholders is fundamental for the long-term success of any business
and is one of the most influential driving forces of our Company’s value creation process. Acquiring and retaining loyal
customers for a service-providing company such as ours is typically a challenge, especially in a dynamic and fiercely
competitive business environment.

Capitalising on the existing bonds created over five decades of relationship, we strategised to further strengthen and
cement ‘Lasting Relationships’ on our ‘Shared Growth,” propositions to put-through a mutually-beneficial win-win position
for our stakeholders and us.

Current Trends Opportunities/Risks

relationships

& Business sustenance in the current world is driven by stakeholder

% Industry deploying tactics to beat increasing competition
& Information age has increased customer bargaining power

Strategic Actions Towards Desired Results

Focus Area

)’ Action Towards Strategy

), How We Geared Competitive Advantage

1. Customer Acquisition and Retention

Strategic Priorities &
& Exploring avenues to create value &
accretive customer propositions &

®

Customer-centric business approach.
Personalised customer service.
Offering value accretive customer
propositions.

Safeguarding customer privacy.

& Maintaining the personalised touch and
interaction helped sustain loyalty and
retention levels.

& Our 50 plus years of stability and sound
reputation and resulting loyalty remain
overriding factors in a sensitive LFC market.

& For loyal customers, afforded special rates
during promotions for repeat business.

2. Maintain Win-Win Business Partner Relationships

Strategic Priorities &
% ldentifying growth opportunities
on a long term partnership basis &

Creating shared growth opportunities
beyond just existing business.
Promote ethical business practices.

& Strong and mutually-beneficial relationships
have been a key factor in our business
success.

& Building a strong legacy position &
as a company committed to the
development of society

< Managing expectations. (Refer Alliances in pages 69 to 70)
3 Creating Sustainable Communities
Strategic Priorities & Extending financial support to satisfy unmet & Deep sense of corporate acceptance and
& To be one of the most admired needs of the poor and lesser privileged. bonding has enriched our brand image
socially-responsible finance % Supporting small business success. and contributed towards development of
companies & Social assistance beyond business. sustainable enterprise and communities.

Inculcating cultural and ethical attributes.

Strategic Outcomes Derived Towards Wider Corporate Goals

Actual Planned Past Targeted
2018/19 2018/19 2017/18 2021/22 _./ © Created sustainable communities
Deposit Retention 74% >75% 75% >80%
New Customers Attracted > 30,000 >30,000 >29,000 > 40,000
Financial Assistance Provided in > Rs. 1,900 > Rs. 2,000 > Rs. 1,800 > Rs. 2,600
Rural Areas Million Million Million Million
Social Investment Rs. 1.3 >Rs. 1 Rs. 2.2 >Rs. 1
Million Million Million Million
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Resource Distribution

The six capital resources we utilise are distributed to business segments based on the strategy adopted and passed down through our value
chain business activities associated with the main segments. By taking a bird’s eye view of the critical functions involved and strategy, we were
able to optimally allocate these scarce resources and deliver the anticipated results and impacts.

“ Critical Critical Critical

Lending Business

°

Q ol

[7)

%: e i Moderate Critical
- [ s

% Investments s

£

y -

Q

n

& Moderate

2

@ Workshop

-

O Moderate Moderate Moderate

Insurance e e
| | |

Customer Intelligence Evaluation and
and Product Design Execution

['% © Depasits @ Staffing cost

1 B i : 1 Staff Devel t Cost
: Z Aorrovvlnlgs dfund ; © Staff Development Cos : © Staff Development cost
Financial Wealth H celmulalegiitings 3 :

g%

ma® i © Deposits team { | & Frontend evaluation teams i i ® Paymentsteam
i Treasury team i i @ Productdesign teams i i & Credit teams/branch staff
Human Strength i H

: & Depositors L] ]
' : © Banks 4 : 4 ¢ ® No significant resources were

allocated

{ & Other lenders & Customer relationship

i @ Investors

@& % Branch Network

: & CorelT System

Alliances

@ Internal IT solutions
¢ & Online payment platform
enabling system

Key Resources Mobilised

Infrastructure

¢ & Finance professional expertise : : : x
: P P : & Experienced and skilled officers  : : & Branch network collaboration
¢ © Brand Strength : E : )
1 ) ¢ & Customer track records ] ¢ & Operational processes
¢ & Rating : ; : ;

Intellect b 3 5 5
& Consumables : & Consumables : o :
] ) : : ) : ¢ © No significant resources were g
¢ & Stationery E ¢ & Stationery : : allocated ]
;@ Utilities i i @ Utilities :

Natural Resources 3 : 3 : ;
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Our business segments were identified based on the guidance provided by Sri Lanka Accounting Standards, taking revenue generation as
the driver. The business activities associated with these segments are either specific to the segment or common, but their criticality to each
business segment may vary with the levels of importance, reliance and dependency. Different business activities required different types and
amounts of resources, as depicted and were allocated either during the budgetary preparation and strategic review process or as and when
the need arose.

Critical i Moderate i Critical i Moderate

i Moderate i Moderate i Critical i Moderate

Critical Critical Critical Moderate
L T 1 o
Critical Critical Critical Moderate
. Customer Relationshi .
Collections After Sales Support p Support Services
Management
& Staffing cost @ Staffing cost @ Staffing cost & Staffing cost
i © Staff development cost 3 i ® Staff development cost 3 i © Staff development cost 3 i @ Staff development cost

i & Recoveries team © i & Workshop staff © i & Marketing team
& Business specific marketing staff  : © Business specific marketing Staff : & Other field staff

& Support staff

@ Interpersonal relationships
i ® Teams
¢ & Committees

@ Continuous relationship building

. & Ongoing relationshi B & Ongoing relstionshi :
E ngoing relationships : i ingjelng] il ENIOl iAo i @ social relationships

& Customer database
¢ @ Brach network
¢ © Workshops

i @ ITsystems

& |T-based monitoring support & Tools and equipment
: . : & Office workspace

i & No significant resources were i % Brand strength i @ Efficient work processes
allocated i i % Reputation i i ® Functional expertise

@ Consumables @ Consumables
i & Stationery i i & Stationery
@ Utilities : ® Utilities

% No significant resources were : @ No significant resources were
allocated i i allocated
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Wider Strategic Impacts

Corporate Impacts

Future Goal FY 2021/22

Short-Term Targets Medium-Term Objectives Long-Term Goals
Gross Net Interest | Asset Quality Net Profit Growth in Market Share | Asset Base >
Revenue Margin (NIM) | (NPL) <4 % After Tax > Customer > 3% 10%
Growth > 20% > 8% 600 Million Base > 15%
Current Year
Performance 9% 10% 9.62% :Ilsi‘l;::: >8% 3% 2%
FY 2018/19
Past 3-year average o o o Rs. 407 o o o
FY 2015/16-FY 2017/18 18% 8.37% 5.9% Million >15% 5% 13%

>Rs.1
Billion

Capital Impacts
& Net Interest Income grew by 25%
@ & Total asset base reached Rs. 41 Billion
& Profit After Tax declined by 11%
Financial . gspareholder funds declined by 0.1% to
Wealth

Rs. 8.7 Billion

Reached over 65,000 customers
Rs. 2.3 Million spent on corporate social
initiatives

® Rs. 7.2 Million spent on staff development
& Workforce recorded a growth of 9.4%
Human & 149 staff got internally promoted
Strength
& ¢ Expanded our geographical footprint by
@ opening 3 new branches
@ Rs. 6.2 Million spent on technology

advancements

® 7.5 years of average employee tenure :

@ Rs. 103 Million invested in brand development :
Intellect :

@ Carbon footprint stood at 3,168 tCO e

® 8% growth in hybrid and electric vehicle

financing
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Stakeholder Participation

GRI | 102-42

The strategic value creation process

we undertake is an annual exercise,
commencing with the stakeholder
participation and expectation gathering
efforts that place on an on-going basis.
This includes a focused three-dimensional
approach of stakeholder shortlisting and
categorisation, stakeholder engagement,
and material concerns management.

Stakeholder priorities drive the corporate
planning process and eventually our
decision making. Understanding stakeholder
expectations and what matters to them

the most directly influences our priorities
and is vital for shaping the strategy and
future corporate policies, which help us

to better adopt to the dynamism in the

business environment. Hence, stakeholder participation continued to propel our overall value
creation process and the resultant impacts enriched the entire participation process, creating
anticipated stakeholder values this year.

Strategic Value Creation Process

Stakeholder
Shortlisting and

Stakeholder Categorisation

Engagement

Stakeholder
Participation

Stakeholder
Value Creation

Stakeholder Shortlisting and Categorisation

GRI | 102-40, 102-42

As we witnessed our business expanding during the last decade, our economic, social and environmental footprints too extended
exponentially, resulting in an increase in the number of stakeholder groups interested in our operations. This led to the designing of a

formal mechanism to identify the key stakeholders who are impacted by our operations or whose actions may materially affect our business.
Elaborating on this, we developed a unique four-way stakeholder filtering mechanism which allowed the Company to remain focused on the

most important and relevant stakeholders.

" High

LowMi £ ;
Impact :

Stakeholder's Impact

High on Ml

High Ml

Stakeholder Dependency T3] Mis Dependency onthe
] Stakeholder
Impact Low |
Dependency T

=

i Low
The Levelof Dynamism  :  pynamism
of the Stakeholder's .
Expectatons i e
Impact on the Stakeholder <
i dueto MI's Performance
H 3 Low
e eereeeeeeeraeesraeaeaeeareeaaeaaaes ¥ Stakeholder
Impact
Y.
T
Shareholders

23 3

Staff

2 &

Clients Regulators Society

Through the filtering process, we were able to shortlist a handful of key stakeholders and group them under five broad stakeholder categories,
which allowed us to better cater to their needs, deploying resources towards strategic priorities and actions where it matters.
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Stakeholder Engagement
{ GRI | 102-43, 102-44

As our value-creating business activities affect stakeholders in numerous ways, we recognised the importance of engaging in honest and
constructive dialogue with people, to better understand their needs and expectations. We identified and assessed relevant and sensitive issues
through regular and effective communication with stakeholders using various engagement methods. By doing this, we derived our material
concerns to set up required monitoring mechanisms and strategy, so that such concerns can be addressed over time and reported annually
(Refer Capital Management on pages 56 to 106). To fulfil expectations of our five main stakeholder groups, we were able to deploy various
strategies (Refer Strategy Formulation on pages 34 to 43) to create value and measure and manage (Refer Impact Management Report on
pages 125 to 147) them on an ongoing basis.

Five Key Stakeholder Groups = Engagement Style Needs and Expectations How Value Was Created
Expressed
'L & Shareholder meetings/ & Growth in Net Asset Value & Maintaining a strong financial position
T s Annual General Meeting - < Sustainable Growth Strategy < Increasing net asset value and return
Shareholders Annual & Experienced Management on equity
Ordinary shareholders and < Annual Report Feedback & Sound governance (Refer Financial Wealth on pagse 58
prospective investors form - Annual & Transparent reporting and to 68)
& One-on-one meetings - On disclosure
a regular basis
L] & Inquiries, discussionsand ¢ Excellence in customer & Safeguarding deposits with effective
A i site visits undertaken by service risk management and a strong capital
Clients either party as necessary, & Competitive financial base
Over 65,000 customers from usually once a year with solutions % Enabling financial inclusion through
different age categories and key parties % Availability of sufficient geographical expansion
corporates. & Direct customer feedback information on productsand ¢ Developing financial solution to suit
at Ml's service points/ pricing various customer needs
Also our suppliers, including suggestion boxes & Safety of deposits & Supporting the economy through
banks, financial institutions & Customer surveys & Repayment of loans provision of credit
and depositors. (Refer Alliances on pages 69 to 79)
- & 'Open Door Policy’ for & Employee recognition, & Rewarding staff with a fair performance
ol employees to freely interact competitive remuneration and appraisal and compensation system
if:"l’l one-on-one with the MD, benefits and fair perfformance & Creating job opportunities as we
Staff other Directors of the Board management expand
1,040 Employees and senior officers - On a & Career development % Developing the skills of our employees
80% Male 20% Female regular basis opportunities for increased efficiency and quality
& Departmental review < Anenvironment that whilst enabling career progression
meetings - Monthly embraces diversity and & Facilitate employment equity and
< Management meetings - inclusivity gender equality
Weekly & Challenging work and clear (Refer Human Strength on pages 80
performance objectives to 91)
- & Issue of regulations and & Compliance with legal and & Contributing to government budgets
’ directions by regulators regulatory requirements through our tax contributions
= & Training programs/ & Active participation in the & Adhering to regulatory requirements
Regulators workshops with regulatory industry which ultimately enable a safe and
Central Bank of Sri Lanka, bodies % Fulfilment of tax obligations stable financial system for Sri Lanka
Inland Revenue Department & On-site and off-site reviews (Refer Corporate Governance report on
and Financial Intelligence Unit. by CBSL and other pages 166 to 233)
We also comply with various regulatory bodies - Annual
other regulatory bodies to & Other discussions with
ensure compliance with labour the Board and Senior
regulations, human rights and Management
other environmental and social
regulations
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Five Key Stakeholder Groups = Engagement Style Needs and Expectations How Value Was Created
Expressed
Media & Ml's use of resources % Ensuring financial inclusivity through

Society
Citizens of Sri Lanka and Non-

in managing business our products and branch network
Interacting with segments operations and building a & Sustainable management of the use
of society by direct sustainable environment and impact of natural and human
correspondence and % Partnering on common social resources in our operations

®
& Public events
®

Governmental Organisations. meetings
The environment which

facilitates the wellbeing of the

citizens.

and environmental issues % Contributing back to society through
& MlI's wider impact on society various corporate social initiatives
and environment (Refer Social Alliances on pages 76 to
79 and Nature on pages 102 to 106)

Material Concerns Management
GRI | 102-46, 103-1

Our year-round engagement with key
stakeholders provided the necessary
feedback to the Directors and Corporate
Management about their concerns and
expectations and as well as potential areas
for improvement. This set the stage to decide
on the material concerns that are priorities
for the Company during this period, based
on the relevance and applicability of such
concerns for both Ml and key stakeholders.

In this process towards material concerns
identification and management, we used
the IIRC (International Integrated Reporting
Council), GRI standards (Global Reporting
Initiatives) and UN SDs (Sustainability
Development Goals) as guidance which
focused our attention towards 11 broad
business and social concerns which were
deemed priority to compete in our dynamic
industry (refer diagram). Whilst we exercised
this approach at the commencement of
financial year 2018/19, through our on-going
monitoring process, we are also able to
identify and capture the emerging concerns
as the year unfolded.

These material concerns addressed 23
GRI impact topics and also matters specific
to MI, beyond the topics stated by the
framework. The stewardship of this full
exercise came under the Sustainability
Governance Committee which reassessed
2017/18 concerns by evaluating the
stakeholder feedback and comparing

them with business, industry and country specific factors and narrowed down the list of GRI
impact topics to 23 from 28 monitored last year. Our list of material business concerns and
their covering impact topics may change in the future as per future assessments, resulting in
possible changes in the level of importance with material concerns being added, adapted or

eliminated.

Having collaborated and deliberated the final outcomes of our stakeholder participation
process, our strategy and this year’'s reporting were significantly influenced by the material
concerns summarised in the Materiality Gauge Matrix depicted below.

Significance and Relevance for Stakeholders

O Managing risks with the
evolving industry landscape

© Grooming a productive
workforce
O Keeping pace with the
technology boom and
dependence

Q© Creating monetary value

O Maintaining standards
of governance

o Employee motivation
and welfare
© Enhancing clientele value © Facing intensifying
competition

O Creating sustainable
communities

O Regulatory challenges

© widening environmental
interaction

. Very High Materiality

Significance and Relevance for Business Decision Making

. High Materiality . Moderate Materiality
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The below table summarises the relevant GRI impact topics associated with the shortlisted material concerns stated in the Materiality Matrix
and the Management approach executed by the Company to address them.

Material Concerns with Reasons for its Selection

Stakeholder affected/
Topic Boundary
(Navigation icons)

Linked GRI Standard

Creating monetary value Very High Investor 201: Economic

With an over Rs. 41 billion asset base and having a Materiality ~ Staff Performance

large workforce with growing market presence across Society

the country, we evaluate and strive to enhance investor

wealth constantly whilst remaining an entity with

systemic importance to the industry and the economy. 203: Indirect Economic
Impacts

Facing intensifying competition High Investors N/A

New entrants to the NBFI sector coupled with the Materiality ~ Clients

already-competitive industry and challenging market Regulators

conditions requires market differentiation and brand

strengthening.

Enhancing clientele value High Clients N/A

Each year we emphasise on the importance of Materiality

satisfying our customers, depositors, lenders, financial

intermediaries and suppliers beyond their expectations.

In this context, maintaining their trust and loyalty is of 204: Procurement

paramount importance. Practices
417: Marketing and
Labelling

Managing risks in the evolving industry landscape Very High Investors N/A

The finance industry is becoming highly-sophisticated Materiality ~ Clients

and competitive. Having introduced complex products

and entered sophisticated markets, our stakeholders are

very keen on knowing how we manage industry risks

and remain prudent.

Keeping pace with the technology boom and IT High Clients 418:Customer Privacy

dependence Materiality

Technology remains in the forefront of product innovation
and is a platform for the industry to derive competitive
advantage. Quality of IT systems and Cyber security are
some of the material concerns focused upon.
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Materiality Considerations Management Approach to Concerns Disclosure Reference

Materiality increased Through an effective corporate strategy, we drove our core business & Economic Impact

With the scale of business expanding lines to achieve optimistic revenue targets. This process ensured that we Management on pages
created adequate investor wealth and also increased our contribution to the 12910134
economy as well.

No significant change We created employment and upheld financial inclusiveness in our business € Economic Impact
strategy which benefited the general society, Finance Company sector and Management on pages
the economy. 12910 134

New material concern specificto Ml  Made changes to business strategy to take advantage of evolving customer & Capital Management

In keeping to the revised corporate preferences and market dynamics. Made necessary operational and - Intellect on pages 92

plan, maintaining competitive technological improvements and geared the workforce to face a challenging to 95

edge was ranked a concern of high business environment. Simultaneously invested in promoting the MI brand .

. L . & Capital Management -

importance with higher resource effectively across the country. B

allocation made. Alliances on pages 69

to79

New material concern specificto Ml Greater emphasis was placed on building future partnerships, creating & Capital Management
greater value through innovation and improvising and making changes - Intellect on pages 92
operationally to enhance service delivery and customer convenience. to 95

No change in materiality Clear policy and procedures have been established in the areas of borrowing < Capital Management -
and purchasing. We partner with various funding providers and consumable Alliances on pages 69
suppliers driving on the shared value concept to create a win-win position for to79
all parties.

Materiality increased As an organisation reputed for transparency, we are committed to upholding ¢ Capital Management -

With the implementation of the strong practices to communicate accurate product information responsibly. Alliances on pages 69

Customer Finance Protection With the introduction of the Finance Customer Protection Framework, to79

Framework, the importance of keeping we have formalised this process with a board approved policy, customer

information accurate and transparent information documents and clear agreement formats and displaying.

was deemed high priority.

No change in materiality Through the adoption of a formal Risk Management Framework, the Ml & Corporate Governance
Board is able to identify and analyse risks on an on-going basis and take Report on pages 166 to
prompt measures to eliminate or mitigate risks. We exercise the industry’s 233

best review techniques to stay ahead of potential risks and have the right

. . & Risk Management Report
mechanism and controls to detect and rectify issues then and there. 9 P

on pages 234 to 250

Materiality increased We abide by strict data protection policies and ensure that effective & Capital Management -
IT systems and support teams are in place to maintain data, quality, Alliances on pages 69
integrity and comprehensiveness. A high-level IT steering Committee is to79

responsible for reviewing existing IT capabilities and proposing world-class
technological standards in IT governance and implementation.
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strategy touches the lives of people from varying
communities and hence not only our workforce but
society in general is concerned about how we look after
our people.

Material Concerns with Reasons for its Selection Stakeholder affected/ Linked GRI Standard
Topic Boundary
(Navigation icons)
Maintaining standards of governance High Clients N/A
How we conduct our affairs and our business practices Materiality ~ Regulators
and our standing in the corporate circle and society
are key focus areas that our clients and regulators look
at to assess our professionalism, prudency and ethical
conduct. 205: Anti-Corruption
Grooming a productive workforce Very High Staff 401: Employment
While establishing an effective rewarding system, we Materiality ~ Society 404: Training and
plan to nurture a productive workforce and provide a Education
suitable work environment for them to prosper in their
careers with required training and development.
403: Occupational
Health and Safety
202: Market Presence
Employee motivation and welfare Moderate Staff 402: Labour
As a people-driven enterprise, we are mindful of our Materiality ~ Clients Management
obligations towards our workforce. Our recruitment Society Relations

405: Diversity and
Equal opportunity
406: Non
Discrimination

410: Security Practices

412: Human rights
Assessment
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Materiality Considerations Management Approach to Concerns Disclosure Reference

No change in materiality

Through a strong Governance Framework, we maintain an effective business
enterprise and governance culture, with checks and balances and constant
high-level oversight and independent review. We practice both regulatory
and also voluntary industry best practices to safeguard stakeholder interest.

Governance Report on
pages 166 to 233

No change in materiality

A zero tolerance approach against corruption again was upheld with the
introduction of a revised formal Fraud and Whistleblowing Policy which
provided the foundation to manage malpractices, backed by effective
internal controls and audit to detect and prevent related concerns.

Capital Management -
Alliances on pages 69 to 79

Capital Management
- Human Strength on
pages 80to 91

Economic Impact
Management on pages
12910 134

Materiality increased

Driving on the need for a productive
workforce, a revised HR policy was
implemented and a higher training and
development budget was assigned this
year. Moreover, we foresee the need of
placing greater importance on training
and education going forward.

The Human Resource Policy which includes the Recruitment and Retention
Strategy was aimed at attracting, retaining and nurturing the right talent

for future business progress. Part responsibility lies with the head of HR to
implement the policy requirements while heads of divisions/branches are
expected to play a coordinating role to develop staff and keep them content.

Capital Management
- Human Strength on
pages 80 to 91

No change in materiality

Employee health and safety, particularly of the workshop operation, is deemed
key due to the machinery and work set-up involved and therefore we adopt
sufficient safety standards to protect our people from work hazards.

Capital Management
- Human Strength on
pages 80 to 91

No change in materiality

Through the HR Policy, we ensure that our people are remunerated
non-discriminatively in keeping to required labour regulations. Our
hiring approach places importance on people having local expertise and
supporting individuals to find employment within the community itself.

Capital Management
- Human Strength on
pages 80t0 91

No change in materiality

We adopted an Open Door Policy to ensure there is effective two-way
communication between management and the workforce, without
inhibitions. Operational changes impacting employees were carried out
in keeping to the HR Transfer Policy, and business requirements at the
management’s discretion.

Capital Management
- Human Strength on
pages 80 to 91

No change in materiality

The HR Policy was designed to uphold workforce diversity and allows
employees equal opportunity, without bias. The rewarding mechanism
reflected employee performance and did not favour any party due to gender,
race, religion, caste or creed.

Capital Management
-Human Strength on
pages 80to 91

Corporate Governance
Report on pages 166 to 233

Materiality increased

Dealing in money and when threat against security has increased due to
recent tragic events, we continued to adopt strong security practices to
curtail risks of theft and entry and ensure safety of people. Security personal
recruited by our outsourced partner give due recognition and instructions to
treat our employees and customers in a humane manner, without infringing
on their human rights.

Capital Management
-Human Strength on
pages 80to 91

No change in materiality

Introduction of the Customer Finance
Protection Framework and revised soft skill
training agenda cater strongly towards
humane treatment of our customers.

Organisational policies and practices were further aligned to ensure basic
human rights are protected. We trained staff to treat our employees and
business partners in a humane manner and obtained staff acknowledgment
to abide by all fair practices.

Capital Management
- Human Strength on
pages 80to 91
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Material Concerns with Reasons for its Selection

Stakeholder affected/
Topic Boundary
(Navigation icons)

Linked SDG

Linked GRI Standard

Regulatory challenges Moderate Investors 307: Environmental
Being in a highly-regulated industry, we are bound Materiality ~ Clients Compliance
by various laws and regulations. Recent changes Staff
to key Acts and imposition of new regulations and Society
amendments to prevailing laws have impacted MI's Regulators 419: Socio Economic
flexibility towards business. Our stakeholders including compliance
regulators are focused on how well we adapt to these
challenging requirements.
Creating sustainable communities Moderate Society 413: Local
Our expanding presence and vision to empower Materiality Communities
communities to live sustainable lives have brought us
closer to people than ever before. Having a presence in
seven regions, people are interested in learning about
our plans to make this broader aspiration a reality.
Widening environmental interaction Moderate Society 301: Material
Having expanded our presence, our exposure to the Materiality ~ Regulators
environment and use of resources is gradually growing 302: Energy
and becoming an area of focus.
303: Water

304: Bio Diversity

305:Emissions

306: Effluents and
Waste

*+Below 4 GRI topics which were considered as material topics in the previous financial year have been eliminated during the FY 2018/19.

1. 416: Customer Health and Safety: As we have set up the required safety measures and our business does not create any hazardous

situations to customers, this aspect was deemed insignificant.

2. 206: Anti-Competitive Behaviour: The industry has widened with many players and no entity has displayed monopolistic tactics, hence

deemed immaterial to the sector.

3. 408: Child Labour: The finance industry’s exposure to child labour in Sri Lanka is insignificant as it is highly regulated and MI’s chain of
supply is limited to other mainly regulated funding providers and suppliers.
4. 409: Forced or Compulsory Labour: In a highly-regulated environment and having a higher percentum as permanent employees, the risk of
forced and compulsory labour utilisation is deemed non existent or very low.
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Materiality Considerations

Management Approach to Concerns

Disclosure Reference

No change in materiality

In combination with the Compliance Unit and the Legal team, we monitored,
advised and implemented laws including statutory requirements in relation
business, the environment and socio economic compliance.

Core and support divisions were guided towards smooth transition to new
regulations and changes to existing laws, as intended by the regulatory
bodies.

& Capital Management
-Nature on pages 102
to 106

& Corporate Governance
Report on pages 166 to
233

No change in materiality

MI’'s Board has entrusted the Sustainability Governance Committee to work
closely with the core business divisions to identify untapped social needs.
Through financial inclusiveness and efforts to bridge social disparities, we
strive to bring relief to those most in need and be a supportive medium that
creates sustainable communities.

& Capital Management -
Alliances on pages 69
to79

& Social Impact
Management on pages
13510 139

No change in materiality

Despite being a service organisation and consuming a lesser quantity

of natural resources for direct business use, we were passionate about

the sparing use of utilities, consumables and other material in our
operations. Through the Sustainability Governance Framework we initiated
environmental protection programs and with the support of heads of
divisions/branches we strive to implement evolving green practices.

% Environmental Impact
Management on pages
140 to 147

Materiality decreased

Existing branches and the three new
branches opened this year do not infiltrate
any biodiversity earmarked locations and
are at least three km away. Hence as a
service organisation our focus on this area
was reduced.

We remained conscious about the bio-diversity conservation of our country
and we contribute to this through the Sustainability Governance Committee.
A separate “Wild Life Fund” created, contributes to the safeguarding of the
wild life.

& Capital Management -
Nature on pages 102 to
106

& Environmental Impact
Management on pages
140to0 147

No change in materiality

Despite minimal direct emissions to the environment, we have established
strict procedures and a periodic monitoring process to evaluate and keep
our emission levels minimal.

& Environmental Impact
Management on pages
140 to 147

No change in materiality

Our day-to-day waste which mainly comprises garbage and e-waste was
disposed of in a methodical and safe manner under the supervision of the
Maintenance Department using best practices that are not harmful to the
environment.

& Environmental Impact
Management on pages
140to 147




Capital Management Report

This section of our integrated report provides

a holistic picture about the contribution of our
six capitals towards the value creation process.
We provide a combination of quantitative and
qualitative information of the six capitals that we
have deployed in our business segments, and
the level of performance of them against the
objectives and targets for the year under review.

Sub Section Index

Business Model Elements Focused

Capital Management

74

Alliances

581068
69to 79

80t0 91

Human Strength

trat
strategy Intellect

Stakeholder Corporate

92t0 95

and Resource

Engagement Goals/Targets Distribution

Infrastructure

96 to 101

Nature

Capital Input

Primary Work Processes
Support Functions
Governance and Risk Management

Segment Output
Stakeholders Impacted
Capital Outcomes

102to 106
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Capital Management

In our journey towards creating value for
stakeholders, our business operations
utilised various capitals as input resources
and for us, this mainly comprised of capitals
in form of financial wealth, human strengths,
alliances, intellect, infrastructure and
natural resources, which also contributed

to the well-being of the wider economy,
society and environment that we operate

in. Our business operations resulted in
transformation of such resources, either by
increasing or decreasing their value, thus
urging the need to manage their trade-offs
and identify optimal ways of enhancing their
value over-time.

Six Capitals Deployed

@

Financial
Wealth

)

-

Alliances Human

Strength

Our wider visionary aspirations and
) o Infrastructure Nature
integrated thinking has allowed us to
establish an efficient process of managing
capitals by connecting and utilising these
tangible and intangible assets to create and
preserve value for Ml and its stakeholders in

the short, medium and long term.

Intellect

Capital Management Approach

Our capital management approach focuses on three phases that direct capitals towards

their enrichment and ultimate sustenance of stakeholder value. After sourcing the required
capitals, we take great effort in developing the limited resources we possess towards building
competitive advantages in the industry. Significant investments were made to develop and
nurture these core capital whilst emphasising protecting and preserving the invaluable capital
resources, instilling industry best practices, ideologies and feedback mechanisms.

Phases of Capital Management

Capital Development
and
Balancing Trade-Offs

The re-imagination of our future business
picture provided us the needed impetus

to accelerate into a new era of financing
solutions with advanced technology and
lean business models. It helped us to
reshape our capital management approach
to better cater to the future needs of the
business, industry, economy and the society
asawhole.

Capital Sourcing Capital Preservation

& Brand development

& Unblemished

reputation

Enrichment and Sustenance of Stakeholder Value

& Systems and

technological
advancements

% Learning and

development

& Operational

improvements

© & Key stakeholder : & Cost benefit i & Governance, ethics

i resources i assessment © andculture
management : 3

: 9 i ® Resource distribution : © Stakeholder

i @ Creditrating ' ¢ satisfaction

< Risk management
@ Grievance handling

 Audits and controls
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ST BHERi Role of Financial Wealth in Driving Competitive Edge and Investor

Returns

GRI | 103-2and 103-3

The strength of our financial wealth resources determines Ml’s ability to drive towards its
strategic directions and generate sound investor returns. Thus we remained committed for
the accumulation of a strong capital base to support business expansion, provide a cushion
against unforeseen risks, safeguard shareholder wealth and foster investor confidence. Our
ability to access cost-effective funding is based on our financial strength, which ultimately
affects our competitive pricing. Though faced with numerous industry challenges, we

were committed in deploying our financial resources effectively, balancing growth and risk
considerations towards growth momentum, performance excellence and stability.

Value Creation

For us, financial wealth creation primarily revolves around the accumulation of steady investor
returns, maintaining financial soundness with adequate flexibility, prudential requirements
and host of other financial goals. With optimistic bottom-line targets set forth, we direct our
financial and treasury management effectively towards improved revenue, whilst in tandem
emphasising on cost optimisation and budgetary controls as means of controlling expenditure
towards a robust bottom line.

http://mi.com.lk/reports/financial-
wealth.pdf

Activities

| Short-Term Goals )) ---------------------------- Capital Inputs Key Financial Management

@ Gross Revenue Growth > 20% . & shareholder Funds . & Treasury Management
= . Rs.8,673 Million. S

e ’ & Cost Optimisation
i & Deposit Base Programs

Medium-Term Goals )) --------------- . Fixed Deposits -
Rs. 21,099 Million.

Net Interest Margin (NIM) > 8%

Savings - Rs. 77 Million. : & Budgetary Controls
<> Maintain > 20% annual growth in PBT and : 3
PAT : :
@ Increase Return on Capital Employed & Borrowings

: (FOLa) =le: : : Institutional Borrowings
s \ . -Rs.9,143 Million.

Long-Term Goals ))

% Market Share > 3%
% Growthin Asset Base > 10%
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Stewardship

Financial Reports
Supplementary Information

Positive Side s .

& Revenue grew by 9% . © Created a deep sense of corporate acceptance
P : and Bonding

% Achieved a sound Net Interest ' < ® Gained public trust through financial stability
Income growth of 25% i © Increase in mutually-beneficial relationships -
P : Customer retention ratio increased to 74%

% Lessthan 1 year liquidity gap »
restricted to Rs. 5.6 Billion . & Increased learning and development

g% ‘ Opportunities

i P < Enhanced employee morale and productivity
: Negative Side . & Employee satisfaction
. & Profitability of Rs. 458 .
Million behind targeted

i & Enhanced brand strength
’ < % Increased efficiency in internal processes

. o,
& Constricted asset growth of 2% through 3 new key automations

& Deterioration in asset quality by e §
2% YOY © % Increase in branch footprint - 3 branches '

@.ﬁ < opened
; % Increased branch facilities

& Optimised operational efficiency

ettt . i ® Cost consciousness led to preservation of limited

5 Value Adding Outcomes for P ; [ESOUICES.
Financial Wealth P ‘ < ®

Controlled usage of stationary costs and
consumables reflected a 12% cutback.

& Sustainable investor earnings
' (Earnings per Share Rs.152)

Capital Trade-Offs: Though we routed greater financial resources towards
& Growth in prudential Capital nurturing staff and embracing advanced technology, we are confident that
. anticipated long-term benefits will improve business volumes, leading to
Adequacy Ratios( CAR) further increase in financial wealth resources we possess, and thus will in

Tier1 14.98 turn cascade towards growth of all the other capitals we deploy.
Tier2 16.69 P

% Return on Capital Employed
(ROCE) 5.28%




60 Mercantile Investments and Finance PLC
Integrated Annual Report 2018/19 Management Discussion and Analysis
Financial Wealth | Capital Management Report

Financial Wealth Highlights

For the year ended 31 March Achievement Financial Goals

Actuals Actuals Change % Budgeted Forecasted
2018/19 2017/18 2018/19 2019/20
Rs.’000 Rs.’000 Rs. million Rs. million

Earnings Highlights and Ratios

Gross Income 7,638,497 6,984,093 9.37 > 7,500 > 9,000
Net Interest Income 3,574,176 2,860,263 24.96 > 3,500 > 4,200
Total Overheads 1,984,982 1,786,340 11.12 < 2,000 < 2,300
Impairment 681,648 426,353 59.88 <650 <830
Profit before Tax 786,653 858,771 (8.40) > 900 > 1,000
Provision for Taxation 328,580 344,706 (4.68) <400 <550
Profit after Tax 458,073 514,065 (10.89) > 600 >700
Net Interest Margin 10.04 8.76 1.28 >10 >10
Interest Spread 8.02 7.33 0.69 >8 >8
Operating Profit Margin (%) 9.30 11.20 (1.90) >20 >20
Cost to Income ( %) 63.23 63.10 0.13 <55 <55
Interest Cover (Times) 1.20 1.24 (0.04) > 15 > 15
Return on Shareholders' Funds (%) 5.28 5.92 (0.64) >10 >10
Return on Average Assets (%) 1.12 1.32 (0.20) >2 >2

Financial Position Highlights and Ratios

Total Assets 41,354,565 40,355,948 2.47 > 42,000 > 48,000
Loans & Advances, Leases and Hire Purchases 34,204,719 33,149,318 3.18 > 32,000 > 38,000
Deposits from Customers 21,176,433 20,073,010 5.50 > 21,000 > 25,000
Other Borrowings 8,957,478 9,327,958 (3.97) > 9,500 > 9,500
Shareholders' Funds (Stated Capital and Reserves) 8,672,864 8,683,087 (0.12) > 8,900 > 9,200
Non-Performing Loans Ratio (%) 9.62 7.58 2.04 <6 <6
Total asset growth (%) 2.47 7.64 (5.17) >10 >10
Net Assets per Share (Rs.) 2,885 2,889 (0.00) > 2,900 > 3,000
Debt: Equity (Times) 3.5 3.42 0.08 <35 <35
Liquid Assets (%) 14.77 11.40 3.37 >12 >12
Core Capital Ratio (%) 14.98 16.24 (1.26) >13.5 >13.5
Total Risk Weighted Capital Ratio (%) 16.69 17.36 (0.67) >15 >15

Market /Shareholder Information

Market Value per share ( Rs) 2,580 2,580 - > 2,500 > 2,500
Earnings per Share (Rs.) 152.39 171.01 (10.89) > 180 > 200
Dividends per Share (Rs.) - 15 (100.00) >15 >15

P/E Ratio (Times) 16.93 15.09 12.19 > 10 >10
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Supplementary Information

FINANCIAL WEALTH CHALLENGES FACED

)) ...............................................

With the adoption of SLFRS 09 -Financial Instruments Standard, MI absorbed

Rs. 375 million to retained earnings and Rs. 682 million for the year ended 2018/19 in the
statement of comprehensive income. Ml worked closely with Ernst and Young Chartered
Accountants, to develop effective policies, procedures and an impairment model.

MI’s rating of -BBB (lka) (stable outlook) was reaffirmed by Fitch Rating Lanka Limited,
in the backdrop of the economic slowdown impacting credit quality, MI's capital
strength remained fundamental to the reaffirmation of the same rating.

New Basel " Capital Adequacy Application )) ...............................................

Prepared prudential capital adequacy ratios based on new Basel Il prudential capital
directions which resulted in a 13.5% increase in total risk weighted assets of the
company. However, Capital adequacy ratios were well above the minimum limits and
were at least 5% over the thresholds.
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Financial Management

To boost Net Interest Margins (NIM) and spreads, a clear direction was given by the Director Board on financial areas needing attention
especially to drive core business yields, improve investment returns whilst simultaneously keeping costs minimal through the deployment of
cheaper funding and focused overhead management.

Key financial management activities revolved around;
& Treasury management

& Cost optimisation

& Budgetary control

Treasury Management

Effective fund management remained a top priority this period, under the financial wealth creation process, with clear strategic priorities
focusing on lowering funding costs, correcting existing assets and liability maturity mismatches and enhance treasury control mechanisms, to
improve yields and manage investment risks. The Treasury Division played the leading role in balancing the short-term and long-term funding
needs of the Company, while optimising on the available funding sources.

Treasury Management Priorities Target Achievement
Generate sound yields from Investments and procure funds optimally to boost > 8% Achieved
NIMs'/ spread above
Maintain required liquidity levels whilst bridging maturity mismatches < Keeping below threshold Not achieved
level of Rs. 2 billion. (Refer Risk Note on pages
23410 250)
Funding Mix Funding Cost

To keep the weighted average cost of funding  Analysis of Interest Expenses
lower, we maintained the right funding blend The revision of deposit rates upward by more than 1.5% in the last quarter of the year and the

between deposits and borrowings. Deposits reprising effect fuelled deposit interest expenses to rise by 5%, reaching Rs. 2,634 million,
business remained the largest contributor to by the balance sheet date. Borrowing cost rise of 3% was propelled by the upward pricing
the funding mix, with 70%, generating applied by the banks who sourced funding this period. However total borrowings contracted
Rs. 21,176 million in funding, while the as we cut down its utilisation, resorting to greater quantum of deposits .

balance stemmed from borrowings.

Funding Mix Analysis of Interest Expense
Rs.
Million A
4,000~
3,000
16% & 2,000
1,000 I
0
® Total Deposits mobilisation 14/15 15/16 16/17 17/18 18/19
@ Long term borrowings
® Money Market & short term borrowings @ Interest on Debt Securities Source of funds
® Bank Overdrafts @ Interest on Bank Borrowings, Securitised
@ Debt Instruments and securitisation Borrowings and Bank Overdrafts

@ Interest on Deposits
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Our unwavering commitment towards the mobilisation of Fixed Deposits being our primary
deposit product helped us to surpass Rs. 21 billion in the deposit base, which reflected a modest
5% growth against last year. Fixed Deposits contributed 99% to the total base, growing to

Rs. 21,099 million, while savings deposits remained a developing product with a negligible
base, but reflected potential growth with the introduction of micro savings.

While affording attractive returns to our customers, we concentrated on improving our overall
standards of service across our branch network, especially in terms of the speed of delivery
and convenience to depositors. The on-going decentralisation efforts continued to drive
greater deposit flow from branch level, with a 9% increase YOY contributing 14%, while head
office premises being in the Western Province remained the primary mobilisation point.

Deposit Growth & Mix Deposit Base Maturity Profile
Rs. Rs.
Million % Million A
25,000 — —02%5 12000
20000 - —o02 100007
: 8,000 —
16,000 — - 0715 :
6,000~
10000 - 010 :
g 4,000~
5,000~ - 005 2000
0— -0 0
............................................................ > >
14/15 15/16 16/17 17/18 18/19 17/18 18/19
@ Certificate of Deposit Base (LHS) ® <6 months

@ Savings Deposits Base (LHS)
® Fixed Deposit Base (LHS)
-0- Growth (RHS)

® 6 months - 1 year
® 1year-3years
@ > 3years

Fixed Deposits

An aggressive Fixed Deposit campaign targeted greater mobilisation beyond Colombo,
focusing on retail deposits and special segments of the market. However, high price sensitivity
and competitive market drove total Fixed Deposits up by a modest 5% to Rs. 21,099 million.

Savings Deposits

MI’s savings base which stood at Rs. 77 million showed the potential for growth with a YOY
increase of 30%. The on-going IT development is directed at boosting the future savings base
to be promoted through MI's 35 plus growing branch network.

Borrowings and Debt Funding

A total of Rs.13,955 million was sourced from MI’s longstanding banking partners. However,
total borrowings came down by 5% to Rs. 9,144 million, as deposit mobilisation remained
the more sustainable and cheaper funding source this period. At the same time, we settled
our quoted debenture of Rs. 200 million in November 2018 and did not resort to fresh debt

funding there after.

Management Discussion and Analysis
Financial Wealth | Capital Management Report

Total Borrowing Fixed vs Variable Rate

Rs.
Million

10,000 *
8,000 *
6,000 *
4,000 *

2,000~

@ Total Borrowings
@ Variable Rate Loans
@ Fixed Rate Loans

Cost Optimisation Programmes

The cost optimisation programme
spearheaded by the Managing Director
together with the corporate management at
the commencement of 2018 was strongly
implemented across all departments and
branches during this financial year to
manage the overhead cost escalation.
Corporate managers together with the staff
took measures to identify waste and control
costs, adopting the “3R” principles.

(Refer controlling the escalation of overhead
expenditure on page 65)

Budgetary Control

A close watch was kept on actual
expenditure versus budgeted, based on the
Board-approved annual budget and periodic
reporting of cost variances. Corporate
Management and branch heads were able
to monitor their business unit costs closely
and identify trends towards better budgetary
control. A periodic report was tabled by the
Finance Director/Chief Financial Officer for
review and action by the Board.
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Financial Review

Despite the economic slowdown and
persistent instability in the political and
macroeconomic environment, we were

able to display a satisfactory performance

by leveraging on our strategic initiatives

and performance-oriented approach. By
instilling operational improvements and

cost optimisation programs and managing
margins and asset quality, we were successful
in manoeuvring our business segments of
lending, investment activities, insurance and
workshop services, each consisting of a broad
range of products and services geared to
meet the diverse needs of our customers while
driving us to achieve our goals and objectives.

(Refer Service Value Chain pages 108 to 124)

Profitability

This year's moderate loan book growth,
coupled with higher impairment charges on
account of slowed recovery, compounded
further by the newly-introduced SLFRS 9
stringent provisioning requirements and the
introduction of a new Debt Repayment Levy
(DRL) of 7% on value addition, constricted Ml
from reaching anticipated optimistic profitability
growth targets. In challenging conditions, Ml
concluded the financial year with the pre-tax
profit of Rs. 787 million, declined marginally by
8%, while post-tax profits reached

Rs. 458 million, reflecting a 11% dip YOY.

Earnings Performance

Rs.
Million s

1,000 *
800 *
600%
400 *

200

14/16 15/16 16/17 17/18 18/19

® Profit Before Tax (Rs. Million)
@ Profit After Tax (Rs. Million)

Mercantile Investments and Finance PLC

Shareholder Wealth Creation

As a result of the challenging economic
conditions, SLFRS 9 impact and modest
profitability, Return on Capital Employed
(ROCE) marginally dipped by 0.64% to
5.28%, and below the targeted over 10%
level.

With the IFRS 9 transitional impact of Rs. 375
million charged to the Retained Earnings
and the negative OCI Reserve resultant from
the decline in share prices, shareholder
funds and Net assets per share remained at
Rs. 8,673 million and Rs. 2,885 respectively.
However, Earnings per Share stood at its
astoundingly high levels at Rs. 152 per share
irrespective of the 11% dip.

Refer section on “Investor review” which
highlights MI’s continuing capital strengths
and investor returns trajectory (Refer pages
374t0 377).

ROCE, ROA and EPS

Management Discussion and Analysis
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Taxation

With the amendments to the new Inland
Revenue Act and the imposition of new taxes
(Debt Repayment Levy), total tax expense
increased by 17% to Rs. 738 million during
the year, while the effective tax rate recorded
a marginal decrease to 40.18% compared

t0 40.83% recorded in the previous year.

Out of a plethora of taxes being applied to
the industry, corporation taxes remained

the highest, with a 5% dip to Rs. 329 million,
while VAT on financial services being the
other material tax too increased to Rs. 274
million, despite the decline in profitability.

The Debt Repayment Levy which was
effective from 1st October 2018 amounted
to Rs. 93 million, being the third highest tax
component to the total tax expense. (Refer
Financial Statement Note 15 on pages 303
to 305).

Total Tax Payments - 2018/19

Rs. A %
250 -12
200 -0

: -8

150

-6
100~
g -4
50— -5
0- -0
14/15 15/16 16/17 17/18 18/19

@ EPS (LHS)

-0- ROA (RHS)

-0~ ROCE (RHS)

Rs. 5 Million
Rs.93Million ...

-

Rs. 37 !\/Iiltion.

% Rs.329
 Million

Rs. 274 Million ..

® Income Tax

@ VAT on Financial Service
@ Nation Building Tax

® DRL

@ Crop Insurance Levy
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With core business volumes and margins improving, gross revenue grew to Rs. 7,638 million during
the year, displaying a moderate growth of 9% against Rs. 6,984 million recorded in previous year.
With the deployment of an inclusive strategy, targeting all key business segments and diversifying
our business risk both at product and business level, the segments heavily contributed handsomely
to the gross revenue growth. (Refer Business Segment Performance on page 111)

Out of the gross revenue, 94.8% was contributed from our core lending segments, while
interest income from Treasury activities contributed 2.5%. Non-fee based income derived from
insurance, workshop and other fee-based revenue contributed to the balance 2.7%.

Segment Revenue Trend Components of Total Income
u Rs. K;S'“‘ Rs. 8 Million < > Rs. 48 Million
Million illion
/\ Rs. 95 Million < > Rs. 57 Million
8000~ — 50 Rs. 192 Million < ..... i
: — 400
6,000 —
: — 300
4,000
: — 200
: v foY
2,000 = Rs. 3,457 " Rs. 2,751
: - 100 o RS
: Million Million
07 —o e > RS.1,036
'''''''''''''''''''''''''''''''''''''''''''''''' > @ Income from Finance Leases Million
14/15 15/16 16/17 17/18 18/19

® Lending Business (LHS)
-0- Investments (RHS)

-@- Insurance (RHS)

-0- Workshop (RHS)

® Income from Hire Purchase

@ Interest Income from Other Loans and Advances

@ Interest Income from Treasury Bills, Bonds and
Fixed Deposits

® Fee and Commission

@ Operating Lease rental Income
Dividend Income

@ Other operating Income / Profit/ (Loss)

Interest Income, Net Interest Income (NIlI),
Net Interest Margin (NIM) and Core Spread
Fund-based interest income being the

main contributor to revenue went up by
13% YoY, primarily driven by core lending
interest income totalling Rs. 7,244 million.
Accordingly, though interest cost rose due
to the reprising effect, the relatively higher
interest income growth resulted in a sound
25% increase in Net Interest Income which
bolstered the NIM of the Company by 1.28%
t0 10.04% in contrast to the industry average
of 8.98%. The improved core margin and
spread is well reflected in the graph.

Spread, NIM and Interest Income

Rs.
Million A %
4,000 f —12
3500~
3,000 =
2,500
2,000~ -6
1,600
1,000

5,00

14/15 15/16 16/17 17/18 18/19

® NIl (LHS)
-0- NIM (RHS)
-0- Spread (RHS)
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Expenditure Management

Controlling of Overhead Escalation

Total operating expenses increased by 11%
to Rs. 1,985 million for the year from a year
before. The increase corresponds to the
impact from business expansions, salary
increments, and general increase in other
overhead expenses commensurate with the
rate of inflation. Despite the relatively higher
growth in operating income compared to
operating expenses, the cost to income ratio
of the Company remained at 63% mainly due
to the new Debt Repayment Levy.

Composition of Operating Expenses
Vs Cost to Income Ratio

Rs.

Million A %

2,500 — 80
: -70
: /\‘__—' - 60

1,500 = — %0
-4

1,000 = - 30
: -2

5,00 — 0
: -0
............................................................ >
14/15 15/16 16/17 17/18 18/19

Other operating expenses (LHS)
@ Defined benefit plans (LHS)
@® Amortisation of leasehold property (LHS)
® Amortisation of Intangible assets (LHS)
@ Depreciation of property and equipment (LHS)
@ Personnel expenses (LHS)
-@- Cost to Income Ratio (RHS)

Capital Expenditure

As a company focused on long-term growth
sustainability, we invested Rs. 289 million

in expanding our branch footprint and
operational capabilities. Our policy on
greater profit retention gave us flexibility to
invest in securing a new system solution for
selected business functions. Based on its
success, we hope to further invest in external
solutions to improve our ICT platform.
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Financial Position, Strength, Blend and Efficiency

Total Assets Position

Total assets advanced to Rs. 41,355 million, a modest increase of Rs. 999 million in absolute
terms and a 2.5% increase, held back by the subdued loan book growth recorded, which
remained below the industry average assets growth, recorded of 5.6%, as at 31st December
2018. Loans and advances receivable remained the largest asset component accounting for

77% of total assets.

Total Assets, Total Liabilities and
Shareholders Fund

Rs.
Million

45,000
40,000
35,000~
30,000
25,000 —
20,000

14/15 15/16 16/17 17/18 18/19

-0- Total Assets
-0- Total Liabilities
-0- Total Shareholders’ Funds

Total Assets Composition

Rs.
Million

45,000 —
40,000 =

35,000~
30,000 =
25,000 —
20,000
16,000 -
10,000 =
5,000 =
0

14/15 15/16 16/17 17/18 18/19

® Other Assets

® Property Plant and Equipment

® Loans and advances

@ Financial Investments - Available for sale

Asset Quality

Reflecting the industry-wide deteriorating
asset quality trend, MI too experienced an
increase in Non-Performing lendings (NPLs).
However, due to the conservative risk profile
with moderate risk appetite and the robust
Risk Management Framework together

with the strengthened recovery initiatives,
the Company managed to control rising
non-performing contracts through prompt
regularisation. Nevertheless, a few large
contracts stemming from the past two years
though adequately backed by securities
kept the 180-day NPL ratio at 9.62 % as at
31st March 2019 (7.38% FY 2017/18).

In addition, the prompt recovery monitoring
process adopted ensured that we
maintained a healthy overall collection

ratio of 91% (FY 2017/18 - 92%) despite

the industry collections in general slowing
down.

A specialised recovery team called the
Special Recoveries Force (SRF) was put

to action to provide a 24/7 recovery effort.
Additional SRF teams were deployed to
speed up actions and this contributed to the
satisfactory collection levels. The specialised
Internal Valuation and Disposal Unit located
in Maharagama handled ceased vehicle
disposals totalling 507 through “Riya Pola”
events. The unit played an additional role

of ensuring accuracy of asset valuations
earmarked as security by borrowers.

The Legal Department played a key support
role to Recoveries, being a vital cog in the
bad debt recovery process, expediting the
completion of 46 cases successfully during
the year.

Management Discussion and Analysis
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Impairment Charges

The implementation of SLFRS 9, applicable
from the period under review, and the said
decline in asset quality, resulted in a notable
upward movement in impairment provisions
to Rs. 682 million up by 60%. As required by
the new standard, a stringent impairment
calculation methodology was applied based
on a forward-looking expected credit loss
model, compared to LKAS 39, which was
based on an incurred loss model.

The net Increase in Impairment provision

as at 1st April 2018 arising from SLFRS 9,

its deferred tax impact there on amounted
to Rs. 375 million and was charged against
retained earnings. Cumulative impairment
provision increased to Rs. 1,970 million as at
31st March 2019, keeping the provisioning
cover at 60% compared to last year's

48%. (Refer Financial Statements Note on
Impairment from pages 314 to 318).

Cumulative Impairment, NPL and
Provision Cover

Rs.

Million %
3500 — - 100
3000 = - 28
2500 = - 70
2000 — — 60
: — 50
1,500 — — 4
1,000 = — 30
: - 20
0- -0
et e e e aaan >
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® Cumulative Impairment (LHS)
@ NPL (LHS)
-@- Provisioning Cover (RHS)
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Capital Strength

Shareholders’ Funds

With the IFRS 9 transitional impact of Rs. 375 million charged to the retained earnings,
negative OCI equity reserve resulting from the lacklustre share market performance and the
modest profitability led to the marginal dip in Shareholders’ funds, which moved down from
Rs. 8,683 million to Rs. 8,673 million by end March 2019.

Regulatory Capital

Our core capital remained well in excess of regulatory capital requirement even with the
enhanced Basel 11 Capital Adequacy requirements imposed by the regulator, reflecting MI's
financial strength and the sufficient cushion that the Company has in place to withstand any
unforeseen shocks from the external environment. MI's prudential CARs stood at 14.98% and
16.69% higher than the minimum regulatory limits specified and even above the future 2021
higher requirement of 8.5% and 12.5% respectively.

Regulatory Capital Requirement 2019

Management Discussion and Analysis
Financial Wealth | Capital Management Report

Shareholders’ Funds

Rs.
Million
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Fair Value through OCl reserve
@ Retained earnings
® General Reserves
@ Statutory Reserve Fund
@ Revaluation Reserve
@ Stated Capital

Capital Capital Capital Capital

Adequacy Adequacy Adequacy Adequacy

2019 2018 Requirement Requirement

2019 2021

Tier | 14.98 16.24 6 8.5
Tier Il 16.69 17.36 10 125

* Refer page 370 to 372 in the Financial Statements which gives an overview of the new Basel

Il regulatory requirements and Capital Adequacy computation.

Capital Adequacy
Five Year Analysis

Capital Adequacy Ratio
Compliance

% AN
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1

-@- Core Capital Ratio
-0- Total Risk Weighted Capital Ratio

-0~ Core Capital Ratio - (Minimum 5% up to 17/18 and 6% in 18/19)
-0- Total Risk Weighted Capital Ratio - (Minimum 10%)

% A
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® Core Capital Ratio

® Total Risk Weighted Capital Ratio

** Regulatory Requirement - Core Capital Ratio

-+- Regulatory Requirement - Total Risk Weighted
Capital Ratio
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Debt to Equity

The composition of debt, which mainly
comprised outstanding deposits and
borrowings as at the balance sheet date
in relation to equity denoted by the Debt
to Equity ratio, remained healthy at 3.5
compared to the 3.42 reported in previous
year.

Debt to Equity Ratio

Times A

4

35
3+

25+
2-
16—

14/16 15/16 16/17 17/18 18/19

Liquidity

MI maintained a healthy liquidity position
throughout the year, despite the liquidity
shortage that prevailed in the market,
especially in the latter half of the year.

The Company was mindful of the trade-

off between liquidity and profitability and
maintained an optimal statutory liquid asset
ratio of 14.77% as at 31st March 2019 (11.4 %
in 2018) above the regulatory requirement.
Our long-term liquidity, though being
impacted due to shorter tenors in deposits
as opposed to longer duration lending,

was somewhat bridged through long-term
funding and introduction of shorter loan
products.

(Refer Liquidity Risk Management on pages
365 to 367 of the Risk Report.)

Cash Flow Position FY 2018/19

The Treasury Division managed cash flows
impeccably to meet both short-term and
long-term funding requirements, addressing
any concerns related to liquidity and interest
rate risks on an ongoing basis. Total cash
and cash equivalents as at the reporting date
increased from a year before by

Rs. 500 million to Rs. 1,010 million due

to cash flow movements arising from our
operating activities together with financing
and investing activities carried out for the
period.

Cash Flow from Operating Activities

Net movement of MI’s operating cash flows
shifted from a negative of Rs. 514 million a
year before, to a positive of Rs. 1,097 million
as at the reporting date. The inflow of cash
from operating activities arose mainly

from interest and commission receipts

and through the efficient management of
operating activities.

Cash Flow from Investing Activities

MI’s cash flow from investing activities
reflected an outflow for the period under
review amounting to Rs. 226 million,
compared to the inflow of Rs. 1,754 million
recorded last year. The investment in
Property, Plant and Equipment which
include intangible assets resulted in the net
cash outflow of the current year, whilst no
share trading was done.

Outlook

Cash Flow from Financing Activities
Cash flow from financing activities showed a
negative cash inflow totaling

Rs. 370 million as at 31st March 2019,
compared to a negative cash flow of Rs.882
million recorded during the previous period.
The decrease in negative cash inflow was
attributable to the relatively lower level of
debt repayment undertaken during this
period.

Cash Flow Movement FY 2018/19

Rs.
Million
4,000
3,000
2,000

caldl

14/15 15/16  16/17 17/18
® Operating Activities
@ Investing Activities

@ Financing Activities

The persisting security concerns and the prevailing economic slowdown would have

a cascading negative impacts on the bottom line for the industry. The slow pick up in
vehicle trade and linked financing credit requirements is bound to peg back portfolio
growth at least in the shorter term. However, the first quarter downward revision of
interest rates should improve sector margins, though business volumes are expected to
remain behind optimistic targeted levels at least for the next six months.

Emphasis will be placed on on-going recovery actions to regularise default contracts,
to improve collections and bring down arrears below the 90 days threshold buckets to
keep impairment and NPLs" minimal. We expect reversal of impairment charges in the
medium term, concurrently with better management of cost of funding and overhead

management.
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A“' ances Role of Social and Commercial Alliances in Building Competitive
Advantage

GRI | 103-2, 103-3

Strong and mutually beneficial relationships have been expanding and cementing
our customer base throughout the past five decades, which continued to act as one
of the key factors in deciding our business success. Our Alliances are two types,
commercial and social. Here, our approach strives to build lasting relationships
through win-win solutions for both Ml and the other party, applying our ‘Shared
Growth' propositions. Our social alliances complement our commercial alliances in
our drive towards sustainable business and a better tomorrow for everyone.

http://mi.com.lk/reports/alliances.pdf

Value Principles Upheld Alliances Built

& Creating long lasting bonds and Commercial Alliances
legendary customer experiences { © Customer Alliances

& Ethical business practices % Investor Alliances

&

Trusted and constructive relationships MI’s Shared Growth & Business Intermediary Alliances

Approach

& Respecting and safeguarding investor

rights Social Alliances

& Supporting the fulfillment of social
needs
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mmercial Allian
Lo ercia ances Role of Commercial Alliances in Driving Business Success

Commercial relationships with our customers, investors and other business intermediaries
are deemed pivotal to success and therefore we adopt focused strategies to broad-base

our relationships with them over time. The strength and quality of commercial alliances we
have built and maintained, enabled us to optimise financial returns, through repeat business,
referrals and continued loyalty.

Customer Alliances

We strive to build a loyal customer base and strengthen our relationships with them by
acquiring insights about their expectations through market intelligence, delivering an
unmatchable service with our innovative solutions. We make effort to build and protect our
brand by conducting our business responsibly, whilst we strive to add customer value through
experience building.

Investor Alliances

Throughout our history, we have been cementing strong bonds with our investors by fulfilling
their expectations, creating financial wealth, and in the process contributing towards the
sustainability of the wider economy, society and environment.

Business Intermediary Alliances

We offer shared growth opportunities to our expanding intermediary base which include
our networke of agents, suppliers and other business partners. We do not only fulfill our
requirements but also add value to intermediaries creating a gratifying bonding.

http://mi.com.lk/reports/alliances.pdf

Short-Term Goals )) ----------------------------

& Increase customer attractions

s . . . ’ : 5 3 : Attributable to;
% Maintain positive relationships with : @ Existing customer P fou
; : i base and business P
corporate companions § : e s Customer Alliances
: : i i i © Customerintelligence
e : development

& Customer loyalty and

. strengthened bondswith © & |nnovation and solution tailoring
Medium-Term Goals )) """""""" : business intermediaries P

& Expansion of our customer reach

& Customer service excellence leading to & Customers’ and partners’  :
increased market share perceptions and inputs © Responsible business
% Capitalise on shared growth prospects : : N IR BT

& Employee interpersonal

& Creating customer experiences
skills < &

Long-Term Goal )) @ Corporate culture and Investor Alliances
el - relationships . @ Investor relationship building

% Enhance customer loyalty
% Partnering with corporate companions
towards service excellence.

Business Intermediaries
& Creating sustainable intermediary
partnerships
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Stewardship

Financial Reports

Supplementary Information

—) Outputs for Mi Impact on Other Capitals

Customer A“iances s )
% New customers attracted - . % Revenue from new customers - Rs. 34 Billion
>25,000 ['% ‘ & Repeat business revenue - Rs. 3.9 Billion
i & Newly attracted deposits - Rs. 1.6 Billion :
% Maintained a deposit retention e ssssasassasssnsasasasasasassssesese st s sttt s AR S AR SASASASA R AR R R R RR01 :
level of 74% s
i g%e < & Number of training hours on developing :
) el Interpersonal skills - 180 hours
Investor Alliances P
% Retained earnings-Rs. 1.8
Billion
% Greater investor corporate ’ ‘ @ Enhancement of the brand name
involvement
 Optimised funding S——————————

Business Intermediary Alliances : :
& Efficientliquidity and gearing | T
management i 1

% Green lending for hybrid and electric vehicles
< Quality consumable products ‘ ‘ o v

_> Valgglgz:ﬁrg a?:{ﬁ:ﬂizfor : i Trade-Offs: The quality of relationship with customers, investors and
L ; business intermediaries impacts the overall value creation process, as
TP . ¢ most of the resources we utilise as a business are sourced from them.

. For Our Customers Although we spend large amounts to acquire, retain and nurture these
& Affordable Solutions i i alliances, the accruing long term benefit is deemed much greater.

& Convenience in transacting Alliances have enriched our financial wealth, human resource capabilities

& Secured investments and customer and also, infrastructure, intellect and nature in the past and will continue to
privacy : i dosointhe future.

& Lasting trust

For Our Investors
& Wealth enhancement

& Financial stability

< Better decision making

For Our Business Intermediaries
& Shared growth propositions
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Customer Alliances

Customer Intelligence Development

Material Concerns Addressed

._, Facing intensifying competition

Being in a highly competitive industry,
gathering accurate and timely information
on customer insights is essential to satisfy
our customer requirements. We emphasise
customer intelligence gathering and it
remained an integral part of our service value
chain (Refer service value chain report pages
107 to 124) of the overall business model.

Customer surveys remained a key tool in
acquiring customer information. This direct
feedback process, together with formal and
at times informal communication channels,
provided us valuable customer information
on a regular basis. Market intelligence
studies conducted concurrently, by the
Marketing Division together with IT and
Corporate Planning helped us gather

large amounts of data. This included
technological advancements, changes in
micro and macro-economic factors (Refer
operating environment section pages 108 to

Service Attributes Most Appreciated
by MI Customers
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Source: Customer & Local community
satisfaction survey - FY 2018/19

Mercantile Investments and Finance PLC

113), and regulatory framework and wider
societal needs that influence and direct
customer behavioural patterns and changes
in customer expectations. Our effective
customer intelligence collection process
ensured that we design our products to
address emerging customer trends. It also
helped us penetrate appropriate market
segments which ultimately reshaped our
policies on product life cycle management,
and our marketing strategies.

Innovation and Solution Tailoring
With our accumulated knowledge on
markets and customer insights, we were
successful in introducing innovative,
tailor-made solutions that were aimed at
responding more effectively to varying
customer needs with greater flexibility and
convenience, ensuring service excellence
by going beyond customer expectations.
By doing this, we were able to differentiate
our products in the competitive market by
capitalising on the unique features of our
products. This year, we launched savings
facilities and bicycle and three wheeler
financing for micro finance customers,
enhancing our market reach through
innovation.

Opening of Malabe Branch in 2019

Management Discussion and Analysis
Alliances | Capital Management Report

Expansion of Our Customer Reach

Our customer alliances were further fuelled
by the Company’s diversified delivery
channels, which extend beyond physical
reach. As an established finance company
with an island-wide branch network (Refer
Infrastructure - branch network page

98), we provide greater accessibility and
convenience to our customers, which in turn,
helps us to build lasting relationships.

Our mobile sales teams ensure that we
provide a personalised differentiated service,
which involves direct marketing and close
communications. By utilising the latest
developments in technology, we were able to
allow our customers to execute transactions
via digital platforms, such as POS receipts
and online payment transfers, providing more
flexibility in transaction processing. Focusing
more on youth, we increased our reach via
social networks, which enabled us to promote
our products, maintain contact and receive
customer feedback, effectively. Our physical
reach was also expanded with the branch
network increased by another three branches
(Refer Infrastructure page 98) and envisage
further, future branch openings around
customer dense regions.
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Responsible Business Management

{GRI | 417-1,417-2,417-3,418-1,419-1 J

~ Material Concerns Addressed

_/ Enhancing clientele value

We take responsible business management
very seriously as we hold a vast amount

of information that is sensitive and
confidential and deal with a wide array of
customers, offering numerous financial
solutions Therefore, we adhere to three key
principles to manage our business practices
responsibly and to strengthen our business
relationships.

1. Product Responsibility

2. Responsible Marketing

3. Information Security and Customer
Privacy

As a result of our efforts in the above three
areas, there were no significant fines or non-
monetary sanctions against the company
for non compliance to social and economic
area, product responsibility requirements
which include product information and
labelling, health and safety and Marketing
communications.

Product Responsibility

Throughout the last five decades, we

have enhanced our level of accountability
and transparency, which has contributed
towards maintaining trust and loyalty in
the minds of our customers and the Sri
Lankan community. Understanding our
responsibilities in the areas of product
planning, product designing, marketing and
communication, played a significant role

in providing responsible financial solutions
with accurate and adequate product
information, that was promoted through
responsible means of marketing.

Mercantile Investments and Finance PLC

Both our deposit mobilisation and lending
businesses are governed by clear policies
and procedures, prepared based on local
and international best practices as well as
legal requirements. All our new products
were subjected to evaluation by the
Company'’s Product Development Team.
We launched a 'Digitisation Committee’

in February 2019, to further boost product
value addition, whilst safeguarding ethical
and responsible practices.

New Products/Variants Launched

during the Year

& Micro financing facilities for motor
bikes

& Three-wheeler micro financing

% 13 month fixed deposit product

Responsible Marketing

We abide by responsible marketing
practices and fair play and strive to educate
our customers through a knowledgeable
marketing team about our products and
service and underlying principles and
procedures, so that both MI, and our
customers are informed and protected from
unpleasant situations.

During the year, the importance of customer
education increased with the introduction of
the Customer Protection Framework, which
included criteria on terms and conditions
and minimum information that should be
disclosed and also the information of our
main products are available in all three
languages, Sinhalese, Tamil and English.
We provided training to our front-line staff
on educating customers, which helped

in improving product transparency and
strengthening our relationships with
customers.

Management Discussion and Analysis
Alliances | Capital Management Report

MI does not deal in or promote banned

or disputed products that are subject

to stakeholder and public debate. We
ensure fairness in our product agreements
by incorporating common and industry
accepted clauses.

Information Security and Customer
Privacy

As customer information is considered highly
sensitive, customer privacy continued to be a
top priority for us, leading to the deployment
of numerous risk mitigating strategies that
aim at reducing customer information
security risk. In this regard, a Board approved
Information Security Policy is in place, which
addresses the risks and incorporated data
protection guidelines that form an integral
part of our operational procedures. Security
features are plugged into the systems that
control unauthorised access, providing a
safety net from cyber-threats and allowed

us to maintain backup data which aided

us to manage our business without any
interruptions in a responsible manner.

We did not receive any complaints regarding
breach of customer privacy or loss of
customer data during the period under
review. We are working closely with the
regulator and IT system suppliers to enhance
existing security features to face potential
threats in the future.
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Creating Customer Experiences During the year, our sales and marketing teams attended training programmes that will further
We are committed towards extending improve our customer satisfaction levels in future.

a unique personalised service to our

customers, as promised in our tagline Our depositors were offered discounts to hotels, seasonal promotions and quick withdrawal
“Service that extends beyond.” We strive to facilities in emergencies. More significantly, we gained continuous customer loyalty and
continually improve customer satisfaction repeat business because of prudent governance and management practices.

levels through our speedy, unique and
personalised service, to attract and retain a
loyal customer base.

Going beyond traditional business
relationships, we assisted our customers
to select the most appropriate financial
solutions that best suit their requirements

and repayment capacity. Further, our vehicle ] +
sales showroom, insurance and vehicle NOTATALL  SLIGHTLY NEUTRAL VERY EXTREMELY
registration support and after sales services, SATISFIED  SATISFIED SATISFIED ~ SATISFIED

through our workshops and service centres,
provided a one-stop experience in satisfying (( (( (( (( ((
our customers beyond expectations. As part
of strengthening our hassle-free service, :

we offered one-day service and doorstep R Customer Satisfaction Score ~ 3E S URORURENINS

services, to promote personal loans and

other credit products, which included micro Source: Customer & Local community satisfaction survey - FY 2018/19

funding.
As we always value our customers’ opinions and suggestions, we regularly followed-up on
feedback and complaints from our branch network, through the formal complaint resolution
mechanism.

Depositor Loyalty Profile

@ Customers acquired during the year
@ Relationship between 1-5 years

® Relationship between 5-10 years
Sales training programs conducted real-life scenarios for better customer experience @ Relationship above 10 years

- -
-




75

Integrated Annual Report 2018/19

Investor Alliances

Investor Relationship Building

With a limited investor base, we maintained
close relationships with our investors
throughout the year. We continued to
maintain strong relationships by meeting

their expectations, ensuring investor rights
and meeting their information demands. Our
effective business management style, backed
by a committed and capable workforce
resulted in favourable financial and non-
financial results that are expected to improve
in the short, medium and long term. In order to
maintain and enhance investor relationships,
we also ensured that our staff is well versed on
investor rights. The information we provided
to our investors met their expectations in
terms of accuracy and timeliness. All material
information was disclosed to support investor
decision making.

Mercantile Investments and Finance PLC

As a result of our continuous efforts in
meeting shareholder expectations, we were
able to generate steady returns for them

by way of capital appreciation. Despite
challenging economic conditions, caused
by fluctuations in the currency exchange
rate and other micro and macro-economic
factors during the year, our commitment
towards creating sustainable value helped
us maintain the Company’s market value,
Earnings Per Share, Return On Capital
Employed and dividends. Our investors have
enjoyed sound returns over the years though
observing a slight decline in MI's net worth
growth in the current year.

(Refer pages 374 to 377 for detailed Investor
Relations Information)

Management Discussion and Analysis
Alliances | Capital Management Report

Investor Value Addition

14/16 15/16 16/17 17/18 18/19

-@- Market value per share (LHS)
-0~ Net assets per share (LHS)
-0- ROCE (RHS)

Business Intermediaries

Creating Sustainable Intermediary
Partnerships

{ GRI | 102-9, 102-10, 204-1 J

~+ Material Concerns Addressed

_/ Enhancing clientele value

Better understanding of our business
intermediaries led Ml and our intermediaries
to achieve shared success that revolves
around growth prospects, trust, stability
and longevity in the industry. This has
fuelled sustainable business partnerships.
Continuous dialogue was maintained with
intermediaries to understand expectations
and also to address their grievances and
misunderstandings. During the year, there
were no significant changes to the size
and structure of the organisation as well
as the supply chain, thus we continued to
follow the existing supplier selection and
termination processes.

Vendors and other Intermediaries

The growth of our core lending business

was supported by sole agents, vehicle sales
agents and other intermediaries who promote
our products in concurrence with their own
products in different market segments. Thus,
we continued to build and nurture shared
growth prospects with them, recognising their
contribution towards value creation. Currently
we have joined with over 7000 vehicle

sales agents who facilitated us to reach our
markets, fuelling our business growth.

Funding Intermediaries

Being a financial institution, our lending
capacity and business growth is closely
linked to liquidity, which is primarily
determined by accessibility to funds. The
relationship we maintain with our funding
partners, namely; banks, financial institutions
and other funding partners helped us to
maintain healthy liquidity levels and better
serve our customers, which enabled us to
offer competitive rates to our customers
while maintaining favourable margins. Our
long standing relationships helped us source

funding at optimal prices. This year, we
partnered with a new funding intermediary
to broaden our accessibility to low cost
funding.

Suppliers

We also placed greater weightage on
managing supplier relationships as
procurement requirements to support
operational activities continued to increase
with our expansion. This ensured sourcing
of quality products in a timely manner and
at reasonable prices which supported
smooth flow of work and uninterrupted
operations of the Company. In addition to
materials suppliers, we also maintained
close relationships with our utility providers,
consultancy and advisory service providers.
During the year, 12 new suppliers joined
with us, bringing the total number of
suppliers to 57.

'E Procurement practices and
- supplier spend

-
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SEERL e Role of Social Relationships in Meeting Stakeholder Needs

We strive to stay a pace to the changing requirements of people and to empower them to
pursue their goals, uplift living standards and create a more sustainable society. In line with
this policy, we broadened our positive impacts on society while mitigating and managing any
negative consequences resulting from our business. Ml’s focused social initiatives touched the
lives of numerous people, living in different parts of the island, reaching diverse communities.

As our community interactions increased, MI's Board emphasised the importance of a
sustainable strategy that focuses on uplifting communities and securing the well-being of our
employees. With these goals in mind, the Sustainability Governance Committee is entrusted to
achieve proposed future sustainable development strategy which forms part of the next three
year corporate plan.

Value Creation

The value that is created from having social alliances is a result of continuing efforts in
financial empowerment, social assistance, corporate culture and community feedback
management. This mechanism continues to enrich our brand image and contributed to the
ongoing development of sustainable communities and helped uplift living standards of people
at national level.

http://mi.com.lk/reports/alliances.pdf

Short-Term Goals )) ---------------------------- .

& Empower people towards theirimmediate g % Social bonds built over ; <> Financial empowerment
aspirations. 50 years ’ :

: : & Social Assistance beyond
& Social regulations and business
obligations : :

% Inculcating cultural and

% Societal values and ethical attributes

& Strengthen recognition of Ml across all T

strata of society

: i © Community feedback
% Human rights resolution

ESUTTE )Y

% Contribute to the creation of more
sustainable communities
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Stewardship

Financial Reports

Supplementary Information

_) Outputs for Ml Impacts on Other Capitals

& Deep sense of corporate

acceptance and bonding : 5
['% ‘ & Perceived long term benefits to revenue
% Human resource hiring rate - B TTTITIITIRIIRIIIIIT™ "
o I : :
43.8% N | bl & Number of employment opportunities created

Syl | -a36

& Socialinvestment -
Rs. 1.1 Million L .
’ ‘ % Improved social awareness among employees
& Wider employee contribution ko :
towards building social
alliances s )

( © Lending support for farmers who engage in
agricultural activities - Rs. 1.3 Billion

_> Ele Qgg::%l(a::‘%c::es el Trade-Offs: Contributing towards wellbeing of society is an ambitious

L F aspiration and requires extensive time, investment and management effort.
i However, we foresee the intangible positives arising from our social efforts
in the longer horizon that will enrich our business. The social alliances that
we will create will enrich our reputation, business volumes and market
acceptance.

% Beneficiaries from social
projects

% Development of sustainable
communities

< Improved quality of life of those
supported
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Financial Empowerment

As a well-established, trusted finance
company with a history of over 50 years
involved in pioneering numerous financial
solutions, we understand the responsibility
we have to support people to meet their
broader financial necessities. This eventually
empowers them and enriches their families
and the government through improved per
capita and living standards. We reached out
to diverse communities scattered across

the island, positively contributing towards
financial inclusivity, promoting a wide range
of credit offerings through our expanding
branch network. Our micro financing arm,
which is operated from over 20 locations
with disbursements from over 1,800
operating centres, upheld our objective

of empowering women to become self-
sufficient and independent.

M1 has continued to contribute to the
development of the financial services sector,
being an active player in the industry,
championing innovation and growth. We
encourage entrepreneurship and give
financial assistance for SME based business
startups as our disbursements are driven
across all major industries which we feel will
help in propelling sustainable development
within local communities in the longer term.

Social Assistance beyond Business

GRI | 413-1,413-2

Material Concerns Addressed

Creating Sustainable Communities

Social Engagement

Our responsibility towards wider society
extends beyond business boundaries. In
order to ensure social wellbeing, we enagage
with communities to understand their needs
and strive to address burning issues and
provide support where it is neccessary. This
includes helathcare, education, sanitation
and other areas that require urgent attention.
This year, we initiated and completed seven
social assistance projects and the total social
investment, as a percentage of MI's post tax
profit, stood at 0.2%.

Mercantile Investments and Finance PLC

Our Journey
Management Discussion and Analysis
Alliances | Capital Management Report
Stewardship

Financial Reports

Supplementary Information

Community Support Areas FY 2018/19 Community Investment

Rs.000

_ 8,000 —
2% 7,000~
: 6,000
1539 5,000 —
4,000
3,000 -
2,000

70%

1,000 =

@ Education

@ Healthcare

@® Community Development
@® Environment

14/15 15/16 16/17 17/18 18/19

Social Needs Identification

Corporate Social Responsibility programmes originated mainly from community needs

that were notified through the formal branch network and hierarchical channels to the
Sustainability Governance Committee, which holds the responsibility for planning and
implementating the programmes. Once the project ideas were presented to the Committee,
the Committee conducted a thorough evaluation which is not restricted to monetary costs
and benefits, but also includes the externalities invloved in the project. As explained in the
diagram, the Committee proceeded with the fund allocation and implementation whilst
ensuring that the project does not create any negative consequences. If the outcomes
anticipated generated any negative impacts, the Committee planed for further action that will
negate or mitigate consequences, before proceeding with the next phases of the project.

Process of Managing Corporate Social Initiatives

Social Grievances and
Needs Identification

ili
Governance Committee

Project Execution sl  Employee Awareness Ko Fund Allocation
_ 5 Project Monitoring
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Social Impacts

The Sustainability Governance Committee
closely monitorered both social and
environmental impacts. The process
provided the committee with a bird’s

eye view of our activities and whether
anticipated benefits were achieved, without
any negative societal impacts. We are
pleased to observe that there were no
known or reported material negative impacts
on local communities. During this period,
none of the operational changes, or new
product launches which were reviewed by
the Sustainability Governance Committee in
coordination with the senior management,
resulted in any negative impacts on society.
(Refer Impact Report pages 125 to 147).

Inculcating Cultural and Ethical
Attributes

{ GRI | 205-1,205-2, 205-3 ‘

~+ Material Concerns Addressed

_/ Maintaining standards of governance

The way we govern our business, our values
and ethics are fundemental in defining our
bond with society. We utilise our unique
corporate culture, governing style and
ethical behaviour to nurture long term bonds
with society. To support society, we adopt
stringent anti money laundering policies that
help control financial crimes and other illegal
activities that are harmful to the general
public. We also uphold strong governance
practices that include a whistle blowing
policy to discourage fraud and corruption
and we maintain clear communication
channels to report improper activities.

Combating Money Laundering

Through the Compliance Officer, the
requirements of the Financial Transactions
Reporting Act (FTRA) and other regulations
issued by the Financial Intelligence Unit
were monitored on a regular basis and any
concerns were reported to the Board. This
year, a revised Anti Money Laundering
policy was approved by the Board, which
encompasses effective controls over
verification of customer identity and risk
based customer due dilligence reviews.

The improved know your customer (KYC)
policy has helped curb illegal activities,

that have a negative impact on society.
Financial institutions are commonly used as
intermediaries for the circulation of illegal
money or to fund illegal activities. Therefore,
we placed greater emphasis on tightening
our internal processes, which extend beyond
regulatory obligations. Through regular
training, we strive to develop an anti-money
laundering (AML) culture, which in turn help
us detect and counter AML risks.

Anti Corruption Practices

Integrity is a key value which is encouraged
and supported by the corporate
management primarily through the Fraud
and Whistle Blowing Policy. With the
intervention of the Human Resources
Department, greater emphasis was placed
on strengthening this area through the
revised HR policy of 2018. Currently we

do not conduct specific anti-corruption
trainings, however, considering this a
material area, we plan to provide formal-anti
corruption training programs in the future
years.

The internal audit team worked closely
with the Audit Committee to detect

and report shortcomings and lapses in
internal procedures, including incidents

of corruption. During the year, the internal
audit team covered all material operational
processes and did not come across any
significant risks relating to corruption.

Outlook

As we anticipate industry and market
competition to be driven by innovation,
technology and new product
development, the quality of our alliances
with customers, investors, business
intermediaries and wider society will
become vital factors in differentiating
our services from peers. To fulfil

future requirements of relationship
management, we will continue to
support our staff in acquiring and
sharpening their skills. Therefore, we
hope to strategically invest furtherin
developing staff skills that are essential
for relationship management and also
provide other infrastructure upgrades
that matters to the quality of alliances.
Accordingly, our corporate plan up

to 2022 focused on numerous HR
strategies to empower our staff with
the required relationship management
skills to capitalise on future market
opportunities. Technology will also play
a vital role in nurturing relationships
and providing invaluable management
information that will pave the way to
attract and retain our alliances in a
competitive Industry.
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Human St re ngth Role of Human Resources in Building Competitive Advantage

[GRI | 103-2,103-3102-16

We heavily rely on the strength of our workforce, which encompasses their business
knowhow, experiences, skills and qualities. For us, the strength of our employee talent
base has demonstrated proven success for the business in gaining competitive advantage
throughout a period of more than five decades.

We perceive the knowledge and expertise of our employees as valuable assets in introducing
innovative products and ideas to the market. Staff talent and capabilities have contributed in
creating meaningful value that exceeds peoples’ expectations.

i

In reaching our aspired standards, we introduced a set of well-structured policies and
procedures covering recruitment, training, performance management and employee
rewards which are communicated to the employees through a Board-approved HR Policy,
Employee Handbook, Code of Conduct, HR information system and numerous learning and
development initiatives.

Value Creation

Our unparalleled work culture attracts, retains and drives our staff to excel in their fields and for
them to enjoy a gamut of benefits that extends beyond monetary terms to fulfil wider personal
and social aspirations. We utilise staff talents to gain competitive advantage to better serve our
clients.

http://mi.com.lk/reports/human-
strength.pdf

Short-Term Goals )) ---------------------------- 8 Capital Inputs Key Management Activities

& Enhancing the skills and capabilities of the bttt ettt sttt s . S §

workforce %  Workforce dynamics ¢ ® Manpower planning
& Creating an unparalleled and motivated :
work culture .| © Talentacquisition
___________________________________________________________________________________________ ' : % Employee skills and
capabilities . @ Learning and
: ' development
Medium-Term Goals )) --------------- - 3 :
% Culture and relationships { @ Performance
R Grooming talent to face industry 5 managgmentand
rewarding
challenges
: : : : i © Employee Attrition
T ——— . Management
Long-Term Goals )) @ Human rights
5 : : management
% Achieve status as an employer of choice < Promote employee

& Create an agile workforce engagement
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Stewardship

Financial Reports

Supplementary Information

_) Outputs for MI Impacts on Other Capitals

% Improved Employee i O ,.
prOdUCtiVity - Assets [, | ‘ & Revenue per employee - Rs. 7.3 Million
per Employee Rs.39 % t & Employee expenditure - up by 9% to Rs. 923 Million
Million

% Innovation/ideas
contributed >3

& Effective compliance to ‘ ' '
internal policies and labour : © Improved employee knowledge, skills and personality
laws e

& Employer employee @a ‘ & Optimised use of physical infrastructure
harmony : :

Employee volunteerism in environmental initiatives -

& A captivating culture P Growing natural resource usage with the expanding workforce
‘ 4-
411 hours

) Value Adding Outcomes for
i Human Strength

Trade-Offs: We invested in staff development, through which we expect to
generate steady financial returns and build intellect for the business, especially
in the medium- and long-term. In order to build our workforce readiness for
future business challenges, during the year, we increased our emphasis on
learning and development. As a result of nurturing talent, we have already
started to reap positive results with improvements seen in operational
processes, lead times and service standards.

% Gratifying rewards with
recognition - average
salary increase >8% YoY

& Clear career prospects

% Broad-based knowledge
and skills for career
development

% Post-employment benefits
- Rs. 99 Million

% Cultural association and
belonging
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Workforce Diversity

In making our corporate aspirations a
reality, we have over 1,000 employees
working at different hierarchical levels,
having served the organisation with
varying service tenures.

Diversity by Religion

2% 1% 1%

® Buddhists
@ Catholic

® Hindu

@ Christian

@ Islam

Diversity by Ethnic Group

206 Female Staff

20%

156 Staff - 16%
(2017/18)

Our Journey

Management Discussion and Analysis
Human Strength | Capital Management Report
Stewardship

Financial Reports

Supplementary Information

834 Male Staff
80%

755 Staff - 84%
(2017/18)

% - - - %

Well balanced
pool of
experience Over 20 years
: 6 3% - 16-20 years 29 3%
’I 2 6% ................... ’I 1_1 5 years RS — 39 5%
21 10% - 6-10 years 109 13%
161 78% - Below 5 years 604 72%
.............................. 206 834
representation
of various 1 0.5% = Directors - 1%
hierarchical 7 3% ................... Mangers RS — 49 6%
levels 10 5% - Executives 73 9%
: 66  32% - Clerical and allied - 312  37%
122 59% Office Assistantand 395  47%
: } Others
............................. 206 934

3% 1% 1%

® Sinhala
® Tamil

® Muslim
@ Burgher

[w]§345[m] Workforce Diversity

e 1T T

¢ Profiles
: T 0.5% o Above 60 years 1%
7 3% s 51-60years 30 4%
10 5% - 41-50 years 929  12%
36 17% - 31-40 years 225 27%
152 74% e 18-30 years 469  56%
............................. 206 834
e S O e P
representation
¢ of regions 79% o Western - 67%
: 2 1% - Central 10 1%
5 2% - North Central 42 5%
10 5% - North Western 70 8%
12 6% Sabaragamuwa 67 8%
............................. 12 6% o SOUthern 66 8%
3 1% o Eastern 21 3%
206 834
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Employee Categories by Age 2018/19

Employee Category Age Group Total
Below 30 % 30-50 % Over 50 %
years years years
Directors 0 0% 2 33% 4 67% 6
Managers 0 0% 45 80% 11 20% 56
Executives 6 7% 76 92% 1 1% 83
Clerical & Allied 209 55% 163 43% 6 2% 378
Office assistant & Others 339 66% 96 19% 82 16% 517
Total 554 53% 382 37% 104 10% 1,040

* The table is based on permanent and full time employees. Staff on contract is immaterial and not included.

Manpower Planning

Planning of our manpower requirement
well in advance ensures the smooth flow

of our business operations through timely
hiring or internal mobilisation. In doing

this, we consider the average attrition rates
in different business areas coupled with

the requirements stemming from business
expansion agendas. Accordingly, the
corporate plan put into effect for the financial
year required mobilisation of additional staff
to strengthen the core business frontline,
which included branch expansion plans
pursued.

Talent Acquisition

GRI | 202-2,401-1 J

' Material Concerns Addressed

_/ Grooming a productive workforce

When recruiting, we sought individuals who
were appropriately qualified, experienced
and skilled and who could fit with our
corporate culture. In doing this, we assessed
the candidate’s ability to demonstrate
behavioural and situational skills during

a series of structured interviews and
psychometric tests.

Our Recruitment Strategy was aimed at
mitigating the human resources risk by
recruiting the right pool of talent while
avoiding the selection of unsuitable
candidates. During the hiring process,
we strived to maintain a fair ground for all
the candidates regardless of their gender,
ethnicity and any other discriminatory
factors.

The reputation we have gained in the
industry as one of the best employers plays a
key role in attracting the right talent. Ml was
recognised for the second time as one of the
top 15 companies to work for in Sri Lanka in
2017 by the ‘Great Place to Work Institute’.
Suitable candidates underwent a stringent
selection process, customised for different
hierarchical levels. A thorough assessment
on employee background is conducted
before hiring candidates to ensure we recruit
people with high integrity levels and ethical
standards that meet the expectations of the
Company and stakeholders.

As we operate with an island-wide branch
network, we relied on sourcing talent

from respective geographical territories
which enabled us to contribute to regional
development through creating employment
opportunities as well as in gathering area-
specific market knowledge. The expertise
gained by the branch network contributes to
the product design and market intelligence
gathering phase of the value chain to
convert their local expertise into product
development and marketing strategies.

88% of senior managers have been
hired locally to date

E y E Local Hiring
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Diversity in Recruitment

We hired 436 employees during the year to support our widening business considerations
and planned Growth Strategy. Our Recruitment Strategy ensures that we acquire diverse
talents stemming from varied backgrounds.

104 Female Staff 332 Male Staff

24% 76%

55 Staff - 17% 266 Staff - 83%
(2017/18) (2017/18)

Our Journey
Management Discussion and Analysis
Human Strength | Capital Management Report

2 05% Over 50 years 4%

6 22% 30-50 years 50 61%

96 ‘l% .............................. BelOW 30 Years .............................. 266 1 ’I%
104 332

16% .............................. Western .............................. 48%

2 0.5% .............................. Central .............................. 2 0'5%

2 0.5% .............................. North Central .............................. 5 1%
10 2% North Western 32 7%
9 2% Sabaragamuwa 31 7%

8 2% .............................. Southern .............................. 40 9%

4 ’I% .............................. Eastern .............................. 14 3%

104 332

Stewardship
Financial Reports
Supplementary Information
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Learning and Development

GRI | 404-1,404-2

Material Concerns Addressed

_/ & Grooming a productive workforce
& Maintaining standards of governance

Learning and development was perceived
as the backbone to equip the workforce
with appropriate knowledge and skills in
line with job complexities and challenges.

Training needs were identified by the Human

Resources Department, which coordinated
and designed suitable programmes
throughout the calendar year.

Training programmes conducted by internal
in-house resource personnel or external

specialists addressed a wide array of training

needs, including technical training, training
on regulations, IT training, leadership and
soft skill development, etc.

This year, greater emphasis was placed on
learning and development activities due
to the expanding geographical footprint,
changing regulatory requirements,
challenging industry landscape and
business growth.

Hours of Training

Management Discussion and Analysis
Human Strength | Capital Management Report

The planned business growth trajectory identified the emerging need to groom our
employees for higher leadership roles. Business requirements together with the importance
placed on future human resource management propelled the training investment to new
heights. As a part of increased focus on training and development, we restructured and
redesigned some of the existing training programmes to enhance their effectiveness and
better address the expectations of our staff and other stakeholders.

Average Training Hours Breakdown - 2018/19

N Per Employee
9.93 Hours
(2017/18 - 7.5 hours)

Per Male Employee
11.12 Hours
(2017/18 - 7 Hours)

Per Female Employee
5.14 Hours
(2017/18-7.1 hours)

N
ﬂ!.

Per Clerical and Minor Staff
3.88 Hours
(2017/18 - 7.12 Hours)

2
"y - o

g

Per Manager
43.79 Hours
(2017/18 - 8.6 Hours)

Per Executive
53.02 Hours
(2017/18 - 8.0 Hours)

Investment in Training Training Hours by Employee Category

Hours A

12,000 f

10,000{
8,000 f
6,000 f
4,000 f
2,000 f

e ,

14/15 15/16 16/17 17/18 18/19

Our efforts in training and development
was reflected through a YoY 44%
increase in the number of training hours
afforded this year

Rs.
Million A Hours A
g— 3000
77 2,500 —
6 i
5 2,000
4 1,600 —
8 1,000 =
2 — :
HER ol |
0 0- -
............................................................ > >
14/16 15/16 16/17 17/18 18/19 8 3 2 8% % ©
5¢ 2 5 55 5 S
28 5§ § 28 ©
Q2 = X 3
c L Ll
©
=

In 2018/19, we invested Rs. 7.2 million in
learning and development, up by 133%
compared to last year

@ Total Training Hours Male
@ Total Training Hours Female
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Training Coverage - 2018/19

RIS - 77%

@ Job related training
@ Training on regulations

® Anti-money laundering
@ Corporate ethics Leadership and Personality development Training Sessions held in 2019

@ Leadership and personality

developments Addressing the growing need of AML practices and awareness, we conducted AML training

during the year resulting in 480 training hours.

Training by Gender Number of employees who participated in training on AML

2018/19 2017/18 2016/17 2015/16 2014/15

Managers and above 29 48 50 28 16
Executives/Assistants 51 83 75 183 89
Total 80 131 125 211 105

Employee Soft Skill Development

Skill Area No of Training

g Hours

S e Business communication 180

® Male Interview skills 736
® Female Joining instructions- decisions define your destiny 428
Performance management process and the expectation from you as a 88

"People Manager".

y E Programes for skills

) Sales excellence training 3,264
management and lifelong
i learning Team leaders sales excellence 240
The coach of Steve Jobs - CEO forum 88
Total 5,024

y E Training by Gender and
Hours of Training

[=]
5
pe
5
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Performance Management and
Rewarding

“Material Concerns Addressed

__/ % Grooming a productive workforce
& Employee motivation and welfare

Appraising Employees

{ GRI | 404-3

The formalised performance appraisal
system was applied across all hierarchical
levels. Accordingly, as a key tool in balancing
productivity with motivation, we conducted
this reviews bi-annually, evaluating the
employees in terms of their job performance
and behavioural skills. As an initial step,
employee goals were set in advance and
communicated to the employee. Employees’
actual efforts were then measured and
compared. This paved the way for the
‘employee rewarding’ phase and provided
insights into future career advancement
opportunities for staff.

Workforce Productivity

Rs.
Million a,

60—

14/16 15/16 16/17 17/18 18/19

-@- Income per employee

-0~ Net Profit After Tax per employee
-0~ Total assets per employee

-@- Personal annual cost per employee

As a bold step in improving the existing performance management system, we collaborated
with an external expert institution and were able to establish a fully-fledged system which

is hoped to kick-start from FY 2019/20. This new system will help evaluate employee
performance thoroughly, not only from the aspect of “what they did” but also “how they did

it”.

65% of our staff underwent performance reviews this year.
During the year, we recognised the contribution of high performers and gave 149
opportunities to advance in their careers, reflecting a 39% increase YoY.

Employees who were Subjected to Performance Appraisal and Career Development

Review
Number of Employees Percentage of Employees
who underwent who underwent Performance
Performance Appraisal Appraisal
Male Female Male Female Total
Corporate management 13 3 1.9 0.4 23
Managers 101 10 14.8 1.5 16.3
Executives 267 60 39.2 8.8 48.0
Clerical and Allied Staff 169 58 24.8 85 333
Office Assistants and Others Not Appraised
Total 550 131 66% 64% 65%

Employee Benefits and Rewards

GRI | 202-1,401-2,405-2

In order to keep our workforce motivated
and contended, we maintained competitive
remuneration packages for each employee
category, which were not restricted to

salary and bonuses but blended with non-
monetary incentives such as a motivating
corporate culture, a safe and pleasant work
environment, work-life balance and sufficient
learning and development opportunities.

In keeping to our HR policies, a competitive
salary structure was maintained on par with
the industry. In order to ensure the economic
wellbeing of our employees, we have set

our standard entry level wages above the
regulatory requirement regardless of gender
or any other inequalities.

As a responsible employer we ensured
adherence to legal obligations associated
with employee compensation, which include

minimum wage regulations, contribution to
Employee Provident Fund, and contribution
to Employee Trust Fund, overtime payments,
gratuity payments and tax deductions.

Our standard entry level wage is 18%
above the regulatory minimum wage
level

Disparity in entry level basic salary
between women and men
stood at 17: 16

During the year, the monetary benefits
provided to permanent employees
totaled Rs. 1.1 Billion

y E Ratio of Basic salary
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Composition of Employee Benefits for Permanent Employees
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Key Benefits 2018/19 2017/18 2016/17
Rs. 000 Rs. 000 Rs. 000
Salaries, Wages & Bonus 862,788 696,208 551,747
Overtime 17,172 14,978 13,761
Allowance 216,793 36,230 77,582
Medical Expenditure 1,182 987 1,188
Health Insurance 15,499 13,565 11,860
Gratuity 11,120 20,277 28,327
Total 1,124,555 782,245 684,465
Health and Safety

GRI | 401-3,403-1,403-2,403-3, 403-4

We ensured the physical safety of staff and provided necessary resources and facilities to

expedite their duties without any frustration and hindrance. In doing this, we created a clean
and pleasant office environment which underwent timely renovations. We also adopt a high

257 lost days were reported
during the year 2018/19

level of safety standards which is accepted by the industry to protect our employees, though

our business operations do not create a high risk environment.

M1 has direct control over the health and safety conditions of all its employees and workers employed by independent contractors. The nature
of our business does not directly cause any occupational diseases or hazardous environment to employees and independent contractors
employed by the Company, thus our exposure to employee safety hazards is minimal. Therefore, we do not perceive the need to set up an
Employee Health and Safety Committee. No formal agreements exist between the organisation and its employees on matters of health and
safety. However, we monitored all relevant indicators such as the incidents of injuries and return to work after parental leave as a means of
improving employment health and safety, the summary of which is given below.

Rate of Injuries or Fatalities, Occupational Diseases, Lost Days 2018/19

Region Injuries in Number Lost Days (Based on average number of days  Type of Injuries
per employee) X246 days
Male Injuries Female Injuries Male Lost Day Female Lost Day
Rate Rate Rate Rate
Eastern - - - _ -
North Central 1 20.00 - 47 40.87 - Accident
North Western - - - _ N
Sabaragamuwa 1 20.00 - 44 38.26 - Heart Surgery
Southern 1 1.39 - 4 0.81 -
Western 6 1.13 2 40.00 156 21.14 6 5.22 Fever (Dengue)/
Accident
Total 251 6

& There were no fatalities during the year
& Average number of working days per employee - 246 days
&

There was one incident reported in the Eastern province that resulted in injuries to a worker employed by an independent contractor due to a bike

accident. The worker is not an employee of Ml
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Absenteeism by Region and Gender 2018/19

Region Absenteeism

Absenteeism in Absenteeism Rate Absenteeism in Absenteeism Rate

Days- Male Days- Female

Eastern 1 1.43
North Central 2 2.86
North Western - 0.00 -
Sabaragamuwa - 0.00 - -
Southern - 0.00 - -
Western 28.5 40.71 - -
Total 315

& Occupational diseases are not applicable due to the nature of finance business activities which does not directly create related health risks.
& The report was prepared using the statistics generated by the HR Department by compiling department-wise information annually.

Return to Work and Retention Rate after Parental Leave

At M|, we have created a supporting environment for staff who return after parental leave, allowing them to balance new life challenges while
growing in their careers. MI's return to work after parental leave ratio stood high at 80% in 2018/19 which has been reflecting an improving
trend throughout the last three years, which indicates the high standards of facilities we have provided for female staff returning after maternity
leave.

2018/19 2017/18 2016/17
Number of employees entitled for maternity leave 206 156 150
Number of employees who took maternity leave 5 4 6
Number of employees who returned to work after maternity leave 4 3 3
Number of employees who returned to work after maternity leave 5 2 2
and who were still employed 12 months after their return to work
Return to work rate% 80 75 50
Retention rate% 67 67 40

& Asageneral policy, only maternity leave for females is granted as parental leave
& One employee was on maternity leave as at the reporting date
& Based on previous year's retention information.
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Employee Attrition Management

GRI | 401-1
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Having observed industry inherent attritions at specific levels of the organisation, we were
able to streamline the exit management process that provides insight into effective people
retention. Confidential exit interviews were conducted to identify suggestions, grievances and
motivational gaps, etc. Information gathered through these interviews helped us in re-shaping
HR policies and procedures to manage attrition levels.

Staff Turnover by Age, Gender and Region 2018/19

Management Discussion and Analysis
Human Strength | Capital Management Report

Human Rights Management

{GRI | 412-1,412 2,4’\