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The following describes the methodologies and assumptions used to determine fair values for those financial instruments which are not
already recorded at fair value in the Financial Statements:

For the above, which includes only instruments with maturities of less than 12 months, the carrying value is a reasonable approximation of
fair values.

The fair value of the above are estimated by discounting the estimated future cash flows using the prevailing market rates of financing as of
the reporting date with similar credit risks and maturities (Level 3).

The fair values of the above are deemed to approximate their carrying amounts as rate of returns are determined at the end of their holding
periods based on the profit generated from the relevant investments.

Risk is inherent in the Bank’s activities but is managed through a process of ongoing identification, measurement and monitoring, subject to
risk limits and other controls. This process of risk management is critical to the Bank’s continuing profitability and each individual within the
Bank is accountable for the risk exposures relating to his or her areas of responsibility. The Bank is mainly exposed to;

1. Credit Risk
2. Liquidity risk
3. Market risk

The Board of Directors is responsible for the overall risk management approach and for approving the risk management strategies
and principles. Risk Management Department (RMD) oversees the risks faced by the Bank in its internal operations and from external
environment.

The Board Integrated Risk Management Committee (BIRMC) is a subcommittee of the Board meets quarterly or more regularly as required
to review and assess the Bank’s overall risk and to focus on policy recommendations and strategies in an integrated manner. The BIRMC is
commissioned and officiated by the Board of Directors. BIRMC functions as an overall supervisory body comprising of 3 Directors.

The Bank’s Assets and Liabilities Committee (ALCO) regularly reviews and monitors the maintenance of liquidity position of the Bank and the
concentration of large deposits in order to avoid undue dependence on individual deposits. Bank monitors liquidity by way of various ratios
as required by the Board approved Asset and Liability Management Policy.

The Bank’s risks are measured using a method which reflects the expected loss likely to arise in normal circumstances. These are an estimate
of the ultimate actual loss based on statistical models.
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Monitoring and controlling risks is primarily performed based on limits established by the Bank. These limits reflect the business strategy and
market environment of the Bank as well as the level of risk that the Bank is willing to accept, with additional emphasis on selected industries.

Information compiled from all the businesses is examined and processed in order to analyse, control and identify risks on a timely basis. This
information is presented and explained to the Board of Directors, the BIRMC, and the head of each business unit.

The report includes aggregate credit exposure, Value at Risk (VaR), liquidity ratios and risk profile changes.

Concentrations arise when a number of counterparties are engaged in similar business activities, or have similar economic features that
would cause their ability to meet contractual obligations to be similarly affected by changes in economic, political or other conditions.
Concentrations indicate the relative sensitivity of the Bank's performance to developments affecting a particular industry.

Credit risk is the risk that the Bank will incur a loss because its customers or counterparties fail to discharge their contractual obligations. The
Bank manages and controls credit risk by setting limits on the amount of risk it is willing to accept for individual counterparties and industry
concentrations, and by monitoring exposures in relation to such limits.

The approach used for the assessment of impairment is elaborated under Accounting Policies (Note No. 2.3.3)

The risk arising from transactions relating to contingent liabilities (Letters of Credit, Letters of Guarantees and undrawn amount under
approved authorisations) is included under this caption. Notwithstanding the non-funded nature of these products, the Bank is prone to a
resultant financial loss due to the nature of such products, i.e. claim on guarantees, negotiation of LCs and non-utilisation of facilities.

An assessment of the credit risk of an individual at the time of issuing or enhancing a facility shall determine the amount and type of
collateral that is required.

In the event of default, the Bank may, as a remedial measure, exercise its charge of the collateral obtained at the time of approval of credit
facilities. Hence, the credit risk is eliminated to the extent of the net realisable value of such collateral, which has a weightage depending
on nature of the collateral. Management monitors the market value of such collateral and requests additional collateral if required when
reviewing the adequacy of the allowance for impairment losses.

The credit quality of financial assets is managed by the Bank using internal credit ratings. The table below shows the credit quality by class
of asset for all financial assets exposed to credit risk, based on the Bank’s internal credit rating system. The amounts presented are gross of
impairment allowances.
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Past Due
Neither Past Due Nor Impaired But Not
High Standard Sub-Standard Un-Rated Individually Individually Total
Grade Grade Grade Impaired* Impaired
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Cash and Cash Equivalents 5,338,090,636 - - - -
Balance with Central Bank
of Sri Lanka 3,543,444,781 - - - -
Placements with Banks 9,264,699,249 - - - -
Placements with Licensed
Finance Companies 2,427,970,097 - - - -
Derivative Financial Assets 445,709,529 23,211 - - -
Financial Assets Measured at Fair
Value through Profit or Loss 10,321,200 102,927,908 - - -
Financial Assets at Amortised
Cost - Financing and Receivables
to Other Customers 25,014,181,007 27,174,059,894 67,009,029 - 696,026,769 954,989,976
Financial Assets Measured at
Fair Value through Other
Comprehensive Income 183,662,424 2,993,000 -
Other Assets - Financial 338,550 - - 585,366,283 - -
Total 46,044,755,049 27,460,673,437 67,009,029 588,359,283 696,026,769 954,989,976
Past Due
Neither Past Due Nor Impaired But Not
High Standard Sub-Standard Un-Rated Individually Individually Total
Grade Grade Grade Impaired* Impaired
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Cash and Cash Equivalents 5,859,766,950 - - - - 5,859,766,950
Balance with Central Bank
of Sri Lanka 4,127,811,572 - - - - 4,127,811,572
Placements with Banks 5,285,796,238 - - - - 5285,796,238
Placements with Licensed
Finance Companies 2,112,166,496 - - - - 2,112,166,496
Derivative Financial Assets 126,799,006 817,656 - - - 127,616,662
Financial Investments
- Held for Trading 41,645,557 - - - 41,645,557
Financial Assets at Amortised Cost -
Financing and Receivables to
Other Customers 17,584,882,213 24,956,694,692 78,415,155 - 337,537,798 482,911,180 43,440,441,038
Financial Investments
- Available for Sale 16,497,000 303,774,501 2,993,000 - 323,264,501
Other Assets - Financial 284,068 - - 388,606,227 - - 388,890,295
Total 35,114,003,543 25,302,932,406 78,415,155 391,599,227 337,537,798 482,911,180 61,707,399,309

*  Age Analysis of Past due but not individually impaired financing by class of Financial Assets
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Past Due But Not Individually Impaired

Less than More than
30 days 30 to 59 days 60 to 89 days 89 days Total
Rs. Rs. Rs. Rs. Rs.
Financing and Receivables to Other Customers
- 31 December 2018 65,011,175 33,528,165 73,536,537 523,950,892
Financing and Receivables to Other Customers
- 31 December 2017 14,170,768 8,367,610 31,819,092 283,180,328 337,537,798

Maximum exposure to credit risk is reviewed/monitored without taking account of any collateral and other credit enhancements. The
Concentration risk is monitored by industry. The following table shows the maximum exposure to credit risk for the components of the
Statement of Financial Position, including sector.
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The following table shows the risk concentration by industry for the components of the Statement of Financial Position.

Financial Assets as at 31 December 2018 Government Banks, Financial  Agriculture and Manufacturing
and Business Fishing
Services

Rs. Rs. Rs. Rs.
Cash and Cash Equivalents - 5,338,090,636 - -
Balance with Central Bank of Sri Lanka 3,543,444,781 - - -
Placements with Banks - 9,264,699,249 - -
Placements with Licensed Finance Companies - 2,427,970,097 - -
Derivative Financial Assets - 445,709,528 - 23,212
Financial Assets Measured at Fair Value through Profit or Loss - 1,023,080 - 61,425,268
Financial Assets at Amortised Cost - Financing and Receivables - 690,778,673 8,667,254,030 6,917,364,736

to Other Customers
Financial Assets Measured at Fair Value through Other Comprehensive Income - 186,655,424 - -
Other Assets - Financial 341,087,396 21,251,987 - -
Total 3,884,532,177 18,376,178,674 8,667,254,030 6,978,813,216
Financial Assets as at 31 December 2017 Government Banks, Financial ~ Agriculture and Manufacturing
and Business Fishing
Services

Rs. Rs. Rs. Rs.
Cash and Cash Equivalents - 5,859,766,950 - -
Balance with Central Bank of Sri Lanka 4,127,811,572 - - -
Placements with Banks - 5,285,796,238 - -
Placements with Licensed Finance Companies - 2,112,166,496 - -
Derivative Financial Assets - 126,799,006 - -
Financial Investments - Held for Trading - 3,618,309 - 17,579,073
Financial Assets at Amortised Cost - Financing and Receivables - 126,841,669 7,127,658,590 7,459,433,920

to Other Customers

Financial Investments - Available for Sale - 219,066,440 - 38,308,483
Other Assets - Financial 180,011,360 34,147,140 - -
Total 4,307,822,932 13,768,202,248 7,127,658,590 7,515,321,476
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Tourism Transportation Construction Wholesale & Information  Infrastructure Services Consumers Total
& Storage Retail Trade Technology And
Communication
Services
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
- - 10,321,200 40,479,560 - - - -
674,881,931  2,017,543,808  8,169,038,748 15,521,433,465 207,724,073 603,693,240 689,935,720  9,746,618,251
- - - - - - 37,833,223 185,532,227
674,881,931  2,017,543,808  8,179,359,948 15,561,913,025 207,724,073 603,693,240 727,768,943  9,932,150,478
Tourism Transportation Construction Wholesale & Information  Infrastructure Services Consumers Total
& Storage Retail Trade Technology And
Communication
Services
Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs. Rs.
- - - - - - - - 5,859,766,950
R R R - - - - - 4,127,811,572
- - - - - - - - 5,285796,238
B N _ - - - - - 2,112,166,496
- - - 817,656 - - - - 127,616,662
- - - 12,358,175 - 8,090,000 - - 41,645,557
693,991,766 672,508,862  6,498,301,669  9,595,514,369 272,551,395 268,259,334  1,682,616,447  9,042,763,017 43,440,441,038
- - 16,497,000 29,194,268 - 20,198,310 - - 323,264,501
- - - - - - 24,704,304 150,027,491 388,890,295
693,991,766 672,508,862  6,514,798,669  9,637,884,468 272,551,395 296,547,644  1,707,320,751  9,192,790,508 61,707,399,309
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The following table shows the maximum exposure to credit risk by class of financial asset and the value of financial assets covered by the
collateral.

Financial Assets as at 31 December 2018 2017
Maximum Maximum
Exposure to Net Exposure to Net
Credit Risk Exposure Credit Risk Exposure
Rs. Rs. Rs. Rs.

Financial Assets at Amortised Cost - Financing and
Receivables to Other Customers 43,440,441,038  10,529,087,707
Total 43,440,441,038 _ 10,529,087,707

Liquidity risk implies the potential for loss to the Bank due to inability to meet its obligation or to fund the increase in assets as they fall due
without incurring high cost.

Internal control processes and contingency plans for managing liquidity risk have been developed by the Bank under the Assets and
Liabilities Management policy of the Bank. This incorporates an assessment of expected cash flows and the availability of liquid funds which
could be used if required.

As required by the Provisions of Section 93 of the Monetary Law Act, a cash balance is required to be maintained with Central Bank of Sri
Lanka. As at 31 December 2018, the minimum cash reserve requirement was 6.0% (2017 - 7.5%) of the Rupee liabilities of the Domestic
Banking Unit. There is no reserve requirement for foreign currency deposit liabilities of the Domestic Banking Unit.

The Bank monitors the mix of deposits closely and concentrates on mobilising zero or low cost deposits such as current accounts and savings
accounts as a source of major funding.

Liquid assets are defined for the purposes of the liquidity ratio which are mainly cash and cash equivalents and placements with banks.
Adequate liquid assets are maintained due the Bank's operational business model adopted and ensure the Statutory Liquid Asset Ratio is
maintained as per regulatory requirements.

2018 2017
Year end 84.27%
2018 2017

Year end 22.23%
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The table below summarises the maturity profile of the undiscounted cash flows (Gross) of the Bank’s Financial Assets and Financial Liabilities
as at the end of the reporting period.

Upto3 312 1-3 3-5 Over 5
Months Months Years Years Years Total
Rs. Rs. Rs. Rs. Rs. Rs.

Financial Assets
Cash and Cash Equivalents 5,338,090,636 - - - -
Balance with Central Bank

of Sri Lanka 3,543,444,781 - - - -
Placements with Banks 6,593,054,455 2,671,644,794 - - -
Placements with Licensed

Finance Companies 2,427,970,097 - - - -
Derivative Financial Assets 406,123,506 39,609,234 - - -
Financial Assets Measured at

Fair Value through Profit or Loss 113,249,108 - - - -
Financial Assets at Amortised Cost

- Financing and Receivables to

Other Customers 15,164,774,338 18,210,651,963 20,740,117,935 3,941,891,127 2,622,488,144
Financial Assets Measured at

Fair Value through Other

Comprehensive Income - - - - 186,655,424
Other Assets - Financial 264,732,482 286,798,209 34,174,142 - -
Total Undiscounted

Financial Assets 33,851,439,403 21,208,704,200 20,774,292,077 3,941,891,127 2,809,143,568
Financial Liabilities
Due to Banks 1,210,204,847 - - - -
Derivative Financial Liabilities 471,779,054 969,226,568 - - -
Financial Liabilities at Amortised

Cost - Due to Depositors 37,572,864,714 21,539,930,419 700,289,874 576,986,485 1,332,611,103
Other Liabilities - Financial 467,598,759 4,994,467 6,000,000 2,035,655 -
Total Undiscounted

Financial Liabilities 39,722,447,374 22,514,151,454 706,289,874 579,022,140 1,332,611,103
Total Net Financial Assets

/(Liabilities) (5,871,007,971) (1,305,447,254)  20,068,002,203 3,362,868,987 1,476,532,465
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Upto3 312 1-3 3-5 Over 5
Months Months Years Years Years Total
Rs. Rs. Rs. Rs. Rs. Rs.
Financial Assets
Cash and Cash Equivalents 5,859,766,950 - - - - 5,859,766,950
Balance with Central Bank
of Sri Lanka 4,127,811,572 - - - - 4,127,811,572
Placements with Banks 2,317,143,804 2,968,652,435 - - - 5,285,796,239
Placements with Licensed
Finance Companies 4,787,729 2,107,378,767 - - - 2,112,166,496
Derivative Financial Assets 64,177,414 63,439,248 - - - 127,616,662
Financial Investments
- Held for Trading 41,645,557 - - - - 41,645,557
Financial Assets at Amortised Cost -
Financing and Receivables to
Other Customers 13,695,816,865 12,766,795,005 18,318,777,978 3,009,052,947 2,701,089,295 50,491,532,090
Financial Investments
- Available for Sale - - 104,198,061 - 219,066,440 323,264,501
Other Assets - Financial 293,328,360 78,463,304 17,098,630 - - 388,890,295
Total Undiscounted
Financial Assets 26,404,478,251 17,984,728,758 18,440,074,669 3,009,052,947 2,920,155,735 68,758,490,360
Financial Liabilities
Due to Banks - - - - - -
Derivative Financial Liabilities 8,191,363 21,732,929 - - - 29,924,292
Financial Liabilities at Amortised
Cost - Due to Depositors 30,045,906,628 18,011,919,927 1,139,095,535 576,270,982 1,149,368,009 50,922,561,081
Other Liabilities - Financial 663,226,394 7,590,457 9,653,794 - - 680,470,646
Total Undiscounted
Financial Liabilities 30,717,324,385 18,041,243,313 1,148,749,329 576,270,982 1,149,368,009 51,632,956,018
Total Net Financial
Assets/(Liabilities) (4,312,846,134) (56,514,555) 17,291,325,340 2,432,781,965 1,770,787,726 17,125,534,342
As at 31 December 2018 Upto3 312 1-3 3-5 Over 5
Months Months Years Years Years Total
Rs. Rs. Rs. Rs. Rs. Rs.
Acceptances 801,225,525 477,510,340 - - -
Letters of Credit 364,276,279 919,178,964 - - -
Guarantees, Bonds 778,675,641 1,897,911,998 221,092,790 5,907,573 -
Outward Clearing Receivable 781,957,461 - - - -
Promissory Forward Sales 8,325,939,738 12,139,234,637 - - -
Promissory Forward Purchases 12,583,451,113 2,013,000,000 - - -
Commitments for
Unutilised Facilities 1,578,949,498 2,368,424,247 - - -
Bills for Collection & Other 1,231,243,953 - - - -
Total 26,445,719,208 19,815,260,186 221,092,790 5,907,573 -
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As at 31 December 2017 Upto3 312 1-3 3-5 Over 5
Months Months Years Years Years Total
Rs. Rs. Rs. Rs. Rs. Rs.
Acceptances 1,519,627,607 203,329,837 - - - 1,722,957,444
Letters of Credit 1,887,733,459 188,918,815 - - - 2,076,652,274
Guarantees, Bonds 688,885,239 1,161,996,873 230,577,169 - - 2,081,459,281
Outward Clearing Receivable 359,312,508 - - - - 359,312,508
Promissory Forward Sales 4,678,724,326 5,843,888,679 - - - 10,522,613,005
Promissory Forward Purchases 2,911,273,144 1,074,850,000 - - - 3,986,123,144

Commitments for Unutilised

Facilities 2,630,663,354 3,945,995,030 - - - 6,576,658,384
Bills for Collection & Other 487,362,797 51,939 - - - 487,414,736
Total 15,163,582,434 12,419,031,173 230,577,169 - - 27,813,190,776

Market Risk denotes the risk of losses arising out of balance sheet positions due to changes in market prices. Market risk mainly arises from
activities undertaken by the Bank's treasury and foreign exchange, equity, commodity and money market portfolios, which mainly contribute
towards market risk of the Bank. A Board approved comprehensive limit structure has been adopted by the Bank to mitigate and monitor the

market risk of the Bank.

The rate risk arises due to changes in value of financial instruments arising due to changes in market rates. The Bank is exposed to this risk
due to the mismatches in maturities of assets and liabilities that mature or are re-priced during a specified time period. In order to manage
and mitigate rate risk, the Bank's ALCO reviews the re-pricing of assets and liabilities at the ALCO meetings held regularly. Bank's rate risk
is limited due to the model adopted where all of Due to Other Customers (customer deposits) have been accepted on the Profit and Loss

sharing basis.

Upto3 3412 1-3 3-5 Over 5 Non Rate
Months Months Years Years Years Bearing Total
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Cash and Cash Equivalents 5,338,090,636
Balance with Central Bank of Sri Lanka 3,543,444,781
Placements with Banks 6,593,054,455 2,671,644,794
Placements with Licensed Finance
Companies 2,427,970,097
Derivative Financial Assets 445,732,740
Financial Assets Measured at Fair Value
through Profit or Loss 113,249,108
Financial Assets at Amortised Cost -
Financing and Receivables to
Other Customers 16,641,745,655 15,874,253,408  12,085,437,671 5,420,460,641 2,831,765,981
Financial Assets Measured at Fair Value
through Other Comprehensive Income 186,655,424
Other Assets - Financial 585,704,833
Total Assets 25,662,770,207  18,545,898,202  12,085,437,671 5,420,460,641 2,831,765,981  10,212,877,522
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Upto3 3412 1-3 3-5 Over 5 Non Rate
Months Months Years Years Years Bearing Total
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Due to Banks 1,210,204,847 - - -
Derivative Financial Liabilities - - - - 1,441,005,622
Financial Liabilities at Amortised Cost -
Due to Depositors 34,287,159,867  21,539,930,419 700,289,874 576,986,485  1,332,611,103  3,285,704,847
Other Liabilities - Financial - - - - - 480,628,881
Total Liabilities 35,497,364,714  21,539,930,419 700,289,874 576,986,485  1,332,611,103  5,207,339,350
Rate Sensitivity Gap (9,834,594,507)  (2,994,032,217) 11,385,147,797 _ 4,843,474156  1,499,154,878  5,005,538,172
Upto3 3-12 1-3 3-5 Over 5 Non Rate
Months Months Years Years Years Bearing Total
Rs. Rs. Rs. Rs. Rs. Rs. Rs.
Cash and Cash Equivalents - - 5,859,766,950 5,859,766,950
Balance with Central Bank of Sri Lanka - - - - - 4127811572  4,127,811,572
Placements with Banks 2,317,143,804  2,968,652,435 - - - - 5285796,239
Placements with Licensed Finance

Companies 4,787,729  2,107,378,767 - - - - 2112,166,496
Derivative Financial Assets - - - - - 127,616,662 127,616,662
Financial Investments - Held for Trading - - - - - 41,645,557 41,645,557
Financial Assets at Amortised Cost -

Financing and Receivables to Other

Customers 13,043,443,208  13,038,299,259  10,636,641,285  3,940,618367  2,255,141,452 - 42914143571
Financial Investments -

Available for Sale - - - - - 323,264,501 323,264,501
Other Assets - Financial - - - - - 388,890,295 388,890,295
Total Assets 15,365,374,741  18,114,330,461 _ 10,636,641,285  3,940,618,367  2,255,141,452  10,868,995,537  61,181,101,843
Derivative Financial Liabilities - - - 29,924,292 29,924,292
Financial Liabilities at Amortised Cost -

Due to Depositors 26,541,787,036  18,011,919,927 1,139,095,535 576,270,982 1,149,368,009  3,504,119,592  50,922,561,081
Other Liabilities - Financial - - - - - 680,470,646 680,470,646
Total Liabilities 26,541,787,036 _ 18,011,919,927 1,139,095,535 576,270,982 1,149,368,009  4,214,514,530  51,632,956,019
Rate Sensitivity Gap (11,176,412,295) 102,410,534  9,497,545,750  3,364,347,385 1,105,773,443  6,654,481,007
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Foreign Exchange risk which arises due to the changes in foreign exchange rates is managed by the Bank by setting and monitoring dealer,
currency, counterparty and settlement limits for On and Off Balance Sheet instruments.

Bank’s activities in the Trade Finance business results in Off Balance Sheet financial instruments. In addition, the Bank engages in interbank
promissory forward foreign exchange transactions to cover the positions created due to customer transactions. Such transactions are carried
out on a matched basis to manage the cash flows of currencies.

The currency risk is managed and monitored against the regulatory limits approved for the Bank by the Central Bank of Sri Lanka. The foreign
exchange exposures in individual currencies are managed according to the limits approved by the Board of Directors.
Currency risk arises as a result of price fluctuations in assets due to change in exchange rates. The Board of Directors has set limits for

currency wise exposures. The currency exposures are monitored on a daily basis as required by the risk management policy of the Bank.

The table below indicates the exposures in currencies the Bank carried as at 31.12.2018 and the effect of the gains/losses if the market rates
appreciate/depreciate by 5%. The calculation indicates a reasonably practical movement of currency rates against Sri Lankan Rupees.

Currency 2018 2017
5% 5% 5% 5%
Appreciation Depreciation Appreciation Depreciation
Rs. Rs. Rs. Rs.
Australian Dollars 911,044 (911,044)
Great Britain Pounds 43,143 (43,143)
Japanese Yen 2,697 (2,697)
United States Dollars (23,299,163) 23,299,163
Other Currencies 1,922,736 (1,922,736)
Total (20,419,543) 20,419,543

Equity price risk arises due to changes in individual equity prices.

The Board of Directors of the Bank has laid down sector, portfolio and loss limits to control and mitigate the risks of the equity portfolio. The
Bank also adheres to the guidelines issued by Central Bank of Sri Lanka regarding the exposure to a single entity and the total exposure limit
for the equity portfolio. The performance of the equity portfolio is monitored by the BIRMC, ALCO and the Equity Investment Committee (EIC).
The Bank engages in transactions only in Sharia compliant equities which are listed in the published “White List” of stocks.

Daily Mark-to-Market of portfolios are carried out based on the weighted average closing prices of the Colombo Stock Exchange.



