softlogic

LiFE

INTEGRATED ANNUAL REPORT 2019 | SOFTLOGIC LIFE INSURANCE PLC

LIONRTED

. N

)













































































































































































































































































































































































































































































































































































































7. STAKEHOLDER ENGAGEMENT

7.1 Shareholders

The Board and the Senior Management
acknowledges their responsibility to
represent the interests of all shareholders
and to maximize shareholder value of
the Company. The main objective in this
regard is representing, formulating and
realizing the interests and expectations
of the shareholders. To achieve this the
company has established the following
objectives.

* Provide a reasonable return
to shareholders maintaining a
satisfactory Return on Equity.

= Provide a satisfactory distribution of
dividends out of the profits earned.

= Communicate effectively and
efficiently with the shareholders in
order to inform them regarding the
affairs of the Company.

Communication with Shareholders

The Company has implemented multiple
channels of communication to maintain
an effective relationship with the
shareholders of the Company. Further
information on the techniques which
Softlogic Life Insurance PLC uses to

be in touch with its shareholders were
discussed in the Stakeholder Engagement
(Refer pages 53-57). In the diagram to the
right portrays the general channels the
Company maintains to communicate with
its shareholders.

Figure: General modes of communication
with shareholders.
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The Company takes additional efforts in maintaining constant dialogue with institutional investors, brokers, and financial analysts in
order to improve their understanding of our operations, strategy and plans, and thereby, enables them to raise any concerns which may
in turn affect their perceived value of the Company.

However, the Board and the Management strictly adhere to the statutory and ethical guidelines regarding their responsibility of
maintaining confidentiality of price sensitive information.

Individual shareholders are encouraged to carry out adequate analysis or seek independent advice on their investing, holding or divesting
decisions. Also, they are encouraged to participate in the AGM and exercise their voting rights.

Figure: Timeline of the Shareholder Communications
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CORPORATE GOVERNANGE

Annual General Meetings (AGM)

The AGM provides a forum for all
shareholders to directly communicate with
the Board of the company and participate
in the decision-making process reserved
for the shareholders.

This typically includes proposals to
adopt the Annual Report and Accounts,
appointment of Directors and Auditors
and other matters requiring special
resolutions as defined in the Articles of
Association or the Companies Act No. 07
of 2007.

Separate resolutions are proposed for
each substantially separate issues. Each
resolution will carry a proxy appointment
form as well. Shareholders will get the
option to vote via proxy, for or against as
well as to withhold the vote. The Company
makes arrangements to ensure that each
valid proxy vote are collected, counted and
recorded.

The Chairman makes sure that the head
of Board Sub-Committees such as the
Audit, Nominations, HR & Remuneration
Committee as well as the Senior
Independent Director to be present at the
AGM, to respond to any inquiries made by
the shareholders.

Shareholder Notice

Notice of AGM is circulated to all
shareholders 15 working days ahead with
compliance to the Companies Act, along
with instructions on the voting procedure,
including the process for voting via a
proxy.

The most recent AGM was the 20th Annual
General Meeting (AGM) of the Company
held on the on 29th March 2019, at the 4th
Floor, Central Hospital (Private) Limited,
No. 114, Norris Canal Road, Colombo

10.

Matters discussed include;

= To receive and consider the Report of
the Directors on the State of Affairs
of the Company and the statement of
audited accounts for the year ended
31st December 2018 and the Report of
the Auditors thereon.

= Tore-elect Mr. J. H. P. Ratnayeke who
retires by rotation in terms of Articles
98 of the Articles of Association of
the Company as a Director of the
Company.

= To re-elect Mr. H. K. Kaimal who
was appointed to the Board on 3rd
July 2018 retires in terms of Articles
103 of the Articles of Association of
the Company as a Director of the
Company.

= To re-elect Mr. H. C. Hettiarachchi
who was appointed to the Board on
25th January 2019 retires in terms
of Articles 103 of the Articles of
Association of the Company as a
Director of the Company.

e To re-appoint Messrs. KPMG,
Chartered Accountants as Auditors
of the Company for the ensuing year
and to authorize the Directors to
determine their remuneration.

Shareholder Feedback

The Company has provided the
shareholders an “Investor Feedback
Form” which provides the opportunity
for shareholders to comments on their
Company. Refer Annexure 2 for the
feedback form.
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Shareholder Inquiries

Shareholders are encouraged to maintain
direct communication with the Company.
They may raise inquiries and concerns
with the Board by contacting the Company
Secretary, P. R. Secretarial Services (Pvt)
Ltd, through the following channels:

@ +94 11 2671439/+94 11 3040542/
+94 11 2697893/+94 11 2671441

@ info@prsslk.com /
prsecs@gmail.com

Q@ P. R. Secretarial Services (Pvt) Ltd
59, Gregory’s Road,
Colombo 7, Sri Lanka.

7.2 Engagement with Other Stakeholders
Customer and Other Stakeholder details are
available in pages 53-57.



ANNUAL REPORT OF THE BOARD OF DIRECTORS

Annual Report of the Board of Directors on the Affairs of the Company and Statement of Compliance of the Contents of the Annual Report as
Required by Section 168 of the Companies Act No. 07 of 2007

1. PREFACE

The Directors have pleasure in presenting
to the shareholders Integrated Annual
Report of Softlogic Life Insurance PLC
together with the Audited Financial
Statements of the Company for the
year ended 31st December 2019 and
the Independent Auditors’ Report on
those Financial Statements conforming
to all relevant statutory requirements.
This Report provides the information

as required by the Companies Act No.
07 of 2007, Insurance Industry Act No.
43 of 2000 and amendments thereto,
the Listing Rules of the Colombo Stock
Exchange (CSE) and the recommended
best practices.

This Report was approved by the Board
of Directors on 28th February 2020. The
appropriate number of copies of the
Annual Report have been submitted to
the CSE and to the Sri Lanka Accounting
and Auditing Standards Monitoring Board
within the statutory deadlines.

Softlogic Life Insurance PLC (The
Company) is a Licensed Insurance
Company registered under the Insurance
Industry Act No. 43 of 2000 and was
incorporated on 21st April 1999 under the
Companies Act No 17 of 1982 and was
re-registered as per the requirements of
the Companies Act No. 07 of 2007 on 6th
July 2007, under the Registration No. PQ
31. The registered office of the Company

is situated at Level 16, One Galle Face
Tower, Colombo 2, Sri Lanka where the
Company’s Head Office too is situated.

The ordinary shares of the Company are
quoted on the Diri Savi Board of the CSE
since November 2000.

The ultimate parent of the Company is
Softlogic Holdings PLC which has a direct
holding of 0.05% and indirect holding of
38.8% as at 31st December 2019.

As required under Section 168 of the
Companies Act No. 07 of 2007, the
following information is disclosed in this
Report prepared for the year ended 31st
December 2019;

Information Required to be Disclosed as per the

Reference to the

Annual Report page Reference for Compliance and

Companies Act No. 07 of 2007

i)  The nature of the business of the Company
together with any change thereof during the
accounting period

Companies Act
Section 168 (1) (a)

Necessary Disclosure

Refer item 198 on ‘Principal Business Activities, Nature of
Operations of the Company and Ownership on page 276.

(i) Signed Financial Statements of the Company
for the accounting period completed in
accordance with Section 152.

Section 168 (1) (b)

The Financial Statements of the Company for the year ended
31st December 2019 have been prepared in accordance with
the requirements of the Sri Lanka Accounting Standards
(SLFRSs and LKASs) and comply with the requirements of
the Companies Act No. 07 of 2007 and Insurance Industry
Act No. 43 of 2000 and which were duly certified by the Chief
Financial Officer (the person responsible for the preparation
of the Financial Statements) and were approved by two
members of the Board as appearing on pages 270 to 382
form an integral part of this Report.

(i) Auditors’ Report on the Financial Statements
of the Company

Section 168 (1) (c)

Refer pages 265 to 269 for the “Independent Auditors’
Report”.

iv) Any changes in Accounting Policies of the
Company

Section 168 (1) (d)

Significant Accounting Policies adopted in the preparation
of the Financial Statements of the Company are given on
pages 288 to 295.

There were no changes to the Accounting Policies used by
the Company except for the SLFRS 9 Financial Instruments
and SLFRS 16 Leases. The details of the new accounting
policies are disclosed in note 7 on pages 295 to 296.
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Information Required to be Disclosed as per the Reference to the

Annual Report page Reference for Compliance and
Necessary Disclosure

Companies Act No. 07 of 2007

v) Particulars of the entries made in the
Interests Register of the Company during the
accounting period.

Companies Act

Section 168 (1) (e) The Company maintains interest Registers.

All Directors have made declarations as required by
Sections 192 (1) and (2) of the Companies Act aforesaid
and all related entries were made in the Interest
Registers during the year under review.

The Interest Registers are available for inspection by
shareholders or their authorised representatives as
required by Section 119 (1) (d) of the Companies Act No.
07 of 2007.

Refer Note 23 to the Financial Statements on page 330.

(vi) Remuneration and other benefits paid
to Directors of the Company during the
accounting period

Section 168 (1) (f)

Also refer the Human Resources and Remuneration
Committee Report on pages 221 to 222.

(vii) Total amount of donations made by the
Company during the accounting period

Section 168 (1) (g) Refer Item 29 on page 203.

(viii) Information on Directorate of the Company
during and at the end of the accounting
period

Section 168 (1) (h) Refer Item 16 on page 200.

(ix) Separate disclosure on amounts payable
to the Auditors as Audit Fees and Fees
for other services rendered during the
accounting period by the Company

Section 168 (1) (i) Refer Note 23 to the Financial Statements on page 330.

(x) Auditors’ relationship or any interest with the
Company

Section 168 (1) (j) Auditors do not have any other relationship or interest
in contracts with the Company other than being the

Auditors for the Company. Refer Item 36 on page 203.

(xi) Acknowledgement of the contents of this
Report/Signatures on behalf of the Board

Section 168 (1) (k) Refer Item 53 on page 205.

2. REVIEW OF BUSINESS

2.1 Vision, Mission and Corporate
Conduct

The Company’s Vision and Mission
Statements are exhibited on page 3 of the
Annual Report.

The business activities of the Company
are conducted maintaining the highest
level of ethical standards in achieving
its Vision and Mission, which reflects
our commitment to high standards of
business conduct and ethics.

2.2 Principal Activity

The principal business activity of the
Company is Life Insurance business which
has remained unchanged during the
financial year as per the requirement of

Section 168 (1) (a) of the Companies at No.
7 of 2007.

2.3 Review of Operations of the Company
The Company’s sense of innovation has
brought in a lot of momentum into its
business, further driving brand loyalty
amongst customers and stakeholders who
feel pride in associating with Company.
Distribution channels performed
admirably during the year. Agency
channel continues to be the main revenue
earner, whilst also achieving substantial
diversification by foraying into new
distribution channels. By the end of 2019,
the Company reduced dependence on the
agency channel from an erstwhile figure
of 77% to 75% presently. Nevertheless,
sales force of 2,772 agents is reputed
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as the most productive in the field and
maintained highest average premium
value high of Rs. 137,032 which is two
and-a-half times the industry average.

The alternate channel has recoded a
significant growth since its inception in
2016, contributing for about 24% of the of
the total volume growth during the year.
This channel is focused on the corporate
and banks, while generating a revenue

of Rs. 3.1 Billion in 2019, positioning

as the front runner in their market
segment. The Company also introduced
the Micro Channel, which recorded strong
growth in its short span of operation.
This channel is focused in the providing
insurance services to those who found

it unaffordable to get insurance under



normal circumstances. The Company
is starting to realize the significant
economies of scale with the centralized
operations as the lean structure results
lower operating cost ratios.

3. DIRECTORS’ RESPONSIBILITY FOR
FINANCIAL REPORTING

The Directors are responsible for the
preparation of the Financial Statements
of the Company, which reflect a true

and fair view of the financial position

and performance of the Company. The
Directors are of the view that the Income
Statement, Statement of Comprehensive
Income, Statement of Financial Position,
Statement of Changes in Equity,
Statement of Cash Flows, Significant
Accounting Policies and Notes thereto
appearing on pages 270 to 382 have

been prepared in conformity with the
requirements of the Sri Lanka Accounting
Standards (SLFRSs and LKASSs) as
mandated by the Sri Lanka Accounting
and Auditing Standards Act No. 15 of
1995 and the Companies Act No. 07 of
2007. Further, these Financial Statements
also comply with the requirements of

the Insurance Industry Act No. 43 of

2000 and amendments thereto and the
Listing Rules of the Colombo Stock
Exchange. The “Statement of Directors’
Responsibility” appearing on pages 206 to
207 forms an integral part of this Report.

4. FUTURE DEVELOPMENTS

The Company is more energized about the
economy’s future outlook and industry’s
future prospects. With the government
articulating its goals to achieve GDP
growth of 3.7% and US$4,250 per capita
income in 2020, prospects for the life
insurance sector seem bright - as a trend
of rising per capita income will accelerate
penetration in the life insurance sector.
The digital technologies such as big data
and predictive analytics, robotic process
automation and artificial intelligence
have become a vital element in business
operations and these technologies

will make exponential advancement in
delivering convenience and simplicity

to the customer in long run. The
Company continues exploring these new
opportunities unfolding in the digital
space. The uptick in economic activity
and positive forecasts by the Central
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Bank of Sri Lanka and the International Monetary Fund for the economy beyond 2020
boosts confidence in the nation’s economic prospects. Of particular significance to our
operations is the government’s move to offer stimulus packages by way of reduction in
taxes at both personal and corporate levels, which indicates cash in hand and higher
disposable incomes, which will lead to greater penetration of the life insurance market.

5. GROSS INCOME (GROSS WRITTEN PREMIUM)

The gross written premium (GWP) of the Company for 2019 was Rs. 12,531 million. (Rs.

10,006 million in 2018)

A Detailed Analysis of the total GWP recorded by the Company is given in Note 10 to the

Financial Statements on page 322.

6. RESULTS AND APPROPRIATIONS

6.1 Performance of the Company and Transfers to Reserves

The net Profit Before Tax of the Company amounted to Rs. 2,604 million. (Rs. 1,095 million
In 2018) and this is an increase of 138%. Further, the Net Profit After Tax of the Company
amounted to Rs. 2,173 million in 2019 (Rs. 3,336 million in 2018) and this was a decrease
of 35% in 2019. The Company’s total comprehensive income net of tax was Rs. 2,100
million (2018 Rs. 2,785 million), due to the one-off differed tax income of Rs. 2.4 Billion

reported in 2018.

A synopsis of the Company’s performance is presented below.

For the year ended 31st December 2019 2018
Financial Results Rs. ‘000 Rs. ‘000
Profit Before Taxation (PBT) 2,603,558 1,094,762
Income Tax Reversal / (Expenses) (430,715) 2,241,483
Profit After Tax (PAT) 2,172,843 3,336,245
Un-appropriated Profit Brought Forward 7,073,421 3,740,249
Profits Available for Appropriation 9,246,264 7,076,494
Appropriations
Actuarial losses on defined benefit plans (17,084) (3,073)
Impact of Adoption of SLFRS 9 (20,766)
Realised losses on equity instruments

(According to SLFRS 9) (102,444) -
Dividend Paid (543,750) -
Un-appropriated Profit Carried Forward 8,562,220 7,073,421
6.2 Dividends on Ordinary Shares
The Company has not declared interim / final dividend as at reporting date.
6.3 Reserves
A summary of the Company’s reserves is given below:
As at 31st December 2019 2018
Financial Results Rs. ‘000 Rs. ‘000
Stated Capital 1,062,500 1,062,500
Revaluation Reserve 92,708 48,436
Fair Value Reserve / Available-for-Sale Reserve (1,498,509) (1,500,514)
Restricted Regulatory Reserve 798,004 798,004
Retained Earnings 7,764,216 6,254,651
Total 8,218,919 6,663,077
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Information on the movement of reserves
is given in the Statement of Changes in
Equity on page 273 and Notes 38 to 40 to
the Financial Statements on pages 361 to
362.

7. CORPORATE SOCIAL
RESPONSIBILITY (CSR)

The CSR initiatives of the Company

are detailed under ‘Management
Discussion and Analysis’ under Social and
Relationship capital in the Annual Report
on pages 104 to 129.

8. PROPERTY, PLANT, EQUIPMENT AND
INTANGIBLE ASSETS

Capital Expenditure

Information on Property, Plant, Equipment
and Intangible assets of the Company

are given in Notes 27 and 28 to the
Financial Statements on pages 333 to 340
respectively.

Valuation of Land and Building

All land and buildings owned by the
Company was revalued. Specific
information on extent, location, valuations
of the land and buildings held by the
Company are given in Notes 28.8 to the
Financial Statements on page 338.

9. MARKET VALUE OF PROPERTIES
The Company carried out a revaluation of
all its freehold land and buildings as at
31st December 2019 and recognised the
surplus on revaluation in the Financial
Statements.

The revaluation process for the land and
buildings of the Company was carried out
by a professionally qualified independent
valuer and the Board of Directors of

the Company is of the opinion that the
revalued amounts are not in excess of the
current market values of such properties.

The next revaluation exercise on the
freehold land and buildings of the
Company will be carried out as at 31st
December 2021.

The details of the revaluation and relevant
accounting policies are provided in Note
28 to the financial statements respectively.

10. STATED CAPITAL

The Stated Capital of the Company

as at 31st December 2019 was Rs.
1,062,500,000 comprising 375,000,000
fully paid ordinary shares. The details
are provided in Note 37 to the financial
statements on page 361. There was no
change in the Stated Capital during the
year.

11. ISSUE OF SHARES
During the year Company has not issued
any shares to raise new capital.

12. MINIMUM CAPITAL REQUIREMENTS
Insurance Regulatory Commission of Sri
Lanka (IRCSL) by its Gazette dated 07th
May 2013 has increased the Minimum
Capital requirement for all Insurance
Companies to Rs. 500 million with effect
from 11th February 2015.

The Company has an issued and fully paid
stated capital of Rs. 1,062.5 million (2018 -
Rs. 1,062.5 million) and therefore fulfilled
this statutory requirement.

13. TOTAL AVAILABLE CAPITAL (TAC)
In addition to the above, insurance
Companies are required to maintain
minimum of Rs. 500 million as Total
Available Capital (TAC) as per solvency
margin (Risk Based Capital) rules 2015
with effect from 01st January 2016. The
Company maintains Rs. 7,783 million as at
31st December 2019 which is well above
the minimum requirement. Details of
the TAC is given on page 315 and in Note
8.6.(d) to the Financial Statements.

14. SHARE INFORMATION

14.1 Distribution Schedule of
Shareholdings

Information on the distribution of
shareholding and the respective
percentages are given in the Section on
‘Investor Relations’ on pages 391 to 396.

200 SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019

14.2 Information on Earnings, Dividend,
Net Assets and Market Value

Information relating to earnings, dividend,
net assets and market value per share

is given on page 392. Information on the
trading of the shares and movement in
the number of shares represented by the
Stated Capital of the Company is given

in the Section on ‘Investor Relations’ on
pages 391 to 396.

14.3 Substantial Shareholdings
Names of the top twenty shareholders
for voting shares, percentages of their
respective holdings and percentage
holding of the public, etc. are given in the
Section on ‘Investor Relations on pages
391 to 396.

15. EQUITABLE TREATMENT TO
SHAREHOLDERS

The Company has ensured at all times
that all shareholders are treated
equitably.

16. INFORMATION OF THE DIRECTORS
OF THE COMPANY

16.1 Information on Directors as at 31st
December 2019

The Board of Directors of the Company

as at 31st December 2019 consisted of
Nine Directors (Eight Directors as at 31st
December 2018) with wide financial and
Commercial knowledge and experience as
detailed in the ‘Board of Directors Profiles’
on pages 152 to 155.

The Names of the Directors of the
Company who held the office during the
year and as at the end of 2019, as required
by the Section 168 (1) (h) of the Companies
Act No. 07 of 2007, are given below:



Name of the Director

Mr. Ashok Pathirage Chairman

Executive/ Non-
Executive Status

Non-Executive

Independent/

Non-Independent
Status

Non-Independent

Mr. Sujeewa Rajapakse — Deputy Chairman

Non-Executive

Independent

Mr. Iftikar Ahamed Managing Director Executive Non-Independent
Mr. Ray Abeywardena — Director Non-Executive Independent
Mr. Riidiger Will-Director Non-Executive Independent

Mr. Haresh Kaimal-Director

Non-Executive

Non-Independent

Ms. Fernanda Lima-Director

Non-Executive

Non- Independent

Mr. Chula Hettiarachchi-Director

Executive

Non-Independent

New appointment after the year 2019

Mr. V. Govindasamy-Director

Non-Executive

Independent

Mr. Raimund Synders-Director

Non-Executive

Non-Independent

Cessations after the year 2019

Mr. Riidiger Will-Director Non-Executive Independent
Cessations during the year 2019
Mr. Paul Ratnayeke-Deputy Chairman Non-Executive Independent

16.2 Retirement and Re-election

17. BOARD SUB-COMMITTEES

The Board of Directors of the Company
formed Board Subcommittees namely,
Human Resources and Remuneration
Committee, Audit Committee, Related
Party Transactions Review Committee,
Investment Committee, Risk Committee
and the Nomination Committee as
required by CSE Listing Rules.

Accordingly, the following Board sub-
committees have been constituted.

Board Sub- Committee
Report
Reference
Pages 214-218

Pages 219-220

Committees

Audit Committee

Risk Management
Committee

Human Resources
and Remuneration
Committee

Pages 221-222

The Directors to retire by rotation at an AGM shall be those who, have served the longest
in office, since their last election or appointment as a director to the Board of Directors of
the Company in terms of articles 98 of the Articles of Association of the Company.

The Board Appointed Nomination Committee recommended the re-election of the
following Directors, after considering the Declarations submitted.

Directors to retire by rotation:

1. To re-elect Mr. Sujeewa Rajapakse who retires by rotation in terms of Articles 98 (a) of
the Articles of Association of the Company as a Director of the Company.

2. To re-elect Mr. V. Govindasamy who was appointed to the Board on 16th January 2020
retires in terms of Articles 103 of the Articles of Association of the Company as a
Director of the Company.

Directors who served on the Board for over 9 years:
No Directors who served on the Board for over 9 years

No existing Director has reached the age of 70 years and therefore Section 210 and 211 of
the Companies Act does not apply.

16.3 Directors’ Meetings
Details of the meetings of the Board of Directors are presented on page 176.

16.4 Review of Performance of Board
The performance of the Board is evaluated through a formalised process and details are
discussed in pages 180-181.

Investment

Page 225

Committee

Related Party
Transaction Review
Committee

Pages 223-224

Nomination
Committee

Pages 226-227

The above Committees play a critical
role in order to ensure that the

activities of the Company at all times

are conducted with the highest ethical
standards and in the best interest of all
its stakeholders. The terms of Reference
of these Sub-Committees conform to
the recommendations made by various
regulatory bodies, such as the Institute
of Chartered Accountants of Sri Lanka,
the Securities and Exchange Commission
of Sri Lanka, and the Colombo Stock
Exchange.

The composition of each Board sub-
committee is given on pages 177 to 179
which is a part of the Annual Report of the
Board.
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18. DISCLOSURE OF DIRECTORS’
DEALING IN SHARES

Individual ordinary voting and non-voting
shareholdings of persons who were
Directors of the Company at any time
during the financial year are as follows:

Name of the 2019 2018
Director Rs. ‘000 Rs. ‘000
Ashok Pathirage Nil Nil
Sujeewa Nil Nil
Rajapakse

Iftikar Ahamed Nil Nil
Ray Abeywardena Nil Nil
Haresh Kaimal Nil Nil
Rudiger Will Nil Nil
Fernanda Lima Nil Nil
Chula Nil Nil
Hettiarachchi

Paul Ratnayeke Nil Nil

The Managing Director/CEO of the
company does not hold shares of the
Company as at reporting date.

19. DIRECTORS INTEREST REGISTER
In terms of the Companies Act No 07 of
2007 an Interest Register was maintained
during the accounting period under
review. All the Directors of the Company
have disclosed their interest in other
Companies to the Board and those
interests are recorded in the Directors
interest register, confirming to the
provision of the Companies Act No 07 of
2007.

20. DIRECTORS INTEREST IN
CONTRACTS OR PROPOSED CONTRACTS
Directors’ interests in contracts or
proposed contracts with the Company,
both direct and indirect are disclosed on
pages 210 to 211 as per the requirement
of Section 168 (e) of the Companies Act No
07 of 2007. All Directors of the Company
have disclosed their interest in other
companies to the Board and such interest
are recorded in the Directors interest
register confirming to Section 192 (1) and
192 (2) of the Companies Act No 07 of
2007.

Directors also refrain from voting on any contract or matter in which they have a material
interest as a practice of good governance during the course of business.

The Directors have also disclosed transactions, if any, that could be classified as Related
Party Transactions in terms of the Sri Lanka Accounting Standard — LKAS 24 on “Related
Party Disclosures”. Please refer Note 46 to the Financial Statements on pages 376 to 379
for those transactions disclosed by the Directors. These interests have been declared
quarterly at Board Meetings.

Directors have no direct or indirect interest in any other contract or proposed contract
with the Company other than disclosed in the Director’s interest in contracts with the
Company on pages 210 to 211.

21. DIRECTORS FEES AND REMUNERATION INCLUDING POST EMPLOYMENT
BENEFITS

The amount of the Directors fees and Remuneration paid during the year is Rs. 89.8
million.

Directors are not entitled to obtain loans of any kind from the Company. Further details
are provided on page 222 of the Human Resource and Remuneration Committee report as
per the requirement of Section 168 (1) (f) of the Companies Act No 07 of 2007.

The Managing Director’s and Executive Director's remuneration is decided by the Board
with the recommendation of the Human Resource and Remuneration Committee, in
consideration of the individual and Company performance. Due attention is also paid to
industry standards, inflationary factors and future plans when deciding the remuneration
package of the Managing Director and Executive Director.

No remuneration is paid to Non - Executive Directors other than the fees paid in line with
the attendance of each Director at Board and Board sub-committee meetings.

22. DIRECTORS’ INSURANCE

The Company has paid an insurance premium in respect of an insurance policy for the
benefit of the Directors of the company as defined in the insurance policy during the
financial year. In accordance with commercial practice, the insurance policy prohibits
disclosure of the terms of the policy, including the nature of the liability insured against
and the amount of the premium.

23. USE OF COMPANY INFORMATION BY DIRECTORS

Subject Matter of

Date of Authorization by Authorization granted at a
the Board Board Meeting/ by circular
resolution

Information

None None None

24. STATUTORY PAYMENTS

The Directors, to the best of their knowledge and belief are satisfied that all statutory
payments including all taxes, duties and levies payable by the Company due to the
Government, other regulatory institutions and related to the employees have been made
on time or where relevant provided for.

25. EVENTS AFTER THE REPORTING PERIOD
No circumstances have arisen since the reporting date which would require adjustments
or disclosure in the Financial Statements.
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26. RELATED PARTY TRANSACTIONS
No related party transaction exceeded
the limits of 10% of equity or 5% of total
assets requiring immediate disclosure
to CSE and a separate disclosure in the
Annual Report. As required by Section
9.3.2 (d) of the Listing Rules, the Board
confirms that the Company has complied
with all requirements as per Section 9 of
the Listing Rules.

The Directors have disclosed the
transactions with Related Parties in terms
of Sri Lanka Accounting Standard (LKAS
24), Related Party Disclosures in Note

46 on pages 376 to 379 which is adopted

in the preparation of these Financial
Statements.

27. FINANCIAL INVESTMENTS
Financial investments mainly comprise
the Company’s investment portfolios,
which have been segregated into different
categories as required by Sri Lanka
Accounting Standards (SLFRS / LKAS).
The amount of financial investments held
by the Company as at 31st December 2019
amounted to Rs. 14,911 million (2018 - Rs.
12,065 million). A detailed description of
the financial investments is enclosed in
Note 31 to the Financial Statements on
pages 345 to 357.

28. INTANGIBLE ASSETS

The carrying value of intangible assets
as at the Reporting Date amounted to
Rs. 0.5 million (2018 - Rs. 2,089 million).
Movement of intangible assets from

the balance as at 01st January 2019 to
the balance as at 31st December 2019,
additions and disposals made, together
with the amortisation charge for the year,
are set out in Note 27 to the Financial
Statements on pages 333 to 334.

Following their initial recognition,
intangible assets are carried at cost
less accumulated amortisation and
accumulated impairment losses.

29. DONATIONS
There were no donations made by the
Company during the year.
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30. CAPITAL COMMITMENTS

Details of capital commitments as at 31st
December 2019 are provided in note 47 on
page 379.

31. GOING CONCERN

The Directors have made an assessment
of the Company’s ability to continue as a
going concern and is satisfied that it has
the resources to continue in business for
the foreseeable future. Furthermore, the
Directors are not aware of any material
uncertainties that may cast significant
doubt upon the Company’s ability to
continue as a going concern, such as
restrictions or plans to curtail operations.

32. LIABILITIES AND PROVISIONS
The Board of Directors has arranged
external actuaries to value the Life Fund
and the Gratuity Liability.

The basis adopted for provisioning is
disclosed in Note No 41 and 42 on pages
362 to 373 to the Financial Statements.

As at the date of the Report, the Directors
are not aware of any circumstances,
which would render inadequate amounts
provided for in the Financial Statements.

33. RESERVES

The reserves consist of Fair Value
Reserve, Revaluation Reserve, Restricted
Regulatory Reserve and Retained
Reserves. The details and movements of
reserves are disclosed in Notes 38 to 40
to the Financial Statements on pages 361
to 362 and in the Statement of Changes
in Equity on page 273 to the Financial
Statements.

34. TAXATION

Income taxes are computed based on
rates enacted or substantively enacted as
at the Reporting Date. The income tax rate
applicable to the Company’s operations
for the year under review is 28% (2018 -
28%). The Company is liable for surplus
basis taxation w.e.f. 01st April 2018 as per
Section 67 of the Inland Revenue Act No
24 of 2017. The Company liable to pay crop
insurance levy to the National Insurance

Stewardship

Trust Fund at 1% of the Profit After Tax.

The Company has recognised deferred tax
asset extent to which future taxable profits
will be available to utilise the available tax
losses in foreseeable future.

35. APPOINTMENT OF AUDITORS AND
THEIR REMUNERATION

The present Auditors, Messrs. KPMG were
appointed as Auditors of the Company

at the Annual General Meeting held on
29th March 2019 to carry out the audit

of the Company for the year ended 31st
December 2019.

The retiring Auditors, Messrs. KPMG have
signified their willingness to continue to
function as the Auditor to the Company.

A resolution to reappoint KPMG as
Auditors and granting authority to the
Directors to fix their remuneration will

be proposed at the forthcoming Annual
General Meeting to be held on 31st March
2020.

Expenses incurred in respect of Audit
Fees and Fees for other services rendered
during the accounting period are given in
Note 23 to the Financial Statements on
page 330.

36. AUDITORS’ INDEPENDENCE
Independence Confirmation has been
provided by Messrs. KPMG as required
by the Section 163 (3) of the Companies
Act No 07 of 2007, in connection with the
audit for the year ended 31st December
2019 confirming that KPMG is not aware
of any relationship with or interest in the
Company audited by KPMG that in their
judgement, may reasonably be thought
to have a bearing on their independence
within the meaning of the Code of
Professional Conduct and Ethics issued by
the Institute of Chartered Accountants of
Sri Lanka, applicable as at the Reporting
Date.

Board Audit Committee has assessed
each Non Audit Service provided by KPMG
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with regard to auditor independence
requirements of applicable laws, rules and
regulations, and concluded in respect of
each non-audit service or type of non-
audit service that the provision of that
service or type of service would not impair
the independence of Messrs KPMG.

37. COMPLIANCE WITH RULES AND
REGULATIONS

The Company has complied with the
regulations issued by the Insurance
Regulatory Commission of Sri Lanka
(IRCSL) and IRD & other regulations
applicable to the Company and have
submitted all the returns and the details
to the relevant parties by the due dates.

In addition the Company complies with
the Financial Transaction Reporting Act
No 06 of 2006 and the Convention on the
Suppression of Terrorist Financing Act No
25 of 2005, by sending a monthly report
to the Financial Intelligence Unit (FIU) of
Central Bank of Sri Lanka (CBSL).

Compliance Reports also have been
submitted to the Audit Committee on a
quarterly basis confirming the same.

The Audit Committee Report is disclosed
on pages 214 to 218.

38. INFORMATION ON RATIOS, MARKET
PRICES OF SHARES AND CREDIT
RATINGS

Information that requires disclosures as
per Rule 7.6 (xi) of the Listing Rule of the
CSE are given in the Section on ‘Investor
Relations’ on page 396.

39. RISK MANAGEMENT AND SYSTEM
OF INTERNAL CONTROLS

The Company has an ongoing process in
place to identify, evaluate and manage the
risks that are faced by the Company. The
Directors continuously review this process
through the Board Risk Committee.
Specific steps taken by the Company

in managing risks are detailed in the
Section on pages 219 to 220, in the ‘Risk
Committee Report' and in Note 08 to the
Financial Statements on pages 296 to 315.

An effective and comprehensive system

of internal controls is in place in the
Company comprising of internal checks,
internal audit and financial and other
controls required to carry out the business
in an orderly manner and to safeguard

the assets. The Directors’ Statement on
Internal Control and the Auditors’ Report
thereon are given on pages 212 to 213.

40. CORPORATE GOVERNANCE
Directors’ Declarations

The Directors declare that —

a) The Directors have declared all
material interests in contracts
involving the Company and refrained
from voting on matters in which they
were materially interested.

b) The Company complied with all
applicable laws and regulations in
conducting its business and has not
engaged in any activity contravening
the relevant laws and regulations.
Officers responsible for ensuring
compliance with the provisions in
various laws and regulations, confirm
compliance in each quarter to the
Board Risk Committee.

c) All endeavours have been made to
ensure that shareholders in each
category have been treated equitably
in accordance with the original Terms
of Issue.

d) The business is a Going Concern
with supporting assumptions or
qualifications as necessary, and
that the Board of Directors has
reviewed the Company’s Corporate/
Business plans and is satisfied that
the Company has adequate resources
to continue its operations in the
foreseeable future. Accordingly, the
Financial Statements of the Company
are prepared based on the Going
Concern assumption.
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e) They have conducted a review of
internal controls covering financial,
operational and compliance controls,
risk management and have obtained
a reasonable assurance of their
effectiveness and proper adherence.

The measures taken and the extent to
which the Company has complied with
the Code of Best Practice on Corporate
Governance 2017 issued by CA Sri Lanka
are given on pages 232 to 244.

41. FOCUS ON NEW REGULATIONS

The Company has implemented SLFRS

9 Financial Instruments with effect from
1st January 2019. This provides significant
improvements to the accounting
requirements for financial instruments
and it eliminates complexities in some of
the measurement rules of LKAS 39. The
above exemptions for insurers in respect
of SLFRS 9 were given for temporary
period until SLFRS 17 becomes effective
and both of these options were made
optional which enable insurers to apply
improved accounting requirements

in SLFRS 9. The Company decided to
take the temporary exemption in 2018.
However as allowed by the accounting
standards, management revisited their
option of taking the temporary exemption
and due to the significant accounting
improvements brought in by SLFRS 9.

Further, the company implemented SLFRS
16 Leases with effect from 1st January
2019. The details of the transition of
SLFRS 9 and SLFRS 16 are disclosed in
note 4 on pages 281-283.

42. OUTSTANDING LITIGATION

In the opinion of the Directors and in
consultation with the Company’s lawyers,
litigation currently pending against the
Company will not have a material impact
on the reported financial results or future
operations.



43. ENVIRONMENTAL PROTECTION
The Company has not, to the best of their
knowledge, engaged in any activity, which
was detrimental to the environment.
Specific measures taken to protect the
environment are given on pages 142 to
146.

44. HUMAN RESOURCES

A brief description of the Company’s HR
Policy and the Remuneration Methodology
given in the Remuneration Committee
Report on pages 221 to 222.

45. EMPLOYMENT POLICY

The Company policy is to respect the
merits of the individuals and provide
career opportunities, irrespective of
gender, race or religion. The Company’s
strength of manpower as at 31st
December 2019 was 805. (2018 - 821).
Medical and Life insurance, under group
cover is available for all employees of the
Company, irrespective of their period of
service. The Company encourages sports
and recreational activities by supporting
the Sports Club.

46. CODE OF CONDUCT AND ETHICS
The Company has adopted a Code of
Business Conduct and Ethics for all its
employees and has mandated that it
should be followed without any exception.
The Company has also adopted a Code of
Conduct and Ethics for Directors. There
were no violations reported of the code
during the year.

The Directors and the Key Management
Personnel had declared compliance with
the relevant Code of Conduct and Ethics.

47. WHISTLE BLOWING

A Whistle Blowing Policy is operative
within the Company and has been
communicated to all members of the staff.
In addition to the above the Company has
conducted training sessions to educate
staff with regard to whistle blowing. This
enables any member of the Company to
raise issues with the management and the
Board, in order to identify possible risks
faced by the Company at an early stage.
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48. TECHNOLOGY

As encapsulated in the Corporate
Strategy, our business processes are
underpinned by technology. All of our
processes involve information technology
and we use technology to deliver superior
products and services to our customers.
Correspondingly, the nature of the
business is more heavily intertwined with
technology than ever before.

49. EMPLOYEE SHARE OWNERSHIP/
OPTION PLANS

The Company does not have any employee
share ownership/option plans.

50. OPERATIONAL EXCELLENCE

To increase efficiency and reduce
operating cost the Company has ongoing
initiatives to drive policy and process
standardisation and to optimise the use of
existing technology platforms.

51. SUSTAINABILITY

The Company is an early champion of
adopting sustainability practices and
sustainability reporting. The Company
has considered the sustainability aspects
when formulating its business strategies
and details of which are presented on
pages 190 to 192.

52. ANNUAL GENERAL MEETING

The Annual General Meeting will be held
at 4th Floor, Central Hospital (Private)
limited, No. 114, Norris Canal road,
Colombo 10, on 31st March 2020 at 10.00
a.m. The notice of Annual General Meeting
is given on page 403.

Stewardship

53. ACKNOWLEDGEMENT OF THE
CONTENTS OF THE REPORT

As required by the Section 168 (1) (k) of the
Companies Act No. 07 of 2007, the Board
of Directors does hereby acknowledge the
contents of this Annual Report.

(Sgd.)

P.R. SECRETARIAL SERVICES (PVT) LTD
Company Secretary

On behalf of the Board;

(Sgd.)
ASHOK PATHIRAGE
Chairman

(Sgd.)
IFTIKAR AHAMED
Managing Director

Colombo
28th February 2020
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STATEMENT OF DIRECTORS’ RESPONSIBILITY

The Statement sets out the responsibility
of the Directors, in relation to the
Financial Statements of the Softlogic Life
Insurance PLC. The responsibilities of
the External Auditors in relation to the
Financial Statements are set out in the
‘Auditors’ Report given on pages 265 to
269.

In terms of Sections 150 (1) and 151 of the
Companies Act No. 07 of 2007, the Board
of Directors of the Company is responsible
for ensuring that the Company keeps
proper books of account of all the
transactions and prepare Financial
Statements that give a true and fair view
of the financial position of the Company as
at the end of each financial year and of the
financial performance of the Company for
each financial year and place them before
a general meeting.

The Financial Statements comprise of

the Statement of Financial Position as at
31st December 2019, the Statement of
Profit or Loss and Other Comprehensive
Income, Statement of Changes in Equity,
Statement of Cash Flows for the year then
ended and Notes thereto.

Accordingly, the Directors confirm that the
Financial Statements of the Company give
a true and fair view of the:

= Financial position of the Company as
at 31st December 2019; and

« The financial performance of the
Company for the financial year ended.

COMPLIANCE REPORT

In preparing these Financial Statements,
The Board of Directors also wishes to
confirm that:

a. Appropriate Accounting Policies have
been selected and applied in preparing
the Financial Statements exhibited on
pages 288 to 295 based on the latest
financial reporting framework on a
consistent basis, while reasonable and
prudent judgements and estimates
have been made so that the form and

substance of transactions are properly
reflected and material departures,

if any, have been disclosed and
explained;

The Financial Statements for the year
2019, prepared and presented in this
Annual Report have been prepared
based on the Sri Lanka Accounting
Standards (SLFRSs and LKASs) are in
agreement with the underlying books
of account and are in conformity with
the requirements of the following:

Sri Lanka Accounting Standards;
Companies Act No. 07 of 2007,

Sri Lanka Accounting and Auditing
Standards Act No. 15 of 1995;

Insurance Industry Act No. 43 of 2000
and amendments thereto;

Statement of Recommended Practice
(SoRP)

Listing Rules of the Colombo Stock
Exchange (CSE) and;

Code of Best Practice on Corporate
Governance 2017 issued by CA Sri
Lanka.

These Financial Statements comply
with the prescribed format issued by
the Insurance Regulatory Commission
of Sri Lanka for the preparation

of Annual Financial Statements of
Insurance Companies.

They have taken appropriate steps to
ensure that the Company maintains
proper books of account and review
the financial reporting system directly
by them at their regular meetings and
also through the Audit Committee,
the Report of the said Committee

is given on pages 214 to 218. The
Board of Directors also approves the
Interim Financial Statements prior

to their release, following a review
and recommendation by the Audit
Committee.
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e.

Proper accounting records which
correctly record and explain the
Company’s transactions have been
maintained as required by the
Section 148 (1) of the Companies
Act to determine at any point of
time the Company’s financial
position, with reasonable accuracy,
enabling preparation of the Financial
Statements, in accordance with the
Companies Act to facilitate proper
audit of the Financial Statements;

They accept responsibility for the
integrity and objectivity of the
Financial Statements presented in this
Annual Report.

They have taken reasonable measures
to safeguard the assets of the
Company and to prevent and detect
frauds and other irregularities. In this
regard, the Directors have instituted
an effective and comprehensive
system of internal controls comprising
of internal checks, internal audit and
financial and other controls required
to carry on the business in an orderly
manner and safeguard its assets

and secure as far as practicable, the
accuracy and reliability of the records.
The “Directors’ Statement on Internal
Control” is given on pages 212 and 213
of this Annual Report.

As required by Section 56 (2) of the
Companies Act No. 07 of 2007, they
have not authorised distribution of the
dividends paid and proposed during
the reporting year.

As required by Sections 166 (1) and
167 (1) of the Companies Act, they
have prepared this Annual Report in
time and ensured that a copy thereof
is sent to every shareholder of the
Company, who have expressed desire
to receive a hard copy or to other
shareholders a soft copy each in a

CD containing the Annual Report
within the stipulated period of time as
required by the Rule No. 7.5 (a) and (b)
on Continuing Listing Requirements of
the Listing Rules of the CSE.



That all shareholders in each category
have been treated equitably in
accordance with the original terms of
issue.

That the Company has met all the
requirements under the Section 07 on
Continuing Listing Requirements of
the Listing Rules of the CSE, where
applicable.

The Directors further confirm that
after considering the financial
position, operating conditions,
regulatory and other factors and such
matters required to be addressed in
the ‘Code on Corporate Governance’
issued jointly by the ICASL and the
SEC, the Directors have a reasonable
expectation that the Company
possesses adequate resources

to continue in operation for the
foreseeable future. For this reason, we
continue to adopt the Going Concern
basis in preparing the Financial
Statements of the Company.

. The Financial Statements of the
Company have been certified by the
Company’s Chief Financial Officer,
the officer responsible for their
preparation, as required by the
Sections 150 (1) (b) of the Companies
Act No. 07 of 2007 and also have
been signed by two Directors of the
company on page 272 as required
by the Sections 150 (1) (c) of the
Companies Act No. 07 of 2007 and
other regulatory requirements;

The Company’s External Auditors,
Messrs. KPMG who were appointed

in terms of the Section 158 of the
Companies Act No. 07 of 2007 and in
accordance with a resolution passed
at the last Annual General Meeting,
were provided with every opportunity
to undertake the inspections they
considered appropriate. They carried
out reviews and sample checks on the
system of internal controls as they
considered appropriate and necessary
for expressing their opinion on the
Financial Statements and maintaining
accounting records. They have
examined the Financial Statements
made available to them by the Board
of Directors of the Company together
with all the financial records, related
data and minutes of shareholders’ and
Directors’ meetings and expressed
their opinion which appears as
reported by them on pages 265 to 269.

The Directors confirm that to the best
of their knowledge, all taxes, duties
and levies payable by the Company,

all contributions, levies and taxes
payable on behalf of and in respect of
the employees of the Company, and all
other known statutory dues as were
due and payable by the Company as at
the reporting date have been paid or,
where relevant, provided for.

Accordingly, The Directors are of the
view that they have discharged their
responsibilities as set out in this
Statement.

By Order of the Board;

(Sgd.)
ASHOK PATHIRAGE
Chairman

(Sgd.)
IFTIKAR AHAMED
Managing Director

Colombo
28th February 2020
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MANAGING DIRECTOR’S/GEQO AND CHIEF FINANCIAL OFFICER'S
RESPONSIBILITY STATEMENT

The Financial Statements of the Softlogic
Life Insurance PLC (the Company) as

at 31st December 2019 are prepared

and presented in conformity with the
requirements of the following:

= Sri Lanka Accounting Standards
issued by the Institute of Chartered
Accountants of Sri Lanka (CA Sri
Lanka)

= Companies Act No. 07 of 2007 ;

« Sri Lanka Accounting and Auditing
Standards Act No. 15 of 1995 ;

* Insurance Industry Act No. 43 of 2000
and amendments thereto ;

e Statement of Recommended Practice
(SoRP);

e Listing Rules of the Colombo Stock
Exchange (CSE) and ;

e Code of Best Practice on Corporate
Governance 2017 issued by CA Sri
Lanka.

The formats used in the preparation of
the Financial Statements and disclosures
made comply with the specified formats
prescribed in the SORP. The Company
presents the financial results to its
shareholders on a quarterly basis.

The significant accounting policies

used in the preparation of the Financial
Statements are appropriate and are
consistently applied unless otherwise
stated in the notes accompanying the
Financial Statements. Application of
Significant Accounting Policies and
Estimates that involve a high degree of
judgement and complexity were discussed
with the Audit Committee and Company’s
External Auditors. Comparative
information has been restated to comply
with the current presentation, where
applicable. We confirm that to the best of

our knowledge, the Financial Statements,
Significant Accounting Policies and

other financial information included

in this Annual Report, fairly present

in all material respects the financial
condition, results of the operations and
the cashflows of the Company during the
year under review. We also confirm that
the Company has adequate resources to
continue in operation and has applied the
Going Concern basis in preparing these
Financial Statements.

We are responsible for establishing,
implementing and maintaining Internal
Controls and Procedures within the
company. We ensure that effective Internal
Controls and Procedures are in place,
ensuring material information relating

to the entity are made known to us for
safeguarding assets, preventing and
detecting fraud and/or error as well as
other irregularities, which is reviewed,
evaluated and updated on an ongoing
basis. We have evaluated the Internal
Controls and Procedures of the entity for
the financial period under review and are
satisfied that there were no significant
deficiencies and weaknesses in the design
or operation of the Internal Controls and
Procedures, to the best of our knowledge.
We confirm, based on our evaluations
that there were no significant deficiencies
and material weaknesses in the design
or operation of internal controls and
fraud that involves management or other
employees. The company’s Internal Audit
Function also conducts periodic reviews
to ensure that the Internal Controls and
Procedures are consistently followed.

With effect from January 01, 2019,

the Company applied the Sri Lanka
Accounting Standard — SLFRS 9 on
“Financial Instruments”, which replaced
the Sri Lanka Accounting Standard —
LKAS 39 on “Financial Instruments;
Recognition and Measurement” which
was effective until December 31, 2018. As
permitted by paragraph 7.2.15 of the Sri
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Lanka Accounting Standard — SLFRS 9

on “Financial Instruments”, the Company
has opted not to restate Financial
Statements of prior periods, and has
recognised the difference between the
previous carrying amount under the Sri
Lanka Accounting Standard — LKAS 39 on
“Financial Instruments — Recognition and
Measurement” and the carrying amount
at the beginning of the annual reporting
period the Sri Lanka Accounting Standard
— SLFRS 9 on “Financial Instruments “that
includes the date of initial application,

in the opening retained earnings as at
January 1, 2019 as disclosed in Note 5 on
pages 284 to 287. Accordingly, comparative
information has not been amended to
comply with the current presentation.

With effect from January 01, 2019,

the Company applied the Sri Lanka
Accounting Standard — SLFRS 16 “Leases”
which replaced the Sri Lanka Accounting
Standard — LKAS 17 on “Leases” which
was effective until December 31, 2018.

At the transition the Company followed
modified retrospective application method
hence opening balances have not been
restated. Comparative information has not
been amended to comply with the current
presentation.

The Financial Statements of the Company
were audited by Messrs. KPMG, Chartered
Accountants and their Report is given on
pages 265 to 269. The Audit Committee
pre-approves the audit and non-audit
services provided by Messrs. KPMG,

in order to ensure that the provision of
such services does not impair KPMG’s
independence and objectivity.

The Board Audit Committee (BAC), inter
alia, reviewed all the Internal and External
Audit and Inspection Programmes, the
efficiency of Internal Control Systems

and procedures and also reviewed the
quality of Significant Accounting Policies
and their adherence to Statutory and
Regulatory Requirements, the details



of which are given in the ‘Board Audit
Committee Report’ appearing on pages
214 to0 218.

The continuous inspection and audit
functions, engagement of firms of
Chartered Accountants and effective
functioning of the BAC, ensure that the
Internal Controls and Procedures are
followed consistently. To ensure complete
independence, the External Auditors and
the Internal Auditors have full and free
access to the members of the BAC to
discuss any matter of substance. However,
there are inherent limitations that should
be recognised in weighing the assurances
provided by any system of internal control
and accounting.

It is also declared and confirmed that
the entity has complied with and ensured
compliance with the guidelines for

the audit of listed companies where
mandatory compliance is required.

We confirm that to the best of our
knowledge:

a) The company has complied with all
applicable laws and regulations and
guidelines and there is no material
litigation against the company other
than those disclosed in Note 49.1 on
page 381 of the Financial Statements.

b) All taxes, duties, levies and all
statutory payments by the company
and all contributions, levies and taxes
payable on behalf of and in respect of
the employees of the company as at
31st December 2019 have been paid,
or where relevant provided for.

¢) The Company has complied with all
the legal and regulatory provisions of
the Regulation of Insurance Industry
act.
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d) The Company has arranged treaty
reinsurance with approved reinsurers
as per IRCSL guidelines, for all risk
commitments exceeding retention
limits.

e) Reserving and solvency guidelines
have been complied with and total
reserves are backed by matching
admissible assets.

f) The equity capital meets the set
minimum capital requirement in
accordance with the applicable
regulations.

g) The Company has implemented the
necessary processes to implement the
premium warranty clause.

h) The Company has implemented
the necessary steps to implement
segregation of insurance funds. There
was no transfer of assets between
funds during the year.

(Sgd.)

IFTIKAR AHAMED

Managing Director / Chief Executive
Officer

(Sgd.)
NUWAN WITHANAGE
Chief Financial Officer

Colombo
28th February 2020
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DIRECTORS' INTERESTIN CONTRACTS WITH
THECOMPANY

Directors’ interests in contracts or proposed contracts with the Company, both direct and indirect are disclosed as follows as per the
requirement of Section 168 (e) of the Companies Act No 07 of 2007. All Directors of the Company have disclosed their interest in other
companies to the Board and such interest are recorded in the Directors interest register confirming to Section 192 (1) and 192 (2) of the

Companies Act No 07 of 2007.
Name Position Company Relationship
Ashok Chairman / Managing Director  Softlogic Holdings PLC Parent Company
Pathirage
Chairman / Managing Director  Asiri Hospitals Holdings PLC Group Company of Softlogic Holdings PLC
Chairman / Managing Director  Asiri Surgical Hospital PLC Group Company of Softlogic Holdings PLC
Chairman / Managing Director = Central Hospital Limited Group Company of Softlogic Holdings PLC
Chairman / Managing Director  Softlogic Retail (Private) Limited Group Company of Softlogic Holdings PLC
Chairman / Managing Director = Ceysand Resorts Limited Group Company of Softlogic Holdings PLC
Chairman Softlogic Capital PLC Group Company of Softlogic Holdings PLC
Chairman Softlogic Properties (Private) Limited Group Company of Softlogic Holdings PLC
Chairman Softlogic Australia (Pty) Limited Group Company of Softlogic Holdings PLC
Chairman Softlogic City Hotels (Private) Limited Group Company of Softlogic Holdings PLC
Chairman ODEL PLC Group Company of Softlogic Holdings PLC
Chairman Softlogic Supermarkets (Private) Group Company of Softlogic Holdings PLC
Limited
Director Odel Properties One (Private) Limited Group Company of Softlogic Holdings PLC
Director Asiri A O | Cancer Centre (Private) Group Company of Softlogic Holdings PLC
Limited
Director Softlogic Retail Holdings (Private) Group Company of Softlogic Holdings PLC
Limited
Director Softlogic Healthcare Holdings Limited Group Company of Softlogic Holdings PLC
Director Asiri Diagnostic Services (Asia) Pte. Group Company of Softlogic Holdings PLC
Limited
Director Asiri Myanmar Limited Group Company of Softlogic Holdings PLC
Chairman Sri Lankan Airlines Limited Director Related Entity
Iftikar Managing Director Softlogic Capital PLC Group Company of Softlogic Holdings PLC
Ahamed Executive Director Softlogic Stockbrokers (Private) Limited = Group Company of Softlogic Holdings PLC
Executive Director Softlogic Corporate Services (Private) Group Company of Softlogic Holdings PLC
Limited
Executive Director Softlogic Asset Management (Private) Group Company of Softlogic Holdings PLC
Limited
Sujeewa Director Lanka Holdings (Private) Limited Director Related Entity
Rajapakse Director Haycarb PLC Director Related Entity
Director Dipped Products PLC Director Related Entity
Director Hayleys Agriculture Holding Limited Director Related Entity
Director Uni Dil Packaging Solution Limited Director Related Entity
Director Uni Dil Packaging Limited Director Related Entity
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Name Position Company Relationship
Ray Chairman Colombo Stock Exchange Director Related Entity
Abeywardena  chajrman Acuity Stockbrokers (Private) Limited Director Related Entity
Chairman Acuity Securities (Private) Limited Director Related Entity
Chairman Guardian Acuity Asset Management Director Related Entity
Limited
Chairman Central Depository System (Private) Director Related Entity
Limited
Managing Director Acuity Partners (Private) Limited Director Related Entity
Director Lanka Ventures PLC Director Related Entity
Director LVL Energy Fund Limited Director Related Entity
Haresh Director Softlogic Holding PLC Director Related Entity
Kaimal Director Softlogic International (Private) Limited  Director Related Entity
Director Softlogic International Technologies Director Related Entity
(Private) Limited
Director Softlogic Australia (Pty) Limited Director Related Entity
Director Softlogic Computers (Private) Limited Director Related Entity
Director Softlogic BPO Services (Private) Limited Director Related Entity
Director Softlogic Mobile Distribution (Private) Director Related Entity
Limited
Director Softlogic Retail Holdings (Private) Director Related Entity
Limited
Director Softlogic Restaurants (Private) Limited  Director Related Entity
Director Softlogic City Hotel (Private) Limited Director Related Entity
Director Softlogic Supermarkets (Private) Director Related Entity
Limited
Director Softlogic Corporate Services (Private) Director Related Entity
Limited
Director ODEL PLC Director Related Entity
Director Softlogic Brands (Private) Limited Director Related Entity
Director ODEL Properties one (Private) Limited Director Related Entity
Director Sabre Travel Network Lanka (Private) Director Related Entity
Limited
Director Cotton Collection (Private) Limited Director Related Entity
Fernanda Director TUMALON KATAK SALAHKAR PTE LTD  Director Related Entity
Lima

Related party disclosures as per the Sri Lanka Accounting Standard — LKRS 24 on “Related Party Disclosures” is disclosed in Note 46

to the Financial Statements on pages from 376 to 379 of this Annual Report. In addition, the Company carries out transactions in the

ordinary course of business on an arm’s length basis with entities where the Chairman or a Director of the Company is the Chairman or
a Director of such entities.
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DIRECTORS’ STATEMENT ON INTERNAL GONTROLS

INTRODUCTION

The following statement fulfills the
requirement to publish the Director’s
statement on internal controls as per
the Code of Best Practices on Corporate
Governance issued by the Institute of
Chartered Accountants of Sri Lanka
(CASL).

RESPONSIBILITY

The Board of Directors (“Board”) is
responsible for the adequacy and
maintaining an effective system of internal
controls to safeguard shareholders’
investments and company assets. The
Board has structured an enterprise risk
management process to identify the
principle risks impacting the business and
mitigating actions taken by management.
However, such system is designed to
manage the Company’s key areas of

risk within an acceptable risk profile,
rather than to eliminate the risk of failure
to achieve the policies and business
objectives of the Company. In this light,
the system of internal controls can only
provide reasonable but not absolute
assurance against material misstatement
of management and financial information
and records or against financial losses or
fraud.

The Board has established an on-going
process for identifying, evaluating and
managing the significant risk faced by

the Company and this process includes
enhancing the system of internal controls
as and when there are changes to the
business environment or regulatory
guidelines. This process is put in place for

the year and is reviewed periodically by the

Board through its Audit Committee and
Risk Management Committee which is
supported by the Internal Auditors.

The management assists the Board in
implementing policies and procedures

on risk and control by identifying and
assessing the risks faced by the Company,
as well as in the design, operation and
monitoring of suitable internal controls to
mitigate these risks.

The Board is of the view that the system
of internal controls in place is sound and
adequate to provide reasonable assurance
regarding the reliability of financial
reporting, and that the preparation

of Financial Statements for external
purposes is in accordance with relevant
accounting principles and regulatory
requirements.

Key Features of the Process Adopted in
Applying and Reviewing the Design and
Effectiveness of the Internal Control
System on Financial Reporting.

The key processes established to review
the adequacy and integrity of the system
of internal controls related to financial
reporting include the following:

e Board Sub Committees are
established by the Board to assist in
ensuring;

- the effectiveness of the Company’s
daily operations.

- the Company’s operations are
in accordance with the business
direction/strategies.

- the Company’s operations are in line
with the annual corporate budget, and
approved policies.

e The Internal Audit Department of
the Company checks for compliance
with policies and procedures and the
effectiveness of the internal control
system on an ongoing basis using
samples and rotational procedures
and highlight significant findings in
respect of any non-compliance. Audits
are carried out on all departments
and branches, in accordance with the
annual audit plan approved by the
Audit Committee. The frequency of
audits of branches is determined by
the level of risk assessed, to provide
an independent and objective report.
The annual audit plan is reviewed and
approved by the Audit Committee.
Findings of the internal audit are
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submitted to the Audit Committee for
review at their periodic meetings.

The Audit Committee of the Company
reviews internal control issues
identified by the Internal Audit
Department, regulatory authorities,
External Auditors and management,
and evaluates the adequacy and
effectiveness of the risk management
and internal control systems. They
also review the internal audit function
with particular emphasis on the scope
of audits, independence, resources
and quality of the same. Minutes of
the Audit Committee meetings are
tabled at the meetings of the Board

of Directors of the Company on a
periodic basis. Details of the activities
undertaken by the Audit Committee of
the Company are set out in the ‘Audit
Committee Report’ which appears on
pages 214 to 218.

Regular IT system audits are
conducted by contracted external
experts to ensure the integrity of
financial information, data security
and adequate access controls are

in place with regard to processing

of data. Further contemplating
robust security measures and risk
management, the Company has
appointed an independent IT security
officer that liaises with the internal
audit, external audit and other
external experts contracted by the
Company. In addition to the above,
engage the external auditors to review
the critical components of the IT
environment as part of the statutory
audit.

The recommendations made by the
external auditors in connection with
the internal control system in previous
years were reviewed during the year
and appropriate steps have been
taken to implement them. Further
Improvements in line with industry
and/or non-industry best practices
are also implemented on an on-going
basis.



e The Board Risk management
committee assists the Board in
overseeing the risk management
framework of the Company. The
management has prepared a Risk
Register identifying all key risks
faced by the Company and there
is an ongoing, bottom up process
in place for identifying, evaluating
and managing the risks faced by
the Company. New risks, mitigating
actions and changes of risk status of
earlier identified risks are highlighted
separately and the implementation of
the proposed new controls is followed
up by the risk and internal audit
department. The report of the Risk
Committee is provided on page 219 to
page 220 of the Annual Report.

= Operational committees have also
been established with appropriate
empowerment to ensure effective
management and supervision of the
Company’s core areas of business
operations. These committees include
the Assets and Liability Management
Committee, Internal Investment
Committee, the Information
Technology Steering Committee,
Internal Risk Management Committee,
Actuarial Committee and the product
development committee.

In assessing the internal control system
over financial reporting, identified officers
of the Company collated all procedures
and controls that are connected with
significant accounts and disclosures of
the financial statements of the Company.
These in turn were observed and checked
by the internal audit department for
suitability of design and effectiveness

on an ongoing basis. Since adoption of
new Sri Lanka Accounting Standards
(SLFRSs and LKASS), progressive
improvements on processes to comply
with the new requirements of recognition,
measurement, classification and
disclosure are being made.
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CONFIRMATION

Based on the above processes, the Board
of Directors confirms that the financial
reporting system of the Company has
been designed to provide reasonable
assurance regarding the reliability of
financial reporting and the preparation
of Financial Statements for external
purposes has been done in accordance
with the Sri Lanka Accounting Standards,
requirements of the Company’s Act No. 7
of 2007, Regulations of Insurance Industry
Act No. 43 of 2000 and the listing rules of
the Colombo Stock Exchange.

On behalf of the Board;

(Sgd)
ASHOK PATHIRAGE
Chairman

(Sgd)
IFTIKAR AHAMED
Managing Director

(Sgd)
SUJEEWA RAJAPAKSE
Chairman — Audit Committee

Colombo, Sri Lanka
28th February 2020
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AUDIT COMMITTEE REPORT

COMPOSITION OF THE COMMITTEE
AND ATTENDANCE

The Board Audit Committee (“the
Committee”) appointed by Board of
Directors consist of following members
of the Board.

The Board Members

= Mr. Sujeewa Rajapakse
(Chairman - INED)

= Mr. Ray Abeywardena (INED)

= Mr. Rudiger Will* (INED)

Regular Attendees by invitation
= Managing Director

= Chief Financial Officer

* Head of Internal Audit

The Corporate Management team,
Compliance Officer, the External
Auditors, attended meetings as and
when required.

Secretary to the Committee

The Company’s Board Secretary
Messrs. PR Secretarial Services (Pvt)
Ltd functions as the secretary to the
Audit Committee.

ATTENDANCE AT MEETINGS

Name Attended/
Eligibility
Mr. Sujeewa Rajapakse 4/4
Mr. Ray Abeywardena 4/4
Mr. Rudiger Will* 4/4

*Resigned w.e.f. 16th January 2020

INED - Independent Non-Executive
Director

LSS S S S S S S S S S S S S S S S S S S S S S
Mr. Sujeewa Rajapakse, A Fellow of the Institute of Chartered Accountants of Sri Lanka
and the Society of Certified Management Accountants of Sri Lanka. He is the Managing
Partner of BDO Partners a Firm of Chartered Accountants and holds a MBA from the
Postgraduate Institute of Management, University of Sri Jayewardenepura.

Mr. Rajapakse is a Past President of the Institute of Chartered Accountants of Sri Lanka.
He was the Technical Advisor of the South Asian Federation of Accountants (SAFA).

Wl il il il il il il il il il il iiiiis

COMMITTEE MEETINGS

The Audit Committee conducted four (4)
meetings during the year. Attendance by
the Committee members at each of these
meetings is given in the table above.

The committee comprises of three

(3) Independent Non- Executive
Directors(INED) and they report to the
Board of Directors.

The minutes of the Audit Committee
meetings were tabled at each Board
Meeting on a regular basis. Any individual
member of the Committee had the
opportunity to raise specific issues at the
meetings.

The Committee Chairman was in regular
contact with the management including
the Chief Financial Officer and Head

of Internal Audit during the year on

the matters within the purview of the
Committee.

EXPERTISE OF THE COMMITTEE

The Chairman of the Audit committee is a
fellow member (FCA) and past president
of the Institute of Chartered Accountants
of Sri Lanka and Society of Certified
Management Accountants of Sri Lanka.

He is the Managing Partner of BDO

Partners, a firm of Chartered Accountants.

Each of the members of the Committee
has a depth of financial expertise

and collectively the Committee has
considerable financial experience on
which to draw.
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The Committee members also bring

a multitude of varied expertise and
knowledge to the Audit Committee,

which enables the effective conduct of
operations. More information on the
Committee members including the
experience, qualifications and expertise
may be sourced through the brief profiles
on pages 152 to 155 of the Annual Report.

COMMITTEE CHARTER

The Board Audit Committee (“the
Committee”) of Softlogic Life Insurance
PLC (the Company) is a standing
committee of the Board of Directors
(“Board”).

The role of the Audit Committee is

to assist the Board in satisfying its
oversight responsibilities for the integrity
of the financial statements of the
Company, the internal control and risk
management systems of the Company
and its compliance with legal and
regulatory requirements, the external
auditors’ performance, qualifications
and independence, and the adequacy
and performance of the Internal Audit
function.

The scope of functions and responsibilities
are set out in the terms of reference of

the Committee which has been affirmed
by the Board and is reviewed annually

or as and when necessary. The Charter

of the Committee was last reviewed and
approved by the Board in November 2019.



The composition, role and the functions of
the board committee is further regulated
by the Rules on Corporate Governance
under Listing Rules of the "Colombo Stock
Exchange” and “Code of Best Practice on
Corporate Governance”, issued by The
Institute of Chartered Accountants of Sri
Lanka.

The effectiveness of the Committee is
assessed annually by each member of the
Committee and the results are conveyed
to the Board.

OBJECTIVES
The Committee is empowered by the
Board of Directors to:

1. Ensure that the financial reporting
system is well managed and
effective to provide accurate and
timely financial information to the
Board of Directors, regulators and
shareholders whilst evaluating the
ability to continue as going concern
business entity.

2. Review the appropriateness of the
accounting policies and to ensure
that the financial statements are
prepared in accordance with Sri Lanka
Accounting standards (SLFRSs and
LKASSs), companies Act No 7 of 2007,
Regulation of Insurance Industry Act
No 43 of 2000 and other relevant laws
and regulations.

3. Evaluate the adequacy, efficiency and
the effectiveness of the Company’s
internal control system relating to
financial statement reporting and risk
management measures to ensure
that the risk management framework
of the Company is implemented
effectively to avoid, mitigate or transfer
current and evolving risks.

4. Ensure that the conduct of the
business follows the applicable laws
and regulations of the country and
within the policies and procedures of
the Company.

5. Monitoring and reviewing the
activities and performance of the
internal, external and outsourced
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auditor/s, including monitoring their
independence and objectivity.

6. Ensure impact of new Accounting
standards are discussed and
disclosure to shareholders.

The Audit Committee is empowered to
seek any information it so desires from
the management and staff of the Company
or from external parties whilst reserving
the right to meet the external/internal
auditors exclusively as and when required.
Furthermore, the Committee is authorised
to retain independent legal, accounting

or other advisors in order to achieve the
objectives stated above.

CONTINUOUS PROFESSIONAL
DEVELOPMENT

The Committee is conscious of the need
to keep its knowledge up to date and
Committee members participated at
presentations and workshops conducted
internally and externally on relevant
topics.

KEY FUNCTIONS PERFORMED DURING
THE YEAR UNDER REVIEW

1. Financial Reporting

The Audit Committee has reviewed and
discussed the Company’s quarterly

and annual financial statements, prior

to publication, with management and

the external auditors, including the

extent of compliance with Sri Lanka
Accounting Standards (SLFRSs & LKASS),
the appropriateness and changes

in accounting policies and material
judgemental matters. The Committee also
discussed with the External Auditors and
management the matters communicated
to the Committee by the External Auditors
in their reports to the Committee on the
audit for the year.

The Committee, in acknowledgement

of its responsibility to monitor the
financial reporting process of the
Company, reviewed the following areas,
in consultation with the External Auditors
and the management where necessary:

« Developments in the financial
reporting framework

Stewardship

« Reviewed the consistency and
appropriateness of the accounting
policies adopted by the Company to
ensure compliance with Sri Lanka
Accounting Standards (SLFRS’s &
LKAS’s)

= Disclosure requirements and other
applicable accounting and financial
reporting requirements such as the
Companies Act, No. 07 of 2007 and
the Regulation of Insurance Industry
Act, No. 43 of 2000 and amendments
thereto.

= Reviewed the all four (4) Quarterly
financial statements and the Annual
Financial Statements for the year 2019
of the Company prior to its publication,

« Reviewed the impact of new
Accounting standards and significant
accounting and reporting issues.

2. Implementation of SLFRS 16 and
SLFRS 9

The committee reviewed the progressed
of the implementation of new accounting
standards SLFRS 16 — Leases and SLFRS
9 Financial Instruments which were
effective from 1st January 2019.

SLFRS 9 Implementation

The Committee reviewed and discussed
the impact assessment on financial
investments of the organization based on
the business model of the Company. The
following areas been addressed by the
committee;

e Development of relevant accounting
policies and impairment methodology
documentation

e Classification of the all the financial
assets.

e First day impact and impact to the
Capital Adequacy Ratios as at 1st
January 2019

= Impact on profitability for 2019

SLFRS 16 Implementation

The Committee reviewed and discussed
the impact assessment on Leased
Liabilities of the Company with the
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implementation of SLFRS 16 w.e.f. 1st
January 2019. The following areas been
addressed by the committee;

= Development of relevant accounting
policies and impairment methodology
documentation

= First day impact and impact to the
Capital Adequacy Ratios as at 1st
January 2019

« Calculation methodology and
presentation in Financial Statements

3. IFRIC 23 Uncertainty over Income Tax
Treatment

The Committee reviewed its income tax
treatments in order to determine whether
IFRIC 23 could have an impact on the
financial statements w.e.f. 1st January
2019.

Committee also concluded that the
Company’s existing accounting policy for
uncertain tax treatments is consistent the
requirements in IFRIC 23 uncertainty Tax
Treatments.

4. Progress of Implementation of SLFRS
17

The Committee continuously monitored
the progress of the implementation of
SLFRS 17 Insurance Contracts which will
be effective in the preparation of Financial
Statements from 1st Jan 2021.

Detail update on progress of the SLFRS 17
has been given under SLFRS 17 corporate
governance overview in the page number
166 of this report.

5. Internal Audit, Risks and Control

The Committee monitors the effectiveness
of the internal audit function and is
responsible for effectiveness of the
internal control systems to ensure that
processes are in place to safeguard the
assets of the organization and to ensure
that the financial reporting system

can be relied upon in preparation and
presentation of Financial Statements

and is responsible for approving their
appointment or removal and for ensuring
they have adequate access to information

required to conduct their audits. During
the year, the Committee reviewed the
internal audit plan and recommended
changes and further monitored the
progress on regular basis.

The scope of internal audit covers the
Head Office functions and all its branch
activities, and includes the review of the
adequacy, effectiveness and efficiency of
the internal controls and the action taken
to mitigate operational and business risks.
In addition, they monitor and report on
compliance with statutory regulations and
the Company’s accounting and operational
policies. The internal audit representatives
are present at Audit Committee Meetings
during discussions relating to their
respective audit reports.

The Committee ensured that the
Internal Audit Function is independent
of the activities it audited and that it was
performed with impatrtiality, proficiency
and due professional care.

The Committee annually evaluates the
independence and resources of the
Internal Audit Function and every quarter
assesses the progress of Internal Audit
Strategy which comprises of progress,
key audit findings, results of the
implementation of audit recommendation
and other key initiatives by the Internal
Audit Function;

High risk audit findings are discussed in
detail at each Committee meeting with
the associated recommendations and the
response from the management.

During the period 23 internal audit
assurance reports were summarized and
90 forensic review were completed. And
operational deficiencies, risk along with
recommendations were discussed at the
Audit Committee.

6. External Audit

The Committee conducted meetings with
the External Auditors to discuss the audit
scope and plan. Discussions were also
carried out between the Committee, the
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management and the External Auditors
regarding the coordination of the audit
effort to assure the External Auditors
have the access to required information
and co-operation from all employees and
regularly overlooked the implementation
of the prescribed corrective actions.

The Committee also followed up action
points taken by the Management in
improving the financial reporting based
on the 2018 Management Letter by the
external auditor Messrs KPMG.

The External Auditors were given
adequate access to the Audit Committee
as well as to all relevant information
required. The Committee met with the
external auditor three times during the
year to discuss their audit approach and
procedures, including matters relating
to the scope of the audit and auditor’s
independence.

The External Auditors were provided with
an opportunity of meeting Non-Executive
directors of the committee separately
without the Executive Director and the
corporate management being present,
this is to ensure the independence of the
auditors to discuss their opinion on any
matter.

In addition to above, following matters
were discussed at the audit committee
during 2019;

e The audit plan, scope and the
methodology proposed to be
adopted in conducting the audit
with the External Auditors prior to
commencement of the annual audit.

* Reviewing the External Auditors’
Management Letter and the
management’s responses thereto.

= Discussing all relevant matters arising
from the interim and final audits, and
any matters the Auditor may wish to
discuss, including matters that may
need to be discussed in the absence of
Key Management Personnel.



At the conclusion of the audit, the
Committee also met the Auditors to review
the Auditors’ Management Letter before it
was submitted to the Board and Insurance
Regulatory Commission of Sri Lanka.

The Committee members evaluated

the Scope, Deliverables, Resources and
Quality Assurance Initiatives for the year
of the External Auditor, Messrs KPMG.

INDEPENDENCE AND OBJECTIVITY OF
THE EXTERNAL AUDITORS

The Audit Committee undertook the
annual evaluation of the independence
and objectivity of the External Auditor and
the effectiveness of the audit process.

As far as the Audit Committee is aware,
Auditors do not have any relationship
(other than of External Auditors) with the
Company.

In addition, as required by the Company’s
Act No 07 of 2007 and Best Practice

on Corporate Governance 2017 issued

by CA Sri Lanka the Committee has
received a declaration from Messrs KPMG
confirming that they do not have any other
relationship with the Company, which may
have a bearing on their independence.

According to the Company policy, the lead
Audit Partner is rotated for every five
years.

PROVISION OF NON-AUDIT SERVICES
The committee reviewed the non-audit
services provided by the External Auditors
to ensure that the provision of these
services does not impair the External
Auditor’s independence and objectivity.

The Committee sets out following
guidelines for the engagement of the
External Auditor to provide non-audit
services.

= Skills and experience for providing the
non-audit service.

= The nature of non-audit services, the
related fee levels individually and in
aggregate, relative to the External
Audit fee.
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The Board Audit Committee considered
these guidelines for all the engagement
of the external auditor to provide non-
audit services during the year. Further,
the Committee was of the view that such
services were not within the category of
services identified as prohibited under
the Guidelines for Listed Companies on
Audit and Audit Committees issued by the
Securities and Exchange Commission of
Sri Lanka.

RE- APPOINTMENT OF THE EXTERNAL
AUDITORS

The Board Audit Committee has the
primary responsibility for making
recommendations to the Board on the
appointment, re-appointment or removal
of the External Auditor in-line with
professional standards and regulatory
requirements. The Audit Committee

has recommended to the Board of
Directors that Messrs KPMG, Chartered
Accountants be re-appointed as Auditors
for the financial year ending 31st
December 2020 subject to the approval of
the shareholders at the Annual General
Meeting. In addition, the Committee has
also made its recommendation to the
Board with regards to the remuneration of
the External Auditors.

COMPLIANCE WITH RULES AND
REGULATIONS

The Committee examines the systems
and procedures that are in place to ensure
compliance with applicable regulatory
requirements via the Compliance Report
prepared by the Compliance Officer. The
Compliance Officer’s report details the
extent of Compliance with the Regulation
of Insurance Industry Act, No. 43 of 2000
and amendments thereto, the Directions
of the Insurance Regulatory Commission
of Sri Lanka and any other regulatory and
statutory requirements applicable to the
Company.

SRI LANKA ACCOUNTING STANDARDS
The Committee reviewed the revised
policy decisions relating to adoption of
new and revised Sri Lanka Accounting
Standards(SLFRS’s & LKAS’s)

Stewardship

applicable to the Company and made
recommendation to the Board of
Directors. The committee would continue
to monitor the compliance with relevant
Accounting Standards and keep the Board
of Directors informed at regular intervals.

RISK MANAGEMENT

The Risk Management Committee
provides information pertaining to the risk
management function with the purpose

of keeping the Audit Committee abreast
of the latest developments and in order

to carry out its statutory, regulatory and
other responsibilities. A detailed report of
the Risk Management Committee is given
on pages 219 to 220.

CORPORATE GOVERNANCE

The Company is fully compliant with the
applicable rules on corporate governance
under the listing rules of the Colombo
Stock Exchange (CSE). In addition, the
Company compliant with the Code of Best
Practice on Corporate Governance 2017
issued by CA Sri Lanka.

ETHICS AND GOOD GOVERNANCE

The Committee continuously emphasized
on upholding ethical values of the staff
members. In this regard, a Code of Ethics
and Whistle-Blowers Charter was put

in place and followed for educating and
encouraging all members of staff to resort
to whistle-blowing, if they suspect wrong
doings or other improprieties. The highest
standards of corporate governance and
adherence to the Company’s Code of
Ethics were ensured. All appropriate
procedures were in place to conduct
independent investigations into incidents
reported through whistle-blowing or
identified through other means. The
Whistle-Blowers Charter guarantees the
maintenance of strict confidentiality of the
identity of the whistle-blowers.

COMMITTEE EVALUATION

An independent evaluation of the
effectiveness of the Committee was
carried out by the other members of the
Board during the year. Considering the
overall conduct of the Committee and its
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contribution on the overall performance
of the Company, the Committee has been
rated as highly effective.

PROFESSIONAL ADVICE

The committee has the authority to seek
external professional advices on matters
within its purview.

CONCLUSION

The Committee is satisfied that the
internal controls and procedures in
place for assessing and managing risks
are adequately designed and operate
effectively and is of the view that they
provide reasonable assurance that the
Company’s assets are safeguarded and
that the financial statements of the
Company are reliable. The company’s
External Auditors have been effective and
independent throughout the year.

In addition, the Committee observes that
the Company’s compliance framework
provides reasonable assurance that all
relevant laws, rules, regulations, codes
of ethics and standards of conducts
have been followed. The committee is
also satisfied that the application of
appropriate accounting policies provides
reasonable assurance that the financial
statements of the company are true and
fair.

(Sgd.)
SUJEEWA RAJAPAKSE
Chairman - Audit Committee

Colombo, Sri Lanka
28th February 2020
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RISK COMMITTEE REPORT

COMMITTEE COMPOSITION AND
ATTENDANCE

The Risk Management Committee (“the
Committee”) is appointed by the Board
of Directors and consist of the following
members.

The Board Members
= Mr. Rudiger Will* (Chairman-INED)

= Mr. Ray Abeywardene (INED)
= Mr. Iftikar Ahamed (MD)

e Ms. Fernanda Lima** (NED)
Regular Attendees by invitation
* Chief Strategy Officer

* Chief Actuary Officer

= Chief Information Officer

= Chief Financial Officer

= Head of Risk

* Head of Internal Audit

= Head of Legal and Compliance
* Head of Group Risk & Audit

Secretary to the Committee

The Company’s Board Secretary
Messrs. PR Secretarial Services (Pvt)
Ltd functions as the secretary to the
Risk Committee.

ATTENDANCE AT MEETINGS

Name Attended/
Eligibility
Mr. Rudiger Will* 4/4
Mr. Iftikar Ahamed 4/4
Mr. Ray Abeywardena 4/4
Ms. Fernanda Lima** 3/3

*Resigned w.e.f. 16th of January 2020
**Appointed w.e.f. 15th February 2019

NED — Non — Executive Director
INED - Independent Non - Executive
Director

MD — Managing Director

OBJECTIVE

The Risk Management Committee (the
“Committee”) of Softlogic Life Insurance
PLC (“the Company”) is a standing
committee of the Board of Directors
(“Board”). The purpose of the Committee
is to assist the Board in fulfilling its
responsibility with regards to the
Company'’s risk strategy, risk management
policies and procedures and its risk
appetite.

EXPERTISE OF THE COMMITTEE

All members possess high level of
integrity, commitment and discipline.

The Chairman of the committee also

have a good understanding of insurance
business. The experience, qualifications
and expertise may be sourced through the
brief profiles on pages 152 to 155 of the
Annual Report.

AUTHORITY

The Risk Committee is a subcommittee
of the Board of Directors and has been
empowered to receive direct access to,
and obtain regular reports from, Senior
Management, and be provided with any
information it requests with regards to
its responsibilities. The Committee has
the authority to engage independent
professional advisors on matters within its
purview.

FREQUENCY OF MEETINGS

The committee shall meet at least four
times a year. The quorum necessary for
the transaction of business is 3 members.
A duly convened meeting of the committee
at which a quorum is present shall be
competent to exercise all or any of the
authorities, powers and discretions
vested in or exercisable by the committee.
Attendance at a meeting may include
attendance via teleconferencing facilities.

TERMS AND REFERENCE OF THE
COMMITTEE

This Committee shall have supervisory
functions over the risk management
function, the enterprise wide risk
management framework of the Company
and the risk appetite of the Company and
any other risk related matters determined
by the Board. The main functions of the
Committee are;

* Assist in the oversight of the review
and approval of the company’s risk
management policy including risk
appetite and risk strategy;

= Review the adequacy and effectiveness
of risk management and controls:

= Oversee management process for
the identification of significant risks
across the company and the adequacy
of prevention, detection and reporting
mechanisms;

* Review the company’s compliance
level with applicable laws and
regulatory requirements;

= Review changes in the economic
and business environment, including
emerging trends and other factors
relevant to the company’s risk profile;

= Review reinsurance treaties annually
and advise the board on their
sustainability or otherwise.

Reporting

e The Committee chairman will
report formally to the Board on its
proceedings whenever there are
major decisions taken whilst making
recommendations to the Board it
deems appropriate on any area within
its terms of reference where action or
improvement is needed.
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= The Committee shall deliver a report
with recommendations to the Board
upon conclusion of the review of the
reinsurance treaties annually.

KEY FUNCTIONS PERFORMED DURING

THE YEAR

= Approval of the Company’s risk
management strategy, risk policy and
risk appetite for 2019.

= During the year the Risk Management
Policy, Treasury Middle Office Policy,
Fraud Risk Policy and all other
Policies under the purview of the Risk
Unit were reviewed and recommended
for approval by the Board.

= 2019 saw the additional approvals of
the proposed IT Risk Management
Framework and Product Development
Charter during the year. These were
also recommended for the approval of
the Board.

= Advised on the adequacy and
effectiveness of current IT Risk and
Security Controls post learnings from
the Easter Attacks.

« Reviewed the adequacy and
effectiveness of existing controls on
Market Risk and Asset and Liability
Management and disseminated
advice on methods to strengthen the
management of these risks.

= Reviewed and approved reinsurance
treaties applicable for the year and
provided advise on the required
strategies for efficient Reinsurance
Management and the Reinsurance
Strategy for the future.

= Reviewed changes in the economic
and business environment, including
emerging trends and other factors
relevant to the company’s risk profile
and provided feedback on the required
mitigation actions.

THE YEAR AHEAD

The Committee will continue to review
identified risks, identification processes
and mitigation strategies and make
recommendations on the above mentioned
in order to ensure the Company is in
compliance with its stipulated framework
and is within its defined risk appetite.

(Sgd.)
RUDIGER WILL
Chairman - Risk Committee

Colombo, Sri Lanka
15th January 2020
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HUMAN RESOURCGE AND
REMUNERATION COMMITTEE REPORT

COMMITTEE COMPOSITION AND
ATTENDANCE

The Human Resource and
Remuneration Committee (“the
Committee”) appointed by Board of
Directors consist of following members
of the Board and whose profiles are
given on page number 152 to 155.

The Board Members

= Mr. Sujeewa Rajapakse
(Chairman - INED)

= Mr. Paul Ratnayake* (Retired
Chairman - INED)

= Mr. Ashok Pathirage (NED )

= Mr. Ray Abeywardena (INED)

Regular Attendees by invitation
= Managing Director
= Head of HR

The Managing Director took part
in all deliberations except when
his own interest, performance and
compensation were discussed.

Secretary to the Committee

The Head of Human Resources
functions as the secretary to the
Committee.

Name Attended/
Eligibility
Mr. Sujeewa Rajapakse 1/1
Mr. Paul Ratnayake* 1/1
Mr. Ashok Pathirage 1/1
Mr. Ray Abeywardena 1/1

*Retired from the Board w.e.f. 25th
October 2019

NED — Non - Executive Director
INED - Independent Non - Executive
Director

About Us | Executive Statements

Management Discussion & Analysis

The Human Resource and Remuneration
Committee consists of three (3)
Independent Non-Executive Directors
(INED) including committee chairman and
one Non-Executive Director.

COMMITTEE CHARTER

The Committee is vested with power to
evaluate, assess, decide and recommend
to the Board of Directors, on any matter
that may influence the Human Resource
Management of the entity and shall
particularly incorporate.

OBJECTIVES, RESPONSIBILITIES AND

DUTIES

e Determine the remuneration of
the Chairman, Deputy Chairman,
Managing Director and other
members of the Board of Directors of
the organization, while ensuring that
no Director is involved in setting his or
her own compensation.

e Determine the compensation and
benefits of the Key Management
Persons (KMP) and establishing
performance parameters in setting
their individual goals and targets.

e Formulate guidelines, policies and
parameters for the remuneration
structures for all Executive Staff of the
entity and oversee the implementation
thereof.

= Review information related to
executive pay from time to time, to
ensure same is in par with the market/
industry rates or as per the strategy of
the Company

= Evaluate the performance of the
Managing Director and KMP against
the pre-agreed targets and goals.

= Make recommendations to the Board
of Directors from time to time, of the
additional/new expertise required by
the Company

Stewardship

Assess and recommend to the Board
of Directors, of the promotions of
KMPs, address succession planning
and issues connected to the
Organizational Structure.

Approving annual increments,
bonuses, changes in perquisites and
incentives.

Making sure that the remuneration
packages of employees are linked to
individual performance, responsibility,
expertise and contribution to team and
overall Company objectives.

KEY FUNCTIONS PERFORMED DURING

THE YEAR UNDER REVIEW

Based on the succession plan, the
Committee interviewed suitable
candidates to fill the vacancies in
the Corporate Management and
made recommendations from the
Committee to the Board and were
accordingly approved by the Board.
In all promotions to the Corporate
Management grade, the Committee
applied previously approved leadership
competency framework to judge the
suitability of the candidates.

Determined performance bonus
payable for 2019 according to the
Variable Pay Plan (VPP) for Executive
staff.

Approved the annual increments to
the Executive staff based on their
performance during 2019.

Reviewed the performance of the
Corporate Management members
including that of the Executive Director
the Managing Director’s and Chief
Operating Officer’s for the financial
year ended 2019.
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REMUNERATION COMMITTEE REPORT

= Examined and assessed Key
Performance Indicators of the
Corporate Management members for
2020 and agreed on at the end of the
review process for 2019.

POLICY

The Remuneration Policy of the Company
aims to attract, motivate and retain
Executive Directors, Key Management
Personnel and other employees with
appropriate professional, managerial and
operational expertise necessary to achieve
the Company’s objectives.

It is the Committee’s aim to ensure

that the total remuneration package is
competitive not just in the industry but to
attract from other industries.

REMUNERATION PACKAGE OF
DIRECTORS

a) Remuneration of Directors

No remuneration is paid to Non -
Executive Directors other than the
directors’ fees paid based on their
participation at Board meetings and other
Sub-committee meetings.

b) Retirement Benefits
Non-Executive Directors are not entitled
to retirement benefits.

c¢) Share Option Plans for Directors
The Company does not have a share
option plan for Directors.

d) Personal Loans for Directors
No Director is entitled to Company loans.

Total fees and remuneration paid to all
Directors including the Managing Director
and the Chairman is disclosed on Note 23
on page 330 in this report.

REMUNERATION PACKAGE OF MD / CEO
The Remuneration Committee’s policy is
to place the basic salaries broadly around
the market median with other variable
components which reflect the Company’s
business strategies and the challenges it
faces.

The Managing Director’s remuneration

is decided by the Board annually on the
recommendation of the Remuneration
Committee based on the achievement

of Company objectives and individual
performance. Managing Director is
entitled to retirement benefits but not
company loans. The Company also does
not have a share option plan for Managing
Director.

REMUNERATION PACKAGE OF
EMPLOYEES

The remuneration packages of employees
consist of a fixed component, variable
component and other benefits as noted
below:

a) Fixed Components

Basic salary and Traveling Allowance are
the fixed component in the package which
is based on the scope and complexity of
the role and is reviewed annually. Annual
performance appraisals are conducted,
and increments and promotions are
granted purely based on results of

such appraisals. Overall competence
and performance are key factors that
determine an individual’s base pay.

b) Variable Components

The main component of our variable pay
is the annual bonus to employees at all
levels based on individual performance
as evaluated at the annual performance
appraisals and the performance of the
Company. In addition, the distribution
management team is entitled for a
production and quality incentive scheme
based on achievement of business targets
under predetermined criteria.

c) Other Employee Benefits

Benefits provided to employees include
examination loans, Professional
Membership, Subscription Scheme and
various insurance benefits.

d) Retirement Benefits
There are no retirement benefits to
employees other than gratuity.

e) Employee Share Schemes
There are also no Employee Share
Schemes for employees
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COMMITTEE EVALUATION

The Committee completed the evaluation
process with self-assessment in 2019,
which was conducted by the Chairman
and Committee members and was
deemed to be satisfactory.

PROFESSIONAL ADVICE

The Committee has the authority to
engage independent professional advisors
on matters within its purview.

THE YEAR AHEAD

The Committee will continue to review

the Remuneration Policy, Remuneration
structures for its Executive Director, Key
Management Personnel and its other
employees and make recommendations
on the above mentioned in order to ensure
the Company is in a position to attract,
motivate and retain the best of human
resources.

(Sgd.)

SUJEEWA RAJAPAKSE

Chairman — Human Resource and
Remuneration Committee

Colombo, Sri Lanka
28th February 2020



RELATED PARTY TRANSACTIONS REVIEW
COMMITTEE REPORT

COMMITTEE COMPOSITION AND
ATTENDANCE

The Related Party Transaction Review
Committee (“the Committee”) is
appointed by Board of Directors consist
of following members of the Board

and whose profiles are given on page
number 152 to 155.

The Board Members
= Mr. Sujeewa Rajapakse
(Chairman - INED)

= Mr. Ray Abeywardena (INED)
= Mr. Rudiger Will* (INED)

Regular Attendees by invitation
= Managing Director

= Executive Director

= Chief Financial Officer

= Head of Legal & Compliance

Secretary to the Committee

The Company’s Board Secretary
Messrs. PR Secretarial Services (Pvt)
Ltd functions as the secretary to the
Related Party Transactions Review
Committee.

ATTENDANCE AT MEETINGS

Name Attended/
Eligibility

Mr. Sujeewa Rajapakse 4/4

Mr. Ray Abeywardene 4/4

Mr. Rudiger Will* 4/4

*Resigned w.e.f. 16th January 2020

INED — Independent Non - Executive
Director
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COMMITTEE MEETING

The Committee met four (04) times
during the financial year ended December
31, 2018, and the proceedings of the
Committee meetings have been regularly
reported to the Board of Directors during
the financial year.

The Related Party Transactions
Review Committee consists of three (3)
Independent Non- Executive Directors
(INED).

COMMITTEE CHARTER

The Related Party Transactions Review
Committee was established by the
Board of Directors to assist the Board in
reviewing all related party transactions
carried out by the Company in terms

of the CSE Listing rules that required
mandatory compliance with effect from
1st January 2016.

Accordingly, except for exempted
transactions all other Related Party
Transactions are required to be reviewed
by the Related Party Transactions Review
Committee either prior to the transaction
being entered into or, if the transaction

is expressed to be conditional on such
review, prior to the completion of the
transaction.

The primary purpose of the Committee is
to evaluate and consider all transactions
with related parties of the Company, in
order to ensure that related parties are
treated on par with other shareholders
and constituents of the Company.

TERMS OF REFERENCE OF THE
COMMITTEE

Terms of Reference (TOR) covers

the responsibilities of Related Party
Transactions Review Committee in terms
of the CSE Listing Rules.

Stewardship

The TOR mentions the constitution and
the composition of the Committee; that
the Chairman should be a Non - Executive
Independent Director; at least once in
every quarter the Committee should
meet, and these are in conformity with
the provisions of the said Section in the
Listing Rules. It sets out the guidelines

on Related Party transactions and its
reporting.

TOR of the Related Party Transactions
Review Committee was approved by

the Board of Directors and is reviewed
annually as per regulatory and operational
requirements.

The core objective of the Related Party
Transactions Review Committee is to
ensure that the interest of shareholders
is taken into consideration when entering
into related party transactions and
compliant with the rules.

The Related Party Transactions Review
Committee conducts its activities as per
its Charter, Policy and Guidelines and

is entrusted with the task of reviewing
related party transactions other than
those transactions explicitly exempted
under the Listing Rules of the Colombo
Stock Exchange.

OBJECTIVES, RESPONSIBILITIES AND
DUTIES

The Related Party Transactions Review
Committee carries out the following duties
and responsibilities:

1. Reviewing Related Party Transactions
of the Company except those explicitly
exempted under the Listing Rules;

2. Adopting policies and procedures to
review Related Party Transactions of
the Company and set out guidelines
and methods for the capturing
and reviewing of Related Party
Transactions.
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3. Assessing whether the Related Party
Transactions are in the best interests
of the Company and its Shareholders
as a whole;

4. Updating the Board of Directors on the
RPT of the Company on a quarterly
basis and determining whether
Related Party Transactions that are to
be entered by the Company require the
approval of the Board or Shareholders
of the Company

5. Advising the Board in making
immediate market disclosures
on applicable RPT as required by
Section 9 of the Continuing Listing
Requirements of the CSE.

6. Advising the Board in making
appropriate disclosures on RPT in
the Annual Report as required by
Section 9 of the Continuing Listing
Requirements of the CSE.

7. Monitoring compliance with the Code
of Best Practices on Related Party
Transactions issued by the SEC.

KEY FUNCTIONS PERFORMED DURING
THE YEAR UNDER REVIEW

During the year 2019, there were no

non- recurrent or recurrent Related Party
Transactions that exceeded the respective
thresholds mentioned in the Listing Rules
of the Colombo Stock Exchange.

The annual review of the RPT policy

was carried out during the year 2019,

and committee did not recommend any
changes to the policy, and same has been
submitted for the board approval.

Details of other Related Party
Transactions entered into by the Company
during the above period is disclosed in
note 46 to the financial statements.

GUIDING PRINCIPLES OF THE
COMMITTEE

The Related Party Transactions

Review Committee in ensuring that all
transactions with related parties of the
Company are treated on par with other
shareholders and constituents of the
Company, issues guidelines to the senior

management setting the necessary
processes to identify, approve, disclose
and monitor all transactions with related
parties and the threshold limits and
agreed upon terms and conditions with
respect to related party transactions.

METHODOLOGY OF THE COMMITTEE

In accordance with the Guiding Principles,
self-declarations are obtained from each
Director and Key Management Personnel
(KMP) of the Company for the purpose

of identifying parties related to the
Directors & KMPs. Hence the Company
adopts a disclosure-based approach in
identifying the related parties. Based

on the information furnished in these
declarations, the Company has set-up

a process which enables the Company

to generate data on related party
transactions throughout the Company’s
network.

The Committee is supported with its task
of reviewing related party transactions

by way of the confirmation reports of the
Management on related party transactions
that took place during each quarter.

These reports primarily confirm to the
Committee if a related party transaction
occurred based on at arms-length basis
or not and the reasons for conducting
such transactions with a related party.

If a member has a material personal
interest in a matter being considered

or a Related Party Transaction involves
directly or indirectly one of the members
of this Committee, the conflicted member
informs the Committee immediately and
exclude himself at the meeting and such
member is not present while the matter
is being considered at the meeting and
abstains from voting on the matter.

PROFESSIONAL ADVICE

The Committee has assessed and/or
ensured that they have access to internal
and external resources and may seek
the advice of the External Auditors of

the Company, Counsellor such other
independent advisers, consultants or
specialists as to any matter pertaining
to the powers or responsibilities of the
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Committee with respect to any Related
Party Transaction and obtain such advice
as and when necessary.

THE YEAR AHEAD

The Committee will continue to review
related party transactions in order to
ensure the Company is in compliance with
its stipulated framework governing related
party transactions.

(Sgd.)

SUJEEWA RAJAPAKSE

Chairman — Related Party Transactions
Review Committee

Colombo, Sri Lanka
28th February 2020



INVESTMENT COMMITTEE REPORT

COMMITTEE COMPOSITION AND
ATTENDANCE

The Board Investment Committee
(“the Committee”) consist of following
members of the Board.

The Board Members
e Mr. Ashok Pathirage

(Chairman-NED)
= Mr. Sujeewa Rajapakse (INED)
e Mr. Iftikar Ahamed (MD)
= Mr. Ray Abeywardena*** (INED)
= Mr. Rudiger Will* (INED)
= Ms. Fernanda Lima** (NED)

Regular Attendees by invitation
e Head of Treasury

* Head of Investments — SHL
= Chief Strategy Officer

= Chief Financial Officer

* Head of Risk

Secretary to the Committee

PR Secretarial Services (Pvt) Ltd
functions as the secretary to the
Committee.

ATTENDANCE AT MEETINGS

Name Attended/

Eligibility
Mr. Ashok Pathirage 4/4
Mr. Iftikar Ahamed 4/4
Mr. Sujeewa Rajapakse 4/4
Mr. Rudiger Will* 4/4
Ms. Fernanda Lima** 3/3
Mr. Ray Abeywardena*** 212

*Resigned w.e.f. 16th January 2020
**Appointed w.e.f. 15th February 2019
***Appointed w.e.f. 15th May 2019

NED — Non-Executive Director
INED - Independent Non-Executive
Director

MD - Managing Director

COMMITTEE MEETING

The Committee formally met four times
(04) during the year under review and the
Committee consists of 5 Non-Executive
Directors, of which 2 are Independent
while the Chairman remains Non-
Independent. The other Director being the
MD is Executive and Non-Independent.

EXPERTISE OF THE COMMITTEE

The committee possess in depth
expertise and knowledge in Investments,
Finance, Risk Management as well as the
Insurance Industry which would be vital
in performing its functions. Refer Board
profile on pages 152 to 155 of this report.

COMMITTEE CHARTER

The Investment Committee works in
accordance with the Board approved
Investment Policies while its responsibility
lies in overseeing investment activities
by evaluating the strategic relevance

and financial viability of various
investment proposals. The Committee
has the authority to engage independent
professional advisors. The Committee
works closely with the Board of Directors
in relation to the matters referred to

it by making appropriate and suitable
recommendations.

TERMS OF REFERENCE OF THE

COMMITTEE

= Review, amend and approve
investment policies whilst monitoring
and evaluating the investment
performance by considering
compliance with investment policies,
guidelines, external investment
regulations and risk levels on a
quarterly basis.

= Monitor the management of the
portfolios by reviewing written reports
from Treasury/Fund Manager(s) or by
discussions with relevant Treasury/
Fund Manager(s) on a quarterly basis.

= Atits discretion decide to appoint
a Fund Manager(s) to perform this
mandate.

KEY FUNCTIONS PERFORMED DURING

THE YEAR UNDER REVIEW

e The Committee received and reviewed
data on the current economic
conditions, outlook for the economy,
industry growth sectors, inflation and
interest rates.

= The Committee received and
reviewed balance sheet liquidity as
well as projections for underwriting,
commissions and claims.

= To further strengthen the
independence of the Committee and
to bring new perspective,additional
Independent Non-Executive Director
was appointed during the year.

* The Committee is mandated with the
performance of the Overall Portfolio,
and as such was responsible for
managing both existing projects and
new initiatives of the Company.

e The Committee granted approval to
implement SLFRS 9 w.e.f. 1st January
2019 and classify the companies
Financial Instruments based on the
business model of the company.

COMMITTEE EVALUATION

An independent evaluation of the
effectiveness of the Committee was
carried out by the other members of
the Board during the year. Considering
the overall conduct and contribution to
the performance of the Company, the
Committee has been rated as highly
effective.

(Sgd.)
ASHOK PATHIRAGE
Chairman - Investment Committee

Colombo, Sri Lanka
28th February 2020
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NOMINATION COMMITTEE REPORT

O 102-24

COMMITTEE COMPOSITION AND
ATTENDANCE

The Nomination Committee (“the
Committee”) consist of following
members of the Board and whose
profiles are given on page number 152
to 155.

The Board Members
= Mr. Ashok Pathirage
(Chairman-NED)

= Mr. Paul Ratnayeke** (INED)
= Mr. Ray Abeywardena (INED)

= Mr. Sujeewa Rajapakse* (INED)

Regular Attendees by invitation
= Managing Director

Secretary to the Committee

The Company’s Board Secretary
Messrs. PR Secretarial Services (Pvt)
Ltd functions as the secretary to the
Nomination Committee.

ATTENDANCE AT MEETINGS

Name Attended/
Eligibility
Mr. Ashok Pathirage 1/1
Mr. Paul Ratnayeke** 1/1
Mr. Ray Abeywardena 1/1
Mr. Sujeewa Rajapakse* 0/0

*Appointed w.e.f. 22nd November 2019

**Retired from the Board w.e.f. 25th
October 2019

NED - Non — Executive Director
INED - Independent Non - Executive
Director

The Nomination Committee (“the
Committee”) comprises of 3 Non-
Executive Directors appointed by the
Board of Directors of the Company. The
Quorum of the Nominations Committee
is two members. Attendance by the
Committee members at the meetings is
given in the table above.

TERMS OF REFERENCE OF THE
COMMITTEE

The Terms of Reference states

the purpose of the Committee, its
composition, authority, scope and
scheduling of meetings. The Nomination
Committee was established to consider
and make recommendation to the
Board of the suitability of a Director’s
appointment and/or re-election as a
Director to the Board of Directors. The
recommendation of the Committee on
new appointments will cover the areas
such as qualifications, competencies,
independence, relationships which
have potential to give rise to conflict
vis—a-vis the business of the Company
etc. The Committee has the authority to
discuss the issues under its purview by
seeking appropriate professional advice
unless otherwise required and report
to the Board of Directors with their
recommendations, enabling the Board to
take a decision on the matter.

OBJECTIVES, RESPONSIBILITIES AND
DUTIES

The Committee focuses on the
following objectives in discharging its
responsibilities;

* To ensure that the Directors are fit and
proper persons to hold office.

e To review and recommend any
appointment of new Directors to the
Board of Directors of the Company.
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« To provide advice and/or
recommendations to the Board or the
Chairman on new appointments to the
Board.

= To consider and recommend the
re-election of the Director/s eligible
for re-election by taking into account
the performance and the contribution
made by them towards the overall
discharge of their responsibilities
in the Board and Board appointed
committees.

« To set the criteria such as
qualifications, competencies,
experience, independence, conflict
of interest and key other attributes
required for eligibility to be considered
for appointment or promotion to
the post of and key management
positions.

* Review the structure, composition and
competencies (including the skills,
knowledge and experience) of the
Board and make recommendations to
the Board with regard to any changes

= A member of the Nominations
Committee shall opt out in decisions
relating to his own appointment.

e To consider and recommend from
time to time the succession planning
arrangement for retiring Directors and
Key Management Personnels.

e To make recommendations on
any other matter/s referred to the
Committee by the Board of Directors.

KEY FUNCTIONS PERFORMED DURING
THE YEAR UNDER REVIEW

The Committee has recommended the
Directors who are coming up for re-
election, to be re-elected at the 21st AGM
to be held on 31st March 2020 based on
the performance and the contribution



made by them towards the overall
discharge of the Board’s responsibilities.

Furthermore, during the year, the
Committee reviewed the appointment of
Directors to the Board of Directors. In the
process, the Committee was conscious
of board compositions and striking the
ideal balance in terms of expertise and
experience on boards.

METHODOLOGY OF THE COMMITTEE

The Committee meets as and when
necessary in order to assess the suitability
of individuals for appointment as directors
and Key Management Personnels as well
as to conduct such other affairs which the
Charter of the Committee mandates the
Committee to carry out.

PROFESSIONAL ADVICE

The Committee has the authority to seek
external professional advice on matters
within its purview whenever required.

THE YEAR AHEAD

The Committee will continue to review
identified risks, identification processes
and mitigation strategies and make
recommendations on the above mentioned
in order to ensure the Company is in
compliance with its stipulated framework
and is within its defined risk appetite.

(Sgd.)
ASHOK PATHIRAGE
Chairman — Nomination Committee

Colombo, Sri Lanka
28th February 2020
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MANDATORY GOMPLIANGE REQUIREMENTS

The Company has disclosed the status of compliance of the following mandatory rules issued by the Colombo Stock Exchange (“CSE”)
and relevant provisions of Companies Act.

1) Content of the Annual Report as per rule 7.6 of the listing rules of CSE in page 396.
2) Requirements mentioned in Section 168 of the Companies Act No. 07 of 2007 in pages 197 to 198.
3) Requirements on Corporate Governance as per rule 7.10 of the listing rules of CSE in pages 228 to 229.
4) Requirements on Related Party Transactions as per rule 9 of the listing rules of CSE in page 230.
Principle Compliance and Implementations Complied
Reference
7.10.1 Non — Executive Directors
7.10.1(a) Two or one third of Non- Executive Directors, whichever is higher, should be independent: |z[
Refer Board Composition on page 168.
7.10.2 Independent Directors
7.10.2(a) One-third of the Non-Executive Directors: |z[
Refer Board Composition on page 168.
7.10.2(b) Each Non-Executive Director is required to submit to the Board annually a declaration of his/her |Z[
independence or non-independence:
Each Non-Executive Director has submitted the annual declaration in the specimen format declaring
of his/her independence or non- independence against the specified criteria.
7.10.3 Disclosures relating to Directors
7.10.3(a) The names of Non-Executive Directors determined to be ‘independent’: M
The Board has made a determination for the financial year as to the independence or non-
independence of each non-executive director based on such declaration and other information made
available to the Board. The names of Non-Executive Directors determined to be ‘independent’ is on
page 174.
7.10.3(b) In the event a Director does not qualify as ‘independent’ against any criteria set out in the Rules, |z[
however, if the Board is of the opinion that the Director is nevertheless ‘independent’, the Board shall
specify the criteria not met and the basis for its determination:
Please refer page 174.
7.10.3(c) A brief resume of each Director including information on the nature of his/ her expertise in relevant IZ[
functional areas:
Please refer pages 152 to 155.
7.10.3(d) In the event of an appointment of a new Director, a brief resume of such Director shall be submitted |z[
immediately to the CSE for dissemination to the public:
A brief resume of each new director was published along with the announcement of appointment on
CSE
7.10.4 Criteria for Defining "Independence"
7.10.4(a Requirements for meeting the criteria for an Independent Director: IZ[
toh
oh) Please refer page 174.
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Principle

Compliance and Implementations

Reference

7.10.5

Remuneration Committee

Complied

7.10.5(a)

Non-Executive Directors, a majority of whom shall be independent, and one of the Non-Executive
Directors shall be appointed as the Chairman:

Please refer the Remuneration Committee Report on pages 221 to 222.

7.10.5(b)

The Committee shall recommend to the Board the remuneration payable to the Executive Directors
and Chief Executive Officer:

Please refer the Remuneration Committee Report on pages 221 to 222.

7.10.5(c)

Disclosures in the Annual Report,

I. Names of Directors comprising the Remuneration Committee

Il. Statement of the remuneration policy

Ill. The aggregate remuneration paid to Executive and Non- Executive Directors.

Please refer the Remuneration Committee Report on pages 221 to 222.

Please refer Annual Report of the Board of Directors on the Affairs of the Company on pages 197-205.

7.10.6

Audit Committee

7.10.6 (a)

Non-Executive Directors, a majority of whom shall be independent:
Please refer the Audit Committee Report on pages 214-218.

Unless otherwise determined by the Audit Committee, the Chief Executive Officer and the Chief
Financial Officer shall attend Audit Committee Meetings:

The MD and CFO attend meetings of the Committee by invitation

The Chairman or one member of the Committee should be a Member of a recognized professional
accounting body:

The Chairman is a Fellow Member of the Institute of Chartered Accountants of Sri Lanka and Society
of Chartered Accountants, as well as a past president of the Institute of Chartered Accountants of Sri
Lanka.

7.10.6 (b)

Functions:

I. Oversee the preparation, presentation and adequacy of disclosures in the financial statements in
accordance with Sri Lanka Accounting Standards;

Il. Oversee compliance with financial reporting requirements, information requirements as per
related regulations and requirements;

Ill. Oversee processes to ensure internal controls and risk management are adequate to meet the
requirements of the Sri Lanka Auditing Standards;

IV. Assessment of the independence and performance of the external auditors;

V. Make recommendations to the Board on appointment, re-appointment and removal of external
auditors and approve remuneration and terms of engagement

Please refer the Audit Committee Report on pages 214-218.
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MANDATORY COMPLIANCE REQUIREMENTS

Principle Compliance and Implementations Complied
Reference
7.10.6 (c) Disclosure in the Annual Report on Audit Committee: |z[

I.  The names of the Directors comprising the Audit Committee

Il. The Committee shall make a determination of the independence of the auditors and shall disclose
the basis for such determination

IIl. A report by the Committee setting out the manner of compliance in relation to the above

Please refer the Audit Committee Report on pages 214-218.

9.2.1 Except for the transactions set-out in Rule 9.5 all other Related Party transactions should be |z[
reviewed by the Committee in- line with the requirements of the Rule:

Please refer the Related Party Transactions Review Committee Report on pages 223-224.

9.2.2 The Committee should comprise a combination of Non- Executive Directors and Independent Non- |'Z[
Executive Directors. The composition of the Committee may also include Executive Directors at the
option of the Listed Entity. One Independent Non-Executive Director shall be appointed as Chairman
of the Committee:

Please refer the Related Party Transactions Review Committee Report on pages 223-224.

9.3.2 Disclosures in the Annual Report
9.32(a) & Information on non-recurrent related party transactions, if aggregate value of the non-recurrent |Z[
(b) related party transactions exceeds 10% of the Equity or 5% of the Total Assets, whichever is lower,

of the Listed Entity as per the latest Audited Financial Statements information on recurrent related
party transactions, if the aggregate value of the recurrent related party transactions exceeds 10% of
the gross revenue/income (or equivalent term in the Income Statement and in the case of group entity
consolidated revenue) as per the latest Audited Financial Statements, the Listed Entity must disclose
the aggregate value of recurrent related party transactions entered into during the financial year in the
Annual Report. The name of the related party and the corresponding aggregate value of the related
party transactions entered into with the same related party must be presented in the specified format:

Please refer the Related Party Transactions Review Committee Report on pages 223-224.

9.3.2(c) Report by the Committee: |Zl
Please refer the Related Party Transactions Review Committee Report on pages 223-224.

9.3.2 (d) Declaration by the Board of Directors either as an affirmative or negative statement of compliance |z[
with the Rule:

Please refer Annual Report of the Board of Directors on the affairs of the Company on pages 197-205.
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INSURANGE REGULATORY COMMISSION OF SRI LANKA'S
DIREGTION ON CORPORATE GOVERNANGE FOR INSURERS

Insurance Regulatory Commission of Sri Lanka has issued direction 17 on Corporate Governance for insurance companies under the
Regulation of Insurance Industry Act No.43 of 2000 and it is effective from 01st July 2019. The Company has already complied with the
directive as can be seen from the table mentioned below.

Aspects covered in Direction No 17 Complied

The Board is recommended to adhere the Code of Best Practice on Corporate Governance 2017 issued by CA Sri |z[
Lanka.

Please refer Code of Best Practice on Corporate Governance 2017 issued by CA Sri Lanka on pages 232 to 244.

Minimum of 2 Directors who are citizens of Sri Lanka and also resident of Sri Lanka,; |z[

Total period of service of a Director of an insurer (other than an Executive Director) shall not exceed 9 years and
such period in office shall be inclusive of the total period of service served by such Director up to 1st July 2019.

Transitional Provisions:

A Director who has completed 9 years as at 1st July 2019 or who completed such term at any time prior to June 30th
2020, may continue for a further maximum period of 2 years commencing from July 1st 2019.

Age of a Director who serves on the Board shall not exceed 70 years: |z[

Exemption:
* |Ifover 75 as at July 1st 2019, may continue up to June 30th 2020 and deemed vacated afterwards.
* If between 70 -75 years as at July 1st 2019, can continue up to June 30th 2021 and deemed vacated afterwards.

* |f 70 years is reached by July 1st 2019, can continue up to June 30th 2022 and deemed vacated afterwards

The Board must adhere to the CSE Corporate Governance Rules: |z[

Please refer Mandatory compliance requirement on pages 228 to 230

A Director cannot be on more than 20 companies/entities/institution including subsidiaries or associate companies |z[
of the insurer.

A person shall not hold office as a Director of more than 20 companies/entities/institutions inclusive of subsidiaries
or associate companies of the insurer of such 20 companies/entities/institution,not more than 10 companies shall be
those classified as specified business entities in terms of the Sri Lanka accounting and auditing standard Act, No.15
of 1995.
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CODE OF BEST PRACTICE ON CORPORATE GOVERNANGE

The Company has voluntarily adopted the Code of Best Practice on Corporate Governance 2017 issued by CA Sri Lanka. We have
disclosed the status of compliance with each requirement of the code and how the Company is complied in pages 232 to 244. The revised
code came in to effect from 01st January 2018.

Table: Code of Best Practice on Corporate Governance

Code Compliance and Implementations Complied
Reference
Al The Board
Al.1l Board Meetings:
During the year Board met 4 times and each Board Sub-Committee had its own schedule of meetings. For M

details of the frequency of Board meetings, Board Sub-Committee meetings and its attendance. Please
refer page 176-179.

Al.2 Role and Responsibility of the Board:

= Responsibility 1: Ensure formulation and implementation of a sound business strategy: |ZI
2020 - 2022 a three-year plan has been approved by the Board in 2019 end.

= Responsibility 2: Appointing the chair and the senior independent director if relevant:
The Composition of the Board is given in the page number 168 of the report.

= Responsibility 3: Ensuring that the Chief Executive Officer (CEO) and management team possess the
skills, experience and knowledge to implement the strategy:
MD and management team has a sufficient knowledge, skills and experience in both insurance
industry and outside the industry. Profiles of each member is presented in pages 156 to 157.

= Responsibility 4: Ensuring the adoption of an effective CEO and Key Management Personnel
succession strategy: Succession plans are in place for all key positions of the Company. Please refer
page 221 for details of Succession planning.

= Responsibility 5: Approving budgets and major capital expenditure:
All major decisions regarding the Company such as approval of budgets required Board approval and
please refer Key Activities of the Board during 2019 on page 176.

= Responsibility 6: determining the matters expressly reserved to the board and those delegated to the
management including limits of authority and financial delegation:
While the Board decides on the matters expressly reserved to the Board such as setting the strategy
and risk appetite, it also overlooks the delegated operational functions. Determining matters delegated
to the Management such as Manual of Financial Authority (MOFA), which is revised by the Board on an
annual basis also falls within the purview of the Board.

= Responsibility 7: Ensuring effective systems to secure integrity of information, internal controls,
business continuity and risk management:
The Company has placed sound internal audit process, Risk management process and ensure IT
Controls are properly established. Please refer Internal Assurance (Internal Audit) in page number 192,
Information Technology Governance in page number 188 and Integrated Risk Management Report in
page numbers 245 to 258 for further information.

= Responsibility 8: Ensuring compliance with laws, regulations and ethical standards:
The Company has placed a compliance process to comply with all relevant regulations. Please refer
page 193 for regulatory and statutory governance. And for HR governance please refer pages 101-103.

= Responsibility 9: Ensuring all stakeholder interests are considered in corporate decisions:
The Board considers the views/impact on all Stakeholders when making decision. Please refer to
Management Discussion & Analysis on pages 34-148.

= Responsibility 10: Recognizing sustainable business development in Corporate Strategy, decisions and
activities and consider the need for adopting “integrated reporting”:
The Corporate strategy is designed for 3 years and discuss the performance regularly at Board
Meetings. And the Company adopts “Integrated Reporting” in the Annual Reports, refer pages 34 to
148 for Management Discussion and Analysis.

232 SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019



Code
Reference

Al2

Compliance and Implementations

= Responsibility 11: Ensuring that the Company’s values and standards are set with emphasis on
adopting appropriate accounting policies and fostering compliance with financial regulations:
The Board of Directors are responsible for the preparation of financial statements whilst the Audit
Committee ensures the compliance with the financial regulations of those financial statements. Please
refer pages 214-218 for Audit Committee Report and pages 208-209 for MD and CFO statement for
detail information on this objective.

= Responsibility 12: Establish a process of monitoring and evaluation of progress on strategy
implementation, budgets, plans and related risks:
Please refer pages 169-170.

= Responsibility 13: Ensuring that a process is established for corporate reporting on annual and
quarterly basis or more regularly as relevant to the Company:
The Company issues and uploads quarterly and annual financial statements together with the relevant
disclosures in the CSE web site. Please refer Financial Calendar on page number 259 for more
information.

= Responsibility 14: Fulfilling such other Board functions as are vital, given the scale, nature and
complexity of the business concerned:
The Board is capable of providing right direction and the Board comprises of members who has the
expertise in different areas.

Complied

|

Al3

Directors collectively & individually act in accordance with the laws of the Country:

The Board places utmost importance on compliance with all applicable laws and regulations. In addition to
the in-house Legal and Compliance Department, the services of External Consultants are obtained, where
necessary.

Al4

Directors access to advise and services of the Company Secretary:
All the Directors are able to obtain advise and serviced of the Company Secretary.
Please refer page 171 for the role of the Company Secretary.

The Company has paid an insurance premium in respect of an insurance policy for the benefits of the
Directors and the Key Management Personnel of the Company.

Al5

Independence Judgement of the Board of Directors:

The Board consist of a high caliber of professionals capable of exercising independent judgment in the
Board decision-making process. The Board promotes an environment where challenging contribution from
the Non-Executive Directors is welcomed and encouraged.

Please refer page numbers 169-171 for Role of the Board.

A.l.6

Dedicating adequate time and effort to matters of the Board and company satisfactorily discharged:

Directors dedicate time and effort by attending Board meetings and Board sub-Committee meetings.
Please refer page 176 for Board and Board Sub Committee Meetings and Pages 177-179 for Ensuring the
Effectiveness of the Board.

Al7

The Procedures relating to Directors matters in the best interest of the Company:

The Directors used procedures accordance with the Articles of Association of the Company (which governs
the procedures of Directors) or the Code for best practice.

Al.8

Board induction and training:

All Directors have adequate knowledge and experience in the insurance industry, and management
regularly updates Directors of any developments in the insurance industry and new regulations. In
addition, Directors engage in continuous professional development in their respective fields. Please refer
training of new and existing directors in pages 172-173 for more details.

About Us

Executive Statements | Management Discussion & Analysis | Stewardship | Financial Statements | Supplementary Information

233



CODEOF BEST PRACTICE ON CORPORATE GOVERNANGE

Code Compliance and Implementations Complied
Reference
A2 Chairman and Chief Executive Officer (CEO)
There should be a clear division of responsibilities of the Chairman and the CEO/MD in order to maintain
the balance of power and authority.
A2.1 Position of Chairman and CEO/MD vested by separate persons: |z[
The position of Chairman and MD is segregated. Chairman of the Company is Mr. Ashok Pathirage and MD
of the Company is Mr. Iftikar Ahamed.
A3 Chairman’s Role in preserving Good Corporate Governance:
The Chairman should preserve order and facilitate the effective discharge of Board functions.
A3.1 The Chairman’s role in the conduct of Board meetings:
The Chairman of the Company is a Non- Executive Director. The Chairman’s role encompasses:
= Ensuring that the Board Members are given appropriate induction, covering terms of appointment, M
duties and responsibilities.
= Leading the Board and managing the business of the Board while taking full account of the issues and
concerns of the Board.
= Approving the agenda for each meeting prepared by the Board Secretary.
= Ensuring that the Board Members receive accurate, timely and clear information, in particular about
the Company’s performance to enable the Board to take sound decisions, monitor efficiently and
provide advice to promote success of the Company.
= Ensuring regular meetings, the minutes of which are accurately recorded and where appropriate
include the individual and collective views of the Directors.
= Facilitates and encourages discussions amongst all Directors where decisions are needed on matters
of risk and strategy.
= Encouraging effective participation of all Directors in the decision-making process to optimise
contribution.
= Representing the views of the Board to the public.
= Initiates the process for self-assessment of the Board from its members and uses the meaningful
feedback to further improve the effectiveness of the Board.
Please refer to Role of the Chairman on page 171 and Ensuring the effectiveness of the Board Meetings on
page 175.
A4 Availability of Financial Acumen:
All Directors have extensive experience in financial acumen as they possess experience in different
industries. Mr. Sujeewa Rajapakse is Fellow Member of Institute of Chartered Accountants of Sri Lanka
and represented the Monetary Policy Consultative Committee of Central Bank of Sri Lanka.
A5 Board Balance
Balance of Executive and Non-Executive Directors
A5.1 Majority of the Board should be Non-Executive Directors: IZ[
The Board consists of nine Directors whom seven are Non-Executive including the chairman while the
other two inclusive of the Managing Director hold the office in an Executive capacity.
Please refer page 168 for Composition of the Board.
A5.2 Where the Board of Directors includes only three Non-Executive Directors: |z[

The Board consist of seven Non-Executive directors, four of them are Independent. Please refer page 168
for composition of the Board.
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Code Compliance and Implementations Complied

Reference

A5.3 Director to be Independent: |Zl
The Company has determined the independence of directors based on CSE listing rules.

Please refer page 174 for the criteria used for independence determination of each director.

A5.4 Annual declaration by Non-Executive Director: |z[
Each Non-Executive should submit a signed and dated declaration annually of his/her independence or
non-independence in the specific form.

A5.5 Annual determination of Independence: |z[
Board determines the independence of directors on an annual basis. Please refer page 174 for the criteria
used for independence determination of each director

A5.6 Appointment of an Alternate Director: Not

. . . . . Applicable
There were no appointments of alternate Directors in the period under review.

A5.7 Appointment of Senior Independent Director[SID]: |z[
In the event of Chairman is not an independent Director, The Board should appoint one of independent
Non-Executive Directors to be the Senior Independent Director. Mr. Sujeewa Rajapakse is holding the
position as the Senior Independent Director of the Company w.e.f. 22nd November 2019. And Mr. Paul
Ratnayake who held the position of Senior Independent Director retired from the Board w.e.f. 25th October
2019.

A5.8 The Senior Independent Director should make himself available for confidential discussion with other Iz[
Directors:

All concerns with regard to the Board are sufficiently discussed at the meetings.

A5.9 The Chairman hold meeting with Non-Executive Directors at least once each Year: |z[
The Chairman presides over several Board Sub-Committees consisting of Non-Executive Directors. In
addition, the Chairman holds meetings with Non-Executive Directors as and when necessary.

A5.10 Matters which cannot be unanimously resolved should be recorded in the Board Minutes: |z[
All proceedings at Board meetings are recorded by the Company Secretary. The Chairman fosters an
environment in which decisions are reached unanimously.

A.6 Supply of Information:

The Board should provide appropriate and timely information

A6.1 Management has an obligation to provide information timely, and the Chairman should ensure all M
Directors are properly briefed on issues arising at Board Meetings:

The management provides the Board with monthly financial and management information. The Board
Sub-Committees are provided with all necessary information in the frequency in which meetings are held.
In addition, information is provided whenever requested by the Board/ Board Sub-Committees.

A.6.2 The minutes, agenda and papers required for Board meeting should be provided to Directors: Iz[
The minutes, agenda and all other information required for Board and Board Sub-Committee meetings is
circulated not less than seven (7) days before the meetings. The minutes of the meeting are also circulated
within 14 days from the meeting date.
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Code Compliance and Implementations Complied

Reference

A7 Appointments to the Board:
There should be a formal and transparent procedure for the appointment of new Directors to the Board
and all appointments are governed by the Articles of the Association.

A7.1 The Nomination Committee should recommend on all new appointments to the Board: |z[
For details of the Nomination Committee and its functions please refer the Nomination Committee Report
on pages 226-227 of this report.
Please refer to page 172 for Appointments and Re-election of Board members

A7.2 The Nomination Committee should annually assess the Board composition: M
Please refer to page 172 for Appointment and re-election of Board members.

A.7.3 The Appointment of a new Director to the Board should be forthwith disclosed to shareholders: |z[
All new appointments have been communicating to the CSE and shareholders. Please refer page 172 for
reasons behind new Board appointments.
Please refer pages 195 to 196 for Stakeholder Engagement.

A.8 Re-election and Resignation
All Directors should be required to submit themselves for re-election at regular intervals.

A8.1 Non-Executive Directors should be appointed for specified terms subject to re-election and to the E[
provisions in the Companies Act, relating to the removal of director and their re-appointment should not
be automatic:
As per articles of association, at every AGM the longest standing Director shall retire and the retiring
Director shall be eligible for re-election.

A.8.2 All Directors including the Chairman should be subject to election by shareholders at the first opportunity |Z[
after their appointment, and to re-elect:
According to the Articles of Association of the Company the Chairman and Managing Director (MD), while
holding such office shall not be subject to retirement by rotation.
Please refer page 172 for appointment and re-election of Board members.

A83 Director resign before the completion of appointment term: M
All Director who resigned during the year have provided such communication to the Board

A9 Appraisal of Board Performance
The Board should periodically appraise their own performance.

A9.1 The Board should have a formal and rigorous process for appraising the Board and Committee |Z[
performance:
Please refer to page 180 for details of the performance evaluation of the Board and its Sub-Committees.

A.9.2 Undertake an annual self-evaluation of the Board performance and of its Committees: |z[
Please refer to page 180 for details of the performance evaluation of the Board and its Sub-Committees.

A9.3 Review the participation, contribution and engagement of each director at the time of re-election: Iz[
The Board re-election are subject to Board approval on the recommendation of the Nomination Committee

A9.4 Conduct performance evaluation of the Board: IZ[

Please refer to page 180 for details of the performance evaluation of the Board and its Sub-Committees.
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Code Compliance and Implementations Complied
Reference
A.10 Disclosure of Information in respect of Directors:
Shareholders should be kept advised of relevant details in respect of directors
A.10.1 The Annual Report should set out the information on each Director: |Z[
Information specified in the Code with regard to Directors is disclosed within this Annual Report as follows:
= Profiles including qualifications, expertise, material business interests and key appointments on pages
152 to 155.
= Whether Executive, Non-Executive and/or independent Director, and Number/percentage of Board
meetings of the Company attended during the year on pages 176.
= Names of Board Committees in which the Director serves as Chairman or a member; and number/
percentage of committee meetings attended during the year on pages 177-179.
All Appraisal of Chief Executive Officer [CEQ]/MD:
The Board should be required, at least annually, to assess the performance of the CEO/MD
All.1 Set Financial and non-Financial targets that should be met by the CEO/MD: |z[
The Board in consultation with the MD set financial and non-financial targets in line with the objectives of
the Company.
Please refer pages 181-182 for details of the performance evaluation of the MD.
Al11.2 Evaluate CEO/MD Performance: |Z[
The achievement of these targets is monitored by the Board throughout the year and a performance
evaluation is carried out by the Board at the end of the year.
B.1 Remuneration Procedure
Company should establish a formal and transparent procedure for developing policy on executive
remuneration
B.1.1 Established policy framework for remunerating Executive Directors: |Z[
Remuneration Committee is responsible for assisting the Board with regard to the remuneration policy for
the Executive Director and the Corporate Management.
The Committee determines and agrees with the Board, the broad policy framework for the remuneration of
the MD. The MD participates at meetings when deciding the remuneration of the Corporate Management
in order to recruit, retain and motivate the Corporate Management team.
For details about the composition of the Remuneration Committee, please refer to page 178.
B.1.2 Composition of the Remuneration Committee: |z[
The Committee consist exclusively of Non-Executive Directors and majority of the Directors are
Independent. The chairman of the Committee is Independent Non-Executive Director and should be
appointed by the Board.
Please refer Human Resource and Remuneration Committee Report pages 221-222.
B.1.3 The Chairman and members of the Remuneration Committee should be listed in the Annual Report: |Z[
Please refer Human Resource and Remuneration Committee Report pages 221-222.
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Code Compliance and Implementations Complied

Reference

B.1.4 The Board determine the remuneration of Non-Executive Directors including the members of |z[
Remuneration Committee:

The Board as a whole determines the remuneration of the Non-Executive Directors. The Non-Executive
Directors receive a fee for being a Director of the Board and an additional fee for being a member of the
Committee. They do not receive any performance related incentive.

Please refer to Board Compensation on pages 180-181.

B.1.5 The Committee should consult the Chairman and/or CEO about its remuneration proposals for other M
Executive Directors and have access to professional advice:

Input of the Chairman is obtained by his involvement as a member of the said sub-committee. External
professional advice is sorted by the Remuneration Committee on a need basis through the Board
Secretary.

For more information refer to Board Compensation on Pages 180-181.

B.2 The Level and Make-up of Remuneration
Levels of remuneration should be sufficient to attract Directors needed to run the Company successfully.

A proportion of Executive Directors’ remuneration should be linked to corporate and individual
performance

B.2.1 The Remuneration Committee should provide an attractive package to retain Executive Directors: |z[
The Board is mindful of the fact that the remuneration of Executive and Non-Executive Directors should
reflect the market expectations and is sufficient enough to attract and retain the quality of Directors
needed to run the Company. The remuneration package of the MD is structured to link rewards to
corporate and individual performance.

For details of the Remuneration policy of the Company, please refer the Remuneration Committee Report
on pages 221 to 222.

B.2.2 Executive Directors remuneration is designed to promote the long term success of the Company: M
Please refer the Remuneration Committee Report on page 221-222.

B.2.3 Judge where to position the levels of remuneration of the Company: |z[
The Remuneration Committee in deciding the remuneration of the Directors (including the MD) takes into
consideration the level of remuneration paid by the other comparable companies, performance and risk
factors entitled in his job.

B.2.4 The Committee should be sensitive to remuneration elsewhere in the Company or Group of which it is a |Z[
part:

The size and scale of the Company is not comparable with any other Group company.

B.2.5 Performance-related remuneration should be designed and tailored: |z[
The remuneration package of the Managing Director and the Executive Director is structured to link
rewards with the individual performance and corporate performance.

B.2.6 Executive share options should not be offered at a discount: Not

. . . . Applicable
There is no executive share option scheme in the Company. P

B.2.7 Best Practices should follow to design the scheme of performance-related remuneration: |z[
Please refer to Remuneration Committee Report on pages 221-222.

B.2.8 Compensation commitments in the event of early termination of a Director: |z[

Please refer to Remuneration Committee Report on pages 221-222.
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Code Compliance and Implementations Complied
Reference
B.2.9 Approach in early termination cases, where the initial contract not explicitly provide for compensation |z[
commitments:
Please refer to Remuneration Committee Report on pages 221-222.
B.2.10 Levels of remuneration for Non-Executive Directors should reflect the time commitment and |Z[
responsibilities of their role:
Please refer to Remuneration Committee Report on pages 221-222.
B.3 Disclosure of Remuneration policy
The Annual Report should contain a Statement of Remuneration Policy and details of remuneration of the
Board as a whole.
B.3.1 Disclosures related to remuneration in Annual Report: |z[
Please refer to Remuneration Committee Report on pages 221-222.
Remuneration paid to the Board of Directors is disclosed [aggregate] in Note 23 in the Financial
statements on page 330.
C.1 Constructive use of Annual General Meeting[AGM] and conduct of General Meetings
Board should use the AGM to communicate with shareholders and should encourage their participation
C.1.1 Notice of the AGM and related papers should send to shareholders as determined by the statute: |z[
The Company ensures that the notice period required by the companies act and the Articles of the
Association is strictly observed and shareholders are served with all related papers to make informed
decisions. Notice of the AGM is circulated together with the Annual Report and Accounts which includes
information relating to any other resolutions that may be set before the shareholders at the AGM.
C.1.2 All substantial matters are proposed by separate resolutions: |z[
For each resolution, proxy appointment forms should be providing to shareholders with the option to direct
their proxy to vote either for or against to resolution or to withhold their vote.
Please refer to page 196 for details on AGMs.
Please refer to page 403 for the Company's Notice of Meeting and Annexure 1 for Form of Proxy.
CAE The Company should ensure that all valid proxy appointments are properly recorded and counted: |z[
At the Annual General Meeting of the Company, the Secretary to the Board keeps a proper record of all
valid proxy appointments.
Please refer the Company website for more information.
C.l4 Chairman of Sub-Committees and Senior Independent Director should be available at the AGM: |z[
All Directors of the Company including the Chairman of the Audit, Remuneration, Nomination and Related
Party Transaction Review Committees as well as Senior Independent Director are present at AGM and are
available to answer questions.
C.15 A summary of the procedures governing voting at General Meetings should be circulated with every |z[
Notice of General Meeting:
The Notice of Meeting and Proxy Form incorporate instructions for shareholders on voting.
Please refer page 403 for Notice of the Meeting
Please refer page Annexure 1 for Form of Proxy.
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Code
Reference

C.2

Compliance and Implementations

Communication with Shareholders

Complied

The Board should implement effective communication with shareholders

c.21

There should be a channel in order to disseminate information to Shareholders:

The Company makes effective use of General Meetings to communicate with all its shareholders.
Important announcements are published on the CSE and media. Further, the Company maintains a
dedicated section on its website for investor relations.

Please refer Stakeholder Engagement in pages 195-196.

C22

The policy for communication with shareholders should be disclosed:

Please refer to the Share Information & Stakeholder engagement sections of the Annual Report on Pages
391-396 and 195-196.

Cc.23

How the communication with shareholders policy is implemented during the year :

Please refer to the Share Information & Stakeholder engagement sections of the Annual Report on Pages
391-396 and 195-196.

C.24

The contact person for such communication should be disclosed:

Please refer to Page 196 in Inquiries by Shareholders for more information.

C.25

All Directors are aware of major issues and concerns of shareholders:

The Company Secretary shall maintain records of all correspondence received and deliver same to the
Board or individual Directors as applicable.

C.2.6

The person to contact in relation to shareholders’ matters should be decided:

Shareholders are encouraged to bring matters of concern to the attention of the Board through the
Company Secretaries.

Please refer, contact details are given on page 196.

C.2.7

The process for responding to shareholder matters should be formulated by the Board and disclosed:

Refer C.2.2-C.2.5 above.

C3

Major and Material Transactions

Complying with the requirements under the Companies Act, Securities and Exchange Commission law
and Colombo Stock Exchange regulations; as applicable, Directors should disclose to shareholders all
proposed material transactions, which if entered into, would materially alter the Company’s net assets
base.

C31

Obtain Shareholders’ approval on “Major & Material Transaction and disclosed:

Section 185 of the Companies Act requires all major transactions (whether related or not) to be approved
by shareholders by way of special resolution. In addition, with the CSE Listing Rule on Related Party
Transactions came into effect from 2016, all proposed non-recurrent related party transactions must

be reviewed by a Board Sub-Committee and transactions exceeding threshold limits must be subject to
shareholder approval by way of special resolution.

C3.2

Disclose Major and Material Transactions to shareholders as required by Securities Exchange
Commission (SEC) and the Colombo Stock Exchange (CSE):

The Company's policy on shareholder communications addresses the need to disclose major and material
transactions to shareholders as required by the rules and regulations of the SEC and the CSE.
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Code
Reference

Compliance and Implementations

Complied

D.1

Financial and Business Reporting

Present a balanced and understandable assessment of the Company’s financial position, performance,
business model, governance structure, risk management, internal controls and challenges, opportunities
and prospects.

D.1.1

Preparation and presentation of Annual Report including Financial Statements:

The Board has taken every effort to ensure that the Annual report presents a fair and balanced view of
the Company's financial position, performance and prospects combining narrative and visual elements
to facilitate readability and comprehension. All statutory requirement has been complied within Annual
report and the interim financials have been review and approved by the Board and Audit Committee prior
to publication.

D.1.2

The Board responsibility of presenting Financial Statements:

The Board take responsibility to publish a balanced financial statements and information required to be
presented by statutory requirements.

D.1.3

Chief Executive Officer/Managing Director and Chief Financial Officer's opinion on Financial statements:

Please refer to Managing Director’s and Chief Financial Officer's Responsibility Statement on pages 208 to
209.

D.1.4

The Directors’ Report in the Annual Report should contain certain declarations to the effect set out in the
code:

Please refer the Annual report of the Board of Directors on the affairs of the Company on pages 197-205.

D.1.5

The Board together with the Auditor setting out a statement about their responsibilities:
Please refer the Statement of Directors’ Responsibility to Financial Reporting,

Independent Auditors’ Report and Directors’ Statement on Internal Controls on pages 265 to 269 and
pages 212 to 213 respectively.

D.1.6

The Annual Report should contain a "Management Discussion and Analysis":

Please refer the Management discussion and Analysis on page 34 to 148.

M

D.1.7

Periodically report the progress of remedial action being taken in the event of company net assets falls
below 50% of the value of the Shareholders funds:

Not
Applicable

D.1.8

Disclose Related Party Transactions:

Please refer:

I. Note 46- Related Party Disclosures in Notes to financial statements on pages 376-379
Il. Related Party Committee Report on pages 223-224

M

D.2

Risk Management and Internal Control

The board is responsible for determining the nature and extent of the principal risks it is willing to take
in achieving its strategic objectives. The Board should have a process of risk management and a sound
system of internal control to safeguard shareholders’ investments and the Company’s assets.

D.21

The Board review the effectiveness of internal control system and monitor the Company's risk
management:

The Board is responsible for establishing sound framework of risk management and internal controls
and monitoring its effectiveness on a continuous basis. Through such as effective framework, Softlogic
Life PLC manages business risks and ensures that the financial information on which business decisions
are made and published is reliable, and also ensures that the Company’s assets are safeguarded against
authorized, unauthorized use or disposition.

Please refer to the Director’s Statement on Internal Controls on pages 212 to 213.
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CODEOF BEST PRACTICE ON CORPORATE GOVERNANGE

Code
Reference

D.2.2

Compliance and Implementations

Managed and mitigate the risk on business model, future performance, solvency or liquidity:
Please refer;

I.  The Risk Committee Report on pages 219-220.
Il.  The Risk Management section on pages 245-258

Complied

|

D.2.3

Internal Audit Function:

Since 2014, the internal audit function was completely brought under the in-house internal audit
department. Accordingly, the resource and staff requirements of the internal audit department were
enhanced.

D.2.4

Audit Committee review on the effectiveness of risk management and internal controls:

The Audit Committee monitors, reviews and evaluates the effectiveness of the risk management & internal
control system including the internal controls over financial reporting.

Please refer to Internal Assurance section on page 192

D.2.5

Directors responsibility on maintaining a sound internal control system:

Please refer Directors' Statement on Internal Controls on pages 212-213.

D.3

The Audit Committee

The Board should establish formal and transparent arrangements for considering how to select and apply
accounting policies, financial reporting and internal control principles and maintaining an appropriate
relationship with the Auditors.

D.3.1

Composition of the Audit Committee:

All members of the Audit Committee are Independent Non-Executive Directors. Mr. Sujeewa Rajapakse
acts as the Chairman of the Audit Committee.

Please refer to the Audit Committee Report on pages 214-218.

D.3.2

The Audit Committee should have a written Terms of Reference, dealing with its authority and duties:

Please refer to the Audit Committee Report on pages 214-218

D.3.3

The work of the Audit Committee in discharging its responsibility:

Please refer to the Audit Committee Report on pages 214-218

D.4

Related Party Transactions Review Committee

The Board should establish a procedure to ensure that the Company does not engage in transactions
with “related parties” in a manner that would grant such parties “more favourable treatment” than that
accorded to third parties in the normal course of business.

D.4.1

A Related Party and Related Party Transactions will be as defined in LKAS 24:

Please refer to the Related Party Transactions Review Committee Report on pages 223-224

D.4.2

Composition of Related Party Transactions Review Committee:

Pleas refer to the Related Party Disclosures (Note 46) on pages 376-379.

D.4.3

The RPT Review Committee should have a written Terms of Reference, dealing with its authority and
duties:

Please refer to the Related Party Transactions Review Committee Report on pages 223-224

242

SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019




Code Compliance and Implementations Complied
Reference
D.5 Code of Business Conduct and Ethics
Adopt a Code of Business Conduct & Ethics for Directors, Key Management Personnel & and all other
employees.
D.5.1 The existence of a Code of Business Conduct and Ethics:
Please refer page 181 for the Code of Business Conduct and Ethics
D.5.2 Identify and report, material and price sensitive information:
The Company has a process in place to ensure that material and price sensitive information is promptly
identified and reported in accordance with the relevant regulations.
D.5.3 The Company should establish a policy, process for monitoring, and disclosure of shares purchased by |z[
any director, Key Management Personnel or any other employee involved in financial reporting:
Please refer Shareholder information on pages 391-396
D.5.4 The Chairman declaration on Code of Conduct and Ethics: |z[
Please refer to Chairman's Statement on page 160
D.6 Corporate Governance Disclosures
Directors should be required to disclose the extent to which the Company adheres to established
principles of good Corporate Governance.
D.6.1 Established principles for Good Corporate Governance: IZ[
This part of the Corporate Governance Report, commences from pages 152-258.
E.l Shareholder Voting
Institutional shareholders have a responsibility to make considered use of their votes.
E.1.1 A regular and structured dialogue should be conducted with shareholders: Iz[
The management and Board maintain a regular dialogue with the institutional shareholders and their
views are considered on all major transactions.
Please refer to stakeholders Engagement section in pages 53-57.
E.2 Evaluation of Governance Disclosures
Institutional investors should be encouraged to give due weight to all relevant factors: |z[
The views of institutional shareholders, especially DEG and Leapfrog investments (which are
internationally renowned development finance institutions) have been instrumental in shaping current
governance arrangements of the Company.
F1 Investing/ Divesting Decision of Individual Shareholders: Iz[
The information disseminated by the Company is adequate for individual shareholders to undertake
an analysis of the Company and/or seek independent investment advice regarding the prospects of the
Company.
Please refer to Annual Financial Statements on pages 270 to 382.
F.2 Shareholder Voting:

All shareholders are given adequate notice of General Meetings and provided with all the necessary
information to make informed decisions at Meetings.

Please refer to Notice of the Meeting on page 403.
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CODEOF BEST PRACTICE ON CORPORATE GOVERNANGE

Code
Reference

Compliance and Implementations

Complied

G.1

The Board should identify connectivity and cyber risk:

The Board should confirm that the IT Department has required level of expertise, management and
technical controls in place for the connectivity of devices. Any device to be connected to the corporate
network need to be approved and configured by the IT Department.

For more information please refer IT Governance on pages 188-189.

G.2

The Board should appoint a Chief Information Security Officer:

The Chief Information Officer is responsible for the information security of the Company.

G.3

Allocate adequate time to discuss about cyber risk management at the Board Meetings:

Cyber security related concerns are discussed and verify of the required controls is done during the Board,
Audit Committee and the Risk Committee meetings.

G.4

Periodic review and assure the effectiveness of the cyber security:
Third Party consultants perform periodic reviews relating to Cyber security as per an agreed schedule.

Please refer to IT Governance on pages 188-189.

G.5

Disclosed the process to identify and manage Cyber security risk:

Please refer to IT Governance on pages 188-189.

H.1

ESG Reporting

H.1.1

Assess risks and opportunities pertaining to ESG reporting:

Please refer to:

. Management and Discussion Analysis on pages 34-148.
Il. Risk Management on Pages 245-258.

Ill. Corporate Governance on pages 152-258.

H.1.2

Assess Environmental Factors:

Please refer to:
. Management and Discussion Analysis on pages 34-148.

H.1.3

Assess Social Factors:

Please refer to:
. Management and Discussion Analysis on pages 34-148.

H.1.4

Governance structure to manage risks in all aspects of ESG:

Please refer to:

. Management and Discussion Analysis on pages 34-148.
Il. Risk Management on Pages 245-258.

Ill. Corporate Governance on Pages 152-258.

H.1.5

Board's role on ESG Factors:

ESG reporting is a Board responsibility to take place on regular basis and it should link sustainable issues
more closely with strategy.

Please refer Management and Discussion Analysis on pages 34-148.

244 SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019




INTEGRATED RISK MANAGEMENT

INTRODUCTION AND OVERVIEW

Risk is defined as the combination of a
likelihood of an occurrence of an event
and the impact that is caused by the
event concerned. The occurrence of such
events could hamper business objectives
of the Company or have a positive impact
as a result of maximising opportunities
presented. Risk Management, deals

with mitigating negative impacts whilst
ensuring opportunities are maximised.

Risk management plays a pivotal role,

in Life Insurance companies as it must
be equipped with adequate reinsurance
on exposures assumed and manage its
assets and liabilities efficiently in order to
maximize financial return and adequate
capital. As such, Softlogic Life is equipped
with an independent Risk Unit and has
adopted a Risk Management Framework
that ensures the inculcation of a risk
culture across the organisation.

SOFTLOGIC LIFE’'S APPROACH TO RISK
MANAGEMENT

Softlogic Life adopts an Enterprise Risk
Management (ERM) framework based

on the ISO 31000:2018 International
Standard. This Framework allows the
Company, to proactively identify particular
events or circumstances relevant to

the organization's objectives (risks

and opportunities), and assess them in
terms of likelihood and magnitude of
impact, thereby determining a response
strategy, and monitoring its progress,

so that it may protect and create

value for the Company’s stakeholders,
including owners, employees, customers,
regulators, and society.

The Integrated approach has resulted in
Softlogic Life adopting the following Risk
Management Principles that drive the
ERM approach and aid in achieving the
Company’s Risk Management Objectives
as detailed further on in this report.

About Us | Executive Statements

Figure: Softlogic Life’s approach to Risk Management

An Independent Risk Function

The independence of the risk
function ensures adequate
separation between the risk
generating units and those
responsible for its control and
supervision. It also ensures
having sufficient authority

for setting, managing and
supervising of the risk strategy
and policy of the Company.

A Comprehensive approach to all
risks

It is vital to have the capacity
to draw up and adhere to, a
plan for the management and
control of all risks, originating
both directly and indirectly.

It is also important to be
equipped with a comprehensive
view of the risks assumed,
understand the relations
between them and facilitate
their overall assessment,
whilst fully understanding
the differences in the nature,
degree of evolution and the
different ways in which each
type of risk can be managed
and controlled.

Reviewing the risk profile and
comparing it with the limits

set in the risk appetite is a
quarterly exercise within the
Company.

Adequate mechanisms are
established for monitoring and
control so as to ensure the
overall risk is maintained within
the levels set and corrective
and mitigating measures are
applied in advance if necessary.

Driving and ingraining a Risk Culture at
Softlogic Life

Linking Risk Appetite to Strategy

Regular review and monitoring Adaptation of Best Practices

A risk culture is promoted throughout

the organisation by embracing a series of
attitudes, values, skills and responses toward
risks that are integrated into all processes,
including taking decisions on change
management and Strategic and Business
Planning. It is developed by strongly involving
the Senior Management and driving the
culture through a Top-Down approach to all
Business Units and conducting awareness
and training across the organisation.

The risk appetite statement determines

the amount and type and amount of risk/s
considered reasonable to assume, in the
execution and development of the Company’s
business strategy.

The risk appetite is used as a benchmark
when monitoring identified risks and is
identified as a common risk language
throughout the organization and is integrated
into day to day operations.

The use of scenario analysis using
advanced models and metrics establishes
a grading framework which enables risks
to be identified and managed from different
perspectives.

Frequent (at least quarterly) reporting to
the Board Risk Committee is considered an
important aspect of the Risk Management
process at Softlogic Life.

The Risk Unit is also constantly evaluating
gaps in the existing risk processes adopted

in comparison to international best practices
and leading international insurers. It

also stays abreast of trends in the global
insurance industry and regulations in the
Banking, Finance and Insurance sector, so
that it is better prepared to cope with the ever
changing industry and regulatory landscape.

Management Discussion & Analysis

Stewardship

Financial Statements
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INTEGRATED RISK MANAGEMENT

ALIGNING RISK MANAGEMENT STRATEGY WITH THE COMPANY STRATEGY

The Company considers risk management to be a focal point in its strategic plans and day to day business activities given its importance
and therefore, as a method of protecting the value of the Business and Business activities by enabling it, to make informed decisions
based on the defined risk appetite and manage expected returns. As such, the link between the Company’s Strategy and Risk
Management is as described below.

Risk Strategy Component Link to Business Strategy

= The Company’s risk philosophy is to ensure = The Company'’s strategic plan, “Strategy 2020”, is based on five
sustainable growth of its business, by encouraging strategic objectives and an ambitious financial target. “’Strategy
profitable risk-taking whilst operating within the 2020 has sustainable growth at its core, and is pursued by profitable
defined risk appetite. opportunities that are within the defined risk appetite.

= The five strategic objectives are defined and its detailed strategies are
constructed around each objective, in order to provide clear direction to
the Management. Risk preferences are considered in the formulation of
these strategies, and in any supporting operational capabilities that are

built.
Softlogic Life’s risk preferences are classified according = Impacts of the decisions taken during the formulation of, and in the
to: execution of, these detailed strategies are considered against the
planned risk profile, and form part of the broader the decision-making
= Risks that are inherent to the Company as a result process.

of being in the Insurance Business (i.e. Insurance
Risks, Market Risks and Regulatory Risks) and

= Risks that arise as a consequence of being in the
business and will be managed to an acceptable level
to protect value (Operational Risk, Strategic Risk and
Reputational Risk )

= The Company’s risk statement is reviewed on an = The Company’s funds are deployed amongst assets in diversified asset
annual basis and is linked to the relevant years’ categories and sectors as per the Company’s Market Risk appetite, to
business and financial objectives as well as the earn superior risk adjusted returns.

forward strategy of the Company.

OVERVIEW ON EXTERNAL RISKS AND Figure: Broad Risk Categories
INTERNAL RISKS
Internal risks and External Risks are a Internal Risk Environment(Risks can be External Risk Environment(Risks
broad risk categorization of the Company. managed and monitored by the Company) cannot be managed by the Company but
monitored by the Company)
Internal Risks - Strategic Risk = Macroeconomic risk
Inte.rnal risks arg |dent|f|eq wnhm our o (FsurEReE Fisk - Regulatory risk
business operation that might interrupt . ) .
= Market Risk (Risk and challenges applicable to

smooth function and will affect negatively
in our strategy execution. = Operational Risk
e Reputational Risk

macroeconomic, regulatory and legal
risks and the applicable Softlogic Life

. responses are demonstrated on page 43.
External Risk (Detailed information in respect of the

Our external risks consist of interest rate, identification of risk, risk assessment, risk
inflation, technological developments responses and mitigation strategies are
and exchange rate etc. which are arising defined in pages 249 to 258)

from PESTEL factors of our operating
environment.
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RISK MANAGEMENT DEVELOPMENTS IN 2019

Significant Strengthening of IT Risk Management

= External Penetration Testing was carried out on selected servers of the Company by TechCert through the year. Vulnerabilities
assessed were reported to the Risk Committee and mitigated through the year.

= Testing was also carried by PwC on all mobile applications used.
= Introduction of focused IT Risk Reporting at both the Internal Risk Committee and Board Risk Committee.

= Targeted awareness Campaign via e-flyers on IT security aspects with regards to the basic IT Risk and safety, safe use of official
email and official mobile devices.

= Significant Risk Mitigation actions on Mobile Device Management.

= Disaster recovery simulations were carried out on all critical systems and servers as identified in the Business Continuity Plan and
were successfully retrieved within the stipulated Recovery Time Objectives.

Enhanced Mitigation of Operational Risks

= Significant strengthening of the Product Risk

» The Product Development Process of the Company was strengthened significantly by implementing a Product Development
Charter and putting in place a reporting mechanism and hierarchy for all new products designed and developed.

» Reporting on new product risk as well as performance evaluation of new products were initiated, with reporting to the Board
Risk Committee.

e Reputation and Data Risk

» Cleansing of the employee Facebook page was identified as a required mitigation item and a project was undertaken by HR and
Marketing Teams to cleanse the page and ensure continuous cleansing on a monthly basis.

» Enhanced the Risk Matrix applicable to understanding if enhanced due diligence is required for Anti Money Laundering
purposes.

RISK PROFILE AND RISK APPETITE OF SOFTLOGIC LIFE

The Company’s risk appetite and tolerance levels are discussed at the Internal Risk Committee and approved by the Board Risk
Committee. The risk appetite is reviewed on annual basis and the Internal Risk Management Committee is responsible for the
continuous monitoring and reporting of these limits as well as any business responses in times where these limits maybe significantly
challenged.

The limits are set considering global best practices, regulatory requirements, industry benchmarks and internal benchmarks based on
the Company’s strategic business objectives.

Figure: Risk Appetite of Softlogic Life

Risk Indicator Risk Appetite for 2019 Update for the YTD — 31.Dec.2019
Company growth 1 - 2 Times Market Growth 2.5 times

Return on equity 20% - 25% 40%

Capital Adequacy Ratio 160% - 200% 173%

Determination 100% 109%

Compliance with other Statutory Requirements (T-5) to (T-0) days before the deadline Complaint with on time submission
Average value per new policy Rs. 123,000 — Rs. 139,700 Rs. 137,032

Persistency Rates (Total) — Based on Gross
Premium (LIMRA)

= lstyear 67% - 69% 85%
e 2nd Year 54% - 57% 64%
e 3rd Year 48% - 50% 52%
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INTEGRATED RISK MANAGEMENT

Risk Indicator Risk Appetite for 2019 Update for the YTD — 31.Dec.2019
Operational Risks (Reputation, Fraud, data 0.5% - 1% of total assets 0.020%

security incidents)

Number of Incidents:

Downtime of critical system per annum 0-3 2

Government Securities as a % of Life Fund 35%-40% 44%

Listed Equity as a % of admissible assets 20% - 40% 29%

Corporate Debt as a % of admissible assets 40% - 50% 34%

RISK MANAGEMENT OBJECTIVES
The Company’s risk management
objectives to ensure the efficient
management of risks are as follows;

= Identifying the key principles of Risk
Management for Softlogic Life

= Setting the framework, strategy
and policy and procedures for Risk
Management based on the identified
principles as above

e Building a risk awareness culture and
disseminating the culture across the
organization

= Establishing a risk framework
that defines the ownership and
accountability of management of the
risks identified.

= Establishing the Company’s risk
appetite and risk limits annually
and aligning these limits with the
Company’s Business Plan and strategy

« Implementation of a rigorous risk
assessment process to carry out
continuous risk identification, control
and mitigation processors

= Aligning risk taking with expertise core
competence and business directives

= Strengthening systems, policies,
processes, and measurement tools
as needed to provide robust Risk
Mitigation and support the decision
making process of the Company with
reliable risk analysis

= Modify mitigation strategies according to changes in internal and external
environment

= Ensuring that the Board Risk Management Committee (BRMC) is equipped with
the required information to enable so that it can efficiently exercise its governance
function.

= Disseminating information on risk to all other stakeholders of the Company.

RISK MANAGEMENT POLICY

The Company is equipped with a detailed Risk Management policy which is the foundation
of the Company’s risk identifying, monitoring and reporting process. The policy outlines
the risk framework that is applied at Softlogic Life Insurance PLC. The policy also
formalises the Risk Management processes, standards, roles and responsibilities and
assists in the efficient management and mitigation of risks. The policy is approved by the
Board Risk Committee and is reviewed on an annual basis.

STATUS OF RISK REPORTING
The following Board and Management Committees meetings were held during the year

2019.

Please refer details of Board Risk Committee’s Objectives and Performance in Pages
219-220.

Figure: Status of Risk Reporting

Reporting Pillar Status for 2019

Q1 Q2 Q3 Q4
Board Risk Committee v v v v
Internal Risk Committee v v v v
Asset and Liability Management v v v v
Committee
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RISK GOVERNANCE STRUCTURE AT SOFTLOGIC LIFE

The Enterprise Risk Management Approach, the Risk Principles at Softlogic Life, the
Risk Strategy and the Objectives detailed above, rely on its risk governance structure.
The interplay of the individual functions and bodies within the overall system is vital to an
efficient risk management system. The roles and responsibilities are clearly defined and
ensure smooth interaction. Detailed below is the Risk governance structure of Softlogic
Life followed by the architecture of the Risk Management Unit.

Figure: Risk Governance Structure

Board

Directors

1)) (U
1st Line of ( 2nd Line of | 3rd Line of
Defence \ Defence Defence
o ©

Internal Risk Committee

) Life Sales

-~ Life Operations

=@ Support Services

KEY FUNCTIONS PERFORMED DURING
THE YEAR BY THE INTERNAL RISK
COMMITTEE

« Reviewed and recommended for
submission to the Board Risk
Committee the Company’s Risk
Management Strategy, Risk policy and
Risk Appetite Statement.

= Reviewed and recommended for
submission to the Board Risk
Committee the Company’s Treasury
Middle Office Policy, Business
Continuity Plan, Operational Risk
Policy, Environmental and Social

Board Risk Committee

Compliance

Actuarial

Board Audit Committee

Internal Audit

Responsibility Policy, IT Risk
Framework and all other policies
under the purview of the Committee.

Reviewed the adequacy and
effectiveness of the Company’s
existing risk management controls.

Reviewed and provided feedback on
the Company’s IT Risk Controls.

Reviewed the adequacy and
effectiveness of existing controls on
Market Risk and Asset and Liability
Management and disseminated advice

on how to strengthen the management

of these risks.

O 102-11

« Reviewed and provided feedback on
the identified significant risks across
the Company and the adequacy of
identification, prevention and reporting
mechanisms.

e Reviewed and recommended for
submission to the Board Risk
Committee the Product Development
Charter

* Reviewed and approved reinsurance
treaties and disseminated advice on
applicable strategies.

= Reviewed changes in the economic
and business environment, including
emerging trends and other factors
relevant to the company’s risk profile.

RISK MANAGEMENT PROCESS OF THE
COMPANY

The Company has a comprehensive
process to ensure the risk management
objectives. The following diagram
reflect the 04 main pillars of the risk
management process of the Company.

Figure: Risk management process

Risk Risk
Measurement Control

Risk Risk
Identification | Monitoring

RISK IDENTIFICATION
Identification of risks may occur in one or
more ways listed below;

Direct Observations

A

Incident Analysis

(2]

=

Scenario Analysis
Structured What — If Analysis
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INTEGRATED RISK MANAGEMENT

Risks can be identified by individual
risk owners or the Risk Unit. The risks
identified can be specific to a particular
department or be applicable to the

HOW TO DETERMINE THE RISK CATEGORY? (HIGH, MEDIUM OR LOW RISK)

Company as a whole and also allows the Identify Risk o Using 4 methods given in page 249
Risk Unit to identify the area/s that need

attention so as to mitigate any future

losses and/ or maximise the opportunities Check the Severity of the Rigk O  Let’s assume it is Il (Significant)

present. These risks can be scored and
analysed to achieve optimal decision

making.

Check the Probability Let’s assume it is D (Low)

The identified risks are reviewed by the
Internal Risk Committee after which,
they are submitted to the Board Risk
Committee for review.

Severity is |ll and Probability is D.
Therefore, risk is “Medium”

RISK MEASUREMENT/ SCORING

All identified risks are rated according to its likelihood of occurrence and the potential impact on the Business as defined in a pre-defined
risk Matrix for the Company. The potential impact of a risk is evaluated based on the severity of the impact on business continuity, profit,
and the potential loss of the business portfolio..

As such the levels of severity have also been defined as Marginal, Significant, Critical and Catastrophic as shown below;

Risks that affect Business Continuity

V- 11l — Significant 11—
Marginal Critical

| - Catastrophic

Life Operations

<1 Hour

1 Hours < x <5 Hours

5 hours < x < 1 Day

x> 1 Day

Call Centre

<5 Minutes

> 5 Minutes < 15
Minutes

> 15 Minutes < 30
Minutes

> 30 Minutes

Critical Systems

As defined in the BCP and IT DR Plan

Other Risks
V- Il — Significant Il - Critical | - Catastrophic
Marginal

Profit X <Rs. 50 Mn Rs. 50 Mn < x < Rs. 100 Mn<x<Rs. x>Rs. 500 Mn

Rs.100 Mn 500 Mn
Loss of Market Share X <0.5% 0.5% <x < 1.5% 1.5% < x<2.5% x> 2.5%
Stakeholder Faith impacted and lasts X <Rs. 3,500 Mn Rs. 3,500 Mn < x < Rs. 5,000 Mn € x < x 2 Rs. 6,300 Mn

Rs. 5,000 Mn Rs. 6,300 Mn

The likelihood of the occurrence of the risk is examined based on the historical experience and probabilities of occurrence under current
market and economic conditions. The matrix defines the probability of occurrence as the likelihood of an event occurring in a particular
time period. As such we have defined six probabilities of occurrence as provided in the figure of probability of occurrence.

Once the severity and the probability is calculated, risks will be plotted on the traffic light matrix as depicted in figure named Traffic Light

Matrix - Risk.
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Figure: Probability of occurrence

Figure: Traffic Light Matrix - Risk

Probability Description Definition
A Very High <1 Week A ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
B High 1 Week < 3 Months B \ \ \ \ \ \ \ \
c Occasional 3 Months < 1 Year :? c ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
D Low 1 Year < 15 Years g D ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
E Very Low 15 Years < 100 a |:| High
Years E ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ D Medium
F Almost >100 Years
Impossible F ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ |:| Low

v I I |
Severity

RISK CONTROL AND MONITORING
The ownership of the identified risks lie with the heads of relevant functions and the responsible personnel are required to provide the
action plans on how the high rated risks will be improved and the timeliness to achieve these targets.

RISK REGISTER

The risk register comprises of all identified risks that if materialise, would have a material impact on the company. It also comprises of
a detailed action plan on how these risks will be analysed, mitigated and eliminated. The register is reviewed and updated on a quarterly
basis and presented to the Board risk committee.

RISK LANDSCAPE OF THE COMPANY

//q“\ T
,r'/
Insurance Market Operational Strategic Regulatory Reputation
Risks \ Risk Risks Risk Risk Risk
© V) ") ")
Product Design and Interest Rate Internal and External Fraud Economic and
Pricing Risk Risk © Political Risk
O O Business disruption and ©
systems failures Competitor
Underwriting and Credit o Risk
Claims Risk Risk
: Employment practices and
© © workplace safety
Persistency Equity (v]
Risk Risk Legal and Compliance Risk
© © (")

Reinsurance Damage to physical assets

Risk

Asset and Liability
Matching Risk [v]

Execution, delivery, &

process management

* Please refer pages 252 to 258 and note 08 to the financial statement in page 296 to 315 for more details on risk description, risk
responses, mitigation strategies and risk quantification of the risks depicted in risk landscape of the Company.
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INTEGRATED RISK MANAGEMENT

RISK ANALYSIS FOR SOFTLOGIC LIFE
INSURANCE PLC

The Company performs risk analysis,
quantification and sensitivity testing

to understand the risk profile of the
Company. The Company continuously
monitors the business impact from each
risk whilst also reviewing the sensitivity
thresholds. Analysis of risk landscape of
the Company is provided below.

Analysis of Insurance Risk

Product Design Risk

Life Insurance product design risk

is mainly connected with the pricing
assumptions of the insurance products.
There are several components under
product design risk such as mortality risk,
morbidity risk, expense risk etc.

Mortality Risk

Any losses arising on the actual death
experience of a policyholder compared

to the expected death probability at the
time of the product design stage. Once
actual death experience is greater than
the pricing assumptions the Company will
experience a higher death claims.

The Company uses standard mortality
tables to get the expected mortality rates
at the product designing price products
accordingly to mitigate the potential
mortality risk.

The Company continuously monitoring the
mortality rates to identify the any adverse

variance experienced by the company and

reprices products as a mitigate strategy to
combat losses.

The sensitivity analysis carried out

details that a +10% change in mortality
assumptions result in a liability increase
of Rs. 277 Mn in 2019 compared to the Rs.
187 Mn reported in 2018, whist a -10%
results in a liability decrease of Rs. 287
Mn in 2019 compared to Rs. 188 in 2018.
The following graph depicts how mortality
risk sensitivity has moved over the past
four years.

Further details of mortality risk are
provided in note 8 to the financial
statements pages 296 to 315.

SENSITIVITY OF INSURANCE
CONTRACT LIABILITIES

Rs.Mn
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-200
-300
-400

2016 2017 2018 2019

- +10% in Mortality Assumption
- -10% in Mortality Assumption

Morbidity Risk

Morbidity risk is the risk of loss arising
due to the adverse deviation on the actual
health experience versus the expected
experience at the product design stage.
This risk will be vary based on the product
portfolio sold over the years.

The Company uses incident rates to
obtain the expected morbidity rates at the
product design stage in order to minimize
risks and in the event of major deviations
in morbidity, the Company may re-price to
mitigate the risk.

The sensitivity analysis carried out details
+10% change in morbidity assumptions
result in a liability increase of Rs. 382

Mn in 2019 compared to the Rs. 270 Mn
reported in 2018. A deviation of -10%
results in a liability decrease of Rs. 387
Mn in 2019 compared to Rs. 267 in 2018.

The following graph shows how morbidity
risk sensitivity has moved over the past 4
years.
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Further details of product design risk
is provided in note 8 to the financial
statements in pages 296-315.

Underwriting Risk

Underwriting risk arises due to the
inaccurate assessments of risk

entailed when underwriting the policy.
Underwriting risk is mainly comprised of
the risk transferred from policyholder to
the company, policyholder’s behaviour risk
and expense risk.

The mitigation of the above is carried out
mainly via the Company’s underwriting
philosophy and the reinsurance
arrangements negotiated.

The Western Province shows major
concentration and accounts for 67% of
GWP in 2019 in comparison to the 66%
in 2018, whilst the Southern Province
accounted for 10% of total GWP in both
2019 and 2018. These provinces account
for over 76% GWP in both the years.

The following graph depicted the top 3
province wise GWP.



Figure: Province wise GWP- Top 3
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Further details of underwriting risk
are provided in note 8 to the financial
statements in pages 296-315.

Reinsurance Risk

Reinsurance risk arises from new

or existing contracts the Company

has entered into. Reinsurance risk is
measured based on the probability of
default of the Re insurer on claims
payable. The main measure used in this

regard is the credit rating of the re-insure.

The Company is exposed to the following
re-insurer receivable amounts as at 31
December 2019.

REINSURANCE EXPOSURE - RI RATING
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The main mitigation followed with regards
to this risk is the Company's strategy to
enter into reinsurance arrangements with
re-insurers rated AA and above.

Further details of reinsurance risk
are provided in note 8 to the financial
statements on pages 296-315.

Claim Risk

The claim risk of the Company primarily
depends on the actual claim experience
in comparison to the estimated claim
experience. The Company assesses the
claim ratio via the net claim ratios of each
business channel as well as the overall
net claim ratio. The overall claim ratio at
the company level has increased by 0.8
pps. YoY in 2019.

The Company monitoring the claim
ratios Constantly and executes relevant
mitigation actions such as re-pricing
product and reviewing the product mix
applicable in a period etc. as seen fit.

The YoY movement of claim ratios are as
follows.

Description 2019 2018

Net claim ratio with

0,
group life and DTAP 18.3%

13.5%

Net claim ratio
without group life
and DTAP

10.8%  9.7%

ANALYSIS OF MARKET RISK

Market risk is the risk that the fair
value or future cash flows of a financial
instrument will fluctuate because of
changes in market prices. Market risk
comprises of interest rate risk, foreign
exchange risk and equity risk.

Market rate primarily arises from the
movement of interest rates which affect
the value of both financial interments as
well insurance contract liabilities, which
have been valued on a gross premium
basis.

Interest Rate Risk on Financial
Instruments

Interest rate risk on financial instruments
arises primarily from the Company’s
investments in debt securities. These
investments are exposed to the risk of

adverse changes in fair values or future
cash flows because of a change in market
interest rates.

The Company has financial assets worth
of Rs. 10.5 Bn exposed to interest rate
risk in 2019 in comparison to Rs. 8.7 Bn
in 2018. Financial investment exposed to
interest rate risk in 2019 is 71% of total
financial investment where it was 72% in
2018.

The Company performs a sensitivity
analysis on the impact on Profit before tax
of interest rate movements on its financial
investments and is detailed in the table
below.

Table: Sensitivity analysis of interest rate

Sensitivity Impact on Profit
(InRs. Mn.) Before Tax
2019 2018
+ 100 basis points (132) (16)
- 100 basis points 144 18
Sensitivity Impact on Equity
(InRs.Mn.) 2019 2018
+ 100 basis points (248) (172)
- 100 basis points 277 191

Further details of interest rate risk
are provided in note 8 to the financial
statements in pages 296-315.

Interest Rate Risk on Insurance Contract
Liabilities

Insurance contract liabilities are also
subject to the interest rate risk as it uses
a discounted cash flow approach which is
equivalent to a gross premium valuation.
In 2019, an increase of 50 basis points of
the risk free rate (rate used to discount
the liability) will reduces the insurance
contract liabilities by Rs. 117 Mn (2018:
Rs. 50 Mn) whereas a decrease of 50
basis points result in an increase of the
insurance contract liabilities by Rs. 131
Mn (2018: Rs. 57 Mn).
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Foreign Exchange Risk

The risk of an investment’s value
changing due to changes in currency
exchange rates. The Company’s principle
operation is based in Sri Lanka; therefore,
Company is not materially exposed to
foreign exchange risk. All reinsurance
arrangements are agreed with LKR
equivalent terms. Therefore the Company
does not expose to foreign exchange risk.

Further details of foreign exchange risk
are provided in note 8 to the financial
statements on pages 296-315.

Equity Risk

The Company invests in equity as per its
investment strategy and equity price risk
is mitigated through diversification and
placing limits on individual and total equity
portfolio investments.

The Company’s market value of its
investments as at 31st December 2019
was is Rs. 2.0Bn in comparison to 2018 it
was Rs. 2.1Bn. The Company is focused
on investing in the Banking, Finance

and Insurance Sector as well as the
Healthcare Sector which accounts for 88%
of the total equity investments in 2019 in
comparison to 88% in 2018.

The following chart shows the sensitivity
analysis on how the equity portfolio of the
Company is affected the with change in
stock market prices.

SENSITIVITY OF EQUITY RISK ON PBT
Rs. Mn

2019 2018

M 10% Increase in Market Prices
M 10% Decline in Market Prices

SENSITIVITY OF EQUITY ON OTHER
COMPREHENSIVE INCOME
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Further details of equity risk are provided
in note 8 to the financial statements in
pages 296-315.

Credit Risk

Credit risk is the risk of financial loss to
the Company if a counterpart fails to settle
due balances to Softlogic Life. As of 31st
December 2019, exposure to credit risk
was Rs. 12.1 Bn in comparison to Rs. 9.9
Bn as of 31st December 2018.

Credit risk on financial investment
accounts for 87% of the company’s total
credit exposure in 2019 and it was 88%
in 2018. The ratings of the financial
investment instruments as well as the
relevant counterparts are analysed
carefully by the Company to mitigate any
potential credit risk by the Company.

Following graph shows the exposure of
investments rated above and below BBB.

The Company analyses credit risk, based
on the industry where 37% invested in
government via government securities

in 2019 (2018: 36%) and 46% in financial
service industry during current year (2018:
50%). In conclusion the composition
based on industry has not been moved
significantly and therefore risk profile
remain unchanged compared to last year.
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%

2019 2018

M BBB and Above
M BBB and Below

The Company has implemented SLFRS
9 during the year and “Expected Credit
Loss” (“ECL”) is a critical item in terms of
financial investments. Out of Rs. 10.5Bn,
Rs. 4.5 Bn is not subjected to the ECL as
it is invested in government securities
and Rs. 6.1 Bn is subjected to the ECL.
The company reported an only Rs. 15.1
Mn which is mainly coming from the
debentures. The comparative figures are
not applicable for the ECL provision as
SLFRS 9 is implemented with effective
from 1st January 2019 and 2018 was
reported under LKAS 39 which did not
have a requirement of ECL.

The reinsurance receivable and loans to
life policyholders together accounted for
3% of the company’s total credit exposure
in both 2019 and 2018. The reinsurance
counterparties of the Company carry a
AA- or an above rating where policy loans
are given considering the surrender value
of the life policy as collateral according to
the policy condition. Total surrender value
of Rs. 325 Mn is available on the policies
which policy loans are given. (Surrender
value of 2018 is 284 Mn)

Further details of credit risk are provided
in note 8 to the financial statements on
pages 296-315



Liquidity Risk

Liquidity risk is the risk that the Company
may not have sufficient liquid funds to
meet its obligations when they fall due.

The Company assess the liquidity risk
at the Assets and Liability Management
Committee (ALCO) on regular basis and
Maintaining a diversified funding base to
manage the liquidity risk.

Treasury maintains a pool of short-term
liquid assets that is intended to provide
sufficient liquidity to cover short-term
fluctuations in the liquidity requirements.
The following graph shows how the assets
and liabilities are available for each
duration in 2019 and 2018 respectively.

The Company is in a positive liquid
position in 1-3 years as the Company has
excess assets over the liabilities. However,
starting 3 years and beyond the Company
experiences a mismatch owing to longer
liability durations. The main reason behind
the wide mismatch experienced in the
longer tenures is the lack of longer tailed
assets within the Sri Lankan Market.

Further details of liquidity risk are
provided in note 8 to the financial stamens
in pages 296 to 315.

LIQUIDITY RISK
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Analysis of Operational Risk

Internal and External Fraud

Losses resulting from acts of fraud
committed internally in an organization
that go against its interest or losses
resulting from acts of fraud committed
externally by third parties.

Business disruption and systems failures
Losses as a result of business
interruptions due to System failures
(hardware or software), disruption in
telecommunication, power failure and
supply chain disruptions.

Employment practices and workplace
safety

Losses arising as a result of non-
compliance with employment or health
and safety laws and regulations.

Damage to physical assets

These are losses incurred by damages
caused to physical assets due to natural
disasters or other events like terrorism
and vandalism.

Execution, delivery, & process
management

Failure in delivery, transaction or process
management is an operational risk

that has the potential to bring loss to a
business.

Analysis of Strategic Risk
Economic and political Risk
Economic risk is the chance that
macroeconomic conditions and/ or
political stability will affect a firms
earnings.

Competitor Risk
Competitor risk is the probability
that competitive forces will prevent a

Analysis of Regulatory Risk

Regulatory risk is the risk that a change
in laws and regulations will materially
impact a security, business, sector or
market.

Analysis of Reputation Risk

Reputational risk, is a loss resulting from
damages to a firm’s reputation, owing to

a loss of consumer faith, loss of revenue,
potential litigation etc.

FUTURE OUTLOOK OF RISK
MANAGEMENT

The Company continuously looks to widen
the scope of Risk Management in order to
increase and create new value. As such,
the following actions are planned for 2020
and beyond.

e The Company has planned to perform
an extensive data analysis on the
product portfolio to identify the hidden
risk in terms of mortality, morbidity
and policyholder behaviour risk. The
Company expects to use big data
analytical techniques to get a better
outcome in the long run.

e The Company is planning moving to
new markets to capitalise the available
opportunities. The new measures
will add to the risk management
framework of the Company in order to
mitigate the adverse risks that might
arise with the different customer
behaviour patterns which is exists
under new market conditions.

e Focus extensively on Health and
Safety Measures and related Business
Continuity Practices on a physical
front as well as in terms of IT DR
solutions and Business Continuity

Company from achieving its goal. It is Practices.
often associated with the risk of declining
business revenue or margins due to the
actions of a competitor.
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MITIGATION STRATEGIES ADOPTED AT SOFTLOGIC LIFE INSURANCE PLC TO ADDRESS ITS RISK LANDSCAPE
The Company identified the following significant risks during the year. The risk rating for 2019 and 2018 and the mitigation strategies
adopted have been provided to depict how Softlogic Life responds to such risks.

KEY RISK RISK RISK MITIGATION STRATEGY
RATING RATING
2019 2018
Economic and = The Risk Unit performs a detailed economic analysis on a quarterly basis. The
Political Risk analysis details economic performance as well as expected economic performance
and expected values of key economic indicators. A close watch is also kept on global
® ® industry trends.

= This study is presented to the Board Risk Committee as well as the Board Investment
Committee in order to aid in key business decisions.

Competitor = Constant monitoring and comparison of Company’s Performance against peers.
Risk = Implementation of a market intelligence force to ensure timely gathering of competitor
o o activity

= Product Implementation committee to ensure that the Company’s product portfolio
remains competitive based on the above information

Co-operation e Clear Communication of the Company’s strategy and Business Objectives, to all staff
and awareness P P through interactive town hall sessions

of common

direction

Minimum = [Forecasted internal capital model to ensure capital adequacy are above regulatory
Capital PY P requirements.

Adequacy = Monthly CAR calculations to understand trends of key driving factors

Ratio

Increased = Aclose watch is kept on all potential regulatory directions by the Risk Unit as well the
Regulatory / Compliance Unit.

Compliance = The Compliance Unit also informs of regulatory developments to the relevant business
Requirements units for purposes for supporting such business teams to align business activities

or reporting requirements with such regulatory developments. It also reports on the
compliance status with relevant regulatory requirements to the Audit Committee on a
quarterly basis.

= The Compliance Unit has in place a process to flag due dates in advance and inform
the required information/formats to the relevant departments.

= Additionally, forecasts are prepared by the Finance and Actuarial Departments on
all regulatory financial ratios in order to understand future positions and mitigation
strategies needed, if any.

@® LowRisk @® Medium Risk @® HighRisk
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KEY RISK RISK RISK MITIGATION STRATEGY

RATING RATING

2019 2018
Business = The company is equipped with a formal Business Continuity Plan, that details all
Continuity and services and systems that are considered critical for business continuity as well as
Continuity their recovery time objectives.
of Critical = Knowledge sharing sessions and advanced testing of the procedures are also carried
Systems out annually for teams identified as critical and ensure that Recovery Time Objectives
can be fulfilled in the event of a disaster.
® ® = The Company is also equipped with an independent Disaster Recovery Site for its
servers.
= Disaster Recovery Simulation exercises are also conducted for all systems considered
critical.
= Testing was carried out successfully through 2019 and revealed that systems were
recoverable well within the stipulated recovery time objectives.
Occupational = Awareness flyers have been circulated to all staff throughout the year on safety
Health and procedures to be followed in the event of a fire.
Safety = Fire Wardens have also been briefed on procedures to be carried out in such an event.
() () = Evacuation drills have been carried out at all critical business locations and results are
circulated to the Management and Staff.
= Ageographical risk analysis of the branch network was also created to understand the
current risk landscape of the network in 2017 and has been updated bi-annually since.
Internal = The Company’s Internal Control environment is reviewed on a continuous basis as per
Controls the plan approved by the Audit Committee annually. Findings are reported to the Audit
Committee as well as the Senior Management on a monthly basis.
= The unit has also established;
= Claims Monitoring Unit
[ [ : .
= A Fraud Detection Unit
= Implementation of ACL, to strengthen fraud detection and other preventive
mechanisms
= The completion rate / adoption rate of all suggestions and recommendations was 95%
as at the above date.
Staff Turnover = Recruiting Branch staff with prior exposure to customer service and those that
° ® possess a higher set of skills.
= Utilising the Town Hall Sessions conducted as a tool to identify issues faced by the staff
and to provide the relevant solutions.
= Operational Risk Policy clearly dictating the methodology to measure and evaluate
reputation risks was also formulated.
= The Company’s social media page is also monitored closely and all customer
o o complaints directed through social media are handled and directed to Customer
Relationship Management Unit.
= All customer complaints are handled in line with the guidelines issued by IBSL on
complaint management.

® LowRisk @ Medium Risk @ High Risk
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KEY RISK RISK RISK MITIGATION STRATEGY
RATING RATING
2019 2018
Morbidity Risk () o = Refer note 8 to the Financial Statement in pages 296 to 315
Mortality Risk () () * Refer note 8 to the Financial Statement in pages 296 to 315
Premium PY P * Refer note 8 to the Financial Statement in pages 296 to 315
Persistency
Expense Ratio () () = Refer note 8 to the Financial Statement in pages 296 to 315
Quality of = Aunique career and recognition structure is in place that help reduce turnover
Agents S S amongst sales staff.
e Structured training programmes are conducted continuously for Sales staff on
motivation and leadership
Unproductive = Productivity of Sales staff are monitored on a continuous basis through a special
Staff central monitoring unit which is independent of the distribution network, which allows
for an early indication / warning when an individual’s performance is below standard.
([ ) ([ ] = Live dashboards are used as a management tool to monitor new business proposals,
those in work in progress and thereby staff productivity on a real time basis.
= Claims servicing rates and acceptance of policies rates completed within a day have
been maintained at an average of 90% as at 31.12.19.
Interest Rate = The Treasury Middle Office (TMO) continues to identify, measure and manage all
and Equity Investment and Market Specific Risks on a day to day basis.
Risk = The Treasury Middle Office has established market risk limits in line with the overall
risk appetite of the Company by asset category and values the investment portfolio on
a daily basis and carries out daily monitoring and reporting of the portfolio and all loss
limits.
= The adherence to the set guidelines are adopted in a stringent manner and require
P P approvals from the Risk Committee and the Board of Directors in the event of
exceeding the limits/ guidelines set in the TMO Policy.
= The TMO Policy was also reviewed during the year, to establish a clearer risk profile by
distinguishing risk limits applicable to strategic and non-strategic investments.
= The Company uses the historical Value-at-Risk (VaR) approach to derive quantitative
measures for market risk under normal conditions. Market risk exposures for the
Company’s equity portfolio are monitored using VaR methodology and uses a 1 day,
95% VaR for equity positions to reflect the 95% probability that the daily loss will not
exceed the reported VaR.
Sectoral = Concentration risk was apparent to the Banking and Finance Sector in total equity
Investment investments. The exposure accounted for 70% of the equity investments as at the above
Concentration () o date.
Risk = TMO, provides ALCO with an Industry analysis of the sectors with the highest exposure
to equity as well as its independent opinion on stocks held within those sectors.
Asset Quality * The treasury Middle Office Policy dictates the maximum exposures allowed as per
Risk S P issuer and issue ratings.
* The Treasury Middle Office also performs an independent financial analysis on all
issuers rated BBB+ and below.
@® LowRisk @® Medium Risk @ HighRisk

258 SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019



FINANCIAL INFORMATION

Financial Highlights 260
Actuary’s Report 262
Report on the Liability Adequacy Test (LAT) 263
Financial Statements Table of Contents 264
Independent Auditors’ Report 265
Income Statement 270

Financial Calendar

Statement of Profit or Loss

and other Comprehensive Income 271
Statement of Financial Position 272
Statement of Changes in Equity 273
Statement of Cash Flows 274
Notes to the Financial Statements 276
Target date in 2020/21 Achievement in 2019/20

Submission of the Interim Financial Statements in Terms of the
Rule 7.4 of the Colombo Stock Exchange

1st Quarter (Audited) May 2020 May 2019

2nd Quarter (Audited) August 2020 August 2019
3rd Quarter (Audited) November 2020 November 2019
4th Quarter (Audited) February 2021 February 2020

Annual Report and Financial Statement to Shareholders

2019

28th February 2020

2020 March 2021

Annual Report and Financial Statement to Shareholders

21st Annual General Meeting to be Held 31st March 2020
22nd Annual General Meeting to be Held March 2021




FINANCIAL HIGHLIGHTS

260

o GROSS WRITTEN PREMIUM -
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——————————————— FINANCIAL INVESTMENTS .. INSURANCE CONTRACT LIABILITY . TOTAL ASSETS oo
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ACTUARY'S REPORT

: WillisTowers Watson §Lil"I'll

28 February 2020

The Board of Directors of Softlogic Life Insurance Plc
Level 16, One Galle Face Tower,
Colombo 02, Sri Lanka

Certificate of the Actuary for the Actuarial valuation of the Long term Business

1, Kunj Behari Maheshwari, being the Actuary for the life insurance business, to the best of my knowledge
: certify the following:

(a) that proper records have been kept by Softlogic Life Insurance Plc in conducting the valuation of liabilities
: for the purpose of Section 48 of the Regulation of Insurance Industry Act No. 43 of 2000, and the
1 Solvency Margin (Risk Based Capital) Rules, 2015;

(b) that | have taken all reasonable steps to ensure the accuracy and completeness of the records
mentioned in item (a) above;

(c) that | have complied with the provisions of the said act in item (a) above;

(d) that | have complied with provisions of the Solvency Margin (Risk Based Capital) Rules, 2015 and

guidance notes / guidelines prescribed by the IRCSL there under in the determination of the net amount
of liabilities as at 31 December 2019;

(e) that the Surplus amount distributed / approved to transfer from the non-participating fund to shareholder
fund for the period 1 January 2019 to 31 December 2019 amounted to LKR 2,279 million; and

(f) that the Surplus amount distributed to life insurance policyholders who share in the profits as provided
in the Regulation of Insurance Industry Act, No 43 of 2000, amounted to LKR 322 million as at
31 December 2019.

Name and address of actuary with phone number and e-mail:
Kunj Behari Maheshwari, FIA, FIAI

Director, Insurance Consulting and Technology, India,
Willis Towers Watson

: 2nd floor, Tower B, Unitech Business Park,

South City — 1, Sector 41,

Gurgaon 122001, India

1 Telephone: +91 124 432 2800

: Email: kunj.maheshwari@uwillistowerswatson.com

o5

Signature:
Place: Gurugram, India
] Date: 28 February 2020

Willis Towers Watson India Private Limited
Registered Office:

E 2" floor, Tower B, Unitech Business Park,
South City — 1, Sector 41,

Gurugram 122001

India

1 T +91124 432 2800

F +91124 432 2801

E TW.Fin.India@willistowerswatson.com
W willistowerswatson.com

CIN - U67190HR1996PTC051336
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REPORT ON THELIABILITY ADEQUACY TEST (LAT)

WillisTowers Watson §Lil"I'll

28 February 2020

The Board of Directors of Softlogic Life Insurance Plc
Level 16, One Galle Face Tower,

Colombo 02,

Sri Lanka

Liability Adequacy Test

1.1. The Sri Lanka Accounting Standard ‘SLFRS 4, Insurance Contracts’ prescribes that an insurer shall
assess at the end of each reporting period whether its recognised insurance liabilities are adequate,
using current estimates of future cash-flows under its insurance contracts. Willis Towers Watson has
undertaken a liability adequacy test for long term insurance provisions maintained within the life fund of
Softlogic Life Insurance Plc as contemplated by SLFRS 4.

1.2. In carrying out the liability adequacy test, we have compared the provisions held as per the audited
accounts with the actuarial liability. For this purpose, the value of the actuarial liability is computed
following the principles laid out within the risk based capital framework as prescribed by the IRCSL,
whereby liabilities are valued using a discounted cash-flow approach covering the full lifetime of all the
cash in- and out-flows required to settle the obligations related to existing in-force insurance contracts.

1.3. The projections are based on in-force policies and riders as at 31 December 2019.
1.4. Based on the checks undertaken, I certify:

m that the valuation of actuarial liability is based on internationally accepted actuarial methods and
adheres to the requirements under SLFRS 4;

= that the assumptions used for such valuation are reasonable estimates based on available
experience studies and after allowing for prescribed risk margins for adverse deviation; and

m  that the long term insurance provisions maintained within the life fund of Softlogic Life Insurance Plc
as per the audited accounts of the Company for the year ended 31 December 2019 is in excess of the
liabilities computed in the above mentioned manner.

Kunj Behari Maheshwari, FIA, FIAI
Director, Insurance Consulting and Technology, India

Willis Towers Watson

)
Signature: /
Place: Gurugram, India
Date: 28 February 2020

Willis Towers Watson India Private Limited
Registered Office:

2" floor, Tower B, Unitech Business Park,
South City — 1, Sector 41,

Gurugram 122001

India

T +91124 432 2800

F +91124 432 2801

E TW.Fin.India@willistowerswatson.com
W willistowerswatson.com

CIN - UB7190HR1996PTC051336
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Transaction cost in relation to financial assets and financial
liabilities at fair value through profit or loss are dealt with through
the Income Statement.

When the fair value of financial instruments (except trade
receivables that do not have significant financing component) at
initial recognition differs from the transaction price, the Company
accounts for the Day 1 profit or loss, as described below.

6.1.2.1 “Day 1” profit or loss

When the transaction price of the instrument differs from the fair
value at origination and fair value is based on a valuation technique
using only inputs observable in market transactions, the Company
recognises the difference between the transaction price and fair
value in net gains/(losses) from trading. In those cases, where

the fair value is based on models for which some inputs are not
observable, the difference between the transaction price and

the fair value is deferred and is only recognised in profit or loss
when the inputs become observable, or when the instrument is
derecognised.

6.1.3 Classification and Subsequent Measurement of Financial
Assets

Policy Applicable from 1st January 2019

From 1st January 2019 as per SLFRS 9, the Company classifies all
of its financial assets based on the business model for managing
the assets and the assets’ contractual terms measured at either;

» Amortised Cost
» Fair Value through Other Comprehensive Income (FVOCI)
» Fair Value through Profit or Loss (FVTPL)

The subsequent measurement of financial assets depends on their
classification.

6.1.3.1 Business model assessment

With effect from 1st January 2019, the Company makes an
assessment of the objective of a business model in which an asset
is held at a portfolio level and not assessed on instrument-by-
instrument basis because this best reflects the way the business is
managed and information is provided to management.

The information considered includes:

» the stated policies and objectives for the portfolio and the
operation of those policies in practice. In particular, whether
management’s strategy focuses on earning contractual
interest revenue, maintaining a particular interest rate profile,
matching the duration of the financial assets to the duration
of the liabilities that are funding those assets or realising cash
flows through the sale of the assets;

» how the performance of the portfolio is evaluated and reported
to the Company’s management;

» the risks that affect the performance of the business model
(and the financial assets held within that business model) and
how those risks are managed;

» how managers of the business are compensated — e.g.
whether compensation is based on the fair value of the assets
managed or the contractual cash flows collected; and

» the frequency, volume and timing of sales in prior periods,
the reasons for such sales and its expectations about future
sales activity. However, information about sales activity is not
considered in isolation, but as part of an overall assessment of
how the Company’s stated objective for managing the financial
assets is achieved and how cash flows are realised.

The business model assessment is based on reasonably expected
scenarios without taking ‘worst case’ or ‘stress case’ scenarios
into account. If cash flows after initial recognition are realised in

a way that is different from the Company’s original expectations,
the Company does not change the classification of the remaining
financial assets held in that business model, but incorporates such
information when assessing newly originated or newly purchased
financial assets going forward.

6.1.3.2 Assessment of whether contractual cash flows are solely
payments of principal and interest (SPPI test)

As a second step of its classification process the Company
assesses the contractual terms of financial assets to identify
whether they meet the SPPI test. For the purposes of this
assessment, “Principal” is defined as the fair value of the financial
asset on initial recognition and may change over the life of the
financial asset (for example, if there are repayments of principal
or amortisation of the premium/discount). “Interest” is defined

as consideration for the time value of money and for the credit
risk associated with the principal amount outstanding during a
particular period of time.

In contrast, contractual terms that introduce a more than de
minimise exposure to risks or volatility in the contractual cash
flows that are unrelated to a basic lending arrangement do not give
rise to contractual cash flows that are solely payments of principal
and interest on the principal amount outstanding. In such cases,
the financial asset is required to be measured at FVTPL.

In assessing whether the contractual cash flows are solely
payments of principal and interest on principal amount
outstanding, the Company considers the contractual terms of

the instrument. This includes assessing whether the financial
asset contains a contractual term that could change the timing or
amount of contractual cash flows such that it would not meet this
condition. In making the assessment, the Company considers:
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6.1.3.2 Assessment of whether contractual cash flows are solely
payments of principal and interest (SPPI test) (Contd.)

» contingent events that would change the amount and timing of
cash flows;

» leverage features;

» terms that limit the Company’s claim to cash flows from
specified assets; and

» features that modify consideration of the time value of money.
» Prepayment and extension terms

Refer Notes 31 in pages 345 to 357 below for details on different
types of financial assets recognised on the SOFP.

The Company’s existing non derivative financial assets and their
classifications are summarised in the table below

Financial Asset Category

FVTPL AC FVOCI

Treasury Bonds v v v
Reverse Repurchase Agreements
Quoted Shares v v
Unquoted Shares v
Corporate Debts*

Commercial Papers

Policy Loans

Staff and Advisor Receivables

Term Deposits

Cash and Cash Equivalents
Reinsurance Receivables

Premium Receivables

Unit Trusts v
Other Receivables

<

SEENEE AN AN I AN

<

* Corporate Debt - The Company classifies quoted Corporate Debt
under Amortised cost category since there is no active market for
these instruments even though such instruments are listed.

Policy Applicable Before 1st January 2019

Up to 31st December 2018 as per LKAS 39, the Company classified
its financial assets into one of the following categories:

» Financial assets at Fair Value through Profit or Loss, and
within this category as-

= held-for-trading; or
= designated at fair value through profit or loss;
» Loans and Receivables (L&R);

» Held to Maturity investments (HTM); and

» Available-for-Sale (AFS) financial assets, as appropriate.

Refer Note 31 for more information on classification and
measurement of Financial Instruments under SLFRS 9 and LKAS
39.

6.1.4 Classification and subsequent measurement of financial
liabilities

As per SLFRS 9, the Company classifies financial liabilities, other
than financial guarantees and loan commitments into one of the
following categories:

» Financial liabilities at Fair Value through Profit or Loss, and
within this category as —

* Held-for-Trading; or

= Designated at Fair Value through Profit or Loss;

» Financial liabilities measured at amortised cost.

The subsequent measurement of financial liabilities depends
on their classification. SLFRS 9 largely retains the existing
requirements in LKAS 39 for the classification of financial
liabilities.

6.1.5 Reclassification of Financial Assets and Liabilities
Policy Applicable after 1st January 2019

As per SLFRS 9, Financial assets are not reclassified subsequent
to their initial recognition, except and only in those rare
circumstances when the Company changes its objective of the
business model for managing such financial assets which may
include the acquisition, disposal or termination of a business line.

Financial Liabilities are not reclassified as such reclassifications
are not permitted by SLFRS 9.

6.1.5.1 Timing of reclassification of financial assets

Consequent to the change in the business model, the Company
reclassifies all affected assets prospectively from the first day of
the first reporting period following the change in the business
model (the reclassification date). Accordingly, prior periods are not
restated.

6.1.5.2 Measurement of reclassification of financial assets
6.1.5.2.1 Reclassification of Financial Instruments at ‘Fair Value
through Profit or Loss’

To Fair Value through Other Comprehensive Income

The fair value on reclassification date becomes the new gross
carrying amount. The EIR is calculated based on the new gross

carrying amount. Subsequent changes in the fair value is
recognized in OCI.

To Amortised Cost

The fair value on reclassification date becomes the new carrying
amount. The EIR is calculated based on the new gross carrying
amount.
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6.1.5.2.2 Reclassification of Financial Instruments at ‘Fair Value
through Other Comprehensive Income’

To Fair Value through Profit or Loss

The accumulated balance in OCl is reclassified to profit and loss on
the reclassification date.

To Amortised Cost

The financial asset is reclassified at fair value. The cumulative
balance in OClI is removed and is used to adjust fair value on the
reclassification date. The adjusted amount becomes the amortised
cost. EIR determined at initial recognition and gross carrying
amount are not adjusted as a result of reclassification.

6.1.5.2.3 Reclassification of Financial Instruments at “Amortised
Cost”

To Fair Value through Other Comprehensive Income

The asset is remeasured to fair value, with any difference
recognised in OCI. EIR determined at initial recognition is not
adjusted as a result of reclassification.

To Fair Value through Profit or Loss

The fair value on the reclassification date becomes the new
carrying amount. The difference between amortised cost and fair
value is recognised in profit and loss.

Policy Applicable before 1st January 2019

Financial assets are not re classified subsequent to their initial
recognition, except in the period after the Company changes its
business model for managing financial assets. The Company
reclassifies financial assets and liabilities into and out of the
different categories of financial instruments as permitted by
the Sri Lanka Accounting Standard — LKAS 39 on ‘Financial
Instruments: Recognition and Measurement’.

6.1.5.2.4 Reclassification of Financial Instruments at ‘Fair Value
through Profit or Loss’

The Company does not reclassify financial instruments out of the
fair value through profit or loss category while it is held or issued.
Non-derivative financial assets and liabilities designated at fair value
through profit or loss upon initial recognition are not reclassified
subsequently out of fair value through profit or loss category.

The Company may in rare circumstances, reclassify financial
instruments out fair value through profit or loss category, if such
instruments are no longer held for the purpose of selling or
repurchasing in the near term notwithstanding that such financial
instruments may have been acquired for the purpose of selling or
repurchasing in the near term.

Financial assets classified as fair value through profit or loss at
the initial recognition which would have also met the definition of

‘loans and receivable’ as at that date is reclassified out of the fair
value through profit or loss category only if the Company has the
intention or ability to hold such asset for the foreseeable future or
until maturity.

Fair value of financial instrument at the date of reclassification
becomes the new cost or new amortised cost of the financial
instrument. Any gain or loss already recognised in respect of the
reclassified financial instrument until the date of reclassification is
not reversed to the Income Statement.

The Company does not reclassify any financial instrument into the
‘Fair value through profit or loss’ category after initial recognition.

6.1.5.2.5 Reclassification of Financial investments — Available-
for-Sale

The Company may reclassify financial investments out of available-
for-sale category as a result of change in intention or ability or

in rare circumstances that a reliable measure of fair value is no
longer available.

For a financial asset with a fixed maturity reclassified out of the
‘available-for-sale’ category, any previous gain or loss on that
asset that has been recognised in equity is amortised to profit

or loss over the remaining life of the asset using the EIR. Any
difference between the new amortised cost and the expected cash
flows is also amortised over the remaining life of the asset using
the EIR. In the case of a financial asset that does not have a fixed
maturity, the gain or loss is recognised in the profit or loss when
such financial asset is sold or disposed of. If the financial asset
is subsequently determined to be impaired, then the amount
recorded in equity is recycled to profit or loss.

6.1.5.2.6 Reclassification of Financial Investments — Held-to-
Maturity

As a result of a change in intention or ability, if it is no longer
appropriate to classify an investment as held-to-maturity,
Company may reclassify such financial asset as available-for-sale
and remeasured at fair value. Any difference between the carrying
value of the financial asset before reclassification and fair value is
recognised in equity through other comprehensive income (OCI).

However, if the Company were to sell or reclassify more than an
insignificant amount of held-to-maturity financial investments
before maturity (other than in certain specific circumstances
permitted in the Sri Lanka Accounting Standard — LKAS 39 on
‘Financial Instruments: Recognition and Measurement’), the entire
category would be tainted and would have to be reclassified as
Available For Sale. Furthermore, the Company would be prohibited
from classifying any financial asset as held-to-maturity during the
following two years.

The above reclassifications at the election of the Management and
is determined on an instrument-by-instrument basis.
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6.1.6 Derecognition of Financial Assets and Financial Liabilities
6.1.6.1 Financial Assets

i The Company derecognises a financial asset (or where applicable
ia part of thereof) when the contractual rights to the cash flows
from the financial asset expire or it transfers the rights to receive
the contractual cash flows in a transaction in which substantially
all risks and rewards of ownership of the financial asset are
transferred or in which the Company neither transfers nor retains
substantially all risks and rewards of ownership and it does not
retain control of the financial asset.

On derecognition of a financial asset, the difference between the
carrying amount of the asset (or the carrying amount allocated

to the portion of the asset derecognised) and the sum of the
consideration received (including any new asset obtained less any
new liability assumed) and any cumulative gain or loss that had
been recognised in OCl is recognised in profit or loss.

However, cumulative gain/loss recognised in OCI in respect

of equity investment securities designated as at FVOCI is not
recognized in profit or loss on derecognition of such securities

as per SLFRS 9. Any interest in transferred financial assets that
qualify for derecognition that is created or retained by the Company
i is recognised as a separate asset or liability.

The Company enters into transactions whereby it transfers assets
recognised on its SOFP, but retains either all or substantially all
risks and rewards of the transferred assets or a portion of them. In
such cases, the transferred assets are not derecognised.

! When assets are sold to a third party with a concurrent total

rate of return swap on the transferred assets, the transaction is
accounted for as a secured financing transaction similar to sale
and repurchase transactions because the Company retains all or
substantially all risks and rewards of ownership of such assets.

When the Company has transferred its right to receive cash flows

: from an asset or has entered into a pass-through arrangement
and has neither transferred nor retained substantially all the

risks and rewards of the asset nor transferred control of the

asset, the asset is recognised to the extent of the Company’s
continuing involvement in the asset. In that case, the Company also
recognises an associated liability. The transferred asset and the
associated liability are measured on the basis that reflected the
rights and obligations that the Company has retained.

6.1.6.2 Financial Liabilities

The Company derecognises a financial liability when its contractual
obligations are discharged or cancelled or expired.

6.1.7 Modification of financial assets and financial liabilities
6.1.7.1 Financial Assets

If the terms of a financial asset are modified, the Company
evaluates whether the cash flows of the modified asset are
substantially different. If the cash flows are substantially different,
then the contractual rights to cash flows from the original financial
asset are deemed to have expired. In this case, the original
financial asset is derecognised and a new financial asset is
recognised at fair value.

As per SLFRS 9, if the cash flows of the modified asset carried at
amortised cost are not substantially different, then the modification
does not result in derecognition of the financial asset. In this case,
the Company recalculates the gross carrying amount of the financial
asset and recognises the amount arising from adjusting the gross
carrying amount as a modification gain or loss in profit or loss.

6.1.7.2 Financial Liabilities

Where an existing financial liability is replaced by another from
the same lender on substantially different terms or the terms of
an existing liability are substantially modified, such an exchange
or modification is treated as a derecognition of the original liability
and the recognition of a new liability.

In this case, a new financial liability based on the modified terms
is recognised at fair value. The difference between the carrying
amount of the financial liability extinguished and the new financial
liability with modified terms is recognised in profit or loss.

6.1.8 Offsetting of Financial Instruments

Financial assets and financial liabilities are offset and the net
amount reported in the SOFP if, and only if, there is a currently
enforceable legal right to offset the recognised amounts and there
is an intention to settle on a net basis, or to realise the assets and
settle the liabilities simultaneously.

6.1.9 Amortised cost and gross carrying Amount

The “amortised cost” of a financial asset or financial liability is
the amount at which the financial asset or financial liability is
measured on initial recognition minus the principal repayments,
plus or minus the cumulative amortisation using the EIR method
of any difference between that initial amount and the maturity
amount and, for financial assets, adjusted for any ECL allowance.

The “gross carrying amount of a financial asset’ is the amortised
cost of a financial asset before adjusting for any ECL allowance.

6.1.10 Fair Value of Financial Instruments

Fair value measurement of financial instruments including the fair
value hierarchy is explained in Note 9 on pages 316 to 321.
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6.1.11 Identification and Measurement of Impairment of financial
assets

Policy Applicable after 1st January 2019
i 6.1.11.1 Overview of the ECL principles

As per SLFRS 9, the Company records an allowance for expected
credit losses for debt and other financial instruments measured at
amortised cost, debt instruments measured at fair value through
other comprehensive income and other receivables.

SLFRS 9 outlines a “three-stage” model for impairment based on
i changes in credit quality since initial recognition.

» Stage 1: Afinancial asset that is not originally credit-impaired
on initial recognition is classified in Stage 1. Financial
instruments in Stage 1 have their ECL measured at an amount
equal to the proportion of lifetime expected credit losses
(LTECL) that result from default events possible within next 12

i months (12M ECL).

» Stage 2: If a significant increase in credit risk (SICR) since
origination is identified, it is moved to Stage 2 and the
Company records an allowance for LTECL. Refer Note 6.1.11.2
for a description on how the Company determines when a
significant increase in credit risk has occurred.

Stage 3: If a financial asset is credit impaired, it is moved to
Stage 3 and the Company recognises an allowance for LTECL,
with probability of default at 100%. Refer Note 6.1.11.3 for a
description on how the Company defines credit impaired and
default.

» Purchased or originated credit impaired (POCI) financial

: assets: Financial assets which are credit impaired on initial
recognition are categorised within Stage 3 with a carrying
value already reflecting the lifetime expected credit losses. The
Company does not have POCI assets as at the reporting date.

The key judgements and assumptions adopted by the Company in
addressing the requirements of SLFRS 9 are discussed below:

6.1.11.2 Significant increase in credit risk

When determining whether the risk of default on a financial
instrument has increased significantly since initial recognition, the
Company considers reasonable and supportable information that
is relevant and available without undue cost or effort. This includes
both quantitative and qualitative information analysis, based on the
i Company’s historical experience and expert credit assessment and
including forward looking information.

The Company individually reviews at each reporting date, financial
assets above a predefined threshold to identify whether the

credit risk has increased significantly since origination, before an
i exposure is in default. Such indicators include, inter alia:

» When reasonable and supportable forecasts of future
economic conditions directly affect the performance of the
instruments.

» When there is a significant change in the geographical
locations or natural catastrophes that directly impact the
performance of the instruments.

» Erosion in net-worth by more than 25% when compared to the
previous year.

Exposures which have one or more of the above indicators are
treated as facilities with significant increase in credit risk and
assessed accordingly in ECL computations. The Company regularly
monitors the effectiveness of the criteria used to identify significant
increase in credit risk to confirm that the criteria is capable of
identifying significant increase in credit risk before an exposure is
in default.

For debt instruments having an external credit rating, which are
measured at amortised cost or at FVOCI, the Company determines
significant increase in credit risk based on the generally accepted
investment/ non-investment grade definitions published by
international rating agencies. Debt instruments are moved to stage
2 if their credit risk increases to the extent that they are no longer
considered investment grade.

6.1.11.3 Definition of default and credit impaired assets

The Company classifies the financial investments under Stage
3 when the external credit rating assigned to the particular
investment is “default”.

6.1.11.4 Movement between the stages

Financial assets can be transferred between the different
categories depending on their relative change in credit risk since
initial recognition. Financial instruments are transferred out of
stage 2 if their credit risk is no longer considered to be significantly
increased since initial recognition based on the assessments
described in Note 6.1.11.2. Financial instruments are transferred
out of stage 3 when they no longer exhibit any evidence of credit
impairment as described above.

Policy Applicable before 1st January 2019

At each Reporting date, the Company assesses whether there

is objective evidence that financial assets not carried at fair

value through profit or loss are impaired. A financial asset or a
Company of financial assets is ‘impaired’ when objective evidence
demonstrates that a loss event has occurred after the initial
recognition of the asset(s) and that the loss event has an impact on
the future cash flows of the asset(s) that can be estimated reliably.
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6.1.11.4 Movement between the stages (Contd.)

Objective evidence that financial assets (including equity securities)
are impaired may include:

» significant financial difficulty of the borrower or issuer,
» default or delinquency by debtor

» It becoming probable that the issuer or debtor will enter
bankruptcy or other financial reorganization

» adverse changes in the payment status of issuers or debtors in
the Company

» In the case of equity a significant or prolonged decline in its
fair value below its cost

a. Impairment of Financial Assets Carried at Amortized Cost

The Company considers evidence of impairment for financial
assets measured at amortised cost (loans and receivables and
held-to-maturity financial assets) at specific asset.

b. Measurement of Impairment and Recognition

An impairment loss in respect of a financial asset measured at
amortised cost is calculated as the difference between its carrying
amount and the present value of the estimated future cash flows
discounted at the asset’s original effective interest rate.

Losses are recognised in Income Statement under ‘Allowance
for impairment’ account against loans and receivables or held
to maturity investment securities. Interest on the impaired asset
continues to be recognised.

c. Reversal of Impairment

When an event occurring after the impairment was recognised
causes the amount of impairment loss to decrease, the decrease
in impairment loss is reversed through the Income Statement.

d. Impairment of Financial Assets - Available-for-Sale

For available for sale financial investments, the Company assesses
at each reporting date whether there is objective evidence that an
investment is impaired.

In the case of debt instruments classified as available-for-sale,
the Company assesses individually whether there is objective
evidence of impairment based on the same criteria as financial
assets carried at amortised cost. However, the amount recorded
for impairment is the cumulative loss measured as the difference
between the amortised cost and the current fair value, less any
impairment loss on that investment previously recognised in
profit or loss. Future interest income is based on the reduced
carrying amount/impaired balance and is accrued using the rate
of interest used to discount the future cash flows for the purpose
of measuring the impairment loss. The interest income on such
assets is also recorded within ‘Interest income’.

In the case of equity investments classified as available-for-sale,
objective evidence would also include a ‘significant’ or ‘prolonged’
decline in the fair value of the investment below its cost. When
there is evidence of impairment, the cumulative impairment loss
on that investment previously recognised in Equity through the OCI
is removed from Equity and charged to profit or loss.

If, in a subsequent period, the fair value of an impaired available-
for-sale debt instrument increases and the increase can be
objectively related to an event occurring after the impairment loss
was recognised, then such impairment loss is reversed through
profit or loss; otherwise, any increase in fair value is recognised
through OCI. Any subsequent recovery in the fair value of an
available-for-sale equity instrument is always recognised in OCI.

The Company writes-off certain financial investments — available-
for-sale, either partially or in full and any related provision for
impairment losses, when the Company determines that there is no
realistic prospect of recovery.

e. Impairment of Financial Assets Carried at Cost

If there is objective evidence that an impairment loss has been
incurred on an unquoted equity instrument that is not carried at
fair value because its fair value cannot be reliably measured, or on
a derivative asset that is linked to and must be settled by delivery of
such an unquoted equity instrument, the amount of the impairment
loss is measured as the difference between the carrying amount of
the financial asset and the present value of estimated future cash
flows discounted at the current market rate of return for a similar
financial asset. Such impairment losses shall not be reversed.

f. Impairment of Reinsurance Receivables

Reinsurance assets are reviewed for impairment at each reporting
date or more frequently when an indication of impairment arises
during the reporting year. Impairment occurs when there is
objective evidence as a result of an event that occurred after

initial recognition of the reinsurance asset that the Company may
not receive all outstanding amounts due under the terms of the
contract and the event has a reliably measurable impact on the
amounts that the Company will receive from the reinsurer.

The impairment loss is recorded in the Income Statement.

g. Impairment of Premium Receivables

Impairment losses on premium receivables are the difference
between the carrying amount and the present value of the
estimated discounted cash flows. The impairment losses are
recognized in the Income Statement.

h. Impairment of Non - Financial Assets

At each reporting date, the company reviews the carrying
amounts of its non- financial assets (other than biological assets,
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investment property, inventories, and deferred tax assets) to
determine whether there is any indication of impairment. If any
such indication exits, then the asset’s recoverable amount is
estimated. Goodwill is tested annually for impairment.

For Impairment testing, assets are grouped together into the
smallest company of assets that generates cash inflow from
continuing use that are largely independent of the cash inflows
of other assets or CGUs. Goodwill arising from a business
combination is allocated to CGUs or companies of CGUs that are
i expected to benefit from the synergies of the combination.

The recoverable amount of an asset or CGU is the greater of its
value in use and its fair value less costs to sell. Value in use is
based on the estimated future cash flows, discounted to their
present value using a pre-tax discount rate that reflects current
. market assessments of the time value of money and the risk

i specific to the assets or CGU.

An impairment loss is recognised if the carrying amount of an
assets or CGU exceeds its recoverable amount.

Impairment losses are recognized in Income Statement. They
are allocated first to reduce the carrying amount of any goodwill

i allocated to the CGU, and then to reduce the carrying amounts of
i the assets in the CGU on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. For
other assets, an impairment loss is reserved only to the extent
that the asset’s carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or
i amortization, if no impairment loss had been recognized.

Significant Accounting Policies — Statement of Cash Flows
6.1.12 Statement of Cash Flows

The Statement of Cash Flows has been prepared by using the
‘Indirect Method’ of preparing cash flows in accordance with the

i SriLanka Accounting Standard - LKAS 7 on ‘Statement of Cash

! Flows'. Cash and cash equivalents comprise of short term, highly
liquid investments that are readily convertible to known amounts of
cash and are subject to an insignificant risk of changes in value.

Interest received and dividend received is classified as operating
cash flows, while dividends paid are classified as financing cash
g flows for the purpose of presenting the Statement of Cash Flows.

For cash flow purposes, cash and cash equivalents are presented
net of bank overdrafts.

Cash and cash equivalents as referred to in the Statement of Cash
Flows are comprised of those items as explained in Note 36.1 on
page 361.

7. NEW ACCOUNTING STANDARDS NOT EFFECTIVE AT THE
REPORTING DATE

The following SLFRSs have been issued by the Institute of '
Chartered Accountants of Sri Lanka (CA Sri Lanka) that have an
effective date in the future and have not been applied in preparing
these Financial Statements. Those SLFRSs will have an effect on
the accounting policies currently adopted by the Company and may
have an impact on the future Financial Statements.

7.1 SLFRS 17 Insurance Contracts ;

SLFRS 17 is effective for annual periods beginning on or after
01st January 2022. Early adoption is permitted along with the
adoption of SLFRS 9 and SLFRS 15. SLFRS 17 supersedes SLFRS
4 Insurance contracts. The Company is intended to adopt the new
standard on its mandatory effective date.

SLFRS 4 permitted insurers to continue to use the statutory basis
of accounting for insurance assets and liabilities that exited in their
jurisdiction prior to January 2005. SLFRS 17 replaces this with new
measurement model for all insurance contracts.

SLFRS 17 requires liabilities for insurance contracts to be
recognized as the present value of future cash flows, incorporating
an explicit risk adjustment, which is updated at each reporting !
date to reflect current conditions, and a contractual service margin
(CSM) that is equal and opposite to any day — one gain arising on
initial recognition. Losses are recognized directly to the income
statement. For the measurement purposes contracts are grouped
together into contracts of similar risk profitability profile and H
issue year, with further divisions for contracts that are managed
separately.

Profit for insurance contacts under SLFRS 17 is represented by the
recognition of the service provided to policy holders in the period
(release of CSM), realise from non-economic risk (realise of risk
adjustment) and investment profit.

The CSM is released as profit over the coverage period of the
insurance contract, reflecting the delivery of services to the
policyholder. For certain contracts with participating features
(where a substantial share of the fair value of the related
investments and other underlying items is paid to policyholders)
the CSM reflects the variable fee to shareholders. For these
contracts, the CSM is adjusted to reflect the changes in economic
experience and assumptions. For all other contracts the CSM is
only adjusted for non- economic assumptions.

SLFRS 17 introduces a new measure of insurance revenue, based
on the delivery of service to policyholders and excluding any
premiums related to the investment elements of policies, which i
will be significantly different from existing premium revenue
measures, currently reported in the income statement. In order
to transition to SLFRS 17, the amount of deferred profit, being the
CSM at transition date, need to be determined.
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7.1 SLFRS 17 Insurance Contracts (Contd.)

SLFRS 17 requires, the CSM to be calculated as if the standards
had applied retrospectively. If this is not practical, an entity is
required to choose either a simplified retrospective approach or
determine the CSM by reference to the fair value of the liabilities at
transition date. The approach for determining the CSM will have a
significant impact on both shareholders’ equity and on the amount
of profit on in — force business in future reporting periods.

SLFRS 17 is expected to have a substantial changes in the
presentation of the financial statements and disclosures, as the
requirements of the new standard are complex and requires a
fundamental change to accounting for insurance contracts as well
as the application of significant judgement and new estimation
techniques. The effect of changes required to the Company’s
accounting policies as a result of implementing these standards
are currently uncertain, but these changes can be expected to ,
among other things , alter the timing of profit recognition.

The Company has an implementation program underway to
implement SLFRS 17. The program is responsible for setting
accounting policies and developing application methodologies,
establishing appropriate processes and controls, sourcing
appropriate date and implementing actuarial and finance system
changes.

Please refer page 314 for SLFRS implementation status of the
Company.

The following amended standards are not expected to have a
significant impact on the Company's financial statements.

7.2 Amendments to LKAS 1 and LKAS 8: Definition of Material

In October 2018, the IASB issued amendments to LKAS 1
Presentation of Financial Statements and LKAS 8 Accounting
Policies, Changes in Accounting Estimates and Errors to align

the definition of ‘material’ across the standards and to clarify
certain aspects of the definition. As per the redefined definition,
information is material if omitting, misstating or obscuring it could
reasonably be expected to influence decisions that the primary
users of general purpose financial statements make on the basis
of those financial statements, which provide financial information
about a specific reporting entity.

The amendments are effective from 1st January 2020 with early
adoption permitted. However, amendments to the definition

of material is not expected to have a significant impact on the
Company’s financial statements

7.3 Amendments to references to Conceptual framework in
accounting standards

The Conceptual Framework for Financial Reporting is the
foundation on which the new accounting standards are developed.

The revised framework contains changes that will set a new
direction for accounting standards in the future.

The key changes in the framework are;

» New ‘bundles of rights’ approach to assets

» New ‘practical ability’ approach for recognising liabilities
» New control-based approach to derecognition

The accounting policies which refer conceptual framework
should be reviewed and the new guidance should be applied
retrospectively from 1st January 2020.

7.4 Definition of a Business (Amendments to SLFRS 3)

The amendments, issued in October 2018, clarify the definition of a
business and may reduce the number of acquisitions considered to
be business combinations. The amendments include:

» an optional test (referred to as the ‘concentration test’) to
assess whether substantially all of the fair value of the gross
assets acquired is concentrated in a single identifiable asset or
a group of similar identifiable assets; and

» an assessment focused on whether the set of assets and
activities includes a substantive process.

The amendments are effective for annual periods beginning on or
after 1st January 2020. Early adoption is permitted.

8. RISK AND CAPITAL MANAGEMENT

Insurance contracts expose the Company to Underwriting risk,
Product Design Risk, Reinsurance Risk and Claim Risk. In addition,
the Company is exposed to various types of risks including

credit, market, liquidity and operational risks which are inherent

in the Company’s activities. Managing these risks is critical for

the sustainability of the Company and plays a pivotal role in all
activities of the Company. Risk Management function strives

to identify potential risks in advance, analyse them and take
precautionary steps to mitigate the impact of risk whilst optimising
risk-adjusted returns within the risk appetite of the Company.

To obtain a complete overview of the risk landscape that Softlogic
Life is exposed to and its objectives, policies, process and
methodologies adopted for managing those risks, the reader needs
to refer this section as well as the integrated risk management
report in page 245 to 258 of this Report.

Disclosure Requirement Under SLFRS 4 - Insurance Contracts
and SLFRS 7 - Financial Instruments

This note presents information about the Company’s exposure to
each of the Insurance risks, Financial risks and Operational risk
the Company’s objectives, policies and processes for measuring
and managing risk as required by SLFRS 4 and SLFRS 7 together
with quantitative disclosure relating to the same.
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Contents of Risk Management Disclosers

Note No Page No
Risk Management Framework 8.1 297
1 Risk Landscape of Softlogic Life Insurance
PLC 8.2 297
Life Insurance Business Risk 8.3 298
Product Design Risk 8.3.(a) 299
Mortality risk 8.3.(a) 299
1 Morbidity risk 8.3.(a) 299
Longevity Risk 8.3.(a) 299
] Investment return risk 8.3.(a) 299
Expense risk 8.3.(a) 299
Policyholder decision risk 8.3.(a) 299
Concentration risk 8.3.(a) 299
Lapsed surrender risk 8.3.(a) 299
Underwriting Risk 8.3.(b) 300
: Reinsurance Risk 8.3.(c) 301
i Claim Risk 8.3.(d) 302
Determination of the Life Insurance
Contract Liability 8.4 302
Financial Risk Management 8.5 303
Market Risk 8.5.(a) 303
Interest Rate Risk 8.5.(a).i 304
; Foreign Exchange Risk 8.5.(a).ii 305
i Equity Risk 8.5.(a).iii 306
' Credit Risk 8.5.(b) 307
Liquidity Risk 8.5.(c) 312
Operational Risks 8.6 i8Il
Capital Management 8.7 315

i 8.1 Risk Management Framework

The primary objective of the Company’s risk and financial
management framework is to protect its shareholders from
events that could hinder the sustainable achievement of financial
objectives, including the failure to exploit opportunities.

The overall responsibility and oversight of the Risk Management
Framework of the Company is vested with the Board of Directors
(BOD).The Risk Management Committee, a Subcommittee set
up by the Board, in turn is entrusted with the development of the
Company'’s Risk Management Policies and monitoring of due
compliance of same through the Risk Management Committee.
The committee reports regularly to the Board of Directors on its
i activities.

D Life Insurance Business Risk
............................ o Financial Risk
)] Operational Risk

Organisation
Risk

CERPR]  Market Risk  JEER Interest Rate Risk [0
CL W] Credit Risk JERTS Equity Risk (i 5
86 O Liquidity Risk [EXS s Foreign Exchange Risk (D!

The Risk Management Policies spell out the risk appetite of the
Company and have incorporated risk exposure limits and controls
to monitor adherence to the limits in force. These Policies and
systems are reviewed regularly to reflect the changing market
conditions and the products and services offered.

The Company’s Risk Management Team, comprising members
of the senior management which oversee the risk management
activities of the Company. The activities cover areas such as the
evaluation of business processes, design and implementation of b
the risk strategy and risk policies, review and update of the risk
profile,delegation of authority, monitoring of risk mitigation activities,
etc.

The Audit Committee oversees how management monitors
compliance with the Company’s risk management policies and
procedures, and reviews the adequacy of the risk management
framework in relation to the risks faced by the Company. The
Company strives to inculcate a Risk Management Culture through
continuous training, work ethics and standards.

Refer Integrated Risk Management Section on pages 245 to 258
for more information on the Risk Management Framework of the
Company.

Regulatory Framework

The Insurance Regulatory Commission (IRCSL) is primarily
interested in protecting the rights of policyholders and monitor
them closely in line with the Regulation of Insurance Industry Act p
No.43 of 2000 and subsequent amendments thereto ensure that
the Company is satisfactorily managing affairs for the benefits of
policyholders.

At the same time, IRCSL is monitoring whether the Company
complies with rules with respect to the solvency position

and determination requirements to meet risk arising from
unforeseeable events. i

Please refer note 8.7 in page 315 for the compliance status of the

Company under RBC Rules.

8.2 Risk Landscape of Softlogic Life Insurance PLC

The risk landscape of the Company provided in following:
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8.3 Life Insurance Business Risk

Insurance risk is the likelihood that an insured event will occur,
requiring the insurer to pay a claim. This risk is transferred to the
i Company through the underwriting process. The principal risk
the Company faces under insurance contracts is that the actual
claims and benefit payments or the timing thereof, differ from
expectations. This is influenced by the frequency of claims, severity
of claims, actual benefits paid and subsequent development of
long—term claims. The profitability of insurance business is also

i susceptible to business risk in the form of unexpected changes

i in expenses, policyholders’ behaviour, and fluctuations in new
business volumes.

Life Insurance Business

Life insurance products include Endowment plans, Group covers
and Annuity covers. All risks directly connected with the life of an
insured person are referred to as biometric risks and constitute as
i material risks for the Company.

The objective of the Company is to ensure that sufficient reserves
are available to cover these liabilities

Mix of the Insurance Contract Liabilities

Softlogic Life Insurance PLC manages insurance risk through;

» Careful selection and implementation of underwriting strategy
guidelines

» External reinsurance
» Robust reserving processes

» Diversification of insurance contracts across the geographical
areas

Concentration of insurance risk

Concentration risk is defined as the risk of exposure to increased
losses associated with inadequately diversified portfolios of assets
or obligations. Concentration risk on investments may arise with
respect to investments in a geographical area, economic sector
and Concentration risk on insurance liabilities may arise with
respect to business written within a geographical or a type of
policies issued by the company.

Observing best estimate assumptions on cash flows related to
benefits of insurance contracts gives some indication of the size of
the exposure to risks and the extent of risk concentration.

Concentration of risk within the life business is based on reserves
for life insurance as explain in below table.

As at 31st December

' Total

2019 2018

Insurance % Share Insurance % Share

Contract Contract

Liabilities Liabilities

Types of Contracts Rs. ‘000 Rs. ‘000

Maximum Exposure, 9,739,080 8,612,567
Participating Fund 6,330,862 65.00 5,717,952 66.39
Non-Participating Fund 3,032,143 31.14 2,873,069 33.36
Universal Life Fund 376,075 3.86 21,546 0.25
9,739,080 100 8,612,567 100

Risk Response to Life Insurance Concentration Risk

The Company has adopted following Strategies to manage
concentration of Life Insurance risk.

o Product Diversification (Please refer Page 69 for more details)
» Market segmentation (Please refer Page 69 for more details)

» Ensure compliance (determination) requirements imposed by
the regulator (IRCSL) (Please refer Note 8.7 in Page 315 for
more details)

» Continuously monitor maturity analysis of Assets and
Liabilities in order to meet future cash flows requirements.

Please refer pages 306 to 308 for Investment concentration risk
analysis

Sensitivity analysis and determination of life insurance contract
liabilities are disclosed in page 303.
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The information given below on the risks faced by the Company through its Life Insurance Business and mitigation actions taken on the
relevant risks. The main risks exposed in Life Insurance Business are summarised in the following diagram.

S eniing i SR 0 TN -

Life
Insurance
Business

8.3.(a) Product Design Risk (]

Risk

()] Claim Risk 8.3.(d)

: Mortality Morbidity Longevity Investment Expense Policyholder Concentration
Risk Risk Risk Return Risk Risk Decision Risk Risk

8.3.(a) Product Design Risk

Life insurance product design is largely depending on futuristic hypothetical assumptions. Accordingly there is a risk of introducing
unprofitable product to the market due to inappropriate use of assumptions or judgments.

The fundamental assumptions used in product development are explained below.

Risk Description Assumptions used / risk response
Mortality Risk Risk of loss arising due to policyholders’ death Use of standard table A 67/70 mortality rates.
experience being different from expected resulting
1 higher the claim ultimately, reduce profitability
Morbidity Risk  Risk of loss arising due to policyholders’ health Assumptions are based on the company’s own experience
experience condition being different from expected
Longevity Risk  Risk that annuitants (a person who receives and The policy terms and conditions and the disclosure
annuity payment) live longer than expected. In requirements contained in insurance applications are
1 the life annuity business, the most significant designed to mitigate the risk arising from non-standard and
insurance risk is continued medical advances unpredictable risks that may result in severe financial loss.
' and improvement in social conditions that lead to Annuitant mortality assumptions also include allowance for
increases in longevity. future mortality improvements.
Investment Risk of loss arising from actual returns being Investment decisions are being made to Comply with RBC
Return Risk different from expected framework and Determination rules issued by IRCSL.

Expense Risk

Risk of loss arising from the expense experience
being different from expected

The best estimate expense assumptions have been set based on
the expense investigation carried out as at 31st December 2019
based on the expenses incurred during 2019 (with the assistance
from Messrs. Willis Towers Watson India Private Limited).

Policyholder
Decision Risk

Risk of loss arising due to policyholders’
experiences (lapses and surrenders) being
different from expected

Lapses and surrender rates are projected according to the
Company’s past experience. Assumptions on Policy termination
are determined using statistical measures based on the
Company’s experience and vary by product type, policy duration
and sales trends.

Concentration
Risk

Risk of losses due to maintaining inadequate
product portfolio.

The risk exposure is mitigated by diversification across a

large portfolio of insurance contracts in to different classes as
mentioned earlier. The variability of risks is improved by careful
selection and implementation of underwriting strategies, which
are designed to ensure that risks are diversified in terms of type
of risk and level of insured benefits.

Laps and
Surrender Risk

An increase in laps rates in the early in the life of
the policy tend to impact on profitability.

Assumptions are based on the company's own experience
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8.3.(a) Product Design Risk (Contd.)
Key Risks Arising From Contracts Issued

The Company issues Participating,Non Participating and Universal
i Life insurance contracts. The nature and extent of the underwriting
i and financial risks arising from these contracts are determined by
the contract design. The risks are evaluated for risk management
purposes in conjunction with the risks mitigated by related
reinsurance contracts and the risks arising from financial assets
held to fund the settlement of the liabilities. The extent to which
profit or loss and equity in any period are sensitive to financial

i risks depends on the extent to which they are economically hedged
! orborne by contract holders and the extent of any mismatches
inherent in the accounting policies adopted by the Company.

8.3.(b) Underwriting Risk

Underwriting risk arising from an inaccurate assessment of the
: risk entailed in underwriting the policy. As a result, the policy may
cost the Insurers much more than it as earned in premiums.

Underwriting risk comprises insurance risk, policyholder
behaviour risk and expense risk.

E Risk Description
5 Insurance The risk transferred from the policyholder
risk to the Company, other than financial risk.

Insurance risk arises from the inherent
uncertainty about the occurrence, amount
or timing of claims.

1 Policyholder The risk that a policyholder will cancel a

behaviour contract (i.e. lapse or persistency risk),

; risk increase or reduce premiums, withdraw

deposits, or annuities a contract earlier or
later than expected.

The risk of unexpected increases in the
administrative costs associated with the
servicing of a contract (rather than in the

Expense risk

: costs associated with insured events)

Management of underwriting risk

The board of directors sets the Company’s strategy for accepting
and managing underwriting risk. Specific underwriting objectives —
e.g. aggregation limits, reinsurance protection thresholds and line
i of business diversification parameters — are prepared and reviewed
by Chief Technical Officer. The board continuously reviews its
underwriting strategy in light of evolving market pricing and loss
conditions and as opportunities present themselves.

Prices charged for the cost of insurance risk are set through
a process of financial analysis, including comparisons of the
Company'’s experience with industry experience and benchmarking

of prices against other product providers in the same markets.
Individual contracts are examined and reviewed by underwriting
staff with the aim of ensuring that the premiums charged and the
annuitisation rates applied reflect evidence of the current health
condition and family medical history of the applicants.

Mortality, morbidity and longevity risks are mitigated by the use of
reinsurance. The Company allows senior management to select
reinsurers from a list of reinsurers approved by the Company. The
aggregation of risk ceded to individual reinsurers is monitored at
Company level.

Policyholder behaviour risk is considered when designing products
— e.g. by means of additional charges on the early surrender of
contracts in order to recover acquisition cash flows. Persistency

is monitored at company level and experience is benchmarked
against local market information.

Expense risk is managed at local entity level through the annual
budgeting process and regular expense analyses. In addition to
continuous measures taken to reduce expenses.

Concentrations of underwriting risk

The following table sets out the carrying amounts of the Company’s
insurance contracts by province of issue.

For the Year ended 31st December 2019 2018
Province Rs. Mn Rs. Mn
Western Province 8,453 6,639
Southern Province 1,262 1,021
North Western Province 851 654
Sabaragamuwa Province 673 650
Central Province 628 497
Uva Province 232 186
Northern Province 172 144
North Central Province 161 131
Eastern Province 99 84
Total 12,531 10,006

Risk Response / Mitigation Strategy

» Continuous training for underwriting staff

» Adherence to the Social and Environmental Policy at the time
of underwriting

» Establishing a clearly defined Pricing Policy
» Establishing limits for underwriting authority

» Motivation of underwriting Staff on Insurance Academic
Studies by providing Scholarship to staff.

» Use of systematic underwriting limits
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8.3.(c) Reinsurance Risk

Notwithstanding the advantages reinsurance provides insurers, it
can expose them, at varying degrees, to various risks inherent in
its use. A new or continuing reinsurance contract could give rise to
one or more of the following risks:

» Legal risk may arise when the terms of the contract do not
accurately reflect the intent of the insurer or when the contract
cannot be legally enforced;

» Liquidity risk may arise from the possible lag time between the
payment of a claim by the insurer to its insured and receipt of
the reinsurance recoverable.

» Counterparty risk may result from the inability or potential
refusal of the reinsurer, or a stakeholder in the case of an
alternative risk transfer mechanism, to honour its obligations
towards the ceding insurer.

Risk Response to Reinsurance Risk

» Reviewing the Company’s reinsurance strategy and
arrangements on an annual basis. The strategy is presented to
and approved by the Board Risk Committee Annually.

» Conducting detail studies on the adequacy of reinsurance
arrangements for catastrophic events.

» Ensuring that reinsurance transactions are conducted with
parties which meet IRCSL rating requirements.

» Ensuring minimum concentration amongst reinsurance
parties.

» Review of Reinsurance credit worthiness regularly.

The Company's premium ceded to reinsures is approximately 7% -
8% of gross written premium.

For the Year ended 31st 2019 2018
December Rs.'000 % Rs.'000 %
Gross Written premium 12,531,283 10,005,733
Reinsurance (991,455) 8 (726,558) 7
Net Written Premium 11,539,828 9,279,175

The Company has recovered approximately 16% - 17% of gross
claims paid from reinsurers during the period under review.

For the Year ended 31st 2019 2018
December Rs.'000 % Rs.'000 %
Gross claims paid 3,462,068 2,741,624

Claims recovered from
reinsurers
Net claims paid

(576,339) 17
2,885,729

(442,612) 16
2,299,012

Analysis of Reinsurance Receivables in terms of credit rating is given as follows ;

As at 31st December
Name of the Reinsurer

Credit Rating

2019
Rs. '000

2018
Rs. '000

Name of Rating
Agency

Munich Re

Fitch

108,761

135,119

RGA

S&P Global

19,740

8,335

SCOR

S&P Global

33,999

6,183

Toa Re

S&P Global

25,631

5,165

Total

188,131

154,802
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8.3.(c) Reinsurance Risk (Contd.)
Management of Reinsurance Receivables

Counterparty limits which are set annually are subject to regular
reviews. Management assesses the creditworthiness of reinsurers
to update the reinsurance strategy and ascertain the suitable
allowance for impairment of reinsurance assets. Outstanding
reinsurance receivables are reviewed on a monthly basis to ensure
that all dues are collected or set off against payables. As at the
reporting date reinsurance receivables amount to Rs. 188.1 million
(2018 - Rs. 154.8 million). This mainly consists of reinsurance
receivable on paid claims amounting to Rs. 77.1 million (2018 - Rs.
103.6 million) and reinsurance share of claim reserve (receivables
on outstanding claims) of Rs. 110.9 million as at 31st December
2019. (2018 - Rs. 51.1 million).

8.3.(d) Claim Risk

The Company is liable for all insured events. There are several
variables that could affect the value of insurance liabilities, and the
amount and timing of cash flows from these contracts. Assumptions
(such as the mortality rate, morbidity and longevity) are used to
estimate the value of insurance liabilities. The amount of liabilities
of life insurance contracts with fixed and guaranteed terms will

not change as a result of these assumptions unless the change is
severe enough to trigger a liability adequacy test adjustment. The
possibility of adverse variance in claim pattern of the product which
is not expected at the product development stage.

Risk Response to Claims Risk

» Obtaining adequate reinsurance cover.

» Adequate information is gathered to confirm the event
occurred prior to processing the claim.

» In-house actuarial department closely monitors claim
reserves.

8.4 Determination of the Life Insurance Contract Liability

Gross premium valuation methodology, has been used for
calculating the liabilities for the existing business as at 31st
December 2019. Gross and net of reinsurance liabilities have
been calculated as required in the RBC submission template. In
determining the policy liabilities, provisions for reinsurance have
been allowed for according to the applicable reinsurance terms as
per the current agreements.

Consistency, Completeness and Accuracy of Data

Following checks are done to reconcile the summary statistics in
respect of policy counts, premiums and sum assured.

i. Movement analysis - Reconciliation of Policy count of inforce
business.

ii. Reconciled total in-force in valuation data used in actuarial
systems against main-frame policy administration systems in
terms of policy counts, premiums and sum assured.

iii. Check summary statistics of the output from the valuation run
against output data summary from data conversion system
statistics to ensure all inforce policy records are valued in
terms of policy counts, premiums, sum assured.

iv. Independent validation of numbers of deaths, maturities and
surrenders from claims department against the valuation
extracts.

v. Independent validation of number of new business policies
against the sales department data to verify the new business
records in the valuation extracts.

vi. Independent (high level) validation of the amount of in-force
premiums in the valuation extracts are reconciled against
premiums receivable as per accounting system to be within
reasonable tolerance limits.

vii. Independent (high level) validation of the amounts of
surrenders, maturities implied by exits within the valuation
extracts are reconciled against accounting system to be within
reasonable tolerance limits.

viii. Checks are conducted to verify the last policy administered as
at the cut-off date to be included in the valuation extract.

ix. Checks are carried out to confirm whether any new products
were launched during the period and whether they are
included in the valuation extracts.

The detailed model review by Messrs. Towers Watson India Private
Limited provided assurance on the following aspects:
» The Prophet models capture all material product features;

» The calculations in the model are performed in accordance
with the intended methodology; and

» All relevant calculations performed in the model are materially
accurate, robust and fit-for-purpose.

Please refer page 298 for mix of life insurance fund.
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Sensitivity to the Assumption Change of the Life Insurance Contract Liabilities

The following analysis is performed for reasonably possible movements in key assumptions with all other assumptions held constant,
showing the impact on liabilities, profit before tax. The method used for deriving sensitivity information and significant assumptions made '
i did not change from the previous period.

31st December 2019 31st December 2018
Based on Gross Premium Valuation (GPV) Change in Assumptions Impact on Impact on
Liabilities Liabilities

Rs. ‘000 Rs. 000 i
Mortality +10% 277,846 187,034
' -10% (287,331) (188,229)
Morbidity +10% 382,144 269,970
-10% (386,687) (266,948)

Discount Rate (Risk Free Rate) +50 basis points (117,391) (49,971) :

-50 basis points 131,221 57,035

{ | Expense Ratio +1% 50,931 41,780 |
i -1% (50,931) (41,780)

8.5 Financial Risk Management
Overview

The Financial Risk refers to multiple types of risk associated with financing. The Company is exposed to following financial risks.

8.5.(a) Market Risk Q-
) G 8
Risk L)) Liquidity Risk .5.(c)

o) o

This diagram presents information about the Company’s exposure to each of the above risks, the Company’s objectives, policies and
processes for measuring and managing risk, and the Company’s management of capital.

8.5.(a) Market Risk

Market risk is the risk that the fair value or future cash flows

of a financial instrument will fluctuate because of changes in
market prices. The objective of market risk management is to
control market risk exposures within acceptable parameters while
optimising the return on risk. Market risk comprises three types of
risks are given below;

O Interest Rate Risk @)

() Foreign Exchange Risk (ii)

1)) Equity Risk (iif)

Market risk principally arises on the Company’s equity H

investments, interest-bearing financial assets and financial
liabilities, and financial assets and financial liabilities denominated
in foreign currencies, although these exposures are largely offset
by similar exposures arising from insurance and reinsurance
contracts. The nature of the Company’s insurance and reinsurance
contracts and financial instruments means that it is exposed

to market risk on net assets representing shareholders’ equity.
Interest rate risk and equity price risk also arise from interest

rate in the Company’s insurance and investment contracts to the
extent that they are not economically hedged or borne by contract
holders.
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8.5.(a) Market Risk (Contd.)
Management of market risk

The board of directors sets the Company’s strategy for managing
market risk and delegates responsibility for overseeing the
implementation of this strategy and the asset and liability
management (ALM) framework to the Company’s asset and liability
committee (ALCO). The ALM framework seeks to match the cash
flows arising from the Company’s financial investments with the
cash flows arising from its insurance and investment contracts
while achieving the optimum long-term investment return on its
financial investments representing shareholders’ equity for an
acceptable level of risk. ALCO seeks to achieve this by setting
limits both for each type of risk in aggregate across the Company
and for individual portfolios. On a day-to-day basis, responsibility
for monitoring market risk exposures rests with Treasury Middle
office who monitors the Risk policy of the Company.

(i) Interest Rate Risk

Interest rate risk on financial instruments arises primarily from
the Company’s investments in debt securities. These investments
are exposed to the risk of adverse changes in fair values or future
cash flows because of a change in market interest rates.

Floating rate instruments typically expose the Company to cash
flow interest risk,whereas fixed interest rate instruments expose
the company to fair value interest rate risk.

Most of the annuity, universal life, and traditional participating
contracts issued by the Company contain interest rate guarantees.

Risk Response to Interest Rate Risk

The Company has adopted the following policies to manage
interest rate risk

The Company manages interest rate risk by closely matching,
where possible, the durations of insurance contracts with fixed
and guaranteed terms and the supporting financial assets. The
Company monitors its interest rate risk exposure through periodic
reviews of asset and liability positions. Additionally, estimates

of cash flows and the impact of interest rate fluctuations are
modelled and reviewed every quarter.

» Aregular track of macroeconomic indicators is kept track of
by the Risk Unit as well as the Treasury Department. These
indicators together with their forecasts are reported to the
Internal Risk Committee, the Board Risk Committee and
the Investment Committee so as to analyse their impact on
investments.

» Regular meetings and monitoring of risks by the Assets
Liability Management Committee (ALCO)

» Adhering to limits set on interest rate risk through the Risk
Policy

The following table summarises the exposure to the interest rate risk by the Company.

As at 31st December 2019

2018
Variable Fixed Non Total Variable Fixed Non Total
Interest Interest Interest Interest Interest Interest
Rate Rate Bearing Rate Rate Bearing

Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Financial Assets
Amortised Cost / HTM - 252,029 - 252,029 - 245,115 - 245,115
Amortised Cost / Loan & Receivables - 6,317,561 - 6,317,561 - 5,614,236 - 5,614,236
Fair Value through Other
Comprehensive Income / Available
for Sale - 1,771,633 1,873,162 3,644,795 - 2,598,070 1,796,800 4,394,870
Fair Value through Profit or Loss - 2,188,847 2,507,512 4,696,359 - 221,584 1,589,436 1,811,020
Cash and Cash Equivalents - - 377,093 377,093 - - 381,270 381,270
Total Exposure to Interest Rate Risk - 10,530,070 4,757,767 15,287,837 - 8,679,005 3,767,506 12,446,511

As at 31st December 2019 there were no cash flow interest rate exposures, as the Company has no any floating rate investments. However,
Softlogic Life Insurance PLC is exposed to fair value fluctuations on fixed rate investments which are measured at fair value.
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Sensitivity Analysis - Interest Rate Sensitivity Assets

The following table shows the estimated impact on profitability an equity by fluctuation of interest rates assuming that all other variables
remain constant on the fixed rate Fair Value through Other Comprehensive Income and Fair Value through Profit or Loss Financial assets. '

i The methods and types of assumptions used in preparing the sensitivity analysis did not change compared to the prior period.

2019 2018

Change in Variables Impact on Impact Impact on Impact
Profit on Profit on :
Before Tax Equity  Before Tax Equity

Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000

Life segment
+ 100 basis points (130,859) (248,435) (15,790) (171,728)
- 100 basis points 144,232 276,486 18,113 191,280

i (i) Foreign Exchange Risk
The risk of an investment’s value changing due to changes in currency exchange rates. The Company’s principle operation is based in

Sri Lanka, therefore Company is not materially exposed to the foreign exchange risk. All reinsurance arrangement are agreed with LKR
equivalent terms. Hence there are no foreign exchange risk arised.

Mitigation Strategies !

The Company’s foreign exchange exposure is minimal.

The table below summarises the Company’s total exposure and sensitivity to Currency risk.

Exposure to Foreign Exchange Risk

As at 31st December 2019 2018 .

1 Amount in LKR  Amountin LKR p
foreign Amount foreign Amount
currency currency
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
USD Assets* Nil Nil Nil Nil

i Sensitivity to Foreign Exchange risk

The following table shows the estimated impact on profitability an equity by fluctuation of following variables assuming that all other
variables remain constant.

The methods and types of assumptions used in preparing the sensitivity analysis did not change compared to the prior period.

As at 31st December 2019 2018

Impact Impact Impact Impact
on PBT on Equity on PBT on Equity
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000

5% strengthening of rupee Nil Nil Nil Nil i

5% weakening of rupee Nil Nil Nil Nil {

! +/-9% impact on profit Nil Nil Nil Nil '

*As at reporting date the Company does not hold any foreign currency assets.

About Us | Executive Statements | Management Discussion & Analysis | Stewardship | Financial Statements | Supplementary Information 305



NOTES TO THE FINANCIAL STATEMENTS

8.5.(a) Market Risk (Contd.) » Any purchases excess of Investment guideline issued by IRCSL
(iii) Equity Risk require prior approval for investment committee.

i The Company’s exposure to equity price risk arises from its » Daily and cumulative limits per share type issued by one
! investments in equity securities and collective investment schemes Company
that invest in equities.
The risk exposure to listed equity securities as at 31st December

Risk Response 2019 with the comparatives are as follows;

The Company manages the equity risk through diversification and
placing limits on individual and total equity portfolio investments.

The Company’s equity risk management policies are;
] . As at 31st December 2019 2018
i » Adherence to the investment policy which includes stringent Rs. ‘000 % Rs. ‘000 %

guidelines on risk exposures

Listed Equity Investments

Policyholder Fund 1,120,435 55 1,145,708 55

» Investment decisions are based on in depth macroeconomic

Telecommunications

and industry analysis as well as research reports on Company Shareholder Fund 925,058 45 936,816 45
performance Total 2,045,493 2,082,524
Portfolio Diversification of Equity Investments (Sector Analysis)
As at 31st December 2019 2018
Rs. ‘000 % Rs. ‘000 %
: Banks, Finance and Insurance 1,495,795 73.12 1,694,014 81.34
Healthcare 299,136 14.64 139,692 6.71
Diversified Holdings 58,271 2.85 165,432 7.94
Manufacturing 30,680 1.50 34,125 1.64
Power & Energy 10,594 0.52 13,117 0.63
Footwear & Textiles 65,370 3.20 - -
Beverage Food & Tobacco 41,416 2.02 - -
: Constructions & Engineering 44,231 2.15 - -
Telecommunications - - 36,144 1.74
Total 2,045,493 100 2,082,524 100
R PORTFOLIO DIVERSIFICATION OF EQUITY INVESTMENTS
P (%)
; 151 , 1.64 0.63
: 0.52 ® Banks Finance and Insurance 671 . R4
14.62 ® Bevarage Food & Tobacco 704 ' ‘
3.19 ® Constructions & Engineering )
2.85 Diversified Holdings
216 2019 Footwear & Textiles 2018
202 Healthcare
7313 ® Manufacturing 8134
® Power & Energy
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Sensitivity Analysis of Equity Risk

The following table presents an analysis of the Company’s sensitivity to a 10% increase or decrease in equity prices at the reporting date,

assuming that all other variables remain content.

As at 31st December 2019 2018 2019 2018
Type of Net impact on Profit Net impact on Other
Classification Before Tax Comprehensive Income
Rs. '000 Rs. '000 Rs. '000 Rs. '000 :
10% decline in stock markets !
Investments FVOCI - - (156,965) (142,710)
FVTPL (47,584) (65,542) - -
10% Increase in stock markets
Investments FVOCI - - 156,965 142,710 1
FVTPL 47,584 65,542 - -

8.5.(b) Credit Risk

Credit risk is the risk of financial loss to the Company if a
counterparty to a reinsurance contract or financial instrument fails
to meet its contractual obligations, and arises principally from the
Company’s reinsurance contract assets and investments in debt

securities.

The Company is exposed to credit risk through the following.

As at 31st December

TOTAL CREDIT RISK EXPOSURE

Risk Response to Equity Risk

» Formulating credit policies in consultation with business units,

covering collateral requirements, credit assessment, risk

grading and reporting, documentary and legal procedures and

compliance with regulatory and statutory requirements.

» Establishing the authorisation structure for the approval and
renewal of credit facilities, intermediaries and reinsurers in
line with credit policies. Authorisation limits are allocated to

business units.

2019 2018 :
Rs. ‘000 Rs. ‘000 » Reviewing and assessing credit risk.
. . » Limiting concentrations of exposure to counterparties,
Reinsurance Receivables 188,131 154,802 . ; . . .
- : industries, and by issuer, credit rating band and market
Financial Investments 10,530,070 8,679,005 liquidity
Loans to Life Policyholders 224,672 161,001 '
Premium Receivables 743,549 507,434 » Providing advice, guidance and specialist skills to business
Cash at Bank 371263 369 092 units to promote best practice throughout the Company in the H
Receivables and Other Assets 67,997 45,357 management of credit risk.
Total 12,125,682 9,916,691

(%)

3.06 0.56 3.72 0.46 H
) 1.55 1.56 1
6.13 ) ) 5.12
‘ ® Reinsurance Receivable : ‘
185 ® Financial I.nvestrr.wemts 162
® |oans to Life Policyholders
2019 86.85 Premium Receivables 2018 87.52

® (Cash at Bank
Receivables and Other Assets
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Credit risk on Reinsurance Receivables

This is the risk of financial loss to the Company if a reinsurer fails
to meet its contractual obligations towards the Company.

Risk Response to Credit Risk Reinsurance Received

Management assesses the creditworthiness of reinsurers to
update the reinsurance strategy on an annual basis and ascertains
the suitable allowance for impairment of reinsurance assets.
Outstanding reinsurance receivables are reviewed on a monthly
basis to ensure that all dues are collected or set off against
payables.

Rating analysis of Credit Risk on Reinsurance Receivables

As at the reporting date reinsurance receivables amount to Rs.
188.1 million (2018 - Rs. 154.8 million). This mainly consists of
reinsurance receivable on paid claims amounting to Rs. 77.1
million (2018 - Rs. 103.6 million) and reinsurance share of claim
reserve (receivables on outstanding claims) of Rs. 110.9 million as
at 31st December 2019. (2018 - Rs. 51.1 million).

As at 31st December 2019, Rs. 188.1 million of our reinsurance
receivables were due from reinsurers with a rating of “A-“ or better.
There were no collateral against reinsurance receivable as at
reporting date.

As at 31st December 2019 2018
Reinsurer Rating On Paid On Claims Total On Paid On Paid Total
: Claims Outstanding Claims Claims
Rs. ’000 Rs.’000 Rs.’000 % Rs. 000 Rs.’000 Rs. 000 %
Munich Re AA 61,885 46,875 108,760  57.82 96,890 38,229 135,119  87.29
RGA AA- 15,280 4,461 19,741  10.49 6,772 1,563 8,335 5.38
SCOR AA- - 33,999 33,999 18.07 - 6,183 6,183 3.99
Toa Re A+ - 25,631 25,631  13.62 - 5,165 5,165 3.34
Total exposure to
5 credit risk 77,165 110,966 188,131 103,662 51,140 154,802
Age analysis of reinsurance receivable
As at 31st December 2019 2018
On Paid On Claims Total On Paid On Paid Total
: Claims Outstanding Claims Claims
Rs. 000 Rs.’000 Rs. 000 % Rs. 000 Rs.’000 Rs. 000 %
Up to 180 days 66,292 82,323 148,615  79.00 103,662 30,535 134,197  86.69
181 to 365 days 10,873 28,643 39,516  21.00 - 20,605 20,605 1331
H Over 365 days - - - - - - - -
Total 77,165 110,966 188,131 103,662 51,140 154,802
' Past due but not impaired Nil Nil Nil Nil

Credit risk on Financial Investments

The Company is also exposed to credit risk through its financial

i investments. The credit worthiness of the financial instruments are
assessed using the credit ratings assigned to each security and
fixed deposit. This rating provides the Company and indication of
the financial stability of the investment.

The table below provides information regarding the Credit Risk
exposure on investments of the Company as at 31st December
2019 by classifying investments according to the respective credit
ratings. The Ratings represent local ratings given by Fitch Ratings
Lanka Limited, Lanka Rating Agency Limited and ICRA Lanka
Limited. AAA is considered the highest possible rating, while
assets that fall outside the range of AAA to BBB- are classified
as speculative grade. No credit exposure limits were exceeded by
the Company during the year. Government securities have been
classified as a separate category as they are considered risk free
investments.
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8.5.(b) Credit Risk (Contd.)

Credit quality analysis of financial investments

Amortised Cost/  Amortised Cost / Fair Value Fair Value through Total
HTM Loan & Receivables  through Other Profit or Loss
Comprehensive
Income / AFS
As at 31st December 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018

Rs. ‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs. ‘000

1 Maximum exposure to credit risk, 252,029 245,115 6,317,561 5,614,236 1,771,633 2,598,070 2,188,847 221,584 10,530,070 8,679,005
Government Guaranteed 252,029 245,115 270,804 518554 1,771,633 2,598,070 2,188,847 221,584 4,483,313 3,583,323

Other debt instruments having
credit ratings

AAA - - - 409,141 - - - - - 409,141
AA+ - - 514,859 26 - - - - 514,859 26
] AA- - - 814,118 801,209 - - - - 814,118 801,209
A+ - - 954976 811,355 - - - - 954,976 811,355
A - - 1,775,808 1,516,236 - - - - 1,775,808 1,516,236
A- - - 1,182,278 1,128,662 - - - - 1,182,278 1,128,662
BBB+ - - 694,712 227,940 - - - - 694,712 227,940
BBB - - 30,711 61,011 - - - - 30,711 61,011
: cC - - 79,295 140,102 - - - - 79,295 140,102
5 Not rated - - - - - - - - - -
Total 252,029 245,115 6,317,561 5,614,236 1,771,633 2,598,070 2,188,847 221,584 10,530,070 8,679,005

Collateral for Reverse repo investments

Reverse repo investments which fall under government securities is backed by treasury bills and bonds which are provided as collateral.
The management monitors the market value of the collateral, requests additional collateral when needed and performs an impairment

i valuation when applicable. A haircut of 10% is maintained at all times. As at the reporting date, the Company hold Rs. 315.6 million worth
{oof treasury bills and treasury bonds as collateral to support reverse repo investments amounting to Rs. 270.8 million.

The above has been derived as per the company’s risk management policy of using the carrying values in the Statement of financial
position. There were no off - balance sheet exposures as at the date. This does not include the exposure that would arise in the future as a
result of changes in values.

i The Company did not sell securities received as collaterals for the period ended 31st December 2019 - (2018 Nil)

FINANCIAL ASSET ANALYSIS BASED ON CREDIT RATINGS

(%)

0.29 0.70
6.6 0.75 2.63 1.61
: 11.23 ® Government Guaranteed A- 13.01
o AAA BBB+
] ® AA+ ® BBB
2019 42.58 ® AA ® CC 2018 41.29
16.86 17.47
A+ ® Not rated
A
9.07 9.35
7.73 4.89 9923 471
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Maximum exposure to credit risk by risk rating (as per SLFRS 9)

The following table sets out information about the credit quality of financial assets measured at amortised cost, measured at FVTOCI and
measured at FVTPL.

As at 31st December 2019 ECL Net

Not subject  Exposure 12 months Life time Life time Total Carrying
to ECL to ECL ECL ECL - Not ECL - amount
credit Credit

impaired  impaired {
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000

Financial assets at Amortised
Cost / Loans and Receivables
Risk free Investments

(Government Securities) 270,804 - - - - - 270,804
270,804 - - - - - 270,804
Debentures
; AA+ to AA- Low Risk - 1,797,138 (271) - - (271) 1,796,867
A+ to A- Low Risk - 2,320,979 (893) - - (893) 2,320,086
BBB+ to BBB- Low Risk - 306,642 (243) - - (243) 306,399
CCC+toC High Risk - 92,699 (12,049) (1,355) - (13,404) 79,295 i
- 4517458 (13,456) (1,355) - (14,811) 4,502,647
Commercial Paper
i A+ to A- Low Risk - 1,099,210 (223) - - (223) 1,098,987
- 1,099,210 (223) - (223) 1,098,987
Deposits
AA+ to AA- Low Risk - 105,748 (4 - - (4) 105,744 !
1 A+ to A- Low Risk - 339,488 (109) - - (109) 339,379
- 445,236 (113) - - (113) 445,123
' - 6,061,904 (13,792) (1,355) - (15,147) 6,317,561

Financial assets at Amortised Cost / HTM

Risk free Investments

(Government Securities) 252,029 - - - - - 252,029
252,029 - - - - - 252,029 ;

Fair Value through Other

Comprehensive Income / AFS

Risk free Investments

(Government Securities) 1,771,633 - - - - - 1,771,633
1,771,633 - - - - - 1,771,633

Fair Value through Profit or Loss
: Risk free Investments

(Government Securities) 2,188,847 - - - - - 2,188,847
2,188,847 - - - - - 2,188,847
Maximum exposure to credit risk 4,483,313 6,061,904 (13,792) (1,355) - (15,147) 10,530,070

As at the reporting date, the Company does not have credit impaired financial assets to separately disclosed. :

i Overview of the ECL principles were disclosed in Note 6.1.11 in page 293.

Movement of ECL is given in Note 31.3.(c) in page 350.
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8.5.(b) Credit Risk (Contd.)
Credit Risk Relating to Loans to Life Policyholders

i The credit risk exposure arising from loans granted to life
5 policyholders are as follows.

As at 31st December 2019 2018

Rs. ‘000 Rs. ‘000
Life policyholders 224,672 161,001
Total 224,672 161,001
Impaired Nil Nil

The Company issued loans to life policy holders considering
the surrender value of the life policy as collateral according to
the policy condition. As at the reporting date, the value of policy
loans granted amounted to Rs. 225 million (2018 - 161 million)
i and its related surrender value is Rs. 325 million (2018 - 284
million).

Risk Response to Credit Risk on Loans to Life Policyholders

» Loan granted amount is limited to surrender value of the
insurance policy

i » The Company regularly monitors and limits credit exposures
by individual counterparty and related counterparties by the
aggregated exposure across the various types of credit risk for
that counterparty.

» The Risk Officer regularly reports the largest exposures by
rating category to the Risk Committee of the Board.

Credit risk relating to Premium Receivables

In life insurance, credit risk on premium receivables is minimal,
since premium is collected before the policy is issued.

Please refer Note 34 in page 359 of the Statement of Financial
Position for additional information on premium receivables

Credit Risk Relating to Cash and Cash Equivalents

The Company maintains a strict policy to maintain cash deposits
at counter parties with sound ratings and future outlooks, the
company also maintains exposure limits to ensure that the

i company has a diverse range of counter parties to ensure low

i concentration risk.

The Company cash and cash equivalents held at bank of Rs. 371
million at 31st December 2019. (2018- Rs. 369 million). Following
table presents rating strength of the financial institutions of which
the Company held cash.

As at 31 2019 2018

December Amount % Amount %
Rating Rs. '000 Rs. '000

AAA - - 1,568 0.42
AA+ 37,055 9.98 8,890 241
AA 5475  1.47 6,564  1.78
AA- - - 2,401  0.65
A+ 290,649 78.29 330,179 89.46
A 27,608  7.44 15,640  4.24
A- 143  0.04 114 0.03
BBB+ 1,974 053 - -
BB+ 3,302 0.89 26 0.01
BBB- 2,601 0.70 2,402 0.65
Not rated 2,456  0.66 1,308 0.35
Total 371,263 100 369,092 100

8.5.(c) Liquidity Risk

Liquidity risk is the risk that the Company may not have sufficient
liquid financial resources to meet its obligations when they fall
due. The Company could also experience a maturity mismatch
with respect to unexpected large claims and expected reinsurance
recoveries from insurers.

Mitigation Strategies to Liquidity Risk
» Regular review by ALCO

» Maintaining a diversified funding base and appropriate
contingency facilities

» Carrying a portfolio of highly liquid assets that can be readily
converted into cash to protect against unforeseen short-term
interruptions to cash flows.

» Monitoring liquidity ratios and carrying out stress-testing of
the Company’s liquidity position.

» Monitoring of Duration on fixed income portfolios by the
Treasury Team.

» Regular reviews cash flow projections

» Adhering to defined limits on maturity gaps as per approved
risk limits and adhering to compositions of investments as per
the investment policy

» Reinsurance contracts contain clauses permitting the
immediate draw down of funds to meet claim payments in the
event claims exceed a certain amount.

Treasury maintains a pool of short-term liquid assets that is
intended to provide sufficient liquidity in the Company as a whole
to cover short-term fluctuations in the liquidity requirements of
any business. Longer-term funding is used to manage structural
liquidity requirements.

312 SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019




Regular liquidity stress-testing is conducted under a variety of scenarios, covering both normal and more severe market conditions. The
scenarios are developed taking into account both Company specific events (e.g. a rating downgrade) and market-related events (e.g.
prolonged market illiquidity, natural disasters or other catastrophes).

Maturity Analysis of Financial Assets and Liabilities

As at 31st December 2019 2018
No Less 1-3 More Total No Less 1-3 More Total
maturity than 1 years than 3 maturity than 1 years than 3
year years year years

Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs.‘000 Rs. ‘000

' Assets
Amortised Cost/ HTM - 252,029 - - 252,029 - - 245115 - 245115
Amortised Cost / Loan &
Receivables - 1911920 784,506 3,621,135 6,317,561 - 3277344 551431 1,785461 5,614,236
Fair Value through Other
Comprehensive Income 1,873,162 - - 1,771,633 3,644,795 1,796,800 - - 2,598,070 4,394,870
Fair Value through Profit or Loss 2,507,512 - - 2188847 4,696,359 1,589,436 - - 221584 1,811,020
Life Policyholder Loans - - - 224,672 224,672 - - - 161,001 161,001
Reinsurance Receivables - 188,131 - - 188,131 - 154,802 - - 154,802
Premium Receivables - 743,549 - - 743,549 - 507,434 - - 507,434
Other Financial Assets - 67,997 - - 67,997 - 45,357 - - 45,357
Total 4,380,674 3,163,626 784,506 7,806,287 16,135,093 3,386,236 3,984,937 796,546 4,766,116 12,933,835
Liabilities
Reinsurance Payable - 428557 - - 428557 - 320,824 - - 320,824
Insurance Contract Liabilities -
Maturity - 252,071 643,024 10,623,465 11,518,560 - 466,079 460,897 6,255958 7,182,934
Other Financial Liabilities - 999,553 - - 999,553 - 540,495 - - 540495
Bank Overdraft - 176,271 - - 176,271 - 370422 - - 370422
Total exposure to liquidity risk - 1,861,452 643,024 10,623,465 13,122,941 - 1,697,820 460,897 6,255,958 8,414,675

Pledge Financial Assets

There were no financial assets pledged as collateral as at 31st
December 2019. (2018 - Nil)

8.6 Operational Risks

Operational risk is the risk of direct or indirect loss arising from a
wide variety of causes associated with the Company’s processes,
personnel, technology and infrastructure, and from external
factors other than credit, market and liquidity risks, such as the
risks of mis-selling of products, modelling errors and non-
compliance with legal and regulatory requirements and generally
accepted standards of corporate behaviour. Operational risks arise
from all of the Company’s operations.

The Company'’s objective in managing operational risk is to balance
the avoidance of financial losses and damage to the Company’s
reputation with overall cost-effectiveness and innovation. In all
cases, Company policy requires compliance with all applicable
legal and regulatory requirements.

The board of directors has delegated responsibility for operational
risk to the Company risk committee, which is responsible for

the development and implementation of controls to address
operational risk. This responsibility is supported by the
development of overall Company standards for the management of
operational risk in the following areas:

Requirements for appropriate segregation of duties, including the
independent authorisation of transactions;

» requirements for the reconciliation and monitoring of
transactions;

» compliance with regulatory and other legal requirements;
» documentation of controls and procedures;

» requirements for the periodic assessment of operational risks
faced, and the adequacy of controls and procedures to address
the risks identified,;

» requirements for the reporting of operational losses and
proposed remedial action;
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NOTES TO THE FINANCIAL STATEMENTS

8.6. Operational Risks (Contd.)

» development of contingency plans;

» training and professional development;

» risk mitigation, including insurance where this is cost-effective.

Compliance with the Company standards is supported by a
programme of periodic reviews undertaken by internal audit.
The results of internal audit reviews are discussed, with audit
committee and management.

8.6.(a) Risk associate with change in new accounting standard
(SLFRS 17) and Risk mitigation actions

The International Accounting Standards Board (IASB) has issued
SLFRS17 Insurance Contracts (the standard) in May 2017, effective
for annual periods beginning on or after 1st January 2022, with

Softlogic Life’s approach for implementation of SLFRS 17

earlier application permitted. SLFRS 17 supersedes SLFRS 4
Insurance Contracts, an interim standard issued in 2004 that
allows entities to use a wide variety of accounting practices for
insurance contracts. The new standard applies a current value
approach to measuring insurance contracts and recognises profit
as insurers provide services and are released from risk. The profit
or loss earned from underwriting activities are reported separately
from financing activities. The change will affect both preparers of
financial statements and users. Users of financial statements will
receive more and different information about an entity’s insurance
contracts in the SLFRS financial statements than in the past,
which may change the way they assess and compare insurers.

Further CA Sri Lanka has decided to adopt SLFRS 17 with effective
from annual reporting period beginning on or after 1st January 2021.

Softlogic Life’s map for implementing SLFRS 17 include mainly
four stages as follows.

Stage Stage Name Description

Phase1 Assess the change Identify gaps between current and future practice, identifying initial impacts, building the
initial work plan and budget.

Phase 2  Design the response Design accounting policies and solutions to achieve data, system and process requirements.

Phase 3 Implementation the design  Mobilise the business to execute the implementation plan (including parallel runs).

Phase 4  Sustain new practices Business as usual -Compliance with the new requirements and executing on-going system
improvements.

Softlogic Life with the consultation of, Messrs. KPMG have
completed the phase 01 of the SLFRS 17 project which has
comprised with conducting GAP analysis for selected products,
assessing technical gaps on actuarial & accounting process,
assessing the gaps present in the current data & systems,
developing a high level implementation plan for transition.

Key Risk Factors

» Data - Data availability and granularity appear to be broadly
sufficient to meet SLFRS 17 requisites for calculation and
modelling. Some challenges on expense allocations.

» Impact on KPIs - Relevant stakeholders needs to be educated
on interpretation of new KPIs like CSM, RoE, Insurance
Revenue under SLFRS 17.

» IT System - There is a need to further explore SLFRS 17 with
the IT vendor to understand to what extend the system will be
able to provide the necessary SLFRS 17 enhancements in a
timely matter.

» Reinsurance - Current reinsurance structure may lead to
mismatches in Softlogic’s Balance Sheet and P&L after SLFRS
17 implementation.

» Actuarial - Actuarial capability will hamper analyses and
evolutions during transition period and will continue to
demonstrate as a major dependency after full SLFRS 17
implementation.

» Products - Current insurance policy contractual terms may
need to be reconsidered in order to become more “SLFRS 17
friendly”.

» Implementation - The current context demands for the
creation of SLFRS 17-specific projects, PMO committees and
process mapping to ensure appropriate task allocation and
clear ownership of crucial work streams.

» SLFRS 09 - Classification and Measurement of financial asset
may need to be reconsidered in order to reduce accounting
mismatch.

Mitigation of Risk

» The Company has formulated SLFRS 17 project team
representing each department and provide proper trainings
and consultancy.

» The company had approached Messrs. KPMG as
implementation partner and obtaining consultancy on key
technical areas.
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» Obtain consultation from Willis Towers Watson India Pvt
Limited on key actuarial matters

» The Company has developed a road map for implementation

» The Company is sought opinion from the board of the directors
and audit committee for the implementation of SLFRS 17.

» Continues monitoring of implementation map.

The technical review on SLFRS 17 can be accessed through below link.

http://www.softlogiclife.lk/financial-info/annual-report-2019/

Capital Management
Objective, Policies and Processes for Managing Capital

The Company management committee uses regulatory capital
ratios to monitor the Company’s capital base. The Company’s
policy / objective is to maintain a strong capital base to maintain
investor, creditor and market confidence and to sustain the future
development of the business.

Regulatory capital - Risk Based Capital (RBC) Framework

The Company’s regulator, Insurance Regulatory Commission of Sri
Lanka (IRCSL), monitors capital requirements for the Company as
a whole.

The IRCSL has decided to implement a Risk Based Capital (RBC)
Framework, replacing the Solvency Regime, to monitor insurance
companies in the country with effect from 01st January 2016.

This framework, based on emerging international standards

and good practices in developed countries, is risk-focused. It
reflects the relevant risks that the insurance companies face. The
minimum capital prescribed under the framework, which includes
a consistent approach to the valuation of assets and liabilities,

will serve as an effective buffer to absorb losses. With greater
transparency, it will facilitate comparisons across insurance
companies. It will also provide clearer information on the financial
strength of the Company.

The valuation regime makes a fundamental shift away from the
current philosophy, which is built upon estimations of asset and

Risks involved in order to comply with new RBC Framework
» How to invest into capacity building of internal skill sets.

» Changing business strategy to align with the new regulatory
environment

» Increase in compliance cost

Risk Response to Capital Management
» Continuous training provided to the staff of the Company
» Compliance with recommended action plans are supported

by periodic reviews undertaken by the Head of Actuarial of the
Company.

» Further, in preparation for the adoption of the RBC Framework,
the Company already uses appointed actuaries service.

» Closely follow up RBC guideline issued by IRCSL.

Summery of Company’s Compliances to the RBC Framework
describe as following graph and table.

200 199 194

180 - o o o * 2019
160 175 177 173 * 2018

140
120 Minimum Requirment 120%
100

Q1 Q2 Q3 Q4

Solvency determination under RBC Rules is based on the
following formulae.

Capital Adequacy Ratio (CAR) = (Total Available Capital / Risk-
based Capital Required) x 100

As at 31st December 2019 2018
Rs. ‘000  Rs. ‘000

Total Available Capital (TAC)
Risk Based Capital requirement (RCR)
1. Risk-based Capital Adequacy Ratio

7,782,706 7,828,045
4,489,671 3,935,366

liability values with undisclosed margins and approximations, to (CAR) 173% 199%
one that emphasizes greater transparency and provides a more 2. Minimum Capital Requirement (MCR) 500,000 500,000
accurate picture of the insurer’s financial position. This is achieved Capital Adequacy Satisfied? Yes Yes
by using more realistic valuation methodology and bases. More
assumptions will need to be made in the valuation process.
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NOTES TO THE FINANCIAL STATEMENTS

9. FAIR VALUES MEASUREMENT

A number of Company’s accounting policies and disclosures
require the measurement of fair values, for both financial and non-
financial assets and liabilities.

ACCOUNTING POLICY

Fair value is the amount for which an asset could be exchanged,
or a liability settled, between knowledgeable, willing parties in an
arm’s length transaction on the measurement date. The fair value
measurement is based on the presumption that the transaction to
sell the asset or transfer the liability takes place either:

» In the principal market for the asset or liability or,

» In the absence of the principal market, in the most
advantageous market for the asset or liability

The fair value of an asset or a liability is measured using the
assumptions that market participants would use when pricing the
asset or liability, assuming that market participants act in their
economic best interest.

A. Valuation Models
Fair value hierarchy

The company measures the fair value using the following fair value
hierarchy, which reflects the significance of the inputs used in
making the measurement.

Level 1

Inputs that are quoted market prices (unadjusted) in an active
market for identical instruments.

When available, the Company measures the fair value of an
instrument using active quoted prices or dealer price quotations
(assets and long positions are measured at a bid price; liabilities and
short positions are measured at an ask price), without any deduction
for transaction costs. A market is regarded as active if transactions
for asset or liability take place with sufficient frequency and volume
to provide pricing information on an ongoing basis.

Level 2

Inputs other than quoted prices included within Level 1 that are
observable either directly (i.e., as prices) or indirectly (i.e., derived
from prices).

This category includes instruments valued using:
(@) quoted prices in active markets for similar instruments,

(b) quoted prices for identical or similar instruments in markets
that are considered to be less active, or

(c) other valuation techniques in which almost all significant
inputs are directly or indirectly observable from market data.

Level 3

Inputs that are unobservable.

This category includes all instruments for which the valuation
technique includes inputs not based on observable data and the
unobservable inputs have a significant effect on the instrument’s
valuation.

This category includes instruments that are valued based

on quoted prices of similar instruments for which significant
unobservable adjustments or assumptions are required to reflect
difference between the instruments.

Valuation techniques include net present value and discounted
cash flow models, comparison with similar instruments for which
observable market prices exist. Assumptions and inputs used in
valuation techniques include risk-free and benchmark interest
rates, risk premiums in estimating discount rates, bond and equity
prices, foreign exchange rates, expected price volatilities and
corrections.

Observable prices or model inputs such as market interest rates
are usually available in the market for listed equity securities and
Government Securities such as Treasury Bills and Treasury Bonds.
Availability of observable prices and model inputs reduces the
need for management judgement and estimation while reducing
uncertainty associated in determining the fair values.

Models are adjusted to reflect the spread for bid and ask prices to
reflect costs to close out positions, credit and debit valuation
adjustments, liquidity spread and limitations in the models. Also,
profit or loss calculated when such financial instruments are first
recorded (“Day 1” profit or loss) is deferred and recognised only
when the inputs become observable or on derecognition of the
instrument.

The objective of the valuation techniques is to arrive at a fair value
measurement that reflects the price that would be received to sell
the assets or paid to transfer the liability in an orderly transaction
between market participants at the measurement date.
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Following table represents the fair value measurement of the Company according to fair value hierarchy.

Instrument Category Fair Value Basis

Fair Value Hierarchy

Government Securities

Treasury Bonds Valued using the Market Yield Level 1
Investment in Shares

Investment in Listed Shares Closing Market Prices Level 1
Investment in Unlisted Shares Adjusted Net Assets for Illiquidity Level 3
Investment in Units

Investment in Listed Units Published Market Prices (VWA) Level 1
Investment in Unlisted Redeemable Units Published Net Assets Values (NAV) Level 2
Corporate Debt

Listed Published Market Prices Level 2*
Unlisted Fixed Rate Discounted Cash Flow (DCF) Method Level 2
Unlisted Floating Rate Cost plus Interest Level 2
Fixed and Term Deposits

Deposit > 1 year Discounted Cash Flow (DCF) Method Level 2

*Listed Corporate Debt have been classified under level two in fair value Hierarchy since there is no active market for these instruments

even though such instruments are listed.

The following is a list of financial instruments which have not been
considered under the fair value measurement hierarchy, because
the carrying amount of those financial instruments is a reasonable
approximation of fair value since they are short- term in nature or
re-price to current market rates frequently :

Assets Liabilities

Reinsurance Creditors

Cash and Cash Equivalents / Term

Deposits less than one year

Repo Other Liabilities
(Excluding Government
Levies and Accruals)

Overnight Repo

Loans to Life Policyholders
Reinsurance Receivables
Premium Receivables

B. Valuation Framework

The Company has an established control framework for the
measurement of fair values. This framework includes a valuation
team (Treasury Back Office (TBO) which is independent from
Treasury Front Office (TFO), which reports to the chief financial
officer, with overall responsibility for overseeing and independently
verifying all significant fair value measurements.

Specific controls include:

» verification of observable pricing;
» re-performance of model valuations;

» areview and approval process for new models and changes to
models;

» bi-annual calibration and back-testing of models against
observed market transactions;

» analysis and investigation of significant daily valuation
movements; and

» review of significant unobservable inputs, valuation
adjustments and significant changes to the fair value
measurement of Level 3 instruments compared with the
previous month.

When third party information — e.g. broker quotes, pricing services
or independent property valuations — is used to measure fair value,
the valuation team assesses and documents the evidence obtained
from the third parties to support the conclusion that these
valuations meet the requirements of SLFRS.

This includes: verifying that the broker, pricing service or
independent property valuer is approved by the Company for use in
pricing the relevant type of asset or liability;

» understanding how the fair value has been arrived at, the
extent to which it reflects actual market transactions and
whether it represents a quoted price in an active market for an
identical instrument;

» when prices for similar assets or liabilities are used to
measure fair value, understanding how these prices have been
adjusted to reflect the characteristics of the asset or liability
subject to measurement; and

» if a number of quotes for the same asset or liability have
been obtained, then understanding how fair value has been
determined using those quotes.

Significant valuation issues are reported to the Audit Committee.

Further information about the assumptions made in measuring
fair values is included in the following notes:

» Note 31 : financial instruments;

» Note 28 : owner-occupied property measured at fair value.
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NOTES TO THE FINANCIAL STATEMENTS

9.1 Assets Measured at Fair Value and Fair Value Hierarchy

The following table provides an analysis of assets measured at fair value as at the Reporting date, by the level in the fair value hierarchy into

which the fair value measurement is categorised. These amounts were based on the values recognised in the Statement of Financial Position.

As at 31st December 2019
Note Level 1 Level 2 Level 3 Total Fair Total
Value Carrying
Value
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Non-Financial Assets Property, Plant & Equipment
Land and Building 28 - - 266,000 266,000 266,000
Total Non-Financial Assets at Fair Value - - 266,000 266,000 266,000
Financial Assets
Financial investments — Fair Value through Profit or Loss (FVTPL)
Equity Shares 31.5 475,837 - - 475,837 475,837
Treasury Bonds 315 2,188,847 - - 2,188,847 2,188,847
Unit Trusts 315 - 2,031,675 - 2,031,675 2,031,675
Total 2,664,684 2,031,675 - 4,696,359 4,696,359
Financial investments — Fair Value through Other Comprehensive
Income
Treasury Bonds 314 1,771,633 - - 1,771,633 1,771,633
Equity Shares 314 1,569,656 - 303,506 1,873,162 1,873,162
Total 3,341,289 - 303,506 3,644,795 3,644,795
Total Financial Assets at Fair Value 6,005,973 2,031,675 303,506 8,341,154 8,341,154
Total Assets at Fair Value 6,005,973 2,031,675 569,506 8,607,154 8,607,154
As at 31st December 2018
Note Level 1 Level 2 Level 3  Total Fair Total
Value  Carrying
Value
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Non-Financial Assets Property, Plant & Equipment
Land and Building 28 - - 228,864 228,864 228,864
Total Non-Financial Assets at Fair Value - - 228,864 228,864 228,864
Financial Assets
Financial investments — Fair Value through Profit or Loss (FVTPL)
Equity Shares 315 655,423 - - 655,423 655,423
Treasury Bonds 315 221,584 - - 221,584 221,584
Unit Trusts 315 - 934,013 - 934,013 934,013
Total 877,007 934,013 - 1,811,020 1,811,020
Financial investments — Available for Sale (AFS)
Treasury Bonds 31.4 2,598,070 - - 2,598,070 2,598,070
Equity Shares 314 1,427,100 - 369,700 1,796,800 1,796,800
Total 4,025,170 - 369,700 4,394,870 4,394,870
Total Financial Assets at Fair Value 4,902,177 934,013 369,700 6,205,890 6,205,890
Total Assets at Fair Value 4,902,177 934,013 598,564 6,434,754 6,434,754

318

SOFTLOGIC LIFE INSURANCE PLC | INTEGRATED ANNUAL REPORT 2019




9.1 (a) Transfer between levels

There were no transfers made in between the levels in 2019 (2018 -
Nil).

9.2 Level 3 Fair Value Measurement
9.2.(a) Property, Plant & Equipment (PPE)

Note 28.9 on page 338 provides details of valuation techniques
used and sensitivity of fair value measurement to changes in
significant unobservable inputs.

9.2 (b) Equity Securities

Value of Unquoted shares of Rs. 303.5 million as at end of the year

2019 (Rs. 369.7 million as at end 2018) categorised under Financial
investments — FVOCI. Internal model of adjusted net asset for
illiquidity has been used to measure the Fair Value of Unquoted
shares. Comparative year stated at cost as permitted by LKAS 39.

Reconciliation from the opening balance to the ending balance for
the Land and Building in the Level 3 of the fair value hierarchy is
available in Note 28.1 on page 336.

Reconciliation of Revaluation Reserve pertaining to Land and
Building categorised as Level 3 in the fair value hierarchy is given
in the Statement of Changes in Equity on page 362.

When deciding illiquidity premium the company has considered
following factors,

» The recent acquisition of Finance Companies had taken place
Note 28.9 on page 338 provides information on significant at more than the net asset value of target investee.
unobservable inputs used as at 31st December 2019 in measuring o . . ]
] . o . . ) » As the Bank is in the possession of regulatory licence. i
i fair value of Land and Buildings categorised as Level 3 in the fair
value hierarchy.

9.2.(b).1 Sensitivity analysis of financial assets classified at Level 3

The following table demonstrates the sensitivity to a reasonably possible change in the key assumptions used with all other variables held :
constant in fair value of level 3 financial instruments measurement and significant unobservable input. H

2019
Change in Variables Significant Impact Impact on
unobservable input on OCI Equity
Rs. ‘000 Rs. ‘000
1% Increase in adjustment for illiquidity Iliquidity Premium (3,192) (3,192)
1% Decrease in adjustment for illiquidity Iliquidity Premium 3,192 3,192

9.3 Financial Instruments not Measured at Fair Value and Fair Value Hierarchy

Methodologies and assumptions used to determine fair value of financial instruments which are not already recorded at fair value in the
Statement of Financial Position are as follows: i

: Fixed rate Financial Investments - Government Securities

The fair value of fixed rate government securities financial assets carried at amortised cost are estimated by using weekly market rate
published by Central Bank of Sri Lanka.

Fixed rate Financial Investments - Unquoted and Quoted Debt Securities

For quoted debt issued, the fair values are determined based on quoted market prices. For those notes issued where quoted market prices !
i are not available, a discounted cash flow model is used based on a current interest rate yield curve appropriate for the remaining term to
maturity and credit spreads.

Sensitivity of Significant Unobservable Inputs used to Measure Fair Value of Fixed Rate Financial Instruments

A significant increase / (decrease) in the market interest rate would result in lower / (higher) fair value being disclosed.
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NOTES TO THE FINANCIAL STATEMENTS

10. GROSS WRITTEN PREMIUM All product sold by the Company are insurance contracts and
therefore classified as Insurance Contracts thus the Company
ACCOUNTING POLICY does not have any investment contracts within its portfolio as at

! Revenueis recognised to the extent that it is probable that the Reporting Date.

economic benefits will flow to the Company and the revenue can be

reliably measured. The Premium Income for the year by major classes of business is

as follows;
Gross written premiums on life insurance contracts are recognised Is
as revenue when payable by the policyholder (policies within the - For the Year ended 31st 2019 2018
i 30 day grace period are considered as due). Premiums received in December Rs. ‘000 Rs. ‘000
! advance are not recorded as revenue and recorded as liability until 3
L the premium is due unless otherwise the relevant policy conditions | Individual Business 11,338,053 9,154,234
require such premiums to be recognised as income. Benefits and - Corporate Business 1,193,230 851,499
expenses are provided against such revenue to recognize profits - Total Gross Written Premium 12,531,283 10,005,733
over the estimated life of the policies. For single premium business, “
revenue is recognised on the date on which the policy is effective.
: For the Year ended 31st December 2019 2018
Individual Corporate Total Individual Corporate Total
Business Business Business Business
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
1 First Year Premium 3,166,795 - 3,166,795 2,562,881 - 2,562,881
Renewal Premium 6,519,934 - 6,519,934 5,187,672 - 5,187,672
1 Group Life Premium - 1,193,230 1,193,230 - 851,499 851,499
Single Premium 1,651,324 - 1,651,324 1,403,681 - 1,403,681
Total Gross Written Premium 11,338,053 1,193,230 12,531,283 9,154,234 851,499 10,005,733

: GROSS WRITTEN PREMIUM (GWP)
P [Rs.Mn)

15,000

12,000
9,000 @
6,000 25.230/0

3,000 2019 : 12,531Mn
0 2018 : 10,006Mn

2019 2018

GWP MIX

(%)

13.18 14.03
25.27 25.61

9.52 ® First Year Premium 8.51
2019 o Renevva.LPremiu.m 2018
® Group Life Premium

Single Premium

52.03 51.85
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11. PREMIUMS CEDED TO REINSURERS

Premium ceded to reinsurers represents the premium paid by the
Company to its reinsurers in order to manage its underwriting risks.

ACCOUNTING POLICY

Reinsurance premiums on insurance contracts are recognised as
an expense on the earlier of the date when premiums are payable
or when the policy becomes effective. Reinsurance premiums are
decided based on rates agreed with reinsurer and accounted an

i accrual basis.

For the Year ended 31st December 2019 2018

Rs. ‘000 Rs. ‘000
Treaty 991,455 724,283
Facultative 2,069 2,275

: Total Premiums Ceded to Reinsurers 991,455 726,558

12. NET EARNED PREMIUMS

This represents the Net Earned Premiums for the Financial year
subsequent to the deduction of reinsurance premium from Gross
i Written Premium.

For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000

Gross Written Premium
; Less: Premiums Ceded to Reinsurer
1 Total Net Earned Premium

12,531,283 10,005,733
(991,455)  (726,558)
11,539,828 9,279,175

13. NET FINANCE INCOME

Net Finance Income consists of interest income and Dividend
income generated by the Company from its various financial assets
held throughout the reporting period.

ACCOUNTING POLICY

Interest income is recognized in the income statement as it
accrues and is calculated by using the effective interest rate by
applying to the gross carrying amount of a financial asset except
for financial assets that subsequently become impaired. For
impaired financial assets the effective interest rate is applied to
the net carrying amount of the financial asset (after deduction

of the loss allowance). The effective interest rate is the rate that
exactly discounts the estimated future cash receipts or payments
through the expected life of the financial assets or liabilities (or,
where appropriate, a shorter period) to the carrying amount of

the financial assets or liabilities. When calculating the EIR, the
Company estimates future cash flows considering all contractual
terms of the financial instruments, but not future credit losses.

The calculation of the EIR includes all transaction costs and

fees that are an integral part of EIR. Transaction costs include
incremental costs that are directly attributable to the acquisition
or issue of a financial asset or liability. Fees and commissions
that are an integral part of the effective yield of the financial asset
or liability are recognised as an adjustment to the EIR of the b
instrument.

Investment related expenses consist of costs relating to investment
such as custodial fee, bank guarantee fee and brokerage fee,etc.
These expenses are recognized on an accrual basis.

Dividend Income

Dividends on equity investments are recognized in the income
statement when the right to receive payment is established which
is on the date at which the investment is priced ‘ex dividend’

As per SLFRS 9, the interest income and expense presented in :
the Income Statement include: i

» Interest on financial assets measured at Amortised Cost
calculated using EIR method;

» Interest on financial assets measured at Fair Value through
Other Comprehensive Income (FVOCI) calculated using EIR
method;

» Interest on financial assets measured at Fair Value through
Profit or Loss (FVTPL) calculated using EIR method;

» Interest on financial liabilities measured at Amortised Cost

calculated using EIR method.

As per LKAS 39, the interest income and expense recognised in
the Income Statement included: H

» Interest on Held for Trading financial instruments calculated
using EIR method;

» Interest on Loans and Receivables calculated using EIR
method;

» Interest on Available-for-Sale investments calculated using H
EIR method;

» Interest on Held-to-Maturity investments calculated using EIR
method;

» Interest on financial liabilities measured at Amortised Cost
calculated using EIR method. i
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NOTES TO THE FINANCIAL STATEMENTS

13. NET FINANCE INCOME (CONTD.)

‘ For the Year ended 31st December

2019 2018
Note Rs. ‘000 Rs. ‘000
Income from Financial Assets Classified at;
Fair Value through Profit or Loss 13.1 191,632 68,804
Amortised Cost / Held to Maturity 13.2 22,414 22,402
Amortised Cost / Loans and Receivables 13.3 714,683 529,344
Fair Value Through Other Comprehensive Income / Available-For-Sale 134 290,047 333,703
Total Net Finance Income 1,218,776 954,253
INVESTMENT INCOME ANALYSIS
(%)
15.72 /21 2.35
23.80
18 ® Fair Value through Profit or Loss 397
® Amortised Cost / Held to Maturity
® Amortised Cost / Loans and Receivables
® Fair Value through Other Comprehensive 55.47
58 64 Income / Available-for-Sale
For the Year ended 31st December 2019 2018 For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
13.1 Income from Financial Assets 13.3 Income from Financial Assets
Classified as Fair Value through Classified as Amortised Cost /
Profit or Loss Loans and Receivables
Interest Income from; Interest Income from;
Treasury Bonds 187,423 32,675 Reverse Repo Agreements 25,501 32,891
Treasury Bills - 15,864 Term Deposits 135,474 110,498
187,423 48,539 Debentures 404,121 304,557
Commercial Papers 121,760 59,937
Dividend Income Loans to Life Policyholders 27,827 21,461
Equity Shares 4,209 20,265 Total 714,683 529,344
4,209 20,265
Total 191,632 68,804 13.4 Income from Financial Assets
Classified as Fair Value through
13.2 Income from Financial Assets Other Comprehensive
Classified as Amortised Cost / Held Income / Available-For-Sale
to Maturity Interest Income from;
Interest Income from; Treasury Bonds 178,674 272,664
Treasury Bonds 22,414 22,402 178,674 272,664
Total 22,414 22,402 Dividend Income
Equity Shares 111,373 61,039
111,373 61,039
Total 290,047 333,703
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14. NET REALISED GAINS

ACCOUNTING POLICY

On derecognition of an investment other than equity classified as fair value through other comprehensive income, the cumulative gain or
loss previously recognised in Other Comprehensive Income is recognised in the Income Statement.

| Realised gains and losses recorded in the Income Statement on investments include gains and losses through disposal of financial assets.

Gains and losses on the sale of investments are calculated as the difference between net sales proceeds and the original or amortised cost
and are recorded on occurrence of the sale transaction.

For the Year ended 31st December 2019 2018
Note Rs. ‘000 Rs. ‘000
Net Realised Gains / (Losses) From
Financial Assets at,
Fair Value through Comprehensive Income / Available for Sale (3,648) (220)
: Fair Value through Profit or Loss 127,884 96,293
Total Net Realised Gains 14.1 124,236 96,073
14.1 Analysis of Realised Gains / (Losses)
For the Year ended 31st December 2019 2018
FVTOCI FVTPL Total AFS FVTPL Total
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Realised Gains From;
Treasury bonds - 1,326 1,326 - 15,900 15,900
Treasury bills - - - - 587 587
1 Quoted equity securities - 4,529 4,529 - - -
Unit trust - 122,029 122,029 - 115,044 115,044
| - 127,884 127,884 - 131,531 131,531
Realised Losses From;
Treasury bonds (3,648) - (3,648) (220) - (220)
Quoted equity securities - - - - (35,238) (35,238)
(3,648) - (3,648) (220) (35,238) (35,458)
Total (3,648) 127,884 124,236 (220) 96,293 96,073
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NOTES TO THE FINANCIAL STATEMENTS

15. NET FAIR VALUE GAINS / (LOSSES) Reinsurance Claims
ACCOUNTING POLICY Beinsurance (_:Iai_ms are repognized vvhen the related gross
insurance claim is recognized according to the terms of the
Fair value gains and losses recorded in the Income Statement on relevant contract.
i investments include fair value gains & losses on financial assets at -
Fair Value through Profit or Loss. " For the Year ended 31st December 2019 2018
Rs. ‘000  Rs. ‘000
For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000 Gro§s Insu.rance Benefit and
1 Claims Paid 3,462,068 2,741,624
Financial Investments at Fair Value Claims ceded to Reinsurers (576,339) (442,612)
1 through Profit or Loss Net Insurance Benefit and
Equity Securities (3,525) (72,665) Claims Paid 2,885,729 2,299,012
Treasury Bonds 182,150 (39,154) “
Unit Trusts 52,972 13,823
Total Net Fair Value Gains / (Losses) 231,597  (97,996) 18. NET CHANGE IN INSURANCE CLAIMS OUTSTANDING

P ACCOUNTING POLICY

16. OTHER OPERATING INCOME Differences between the estimated cost and subsequent

ACCOUNTING POLICY settlement of claims or re-estimated costs are recognised in the
income statement in the year in which they are settled or in which
Other income is recognised on an accrual basis. Other income the insurance contract liabilities are re-estimated. Net change
comprises fees, disposal gains / (losses) on Property, plant and in insurance claims outstanding is recognised in the income
:equipment and miscellaneous income. statement.

Gain or Loss on Disposal of an Item of Property, Plant and '
Equipment For the Year ended 31st December 2019 2018

Any gain or loss on disposal of an item of Property, plant and Rs. /000 Rs. 7000

equipment (calculated as the difference between the net proceeds Gross change in Insurance Contract
from disposal and the carrying amount of the item) is recognised Liabilities 170.209 43.539
i in‘Other Income’ in the Income Statement. When revalued assets

] ) ) . Change in Contract Liabilities Ceded to
i are sold, any related amount included in the revaluation surplus

) ) Reinsurers (59,826) (3,547)
reserves are transferred to Retained Earnings. : -
Net Change in Insurance Claims
Outstanding 110,383 39,992

For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000

18.1 Net Insurance Benefits and Claims Expense Analysis

Miscellaneous Income 9,505 1,053
Total Other Income 9,505 1,053 For the Year ended 31st December 2019 2018
/ Rs.‘000  Rs. ‘000
17. NET INSURANCE BENEFITS AND CLAIMS PAID Net Insurance Benefits and
Claims Paid 2,885,729 2,299,012
ACCOUNTING POLICY Net Change in Insurance

Claims Outstanding 110,383 39,992
Total Net Insurance
Benefits and Claims
Expenses Note 18.1.1 2,996,112 2,339,004

Gross Benefits and Claims

Gross benefits and claims for life insurance contracts include

the cost of all claims arising during the year including internal
and external claims handling costs that are directly related to the
processing and settlement of claims and policyholder bonuses

i declared on DPF contracts. Maturities and annuity payments are

i recorded when due. Death claims and surrenders are recorded on
the basis of notifications received.
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18.1.1 Total Net Insurance Claims and Benefits Expenses

For the Year ended 31st December 2019 2018
Gross Claims  Recovered Net Benefits Gross Claims  Recovered Net Benefits
and Benefits from and Claims and Benefits from and Claims
reinsurers reinsurers
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Claims
Death, Disability and other riders -
Endowment 1,460,241 (577,952) 882,289 1,113,937 (415,775) 698,162
Death and Hospitalisation - Group Life 942,297 (34,043) 908,254 446,611 (23,375) 423,236
Death - Decreasing Term Assurance (DTA) 340,784 (24,170) 316,614 139,183 (7,009) 132,174
2,743,322 (636,165) 2,107,157 1,699,731 (446,159) 1,253,572
Benefits
Policy Maturities / Surrenders - Investment
products 223,356 - 223,356 473,825 - 473,825
Policy Maturities - Endowment 333,013 - 333,013 339,584 - 339,584
Policy Surrenders - Endowment products 332,586 - 332,586 272,023 - 272,023
888,955 - 888,955 1,085,432 - 1,085,432
Total Net Insurance Benefits and Claims
Expenses 3,632,277 (636,165) 2,996,112 2,785,163 (446,159) 2,339,004
NET CLAIMS & BENEFITS COMPOSITION ANALYSIS
(%)
11.10 11.63
, 11 2945 @ Death, Disability and others riders - Endowment 29.85
® Death and Hospitalisation - Group Life 14.52
: 7 45 2019 ® Death - Decreasing Term Assurance (DTA) 2018
Maturities / Surenders - Investment products
Maturities - Endowment
10.57 ® Policy Surrenders - Endowment products 20.26 1518
032 5.56 .

19. CHANGE IN VALUATION OF INSURANCE CONTRACT
LIABILITIES

This represent movement in insurance contract liability valuation
based on the Actuarial Valuation.

' ACCOUNTING POLICY

Note 41 to these Financial Statements explain in detail about
methodology of valuation of the Insurance Contract Liabilities
as required by the Solvency Margin (Risk Based) Rules 2015 with
effect from 1st January 2016.

A reconciliation of the change in Insurance Contract Liabilities is
reflected in Note 41.5 to these Financial Statements.

Actuarial Valuation of Life Insurance Fund

The Directors agree to the provision relating to long term
insurances contract liability of the Company at the year-end

on the recommendations of the Appointed Actuary following

his annual investigation of the Life Insurance business. The
actuarial valuation takes into account all liabilities and is based on
assumptions recommended by the Appointed Actuary.
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NOTES TO THE FINANCIAL STATEMENTS

19. CHANGE IN VALUATION OF INSURANCE CONTRACT LIABILITIES (CONTD.)

The Appointed Actuary's report is provided in page 262 to this report and further details of the life fund valuation is provided in Note 41
these Financial Statements.

For the Year ended 31st December 2019 2018
Gross Reinsurance Net Gross Reinsurance Net

Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Premiums written 12,531,283 (991,455) 11,539,828 10,005,733 (726,558) 9,279,175
Insurance benefits and claims incurred (3,632,277) 636,165 (2,996,112)  (2,785,163) 446,159 (2,339,004)
Underwriting and net acquisition costs
(including reinsurance) (3,053,905) 85,191 (2,968,714)  (2,151,209) 106,989 (2,044,220)
Other operating, selling and administrative
expenses attributable to policyholders (3,398,240) - (3,398,240)  (3,102,719) - (3,102,719)
Investment and other income attributable to
policyholders 1,272,409 - 1,272,409 758,357 - 758,357
Surplus from life insurance fund transferred
to Life shareholder’s fund (2,279,475) - (2,279,475)  (1,051,000) - (1,051,000)
Change in Contract Liabilities - Life Fund 1,439,795 (270,099) 1,169,696 1,673,999 (173,410) 1,500,589

20. UNDERWRITING AND NET ACQUISITION COST, (NET OF REINSURANCE)

ACCOUNTING POLICY

All acquisition cost are recognised as an expense when incurred. Reinsurance commission income on outward reinsurance contracts is
recognised when receivable.

For the Year ended 31st December 2019 2018

Rs. ‘000  Rs. ‘000

Underwriting and Policy Acquisition Cost 3,053,905 2,151,209
Reinsurance Commission including Profit Commission (85,191) (106,989)
Total Underwriting and Net
Acquisition Cost

2,968,714 2,044,220

UNDERWRITING AND NET ACQUISITION COST, (NET OF REINSURANCE)

(Re.Mn)

3,500

3,000

2,500 @

2,000

1500 45.25%

1,000

500 2019 :  2,969Mn
0 2018 :  2,044Mn

2019 2018
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21. OTHER OPERATING AND ADMINISTRATION EXPENSES

ACCOUNTING POLICY

Expenses are recognised in the Income Statement on the basis of
a direct association between the cost incurred and the earning of
specific items of income. All expenditure incurred in the running of
the business and in maintaining the Property, Plant and Equipment
in a state of efficiency has been charged to Income Statement.

For the purpose of presentation of the Income Statement the

i directors are of the opinion that function of expenses method
presents fairly the elements of the Company’s performance, and
hence such presentation method is adopted.

For the Year ended 31st 2019 2018

December Note  Rs.‘000  Rs. ‘000
1 Employee benefits expenses
5 Short Term Employee
Benefits 21.1 1,504,484 1,320,136
Long Term Employee
Benefits - Defined benefit
plan cost 42.4 32,709 26,522
: Total Employee benefits expenses 1,537,193 1,346,658
Administration and
establishment expenses 534,404 610,693
Selling expenses 1,195,966 1,230,131
Total other operating and
administration expenses 3,267,563 3,187,482

i .~ OTHER OPERATING AND ADMINISTRATION EXPENSES .

" (Rs.Mn.)
3,500

3,000
2,500
2,000

o 2.51%
; 1,000 .
500 2019 3,268Mn
3,187Mn

0 2018 :

2019 2018

i 21.1 Short Term Employee Benefits

ACCOUNTING POLICY

Short term employee benefit obligations are measured on an
undiscounted basis and are expensed as the related service is
provided. A liability is recognised for the amount expected to be
paid under short-term cash bonus if the company has a present
i legal or constructive obligation to pay this amount as a result of
past service provided by the employee, and the obligation can be
estimated reliably.

For the Year ended 31st 2019 2018

December Note  Rs.‘000  Rs. ‘000
Defined Contribution Plan Cost

EPF 84,339 73,710

ETF 21,085 18,428

105,424 92,138

Staff remuneration 705,011 566,048
Staff welfare 9,336 5,077 i
Training and Development
Expenses 34,184 48,397
Other Short term Employee
Benefits Expenses 21.1.1 650,529 608,476
Total Short Term Employee :
Benefits Expenses 1,504,484 1,320,136

21.1.1 Other Short term Employee Benefits Expenses

This include expenses such as staff bonus, over time expenses,
staff allowances, etc.

21.2 Impairment losses / (Reversal) i

Please refer Note 31.3.(c) for allowance for expected credit loss
(ELC) / Impairment recognized during the period. According

to SLFRS 9 — “Financial Instruments” the impairment loss

on transition date has been recognized directly in equity and
subsequent to the initial recognition, impairment reversal of Rs 6.1
million has been recognized in Other Operating and Administration |
Expenses in Income statement. :

22. FINANCE COST

ACCOUNTING POLICY

Interest paid is recognised in the Income Statement as it accrues
and is calculated by using the effective interest rate method.
Accrued interest is included within the carrying value of the
interest bearing financial liability. The Company’s finance cost
include lease interest expense and other interest expenses.

For the Year ended 31st 2019 2018
December Note Rs. ‘000 Rs. ‘000 :

Interest expenses on lease

liabilities 44.2 57,625 469
Other interest expenses 60,674 66,032
Total Finance Cost 118,299 66,501
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NOTES TO THE FINANCIAL STATEMENTS

23. PROFIT BEFORE TAX

Profit before tax is stated after charging all expenses including the
following.

For the Year ended 31st

2019 2018

December Note Rs. ‘000 Rs. ‘000
Director fee and
emoluments 46.6 89,800 79,760
Auditors remuneration

Auditor's fees and related

expenses 2,200 2,100

Audit related services and

related expenses 6,703 5,286

Non Audit Services and

Related expenses 26,606 7,288
Costs of Employee Benefits

Defined contribution plan

cost - EPF 42.1 84,339 73,710

Defined contribution plan

cost - ETF 42.1 21,085 18,428

Defined benefit plan cost 424 32,709 26,522

Staff Training and

Development Cost 34,184 48,357
Provision for impairment of

Financial Instruments - -

Loans to Life Policyholders - -
Other

Legal fees 3,289 615

Depreciation - PPE 28.1 142,103 115,375

Depreciation - RoU 29.2 127,115 -

Amortisation 27 2,277 5,056

Research and development

costs 1,500 4,230

CSR expenses 7,985 5,879

Donation - -

Operating Lease 8,736 8,736

i 24. INCOME TAX EXPENSES

ACCOUNTING POLICY

Income tax expense comprises current and deferred tax. Current
tax and deferred tax relating to items recognised directly in

equity is recognised in equity and for items recognised in other
comprehensive income shall be recognised in other comprehensive
income and not in the income statement. Current tax assets and
liabilities are offset only if certain criteria are met.

Current Tax

Current tax is the expected tax payable or receivable on the taxable
income for the year, using tax rates enacted or substantively
enacted on the Reporting Date, and any adjustment to tax payable
in respect of previous years.

The Company is liable for income tax at 28% ,in terms of the Inland
Revenue Act No.10 of 2006 and amendments thereto till 31st
March 2018.

From 1st April 2018 onwards the gains and profits from the Life
insurance Business are ascertained in terms of section 67 of
Inland Revenue Act No 24 of 2017. Accordingly, the gains and
profits on which tax is payable is the aggregate of following taxable
income sources.

Taxable Income Source Applicable Tax Rate

Surplus distributed to shareholders

from the Life Insurance policyholders

fund as certified by the actuary 28%
Investment income of the shareholder

fund less any expenses incurred in

the production of such income 28%
Surplus distributed to a Life

insurance policyholder who shares

the profits of 14% (Up to 3 years
a person engaged in the business of from 2018 and
life insurance at a rate of thereafter at 28%)

Deferred Tax

Accounting policy and detail analysis relating to Deferred Tax is
disclosed in Note 30 to the Financial Statements on Page 342

Crop Insurance Levy (CIL)

As per the provisions of the Section 14 of the Finance Act No. 12 of
2013, the CIL was introduced with effect from April 01st 2013 and is
payable to the National Insurance Trust Fund. Currently, the CIL is
payable at 1% of the profit after tax.

Sales Tax

Revenues, expenses and assets are recognised net of the amount
of sales tax except;

» Where the sales tax incurred on a purchase of assets or
service is not recoverable from the taxation authority, in
which case the sales tax is recognised as part of the cost
of acquisition of the asset or as part of the expense item as
applicable; and
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» Receivables and payables that are stated with the amount of
sales tax included. The net amount of sales tax recoverable
from, or payable to, to the taxation authority is included as a part
of receivables or payables in the statement of financial position.

Withholding Tax on Rent and Commission Payment

On the application of the provision of section 84 and 85 of the
Inland Revenue Act, No.24 of 2017 with effect from 1st April 2018,
the company is liable for payment of WHT on Rent Payments made
to property owners and on Commission Payment to Insurance
Agent at a rate of 10% and 5% respectively.

The Company deducted WHT from gross payments made and
net amount has been transferred to person who provided such
services whereas the Company directly transfer WHT on above
payments to the Inland Revenue Department.

As instructed by the Ministry of Finance on 31st January 2020
pending formal amendment to the Inland Revenue Act No. 24 of
2017, WHT on any payments (including interest, dividends rent
etc.) made to any resident person is removed with effect from 1st
January 2020.

Accordingly, withholding agents are instructed not to deduct WHT
on payments made on or after January 01, 2020, for the above

payments.

24.1 Amount Recognised in the Income Statement

For the Year ended 31st 2019 2018
December Note Rs. ‘000 Rs. ‘000

Tax recognised in the Income
Statement

Current Tax Expense

Income Tax on Current Year's Profits - -
Notional Tax (Reversal) /
Write off (Shareholder Fund)

(89,479)
(89,479)

89,479
89,479

Deferred Income Tax
Origination of Deferred Tax

Assets 243 (204,968) (2,496,536)
Reversal of Deferred Tax

Assets 24.3 725,162 165,574
Deferred Taxation 520,194 (2,330,962)
Income Tax Expense / (Reversal)

recognised in the Income Statement 430,715 (2,241,483)

24.2 Amount Recognised in Other Comprehensive Income (OCI)

The Company has not recognised income tax / deferred expenses
in Other Comprehensive Income (OCI) for the year ended 31st
December 2019 as the Company only liable for income tax under
surplus distributed to shareholder and investment income earned
from shareholder fund according to the section 67 of inland
revenue Act. No. 24 of 2017 (2018 - Nil).

24.3 Reconciliation of Effective Tax rate

For the Year ended 2019 2018

31st December % Rs. ‘000 % Rs. ‘000
Tax using the

Company's

domestic Tax rate 28 728,996 28 306,534
Aggregate

Allowable Expenses (38) (9,810) (17) (188,498)
Aggregate

Disallowed

Expenses 23 5,976 4 47,538
Effective Tax Rate  27.85 725,162 15.1 165,574

Commencing from 01st April 2018 the Company is liable for
income tax under the IRD Act No. 24 of 2017 and for the year ended
31st December 2019 Softlogic Life Insurance PLC is liable for
income tax at 28% (2018 - 28%) in terms of Inland Revenue Act No.
10 of 2006 and amendments there to till 31st March 2018.

24.4 Income Tax Computation as per IRD Act No 24 of 2017

For the Year ended 31st December 2019 2018

Rs. ‘000 Rs. ‘000
Surplus Distributed to Shareholder
from the Life Insurance
Policyholders Fund 2,279,475 466,000
Investment Income of the
Shareholder Fund 310,389 125,339
Business Income 2,589,864 591,339
Deductions Under Section 19 of the
IRD Act (2,589,864) (591,339)
Total Assessable Income - -
Tax Liability - -

As at 31st December 2019, the Company has not incurred tax
payable since as at reporting date the Company has no any
assessable income to be taxed as per the IRD Act No 24 of 2017.

About Us

Executive Statements | Management Discussion & Analysis

Stewardship

Financial Statements | Supplementary Information 331




NOTES TO THE FINANCIAL STATEMENTS

25. EARNING PER SHARE (EPS)

ACCOUNTING POLICY

The Company presents basic and diluted earnings per share (EPS)
for its ordinary shares. Basic EPS is calculated by dividing the
profit or loss attributable to ordinary shareholders of the Company
by the weighted average number of ordinary shares outstanding
during the period.

Diluted EPS is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted average
number of ordinary shares outstanding for the effects of all dilutive
potential ordinary shares.

25.1 Basic Earnings Per Share

For the Year ended 31st December 2019 2018

Amount used as the numerator
Profit Attributable to Ordinary
Shareholders (Rs. 000)

2,172,843 3,336,245

Number of ordinary shares used as
the denominator

Weighted Average Number of Ordinary
Shares as at 31st December (‘000)

375,000 375,000

Basic Earnings per Share - (Rs.) 5.79 8.90

25.2 Diluted Earnings Per Share

There were no potential dilutive ordinary shares outstanding at any
time during the year. Therefore, diluted earnings per share is same
as basic earnings per share shown in Note 25.1.

26. DIVIDEND PER SHARE (DPS)

ACCOUNTING POLICY

Dividend declared by the Board of Directors after the reporting
date is not recognised as a liability and is disclosed as a note to the
financial statements.

Dividend on Ordinary Shares are recognised as a liability and
deducted from equity when they are approved by the company’s
Board of Directors in accordance with the Article of Association,
Subject to regulatory approval.

Withholding Tax on Dividends

Withholding tax that arises from the distribution of dividends by the
Company is recognised at the same time as the liability to pay the
related dividend is recognised.

As instructed by the Ministry of Finance on 31st January 2020
pending formal amendment to the Inland Revenue Act No. 24 of
2017, WHT on any payments (including interest, dividends rent etc.)
made to any resident person is removed with effect from 1st January
2020.

26.1 Dividend Declared as at Reporting Date

: For the Year ended 31st December 2019 2018

Dividend declared per share (Rs.) - 1.45
Dividends paid out of dividend

received (Rs.’000) - 389,562
Dividends paid out of own profits

(Rs.’000) - 154,188
Total - 543,750

The Company has not declared dividends for the year ended 31st
December 2019.

Under the Inland Revenue Amendment Act, No. 24 of 2017, a
withholding tax of 14% has been imposed on dividends declared
from 1st April 2018. In case of any dividend paid to the shareholder
of Company prior to 1st April 2019, out of dividend received by the
Company from other company on which tax had been deducted
prior to 1st April 2018 in accordance with the provisions of the
Inland Revenue Act No 10 of 2006, such dividend shall not be
subjected to tax under the provisions of the Inland Revenue Act No
24 of 2017.

26.2 Non-Cash Assets Distributed To Owners

During the period ended 31st December 2019, the Company has
not distributed non cash assets to its owners (2018 - Nil)

26.3 Compliance with the Section 56 and 57 of the Companies
Act No. 7 of 2007

As required by the Section 56 of the Companies Act, No. 7 of 2007,
the Board of Directors of the Company need to satisfy the Solvency
Test in accordance with the Section 57, prior to recommending the
dividend. Since the company has not declared dividend for the year
2019 no solvency test has been carried out.

26.4 Dividend Paid During The Year

For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000

Gross Interim Dividend for 2018

Rs.1.45 per share 543,750 -
Withholding tax deducted at source (21,586) -
Net dividend paid to the ordinary

shareholders 522,164 -
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27. INTANGIBLE ASSETS

ACCOUNTING POLICY

Recognition and Measurement

An Intangible Asset is recognised if it is probable that future
economic benefits that are attributable to the asset will flow to the
Company and the cost of the asset can be measured reliably in
accordance with the Sri Lanka Accounting Standard —

LKAS 38 - ‘Intangible Assets’.

i Software

Software acquired by the Company is initially measured at cost and
subsequently stated at cost less accumulated amortisation and
accumulated impairment losses.

Expenditure on internally developed software is recognised as

i anasset when the Company is able to demonstrate its intention
and ability to complete the development and use the software in

a manner that will generate future economic benefits, and can
reliably measure the costs to complete the development. The
capitalised costs of internally developed software include all costs
directly attributable to developing the software and capitalised

i borrowing costs, and are amortised over its useful life. Internally

i developed software is stated at capitalised cost less accumulated
amortisation and impairment losses.

Subsequent Expenditure

Subsequent expenditure on software assets is capitalised only
when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure is expensed
i asincurred.

Useful Economic Life, Amortisation and Impairment

Intangible assets with finite life are amortised over their useful
economic life, from the date that it is available for use since this
most closely reflects the expected pattern of consumption of the
i future economic benefits embodied in the asset and assessed for
impairment whenever there is an indication that the intangible
asset may be impaired. The useful life, amortisation method and
residual values for an intangible asset with a finite useful life are
reviewed at each financial year end. Changes in the expected
useful life or the expected future economic benefits embodied

in the asset are considered to modify the useful lives, method,

i orresidual values as appropriate, and are treated as changes in
! accounting estimates.

The amortisation expense on intangible assets with finite life
is recognised in the Income statement in other operating and
administration expenses.

i The company recognised software as finite useful life assets and
estimated useful life, residual values and amortisation method for
the current and comparative periods is as follows,

Intangible Estimated Residual Amortisation method
assets useful life value

Computer 5 Years Nil Straight-line basis over
Software the estimated useful

life of the software,
from the date that it is
available for use

Intangible Assets With Indefinite Useful Life

Intangible assets with indefinite useful life are tested for
impairment annually either individually or at the CGU level. Such
intangibles are not amortised. The useful life of an intangible asset
with an indefinite life is reviewed annually to determine whether
indefinite life assessment continues to be supportable. If not, the
change in the useful life assessment from indefinite to finite is
made on a prospective basis.

The Company has not intangible assets with indefinite useful life
as at the reporting date. (2018 - Nil)

De-recognition

An Intangible Asset is de-recognised on disposal or when no future
economic benefits are expected from it. The gain or loss arising
from the de-recognition of such Intangible Assets is included in
other operating income in the Statement of Income when the item
is derecognised.

Research and Development Cost

Research costs are expensed as incurred. Development
expenditures on an individual project are recognised as an
intangible asset when the Company can demonstrate:

» The technical feasibility of completing the intangible asset so
that the asset will be available for use or sale

» Its intention to complete and its ability to use or sell the asset.
» The asset will generate future economic benefits.
» The availability of resources to complete the asset.

» The ability to measure reliably the expenditure during
development.

» The ability to use the intangible asset generated.

Following initial recognition of the development expenditure
as an asset, the asset is carried at cost less any accumulated
amortisation and accumulated impairment losses.

As at the reporting date, the Company does not have development
costs capitalised as an internally-generated intangible asset and
following represents separately acquired intangible assets.

About Us | Executive Statements | Management Discussion & Analysis

Stewardship

Financial Statements | Supplementary Information

333



NOTES TO THE FINANCIAL STATEMENTS

27. INTANGIBLE ASSETS (CONTD.)

Reconciliation of Carrying Amounts

As at 31st December 2019 2018
Rs. ‘000 Rs. ‘000

Computer Software

Cost

Balance as at 1st January 91,067 91,067
Acquisition 632 -
Balance as at 31st December 91,699 91,067

Accumulated amortisation and
impairment losses

Balance as at 1st January 88,978 83,922
Amortisation 2,277 5,056
Balance as at 31st December 91,255 88,978

Carrying Value as at 31st December 444 2,089

27.1 Acquisition of Intangible Assets during the year

During the financial year, the Company paid Rs. 0.6 million (2018
- Nil) to purchase intangible assets. Other than the disclosed in

Note 27 the company has not acquired Intangible Assets by way of

government grants or any other consideration. (2018: Nil).

27.2 Fully Amortised Intangible Assets in Use

Fully amortised Intangible Assets in use as at reporting date were
Rs. 89.4 million. (2018: Rs. 73.6 million).

27.3 Title Restriction on Intangible Assets

There are no restrictions that existed on the title of the Intangible
Assets of the Company as at the Reporting Date.

27.4 Intangible assets pledged as securities

There were no items pledged as securities for liabilities
(2018 - Nil).

27.5 Assessment of Impairment of Intangible Assets

The Board of Directors has assessed potential impairment loss
of intangible assets as at 31st December 2019. Based on the
assessment, no impairment provision is required to be made in
the Financial Statements as at the reporting date in respect of
Intangible Assets.

27.6 Capitalisation of Borrowing Costs

There were no capitalised borrowing costs relating to the
acquisition of Intangible Assets during the year (2018 - Nil).

27.7 Amortisation of Intangible Assets

Amortization expense of Rs. 2.2 million (2018: Rs. 5 million) has
been charged to income statement under other operating and
administration expenses.

27.8 Individually Material / Significant Intangible Assets

There are no individual intangible assets that are material to the
Financial Statements as at the reporting date (2018 — Nil).

27.9 Amount of Contractual Commitment for Acquisition of
Intangible Assets

There are no contractual commitment for acquisition of Intangible
Assets as at the reporting date.

28. PROPERTY, PLANT AND EQUIPMENT

ACCOUNTING POLICY

The Company applies the requirements of the Sri Lanka
Accounting Standard — LKAS 16 on ‘Property, Plant & Equipment’
in accounting for its owned assets which are held for and use in
the provision of services, for rental to others or for administrative
purposes and are expected to be used for more than one year.

Basis of Recognition

Property, Plant and Equipment are recognised if it is probable that
future economic benefits associated with the asset will flow to the
Company and cost of the asset can be measured reliably.

Basis of Measurement

An item of Property, Plant & Equipment that qualifies for
recognition as an asset is initially measured at its cost. Cost
includes expenditure that is directly attributable to the acquisition
of the asset and subsequent costs (excluding the costs of day - to
- day servicing) as explained in below. The cost of self-constructed
assets includes the followings;

» The cost of materials and direct labour;

» Any other costs directly attributable to bringing the asset to a
working condition for its intended use;

» When the Company has an obligation to remove the asset or
restore the site, an estimate of the costs of dismantling and
removing the items and restoring the site on which they are
located; and

» Capitalised borrowing costs.

Purchased software that is integral to the functionality of the
related equipment is capitalised as part of that equipment. When
parts of an item of property, plant and equipment have different
useful lives, they are accounted for as separate items (major
components) of property, plant and equipment.
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Subsequent to the initial measurement all items of Property,
plant and equipment are measured at cost less accumulated
depreciation and accumulated impairment losses except for the
Land and Buildings which are measured at revalued amount less
accumulated depreciation and accumulated impairment losses.

Cost Model

The Company applies the Cost Model to all Property, Plant &
Equipment except for freehold land and freehold building and

i records at cost of purchase together with any incidental expenses
i thereon, less accumulated depreciation and any accumulated
impairment losses.

Revaluation Model

The Company applies the Revaluation Model for the entire

class of freehold land and freehold building for measurement
after initial recognition. Such properties are carried at revalued

i amounts, being their fair value at the date of revaluation, less
any subsequent accumulated depreciation on buildings and any
accumulated impairment losses charged subsequent to the date
of valuation. Freehold land and buildings of the Company are
revalued by independent professional valuers every two years or
more frequently if the fair values are substantially different from
i their carrying amounts to ensure that the carrying amounts do not
differ from the fair values at the Reporting date.

On revaluation of an asset, any increase in the carrying amount

is recognised in Revaluation Reserve in Equity through OCI or
used to reverse a previous loss on revaluation of the same asset,
which was charged to the Income Statement. In this circumstance,
i theincrease is recognised as income only to the extent of the
previous write down in value. Any decrease in the carrying amount
is recognised as an expense in the Income Statement or charged
to Revaluation Reserve in equity through OCI, only to the extent of
any credit balance existing in the Revaluation Reserve in respect
of that asset. Any balance remaining in the Revaluation Reserve in
i respect of an asset, is transferred directly to Retained Earnings on
i retirement or disposal of the asset.

Last revaluation was carried out by the Company for its all freehold
land and freehold building as at 31st December 2019 (Next
revaluation date is 31st December 2021). Methods and significant
assumptions including unobservable market inputs employed in
estimating the fair value together with the sensitivity of same are

i given in Note 28.9 on page 338.

Subsequent Costs

The cost of replacing a component of an item of property or
equipment is recognised in the carrying amount of the item if it

is probable that the future economic benefits embodied within

: the part will flow to the Company and its cost can be measured
reliably. The carrying amount of the replaced part is derecognised.

The costs of the day-to-day servicing of property and equipment
are recognised in Income Statement as incurred.

Repairs and Maintenance

Repairs and maintenance are charged to the Income Statement
during the financial period in which they are incurred. The cost of
major renovations is included in the carrying amount of the assets
when it is probable that future economic benefits in excess of the
most recently assessed standard of performance of the existing
assets will flow to the Company and the renovation replaces an
identifiable part of the asset. Major renovations are depreciated
during the remaining useful life of the related asset.

Capital Work in Progress

Capital work - in - progress is stated at cost. These are expenses
of a capital nature directly incurred on Property, Plant and :
Equipment, awaiting capitalisation.

Useful Economic Life, Residual Values and Depreciation
Depreciation

The Company provides depreciation from the date the assets
are available for use up to the date of disposal, at the following H
rates on a straight-line basis over the periods appropriate to the
estimated useful lives of the different types of assets.

Significant components of individual assets are assessed and if a
component has a useful life that is different from the remainder of
that asset, that component is depreciated separately.

Depreciation is recognised as an expense in the Income statement
in other operating and administration expenses. Land is not
depreciated

Useful Economic Lives and Residual Values

The estimated useful lives for the current and comparative period
are as follows:

Class of Asset

% per Estimated Residual

Annum  Useful Life Values

Building 5 20 years Nil
Office Equipment 20 05 Years Nil !
Computer Equipment 20 05 Years Nil 5

Furniture & Fittings 10 10 Years Nil

Fixtures & Fittings 20 05 Years Nil

Motor Vehicle 25 04 Years Nil

Cost of Dismantling {

The estimated costs of dismantling, removing or restoring items of
property, plant and equipment is Zero.

About Us | Executive Statements | Management Discussion & Analysis

Stewardship

Financial Statements | Supplementary Information 335



NOTES TO THE FINANCIAL STATEMENTS

28. PROPERTY, PLANT AND EQUIPMENT (CONTD.) De - recognition
Depreciation methods, useful lives and residual values are An item of Property, Plant and Equipment is de-recognized upon
reassessed at each reporting date and adjusted if appropriate. The disposal or when no future economic benefits are expected from
i depreciation rates are determined separately for each significant its use. Any gain or loss arising on de-recognition of the asset
5 part of an item of Property, Plant & Equipment and commence to (calculated as the difference between the net disposal proceeds
depreciate when it is available for use, i.e., when it is in the location and the carrying amount of the asset) is included in other
and condition necessary for it to be capable of operating in the operating income in the Income Statement in the year the asset is
manner intended by the management. Depreciation of an asset de - recognised.
ceases at the earlier of the date that the asset is classified as held
i for sale or the date that the asset is derecognised. When replacement costs are recognised in the carrying amount
of an item of Property, Plant and Equipment, the remaining
! All classes of property, plant & equipment together with the carrying amount of the replaced part is de - recognised. Major
reconciliation of carrying amounts and accumulated depreciation inspection costs are capitalised. At each such capitalisation the
at the beginning and at the end of the year are given in Note 28.1. remaining carrying amount of the previous cost of inspections is

derecognised.
Carrying Value

! The carrying value of an asset or significant component of assets Borrowing Costs

i within a class is assessed annually with its fair value and where As per the Sri Lanka Accounting Standard - LKAS 23 on ‘Borrowing
the fair value is less than the carrying value the asset is written Costs’, the Company capitalises borrowing costs that are directly
down to its fair value. The consequent adjustment is recognized in attributable to the acquisition, construction or production of a
the Income Statement. qualifying asset as part of the cost of the asset.

The residual values of assets that are not insignificant are

i reassessed annually. Depreciation on revalued classes of assets is
based on the remaining useful life of the assets at the time of the
revaluation.

28.1 Reconciliation of Carrying Amount

: Freehold Freehold Computer Office  Furniture  Fixtures Motor Total
Land  Building Hardware Equipment and and  Vehicles
: Rs. ‘000 Fittings Fittings
Cost / Revaluation
Balance as at 1st January 2018 120,000 116,000 117,353 163,095 121,228 298,408 16,751 952,835
Additions during the year - - 15,767 39,010 32,733 69,219 - 156,729
: Surplus on revaluation - - - - - - - -
Transferred of accumulated depreciation
' on revalued assets - - - - - - - -
Disposals during the year - - - - - - - -
Balance as at 31st December 2018 120,000 116,000 133,120 202,105 153,961 367,627 16,751 1,109,564
Balance as at 1st January 2019 120,000 116,000 133,120 202,105 153,961 367,627 16,751 1,109,564
Additions during the year - - 20,612 40,276 32,345 61,007 - 154,240
5 Surplus on revaluation 40,000 4,272 - - - - - 44,272
Transferred of accumulated depreciation
on revalued assets - (14,272) - - - - - (14,272)
Disposals during the year - - - - - - - -
Balance as at 31st December 2019 160,000 106,000 153,732 242,381 186,306 428,634 16,751 1,293,804
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Reconciliation of Carrying Amount

Freehold Freehold Computer Office  Furniture  Fixtures Motor Total
Land  Building Hardware Equipment and and  Vehicles

Rs. ‘000 Fittings Fittings
Accumulated Depreciation and Impairment
losses
Balance as at 1st January 2018 - - 73,046 89,279 50,264 151,678 10,863 375,130
Depreciation for the year - 7,136 15,374 26,613 11,745 50,343 4,164 115,375
Transferred of accumulated depreciation
on revalued assets - - - - - - - -
Impairment loss - - - - - - - -
Disposals during the year - - - - - - - -
Balance as at 31st December 2018 - 7,136 88,420 115,892 62,009 202,021 15,027 490,505
Balance as at 1st January 2019 - 7,136 88,420 115,892 62,009 202,021 15,027 490,505
Depreciation for the year - 7,136 17,803 32,386 14,582 68,472 1,724 142,103
Transferred of accumulated depreciation
on revalued assets - (14,272) - - - - - (14,272)
Impairment loss - - - - - - - -
Disposals during the year - - - - - - - -
Balance as at 31st December 2019 - - 106,223 148,278 76,591 270,493 16,751 618,336
Carrying Value as at 31st December 2019 160,000 106,000 47,509 94,103 109,715 158,141 - 675,468
Carrying Value as at 31st December 2018 120,000 108,864 44,700 86,213 91,952 165,606 1,724 619,059

28.2 Other than disclosed in Note 28.1,there were no impact to
property, plant and equipment from any other sources, such as,
assets classified as held-for-sale, acquisitions through business
combinations, increases resulting from impairment losses
reversed in OCI or in the Income Statement, and from exchange
differences during the period ended 2019.(2018 - Nil)

28.3 Title Restriction on Property, Plant and Equipment

There are no restrictions that existed on the title of the PPE of the
Company as at the reporting date.

28.4 Acquisition of PPE During the Year

During the financial year, the Company acquired PPE to the
aggregate value of Rs. 154.2 million (2018 - Rs. 156.7 million) by
means of cash.

28.5 Capitalisation of Borrowing Cost

There were no capitalised borrowing costs related to the
acquisition of property, plant and equipment during the year 2019
(2018 — Nil).

28.6 Amount of Contractual Commitment for Acquisition of
Property, Plant and Equipment

There are no contractual commitment for acquisition of property,
plant and equipment as at the reporting date.

28.7 Disposal of Property, Plant and Equipment

There were no disposals of property, plant and equipment during
the year 2019. (2018-Nil)
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28.10 Revaluation Surplus

~ As at 31st December 2019 I

| Land  Building Total i

1 Rs.’000 Rs.’000 Rs.’000
Revalued Amount 160,000 106,000 266,000
Carrying Value (Prior to Revaluation) 120,000 101,728 221,728
Revaluation surplus for the year ended 31st December 2019 Recognised in OCI 40,000 4,272 44,272

Revaluation surplus for the year ended 31st December 2019 Recognised in Income Statement - - - !

28.11 If Land and Building were Stated at Historical Cost, the Amounts would have been as Follows;

The carrying amount of Company's asset that would have been included in the Financial Statements had the asset being carried at cost
less depreciation / amortisation as follows

2019 2018 .
As at 31st December Cost Accumulated Carrying Cost Accumulated Carrying
: depreciation value depreciation value
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
Land 85,620 - 85,620 85,620 - 85,620
Building 92,955 (29,397) 63,558 92,955 (23,118) 69,837 :
Total 178,575 (29,397) 149,178 178,575 (23,118) 155,457
! 28.12 The Effect of Revaluation of Freehold Buildings on the 28.15 Permanent Fall in Value of PPE

Statement of Income in the Subsequent Period is as Follows; There has been no permanent fall in the value of PPE which require

an impairment provision recognised in the Financial Statements.

For the year ended 31st December 2019 2018

Rs.’000 Rs.’000 28.16 Fully Depreciated PPE in Use
Depreciation charge per annum after The initial cost of fully depreciated PPE which are still in use as at
1 revaluation 7,136 7,136 reporting date, is as follows:
Depreciation charge per annum prior to =
revaluation _ : 6279 6,279 As at 31st December 2019 2018
Decrease in profit in subsequent period 857 857 Rs.’000 Rs.’000
Computer Hardware 64,033 50,478 i
i 28.13 Fair Value Hierarchy Office Equipment 69,458 56,673
! The fair value of the Land & Building was determined by an Furniture and Fittings 27,376 22,671
external independent property valuer, having appropriate Fixtures af‘d Fittings 142,373 87,804
recognised professional qualifications and experience in the Motor Vehicle 16,732 &)
category of the property being valued. The valuer provides the fair | 319,972 217,707

value of the property. Based on the valuation techniques used it P

i has been classified under Level 3 in fair value hierarchy. Valuation . .
] ) o ) ; 28.17 Temporarily Idle Property, plant and equipment
i techniques and significant unobservable inputs are disclosed

under Note 28.9. There are no property, plant and equipment were temporary idle
(until the asset are issued to the business unit) as a reporting date.
28.14 PPE Pledged as Security for Liabilities (2018 - Nil)

None of the PPE have been pledged as securities for liabilities as
at the reporting date.
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28.18 Assessment of Impairment

The Board of Directors has assessed the potential impairment
loss of PPE as at 31st December 2019. Based on the assessment,
no impairment provision is required to be made in the Financial
Statements as at the reporting date in respect of PPE.

28.19 Compensation from Third Parties for Items of Property,
plant and equipment

There was no compensation received / receivable from third parties
for items of property, plant and equipment that were impaired, lost
or given up.

28.20 Property, plant and equipment retired from active use

There were no property plant and equipment which are retired
from active use as at the reporting date (2018 - Nil).

28.21 Fair Value of Property, Plant and Equipment (Excluding
Freehold Land and Freehold Building Which are Carried at
Revalued Amount)

The carrying amount of Property, Plant & Equipment except
freehold land and freehold building disclosed in Note 28.1
approximate their fair value as at the reporting date.

28.22 Property, Plant and Equipment under Construction

As at the reporting date, there was no Property, Plant and
Equipment under Construction (2018 — Nil).

29. RIGHT OF USE ASSETS

ACCOUNTING POLICY

Policy applicable from 1st January 2019

At inception of a contract, the Company assesses whether a
contract is, or contains, a lease. A contract is, or contains, a lease
if the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration. To assess
whether a contract conveys the right to control the use of an
identified asset, the Company uses the definition of a lease in
SLFRS 16.

This policy is applied to contracts entered into, on or after 1st
January 2019.

As a lessee

At commencement or on modification of a contract that contains a
lease component, the Company allocates the consideration in the
contract to each lease component on the basis of its relative stand-
alone prices. However, for the leases of property, the Company has
elected not to separate non-lease components and account for the
lease and non-lease components as a single lease component.

The Company recognises a right-of-use asset and a lease liability
at the lease commencement date. The right-of-use asset is initially
measured at cost, which comprises the initial amount of the lease
liability adjusted for any lease payments made at or before the
commencement date, plus any initial direct costs incurred and an
estimate of costs to dismantle and remove the underlying asset or
to restore the underlying asset or the site on which it is located,
less any lease incentives received.

Company applies the cost model for the subsequent
measurement of the ROU asset and accordingly, the right-of-use
asset is depreciated using the straight-line method from the
commencement date to the end of the lease term, unless the lease
transfers ownership of the underlying asset to the Company by the
end of the lease term or the cost of the right-of-use asset reflects
that the Company will exercise a purchase option. In that case the
right-of-use asset will be depreciated over the useful life of the
underlying asset, which is determined on the same basis as those
of property and equipment. In addition, the right-of-use asset is
periodically reduced by impairment losses, if any, and adjusted for
certain remeasurements of the lease liability.

Depreciation expenses has been charged to income statement on
other operating and administration expenses.

The lease liability is initially measured at the present value of the
lease payments that are not paid at the commencement date,
discounted using the interest rate implicit in the lease or, if that
rate cannot be readily determined, the Company’s incremental
borrowing rate. Generally, the Company uses its incremental
borrowing rate as the discount rate.

The Company determines its incremental borrowing rate by
obtaining interest rates from various external financing sources
and makes certain adjustments to reflect the terms of the lease
and type of the asset leased.

Lease payments included in the measurement of the lease liability
comprise the following:

» fixed payments, including in-substance fixed payments;

» variable lease payments that depend on an index or a
rate, initially measured using the index or rate as at the
commencement date;

» amounts expected to be payable under a residual value
guarantee; and

» the exercise price under a purchase option that the Company
is reasonably certain to exercise, lease payments in an optional
renewal period if the Company is reasonably certain to exercise
an extension option, and penalties for early termination of
a lease unless the Company is reasonably certain not to
terminate early.
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The lease liability is measured at amortised cost using the effective
interest method. It is remeasured when there is a change in future
lease payments arising from a change in an index or rate, if there
is a change in the Company’s estimate of the amount expected

to be payable under a residual value guarantee, if the Company
changes its assessment of whether it will exercise a purchase,
extension or termination option or if there is a revised in-substance
fixed lease payment.

When the lease liability is remeasured in this way, a corresponding
adjustment is made to the carrying amount of the right-of-use
asset, or is recorded in profit or loss if the carrying amount of the
right-of-use asset has been reduced to zero.

Presentation of ROU asset and lease liabilities

The Company presents right-of-use assets that do not meet the
definition of investment property in separate line as ‘Right-of-use
assets’ and lease liabilities in ‘Other Liabilities’ in the statement of
financial position.

Short term leases and leases of low-value assets

The Company has elected not to recognise right-of-use assets
and lease liabilities for leases of low-value assets and short-term
leases, including IT equipment. The Company recognises the
lease payments associated with these leases as an expense on a
straight-line basis over the lease term.

Policy applicable before 1st January 2019
As a lessee

In the comparative period, as a lessee the Company classified
leases that transferred substantially all of the risks and rewards of
ownership as finance leases. When this was the case, the leased
assets were measured initially at an amount equal to the lower

of their fair value and the present value of the minimum lease
payments. Minimum lease payments were the payments over the
lease term that the lessee was required to make, excluding any
contingent rent. Subsequent to initial recognition, the assets were
accounted for in accordance with the accounting policy applicable
to that asset.

Assets held under other leases were classified as operating leases
and were not recognised in the Company’s statement of financial
position. Payments made under operating leases were recognised
in profit or loss on a straight-line basis over the term of the lease.
Lease incentives received were recognised as an integral part of
the total lease expense, over the term of the lease.

The Company leases a number of branches and office premises.
The leases typically run for a period of 3.7 years, with an option to
renew the lease after. For some leases, payments are renegotiated
to reflect the market rentals. Some leases provide for additional
rent payments that are based on changes in local price indices.
Lease terms are negotiated on an individual basis and contain a
wide range of different terms and conditions.

Previously, these leases were classified as operating leases under
LKAS 17.

29.2 Right-of-Use assets

Right-of-use assets related to leased properties that do not meet
the definition of investment property.

Information about leases for which the Company is a lessee is
presented below.

Reconciliation of Carrying amounts

As at 31st December 2019

Total

Rs.’000

As at 1st January (Note 5.2.1) 398,022
Additions to Right-of-Use assets 147,386
Depreciation charge for the year (127,115)
Derecognition of Right-of-Use assets (10,249)
Balance as at 31st December 408,044

Lease liabilities were created due to adoption of SLFRS 16 and this
has been disclosed in Note 44.2.
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29.3 Amounts recognised in Profit or loss
Leases under SLFRS 16

For the Year ended 31st December 2019
Rs.’000

Interest on lease liabilities 57,625

Variable lease payments not included in the

measurement of lease liabilities -

Depreciation of right-of-use assets 127,115

Income from sub-leasing right-of-use assets

presented in other operating income -

Expenses relating to short-term leases 36,802

Expenses relating to leases of low-value

assets, excluding short-term

leases of low-value assets -

Operating leases under LKAS 17

For the Year ended 31st December 2018
Rs.’000

Lease expense 146,478

Contingent rent expense -

29.4 Amounts recognised in statement of cash flows

Lease payments for short-term leases, lease payments for leases
of low-value assets and variable lease payments not included

in the measurement of the lease liability are classified as cash
flows from operating activities. The Company has classified the
principal portion of lease payments within financing activities and
the interest portion within operating activities. During the period
the Company has not received cash from leases as the Company is
the lessor.

For the Year ended 31st December 2019
Rs.’000
Total cash out flow for leases 108,761

29.5 Sale-and-Lease back Transactions

The Company has no Sale and Leased back transactions as at the
reporting date.

29.6 Sub Lease

The Company has not sub leased properties as at the reporting date.

29.7 Lease Terms - Extension Options

The Company assesses at lease commencement date whether
it is reasonably certain to exercise the extension options. The

Company reassesses whether it is reasonably certain to exercise
the options if there is a significant event or significant changes in
circumstances within its control. The extension options held are
exercisable only by the Company and not by the lessors.

The management has assessed the potential extension options
for each lease agreement and decided that possibility of extending
of the same lease agreement is remote due to the operating
structure of the company.

29.8 Other Disclosures under SLFRS 16 and LKAS 17

The information relating to the movement of lease liabilities,
Maturity analysis of Lease liabilities and Other disclosures relating
to LKAS 17 are disclosed in Note 44.2 / 44.3 / 44.4.

30. DEFERRED TAXATION

ACCOUNTING POLICY

Deferred Tax is recognized by providing for temporary differences
between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for taxation
purposes.

Deferred Tax is not recognized for;

» Temporary differences on the initial recognition of assets or
liabilities in a transaction that is not a business combination
and that affects neither accounting nor taxable profit or loss;

» Temporary differences related to investments in subsidiaries,
associates and jointly controlled entities to the extent that
the Company is able to control the timing of the reversal of
the temporary differences and it is probable that they will not
reverse in the foreseeable future; and

» Taxable temporary difference arising on the initial recognition
of goodwill.

Deferred tax assets are recognized for unused tax losses, unused
tax credits and deductible temporary difference to the extent that it
is probable that future taxable profit will be available against which
they can be used. Future taxable profits are determined based on
the reversal of relevant taxable temporary difference is insufficient
to recognized a differed tax asset in full, then future taxable
profits, adjusted for reversal of existing temporary differences, are
considered, based on the business plans. Differed tax assets are
reviewed at each reporting date and are reduced to the extent that
it is no longer probable that the related tax benefit will be realized;
such reduction are reversed when the probability of future taxable
profits improves.

Unrecognised deferred tax assets are reassessed at each reporting
date and recognized to the extent that it has become probable that
future taxable profits will be available against which they can be
used.
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Deferred tax is measured at the tax rates that are expected to be
applied to temporary differences when they reverse, using tax
rates in enacted or substantively enacted at the reporting date. The
measurement of deferred tax reflects the tax consequences that
would follow from the manner in which the Company expects, at
the reporting date, to recover or settle the carrying amount of its
assets and liabilities.

Use of Judgements and Estimates
Deferred Tax Asset / Assessment of Recoverability

The Board of Directors carefully analysed the availability of

the future taxable profits against which the unused tax losses

can be utilised. In this assessment the Company estimated

the profitability using the internal budgets and plans in a very
conservative manner. In this assessment, directors note the
composition of the carried forward tax loss as given in the note
30.3 current estimated duration of recoverability of deferred tax
asset is 3 years and four months until April 2022. Based on the
sensitivity analysis performed internally, even if estimated profit is
reduced by 10% , the Company will be able to utilised the entire tax
losses within 3 years and 6 months from the reporting date until
June 2022. According to provision of act, the Company can claim
tax losses until Y/A 2024/25 in legal terms.

The Company recognised a Deferred Tax asset consequent to the
changes in the Inland Revenue No. 24 of 2017 described in note
24. As per the new Inland Revenue act No. 24 of 2017 which is
effective from 1st April 2018, 100% of taxable income is allowed
to be deducted against the tax losses incurred. According to the
transitional provisions of the new act, the brought forward tax

Deferred tax is an estimate computed based on the assumptions
on available information as at the reporting date. Hence these
estimates are subject to change if there are further developments
to any information, which the assumptions are based at the time
of estimation (i.e. further clarifications to the new IRD act). Such
changes to the estimates will be adjusted during the period

the change occurs as explained in accounting policy number

3.11.

Deferred Tax Liability

As explained in page 343 the Company will compute taxes based
on;

» Surplus distributed to shareholders from the Life insurance
policyholders fund as certified by the actuary at a rate of 28% ;

» Investment income of the shareholder fund less any expenses
incurred in the production of such income at a rate of 28% ;

» Surplus distributed to a Life Insurance policy holders at a rate
of 14% (Up to 3 years from 2018. Thereafter at 28%).

Accordingly the Directors are of the view that there will not
be material temporary differences arising which will result in
Deferred tax liabilities as at reporting date (2018 - Nil).

Deferred tax assets and deferred tax liabilities are offset, if a
legally enforceable right exists to set off current tax assets against
current income tax liabilities and the deferred taxes relate to the
same taxable entity and the same taxation authority.

: As at 31st December 2019 2018

loss can be claimed against taxable income for a period of 6 years
commencing from the year of assessment 2018/19. Rs.’000 Rs.’000
As at 31st December 2019, the cumulative business losses Deferred Tax Assets 2,230,768 2,750,962
amounted to Rs. 7,967 million. Accordingly, a deferred tax of Rs. Deferred Tax Liabilities - -
2,231 million was recognised as at 31st December 2019. Net Deferred Tax Asset 2,230,768 2,750,962
30.1 Movement and Composition of Deferred tax Assets and Liabilities
As at 31st December 2019
Net balance Recognised Recognised Net Deferred Deferred
as at in Income in OCI Balance Tax Tax
1st January  Statement Assets Liabilities
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
Deferred Tax Assets on,
Carry Forward Tax Losses 2,750,962 (520,194) - 2,230,768 2,230,768 -
Other Deductible temporary differences - - - - - -
Deferred Tax Liabilities on - - - - - -
Taxable temporary differences - - - - - -
Net deferred tax (assets) / liabilities 2,750,962 (520,194) - 2,230,768 2,230,768 -
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30.1 Movement and Composition of Deferred tax Assets and Liabilities (Contd.)

: As at 31st December 2018

Net balance Recognised Recognised Net Deferred Deferred
as at in Income in OCI Balance Tax Tax

1st January  Statement Assets Liabilities
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000

Deferred Tax Assets on,
Carry Forward Tax Losses 420,000 2,330,962 - 2,750,962 2,750,962 -
Other Deductible temporary differences - - - - - -

Deferred Tax Liabilities
Taxable temporary differences - - - - - -
Net deferred tax (assets) / liabilities 420,000 2,330,962 2,750,962 2,750,962 -

30.2 Analysis of Recognised Deferred Tax Assets

‘ As at 31st December 2019 2018

Temporary Tax Effect ~ Temporary Tax Effect
Difference Difference
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000

Deferred Tax Assets

Carry Forward Tax Losses 7,967,029 2,230,768 9,824,863 2,750,962

Other Deductible temporary differences - - - -
7,967,029 2,230,768 9,824,863 2,750,962

Deferred Tax Liabilities
Taxable temporary differences - - - -

Net recognised deferred tax assets 7,967,029 2,230,768 9,824,863 2,750,962

Temporary Difference

As per the changes to the tax base explained in Note 24, there were no temporary differences arose other than temporary difference on
carried forward tax losses and accordingly, the Company recognised deferred tax assets and no deferred tax liabilities were recognised as
at the reporting date.

Deferred tax asset on carried forward tax lose recognised in the Income Statement and no deferred tax asset or liability recognised in Other
Comprehensive Income.

30.3 Analysis of Tax Losses

The composition of the tax losses as follows;

As at 31st December 2019 2018

Description Rs.’000 Rs.’000
Tax losses up to year of assessment 2009/10 1,966,664 1,966,664
Tax losses subject to tax assessments 5,600,808 3,414,117
Tax losses within the time bar 3,580,760 5,767,451
Tax losses utilised against taxable Income (cumulative) (3,181,203) (591,339)
Total brought forward tax losses as at 31st December 7,967,029 10,556,893
Unrecognised tax loss for deferred tax - 732,030
Carried forward tax losses for deferred tax as at 31st December 7,967,029 9,824,863

Expire date of carried forward tax loss as per the inland revenue Act. No. 24 of 2017, maximum of six years and this period will be ended on
. 31st March 2024.
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30.4 Movement of Tax Losses 30.8 Unrecognised Tax Losses

As at the reporting there was no unrecognised tax loss as company
For the year ended 31st 2019 2018 has recognised all available tax loss which are expected to be
i December Rs.’000 Rs.’000 utilised in future taxable profit (2018 - Rs. 732 million).

Opening Balance 01 January 10,556,893 10,279,430

During the year recognised
tax loss _ 868.802 As instructed by the Ministry of Finance on 31st January 2020, a

During the year utilised tax change in the income tax rate of a company from 28% to 24% has i
loss against income tax liability  (2,589,864) (591,339) been proposed to the In.Iand Revenue Act No. 24 of 2097, pending ;
E Closing balance 31 December 7.967.029 10,556,893 fo'rmal amendments being made to Fhe Act and to be implemented
o | with effect from 1st January 2020. Since the new tax rate of 24%
P has not been published through a gazette by the Parliament as at
the date of authorising these Financial Statements, the new tax
rate was not substantially enacted as at that date. Accordingly,

the Company has not provided for the potential changes to the
deferred taxation at the rate of 24% as at 31st December 2019. :

30.9 Potential impact from change in corporate income tax rate

30.5 Unrecognised Deferred Tax Liabilities

As at the reporting date there is no unrecognised deferred tax
liabilities (2018 - Nil).

i 30.6 Deferred Tax and Income Tax on Items Directly Recognised
in Equity.

31. FINANCIAL INVESTMENTS

. . . Refer Notes 6.1 for the Accounting Policies on pages 288 to 295.
As at the reporting date the Company has not recognised Differed

tax and income tax on transactions that are directly recorded in The majority of the Company’s investments, i.e 30% (2018 - 30%)
equity are in Government Securities. Corporate debt securities account for
further 38% of investments (2018 - 27%) and 16% in equities (2018
i 30.7 Unrecognised Deferred Tax Assets - 20%). The risk management practices adopted by the Company i

! As at the reporting date there is no unrecognised deferred tax n relation to the investment portfolio and risk management
disclosures are outlined on Note 8.5 on pages 303 to 313.

assets (2018 - Rs. 205 million on unrecognised tax loss amounting

to Rs. 732 million). The Company’s Financial Investments are summarised by
Categories as follows:

31.1 The following table compare the Fair Values of the Financial Investments to their Carrying Values:

As at 31st December 2019 2018

Carrying Fair Carrying Fair
Value Value Value Value

Notes Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 .

Amortised Cost / Held to Maturity 31.2 252,029 253,744 245,115 238,782
Amortised Cost / Loans and Receivables 313 6,317,561 6,219,352 5,614,236 5,615,141

1 Fair Value Through Other Comprehensive Income /

Available-For-Sale 31.4 3,644,795 3,644,795 4,394,870 4,394,870
Fair Value through Profit or Loss 31.5 4,696,359 4,696,359 1,811,020 1,811,020
Total Financial Investments 14,910,744 14,814,250 12,065,241 12,059,813

ANALYSIS BASED ON REPORTING CATEGORY (SLFRS)
P 169 2.03 (%]

15.01
31.50

® Amortised Cost / Held to Maturity
2019 42.37 ® Amortised Cost / Loans and Receivables 2018 46,53 i
® Fair Value Through Other Comprehensive :
1 Income / Available-For-Sale 36.43 !

Fair Value through Profit or Loss

24.44
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31.1 The following table compare the Fair Values of the Financial
Investments to their Carrying Values: (Contd.)

Analysis of Financial Investments based on Characteristics

Following notes provide disclosure of the Financial Investments
based on Characteristics of the each class of Instruments.

31.2 Financial Investments - Amortised Cost / Held to Maturity

ACCOUNTING POLICY

Policy applicable before 1st January 2019

Non - derivative financial assets with fixed or determinable
payments and fixed maturities are classified as Held to Maturity
when the Company has the intention and ability to hold until
maturity. After initial measurement, Held to Maturity financial
assets are measured at Amortised cost, using the Effective Interest
Rate (EIR), less any impairment losses.

The EIR amortisation is included in Finance Income in the Income
Statement and losses arising from impairment are recognized

as finance cost in the Income Statement. Gains and losses are
recognised in the Income Statement when the investments are
derecognised or impaired, as well as through the amortisation
process.

If the Company were to sell or reclassify more than an insignificant
amount of Held to Maturity investments before maturity (other
than in certain specific circumstances permitted in the Sri Lanka
Accounting Standard - LKAS 39 on ‘Financial Instruments:
Recognition and Measurement’), the entire category would be
tainted and would have to be reclassified as Available-for-Sale.

Held to Maturity financial assets comprise of treasury bonds.

Please refer Note 31.3 /6.1.5.2 on pages 346 and 290 for detail
accounting policies applicable after 1st January 2019 relating to
financial instruments carried at amortised cost and reclassification
of financial instruments under SLFRS 9 'Financial Instruments’.

‘ As at 31st December

2019 2018
ISIN Maturity Interest Face Carrying Fair Carrying Fair
Date Rate Value Value Value Value Value
Rs.’000 % Rs. Rs.’000 Rs.’000 Rs.’000 Rs.’000
LKB01020H017 1-Aug-20 6.2 250,000,000 252,029 253,744 245,115 238,782
250,000,000 252,029 253,744 245,115 238,782

31.2.(a) Valuation of Financial Investments - HTM and Financial
Investments at Amortised Cost

The above financial investments are presented in the Financial
Statement at Amortised Cost. However for disclosure purpose,
Fair values these financial Investments are valued based on daily
market rate published by Central Bank of Sri Lanka (CBSL).

31.2.(b) Impairment of Financial Investments at HTM / Amortised
Cost

At the reporting date, there were no Held to Maturity assets that
were overdue and impaired.

31.3 Financial Investments - Amortised Cost / Loans and
Receivables

ACCOUNTING POLICY

Policy applicable before 1st January 2019

Loans and Receivables are financial assets with fixed or
determinable payments that are not quoted in an active market.
These investments are initially recognised at cost, being the
fair value of the consideration paid for the acquisition of the

investment. All transaction costs directly attributable to the
acquisition are also included in the cost of the investment.

After initial measurement, Loans and Receivables are measured at
Amortised cost, using the EIR, less allowance for impairment.

Loans and Receivables comprise of investments in Reverse Repos,
Deposits, Commercial Papers and Debentures.

Policy applicable after 1st January 2019
Financial assets measured at amortised cost

As per SLFRS 9 'Financial Instruments’, a financial asset is
measured at amortised cost if it meets both of the following
conditions and is not designated as at FVTPL:

» The asset is held within a business model whose objective is to
hold assets to collect contractual cash flows; and

» The contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments
of principal and interest (SPPI) on the principal amount
outstanding.
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Securities purchased under resale agreements
(reverse repos)

When the Company purchases a financial asset and
simultaneously enters into an agreement to resale the asset (or a
similar asset) at a fixed price on a future date (reverse repo), the
arrangement is accounted for as a financial asset in the SOFP
reflecting the transaction’s economic substance as a loan granted
by the Company. Subsequent to initial recognition, these securities
issued are measured at amortised cost using the EIR with the
corresponding interest income/ receivable being recognised as
interest income in the income statement.

Financial Investments - Amortised Cost / Loans and Receivables

Amortised cost is calculated by taking into account any discount or
premium if any, on acquisition and fee or costs that are an integral
part of the EIR. The EIR amortisation is included in Finance
Income in the Statement of Profit or Loss and losses arising

from impairment are recognized as finance cost in the Income
Statement.

Gains and losses are recognised in the Income Statement when
the investments are derecognised or impaired, as well as through
the amortisation process.

As at 31st December 2019 2018
Carrying Fair Carrying Fair
: Value Value Value Value
i Notes Rs.’000 Rs.’000 Rs.’000 Rs.’000
Bank Deposits 31.3.(a) 445,123 445,123 1,803,160 1,803,160
Debentures 31.3.(b) 4,502,647 4,404,438 2,635,728 2,636,633
Commercial Papers 1,098,987 1,098,987 656,794 656,794
Overnight Reverse Repo 270,804 270,804 518,554 518,554
1 Total 6,317,561 6,219,352 5,614,236 5,615,141
Collateral for Financial Investments
Please refer page 310 for collateral details for reverse repo investment held at the reporting date.
31.3(a) Bank Deposits
: As at 31st December 2019 2018
Carrying Fair Carrying Fair
Value Value Value Value
Rs.’000 Rs.’000 Rs.’000 Rs.’000
Licensed Commercial Banks 286,559 286,559 1,662,721 1,662,721
Licensed Specialised Banks 158,564 158,564 140,439 140,439
1 Total 445,123 445,123 1,803,160 1,803,160
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31.3 (b) Debentures

‘ As at 31st December

2019 2018

Maturity  Interest No of Carrying Fair Carrying Fair
Date Rate Debentures Value Value Value Value
% Rs.’000 Rs.’000 Rs.’000 Rs.’000

Bank, Finance and Insurance
Citizens Development Business Finance PLC ~ 3-Jun-21 12.75 500,000 50,264 50,085 50,203 50,063
Commercial Bank of Ceylon PLC 8-Mar-21 10.75 500,000 47,199 48,033 44,149 43,215
Commercial Bank of Ceylon PLC 27-Oct-21 12.00 243,100 22,942 22,683 22,131 25,638
Commercial Bank of Ceylon PLC 22-Jul-28 12.50 1,267,000 133,687 126,698 133,661 133,661
DFCC Bank PLC 9-Nov-23 12.75 500,000 50,234 50,000 50,126 50,086
DFCC Bank PLC 29-Mar-25 13.00 1,000,000 109,697 99,963 109,718 109,718
DFCC Bank PLC 29-Mar-25 13.00 1,000,000 109,697 99,963 109,718 109,718
DFCC Bank PLC 28-Mar-29 13.90 1,564,100 172,676 172,708 - -
DFCC Bank PLC 29-Mar-23 12.60 500,000 54,730 54,280 - -
First Capital Treasuries PLC 6-Feb-20 9.50 250,000 24,965 24,945 24,652 24,534
First Capital Holdings PLC 12-Mar-19 14.00 262,640 - - 26,603 27,297
Hatton National Bank PLC 14-Dec-24 8.33 500,000 49,983 37,490 49,991 49,990
Hatton National Bank PLC 29-Aug-23 8.00 185,256 14,303 13,843 13,448 13,712
Hatton National Bank PLC 28-Mar-21 11.25 1,000,000 100,805 101,985 95,794 102,197
Hatton National Bank PLC 1-Nov-23 13.00 370,200 37,195 37,120 37,089 37,106
Hatton National Bank PLC 23-Sep-26 12.80 663,900 68,582 68,595 - -
Hatton National Bank PLC 23-Sep-26 12.80 413,300 42,694 42,702 - -
Hatton National Bank PLC 14-Dec-19 7.75 500,000 - - 47,586 44,721
HNB Finance Limited 30-Dec-24 13.20 1,000,000 99,952 100,034 - -
Lanka Orix Leasing Company 31-Jul-22 13.00 1,000,000 105,381 99,933 105,423 99,936
Lanka Orix Leasing Company 27-Sep-24 15.00 2,000,000 207,592 212,653 - -
Lanka Orix Leasing Company 27-Sep-24 15.00 500,000 51,898 53,163 - -
Lanka Orix Leasing Company 27-Sep-24 15.00 500,000 51,898 53,163 - -
Nations Trust Bank PLC 8-Nov-21 12.80 225,900 22,738 22,673 22,693 22,663
Nations Trust Bank PLC 20-Apr-23 13.00 750,000 81,652 74,972 81,685 81,685
Nations Trust Bank PLC 20-Apr-23 13.00 750,000 81,652 74,972 81,685 81,685
Nations Trust Bank PLC 23-Dec-26 12.90 1,500,000 150,330 150,399 - -
Nations Trust Bank PLC 23-Dec-24 12.80 1,000,000 100,255 100,264 - -
Nations Trust Bank PLC 23-Dec-24 12.80 500,000 50,109 50,132 - -
People's Leasing & Finance PLC 16-Nov-21 12.60 1,000,000 100,688 100,323 100,350 100,231
People's Leasing & Finance PLC 18-Apr-23 12.80 1,252,600 136,320 125,214 136,346 136,346
People's Leasing & Finance PLC 18-Apr-23 12.80 1,252,600 136,320 125,214 136,346 136,346
Sampath Bank PLC 10-Jun-21 12.75 500,000 52,255 50,672 51,580 50,600
Sampath Bank PLC 10-Jun-21 12.75 500,000 52,255 50,672 51,580 50,600
Sampath Bank PLC 21-Dec-22 12.50 2,270,000 227,656 226,930 227,724 226,893
Sampath Bank PLC 28-Feb-24 13.90 1,000,000 111,492 116,378 - -
Sampath Bank PLC 28-Feb-24 13.90 1,000,000 111,492 116,378 - -
Sampath Bank PLC 20-Mar-23 12.50 450,000 46,440 45,991 - -
Sampath Bank PLC 14-Dec-19 8.25 500,000 - - 47,227 47,816
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As at 31st December 2019 2018
ISIN Maturity  Interest No of Carrying Fair Carrying Fair
Date Rate Debentures Value Value Value Value
Rs.’000 % Rs.’000 Rs.’000 Rs.’000 Rs.’000
Seylan Bank PLC 29-Mar-25 13.20 500,000 51,653 49,979 51,680 51,680
Seylan Bank PLC 29-Mar-25 13.20 500,000 51,653 49,979 51,680 51,680
Seylan Bank PLC 18-Apr-24 15.00 500,000 55,145 58,915 - -
Seylan Bank PLC 18-Apr-24 15.00 500,000 55,145 58,915 - -
Seylan Bank PLC 18-Apr-24 15.00 500,000 58,412 56,409 - -
Seylan Bank PLC 29-Mar-23 12.85 500,000 51,613 50,236 - -
Seylan Bank PLC 15-Jul-23 13.75 626,000 68,178 62,932 - -
Singer Finance (Lanka) PLC 6-Apr-20 12.00 300,000 30,711 30,349 30,370 30,301
Singer Finance (Lanka) PLC 6-Apr-19 11.50 300,000 - - 30,641 30,501
Siyapatha Finance PLC 20-Sep-21 13.50 168,000 16,613 17,157 16,256 17,105
Siyapatha Finance PLC 8-Aug-24 13.33 500,000 52,524 52,548 - -
Softlogic Capital PLC 19-Dec-24 15.00 1,000,000 100,395 100,477 - -
3,607,815 3,538,447 1,986,557 1,987,125
Diversified Holdings
Hayleys PLC 26-Aug-24 13.00 2,000,000 208,892 208,959 - -
Hayleys PLC 26-Aug-24 13.00 1,001,100 104,561 104,595 - -
Hayleys PLC 26-Aug-24 13.00 650,000 67,890 67,912 - -
Dunamis Capital PLC 5-Aug-19 12.50 798,000 - - 79,660 80,380
Dunamis Capital PLC 5-Aug-19 12.50 202,000 - - 20,268 20,175
381,343 381,466 99,928 100,555
Plantation
Kotagala Plantations PLC 26-May-20 14.75 463,750 41,331 37,099 46,669 46,582
Kotagala Plantations PLC 26-May-21 15.00 463,750 37,965 37,094 46,583 46,520
Kotagala Plantations PLC 26-May-19 14.50 463,750 - - 46,849 46,711
79,296 74,193 140,102 139,812
Telecommunication
Sri Lanka Telecom PLC 19-Apr-28 12.75 1,000,000 108,774 99,964 108,781 108,781
Sri Lanka Telecom PLC 19-Apr-28 12.75 714,400 73,224 71,415 73,228 73,228
Sri Lanka Telecom PLC 19-Apr-28 12.75 1,250,000 135,969 124,957 135,976 135,976
Sri Lanka Telecom PLC 19-Apr-28 12.75 889,300 91,150 88,899 91,156 91,156
409,117 385,235 409,141 409,141
Trading
Abans PLC 19-Dec-24 12.50 250,000 25,076 25,097 - -
25,076 25,097 - -
Total 4,502,647 4,404,438 2,635,728 2,636,633
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NOTES TO THE FINANCIAL STATEMENTS

31.3(c) Allowance for Expected Credit Loss (ECL) / impairment

SLFRS 9 requires impairment provision to be calculated based

on Expected Credit Loss(ECL) for all financial assets that are not

! measured at Fair Value through Profit or Loss. As the default data
set is low or near zero for the investment portfolio, company used
external ratings for assessment of forward looking Probability

of Defaults(PD) to estimate ECL. The 12-month PD estimates

were obtained from Fitch/Moody’s/S&P’s ratings corresponding
to the external ratings of the instrument. For the computation of
Forward looking Adjustments, the Company used Vasicek’s model
(Vasicek’s, 2007) to calculate point in time PD.GDP Growth Rate

is considered as one of the key macroeconomic input factors for
arriving at forward looking point in time PDs.

As at 31st December 2019
Gross Amount ECL Carrying
] Value
Rs.'000 Rs.'000 Rs.'000
Bank Deposits 445,236 (113) 445,123
Debentures 4,517,458 (14,811) 4,502,647
Commercial Papers 1,099,210 (223) 1,098,987
Overnight Reverse Repo 270,804 - 270,804
1 Total 6,332,708 (15,147) 6,317,561

31.3(d) Movement in ECL allowance during the year

1 As at 31st December 2019 ECL
Rs.'000
As at 01st January 2019 -
Impact of adoption of SLFRS 09 21,275
21,275
Charge/ (Reversal) to Income Statement (6,128)
Balance as at 31st December 2019 15,147

33.3 (e) Maturity Analysis

The Maturity analysis of financial assets measured at amortised
cost / loans and receivables is given in page 313.

31.4 Financial Investments - Fair Value through Other
Comprehensive Income / Available-for-Sale

ACCOUNTING POLICY

Policy applicable before 1st January 2019

Available-for-sale financial investments include equity and
Government Debt Securities. Equity investments classified as
Available-for-Sale are those that are neither classified as held for
trading nor designated at Fair Value through Profit or Loss. Debt
securities in this category are those that are intended to be held
for an indefinite period of time and which may be sold in response
to needs for liquidity or in response to changes in the market

i conditions.

Please Refer Note 6.1.11 for the accounting policy on allowance for Expected Credit Loss.

After initial measurement, Available-for-Sale financial assets are
subsequently measured at fair value, with unrealised gains or
losses recognised in Other Comprehensive Income (OCI) in the
Available-for-Sale reserve.

Interest earned whilst holding Available-for-Sale investments

is reported as ‘Interest and Dividend Income’ using the EIR.
Dividends earned whilst holding Available-for-Sale investments
are recognised in the Income Statement as ‘Interest and Dividend
Income’ when the right of the payment has been established.
When the asset is derecognised, the cumulative gain or loss is in
the Statement of Profit or Loss and Other Comprehensive Income
is transferred to the Income Statement.

Impairment of Listed Equity Instruments

CA Sri Lanka Guideline on Impairment of an Investment in a Listed
Equity Instrument
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The Institute of Chartered Accountants of Sri Lanka has issued

a guideline on impairment of an investment in a listed equity
instrument in light with the recent market behaviours of Colombo
Stock Exchange (CSE). Based on the guideline it was interpreted
that how should ‘significant or prolonged’ be interpreted in Sri
Lankan context.

Based on the interpretation it was concluded that “a significant or
prolonged decline in fair value is objective evidence of impairment.
LKAS 39 does not provide any further guidance or quantitative

i thresholds for ‘significant’ or ‘prolonged’. In the absence of further
authoritative guidance, applying these criteria is a matter for
professional judgement.”

The term ‘prolonged’ should be assessed based on the period for
which fair value has been less than acquisition cost. A general

. stock market decline over the period of 12 months may not be

i necessarily considered as ‘prolonged’ in the Sri Lanka stock
market context. A decline of 20% - 30% of the fair value of an
investment in an equity instrument below its acquisition cost may
be considered as “significant”.

Accordingly as at the reporting date no listed AFS Financial
Instrument was impaired based on the impairment assessment
i carried out by the Management.

If the asset is determined to be impaired, the cumulative loss
is recognised in the Income Statement and removed from the
Available-for-Sale reserve.

Policy applicable after 1st January 2019

As per SLFRS 9, this comprises debt instruments measured at
FVOCI and equity instruments designated at FVOCI.

Debt instruments measured at FVOCI

A debt instrument is measured at FVOCI only if it meets both of the
following conditions and is not designated at FVTPL;

Financial Investments - Fair Value through Other Comprehensive Income / Available-for-Sale

» The asset is held within a business model whose objective is
achieved by both collecting contractual cash flows and selling
financial assets. {

» The contractual terms of the financial asset give rise on
specified dates to cash flows that are solely payments of
principal and interest on the principal amount outstanding
(SPPI).

FVOCI debt instruments are subsequently measured at fair :
value with gains and losses arising due to changes in fair value
recognised in OCI. Interest income, foreign exchange gains and
losses, ECL and reversals are recognised in Income Statement. On
derecognition, cumulative gains or losses previously recognised in
OCl are reclassified from OCI to Income Statement.

These instruments comprise Government Securities that had :
previously been classified as available for sale under LKAS 39.

Equity instruments Designated at FVOCI

Upon initial recognition, the Company elects to classify irrevocably
some of its equity investments held for strategic purpose, as
equity instruments at FVOCI when they meet the definition of
Equity under LKAS 32 “Financial Instruments: Presentation” and :
are not held for trading. Such classification is determined on an
instrument-by-instrument basis.

Gains and losses on these equity instruments are never recycled to
Income Statement instead directly transferred to retained earnings
at the time of derecognition. {

Dividends are recognised in Income Statement as investment
income when the right of the payment has been established.
Equity instruments at FVOCI are not subject to an impairment
assessment.

These instruments comprise quoted and unquoted shares that had i
been previously classified as Available for sale under LKAS 39.

As at 31st December

2019 2018
Carrying Fair Carrying Fair ;
Value Value Value Value
Notes Rs.’000 Rs.’000 Rs.’000 Rs.’000
Treasury Bonds 31.4 (a) 1,771,633 1,771,633 2,598,070 2,598,070
Equity Securities 31.4 (b) 1,873,162 1,873,162 1,796,800 1,796,800
Total 3,644,795 3,644,795 4,394,870 4,394,870

Maturity analysis

The Maturity analysis of financial assets recognised through other comprehensive income / available for sale is given in page 313.
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NOTES TO THE FINANCIAL STATEMENTS

31.4.(a) Treasury Bonds

As at 31st December 2019 2018
ISIN Maturity Interest Face Carrying Fair Carrying Fair
Date Rate Value Value Value Value Value
% Rs. Rs.’000 Rs.’000 Rs.’000 Rs.’000
LKB01529A012 1-Jan-29 13.00 50,000,000 61,345 61,345 56,130 56,130
LKB01529A012 1-Jan-29 13.00 50,000,000 61,345 61,345 56,130 56,130
LKB01529E014 1-May-29 13.00 50,000,000 59,460 59,460 53,882 53,882
LKB01529E014 1-May-29 13.00 50,000,000 59,460 59,460 53,882 53,882
LKB01529E014 1-May-29 13.00 150,000,000 178,380 178,380 161,647 161,647
LKB01530E152 15-May-30 11.00 50,000,000 53,217 53,217 47,333 47,333
LKB01530E152 15-May-30 11.00 50,000,000 53,217 53,217 47,333 47,333
LKB02032A016 1-Jan-32 8.00 100,000,000 88,609 88,609 77,812 77,812
LKB02035C155 15-Mar-35 11.50 100,000,000 111,558 111,558 98,194 98,194
LKB02035C155 15-Mar-35 11.50 50,000,000 55,779 55,779 49,097 49,097
LKB02035C155 15-Mar-35 11.50 200,000,000 223,116 223,116 196,388 196,388
LKB03044A010 1-Jan-44 13.50 100,000,000 131,412 131,412 116,563 116,563
LKB03044A010 1-Jan-44 13.50 100,000,000 131,412 131,412 116,563 116,563
LKB03044A010 1-Jan-44 13.50 100,000,000 131,412 131,412 116,563 116,563
LKB03044A010 1-Jan-44 13.50 100,000,000 131,412 131,412 116,563 116,563
LKB03044F019 1-Jun-44 13.50 150,000,000 184,720 184,720 166,188 166,188
LKB02035C155 15-Mar-35 11.50 50,000,000 55,779 55,779 - -
LKB01326B011 1-Feb-26 9.00 100,000,000 - - 90,844 90,844
LKB01027F156 15-Jun-27 11.75 50,000,000 - - 49,832 49,832
LKB01027F156 15-Jun-27 11.75 50,000,000 - - 49,832 49,832
LKB01027F156 15-Jun-27 11.75 50,000,000 - - 49,832 49,832
LKB01027F156 15-Jun-27 11.75 50,000,000 - - 49,832 49,832
LKB01628G019 1-Jul-28 9.00 100,000,000 - - 88,130 88,130
LKB015281017 1-Sep-28 11.50 100,000,000 - - 100,770 100,770
LKB015281017 1-Sep-28 11.50 200,000,000 - - 201,540 201,540
LKB01530E152 15-May-30 11.00 200,000,000 - - 189,332 189,332
LKB02033F013 1-Jun-33 9.00 150,000,000 - - 119,805 119,805
LKB02033K013 1-Nov-33 9.00 50,000,000 - - 40,106 40,106
LKB03043F011 1-Jun-43 9.00 50,000,000 - - 37,944 37,944
Total 1,771,633 1,771,633 2,598,070 2,598,070
31.4.(b) Equity Securities
As at 31st December 2019 2018 2019 2018
Market Market No of  Fair Value No of  Fair Value
Price Price Shares  / Carrying Shares  / Carrying
value value
Notes Rs. Rs. Rs.’000 Rs.’000
Unlisted
Banks, Finance and Insurance
Cargills Agricultural Commercial Bank Limited 31.4(c) - - 26,600,000 303,506 26,600,000 369,700
Listed
Banks, Finance and Insurance
National Development Bank PLC 100.00 106.80 11,697,528 1,169,753 11,091,945 1,184,620
Softlogic Finance PLC 16.70 26.60 6,033,858 100,765 3,965,107 105,472
Health Care
Asiri Hospitals PLC 20.00 23.00 14,956,877 299,138 5,956,877 137,008
Total Investments in Equity Shares 1,873,162 1,796,800
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31.4.(c) Fair Value of Unlisted Financial Instruments

As per SLFRS 09 all the equity instruments including unlisted
investments need to be measured at fair value. Accordingly, fair

i value of Cargills Bank investment was assessed as at the reporting
date based on net assets per share adjusted for illiquidity. Total
fair value of Cargills Bank investment s at 31st December 2019 is
Rs.303.5 Mn.

Please Refer Note 9.2.(b) on page 319 for valuation method and
i technique followed by the Company in determining the fair value
i unlisted financial instruments as at reporting date..

31.4 (d) Impairment of Financial Investments - Fair Value
Through Other Comprehensive Income / Available-For-Sale

Further Unlisted shares of Cargills Bank has been assessed for
impairment as at reporting date and based on the assessment no
impairment had been identified in the Financial Statements as at
i reporting date. During the assessment Company considered the
following factors.

» Significant improvement in Banks operational performance.

» Banking sector consolidation multiplier of 1.5 times as
recommended by CBSL.

31.5 Financial Investments - Fair Value through Profit or Loss
(FVTPL)

ACCOUNTING POLICY

Policy applicable before 1st January 2019

As per LKAS 39, financial assets at Fair Value through Profit or

i Loss include financial assets held for trading and those designated
upon initial recognition at Fair Value through Profit or Loss.
Investments typically bought with the intention to sell in the near
future are classified as held for trading. Attributable transaction
costs are recognized in Income Statement as incurred.

i As per LKAS 39, the Company designated financial assets at fair
value through profit or loss in the following circumstances:

» the assets are managed, evaluated and reported internally on
a fair value basis; or

» the designation eliminates or significantly reduces an
accounting mismatch, which would otherwise have arisen; or

the asset contains an embedded derivative that significantly
maodifies the cash flows which would otherwise have been
required under the contract.

FVTPL financial instruments are initially recognised at fair value.
Subsequent to initial recognition they are remeasured at fair value.

Policy applicable after 1st January 2019
Financial assets measured at FVTPL

As per SLFRS 9, all financial assets other than those classified

at amortised cost or FVOCI are classified as measured at FVTPL.
Financial assets at fair value through profit or loss include

financial assets that are held for trading or managed and whose
performance is evaluated on a fair value basis as they are neither
held to collect contractual cash flows nor held both to collect
contractual cash flows and to sell financial assets and financial
assets designated upon initial recognition at fair value through profit
or loss.

Financial assets designated at Fair Value through Profit or Loss

As per SLFRS 9, on initial recognition, the Company may
irrevocably designate a financial asset that otherwise meets

the requirements to be measured at amortised cost or at FVOCI
as at FVTPL when such designation eliminates or significantly
reduces an accounting mismatch that would otherwise arise from
measuring the assets or liabilities or recognising gains or losses
on them on a different basis.

Financial assets designated at fair value through profit or loss
are recorded in the SOFP at fair value. Changes in fair value are
recorded in “Net gain or loss on financial assets and liabilities
designated at fair value through profit or loss”.

The Company has not designated any financial assets upon initial
recognition as at fair value through profit or loss as at the end of
the reporting period.

These investments are initially recorded at fair value. Subsequent
to initial recognition, they are remeasured at fair value. Changes
in fair value are recorded in ‘Fair value gains and losses’ in the
Income Statement.

Interest is accrued and presented in ‘Interest Income’ or ‘Finance
cost’, respectively, using the Effective Interest Rate (EIR). Dividend
income is recorded in the “Dividend Income” when the right to the
payment has been established.
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31.5 Financial Investments - Fair Value Through Profit or Loss (FVTPL). (Contd)
~ As at 31st December 2019 2018
: Carrying Fair Carrying Fair
1 Value Value Value Value
Notes Rs.’000 Rs.’000 Rs.’000 Rs.’000
Equity Securities 31.5 (a) 475,837 475,837 655,423 655,423
Unit Trust 31.5 (b) 2,031,675 2,031,675 934,013 934,013
Treasury Bonds 31.5(c) 2,188,847 2,188,847 221,584 221,584
1 4,696,359 4,696,359 1,811,020 1,811,020
Maturity Analysis
The Maturity analysis of financial assets recognised through profit or loss / held for trading - measured at fair value is given in page 313.
31.5.(a) Equity Securities (FVTPL)
' As at 31st December 2019 2018 2019 2018
Market Market No of  Fair Value No of  Fair Value
Price Price Shares / Carrying Shares / Carrying
value value
Rs. Rs. Rs.’000 Rs.’000
Listed
1 Banks, Finance and Insurance
Commercial Bank of Ceylon PLC 95.00 115.00 1,200,000 114,000 915,872 105,325
People's Leasing & Finance PLC 17.90 - 1,000,000 17,900 - -
Sampath Bank PLC 162.40 235.00 574,978 93,376 472,518 111,042
Hatton National Bank PLC - 214.00 - - 499,710 106,938
: Seylan Bank PLC (Non Voting) - 44.50 - - 322,684 14,360
1 Union Bank of Colombo PLC - 11.00 - - 6,023,317 66,257
Sector Total 225,276 403,922
Beverage, Food and Tobacco
Ceylon Cold Stores PLC 795.00 - 52,095 41,416 - -
1 Sector Total 41,416 - -
' Construction and Engineering
Access Engineering PLC 21.80 - 2,028,927 44,231 - -
Sector Total 44,231 - -
Diversified Holdings
John Keells Holdings PLC 167.60 159.70 35,000 5,866 947,553 151,324
1 Melstacorp PLC 4350 1,204,686 52,404 - -
Vallibel One PLC - 17.00 - - 829,845 14,107
Sector Total 58,270 165,431
Footwear and Textiles
1 Teejay Lanka PLC 40.80 3250 1,602,215 65,370 1,050,000 34,125
i Sector Total 65,370 34,125
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As at 31st December 2019 2018 2019 2018
Market Market No of  Fair Value No of  Fair Value
Price Price Shares /Carrying Shares / Carrying
value value
Rs. Rs. Rs.’000 Rs.’000
Healthcare
The Lanka Hospital Corporation PLC - 42.60 - - 62,995 2,684
Sector Total - 2,684
Manufacturing
Lanka Tiles PLC 76.70 - 400,000 30,680 - -
Sector Total 30,680 -
Power & Energy
Lanka IOC PLC 19.00 - 557,600 10,594 - -
LVL Energy Fund PLC - 8.40 - - 1,561,600 13,117
Sector Total 10,594 13,117
Telecommunications
Dialog Axiata PLC - 10.10 - - 3,578,630 36,144
Sector Total - 36,144
Total Investments in Listed Equity Shares 475,837 655,423
31.5.(b) Unit Trusts
As at 31st December 2019 2018 2019 2018
Market Market No of  Fair Value No of  Fair Value
Price Price Units  / Carrying Units  / Carrying
value value
Rs. Rs. Rs.’000 Rs.’000
Un-Listed
NAMAL - High Yiel Fund 22.52 - 2,352,842 52,998 - -
Capital Alliance - Investment Grade Fund 17.74 - 3,621,220 64,247 - -
Capital Alliance - Income Fund 18.23 16.11 59,069,637 1,076,839 33,210,760 534,873
First Capital - Money Market Fund 1,693.86 1,481.06 494,486 837,591 269,496 399,140
Total Investment in Unit Trusts 2,031,675 934,013
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31.5.(c) Treasury Bonds

Please refer Note 9 on page 317 for valuation method and technique has been followed by the Company to determine the fair value of
unlisted financial instruments (Equity securities) as at the reporting date.

As at 31st December 2019 2018
ISIN Maturity Interest Face Carrying Fair Carrying Fair
Date Rate Value Value Value Value Value
Rs.’000 % Rs. Rs.’000 Rs.’000 Rs.’000 Rs.’000
LKB01326B011 1-Feb-26 9.00 100,000,000 99,528 99,528 - -
LKB01027F156 15-Jun-27 11.75 50,000,000 54,896 54,896 - -
LKB01027F156 15-Jun-27 11.75 50,000,000 54,896 54,896 - -
LKB01027F156 15-Jun-27 11.75 50,000,000 54,896 54,896 - -
LKB01027F156 15-Jun-27 11.75 50,000,000 54,896 54,896 - -
LKB01528E016 1-May-28 9.00 50,000,000 47,557 47,557 - -
LKB01628G019 1-Jul-28 9.00 100,000,000 97,907 97,907 - -
LKB015281017 1-Sep-28 11.50 100,000,000 111,837 111,837 - -
LKB015281017 1-Sep-28 11.50 100,000,000 111,837 111,837 - -
LKB015281017 1-Sep-28 11.50 100,000,000 111,837 111,837 - -
LKB015281017 1-Sep-28 11.50 100,000,000 111,837 111,837 - -
LKB01529E014 1-May-29 13.00 50,000,000 59,460 59,460 - -
LKB01529E014 1-May-29 13.00 50,000,000 59,460 59,460 - -
LKB01529E014 1-May-29 13.00 50,000,000 59,460 59,460 - -
LKB01530E152 15-May-30 11.00 50,000,000 53,217 53,217 - -
LKB01530E152 15-May-30 11.00 200,000,000 212,870 212,870 - -
LKB02033F013 1-Jun-33 9.00 150,000,000 137,197 137,197 - -
LKB02033K013 1-Nov-33 9.00 50,000,000 46,008 46,008 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB015341155 15-Sep-34 10.25 50,000,000 51,325 51,325 - -
LKB03043F011 1-Jun-43 9.00 50,000,000 43,676 43,676 - -
LKB03044F019 1-Jun-44 13.50 100,000,000 123,150 123,150 110,792 110,792
LKB03044F019 1-Jun-44 13.50 100,000,000 123,150 123,150 110,792 110,792
2,188,847 2,188,847 221,584 221,584
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31.6 Carrying Values of Financial Investments

31.6.(a) Movement of Financial Investments

Amortised Amortised Fair Value Fair Value Total
i Cost / Cost/ Through Other  Through Profit
Held to Loans and Comprehensive and Loss
Maturity Receivable Income /
Available
for Sale

! Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 i
i As at 1st January 2018 238,803 2,957,396 4,171,613 2,626,676 9,994,488

Purchases - 12,183,248 1,264,307 6,012,668 19,460,223

Maturities - (1,298,654) - - (1,298,654)

Disposals - (8,511,991) (458,791) (6,745,311) (15,716,093)

Fair value gains recorded in the Statement of - - - (97,996) (97,996)
: Comprehensive Income {
Fair value gains recorded in the Other - - (548,338) - (548,338)
: Comprehensive Income

Amortisation adjustment 6,312 284,237 (33,921) 14,983 271,611

As at 31st December 2018 245,115 5,614,236 4,394,870 1,811,020 12,065,241

As at 1st January 2019 245,115 5,614,236 4,394,870 1,811,020 12,065,241 !

Purchases - 18,482,721 369,539 6,564,114 25,416,374
: Maturities - (3,177,412) - - (3,177,412) '
i Disposals - (14,993,765) (877,202) (4,130,884) (20,001,851)

Re Classification - - (210,840) 210,840 -

ECL adjustment as per SLFRS 09 - (15,147) - - (15,147)

Fair value gains recorded in the Statement of - - - 231,597 231,597

Comprehensive Income i

Fair value gains recorded in the Other - - 2,005 - 2,005
: Comprehensive Income p
i Amortisation adjustment 6,914 406,928 (33,577) 9,672 389,937

As at 31st December 2019 252,029 6,317,561 3,644,795 4,696,359 14,910,744

Methodologies and assumption used to determine the fair value of the financial investments are disclosed in Note 9 on page 317 to the
Financial Statements. H

i 31.6.(b) Disclosure of Financial Risk Policyholder loans are initially measured at Fair value of Loan
' The Company’s exposure to Credit, Currency and Interest rate amount granted and subsequently measured at the amortised
risks related to investments are disclosed in Note 8.5 on pages 303 cost. If the policyholder dies before the full repayment of the loan,
to 313 to the Financial Statements. the loan balance is deducted from the death benefit.
31.6.(c) Financial Investments pledged as security ~ As at 31st December 2019 2018 |
! Financial Investments are not pledged as a security as at the Rs.’000 Rs.’000 i
1 ting date.
; reporting date Balance as at O1st January 161,001 140,385
5 LOANS TO LIFE POLICYHOLDER Loans Granted During the Year 103,066 64,947
82. LOANSTO OLICYHO S Repayments During the Year (69,294) (65,792)
ACCOUNTING POLICY Change in Interest Receivable 29,899 21,461
Balance as at 31st December 224,672 161,001

i Policyholder Loans are granted up to 90% of the surrender value
i of a Life Insurance Policy at a rate equivalent to market rate.

Maturity analysis

Maturity analysis of loans to policyholder is given on page 313.
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32.1 Collateral Details

The surrender value of the policy loans granted to Policyholders as
at 31st December 2019 was amounted to Rs. 325 million. (2018 -
Rs. 248 million) and the carnying value exceeds by Rs. 100 million.

32.2 Financial Risk Disclosure on Loans to Life Policyholders

If the total receivable of the loan, including interest due and
accrued, exceeds the cash surrender value, the policy terminates
and becomes void. The Company has a first lien on all policies
which are subject to policy loans. This mitigates the Company’s
credit exposure on Policy Loans. For more information please refer
Risk Management Note 8.

32.3 Fair Value of Loans to Life Policyholders

The fair value of the policyholder loans are equal to its carrying
value as those are given at competitive market rates.

32.4 Concentration Risk of Loans to Life Policyholders

There is a lower concentration of credit risk with respect to
policyholders as the Company has a large number of dispersed
receivables.

32.5 Number of Policy Loans

Number of policy loans due as at 31st December 2019 was 1,420
(2018 - 1,164)

32.6 Impairment of Loans to Life Policyholder

Policyholder Loans are reviewed for impairment at each reporting
date. The Board of Directors has assessed potential impairment
loss as at 31st December 2019. Based on the assessment, no
impairment provision is required to be made in the Financial
Statements as at the Reporting date in respect of Loans to Life
Policyholder.

33. REINSURANCE RECEIVABLES

ACCOUNTING POLICY

The Company cedes insurance risk in the normal course of
business for all of its businesses. Reinsurance receivables
represent balances due from reinsurance companies. Amounts
recoverable from reinsurers are estimated in a manner consistent
with the outstanding claims provision or settled claims associated
with the reinsurer’s policies and are in accordance with the related
reinsurance contract.

Reinsurance is recorded gross in the Statement of Financial
Position unless a right to offset exists.

Reinsurance assets are reviewed for impairment at each reporting
date, or more frequently, when an indication of impairment
arises during the reporting year. Impairment occurs when there

is objective evidence as a result of an event that occurred after
initial recognition of the reinsurance asset that the Company may
not receive all outstanding amounts due under the terms of the
contract and the event has a reliably measurable impact on the
amounts that the Company will receive from the reinsurer. The
impairment loss, if any is recorded in the Income Statement.

Ceded reinsurance arrangements do not relieve the Company from
its obligations to policyholders.

Reinsurance assets are derecognised when the contractual rights
are extinguished or expire or when the contract is transferred to
another party.

As at 31st December 2019 2018
Rs.’000 Rs.’000

Reinsurance Receivable on

Outstanding Claims 110,966 51,141
Reinsurance Receivable on settled

Claims net of dues 77,165 103,661
Total Receivable arising from

Reinsurance Contracts 188,131 154,802

33.1 Reinsurance Receivable on Outstanding Claims

This includes reinsurance reserve of claim has not been paid yet,
the reinsurance portion of receivable has not been materialised.

33.2 Collateral details

The Company does not hold any collateral as security against
potential default by reinsurance counter parties.

33.3 Impairment of Reinsurance Receivables

The Board of Directors has assessed potential impairment loss

of Reinsurance Receivables as at 31st December 2019. Based on
the assessment, no impairment provision is required to be made
in the Financial Statements as at the Reporting date in respect of
Reinsurance Receivables. Please refer Note 8 for Reinsurer rating
analysis.

33.4 Fair Value of Reinsurance Receivables

The Carrying value of reinsurance receivables approximate the fair
value at the reporting date.
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33.5 The age analysis of the reinsurance receivable on settled
claims is as follows,

As at 31st December 2019 2018

Rs.’000 Rs.’000
Up to 180 days 66,292 103,662
181 to 365 days 10,873 -
Over 365 days - -
Total 77,165 103,662

33.6 Reinsurance Receivable Past Due but Not Impaired (On Paid
Claims)

As at 31st December 2019, there were no reinsurance receivable
past due but not impaired (2018 - Nil). These relate to parties
where there were no recent history of default.

33.7 Risk Management Practices

Risk management practices on reinsurance receivables are
discussed under Note 8 reinsurance risk on page 309.

34. PREMIUMS RECEIVABLE

ACCOUNTING POLICY

Premiums receivable are recognized when due and measured on
initial recognition at the fair value of the consideration received or
receivable. The carrying value of premiums receivable is reviewed
for impairment whenever events or circumstances indicate that the
carrying amount may not be recoverable.

Impairment losses on premiums receivable are the difference
between the carrying amount and the recoverable amount. The
impairment losses are recognized in the income statement.

The life insurance premiums for policies within 30 days grace
period are considered as due premium, subject to a provision for
premium default. Premium default ratio is computed by analysing
the default history. Commission and reinsurance premium relating
to that accrued income are also recorded in the same manner.

As at 31st December 2019 2018
Note Rs.’000 Rs.’000

Premiums receivable from;
Non Related Parties 675,799 485,571
Related Parties 34.1 67,750 21,863
Total Premiums Receivable 743,549 507,434

34.1 Premium Receivables from Related Parties

' As at 31st December 2018

2019

Rs.’000  Rs.’000
Asiri Hospital Holdings PLC 17,984 9,086
Asiri Hospital Matara (PVT) LTD 2,731 2,390
Asiri Surgical Hospital PLC 9,732 6,428
Softlogic Retail (PVT) LTD 8,579 - 1
Asiri Hospital Holdings PLC -
Laboratories 3,734 -
Odel PLC 4,857 -
Softlogic B P O Services (Private)
Limited 132 -
Softlogic Capital PLC 122 -
Softlogic Communications (Private)
Limited 59 - i
Softlogic Corporate Services (PVT) LTD 125 -
Softlogic Finance PLC 13,826 -
Softlogic Holdings PLC 158 -
Softlogic International (Private) Limited 83 -
Softlogic Restaurant (PVT) LTD 2,211 - H
Softlogic Stockbrokers (Private) Limited 24 -
Softlogic Supermarkets (PVT) LTD 743 -
Premium Receivables from KMP 2,650 3,959
Total 67,750 21,863

34.2 Impairment of Premiums Receivable H

The Board of Directors has assessed potential impairment loss of
Premium Receivables of the Company as at 31st December 2019.
Based on the assessment, no any impairment loss was recognised
as potential impairment provision as at 31st December 2019 (2018
- Nil) in respect of Premium Receivables.

34.3 Collateral Details :

The Company does not hold any collateral as security against
potential default by policyholders.

34.4 Fair Value of Premiums receivable

The Carrying Value disclosed above approximates Fair Value at the .
reporting date. :

34.5 Risk Management Initiatives relating to Premiums
Receivable
There is lower Concentration risk with respect to Premium

Receivable, as the Company has a large number of dispersed
debtors.
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35. RECEIVABLES AND OTHER ASSETS

ACCOUNTING POLICY

Inventories

Inventories are measured at the lower of cost or net realisable
value. Cost is generally determined by reference to weighted
average cost. Net realisable value is estimated market price in the
ordinary course of business less any estimated expense to sell.

As at 31st December

2019 2018
Note Rs.’000 Rs.’000
Financial Assets
Refundable Deposits 65,597 22,421
Receivable from related parties - -
Receivable from Fairfirst
Insurance Ltd (Net of
provisions) 2,400 22,936
Total Financial Assets 67,997 45,357
Non Financial Assets
Inventories 6,196 10,420
Tax Recoverable 35.1 137,139 31,679
Advances and Prepayments 660,562 545,519
Others 52,067 58,134
Total Non Financial Assets 855,964 645,752
Total Receivables and Other
Assets 923,961 691,109
Maturity analysis of Other Assets is given in page 313.
35.1 Tax Recoverable
As at 31st December 2019 2018
Note Rs.’000 Rs.’000
WHT Receivable 96,903 31,679
Notional Tax Recoverable  35.1 (a) 40,236 -
137,139 31,679
35.1.(a) Notional tax on Government Securities
As at 31st December 2019 2018
Rs.’000 Rs.’000
Balance as at 01st January - 139,432
Notional Tax Addition During the Year - 10,363
Notional Tax Utilised During the Year (64,764) -
Write Back / (Write off) of Notional
Tax Recoverable 105,000 (149,795)
Balance as at 31st December 40,236 -

35.2 Fair Value

Other Financial Receivables are carried at notional amounts, and
are generally settled within one year. The notional and fair value
amounts do not vary significantly.

35.3 Impairment of Staff and Agent Loans
No loans have been granted to staff and agents.

35.4 Notional Tax

The Inland Revenue Act No.10 of 2006 as amended by subsequent
legislation provides that a company which derives interest income
from secondary market transactions in government securities on
or after 1 April 2002 would be entitled to a notional tax credit being
one ninth of the net interest income, provided such interest income
forms part of the statutory income of the Company. As per the
Inland Revenue Act No 24 of 2017, the notional taxes (withholding
tax) on the interest of government securities have been withdrawn.
However, as per the transitional provisions, the carried forward
Notional Tax credit as per section 138(2) of Inland Revenue Act,
No. 10 of 2006 may be carried forward to be set off against the
income tax liability within three consecutive years of assessments
commencing from the year of assessment 2018/2019.

It was concluded that utilization of such notional tax receivable is
not probable within next three consecutive years from 2018/19 and
accordingly, the Company made the full provision amounting Rs.
149.7 Mn during the year ended 31st December 2018. However,
when finalizing the income tax return for the year for 2018 it

was noted that the notional tax credit can be utilised in respect
of the income tax liability arising from surplus distributed to

the life policy holders which is taxed at 14% up to three years
from 2018/19. Accordingly, the opinion of the company’s tax
consultant was obtained on the same and notional tax up to the
extent of income tax liability arising from surplus distributed life
policyholders for three years from 2018 was written back during
the year ended 31st December 2019.

35.5 Loans Granted to Directors

No loans have been granted to the Directors of the Company.

36. CASH AND CASH EQUIVALENTS

ACCOUNTING POLICY

Cash and Cash Equivalents comprise cash in hand, demand
deposits and short-term highly liquid investments, readily
convertible to known amounts of cash and subject to insignificant
risk of changes in value.

Bank overdrafts, if any, which form an integral part of cash
management, are included as a component of cash and cash
equivalents for the purposes of the Statement of Cash Flows. In
the Statement of Financial Position, bank overdrafts are included
under liabilities.
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Cash and Cash Equivalents

As at 31st December 2019 2018

Rs.’000 Rs.’000
Cash in Hand 5,830 12,178
Cash at Bank 371,263 369,092
Total Cash in Hand and at Bank 377,093 381,270

36.1 Cash and Cash Equivalent in the Statement of Cash Flows

As at 31st December 2019 2018
Rs.’000 Rs.’000

Cash in Hand and at Bank 377,093 381,270

Bank Overdrafts used for Cash

Management Purpose (176,271)  (370,422)

Cash and cash equivalents in the

statement of cash flows 200,822 10,848

37. STATED CAPITAL

ACCOUNTING POLICY

The Company has issued ordinary shares that are classified as
equity instruments. Incremental external costs that are directly
attributable to the issue of these shares are recognised in
equity,net of tax.

37.1 Rights of Ordinary Shareholders

The shares of Softlogic Life Insurance PLC are quoted in the
Colombo Stock Exchange Diri Savi Board. All issued shares are fully
paid. There is one class of ordinary shares. All shares issued carry
equal voting rights. The holders of ordinary shares are entitled to
receive dividends as declared from time to time, and are entitled to
one vote per share at the meetings of the Company.

Movement in Ordinary Voting Shares

38. RETAINED EARNINGS

‘ As at 31st December

2019 2018

Rs.’000 Rs.’000
Balance as at 1st January 6,275,417 2,942,245
Impact of Adoption of SLFRS 9 (20,766) -
Adjusted Balance as at 1st January 6,254,651 -
Realised losses on equity
instruments directly recognised in
equity (According to SLFRS 9) (102,444) -
Profit for the Year 2,172,843 3,336,245
Defined Benefit Plan Actuarial
Losses on Net of Tax (17,084) (3,073)
Dividend Paid (543,750) -
Balance as at 31st December 7,764,216 6,275,417

39. RESTRICTED REGULATORY RESERVE
Nature and Purpose of Reserve

The Insurance Regulatory Commission of Sri Lanka (IRCSL) has
issued a Direction No 16 on 20th March 2018 on “Identification
and Treatment of One-off Surplus” and has instructed all Life
Insurance Companies to comply with the new direction. Based on
the guideline Life Insurance Companies are allowed to transfer
One-off surplus attributable to Policyholder Non-Participating
Fund to Shareholder Fund as at the reporting year ended 31st
December 2017. The transfer has been presented as a separate
reserve in the Statement of Financial Position as “Restricted
Regulatory Reserve” under Equity in accordance with the direction
16. The distribution of One-off Surplus to shareholders as dividend
shall remain restricted until the requirements disclosed in Note
41.18. are met. As required by the said Direction, the Company
received the approval for this transfer on 29th March 2018.

As per the Direction 16 following the transfer of one off surplus
to shareholders fund, the shareholders fund is required to
maintain investment in government debt securities and deposits
to fully support the amount of one off surplus at any given time.

No. of Shares Amount Acco.rdlngly the company has allocated adequate assets to suppprt
Rs.’000 restricted reserve as at 31st December 2019 and the asset details
- are disclosed in note 41.19 in page 369.
As at 1st January 2018 375,000,000 1,062,500
] As at 31st December 2018 375,000,000 1,062,500
As at 31st December 2019 2018
' As at 1st January 2019 375,000,000 1,062,500 Rs.’000 Rs.’000
As at 31st December 2019 375,000,000 1,062,500
Balance as at 01st January 798,004 798,004
Transfer of One-off Surplus from
Policy Holder Fund - -
1 Balance as at 31st December 798,004 798,004
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40. OTHER RESERVES

As at 31st December

2019 2018

Note Rs.’000 Rs.’000

Available for Sale Reserve 40.1 - (1,513,394)
Fair Value Reserve 40.2 (1,498,509) -
Revaluation Reserve 40.3 92,708 48,436
Total Other Reserve (1,405,801) (1,464,958)

40.1 Available for Sale Reserve

This reserve includes unrealised fair value change in investments
classified as Available for Sale according to LKAS 39.

As at 31st December

2019 2018

Rs.’000 Rs.’000
Balance as at 01st January (1,513,394)  (965,056)
Adjustment from unrealised (loses)
/ gains on AFS Assets - (566,632)
Net changes in AFS Assets
transferred to Statement of Income - 18,294
Transfer of AFS Reserve Build due
to Reclassification of AFS Portfolio
to FVTPL - Participating Fund 12,880 -
Transfer to Fair Value Reserve on
transition to SLFRS 9 1,500,514 -
Balance as at 31st December - (1,513,394)

40.1.1 Nature and purpose of Available for Sale Reserve

The Available for Sale reserves comprises the cumulative net
change in the fair value of Available for Sale financial assets until
the assets are derecognised or impaired. Available for sale reserve
has been transferred to fair value reserve on transition to SLFRS 9
and continues as fair value reserve.

40.2 Fair Value Reserve

As at 31st December 2019 2018
Rs.’000 Rs.’000

Balance as at 1st January - -

Impact of adopting SLFRS 9 (1,500,514) -

Adjusted balance as at 1st January  (1,500,514) -

Net fair value gains / (losses) on

remeasuring financial assets Fair

Value through Other Comprehensive

Income from; - -
Equity Instruments (324,202) -
Debt Instruments 201,242 -

Reclassification from Other

Comprehensive Income to Statement

of Income - Debt Instruments 22,521 -

Realised losses directly recognised in

equity - Equity instruments 102,444 -

Balance as at 31st December (1,498,509) -

40.2.1 Nature and purpose of Fair Value Reserve

The Company has adopted SLFRS 9 Financial Instruments
Accounting Standard with effect from 1st January 2019. Accordingly
fair value reserve comprises the balance transferred from available
for sale reserve as a result of transition to SLFRS 9 from LKAS 39

as at 1st January 2019 and cumulative net change in fair value of
financial assets measured at fair value through other comprehensive
income until such investments are derecognised or impaired.

40.3 Revaluation Reserve

As at 31st December

2019 2018

Note Rs.’000 Rs.’000

Balance as at 1st January 48,436 48,436
Gain on Revaluation of Land

and Building 28.10 44,272 -

Balance as at 31st December 92,708 48,436

40.3.1 Nature and purpose of Revaluation Reserve

On revaluation of an asset, any increase in the carrying amount

is recognised in Revaluation Reserve in Equity through OCI or
used to reverse a previous loss on revaluation of the same asset,
which was charged to the Income Statement. In this circumstance,
the increase is recognised as income only to the extent of the
previous write down in value. Any decrease in the carrying amount
is recognised as an expense in the Income Statement or charged
to Revaluation Reserve in equity through OCI, only to the extent of
any credit balance existing in the Revaluation Reserve in respect
of that asset. Any balance remaining in the Revaluation Reserve in
respect of an asset, is transferred directly to Retained Earnings on
retirement or disposal of the asset.

41. INSURANCE CONTRACT LIABILITIES

ACCOUNTING POLICY

41.1 Recognition and Measurement

Life insurance liabilities are recognised when contracts are entered
into and premiums are charged. These liabilities are measured on

a market consistent basis in accordance with the Solvency Margin
(Risk Based Capital) Rules 2015 with effect from 1st January 2016,
issued under Sections 105 and 26 (1) of the Regulation of Insurance
Industry Act No. 43 of 2000. However period up to 31st December
2015, the Company used Net Premium Valuation (NPV) methodology
to calculated insurance liability in accordance with Solvency Margin
(Long Term Insurance) Rules 2002.
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As per RBC rules w.e.f 1st January 2016 the value of the life
insurance liabilities are determined as follows;

Life insurance
liabilities

Best Estimate long
term liability (BEL)

Risk Margin for
adverse deviation (RM)

Best estimate liability is measured sum of the present value

of all future best estimate cash flows calculated using risk

free interest rate yield curve issued by Insurance Regulatory
Commission of Sri Lanka (IRCSL). Further a discounted cash flow
approach, equivalent to Gross Premium Valuation (GPV) valuation
methodology has been used to calculate the liabilities as at 31st
December 2019.

Measurement is usually based on the prospective method, by
determining the difference between the present values of future
benefits and future premiums. The actuarial assumptions used for
their calculation includes, in particular, assumptions relating to;

Assumptions are estimated on a realistic basis at the time the
insurance contracts are concluded and they include adequate
provision for adverse deviation to make allowance for the risks
of change and random fluctuations. Further in valuing the
policy liabilities, provisions for reinsurance have been allowed
in accordance with applicable reinsurance terms as per current
reinsurance arrangements.

There are no implicit or explicit surrender value floor has been
assumed for the value of liabilities for a contract. Instead, in
accordance with the guidelines, the impact of surrender value
deficiency is captured in the risk charge capital calculation through
the Surrender Value Capital Charge (SVCC).

41.2 De - recognition

The liability is de-recognised when the contract expires, is
discharged or is cancelled.

At each reporting date, an assessment is made of whether the
recognized life insurance liabilities are adequate by performing
liability adequacy test.

41.3 Product Classification
Insurance Contracts

SLFRS 4 requires contracts written by insurers to be classified

as either insurance contracts or investment Contracts depending
on the level of insurance risk transferred Insurance contracts are
contracts under which one party (the Insurer) accepts significant

insurance risk from another party (the policyholder) by agreeing to
compensate the policyholder if a specified uncertain future event
(the insured event) adversely affects the policyholder. Significant
insurance risk exists if an insured event could cause an insurer

to pay significant additional benefits in any scenario, excluding
scenarios that lack commercial substance (i.e have no discernible
effect on the economics of the transaction). The classification of
contracts identifies both the Insurance contracts that the company
issues and reinsurance contracts that the company holds.
Contracts where the company does not assume a insurance risk is
classified as investment contracts.

Investment Contracts

Investment contracts are those contracts that transfer significant
financial risks and no significant insurance risks. Financial risk is
the risk of a possible future change in one or more of a specified
interest rates, financial instrument prices, commaodity prices,
foreign exchange rates, index of price or rates, credit ratings or
credit index or other variables, provided in the case of a non-
financial variable that the variable is not specific to a party to the
contract.

Subsequent Classification

Once a contract has been classified as an insurance contract it
remains an insurance contract for the remainder of its lifetime
even if the insurance risk reduces significantly during this period,
unless all rights and obligations are extinguished or expired.
Investment contracts can, however be reclassified as insurance
contracts after inception if insurance risk becomes significant.

Insurance and investment contracts are further classified as being
either with or without discretionary participating features.

Discretionary Participating Features (DPF)

DPF is a contractual right to receive, as a supplement to
guaranteed benefits, additional benefits that:

» are likely to be a significant portion of the total contractual
benefits:

» the amount or timing of which is contractually at the
discretion of the issuer:

and contractually based on:

» The performance of a specified pool of contracts or a specified
type of contract,

» Realised and or unrealised investment returns on a specified
pool of assets held by the issuer, and

» The profit or loss of the company, fund or other entity that
issues the contract
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41.3 Product Classification (Contd.)

IRCSL regulations and the terms and conditions of these contracts

41.4 Insurance Contract Liabilities

‘ As at 31st December

set out the bases for the determination of the amounts on which 2019 2018
the additional discretionary benefits are based. (the DPF eligible Note  Rs.’000 Rs.’000
surplus) and within WhIC-h t.he Compgny may exercise its discretion Life Insurance Fund 8,682.545 7556032
as to the quantum and timing of their payment to contract holders.
At least 90% of the eligible surplus must be attributed to contract §urp|us F:reated due to Change
holders as a group (which can include future contract holders) and in Valuation method from NPV
group ( )
the amount and timing of the distribution to individual contract t? GPv - 4117 1,056,535 1,096,535
holders is at the discretion of the company, subject to the advice Life Fund with one-off surplus _ 41.5 9,739,080 8,612,567
of the appointed actuary. All DPF liabilities including unallocated Claims Payables / Unclaimed
surpluses, both guaranteed and discretionary, at the end of the Benefits 41.21 638,022 408,954
reporting period are held within insurance contract liabilities as Total Insurance Contract liabilities 10,377,102 9,021,521
appropriate.
Details of policy liabilities for the Participating and Non-Participating funds are provided as follows.
As at 31st December 2019 2018
Participating Non- Total Participating Non- Total
Participating Participating
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
Policy Liabilities 5,274,327 3,408,218 8,682,545 4,661,417 2,894,615 7,556,032
One-off surplus 1,056,535 - 1,056,535 1,056,535 - 1,056,535
Total Policy Liabilities 6,330,862 3,408,218 9,739,080 5,717,952 2,894,615 8,612,567
41.5 Movement in Life Insurance Fund
As at 31st December 2019 2018
Insurance Reinsurance Net  Insurance Reinsurance Net
Contract Contract
Liabilities Liabilities
(Gross) (Gross)
Note Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
As at 01st January 9,144,964 (532,397) 8,612,567 7,505,968 (358,987) 7,146,981
Impact of adoption of SLFRS 9 5.1.2 (13,420) - (13,420) - - -
Adjusted Balance as at 1st January 9,131,544 (532,397) 8,599,147 7,505,968 (358,987) 7,146,981
Change in Contract Liabilities Life Fund
Premiums received 12,531,283 (991,455) 11,539,828 10,005,733 (726,558) 9,279,175
Liabilities released for payments on Death,
Surrender and Other terminations in the year (3,632,277) 636,165 (2,996,112) (2,785,163) 446,159  (2,339,004)
Net Finance and Other Income 1,272,409 - 1,272,409 758,353 - 758,353
Net Acquisition and Other Expenses (6,366,953) - (6,366,953) (5,253,927) 106,989  (5,146,939)
Surplus distributed to shareholders 41.11 (2,279,475) - (2,279,475) (1,051,000) - (1,051,000)
Tax on Policyholder Bonus (29,764) - (29,764) (35,000) - (35,000)
Balance as at 31st December 10,626,767 (887,687) 9,739,080 9,144,964 (532,397) 8,612,567
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41.6 Valuation of Life Insurance Fund

Long duration contract liabilities included in the Life insurance
fund, primarily consist of traditional participating and non

i participating life insurance products. The actuarial reserves
have been established by Appointed Actuary Mr. Kunj Behari
Maheshwari, FIA, FIAl, Messrs. Towers Watson India Private
Limited as at 31st December 2019.

41.7 Methodology used in determination of Market Value of
Liability

i Adiscounted cash flow approach, equivalent to a gross premium
valuation methodology, has been used for calculating the liabilities
for the existing business as at 31st December 2019. Gross and net

of reinsurance liabilities have been calculated as required in the
RBC submission template. In determining the policy liabilities,
provisions for reinsurance have been allowed for according to the
applicable reinsurance terms as per the current agreements.

In accordance with the RBC guidelines, negative policy reserves for
long term insurance contracts are acceptable and the value of the
liabilities held have been floored to zero at a product level.

No implicit or explicit surrender value floor has been assumed for
the value of liabilities for a contract. Instead, in accordance with
the guidelines, the impact of surrender value deficiency is captured
in the risk charge capital calculation through the Surrender Value
Capital Charge (SVCC).

Details of calculation of policy liability and net cash flows are provided in following table for each class of products;

g Details of product category
liability

Basis of determinants of policy

Basis of calculating Net Cash flows

Individual traditional Non-
Participating products

Discounting “Net Cash Flows” at
the risk free interest rate curve

Future Premium Income (-) Death benefit Outgo
(+) Rider benefit Outgo (+) Surrender benefit Outgo
(+) Maturity benefit Outgo (+) Commission Expense
Outgo (+) Policy Expense Outgo (+) Reinsurance
Recoveries (-) Reinsurance Premium Outgo (+)
Reinsurance Commission (-)

Net cash flows = sum of above

Individual traditional Participating

Max (Guaranteed benefit liability,

Same as above

products Total benefit liability)
Individual universal Non-Participating Discounting “Net Cash Flows” at Future Premium Income (-) Death benefit Outgo
1 products the risk free interest rate curve inclusive of dividend accumulations (+) Rider benefit

Outgo (+) Surrender benefit Outgo inclusive of
dividend accumulations (+) Maturity benefit Outgo
inclusive of dividend accumulations (+) Commission
Expense Outgo (+) Policy Expense Outgo (+)
Reinsurance Recoveries (-) Reinsurance Premium
Outgo (+) Reinsurance Commission (-)

Net cash flows = sum of above

Group Traditional Non-participating Net Cash Flow
products -
Group Term (Life) and per day

Insurance

Future Premium Income (-) Death benefit Outgo (+)
Rider benefit Outgo (+) Commission Expense Outgo
(+)Policy Expense Outgo (+) Reinsurance Recoveries
(-)Reinsurance Premium Outgo (+) Reinsurance
Commission (-)

Net Cash flow = Sum of the above

Group Traditional Non-participating
products -
Group Hospitalisation Cover

to UPR.

Policy liability has been set equal

Not Applicable
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41.8 Key Assumptions Used in determinations of Best Estimate Liability (BEL)

Details of key assumption used and basis of arriving for the same are summarised in following table;

Assumption

Basis of Estimation

Economic Assumption

Risk Free
Rate

The risk free rates have been set based on Sri Lankan Government Bond yields issued by IRCSL for the industry as at 31st
December 2019.

Year Spot Rate Year Spot Rate Year Spot Rate Year Spot Rate
1 8.50% 4 9.83% 7 10.24% 10 10.65%
2 8.90% 5 10.03% 8 10.43%

& 9.24% 6 10.25% 9 10.52%

Participating
Fund Yield

Based on the weighted average of projected asset mix and based on the expected yields for various asset types.

Operating Assumptions

Mortality A67/70 Standard Mortality rates table was used

Rate

Morbidity The morbidity rates have been set based on loss ratios whereby loss ratio is calculated as the ratio of settled and pending

Rates claims to earned premiums.

Expenses Based on the Expense investigation carried out as at 31st December 2019 based on the expenses incurred during 2019.
For the purpose of the expense study, a functional split of expenses between acquisition or maintenance costs have been
done on the basis of inputs from various department heads of each cost centre to determine a reasonable activity based
split of expense. These have been further identified as either being premium or policy-count driven based on the nature of
expenses to determine a unit cost loading for use in the valuation.

Expense The best estimate expense inflation has been assumed to be 5% p.a. The expense inflation assumption has remained

inflation unchanged since previous valuation. The assumption is also in line with the long term inflation target of Central Bank of Sri

Lanka which is in the range of 4 % to 6%.

Bonus Rates

Bonus rate scale assumed has been arrived based on bonus declared as at 31st December 2019, based on the Company
management’s views on policyholder reasonable expectations. This assumes that Company is expecting to maintain the
current bonus levels into the future and is unchanged from the previous valuation.

Persistency
Ratio

Discontinuance assumptions have been set on the basis of experience investigation.

The discontinuance assumptions have been set with reference to actual experience and vary by policy duration
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41.9 Sensitivity Analysis
Sensitivity Analysis of Life Insurance Fund Liability is provided in Note 8.4 in page 303.
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41.10 Analysis of The Expected Maturity Profile of Reserves for
Insurance Contracts, Net of Reinsurance

Following table provide an analysis of the expected maturity profile
i of reserves for insurance contracts, net of reinsurance, based on
expected cash flows without considering the surrender values as
of 31st December 2019 and 2018.

As at 31st December 2019 2018
Rs.’000 Rs.’000

<1lyear 252,071 466,079
: 1 to 3 years 643,024 460,897
> 3 years 10,623,465 6,255,958

Total 11,518,560 7,182,934

41.11 Recommendation of Surplus Transfer

i The valuation of life insurance fund as at 31st December 2019

was made by Appointed Actuary Mr. Kunj Behari Maheshwari,

FIA, FIAl, of Messrs. Towers Watson India Private Limited, who
recommended;

» there is no transfer to shareholders from the Participating life
fund

i » asum of Rs. 2,279 million (2018 - Rs. 1,051 million) has been
transferred from Non-Participating Life Insurance fund /
insurance contract liabilities to the Shareholders fund

Subsequent to the transfer the surplus of Rs. 2,279 million,

life fund stands as Rs. 9,739 million as at 31st December 2019,

i including the liability in respect of bonuses and dividends declared
up to and including for the year 2019 as well as Surplus created
due to Change on Valuation method of policy liabilities from NPV to
GPV in the participating fund.

41.12 Taxation on surplus distributed to the life insurance
policyholder who shares the profits

i According to the Section 67 (2) of new Inland Revenue Act No. 24 of
{2017 which is effective from 1st April 2018, the surplus distributed
to the life insurance policyholder who shares the profits of a
person engaged in the business of life insurance in a given year,
as provided in the Regulation of Insurance Industry Act, No. 43 of
2000, shall be deemed as gains and profits of that person from
the business and subject to tax at a concessionary rate of 14%

i for three years of assessment after the commencement of the
Act. As recommended by the Appointed Actuary Mr. Kunj Behari
Maheshwari. FIA, FIAl of Messrs. Towers Watson India Private
Limited, the Company has declared a bonus of Rs. 322 million
(Please refer point (f) of the Actuarial report provided in page 262)
is to Life Insurance Policyholders who participating in the profit of
Life Insurance business. Accordingly the Company has adjusted
the tax liability to the life insurance fund.

41.13 Solvency Margin

In the opinion of the Appointed actuary, the Company maintains
a Capital Adequacy Ratio (CAR) 173% and Total Available Capital
(TAC) of Rs. 7,783 million as at 31st December 2019, which exceed
the minimum requirement of 120% and Rs. 500 million respectively
as per the Solvency Margin (Risk Based Capital) Rules 2015
requirement prescribed under section 26 (1) of the Regulation of
Insurance Industry Act No. 43 of 2000.

41.14 Liability Adequacy Test (LAT) :

ACCOUNTING POLICY

Measurement

At each reporting date, an assessment is made of whether
the recognised life insurance liabilities are adequate by using
an existing liability adequacy test as laid out under SLFRS 4 i
“Insurance Contracts”. The liability value is adjusted to the extent
that it is insufficient to meet future benefits and expenses.

In performing the adequacy test, current best estimates of future
contractual cash flows, including related cash flows such as claims
handling and policy administration expenses, policyholder options
and guarantees, as well as investment income from assets backing
such liabilities, are used. A number of valuation methods are
applied, including discounted cash flows to the extent that the test
involves discounting of cash flows, the interest rate applied based on
management’s prudent expectation of current market interest rates.

Any deficiency shall be recognised in the Income Statement by !
setting up a provision for liability adequacy.

Valuation

A Liability Adequacy Test for Life Insurance contract Liability was
carried out by Appointed Actuary Mr. Kunj Behari Maheshwari,
FIA, FIAI, of Messrs. Towers Watson India Private Limited as at i
31st December 2019. When performing the LAT, the Company
discounted all contractual cash flows and compared this amount '
with the carrying value of the liability.

According to the Actuary’s report, assets are sufficiently adequate
as compared to the discounted cash flow reserves and in contrast
to the reserves as at 31st December 2019.

No additional provision was required against the LAT as at 31st
December 2019.

Details of LAT reports is provided in page 263 to this report
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41.15 Surplus created due to Change in Valuation Method - One-
off Surplus Zeroed at Product Level

ACCOUNTING POLICY

Insurance Contract Liabilities are measured on a market
consistent basis in accordance with the Solvency Margin (Risk
Based Capital) Rules 2015 with effect from 01st January 2016.
However period up to 31st December 2015, the Company used
Net Premium Valuation (NPV) methodology to calculate insurance
contract liability in accordance with Solvency Margin (Long Term
Insurance) Rules 2002.

Basis of Measurement

Surplus created due to change in Valuation Method of Policy
Liabilities from Net Premium Valuation (NPV) to Gross Premium
Valuation (GPV) is measured based on the difference in the policy
liability valuation by the independent Actuary based on NPV and
GPV bases valuation as at 31st December 2015 according to the
Direction 16 ‘Identification and treatment of one-off surplus’ issued
by IRCSL. According to Direction 16, Company has determined the
One-off Surplus as the difference between NPV Solvency basis
liability and GPV Distribution basis liability for both Participating
business and other than Participating business.

Participating Non- Total

Fund Participating

Fund
Rs. ‘000 Rs. ‘000 Rs. ‘000

Value of Insurance contract liability based on Independent Actuary - NPV as at 31st

December 2015 3,866,780 2,472,575 6,339,355
Value of Insurance contract liability based on Independent Actuary - GPV 31st December 2015 2,810,245 1,674,571 4,484,816
Surplus created due to Change in Valuation Method - One-off Surplus as at 01st January 2016 1,056,535 798,004 1,854,539

41.16 Transfer of One-off Surplus from Non Participating Fund
to Share Holder Fund

The Insurance Regulatory Commission of Sri Lanka (IRCSL) has
issued a Direction No 16 on 20th March 2018 on “Guidelines/
Directions for Identification and Treatment of One-off Surplus”
and has instructed all Life Insurance Companies to comply with
the new direction. Based on the new guidelines Life Insurance
Companies are directed to transfer One-off surplus attributable
to Policyholder Non-Participating Fund to Share Holder Fund as
at the reporting year ended 31st December 2017. The transfer has
been presented as a separate line item in the Income Statement
as “Change in contract liability due to transfer of One-off surplus”
and as a separate reserve in the Statement of Financial Position as
“Restricted Regulatory Reserve” under Equity in accordance with
above Direction. As required by the said Direction, the Company
received the approval for this transfer on 29th March 2018.

Further distribution of One-off Surplus to shareholders, held as
part of the Restricted Regulatory Reserve, is subject to meeting
governance requirements stipulated by the IRCSL and can only

be released as dividends upon receiving approval from the IRCSL.
The One-off Surplus in the Share Holder Fund will remain invested
in government debt securities and deposits as disclosed in Note
41.19 as per the directions of the IRCSL".

The financial ratios have been determined in accordance with
Sri Lanka Accounting Standards. Additionally the Company has
voluntarily presented financial ratios without One-off Surplus
impact.

One-off surplus in respect of participating business is held within
the participating fund as part of the unallocated valuation surplus
and may only be transferred to the Share Holder Fund by means of
bonuses to policyholders in line with Section 38 of the “Regulation
of Insurance Industry, Act No. 43 of 2000".
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41.17 Movement of One-off Surplus After Transfer

Participating Non- Total

Fund Participating

Fund
Rs. ‘000 Rs. ‘000 Rs. ‘000
Value of Insurance contract liability based on Independent Actuary - NPV as at 31st December 2015 3,866,780 2,472,575 6,339,355
Value of Insurance contract liability based on Independent Actuary - GPV 31st December 2015 2,810,245 1,674,571 4,484,816
Surplus created due to Change in Valuation Method - One-off Surplus as at 1st January 2016 1,056,535 798,004 1,854,539
Transfer of One-off Surplus from long term fund to Restricted Regulatory Reserve - (798,004) (798,004)
: Surplus created due to Change in Valuation Method - One-off Surplus as at 31st December 2017 1,056,535 - 1,056,535
Surplus created due to Change in Valuation Method - One-off Surplus as at 31st December 2018 1,056,535 - 1,056,535
Surplus created due to Change in Valuation Method - One-off Surplus as at 31st December 2019 1,056,535 - 1,056,535

41.18 Distribution of One-off Surplus

i The distribution of One-off surplus to Shareholders as dividends
shall remain restricted until a Company develops appropriate
policies and procedures for effective management of its business,
as listed below.

» Expense allocation policy setting out basis of allocation of
Fund as well as between different lines of business within

: the Policyholder Fund, particularly participating and non-
participating.

» Dividend declaration policy for universal life business.

» Bonus policy for the participating business, which should

include treatment of One-off Surplus for the purpose of bonus

declaration.

» Asset-liability management policy.

» Policy on internal target Capital Adequacy Ratio.
» Considerations for transfer of funds from Policyholder Fund to
expenses between the Share Holder Fund and the Policyholder Shareholder Fund.

These policies should be approved by the Board of Directors of the
Company and must also comply with any relevant guidance issued

by IRCSL from time to time. Further IRCSL will reconsider the

distribution of One-off Surplus when the RBC rules are revised.
The IRCSL will permit distribution of One-off Surplus subject to
yearly distribution caps on a case-by-case basis.

{4119 Composition of Investments Supporting the Restricted Regulatory Reserve as at 31st December 2019

Asset Category

ISIN No Face Value/ Market Value
Invested as at 31st
Amount December
2019
Rs. Rs. ‘000

Government Securities
Treasury Bond LKB03044A010 100,000,000 131,412
LKB015341155 50,000,000 51,325
LKB015341155 50,000,000 51,325
LKB015341155 50,000,000 51,325
LKB015341155 50,000,000 51,325
LKB01528E016 50,000,000 47,557

Deposits

Seylan Bank PLC 286,533
National Savings Bank 105,718
Regional Development Bank 52,846
Total Market Value of the Assets 829,366
i Restricted Regulatory Reserve 798,004
Excess Assets 40,362
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41.20 Disclosures as required by Direction 16 issued by IRCSL

Disclosure in Financial Statements

Compliance Note Page
withthe Reference Reference
Requirement

Equity and statement of changes in equity to include a new line item called 'Restricted Complied 273
Regulatory Reserve' with value equal to one - off surplus for other than participating

business. Adequate disclosure to be made with regards to 'Restricted Regulatory Reserve'.

The transfer of one - off surplus to be treated as a release permitted by the IRCSL during N/A for

the relevant period and accounted through Income Statement. Current Year

Income Statement to carry a new line item ‘change in contract liability due to transfer of N/A for

one - off surplus'. Current Year

Disclosure stating 'distribution of one - off surplus to shareholders’, held as 'Restricted Complied 41.18 369
Regulatory Reserve', is subject to meeting governance requirements stipulated by the

IRCSL and can only be released upon approval from the IRCSL.

The basis of computation of one - off surplus. Any deviation from the direction in respect of Complied 41.15 368
determining the ‘minimum one - off surplus'.

One-off surplus relating to participating and other than participating should be disclosed Complied 41.17 369
separately

Financial ratios should be determined in accordance with SLASs. Additional financial Complied 272
ratios, excluding the impact of transfer of one - off surplus may be disclosed separately.

Disclosure on composition of investments supporting the Restricted Regulatory Reserve. Complied 41.19 369

41.21 Direction 18 - Unclaimed benefits of Long Term Insurance

Business

There was no transfer of any unclaimed benefit to shareholders
and recorded in the life fund as unclaimed benefits if any.

As at 31st December 2019 2018

Rs.’000 Rs.’000
Other Claim Payables 362,011 178,998
Unclaim Benefits 276,011 229,956
638,022 408,954

42. EMPLOYEE BENEFITS

ACCOUNTING POLICY

Short-term employee benefits

Short term employee benefit obligations are measured on an
undiscounted basis and are expensed as the related service is
provided. A liability is recognised for the amount expected to be
paid under short-term cash bonus if the Company has a present
legal or constructive obligation to pay this amount as a result of
past service provided by the employee, and the obligation can be
estimated reliably.

Defined contribution plans

A defined contribution plan is a post-employment benefit plan
under which an entity pays fixed contributions into a separate

entity and has no legal or constructive obligation to pay further
amounts. Obligations for contributions to defined contribution
plans are recognised as an employee benefit expense in the
Income Statement in the periods when they incurred.

Employee Provident Fund (EPF)

All employees of the Company are members of the Employees’
Provident Fund. The Company and employees contribute 12% and
8% respectively of the salary to EPF.

Employees Trust Fund (ETF)

All employees of the Company are members of the Employees
Trust Fund. The Company contributes 3% of the salary of each
employee to ETF.

42.1 Defined Contribution Plans

Following contributions have been made to Employees Provident
Fund and Employee Trust Fund during the year.

: For the year ended 31st December 2019 2018
Rs.’000 Rs.’000

Employees’ Provident Fund

- Employer's Contribution (12%) 84,339 73,710
- Employees' Contribution (8%) 56,226 49,140

Employees’ Trust Fund (ETF) (3%) 21,085 18,428
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42.2 Defined Benefit Plans-Provision for Employee Benefits

ACCOUNTING POLICY

Measurement

A defined benefit plan is a post-employment benefit plan other
than a defined contribution plan. The Company’s net obligation in
respect of defined benefit plans is calculated separately for each
plan by estimating the amount of future benefit that employees
have earned in return for their service in the current and prior
periods. That benefit is discounted to determine its present value.

Recognition of Actuarial Gain / (Losses)

The Company recognises all actuarial gains and losses arising
from defined benefit plans immediately in Statement of Profit or
Loss and Other Comprehensive Income and Current Services Cost
and Interest Cost related to defined benefit plans in employee
benefit are expensed in Income Statement.

Valuation of Employee Benefit Obligation

An actuarial valuation of the retirement gratuity payable was
carried out as at 31st December 2019 by Mr. M. Poopalanathan,

i - lculation i ; g v b lified ind d AlA, of Messrs Actuarial & Management Consultants (Pvt) Ltd., a
€ calcu gtlonhls per. ormg ""_””“ad?’ y ar?us fied independent firm of professional Actuaries. The valuation method used by the
actuary using the projected unit credit method. Actuaries to value the liability is the ‘Projected Unit Credit Method

Under the Payment of Gratuity Act No. 12 of 1983, the liability to an (PUCY', the method recommended by the. Sri Lanka Accounting
Standard — LKAS 19 on ‘Employee Benefits’.

employee arises only on completion of 5 years of continued service. {

The liability is not externally funded.

42.3 Actuarial Assumptions

Actuarial Assumptions  Criteria Description

Mortality - In service
Staff Turnover

Demographic
: Assumptions

1967/70 Mortality table issued by the Institute of Actuaries, London H
The staff turnover rate at an age represents the probability of an employee leaving i
within one year of that age due to reasons other than death, ill health and normal
retirement. The withdrawal rate of 21.30% were used in the actuarial valuation
carried out as at December 31st 2019. (2018 — 17.20% p.a.)

Normal retirement The employees who are aged over the specified retirement age have been assumed
age to retire on their respective next birthdays. (55 Years).

Rate of discount In the absence of a deep market in long term bonds in Sri Lanka, a long term
interest rate of 11% p.a. (2018 — 11% p.a.) has been used to discount future liabilities
considering anticipated long term rate of inflation.

A salary increment of 10% p.a. (2018 — 8% p.a.) has been used in respect of the
active employees.

Financial
1 Assumptions

Salary increases

42.4 Movement in the present value of Employee Benefits

i This shows the movement in the present value of the Employee benefits.

As at 31st December 2019 2018

Note Rs.’000 Rs.’000

Present value of unfunded obligation 151,027 107,404
E Defined benefit obligations as at 1st January 107,404 86,693

Recognised in Income Statement and OCI

Expenses recognised in Income Statement 42.5 32,709 26,522
Actuarial losses recognised in Other Comprehensive Income 42.6 17,084 3,073

Other

: Gratuity payments during the year (6,170) (8,884) :
1 Defined benefit obligations as at 31st December 151,027 107,404
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42.5 Expenses recognised in Income Statement 42.7 Expected Contributions to defined contribution and defined
o benefit plan
For the year ended 31st December 2019 2018 Expected contributions to the plan for the next annual reporting
Rs.’000 Rs.’000 period is given below;
Interest Cost 11,814 10,403
Current service costs 20,895 16,119 For the year ended 31st December 2020
Total expenses recognise in income Rs.’000
statement 32,709 26,522 Defined Contribution Plans

Employees’ Provident Fund

42.6 Actuarial losses / (gains) in Statement of Profit or Loss and - Employer’s Contribution (12%) 105,243

Other Comprehensive Income - Employees’ Contribution (8%) 70,162

Employees’ Trust Fund (ETF) (3%) 26,311
For the year ended 31st December 2019 2018

Rs.’000 Rs.’000 Defined Benefit Plans 37,150

Actuarial loss arising from;

Change in demographic assumptions 27 (609) 42.8 Maturity analysis of the payments

Change in financial assumptions 8,686 (4,136)

Change in experience adjustment 8,371 7,818 As at 31st December 2019 2018

Total 17,084 3,073 Rs.’000  Rs.'000

Within next 12 Months 47,667 33,789

Up to the year ended 31st December 2012, the Company Between 1 to 2 Years 35,310 23,943
recognised all actuarial gains or losses arising from defined Between 2 to 5 Years 37,326 25,894
benefit plans immediate against profit or loss in the Income Between 5 to 10 Years 23,254 16,855
Statement including all expenses related to defined plans in Beyond 10 Years 7,470 6,923
employee benefit expenses. With the adoption of revised LKAS- Total Expected Payments 151,027 107,404
19 Employee Benefits which became effective from 1st January
2013, the re-measurement of the net defined benefit liability,which Weighted Average Duration of
comprise actuarial gains and losses are recognised in Other Defined Benefit Obligation 352 Years 3.92 Years

Comprehensive Income.

42.9 Sensitivity of assumptions used in Actuarial Valuation

The following table demonstrates the sensitivity to a reasonably possible change in the key assumptions used with all other variables held
constant in the employment benefit liability measurement.

As at 31st December 2019 2018

Effect Estimated Effect Estimated
on defined defined on defined defined
benefit liability benefit liability benefit liability benefit liability
Rs.’000 Rs.’000 Rs.’000 Rs.’000

Discount Rate
1% increase in discount rate (4,666) 146,361 (3,679) 103,725
1% decrease in discount rate 5,020 156,047 3,987 111,391

Salary Increment Rate
1% increase in salary increment rate 5,662 156,689 4,522 111,926
1% decrease in salary increment rate (5,352) 145,675 (4,238) 103,166
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42.10 Method and Assumptions Used in Preparing the Sensitivity
Analysis

The above sensitivity analyses are based on a change in significant
assumption while holding all other assumptions constant. In
practice, this is unlikely to occur, and changes in some of the
assumptions may be correlated. When calculating the sensitivity of
the defined benefit obligation to significant actuarial assumptions
the same method “Projected Unit Credit method (PUC)” has been
applied as when calculating the defined benefit liability recognised
in the balance sheet as at the reporting date.

The methods and types of assumptions used in preparing the
sensitivity analysis did not change compared to the prior period.

42.11 Employee Benefits for Key Management Personnel

Employee benefits of Key Management Personnel is disclosed in
Note 46.6.

43. REINSURANCE PAYABLE

ACCOUNTING POLICY

Reinsurance payable represents balances due to reinsurance
companies. Amount payables are recognised when due and
measured on initial recognition at the fair value less directly
attributable transaction costs in a manner consistent with the
related insurance contracts.

Reinsurance liabilities are derecognised when the contractual
liabilities are extinguished or expire,or when the contract is
transferred to other party.

As at 31st December 2019 2018

Rs.’000 Rs.’000
As at 1st January 320,824 236,265
Arised during the year 991,455 201,096
Utilised during the year (883,722)  (116,537)
Balance as at 31st December 428,557 320,824

44. OTHER LIABILITIES
Financial Liabilities

The Company initially recognises financial liabilities on the trade
date at which the Company becomes a party to the contractual

Other Liabilities

Other Liabilities include accruals and advances and these liabilities
are recorded at the amounts that are expected to be paid.

~ As at 31st December 2019 2018
Note Rs.’000  Rs.’000

Financial Liabilities

Commission / Incentive Payable 44.7 427,484 345,848
Premium Deposit 110,250 103,383
Amounts due to Related Parties 44.1 8,830 4,167
Other Payables 28,607 14,752
Lease Liabilities - (SLFRS 16) 44.2 368,435 -
Finance Lease Liability - (LKAS 17) 44.5 - 3,831
Tax and others statutory payables 44.6 55,947 68,514
Total Financial Liabilities 999,553 540,495
Non Financial Liabilities

Accruals 331,445 301,338
Total Non Financial Liabilities 331,445 301,338
Total Other Liabilities 1,330,998 841,833

Maturity schedules of other financial liabilities are disclosed in
page 313.

44.1 Amounts Due to Related Companies

Amounts due to related companies represents fund management
fees payable to Softlogic Capital PLC.

As at 31st December 2019 2018

Rs.’000 Rs.’000
Softlogic Capital PLC 8,830 4,167
Total 8,830 4,167

44.2 Lease Liabilities - (SLFRS 16)

Please refer Note 29 for accounting policy relating to leases under
SLFRS 16.

: As at 31st December 2019
Rs.’000

provisions of the instrument. Financial liabilities are recognised Transition Amount recognised in 1st January 317,157

initially at fair value plus any directly attributable transaction costs. Finance lease liabilities 1st January 3,831

Subsequent to initial recognition these financial liabilities are Recognition of new lease agreement during the

measured at amortised cost using the effective interest method. period 108,909
Interest expenses for the year 57,625

Please refer Note 29 for Accounting Policy relating to lease (SLFRS Payment of lease liabilities (108,761)

16) effective from 1st January 2019. De-recognition (10,326)
Cumulative lease liabilities as at 31st December 368,435
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: As at 31st December 2019

: Undiscounted
i Cash Flows
Rs.’000
Less than one year 127,253
Between one and five years 365,024
More than five years -
1 Total Undiscounted Lease Liabilities as at
1 31st December 492,277
Lease Liabilities included in the statement of
financial position as at 31 December 368,435
Undiscounted Cash Flows
Current 127,253
: Non Current 365,024
44.4 Sensitivity Analysis
As at 31st December 2019
Effect on Lease Estimated
: Liabilities Lease
; Liabilities
Rs.’000 Rs.’000
Discount Rate
1% increase in discount rate (49,911) 318,524
1% decrease in discount rate 49,911 418,346

44.5 Finance Lease Liability - (LKAS 17)

Information about finance leases under LKAS 17 for which the
Company is a lessee is presented below.

Finance Lease

i | Asat3lst

Present Interest Future
December 2018 Value minimum
of minimum lease
lease payment
payment
Rs.’000 Rs.’000 Rs.’000
Less than one year 2,830 228 3,058
Between one and
five years 1,001 19 1,020
3,831 247 4,078

44.3 Maturity Analysis — Contractual Undiscounted Cash Flows

44.6 Tax and Other Statutory Payables

( As at 31st December 2019 2018

Rs.’000 Rs.’000
Crop Insurance Levy 585 20,767
EPF / ETF Payable 13,577 12,190
CESS Payable 5,755 4,539
WHT Payable 10,659 8,458
PAYE Tax Payable 23,242 19,138
Other 2,129 3,422
Total 55,947 68,514

44.7 Commission / Incentive Payable

As at 31st December 2019 2018

Rs.’000 Rs.’000
As at 01st January 345,848 361,743
Provision during the year 2,190,239 1,949,022
Payments during the year (2,108,603) (1,964,916)
Balance as at 31st December 427,484 345,848

45. OPERATING SEGMENTS

ACCOUNTING POLICY

An operating segment is a component of the Company that
engages in business activities from which it may earn revenues
and incur expenses, including revenues and expenses that relate to
transactions with any of the Company’s other components, whose
operating results are reviewed regularly by the Key Management
Personnel of the Company (being the Company’s operating
decision maker) to make decisions about resources allocated to
each operating segment and assess performance, and for which
discrete financial information is available.

Segment results that are reported to the KMP include items directly
attributable to a segment as well as those that can be allocated on
a reasonable basis. There were no unallocated items. All items of
income, expenses, assets and liabilities are properly allocated.

Segment capital expenditure included total cost incurred by the
Company during the year to acquire property, plant and equipment,
and intangible assets.

Basis for Segmentation

For management purposes and to comply with the regulatory
framework, the Company is organised into business units based
on their products and services and has two reportable operating
segments. These segments offer different products and are
managed separately because they require different operational,
risk management and marketing strategies.
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The following summary describes the products and services that
each segment offers;

Reportable Segment Product and Services

Life Policyholder Fund  Policyholder fund represents all
long term insurance business
related products and riders
Shareholder fun represents the
investment income and their

attributable profits

Shareholder Fund

No operating segments have been aggregated to form the above
reportable segments.

45.1.(a) Summary of Segment Financial Performances

Geographic Information

Activities of the Company are located in Sri Lanka. The economic
environment in which the Company operates is not subject to risks
and rewards that are significantly different on a geographical basis.
Hence, disclosure by geographical region is not provided.

45.1 Information about Reportable Segments

Segment performance and reconciliations of reportable segment
revenues, profit or loss, assets and liabilities and other material
items are summarised below. Segment profit before tax, as
included in the management reports reviewed by the Key
Management Personnel of the Company is used to measure
performance of the segments as this information is the most
relevant in evaluating the results of individual segments.

_ For the Year ended 31st December 2019 2018
Policyholder  Shareholder Total Policyholder  Shareholder Total
Fund Fund Fund Fund

Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000

Segment revenue

External revenues
Gross Written Premium 12,531,283 - 12,531,283 10,005,753 - 10,005,733
Inter-segment revenue - - - - - -
Total Segment revenue 12,531,283 - 12,531,283 10,005,753 - 10,005,733
Net Earned Premium 11,539,828 - 11,539,828 9,279,175 - 9,279,175
Interest income 966,245 136,948 1,103,193 756,612 116,336 872,948
Total other revenue 306,164 174,757 480,921 1745 78,690 80,435
Total Net Revenue 12,812,237 311,705 13,123,942 10,037,532 195,026 10,232,558
Interest expense / Finance cost (118,299) - (118,299) (66,501) - (66,501)
Depreciation and amortisation (134,251) (137,244) (271,495) (7,136) (113,295) (120,431)
Net Insurance claims and benefits (2,996,112) - (2,996,112) (2,339,004) - (2,339,004)
Change in Contract Liabilities (1,169,696) - (1,169,696) (1,500,589) - (1,500,589)
Other expenses (6,114,404) 149,621 (5,964,783) (5,073,302) (37,969) (5,111,271)
Total Claims, benefits and other expenses  (10,532,762) 12,377  (10,520,385) (8,986,532) (151,264) (9,137,796)
Segment Profit Before Tax 2,279,475 324,082 2,603,558 1,051,000 43,762 1,094,762
Income Tax Expenses - (430,714) (430,714) - 2,241,483 2,241,483
Segment Profit After Tax 2,279,475 (106,632) 2,172,843 1,051,000 2,285,245 3,336,245

statements.

Segment performance is evaluated based on profit or loss and is measured consistently with profit or loss in the Company’s financial
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45.1.(b) Summery of Segment Financial Position

: As at 31st December 2019

2018
g Policyholder  Shareholder Total Policyholder  Shareholder Total
1 Fund Fund Fund Fund
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
Segment Assets 13,223,646 7,459,228 20,682,874 10,971,063 6,361,904 17,332,967
Segment Equity (456,408) 8,675,327 8,218,919 (612,484) 7,283,447 6,670,963
Segment Liabilities 13,680,054 (1,216,099) 12,463,955 11,583,547 (921,543) 10,662,004
Other Material Items
: Financial Investments 10,328,504 4,582,240 14,910,944 8,944,095 3,121,146 12,065,241
Property Plant and Equipment 266,000 409,668 675,468 228,864 390,195 619,059
Insurance Contract Liabilities 10,377,102 - 10,377,102 9,021,521 - 9,021,521
Capital expenditure - 154,240 154,240 - 156,729 156,729
i 45.1.(c) Summery of Segment Cash Flows
For the Year ended 31st December 2019 2018
Policyholder  Shareholder Total Policyholder Shareholder Total
Fund Fund Fund Fund
Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000 Rs.’000
Cash flows from operating activities 3,041,216 170,326 3,211,542 2,025,454 249,318 2,274,772
: Cash flows from investing activities (2,742,669) 373,612 (2,369,057) (2,256,935) (249,194) (2,506,129)
Cash flows from financing activities (108,761) (543,750) (652,511) - - -

45.2 Major Customers

As at the reporting date, none of the customer has recognised by
i the Company as major customer.

45.3 Impairment Loss Directly Recognised in Equity

2019
LSH LPH

Impairment allowances on transition 7,346 13,420

In 2018, no impairment loss has been recognised directly in equity.

46. RELATED PARTY DISCLOSURE

The Company carried out transactions in the ordinary course of

i business on arm’s length basis with parties who are defined as
Related Parties as per the Sri Lanka Accounting Standard — LKAS
24 ‘Related Party Disclosures’.

46.1 Terms and Conditions of Transactions With Related Parties

Transactions with related parties are carried out in the ordinary
course of business. Outstanding balances at year end are
unsecured and interest free. Settlement will take place in cash. No
guarantees given or received during the period.

46.2 Non-Recurrent Related Party Transactions

There were no non-recurrent related party transactions which in
aggregate value exceeds 10% of the equity or 5% of the total assets
whichever is lower of the Company as per 31st December 2019
audited financial statements, which required additional disclosures
in the 2019 Annual Report under Colombo Stock Exchange

listing Rule 9.3.2 and Code of Best Practices on Related Party
Transactions under the Securities and Exchange Commission
Directive issued under Section 13(c) of the Securities and Exchange
Commission Act.
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46.3 Recurrent related party transactions

There were no recurrent related party transactions which in
aggregate value exceeds 10% of the gross revenue of the Company
i as per 31 December 2019 audited financial Statements, which
required additional disclosures in the 2019 Annual Report under
Colombo Stock Exchange listing Rule 9.3.2 and Code of Best
Practices on Related Party Transactions under the Securities and
Exchange Commission Directive issued under Section 13(c) of the
Securities and Exchange Commission Act.

46.4 Parent and Ultimate Controlling Party

The parent entity of the Company is Softlogic Capital PLC. In

the opinion of Directors, the ultimate parent undertaking and
controlling entity is Softlogic Holdings PLC which is incorporated in
Sri Lanka.

46.4.(a) Ultimate Parent of the Group

The Group does not have an identifiable parent of its own.

46.5 Key Management Personnel (KMP)

Key Management Personnel are those persons having authority
and responsibility for planning, directing and controlling the
activities of the entity directly or indirectly.

KMP of the Company

Accordingly, the Directors (including Executive and Non-Executive
Directors) have been classified as Key Management Personnel of
the Company.

{  46.6 Transactions with KMP
Please refer Note 46.1 for terms and conditions of transactions

Compensation of KMP

Key management personnel compensation comprised the following.

:  For the year ended 31st December 2019 2018

Transactions Recorded in Income Statement

" For the year ended 31st 2019 2018 | |

December Note  Rs.’000 Rs.’000
Insurance Premiums 4,606 4,867
Professional Charges 656 797
Compensation to KMP 46.6 89,800 79,760
Total 95,062 85,424

Transactions Recorded in Statement of Financial Position

As at 31st December 2019 2018

Rs.’000 Rs.’000
Assets
Insurance Premiums Receivable 2,650 3959 | |
Total 2,650 3,959

* No loans have been granted to the Directors of the Company.

No Impairment losses have been recorded against balances
outstanding with KMP. :

46.7 Share-based transactions of KMP and IFM

As at 31st December 2019 2018

Number of ordinary shares held as at 31
December Nil Nil
Dividends paid (in Rs. ’000) during the year Nil Nil |

46.8 Key Management Personnel Services That are Provided by
Separate Management Entity

During the period ended 31st December 2019 the Company did not
received KMP services from separate management entity. i

1 Rs.’000 Rs.’000 46.9 Transactions, Arrangements and Agreements Involving
Short term employment benefits 65,858 52.175 KMP and their Immediate Family Members (IFM)
Post-employment benefits 3,426 5,670 Immediate Family Members (IFM) c_)f a KMP are tho_se family
Other long-term benefits - - members .who may be. expec.ted to |nf|gence, or be |r.1fluenced by, i
o : that KMP in their dealings with the entity. They may include KMP’s !
Termination benefits - - . ! - X !
: Share-based bavments ) - domestic partner and children, children of the KMP domestic
] - Pay partner and dependents of the KMP or the KMP domestic partner.
: Fees Paid 20,516 21,915 .
IFM are related parties to the Company.
Total 89,800 79,760
There are no transactions with the IMF of KMP of the Company
during the year (2018 - Nil).
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Company

46.10 Following Directors were appointed to the Board of the

Name of the Director

Effective date of
Appointment

Directorship

Mr. Visvanathamoorthy
Govindasamy*

16th January
2020

Independent Non
Executive Director

Mr. Raimund Synders*

05th February
2020

Independent Non
Executive Director

Commission of Sri Lanka.

* Subject to obtaining approval from Insurance Regulatory

46.11 Following Directors have resigned from the Board of the

Company

Name of the Director

Effective date of  Directorship

Resigned
Mr. Rudiger Will 16th January Independent Non
2020 Executive Director

Accordingly, Mr. Rudiger Will cease to be Key Management
i Personnel of the Company w.e.f. the dates of his resignation.

46.12 Transactions with the Parent

Please refer Note 46.1 for terms and conditions of transactions

Transactions Recorded in Income Statement

 Forthe year ended 31st

2019 2018

December Rs.’000 Rs.’000
Insurance Premiums 483 -
Receiving of services 103,199 91,135
Expenses 28,265 -

: Claims Paid 2 -
i Dividend Paid 269,883 -

46.13 Transactions with the Ultimate Parent

Please refer Note 46.1 for terms and conditions of transactions

Transactions Recorded in Income Statement

For the year ended 31st 2019 2018
December Rs.’000 Rs.’000
Insurance Premiums 5,853 -
Receiving of services - -
Expenses 724 763
Claims Paid - -
i Dividend Paid 244 -

Transactions Recorded in Statement of Financial Position

‘ As at 31st December

2019 2018
Rs.’000 Rs.’000
Transaction with Parent
Assets
Investments 100,477 -
Insurance premium receivable 122 -
100,599 -
Transaction with Ultimate Parent
Assets
Investments - -
Insurance premium receivable 158 -
158 -
Other Liabilities - Parent 8,830 4,167
8,830 4,167

During the period, the Company recognised impairment loss of
Rs.81,418 on above investment (2018 - Nil).

46.14 Transactions with Other Related Entities

46.14.(a) Transactions with Subsidiary Companies of the Parent
and Ultimate Parent

Please refer Note 46.1 for terms and conditions of transactions

Other related entities are those which are controlled, directly or
indirectly by Key Management Personnel of the Company and
transactions with Companies under common control.

Further Directors’ interest in contracts with the company have
been disclosed in pages 210 to 213.
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Transactions Recorded in Income Statement Bank Guarantees

Following Bank Guarantees have been provided as at 31st ;
For the year ended 2019 2018 December 2019

Rs.’000 Rs.’000
1 » In terms of subsection 2 of section 7 of the Tax Appeals

Transaction Commission Act, No. 23 of 2011 provided a guarantee
Insurance Premiums 133,386 27,015 amounting to Rs. 15.7 million through Nation Trust Bank PLC.
Dividend received 11,646 3,574

- - » To obtain business mail service the Company has provided a
Claims Paid 5792 5,000 bank guarantee amounting to Rs. 1.5 million through Nation
Expenses 121,091 123,548 Trust Bank PLC. b

i 271915 159,137 _ _ »
Y » Bid Bond Guarantees amounting Rs. 0.6 million for Tender for

Group Life scheme.

Transactions Recorded in Statement of Financial Position

48. EVENTS AFTER THE REPORTING PERIOD

As at 31st December 2019 2018 :
Rs.’000 Rs.’000 ACCOUNTING POLICY !

Events after the reporting period are those events, favourable and

: Transaction i
unfavourable, that occur between the reporting date and the date

Investments 399,904 242,480 ) ) . .

; - when the Financial Statements are authorised for issue.
Insurance premium receivable 64,820 17,904
Puthases of property plant & All material post reporting date events have been considered and
equipment 26,681 44,489

where appropriate, adjustments or disclosures have been made in i

491,405 304,873 | the respective notes to the Financial Statements. E

No Impairment losses have been recorded against above In accordance with LKAS 10 - Events after the Reporting
outstanding balances from other related entities. Period, No circumstances have arisen since the reporting date

which would require adjustments or disclosure in the Financial
46.15 Purchase of its Own Shares Statements.

The Company did not purchase its own shares from related parties
i during the period ended 31st December 2019 (2018 - Nil).

ACCOUNTING POLICY
47. CAPITAL COMMITMENTS

A provision is recognised if,as a result of a past event,the company
has a present legal or constructive obligation that can be

49. PROVISIONS AND CONTINGENCIES

The Company has commitments for acquisition of property, plant
and equipment incidental to the ordinary course of business which

have been approved by the Board of Directors, the details of which estimated reliably,and it is probable that an outflow of economic
are as follows. benefits will be required to settle the obligation. Provisions are !

5 ] determined by discounting the expected future cashflows at a pre

tax rate that reflect current market assessments of the time value
of money and the risk specific to the liability. The unwinding of the
discount is recognised in the profit or loss.

As at 31st December 2019 2018
Rs.’000 Rs.’000

Approved and contracted for 31,907 17,295
Total Capital Commitments 31,907 17,295

Contingent liabilities are possible obligations whose existence will
. be confirmed only by uncertain future events or present obligations
: where the transfer of economic benefit is not probable or cannot

' be readily measured as defined in the Sri Lanka Accounting
Standard — LKAS 37 on “Provisions, Contingent Liabilities and
Contingent Assets”.
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49. PROVISIONS AND CONTINGENCIES (CONTD.)

The Contingent Liability of the Company as at 31st December 2019,
relates to the followings;

Assessment in Respect of Value Added Tax (VAT)

(1.) The Company received with VAT assessments from the

Department of Inland Revenue for the taxable period 2010

and was determined by the Tax Appeal Commissions on 22nd
August 2019. Out of total 11 assessments, 08 assessments
were determined in favour of Commissioner General of Inland
Revenue amounting to Rs. 46.5 Million including the penalty
and 03 assessments were determined in favour of Softlogic
Life Insurance PLC amounting to Rs. 24.8 Million including the
penalty.

The Company transmitted the case to the Court of Appeal
being dissatisfied with the determination which determined

in favour of the Commissioner General of Inland Revenue

and case is stated for the opinion of the Honourable Court of
Appeal. The Total tax exposure of this appeal is Rs. 46.5 million
including the penalty.

The Commissioner General of Inland Revenue, transmitted
the case to the Court of Appeal being dissatisfied with the
determination which determined in favour of Softlogic Life
Insurance PLC and case is stated for the opinion of the
Honourable Court of Appeal. The Total tax exposure of this
appeal is Rs. 24.8 million including the penalty.

(2.) The Company has been issued with an assessment by the

Department of Inland Revenue on 10th March 2016 under the
Value Added Tax Act, in relation to the quarter ending 31st
March 2014 for Rs. 57.4 Million.

The Company has filed an appeal to the Commissioner General
of Inland Revenue on 8th April 2016 for the vat assessment
issued for the quarter ending 31st March 2014 on the basis
that the underlying computation includes items which are
exempt /out of scope of the VAT Act. The Company is awaiting
the CGIR determination.

Assessment in Respect of Value Added Tax on Financial Services
(VAT on FS)

(3.) The Company has been issued with assessments by the

Department of Inland Revenue on 10th July 2018 and 6th
August 2019 under the Value Added Tax Act, in relation to the
taxable period ending 31st December 2014 and 31st December
2016 amounting to Rs. 68.7 Million and 28 Million respectively.

The Company has filed an appeal to the Commissioner General
of Inland Revenue on 24th August 2018 and 27th September
2019 on the basis that the underlying computation includes
items which are out of scope of the VAT Act. The Company is
awaiting the CGIR determination.

Assessment in Respect of Nation Building Tax on Financial
Services (NBT on FS)

(4.) The Company has been issued with an assessment by the
Department of Inland Revenue on 8th August 2019 and 30th
December 2019 under the Nation Building Tax Act, in relation
to the taxable period ending 31st December 2016 and 31st
December 2017 amounting to Rs. 4.3 Million and Rs. 13.7
Million respectively.

The Company has filed an appeal to the Commissioner General
of Inland Revenue on 20th September 2019 and 13th February
2020 on the basis that the underlying computation includes
items which are out of scope of the NBT Act. The Company is
awaiting the CGIR determination.

Life Insurance Taxation

(5.) The Tax Appeals Commission issued it's determination on the
appeal filed by the Company relating to the assessment raised
for Y/A 2010/11 amounting to Rs. 679,000/, in favour of the
Softlogic Life Insurance PLC and The Commissioner General
of Inland Revenue has transmitted this case to the Court of
Appeal being dissatisfied with the said determination of Tax
Appeals Commission and case is stated for the opinion of the
Honourable Court of Appeal. The Company is awaiting the
hearing from the Court of appeal.

(6.) The Commissioner General of Inland Revenue issued it’s
determination on the appeal filed by the Company relating to
the assessment raised for Y/A 2011/12, 2012/13 and 2014/15
amounting to Rs. 73.1 Million, in favour of the Commissioner
General of Inland Revenue and the Company is in the process
of hearing the appeals with Tax Appeals Commission.

(7.) The Department of Inland Revenue has raised assessments
on Softlogic Life Insurance PLC for the year of assessment
2013/14, 2015/16, 2016/17 and 2017/18, assessing the life
insurance business to pay an income tax liability of 967 Million
along with penalty (before deducting the available Tax credits)
and the Company has lodged a valid appeal against the said
assessment.

Directors are of the view that it has followed due process

and acted in accordance with the prevailing laws in its tax
submission and therefore, the probability of company having to
settle any of this tax assessments are very law.

Comply with IFRIC - 23

The Company reviewed its income tax treatments in order to
determine whether IFRIC 23 interpretation could have an impact
on the financial statements. Accordingly, concluded that the
Company’s existing accounting policy for uncertain tax treatments
is consistent the requirements in IFRIC 23 uncertainty Tax
Treatments.
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49.1 Litigations and Claims

Litigations that are pending against the Company other than those arising in the normal course of conducting insurance business.

i In the opinion of the Directors and in consultation with the company lawyers, litigations that are currently pending against the company will
not have a material impact on the reported financial results or future operations of the Company. All pending litigations for claims have
been evaluated and adequate provisions have been made in these Financial Statements where necessary.

Compliance with Solvency Regulation

The company is also subject to insurance solvency regulations and has complied with all solvency regulations. There are no contingencies
associated with the Company’s compliance or lack of compliance with such regulations. !

50. COMPARATIVE INFORMATION

The presentation and classification of following items in these financial statements are amended to ensure comparability with the current
year information.

As at 31st December 2019 2018

Current  Previously
' Presentation
Rs.’000 Rs.’000
Statement of Financial Position
Change in Presentation of Other Liabilities
i Amounts due to Related Companies - 4,167 |
Other Liabilities (Note 44) 841,833 837,666
Change in Presentation of Reserves
Available for Sale Reserve - (1,513,394)
Revaluation Reserve - 48,436 i
Other Reserve (Note 40) (1,464,958) - i

Change in Presentation of Other Liabilities
Amounts due to Related Companies were recognised separately in the Statement of Financial Position as at 31st December 2018 and has

been reclassified under Other Liabilities in the Statement of Financial Position as at 31st December 2019.

Change in Presentation of Reserves

As at 31st December, the Company was presented Available for Sale Reserve and Revaluation Reserve separately in the Statement of
Financial Position and same has been presented in Other Reserve in the Statement of Financial Position as at 31st December 2019.

* With the implementation of SLFRS 9 w.e.f 1st January 2019, AFS reserves have been transferred to Fair Value Reserve
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50.1 Impact on adoption of SLFRS 9 “Financial Instruments"

Statement of Financial Position

{ | Asat31lst December 2019 2018

E Current  Previously
Presentation

Rs.’000 Rs.’000
Amortised Cost / Held to Maturity 245,115 -
Amortised Cost / Loans and Receivables 5,614,236 -
Fair Value Through Other Comprehensive Income / Available-For-Sale 4,394,870 -
i Fair Value through Profit or Loss 1,811,020 1,811,020
Held to Maturity - 245,115
Loans and Receivables - 5,614,236
Available-For-Sale - 4,394,870
Total 12,065,241 12,065,241

! Income Statement
For the year ended 2019 2018
31st December Current  Previously

Presentation

1 Rs.’000 Rs.’000
' Fair Value through Profit or Loss 68,804 68,804
Amortised Cost / Held to Maturity 22,402 -
Amortised Cost / Loans and Receivables 529,344 -
Fair Value Through Other Comprehensive Income / Available-For-Sale 333,703 -
Held to Maturity - 22,402
Loans and Receivables - 529,344
5 Available-For-Sale - 333,703
Total 954,253 954,253

The Company has not restated the comparative information for 2018 for financial instruments within the scope of Sri Lanka Accounting
Standard — SLFRS 9 “Financial Instruments”. Therefore, the comparative information on financial instruments are reported under Sri

i Lanka Accounting Standard — LKAS 39 on “Financial Instruments: Recognition and Measurement”. The above disclosures were made to
enhance the understandability of the users of these Financial Statements.

Further the company has applied SLFRS 16 using the modified retrospective approach and therefore the comparative information has not
been restated and continues to be reported under LKAS 17.

51. DIRECTORS’ RESPONSIBILITY STATEMENT

1 The Board of Directors of the Company is responsible for the preparation and presentation of the Financial Statements. Please refer to
pages 206 and 207 of the Statement of Directors’ Responsibility for Financial Reporting.
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LIFE INSURANGE FUND

STATEMENT OF FINANCIAL POSITION

As at 31st December 2019 2018
Note Page Rs. ‘000 Rs. ‘000
Assets
Property, Plant and Equipment 1 385 266,000 228,864
Right of Use Asset 2 385 408,044 -
Financial Investments 3 385 10,328,503 8,944,095
Loans to Life Policyholders 4 386 224,672 161,001
Reinsurance Receivables 5 386 188,131 154,802
Premium Receivables 6 386 743,549 507,434
Receivables and Other Assets 7 386 688,969 594,724
Cash and Cash Equivalents 8 387 375,778 380,143
Total Assets 13,223,646 10,971,063
Equity and Liabilities
Equity
Other Reserves (549,117) (660,920)
Revaluation Reserve 92,709 48,436
Total Equity (456,408) (612,484)
Liabilities
Insurance Contract Liabilities 9 387 10,377,102 9,021,521
Employee Benefits 10 387 151,027 107,404
Reinsurance Payables 11 387 428,557 320,824
Other Liabilities 12 387 2,547,097 1,763,376
Bank Overdraft 176,271 370,422
Total Liabilities 13,680,054 11,583,547
Total Equity and Liabilities 13,223,646 10,971,063
INSURANCE REVENUE ACCOUNT
For the Year ended 31st December 2019 2018
Rs. ‘000 Rs. ‘000
Life Insurance - Policyholder Fund
Gross Written Premium 12,531,283 10,005,733
Premiums Ceded to Reinsurers (991,455) (726,558)
Net Written Premium 11,539,828 9,279,175
Finance and Other Income 1,272,409 758,357
Net Benefits and Claims Expenses (2,996,112) (2,339,004)
Change in Insurance Contract Liabilities (1,169,696) (1,500,589)
Underwriting and Net Acquisition Costs (Including Reinsurance) (2,968,714) (2,044,220)
Expenses (3,398,240) (3,102,719)
Surplus from Life Insurance Fund 2,279,475 1,051,000
Shareholder Fund
Finance and Other Income not Attributable to Policyholders 311,705 195,026
Reversal / (Expenses) not Attributable to Policyholders 12,378 (151,264)
Profit Before Tax - Shareholder Fund 324,083 43,762
Income Tax not attributable to Policyholders (430,715) 2,241,483
Profit from Shareholder Fund (106,632) 2,285,245
Profit for the year - Company 2,172,843 3,336,245
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NOTES TO THE STATEMENT OF
INSURANGE FUND

1. PROPERTY, PLANT AND EQUIPMENT
Refer accounting policies set out in Note 28 in page 334.

FINANCIAL POSITION OF THE LIFE

Freehold Freehold Total Total
Land Building 2019 2018
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
Cost / Revaluation
Balance as at 1st January 2019 120,000 116,000 236,000 236,000
Surplus on revaluation 40,000 4,272 44,272 -
Transferred of accumulative depreciation on revalued assets - (14,272) (14,272) -
Balance as at 31st December 2019 160,000 106,000 266,000 236,000
Accumulated Depreciation and impairment losses
Balance as at 1st January 2019 - 7,136 7,136 -
Depreciation for the year - 7,136 7,136 7,136
Transferred of accumulative depreciation on revalued assets (14,272) (14,272) -
Balance as at 31st December 2019 - - - 7,136
Carrying Value as at 31st December 2019 160,000 106,000 266,000
Carrying Value as at 31st December 2018 120,000 108,864 228,864

2. RIGHT-OF-USE ASSETS

Refer accounting policies set out in Note 29 in page 340.

‘ As at 31st December 2019 Branch and

3.1 Amortised Cost / Held to Maturity

Refer accounting policies set out in Note 31.2 in page 346.

J As at 31st December 2019

2018

Rs.’000 Rs.’000

Treasury Bonds 252,029 245,115
245,115

~ Total 252,029

office premises

Rs. ‘000

As at O1st January 398,022
Additions to right-of-use assets 147,386
Depreciation charge for the year (127,115)
i Derecognition of right-of-use assets (10,249)
Balance as at 31st December 408,044

3.2 Amortised Cost / Loans and Receivables

Refer accounting policies set out in Note 31.3 in page 346.

3. FINANCIAL INVESTMENTS

{ | Asat3lst December 2019 2018
Note Rs’000  Rs.’000

Amortised Cost / Held to

Maturity 3.1 252,029 245,115
Amortised Cost / Loans and
Receivables 3.2 4,994,764 4,354,987

J As at 31st December 2019

2018

Rs.’000 Rs.’000

Commercial Papers 888,977 656,794
Debt Securities - Debentures 3,834,957 2,615,460
Bank Deposits 26 638,297
Reverse Repos 270,804 444,436
Total 4,994,764 4,354,987

Fair Value Through Other
Comprehensive Income /

Available-For-Sale 3.3 2,284,820 2,971,792
Fair Value through Profitor Loss 3.4 2,796,890 1,372,201
Total Financial Investments 10,328,503 8,944,095

3.3 Fair Value Through Other Comprehensive Income / Available-
For-Sale

Refer accounting policies set out in Note 31.4 in page 350.

‘ As at 31st December 2019 2018
Rs.’000 Rs.’000

Equity - Quoted 644,598 490,285
Treasury Bonds 1,640,222 2,481,507

 Total 2,284,820 2,971,792
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3.4 Fair Value through Profit or Loss

Refer accounting policies set out in Note 31.5 in page 353.

As at 31st December 2019 2018
Note Rs.’000 Rs.’000

Equity 3.4.1 475,837 655,423
Money Market - Treasury Bonds 1,935,989 221,584
Unit Trust 385,064 495,194
Total 2,796,890 1,372,201

3.4.1 Equity Securities

As at 31st December 2019 2018
Rs.’000 Rs.’000

Banks, Finance & Insurance

Commercial Bank of Ceylon PLC 114,000 105,326
Sampath Bank PLC 93,376 111,043
People's Leasing & Finance PLC 17,900 -
Hatton National Bank PLC - 106,938
Seylan Bank PLC - 14,359
Union Bank of Colombo PLC - 66,256

225,276 403,922

: Beverage, Food and Tobacco

Ceylon Cold Stores PLC 41,416 -
41,416 -
Construction and Engineering
Access Engineering PLC 44,231 -
44,231 -
Diversified Holdings
H John Keells Holdings PLC 5,866 151,324
1 Melstacorp PLC 52,404 -
Vallibel One PLC - 14,107

58,270 165,431

Footwear and Textiles
Teejay Lanka PLC 65,370 34,125

65,370 34,125

' Healthcare
1 The Lanka Hospital Corporation PLC - 2,684

- 2,684

Manufacturing
Lanka Tiles PLC 30,680 -

30,680 -

: Power & Energy
Lanka IOC PLC 10,594 -

LVL Energy Fund Limited - 13,117

10,594 13,117

Telecommunications

Dialog Axiata PLC - 36,144
- 36,144
Total 475,837 655,423

4. LOANS TO LIFE POLICYHOLDERS

Refer accounting policies set out in Note 32 in page 357.

As at 31st December 2019 2018
Rs.’000 Rs.’000

Balance as at 01st January 161,001 140,385
Loans Granted During the Year 103,066 64,947
Repayments During the Year (69,294) (65,792)
Change in Interest Receivable 29,899 21,461
Balance as at 31st December 224,672 161,001

5. REINSURANCE RECEIVABLES

Refer accounting policies set out in Note 33 in page 358.

: As at 31st December 2019 2018
Rs.’000 Rs.’000

Reinsurance Receivable on

Outstanding Claims 110,966 51,140
Reinsurance Receivable on settled

Claims net of dues 77,165 103,662
Total Receivable arising from

Reinsurance Contracts 188,131 154,802

6. PREMIUM RECEIVABLES

Refer accounting policies set out in Note 34 in page 359.

As at 31st December 2019 2018
Rs.’000 Rs.’000

Premiums receivable from;

Non Related Parties 675,799 485,571
Related Parties 67,750 21,863
Total Premiums Receivable 743,549 507,434

7. RECEIVABLES AND OTHER ASSETS
Refer accounting policies set out in Note 35 in page 360.

' As at 31st December 2019 2018
Rs’000  Rs.’000

Financial Assets

Refundable Deposits 52,935 22,121
Receivable from Fairfirst Insurance

Ltd (Net of provisions) 2,400 1,200
Total Financial Assets 55,335 23,321
Non Financial Assets

Tax Recoverable 49,639 9,935
Advances and Prepayments 583,995 561,468
Total Non Financial Assets 633,634 571,403

Total Receivables and Other Assets 688,969 594,724
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8. CASH AND CASH EQUIVALENTS

Refer accounting policies set out in Note 36 in page 360.

As at 31st December 2019

11. REINSURANCE PAYABLES

Refer accounting policies set out in Note 43 in page 373.

J As at 31st December 2019

2018 2018
Rs.’000 Rs.’000 Rs.’000 Rs.’000
Cash in Hand 5,580 5,236 As at 1st January 320,824 236,265
Cash at Bank 370,198 374,907 Arised during the year 991,455 201,096
Total Cash in Hand and at Bank 375,778 380,143 Utilised during the year (883,722)  (116,537)
Balance as at 31st December 428,557 320,824
9. INSURANCE CONTRACT LIABILITIES
Refer accounting policies set out in Note 41 in page 362. 12. OTHER LIABILITIES
Refer accounting policies set out in Note 44 in page 373.
As at 31st December 2019 2018 -
Rs.’000 Rs.’000 As at 31st December 2019 2018
Rs.’000 Rs.’000
Life Insurance Fund 8,682,545 7,556,032
Surplus Created due to Change in Commission Payable 427,496 345,848
Valuation method from NPV to GPV 1,056,535 1,056,535 Current Account 1,311,628 972,291
Life Fund with one-off surplus 9,739,080 8,612,567 Accruals and Other Payables 439,538 445,237
Claims Payables / Unclaimed Benefits 638,022 408,954 Operating Lease Liabilities 368,435 -
Total Insurance Contract liabilities 10,377,102 9,021,521 Total Other Reserve 2,547,097 1,763,376
10. EMPLOYEE BENEFITS
Refer accounting policies set out in Note 42 in page 370.
As at 31st December 2019 2018
Rs.’000 Rs.’000
Defined benefit obligations as at
1st January 107,404 86,693
Recognised in Income Statement
and OClI
Expenses recognised in Income
Statement 32,709 26,522
Actuarial losses recognised in
Other Comprehensive Income 17,084 3,073
Other
Gratuity payments during the year (6,170) (8,884)
Defined benefit obligations as at
31st December 151,027 107,404
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QUARTERLY ANALYSIS

2019 1 Quarter 2 Quarter 3 Quarter 4 Quarter Total
Jan - Mar Apr - Jun July - Sep Oct - Dec 2019

Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000

Gross Written Premium 2,878,346 2,952,481 3,138,635 3,561,821 12,531,283
i Premiums Ceded to Reinsurers (216,821) (228,180) (259,656) (286,798) (991,455)
Net Earned Premium 2,661,525 2,724,301 2,878,979 3,275,023 11,539,828

Other Revenue

Finance income 358,124 281,030 273,860 305,762 1,218,776
Net Realized Gains 46,933 26,684 26,017 24,602 124,236
i Net Fair Value Gains / (Losses) (86,965) 208,650 1,707 108,205 231,597
! Other Operating Revenue 3,701 2,301 (173) 3,676 9,505
Total Other Revenue 321,793 518,665 301,411 442,245 1,584,114
Total Net Income 2,983,318 3,242,966 3,180,390 3,717,268 13,123,942

Benefits, Claims & Expenses

Net Insurance Benefits and Claims (714,394) (658,611) (791,291) (831,816) (2,996,112)
i Change in Insurance Contract Liabilities - Life 305,533 (406,120) (362,410) (706,699) (1,169,696)
Underwriting and Net Acquisition Cost, Net of Reinsurance (677,988) (726,926) (738,062) (825,738) (2,968,714)
i Other Operating & Administration Expenses (829,207) (773,151) (784,827) (880,378) (3,267,563)
Finance Cost (30,623) (30,064) (27,482) (30,130) (118,299)
Total Benefit, Claims and Expenses (1,946,679) (2,594,872) (2,704,072) (3,274,761) (10,520,384)
Profit Before Tax 1,036,639 648,094 476,318 442,507 2,603,558
Income Tax (Expense) / Reversal (292,289) (183,769) (126,329) 171,672 (430,715)
Profit for the Period 744,350 464,325 349,989 614,179 2,172,843
2018 1 Quarter 2 Quarter 3 Quarter 4 Quarter Total
Jan - Mar Apr - Jun July - Sep Oct - Dec
Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000 Rs. ‘000
! Gross Written Premium 2,247,963 2,389,626 2,491,471 2,876,673 10,005,733
Premiums Ceded to Reinsurers (140,337) (165,919) (166,775) (253,527) (726,558)
Net Earned Premium 2,107,626 2,223,707 2,324,696 2,623,146 9,279,175
Other Revenue
Finance Income 256,061 210,077 235,293 252,822 954,253
i Net Realized Gains / (Losses) 122,938 17,394 (5,423) (38,836) 96,073
Net Fair Value Gains / (Losses) (61,084) (65,498) (42,595) 71,181 (97,996)
! Other Operating Revenue 1,384 1,072 (1,633) 230 1,053
Total Other Revenue 319,299 163,045 185,642 285,397 953,383
Total Net Income 2,426,925 2,386,752 2,510,338 2,908,543 10,232,558
Benefits, Claims & Expenses
Net Insurance Benefits and Claims (503,626) (632,745) (592,716) (609,917) (2,339,004)
i Change in Insurance Contract liabilities - Life Fund (45,610) (264,292) (546,237) (644,450) (1,500,589)
i Underwriting and Net Acquisition Cost, Net of Reinsurance (519,233) (470,306) (520,656) (534,025) (2,044,220)
Other Operating & Administration Expenses (713,601) (725,733) (923,560) (824,588) (3,187,482)
Finance Cost (6,163) (7,655) (10,840) (41,843) (66,501)
Total Benefits, Claims & Expenses (1,788,233) (2,100,731) (2,594,009) (2,654,823) (9,137,796)
Profit Before Tax 638,692 286,021 (83,671) 253,720 1,094,762
i Income Tax Reversal / (Expense) - - 2,401,663 (160,180) 2,241,483
Profit for the Period 638,692 286,021 2,317,992 93,540 3,336,245
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DECADE AT A GLANGE - FINANGIAL POSITION

2019 2018 2017 2016 2015 2014* 2013* 2012* 2011* 2010*
Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000

| Assets

i Intangible Assets 444 2,089 7,145 13,236 21,982 15,009 - - - -
Property Plant & Equipment 675,468 619,059 577,705 485,014 427519 289,725 92,820 70,073 56,423 46,432
Right of Use Asset 408,044 - - - - - - - - -
Deferred Tax Assets 2,230,768 2,750,962 420,000 - - - - - - -
Investments in Subsidiary - - - - 800,000 100,000 - - - -

i Financial Investments 14,910,744 12,065,241 9,994,488 8,218,287 7,744,020 6,642,677 4,826,752 3,143,117 2,525,597 1,954,696

i Investment Property - - - - - - - - - 36,750
Loans to Life Policyholders and
Others 224,672 161,001 140,385 162,448 143640 134,352 106,618 79,794 59,595 44,656
Reinsurance Receivables 188,131 154,802 149,548 85,940 62,643 73,316 61,774 61,140 3,765 3,618
Premium Receivables 743549 507,434 290,821 92,318 67,274 50,169 46,085 7,679 - -
Amounts due from Related i

i Companies - - - - 634 1,382 - - - -

! Other Assets 923,961 691,109 579,409 627,810 354,790 211,423 95,046 72,128 82,724 98,398
Cash & Cash Equivalents 377,093 381270 318,945 232554 192,118 105,028 94,254 90,663 11,817 46,071
Total Assets 20,682,874 17,332,967 12,478,446 9,917,607 9,814,620 7,623,081 5,323,349 3524594 2,739,921 2,230,621

Equity and Liabilities [
Equity & Reserves

i Stated Capital 1,062,500 1,062,500 1,062,500 1,062,500 1,062,500 500,000 500,000 - - -
! Retained Earnings 7,764,216 6,275,417 2,942,245 2223276 1845655 450,181 = 332,199 - - -
Restricted Regulatory Reserve 798,004 798,004 798,004 - - - - - - -
Other Reserves (1,405,801) (1,464,958) (916,620) (1,323,610) (470,220) 453,206 103,319 36,552 - -
Total Equity & Reserves 8,218,919 6,670,963 3,886,129 1,962,166 2,437,935 1,403,387 935,518 36,552 - -
i Liabilities
i Insurance Contract Liabilities - Life 10,377,102 9,021,521 7,438592 6935047 6,192,615 5223695 3938030 3055723 2,353,008 1,929,352
Employee Benefits 151,027 107,404 86,693 73,436 45,796 25,724 20,502 14,851 13,606 8,663
Reinsurance Payables 428,557 320,824 236,265 139,262 92,972 14,704 81,989 25,103 43,419 34,326
Amounts due to Related Companies - - 4,615 27,621 31,603 - 24 33,567 - -
Other Liabilities 1,330,998 841,833 754,027 676,230 414,338 654,218 249,722 323513 329,888 258,280 :
i Current Tax Liabilities - - - - 269,700 - - - - -
Short Term Borrowings - - - - - 154,483 50,000 - - -
i Bank overdrafts 176,271 370,422 76,740 131,466 361,264 146,871 47,588 68,852 - -
Total Liabilities 12,463,955 10,662,004 8,592,317 7,955,441 7,376,685 6,219,695 4,387,831 3,488,042 2,739,921 2,230,621
Total Equity and Liabilities 20,682,874 17,332,967 12,478,446 9,917,607 9,814,620 7,623,081 5,323,349 3,524,594 2,739,921 2,230,621

*Represents Life Insurance Segment result when Composite Company.
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DECADE AT A GLANGE - FINANCIAL PERFORMANGE

2019 2018 2017 2016 2015 2014* 2013* 2012* 2011* 2010*
Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000 Rs.'000

i Income Statement

Gross Written Premium 12,531,283 10,005,733 7,530,935 5,635,701 4,091,042 3,048,148 2,520,283 2,034,084 1,579,191 1,242,608
Net Earned Premium 11,539,828 9,279,175 6,728,473 5,002,748 3,589,571 2,816,593 2,138,666 1,707,103 1,321,556 1,037,936
Other Revenue 1,584,114 953,383 1,069,179 753,005 867,754 1477322 709,271 347,434 255891 412,081
Net Income 13,123,942 10,232,558 7,797,652 5,755,753 4,457,325 4,293915 2,847,937 2,054,537 1577447 1,450,017

i Net Insurance Benefits & Claims ~ (2,996,112) (2,339,004) (1,222,501) (1,072,166) (433,732) (312491) (214,101) (143116) (123547) (103,076)
Net Acquisition Cost (2,968,714) (2,044,220) (1,830,773) (1,580,473) (992,572) (714,531) (603,629) (509,727) (291,226) (247,791)
Expenses (3,385,862) (3,253,983) (2,322,492) (1,848,586) (1,072,007) (1,173,695) (754,513) (694,476) (539,018) (476,583)

Operating Surplus before Transfer
to Insurance Provision - Life 3,773,254 2,595,351 2,421,886 1,254,528 1,959,014 2,093,198 1,275,694 707,218 623,656 622,567

Transfer to Insurance Provision

- Life (1,169,696) (1,500589) (517,365) (287,685) (966,452) (1,253,098) (842,119) (551,339) (423656) (368,957)
Profit Before Tax 2603558 1,004,762 10904521 966,843 992,562 840,100 433575 155879 200,000 253,610
Income Tax (430,715) 2,241,483 420,000 - - - - - - -
Profit for the year 2172843 3336245 2324521 966,843 992,562 840,100 433575 155879 200,000 253,610

*Represents Life Insurance Segment result when Composite Company.
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INVESTOR RELATIONS

“Investor Relations” describes the activities that the company undertakes to build and
maintain relationships with existing and potential shareholders as well as intermediaries.
Developing and maintaining a strong relationship with investors helps the company to
understand their expectations. Further, well established relationship with investors is a
key aspect of good governance and it creates long term value to the company by providing
inputs to the process of strategy formulation. In this segment of the report, we provide
relevant and sufficient information of the shareholding and performance of the company’s
listed equities in reporting year.

STOCK EXCHANGE LISTING

Softlogic Life Insurance PLC is a public quoted company which has listed ordinary shares in
Colombo Stock Exchange (CSE). SLI ordinary shares are effectively traded in Diri Savi Board
of the Colombo Stock Exchange under the symbol of AAIC.N0O0OO.

PERFORMANCE OF THE SOFTLOGIC LIFE INSURANCE PLC’'S
ORDINARY SHARE WITH MARKET PERFORMANCE IN 2019
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SUBMISSION OF FINANCIAL STATEMENTS
TO THE CSE

The audited Company Income Statements
for the year ended 31st December 2019
and the audited Balance Sheets at that
date have been submitted to the Colombo
Stock Exchange within three months of the
Balance Sheet date. The interim financial
statements of 4th Quarter for the year/
guarter ended 31st December 2019 were
submitted within stipulated time lines.

STOCK MARKET PERFORMANCE

Year 2019 recorded a comparatively
positive trend of Stock Market performance
compared to 2018 in Sri Lanka. During
2019, All Share Price Index (ASPI) recorded
a marginal gain of 1.3% compared to

5.0% loss in 2018 whilst S&P SL20 Index
recorded a 6.3% loss for 2019 compared to
14.6% loss in 2018. Market capitalization
recorded a slight improvement to LKR
2,851 which was LKR 2,839.

Together with the price drops in the Stock
Market, average daily turnover dropped

to LKR 711 million and as a percentage

by 15%. A significant net foreign outflow

of LKR 11.7 billion was recorded in the
Colombo Stock Market during 2019 against
to the LKR 23.4 billion outflow recorded in
2018 mainly resulted from Easter Attack
and political uncertainty that existed
throughout the year.

NAMES OF DIRECTORS

The names of persons who held the
positions of Directors during the year are
provided in the Annual Report of the Board
of Directors on pages 197 to 207.

THE PRINCIPLE ACTIVITIES OF THE
COMPANY

The principal activities of the company
during the year are given in the Annual
Report of the Board of Directors and Note
1.3 in accounting policies on page 276.
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INVESTOR RELATIONS

PERFORMANCE OF SOFTLOGIC LIFE
SHARE

The Softlogic Life share performed well in
Colombo Stock Market in 2019. However,

a slight downward trend can be witnessed
compared to 2018 mainly due to economic
digression in the country during the year. In
2019, SLI share price reached a high of Rs.
50.40 (21st January) and low of Rs. 30 (26th
March).

SLI share price closed at Rs. 37.50 in 2019
which was 44.80 in 2018. Number of shares
traded during the year decreased to 6.7
million in 2019 against 85.8 million in 2018.
The total turnover of traded shares was Rs.
266 million in 2019 which was Rs. 2,613
million in 2018, which is a 90% drop as
opposed to 2018. Market Capitalization of
SLI as at 31 December 2019 is recorded Rs.
14,063 million in 2019 which was Rs. 16,800
million in 2018. This is 19.5% decrease
compared to last year.

In absolute terms, even though the SLI
share seemed to have underperformed in
2019 compared to 2018, it has performed
exponentially well in comparison to
industry players.
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The details relating to the performance of the share are given below.

As at 31st December 2019 2018
MARKET VALUE

Highest Price (Rs.) 50.40 45.10
Lowest Price (Rs.) 30 20.50
Year-end price (Rs.) 37.50 44.80
TRADING STATISTICS

Number of shares traded 6,662,414 85,822,395
Value of Shares traded (Rs. Million) 266.18 2,613.29
Market Capitalization — SLI (Rs. Million) 14,063 16,800
Percentage of total market capitalization (%) 0.49 0.59
VALUATION RATIOS

Number of shares as at 31 December 375,000,000 375,000,000
Basic earnings per share (Rs.) 5.79 8.90
Net Assets per share (Rs.) 21.92 17.79
Price to book Value (Times) 1.71 2.52
Return on Equity - ROCE* (%) 39.72 22.74
Price Earnings Ratio (Times) 6.48 5.04
Earning yield (%) 15.44 19.87
Dividend per share (Rs.) - 1.45
Dividend payout (%) - 16.3
Dividend yield (%) - 3

*Adjusted for Deferred Tax

Basic Earnings per Share

Earnings per Share of the company has recorded Rs. 5.79 in 2019 whereas Rs. 8.90 in 2018.
This is 35% drop compared to previous year.

Price Earnings Ratio

Price earnings ratio has improved to 6.48 times in 2019 compared with 5.04 times recorded
in 2018. There is a 29% increase in Price Earnings Ratio in 2019 against the previous year.

Free float

The CSE defines the free float of a company as the percentage of shareholders, excluding
Directors shareholdings, who hold less than 3% stake in the company. According to this
definition, the SLI free float is 10.27% in 2019. (2018 -10.27%)).

Float Adjusted Market Capitalization
As at 31 December 2019 the Float Adjusted Market Capitalization of SLI is Rs. 1,444,218,750

The Company is complied with minimum public holding requirement as at the reporting
date based on the “Option 1” of Rule 7.13.1.b.
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SHAREHOLDER BASE

Distribution of Shareholders

SLI has a diversified shareholder base, both geographically and in the ratio of private to institutional investors. The total number of
shareholders increased to 1,342 as at 31st December 2019 from 1,141 as at 31st December 2018. On 31st December 2019, SLI had 1,266

i registered individual shareholders, representing 94% of the shareholders, 65.5% of the shareholders hold less than 1,000 shares. The vast
majority of SLI's individual shareholders are residents of Sri Lanka. Institutional shareholders hold approximately 98% of SLI’s ordinary
share capital. The top twenty shareholders hold 98.7% of SLI 's shares.

1 No of Shares As at 31st December 2019 As at 31st December 2018
No of share  No of shares % of Total No of share  No of shares % of Total
1 holders Holding holders Holding
1-1,000 879 230,410 0.06 721 202,360 0.05
1,001-10,000 337 1,336,289 0.36 309 1,241,879 0.33
10,001-100,000 105 3,360,006 0.90 96 2,758,807 0.74
100,001-1,000,000 15 4,416,168 1.18 9 3,089,115 0.82
H 1,000,001 &Over 6 365,657,127 97.51 6 367,707,839 98.06
Total 1,342 375,000,000 100 1,141 375,000,000 100
Shareholders’ Categorised Summery Report (Resident & Non Resident) as at 31st December 2019
No of Shares Non Resident Resident
: No of share  No of shares % of Total  No of share No of shares % of Total
holders Holding holders Holding
1-1,000 7 2,560 0.00 872 227,850 0.06
1,001-10,000 2 10,595 0.00 335 1,325,694 0.35
10,001-100,000 2 26,750 0.01 103 3,333,256 0.89
100,001-1,000,000 3 425,173 0.11 12 3,990,995 1.06
1,000,001 &Over 5 171,856,367 45.83 1 193,800,760 51.68
H Total 19 172,321,445 45.95 1,323 202,678,555 54.05
Composition of Shareholders
Resident / Non Resident Distribution
Composition As at 31st December 2019 As at 31st December 2018
No of share No of shares % of Total  No of share No of shares % of Total
holders Holding holders Holding
Resident 1,323 202,678,555 54.05 1,129 201,080,611 53.62
Non Resident 19 172,321,445 45.95 12 173,919,389 46.38
Total 1,342 375,000,000 100 1,141 375,000,000 100
i Individual / Institutional
Composition As at 31st December 2019 As at 31st December 2018
No of share No of shares % of Total  No of share No of shares % of Total
holders Holding holders Holding
Individual 1,266 6,977,098 1.86 1076 5,437,524 1.45
! Institutional 76 368,022,902 98.14 65 369,562,476 98.55
Total 1,342 375,000,000 100 1,141 375,000,000 100
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INVESTOR RELATIONS

Public Shareholding

Composition As at 31st December 2019 As at 31st December 2018
No of share No of shares % of Total ~ No of share No of shares % of Total
holders Holding holders Holding
Public Shareholding 1,336 38,503,690 10.27 1,135 38,503,690 10.27
Total 1,336 38,503,690 10.27 1,135 38,503,690 10.27
Directors’ Shareholding

Name As at 31st December 2019 As at 31st December 2018
No of shares % of Total No of shares % of Total
Holding Holding
Mr. A. K. Pathirage (Chairman) Nil Nil Nil Nil
Mr. T. M. I. Ahamed (Managing Director / CEO) Nil Nil Nil Nil
Mr. S. Rajapakse - (Director / Deputy Chairman) Nil Nil Nil Nil
Mr. M. R. Abeywardena - (Director) Nil Nil Nil Nil
Ms. Fernanda Lima - (Director) Nil Nil Nil Nil
Mr. H. K Kaimal - (Director) Nil Nil Nil Nil
Mr. Rudiger Will - (Director) Nil Nil Nil Nil
Mr. H. C. Hettiarachchi - (Executive Director) Nil Nil Nil Nil

Twenty Largest Shareholders

As at 31st December 2019
Name of Share Holder No of Shares %
Softlogic Capital Plc 193,800,760 51.68
Dalvik Inclusion Private Limited 71,250,000 19.00
State Street Munich C/O Ssbht-Deg-Deutsche Investitions-Und Entwicklungsgesellschaft Mbh 71,250,000 19.00
Ssbt- Global Macro Portfolio 23,874,288 6.37
Pershing Llc S/A Averbach Grauson & Co. 3,282,079 0.88
Ssht-Global Macro Capital Opportunities Portfolio 2,200,000 0.59
Mr. Goonetilleke Gajath Chrysantha 905,000 0.24
Mr. Ananda Rajapaksha Rathnayaka Sarath 861,255 0.23
Amaliya Private Limited 805,902 0.21
Mr. Mather Sujendra Ranjanan 220,000 0.06
Mr. Ekanayaka Nahimala Welegedara Senarath Bandara 205,000 0.05
Softlogic Holdings Plc 175,550 0.05
HSBC Bank Plc-Mckinley Capital Measa Fund Oeic Limited 168,331 0.04
Mr. Rambukwella Ravindra Earl 157,000 0.04
J.B. Cocoshell (Pvt) Ltd 156,446 0.04
Mr. Perera lllangage Shantha Prasad 151,000 0.04
Elgin Investments Limited 150,000 0.04
Mr. Elankumaran Sarvananthan 130,000 0.03
People's Merchant Finance PIc/P.T.S De Silva 116,371 0.03
Mr. Mirando Jude Rory Mathes 107,471 0.03
369,966,453 98.66
Other Shareholders 5,033,547 1.34
Total 375,000,000 100
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Twenty Largest Shareholders
As at 31st December 2018
Name of Share Holder No of Shares %
Softlogic Capital PLC 193,800,760 51.68
Dalvik Inclusion Private Limited 71,250,000 19.00
State Street Munich c/o ssbt-deg-deutsche investitions 71,250,000 19.00
Ssbt- Global Macro Portfolio 25,625,000 6.83
Pershing llc s/a Averbach Grauson & Co. 3,282,079 0.88
Ssht-Global Macro Capital Opportunities Portfolio 2,500,000 0.67
Mr. Goonetilleke Gajath Chrysantha 905,000 0.24
J.B. Cocoshell (pvt) Ltd 739,000 0.20
Mr. Ananda Rajapaksha Rathnayaka Sarath 615,950 0.16
Mr. Ekanayaka Nahimala Welegedara Senarath Bandara 205,000 0.05
Softlogic Holdings PLC 175,550 0.05
Mr. Elankumaran Sarvananthan 120,000 0.03
People's Leasing & Finance PLC/Mr. M.Z.M. Wafik 113,790 0.03
Mr. Mther Sjendra Rnjanan 113,000 0.03
Mr. Rambukwella Ravindra Earl 101,825 0.03
Union Investments Private Ltd 100,000 0.03
Mr. Sandamal Hettiarchchige Don Jude Ravindra 100,000 0.03
Mr. Gunatunga Edgar (deceased) 100,000 0.03
Oakley Investments (Private) Limited 91,230 0.02
Cocoshell Activated Carbon Company Limited 75,000 0.02
371,263,184 99.00
Other Shareholders 3,736,816 1.00
Total 375,000,000 100
GRAPHICAL PRESENTATION OF SHAREHOLDER DISTRIBUTION
0/
112045 0.79— —0.53 1%l
7.82 8.41
® Shares 1-1,000
® Shares 1,001-10,000
25.11 2019 65.50 ® Shares 10,001-100,000 27.08 2018 63.19
® Shares 100,001-1,000,000
Shares 1,000,001 & Over
5.66 5.70
® |ndividual
2019 94.34 o 2018 94.30
Institutional
1.42 1.05
2019 98.58 © Resident 2018 98.95
Non Resident
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INVESTOR RELATIONS

Compliance with contents of annual report as per Section 7.6 of the Listing Rules of the Colombo Stock Exchange
Section 7.6 to the listing rules of the Colombo Stock Exchange includes the following information as compulsory for the listed entities to
disclosure in the annual report.
Listing Compliance Requirements Detail / Reference Compliance
Rule Status
Number
7.6.i Names of persons who during the financial year were The names of persons who held the position of Directors Complied
: Directors of the entity during the Financial year is given in the Annual Report of
the Board of directors (Refer Page 202)
: 7.6.0i Principal activities of the Company The principal activities of the Company and its subsidiaries ~ Complied
during the year are given in the Annual Report (Refer Page
276)
7.6.iii The names and the number of shares held by the 20  The 20 largest shareholders together with their Complied
largest holders of voting and non-voting shares and  shareholding as at 31st December 2019 is provided on
the percentage of such shares held “Investor relation” Information Section
7.6.iv The public holding percentage The details of the public shareholding are available on Complied
: (Refer Page 394)
7.6.v A statement of each Director’s holding and Chief The statement of each Director’s holding and Chief Complied
Executive Officer’s holding in shares of the entity at Executive Officer’s holding in shares is available on (Refer
the beginning and end of each financial year Page 394)
7.6.vi Information pertaining to material foreseeable risk Information relating to material foreseeable risk factors is Complied
factors of the entity provided in the risk management section (refer Page 338)
7.6.vii Details of material issues pertaining to employees The Company did not encounter any relating to employees ~ Complied
1 and industrial relations of the entity and industrial relations during the year 2019
7.6.viii Extents, locations, valuations and the number of The details of Extents, Locations, valuations and the Complied
buildings of the entity’s land holdings and investment number of buildings of the Entity’s land holdings and the
properties investment properties given in the annual report (Refer
Page 338)
7.6.ix Number of shares representing the entity’s stated The details of shares issued by the Company are available Complied
capital on (Refer Page 361)
1 7.6.x A distribution schedule of the number of holders in The distribution schedule of the number of shareholders Complied
each class of equity securities, and the percentage of and the percentages of their total holdings in the given
their total holdings in the given categories categories is provided on (Refer Page 393)
7.6.xi List of ratios and market price information The list of applicable ratios and the market price Complied
information is provided in the “Investor Relation” section
7.6.xii Significant changes in the entity’s fixed assets There were no significant changes in the entity’s fixed Complied
: and the market value of land, if the value differs assets and market value of lands assets and the market
substantially from the book value value of land, if the value differs substantially from the book
value Complied
7.6.xiii  If during the year the entity has raised funds either The Company did not raised funds to increase its Stated Complied
through a public issue, rights issue, and private Capital during the year.
placement
7.6.xiv. Employee Share Option Schemes and Employee There are no ‘Employee Share Ownership Schemes’ inthe  Complied
! Share Purchase Schemes Company.
7.6.xv Disclosures pertaining to Corporate Governance The Disclosures relating to Corporate Governance practices Complied
practices in terms of rules 7.10.3, 7.10.5 c. and 7.10.6 in terms of Rules 7.10.3, 7.10.5 ¢, and 7.10.6 ¢ of Section 7
c. of Section 7 of the Rules of the rules are given in the Corporate Governance Report
(Refer Page 228)
7.6.xvi Related Party transactions exceeding 10% of Equity There were no material transaction during the year with Complied
or 5% of the total assets of the entity as per audited  any related party of the company other than disclosed
: financial statements whichever is lower and Details ~ (Refer Pages 376 to 379)
of investments in related party transactions.
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GRI - CONTENT INDEX

The Global Reporting Initiative (GRI) is a non-profit organisation that promotes economic, environmental and social sustainability. GRI’'s
Sustainability Reporting Guidelines enables all companies and organisations to measure and report their sustainability performance.
i We have focused the content of this report on our most material issues and in doing so, we self-declare this report is in accordance with
the Global Reporting Initiative GRI Standards Sustainability Reporting Guidelines at Core option.
GRI Disclosure Page Omission GRI Disclosure Page Omission
Standard Standard
GRI 102: General Disclosures 2016 102-24 Nominating and selecting = 226
ORGANISATIONAL PROFILE the highest governance
] 102-1 Name of the Organisation | 11 body
102-2 Activities, brands, 11/108-113 102-25 Conflicts of interest 174
products, and services 102-26 Role of highest 171
102-3 Location of headquarters 9 governance body in setting
102-4 Location of operations 11/114/115 purpose, values, and
102-5 Ownership and legal form | 11-12 strategy
102-6 Markets served 11/114-115 102-27 Collective knowledge of 168
102-7 Scale of the organization 13-15/18- highest governance body
22/105/114 102-28 Evaluating the highest 180
1 102-8 Information on employees | 90/98-100 governance body’s
and other workers performance
102-9 Supply chain 114-115/118- 102-29 Identifying and managing 34
121 economic, environmental,
102-10 Significant changes to the | 26 and social impacts
organization and its supply 102-30 Effectiveness of risk 189
H chain management processes
102-11 Precautionary Principle or | 249 102-31 Review of economic, 34
1 approach environmental, and social
102-12 External initiatives 108- topics
109/131/139/142 102-32 Highest governance body’s  190-191
102-13 Membership of 122 role in sustainability
associations reporting
STRATEGY 102-33 Communicating critical 192
102-14 Statement from senior 28-29 concerns
1 decision-maker 102-34 Nature and total number 188-190
102-15 Key impacts, risks, and 41/43-47 of critical concerns
opportunities 102-35 Remuneration policies 180
ETHICS & INTEGRITY 102-36 Process for determining 180
102-16 Values, principles, 128 remuneration
standards, and norms of 102-37 Stakeholders’ involvement | 180
i behaviour in remuneration
: 102-17 Mechanisms for advice 101 102-38 Annual total compensation = Not applicable
: and concerns about ethics ratio
. 102-39 Percentage increase in Not applicable
102-18 Governance structure 167 annual total compensation
102-19 Delegating authority 12 ratio
102-20 Executive-level 128 STAKEHOLDER ENGAGEMENT
responsibility for 102-40 List of stakeholder groups = 54-57
: economic, environmental, 102-41 Collective bargaining We do not have
and social topics agreements any collective
102-21 Consulting stakeholderson | 53-57 bargaining
economic, environmental, agreements
and social topics 102-42 Identifying and selecting 53-54
102-22 Composition of the highest . 167-168 stakeholders
governance body and its 102-43 Approach to stakeholder 55-57
: committees engagement
102-23  Chair of the highest 171 102-44 Key topics and concerns 55-57
1 governance body raised
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GRI - CONTENT INDEX

GRI Disclosure Page Omission GRI Disclosure Page Omission
Standard Standard
REPORTING PRACTICE GRI 206: Anti-competitive Behaviour
102-45 Entities included in the Not applicable GRI 103: Management Approach 127
consolidated financial 206-1 Legal actions for anti- 127
statements competitive behaviour,
102-46 Defining report content 6-9 anti-trust and monopoly
and topic Boundaries practices
102-47 List of material topics 59-60 ENVIRONMENTAL
102-48 Restatements of 59 GRI 302: Energy
information GRI 103: Management Approach
102-49 Changes in reporting 59 302-1 Energy consumption 144/145
102-50 Reporting period 6 within the organization
102-51 Date of most recent report | 6 302-2 Energy consumption No
102-52 Reporting cycle 6-9 outside of the organization | Consumption
102-53 Contact point for 9 outside the
questions regarding the organization
report 302-3 Energy Intensity Not applicable
102-54 Claims of reporting in 7-8 302-4 Reduction in Energy Not applicable
accordance with the GRI Consumption
Standards GRI 303: Water
102-55 GRI content index GRI 103: Management Approach 145
102-56 External assurance 149-150 303-1 Water withdrawal by 145
ECONOMIC source
GRI 201: Economic Performance 303-3 Water recycled and reused = Not applicable
GRI 103: Management Approach 20-22/65 GRI 304: Biodiversity
201-1 Direct economic value 13-15 GRI 103: Management Approach 146
generated and distributed 304-1 Operational sites owned, No sites in bio
201-2 "Financial implications No implications leased, managed in, or diversity areas
and other risks and due to climate adjacent to, protected
opportunities changes areas and areas of high
due to climate change” biodiversity value outside
201-3 Defined benefit plan 97 protected areas
obligations and other 304-3 Habitats protected or Not Applicable

retirement plans

restored

GRI 202: Market Presence

GRI 305: Emissions

GRI 103: Management Approach

Not applicable

202-1 Ratio of standard entry Not applicable
level wage by gender
compared to local
community wage

202-2 Proportion of senior Not applicable

management hired from
the local community

GRI 205: Anti-corruption

GRI 103: Management Approach 127

205-1 Operations assessed for 127
risks related to corruption

205-2 Communication and 127
training about anti-
corruption policies and
procedures

205-3 Confirmed incidents of 127

corruption and actions
taken

GRI 103: Management Approach 144

305-1 Direct greenhouse gas 144
(GHG) emissions

SOCIAL

GRI 401: Employment

GRI 103: Management Approach 90-97

401-1 New employee hires and 96/98-99
employee turnover

401-2 Benefits provided to full- 96-97
time employees that are
not provided to temporary
or part-time employees

401-3 Parental leave 94

GRI 404: Training and Education

GRI 103: Management Approach 95

404-1 Average hours of training 95
per year per employee

404-2 Programs for upgrading 95

employee skills and
transition assistance
programs
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GRI Disclosure Page Omission GRI Disclosure Page Omission
Standard Standard
404-3 "Percentage of employees = 96 GRI 415: Public Policy
receiving regular GRI 103: Management Approach 128
performance 415-1 Political contributions 128
and career development GRI 417: Marketing And Labelling
reviews" GRI 103: Management Approach 101
GRI 405: Diversity and Equal Opportunity 417-2 Incidents of non- 101
GRI 103: Management Approach 90-94 compliance concerning
405-1 Diversity of governance 94-95 product and service
bodies and employees information and labelling
405-2 Ratio of basic salary and Not Applicable 417-3 Incidents of 101
remuneration of women non-compliance
to men concerning marketing
HUMAN RIGHTS communications
GRI 406: Non - Discrimination GRI 418: Customer Privacy
GRI 103: Management Approach 128 GRI 103: Management Approach 115
406-1 Incidents of discrimination | 128 418-1 Substantiated complaints 115
and corrective actions concerning breaches of
taken customer privacy and
GRI 408: Child Labour losses of customer data
GRI 103: Management Approach 102 GRI 419: Socioeconomic Compliance
408-1 Operations and suppliers 102 GRI 103: Management Approach 102
at significant risk for 419-1 Non-compliance with laws = 102
incidents of child labour and regulations in the
GRI 412: Human Rights Assessment social and economic area
GRI 103: Management Approach 102
412-1 Operations that have 102
been subject to human
rights reviews or impact
assessments
412-2 Employee training on 95
human rights policies or
procedures
412-3 Significant investment Not Applicable
agreements and contracts
that include human rights
clauses or that underwent
human rights screening
GRI 413: Local Communities
GRI 103: Management Approach 124-126
413-1 Operations with local 124-127
community engagement,
impact assessments, and
development programs
413-2 Operations with significant | 124-127
actual and potential
negative impacts on local
communities
GRI 414: Supplier Social Assessment
GRI 103: Management Approach Not Applicable
414-1 New suppliers that were Not Applicable
screened using social
criteria
414-2 Negative social impacts Not Applicable
in the supply chain and
actions taken
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GLOSSARY OF INSURANGE TERMS

Aa

Accumulation

The situation where a significant number

of risks insured or reinsured with the same
Company may be affected simultaneously by
a loss event.

Acquisition Expenses

All expenses, which vary with, and are
primarily related to, the acquisition of
new insurance contracts and the renewal
of existing insurance contracts (eg:
commissions)

Actuarial Valuation

A determination by an actuary at a specific
date of the value of a Life Insurance
Company’s assets and its liabilities. The
purpose of a valuation is to determine if the
Company holds adequate assets to fund the
Company’s liabilities.

Actuary

An expert concerned with the application

of probability and statistical theory to
problems of insurance, investment, financial
management and demography.

Administrative Expenses

Costs of an administrative nature including
those arising from premium collection,
portfolio administration, handling of bonuses
and rebates, and inward and outward
reinsurance, including staff costs and
depreciation provisions in respect of property,
plant and equipment.

Admissible Assets

Assets that may be included in determining
an insurer’s statutory solvency. Such assets
are specified under the rules made by the
Insurance Regulatory Commission of Sri
Lanka under the Regulation of Insurance
Industry Act No. 43 of 2000.

Annual Basis of Accounting

A basis of accounting for General insurance
business whereby a result is determined at
the end of the accounting period reflecting
the profit or loss from providing insurance
cover during that period and any adjustments
to the profit or loss of providing insurance
cover during earlier accounting periods.

Annuity

A series of regular payments. Annuities
include annuities certain, where payments
are made at definite times, and life annuities,
where payments depend on the survival of
an annuitant. A life annuity is a contract that
provides a regular payment typically monthly

during the lifetime of the policyholder or a
fixed period if less. If the payments start at
the outset of the contract, it is an immediate
annuity. If they start at some point in the
future, it is a deferred annuity

Approved Asset

Assets that represent the technical reserve
and the long - term insurance fund as per
determination made under the RIl Act,

No. 43 of 2000.

Bb

Beneficiary

A person named by the policyholder as

the recipient of the sum insured and other
benefits due in the event of the policyholder’s
death.

Bonus

Bonus is a method of distribution of surplus
amongst the participating policyholders of

a Life Insurance Company. A bonus is an
enhancement to the basic sum assured under
a contract, and is declared as a percentage of
the sum assured.

Broker

A sales and service representative who
handles insurance for clients, generally
selling insurance of various kinds and for
several companies.

Cc

Cedent

Insurer who cedes business under a
reinsurance agreement (Client of reinsurance
Company)

Claim Outstanding

The amount provided to cover the estimated
ultimate cost of settling claims arising

out of events which have been notified by
the reporting date being the sums due to
beneficiaries together with claims handling
expenses, less amounts already paid in
respect of those claims.

Claim Ratio (Net loss ratio)
Net claims incurred

Net Earned Premium

Claims

The amount payable under a contract of
insurance arising from the occurrence of an
insured event such as destruction or damage
of property and related death or injuries, the
incurring of hospital or medical bills, death or
disability of the insured and gratuity claims.

Claims Incurred

The aggregate of all claims paid during the
accounting period together with attributable
claims handling expenses, where appropriate,
adjusted by the gross claims reserve at the
beginning and end of the accounting period.

Clause
A section of a policy contract or endorsement
dealing with a particular subject.

Commission

The part of an insurance premium paid by the
insurer to an agent or broker for his services
in procuring and servicing the insurance.

Contribution

If more than one insurance has been effected
on the same risk, insurers share the loss.
Not applicable to Life and Personal Accident
insurances.

Corporate Governance

The process by which corporate entities
are governed. It is concerned with the
way in which power is exercised over
the management and direction of entity,
the supervision of executive actions and
accountability to owners and others.

Credit Life Insurance- {Decreasing Term
Assurance Policy (DTAP)}

Term Life Insurance issued through a lender
or lending agency to cover payment of a loan,
instalment purchase or other obligation, in
case of death

Credit Risk

The potential for loss due to the failure of a
borrower, endorser, guarantor or counterparty
to repay a loan or honour another
predetermined financial obligation.

Dd

Dividend Cover

Profits after tax divided by Dividend measures
the number of times dividends are covered by
distributable profits for the period.

Ee

Earning Per Share (EPS)

Profits of the Company after tax and after the
transfer to Life Fund divided by the number of
issued ordinary shares.

Embedded Value

The combination of the present value of the
future profits of the existing book of business
and net assets.
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Endowment

Life insurance payable to the policyholder if
living on the maturity date stated in the policy
or to a beneficiary if the insured dies before
that date.

Excess
That part of a loss for which the insured is
liable.

Ex-Gratia Payment

A payment made to an insured where

there is no liability to pay under the terms

of the policy. In some cases an insurer

may feel there has been a mistake or a
misunderstanding and it may pay claim, even
though he does not appear to be liable.

Ff

Facultative Reinsurance

Oldest form of reinsurance. This is the
reinsurance of an individual risk on terms
and conditions agreed with the reinsurer
specifically for that risk. Particulars of each
risk are submitted by the ceding Company
to the reinsurer who may accept or decline
at will. This is useful when dealing with
risks outside the ceding Company’s treaty
arrangements.

Financial Risk

The risk of a possible future change in one
or more of a specified interest rate, financial
instrument price, commodity price, foreign
exchange rate, index of prices or rates,
credit rating or credit index or other variable,
provided in the case of a non—financial
variable that the variable is not specific to a
party to the contract.

Gg

Gross Written Premium
Premium to which the insurer is contractually
entitled and received in the accounting period.

Gross/Net

The terms gross and net mean before and
after deduction of the portion attributable
to business ceded in reinsurance. Instead
of “net,” the term “for own account” is
sometimes used.

Insurance Contract

Insurance is a contract whereby one party
the insurer, in return for a consideration
i.e. the premium, undertakes to pay to the

other party the insured sum of money or its
equivalent in kind, upon the happening of a
specified event that is contrary to the interest
of the insured.

Insurance Provision - Long Term

The fund or funds to be maintained by an
insurer in respect of its Long Term Insurance
business in accordance with the Regulation of
Insurance Industry Act No. 43 of 2000.

Insurance Risk

Uncertainty over the likelihood of an insured
event occurring, the quantum of the claim, or,
the time when claims payments will fall due.

Interim Payments
Periodic payments to the policyholders on a
specific type of policy

Investment Contract

A contract, which contains significant
financial risk and may contain insignificant
insurance risk, but does not meet the
definition of insurance

LI

Lapsed Policy
A policy terminated at the end of the grace
period because of non-payment of premiums.

Liability Adequacy Test

An annual assessment of the sufficiency
of insurance and/or investment contract
with liabilities, to cover future insurance
obligations.

Life Fund
Net Assets kept to meet the obligation
towards Life Policyholders.

Life Insurance Business

Insurance (including reinsurance) business
falling within the classes of insurance
specified as Long Term Insurance Business
under the Regulation of Insurance Industry
Act No. 43 of 2000.

Life Surplus

The excess of the assets over the liabilities
as determined by the actuary (taking into
account solvency requirements) and after
distribution of dividends to policyholders.

Mm

Market Risk

The potential for a negative impact on the
statement of financial position and/ or income
statement resulting from adverse changes

in the value of financial instruments as a
result of changes in certain market variables.
These variables include interest rates, foreign
exchange rates, equity and commodity prices
and their implied volatilities, as well as credit
spreads, credit migration and default.

Market Capitalisation

Number of shares in issue multiplied by the
market value of each share as at the Balance
Sheet date.

Maturity

The time at which payment of the sum
insured under a Life Insurance policy falls
due at the end of its term.

Mortality

The ratio of deaths to the entire population
or to a particular age group. It is globally
expressed in numbers or rates and set out in
mortality tables.

Nn

Net Asset Value

The value of all tangible and intangible assets
of a company minus its liabilities. It reflects a
company’s fundamental value.

Net Assets Per Share

Net assets attributable to Shareholders’
equity divided by the number of Ordinary
shares issued.

Net Claims Incurred
Claims incurred less reinsurance recoveries.

Net Combined Ratio
Net Claims Incurred + Other Expenses

Net Earned Premium

Gross premium adjusted for the reinsurance
incurred and for the increase or decrease in
unearned premium.

Non-participating Business

Life Insurance business where policyholders
are not entitled to share in the surplus of the
relevant life fund.

Oo

Malicious Damage

Unlawful damage caused by the malicious
act of any person motivated by ill- will in
circumstances not amounting to a riot.

Operational Risk

The potential for loss resulting from
inadequate or failed internal processes or
systems, human interactions or external
events, but excludes business risk.
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GLOSSARY OF INSURANCE TERMS

Pp

Participating Business

Life Insurance business where the policy
holders are contractually entitled to share in
the surplus of the relevant life fund.

Policy

The printed document issued to the
policyholder by the Company stating the
terms of the insurance contract.

Policy Loan

Under an insurance policy, the amount

that can be borrowed on the security of the
surrender value of a Life Insurance policy at
a specific rate of interest from the issuing
Company by the policyholder, who used the
value of the policy as collateral for the loan.
In the event the policyholder dies with the
debt partially or fully unpaid, the insurance
Company deducts the amount borrowed, plus
any accumulated interest, from the amount
payable.

Premium

The payment or one of the regular periodic
payments, that a policyholder makes to own
an insurance policy.

Price Earning Ratio
Market price of a share divided by earning
per share.

Proposal Form

Pre-printed form which seeks to identify all
relevant questions for a particular type of
insurance

Rr

Reinsurance

Transfer of all or part of the risk assumed by
an insurer under one or more insurances to
another insurer, called the reinsurer

Return on Shareholders’ Equity
Profits after tax divided by the Capital
employed as at Balance Sheet date

Return on Total Assets
Profits after Tax divided by Total assets
attributable to Shareholders.

Reinsurance Commission
Commission received or receivable in respect
of premium paid or payable to a reinsurer.

Reinsurance Inwards
The acceptance of risks under a contract of
reinsurance.

Reinsurance Outwards
The placing of risks under a contract of
reinsurance.

Reinsurance Premium

The premium payable to the reinsurer.
Reinsurance is an arrangement whereby one
party (the reinsurer), in consideration for a
premium, agrees to indemnify another party
(the cedent) against part or all of the liability
assumed by the cedent under a policy or
policies of insurance.

Reinsurance Profit Commission
Commission received or receivable by the
cedent (reinsured) from the reinsurer based
on the net profit (as defined in the treaty)
made by the reinsurer on the reinsurance
treaty

Retention

That part of the risk assumed which the
insurer/reinsurer does not reinsure/
retrocede, i.e. retained net for own account.

Revenue Account

An account which shows a financial summary
of the insurance related revenue transactions
for the accounting period.

Rider

An amendment to an insurance policy that
modifies the policy by expanding or restricting
its benefits or excluding certain conditions
from coverage.

Risk Based Capital (RBC)

Amount of required capital that the insurance
company must maintain based on the
inherent risks in the insurer’s operations.
These risks include Asset Depreciation Risk,
Credit Receivables Risk, Underwriting Risk
and Off-Balance-Sheet Risk.

Risk Based Capital Required (RCR)
Measures the required capital as per the
proposed RBC framework.

Risk-based Capital Adequacy Ratio (CAR)
Measures the adequacy of Total Available
Capital (TAC) in insurance and shareholder’s
funds collectively, to support the Risk Based
Capital Required (RCR).

RCAR, expressed as a percentage, is
computed for long-term and General insurers
as follows;

RCAR = (Total Available Capital/Risk Based
Capital Required) * 100

Ss

Segment
Constituent business units grouped in terms
of nature and similarity of operations.

Surrender

Termination of an insurance policy by the
insured before the expiry of its term (more
common in Life insurance).

Surrender Value

The sum payable by an insurance Company
upon the surrender of a Life insurance policy
before it has run its full course.

Tt

Total Available Capital (TAC)

Measures the actual available capital held
by an insurer eligible to calculate capital
adequacy.

Uu

Underwriting

The process of classifying applicants for
insurance by identifying such characteristics
as age, sex, health, occupation and hobbies.
People with similar characteristics are
grouped together and are charged a premium
based on the group’s level of risk. The
process includes rejection of unacceptable
risks.
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CORPORATE INFORMATION

GENERAL
Name of the Company
Softlogic Life Insurance PLC

Legal Form

A Public Limited Liability Company
Incorporated and domiciled in Sri Lanka in
1999 and registered under Companies Act No.
7 of 2007. The Company regulated under the
Insurance Act No 43 of 2000 and amendments
thereto.

Company Registration Number
PQ 31

Tax Payer Identification Number (TIN)
134008202

Principal Activities
Life Insurance Business

Stock Exchange Listing

The Ordinary Shares of the Company are
listed on the Diri savi Board of the Colombo
Stock Exchange. Stock Exchange code for the
Company share is “AAIC”

Accounting Year End
31st December

Board of Directors
Ashok Pathirage - Chairman - Non Executive
Director

Sujeewa Rajapakse - Deputy Chairman
-Independent Non - Executive Director

Iftikar Ahamed - Managing Director/Executive
Director

Ray Abeywardena - Independent Non-
Executive Director

Haresh Kumar Kaimal — Non-Executive
Director

Chula Hettiarachchi — Executive Director

Rudiger Will - Independent Non-Executive
Director

Fernanda Lima — Non-Executive Director
Raimund Synders - Non-Executive Director

Visvanathamoorthy Govindasamy -
Independent Non-Executive Director
(Appointed w.e.f January 16, 2020)

Designed & produced by

emagewise

Digital Plates & Printing by Softwave
Printing and Publishing (Pvt) Ltd
Photography by Dhanush de Costa

BOARD SUB COMMITTEES

Board Audit Committee

Sujeewa Rajapakse - Chairman - Independent
Non - Executive Director

Ray Abeywardena
Rudiger Will

Board Risk Committee
Rudiger Will - Chairman - Independent Non-
Executive Director

Iftikar Ahamed
Ray Abeywardena

Fernanda Lima

Board HR & Remuneration Committee
Sujeewa Rajapakse - Chairman - Independent
Non-Executive Director

Ashok Pathirage
Ray Abeywardena

Board Investment Committee
Ashok Pathirage - Chairman - Non Executive
Director

Sujeewa Rajapakse
Iftikar Ahamed

Ray Abeywardena
Rudiger Will

Fernanda Lima

Board Related Party Transactions Review
Committee

Sujeewa Rajapakse - Chairman — Independent
Non-Executive Director

Ray Abeywardena
Rudiger Will

Board Nomination Committee
Ashok Pathirage - Chairman - Non Executive
Director

Sujeewa Rajapakse

Ray Abeywardena

Registered office and Principle Place of
Business
Softlogic Life Insurance PLC, Head Office,

Level 16, One Galle Face Tower,
Colombo 02, Sri Lanka
Telephone : + 94112018800
Internet : www.softlogiclife.lk
Email : info@softlogiclife.lk

Actuaries
Messrs.Willis Towers Watson India Private
Limited

Gratuity
Actuarial and Management Consultants (Pvt)
Ltd.,

Auditors
Messrs. KPMG (Chartered Accountants)

Secretaries
P. R. Secretarial Services (Pvt) Ltd

Tax Consultant
Amerasekera & Co.

Chartered Accountants

Principal Officer
T. M. Iftikar Ahamed

Chief Financial Officer
Nuwan Withanage

Specified Officer
Prelan Reiss

Compliance Officer
Rosheni Wickramaratne

Lawyers
Paul Rathnayake Associates

Nithya Partners

Reinsurance Panel
Munich Re

RGA
SCOR Re
TOARe

Assicurazioni Generali S.P.A.

For any clarification on this regard please
write to;

Chief Financial Officer

Level 16, One Galle Face Tower,
Colombo 02, Sri Lanka
Telephone : + 94112018713

Fax : +94 11 2372937

E Mail : nuwan.withanage@softlogiclife.lk
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NOTICE OF MEETING

NOTICE OF THE 21st ANNUAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that the 21st Annual General Meeting of SOFTLOGIC LIFE INSURANCE PLC (the Company) will be held on 31st
March 2020 at 10.00 a.m. at the 4th Floor, Central Hospital (Private) Limited, No. 114, Norris Canal Road, Colombo 10.

AGENDA

1. To receive and consider the Report of the Directors on the State of Affairs of the Company and the Statement of Audited Accounts for
the year ended 31st December 2019 and the Report of the Auditors thereon.

2. To re-elect Mr. Sujeewa Rajapakse who retires by rotation in terms of Articles 98 (a) of the Articles of Association of the Company as a
Director of the Company.

i 3. Tore-elect Mr. V. Govindasamy who was appointed to the Board on 16th January 2020 retires in terms of Articles 103 of the Articles of
Association of the Company as a Director of the Company.

4. To re-appoint Messrs. KPMG, Chartered Accountants as Auditors of the Company for the ensuing year and to authorize the Directors to
determine their remuneration.

BY ORDER OF THE BOARD OF DIRECTORS OF
SOFTLOGIC LIFE INSURANCE PLC

i (Sgd)

P.R. SECRETARIAL SERVICES (PRIVATE) LIMITED
Secretaries

At Colombo, this 28th February 2020

Note:

i » A Member entitled to attend and vote at the meeting, is entitled to appoint a Proxy to attend and vote instead of him/her.
» A Proxy need not be a Member of the Company.

» A Member wishing to vote by Proxy at the meeting may use the Form of Proxy form enclosed.

» Any member or Proxy holder attending the meeting is kindly requested to bring this report.

i » The completed Form of Proxy should also be deposited at No.59, Srimath R.G. Senanayeke Mawatha, Colombo 07 not less than forty
] eight (48) hours before the time appointed for holding of the meeting.

» For security reasons, Members. Proxy holders are kindly advised to bring along with them their National Identity Card or similar for of
acceptance identity when attending the meeting.
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FORM OF PROXY Annexure 1

(o] TSP TP PP U RUPT PP PTOPTON failing him / her.
(2) Mr. Asoka K. Pathirage or failing him

(3) Mr. Sujeewa Rajapakse or failing him

(4) Mr.T. M. Iftikar Ahamed or failing him

(5) Mr. M. Ray Abeywardena or failing him

(6) Mr. H.K. Kaimal or failing him

(7) Mr. H.C.Hettiarachchi or failing him

(8) Ms. Fernanda Lima or failing her

(9) Mr. V. Govindasamy or failing him

(10) Mr. Raimund Snyders

As my / our* Proxy to represent me / us* and vote and speak for me / us* on my / our* behalf at the Annual General Meeting of the Company
to be held on 31st March 2020 at 10.00 a.m. at the 4th Floor, Central Hospital (Private) Limited, No. 114, Norris Canal Road, Colombo 10 and
at every poll which may be taken in consequence of the aforesaid meeting and at any adjournment thereof.

|/ WE INDICATE MY/OUR VOTE ON THE RESOLUTIONS BELOW AS FOLLOWS;
For Against

1. To receive and consider the Report of the Directors on the State of Affairs of the Company and the Statement
of Audited Accounts for the year ended 31st December 2019 and the Report of the Auditors thereon.

2. To re-elect Mr. Sujeewa Rajapakse who retires by rotation in terms of Articles 98(a) of the Articles of

Association of the Company as a Director of the Company.

3. Tore-elect Mr. V. Govindasamy who was appointed to the Board on 16th January 2020 retires in terms of
Articles 103 of the Articles of Association of the Company as a Director of the Company.

4. To re-appoint Messrs KPMG, Chartered Accountants as Auditors of the Company for the ensuing year and
to authorize the Directors to determine their remuneration

........................................... Signed this ............... day of .........cccoeeveiviiinn. 2020

Signature of shareholder

Note:

(i) Please delete the inappropriate words.
(i) Instructions for completion of Proxy are noted below.
(iii) A Proxy need not be a member of the Company.

(iv) Please mark "X in appropriate cages, to indicate your instructions as to voting.
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FORM OF PROXY

INSTRUCTIONS FOR THE COMPLETION OF PROXY
1.

1Kindly perfect the Form of Proxy by filing in legibly your full name, National
Identity Card/Passport/ Company Registration Number, your address and your
instructions as to voting and by signing in the space provided and filing in the date
of signature. Please ensure that all details are legible.

Please mark “X” in appropriate cages, to indicate your instructions as to voting on
each resolution. If no indication is given, the Proxy holder in his/her discretion will
vote as he/her thinks fit.

To be valid, the completed Form of Proxy must be deposited No.59, Sirimath
R.G. Senanayeke Mawatha, Colombo 07 not less than 48 hours before the time
appointed for the holding of the meeting.

If you wish to appoint a person other than the Chairman (or failing him, one of the
Directors) as your Proxy, please insert the relevant details (1) overleaf and initial
against this entry.

In the case of a Company/Corporation, the Proxy must be under its Common
Seal, which should be affixed and attested in the manner prescribed by Articles of
Association/ Act of Incorporation.

In the case of a Proxy signed by an Attorney, a certified copy of the Power of
Attorney should accompany the completed Form of Proxy for registration, if such
Power of Attorney has not already been registered with the Company.
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INVESTOR FEEDBACK FORM Annexure 2

To request information to submit a comment / query to the company, please provide the following details and return this page to -

Chief Financial Officer
Softlogic Life Insurance PLC
Level 16,

One Galle Face Tower,
Colombo 2,

Sri Lanka.

T -+94 (11) 2018713 (Direct)
F - +94 (11) 2372937

Email : nuwan.withanage@softlogiclife.lk

NI s
Permanent MAIlING AGUIESS & ..ottt et es 2 e eh b s b e eh b e h b1 1 h £ Es b b1 b4 b1 bbbttt
Contact Number/s L L L L s
Tl L L s
X L L L L L L s
E-Mail PO P OO T TSSO PSP PSP PP PP PSPPSRI
Name of Company OSSOSO TSP PSP P PT PSPPI
(If Applicable)

DeSIgNAtion (If APPHICADIE) oo es o113 2818 1 s s 1St b s et et sttt s
Company Address TP PP OO PSP O PSSP P OO P TP DTS SE PO PE PO PP PP PP PPTPTRPTPPPPPOOR
(If Applicable)

Queries / Comments
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STAKEHOLDER FEEDBACK FORM Anmexure 3

Your opinion matters. Please share your views with us.

Which stakeholder groups do you belong to? :
(You may tick more than one)

O Employee (J customer (J shareholder O Community O Investor
Does the report address issues of greatest interest to you?

) Comprehensively ) Partially J Notatall i
Please identify any additional issues that you think should be reported on :

Do you have any additional comments on the report - or on Softlogic Life’s performance in general?

Please tick here if we may include your comments in any future reports?

O Yes U No

Would you like to be consulted when we prepare our next sustainability report?

U Yes U No

Your name, email address and /or other contact details

Contact Details

Chief Financial Officer

Softlogic Life Insurance PLC

Address: Level 16,

One Galle Face Tower,

Colombo 2, Sri Lanka.

Tel: +94 11 2018713

Email: nuwan.withanage@softlogiclife.lk
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