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INDEPENDENT AUDITORS' REPORT TO THE SHAREHOLDERS OF
SABARAGAMUWA DEVELOPMENT BANK

Report on the Financial Statements

We have audited the accompanying financial statements of Sabaragamuwa Development Bank
(“Bank”), which comprise the balance sheet as at 31 December 2008, and the income statement,
statement of changes in equity and cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with Sri Lanka Accounting Standards. This responsibility includes: designing,
implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.

Scope of Audit and Basis of Opinion

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with Sri Lanka Auditing Standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance whether the financial statements are free
from material misstatement.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation.

We have obtained all the information and explanations which to the best of our knowledge and belief
were necessary for the purposes of our audit. We therefore believe that our audit provides a reasonable
basis for our opinion.

Opinion

In our opinion, so far as appears from our examination, the Bank maintained proper accounting records
for the year ended 31 December 2008 and the financial statements give a true and fair view of the
Bank’s state of affairs as at 31 December 2008 and its profit and cash flows for the year then ended in
accordance with Sri Lanka Accounting Standards.

Report on Other Legal and Regulatory Requirements

In our opinion, these financial statements also comply with the requirements of Section 151(2) and
section 153(2) to 153(7) of the Companies Act No. 07 of 2007.

Ew\cl" v"*“ﬂ -
/ .

31 March 2009
Matara.
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SABARAGAMUWA DEVELOPMENT BANK

INCOME STATEMENFor The Year Ended 31 December 2009

Note
Income 3

Interest Income 4
Interest Expense 5

NET INTEREST INCOME

Other Income 6

LESS : NON INTEREST EXPENSES

Operating Expenses 7
Personnel Costs

Provision for Staff Retirement Benefits

Premises, Equipment and Establishment Expenses

Fee and Commission Expenses

Provision for Loan Losses

Other Overhead Expenses

PROFITS ON ORDINARY ACTIVITIES BEFORE TAXATION

Less: Value Added Tax

Less: Tax on Profit on Ordinary Activities 8

PROFITS ON ORDINARY ACTIVITIES AFTER TAXATION

Retained Profit Brought Forward From Previous Year

PROFIT AVAILABLE FOR APPROPRIATION

APPROPRIATIONS

Transfers to Reserves

Transfer to Reserve Fund

Dividends 9
RETAINED PROFITS CARRIED FORWARD

Earnings Per Share 10

Dividend Per Share 9

The Accounting Policies and Notes on pages 6 through 26 form an integral part of the Financial Statements.

2009 2008
Rs. Rs.
1,494,969,905 1,336,136,477
1,453,718,318 1,306,714,724
(712,501,828) (637,251,950)
741,216,491 669,462,774
41,251,587 29,421,753
782,468,078 698,884,528
(305,650,568) (247,201,948)
(7,426,937) (12,798,284)
(46,033,489) (41,464,639)
(2,297,204) (3,318,713)
(25,101,447) (35,386,785)
(62,727,567) (48,663,288)
333,230,865 310,050,871
(114,858,608) (101,263,850)
218,372,257 208,787,021
(134,772,632)  (112,517,896)
83,599,625 96,269,125
21,715,517 12,569,951
105,315,142 108,839,076
(71,477,679) (82,310,102)
(4,179,981) (4,813,456)
(18,750,00) (18,000,000)
10,007,482 21,715,517
5.57 6.42
- 1.25
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{ SABARAGAMUWA DEVELOPMENT BANK

BALANCE SHEEFor The Year Ended 31 December 2009

Note 2009 2008

ASSETS Rs. Rs.
Cash and Short Term Funds 11 24,374,073 59,125,322
Security Eligible Rediscounting with Central Bank 743,028,325 1,002,043,569
Other Investments 13 1,110,173,789 144,959,477
Loans and Advances 14 5,524,383,996 5,228,173,048
Bills Purchases 12,006,622 11,084,154
Interest Receivables 15 427,683,958 433,441,705
Property, Plant and Equipments 17 45,649,478 33,815,369
Other Assets 18 74,814,292 33,481,408
Deferred Tax Assets 22 33,722,791 35,472,504

7,995,837,326 6,981,596,557
LIABILITIES
Deposits from Customers 19 6,656,641,492 5,652,073,004
Borrowings 20 196,978,328 360,199,946
Other Liabilities 21 544,772,126 436,585,955
Deferred Government Grants 23 90,407 232,303
Debentures 24 85,743,551 85,743,551

7,484,225,905 6,534,834,759
SHAREHOLDERS' FUNDS
Stated Capital 25 150,000,000 150,000,000
Statutory Reserve Fund 26 24,122,084 19,942,103
Reserves 27 326,581,857 255,104,178
Retained Profit 10,907,482 21,715,517

511,611,421 446,761,798

TOTAL LIABILITIES & SHAREHOLDERS' FUNDS 7,995,837,326 6,981,596,557
Commitment and Contingencies 30 550,000 315,000

the Companies Act No, X of 2007.

Chief Financfal Officer

The Chief Financial Oficer certifies that the Financial Statements have been prepared in compliance with the requirements of

The Board &f Directors is responsible for the preparation and presentation of these Financial Statements. Signedéjvadinof tihe Board by;

o ] Do~

Chairman Director Director

The Accounting Policies and Notes on pages 107 through 127 form an integral part of the Financial Statements.
March 26, 2010
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SABARAGAMUWA DEVELOPMENT BANK

CASH FLOW STATMENT $or The Year Ended 31 December 2009

CASH FLOWS FROM OPERATING ACTIVITIES Note 2009 2008

Rs. Rs.
Interest Received 1,459,476,066 1,108,294,911
Interest Payments (662,351,946) (572,958,604)
Fees and Commission Received 6 41,086,564 24,811,244
Cash Payments to Employees (297,531,821) (245,085,214)
Payments on Other Operating Activities (171,480,003) (152,056,423)
Gratuity 21.1 (151,606) (971,980)
Medical Fund (930,853) (883,157)
Foreign Travelling (84,864)
Cash Effect on Adjustments made to the Loan Loss Provision (3,465,918) (1,739,191)
Fees and Commission Expenses (2,297,204) (3,318,713)
Operating Profit Before Changes in Operating Assets 362,268,415 156,092,874
Increase in Operating Assets
Funds Advanced to Customers 14 (334,703,530) (715,174,061)
Other Assets (42,255,352) (3,576,467)

(376,958,882) (718,750,528)
Increase in Operating Liabilities
Deposits from Customers 19 1,004,568,488 683,891,292
Other Liabilities 1,236,067 14,814,435
1,005,804,556 698,705,727
Net Cash From Operating Activities Before Income Tax 991,114,088 136,048,072
Income Tax Paid (113,367,866) (139,105,823)
Net Cash Flows From Operating Activities 877,746,222 (3,057,751)
CASH FLOWS FROM INVESTING ACTIVITIES
Dividend Income 6 23,127 16,088
Purchase of Property, Plant and Equipment (24,650,574) (16,230,792)
Proceeds from Sale of Property, Plant and Equipment 300,664 600,951
(Increase)/Decrease in Treasury Bonds and Other Investment 12,13 (656,199,070) 60,249,155
Net Cash From Investing Activities (680,525,853) 44,635,404
CASH FLOWS FROM FINANCING ACTIVITIES
Net Decrease in Other Borrowings (160,028,043) (51,451,314)
Dividends Paid 9 (18,750,000) (18,000,000)
Capital Repayment of Lease 20.1.1 (3,193,575) (3,376,807)
Insurance Premium Received - 3,000,000
Net Cash From Financing Activities (181,971,618) (69,828,120)
Net Decrease in Cash and Cash Equivalents 15,248,751 (28,250,468)
Cash and Cash Equivalents at the Beginning of the year 99,125,322 127,375,790
Cash and Cash Equivalents at the end of the year 32.1 114,374,073 99,125,322
At the End At the End
of the year of the year

Rs. Rs.
Reconciliation of Cash & Cash Equivalents
Cash and Short Term Funds 11 24,374,073 59,125,322
Reveres Repurchase Agreement 12 90,000,000 40,000,000

114,374,073 99,125,322

The Accounting Policies and Notes on pages 107 through 127 form an integral part of the Financial Statements.
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{ SABARAGAMUWA DEVELOPMENT BANK
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMEN®DBSThe Year Ended 31 December 2009

1.1

1.2

1.3

CORPORATE INFORMATION

General

The operations of Ratnhapura, Kalutara and Kegalle Regional Rural Development Banks were
merged under the Regional Development Bank Act, No. 06 of 1997 to form Sabaragamuwa
Development Bank on January 1, 1999. Subsequently, the Bank has expanded its business
activities to the Colombo District in 2003. At the inception the assets and liabilities were

transferred from the three Regional Rural Development Bahlesregistered office of the Bank
is located at N0.28, Bandarnayake Mawatha, Ratnapura.

Principal Activities and Nature of Operations

During the year, the principal activities of the Bank were providing thrift and credit facilities for
the development of agriculture, industry, trade, commerce Pawning Brokering and other
development activities, within the region and mobilizing savings and time deposits.

Date of Authorization for Issue

The financial statements of Sabaragamuwa Development Bank for the year ended December 31,

2009 were authorized for issue in accordance with a resolution of the Board of Directors on
March 26, 2010.
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{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2

2.1
211

2.1.2

2.1.3

214

2.15

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General Policies
Basis of Preparation

The Financial Statements of the Bank have been prepared in Sri Lankan Rupees on a historical
cost basis. No adjustments have been made for inflationary factors.

Statement of Compliance

The Financial Statements have been prepared in accordance with generally accepted accounting
principles and the Sri Lanka Accounting Standards laid down by the Institute of Chartered
Accountants of Sri Lanka. These principles and standards used in the preparation of these
financial statements have been applied consistently with the preceding year and appropriately
improved in compliance with the Revised Accounting Standards.

These Financial Statements are presented to disclose in a manner thatincome, expenditure, assets
and liabilities ensure compliance with the requirements of Sri Lanka Accounting Standard No. 23
-"Revenue Recognition and Disclosures in the Financial Statements of Banks".

As far as possible the prescribed formats specified by the Monetary Board in terms of Section
38(3) of Banking Act No.30 of 1988 as amended by Section 76(H) of the Banking (Amendment)
Act No. 33 of 1995 for the publication of annual audited financial statement of Licensed
Specialized Bank has been adopted in preparing these financial statements.

Comparative Information

The accounting policies have been consistently applied by the Bank and, except for the changesiin
accounting policies discussed more fully in 2.2; are consistent with those used in the previous
year.

Changes in Accounting Policies
The accounting policies adopted are consistent with those of the previous financial year.
Significant Accounting Judgments

Judgments

In the process of applying the Bank's accounting policies, management has made the following
judgments, apart from those involving estimations, which has the most significant effect on the
amounts recognized in the Financial Statements.

Estimates and Assumptions

Defined Benefit Plans :

The cost of defined benefit plans- gratuity is determined using actuarial valuations. The actuarial
valuation involves making assumptions about discount rates, expected rates of return on assets,
future salary increases, mortality rates and future pension increases. Due to the long term nature of
these plans, such estimates are subject to significant uncertainty.

Deferred Tax Assets

Deferred tax assets are recognized for all unused tax losses to the extent that it is probable that
taxable profit will be available against which the losses can be utilized. Significant management
judgment is required to determine the amount of deferred tax assets that can be recognized, based
upon the likely timing and level of future taxable profits together with future tax planning
strategies.
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2.1.6 Taxation

2.1.7

a) Current Taxes

Current income tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted by the balance
sheet date.

The provision forincome tax is based on the elements of income and expenditure as reported in the
Financial Statements and computed in accordance with the provisions of the relevant tax
legislations.

Current income tax relating to items recognized directly in equity is recognized in equity and not
in the income statement.

b) Deferred Taxation

Deferred income tax is provided, using the liability method, on temporary differences at the
balance sheet date between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred income tax liabilities are recognized for all taxable temporary differences except where
the deferred income tax liability arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss.

Deferred income tax assets are recognized for all deductible temporary differences, carry-forward

of unused tax assets and unused tax losses, to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences, and the carry-forward of unused tax
assets and unused tax losses can be utilized except where the deferred income tax asset relating to
the deductible temporary difference arises from the initial recognition of an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; and

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to
allow all or part of the deferred income tax asset to be utilized.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to
the year when the asset is realized or the liability is settled, based on tax rates (and tax laws) that
have been enacted or substantively enacted at the balance sheet date.

Deferred income tax relating to items recognized directly in equity is recognized in equity and not
in the income statement.

Borrowing Costs

Borrowing costs are recognised as an expense in the period in which they are incurred.
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{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2.2

221

2.2.2

Valuation of Assets and their measurement bases
Inventories

Inventories are valued at the lower of cost or net realizable value, after making due allowances for
obsolete and slow moving items. Net realisable value is the price at which inventories can be sold
in the ordinary course of business less the estimated cost of completion and the estimated cost
necessary to make the sale.

The cost incurred in bringing inventories to its present location and condition is accounted using
the following cost formulae;

Consumable Stock — at purchase cost on weighted average basis
Loans and Advances to Customers

Loans and Advances to customers are stated in the Balance Sheet net of provision for possible loan
losses and net of interest in suspense, which is not accrued to revenue.

Provisions for possible non-performing loans and advances are made on the basis of a continuous
review of all advances to the customers, in accordance with the directives issued by the Central
Bank of Sri Lanka applicable to the Banking Sector. These provisions relate to identified non-
performing loans and advances.

Such guidelines require the classification of all loans (Principal and Interest) in arrears over 3
months to be classified as non-performing. All interest accrued from the date the advance is
classified as non-performing should be suspended and credited to an interest-in-suspense account.
The bank has suspended interest on its entire non-performing Advances. Advances that are in
arrears for 6 months or more but less than 12 months shall be classified as substandard accounts
and a specific provision of 20% of the amount outstanding net of realizable security value is made.
Advances that are in arrears for more than 12 months but less than 18 months shall be classified as
doubtful accounts and a specific provision of 50% of the amount outstanding net of realizable
security value is made. Advances that are in arrears for more than 18 months shall be classified as
loss accounts and a specific provision of 100% of the amount outstanding net of realizable security
value is made. In addition, when calculating the Loan Loss provision for Substandard and
Doubtful property mortgaged advances, 75% of the Force Sale Value (FSV) of the property is
considered as the covered portion, while 60% (1-2 Years in the loss category), 50% (2-3 Years in
the loss category) and 40% (Over 3 Years in the loss category) of the FSV of the property is
considered as the covered portion of the property mortgaged advances in the loss category as per
the Memo.( dated 18 December 2005 issued by the bank.)

As per Central Bank circular issued on December 05, 2006, The Bank has to make a general
provision of 0.9% on total performing loans and advances and overdue loans and advances net of
interest in suspense that has been debited to the respective accounts, except for loans given by
pledging cash margin accounts, pawning advances and loans granted against government
securities until the provision is accumulated to 1% of the said performing loans by the 31 March
20009.
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2.2.3 Cashand Cash Equivalents

Cash and cash equivalents are defined as 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.

For the purpose of cash flow statement, cash and cash equivalents consist of cash in hand and
deposits in banks net of outstanding bank overdrafts. Investments with short maturities i.e. three
months or less from the date of acquisition are also treated as cash equivalents.
2.2.4 Property, Plantand Equipment
a) Cost
Property, Plant and Equipment are recorded at cost less accumulated depreciation and less
any impairment in value. Such cost includes the cost of replacing part of the plant and
equipment when that costis incurred, if the recognition criteria are met.
b) Depreciation
The provision for depreciation is calculated by using a straight-line method on the cost of all

property, plant and equipment other than freehold land, in order to write off such amounts
over the estimated useful lives. The principal annual rates used are;

Computer Software 33.Fannum
Computer Equipment 29%r annum
Office Equipment 2@®ér annum
Motor Vehicles 20%6r annum
Furniture & Other Equipment 15%r annum
Iron Safes 10%r annum

c) De-recognition

An item of Property, Plant and Equipment is de-recognised upon disposal or when no future
economic benefits are expected from its use or disposal. Any gain or loss arising on de-
recognition of the asset (calculated as the difference between the net disposal proceeds and
the carrying amount of the asset) is included in the income statement in the year the asset is
derecognized.

2.2.5 Leases
Finance Leases —where the Bank is the Lessee

Finance leases, which transfer to the Bank substantially all the risks and benefits incidental to
ownership of the leased item, are capitalised at the inception of the lease at the fair value of the
leased property or, if lower, at the present value of the minimum lease payments. Lease payments
are apportioned between the finance charges and reduction of the lease liability so as to achieve a
constant rate of interest on the remaining balance of the liability. Finance charges are charged
reflected in the income statement.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset
and the lease term, if there is no reasonable certainty that the Bank will obtain ownership by the
end of the lease term. The depreciation policy for depreciable leased assets is consistent with that
for depreciable asset that are owned as described in 2.2.4.
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{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2.2.6

2.2.7

e

23.1

2.3.2

Investments

Cost of investment includes purchase cost and acquisition charges such as brokerages, fees, duties
and bank regulatory fees. The company distinguishes and presents current and non current
investment in the balance sheet.

a) CurrentInvestments
Current investments are stated at market value or the lower of cost and marker value.

When Current investments are stated at lower of cost and market value, carrying amount is
determined on an aggregate portfolio basis in total.

Unrealized gains and losses on current investments carried at market value i.e. reduction to
market value and reversals of such reductions required to reflect current investments at the
lower of cost and market value, are credited or charged to the Income Statement.

b) Long Term Investments

Long term investments are stated at cost. Carrying amounts are reduced to recognize a decline
other than temporary, determined for each investment individually. These reductions for other
than temporary declines in carrying amounts are charged to income statement.

Other Assets

All other assets are valued net of specific provision, where necessary, so as to reduce the carrying
value of such assets to their estimated realizable value.

Liabilities and Provision
Provisions

Provisions are recognized when the Bank has a present obligation (legal or constructive) as a
result of a past event, where it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation and a reliable estimate can be made of the amount
of the obligation. If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market
assessments of the time value of money and, where appropriate, the risks specific to the liability.
Where discounting is used, the increase in the provision due to the passage of time is recognized as
an interest expense.

Commitment and Contingencies
All discernible risks are accoutered for in determining amount of other liabilities.
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

2.3.3

234

2.3.5

2.4

24.1

Retirement Benefit Obligations
(a) Defined Benefit Plan - Gratuity

The Company measures the present value of the promised retirement benefits of gratuity which is
a defined benefit plan with the advice of an actuary every year using accrued benefit valuation
method / projected benefits valuation method. Actuarial gains and losses are recognised as income
or expenses over the expected average remaining working lives of the participants of the plan.

(b) Defined Contribution Plan — Employees Provident Fund & Employees' Trust Fund

Employees are eligible for Employees' Provident Fund Contributions and Employees' Trust Fund

Contributions in line with respective Statutes and Regulations. The Bank contributes 15 % and 3
% of gross emoluments of employees to Employees' Provident Fund and Employees' Trust Fund
respectively.

Grants & Subsidies

Grants are recognised where there is reasonable assurance that the grant will be received and all
attaching conditions will be complied with. When the grant relates to an expense item, it is
recognised as income over the period necessary to match the grant on a systematic basis to the
costs that it is intended to compensate. Where the grant relates to an asset, it is set up as deferred
income. Where the Company receives non-monetary grants, the asset and that grant are recorded
at nominal amounts and is released to the income statement over the expected useful life of the
relevant asset by equal annual installments

pawning Emergency Fund
2% on pawning interest income is transferred to a suspense account to meet the future liabilities
on pawning.

Statement of Income
Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Bank and the revenue and associated costs incurred or to be incurred can be reliably measured.
Revenue is measured at the fair value of the consideration received or receivable net of trade
discounts and sales taxes. The following specific criteria are used for the purpose of recognition of
revenue.

() Interest Income from Customer Advances

Interest Income from Customer Advances is recognized on an accrual basis. Interest ceases to
be taken into revenue when the recovery of interest and/or principal is in arrears for over three
(3) months. Thereatfter, interest on advances is accounted for on a cash basis. Interest on non-
performing loans and advances is credited to the “Interest in Suspense” account, which is
netted in the Balance Sheet against the relevant balance.
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{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

(b) Interest Income from Other Sources

Interest Income on Government of Sri Lanka Treasury Bills and Central Bank Securities is
recognized on an accrual basis. Discounts on purchase are amortized to income on a straight-
line basis over periods to maturity.

(c) Feesand CommissionIncome

Fees and commission income comprise mainly of fees receivable from customers for
guarantees and other services provided by the Bank. Such income is recognized as revenue as
the services are provided.

(d) Dividend Income
Dividend income is recognised in the period in which dividend is declared.
(e) Recovery of Non-performing Loans and Advances

Interest recovered from non-performing loans and advances is recognized as income on a
cash basis.

(f) Grants -Capital received are amortised over the useful lifetime of the corresponding assets.

(g) Accounting for Lease Income

The Bank follows the finance lease method of accounting for lease income as recommended
by Sri Lanka Accounting Standard No. 19.

The excess of aggregate lease rentals receivables over the cost of the leased assets constitutes
the total unearned lease income at the commencement of a lease. The unearned lease income
is taken into income over the term of the lease commencing with the month in which the lease

is executed in proportion to the declining receivable balance.

Gross earnings under finance leases in respect of lease rentals due, cease to be taken to
revenue when they are in arrears for over three months. Thereafter, such income is

recognised on cash basis.

2.4.2 Terminal Benefits

The amount provided for as retirement gratuities are charged to the Income Statement.

2.4.3 Expenditure Recognition

(a) Expenses are recognized 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 have been charged to income in arriving at the profit for the year.

(b) Forthe purpose of presentation of the Income Statement the Directors are of the opinion that
nature of expenses method presents fairly the elements of the Bank's performance, and hence
such presentation method is adopted.
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMIENBSThe Year Ended 31 December 2009

3. INCOME

Gross Income

Interest Income (4)
Other Income  (6)

4. INTEREST INCOME

Loans and Advances
Treasury Bills/Bonds and Placements with other Banks

5. INTEREST EXPENSE

Customer Deposits

Borrowings and Refinance

Debenture Interest

Overdraft Interest

Interest on Reverse Repurchase Agreements

6. OTHER INCOME

Fee and Commission Income

Dividends

Profit From Disposal of Assets
Amortization of Capital Government Grant
Amortization of Revenue Grant

Credit Guarantee Fees

Insurance Claim Income

Pawning Auction Income

. OPERATING EXPENSES

Operating expenses include the following ;

Personnel Costs
Salaries

E.P.F

E.T.F

Premises, Equipment and Establishment Expenses
Transport Charges

Fee and Commission Expenses
Expenses on Litigation
Chairman's Fees and Emoluments
Directors' Emoluments

Auditors' Remuneration

Other Overhead Expenses
Depreciation

Donations

Advertising

2009
Rs.

1,494,969,905

2008
Rs.

1,336,136,477

1,494,969,905

1,336,136,477

1,453,718,318

1,306,714,724

41,251,587 29,421,753
1,494,969,905 1,336,136,477

2009 2008

Rs. Rs.

1,168,994,657
284,723,662

1,069,086,460
237,628,264

1,453,718,318

1,306,714,724

2009 2008
Rs. Rs.
683,710,859 602,607,060
14,867,245 21,013,446
10,289,226 10,289,226
35,754 7,272
3,598,743 3,334,945
712,501,828 637,251,950
2009 2008
Rs. Rs.
41,086,564 24,811,244
23,127 16,088
- 142,434
- 422,294
141,896 178,144
- 114,331
- 3,000,000
- 737,218
41,251,587 29,421,753
2009 2008
Rs. Rs.
207,615,620 168,213,644
45,411,055 22,159,231
5,454,226 4,435,017
258,480,900 194,807,893
506,047 451,003
506,047 451,003
574,452 559,058
236,711 334,327
100,500 98,400
488,653 465,750
1,400,316 1,457,535
12,611,799 13,448,806
655,827 135,420
15,888,799 8,974,156
29,156,425 22,558,382
289,543,689 219,274,812
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{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

8.

INCOME TAX EXPENSE

Current Income Tax

Current Tax Expense on Ordinary Activities for the Year (8.1)
Under/(Over) Provision of current taxes in respect of prior years
Social Responsibity Levy

Deferred Income Tax

Deferred Taxation Charge/(Reversal) (8.2)

8.1 Reconciliation between Current Tax Expense and the product of Accounting Profit.

Accounting Profit (Profit Before Tax )
Aggregate Disallowed Items
Aggregate Allowable Expenses

Statutory Income from Trade

Taxable Income

Taxation Rate
Tax Liability for the year of Assessment 2007/08

Current Income Tax Expense

8.2 Deferred Tax Expense/(Income)

Deferred Tax Income arising due to
Origination and Reversal of Timing Differences

8.3 Deferred Tax has been computed using current tax rate.

9. DIVIDENDS PAID AND PROPOSED

Declared and Paid During the Year

Equity Dividends on Ordinary Shares :
Final Dividend for 2007 : Rs.1.20 per share
Final Dividend for 2008 : Rs.1.25 per share

2009 2008
Rs. Rs.
131,029,354 121,566,020
- (352,022)
1,993,565 1,233,660
1,749,713 (9,929,762)
134,772,632 112,517,896
2009 2008
Rs. Rs.
218,372,257 208,787,021
171,845,594 151,948,770
(15,848,268) (13,659,349)
374,369,583 347,076,441
374,369,583 347,076,441
35% 35%
131,029,354 121,476,754
131,029,354 121,566,020
1,749,713 (9,929,762)
1,749,713 (9,929,762)
2009 2008
Rs. Rs.
- 18,000,000.00
18,750,000 -
18,750,000 18,000,000.00

Proposed for Approval at AGM (not Recognised as a Liability as at 31 December, 2009 )

Equity Dividends on Ordinary Shares :
Final Dividend for 2009: Rs.0.80 per share

12,000,000
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMIENBSThe Year Ended 31 December 2009

10. EARNINGS PER SHARE

10.1 'Basic Earnings Per Share is calculated by dividing the net profit for the year attributable to ordinary shareholders by the weighted
average number of ordinary shares outstanding during the year. The weighted average number of ordinary shares

outstanding during the year and the previous year are adjusted for events that have changed the number of ordinary

shares outstanding, without a corresponding change in the resources such as a bonus issue.

10.2 The following reflects the income and share data used in the basic Earnings Per Share computations.

2009 2008
Rs. Rs.
Amount Used as the Numerator
Net Profit 83,599,625 96,269,125
Net Profit Attributable to Ordinary Shareholders for Basic Earnings Per Share 83,599,625 96,269,125
2009 2008
Number Number

Number of Ordinary Shares Used as Denominator
Weighted Average number of Ordinary Shares in issue 15,000,000 15,000,000
Applicable to Basic Earnings Per Share

Adjusted Weighted Average number of Ordinary Shares applicable to Basic Earnings Per Share 15,000,000 15,000,000
Earnings Per Share 5.57 6.42
11. CASH AND SHORT TERM FUNDS 2009 2008
Rs. Rs.
Cash in Hand 23,016,905 21,865,699
Cash at Bank 157,168 36,559,623
Cash in Transit 1,200,000 663,000
Commemorative Coins - 37,000
24,374,073 59,125,322

12. TREASURY BILLS AND OTHER SECURITIES ELIGIBLE FOR REDISCOUNTING WITH THE CENTRAL BANK

2009 2008
Non Current Rs. Rs.
Treasury Bonds 263,490,241 384,187,660
263,490,241 384,187,660
Current
Treasury Bills 389,538,084 577,855,908
Repurchase Agreements 90,000,000 40,000,000
479,538,084 617,855,908
Total Carrying Amount 743,028,325 1,002,043,569
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NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

13. OTHER INVESTMENTS

Non Current

Investments in Debentures (13.1)
Vanik Call Deposits
Provision for Vanik Call Deposit

Current

Fixed Deposits
Equity Securities (13.2)

Total Carrying amount

13.1 Investments in Debentures

Current
Vanik Incorporation Ltd.
Provision for Vanik Debentures

Non Current
DFCC Bank

13.2 Investments in Equity Securities

Quoted

D.F.C.C. Bank

Lanka Walltiles Ltd.
Merchant Bank Ltd.

People's Merchant Bank Ltd.
Kelani Tyres Ltd.

Provision for Shares -Devaluation

14. LOANS AND ADVANCES

Agricultural Loans
Animal Husbandry Loans
Fisheries Loans
Small Industries
Trade and Commerce
Housing

Against Deposits
Isuru

Consumption
Pawning Advances
Staff Loans

Non Performing Loans (Note 14.1)

Less :

2009 2008
Rs. Rs.
10,000,000 10,000,000
8,500,000 8,500,000
(8,500,000) (8,500,000)
10,000,000 10,000,000
2009 2008
Rs. Rs.
1,099,726,094 134,786,076
447,695 173,400
1,100,173,789 134,959,477
1,110,173,789 144,959,477

Face Value Carrying Value Face Value Carrying Value
2009 2009 2008 2008
Rs. Rs. Rs. Rs.
5,000,000 5,000,000 5,000,000 5,000,000
= (5,000,000) = (5,000,000)
5,000,000 - 5,000,000 -
10,000,000 10,000,000 10,000,000 10,000,000
15,000,000 10,000,000 15,000,000 10,000,000
No of Shares Carrying Value  Market Value Carrying Value Market Value
2009 2008 2009 2009 2008 2008
Rs. Rs. Rs. Rs.
361 361 14,580 60,287 14,580 19,133
1,575 1,125 45,000 90,169 45,000 39,375
3,461 3,461 274,665 67,490 274,665 25,092
800 800 16,000 28,000 16,000 23,800
3,000 3,000 175,000 201,750 175,000 66,000
525,245 447,695 525,245 173,400
(77,550) - (351,845) -
447,695 447,695 173,400 173,400
2009 2008
Rs. Rs.
237,648,798 226,754,877
20,731,258 18,819,401
2,300,620 3,160,988
146,677,237 171,239,985
457,380,335 457,267,685
498,438,574 585,168,497
352,814,008 276,337,997
42,905,457 37,532,774
502,797,926 338,829,679
3,103,582,007 2,955,901,824
136,825,268 105,216,448
293,740,055 284,907,857

Specific Provision for Non-Performing Loans and Advances (Note 16)
General Provision for Performing Loans and Overdue Advances (Note 16)

Emergency Fund Pawning
Special Provision for Loans

Interest in Suspense for Rescheduled Loans
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(185,199,241)
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SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMIENBSThe Year Ended 31 December 2009

14.1 Non Performing Loans have been categorised as follows 2009 2008
Rs. Rs.
Overdue 32,270,996 44,224,678
Substandard 43,299,600 45,397,050
Doubtful 34,884,613 36,602,002
Loss 166,127,880 143,864,277
Overdue Pawning Advances 7,292,517 2,183,150
Bad Loss Pawning Advances 9,864,450 12,636,700
293,740,055 284,907,857
15. INTEREST RECEIVABLES 2009 2008
Rs. Rs.
Interest Receivables 575,107,531 562,048,319
Less: Interest in Suspense (Note 16) (147,423,573) (128,606,613)
427,683,958 433,441,705

16. MOVEMENT IN THE PROVISION FOR LOAN LOSSES AND INTEREST IN SUSPENSE

General Specific Total Interest in

Provision Provision Provision Suspense

Against Against Against

Advances Advances Advances

Rs Rs. Rs. Rs.

As at January 01,2009 17,893,881 165,770,062 183,663,943 128,606,613
Amounts Written Off - (3,022,711) (3,022,711) -
Recoveries of Advances Written Off in Previous Year - 407,498 407,498 -
Provision Made During the Year 2,884,902 22,044,392 25,101,447 -
Interest Suspense During the Year - - - 121,334,053
Suspense Interest Recovered - - - 102,517,094
As at December 31,2009 20,778,783 185,199,241 205,978,024 147,423,573
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17. PROPERTY, PLANT AND EQUIPMENT

Bank Office Computer  Furniture , Fittings Motor Total

Safe Equipment Accessories & Others Vehicles

Rs. Rs. Rs. Rs. Rs. Rs.
Cost
Balance as at 01/01/2009 23,235,588 18,179,307 30,723,980 22,908,470 16,860,185 111,907,529
Additions During the year 2,108,279 4,756,843 16,952,791 3,506,043 6,112,350 33,436,307
Disposals during the year - (642,736) (1,031,652) (634,477) (2,308,865)
Balance as at 31/12/2009 25,343,867 22,293,414 46,645,119 25,780,036 22,972,535 143,034,971
Working Progress
Additions for the year - 833,259 263,008 - - 1,096,267
Balance as at 31/12/2009 - 833,259 263,008 - - 1,096,267
Assets on Finance Lease
Balance as at 01/01/2009 - 3,048,000 6,834,000 - - 9,882,000
Transfer During the year (3,048,000) (6,834,000) (9,882,000)
Balance as at 31/12/2009 - - - - - -
Total Value of Depreciable Assets 25,343,867 23,126,673 46,908,127 25,780,036 22,972,535 144,131,238
Accumulated Depreciation
Balance as at 01/01/2009 14,106,400 16,331,782 28,610,873 13,531,607 15,393,499 87,974,161
Charge for the year 1,810,551 1,924,833 5,755,622 2,386,136 734,656 12,611,799
Disposals during the year - (621,663) (870,663) (611,873) (2,104,200)
Balance as at 31/12/2009 15,916,951 17,634,952 33,495,832 15,305,870 16,128,155 98,481,760
Assets on Finance Lease
Balance as at 01/01/2009 - 1,828,800 5,125,500 - - 6,954,300
Transfer The During The Year - (1,828,800) (5,125,500) - - (6,954,300)
Balance as at 31/12/2009 - - - - - -
Total Depreciation 15,916,951 17,634,952 33,495,832 15,305,870 16,128,155 98,481,760

2009 2008
17.1 Net Book Values Rs. Rs.

At Cost or Valuation
Bank Safe 9,426,916 9,129,188
Office Equipment 5,491,722 3,676,335
Computer Accessories 13,412,295 7,238,598
Furniture , Fittings & Others 10,474,166 9,376,863
Motor Vehicles 6,844,380 1,466,686

45,649,478 30,887,669

Assets on Finance Leases

Office Equipment - 1,219,200
Computer Accessories - 1,708,500
- 2,927,700
Total Carrying Amount of Property, Plant and Equipment 45,649,478 33,815,369
18. OTHER ASSETS 2009 2008
Rs. Rs.
Deposits and Prepayments 8,087,048 6,728,496
Other Debtors 66,899,369 26,925,038
Provision for Doubtful Debts (Other Debtors) (172,125) (172,125)
74,814,292 33,481,408
2009 2008
19. DEPOSITS FROM CUSTOMERS Rs. Rs.
Savings Deposits (19.1) 2,867,599,860  2,484,374,918
Time Deposits (19.2) 3,789,041,633  3,167,698,086

6,656,641,492 5,652,073,004
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NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

19.1 Savings Deposits

Ordinary Savings Deposits
Vanitha Diriya

Isuru Savings

Athamaru Savings

Seettu Deposits

Sivranga Sena Diriya
Development Deposits
Suresa Deposits

Ran Piyaum

Lamadiriya Deposits
Lamadiriya Singithipethum
Lamadiriya Sisumina
Thurunudiriya Sarasavi Varam
Punchi Investment Deposits
Society Savings

Other Deposits

Supiri Savings

Business Investment

19.2 Time Deposits

Fixed Deposits

Call Deposits

Development Savings Certificates
Sabaragamuwa Gold Certificates
Yasaisuru Thilinapath

Lamadiriya Prasada Thilina
Nawaruwan

20. BORROWINGS

Bank Overdraft

Refinance Borrowings- Central Bank
Refinance Borrowings- Other Institutions

Lease Liabilities (20.1)

Borrowing under Repurchase Agreement(20. 2)

Due within One Year
1-5 Years
After Five Years

20.1 Lease Liability

DFCC Bank (20. 1. 1)

20.1.1 Lease Liability

DFCC Bank

20.2 Reverse Repurchase Agreement

Reverse Repurchase Agreements (20. 2. 1)

20.2.1 Reverse Repurchase Agreement

Reverse Repurchase Agreements

2009 2008
Rs. Rs.

1,519,664,257 1,302,803,027

111,131,611 88,189,278
26,368,512 23,771,444
76,022 64,684
288,159,032 238,327,788
917,317 -
606,990,303 578,292,267
15,416,757 17,003,433
4,344,594 5,168,017
212,326,907 193,413,731
10,543,015 9,614,257
1,929,311 1,974,643
132,743 276,403
6,355,988 7,176,748
26,938,131 16,791,291
1,672 3,949
26,900,415 680,837
9,403,273 823,122
2,867,599,860 2,484,374,918
2009 2008
Rs. Rs.
2,889,907,319 2,718,591,968
50,242,812 47,005,216
10,893,298 13,284,652
631,490,253 294,527,319
82,131,135 53,619,384
3,075,000 2,580,000
121,301,815 38,089,546
3,789,041,633 3,167,698,086
2009 2008
Rs. Rs.
701098 -
91,071,119 127,351,153
105,206,111 154,655,218
- 3,193,575
- 75,000,000
196,978,328 # 360,199,946
93,956,577 218,950,602
83,610,663 116,441,143
18,709,990 24,808,201
196,978,328 360,199,946
2009 2009 2009 2008
Total Amount Repayable Amount Repayable Total
Within 1 Year After 1 Year
Rs. Rs. Rs. Rs.
- - - 3,193,575
- - - 3,193,575
As At New Lease Repayment As At
01.01.2009 Obtained 31.12.2009
Rs. Rs. Rs. Rs.
3,193,575 - 3,193,575 -
3,193,575 - 3,193,575 -
2009 2009 2008 2008
Amount Repayable Total Amount Repayable Total
Within 1 Year Within 1 Year
Rs. Rs. Rs. Rs.
- - 75,000,000 75,000,000
- - 75,000,000 75,000,000
As At Reverse Reverse As At
01.01.2009 Repurchase Investment Repurchase Matured 31.12.2009
Rs. Rs. Rs. Rs.
75,000,000 360,355,112 (435,355,112)
75,000,000 360,355,112 (435,355,112) -
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21.  OTHER LIABILITIES 2,009 2008
Rs. Rs.
Accrued Expenditure 31,391,447 29,235,765
Debenture Interest Payable 46,912,293 36,623,067
Provision for Gratuity (21.1) 88,377,964 81,084,635
Other Creditors 300,597,753 237,988,287
Income Tax Provision 67,080,609 47,425,556
Staff Medical Fund 10,386,398 4,225,589
Ranawiru Funds 25,662 3,055.00
544,772,126 436,585,955
21.1  Provision for Gratuity
As At Charge for ~ Payments during As At
01.01.2009 the year the year 31.12.2009
Rs. Rs. Rs. Rs.
Retirement Benefit Obligation - Gratuity 81,084,635 7,426,937 (151,606) 88,377,964
22  DEFERRED TAX ASSETS/ LIABILITIES
Deferred Tax Assets , Liabilities and Income Relates to the Followings
Balance Sheet Income Statement
2009 2008 2009 2008
Rs. Rs. Rs. Rs.
Deferred Tax Liability
Capital allowances for tax purposes 4,482,071 (830,024) (5,312,095) 3,598,528
4,482,071 830,024
Deferred Tax Assets
Defined Benefit Plans 30,932,287 28,379,622 2,552,665 4,139,206
General Provision for Performing Loans and Advances 7,272,574 6,262,858 1,009,716 2,192,028

38,204,861 34,642,480

Deferred income tax income / (expense ) (1,749,713) 9,929,762
Reflected in the Balance Sheet as follows
Deferred Tax Assets 38,204,861 34,642,480
Deferred Tax Liabilities 4,482,071 830,024
Deferred Tax Assets /Liabilities (Net) 33,722,791 35,472,504
23  GOVERNMENT GRANTS 2009 2008
Rs. Rs.
Balance as at Beginning of the Year 232,303 832,741
Grant Received During the Year - -
Amortisation During the Year (141,896) (600,438)
Balance as at the end of the Year 90,407 232,303
24  DEBENTURES
2009 2009 2008 2008
Amount Total Amount Total
Repayable Repayable
Befour 1 Year After 1 Year
Rs. Rs. Rs. Rs.
Debentures (24.1) 85,743,551 85,743,551 85,743,551 85,743,551
24.1 Debentures As At New Issues Redemption As At
01.01.2009 31.12.2009
Rs. Rs. Rs. Rs.
12% Debentures Unsecured 85,743,551 - - 85,743,551

The above Debentures have been issued in 1st March 2000 and required to be redeemed after Ten Years from the date of the issue.
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25. STATED CAPITAL
25.1 Stated Capital

Ordinary Shares

2009

Number

15,000,000

Rs.

150,000,000
150,000,000

2008
Number Rs.
15,000,000 150,000,000
150,000,000

The total amount received by the company or due and payable to company in respect of the issue and calls of the shares are referred

to as Stated Capital.

25.2The holders of ordinary shares are entitled to receive dividends as declared from time to time and are entitled to one vote per share

at a meeting of the share holders
Issued and Fully Paid

Number of Ordinary shares

26. STATUTORY RESERVE FUND

Statutory Reserve Fund

27. RESERVES

Development Fund

Staff Housing Loans Fund
Building Development Fund
Special Reserves Fund
General Reserves Fund

27.1 Movement of Reserves During the Year

Development Fund

Staff Housing Loans Fund
Building Development Fund
Special Reserves Fund
General Reserves Fund

At the Issued for Issued for At the
beginning Cash During Non cash End
of the Year the Year Consideration of the Year
1/1/2009 31/12/2009
Number Number Number Number
15,000,000 - - 15,000,000
Balance as at Appropriations Transfers Balance as at
01/01/2009 During From/to 31/12/2009
the year Reserves
Rs. Rs. Rs. Rs.
19,942,103 4,179,981 - 24,122,084
2009 2008
Rs. Rs.
39,857,482 31,915,518
166,646 166,646
81,844 81,844
41,893,632 33,951,667
244,582,253 188,988,502
326,581,853 255,104,178
Balance as at Appropriations Transfers Balance as at
01/01/2009 During From 31/12/2009
the year Reserves
Rs. Rs. Rs. Rs.
31,915,518 77,941,964 - 39,857,482
166,646 - - 166,646
81,844 - - 81,844
33,951,667 7,941,964 - 41,893,632
188,988,502 55,593750 - 244,582,253
255,104,178 71,477,680 - 326,581,857

28. EVENTS OCCURRING AFTER THE BALANCE SHEET DATE

The Bank Has Proposed 8 % of Final Dividends after the Balance sheet Date.

There have been no material events occurred after the Balance Sheet date that requires adjestment to or disclosure in the Financial

Statements other than disclosed above.

29.COMPARATIVE INFORMATION

The presentation and classification of following items in these Financial Statements are amended to ensure comparability with the current year.

As reported previously:

OTHER LIABILITIES

Emergency Fund Pawning
Provision for Contingency Liability
Current Presentation:

LOANS AND ADVANCES

Emergency Fund Pawning
Special Provision for Loans

Reasons for change in the presentation and classification:

2009
Rs.

(44,579,504)
(18,468,088)

2008
Rs.

31,494,880
14,695,659

2008
Rs.

(31,494,880)
(14,695,659)

During the year the Bank decided to change its presentation of pawning emergency fund and special provision for loans since those provisions are
directly related to Loans and advances. Hence the comparative classification and presentation of Pawning emrgency fund and special provision for
loan loss were amended to conform to current presentation which is Loans and Advances.

ANNUAL REPORZ009




{ SABARAGAMUWA DEVELOPMENT BANK

NOTES TO THE FINANCIAL STATEMENDSThe Year Ended 31 December 2009

30. DIRECTORS' INTEREST IN CONTRACTS

Transactions with Key Management Personnel of the Bank or its parent

The key management personnel of the Bank are the members of its Board of Directors.
The Directors of the Bank during the financial year were:

Mr. B.F. Siyambalapitiya (Chairman-Appointed on January 03, 2006)
Mr. H.M. Hennayake Bandara (Appointed on January 30, 2006)
Mrs. K. Siriwardana (Appointed on January 31, 2006)

Mr. N.M.D.Navarathne (Appointed on March 31, 2008)

Mr. W.M.Aariyaghana - Regional Manaegr - People's Bank ,Zonal Office,No 54,New Town , Ratnapura.
Mr.H.K.W.Gunasigha-Assistant General Manager,BOC Sabaragamuwa Province Office,Ratnapura

30.1 DIRECTORS' INTEREST IN CONTRACTS (CONT..)

During the year, the Bank has entered in to transactions with the following Related Parties.

Mr. H.M. Hennayaka Bandara is a Director of the Bank, is also the Deputy General Manager of National Saving Bank, with which, the Bank has invested
in Fixed Deposit amounting to Rs 375,000,000/- as at December 31, 2009 and During the current financial period Rs.12,023,698.63 and Rs.
12,518,289.53 was received from the said Bank as an Interest Income from investment in Fixed Deposits and Repurchase Agreements respectivel y.

Mr. W.M.Ariyagnana was a Director of the Bank, is also Regional manager of People's Bank Rathnapura.,with wich , the Bank has had following
transaction.

The Bank maintains current accounts with the said Bank and the balance as at December 31, 2009was amounted to (Rs.10,741,032.74-)During the current
financial period Rs32,807,841.61/- and Rs. 132600374.25/- was received from the said Bank as an Interest income from investment in Fixed Deposits

and Repurchase Agreements respectively.

Mr.H.K.W. Gunasinghe was a Director of the Bank, is also Assistant General Managerger of Bank of Ceylon Regional Branch Rat hnapura.,with wich ,
the Bank has had following transaction.

The Bank maintains current accounts with the said Bank and the balance as at December 31, 2009was amounted to (Rs.7,680,127.18-)During the current
financial period Rs38,989,726,01/- and Rs. 5,772,049.12/- was received from the said Bank as an Interest income from investment in Fixed Deposits and
Repurchase Agreements respectively.

Mrs.Kamal Siriwardena and Mr.N.M.D.Navarathna are Directors of the Bank,are also the Directors of Government Treasury, with which, the Bank has
no direct or indirect transactions.

Key Management Personnel Compensation

2009 2008
Rs. Rs.
Short-term employee benefits 6,257,071 2,670,366
Post-employment benefits (Gratuity) 3,126,419 265,712
9,383,490 2,936,078
2009 2008
Rs. Rs.
Other Transactions with Key Management Personnel
Loans to Key Management Personnel
As at 1 January 2009 1,077,974 1,148,648
Loans advanced during the year 771,660 234,000
Loan repayments received (298,812) (304,674)
As at 31 December 2009 1,550,822 1,077,974
Interest charged during the year 100,636 54,771
31. COMMITMENTS AND CONTINGENCIES
Financial Commitments 2009 2008
Rs. Rs.
Bank Guarantees 550,000 315,000
550,000 315,000

The guarantee expires during January 18, 2009 to January 18, 2010. Based on the information currently available, directors do not expect a
liability to arise from this guarantee.

Contingent Liabilities

Legal Claims:

The Bank is a defendant in a lawsuit in respect of two Labour Tribunal cases, for which its maximum liability can not be predicted as these
are sub juice. Although there can be no assurance, the directors believe, based on the information currently available, that the ultimate
resolution of such legal procedures would not likely to have a material adverse effect on the results of operations, financial position or
liquidity. Accordingly no provision for any liability has been made in these financial statements.

Deemed Dividend Tax

If the Bank declared at least 17,183,131/= dividends on or before September 30, 2010, the Bank will not be liable for the Deemed Dividend
Tax.
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32 CASH AND CASH EQUIVALENTS IN CASH FLOW STATEMENT

Components of Cash and Cash Equivalents for the purpose of the Cash Flow Statements

32.1 Favourable Cash and Cash Equivalents balance 2009 2008
Rs. Rs.
Cash and Short Term Funds 24,374,073 59,125,322
Repurchase Agreements 90,000,000 40,000,000
Total Cash and Cash Equivalents for the Purpose of Cash Flow Statement 114,374,073 99,125,322

33 RELATED PARTY DISCLOSURES

Except for the matters stated in Note 30 to these financial statements there were no related party transactions during the year.
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35. SIGNIFICANT RISK ASSOCIATED WITH THE BANK'S OPERATIONS
CREDITRISK

Credit Risk is minimized by controlling the various stages of the credit facility. Therefore, a rigorous appraisal, approval and
disbursement procedure has to be put in place to mitigate the risks. Line management has been given specific limits for credit
approvals. Need assessment is done at origin by field visits. Appraisal is a joint function at branch level. Once approved,
documentation is examined by the next higher authority before disbursement. Approved limits are reviewed by the next higher
authority within 60 days. The Recoveries Committee meets monthly to monitor the amortization process. It identifies and
segregates the problem areas and puts into motion a programm to remedy the position. As the quantity is large against the volume,
clusters of problem loan customers are made the responsibility of different levels of line management. Enhancing the risk
awareness at all levels of staff is also done by this committee at training workshops and at the quarterly review meeting of branch
managers. Adequate training for delinquency management has been given to the field staff.

Specific and general provisions are made on the non-performing portfolio as per the directions given by the Central Bank.
Moreover, voluntary provisions have been made in order to keep the provisions at 81% of the NPL. Provisioning for NPL during
the year under review is 0.85% of the amount outstanding, 4.35% of the loan interest earned and 11.96% of the Operations
expenditure. 64% of the loan portfolio is backed by collateral with a realizable value under accepted norms. Balance 36% of the
portfolio, considered as atrisk, is closely monitored.

Branch inspections carried out by the Internal Audit Division focus on the credit administration functions of the managers under
delegated authority. On the directions of the Audit Sub-Committee of the Board, a full credit audit has been done by this division in
respect of all facilities granted in the year 2005 to ensure that all relevant procedures have been followed and all covenants are
fulfilled prior to disbursement of funds.

The Management is reviewing the entire credit appraisal and review process, credit policies and procedures with a view to
introducing changes into the credit administration process where necessary.

INTEREST RATE RISK

The two factors affecting the interest rate risk are the Mismatch Risk and the Basis Risk. The Mismatch Risk is the risk coming
from carrying assets & liabilities maturing at different time intervals. Maturity analysis of all interest sensitive assets and
liabilities is done within five time frames. Gaps between assets and liabilities have been maintained at acceptable limits. Basis
Risk results from borrowing and lending at different rates of interest. Interest spread has been maintained at satisfactory levels, by
making adjustments under market pressures.

LIQUIDITY RISK

The Bank's ability to cover the maturing obligations in a timely and cost effective manner is the measure for the Liquidity Risk. To
mitigate this risk a healthy portfolio of gilt-edged securities is always maintained.

OPERATIONAL RISK

Operational Risks include a number of factors. These risks arise as a result of processing errors, human errors, system and
procedural failures, non-compliance with internal policies, laws and regulations, natural disasters, frauds, thefts and burglaries.
These risks can never be fully eliminated. The Board has taken steps to lessen such risks by continuously assessing the systems of
controls and checks to ascertain that an appropriate control framework is in place and to ensure sufficient indemnity cover is in
force atall times.

The Audit Sub-Committee of the Board comprising of non-executive directors, examines on a quarterly basis the quality and
effectiveness of the system of internal controls within the Bank. The Compliance Officer monitors the Banks compliance with

applicable laws and regulations. He reports to the Audit Sub-Committee. The Bank is substantially in compliance with Central
Bank directions.

MARKET RISK

Market Risk is associated mainly with investments. Exposure in long term investments has been reduced considering the
movements in interest rates. The Bank does not deal in securities other than government securities.

LEGALRISK

This risk results from legal consequences causing material or unexpected financial loss to the Bank. External legal counsel is
always taken in respect of matters which require legal advice and under specific circumstances. The legal obligations the Bank has
to meet in its capacity as a bank, taxpayer, employer and a body corporate are duly monitored. Compliance with all statutory
requirements is reported at Board level.
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