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Group Company o Grogp Taenover
2004/2005 2003/2004 2004/2005 2003/2004 090000
Rs.000 Rs.'000 Rs.000 Rs.'000 ’:zg
Results for the year s0m00
Turnover 10,370,028 9,646,033 9,208,748 8,666,070 :ZZ
Interest income 2,203,188 2,095301 2,205555 2,097,768 e
Interest expenses 1,067,745 1,126,926 1,061,724 1,116,241 EZZ
Net interest income 1,135,443 968,375 1,143,831 981,527 renom
Operating and other income 889,093 940,134 537,706 649,366 oo 2z 2o ok 05
Operating expenses and provisions 1,038,500 1,073,292 814,061 854,727 palite Total fssets
Share of associate companies' profits 69,865 70,489 - - 16000000
Profit before tax 1,055901 905706 867,476 776,166 -
Net profit attributable to ordinary shareholders 749,785 822,266 707,335 763,060 m:m:m
Gross dividends 57,855 48,720 57,855 48,720 :ZZ
At the year end 20000
Bank, cash balances and statutory deposits 1,659,363 1,715,819 1,587,012 1,688,092 " 2007 200z 2005 2006 2005
Investments 654,203 598,693 611,987 569,214 Sl ﬁta/ﬂe,mxfs
Advances to customers 11,072,885 9,406,020 11,072,885 9,406,484 s
Other assets 2,512,188 2024209 2,184,843 1,978,727 .
Property, plant and equipment 1,723,973 1,678,866 1,116,904 1,064,112 s
Total assets 17,622,612 15,636,494 16,573,631 14,706,629 jz:
Deposits 9,614,073 9433518 9,636,073 9,443,418 -
Bank borrowings 1,217,252 715316 1,161,766 644,969 o e gt 200
Other liabilities 2,357,837 1,801,508 2,224,789 1,714,187 s NetProft
Total liabilities 13,189,162 11,950,342 13,022,628 11,802,574 o
Shareholders' funds 4,187,373 3,493,831 3,551,003 2,904,055 :Z
Information per Ordinary Share: ZZ
Earnings Rs. 36.94 40.51 34.84 37.59 o
Dividends Rs. 2.85 4.00 2.85 4.00 " 2007 2002 2005 2008 2005
Market Value Rs. 14375 22450 14375 22450 o Sharchollers funde
Net Assets Rs. 206.27 172.11 174.93 143.06 o
Ratios -
Year on year growth in Earnings (%) (8.81) 45.20 (7.30) 50.86 zmm
Year on year growth in Dividends (%) 18.75 33.33 18.75 33.33 e
Dividend Cover (times) 12.96 16.88 12.23 15.66 ,zz
’ 2001 2002 2003 2004 2005
Statutory ratios o Gease Divilends
Liquid assets (%) 17.26 18.19 16.47 17.88 o
Capital Adequacy Ratios o
Core Capital Ratio % (Tier 1) 24,51 22.45 21.41 19.47 o
Total Risk Weighted Capital Ratio % (Tier 1 & 11) 24.91 22.95 22.05 20.21 Z’ﬁ
Employment (no.) 1,271 1,164 835 735 "

2001 2002 2003 2004 2005
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Choinmanly Statoments

It gives me much pleasure in presenting to you on behalf
of the Board of Directors, the Annual Report and audited
accounts of Central Finance Company Limited and the
consolidated financial statements of the Group for the
financial year ended 31st March 2005.

Sri Lankan Economy

The apparel and plantation sectors especially in the vital
tea segment showed prospective signs of improvement
in the first half of 2004. According to Central Bank
sources, higher investment was taking place in the
tourism, construction, apparel, telecom and transport
sectors. Excessive growth was observed in public sector
credit due to higher subsidies in petroleum, wheat flour
and other essentials which in turn led to an increasing
trend in inflation.

The unprecedented Tsunami disaster of 26th December
2004 resulted in a near breakdown in economic activity
in the Southern and North Eastern districts, with serious
consequences to the tourism and fishing industries
which have yet to recover fully. Fortunately the effect on
GDP is estimated not to exceed 1% to 1.5% out of a
projected 5.5% and the key apparel and tea industries
were largely unaffected.

Many international agencies, private and charitable
organisations have contributed to substantial foreign
exchange inflows and the likelihood of an interim agreement
on Tsunami Relief Structures with the LTTE makes one
somewhat optimistic about the Sri Lanka economy, provided
that political stability can be ensured in 2005.

Group Performance

A comprehensive review of the performance of the
parent Company, Central Finance Company Limited for
2004/2005 has been given in the Managing Director's
Review. Group net turnover increased significantly from
Rs.9 billion to Rs.9.49 billion and for the first time Group
profit before tax exceeded Rs.1 billion in 2005 from
Rs.905 million in the previous year. The main contributors
were Central Finance Company Limited which showed
an increase in profits before tax from Rs.776 million to
Rs.867 million and Central Industries Limited from Rs.48
million to Rs.105 million. Other significant contributors
were Kandy Private Hospitals Limited and Mark Marine
Services (Pvt) Limited.

Changes in tax legislation impacted on the profits in
leasing business and although Central Finance
Company’s operating profits before tax was higher than
last year at Rs.867 million, profits after tax dropped to
Rs.707 million.

CF's ordinary share capital was increased to
Rs.203 million from Rs.121.8 million consequent to the
bonus issue of 2 new shares for every 3 held and the
dividend
Rs.57.855 million as compared to Rs.48.72 million in
2004.

pay-out has been increased to

Whilst our core business originations have been
sustained at Rs.5.5 billion in the year under review, we
effectively continue to focus on improving our credit
quality and operating efficiency. Central Finance is
committed to offering a fast quality service to our dealers
who have been with us for over 20 years and to our many
valued customers throughout the country. More than
52% of our new business has been generated from an
island-wide network of branches. Our Southern
branches - from Panadura to Tissamaharamaya - were
badly affected by the damage inflicted by the Tsunami
tidal waves of December 2004, but the other branches in
the rest of the island have performed exceptionally well.
We continue to carry out extensive research in other
areas so that further expansion can be made as and
when the necessity arises.

Despite the increase in business, a significant feature
worth noting, as commented in the Managing Director's
Review, is that the ratio of non-performing loans to
advances has reduced from 11.18% in 2004 to 7.99% in
2005. It is important to note that the provision for loan
losses has improved to a very sound 97.31% of Non
Performing Loans as against 92% a year ago.

We are very pleased that despite the reductions in
interest rates, our depositors’ continuation of confidence
in Central Finance resulted in an increase in the fixed
deposit base which stood at Rs.9.6 billion, a major
portion of which was a renewal of maturing deposits. Our
Senior Citizens Deposit scheme, introduced last year
has been popular and effective and recorded an
increase in this sector of the deposit base to
Rs.1.5 billion compared to Rs.675 million last year. As
indicated in the Managing Director's Review, we intend
to launch Savings Deposit-related products linked to
Automatic Teller Machine (ATM) facilities shortly.
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Performance of Associated Companies

Our associated companies in the tea sector, in particular,
Tea Smallholder Factories performed well while
substantial improvements in operating results were
recorded in our subsidiary in the UPVC manufacturing
industry, Central Industries Limited.

Increased dividends from Central Industries Limited,
Central Securities Limited, Mark Marine Services (Pvt)
Limited and Tea Smallholder Factories Limited.
contributed to a marked increase in group profitability.

Group Company Performances 2004/2005

Associate Companies

Tea Smallholder Factories Limited

(Tea manufacture from green leaf purchased from
smallholders)

Issued share capital (no.) - 15,000,000
Group investment (no.) - 4,394,246
Group investment (Rs.‘000) - 129,698
Group holding - 29.30%

The Company'’s profit after tax increased by 65.5% from
Rs.64.4 million in 2004 to Rs.106.6 million in 2005. The
turnover increased 30% from Rs.1.16 billion in 2004 to
Rs.1.51 billion in 2005. The operating profit increased
74% from Rs.69.7 million in 2004 to Rs.121.6 million in
2005. The Company purchased 33.4 million kilograms of
green leaf from smallholders and produced 7.16 million
kilograms of tea in 2005, an increase from 6.75 million
kilograms in 2004. The Company’s gross sales average
for teas at the Colombo Auctions improved substantially
from Rs.168.49 per kilogram for 2004 to Rs.203.78 per
kilogram, which is the highest sale average achieved by
any institution in the low grown elevation. As in 2004, the
Company paid a dividend of 50% to its shareholders for
the financial year 2005.

Nations Trust Bank Limited
(Commercial, investment, personal and private banking)

Issued share capital (no.) - 85,000,000
Group investment (no.) - 17,000,000
Group investment (Rs.‘000) - 191,000
Group holding - 20.00%

Profit after tax declined by 82% from Rs.252 million in
2003 to Rs.45.5 million in 2004 on account of a Rs.26.9
million charge in tax due to retrospective legislation. The
core operating profit (excluding income from the sale of

government securities in 2003) before tax and value
added tax increased by 35% from Rs.114.3 million to
Rs.154.3 million. Customer deposits grew by 58% from
Rs.6.57 billion in 2003 to Rs.10.4 billion in 2004 while
loans and advances grew by 40% from Rs.8.36 billion in
2003 to Rs.11.7 billion in 2004. The Gross Non-
Performing Loans ratio was reduced from 5.5% in 2003
to 5.4% in the year under review. Shareholders’ funds
saw a marginal increase from Rs.1,336 million to
Rs.1,339 million. The return on average shareholders’
funds ratio (prior to effect on retrospective tax legislation)
declined from 25.34% in 2003 to 5.42% in 2004 while the
return on average assets ratio (prior to effect on
retrospective tax legislation) dropped from 1.45% in 2003
to 0.36% in 2004. The Bank did not pay a dividend
to its shareholders for the financial year ended
31st December 2004.

V Capital Limited
(formerly known as CF Venture Fund Limited)

The group sold its entire holding in this Company as the
desired results were not achieved from this investment.

Capital Suisse Asia Limited (CSA)
(Investment holding company)

Issued share capital (no.) - 18,100,007
Group investment (no.) - 4,449,000
Group investment (Rs.’000) - 44,490
Group holding - 24.58%

The Company achieved a marginal profit of Rs.165,324
for the financial year ended 31st December 2004
compared to a loss of Rs.119,176 in 2003. CSA's main
subsidiary, Zyrex Power Company Limited (ZPC) which is
a mini hydro power generating company, posted a
revenue of Rs.72.8 million for the year ended 31st
December 2004 compared to a revenue of Rs.51.3
million earned during 2003. The prior year’s operations
were affected for 3 months in view of the damage
sustained to the plant facility during the floods
experienced in May 2003.

ZPC achieved a profit after tax position of Rs.26.2 million
for the financial year ended 31st December 2004
compared to a profit after tax of Rs.14.8 million during
2003. However, as indicated above, the profitability in
financial year 2003 was affected due to the plant shut
down and significant costs incurred on restoration of the
plant facility. Even though ZPC operated at a higher
efficiency level during the year, the lower tariff offered by
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the Ceylon Electricity Board (CEB) affected its
profitability significantly.

It is envisaged that the government will implement the
budget proposal of offering 6 US cents for each unit of
kWh sold to the national grid. This will enable the
Company to achieve its desired profitability and also
encourage more developers to generate and supply
energy to the national grid through mini-hydro
development.

Subsidiary Companies

Central Securities Limited
(Investment company)

Issued share capital (no.) - 4,919,882
Group investment (no.) - 1,901,535
Group investment (Rs.000) - 21,877
Group holding - 38.65%

The Company achieved a profit after tax of
Rs.7.86 million in the financial year 2005 compared with
Rs.13.98 million in 2004. The investment climate
prevailing in the country was not very conducive for
long-term investments as there was no clear direction in
the peace process or in the economic recovery. Hence,
during the period under review the Company invested
selectively in fundamentally sound stocks and disposed
of them in order to make short term gains whilst also
maintaining a substantial amount of funds in short-term
deposits. By the end of the financial year, the Company’s
exposure in equities amounted to Rs.9.47 million
compared to Rs.62.15 million in short-term deposits.

Central Industries Limited
(Manufacture of UPVC pipes and fittings and marketing
of construction industry-related products and services)

Issued share capital (no.) - 3,294,738
Group investment (no.) - 1,646,775
Group investment (Rs.‘000) - 49,574
Group holding - 49.98%

The Company completed another successful year with
record growth in turnover and profits mainly from the
manufacture and marketing of National PVC pipes and
fittings. Turnover increased by 40% over the previous
year to Rs.891.3 million (excluding VAT). In 2005 the
profit after tax was Rs.72.1 million compared to Rs.34.1
million in the previous year.

In view of the increased demand for our Poly Ethylene
water tanks, during the year the Company commenced
the complete in-house manufacture of these tanks under
the brand name National PE and also introduced Poly
Ethylene septic tanks under the brand name Greentec.
The products complement the range of water supply and
waste water disposal products marketed by the
Company.

The growth in turnover and profits was achieved mainly
in the first half of the year. However, the gradual downturn
in economic growth and the constraints in the
construction industry dampened the growth recorded by
the Company in the second half of the year.

Furthermore, the National Water Supply and Drainage
Board, a large scale user of the Company’s products has
now substantially reduced its direct purchases from PVC
pipe manufacturers. In this situation the Company may
find it difficult to improve its performance in 2005/2006.
However, the diversification strategies and the emphasis
on marketing and promotion pursued by the Company
over the years should ensure that the Company
continues to perform well in the longer-term.

Mark Marine Services (Pvt.) Limited
(Power generation company)

Issued share capital (no.) - 8,561,198
Group investment (no.) - 4,975,860
Group investment (Rs.‘000) - 81,532
Group holding - 58.12%

The turnover of the Company for the financial year 2005
of Rs.64.2 million increased marginally compared to
Rs.62.6 million in 2004 even though the energy
generated and supplied to the national grid increased by
16% over the previous period. This was mainly as a result
of the lower tariff offered by the CEB which has affected
the profitability of the Company significantly.

During the financial year ended 31st March 2005, the 5
year tax exemption of the Company also expired and
therefore the profits are now liable for income tax. In view
of this, the deferred tax liability also has been
incorporated in the financial statements and the resultant
charge has been deducted from distributable profits. The
Company achieved a profit after tax of only
Rs.14.2 million for the financial year ended 31st March
2005 compared to Rs.36.6 million earned during the
previous year.
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CF Insurance Brokers (Pvt.) Limited
(Insurance broking company)

Issued share capital (no.) - 12,375,000
Group investment (no.) - 12,374,997
Group investment (Rs.‘000) - 123,750
Group holding - 99.99%

The company’s premium turnover for calendar year 2004
increased to Rs.594 million from Rs.465 million in 2003,
an increase of 27.7% compared to a market growth of
25.8%. There was a growth in commission income from
Rs.53.5 million in 2003 to Rs.68.5 million in 2004. CFIB
was the leading broker in the market in 2004.

The Company’'s operating profit after tax was Rs.1.879
million in 2004 as compared to Rs.4.189 million in 2003.
Two major factors contributed to this reduction. Firstly,
procuration costs rose as CFIB had to operate in a highly
competitive environment where direct market operations
of insurers impacted heavily on both brokers and agents
alike. Consequently, CFIB had to incur increased
marketing expenses to meet the new challenges.
Secondly, administrative costs increased with revisions in
the salary structure, and increased claims handling costs
due to the higher incidence of claims consequent to the
damage caused to insured property by the Tsunami tidal
waves. An extraordinary provision of Rs.6.655 million was
made in the year under review.

The Company has taken steps to reorganize marketing
operations with a view to reducing costs of acquisition,
particularly by mobilizing the support of group staff
members.

Central Homes (Pvt.) Limited
(Real estate company)

Issued share capital (no.) - 3,417,502
Group investment (no.) - 3,417,500
Group investment (Rs.‘000) - 34,176
Group holding - 99.99%

The Company continued to manage the real estate
portfolio for Central Finance and continues to cater to the
middle and upper class segments of the market in the
Colombo and Gampaha districts. Its gross income
increased to Rs.379,204 in 2005 from Rs.366,875 in
2004. During the period under review construction
commenced on the proposed apartment complex at
Dudley Senanayake Mawatha, Colombo 8 consisting of
21 units which have already been sold out. The Company

is also in the process of developing lands with
infrastructure facilities in Wattala and Pamunugama in
order to enhance value and these will be offered for sale
within the financial year. The Company has engaged in
sales “on behalf of owners” which is also a new line of
business.

Dehigama Hotels Company Limited
(Property holding company)

Issued share capital (no.) - 828,070
Group investment (no.) - 659,854
Group investment (Rs.‘000) - 7,443
Group holding - 79.69%

Turnover remained the same as in the previous year at
Rs.5.528 million. Profit after tax recorded a decline at
Rs.1.4 million against Rs.2.7 million in the previous year,
owing to a higher charge for income tax.

Kandy Private Hospitals Limited
(Hospital services company)

Issued share capital (no.) - 550,500
Group investment (no.) - 365,275
Group investment (Rs.‘000) - 3,982
Group holding - 66.35%

The Company’s turnover in 2005 increased to
Rs.39.5 million from Rs.32 million in 2004. Profitability
growth continued with profit before tax increasing to
Rs.9.7 million from Rs.6.8 million in 2004. However, a
higher tax charge in the year under review saw profit after
tax reduce to Rs.5.8 million from Rs.6.6 million in the

previous year.

Central Transport and Travels Limited
(Transport and hiring services company)

Issued share capital (no.) - 2,949,007
Group investment (no.) - 2,949,000
Group investment (Rs.‘000) - 29,490
Group holding - 99.99%

The Company’s net hiring income declined in 2005 to
Rs.3.726 million from Rs.3.870 million in 2004. Other
income, consisting mainly of profit on sale of motor
vehicles increased to Rs.961,684 from Rs.342,000 in
2004, resulting in total income increasing to
Rs.4.687 million as against Rs.4.212 million in the
previous year. The profit of Rs.605,608 before tax and
Rs.622,837 after tax as against the previous year's after
tax loss of Rs.17.5 million was due to a provision of

Central Firance Company Linited - Amal Roport 2008-2005



Choinmanly Statoments

Rs.18.6 million for diminution in value of share
investments.

Central Mineral Industries (Pvt.) Limited
(Dolomite extraction company)

Issued share capital (no.) - 350,000
Group investment (no.) - 349,997
Group investment (Rs.'000) - 3,500
Group holding - 99.99%

The Company’s turnover declined to Rs.9.96 million in
2005 as against Rs.12.5 million achieved in 2004.
However, the Company registered a moderate profit of
Rs.210,299 before tax and Rs.169,936 after tax as
against an after tax loss of Rs.613,873 in the previous
year.
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2005 produced yet another year of good earnings for CF
with Rs.1.14 billion in net interest income - a 16%
increase over 2004’s best ever results.

CF’s formula for building value has proven successful
over the last four decades - Our strategy has been to
execute our business plans with a strong focus on
businesses we know best - while continuing to focus on
credit quality and operating efficiency. This strategy has
resulted in a track record of consistently solid operating
performance, strong deposit and loan growth with
superior asset quality. During 2005, shareholders equity
increased 22.3. % growing to Rs.3.5 billion. Our equity to
assets ratio is at 21.4% as we seek to achieve an
investment grade rating during the course of the current
year.

We generated Rs.5.5 billion (Rs.5.0 billion 2003/2004) in
new business through our relationships with 184 auto
dealerships throughout the country. Our commitment
and reputation for fast, fair and consistent service is
valued by our dealers, some of whom have been with us
for over 20 years .Our national presence provides us with
opportunities to build our existing relationships and to
establish new ones to support future growth. New
business originations were achieved by keeping our
focus on credit and asset quality undiminished in view of
uncertainties and changes in the economic and political
environment.

Some of the highlights of the year were:

e Operating profit of Rs.867 million

e Return on equity of 19.9%

e Net profit per share of Rs.34.84

e Bonus issue of 2 new shares for 3 held

e Gross deposit mobilisation of Rs.13.2 billion and

e Fixed interest rate swap agreements of Rs.1.6 billion

Profit before tax at Rs.867 million grew by 11.8% over the
previous year, however profit after tax was Rs.707 million
(Rs.763 million in 2004/2005) as a result of the increased
liability for taxation (Rs.160 million) during the year under
review. The reduction in tax allowances on leasing
combined with a substantial shift in customer preference
for hire purchase because of VAT advantages increased
the tax charge for the Company. In general, the market
saw a spurt in hire purchase business, which grew at a
faster rate than leasing. As a result, the growth of credit
in relation to leasing activities decelerated to 8% in 2004,
compared with a growth of 21% in 2003.

Overall credit quality remains sound. This is best
illustrated by the continuing trend in Non Performing
Loans (NPL), which decreased by Rs.274 million. The
ratio of NPLs to advances improved further from 11.18%
(81.3.2004) to 7.99% at year-end. Importantly, our
allowance for loan losses to non-performing loans
increased to 97.31% at 31.3.2005 from 92% a year ago.
Revenue growth and control over costs resulted in an
efficiency ratio of 60% comparing favorably with the
industry average in the banking sector.

Recoveries on account of loans in the provision category
amounted to Rs.416.8 million during the year and
Rs.256.8 million previously (2003/2004).

While the year 2004 was one of good financial
performance for CF, it was tempered by the tragic events
of 26th December 2004. The Tsunami profoundly
affected the lives of all Sri Lankans. We remain
saddened and concerned for those employees,
customers and their families who experienced personal
loss and damage to property. To support our clients
whose businesses were affected, we established a
comprehensive rehabilitation program which included
loan restructuring, vehicle repair advances at
concessional interest rates and extended repayment
terms with rental holidays. In addition we participated in
the Susahana Loan scheme initiated by the Central Bank
to provide concessional finance for affected clients.
Altogether, 291 customers were directly affected.
Majority of them have since recommenced their
businesses successfully. Although initial estimates made
on account of possible losses in the portfolio amounted
to Rs.44.8 million, the actual impact has been assessed
at Rs.10.46 million. Contracts to the value of
Rs.86.14 million were rescheduled with another
Rs.4.0 million disbursed under the on - going Susahana
loan scheme to eligible clients.

Branch Network

The growth in our business continued from the
outstations, with good value being generated from our
lending operations through our branch network. In
keeping with our annual plans, we continued to increase
market presence and reach in the outstations by opening
new marketing offices in strategic locations in rapidly
growing areas. Our marketing outlets in Kegalle and
Mahiyanganaya were upgraded to branch status during
the year. The Southern branches, Panadura, Matara,
Tissa and Galle in particular, were affected by the
Tsunami damage and performed below expectations
during the last quarter of the financial year. However, the
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advantages of on-line information systems together with
centralized document storage meant that there was no
loss of data whatsoever and we were able to quickly
deploy field officers to visit our customers in the Southern
and Eastern provinces. As a result, measures such as
assessment of individual losses, insurance claim
intimation and loan rehabilitation action were concluded
within a few weeks of the disaster. It is due chiefly to the
tremendous dedication, spirit and enthusiasm of our
branch staff that the southern branches were fully
operational within a few months - Matara in January and
Galle by March 2005- of the disaster. The other branches
performed exceptionally well and achieved more than
satisfactory results during the year.

With our mature markets in Colombo and Kandy
encountering strong competition, we will continue to
focus our attention in the outstations for future business
and profit growth. In order to achieve these objectives,
we have carried out field research in potential rural
markets and have identified untapped areas to open new
marketing offices during the New Year. In supporting
these growth strategies, we will further strengthen our
field sales structure to enhance our market coverage and
penetration, which in turn will help us exploit the full
business potential in the outstations. With customer
service and satisfaction being uppermost in our minds,
we have commenced refurbishing our older branches to
ensure our valued customers conduct their business
activities in a comfortable and pleasant environment.

Deposits

At the end of the year under review the deposit base
stood at Rs.9.6 billion. Gross deposit mobilization was
Rs.13.2 billion, which included Rs.2.2 billion as new
deposits. Re-investment of matured deposits at
Rs.11 billion as against Rs.9.5 billion in the previous year,
confirmed the confidence established with our individual
and corporate depositors.

We continued our focus to achieve a higher percentage
of core deposits (12 months and over) which now
account for over 85% of our total deposit base.

Our Senior Citizen's deposit scheme introduced in the
previous year became very popular and effective and at
the end of the financial year recorded a deposit base of
Rs. 1.5 billion with a total of 6,939 accounts.

The “CF Instant Cash Plan” was even more successful
during the year under review with many depositors using
the facility to access their funds at nominal rates.

As a further service to our deposit clients, we introduced
“CF Super Zero”, an interest free instalment plan to

finance a range of services and products. Our intention
is to widen the coverage of this scheme in the ensuing
year.

Diverse, low cost liquidity and strong cash flows are key
factors in our funding programmes. During the year we
focused on providing value to our depositors and grew
our deposits to meet our business requirements. In this
context, the recent approval by the Central Bank
permitting finance companies with a minimum capital of
Rs.150 million to offer savings accounts enables us to
further broaden our services. We will be launching
savings related products with ATM facilities in the near
future.

Share Trading Portfolio

During the first two quarters of 2004/2005, we refrained
from investing in equities due to the political uncertainty
that prevailed in the country. However, in order to make
short-term gains, we gradually commenced investing in
fundamentally sound stocks in the 3rd quarter and the
process continued till the end of the financial year. The
total realized profits from share trading were relatively
small at Rs.11.97 million against the gains of
Rs.103.11 million in the previous year.

Dividend income for the period under review was
Rs.44.44 million of which Rs.25.02 million was
attributable to our associate companies while our
subsidiaries contributed Rs.17.49 million. The balance
was from the equity portfolio. Dividends received from
associate companies improved from Rs.10.60 million in
2003/2004 to Rs.25.02 million. Tea Smallholder Factories
Ltd. and Nations Trust Bank contributed towards these
results. Dividends received from subsidiary companies
increased from Rs.14.10 million in 2003/2004 to Rs.17.49
million due to improved performance by Central
Industries Ltd. and Mark Marine Services (Private) Ltd.

We divested our holding in CF Venture Fund Ltd. during
the year under review since we did not foresee much
value addition from this investment. This divestment
generated Rs.17.83 million in cash. The profit on
disposal was Rs.3.71 million with the reversal of
Rs.17.01 million in provisions previously made for the fall
in value of this investment.

The All Share Price Index (ASPI), which stood at 1,284.2
at the beginning of the year, improved to 1,751.9 by year-
end. As a matter of prudence, we have made a provision
of Rs.3.80 million against the fall in market value of
dealing securities for the period under review.
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Human Resource Development

The Company places human capital as the vital resource
for achieving excellence and creating a rewarding work
environment. To sustain this spirit, we continued our
policy to provide management and competency skills
through intensified training and development plans. We
have formulated a succession plan to ensure availability
of suitably qualified staff for business continuity
supported by a study of competency gaps to develop
management and work related skKills.

During the year we further refined our performance
based remuneration scheme rewarding excellence and
accomplishments in line with industry standards. The
enthusiasm and the spirit of our staff remain high,
bolstered by an extended range of benefits as well as
opportunities given for career enhancement. Over the
years, we have actively encouraged staff members to
grasp opportunities within the Company by giving
preference to internal recruitment for our management
cadre. Many of them have risen to this challenge and
have delivered exceptional results at vital locations
throughout the island.

As previously, we provided training and employment
opportunities for unemployed graduates through the
‘Taruna Aruna' scheme. Disappointingly, many of them
opted to abandon their training and prospects of
employment within the Company in exchange of the offer
for training/employment by the State.

We continued supporting the programme we initiated
last year of assisting orphanages and elders homes in
six provinces by monitoring their progress and assisting
them where required. However, much of our social
responsibility efforts to the community were directed
towards the rehabilitation of Tsunami affected people.
The Company matched the contribution of a day’s salary
by the staff to make up Rs.1.0 million as an initial
payment to meet the immediate needs soon after the
cataclysm. In addition, the Company set up a Disaster
Relief Fund to assist the affected staff members to
rebuild and repair their homes. Six of our employees
were affected to varying degrees ranging from
temporary displacement to complete destruction of
property. Among them, three staff members have been
provided with financial assistance to purchase alternate
land and to reconstruct their houses. We continue to
watch their progress with the objective of assisting them
to cope with trauma and rebuilding their lives. As a
medium term plan, the Company has elected to work
with Sarvodaya, and committed to fund rehabilitation
programs on housing and livelihood in selected Tsunami
affected areas.

Information Technology

The year under review witnessed a number of new
developments adding value to our services through
Information Technology (IT). Our internal software
development team designed and implemented a more
robust new core application software system using the
Microsoft .NET platform, which is the latest development
platform offered by Microsoft. These new systems
designed to further elevate our customer service efforts,
help our staff to better understand, serve and manage
customer needs. In addition, since transaction-
processing time is shortened, productivity and efficiency
is considerably enhanced.

The physical security of our IT infrastructure was further
strengthened with the incorporation of intelligent security
surveillance systems and biometric access control
systems for our main data centers. All our data centers
are monitored and audited by authorized staff officers
using these new systems. Internet communication
security was enhanced with hardware based high
capacity firewalls to meet the Company’s growing
requirements.

To ensure adequacy of information system security and
controls, our IS Audit Staff continue to receive training in
this important area. During the year key staff participated
in the Certified Information System Security
Professional’s programme, conducted by International
Information Systems Security Certification Consortium
(ISC2) based in the US. The organization trains security
professionals worldwide; those certified are required to
pass a rigorous examination, maintain certification
through continuing education and re-certify every three
years.

Intellectual property rights in information technology
based products have recently assumed much
importance with the enactment of the Intellectual
Property Act No0.36 of 2003. This far-reaching Act
imposes severe penalties on the use of unlicensed
software. We have taken several proactive measures
including supplier guarantees to prevent infringement of
property rights so that the Company does not contravene
the provisions of this Act.

Future IT projects include the roll —out of our savings
account initiative. Presently, we are in the process of
acquiring software and the infrastructure to support this
exciting new product.

Outlook

A relatively stable macro economic environment in 2004
benefited the financial sector, enabling them to expand
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their activities through a wide array of financial services.
Overall, the financial sector recorded notable increases
in deposit mobilization, loan growth and service outlets,
while lease and hire purchase business also expanded
considerably in a very competitive market environment.

Recent developments raise many concerns on the
prospects for the rest of the financial year. Steep
increases in global oil prices, inflation trends, and
political instability are factors likely to impede financial
sector growth. However, a good monsoon that yielded
record paddy harvests, higher export earnings,
combined with the gradual improvement in economic
activities during the second half of the year are expected
to drive GDP growth to 5.5% in 2005. In addition, if
Tsunami reconstruction and rehabilitation activities are
implemented speedily, the financial sector would be
required to play a very prominent role in funding the
needs of contractors, manufacturers and other service
providers who would be involved in such reconstruction.

Against this backdrop, CF enters 2005/2006 with
cautious optimism with its focus on providing value to its
many customers and stakeholders. Our core clientele is
from one of the most dynamic sectors of the economy;
small businesses - which are in many ways, the
backbone of the economy. The National Budget
underscored the importance of the small and medium
businesses by enunciating strategies to overcome
constraints faced by the sector. We welcome these
initiatives, as we see opportunities for growth and
increased demand for our services with the development
of the small and medium-scale enterprises (SME). We
will continue to actively support the SME sector through
our widespread network of branches. However, we
foresee competition to be acute, with margins under
pressure once again as more players continue to enter
the market.

Being a deposit taking institution, we have reviewed the
uncertainties  within
framework and taken measures to maintain stable
operational results in the next few years that could arise
due to interest rate exposures. Even though this initiative
is likely to increase our financing costs initially, we are of
the view that such measures are expected to provide the
Company with better risk management results in the
coming years.

the economic and political

Regulatory and Legislative Issues

The multitude of taxes imposed on the leasing industry to
enhance Government revenue has resulted in leasing as
a method of financing becoming more expensive and in
some instances, wholly unviable - for example:

The absence of a clear legal process with regard to
repossession and the short commercial life of
equipment (unlike vehicles which retain ready resale
value) were major impediments that lessors grappled
with when extending equipment leases. However, the
reduction in depreciation allowances from 50% to
12.5% for plant and equipment as a result of the
2004 Budget proposals, dealt the final blow to
equipment leasing. As lease rentals are taxed on
capital repayments, the new depreciation regime
requires lease structures be extended from the
earlier 2-year period to 8 years to make it profitable
[i.e. tax neutral] for the lessor. On one hand, lessors
have neither the long-term funds nor the appetite to
absorb credit and interest rate risks associated with
an 8-year lease, whilst on the other, lessees are
reluctant to contract for such long periods. As a
result, all equipment leasing business has come to a
standstill. The new development strategy of the
Government advocates much support for the
agricultural and the SME sector to the extent of
establishing a specialized SME bank. The priority
sectors for SME lending have been identified as
‘advanced technology, software and business
process outsourcing, technological improvements,
fisheries, gems and jewellery, agro-industries,
services sector and SME exports”. Duty free imports
are contemplated for this purpose. However, a
further incentive to the entrepreneur by way of
accelerated depreciation on plant & machinery
would no doubt stimulate investment well beyond
expectations.

The Government needs to ensure uniformity in tax
treatment across different markets so that there is no
distortion in the cost of providing finance. Nowhere
is this discrimination more evident than in the tax
treatment of financing used vehicles under the VAT
system. A used vehicle bought under a hire
purchase agreement is exempt from VAT (on the
purchase and hire instalment) although the same
asset acquired through leasing would attract VAT at
15% without a corresponding input claim. This
makes leasing more expensive since the leasing
company will have to capitalize the input tax paid on
the purchase of the vehicle and collect it over the
period of the lease. From a commercial standpoint,
there is no difference between these two transactions
as they both involve the sale by a supplier to the
lessor/hire vendor and thereafter a lease / hire
purchase to the user. We therefore fail to see the
need to treat a hire purchase transaction differently
from a lease for VAT purposes. This distortion has
severely restricted leasing business in the used
vehicle market to the extent that almost all used
vehicles are now financed under HP agreements.
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Inconsistent policy towards the leasing industry has had
a significant impact on our ability to provide credit at
reasonable cost to segments where it is most needed.
The leasing industry has been the main source of finance
to many rural and urban small-scale businesses such as
workshops, agro-industries, bought-leaf factories,
retailing and service industries. We therefore urge that
the Government recognizes leasing as a development
mechanism particularly suitable for the small and
medium-sized enterprises (SMEs). Towards this end, the
Government should adopt policies necessary to support
the leasing industry so that it can continue to play a
wider role in private capital formation especially in rural
communities to facilitate and strengthen industrial
development and employment outside the Western
Province where there is now an over concentration of
development.
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Govermamnee

Directors

The Board comprised of the Chairman, Managing
Director, three Executive Directors and five Non
Executive Directors throughout the year under review.
The names of the Directors are set out below:

The Board holds regular monthly meetings. In the year
under review the Board met 12 times and attendance at
these meetings was as follows:

C.Wijenaike Chairman 4
E.H.Wijenaike Managing Director 12
S.V.Wanigasekera Non Executive Director 11
G.S.N.Peiris Executive Director 11
Mrs. C.Kiriella Executive Director 11
M.S.Wijenaike Non Executive Director 11
U.L.Kadurugamuwa  Non Executive Director 12
G.C.B.Wijeyesinghe  Non Executive Director 11
R.E.Rambukwelle Executive Director 12
A.K.Gunaratne Non Executive Director 11

The Board is responsible for the formulation of the overall
business policy and strategy, agreeing to priorities and
setting standards for the management and the conduct
of the business. Its functions include review of monthly
management information, adoption of annual and interim
results before they are published, review of exposure to
key business risks, strategic direction of operational
units, agreeing annual budgets, monitoring progress
towards achieving those budgets and sanctioning major
capital expenditure, acquisitions and disposals.

The Board is responsible, ultimately, for the Company’s financial
performance.

Each Director brings independent judgement to bear on
matters the Board is responsible for, and dedicates the
time and effort necessary to carry out his/her
responsibilities.

The Board ensures that Board Meetings are conducted
in such a manner that:

e The participation of Executive and Non Executive
Directors is ensured, their contribution is
encouraged, and their views on issues under
consideration is determined.

e The Board is in control of the Company’s affairs and
remains sensitive to its obligations to all its
stakeholders.

e A balance of power is maintained.

The Managing Director/CEO maintains regular contact
with all Directors, and has regular, informal discussions
with the Non Executive Directors as necessary.

Financial acumen

The Board includes four senior Chartered Accountants,
who provide the necessary acumen and knowledge to
offer the Board guidance on matters of finance. One of
them serves as Director (Finance).

Board balance

The balance of Executive and, in particular, independent
Non Executive Directors on the Board ensures that no
individual Director or small group of Directors dominates
the Board’s decision-making. All the Non Executive
Directors are independent of management, and have no
relationships that could materially interfere with the
exercise of their independent judgement.

Documentation

Board members are given appropriate documentation in
advance of each Board meeting. Further, minutes of the
monthly Board of Management review meetings are sent
to all Board members. The Managing Director/CEO
ensures that all Directors are adequately briefed on
issues arising at meetings.

Appointments to the Board

The Board as a whole decides on the appointment of
Directors. The Company’s Articles of Association provide
that at every Annual General Meeting of the Company,
one-third of the Non Executive Directors shall retire from
office. The Directors to retire in each year are the
Directors who have been longest in office since their
appointment or re-appointment.

A retiring Director is eligible for re-appointment. Any
Director appointed by the Board shall hold office only
until the following Annual General Meeting.

Board Committees

The Board has a formal schedule of matters reserved to
itself. It has delegated responsibilities to Board
Committees, which operate within clearly defined terms
of reference.

Audit Committee

The Board formally constituted an Audit Committee in
January 1997. During the year it comprised three Non
Executive Directors with the Deputy General Manager
(Internal Audit) functioning as Secretary. The Managing
Director and Director (Finance) are invited to attend
meetings as required. The external auditors attend
meetings when their presence is necessary. The
Committee is empowered to examine any matters
relating to the financial affairs of the Company and its
internal and external audits. Its duties include detailed
reviews of the financial statements, internal control
procedures, accounting policies, compliance with
accounting standards, emerging accounting issues and
other such related functions as the Board may require. It
also recommends the appointment and fees of the
external auditors. It also keeps under review the
independence and objectivity of the external auditors.
The Audit Committee’s Report appears on page 20 of
this report.
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Board of Management

A Board of Management was formally constituted in
February 2002. It comprises the Managing Director, two
Executive Directors, a Non Executive Director and three
Deputy General Managers heading key operational
/service divisions. The Board of Management is
empowered to ensure implementation of Board
directives and report/review progress, to submit
quarterly reviews of the Company’s operations, ensure
closer co-ordination and integration of staff activities in
relation to the overall objectives of the Company, review
key business results, monitor budgetary control,
variances and take corrective action and review key
resources. The Committee also reviews the Company
policies in relation to Risk Management, Asset and
Liability Management and also interest rate spreads to
ensure that these policies are aligned with the corporate
objectives. The Board of Management meets monthly.

Remuneration Committee

The Managing Director/CEQO and one other Non
Executive Director comprise the Remuneration
Committee which is responsible for reviewing and
approving the emoluments of Executive Directors and
Senior Management. The total of Directors’” emoluments
is reported in Note 5 to the financial statements.

Relations with shareholders

The Board considers the Annual General Meeting an
opportunity to communicate with shareholders, and
encourages their participation in it. The Board is ready to
answer queries raised by shareholders at General
Meetings, and maintains an appropriate dialogue with
them. The Company’s principal communication with
shareholders and others is via its Annual Report and
Quarterly Financial Statements. The Managing Director
and Executive Directors also meet institutional investors
and analysts to discuss the Company’s performance.

Accountability

The Board places great emphasis on complete
disclosure of both financial and non-financial information
within the bounds of commercial reality and on the early
adoption of sound reporting practices.

The Statement of Directors’ Responsibilities in relation to
the financial statements is set out on page 19 of this
report.

Internal Control

The Directors are responsible for the Company’s system
of internal controls and for reviewing its effectiveness.

Govermamnee

The system in place is designed to safeguard the assets
against unauthorised use or disposal and to ensure that
proper records are maintained and reliable financial
information is generated. It includes all controls such as
financial, operational and compliance controls and risk
management. However, any system can ensure only
reasonable and not absolute assurance that errors and
irregularities are prevented or detected within a
reasonable time frame.

The key procedures in place to discharge this
responsibility are as follows:

e Annual budgeting and regular forecasting processes
being in place, with review by the Board of
Management of monthly reports on performance
against budgets and forecasts;

e Establishment of policies by the Board in areas of
investment and treasury management;

e Regular internal audits and systems reviews;

e Reviews by the Audit Committee, of the plans and
activities of the Internal Audit Department and the
Management Letters of the External Auditors. Any
significant findings or identified risks are closely
examined to ensure appropriate action is taken;

e Careful selection and training of employees and
appropriate  communication channels being
provided to foster a control conscious environment;

e Periodic and timely reporting to shareholders and
compliance with all relevant statutory and regulatory
obligations through a Compliance Statement
reviewed monthly by the Board.

The Board confirms that there is an on-going process for
identifying, evaluating and managing significant risks
faced by the Company. This process has been in place
throughout the year under review.

The Board has reviewed the effectiveness of the system
of financial controls for the period up to the date of
signing the accounts.

Organisation

The Board has put in place an organisational structure
with formally defined lines of reporting and appropriate
limits of authority for different processes. There are also
established procedures for planning and investment and
for information and reporting systems to monitor the
Company’s businesses.

Shareholder Value and Return

The Board constantly strives to enhance shareholder
value and provides a total return in excess of the market.
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oft the “Direckors

The Directors have pleasure in presenting to the
members their Report together with the audited Financial
Statements of the Company and Group for the year
ended 31st March 2005. These were approved by the
Directors on 26th July 2005.

Principal Activities and Review of Operations

The principal activities of the Company during the year
continued to be lease financing, hire/lease purchase
financing, consumer credit, vehicle hire, accepting
deposits and other financial services.

The principal activities of the Group companies together
with a review of the Company's and Group's operations
during the year, with comments on the financial
results,branch network and future developments, is
contained in the Chairman's Statement and the
Managing Director's Review of Operations on pages 3 to
12 of the Annual Report. These reports form an integral
part of the Directors' Report.

There have been no significant changes in the nature of
the principal