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(Chartered Accountants)
324, Sir Mohamead Macan Markar Mawatha,

P. 0. Box 1B6,
Calombo 00300, Sri Lanka

To the Sharchoiders of Vailibel Finance PLE
Report on the Audit of the Financial Statements

Opinion
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We have audited the financial statements of Vallibe! Finance PLC (“the Company”), which comprise the statement of financial position as at March 31, 2018, and the income statement,

the statement of profit or loss and other comp: Income,
including a summary of significant accounting policies and other explanatory information

In Gur opanion, the act financial
Mows for the vear then ended in accordance with Sn Lanka Accounting Standands

of changes in equity and statément of cash flows for the year then ended. and notes 10 the financial statements,

Eve a true and fair view of the financial position of the Company as at March 31, 2018, and of its financial performandce and Its cash
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Basis for Opinien
We conducied our audit in accordance with S Lanka Auditing Standards (SLAuSs). Our responsibilities under those standards are further described in the Auditor's Responsibilities for the
Auclit of the Financial Statements section of our report, We are independent of the Company in accordance with the Code of Ethics issued by CA Sri Lanka {Code of Ethics) and we have fulfiled
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our other athical responsibilities in accordance with the Code of Ethics. We balieve that the audit evidence we have cblained ks sufficient and appropriate 10 provide a basis for our opinion.

Koy Audit Matters

Hey audit matters ane those matters that, in our professional judgment, were of most significance in our audit of the inancial statements of the current period. These matters were
addressad in the context of gur audit of the Nnancial stalements &s & whole, and in Torming our oRinion thereon, and we 4o Nol provide 3 Separate opinion on Ihese matters.

1 Revenue recognition

The Company generates revenue from its lending activities by charging fees (Interest) from the customers. Management maintains Effective interest Rate (EIR) modals to detemnine
revenus recognition in accordance with the requirements of relevant accounting slandands. As describod in note 6 1 (accounng pohicy) and note 111 (intesest incoma), Company’s
interest income amount to fis. 6,256,980,109 &s at March 31, 2018 (2017: Rs. 4,587 260,244)

Nature and Area ot Focus

The EIR modeis are comipix and heavily reliant on the quality of the underlying data
fowing Into the modeds. W have identified rovenue recognition s a key audit matter as
there i3 a risk of revenue being Inaccurately recognized due 1o emors in integnty of the
underiying data. The amount of revenue recognized in a financial year Is dependent on
the occurmence of the undelying loan transactions, accuracy of the loan portfolio and the
appropriateness of the significant assumptions applied to the EIR models in relation to
the expecied maturity of each ican and Ihe timing of expected future Cash Tows

Our Response: Our awdit Procedures ncluded;

* Testing design, and op f of key COntros retating o
ha fiow of data from source systams nto the BIR models. This procodure mtiuded an
assessment of the automated Contrés by our IT specialists, 1o detérmine whather the
Input data within the EIR models was complate and accurate

= Testing the armthmetcal accuracy of the EIR modets 10 assess whathar thay wore working
as intended and in complance with the requirements of relevant accounting standards.

* Periorming analylical review procedures 10 assess whither the recognized revenus was
I fing with th sxpected lavel

= Assessing the adequacy of the disciosure in the financial statements.

2. Provision tor at Loan and

As descnbed in note 5.1.9.1 (accounting policy) and note 28.1.5, 30.1.4, 30.2.5 (Imparment provision for Lease Rental and Hire punchase receivable, impairment provision for Loan
and Recelvabic 10 oher customers), Company’s impaimment provision for Loan and Receivable amount 1o Rs. 754,832.33% as al March 31. 2018 (2017 Ra. 690,405,813)

Nature and Area of Foous

Impairment allowance the manag 's best ite of the losses incurred
within Loans and Receivabies as at the reporting date and are Assessed on an individual
and collective basis. Wi have considered the key AsSumptions and risks for each in tum

The individual provision model utiizes arrears as the primary impairment trigger. There
is a risk that ather impairment triggers are not identified on a timely basis. The other key
assumptions used in the calculation of the individua! provision include the quantum and
timing of future cash flows on impaired loans. In the estimation of fulure cash flows, the
Compary considers past payment behavior, the expectad collections approach, including
net rental income from the receiver and the value of the collateral held by the Company.

For the purposes of the colieclive provision assessment, the Company GalCulates an
emangence proviskon based on the previous 1055 expeniance for Ioans that have become
Inanvidually impalred gveriaid with managemen'l ]hﬂgﬂ'\eﬂt There is a nsk that the gverall
PIOVISION iS5 NOL refiectivie oF the Incurred nsses at the end of the perios], due to the
assumed period of time taken for the ncurmed losses 1o emargs, changes in customer
credit quatity or other market factors which are not sufficiently iIncorporated into the mosel
SUCh 85 e tax ROSILon Of DOMoWErs and Changas in rental INceme

We have identified the assessmant of the impairment of loans and advances to customers as
a ey audit matter since thers is & high degree of complexity and Judgment involved on

Our Response: Dur aedil Proceduras included;
Testing of design, implementation and operating effectivenass of key controls over
acceptance, monitoring and reporting of credit risk

* Testing of application controls, over completeness and acturacy of data extraction into
the modeis.

= Valigating of the accuracy of the colliectivg and individual Imgairmeant models by re-
performing the calcutations.

* Assessing the methodologies used against ur imerpretation of the requirsments of the
relavant accounting standands and our wider industry experence. This included the
consigeration of ng , 10 @ssess whether the current
modeled provision is sumcient

=G Thiet Bpprop of kiy ass collateral valuations and
forecast cash flows, based on our knowledge of the nusrness and industry practice and
he actual past expernience of the Company's i0an portfolios

* A Co ation of the Triggors and &ssessing whether these
ware sufficiently captured by the Company's valuation modeis

* Assessing the adequacy of the disclosures in the financial statements, including
hé desCription and appropriateness of the inherent degnee of subjectivity and key
assUmptions in the estimates.

the Company's part In estimating individual and collective credit iImpalrment provisions
Against these Ioans. These features have resulted in signifiicant audit affort 10 address
the risks andund loan recoverability and the of related Changes
1o these assumptions may considerably impact the required level of impalrment provision.
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Other Information
Management is responsibie Tor ihe other information. The other information comprises the information included in the annual report, but does not include the financial statemants and our
sudidor's raport thereon.

Qur opinion on the fimancial statements does not cover the other informaticn and we do not express any form of assurance conciusion thereon

In connection with our awdit of the financial statements, ur responsibility |s 10 réad the ather information and, in doing 50, consider whether the other & s ¥ I
with the financial stalements or our knowledge obtained in the audit or dtherwise appears to be materially misstated. If. based on the work we have performed, we conclude that these is a
material of this other ir . we are required to report that fact
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ged with Governance for the Financial Statements
of financial statements that give a true and Tair view in accordancs with Sl Lanka Accounting Standards and for such intemal control as
management determines is necessary 1o enabie the preparation of financial statements that are free from material misstatement, whether due 1o fraud or emor

In preparing the financial statements, m. is far the Compaiy's abifity to continue as a going concermn, disciosing, as apphcable, matters related to going
concesn and using the going concerm bass of accounting uniess management adher intends to liquidate the Company Of 10 Cease operations, or has ng realistic altematve but t0 do s0.

Those charged with EOVErmance are nese i6 T0F OVEISEsing the

'S financial reporting process

Auditor's Responsibilities tor the Audit of the Financial Statements

Our obyactives are 10 obtain reasonable assurance about whether the financial statements as a whole are free from matenal msstatement, whether due 10 fraud o error, and 10 Issue an
auditor's report that includes our opinion. Reasonable assurance & a high level of assurance, but is not a guarantes that an audil conductad in accordance with SLAUSS will always detect
a material msstatemant whan it axists. Misstatomants can arse from fraud or ermor and ane co material if, individually or in the , they could be expacted 10
Infiuence the economit decisions of users taken on the basis of these financial statements.
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860,965
2.72%
0.41%

746,084
2.93%
0.37%

As part of an audit in accondance with SLAUSS, we exercise professional judgment and maintain professional skepticism throughout the audst. We alsor
* ldantify and assess the sk of material misstalemant of the Fnancial statemants, whothor dua 10 fraud oF omor, design and perfonm Sudil procodures responsive 10 thoso risks, and
obtain audit evidence that Is sufficient and appropriate to provide a basis for our opinkon. The rsk of not detecting a material misstatement resuiting from frawd is higher than for one
10ns, oF the overmde of intemal control
&s that are in the cir T}

resuiting from error, as fraud may ivolve collusion, forgery, o , i
* Ostpin an understanding of intemal control redevant to the sudit in ordes 10 design audit
opinion on the effectivenass of the Company's internal control.
* Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by management.
* Conghude on the appropriateness of management's use of the @oing concerm basis of aceounting and, based on the audit evidence pbitained, whether a matenal uncertsinty exists
mlated to events or condiions that may cast significant doulbt on thi Company’s ability 10 CoNtInS 35 & BRINE concem. If we conclude that a material uncerainty exists, we ane required
10 draw attantion in our auditor's repor 10 the related disclosures in the financial statements or, if such disciosures are inadequate, 10 modify gur opinion. Dur CONClusons ang based on
the audit evidence obtained up to the date of ur auditor's report. However, future events or conditions may cause the Company 10 Cease 10 Continue: B a BOMNE Conce
* Evaluate the overall presentation, structuns and comant of the financial statements, Includng the disciosures, and whether the inancial statements represent the undeying ransactiona
and events in a manner that achieves fair prasentation
We: communicate with thase chargied with gowernance regarding. among other matters, the planned scope and timing of the audit and significant audit findings, including any significant
defickencies in intermal control that we identify during our audst

8.47%
4.45%
34.77%

T77%
4.10%
32.37%

. but not for the: purpose of expressing an

2,461,977
4,624,392
1,323,561
2,740,060

1,885,166
3,928,710
1,098,644
2,023,015

W ais0 provide those charged with givemance with a statemant that we have complied with athical requirements in accordance with tha Code of Ethics regarding independencs, and 10
communicate with them al relationships and other mattars that may ressonably ba thought to bear on our independance, and where applicatie, retated safeguards.

From the matbers communicated with those changed with governance, we determine iivose matiers that were of most significance in the audit of the financial statements of the cument
694 period and are therefore the key audit matters. Wa describe these mattérs: in dur auditor's report unléss taw or régulation preciudes public disclosurs about the mattér or when, in extremely

rare circumstances, we determing that & matier should not be communicated in our report because the adverse consequences of doing 50 would reasonably be expectad to outweigh the
public interest benefits of such communication
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Report on Other Legal and Regulatory Requirements
A5 required by section 163 (2) of the Companies Act No. 07 of 2007, we have obtained all the information and explanations that were required for the audit and, as far as appaans [rom our
, Proper accounting records have baen kept by the Company.

CA Sri Lanka membership number of the engagement partrer responsible for signing this independant audior's report is 2618

Credit Rating : BBB Stable Outlook : ICRA Lanka Brand Rating : A-
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