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THE POWER OF

TRANSFORMATIVE
BANKING

A Transformative Effect on People.
A Transformative Influence on Business.
A Transformative Role in Technology.

A Transformative Catalyst in the Economy.

Over the years, HNB has continued to serve as a catalyst in the
local economy - an agent of change that shapes the way Sri Lankans
across the island live, work and play.

Our dynamic, transformative services extend beyond banking, and

have been a growth catalyst for generations of customers, businesses
and the economy. Intrinsically linked with our nation’s progress and
development, the past 132 years have seen HNB embrace change,
transforming ourselves to consistently deliver exceptional value to every
stakeholder, and revolutionising the landscape in which we operate.

In the aftermath of a year filled with unprecedented challenges, your
Bank’s far-reaching influence and impact have never been more relevant.
Armed with the power of transformative banking, we're poised to serve
you with progressive, future ready strategies designed to empower a
nation with new possibilities of growth.
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POWERING THE ECONOMY

Rs 75 Bn

for Infrastructure
Development

Rs1ZBn

for Renewable
Energy

Rs 70Bn

Exports

Rs 442 Bn

in Government Securities

Rs 7.9 Bn

Taxes
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to the Country
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The Strategic Report

About Our Report

Our 8th Integrated Annual Report in accordance with the Integrated Reporting Framework is also our 14th report in accordance with GRI Standards/
Framework setting out a balanced review of how Hatton National Bank PLC created value during the financial year ending 31st December 2020.

Performance: Integrated Annual Report 2020

Primarily for providers of financial capital, this report will also be of interest to other stakeholders as it summarises information on the resources and
relationships used and affected by the Bank and how interactions with the external environment and the capitals impacted the ability to create value
over the short, medium and long term.

Frameworks Applied Assurance has been provided
» Companies Act No.7 of 2007 by KPMG on the Financial
Statements including the Notes

» Sri Lanka Financial Reporting Standards issued by the Institute of Chartered Accountants of Sri Lanka
to the Accounts.

» IR Framework issued by the International Integrated Reporting Council
» CR Sandads DNV has provided assurance on
that the report is in compliance

» Sustainable Banking Principles issued by Sri Lanka Banks Association with the IR Framework

» Communicating Sustainability issued by the Colombo Stock Exchange

Financial Stability: Corporate Governance, Risk & Capital Management Report

Provides deeper insights for providers of financial capital and regulators on the Bank's approach to managing risk and financial capital.

Frameworks Applied Assurance has been provided
» Code of Best Practice on Corporate Governance issued by the Institute of Chartered Accountants of Sri Lanka by KPMG to Central Bank of
Sri Lanka on Compliance with

the Banking Act Direction
» Directions issued by Central Bank of Sri Lanka on Risk Management including the Basle Capital Accord (Il) No.11 of 2007 and subsequent

» Banking Act Direction No.11 of 2007 and subsequent amendments thereto

»  Sri Lanka Financial Reporting Standards issued by the Institute of Chartered Accountants of Sri Lanka amendments.
» Companies Act No.7 of 2007

SCOPE & BOUNDARIES

Financial information is presented in accordance with regulatory requirements and present a view of both the Bank and the Group including all
subsidiaries. Non-financial information presented within the report, unless explicitly stated, refers to information relating only to the Bank and
excludes the subsidiaries as the Bank accounts for over 78% of Total Operating Income, PAT, Total Assets & Total Liabilities.

2020 Bank 2019 Bank

Rs Mn % Rs Mn %

Total Operating Income 72,074 78% 76,511 78%
PAT 13,662 84% 15,029 93%
Total Assets 1,371,483 94% 1,197,635 94%
Total Liabilities 1,211,823 96% 1,047,165 95%

THE POWER OF TRANSFORMATIVE BANKING 7



The Strategic Report

About Our Report

FORWARD LOOKING STATEMENTS

The report contains forward looking statements which are based on our perceptions, opinions and views which in turn rely on external and internal
information available to us at present. These are included to support users of the report to assess the potential of the Group and our plans to create
value. Inevitably, these statements, assessments and estimates have varying degrees of uncertainty associated with them which can be confirmed
only with the benefit of hindsight as they relate to future events, outcomes and impacts which are beyond our control. The past two years witnessed
unforeseen events which had a significant impact on many indicators, elevating downside risks and highlighting the fallibility of forecasts issued by
even the most renowned think tanks of the world.

As economies all over the world are struggling to manage often conflicting priorities in the aftermath of the COVID-19 pandemic, we wish to advise
users of the heightened levels of uncertainty in forward looking statements and the fluidity of markets and key economic indicators which remain
extremely volatile. Users are advised to make their own judgements using the latest information available at the time of assessment. Any forward
looking statements are provided without recourse or any liability whatsoever to the Board or other preparers of the Annual Report due to the relatively
high levels of uncertainty regarding the same.

Management of the Hatton National Bank PLC have prepared and reviewed the Integrated Annual Report and the Corporate Governance, Risk &
Capital Management Report and submitted the same to the Board Audit Committee who recommended the reports to the Board for approval in
accordance with the delegation of authority.

The Board Acknowledges its responsibility to ensure that the Annual Integrated Report provides a balanced view of its performance in 2020 and is of
the opinion that it addresses all material issues that it believes may have a bearing on the Group's capacity to create value over the short term.

The reports were unanimously approved by the Board on 19th February 2021 and is signed on its behalf by

M\(\\QW I, \ﬁq /T

Dinesh Weerakkody Devaka Cooray Jonathan Alles

Chairman Chairman Managing Director/CEO
Board Audit Committee

Colombo, Sri Lanka
19th February 2021
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About Us

Hatton National Bank PLC has been a transformative force in Sri Lanka’s banking industry since its beginnings as the Hatton Bank in 1888. Focused

on serving not only the plantation companies and executives but also the plantation workers, inclusive banking is hardwired into our DNA. HNB

has changed the financial sector landscape of Sri Lanka through a range of first to market products such as ‘Pathum Vimana' — the first incentivised
savings product, ‘Shanthi Housing Loans’ and ‘Gami Pubuduwa’ — the barefoot banker programme for grassroot level to future ready digital products,
connecting people to opportunities. Our own transformation as the most diversified and future ready financial services powerhouse has been possible
due to uptake of our products by customers and we are committed to enriching the symbiosis built over 132 years.

HNB General
Insurance Ltd

HNB
Finance PLC

Corporate

Acuity

Banking Securities Ltd

Guardian
Acuity Asset
Management
Ltd

Wholesale
Banking

HNB

YOUR PARTNER IN PROGRESS

Sithma Lanka Acuity
Devﬂo ers Ventures PLC Stoclﬁcrjokers
Micro
Finance
|
> VISION MISSION OUR VALUES
To be the acknowledged Combining entrepreneurial » Treasure professional and personal integrity at
leader and chosen partner in spirit with empowered all times
providing financial solutions people and leading edge )
through inspired people technology to constantly 2 Demon§trate mutual respect in all our
exceed stakeholder Interactions

ion . .
expectations » Passionate about everything we do

» Committed to being customer centric

» Courage to change, challenge and be
different

» Demonstrate unity in diversity

THE POWER OF TRANSFORMATIVE BANKING 9



The Strategic Report

Performance Highlights

FINANCIAL
Bank Group
For the year ended 31st December 2020 2019 | Change 2020 2019 | Change
Rs Mn Rs Mn % Rs Mn Rs Mn %
Financial Performance
Income 115,814 125,998 (8.1) 134,436 145,401 (7.5)
Net interest income 44,709 49,214 (9.2) 50,837 56,356 (9.8)
Net fee and commission income 7,545 8,993 (16.1) 8,026 9,977 (19.6)
Total operating income 56,328 59,788 (5.8) 72,074 76,511 (5.8)
Profit Before VAT & Tax 18,951 26,374 (28.1) 21,222 28,656 (25.9)
Taxation (Incl. VAT, NBT & DRL on Financial Services, Deferred tax) 7,488 12,341 (39.3) 7,967 13,814 (42.3)
Net profit after taxation 11,463 14,032 (18.3) 13,662 15,029 9.1)
Profit Attributable to equity holders of the Bank 11,463 14,032 (18.3) 13,095 14,670 (10.7)
Financial Position
Shareholders' funds (Capital and Reserves) 134,002 127,504 5.1 154,249 145,508 6.0
Deposits from customers 967,821 810,035 19.5 994,949 835,060 19.1
Gross loans and receivables to customers 814,543 771,939 5.5 846,721 802,707 5.5
Total assets 1,291,852 1,125,009 14.8 1,371,483 1,197,635 14.5
Profitability
Return on assets (%) 0.95 1.27 (25.3) 1.06 1.28 (17.0)
Return on equity (%) 8.77 11.54 (24.0) 8.74 10.55 (17.2)
Cost to income ratio (%) 39.27 39.74 (1.2) 48.29 47.61 14
Investor Information
Earnings per share (Rs) 22.39 27.41 (18.3) 25.58 28.65 (10.7)
Net assets per share (Rs) 261.73 249.04 5.1 301.28 284.21 6.0
Total Dividend per Share (Rs) 8.00 8.00
Cash Dividend per Share (Rs) 4.50 4.50
Regulatory Ratios
Core capital ratio (%) (Minimum Regq. - 2020 - 8.50%; 2019 - 9.50%) 14.73 14.57 14.99 14.74
Total capital ratio (%) (Minimum Req. - 2020 - 12.50%; 2019 - 13.50%) 17.98 18.28 18.02 18.12
CAPITAL ADEQUACY TOTAL ASSETS
Rs Bn % o o Rs Bn
160 20 9 3 / 1,500
35% 39.3%
120 8 CASA  COST TO INCOME 1200
16 Growth in 2020  2019:39.7% 900
80
14 600
o 4.3% rs13.7
12 ° o Rs o Bn 300
0 10 NPA  GROUP PAT 0
16 17 18 19 20 2019:59% 2019 Rs 15 Bn 16 17 18 19 20
w= Total Capital Bank m= Bank
== Total Capital Group == Group

O Total Capital Ratio - Bank
‘O Total Capital Ratio - Group
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SOCIAL PERFORMANCE

KEY INDICATORS UNIT 2020 2019
Social & Network No. of Customers No (‘000) 2,663 2,623
Capital

Branches per 1000 population No 11 i

Correspondent Banks No 970 970

Customer Satisfaction % 77 64

Strategic Philanthropy Spend Rs Mn 25.1 6.6
Human No of Employees No 4,836 4,913
Capital

Retention Rate % 94 93

Investment in Training & Development Rs Mn 13.3 48.2

Gender Diversity Ratio (Male: Female) Male: Female 57:43 57:43

Employee Productivity (Revenue per Employee) Rs Mn 23.9 25.6
Intellectual & Investments in IT: Hardware Rs Mn 506.7 478.7
Digital Capital

Investments in IT: Software Rs Mn 507.1 499.1
Manufactured Branches No 252 252
Capital

SSMs No 787 780

PPE (excluding IT infrastructure) Rs Bn 19 19.4

Disabled Access Availability No of Branches 210 205

Branches outside Western Province No of Branches 148 148
ENVIRONMENTAL IMPACT

KEY INDICATORS UNIT 2020 2019
Natural Online Transactions No Mn 4.2 2.9
Capital

Loans Screened for Environmental & Social Compliance No 75 113

Energy Consumption kWh 14,949,271 16,699,874

Solar Power Generated kWh 2,945,624 2,815,749

Solar Power Generated as a % of Energy Consumption % 19.7 16.8

Carbon Footprint Kg/saft 3.7 4.3

Paper Reused/Recycled % 100 100

Loans Disbursed to Promote Renewable Energy Rs Bn 1.7 1.1

THE POWER OF TRANSFORMATIVE BANKING 11



The Strategic Report

About Us

A COORDINATED RESPONSE
TO COVID-19

HNB formed a COVID-19 Task Force as early as
in January 2020 to monitor developments on the
pandemic as it crossed borders from China to
Italy with a view to understanding the potential
threats and opportunities and formulating a
holistic response addressing key concerns of
stakeholders. This enabled us to respond in a
timely and effective manner, when the pandemic
struck the country in early March. The Bank was
quick to reprioritise its focus and following were
identified as key priorities as presented to the
shareholders at the AGM held in May.

» Ensure safety and well-being of staff and all
stakeholders

» Maintain liquidity of the Group

» Improve asset quality, speed up recoveries
» Support business revival

» Drive digital usage and transformation

» Intensify BPR, lean initiatives and cost
optimisation

» Continue critical investments in technology,
strengthen cyber security and flexible working
arrangements

This focus enabled us to find win-win solutions
for stakeholders.

BUSINESS PARTNERS

%)
4
o
<
-
=)
(C}
w
[
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Improved asset quality through intense focus

Recording strong liquidity levels with LAR and LCR well above statutory
requirements

Maintaining one of the strongest capital levels in the industry
Improved cost to income ratio through cost optimisation

Upgrading the core banking solution on schedule, rolling out the retail
module of the new loan origination system, implementing business
intelligence tool

Refining the branch operating model to improve efficiency

Successfully conducting the first hybrid AGM in the industry

Timely settlement
Driving payments through digital channels

Strengthening partnerships with merchants, service providers to deliver
value to customers during the pandemic

A key partner in facilitating working capital finance to affected customers
under the CBSL guidelines.

Providing relief to customers in line with the guidelines issued by the
CBSL.

Adherence to statutory requirements




) S P \
. QUENESS ARG
SIFA0NAN

Interest and capital moratoria covering 40% of the loans under Phase |

Working capital financing totalling to over Rs 24 Bn under the CBSL
Saubhagya scheme

Rs 5 Bn COVID fund established to provide working capital financing for
customers who were not qualified under the CBSL scheme.

Access to alternative channels including ATMs and digital channels

24x7 undisrupted support through the dedicated omni channel contact
centre

Access to branches even during the pandemic except for those in isolated
areas or those shut down for health and safety of stakeholders

A range of digital payment solutions such as SOLO, MOMO, IPG, Appigo
to facilitate transactions

Health & safety protocols implemented, and personal protective
equipment provided to ensure safety and well-being.

No reduction in remuneration structures

No downsizing

Secure connections provided to enable working from home
Learning and development activities by optimising virtual channels

Continuation of the career development process through virtual
interviews

Continuation of the recruitment process

Virtual meetings

Mobile ATM Units to facilitate access to cash and banking transactions
across the country

Grant to 200 micro finance customers

Staff voluntary contribution matched 1:1 by the Bank for COVID
assistance

Renovation of training facility and provision of fire extinguishers to IDH

Provision of PPE to many hospitals and support in various forms to
community

THE POWER OF TRANSFORMATIVE BANKING
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The Strategic Report

Chairman’s Message

EERLALLLT

- ——

Dear Shareholders,

2020 has been a year unlike any other in
recent memory as the COVID-19 Pandemic
transformed the socioeconomic landscape
dramatically, elevating uncertainty and risks
at every level, both locally and globally. We
proved our ability to adjust rapidly as we
leveraged technology and adapted to live,
earn and learn in a new norm, sharing the
responsibility to stay safe as well as keep our
communities safe.

Even before the onset of the Pandemic, our
Economy was adversely affected due to the
Easter Sunday bombings of 2019. The onset
of the Pandemic aggravated our economic
woes, straining cash flows, at Individual, Entity
and National levels while paving the way for a
disruptive transformation that vaulted us to a
new era of exciting possibilities. At HNB, we
have reset our agenda and will continue to do
so going forward, embedding the new-found
speed and agility into our ways of working
and identifying the best ways to respond,
making sure we sustain such best practices

in our operations. Unlike ever before, we, as

a leading bank, have a crucial role to play

in the task of restoring and supporting the
livelihoods of our communities.

NAVIGATING 2020

In hindsight, the commencement of our
transformative journey in 2018 was timely

as the completion of a number of projects
prior to the onset of the Pandemic proved
critical to navigating 2020. Early investment
and considerable progress in the digital
transformation by the onset of the Pandemic
enabled the Bank to easily onboard customers
to "future ready” digital platforms. Similarly,
the new branch operating model facilitated
the efficient processing of one of the highest
number of loan moratoria by a single bank

in the Country, easing pressure on customer
cash flows. These initiatives also enabled the
Hatna Team to work remotely when necessary,
ensuring continuity of operations in a year
marked by business interruptions.

The Board increased the rigour of oversight
with the assistance of key Committees of

the Board to ensure that internal controls
remained effective in a new norm and that key
risks to the Bank were identified and managed

14 Hatton National Bank PLC / Annual Report 2020
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in line with the Bank’s risk appetite as COVID
exacerbated existing risks and spawned new
threats. The Board also readily approved a
COVID Fund of Rs 5 Bn to assist customers
who did not qualify for relief under the
Government- assisted programmes.

Despite the disruptions of 2020, we
maintained focus on our transformative Project
Everest and the Board was pleased to note the
realignment of goals to the new norm and the
delivery of a number of initiatives. | have no
doubt the transformation project created its
own stimulus to remain on track as there were
winnings for all stakeholders from the solutions
implemented, which were viewed from mul-
tiple perspectives.

Increased emphasis on monitoring of
Subsidiaries and Joint Ventures also

enabled us to drive closer alignment to

Group benchmarks on various aspects of
performance. These initiatives have enabled us
to improve synergies and strengthen the risk
profiles of Group entities, adding lustre to our
strong domestic franchise.



PEOPLE FIRST

2020 was indeed a year for putting people
first as we dealt with the Pandemic, en-
suring access to cash, funding and other
financial services while ensuring the health
and safety of our employees, customers and
other stakeholders. | congratulate the Hatna
Team for the hard work and acts of caring
and commitment, thereby demonstrating
our Corporate values throughout the year,

as people stepped up to maintain vital cash
lifelines for the communities we operate in.
These are the stories that enrich and shape
our 130 + year legacy as we set new bars for
conduct and performance amidst uncertainty.
Plans for upskilling our Team for a new era

of banking also gathered momentum with
delivery increasingly shifting to digital plat-
forms. | have no doubt that our Team achieved
a paradigm shift for the Bank, shaping the
future of Banking for a smarter future for all.

ENVIRONMENT, SOCIAL & GOVERNANCE

The Board composition changed during the
year as we welcomed Mr. Devaka Cooray
and Mr. Dilshan Rodrigo. Mr. Devaka Cooray
also took on the role of chairing the Audit
Committee for which role he is eminently
suited. Dr. Rohan Karunaratne and Mr.
Asoka Peiris retired/resigned during the year
and | wish to place on record the Board's
appreciation of their valuable contributions.

The strides made during the year were
possible due to the Bank's legacy; commit-
ment to principles of good governance,
prudent risk management and a strong
financial position. The HNB Group adopts

a progressive view, acknowledging wider
responsibilities to multiple stakeholders as
we commit to sustainable value creation, and
2020 was a year that needed re-calibration of
Stakeholder concerns in response to seismic
shifts in the operating landscape.

HNB championed the development of
Sustainable Banking Principles which were
issued by the Sri Lanka Banks' Association.
The Group’s compliance with these principles
and our commitment to the UN Sustainable
Development Goals are addressed in this
Annual Report as testimony to our claim.

Our journey in Integrated Reporting and
Sustainability Reporting continues to take us
along the path of integrated thinking which is
evidenced in the re-alignment of priorities this
year.

OUTLOOK

In the months ahead and beyond, it is
expected that the Pandemic will present a two-
stage problem for banks. First to come would
be the challenge for borrowers to service their
loans, post moratoria, which will determine
the trend for NPAs and credit impairments

in the Industry, which will remain a challenge
throughout 2021. Then, amidst a muted
Global recovery, banks will face a continuing
challenge to its ongoing operations, leading
to significant pressure on the delivery of
business results. The good news is that all
banks and banking systems have remained
resilient so far and will continue to be so in
the future. Also, with the Authorities hopeful
of muting the growth in COVID-19 rates to
more manageable levels and the expected
economic growth, we are optimistic that most
customers would progressively recover by the
end of the first quarter and loan recovery rates
will be strong.

We expect to see an economic recovery in
2021 with a projected growth of approxi-
mately 4% on the lower base in 2020. This

is likely to edge the interest rates upwards

as Private Sector credit demand grows,
supporting both opportunities for growth and
profitability.

The Pandemic underlined the need for bigger
and stronger banks for the country with strong
capital bases to weather challenging times and
drive economies of scale. Bank consolidation
would strengthen the financial stability of the
Industry and the Country. Additionally, efficient
legal processes enabling timely recoveries
from wilful defaulters would also support the
Industry.

Opportunities for growth in the Micro-finance
Sector remain high; however, interest rate
‘caps’ have made growth in this vital customer
segment extremely difficult as default risks
have increased significantly. It is imperative
that the formal sector maintains and increases
support to micro entrepreneurs taking a long
term view, as alternative informal channels of
finance will only increase their indebtedness,
undoing the considerable progress made in
recent years, to wean away such borrowers
from the clutches of informal Money-Lenders.

Technology and Information assets will be the
‘game changer’ for the industry. Harnessing
their power to create e-commerce solutions
that enable faster, smarter decisions and
customised solutions will create collaborative
networks that will transform supply chains and
how we transact. Banks, unlike ever before,

need to offer innovative customer friendly
financial solutions leveraging on deep-rooted
expertise, agile operational models and digital
capabilities.

The capacity of raising debt capital in overseas
markets for local banks will be hampered by
the lower Sovereign Credit Ratings, making

it more difficult and expensive for banks to
obtain foreign funding.”

Sound leadership will be key as we seek new
solutions for the emerging challenges and
those with which are familiar. Encouragingly,
we have new tools and platforms offering
innovative solutions for a new era of banking.
It will need team-work, collaboration and

an exemplary performance by all to realise
our goals. As we stand at the beginning of
2021, we look forward to a better year; one

of a gradual return to stability, growth and
progress. We are encouraged by the progress
being made in the distribution of a vaccine

to mitigate the impact of the COVID-19 virus
and the gradual opening up of Economies the
world over.

APPRECIATIONS

The Board joins me in commending the
performance of the Hatna Team which will be
called upon to navigate another challenging
year in 2021 as we reach for loftier goals. We
also commend the leadership provided by Mr.
Jonathan Alles Managing Director/ CEO of the
Bank and Chief Executives of the HNB Group
Subsidiaries who have collectively transformed
the Group to a future ready Financial Group,
leading the transformation of the financial
services sector of the Country.

| thank our customers and shareholders

for their loyal patronage and our business
partners for their unstinted support during
2020 and look to a journey of shared
prosperity in 2021. In conclusion, | thank all our
Stakeholders for their continued confidence

in HNB in a very difficult year and commit to
upholding their trust.

M\NW

Dinesh Weerakkody

Chairman

Colombo, Sri Lanka
19th February 2021

THE POWER OF TRANSFORMATIVE BANKING 15
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Managing Director/CEO’s Message

Dear Shareholders,

As we step into a new decade, like Janus, it

is worthwhile to pause a moment and reflect
on the past as well as to see what the future
holds. During the past decade, our total assets
and deposits have more than quadrupled,

as we undertook an arduous yet exhilarating
climb to transform as a future ready bank
while acquiring the agile mindset necessary to
navigate the next decade.

The unwavering commitment to the SME
and Microfinance portfolios hardwired

into our DNA from the inception led us to
address the root causes and transform our
own structures and programmes to bring
about transformative changes in this vital
sector, innovating products and services
around their needs. Today, HNB is a catalytic
force that connects the rural farmer and the
aspiring SME to global supply chains through
its comprehensive future ready product
portfolios, accelerating and supporting their
journey to become future corporates.

By the end of 2019, we had undertaken
transformations that would enable us to
handle the macroeconomic stresses we
expected in 2020 having stepped up to
provide support in the aftermath of the terror
attacks, droughts and floods experienced
over the past few years of sluggish economic
growth, and we embraced 2020 with much
vigour and hope.

A WORLD RESET

The beginning of 2020 saw seismic upheaval
throughout the world as the COVID-19
pandemic crossed borders with ease,
necessitating unprecedented border closures,
business closures, job losses and heartrending
tragedy throughout the world. Lifestyles
changed dramatically as social distancing

and working from home became the norm
and all who could afford it embedded digital
platforms into their lifestyles.

Governments around the world faced the
unenviable task of balancing twin economic
and health crises and adopted extraordinarily

16 Hatton National Bank PLC / Annual Report 2020

accommodative stances on monetary policy
which resulted in interest rates plummeting
around the world. Governments provided
extensive relief measures which included debt
moratoria to support businesses stay afloat
during this unprecedented time. Global trade
declined, disrupting global supply chains and
fuel prices nosedived as demand dynamics
changed in the wake of the pandemic.

Sri Lanka was fortunate to emerge from the
great lockdown of our time and commence
economic activity in the third quarter until

the second wave in the fourth quarter.
However, there has been greater resilience
with economic activity continuing, albeit

at a slower pace as shutdowns were more
localised. Interest rates declined sharply as
policy rates were revised downwards to boost
economic activity while wide-ranging import
restrictions were implemented to manage
pressure on the exchange rate. The sovereign
rating downgrades were extremely unfortunate
resulting in higher risk premiums, leading to
greater dependency on domestic funding.



STEPPING UP

Our agility has been tested in 2020 and we
have stepped up to support our customers
while delivering performance and stability,
vaulting over multiple obstacles with aplomb.
The foresight in setting up a COVID Task
Force in January 2020 proved to be a blessing
as we were able to action plans that were
being formulated for the purpose. Upholding
our covenants with customers was a key
priority as an essential service. Selected
branches remained open throughout the
lockdown with additional safety measures in
place and innovations such as Bank in a Box
ensured access to cash while the call centre
operated 24/7 throughout this time to support
customers. Digital transformations over the
years such as SOLO, MoMo, IPG and Appigo
supported contactless transactions supporting
social distancing.

Banks were called upon to provide debt
moratoria to afflicted businesses for the
second consecutive year in March 2020, prior
to the expiry of the moratoria extended in the
aftermath of the Easter Sunday terror attacks.
HNB provided working capital finance of over
Rs 24 Bn under the Saubhagya Renaissance
relief scheme initiated by the CBSL and was
proactive in establishing a Rs 5 Bn SME Fund
for customers who did not qualify under the
government scheme. Over 40% of the Bank's
loan book was under moratorium during the
first phase reflecting the commitment of HNB
to support our customers.

Additionally, a grant of Rs 20 Mn was
distributed to 200 microfinance customers to
revive their livelihoods, as part of our strategic
CSR programme.

RECALIBRATING OUR GOALS

Once we addressed immediate concerns,

we revisited our strategic priorities in light of
the more challenging operating landscape
and stakeholder expectations. Elevated
uncertainties meant that business sustainability
and health and safety formed the nucleus
around which all other priorities could be
structured.

Accordingly, we intensified our focus on
managing asset quality and liquidity. We
continued our process improvement initiatives
and critically assessed avenues for cost
optimisation. Simultaneously, we steered
ahead with our digitalisation road map and the

Most Admired Bank
Most Customer Centric Bank

Best Digital Bank
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Business
Growth

Improve
Customer

Experience &
Productivity

People
Development

Technology
Enablement
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implementation of our critical IT projects which
saw the successful implementation of our core
banking solution on schedule. Our team being
at the heart of business, we leveraged on
virtual channels to upskill, reskill and refit our
staff to new roles, in line with the new norm.

A RESILIENT PERFORMANCE

HNB Group and Bank recorded a profit after
tax of Rs 13.7 Bn and Rs 11.5 Bn respectively in
2020 managing elevated risks through a year
of extreme volatility. Declining interest margins
and trade volumes contributed to a decrease
of 11.3% in net interest, fee and commission
income of the Group to Rs 58.9 Bn. Group
impairment charge amounted to Rs 16.0 Bn,
an increase of 40% over the previous year with
the Bank accounting for Rs 15.3 Bn of this
charge. The 58% increase in bank impairment
charge reflects the prudent approach adopted
for provisioning based on the prevailing
environment. Consequently, Group Net
Operating Income declined by 14% to Rs 56.0
Bn in a year that recorded overall deterioration
in macroeconomic indicators.

Total Operating expenses declined by 4.5%
to Rs 34.8 Bn as a group-wide effort was
undertaken to trim expenses which are largely
fixed in nature. These concerted efforts saw
the operating expenses of the Bank declining
by Rs 1.6 Bn to Rs 22.1Bn recording a 7% drop
compared to previous year. As a result, the
cost to income ratio improved 39.3% despite
the drop in total operating income. Taxation
declined due to both lower profits and the
removal of NBT and Debt Repayment Levy
imposed on Banks which alleviated certain
level of stress in a year when banks stepped up
to stabilise the economy.

THE POWER OF TRANSFORMATIVE BANKING

Total Assets of the Group increased by 14.5%
to Rs 1,371.5 Bn largely attributed to increased
investments as loan growth was subdued due
to the prevailing investment climate. Total
deposit growth was encouraging at 19.5% for
the Group and the Bank while CASA deposits
grew by an outstanding 35% despite the lower
interest rates, reflecting the trust earned by
HNB over 132 years.

MANAGING UNCERTAINTY

HNB prepared itself for a tough year in

2020 and this gave us a head start as the
pandemic created extreme volatility across
multiple risk factors. Credit quality was

key, as we strengthened the credit culture

and recoveries at the Bank. Separation of

loan origination, appraisal and approval,
administration and recoveries over the past
two years paid dividends as it enhanced the
process efficiencies and objectivity in portfolio
management. Setting up Special Asset
Management Units for Corporate Banking and
SME also proved to be catalytic as we were
able to proactively support clients through
their stressful times on the road to recovery.
The settlement of dues by a large State-
Owned Enterprise also contributed greatly to
the health of the asset portfolio. As a result,
we were able to improve the NPA ratio to 4.3%
compared to 5.9% reported as at end of year
2019.

Liquidity which could have been a potential
threat was well managed by the Bank
supported by strong deposit growth and
modest loan growth and our liquidity

ratios remained well above the regulatory
requirements.
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Given the shift to digital under the new norm,
we strengthened our focus on managing
operational risks. The increased level of
threat on cyber and information security

was addressed by the appointment of a
Chief Information Security Officer and the
implementation of Data Loss Prevention and
Privilege Access Management systems.

Market risk factors remained volatile
throughout the year as interest rates declined
and the rupee came under pressure. HNB

is presently the best capitalised among

our peers due to sustained prudent capital
management providing a strong foundation
for growth.

A TEAM TO COUNT ON

The HATNA Team spirit has been the
common thread that connected all that we
achieved, the transformation of the Bank and
the support extended to customers which
sustained businesses and livelihoods of
people around the country. | am deeply aware
that there were days when coming to work
presented a risk, not just to the employee but
also to their families. However, we did turn up,

Technology Enablement
» Stabilise core systems
» Develop enabling systems

» Data & Analytics

é
People Development
» Capability Development

» Strategic Workforce
Planning

» Succession Planning

changed our game and played on to achieve
together as we understood and cared deeply
about what was at stake. As stated above,
our collective achievements are considerable
and have had a transformative impact on
individuals, businesses large and small, the
banking industry and the country. | know this
knowledge gives us the drive to stretch our
boundaries to deliver the transformations
needed to take our people and our country
to a new era. Ensuring that employee
remuneration and benefits remained intact
was a key factor in driving the Bank forward
through 2020.

Our own transformations were very much a
part of our journey. Some of these started
years ago with the identification of a talent
pool who were given intensive training to
become a catalytic force for change within
the Bank, the transition to e-learning,
development of the sales culture, our
digitalisation and the implementation of
the Branch Operating Model to name just a
few. The focus on having the right person in
the right place and programmes to bridge
capability gaps and a learning and mentoring

Business Sustainability
» Governance

» Risk Management
» Culture
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culture within the Bank have all contributed to
take the Bank to where it is today, underlining
the importance of managing and developing
talent to power the journey.

A TRUSTED BRAND

Our deposit growth offers silent testimony to
the trust placed by customers in our brand as
it grew by over Rs 157Bn. Watchful oversight
by the Board, sound corporate governance
structures and prudent risk management which
have evolved over 132 years underpin our
brand, and we continue to nurture these in full
understanding of its value. The awards and
accolades add to the lustre of the brand each
year and drives excellence on multiple fronts.

BEYOND 2020

Vaccines are providing much needed
positivity although it is amidst new strains
and new waves. We expect the local and
global economy to recover in 2021 and
our plans are focused on strengthening
business sustainability. Accordingly, we
will focus on enhancing the governance
framework, compliance, credit and overall

e o Business Growth

» New business

» Relationship management &
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»  Wallet share
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Experience & Productivity

» BPR
» SLAs, TATs
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risk management culture to ensure that our
foundation remains solid. We will look to

drive sustainable business growth through
deeper relationships, customer acquisition
and relevant innovation around new business.
Customer experience will be a key focus

and process improvements, digitalisation,
automation and robotic process automation
are on the radar. People development will be a
key pillar, sustaining the momentum gathered
over the past two years to encourage and
empower our team. Technology enablement

is also expected to provide deeper insights
through data analytics while planned
upgrades of core and enabling systems such
as corporate module of the loan origination
system, payment and cash management
system and card system are expected to create
considerable enhancements to the Bank's
overall customer value proposition.
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As we add to our annals the story of the most
difficult year in our lifetime, it is necessary to
record our appreciation of those who played
a key role in navigating the course. | thank
our Chairman and the Board for their advice
and guidance throughout the year which
proved invaluable in staying on the correct
path, avoiding potential pitfalls. | thank my

team who demonstrated their commitment,
compassion, determination and courage in
numerous ways during the year, enriching our
legacy. | also express my sincere appreciation
of the counsel of the Central Bank Governor
and the ready co-operation of his staff on
regulatory matters. | thank our customers for
their continued patronage and for placing
their trust in our Group to support them on a
transformative journey. Our business partners
have played a key role in our transformation
and | thank them for their expertise and
diligence. | close by thanking our shareholders
for their continued confidence in the HNB
Group.

Jonathan Alles

Managing Director/CEO

Colombo, Sri Lanka
19th February 2021
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DINESH WEERAKKODY
Chairman Appointed: May 2018

Independent, Non-Executive Director
Appointed: June 2017

Skills & Experience:

A former Chairman of Commercial Bank

of Ceylon PLC, Chairman of the National
Human Resources Development Council of
Sri Lanka and the Employees’ Trust Fund
Board of Sri Lanka and also the Chairman of
the Government-appointed Committee to
review the Banking Sector and Non-Banking
Sector consolidation and the Committee
appointed to review the budgetary allocation
for education. He was also a Director of
DFCC Bank, an Adviser to the Prime Minister
and the Ministry of National Policies and
Economic Affairs & Ministry of Finance. He was
a member of the CIMA Asia Pacific Industry
Advisory Body, Colombo Municipal City
Development Committee and the National
Health Development Fund.

Holds an MBA (University of Leicester, UK)
and is a Fellow of the Chartered Institute

of Management Accountants (UK) and of

the Certified Management Accountants (Sri
Lanka). Also holds a BTEC (UK) Certificate

of Achievement in Computer Studies, an
Advanced Diploma (Graduate ) in Business
Administration (ABE UK) and is a Professional
Member of the Singapore Human Resource
Institute, International Public Management
Association - HR Certified Professional USA.
He was conferred an honorary membership by
the Institute of Personnel Management of Sri
Lanka for his contribution to HR.

Current Appointments:

Chairman International Chamber of Commerce
of Sri Lanka. Currently serves in a number of
private sector and MNC boards and Chairs/
Member of the Audit Committee and the
Remuneration Committee in several of those
Companies. He is the Vice Chairman (Banking
Group) of the Employers’ Federation of Ceylon
and a council member of the Institute of
Directors of Sri Lanka. Advisory Board Member
of Caritas Sri Lanka-SEDEC, HR Cornucopia
India and Financial Advisory Committee of Sri
Lanka Cricket. Mr Weerakkody is also a world
council member of the International Chamber
of Commerce, Paris representative of Sri
Lanka.

JONATHAN ALLES

Managing Director /Chief Executive Officer
Appointed: July 2013

Executive Director Appointed: May 2013

Skills & Experience:

An experienced banker counting over 34
years in the industry with experience in both
international and Sri Lankan Banks, within the
country and overseas. Holds an MBA from the
University of Stirling, UK and is an Associate
Member of the Institute of Bankers of Sri
Lanka.

Other Current Appointments:

Chairman of HNB Finance Plc and Acuity
Partners (Pvt) Ltd and a Director of Lanka
Financial Services Bureau Ltd, Lanka Ventures
PLC, LVL Energy Fund and Sri Lanka Banks'
Association. Appointed as the Chairman of
Asian Bankers Association for the period 2018-
2020.

Mr Alles is a dynamic Banker and a corporate
leader; he has contributed to HNB's macro
development with the Bank now operating
through 253 customer centres, using cutting
edge technological platforms and enabling a
new paradigm in Sri Lanka’s banking culture.
Under his leadership, HNB has received
recognition from numerous international and
local institutions and continues to set new
benchmarks in the Sri Lankan banking industry.

RUSI CAPTAIN
Non-Executive Director
Appointed: April 2012

Skills & Experience:

Experience gained in diverse business and
leadership roles.

Secondary education at Millfield, U.K. and the
University of Miami, Florida

Other Current Appointments:

Director of Polypak Secco Ltd, Paints &
General Industries Ltd, Paints & General
(Exports) Ltd, CIC Holdings PLC, Propertex
Development Ltd, Austin Gloves (Ceylon)

Ltd, CEl Plastics Ltd, Ranweli Ltd, Agriland
Ltd, Polytex Properties & Investments Ltd,
Forest Creek Park Ltd, Body Bar Ltd, Horahena
Investments Ltd, Palmland Ltd, Parkland Ltd,
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Cisco Specialty Packaging (Pvt) Ltd, Randiya
Farms Ltd, Link Natural Products (Pvt) Ltd and
Chacra Capital Holdings (Pvt) Ltd.

AMAL CABRAAL
Non-Executive Director
Appointed: April 2014

Skills & Experience:

Counts over 30 years of business experience

in a multinational corporation in General
Management, Marketing and Sales in Sri Lanka
and overseas.

Executive Education Alumnus of INSEAD -
France and holds a MBA from the University
of Colombo. A Marketer by profession and a
Fellow of the Chartered Institute of Marketing
-UK

Other Current Appointments:

Non-Executive Chairman of Ceylon Beverage
Holdings PLC, Lion Brewery (Ceylon) PLC,
CIC Feeds Group and Silvermill Investment
Holdings (Pvt) Ltd. Independent Non-
Executive Director of John Keells Holdings
PLC, Sunshine Holdings PLC, Sunshine
Consumer Lanka Ltd, Daintee Ltd, Sunshine
Healthcare Ltd, Healthguard Pharmacy

Ltd, and a business advisor to a number of
leading Companies. Committee Member
of the Ceylon Chamber of Commerce and
Management Committee of the Mercantile
Services Provident Society.

Previous Appointments:
Chairman and CEQO of Unilever Sri Lanka.

DULIKSHA SOOSAIPILLAI
Independent, Non-Executive Director
Appointed: April 2015

Skills & Experience:

Over 30 years' of experience in Finance,
Strategy, Risk Management & Compliance in
the financial services sector.

A Fellow of the Institute of Chartered
Accountants of Sri Lanka and a Fellow of the
Institute of Certified Management Accountants
of Sri Lanka.



Other Current Appointments:

Independent Non-Executive Chairman of
Commercial Credit and Finance PLC and
serves in many of its board sub-committees.
Independent Non-Executive Director

of Udapussellawa Plantations PLC and
Hapugastenne Plantations PLC and serves on
many of its Board Sub- Committees.

Previous Appointments:

Was engaged by the World Bank as a Short
Term Consultant on a Payables Assessment
assignment in the Maldives as part of a wider
Public Finance Management Project in 2012.

Managing Director of the Maldives Finance
Leasing Company Pvt Ltd for more than

7 years and the Chief Executive Officer of
Ceylease Financial Services Ltd a subsidiary of
the Bank of Ceylon.

A N DE SILVA
Independent, Non-Executive Director
Appointed: April 2015

Skills & Experience:

Over 45 years' experience in commercial
banking, Bank Management and as a Director.

Elected an Associate of the Chartered Institute
of Bankers, London, UK in December 1978,

on successful completion of its professional
examinations.

Received extensive training in Banking and
Management both locally and overseas

with Dresdner Bank, AG, Germany, National
Institute of Bank Management, Pune,

India, Centre for Financial Engineering in
Development, Washington DC USA, Mt Eliza
Campus - Monash University, Melbourne,
Australia.

Team Member of HNB's User Group Heads
who evaluated IT Systems in the U.K. and
India.

Participated in a study tour of the South
African Banking System organized by the
Institute of Bankers, South Africa.

Played a key role in HNB's acquisitions of
Indosuez Bank and Habib Bank AG Zurich.

Other Current Appointments:

Independent Non-Executive Director,
Malwatte Valley Plantations PLC, Holco Ceylon
(Private) Ltd & Expo Industrial Engineering
(Pvt) Ltd.

Previous Appointments:

Former Acting Chief Executive Officer and
Chief Operating Officer, Union Bank of
Colombo PLC, former Director, Lanka Clear
Limited and former Alternate Director, Credit
Information Bureau of Sri Lanka (CRIB).

Former Deputy General Manager (Corporate
Banking), Hatton National Bank PLC.

DAMIEN FERNANDO
Non-Executive Director
Appointed : October 2018

Skills & Experience:

Mr Fernando is a Fellow member of Chartered
Institute of Management Accountants of
United Kingdom and was awarded a Masters
Degree in Business Administration from
Postgraduate Institute of Management,
University of Sri Jayawardenapura in 1992.

Other Current Appointments:

Mr Fernando is the Consultant — Strategy of
Melstacorp PLC. He is a Director of Addison
(Pvt) Ltd, HealthCey (Pvt) Ltd, HNB Assurance
PLC and HNB General Insurance Ltd. He has
held Board and other positions in several
sectors including Finance, Life & General
Insurance, Assets management & Unit Trusts,
Management of healthcare, food & beverages,
manufacturing and in retail.

Previous Appointments:

Mr Fernando served as a non-executive
Director in the HNB board from April 2012

to March 2017. He has also served as the
executive Director of Sri Lanka Insurance
Corporation Ltd from year 2003 — 2009. He
was a Director of Distilleries Co. of Sri Lanka
PLC from February 2006 — December 2008. Mr
Fernando also served in the Director boards of
Lanka Hospitals Corp. PLC (Sept.2006 — June
2009 and May 2009 - June 2016), Melstacorp
PLC (June 2010 - Dec. 2011), Pelwatte Sugar
PLC (April 2011 — Nov. 2011) and National
Asset Management Ltd (Sept.2007 — April
2010).

MADU RATNAYAKE
Independent/Non-Executive Director
Appointed : October 2018

Skills & Experience:

A Chartered Engineer, Group CIO and the
Center Head for Virtusa Sri Lanka. He holds

an MBA from the Postgraduate Institute of
Management (Sri Jayawardenapura) and a First
Class Honors Degree in Software Engineering
from City University in London.

Has over 20 years' experience in IT, digital
transformation, project and service delivery.
He has experience in large scale business
transformation program design and execution,
driving corporate innovation, cyber security,
solution architecture, customer support,
consultancy and general management in

UK, USA, Australia, India and Sri Lanka. He
has delivered multi-million dollar projects to
Fortune 1000 companies with geographically
spread software teams.

Other Current Appointments:

Mr Ratnayake is an Independent/Non-
Executive Director of Sri Lanka Cert (Pvt) Ltd.

Director of Information Communication
Technology Agency (ICTA), the National
Agency for Digital Government and a council
member of Sri Lanka Institute of Information
Technology (SLIIT) and Employers Federation
of Ceylon (EFC).

Founder Director and former Chairman of Sri
Lanka Association for Software and Services
Companies (SLASSCOM), the industry body
for IT and BPM in Sri Lanka and the former
Chairman of Sarvodaya Fusion, the ICT4D arm
of Sarvodaya, the largest NGO in Sri Lanka;
He represents the IT industry on the boards of
several leading universities/Institutions.

Previous Appointments:

Has served as a Director of Sanasa
Development Bank from December 2014
to January 2016 and Sri Lanka Institute of
Information Technology.
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DR HARSHA CABRAL PC
Independent/Non-Executive Director
Appointed : September 2019.

Skills & Experience:

Dr. Cabral is a President’s Counsel in Sri Lanka
with thirty-three years’ experience in the field
of Company Law, Intellectual Property Law,
Commercial Law, Securities Laws, International
Trade Law & Commercial Arbitration. He has
been a President’s Counsel for sixteen (16)
years' and commands an extensive practice in
the Commercial High Courts and the Supreme
Courts of Sri Lanka. He holds a Doctorate in
Corporate Law from University of Canberra,
Australia. Dr. Cabral is a Sitting member of
the International Chamber of Commerce (ICC)
International Court of Arbitration in Paris and
a Representative Member of the Federation
of Integrated Conflict Management (FICM)

as well as a Representative Member of the
International Commercial Disputes Tribunal
(ICDT). He is also a Fellow of the Institute of
Chartered Secretaries & Administrators (UK).

Other Current Appointments:

As a member of the Advisory Commission on
Company Law in Sri Lanka, Dr. Cabral was one
of the architects of the Companies Act No. 7
of 2007, the current Act. Dr. Cabral is also a
member of the Board of Investment (BOI) of
Sri Lanka, a member of the Law Commission
of Sri Lanka, a member of the Intellectual
Property Advisory Commission in Sri Lanka
and a member of the Corporate Governance
Faculty of the Institute of Chartered
Accountants of Sri Lanka. Dr. Cabral is also a
member of the Cabinet Appointed Committee
to draft the National Trade Policy, Senior
Advisor to the Ministry of Sports in drafting
the new National Sports Law, Senior Advisor
to the Ministry of Justice on the new House of
Justice Project, Senior Advisor to the Ministry
of Justice on Commercial Law Reform and the
Chairman, Intellectual Property Law Reform
Project of the Ministry of Justice. As a member
of the Council of Legal Education in Sri Lanka,
as a member of the Ministerial Committee
appointed to reform Commercial Arbitration
in Sri Lanka, as a Founder Board Member

of the Sri Lanka International Arbitration
Centre, as a member of the Corporate
Governance Committee of the Institute of
Chartered Accountants of Sri Lanka, as a
member of the National Science Foundation,
and as the current Vice President of BRIPASL
(Business Recovery & Insolvency Practitioners

Association of Sri Lanka). Dr. Cabral has
contributed immensely to the legal academia
and the corporate community of Sri Lanka.

Dr. Cabral serves as the Chairman of the Tokyo
Cement Group, which commands the largest
market share for cement in Sri Lanka. He was
the immediate past Chairman of LOLC Finance
PLC, one of the largest Finance Companies

in Sri Lanka. Dr. Cabral was a senior Director
of the Union Bank of Sri Lanka. Dr. Cabral
serves as Independent Non-Executive Director
of DIMO PLC, Hayleys PLC, Alumex PLC,
Tokyo Cement Company (Lanka) PLC, Tokyo
Super Cement Company Lanka (Private)
Limited, Tokyo Cement Power Lanka (Private)
Limited, Tokyo Eastern Cement Company
(Private) Limited, Tokyo Super Aggregate
(Private) Limited, Tokyo Supermix (Private)
Limited, World Export Centre Limited, CCC-
ICLP Alternative Dispute Resolution Centre
(Guarantee) Limited and Sri Lanka Institute

of Information Technology (Guarantee)
Limited (SLIIT) and he serves on several

Audit Committees, Nomination Committees,
Remuneration Committees and the Related
Party Transaction Committee, chairing most
of them.

Dr. Cabral has also authored several books in
the field of Company Law, Intellectual Property
Law and Commercial Arbitration.

DEVAKA COORAY
Independent/Non-Executive Director
Appointed: July 2020

Skills & Experience:

Mr Cooray is a Fellow Member of the Institute
of Chartered Accountants of Sri Lanka and
the Chartered Institute of Management
Accountants of the United Kingdom.

Other Current Appointments:

Mr Cooray is the Managing Director of
Management Systems (Pvt) Ltd and a Director
of some of its Subsidiaries and also serves as a
Director of Life Insurance Corporation (Lanka)
Ltd, HVA Foods PLC and JAT Holdings (Pvt)
Ltd

Previous Appointments:

He has worked with Ernst & Young for over
40 years of which 30 years was as a Senior
Assurance and Talent Partner. He functioned
as the Deputy Managing Partner from 2016
to 2019 and served as a member of Ernst
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& Young's Management Committee from

the time the Management Committee was
established in 1998 until his retirement in 2019.
Mr Cooray was instrumental in establishing
the Ernst & Young Practice in the Republic of
Maldives in 1995 and functioned as the Partner
responsible for the overall management of
the Maldivian Practice from its inception. He
represented Sri Lanka and Maldives for a
number of years in the EY ASEAN Regional
Partner Forum. He was seconded to EY USA
for a year, where practical experience was
gained by being part of assurance teams that
performed audit engagements on several
large enterprises.

Mr Cooray also spearheaded the Ernst and
Young Sri Lanka/ Maldives Family Business
Centre for Excellence which was instrumental
in sending several eminent second generation
family members to business schools
worldwide. He has also served as a member
of the Council of the Chartered Institute of
Management Accountants UK.

DILSHAN RODRIGO
Executive Director / Chief Operating Officer
Appointed : July 2020

Skills & Experience:

Mr Rodrigo is the Chief Operating Officer

of HNB PLC with over 18 years’ experience

in the field of banking presently providing
administrative leadership to Finance, Credit,
Operations, Risk Management, Banking
Services, Compliance and Internal Audit. He is
overseeing the cross functional teams involved
in improving governance and compliance by
serving in several Board and Management
committees in the Bank.

Other Current Appointments:

Mr Rodrigo has held many senior positions
in multiple industries ranging from banking,
insurance, investment banking and apparel.
He is a Director of HNB Assurance PLC, HNB
General Insurance Ltd., Guardian Acuity
Asset Management, Sithma Development Ltd
and Credit Information Bureau. He played

a catalyst role in the Bank’s transformation
and cultural change by being the driving
force towards centralisation, automation,
outsourcing and process improvement
initiatives and recognised for driving a
performance culture through training and
talent acquisition and introducing several
breakthrough cost optimisation initiatives.



He possesses a wealth of experience
encompassing both the retail business and
support functions as deputy to the CEO. He
has also been providing leadership to Bank’s
Recoveries vertical since early 2019.

Mr Rodrigo serves on the councils of the Sri
Lanka Institute of Directors (SLID) and as the
Chairman Policy Advocacy Committee of Asian
Bankers Association (Taiwan) during 2011/12
and 2019/20. He has served on local councils
of CIMA, ACCA and Risk Professional Forum
the latter two as President for two year terms.

Previous Appointments:

He has served as a lecturer and examiner on
various undergraduate (CIMA, ACCA) and
postgraduate programs (PIM and University
of Wales MBA programs) for over a decade
and SLID as Lecturer Director Certification
Program — Risk Management and Corporate
Responsibility Modules. Also a presenter on
technical papers in various forums locally and
overseas on Strategy, Business Transformation
and Risk Management.

PRAWIRA RIMOE SALDIN

Alternate Director to Mr Rusi Captain — Director,
HNB PLC

Appointed: July 2018

Skills & Experience:

Appointed as alternate Director in July 2018.
He is a fellow of the Institute of Chartered
Accountants of Sri Lanka, an associate of
Institute of Chartered Accountants of England
and Wales, a fellow of the Chartered Institute
of Management Accountants of London and a
Certified Management Accountant Australia.

Mr Saldin has over 30 years of experience
in Finance, Operations and General
Management.

Other Current Appointments:

He is presently the Director/CEO of Polypak
Secco Ltd, a Director of Paints & General
Industries Ltd and Polytex Properties and
Investments Ltd. He is also the Chairman of
Chemanex PLC and a Director of CIC Holdings
PLC and serves on the Board of Directors of a
number of companies in the CIC Group.

Mr. Saldin is an alumni of the Asia Institute of
Management.

Previous Appointments:

Mr.Saldin has served as the Commercial
Director and Group Finance Director of CIC
Holdings PLC for the period 1995-2005. He
was the Country Controller & Group Finance
Director for Shell Sri Lanka for the period
2005-2010 and also the Group Chief Operating
Officer, Browns Group of Companies PLC and
the Managing Director of Browns Investments
PLC from 2010-2014.

DR PRASAD SAMARASINGHE

Alternate Director to Mr Damien Fernando —
Director, HNB PLC

Appointed: July 2019

Skills & Experience:

Appointed as alternate Director in July 2019.
Dr Prasad Samarasinghe holds a doctorate
in Telecommunications bestowed upon by
Australian National University of Canberra.
He achieved Master of Engineering and
Bachelor of Science in Electronics and
Telecommunications with a First Class from
University of Moratuwa.

In addition, Dr Samarasinghe is a Licentiate of
Institute of Chartered Accountants of Sri Lanka
and the recipient of best achiever status from
the Institute in Financial Accounting, Business
Mathematics Statistics and Data Processing in
the year 1991.

Other Current Appointments:

Dr Samarasinghe is the Managing Director/
Director of Lanka Bell (Pvt) Ltd from July 2005
and also the Managing Director of Bell Active
(Pvt) Ltd and Bell Solutions (Pvt) Ltd from
September 2008.

Dr Samarasinghe is also a Director of Hayleys
Fibre PLC, serving in its Board from September
2017. Dr Samarasinghe represents Mr Damien
Fernando on the Boards of HNB Assurance
PLC and HNB General Insurance, as his
alternate Director.

He is holding a professional membership as

a Board Director of TRACE, ICTISC and FITIS
and as a member of the Engineering Faculty
Board — University of Moratuwa. In addition he
is a council member of CSSL.

Previous Appointments:

Dr Samarasinghe was a Director of LK Domain
Registry (2017 — 2019) and a General council
member of SLASSCOM from 2015 — 2016.

Dr Samarasinghe was holding the position as
the Head of IT of Commercial Bank of Ceylon
from May 2002 till September 2003. He was
the Deputy General Manager (ICT) of Sri Lanka
Insurance from 2003 to July 2005 and became
the Chief Operating Officer (support services)
of Sri Lanka Insurance in July 2005 and served
till March 2008. Dr Samarasinghe had been

a Director — E-Channelling (Pvt) Ltd from
September 2004 to June 2009. He was the
Managing Director of Bell Vantage (Pvt) Ltd
from September 2008 to December 2011.

THUSHARI RANAWEERA (MRS)
Company /Board Secretary
Appointed: January 2012

Skills & Experience:

She is an Attorney-at-Law and counts over 29
years of experience in Banking.

Mrs Ranaweera holds a Master's Degree in Law
(LLM) = University of Cambridge, U.K. and a
Diploma in International Affairs — Bandaranaike
Centre for International Studies, Sri Lanka.

Other Current Appointments:

Deputy General Manager - Legal of HNB, a
Director of Acuity Stock Brokers (Pvt) Limited,
Vice President of Sri Lanka Bank Company
Secretaries Association & a Council Member
of Association of Professional Bankers of Sri
Lanka (APB).

Previous Appointments:

Member of Board of Governors of Sri Lanka
National Arbitration Centre (2012-2017).
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Corporate Management

JONATHAN ALLES
M.B.A. - Finance (Stirling), A.I.B. (Sri Lanka)

Managing Director/Chief Executive Officer

RUWAN MANATUNGA
FCMA (UK), CGMA, FCA (Sri Lanka)

Chief Risk Officer/
Deputy General Manager - Risk

DILSHAN RODRIGO
M.B.A. (Cranfield), FCM.A.(UK), CGM.A., EC.CA. (UK)

Executive Director/Chief Operating Officer

-5ty

THUSHARI RANAWEERA

Attorney at Law, LL.M. (Cambridge),
Dip. in Int'l Affairs (BCIS)

Deputy General Manager - Legal/Company
Secretary

CHIRANTHI COORAY
M.B.A. (Wales), S.C.P. SHRM (USA), LPM.A. - CP (USA)

Chief Transformation Officer/
Deputy General Manager

SANJAY WIJEMANNE
B.Sc. Business & Finance (Mount Saint Mary’s University, USA)

Deputy General Manager - Retail Banking Group

ASANGA UDUWELA
M.B.A. (SriJ.), B.Sc. Special (Pera.)

Deputy General Manager - Operations
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NIROSHANA SENEVIRATNE

F.C.A. (Sri Lanka), FI.B. (Sri Lanka), C.PA.(Sri Lanka),

C.IS.A. (USA)

Chief Internal Auditor/Deputy General Manager
- Internal Audit

DAMITH PALLEWATTE

M.B.A. (PIM-SJP), BSc. Mgmt. (Hons.) London School of
Economics, ACMA (UK), CGMA, FR.M. (GARP), A.C.I.
Deputy General Manager

- Wholesale Banking Group



ARJUNA ABEYGUNASEKARA TYRONE HANNAN
M.B.A. (Colombo), B.Sc. (Colombo), M.B.A (Australia)

ACMA.(UK), CGMA, ACL Head of Custody and Trustee Services
Deputy General Manager - Treasury & Markets

-3

NIROSH PERERA RAJIVE DISSANAYAKE
M.B.A. (Manipal), Dip. in Marketing - L.B.S. (Sri Lanka) C.FA. (USA), FECM.A.(UK), C.G.M.A., B.B.A. (Colombo)
Chief Credit Officer Chief Financial Officer

HISHAM ALLY VINODH FERNANDO
M.LM. (Sri Lanka) Assistant General Manager
Assistant General Manager - Islamic Banking - Network Management

ROHAN BUULTJENS
Master of Business in Information Technology - RMIT
University (Australia)

Chief Technology & Digital Officer

JANATH ILANGANTILEKE
M.B.A. (Manipal), B.A. (Hons) - Northumbria (UK), A.1.B.
(Sri Lanka), A.C.M.A. (UK), C.G.M.A., C.PA. (Australia)

Assistant General Manager - Compliance

MAJELLA RODRIGO
A.CM.A (UK), C.G.M.A., M.B.A. (Colombo), B.Sc. (Colombo)

Assistant General Manager - Corporate Banking
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Senior Management

CHAMMIKA WEERASINGHE
M.B.A. (SriJ), M.C.LM. (UK)

Head of Marketing

SISIRA ATAPATTU
Head of Recoveries

KAILAVASAN INDRAVASAN
M.B.A. - Finance (Australia),
C.M.A. (Australia), A.I.B. (Sri Lanka)

Head of SME & Micro Finance

e
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PRASAD BASTIANSZ INDRAJITH SENADHIRA
M.B.C.S. (UK), C.LTP M.B.A. (SriJ.), MAA.LS. (Colombo), LL.B (Sri Lanka),
Head of IT Operations Attorney-at-Law, Dip in Marketing (S.L..D.A),

Dip in Credit Mgmt. (S.L..C.M.), AM.C.LPM.
Head of Human Capital Management

NEIL RASIAH SAUMYA ARYASINGHA

M.B.A. - Finance USQ (Aus), M.A. - Fin. Econ. Regional Business Head - Colombo Region
(Colombo), B.Sc. (Colombo), A.l.B. (Sri Lanka),

Dip. in Int. Trade (IBSL)
Regional Credit Head - Colombo Region

o
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SUPUN DIAS KANCHANA KARUNAGAMA
M.C.LM. (UK), M.S.L.IM, M.B.A. (5ri J), A.LB. (SL), M.C.LM. (UK), ALC.M. (SL)

Chartered Marketer, Dip in Marketing (UK)
Head of Business Development

Head of Personal Financial Services

[\

VIJAYA VIDYASAGARA EOMAL MUNASINHA
M.B.A. - Finance (Colombo), A.I.B (Sri Lanka) M.B.A. - Edith Cowan University - Australia
Deputy Head of Corporate Banking Head of Talent Development

28  Hatton National Bank PLC / Annual Report 2020



It
PRIYANTHA SENEVIRATNE
AC.I

Chief Manager - Treasury (Corporate Sales)

.-

V T SAMPANTHER

PRIYANKA WIJAYARATNE

M.B.A. (Sri J), ACM.A. (UK), C.G.M.A. B.Sc. (Colombo)

Chief Manager - Strategic Planning

SIVARAJAH NANDAKUMAR

Regional Business Head - Central Region M.B.A. (SriJ), A.LB. (Sri Lanka)

ANURADHI DELAGE

A.CA. (SriLanka), ACM.A (UK), CGM.A,
B.Sc. Accountancy (Sri J)

Head of Finance

//
g

MURTAZA NORMANBHOY
FC.A. (Sri Lanka), EC.M.A. (Sri Lanka)

Senior Manager - Internal Audit

Chief Manager - Operations

»

SURESH EMMANUEL
M.B.A (Cardiff - UK), M.B.C.S. (UK), C.I.S.M (USA),

C.L.S.A(USA), C.D.PSE. (USA), C.PLS.L, ITILLV 3 (USA),

ISO 27001 LA
Chief Information Security Officer

SUBRAM PARAMESHWARAN

DILUNIKA JAYASINGHE
M.B.A. (USQ), EC.A (Sri Lanka), B.Sc. (Colombo),
A.CS.I. (UK)

Chief Manager - Credit Risk Management

THUSITHA EDIRIWEERA
M.B.A. (UK), LLB (Sri Lanka), Attorney-at-Law, Notary
Public & Commissioner for Oaths, M.C.I.C.M. (UK),
FI.C.M. (Sri Lanka), M..LM.S.L.

Senior Manager - Legal (Recoveries)

KUSHAN JAYASURIYA
M.B.C.S. (UK) M.B.A. (Colombo), B.Sc. (Colombo),
Senior Manager - Service Operations Centre ACMA. (UK), CGMA.

Head of Risk - Operations & Market
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Senior Management
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SAMPATH KUKULEVITHANA SOTHIRATNAM MATHANAN RAJEEV RAJARATNAM

M.B.A. (Manipal), Dip. in Marketing (UK) M.B.A. (Australia), FA.B.E. (UK) A..B. (Sri Lanka)

Regional Credit Head Senior Manager - Credit Operations Head of IT Project Delivery & Portfolio

- North Western Region Management

TLih ':";I'-'.

THANGARAJAH THAYALAN PATHMANATHAN SRIKANTH SOMASKANDASARMA NARENTHIRAN
M.B.A. (Australia), A.l.B. (Sri Lanka), M.A.B.E. M.B.A. (Cardiff - UK), A.I.B. (Sri Lanka) M.B.A. (UK)
Senior Manager - Foreign Exchange & Head of Financial Institutions Regional Business Head - Greater Colombo

Money Markets

30
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ROSHANTHA JAYATUNGE DEEPAL UDUKUMBURA ROSHAN FERNANDO

A.LB. (Sri Lanka) N. Dip. Technology (Hardy TTI),

M.B.A. (Colombo), B.Sc. Eng (Hons) (Moratuwa),

Senior Manager - Training Delivery PG. Dip Management (Rajarata) M.I.E.T. (UK)
Regional Credit Head - North Central Region Director/Chief Operating Officer - Sithma

[

RUKSHAN SENARATNE
M.B.A. (Malaysia)

Senior Manager - Centralised Credit
Operations

Hatton National Bank PLC / Annual Report 2020

Development (Pvt) Ltd / Senior Manager -
Facilities Management

SURANGA PEIRIS
M.B.A. - Finance (USQ, Australia), A.C.M.A. (UK),
C.G.M.A, A.l.B. (Sri Lanka)

Head of Emerging Corporates
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DAMIAN RANJIT VIRANGA GAMAGE
A..B. (Sri Lanka), Pg. Dip. in Business & Financial LL.B (Sri Lanka), M.B.A (Colombo), Attorney-at-law
Administration (ICASL) Head of Deposits
Regional Credit Head - Greater Colombo
Region
VINDHYA WIJEGUNAWARDANE PASINDU DHARMASIRI ARUNA SUMANASINGHE
M.B.A. (Cardiff Metropolitan University) B.Sc. (Hons.) - IT (London Metropolitan Uni. - UK), M.B.C.S. (UK)
Head of Customer Experience M.Sc. (IT) - (Charles Sturt Uni. - Australie) Senior Manager - Application Management

Head of Payment & Cash Management

k3

ANGELINA DHARMARAJ UDARA PATHINAYAKE PUNYA JINADASA
M.B.A. (UK), A.C.LS. (UK), A.I.B. (Sri Lanka) M.B.A. (Uni. of Preston - USA) Senior Manager (Foreign) - Head Office
Senior Manager - Credit Administration Head of Pawning Branch

\ E J
i | ¥}
CHAMARA GUNAWARDENA BANDULA MONNEKULAMA UPUL ADIKARI
Pg. Dip in Computer Science (Colombo), N.D.T. (Agriculture) M.B.A. (Sri J.), Chartered Marketer,
B.LT. (Colombo) Regional Business Head - North Central M.C.LM. (UK), M.S.LLM, P. Mkt (SL)
Head of Application Development & Region Senior Manager - Marketing &
Maintenance Communications
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Senior Management
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RAJEEV PERERA DAPHNE GAMAGE DILANKA DE SILVA

M.B.A. (UK) M.B.A. (UK) A.CILM. (UK)
Regional Business Head - North Western Senior Manager - Inward Remittances/Swift Senior Manager - Head Office Branch
Region & Card Back Office

/£
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SUSITH PERERA SHIVASARAVANABAWAN SHIROMI HALLOLUWA

A.LB. (Sri Lanka) SUNTHARESWARAN Attorney-at-Law & Nortary Public, Company Secretary

Regional Business Head - Uva/ M.B.A. (Manipal), BSc Hons. (Agriculture) Head of Legal

Sabaragamuwa Region Head of HR Business Partnering

e lﬂ l i
GAUTHAMI NIRANJAN NILUKA AMARASINGHE SIDDIQUE FALEEL
C.M.A. (Sri Lanka), PhD. Management (MSU), M.B.A. (Peradeniya) M.B.A. - Finance (USQ, Australia)
M.B.A. (Edith Cowan University - Australia) A.LB. (Sri Lanka) Senior Manager - Retail Recoveries
Head of Cards Issuance Head of Leasing
.Ir""'r }I’& v

AMILA RANASINGHE PRASANNA KUMARA

ACMA. (UK), CGMA. ACA (Sri Lanka), M.B.A. (Colombo),

Senior Manager - Management Information B.Sc. Accountancy Special (Sri J)

(Corporate Planning) Senior Manager - Management Information

(Central Accounts)
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VIRAJ MENDIS SHERAN PERERA

Head of Credit Operations M.B.A. (UK), A.I.B. (Sri Lanka)
Head of HR Operations

l

TISSA NANAYAKKARA AJITH FERDINANDO
Head of Card Operations Head of Centralised Operations

Ll A
: N
ROZANNE DE ALMEIDA NELUKA FERNANDO
A.lB. (Sri Lanka) Senior Manager
Head of Trade & Financial Institutions - Centralised Trade Processing

't LT
SHANKAR DHARMARATNE NIMAALI DE MEL
B.Sc in Business Administration A..B. (Sri Lanka)
- University of Coventry (UK) Senior Manager - Outward Remittances

Head of Digital Services
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Our Business Model

OUR INPUTS

Capitals deployed to generate value to the Group and stakeholders

Digital Capital

Hardware, software and networks that
enable digitalisation of our activities

Manufactured Capital

ATM is digital capital, can
we include a building for
manufactured capital

Natural Capital

Natural resources consumed in
carrying out our business activities

Financial Capital
Financial assets and liabilities as set
out in the financial statements

Human Capital
The Hatna Team

and communities we operate in.

Intellectual Capital

Our brand, organisation structures,
policy frameworks, systems an
procésses and the tacit knowledge of
our team

Social & Relationship Capital
ag Our customers, business partners,
correspondents, suppliers, investors
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CORE FUNCTIONS

I

Business lines that create
value to our customers

We mobilise
deposits through a
range of products
which earn interest
for customers

?\_S\Q‘\Aanagement
A

Custodian of
savings and wealth

Provider of finance -
Transforming
' lives, livelihoods,
. businesses and

communities . g
Enabling transactions

Access to
global trade
Q)’?)
/O//
$7)
Ce
%a/e,, .
Ma”agement
®
We facilitate

connectivity to
global supply chains
through a network
of correspondent
banks and specialist
services such as
Trade Finance

and Treasury



& ENABLERS

° Lending money

for investment,
working capital
and consumption
needs at an
agreed interest
rate for a defined
period through
Retail & Wholesale

Co,pp Banking activities
O’p‘v
A
<<\O
OL
DY
7
g 2
®© Q
L%/ o
)
)
[5)
c
S
2
S
o§
&
S
\% .
D Our digital
$?’ platforms,
,‘\>~\ network of
s\)‘b branches and
ATMs facilitate
payments,

remittances
and a growing
number

of digital
transactions

Enablers that create value for
the organisation and other
stakeholders

OUTCOMES

OUTPUTS

Internal and external consequences for
the capitals as a result of an organisation’s
business activities and outputs

Products, services, by-products and waste

For Customers Social & Relationship Capital
Improved customer satisfaction

Rs 815 Bn 00 L REIEETRTIT ATNEN

Convenience through

Gross Loans and Advances .
................................................ digital channels
Rs 59 Bn New business partnerships
Interest Paid . . .
................................................ Financial Capital
Rs 1 98 Bn Profit After Tax Rs 11.5 Bn
Imports Improved CASA
................................................ morovad sfficioncy
Rs 70 Bn ......... I...........................: ...........
mproved Asset quality
EXpOI’tS ..............................‘ ..................
............................................................... Strong capital
Rs 203 Bn Improved Liquidity
................ Remtances Human Capital
Employee satisfaction
Productivity
A skilled, trained and
» SugEge dEw
For Employees
Rs 11.5 Bn Digital Capital
Remuneration Upgraded systems
................................................ imroed digital salution
1 07’461 .hours Depreciation in value
of training of digital capital

Manufactured Capital
Wide spread presence

Business Partners
Natural Capital
Rs 250 Mn .. Reduced emissions by 13.9%
in Commissions Generated 2,945,624 kwh

of solar energy
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Listening to Stakeholders

The future of industries is shaped by stakeholder expectations, changing lifestyles and 2020 heightened our awareness of this as we responded to
people concerns with alacrity. Our investments on proactive listening to stakeholders and addressing their concerns enabled us to adapt to a new
norm with relative ease and consolidate relationships as we facilitated responses to diverse concerns. Mechanisms set in place to enable the leadership
team and the Board to understand concerns of our customers continue to highlight stakeholder concerns through common and dedicated channels or
processes. As in previous years, the report highlights value delivered to stakeholders throughout the business line reviews and Capital Reports.

» Annual General Meeting » Dedicated Customer Care Centre

» Investor Forums » Grievance mechanism

»  Webinars

A4 \4
) (» Ease of doing business h
» Innovative & relevant products

» Sound financial advice and support

» Access to finance

» Grievance handling

» Capacity building and financial

» Financial performance

» Shareholder returns

» Governance

» Integrated risk management
» Sustainable growth

» Strategic focus

literacy
- / - /
EDIA o |y
pM (33
e Sire
N ~
& CUSTOMERs ",
N I ?
@) S = <
$ & &
s M0 %,
S ) <
§ N Reputation o,
19 < / Financial stability \ @\m
(Z) ........ /’:( Governance & Ethics \\\\
o 0 | Fair dealing I
[ w \\ . ‘J“, ------
= Z \ Industry leadership /| 8
B ‘% Innovation ~
3 &
b S
J})&.:_ — P
S¥o N

~

» Compliance

» Opportunities for growth
» Partnering economic growth of the

» Timely settlement
country

» Timely payment of taxes
» Attracting FDI & Remittances

» Connectivity
» Ethics and business conduct

» Convenience

k J

- v
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Chief Employee Experience Officer
Employee surveys
Employee Grievance mechanisms

HR visits

\4

Fair remuneration & benefits
Career progression

Learning & Development
Conducive work environment
Health & Safety

» Responsible lending

» Carbon footprint

» Strategic Philanthropy
» Financial inclusion




Our Strategy

As we neared the summit of our journey, our long term
strategy for the next few years was finalised summarising our
aspirations and our plans to make them a reality.

‘
-

Plan 2020

Plan 2021

Business

Growth

HNB

YOUR PARTNER IN PROGRESS

Most Admired Bank
Most Customer Centric Bank
Best Digital Bank

Most Preferred Employer

Improve Customer
Experience & Productivity

People
Development

Technology
Enablement

» Sustainable growth
» Capture new business

opportunities

» Focused on identified sectors

and segments

» Partnerships entered into

with merchants to offer
benefits to customers mainly
in relation to leasing, credit
cards and digital products

» Revamped the minor savings

proposition

» Obtaining USD 60Mn from

Proparco France to support
SMEs

» 16% retail loan grth
» 35% CASA Growth
» 19% Deposit Growth

» Capture new business

opportunities

» Relationship management
» |mprove sales culture

%

\

Improve grievance handling
mechanism

Cost optimisation

Improve turnaround time for
key product propositions

Implementation of Chatbots
and RPA

Set up a service help desk
Introduced point of contacts
from key areas for faster
resolutions

Formation of service support
group to implement service
improvement initiatives
Critical reassessment of
operating expenses

NPS improved from 64% to
77%

Cost to income improved to
39.3%

Continuous improvement of
processes

Cost optimisation
Automation

Refresh Performance
Management

Capability development
Strategic Workforce planning

v

¥

Set't'ing up Vs't'rategié'v'vork
force planning
Review of key HC policies

Continuous learning through
virtual platforms

¥

Retention : 94%
Training hours / employee
1222

No of training participants :
16,921

v

¥

Cabability Ijévelop'r'nrent
Strategic Workforce Planning

¥

Succession Planning

%

\

%

Complete implementation of
Core Banking System and key
systems.

Improve stability and
reliability of systems

Improve Ml and analytics
capability

Enhance mobile & internet
banking propositions
Completed implementation
of the core banking system on
schedule

Rolled out retail module of
the new loan origination
system

Launch of the new Digital
Banking App

Implemented a new business
intelligence tool
Strengthened system stability

Transactions VthrougH'ATMsr as
a % of total transactions

» Withdrawals : 89%

» Deposits : 64%

46% growth in ebanking
transactions

Stabilise core systehﬁé
Develop enabling systems
Improve analytics capability

——/

Plan 2020
» Improve asset quality »
» Enhance Governance

» Strengthen data/
information security

Wins

Review of credit policies in line witi market  »
condition
» Setting up special asset management units  »
and strengthening recovery process

» Strengthening governance structures

» Implementation of privilege access
management and data loss prevention
systems.

Score

5.91% in 2019

LAR : 39.6% (statutory

requirement 20%)

» LCR: 290% (statutory
requirement 90%)

» CAR:17.98% (statutory
requirement 12.5%)

NPA improved to 4.31% from »

Business Sustainability

Plan 2021
Strengthen governance

» |Improve credit,
compliance and risk
management culture

» Enhance cyber,
information security

With the outbreak of the COVID-19 pandemic the Bank and the entire sector was impacted. Such impact on the Bank is discussed
under the capital reports and the business reports from page 45 to 101.
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Determining Material Matters

Issues that significantly affect our ability to create long term value are considered to be material topics and we establish processes to measure and
monitor these with a view to understanding their impact and managing the dynamics where possible. A long list of potential material matters are
filtered using feedback from the stakeholder engagement process and our own strategic priorities using a 5 part materiality test as graphically
depicted below. These material topics are monitored to identify potential opportunities and risks and to determine the level of reporting required.

e { Strategy J b

{Stakeholder Concerns}

Standards &
Codes

- <

-

e Long List

Impact on strategic goals

Common interests

Material Topics

MATERIALITY TEST

Managing accountability,
oversight and reporting

[
(
|

)
J

|

( B
UN Sustainable Development
Goals
. J
( I Y
Sri Lanka Sustainable Banking
Principles
. J
( I Y

CSE Recommendations for
Communicating Sustainability
I

GRI Standards

2020 Rank ‘ Material Topic Standards/ Goal/ ‘ 2019 Rank ‘ Rationale for movement

Principles

Macroeconomic Performance & Government Policy GRI; 201-1, 201-4, #1 Although the ranking is the

Uncertainty regarding the duration of the pandemic and its 203-1,203-2, 207-1, same‘ a's in 2019, the economic

humanitarian and economic impacts including policy options 207-2,207-3 condltlons have worsened

make this the single most important factor LSJI_NSSB|?’G7 89' 7 exacerbating concerns

Refer Market Review on page 40 C

Stakeholder Health & Safety GRI; 403, 416 Not included The highly contagious nature

Health and safety protocols implemented to curtail the spread UNSDG; 3 in 2019 as of the virus, its evolution and
SLSBP; 3 this was a resurgence is a black swan

EXTREMELY HIGH

of contagion and potential risks to employees, customers and
outsourced providers make this a top priority.

Refer Social and Network Capital and Human Capital Report
on page 58 and 64

stable factor

event with its characteristic
severity of impact

Customer Support & Satisfaction GRI; 102-43, 102-44, #2 Expanded caption to include
As we aspire to be recognised as the most customer centric 418-1 support to customers which
bank, this is a high priority. UNSDG; 10 was a critical need in 2020 and
' ) ) SLSBP; 3 likely to be a concern in 2021
Refer Social and Network Capital Report on page 58 as well
Technology & Future Readiness GRI; 203-1, 203-2 #5 Technology became a
Provides a platform for innovation and enhanced user UNSDG; 9, 11,17 lifeline for customers who
experience while facilitating scalability and cost efficiencies. SLBP; 4,7,8 were onboarded to our
Refer Digital Capital R 54 digital platforms to carry out
efer Digital Capital Report on page transactions from the safety of
their homes and offices
Integrated Risk Management GRI; 102-15, 102-30 #3 Ranked high due to extremely

Risk management is key to understating potential impacts on
our capitals, performance and financial stability and serves as
the Bank's second line of defense.

Refer Risk Review on page 134

UNSDG; 11
SLSBP; 1,5, 10

high levels of volatility and
uncertainty globally and locally.
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2020 Rank | Material Topic Standards/ Goal/ ‘ 2019 Rank ‘ Rationale for movement

Principles
Brand & Reputation GRI; 102-2 #3
Our brand and reputation is critical as our growth is dependent UNSDG; 16
on the trust of our stakeholders. SLSBP; 6,10
Refer Intellectual Capital Report page 68 While these topics are critical
to our strategic goals and
ability to create value, the
Talent attraction, development and retention GRI; 404-1, 404-2, #4 urgency of the 5 issues ranked
T Dedicated resources nurture our value creators who propel our 404-3, 405-1, 405-2, ab9v§ tal§e precedence at this
0] growth 412-2 point in time.
- . UNSDG; 4, 5, 8
I Refer Human Capital Report on page 64 SLSBP: 8
Financial Stability & Profitability GRI; 201-1 #7 The strength of our balance
This is critical to our ability to create value to all stakeholders UNSDG; 8, 16, 17 sheet ?md a prudent risk
and secure the trust of our customers who entrust SLSBP; 10, 11 ClR[REE Prov'd?S Comfo_rt
management of their wealth to us. althou'gh it (FEGUIITEE iontlnued
attention to ensure that it
Refer Financial Capital Report on page 45 .
remains so.
Ethics, Governance & Compliance GRI; 102-16, 102-17, #9
Sound governance, legal and regulatory compliance and ethics 102-18
determine reporting lines, roles and responsibilities and shape UNSDG; 16
our organisation culture SLSBP; 1,6,10, 11
Refer Corporate Governance : Annual Report of the Board of
Directors on the Affairs of the Company on page 102
Inclusive growth & responsible lending GRI; 102-15, 201-1 #6
As custodians of wealth and providers of capital, we balance UNSDG; 9,10, 11, 12
interests of depositors and lenders and manage risks SLSBP; 1,4, 5,6, 11
associated with our business in a structured manner
Refer Risk Review on page 134 and
El Social and Network Capital Report on page 58
E Business Innovation GRI; 201-2 #10
w Product and channel innovation provides a key competitive UNSDG; 9, 11 These are core to building
E advantage as we strive to cater to changing customer demands SLSBP; 9 everything else and will always
Pa) Refer Business Line Reviews on page 74 remain on our list of priorities.
2
2
Business network relationships GRI; 102-12 #11
Managing relationships with correspondent banks, franchise UNSDG; 9, 17
SLSBP; 9

owners, merchants, agents suppliers and other business
partners enables us to provide a seamless service to our clients

Refer Social and Network Capital Report on page 58

Climate Action GRI; 201-2, 302-1,302-2, #12
302-3, 302-4, 302- 5,

304-3, 305-1, 305-2,

305-4, 305-5, 306-2

. UNSDG; 7, 12,13, 14, 15
Refer Natural Capital Report on page 70 SLSBP-1.2.5 7

We screen investments for environmental compliance, manage
our own consumption patterns and contribute positively to
minimise impacts from climate change
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GLOBAL ECONOMY

REAL GDP GROWTH
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The COVID-19 pandemic impacted every
aspect of the global economy in 2020 and

is likely to remain a dominant factor in 2021
as new variants and waves continue to defer
return to normalcy. Vaccines developed at

a record pace are being rolled out across
the globe, with front line workers in many
countries having received their first dose

by the date of this report, raising hopes
tempered with a realisation of the mammoth
task that lies ahead to inoculate the world.
The upward revision of forecasts for 2021

WORLD TRADE VOLUME GROWTH

by the International Monetary Fund in its
January 2021 outlook relative to its October
2020 outlook, albeit by 0.3%, strengthens
our optimism for a forecast recovery of 5.5%
in 2021 as we emerge from the recession
estimated to be negative 3.5% in 2020. IMF
also forecasts divergent recovery paths for

countries with key factors impacting the path
identified as access to medical interventions,

effectiveness of policy support, exposure
to cross-country spillovers, and structural
characteristics entering the crisis.

WORLD PRICES IN US$: ANNUAL % CHANGE

Globally, central banks adopted

an accommodative stance, cutting
policy rates in 2020 to provide

relief to individuals and businesses
impacted by the pandemic as global
growth declined sharply and inflation
expectations lowered.

GDP CONTRIBUTION 2018/19

2019

2018

32%

EXPORT OF GOODS & SERVICES 2018/19

2019

2018
19%

18%

18%

POPULATION 2018/19
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SRI LANKAN ECONOMY

Wide ranging measures to curtail the
pandemic in March 2020 enabled a return to
work by mid May supporting growth in the
third quarter. The 2nd wave which commenced
in the fourth quarter dampened growth

and has proved more difficult to curtail as it
became more widespread. Consequently,
CBSL expects the economy to have contracted
by 3.9% in 2020.

Moratoria extended to the tourism sector
in response to the Easter Sunday attacks
were extended and enhanced with the
onset of the pandemic. CBSL introduced
the Saubhagya relief scheme to support
the affected businesses through a refinance
and interest subsidy scheme. Other relief
measures extended by banks included
capping of interest rates charged on credit
card payments, reduction of minimum monthly
payment dues on credit cards for varying
durations and waivers of penal charges on
leasing facilities.

REAL GDP GROWTH

The regulator also implemented other
regulatory measures to ease the pressure on
the currency which depreciated by 2.6% during
2020. These included restrictions on imports,
foreign currency investments, discretionary
payments by banks and investments in GOSL
international sovereign bonds by Banks.

The sovereign rating for the country was
downgraded by three international rating
agencies which cite the impact of the
COVID-19 pandemic undermining the
country’s debt servicing capability which in
turn is expected to increase pressure on the
exchange rate.

The Colombo Stock Exchange witnessed

an exodus of foreign funds during the year
with the onset of the pandemic in line with
many emerging market economies. Resultant
low valuations and the low interest rate
environment buoyed the stock market in the
second half of the year with the benchmark

INFLATION

‘ End Year
2020 Ago
Standing Deposit Facility 4.50%  7.00%
Rate

Standing Lending Facility 5.50%  8.00%
Rate

Average Weighted Call ~ 4.54%  7.27%

Money Rate (AWCMR)
(Weekly Average)

All Share Price Index gaining 10.5% in 2020
as retail investors sought higher yielding
investments in the latter half of the year.

%
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INTEREST RATES & PRIVATE SECTOR CREDIT DEMAND

Rs Bn
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Credit support to SMEs
through moratoria and the
continuation of the tourism

sector moratorium

Restrictions on discretionary payments by banks

Suspension of investments in GOSL International
Soveriegn Bonds by banks

Concessionary credit scheme extending the refinance
scheme introduced in March to cover Construction and
other sectors

Measures to control foreign currency investments

EXTERNAL TRADE & EXCHANGE RATE MOVEMENT

USD Mn USD/ LKR
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BANKING INDUSTRY

The Banking sector in the country played a key role in supporting businesses stay afloat during the year by facilitating access to finance and providing
moratoria on existing loans thereby easing cashflow pressures. The low rates of interest impacted the net interest income of the banking sector while
lower trade volumes adversely impacted fee income.

GROWTH EARNINGS STABILITY
Rs Bn Rs Bn %
15,000 600 25
12,000 500 -
o—o0—0—0
9,000 400 15
300 O——o——o0—o0
6,000 10
200
3,000 I I 100 5
0 I I 0 0
17 18 19 20

17 18 19 20

17 18 19 20

== Total Assets

== Loans & Advances
== |nvestments

== Deposits

NIl

Non-Interest Income
PBT

PAT

ookl

Growth

The Banking sector assets grew by 17% to Rs
14.7 Tn as at end of 2020 while, gross loans
and advances of the Banking sector growth
was 12% . It is noteworthy that some sectors
were buoyant during the year due to high
demand for personal protective equipment,
food and agriculture buttressing the impact
of the business interruptions due to the
pandemic. Inevitably asset quality declined
during the year as Gross Non-Performing
Advances ratio increased from 4.7% at the
close of 2019 to 4.9% at the end of 2020.

Despite the lower interest rates, deposit
growth recorded a 22% growth in 2020
compared to 8% recorded for 2019 reflecting
the renewed trust in banks as depositors
moved funds from institutions perceived

to have higher risk to banks. CASA ratios
improved to 35% with balances growing by a
healthy 34% while time deposits also recorded
strong growth of 15%.

Opportunities & Challenges for HNB Group

Every crisis presents opportunities as we shift
gears to seek new solutions for challenges
presented. The pandemic sharpened minds
and focus to find solutions across the world
quickly.

Vaccines have been introduced, governments
have developed varying protocols to cope

with the pandemic while e-commerce became
mainstream.

The Bank saw customers embrace digital
transaction platforms which is expected to
transform the future of banking with win-win
solutions for all stakeholders while it coped
with the processing of moratoria, challenges
in keeping branches open due to health and
safety issues and providing access to cash and
finance at a critical time.

Solutions rolled out by the Bank are testimony
to its commitment to uphold stakeholder
covenants as we provided much needed
cash life lines to customers across multiple
sectors, minimising the potential fallouts and
supporting livelihoods of people during the
crisis. Regulation and policy measures played
a key role in maintaining an even keel as the
sector worked with CBSL to avert potential
threats. In hindsight, working through the
challenges to support customers stay afloat
is perhaps the biggest opportunity that
presented itself in the guise of a challenge

as it renewed trust in the Bank, forging
relationships that increased our share of
business.

Declining interest rates and net interest
margins combined with elevated credit risk
exerted pressure on earnings. Additionally,
productivity was also impacted by the business
interruptions and social distancing measures.

-O- Core CAR
-O- Total CAR

These were carefully managed during the
year supported by sound governance and risk
management processes to maintain a healthy
bottom line.

The global recession stemming from the
pandemic resulted in subdued global demand
evinced by the decline of global trade by
9.2% in 2020. Restrictions imposed on inputs
needed for export industries exacerbated
impact. Consequently, imports and exports
declined by 20% and 17% respectively in 2020.
Lower trade and card volumes together with
low economic activity eroded the fee based
income.

The lockdown presented an opportunity to
onboard clients onto our digital platforms and
we were able to gain momentum as client’s
mindsets were open to digital transformations
in the wake of social distancing measures.
Customers were on-boarded to payment and
cash management system,mobile and Internet
banking, e-commerce platforms and digital
transactional products such as HNB Solo
andMoMo.

The lockdown was also an opportunity

to accelerate digitalisation of numerous
processes which supported remote working.
Employees were as eager as customers to
adapt to new ways and we were able to
deliver a host of applications that increased
productivity. It was also an opportunity to
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CREDIT GROWTH KEY EXPENSES & RATIOS LiQuIDITY
Rs Bn Rs Bn % %
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== Net Credit to GOSL
== Credit to Public Corporations
== Credit to Private Sector

-O- Statutory Liquid Assets Ratio (DBU)
-O- Credit to Deposit Ratio

=== Staff Costs

== Provision for Bad & Doubtful Advances
- ROE

O Efficiency

mainstream e-learning and the catalog of
courses available online was also extended,
upskilling our people to future proof the Bank.

Financial inclusion is an opportunity for HNB
with an island-wide presence and robust
digital platforms. Microfinance, Retail and
Islamic banking business lines continued its
journey, albeit with caution to expand the
footprint as we acquired new customers with a
relevant and future ready portfolio of products.

Sri Lanka's sovereign rating downgrade by
international credit rating agencies is likely to
prove a challenge in 2021 as it increases the
costs of foreign borrowings and necessitates a
revisiting of our funding strategies.

The lower interest regime and attractive
valuations saw the resurgence of the Colombo
Stock Exchange in the latter half of 2020.
Digital transformations at CSE including
mandated inclusion of bank account numbers
for CDS operations and allowed stockbrokers
and custodian banks to open CDS accounts
for their clients which provided a boost to
custodian services and to the Investment
Banking Group.

Future Outlook

High levels of uncertainty surround any
forecast into 2021 as recovery is fragile,
the road to normalcy long and winding
with potential surprises and pitfalls much
like a childhood game of snakes and

44

ladders. The ladders we know are the roll
out of vaccines, the accommodative policy
stances adopted by governments, wider
acceptance of digital solutions and renewed
trust in banks. The pitfalls include the
sovereign rating downgrade, looming debt
repayments, pressure on the exchange rate
and the potential fallouts after the end of the
moratoriums in place.

Oil prices are also forecast to increase in 2021
which will also add to concerns over the trade
balances. It is noteworthy that food inflation
has increased since April 2020 which was offset
by the decrease in no-food inflation and an
increase in oil prices will change the dynamics,
pushing inflation up. Other potential pitfalls
such as climate risks must also be considered
as it can impact food supply chains, power
generation and ultimately the trade balance.
Duration of the pandemic, the rollout and
efficacy of vaccines together with policy
measures will remain key to the profitability
and stability of the banking sector and the
country.

We continue to monitor developments
closely and to adjust our models to fine tune
stress scenarios to align our strategies to the
opportunities and threats presented by the
business landscape.
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Financial Capital Report

Balance sheet growth was encouraging as Total Assets of the Group increased by 15%
to Rs 1.4 Tn even as demand for private credit remained subdued and investments

(22

Hatton National Bank PLC Group
recorded a profit after tax of Rs 13.7
Bn in a year marked by business Rs Bn

interruptions, accelerated innovation @ 800
and economic stress across the world %
which required a realignment of o T
strategic priorities. Our focus was on

ensuring that customers had access to 400
necessary finance and cash to sustain

their businesses and livelihoods; while 500
simultaneously striving to maintain

superior asset quality, operational

excellence, liquidity and enhancing 400
the sustainability of our business

model. 300

200

100

VOVther :

increased during the year. Deposit growth of 19% reflects the strength of the domestic
franchise as this was achieved during a period of historically low rates of interest.
Group Net Assets per share increased by 6% to Rs 301.28 as at end of 2020.

HOW WE MAKE MONEY

Segment Contribution to Total Operating Income relative to Assets & Liabilities

Retail
Banking

Subsidiaries

Corporate
Banking

Treasury

Insurance

100 200 300 400 500 600 700 800 Rs Bn

Assets

Note: The size of the sphere indicates the contribution to Total Operating Income while the
positioning of the sphere indicates the asset liability mix in the business line
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EARNINGS

)P INCOME

NET INTEREST INCOME

NON INTEREST INCOME

TOTAL OPERATING INCOME

Rs Bn %

N o w R~ ol O

—
o

6 17 18 19 20

<O~ Bank NIM
-O- Group NIM

m= Bank
== Subsidiaries

Net Interest Income (NII) declined by

9.8% to Rs 50.8 Bn during the year as Sri
Lanka, akin to governments across the
world, moved to low interest rates to
support economic activity. Nevertheless,
the demand for private credit remained
subdued as customers focused on reviving
their businesses and livelihoods. Net Interest
Margins (NIM) also narrowed as the decline
in deposit rates lagged the rapid decline in
lending rates. However Bank level CASA
growth of 34.7% cushioned HNB's NIMs.

SEGMENTAL NIl CONTRIBUTION

(0)

20

15

10

5

0

16 17 18 19 20

m= Bank

== Subsidiaries

Non-Interest Income increased by 5.4% to
Rs 21.2 Bn supported by lower swap costs
and volumes and capital gains of Rs 1.1 Bn
realised through disposal of GOSL securities
which offset the decrease in net fee and
commission income. Group Net fee and
Commission income declined by 19.6%%

to Rs 8.0 Bn as trade volumes decreased
due to decreased trade activity owing

to wide-ranging import restrictions and
depressed demand in export markets as well
as markedly decreased credit card spends,
particularly during the first wave of the
pandemic. Insurance premium recorded by
HNB Assurance Group maintained a steady
growth trajectory increasing by 6.5% to Rs
8.9 Bn reflecting a prudent and targeted
growth strategy aligned to the business
landscape.

COMPOSITION OF NON INTEREST INCOME

6%
5% 21%
2020

2019

21% 30%

25%
19%
== Corporate == Property Development
== Retail Insurance
SME NBFI
== Micro
-
Treasury

15%

2020

2019

Net insurance premium income

Net fee and commission income

Net gains arising on derecognition of
financial assets

== Net other operating income
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== Group NII

== Group non interest income

Accordingly, Total Operating income
declined by 5.8% to Rs 72.1 Bn, despite
being bolstered by other income as NI
and Fee and Commission income waned

in line with economic activity. The Bank’s
contribution to Total Operating Income
remains steady at 78.2%while accounting
for 87.9% and 94.0% of NIl and Net Fee &
Commission Income. The HNB Assurance
Group contributed 12.4% through Net
Insurance Premiums to Total Operating
Income while other subsidiaries contribute
the balance 9.4%. The charts below reflect
the NIl and Total Operating Income from the
Group's key business lines and also provide
a view of the components of Non-Interest
Income.

SEGMENTAL TOI CONTRIBUTION

5%
2020

2019

2%

17%

== Corporate == Treasury

== Retail == Property Development
SME Insurance
== Micro NBFI
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CHARGES AND EXPENSES

IMPAIRMENTS

OPERATING EXPENSES

9 proFrs |

(9

(8]

10 I I
= B I
16 17 18 19 20

m== |mpairment on loans
m= Other Impairment

An increase in impairment was inevitable
given the macroeconomic landscape. The
individually significant portfolio (ISL) was
evaluated stringently for any expected losses
irrespective of the moratoria in effect.

The Bank also recognised substantial
impairment charges on account of weak
economic conditions and customers

in elevated risk industries. Taking in to
consideration the loans under moratoria and
the impact once the moratorium period ends
in March 2021, a significant allowance for
overlay was taken into account.

The impairment charges also included an
amount of approximately Rs 2.6 Bn arising
on account of the investments in dollar
denominated government securities due to
the sovereign downgrade by rating agencies.
This accounted for 16.2% of the total Group
impairment charge.

Consequently, impairments increased by
40.4% for the Group and 58.0% for the Bank to
Rs16.0 Bn and Rs 15.3 Bn respectively.

30
e 40
20 30
15 20
10
s 10
0 0

16 17

w= Personel cost

== Befinits, claims & underwriting

== Other operating expenses

<O Bank cost to income

-O- Group cost to income
Focused efforts on cost optimisation without
any reduction in staff salaries or downsizing,
supported the improvement in the cost to
income ratio from 39.7% in 2019 to 39.3% by
2020 despite the decrease in the Bank's Total
Operating Income by 5.8%. At Group level,
overall cost efficiency remained in line with the
previous year at 48.3%.

18 19 20

Operating Profit declined by 25.9% and 28.1%
for the Group and Bank respectively to Rs 21.2
Bn and Rs19.0 Bn as lower income and higher
impairments overshadowed considerable
gains in process efficiencies.
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== Corp tax

== VAT, NBT & DRL
== PAT

- Total tax rate

17 18 19 20

The share of profits from the joint venture
increased by 117.9% to Rs 407.2 Mn due

to strong performance of the primary
dealership arm with the reduction in interest
rates and stable performance of the venture
capital company. Total Group level taxes
and levies decreased by 42.3% to Rs 8.0 Bn
due to lower profits and ceasing of the Debt
Repayment Levy and the Nations Building
Tax. Accordingly, Group Profit after tax
declined by 9.1% to Rs 13.7 Bn.

The impact of decreased operating income
and impairments on the Bank was higher
with profits declining by 18.3% to Rs 11.5 Bn.
Earnings per share for 2020 amounted to Rs
25.58.

Total Comprehensive Income for the Group
declined 32.0% to Rs 10.5 Bn due to marked
to market losses on equity and other
financial assets fair valued through OCl and
the drop in profits. Total Comprehensive
Income for the Bank moved in line with a
decline of 42.0% to Rs 8.2 Bn.

IMPAIRMENT CHARGERS NET OPERATING INCOME BANK
14% Rs Bn Rs Bn %
2020 80 30 50
70 45
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1%4% S 2019 60 40
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FINANCIAL POSITION & CASHFLOW
bd ASSETS

GROUP TOTAL ASSETS

b LIABILITIES

GROUP LIABILITIES

Rs Bn %
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== | oans and advances
== QOther Assets
< NPA (Bank)

Two consecutive years of tail events resulted in extended debt
moratoria and depressed credit demand leading to 3 years of
subdued growth in loans and advances. Surplus funds have been
invested in other financial assets. Maintaining asset quality has
remained a key focus for the HNB Group and credit processes and
policies have been strengthened with oversight from the Board to
ensure that credit risk is carefully managed. An exposure of over Rs
11.0 Bn that was classified as NPA in 2019 was also regularised during
the final quarter of 2020. The above measures and the recovery action
have enabled the Bank to improve NPA to 4.31% in 2020 compared to
5.91% as at end of 2019 despite elevated credit risks.

Accordingly, gross loans and total assets for the Bank increased by

5.5% and 14.8% to Rs 814.5 Bn and Rs 1.3 Tn respectively. The Bank
accounts for 94.2%of Total Assets of the Group.

SEGMENTAL ASSETS

o, 3%
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== Deposits
== Other Liabilities
- CASA (Bank)

Deposit growth of 19.1% for the Group and 19.5% at

Bank level has been extremely encouraging despite

the prevailing low interest regime. It is noteworthy that
Bank's CASA growth was 34.7% as depositors sought
stable custodians for their nest eggs with a holistic value
proposition across digital and personal banking channels.
Consequently, CASA was 39.6% of deposits by the close of
2020 having improved from 35.2% at the beginning.

Total Group Liability growth for 2020 was 15.7% mainly
due to deposit growth. The Bank accounts for 95.5% of
Group Liabilities with Bank level deposits of Rs 967.8 Bn
accounting for 79.9% of the Group’s total liabilities.

SEGMENTAL LIABILITIES

3% 3%
1% 15%

8% 2020
1%
ﬁ 2019
16%

== Corporate == Treasury

== Retalil == Property Development
SME Insurance
== Micro NBFI
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b d EQuUITY

+ SHAREHOLDER’S EQUITY

©

Rs Bn
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== Stated Capital == Retained earnings
== Statuary reserve fund == Non controlling interest
Other reserves

Total Equity attributable to Shareholders increased by 6.0% to Rs154.2 Bn
supported by net growth in retained earnings of Rs 6.3 Bn after adjustments
for final dividends in 2019 and other comprehensive income net of tax.

Stated share capital was shored up by the 2019 scrip dividend of 8,975,741
voting shares and 2,593,268 non-voting shares, valued at Rs 156.50 and Rs
133.70 per share respectively.

No interim dividends were paid during the year due to CBSL imposed
restrictions on discretionary payments.

Subsequent to completion of the audit of the financials for the year ended
2020 the board of directors have declared a final dividend of Rs 8.00 per
share consisting of a cash dividend of Rs 4.50 per share and a scrip dividend
of Rs 3.50 per share for the year 2020.

DIVIDENDS
Rs %
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== Dividend per share
O Cash Payout
O Total payout
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BALANCING PERFORMANCE & STABILITY

bd RETURN ON EQUITY

B
Return on equity is a widely used measure
of value to shareholders and also the

Bank’s primary indicator for this purpose.

Its components reflect on different aspects
of the Bank’s performance and facilitate
comparison across peers and industry
sectors. This enables shareholders to make
informed judgments about their investments
which is the main intent of this report..
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m= Group PAT
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AVERAGE EQUITY

Group recorded a ROA
of 1.06% and a ROE of
8.74% while the Bank
recorded a ROA 0.95%
and a ROE of 8.77%

@ Rs Bn

200

150

100

50

16

17

== Average Equity
-O- Net Assets per share

18

19

NAVPS Rs
350

300

250

200

150
20

=

CORE CAPITAL RATIO

%

15
12
9
6
3
0
16 17 18 19 20

=

RETURN ON EQUITY/RETURN ON CORE CAPITAL

%

25

20 |
oI I| I| II I
16

17 18 19 20

N
wl

—
o

w1

== Return on Equity
== Return on Core Capital

50  Hatton National Bank PLC / Annual Report 2020



> I

N

-

Maintaining financial stability is a key concern for the Board and the Board Integrated Risk Management Committee plays
a vital role in ensuring that the Bank and Group Risk Appetite and Capital Management Plans are sufficiently robust.

CAPITAL RATIO

%
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5
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16 17 18 19 20

m=  Bank Core Capital Ratio < Core Capital Requirement
== Bank Total Capital Ratio O Total Capital Requirement

Liquidity is also an important aspect of stability and the relevant indicators are given below.

LIQUIDITY
% %
50 300
200
30
150
20 © o o o o
100
0 0
16 17 18 19 20 16 17 18 19 20
-O Liquidity asset ratio Bank O Liquidity Cover ratio Bank
Liquidity asset ratio LCB O Statutory Liquid Cover Ratio
< Statutory Liquid Assets Ratio
Bank Licensed
Commercial Banks
2020 2019 2020 2019
Core Capital (Tier 1 Capital) Adequacy Ratio 14.73% 14.57%  13.14% 13.05%
Total Capital Adequacy Ratio 17.98% 18.28%  16.65% 16.61%
Non-performing Loans to Total Loans and Advances 4.31% 5.91% 4.74% 4.61%

39.58% 29.55%  31.40% 27.11%
84.16% 95.30%  86.46% 93.38%

Liquid Assets Ratio

Loan to deposit ratio

The Group and Bank continue to maintain reassuring levels of liquidity and capital which are well above statutory

requirements.
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Management Discussion & Analysis

Manufactured Capital

Investments in manufactured capital
support our ability to deliver financial
services and foster relationships
throughout the island. Accordingly, it
also enables enhancing of Intellectual
as well as Social & Relationship
Capital which underpin our ability to
grow financial Capital.

COMPONENTS OF
MANUFACTURED CAPITAL

» Investment Property

» Property Plant & Equipment :
» Leasehold Land & Buildings
» Freehold Land & Buildings
» Equipment, Furniture & Fixtures
» Motor Vehicles

» Capital Work in Progress
» Right of Use Assets

INVESTMENT IN MANUFACTURED CAPITAL

ADDITIONS AND IMPROVEMENTS

Rs Mn
35,000
30,000
25,000
20,000
15,000
10,000
5,000
0

16 17 18 19 20

== Right to use assets
== Property Plant & Equipments
== |nvestment Properties

Rs Mn

1,200
1,000 l
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200

o, |
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N
0
N
o

== Freehold land and building

== |easehold buildings
Equipment, Furniture & Fixtures

== Motor Vehicles

== Capital WIP

OVERVIEW

Our manufactured capital comprises one

of the largest branch networks among

private sector banks and other supportive
elements that enables us to increase banking
penetration in pursuit of our inclusive banking
policies. The Bank owns the premises of 47
branches while 205 branches are on leased
premises reflected in Right of Use Assets and
Leasehold Assets. Modern buildings which
reflect the brand located in prime locations in
busy hubs of economic activity add visibility
to the brand and are often landmarks in the
community.

STRATEGY

Having established an extensive branch
network, the Bank’s strategy has been to
enhance the Bank’s reputation and brand as
well as to ensure that our workplaces are future
ready and cost effective as set out alongside.

Our main concern in 2020 was the health
and safety of employees, customers and
outsourced service providers. Health

and safety protocols were implemented
throughout the entire branch network to
minimise the potential threat of COVID-19.
Measures included erecting barriers between
staff and customers at counters, sanitising
prior to entering premises, provision of
PPE to employees, reinforcing hygiene
practices throughout the day through visual
and audio messaging, accelerating move
to paperless office etc. In the few instances
where our employees were diagnosed,
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prompt communications providing relevant
information was posted on electronic media
and the affected premises were closed to
minimise the contagion.

While footfall at branches has reduced
significantly as customers moved to electronic
platforms for transacting, the branch network
still remains a focal point in customer relations
and core to delivery of strategy due to current
social norms. Many of our branches are smart
workspaces that also testify to our concern for
the people and the environment as we strive
to create inspiring workspaces for our staff and
maximise the use of natural light and energy
efficient lighting and equipment. Additionally,
initiatives such as stationing Bancassurance
agents within our branches supported Group
synergies by enhancing both the Group's top
line as well as driving cost savings.

NURTURING MANUFACTURED CAPITAL

In the recent past, the emphasis of
investments focused on digital channels which
are segregated as Digital Capital as set out on
page 54. With the onset of the pandemic and
the social distancing measures put into place,
customer migration to electronic platforms
accelerated validating our strategic direction.
The pandemic also resulted in the deferment
of non-critical investments until a new norm

is established in transactional and consumer
behaviour patterns.

In line with our evolving brand proposition we
rolled out our new branch concept, with the



DEPRECIATION & AMORTISATION

INVESTMENT IN PPE

0%

7%

12%

51%

29%

1%

Rs Mn
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20,000
10,000 I
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REPUTATION & BRAND

== |easehold buildings

== Freehold land and building
Equipments, Furniture & Fixtures

== Motor Vehicles

== Right to use assets

== |nvestment Properties

== Freehold land and building

== Leaseholds buildings
Equipments, Furniture & Fixtures

== Motor Vehicles

== Capital WIP

» Health & Safety of stakeholders
» Largest branch network

» Inspiring workspaces

FIT FOR THE FUTURE

» Solar energy to reduce emissions
» Disabled access

» Smart buildings
COST EFFICIENT

» Energy efficient lighting
» Increased use of natural light

» Group synergies

relocation of our branch at Katugastota, This
new branch is designed to support the branch
operating model developed in 2019 and to
provide a convenient and enjoyable banking
experience to our customers.

MANAGING OUR CARBON FOOTPRINT

Increasing focus on minimising our carbon
footprint underpinned our investments in
installing solar panels in 94 branches and

at Head Office. The Bank’s installed solar
power generation capacity is 2.4 Mw and we
generated 2,946 MWh of electricity in 2020.
Additionally, our energy consumption reduced
significantly during the year due to lockdowns
and health and safety precautions. The use of
natural light, installation of LED lighting, state
of the art building management systems, and
energy-efficient lifts and chillers support a
lower carbon footprint although implemented
in prior years. These initiatives enabled the
Bank to reduce emissions by 834 MTs CO,
equivalents while the energy cost savings
amounted to Rs 39 Mn during the year.

BEYOND 2020

As the banking industry changes with the
times, it is exciting to reimagine the purpose
and workflow of a branch. The network of
branches serves us well, playing a key role

in the strong domestic franchise we enjoy at
present. Our history is evidence of the impact
of changing times. It is also vital that these
premises provide inspiring, smart, and future-
ready work environments. We believe that we

North Central
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10 e

North Western
Province

18

Western
Province

104

Southern
Province

25 s

Northern
Province

Central
Province
26
Eastern
Province
25
Sabaragamuwa
Province
11

Uva Province
12

can create greater value for our stakeholders
in these prime locations and are excited about
envisioning the branch of the future which will
be rolled out at a prudent pace, taking into
consideration the changes in the operating
landscape.
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Digital Capital - Future Ready

Digital capabilities of the Bank

were key to strengthening and
consolidating the strong competitive
edge as it enhanced value
propositions for stakeholders in

2020 as the pandemic transformed
how we transact, work and learn.
Employees and customers alike
benefitted from the investments and
on-boarding grew exponentially as
the Bank transitioned into a digital era,
spearheading the transformation of
the country’s banking sector.

COMPONENTS OF
s © N\ © N e © N\ ©

» Computer Equipment
» Software Licenses

» Operational Expenditure

INVESTMENT IN DIGITAL CAPITAL ADDITIONS & IMPROVEMENTS

Rs Mn % Rs Mn
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4,000

900
3,000 20
2,000 600
10
1,000 300
0 0 0
16 20

16 17 18 19 20 17 18 19

w= Software licenses (Mn)
== Computer equipment (Mn)
-O- % of PPE & intangibles

== Software licenses (Mn)
== Computer equipment (Mn)

IT VISION & STRATEGY

A vision of future proofing HNB by maximising the value of our assets, partnerships and
capitalising the capability of our people underpins the Bank's IT strategy. The strategy has
been designed taking into account industry trends, customer expectations and demographics
and the Bank’s long term strategic vision and goals. We also assessed maturity of technology,
organisational processes, strategy and service levels across key functions and a prioritisation of
main areas of concern which also formed part of the input to our strategy formulation process.
The strategy designed through this process is graphically summarised below.

[ HNB INFORMATION TECHNOLOGY ]
e Being Aligning with Data & Optimise Talent
Transform L . .
Core Digital the Business Analytics Costs Development
[ IT Governance and Security ]

MOMO

<
Transactions

103%

Users

42,000+

Merchants

2,900+

Transactions

800%

Transactions

46%

Merchants

2,200+
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DELIVERING ACCELERATED TRANSFORMATION

Technology was key to the Bank's digital transformation and business continuity in 2020 as the world rebooted to a new norm overnight.

[ STRATEGIC FOCUS

)(

VALUE TO STAKEHOLDER

)(

SIGNIFICANCE

STABILISE AND TRANSFORM CORE

Core Banking System (CBS) upgrade

Technological improvements

» Integrating Channels/ Third parties and
other Finacle modules.

Exposing 500+ Finacle functionality /
modules via API banking.

Finacle Solution Delivery Platform to
support co-creation capabilities.
Enhanced Audit features

New modules and over 200 enhancements
enable to meet increasing customer and
operational demands

Upgrade was completed on schedule in
August despite the pandemic with the live
migration performed remotely.

With the upgrade to the latest version,
HNB has the most up-to-date version of the
Finacle Core Banking solution (10.2.x) of
Infosys in the country.

Loan Origination System

» Retail module upgrade

Improved turnaround times for retail credit
applications for customers

Rolled out across the entire network in 2020

SOLO Added features to enable Many new features were added during
» bill payments the year supporting our customers, non-
! customers and merchants to carry out
» direct pay to customers -
. . transactions.
» on-line account opening
= » biometrics
=
9
a Digital Layer User interface changed to enable better The multipurpose Digital Layer which is
g user experience in the new Digital Banking being implemented will allow the bank to
o App launch Digital Banking products in quick
time to the market.
This will further enable the Bank to work
closely with Fintechs in the market and carry
out an easy technological collaboration for
product /service launch.
¢ || Business Intelligence (BI) implementation Improved information to enhance insights Implementation of a bank wide data
; E » Analytical models developed to drive throggh anal.ytics supportirﬁg deci§ion governance programme is in progress to
< <Zt business growth and support customer making and improvement in multi support the BI.
< experience stakeholder experiences
w » Chatbots » Lower costs and improved turnaround Advanced technical capabilities to perform
E g » Robotic Process Automation times repetitive rule-based tasks to increase
£ 8 || » Infrastructure consolidation » Improved compliance efficiency.
o
‘ZJ > » Data Leakage Prevention » Strengthened customer privacy Safeguarding information assets of the
% g » 24*7 Real-Time Security Monitoring Banl; and mitigates reputation risks for the
T s Bank.
g § » System security initiative especially in
8 o5 terms of providing WFH facilities to staff
=
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Digital Capital - Future Ready

IT GOVERNANCE

IT Governance is critical to the Bank's digital future and the Board has set in place a robust IT Governance structure and a comprehensive policy
framework which articulate the Bank'’s priorities, facilitates resource allocation and supports the overall internal control framework of the Bank.
Collectively, the Board has the requisite skills and competence to assess and constructively challenge matters related to technology in exercising
oversight.

Governance Structure

The Board

Policy Framework

> INFORMATION SECURITY POLICY

Strategy and Solutioning
Sets out a framework for classification and

Digital Technology safeguarding of information assets of the Bank

CYBER SECURITY POLICY

Enterprise System

Set out the Bank’s approach to cyber security and
defines expected user behaviours

Chief Technology & } :

Bigital Officeq System Security

Chief

Executive
Officer

IT RECOVERY POLICY

Data Center

Set clear plans for Disaster recovery in line with the
Bank’s overall BCP

Payment Channels

IT SERVICE MANAGEMENT POLICY

IT Administration

Implementing service standardisation with SLAs

Networks and Branch Support defined for service delivery

)

|
|

|

|

{

|

|

EXPANDING OUR DIGITAL PLATFORMS

In response to the increased demand for
online and mobile banking we launched our
new HNB Digital Banking Application during
the year and continue to expand the range

of services available through the APP. Our
digital payment solutions SOLO, IPG and
MOMO witnessed significant growth during
the year due to surging consumer demand for
online transactions during and post-COVID.
We continued to expand our reach adding
over 2,932 merchants to SOLO and over 319
merchants to MOMO. In order to provide

our customers the convenience of making
school fee payments online we entered into
an exclusive partnership with the first and only
local education payment platform, myfees.lk.

We also partnered with several essential
service providers to provide our customers
safe access to essential services during the
lockdown period. To this end, we launched
the Solo contactless payment option at over
47 Lanka IOC stations across the island while
also partnering with Pick Me to offer discounts

when using their services for delivery of
essential groceries.

We also fast-tracked the roll out of our
revolutionary e- commerce platform “AppiGo”
in order to support Small and Medium
enterprises rapidly establish an e-commerce
presence during the lockdown period. Since
its launch in May 2020 AppiGo has enabled
over 70 businesses establish e-commerce sites.

Ensuring the security and privacy of customer
information is a priority as we rapidly expand
our digital and online services. Latest security
protocols such as multi-level authentication
and one-time password (OTP) SMS system are
in place to ensure complete security across
every transaction. Our information systems are
ISO 27001:2013 certified and we implemented
a data loss prevention solution and a
privileged access management system during
the year to strengthen information security and
to align with global best practices. There were
no incidents of customer privacy or security
breaches during the year.
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MOBILISING MOBILE AND CASHLESS
SERVICES

We mobilised mobile ATMs across 714
locations in Colombo, Gampaha, Kalutara,
Puttlam, Kandy and Jaffna districts during
the lock down period in order to support
the Government in its efforts to control the
pandemic and in order to offer our customers
the convenience of carrying out banking
transactions at their very door step. We also
introduced a system where customers could
transfer cash to any mobile and where the
beneficiary can withdraw the same from any
ATM without a debit card.

INTERNET PAYMENT GATEWAY

Our payment gateway was enhanced in
partnership with Cyber Source, part of the Visa
Group which supported growth of transaction
volumes by nearly 800%.

WORKING FROM HOME

The onset of the pandemic made working from
home a necessity in order to safeguard the
health and safety of our staff while ensuring
that we functioned throughout the lockdown
periods, enabling customers to access cash,

carry out their transactions and access finance
as needed. Our focus on digital transformation
over the past few years supported the
accelerated transition to working from

home and we invested in providing them

the necessary devices, systems, security,
bandwidth and training to enable continued
functioning of the Bank. Consequently, we now
have an extremely flexible team that is able to
work remotely at a moment'’s notice.

OUTLOOK

HNB has revised its strategy for 2021 to focus
on future proofing HNB. We have undertaken
a review of factors that we need to drive to
run the business and those that are needed
to change the business. The scorecard for

IT will reflect these key priorities ensuring
that we allocate resources accordingly. We
will continue to enhance our capacity and
capability to deliver on digital requirements of
the Bank by inspiring, training and rewarding
our talent pool to consolidate and sharpen
our competitive edge as banking continues
to transform. Success is a shared journey and
we plan to ensure that the entire Hatna team
is engaged, aligned and committed to future
proofing the Bank.

DIGITAL
b @

|
> appiGo
» End-to-end e-Commerce capabilities
for SMEs

» Free and fast registration process

» Nominal transaction costs, zero
monthly/annual fees

» Customisation capabilities

» Back-end systems for tracking delivery
» Real time dash board to track inventory
» Responsive website across all devices

»  Online payments

» Loyalty programs
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Social and Relationship Capital

Concessionary

Net Promoter Moratoria Working
Score 40% in Capital Loans
77% phase one CJiEiLoe] G

Rs 24 Bn

Merchants
onboarded to
SOLO, MOMO € REpend
Over Rs 25 Mn
3,250

Our proactive and empathetic
response to the COVID-19 crisis

has enabled us to deepen our
relationships with our customers,
business partners and community.
We continued to standby our clients
throughout the crisis period, ensuring
that their financial requirements were
met with minimal disruption and

by proactively responding to their
evolving needs. We continued to work
closely with our business partners

to drive greater synergies and find
innovative solutions to address

the unprecedented challenges

faced during the period. We also
understood the need for HNB to play
a catalytic role in economic revival
and continue to work closely with the
Government and other stakeholders
to re-build the economy and face the
“new normal”.

COMMUNITY INVESTMENTS

Rs 25 Mn

COMMUNITY INVESTMENTS

&8

12,940

NO. OF PEOPLE IMPACTED

462 Hours

STAFF VOLUNTEERISM

file

Rs 15.4 Mn

COVID 19 CONTRIBUTION BY
STRATEGIC CSR

SUPPORTING OUR CUSTOMERS

As the COVID-19 pandemic began to unfold,
we immediately activated our business
continuity plan to ensure minimal disruption
in the delivery of banking services to our
customers. Our key focus was enabling
customers to fulfil their financial needs in a
safe and convenient manner and supporting
our customers through this tumultuous
period. We focused on strengthening our
digital and online platforms and taking our
services to our customers’ doorsteps. We
continued to support our customers through
this unprecedented situation by continuously
engaging with them to understand their
requirements and assist them in transitioning
to digital platforms.

The growth in demand for digital solutions and
online connectivity, has also made us re-look
at our customer value proposition. Technology
is fuelling an ‘on-demand’ and ‘one-click’
mindset where customers expect faster and
easier services for routine transactions and
more personalised financial solutions.

We are therefore focused on transitioning from
an account-based view of our customers, to
knowing them as individuals and enhancing
the customer experience with relevant,
convenient and personalised products and
services.

RE-BUILDING THE ECONOMY POST
COVID-19

We remain committed to supporting the
Government in its efforts to rebuild the
economy in the wake of COVID-19. To this
end, we focused our efforts on driving revival
from the grassroots by ramping up our support
for the SME sector, a space we are ideally
positioned to assist given our pioneering role
and vast client network in the sector.
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LOAN REPAYMENT FLEXIBITY AND
CONCESSIONARY WORKING CAPITAL

As part of our initial efforts to support smaller
businesses ride this crisis period, we granted
debt moratoria covering 40% of our loan
book during the first wave of the pandemic.
Approximately 85% of the micro finance

loan book and 53% of the SME book were
under moratorium during this first phase.

We also facilitated concessionary working
capital loans amounting to over Rs 24 Bn
through Saubhagya COVID-19 Renaissance
facility introduced by CBSL. Meanwhile in
order to support SMEs not eligible under
the Saubhagya Scheme, we established our
own “"HNB COVID Relief fund” of Rs 5 Bn

to disburse loans at a concessionary interest
rate of 8% for a period of upto 2 years. Apart
from this, HNB successfully launched a Rs 20
Mn grant fund to support 200 microfinance
customers who were affected by the ongoing
COVID-19 pandemic. The fund, established
through the HNB Sustainability Foundation,
offers microfinance customers up to Rs100,000
for business revival and working capital
requirements. Funds were granted to select
microfinance customers who were badly
affected by the pandemic to help revive their
businesses back to pre-pandemic levels.

ACCESS TO LONG TERM FINANCE AND
TECHNICAL SUPPORT

Whilst our main focus during the year was to
support our SME clients through the crisis
period that followed the COVID-19 pandemic,
our ongoing efforts to address the key barriers
of access to long term finance, access to
Markets and Access to technical Knowledge
continued through the year. In October 2020,
HNB secured a USD 60 Mn SME funding line
from PROPARCO, the private sector funding
arm of the French Development Bank Agence
Francaise de Développement (AFD). Through
this long-term funding line HNB will be in

a position to extend its support to a wider



DRIVING REVIVAL

FROM THE GRASS ROOTS

ENABLING SMES (J

TRANSITION TO
E-COMMERCE PLATFORMS \H
C

Launch of AppiGo

3 KNOWLEDGE SHARING
AND TRANSFER

10 workshops and webinars
for over 1,000 beneficiaries

FACILITATING 4
MARKET LINKAGES

Over 3,250 merchants
onboarded to SOLO and MOMO

ACCESS TO LONG
TERM FINANCING

FINANCIAL ASSISTANCE
THROUGH CONCESSIONARY @&
WORKING CAPITAL FUNDING

Rs 13.9 Bn of concessionary
funding to SME’s

1 LOAN REPAYMENT FLEXIBILITY
DURING CRISIS PERIOD
Loan moratoria covering 53%
of SME book and 85% of micro
finance book under phase |

cross section of SME's. We also continued to
conduct awareness sessions for SME's and
Micro entrepreneurs on a wide range of topics
including export readiness, financial literacy,
understanding and mitigating risks in cross
border trade to logistics and supply chain
management. Several physical sessions were
carried out prior to March 2020, after which we
carried out several webinars.

SUPPORTING SME’S NAVIGATE THE “NEW
NORMAL"

As the world gradually moved toward a “New
Normal”, characterised by significant growth
in e-commerce, we continue to pro-actively
support SME’s in their growth journey by
providing innovative banking solutions that
would propel them to the next level. From
payment solutions such as MOMO and SOLO
to our revolutionary e-commerce platform
"AppiGo”, we continue to enable our SME
clients to transition smoothly to emerging
e-commerce platforms and access new
markets.

SUPPORTING SUSTAINABLE
DEVELOPMENT GOALS

As a systematically important bank in Sri
Lanka we actively contribute to achieving the
United Nations Sustainable Development
Goals through our extensive lending portfolio.
Meanwhile specific CSR initiatives targeting
health, education, entrepreneurship and
environment are directly relevant to UNSDGs.

Customer Engagement

We continued to engage with our customers
through multiple channels as part of our

efforts to provide reassurance and assistance
during the lockdown period. Our call center,

MICROFINANCE GRANT SECTOR CATEGORY

8%
0
139 22%
% 3%
2% | )
14%
9%
1%
14% 9%

== Agriculture
Construction
Dairy and Poultry
Fishery
Food Processing
Furniture and Other Manufacturing
Garment Manufacturing
== Groceries Shop
Handicraft
Retail & Trading
== Services

"HNB Connect” continued to operate

24/7 educating and providing assistance to
customers in using our digital platforms. We
also revamped the “contact-us “option on our
corporate website and established a separate
hotline for moratorium customers in order that
our customers can contact us seamlessly. We
also commenced a program to proactively
contact our customers to understand their
financial needs and provide necessary support
in this time of need. Meanwhile as part of our
product responsibility ethos, we continued to
ensure that updated information regarding
fees and charges, product features, terms and
conditions etc were easily accessible through
our corporate website. There were no reported
incidents of non-compliance concerning
products and service information or marketing
communications during the year.
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Social and Relationship Capital

DAMAYANTHI
WINALAWEERA

Bt e e,

Damayanthi Beauty Centre is more
than a passion project for this
#HNBSME Customer. Her journey to
success was fraught with challenges,
but with the staunch support of her
husband, Damayanthi has grown
from strength to strength.

“Once | had built my customer
base, | was finally ready to open my
own salon but | had many financial
constraints. | went from bank to
bank looking for support and it was
only #HNB that was willing to help
me with the Rs 25,000 loan that |
required at the time”.

CHAMENDRA
SOMATHUNER

B B

Fadna Tea is Chamendra
Somatunga’s vision come to life.
Chamendra became a #HNBSME
customer, after kick-starting his
business on a small scale, initially
operating out of his own home,
supported by just 3-4 employees.
Chamendra knew that to start a
business, you need capital, but what
he had was not nearly enough at the
time.

“On top of that, doing business here
is not easy at all because we don't
have proper systems to facilitate new
businesses. This tends to discourage
people from even trying. It was

really an uphill battle. Thankfully, |
began banking with HNB the same
year | started my business and they
provided financial support to help me
get my business off the ground, when
few others could see its potential.”

“| started my business 20 years
ago and at the time, | managed to
purchase a machine that cost

Rs 4,500 and started doing some
work,” recalls Premalal. Today,
Premalal Silva, a #HNBSME
customer, is the owner of two
successful businesses - HST
Industries and Pinsara Textile.

Premalal was given the opportunity
to make 100 samples of brush
handles for a factory. He took up the
challenge and when the factory was
satisfied with his work, they gave
him the chance to start supplying
handles. “This is when | decided that
| needed to start out on my own, so |
took out a joint loan with my brother
for Rs 1 Mn from #HNB. With this, |
purchased my very first machine.”

SARATH
NANDASENA

B

What was once a workshop on
borrowed premises is now a
sizeable enterprise; #HNBSME
customer Sarath Nandasena went
against all odds to kickstart Kushan
Engineering Works, providing
services to some of the leading
companies in the country.

“Today, Kushan Engineering Works,
does everything from lathe work to
milling work, and even repairs of
industrial machine parts. But back in
the day, | started off with a machine
purchased with the help of a loan
from HNB!"”

As his business continued to
develop and expand, he again
utilised financial support from HNB,
who he has been banking with for
over 25 years.

Service excellence

Service excellence forms the basis of our
customer value proposition, and is a key
element of our transformational journey.
Despite the challenges faced during the
year, we did not lose sight of our end goal
and continued to introduce process and
technology improvements with the aim of
simplifying transactions and providing our
customers a seamless banking experience.
(Refer Intellectual capital on page 68

for details of process and technology

improvements implemented during the year).

Meanwhile we continued to emphasise on
the importance of a sales and service culture
through ongoing training for employees
across the Bank.

We also strengthened our grievance handling
mechanism, by setting up a service help desk,
assigning points of contact for faster resolution
and forming a service support group.

SUPPORTING OUR BUSINESS PARTNERS

Our network of business partners consisting
of correspondent banks, POS merchants and
suppliers is a vital element of our operating
eco-system. Strengthening these partnerships
and driving greater synergies through

these relationships has become even more
important.

Exchange Houses

We continue to strengthen existing
relationships whilst expanding our network
of exchange houses. During the year HNB
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tied-up with five leading global exchange
houses. These tie ups further ease Sri Lankan
expatriates of UK, Cyprus, USA, Hong Kong &
UAE to remit money directly to their local bank
accounts instantly at lesser cost with utmost
security.

Merchant Network

Our merchant network continues to grow,
propelled by a strong value proposition
based on seamless, secure and robust
payment infrastructure combined with
mutually beneficial relationships. In addition
to onboarding over 3,250 merchants through
multiple platforms such as SOLO and MOMO
we also entered into several exclusive
partnerships that continue to drive mutual
value during the year.



We continue to introduce new technology to
our merchants through ongoing investments
in infrastructure and technology. Further to
launching “Visa Cybersource”, the world-
class Internet Payment Gateway (IPG) solution
last year, we introduced several value-added
features to the IPG, enabling enterprises to
optimise their payment process by further
streamlining and automating transactions.

Suppliers

Our suppliers consist of over 300 utility
service suppliers, material suppliers, transport
providers and maintenance service providers.
We ensure transparent procurement practices
as per procurement guidelines as per our
board approved procurement policy. All new
suppliers go through a thorough assessment
to ensure compliance with social and
environmental criteria and are requested

to submit their Green policy as part of the
registration process . Larger contracts also go
through an independent financial evaluation.
Since implementing our e-tendering system
in 2017, all tender calling, supplier registration
and renewal is carried out online. During the
year we onboarded 59 new suppliers and
service providers. Total payments to suppliers
during the year amounted to Rs 7,527 Mn.

I

» EXCLUSIVE PARTNERSHIPS
Special interest rates and

Il-_uu- attractive benefits for Prime
PRIME LAND  Groyp properties

e Offers on heavy machinery
[Ty ———rT

Offers on DFSK and Z100
range of vehicles

Univo

e Hayleys Offers on Kubota, Agrotech
ACMTLLTURE .
and Farmtrac vehicles

Offers on agricultural
equipment

Browns
Agriculiune

Exclusive leasing options for
Mercedes-Benz and Jeep
vehicles

Launch Solo contactless
payment option at Lanka [OC
stations

Exclusive partnership with
myfees.lk

Special leasing offers on
unregistered vehicles and
Foton trucks

Free delivery through the
service provider's app.
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Management Discussion & Analysis

Supporting Our Business Partners

OUR CONTRIBUTION TO UNITED NATIONS SUSTAINABLE DEVELOPMENT GOALS

Impact created to the provinces
below the poverty line in 2020

TOTAL LOANS TO THE PROVINCES
BELOW THE POVERTY LINE IN 2020

Mn
1,500

1,200

900

600

300
0 I

Eastern Northern Uva

Paddy cultivation

Gross Income Employment

to farmers (Rs  Generation

mn) (man days)

Northern 631 57,100
Eastern 2,242 202,880
Uva 168 15,180
All provinces 5,475 495,340

** Assumptions for the above calculations

1. Cost of cultivation is based on the cost
cultivation with irrigated water
2. Total cost including cost of farmer owned inputs

3. To find out employment generation only
consider hired labour (excluding family labour)

* Used information for calculations

Cost per cultivation of one hectare of paddy
Average yield per hectare

Employment requirements per hectare
Gross return per hectare

Source - Socio Economics and Planning Centre of
the Department of Agriculture, Peradeniya

¥
L)
» Personal loan scheme to install solar panels on
houses- Rs 81.48Mn

» Investment of sustainable energy projects- Rs
1.7Bn

Contribution to sustainable energy generation
(Please refer Natural capital pg 70)

Food production from our lending in 2020

Area cultivated production

(ha) (Mt)
Paddy 24,767 130,354
Minor foods* 1,819 9,095

** Big Onions, Chillies, Potatoes, Red Onions,
Cowpea, Green Gram, Ground Nuts, Kurakkan
and Maize

91,157 Mt of Rice from paddy production. It could
produce the equivalent of 310 million meals in
2020, or enough food to feed approximately
851,934 people per year.

***Jsed information for calculations
Cost per cultivation of one hectare of paddy
Average Yield per hectare

Cost of cultivation of minor food crops and average
yield per hectare

Sources- Socio Economics and Planning Centre of
the Department of Agriculture, Peradeniya

Assumption-Total rice production use only for
human consumption

Used information for calculations

1 MT rice = 1.43 MT paddy (paddy conversion factor)
Source: Central Bank of Sri Lanka

Rice per capita consumption

Total Population in Sri Lanka

Source: Department of Census and Statistics Sri Lanka

FACILITIES EXTENDED TO EDUCATION

HEALTHCARE DEVELOPMENT

8%

14%

78%

== | ending for Healthcare Development Projects
== Pharmaceutical and Healthcare Product Manufacturing
Pharmaceutical Imports

18%

9%

73%

== Development of Primary and Secondary Education
== Development of Tertiary Education
Other Education Developments Activities

» Supported over 200 Nenapubuduwa school
libraries

» Facilitated SLBA Website for E Learning for
employees on sustainable banking
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Financial assistance is provided to 100 cancer
patients annually to help meet additional health
expenses

Donation of an ACT to the Lady Ridgeway
Cardiology unit to strengthen the cardiothoracic
unit of the hospital

Surgical equipment & accessories donated to the
Accident Ward of the National Hospital Sri Lanka

The COVID- 19 Business Support Grant supported
200 micro finance customers with grants upto

Rs. 100,000 to upscale their businesses and work
towards achieving SME status.

Sponsorships for the Yarl Geek Challenge 2020 to
promote innovation and entrepreneurship amongst
youth.

Sponsored webinar session organized by CSR Sri
Lanka on Economic Development through Social
Entrepreneurship.

We finance drinking water supply development
projects in the country. In 2020, Rs 16,475Mn
disbursed to construction of water supply projects.

In partnership with AIESEC Sri Lanka, the University
of Moratuwa, successfully completed safe drinking
water projects in 3 schools the Anuradhapura area.



Impact created to the provinces
below the poverty line in 2020

» Total wages and benefits to employees Rs 11.5 Bn

» Cash and scrip dividend paid to shareholders Rs
2.3BnandRs 1.8 Bn

» Taxes paid to GOSL Rs 9.8 Bn
Financing to main export crops

D0 = (o] fulra
Crop 235 ¢ 3
T © o= T o
CT) (4] = X 0
[CR ™S c o (0N
— o o | =
550 B 2
€85 3 2
S .; [e] P
388 & %
Ec® 9]
< o ]
o
“w
Tea 11,050 22,841 Mt 6,658
Coconut 2,920 159 No 675
Mn nuts
Rubber 3,121 10,508 Mt 186
FINANCING FOR EXPORTERS
3%|1% 4%
20% [ —1%
1% 21%
3%
o)
30% 14%
= Gems = Food Items
= Diamonds Tea
Toys and Handicrafts Coconut
= Mineral = Rubber
m Ceramic products = QOther
w Leather Products

Garments and
Fabrics

** Used information for calculations

Tea

Total cost of production per one kg tea
Source: Sri Lanka Tea Board

Coconut

Total cost of production per one nut
Source: Coconut Development Authority
Rubber

Total cost of production per one kg rubber

Source: Sri Lanka Rubber Research Institute

As per the Bank environmental and social policy
we don't finance to illegal fishing methods such as
“Drift net fishing in the marine environment using
nets in excess of 2.5 km. in length” to ensure the
sustainable use of marine resources.

A sea turtle hatchling release took place at
Urawatta Beach, Ambalangoda on the World
Wildlife Day on 3rd March 2020, with participation
of HNB staff and ‘Plan My Gap Year’ members.

Facilities extended to
» Road Development projects Rs 28,545 Mn
» Telecommunication sector development Rs 2,479 Mn

» Development of Information Technology and
Communication sector Rs 3,842 Mn

» 75 projects evaluated for social and
environmental criteria in line with the Bank’s
ESMS Policy to ensure there was no adverse
impact on the environment

» The Kanneliya Conservation project initiated to
develop a biodiversity credit accrual system for
Sri Lanka continued during the year

» Protected catchment of Thundola (Galle) which is
conducive habitat for aquatic species

» Sponsored World Habitat Day 2020, Art
competition organised by the Urban Settlement
Development Authority (USDA)

» HNB does not finance commercial logging
operations for use in primary tropical moist
forest, production or trade in wood or other
forestry products other than from sustainably
managed forests and trade in wildlife or wildlife
products regulated under CITES.

» Over 252 customer contact points are spread out
across the island giving wide spread access to
financial services

» Value of Rs 17,136Mn Housing loans and Rs
4,148Mn for residential property development.

» Improve public transport- Rs 545Mn

» We do not provide financial support for
production or activities involving harmful or
exploitative forms of forced labour or harmful
child labour.

Partnerships for COVID -19 Relief Efforts

» Donated essential items to the Karapitiya
Teaching Hospital during the COVID-19
pandemic.

» Donated 64 fire extinguishers to protect the
medical stores at IDH. We also supported
the installation of plastic water tanks for a
supplementary water distribution system and to
improve air flow by providing insulated flexible
ducts.

» Provision of essential furniture and fittings for
the training centre at the Infectious Diseases
Hospital (IDH) with employee’s voluntary
contribution

» 300 packs of dry rations were distributed to
residents in COVID isolated areas with voluntary
contributions by employees.

» Donated personal protective equipment (PPE)
for personnel at the Kurunegala Teaching
Hospital

» Donated packs of face masks for the use of
medical officers of the CMC at the Colombo
MOH office

THE POWER OF TRANSFORMATIVE BANKING 63



Management Discussion & Analysis

Human Capital

Ensuring the health and safety

of our employees and assisting

our employees adjust to the new
normal was our priority amidst the
unprecedented circumstances of
COVID-19. We however remained
steadfast in our commitment to
building a future-fit team, equipped
with the right skill-set and mind-set to
embark on our digital transformational
journey in a post COVID economy.

BY GENDER

HUMAN CAPITAL GOVERNANCE

We strive to incorporate Human Capital best
practices through a comprehensive Human
Capital policy framework and robust processes
and procedures that are continuously reviewed
and updated. During the year we revised our
Promotion and Mobility policies to address
certain pain points identified through the
Everest Project. Work is also underway to
fine-tune several other policies including
Prevention of Harassment Policy, Anti-
Corruption Policy, Whistle Blower Policy and
Talent Acquisition Policy.

The Bank’s overall Human Capital function is
handled by the Human Capital Department
with oversight and guidance provided by the
CEO and Board through the Remuneration
Committee and Nomination Committee.

In 2019, the Bank embarked on an effort to
decentralise the Human Capital function to
ensure a higher degree of customisation in
the delivery of Human Capital functions across
regions. Accordingly, design, customisation
and delivery of Human Capital functions across
the branch network are carried out through
three separate verticals of the Human Capital
Department and the Human Capital Business
Partner role was introduced across the regions
to drive greater alignment between Human
Capital strategy and implementation.

TALENT MANAGEMENT

Not-withstanding the uncertainty that
prevailed during the year, we remained
focused on building a flexible, future ready
team able to navigate a new normal post
COVID-19. Accordingly, we embarked on
Strategic Workforce Planning aimed at
ensuring the right person for the right job.
We continued with our recruitment efforts
by leveraging digital platforms and virtual
interview mechanisms. We also continued to
explore alternative resourcing options such
as graduate and school leaver internship
programmes, fixed term contract employment
and outsourcing non- core functions to meet
our staffing needs. During the year we on-
boarded a total of 788 new employees using
multiple resourcing models.

Meanwhile we continued to fine-tune our
talent- fitment process by mapping employees
to different roles based on their affinities and
capabilities. As part of this exercise 862 talent
movements were effected across the network
enabling us to fill several key positions from
our available resources.

The promotion and career development
process for Junior Executive and Executive
grades continued with virtual interviews being
conducted for over 850 employees.

Training Payments to Total Learning Retention
Investment ole Employees ole Hours oo Rate
Rs 13.3 Mn Rs 11,459 m 107,461 94%
NEW RECRUITMENTS BY AGE BY REGION

43%
57%

2% 5%

== Male
== Female

== 30 to 50 years Over 50

w= Under 30

Uva/Sabaragamuwa Region B 207
Southern Region . 245
South Western Region M 277
Northern Region B 203
North Western Region B 347
North Central Region M 263 1993

Head Offce

Greater Colombo Region [l 350
Eastern Region [ 182

Colombo Region [l 499
Central Region [l 270
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We recognise the importance of creating

a diverse team and have in place stringent
policies against any form of discrimination
based on gender, age, race, religion or any
other factor. We actively promote gender
parity at the workplace by striving to provide

a level playing field for women throughout
their professional lives. The “Ongoing Women
at Work initiative” continued providing

our female employees ongoing career
development opportunities and a valuable
support system. Females are represented

at every level of the Bank and we are proud

to note that women accounted for 22% of
senior management and above categories.
This is a true testament of the policy of
meritocracy we adopt. Meanwhile we continue
to review our Human Capital policies to
ensure a conducive working environment

for our female employees. During the year

we amended our Mobility Policy to provide
special consideration for pregnant women,
those with young children and children with
special needs. We continue to create a culture
of acceptance and non-discrimination through
awareness sessions, stringent policies and a
robust grievance mechanism. There were no
incidents of discrimination or human rights
violations during the year.

Retaining our talent within the organisation is
an important aspect of building a strong team
and we are proud to note that we continue to
achieve high levels of retention across all levels
of employment. We ensured that no jobs were
eliminated as a result of COVID-19. Employee
turnover during the year was 6%, of which the
highest turnover levels were recorded in the
fixed term clerical staff category , primarily in
the less than 30 age group.

Talent Development

We remained committed to developing our
talent, and put forward a range of innovative
learning solutions aimed at ensuring continued
learning amidst travel restrictions, limitations
to classroom learning and other disruptions
caused by COVID-19.

In spite of the pandemic, 16,921 participants
received opportunities to Learn, Improve and
Grow, compared to a previous 3-year average
of 11,089. This was largely due to the benefits
of virtual learning which facilitated greater
reach and coverage through every program.
74% of participants engaged in training

virtually, whilst 52% of the programmes, usually
delivered through classroom training, were
delivered virtually during 2020.

The 'bite-size’ nature of virtual learing,
resulted in training hours dropping to 107,461
compared to a previous 3-year average

of 165,204. Classroom and virtual training
contributed 58,437 hours, down from the
120,019 hours delivered during the previous
year. Online learning via the cloud-based
'Talent Space’ solution contributed 47,421
hours with external training (in-person, virtual
and webinars) accounting for the remainder.
60% of the total training hours recorded during
the year were through virtual mediums.

The total number of programs delivered via
classroom and virtual channels were at 390,
higher than the previous 3-year average of 322.
In addition to this, 66,780 engagements were
recorded on the online learning system ‘Talent
Space’ with 154 courses and quizzes being
active as at year end. The activity on Talent
Space included (but not limited to) quizzes to
compliment Virtual Learning sessions, Leader
Boards to create competition and many
exciting Game Based Learning solutions.

With the focus of consumers shifting towards
technology and digital solutions, talent
development initiatives during the year

were aimed at equipping our employees

with the skills and knowledge required to
support customers in this transition. 32% of
the learning solutions focused on technology
enablement while a greater part of the
Business Growth related training also focused
on the delivery of our digital solutions, SOLO,
MOMO, Appigo and eBanking solutions.
Business Sustainability training focused on
strengthening governance, enhancing asset
quality and building a compliance culture.
Business Sustainability training also included
training on implementing and managing
moratoriums as per Central Bank guidelines as
well as learning modules aimed at supporting
front-line personnel navigate a volatile,
uncertain, complex and ambiguous business
environment.

The pandemic posed many challenges in
delivering learning solutions in its traditional
form. Undeterred, the Talent Centre continued
to inspire continuous learning and growth
through innovative learning solutions.

RECRUITMENT HIGHLIGHTS

Sh) 2
. School Leaver Interns
Graduate Interns

%@ 862

Talent Movements

177

Fixed Term Contract Recruitments

41

Permanent staff recruitments

168

Outsourced staff

PARTICIPANTS COVERED

20,000

15,000

10,000

5,000
17 18 19 20
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Human Capital

GENDER EQUALITY AT HNB

n »

- -

\

- _a

WORKFORCE GENDER RATIO

43 - 57

TALENT MOVEMENTS

36% 64%

NEW RECRUITS (2020)

41% 59%

PROMOTIONS (2020)

22% 78%

PERCENTAGE OF WOMEN LEADERS
IN SENIOR MANAGEMENT

22%

CREATING A WOMEN FRIENDLY WORK CULTURE

Flexi-work
arrangements

seiim\i/lg No tolerance
policy on sexual
Tran:m;er discrimination/
ili harassment
Mobility
Policies

Career
Development
Opportunities

COMMUNICATION CHANNELS OPEN TO
EMPLOYEES DURING COVID-19

Creating a culture of ethical behaviour

Banking with integrity and professionalism
are the cornerstones of the HNB Brand,

and we strive to instil these values in all our
employees. Training and special lectures were
carried out throughout the year, emphasising
the values of the Bank and creating awareness
on ethical behaviour. We continue to monitor
our operations in order to ensure that our
employees adhere to the highest ethical
standards at all times. In the rare occasion of
a transgression, we swiftly address the issue
with the respective employee, providing
counselling and support to understand the
implications of such conduct and if necessary
disciplinary action.

Employee Health and Safety

Ensuring the health and safety of our
employees was our utmost priority in the
wake of the COVID-19 pandemic. A special
COVID-19 Committee was formed as early
as January 2020 to formulate an action plan
and to support staff during the pandemic.
Once the lockdown was imposed the bank
operated with a skeleton staff with strict
health and safety guidelines in place. We
also implemented a work-from-home (WFH)
policy for the remainder of our staff with
alternate teams working from home or
Disaster recovery sites to maintain business
continuity whilst ensuring the safety of our
people. Staff required to report to work

were provided office transportation and
protective gear. Meanwhile several health and
wellness programs including a series on mind
management and psychological wellbeing
were conducted online as part of our ongoing
efforts to encourage healthier lifestyles.

NUMBER OF PROGRAMMES

OUR EFFORTS TO CREATE A
HEALTHIER WORKFORCE

» Health camps conducted at head
office and branches for general check
ups

» Monthly consultations with a General
Physician at the Bank premises free of
charge

» Partnered with five leading hospitals
to provide discounts for Executive
check ups

LEARNING HOURS PER EMPLOYEE (LHPE)

400

350
300
250
200
150
100
50
0
17 18 19 20

Hrs

17 18 19 20

-O- Industry Norm
-O- HNB LHpE
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#LEARNING VIRUS .....

e-flyers with tips, do's &
don’t, and summarised
guidelines on current

and critical topics were
circulated through
WhatsApp Groups, digital
screens and the online
learning platform.

ANIMATED VIDEO CLIPS

Six animated videos were developed in-
house, using mobile phone technology
to share key messages and leadership
thoughts. Videos included the “Future of
work series” and the The 'Chau and How'
series aimed at creating awareness about
different approaches one needs to take
to be successful during challenging times

EMPLOYEE ENGAGEMENT

Ensuring strong communication channels and
maintaining a high degree of engagement
were a key elements of being able to continue
to operate under the challenging conditions
posed by COVID-19. We maintained a
constant dialogue with our employees
throughout the lockdown period ensuring
regular communication through multiple
channels including webinars, MS Teams, social
media and e-mail. As a part of managing work
and deliverables during the pandemic and
effectively monitoring individual deliverables,
the Business Transformation Department of
the Bank also developed and introduced the
‘Effime’ tool, a tool developed to support
individuals in managing day to day activities
and plan deliverables in a transparent manner.
Meanwhile we continue to share information
and knowledge across branches through
ongoing initiatives such as the Everest
Newsletter, “From the CEO's Desk” newsletter,
HATNA magazine and other communication
channels. We also continue to put in place
mechanisms to ensure that our employees’
voices are heard and that their issues and pain
points are addressed to the extent possible.
Two key pain points raised in the “Voice

GAME-BASED LEARNING

Six new game-based learning
solutions were launched during

the year, adding to the array of
gamified learning solutions available
on the elLearning platform; Talent
Space. Topics covered include HNB
products, digital banking, ethics

in banking etc. A total of 8 game-
based learning solutions were active
during the year.

ONLINE TOOLS FOR GREATER
EFFECTIVENESS OF ONLINE TRAINING

Crowd-sourcing and polling tools were
increasingly utilised to obtain ideas from
employees

of HNB"” employment engagement survey
carried out in 2018 were addressed through
the updated Mobility Policy and Promotion
Policy.

We also continued to engage closely with
trade union representatives to ensure

the employee concerns were addressed

in a mutually acceptable manner and all
operational changes were communicated
with adequate notice. 72% of our staff were
members of the Ceylon Bank Employees
Union (CBEU) and the HNB Officers’ Union as
at the end of 2020. There were no incidents of
industrial action during the year.

RECOGNITION AND REWARDS

Recognising and rewarding our employees

is our way of acknowledging the invaluable
contribution our people continue to make on
all aspects of our operation. In addition to
performance-based pay, awards and accolades
Corporate Communications also runs several
recognition programmes that highlight high
performers and staff contributions. Staff who
stepped up to the unprecedented challenges
and went out of their way to carry out their
duties amidst the pandemic were recognised

through coverage in the HATNA Magazine,
Everest Newsletter and through social media
throughout the year.

REMUNERATION AND BENEFITS

Despite the business impact from COVID-19
we remained committed to ensuring no job
losses to our permanent employees and

no reductions to remuneration packages.
Furthermore we strive to ensure that our
remuneration and benefits are on par with
industry standards and that they continue

to attract, motivate and retain valuable
talent. In addition to a guaranteed fixed pay
component, all permanent employees are
entitled to a variable pay component that

is linked to performance of the individual
and the Bank. Specific KPI's are identified
and communicated to employees at the
beginning of the year and monitored through
the performance management system.

In addition to remuneration, permanent
employees are offered a wide range of
benefits including loans at concessionary rates,
medical allowances, holiday allowances and
subscriptions among others.
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Intellectual Capital

Our intellectual capital

consisting of systems and
processes, collective knowledge,
organisational culture and brand
value continue to drive our Bank
Transformation Project; enabling
us to think out of the box, re-
imagine and reframe the future of
banking particularly in the context
of new normal.

TRANSFORMING HOW WE DO THINGS

Ongoing transformation initiatives taking
place in the core areas of strategy, IT, digital,
customer experience and people continue
to change how we do things; bringing about
greater efficiencies and propelling us to
greater heights in service and operational
excellence.

With the spread of the COVID-19 global
pandemic, the Bank took early steps to
address the challenges of continuing
engagement with international consultants in
the face of mobility constraints. Consequently,
with the direction and sponsorship provided
by the Board of Directors, we took over the
remainder of the transformation project to
ensure that we stay on track.

All the project charters were re-fitted to reflect
the new normal market dynamics.

Our responsiveness and ability to rapidly
adapt to changing requirements during
COVID-19 pandemic is a true testament to
the commitment of our staff, robustness and
flexibility of our systems and processes and a
reflection of how we have internalised change.
We were among the first and most active in
ensuring that customers island-wide were able
to access essential banking and transactional
services through digital platforms while also
successfully launching several innovative
digital banking solutions as discussed under
digital capital.

LEVERAGING OUR TACIT KNOWLEDGE

The tacit knowledge and collective experience
of our team of 4,836 employees is a vital
component of our intellectual capital. We
continue to harness this wealth of knowledge
and experience through formalised training
programmes, by providing opportunities for
talent mobility within the organisation and

by promoting a culture of mentoring. A key
initiative carried out during the early part

of the year was the “Narrator”, a series of
workshops aimed at providing employees the
opportunity to share their growth stories and

develop the internal brand personality for
HNB.

Meanwhile the talent fitment exercise which
commenced last year continued throughout
the year. The exercise involves tabulating
knowledge, skills and experience of every
staff member and matching it against their
performance and psychometric assessments in
order to assess the “best fit” role. This process
of ensuring the right person is doing the right
job while enabling employees to perform

at their optimal capacity has enabled us to
harness our team'’s full potential.

We are also increasingly using data analytics to
drive strategy. Several initiatives were launched
to enhance business growth and customer
experience by leveraging data analytics.

PROMOTING A CULTURE OF INNOVATION

We continue to push the boundaries of
banking, re-imagining and reframing the
future of banking. We promote a culture of
innovation and encourage our people to
think out of the box in anticipating customer
requirements which has resulted in innovative
products such as SOLO, MOMO and AppiGo
among others.

IMPROVING OUR SYSTEMS AND
PROCESSES

Refining our systems and processes
continue to be a key driver to improve

risk management, productivity and overall
customer experience. During the year, we
further refined our branch operating model
launched in 2019 for optimal results.

We also revamped our home loan process and
the private banking customer servicing model
(for high networth individuals).

Our ongoing transformational journey saw

us deploying chatbots to respond to on-line
customer queries under phase | of the project.
We also launched robotic process automation
to carry out a few repetitive rule based tasks.
Going forward we will leverage on these
technologies to deliver higher productivity.

Brand Equity .

Rs 23 Bn

ole Process
Improvements

.!. | Launch of Chatbots
’ and RPAs
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TAKING OUR BRAND TO GREATER
HEIGHTS

The HNB Brand continues to be recognised
for its resilience, strength and innovative
spirit both locally and internationally. HNB is
consistently ranked among the top 10 most
valuable brands in Sri Lanka by Brand Finance,
with a brand equity of Rs 23,148 Mn and a
AA rating. We continue to be among the
top 3 under the ‘Business Today Top 30" and
‘Ten Most Admired Companies in Sri Lanka
organised jointly by CIMA and ICCSL. During
the year, we were recognised as the "Best
Retail Bank in Sri Lanka” a true testament to
our unwavering commitment to be the best.
Meanwhile we continue to gain recognition
internationally as well, rising 39 positions in
its global rankings of Top 1,000 World Banks
by the UK’s prestigious Banker magazine.
2020 is the fourth consecutive year HNB
PLC was ranked among the Top 1,000 World
Banks by Banker magazine UK. Key awards
and accolades received during the year are
alongside.

»  Top 1000 World Bank by the UK based
The Banker magazine

»  'Best Managed Bank During COVID-19 in
Sri Lanka’ by the prestigious Asian Banker
Magazine. The Managing Director and
CEO Mr Jonathan Alles, was awarded
the Leadership Achievement Award for
having delivered the Best CEO response
to the COVID-19 pandemic.

Best Retail Bank in Sri Lanka for the 11th
time in 2020 by Asian Banker Magazine

No 3 Company in Sri Lanka in the
‘Business Today’ Top 30 Rankings

"Top 10" most admired companies in Sri
Lanka — by CIMA and ICCSL for the third
consecutive year

Ranked amongst the 'Most Awarded
companies’ by LMD

Best Sub-Custodian Bank in Sri Lanka at
Global Finance Awards 2020

Recognised at the Best Corporate Citizen
Sustainability Awards 2020 as

Winner - Top Ten Corporate Citizens

Consistent Commitment and Continuous
Improvement - Economic Contribution

Market Leader in Trade Finance and Best
Service in Trade Finance by Euromoney
for the second consecutive year

Top 10 Best Integrated Report’ by CMA
for the 4th consecutive year

Certificate of Merit in Private Sector
Banks Category and 'SAARC Anniversary
Award for Corporate Governance' at

the SAFA Best Presented Annual Report
Awards 2020
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Natural Capital

Managing our natural capital

is an integral element of our
sustainability agenda. Over the
years we have carefully identified
the areas most affected by

our operation and the areas in
which we can have the greatest
impact. We work diligently
towards achieving environmental
sustainability in the long term.

Ethics, Governance and Compliance @)

» CBSL Sustainable Finance Roadmap
» International best practices
» Country laws and regulations

» SLBA Sustainable Banking Principles

Carbon Footprint

3.7 Kg/sqft

Renewable Energy Generation

2,945,624 kWh

Lending for Renewable Energy

Rs 12 Bn

OUR ENVIRONMENTAL AGENDA

Our environmental agenda revolves around
achieving sustainable development goals
managing our environmental footprint

and promoting sustainable environmental
practices within and outside our organisation.
We continue to review our environmental
and social policy in order to ensure that

it addresses emerging challenges and
remains relevant. Accordingly, The Bank’s
Environmental and Social policy was revised
and approved by the Board of Directors in
2020.
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MANAGING OUR ENVIRONMENTAL
FOOTPRINT

We are committed to reducing our
environmental footprint by incorporating
environmentally friendly practices into all
aspects of our operations.

freeeeneeeeien e Managing our Environmental
Footprint

» Responsible sourcing

» Supply chain management
» Capacity building

» Environment compliance

» E&S risk assessment

» Promoting green economy

» Energy, material & waste
management

» Strategic CSR

0 Environmental and social frameworks

» Strategy
» E&S policy
» Green pledge
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HNB Green Pledge

Environmentally sustainable practices are
built into the culture of HNB through the
HNB Green Pledge - a promise by every

HNB employee to integrate environmentally
friendly practices into their daily activities at
work and at home. The initiative now in its
12th year, continues to educate employees
on environmental responsibility ethics and
garner support for various initiatives carried
out by the Bank to address climate change. All
incoming employees to the Bank mandatorily
take the Green Pledge.

Energy Management

Total energy consumption during the year

on achieving greater energy efficiency by
gradually moving towards renewable sources
such as solar power and by investing in energy
efficient technology wherever possible. The
total number of solarised branches at the end
of 2020 stood at 95 and our solar generation
capacity increased to 2,945,624 kWh.
Meanwhile ongoing initiatives such as the use
of natural light, installation of LED lighting, use
of building management systems and energy
efficient lifts and invertor air-conditioning have
also contributed to greater energy efficiency.
We are proud to note that these on-going
efforts to incorporate greener technology have
resulted in our carbon footprint declining by
13.9% to 3.7 Kg/sqft in 2020. Meanwhile our
total energy cost saving due to working from

BRANCH SOLARISATION PROJECT

Total number of solarised

branches 95

INVESTMENT IN ENERGY EFFICIENT TECHNOLOGY

Investment in LED lighting and other energy
efficient equipment Rs 6.6 Mn

IMPACT
Energy Cost Saving Rs. 39 Mn

amounted to 14,949,271 kWh while total home and energy saving initiatives amounted 2019 2020
energy costs accounted for almost 1.3% of to Rs 39 Mn during the year.
total operating costs. We continue to focus ‘ \
Dependence on 16.8% 19.7%
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(o educe space | Optimisation of space J
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Natural Capital

2019 2020
Paper Usage 233,820 Kg 90,049 Kg
Paper Recycled 100% 100%
Paper Disposed 69,012 Kg 25,148 Kg

» » Ourinvestment in paper recycling
translates to the impact saving of

» 428 trees

» 44,135 L of oil

» 799,203 L of water

» 100,592 kWh electricity
» 75 m? of landfill

» Reduce GHG emission by 25,148
kg's of carbon equivalent

» KEY DEVELOPMENTS
DURING THE YEAR

» Digital account opening, document
archiving and retrieval (No) 9,214

» Launch of HNB Digital Banking
Application — online balance
confirmation, e-passbook, online
fund transfers (No) 44,365

» Installation of Deposit Machines in

2020 (No) 62

» E-statement Conversion (No)
138,027

» Virtual training and e-learning (hrs)
64,641

» Online registration of suppliers (%)
100

EFFICIENT MATERIAL MANAGEMENT

We continue to monitor the usage of key
materials such as paper, electronic equipment
and computer equipment and strive to ensure
the most efficient use of these resources.

The paper-less initiative which commenced

in 2015 and aims to reduce paper usage to a
minimum showed steady progress with total
paper consumption reducing by 61.4% during
the year due to ongoing digitisation, recycling
efforts and remote work.

Increased level of digitisation and the frequent
need for upgrading equipment has led to

an increase in e-waste therefore we started
tracking e-waste from 2020. During the year

a total of 2,581 Kg of e-waste was generated
across the branch network.

Recycling is a key aspect of our material
management process. Authorised recyclers
are contracted to provide a total recycling
solution to our branch network which includes
the collection, shredding, recycling as well as
collection of and disposal of waste including
electronic waste.

RESPONSIBLE SOURCING

We make every effort to source
environmentally friendly products and
services in a responsible manner. Suppliers
and vendors are requested to submit

their Company Green policy as part of the
registration process which enables us to assess
our suppliers commitment to environmentally
friendly practices. We have also introduced
e-procurement since 2017 which in addition to
being a faster and more transparent system is
also a greener method due to the reduction
of paper required for the registration and
tendering process.

ENVIRONMENTAL COMPLIANCE

As a responsible organisation we ensure

that we adhere to all environmental laws

and regulations of the country. There

were no instances of non-compliance with
environmental laws and/or regulations during
the year.

SUSTAINABILITY REPORTING

Monitoring and reporting on our performance
against sustainability KPI's is an important
part of our sustainability journey. The CEO'’s
sustainability dashboard introduced in 2016
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reports on key E & S indicators such as carbon
footprint, material usage and disposal, supply
chain assessments and risks etc. Progress is
monitored on a quarterly basis and reported
to the HNB Sustainability Foundation bi-
monthly. A sustainability audit (external) is
conducted annually for the Annual Report
and is carried out by DNV-GL. During the year
we also started a pilot project to measure

the contribution of the bank’s loan portfolio
to achieve Sustainable Development Goals
(please refer page 62 of this report for more
information).

CAPACITY BUILDING

We continue to develop the internal capacity
required to identify, assess and manage the
Environmental and Social risks (E&S) and
opportunities associated with our business
operations. The Bank’s Environmental and
Social risk Management (ESMS) unit is a
separate unit with the required technical
knowledge and experience to carry out
detailed E & S evaluations. Meanwhile all
credit officers are provided training on
environmental and social risk management.
A specific online training module is available
on our e-learning and 54 staff was completed
e-learning course in addition to class room
training opportunities provided throughout
the year. During the year a total of 21 officers
were trained in E & S risk management.

PROMOTING AN ENVIRONMENTALLY
SUSTAINABLE ECONOMY

As a systemically important bank in Sri Lanka,
we recognize the unique role we can play

in steering the economy towards a more
sustainable future. We remain committed to
creating awareness on environmental and
social implications and remain focused on
driving positive change in the wider economy.

ENVIRONMENTAL AND SOCIAL RISK
MANAGEMENT

Our environmental risk management process
ensures that environmental and social impacts
of our customers and partners are accurately
identified, assessed and addressed on an
ongoing basis. All lending projects are first
checked against the Bank’s exclusion list which
defines business activities the Bank does not
finance due to severe environmental and
social risks. Projects are then categorised as
high, medium or low risk with the assistance



of an analytics tool. Projects categorised as
high risk are then escalated to the specialised
ESMS unit for a detailed due diligence that
involves checking the project’s compliance
with national laws and regulations and IFC
performance standards advising customer to
avoid, minimize or mitigate the E&S risks and
providing an action plan to the customer if
required. A total of 75 lending projects were
evaluated by the central ESMS unit during
the year, out of which 5 were rejected on the
basis that they did not comply with our ESMS
standards. Regional ESMS evaluation are
carried out as a part and parcel of the lending
process. Category B projects are evaluated by
the staff at branches following the guidelines
provided to them.

We also build in environmental and social
considerations into our loan agreements
with specific covenants that address social
and environmental risks. Adherence to
these covenants are strictly monitored
through regular site visits and ongoing client
engagement.

COMBATING CLIMATE CHANGE

We remain committed to combating climate
change by promoting projects and activities
that contribute to a greener, more sustainable
economy in Sri Lanka. Our renewable energy
loan portfolio continued to grow during the
year with several large renewable energy
projects locally and overseas. Meanwhile the
personal loan scheme introduced to install
domestic rooftop solar systems also continued
during the year with 102 additional personal
loans.

CSR INITIATIVES

Over the years the Bank has undertaken
numerous projects including tree planting
campaigns, e-waste campaigns and awareness
programs as part of its corporate social
responsibility environmental agenda. One of
our key long-term projects, the award winning
Thundola Conservation Project undertaken

in collaboration with Wildlife Conservation
Society — Galle. We continued our partnership
with Biodiversity Sri Lanka and the Forest
Department aims to develop a biodiversity
credit accrual system for Sri Lanka through
the reforestation of Kanneliya forest. (Refer
page 63 of Social and Relationship Capital for
full list of CSR projects carried out under the
"environment” pillar).

Measures to minimize/ mitigate

» Proper E&S risk evaluation

» Loan covenants continuous monitoring

» Client engagement

» SLBA principles/ IFC performance standards

Measures to avoid
» Exclusion list
» Responsible sourcing

» Project life cycle analysis

[ Our internal operations ]

Our

Environmental

&
Social Impact

Measures to offset

» Green lending projects

» Strategic CSR initiatives

[ Our Business activity ]

Internal
» CEO sustainability dashboard

» Bimonthly HNB Sustainability Foundation
meeting

External

» Transaction screening

» Site inspection

» E&S risk categorisation

[ Identification of impacts

ENVIRONMENTAL AWARENESS
PROGRAMS FOR SME/ BUSINESS
PARTNERS

Creating awareness and educating our
customers and business partners on the
benefits of environmental and socially
sustainability and supporting them in their
journey towards a more environmentally
friendly operation is an important way in
which we can have a positive impact on our
community.

RENEWABLE ENERGY PORTFOLIO

» LANDMARK PROJECTS

Rs Bn
10

8

6

4

2

0

19
* Outstanding portfolio value

17 18 20

»

Lead arranger of the syndicated
loan for Sri Lanka's first ever waste to
energy project at Kerawalapitiya.
10 MW solar power project in
Vavuniya and Hambantota

3.3 MW biomass project in
Dehiattakandiya

2.8 MW hydro power project in
Panwila, Kandy

10 MW solar and 7.8 MW hydro
power project in Uganda
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Business Line Reviews

bd RETAIL BANKING

Retail Banking goes beyond the traditional

banking model to provide the widest range of
financial solutions for aspiring professionals and
entrepreneurs, supporting their growth, transactional
and wealth management needs

» Liability Products » Loans & Advances

— Current accounts — Housing Loans

— Savings products — Credit Cards

— Term Deposit Products - Leasing

— Investment products — Personal Loans
— Pawning
- Microfinance loans
— SME loans

49 \VHOLESALE BANKING

O
Assets I %
|
Liabilities T —
|

Total operating income T ———)
|
0 20 40 60 80

== 2020 == 2019
Transactional Products
— Payment Gateway
— HNB Momo
— HNB Solo - Digital Wallet
- Internet Banking
— Mobile Banking

¥

Wholesale Banking provides solutions for large
enterprises using highly specialised and customised
products, leveraging our global networks and our
extensive customer touchpoints. Our extensive
retail banking footprint strengthens our corporate
banking value proposition

\‘5

Liability Products » Loans & Advances

— Current accounts - Working capital funding
Savings products - Longterm loans

Term Deposit Products Project finance
Investment products Foreign currency loans

(o)
Assets I %
|

Lisbilities T
———— |
. -
Gl

0 5 10 15 20 25 30 35

m= 2020 == 2019

Transactional Products

— Treasury Products

— Trade Finance

— Guarantees

— Payment and Cash Management
- Custody and Trustee Services

2

b TREASURY

Treasury offers investment options, forex
transactions and a range of derivate products
including interest rate swaps, forward contracts etc
to enable customers to hedge their market risk.

» Transactional Products
— Derivate products
— Repurchase and Reverse Repurchase agreements
— Forex Transactions
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) INSURANCE BUSINESS

Insurance business is conducted by our
subsidiary HNB Assurance and HNB General
Insurance facilitating safety nets for customers,
complementing the financial services product
portfolio

Life Insurance General Insurance (Personal)

2

— Protection — Motor
— Health - Medical
— Savings - Home
— Mortgage Protection — Travel
— Retirement

bd FINANCE BUSINESS

Oy
Assets = %
Liabilities N

—
. -
Rty g——————————————

0 5 10 15 20
» General Insurance (Business) == 2020 == 2019
— Motor
— Marine
— Fire

HNB Finance caters to the needs of the self employed,
microentrepreneurs and SMEs using specialised products
which are linked to a range of additional features that
cater to the needs of this customer group

» Savings » Leasing

» Fixed Deposits » Microfinance » Pawning

g INVESTMENT BANKING

» SME Finance

O
Assets I %
|

Liabilities T —
|
Total operating income

0 1 2 3 4 5 6 7 8
== 2020 == 2019

The Investment Banking Group caters to more complex
and large scale funding requirements and specialised
transactions while offering wealth management
opportunities to high net worth and institutional clients

» Assets management » Stock broking
» Structuring debt
» Corporate advisory services » Primary dealership

» Venture capital

) REAL ESTATE

» Research & market insights

Our real estate venture owns and manages the A grade
smart building which houses the Head Office and

other clients. A reputation for excellence in building
management makes our premises a sought after location
amongst corporate clients.

» Rental of office
premises

» Building management

» Supplies management

O
Assets I %
|

Liabilities IS
]

0 1 2 3 4
== 2020 == 2019

Total operating income
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Retail Banking Group

With 252 branches across the country, we take pride in connecting communities

to opportunities for managing their financial aspirations and facilitating everyday
transactions through relevant financial products. This is how we deliver value to our
stakeholders.

CUSTODIAN OF WEALTH

A prudent risk appetite and

a strong compliance culture
supports our financial stability as
we align our strategy to honour :

the trust our depositors have

76

A TRUSTED [ a

Deposit & Savings
products for the
entire family

placed in us.

RETAIL
BANKING

Private Banking
for high networth
individuals :

A range of personal financing
products supporting aspirations,
home and for those difficult times

PROVIDING ACCESS TO FINANCE

We provide access to finance for
customers to realise their dreams and
aspirations be it their first vehicle, home

or entrepreneurial venture.

S stencrs

A\ \k\
|

2 /

Access to finance for
growth of businesses
h innovative SME

------------- A TRUSTED FINANCIAL
E INTERMEDIARY

We combine our global networks
and payment platforms to
facilitate financial transactions,
supporting remittances and trade

MICRO-
FINANCE

/

s to finance for
aspiring entrepreneurs
through microfinance
products

A TRUSTED ADVISER

As a micro-entrepreneur or an aspiring corporate,
you will need support to grow and we have
dedicated professionals who will support you
through the journey. Customers who shared their
journey with us will stand as testimony to this.

Domestic franchise built over 132 years

Island wide presence facilitating access to financial
services for all Sri Lankans

Future ready digital transaction platforms supporting
ease and speed of transactions

An innovative culture focused on customer
expectations and needs

Focus on financial inclusion from inception

Hatton National Bank PLC / Annual Report 2020

»

»

Product spectrum supporting engagement
throughout customer’s life and lifecycle

Global correspondent bank network facilitating
integration to global supply chains

Innovative and relevant product portfolio

Island-wide reach through branch network to support
local supply chains



Retail Banking

Retail Banking upheld the trust of its customers in 2020, supporting their cashflows
and transactional needs with access to cash, moratoria and innovative transactional
products as unprecedented uncertainties exerted considerable pressure on
cashflows on individuals and businesses alike.

PERFORMANCE HIGHLIGHTS
Rs Mn
NIl

Fee & Commission Income

Total Operating Income

2020 2019 . Change
13,163 17,680 -25.5%
2,423 2,315 4.7%
15,586 19,995 -22.0% .
Best Retail Bank
205,465 177,166 16.0% . .
. | in Sri Lanka
614,178 528,228 16.3% The Asian Banker Magazine
3.0% . 3.0%. .
ADVANCES DEPOSITS & CASA
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TRANSFORMING

Access through

252 branches

INTEREST PAID TO CUSTOMERS

Rs Bn

40

35
30
787 Self Service Units zg
Digital Banking App 15 I
10
24X7 Call Centre g
16 17 18 19 20

Innovation was accelerated on key products required, enabling

entrepreneurs to ply their trade and customers to access goods and

services required to support their livelihoods and lifestyles. 2020 was

characterised by a shift to digital solutions facilitating a smarter economy

supported by high levels of smart mobile and computer penetration
in the country as work and education shifted online for many. Our key

innovations such as enhanced SOLO and Digital Banking app which
supported the new norm are captured in the Digital Capital Report and
value added to customers is evident in the growing number of users of
these innovative products.
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Retail Banking

TRANSFORMING LIVES AND THE WAY OF BANKING

FINANCIAL INCLUSION FACILITATING
TRANSACTIONS

Current & Savings
Accounts

Deposits and
Investments

Leasing

-
-
-

Financial I'/ Loans &
Transactions ,,’ Cards
1
Remittances ,"
& Payments /'
II
[l
[’
I’
............. U UTT T U U U U USSR O U SO U SRR PP OPURUURRPPRPUPP
[’
,l
l’l
1
A SAFE CUSTODIAN SUPPORTING ASPIRATIONS

OF WEALTH
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PERFORMING

The Retail Banking asset portfolio grew by
16% as we innovated to support our clients,
leveraging on investments in digital banking
and transformation efforts. Deposit and
CASA growth was encouraging at 16% and
27% respectively as our reputation, product
portfolio and risk profile strengthened our
customer value proposition in a year marked
by extreme volatility. NIl was impacted

by declining interest rates driven by
accommodative monetary policies.

Non-performing assets were a key concern
due to overall economic stress and we
intensified our focus on managing asset
quality. As such, despite the deteriorating
macro environment, we were able to contain
the NPAs at the same 3% level similar to 2019.
Nevertheless, considering the weak economic
factors and the stress on the portfolio we
recognised a higher provision of Rs 3.2Bn for
the year.

BEYOND 2020

As vaccinations continue to progress and
countries relax borders, we are optimistic that
the worst of the pandemic and associated
economic strain lies behind us. Optimistic
economic growth forecasts and improved
business confidence will support growth in
the right direction underpinned by a more
inclusive and resilient digital economy. While
vulnerabilities and uncertainties remain
elevated at present, we are confident that the
digital economy will spawn new businesses
which are purpose driven and relevant to the
times.

Retail Banking will continue to support
livelihoods and lifestyles of customers,
connecting them to new opportunities as we

transform to become an exciting digital market

place. Our main objective is to empower

and enable customers to progress along an
upward curve with appropriate financial tools
that support their aspirations. In doing this,
we are tapping into our heritage, built on
success stories underpinned by timely and
effective products and advice. Digital banking
enables us to share this expertise with a wider
audience and we are looking forward to

partnering our customers’ growth in the future.

Housing Loans

» 9% growth supported by low
interest rates and enhanced
flexibility of our products

Leasing

#1 Leasing portfolio among
LCBs with healthy portfolio
growth of 15% despite import
restrictions

Personal Loans

» 30% growth in portfolio with an
NPA of 2.7% despite stressed
market conditions

Credit Cards

» Market Leader in Merchant
acquiring

intoduction of Premier Prestige
card for housing and leasing
customers

Upgraded IPG

Pawning

Highest portfolio growth over the
past 5 years supporting customers
with access to finance in times of
need

NPA of 0.4% during testing times

Inward Remittances
» Facilitating remittances of over
Rs 203Bn

Private Banking

» Comprehensive two tiered
product propostion to cater to
HNIs

e N e g b

COVID-19 RESPONSE

» Moratoria covering 28% of the retail loan
book under phase | and 6% under phase I

» Access to finance through branches,
Bank in a Box, 24x7 call centre and digital
channels

» Digital innovations to support transactions

Transformative 79
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SME

HNB is a leading SME financier bringing expertise developed over decades to support SME growth
in the country. A portfolio of relevant and future ready products enables a holistic approach to
development of SMEs, supporting a smooth transition into an era of digital banking with all the
convenience, opportunities and connectivity that drive growth and efficiency of this vital sector.

PERFORMANCE HIGHLIGHTS

RsMn . 2020 . 2019 . ... Change
NI 10,284 12,233 -15.9%
Fee & Commission Income 2,089 3,533 -40.9%
Total Operating Income 12,373 15,766 -21.5%
Advances 208,950 199,219 4.9%
Deposits 171,963 146,185 17.6%
NPA 74% ... 75%....
w
g EARNINGS ADVANCES DEPOSITS & CASA
g Rs Bn Rs Bn Rs Bn Rs Bn CASA %
o
o 15 20 250 200 48
o
i 12 .5 200 150 a6
44
9 150
10 100 42
6 100 40
3 I I I > 50 0 "
0 . 0 0 0 36
17 18 19 20 17 18 19 20 17 18 19 20
s NI == Deposit
mm Fee & Commision income -O- CASA %
-O- Total operating income
INTEREST PAID TO CUSTOMERS
(%) Rs Bn
4
5 apacity Building
H 8
e Voo
. . . 6
) Financial Literacy o
" development of 4
=) programmes
-
2
= SMEs
0

TRANSFORMING

HNB SME transformed and achieved a paradigm change in 2020 as
many SME customers quickly adapted to doing business remotely,
creating a sufficient critical mass and mainstreaming digital banking.
Products such as HNB MOMO and SOLO as well as Appigo launched
during the height of the pandemic proved to be timely innovations as
they filled a lacuna in the market for cashless delivery business models.

The Bank secured US$ 60 Mn in funding to develop the rural SME
sector in a landmark agreement with PROPARCO, the private sector
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funding arm of the French Development Bank Agence Francaise de
Développement (AFD).

The policy framework was reviewed, consolidated and updated to
support SME growth in a dramatically changed landscape. The number
of Relationship Managers was increased from around 35 to more than
100 through a rigorous upskilling process to enhance and deepen
relationships, supporting SMEs. The new branch operating model
implemented in 2019 was refined, ensuring segregation of duties



Negotiating
funding for SME

am

REDUCING
INEQUALITIES

Accessing
available
SME funds

SUPPORTING LIVELIHOODS

and increased objectivity in relationship
management, credit evaluation, authorisation
and administration.

PERFORMING

The SME Loans and advances portfolio
recorded a 5% growth under challenging
economic conditions and prudent credit
policies adopted by the Bank. Deposits grew
by 18% as more customers availed themselves
of the convenience offered by the Bank’s
digital banking platforms. Declining interest
rates and net interest margins resulted in

Net Interest Income declining by 16% to Rs
10.3 Bn. The fee and commission income was
affected mainly due to sharp drop in imports
and exports.

As stressed marked conditions exerted further
pressure on asset quality we strengthened our
recoveries, set up special asset management
units and heightened identification of early
warning signals. The Board provided increased
oversight to facilitate timely intervention and
prudent provisioning. Through our rigourous
efforts we were able to maintain our NPA

ansforming S
to Corporates

HNB

YOUR PARTNER IN PROGRESS ~ ............... oo”

Future ready
transaction platforms

levels. We regonised higher provisions on
account of elevated risks. However, since
higher provisions were made on account

of few specific customers during 2019, the
impairment reduced to Rs 2.5Bn compared to
Rs 3.9Bn last year.

BEYOND 2020

SME will be an area of focused growth for
HNB as we commence 2021 with access to
funds and an expanded network of SME
Relationship Managers. Our hub and spoke
model supports specialisation and skill
development to support growth of credit
portfolio in line with the Bank’s risk appetite.
A comprehensive range of digital banking
products take us to a new era of SME banking
with a highly differentiated value proposition
for our customers.

With moratoria expected to end by March
2021, managing asset quality would be one
key area of focus. We would continue to work
pro-actively with our customers to ease the
stress on their businesses and our portfolios
through regular dialogue and assessments.

> COVID-19 RESPONSE

ACCESS TO GLOBAL
SUPPLY CHAINS THROUGH
TRADE FINANCE

SOL Access to
e local market

. through
app|G6 AppiGo

Access to
finance

BUILDING COMMUNITIES

Areas of growth are expected to be
agriculture, export based manufacture and
services. We also expect to derive synergies
for other business lines through products
such as supply chain financing and general
insurance which enable us to provide holistic
solutions for our customers.

» Moratoria covering 53% of the SME
loan book under phase | and 21%
under phase Il

»  Working capital financing of Rs 13.9 Bn
» Rs 5Bn SME fund through own funds
» Facilitating Digital payments
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Microfinance

HNB Microfinance leads the way in supporting the aspirations of micro-entrepreneurs by combining
access to finance with relevant advice, capacity building programmes and marketing opportunities.
A portfolio of Rs 26 Bn reflects decades of insights gained in working with our customers to understand
their needs and finding innovative solutions that empower their growth.

PERFORMANCE HIGHLIGHTS

RsMn . 2020 . 2019 . ... Change
NII 1,058 1,148 -7.8%
Fee & Commission income 106 160 -33.9%
Total operating income 1,164 1,308 -11.0%
Advances 25,939 25,386 2.2%
Deposits 7,134 5,811 22.8%
” NPA 79%... 81%. ...
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TRANSFORMING

A bleak economic landscape necessitated disruption of our business
model and this was prioritised as we understood their extreme
vulnerability which contrasted sharply with the vital role played by them
in supporting food security and supply chains. Focus was shifted to
providing technical knowhow, linking farmers to traders and established
supply chains of corporate clients giving them access to markets and
fair pricing with the added bonus of minimised wastage. The Bank

also intensified efforts to connect farmers and micro-entrepreneurs to
digital banking products and cards, achieving a paradigm shift in taking
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farmers along the cashless transaction journey. We also increased the
field Officers who underpin our microfinance operations to 150 enabling
us to increase penetration and deepen relationships. A strong focus on
inculcating deposit habits strengthens safety nets for these customers,
supporting transition to SMEs. It was, in effect, a transformation of

the microfinance ecosystem to one that is interconnected to larger
ecosystems, bringing together the developments over the past few years
in collaboration with various business partners
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~ HNB

YOUR PARTNER IN PROGRESS

Clothing
store

PERFORMING

Portfolio growth moderated to 2% compared
to the drop of 7% in the previous year

due to the subdued economic conditions.
Deposit growth was 23% outpacing loans
and advances growth as customers sought
to strengthen safety nets. NIl declined in line
with market rates and interest margins. Early
assessment of the potential scenarios at the
commencement of the pandemic enabled

us to respond proactively with the necessary
support for clients through moratoria and
other concessions as we worked alongside
customers in 2020. Concerted efforts in
managing asset quality during challenging
conditions, resulted in the NPAs improving by
the end of the year.

Capacity building programmes which were
previously conducted face to face needed
to be rescheduled and shifted to alternative
media and electronic platforms. The
microfinance sector was deeply affected by
the recession stemming from measures to

control the pandemic and the Bank was able
to support many of them through the volatility
and uncertainty, extending moratoria and
working capital finance.

BEYOND 2020

HNB Microfinance will be a key area of growth
as the world moves into a new norm. On-
boarding of micro-entrepreneurs to digital
platforms enables them to tap into global
opportunities from hand held devices through
an enabling ecosystem. We believe the future
for micro-entrepreneurs is exciting and has

a key role to play in ending poverty, hunger,
food security, health and wellbeing and many
other potential humanitarian crises. Often
micro-entrepreneurs play key roles at the

start and end of global supply chains and our
exploration of that proposition with a view

to empowering their growth, takes us into a
new era of microfinance. We also expect the
demand for local produce and eco-friendly
products to increase with higher awareness

> COVID-19 RESPONSE

of climate change impacts which is expected
to provide further stimulus to this customer
segment.

» Grant to 200 to stressed Micro
entrepreneurs

» Moratoria covering 85% of the loan
book under phase | and 12% under
phase I

» Working capital finance of Rs 3.9 Bn

THE POWER OF TRANSFORMATIVE BANKING 83



Management Discussion & Analysis

Wholesale Banking Group

Our capabilities in serving the needs of corporate and institutional clients is backed by 130+ years of experience,
a large balance sheet, the most comprehensive portfolio of financial services, highly specialised skills and deep
insights in to market drivers. Global and in-country networks ensures seamless support for trade and other
transactions while our digital banking platforms support efficient cash and fund management.

FACILITATING ECONOMIC ACTIVITY

We facilitate cross border and in-country
movement of goods and services through
trade finance and working capital products
which provide necessary assurances to buyers —

and sellers/service providers. O\

TREASURY

SUPPORTING CASH MANAGEMENT

Providing expertise for managing cashflow,
investments and hedging potential financial
risk exposures through Treasury products

We also provide finance for large scale PRODUCTS
i ; : : [ TRADE
investments for infrastructure and industrial ( TS LAMIC
ventures which create value for the country ‘ FINANCE BANKING |
and create jobs. N /
\
/ || cusTopIAN | PROJECT
i WORKING || SERVICES FINANCE
\ CAPITAL A
\\ 7 \ o}
— | PAYMENT & CASH | w m
| MANAGEMENT |
CORPORATE '\ ¥ &
. BANKING N A
CONNECTIVITY TO GLOBAL MARKETS \,:?/ SPECIALISED SERVICES

Providing future ready platforms for connecting
to global financial networks enabling the country’s
participation in global supply chains.

b STRENGTHS

Providing specialised services to meet
complex transactional needs of large
corporate clients.

» Highly professional team with deep market insights and
specialised knowledge supporting risk management and cost
optimisation for clients

» Payments & Cash Management solution enhancing client value
proposition

» Global correspondent bank network across 76 countries
facilitating integration to global supply chains

» 1SO 9001:2008 certified International Trade Services department

» Innovative and relevant product portfolio
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Islandwide reach through the branch network to support local
supply chains

Insights in to diverse sectors of the economy through
relationships

Value adding business partnerships which include government
agencies, chambers of commerce, fintechs, etc.

New structure supporting cross sell and collaboration across
specialised business lines



Corporate Banking

Expertise across diverse industry sectors, the ability to structure large and complex deals and
trusted partnerships underpin our position as the pre-eminent corporate bank in the country.
Strong relationship management was key to navigating the uncertainties in 2020 as we worked
with customers to assess the impacts and extend relief through moratoria and other tools.

PERFORMANCE HIGHLIGHTS

Rs Mn 2020 2019 Change
NII 11,409 12,693 -10.1%
Fee & Commission income 2,190 3,405 -35.7% Best Sub-Custodian
Total operating income 13,599 16,098 -15.5% % § Bank in Sri Lanka
Advances 378,761 373,064 1.5% Global Finance,
Deposits 155,485 110,296 41.0% % New York
NP 35%. . 6.8% .
3 EARNINGS ADVANCES DEPOSITS & CASA
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=
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Corporate Banking

TRANSFORMATIVE

[l FUNDING \

| INFRASTRUCTURE |
|| DEVELOPMENT |

PERFORMING

Corporate Banking focused primarily on
enriching our digital banking offering

and managing asset quality. The digital
transformation extend our capability while
enhancing turnaround times and service
standards. The collaborative approach taken
to partner fintech takes the Bank into the
future as we tap into the ease, convenience
and innovation of a wider stakeholder base
who are shaping the banking industry of the
future.

Transforming structures and processes to
safeguard asset quality is the need of the
hour to provide direction for selective growth,
identify special needs and ensure that
success stories and learning are shared to
assist customers through the difficult times.
Moratoria granted were also scrutinised
cautiously to ensure that businesses would be
able to repay on expiry of the same.

The Special Asset Management Unit
established during the year provided an
invaluable service to stressed customers who
had access to expert advice and agreed to a
schedule of financial restructuring to support
rehabilitation within an agreed timeframe. It
is encouraging to note that 17% of SAM Unit
customers have been rehabilitated by the

close of the year with more clients remaining
on track to move out on reaching agreed
milestones.

NIl decreased by 10% to Rs 11.4 Bn as
benchmark interest rates declined sharply
during the year as regulators around the world
cut policy rates. Net Fee and Commission
income was affected by the low trade volumes
despite the growth of fees from Payments and
Custody and Trustee Services. As mentioned
above, managing asset quality remains a key
priority. Regularisation of a large loan to a
SOE which was classified as NPA during the
last quarter of 2019, as well as strengthened
credit approval and recovery processes
enabled to improve the NPA by 330 bps
during the year.

EMERGING CORPORATES

Emerging Corporate relationships were
brought under the wholesale banking wing
during the year to support customers who are
aspiring to be the next big corporates in the
country. The unit connects the customers with
best resources in multiple disciplines to ensure
seamless migration in to the next level.
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' ENABLING |
| ENTERPRISE | \
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The performance of the unit mirrored
corporate banking during the year.

PAYMENTS & CASH MANAGEMENT (PCM)

PCM commenced the year with a strategy

of enhancing the market leadership in Cash
Management Services to corporates and
SMEs by expanding the Collections and
Receivables proposition across all channels,
automation of Accounts Payable and seamless
cash management and reconciliation through
wider spectrum of payments and transaction
banking products. Accordingly, we relaunched
the Transaction Banking customer value
proposition with a fully-fledged (end to end)
Transaction Banking proposition, capturing
all key elements of Transaction Banking and
providing an unparalleled product offering to
our Large and Emerging Corporates as well
as SMEs. This fills a long felt need in the Sri
Lankan market and will be a key competitive
edge for growth of our digital product and
services. This is a game changer for the
Transaction Banking business of HNB as it
links and builds a web across multiple faceted
business segments supporting growth of

NFI and NIl through enabling local and cross
border transactions, Liquidity Management
products, Supply Chain Financing products,



7\
| CREATING |
JOBS

International Trade Services, etc. via a single
Digital Transaction Banking platform.

Relationship managers worked with PCM

to on-board customers who needed urgent
digital solutions for cash management during
this critical time. These efforts supported
growth of deposits and CASA during the
year and enabled us to consolidate our
position with many clients as the primary
bank, enabling Corporate clients to carry out
their LKR based payments and Trade Finance
related transactions electronically during the
current pandemic crisis.

CUSTODY & TRUSTEE SERVICES

Custody and Trustee Services had another
stellar year participating in 90% of
securitisations and syndications and gaining
30% market share as Trustee and Fund
Administrator. Positioned as the market leader
in this niche space, HNB Custody Services has
expanded its services and client base rapidly
over the past 03 years reflecting its expertise
and insights into the capital markets of the
country.

Notable achievements included being
appointed as the Custodian Bank for the

/

//
/

\

| TRANSFORMING |

R\
O

largest fund in Sri Lanka, and being appointed
as a settlement bank to Central Depository
Services, a subsidiary of the Colombo Stock
Exchange.

BEYOND 2020

We are cautiously optimistic about growth
prospects but will pursue a selective growth
strategy as uncertainties outweigh the upside
potential at present. Our focus on asset
quality will continue into 2021 as moratoria
end in March and we are better able to

assess the full impact of the cashflow strains
in the corporate sector. The paradigm shift

in digital banking achieved in 2020 will be
deepened as we on-board more customers,
strengthening our customer relationships
leveraging the expertise of our PCM team.
Custodian and Trustee services is expected
to gather momentum as plans to grow the
Colombo Stock Exchange gather momentum.
We perceive a need for greater engagement
with clients through our flexible and innovative
trade finance franchise thereby supporting
emerging opportunities in Sri Lanka.

COMMUNITIES

P

7]

DIGITAL TRANSFORMATIONS

Upgrading core banking system with
separate module and tools for Islamic
Banking

API Banking to facilitate real time
remittances in partnership with
Exchange Houses

Growth of Fintecs and other service
providers leveraging APl and other
digital banking applications

SAFEGUARD ASSET QUALITY

» Safeguard Asset Quality

» Established Special Asset
Management Unit to closely monitor
and handhold stressed businesses

» Establishing Credit Strategy
Committee to formulate Strategic
Lending Directions
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Trade Services

As the market leader in Trade Finance, HNB's Trade Services plays a key role in facilitating international trade through

a global network of correspondent banks. Renowned for deep insights in this highly specialised area, Trade Services
works together with Corporate and SME relationship managers to provide efficient and effective solutions for our
customers leveraging our considerable intellectual capital encompassing product portfolios and streamlined processes.

PERFORMANCE HIGHLIGHTS

RsMn 2020 2019 . Change
NII 1,082 1,382 21.7% ﬁ, -ﬁ- e
Fee & Commission income 1,566 1,773 -11.7% {?
Advances 42,415 53,371 -20.5% ﬂ| SAMMN \r( w
UYL N EI
TRADE FINANCE
77777777 - e 2020 o
1]
tzﬁ EARNINGS *oaow *
g Rs Mn
[ Market Leader
O 2500 &
o
B 2,000 Best Service in

1,500 Iso 9001 :2015 Trade Finance
1000 Certified by
'500 Trade Finance Department EUROMONEY
for the second consecutive year
0
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= NIl
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TRANSFORMING

Trade Services plays a vital role connecting corporates and SMEs to The Bank partnered with the Export Development Board for customer

global supply chains using its expertise to facilitate imports and exports, awareness programmes by educating exporters on industry best

supporting their growth over the years. SO certified trade finance practices, risk mitigation methods, financial solutions etc. We also

processes backed by state of the art digital platforms support ease of partnered with Cord -360 to conduct webinars on expanding export

doing business, risk management and cost optimisation. opportunities to support growth of the sector. We expect these
transformative initiatives to bear fruit as the forecast recovery gathers
momentum.
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PERFORMING

The year witnessed a decline in trade volumes
due to the pandemic and import restrictions
implemented during the year. Trade Finance
used the low volume period to make
significant progress in streamlining existing
processes, identifying risks and improving

the risk mitigation framework. We were also
able to focus on training and development for
Corporate and SME Relationship Managers,
Credit Underwriters, Credit Officers and staff
handling trade at branches with customised
programmes to support growth.

Fee income from trade services declined

by 11.7% during the year mainly due to the
decline in imports stemming from the import
restrictions imposed by the government to
curtail foreign exchange outflow. Country
imports and exports declined by 20% and

16% respectively in 2020 with the Bank
experiencing similar contraction of only 7% in
imports while exports declined by 23%.Despite

this decline, HNB's international trade market
share remained stable reinforcing its strong
position in providing robust solutions.

We also achieved 100 percent compliance with
regulations with zero violations reported from
the network in carrying out trade transactions.
Importantly, we remained open during the
lockdown periods to facilitate imports and
exports which are the lifeline for our industrial
sector. We led the market by providing timely
solutions to our customers during this very
challenging period.

International guarantees business remained
subdued due to uncertainty stemming
from the pandemic. We expect this to
gather momentum as plans revealed in the
budget falls into place in the year that has
commenced.

BEYOND 2020

Despite the downgrading of the country’s
sovereign rating by credit agencies, we

acted in a timely manner to strengthen our
correspondent banking relationships with all
major banks globally and other international
organisations, in order to continue to provide
our customers a smooth service with minimum
impact to their international trade transactions
in the coming year.

We will leverage on the dedicated business
development team that is in place and

the products refined based on end to end
customer requirements to boost trade
volumes, deepen wallet share and to on-board
new business in diverse industries as the
growth prospects for trade remain subdued.

During 2021, we will continue to focus on
improving process efficiency and customer
experience through automation and
digitalisation.
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Treasury

As one of the largest treasuries in the country, HNB Treasury is a key player in the foreign
exchange and money market transactions due to the large volumes handled. Market insights
developed over decades and our ability to handle large volumes enables us to create superior
value to our customers, building trusted relationships. Treasury plays a key role in determining
the Bank's competitiveness, profitability and financial stability by managing the funding
structure, liquidity and cost of funds through specialised instruments and prudent investments.

PERFORMANCE HIGHLIGHTS

RsMn 2020 2019 . Change
NIl 11,933 5,569 114.3% Contributed
FXincome 2,281 3,277 -30.4%
Trading gains Income 1,062 109 883.3% 26%
Total ting i 15,276 8,955 70.6% .
otal operating Income © Of Total Operatlng
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TRANSFORMING

Investments in upgrading treasury systems proved to be timely as the that all Treasury functions were carried out effectively. We leveraged
HNB Treasury was one of the few Treasuries able to operate remotely technology to interact with our clients seamlessly, supporting their
during the lockdown without compromising internal controls, ensuring transactions through unprecedented levels of volatility and uncertainty.
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Foreign Currency
Trading

PERFORMING

Treasury has been the highest contributor

to earnings of the HNB Group, accounting

for 20% of Total Operating Income in 2020.

NIl increased by 114% due to long term
investments locked in at high interest rates
and higher yields from the sovereign bond
portfolios despite narrowing Net Interest
Margins. The FX income dropped to Rs

2.3 Bn due to the relatively lower customer
transactions. Treasury also made a gain of ove