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Take on
tomorrow

HNB Assurance has always offered all our customers the confidence and strength that
comes from knowing that whatever they do, wherever they go, we are there beside them.
Over the years we have grown our company to be the foundation of many people’s hopes
and dreams, empowering thousands of Sri Lankans who depend on us to deliver the
promise of a better life for all.

This report is a record of another very successful year in our history, one of unprecedented
achievements and growth across the board. From market share figures to local and
international recognition and a series of developments in products and service deliveries,
we have made our mark and delivered on every promise. That is why we know that our
reputation is growing and our ability to punch far beyond our weight is gaining strength.

And that is why we say to everyone who comes to us, live your life, dream your dreams.
Take on tomorrow.

HNB Assurance. Take on tomorrow.
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Highlights of the year

Non - Life Insurance
Growth %

GWP (Rs. Mn) 9%
Number of Policies 4%

Non - Life Fund (Rs. Mn) 4%
Claims Ratio
Combined Ratio

Life Insurance
Growth %

GWP (Rs. Mn) 34%
Number of Policies 5%
Life Fund (Rs. Mn) 19%
Claims Ratio (with Maturities)

Combined Ratio (with Maturities)

Customers
Growth %

Claims and Benefits

- Incurred (Rs. Mn) 35%

Bonus and Dividend for
Policyholders (Rs. Mn) 32%

Number of New Products

Employees

Growth %

Number of Staff 11%
Profit per Employee (Rs. Mn)

Training Hours per Employee (hrs)

Employee Turnover

(with Fixed Term Contracts)

Life GWP (Rs.) Combined GWP (Rs.) Total Assets (Rs.)
Growth 34% Growth 21% Growth 15%

2 Bn. 3.9 Bn. 3 Bn.
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Life Fund (Rs.)
Growth 19%

4.3Bn. 120 Mn. 27
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[
A strong team,
0 I e from across the country,
driven by a common

HNBA launches Mobile apps

Connectivity is key in this technological age.
We ensure our customers are connected with us,
at all times.

Page 94

m

!

10%
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Value Added

Growth

@ To Life Policyholders 33.64%
@ To Intermediaries 22.91%
@ To Employees 21.15%
@ For Expansion and Growth 14.12%
@ To Shareholders 6.38%
@ To Government 1.67%
® To Society 0.13%
Page 97

Bonus & Dividends for Policyholders (Rs.)  Water Projects
Growth 32% Total
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Our Vision

To be Sri Lanka’s most admired and trusted partner
in meeting insurance needs professionally with a
spirit of caring.

Our Mission

Working together with a passion for excellence
and a team spirit none can match, to provide
Innovative, customised solutions, exploring
opportunities beyond conventional boundaries.

e Show mutual respect in all our interactions
e Empower people to strive for excellence

¢ |nculcate positive thinking

e Treasure integrity and ethical conduct

e Foster diversity as a corporate strength

GRI-G4

G4-56



| want to colour the world around me,
¥ Dbecause | believe | hold the power to
change the world..

P Take on
4 tomorrow
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We are HNB Assurance

We, HNB Assurance PLC (HNBA), are a composite insurer offering both Life and Non - Life insurance solutions
within the boundaries of Sri Lanka, under the licence of the Insurance Board of Sri Lanka. Incorporated in 2001
and listed in the Colombo Stock Exchange in 2003, we are a subsidiary of Hatton National Bank PLC, a leading
commercial bank in the country.

804 Rs. 2.6 Bn.
Employees Market Capitalisation
100,481
TRSIIA8 Bn. Life InSl’Jrance
E otal Assets Policyholders
PO Rs. 3.9 Bn. 89,824
/ ' ' ' Combined GWP Non - Life Insurance

Policyholders

51

Branches

Head Office
No: 10, Sri Uttarananda
Mawatha, Colombo 03.

Credit Rating by Fitch Ratings Lanka Ltd.
(Ika) National Insurer Financial Strength Rating

National Long — Term Rating

Organisation and Ownership Structure

Appearing below is an illustration of the ownership and organisational structure of HNBA. No significant change occurred
during the period with regard to the structure, size, ownership, capital formation or the supply chain of the business.

HNB q y Public

59.99% e 40.01%
s

HNB
ASSURANCE

For a brighter future

» Non - Life b Marketing & ) Support Services
Insurance Distribution HR, IT, Legal, etc.,

GRI-G4

G4-05

G4-06

G407

G408

G4-09

G4-13



About this Report

Report Profile

This Integrated Annual Report of 2013 reflects the
continuation of the annual reporting cycle of the Company
and aims to present a balanced and unbiased view of

our strategy and performance in financial, social and
environmental dimensions during the year ended 31st of
December 2013. This report also builds on the lessons
learnt from our initial attempt at integrated reporting as
demonstrated in our most recent previous integrated
annual report, published for the year ended 31st of
December 2012.

Guiding Frameworks

Being our second integrated annual report, this has been
prepared in line with the Integrated Reporting Framework
released by the Integrated Reporting Council in December
2013.

Confirming to our commitment to continuous improvement
in reporting on triple bottom-line performance, this

report has been prepared ‘in accordance’ with the Global
Reporting Initiative’s (GRI) G4 Sustainability Reporting
Guidelines and covers the required criteria for a report
under the Core Option.

Financial information contained in this report comply with
the Sri Lanka Financial Reporting Standards and Sri Lanka
Accounting Standards issued by the Institute of Chartered
Accountants of Sri Lanka. Financial and non - financial
information presented, where applicable, conform to

the requirements of the Companies Act No. 7 of 2007,
the Listing Rules of the Colombo Stock Exchange, the
Regulation of Insurance Industry Act No. 43 of 2000 and
rules and regulations issued by the Insurance Board of Sri
Lanka.

The Code of Best Practice on Corporate Governance
issued jointly by the Institute of Chartered Accountants of
Sri Lanka and the Securities and Exchange Commission
of Sri Lanka form the basis for compliance on governance
related aspects.

/
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External Assurance and Test of Compliance GRI-G4
KPMG Sri Lanka, whose assurance appears on page

237, has audited the financial statements and notes to Gt
the financial statements included in this report. G4-28
G4-29

Further, this report was submitted to GRI for a Materiality
Matters Check and was confirmed that at the time G4-30
of publication of the G4 Guidelines-based report,
the General Standard Disclosures G4-17 to G4-27
were correctly located in both the Content Index and G4-32
in the text of the final report as per the GRI G4 - ‘in
accordance’ — Core Option.

G4-31

G4-33

MATERIALITY MATTERS

o Ghabsal 3o
Reporting | i

Initiative-

No other form of assurance has been obtained for this
report.

Available Forms

In conformance to our commitment to reducing our
carbon footprint, printed copies of this report will be
posted only to those of our shareholders who have
requested for the same in writing. For all others, we are
posting this report in the form of a CD-ROM. Should a
shareholder request so, however, we will be pleased to
provide with a printed copy.

Sinhala and Tamil language translations of the
Chairperson’s message, MD'’s review and Key Financial
Statements are also available on request. This report
and the said translations could also be accessed online
at our website www.hnbassurance.com.

Contact Point

We are pleased to provide clarifications or further
information on any matter discussed in this report. Such
requests could be directed to:

E-mail . info@hnbassurance.com

Address : HNB Assurance PLC,
No.10, Sri Uttarananda Mawatha,
Colombo 3, Sri Lanka.

Website : www.hnbassurance.com

We welcome your feedback
A feedback form is attached with this report.
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About this Report

Setting the Boundaries

This report covers the operations of HNB Assurance

PLC for the year ended 31st of December 2013, and in
the absence of subsidiaries and associates, the audited
Financial Statements presented on pages 238 to 337
and other non - financial information presented throughout
this report, unless otherwise stated, relate only to HNBA.
No material restatements have been made of information
provided in previous reports.

Implementation of Reporting Principles for Defining
Report Content

The G4 guidelines issued by GRI for reporting
organisations lay down four principles to be followed when
defining the report content. The following table illustrates
how the Company has endeavoured to establish these
principles when defining the content of this report.

Principle
Number

Principle

Implementation Methodology

1 Stakeholder
Inclusiveness

on page 12.

The Company has followed a comprehensive process for identification of its
stakeholders and continuous efforts are made throughout the year to ensure that
the needs of the stakeholders are identified and are met through our operations
and activities. More information on the stakeholder inclusiveness process is found

2 Sustainability Context

The Company places high regard to the sustainability impacts of its operations.
Accordingly, numerous efforts have been taken to safeguard the sustainability

of our environs, while also ensuring that our business operations bear minimum
damage to such sustainability. More details on the Company’s endeavours relating
to sustainability context appear on pages 39 to 140.

3 Materiality

In determining the content of this report, significant attention was placed on
identifying aspects which were sufficiently material, from the perspectives of the
Company as well as of the stakeholders. The process followed for this purpose as
well as the identified material aspects are found on pages 9to 11.

4 Completeness

All efforts have been taken to ensure that the report provides complete information
and that no material aspects have been excluded from this report.

GRI-G4

G4-17

G4-18

G4-22



Defining Report Content and Aspect Boundaries
The process used for defining the content of this report is illustrated below.

)

Concerns
raised by
stakeholders

GRI G4
Aspects,
Financial Sector
Supplement,
Integrated
Reporting
Framework,
Other
Frameworks

—

1. )
Step 1:

|dentifying Key
Topics

55 topics
identified

S

Choose topics
relevant to
HNBA and its
business model

Discard topics
that are
irrelevant

—

SR
Step 2:
Relevancy Test

—

33 relevant
topics
identified

Economic/
Social/
Environmental
impacts
internally, from
the supply
chain, or both

Does the
impact pose
arisk or an
opportunity
to the value

creation

process?

—
Does it

influence the

stakeholder
decision

making?

Rank based on
importance

Step 3:
Materiality and

Prioritisation Test

9

Management Information

Management Discussion and Analysis

Materiality

- Matrix

The process outlined above resulted in the plotting of the following aspects on the materiality matrix.

)

Enterprise Governance

Financial Information

)

e Checking for
Completeness

e Stakeholder
Inclusiveness

e Preparation of
systems and
processes to
gather information

® Translation
of identified
material aspects
into Standard
Disclosures and
Indicators

e Determination
of management
approaches and
measurement
systems

—

)
Step 4: Validation
Process

—

GRI-G4

G4-18
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Materiality Matrix

GRI-G4
H3

4 1 13 29 G418
. 17 7 15 30
£ 23 9 21 G4-20
g 31 11 24

12 27
;% F B A G4-21
15
3 G4-23
g 3 2
2 19 20
5 e 05 25 5 %
=
2 16
5 H © D
Q
e
E 5 32
E 8 33
18
H1 2
[ G E

Economic/Social/Environmental impacts within or outside HNBA

Accordingly, aspects labelled in the quadrants A, B, C and D are deemed to be material and will form the content of this
report. From the aspects material within the organisation, information availability was a limitation for disclosure on the
aspect, ‘Effluents and Waste’. However, for aspects where the impact occurs outside the organisation, information will
be disclosed only based on their availability which is again a limitation. Since this report is the first report compiled by the
Company under the GRI G4 guidelines, the scope and boundaries of the aspects mentioned are first time adaptations.

The list of material aspects and their boundaries, determined based on where the E/S/E impact occurs, within HNBA or
outside HNBA or in both instances, is given below along with an illustration of where the impact occurs.

Outside
HNBA

Reinsurers
Within
HNBA

Advisors

Other
Suppliers 1346791112131415 “ 223928
16 17

2124273031

1617232628 29
Brokers

28 29

Assessors

Customers

Hospitals

Garages
1617
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List of Material Aspects GRI-G4
Material Topics G418
Aspect Ref.No | Boundary* | Aspect Ref.No | Boundary* G4-19
Economic Performance Social Performance 6420
Economic Performance 1 | Sub Category: Human Rights ol
Indirect Economic Impact 3 [ Non-discrimination 15 |
Child Labour 16 B
Environmental Performance Forced or Compulsory Labour 17 B
Energy 4 |
Effluents and Waste 6 I Sub Category: Society
Compliance 7 | Anti-Corruption 21 |
Anti-competitive Behaviour 23 B
Social Performance Compliance 24 |
Sub Category: Labour Practices Grievance Mechanisms for 26 B
and Decent Work Impact on Society
Employment 9 [
Training and Education 11 | Category: Product
Responsibility
Diversity and Equal Opportunity 12 [ Product and Service Labelling 27 |
Equal Remuneration for Women and 13 | Marketing Communications 28 B
Men
Labour Practices - Grievance 14 | Customer Privacy 29 B
Mechanisms
Compliance 30 |
Product Portfolio 31 |
*| - Within HNBA *B - Both within and outside HNBA
Topics Determined Not Material for HNBA Ref.No
Market Presence 2
Water 5
Overall 8
Labour/Management Relations 10
Assessment 18
Human Rights Grievance Mechanisms 19
Local Communities 20
Public Policy 22
Supplier Assessment for Impact on Society 25
Audit 32
Active Ownership 33
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About this Report

Stakeholder Engagement

We believe that our existence is for and because of
our stakeholders. We also believe that our success is
determined by our ability to identify and address their
concerns.

This is the reason why we endeavour to engage in

a continuous and meaningful dialogue with all our
stakeholders, all year long. Giving heed to the needs of
our stakeholders, and responding to their needs, has
enabled HNBA to arrive at win-win solutions all through its
lifetime.

Identification of Stakeholders for Engagement

While we impact and are impacted by numerous
stakeholders, we believe that a comprehensive process of
prioritising is necessary for the better understanding and
monitoring of our stakeholders and their needs.

Hence, HNBA has a process of identifying its stakeholders
based on two criteria:

e Parties who possess the ability to influence our value
creation process

¢ Parties who are influenced by our value creation
process

Relatively High

Ability to be
Influenced
by HNBA's
performance

Relatively Low
NGO's

Relatively Low

The extent of our engagement with our stakeholders is
also determinant upon whether we have a legal, financial
or ethical responsibility towards them.

The most important stakeholders for HNBA and the extent
of engagement, marked on a scale of 1 to 8 (1 being the
highest importance and 8 being the lowest), have been
plotted on the matrix below.

Accordingly, the Company maintains formal mechanisms
to promote active engagement with the stakeholders
falling into the categories 1, 2 and 3. Concerns raised
through such mechanisms are absorbed into the strategy
formulation process of HNBA.

It is important to note that the list of stakeholders thus
recognised is reviewed periodically by the management
with the objective of maintaining its relevance.

The mechanisms undertaken by the Company for
engaging its stakeholders is listed on page 13 - 15.
Further, the engagement mechanisms listed were not
done for the purpose of preparation of this report.

Competitors -

HNBA has a legal/
financial /ethical
responsibility
towards

Media

Relatively High

Ability to Influence HNBA's performance

GRI-G4
G4-24
G4-25
G4-26



Stakeholder Engagement Mechanisms

Shareholders

Management Discussion and Analysis

13

Management Information

Enterprise Governance
Financial Information

GRI-G4

G4-26

G4-27

- N ( N N N
Why How When Concerns Raised Our Responses
e To provide timely and e |nterim financial o Quarterly e Attractive dividends ¢ Dividend pay-out
relevant information reports L increased by 18% in
on existing/potential * Maintaining liquidity of 2013
investments e Annual report e Annually share
« Annual G | « Clarificati bout o HASU traded 90% of
* Make decisions via final enera * Annually arfications abou market days
e Seloruotie Meeting financial/ operational
rights e Access to o Any working day ratios : Sharehollder )
. . suggestions taken into
Rai Chairperson/ e |nformation about the . -
¢ Raise concerns Managing Director/ Company in other account in providing
ging / pany financial/ operational
Board Secretary via languages o
email/letter /telephone ratios in Annual Report
e Sinhala and Tamil
language translations
of Chairperson’s
Message, Managing
Director’s Review
and key financials
are provided with the
annual report
(Refer pages 99 and
100 for details)
k /AN /AN /AN /AN J
Customers
( N hYa Y N N
Why How When Concerns Raised Our Responses
¢ To provide information ¢ Online help-desk and e 365 days x 24 hours e Assistance during e A state-of the-art
on HNBA products 24 hour customer accidents Customer Service
L hotline ) Centre was
¢ To identify insurance e |Improve service levels T ——
needs e Customer Service i
Centre and 51 * Onallworking days * Hassle- free claims Dharmapala Mawatha
’ -or? sper:’i?: 2 el fevel branches B e Targeted training
e Customer news- letter e Biannuall > [MEEHBEEES conducted for al
* To provide assistance i front line staff and
in the event of a claim ¢ Propaganda vehicle e Visited 217 villages Motor assessors
« Toimprove customer tcr:;i:lr']ng 'izzdc'tw'de during the year *  Special Customer
loyalty EP Service improvement
awareness project was carried
* Interactive trilingual o Could be accessed out to identify areas
website anytime for improvement
o and address them
e Web inquiries through a multi-
e 15 SMS services o On payment receipt, disciplinary process
claims settlement (Refer pages 101 to
* Facebook page diie. 111 for details)
¢ Android Applications
k AN AN /NS /NS )
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Stakeholder Engagement Mechanisms (Contd.)

Employees

( N N Y N N
Why How When Concerns Raised Our Responses
¢ To create and maintain ¢ HNBA intranet to e Regularly o Attractive e Increased salaries on
a motivated workforce provide information remuneration par with industry
¢ To be a responsible o Staff conference e Annually e Training opportunities e Awide array of
and sought after ) training opportunities
e Management e Quarterly ¢ Workife balance .
employer e provided
/ Distribution . d relat
e To get valued input Management mproved rela |qns e Training provided to
) between superiors
from employees to meetings to share d subordinat management level
improve the value information and and subordinates employees on good
creation process promote discussion HR practices
o Employee satisfaction ¢ Annually e Survey results/ exit
survey interview results
’ shared with the
e CEO's forums Annually management teams
o Whistle-blowing policy e All employees are for improvements
and process educated on policy (Refer pages 112 to
124 for details)
o Exit interviews e At all exits
* Open-door culture e Continuously
maintained
¢ Performance reviews o Biannually
& /NS & L L )
Business Partners
- N N AYE N N
Why How When Concerns Raised Our Responses
e To maintain win-win ¢ Dissemination of e Monthly ¢ Need for training e 271 training
relationships with information on our programmes done
business partners achievements and for Advisors
downstream such as strategies
Advisors, Assessors, -
Brokers, Garages, 0 Sa|edS Ctlmcllcf o Monthly * Prompt payments e Payments are mgde
Financial Institutions :\Zn, uetedrior on a monthly basis
who directly deal with LR for advisors and
our customers « Award ceremony for o Annually Z“t’kers )l
HNB branches ate
N e Rewards ¢ Top performing
o To gain the financial 3 Trammg offered to . Ba;gd on an agreed advisors are
) advisors and brokers training calendar )
backing of our recognised annually
reinsurers o Gettogethers e Annually or Biannually .
. e Top performing
organised for
) HNB branches are
business partners and recognised biannually
our own staff
(Refer page 125 to
e Communication via e Continuously 129 for details)
email with reinsurers
e Regular meetings with e Throughout the year
reinsurers
& /NS /NS L )\ )

GRI-G4

G4-26

G4-27
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GRI-G4

G4-26

G4-27

g N g N N N
Why How When Concerns Raised Our Responses
e To ensure strict e Submission of returns e As per stipulated o Clarifications about e Prompt response to
adherence to rules as stipulated by IBSL dates given by IBSL information provided queries
and regulations by us
: e Submission of other g e Submitting of
documentation statutory returns well
) as per regulator’s before target dates
e To receive ) )
o stipulations e.g. new (Refer pages 59 to
clarifications on rules ; ;
g i tb product details, new 61 for details)
RIS advertisements,
them
annual report etc.
* Responses to queries
e Obtain approval for raised by the IBSL
new products
k NS k )\ AN J
Community
- N - g N N
Why How When Concerns Raised Our Responses

¢ To contribute to the
development of the
communities of which
we are a part

e To discharge our
responsibility as
a good corporate
citizen

¢ To provide information
about our activities

¢ Media statements to
provide information

¢ Consultation of
community members
through our branch
network to identify
community needs

¢ Maintaining dialogue
with community
representative groups
such as National
Blood Bank, Cultural
foundations etc.

o When there is a need
to release information

¢ On a continuous basis

¢ On a continuous basis

e Community needs
such as water
facilities for schools,
equipment needs
for hospitals/
sports teams and
associations, etc.

e Support needed to
conduct academic/
professional
conferences,
performing arts,
music and theatre,
publication of books,
etc.

* Review such requests
and fulfil them if they
fall in to our CSR
criteria

(Refer pages 130 to
137 for details)

e Ensure sustainability
of our CSR initiatives
by keeping in
touch with target
communities and
fulfiling maintenance
needs
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Chairperson’s Message

W

I am pleased to report that
HNB Assurance was able to
accelerate its pace of growth
achieving a 21% growth in
combined GWP as compared
with the 8% growth in 2012.

On behalf of the Board of Directors, | am pleased to welcome
you to the twelfth Annual General Meeting of the Company and
present to you the Annual Report and Accounts for the year
ended 31st of December 2013.

The Economy

The country was able to accelerate its GDP growth to 7.2%
as against 6.4% in 2012, driven primarily by the Industry
sector which grew by 9.6% up to the end of Q3 with the
construction, mining and quarrying, electricity, gas and
water sub-sectors leading the way with double digit growth.
The sharp recovery in the export sector in the last quarter
of 2013 significantly contributed to the higher GDP growth
although credit growth in the first half has been slow. The
gradual relaxation in monetary policy throughout the year

was intended to promote growth and the private sector is
expected to respond with greater intensity in 2014 as a
conducive environment for investment has now been created
through a number of policy measures.

The Insurance Industry

The industry experienced mixed results with the Life Insurance
sector growing at a faster rate of 10% compared to 5%
achieved in 2012 whereas the Non - Life sector saw a decline
in growth from 15% to 9%. While the faster rate of economic
growth and low interest rates may have contributed to the
higher growth in Life Insurance, the slow growth in private
sector credit (estimated to be 8%) was a main factor for the
slowdown in Non - Life Insurance.



Regulatory Framework

As the industry approaches the deadline to meet the statutory
requirement to segregate Life and Non - Life Insurance
business into two separate companies, we welcome the
regulatory move of issuing clear and comprehensive
guidelines to facilitate the bifurcation process. The industry
also appreciates the extensive consultation process adopted
by the Insurance Board of Sri Lanka (IBSL) in formulating
guidelines which provided an opportunity to address many
of the practical concerns. The 2014 budget speech deals
with the issues relating to tax neutrality and the transfer of
tax losses in a satisfactory manner. While appreciating this
effort, | am hopeful that the remaining issues on tax credits
and stamp duty on property transfers will also be resolved in
a similar manner.

The bifurcation of insurance business into Life and Non - Life
is expected to weed out potentially non-viable companies.
However, if the post segregation structure ends up with

over 30 small sized companies instead of the 22 we had so
far, the industry as a whole will be faced with sustainability
issues. Therefore, there is a clear need for a consolidation

of the insurance industry similar to that of banking and

other financial services. This may require an incentive based
comprehensive plan to promote mergers and acquisitions and
consolidation.

Performance

| am pleased to report that HNB Assurance was able to
accelerate its pace of growth achieving a 21% growth in
combined GWP as compared with the 8% growth in 2012.
This was mainly driven by an impressive 34% growth in Life

Annual Report
Awards

> Joint Bronze Award for Overall Excellence
in Annual Financial Reporting

> Gold Award in the Insurance Sector
at CA Sri Lanka Annual Report Awards 2013

17
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business followed by a moderate 9% growth in Non - Life
business. Both were significantly higher than the GWP growth
rates of 16% and 1% respectively of Life and Non - Life
businesses in the previous year.

While achieving a significant acceleration in business volumes,
HNBA recorded a growth of 11% in its Profit After Tax (PAT),
maintaining its impeccable track record of consistent delivery
of shareholder value. This is commendable as it was achieved
on top of an exceptional growth of 43% in PAT recorded in
2012.

Dividend

In view of the satisfactory growth recorded in PAT, the Board
of Directors is pleased to propose a first and final dividend
of Rs. 3.25 per share which is 18% higher than the dividend
declared in the previous financial year.

Sustainability in CSR Projects

A significant milestone was passed in our CSR agenda with
the completion of the 25th project to provide access to
water to needy schools, a programme we commenced in
2008. HNBA was able to bring relief to a vast number of

Rs.3.25

Dividend Per Share

3.9Bn.

Combined GWP (Rs.)
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Chairperson’s Message

children, teachers and parents across 27 schools in 20
districts. Another laudable initiative was the successful launch
and completion of the ‘School to Office (S20) programme
under which we trained 100 school leavers chosen from over
2,000 applicants on the basic skills required to succeed in
the world of work. In addition, many other skill and capacity
development activities targeting the Company’s diverse
stakeholder groups conducted during the year are described
in detail elsewhere in this Report.

Accolades

The winning of a joint bronze award for Overall Excellence in
Annual Financial Reporting together with the Gold Award in
the Insurance Sector at the Annual Report Awards 2013 held
by Chartered Accountants, Sri Lanka recorded as one of the
outstanding achievements of the Company in 2013. This

is the second consecutive year in which the Company was
placed among the top four companies in the Overall category
of Excellence. It also marked the first occasion that the
Company was able to top the Insurance Sector, confirming its
growing stature as a leader within the industry.

During the year, among other accolades, the Company was
able to secure many other local and international awards
such as, the Celent Model Insurer Asia award, the award for
Excellence in Training at the 4th Asia Best Employer Brand
Awards and the award for Brand Excellence at the 4th CMO
Asia Awards for Excellence in Branding and Marketing. It also
retained its place among the list of Top 100 Companies in Sri
Lanka compiled by Lanka Monthly Digest (LMD).

Future Outlook

The year 2014 will be an exciting year for HNBA as it will
cease to operate as a single composite insurance company
pending segregation. Prior to the turn of 2015, the Company
will bifurcate its Life and Non - Life insurance business into
two separate companies in line with the guidelines issued by
IBSL and become compliant with regulatory requirements.
Implementing this significant process of transformation

while ensuring that business performance is maintained at a
high level as in any other year will be a challenge, but | am
confident that the team at HNBA with its strong commitment
and competence will rise to the occasion to meet both these
objectives, setting the stage for sustainable growth in value to
all its stakeholders in the post-segregation era.

Acknowledgement

Mr Rajendra Theagarajah resigned from the Board with

effect from 1st May 2013 following his retirement from the
parent company, Hatton National Bank PLC. The valuable
contribution made by him as a Director since 2004 and as
Acting Chairman from 1st of April 2011 to 29th of June 2012
is appreciated.

Appointments

Two new appointments were made during the year increasing
the number of directors to 10 and enriching its diversity.

[ warmly welcome Mr. Dilshan Rodrigo and Ms. Siromi
Wickramasinghe who joined the Board in 201 3. With the years
of knowledge and experience possessed by them in financial
services and other fields, | am confident that they will make a
significant contribution to steer the Company to new heights.

Appreciation

| thank the Government of Sri Lanka, the Central Bank of Sri
Lanka and the Ministry of Finance for providing the financial
services industry a conducive environment to improve
business through numerous policy changes which had
positive impacts on the insurance industry. | wish to place on
record our thanks to the Chairperson, Director General and
other officials of the IBSL for their guidance and continued
support during 2013. | also wish to appreciate the important
contribution made by the Insurance Ombudsman who works
closely with the industry for its betterment. | thank my fellow
Directors for their excellent support and cooperation at all
times. The Managing Director and officials at management
level and all other staff members have worked together
diligently to deliver commendable results. | wish to recognize
and appreciate their commitment.

On behalf of the Board of Directors, | assure you that HNBA
will endeavor to end its last year as a composite insurance
company on a high note and thereafter continue to generate
sustained value to all its stakeholders through a segregated
group structure that will be announced shortly.

/
Ranee Jayamaha

Chairperson

03rd February, 2014
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The Company was able to
achieve a growth in both
Profit Before Tax (PBT)
and Profit After Tax (PAT)
in the year ended 31st

of December 2013 while
almost doubling its growth
in turnover.

It gives me great pleasure to present this Integrated Annual
Report and Statement of Accounts for the year ended 31st of
December 2013. This is our second release of an integrated
report and we are greatly encouraged by the response we
received for our maiden effort. That report produced for the
year ended 31st of December 2012 was placed overall third
at the Annual Report Awards conducted by CA Sri Lanka

and was ranked as the best among insurance companies.
We will endeavor through this report to go at least a minute
step further in providing information of value to all our key
stakeholder groups to whom our efforts are dedicated.

GRI-G4

G4-1

Industry Environment

The insurance industry experienced yet another year of
relatively low growth with the market expanding by 9%
following an 11% growth in 2012. This is indeed disappointing
considering the pressing need to raise insurance penetration
in the country. Life sector recorded an improved growth rate
of 10% as against 5% achieved in 2012 while the Non - Life
Insurance sector experienced a slowdown to a growth rate

of 9% from 15% recorded in 2012. The improved growth in
life business can be attributed to low interest rates which
improved the attractiveness of long-term savings and
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Profit After Tax (Rs.)
Growth 11%

3389 Mn.

stimulated an increased demand for housing loans, which
gives rise to more sales of Life Insurance products that are
linked to them. The Non - Life Insurance market continued its
slowdown due to the low growth in vehicle imports and private
sector credit disbursements.

Overview of Performance

Our key strategic objective in 2013 was to accelerate the
pace of growth and | am pleased to state that we were able to
accelerate our growth rate in turnover to 21% from just 11%
in the previous year. The turnover measured by Gross Written
Premium (GWP) from Life Insurance business surpassed the

Rs. 2 Billion mark recording an impressive growth rate of 34%.

Non - Life Insurance also witnessed a sharp improvement in its
growth rate from 1% in 2012 to 9% in 2013 ending the year
with a GWP of Rs. 1.86 Billion.

In the highly competitive insurance market in Sri Lanka, it is
not an easy task to achieve a growth in profits while adopting
an aggressive approach to expand business volumes.
However, as done in every single year since 2004, the

Key Highlights

In this 2nd Integrated Annual Report, we have set
out the story of HNB Assurance for the year noting
key positives and negatives.

We delivered a good
operating performance
in both our Life and
Non - Life Insurance
businesses.

accessibility to water.

27 Water Projects A

Since 2008, we have completed 27
projects to enhance the community’s

Page 2
( !‘ Highlights of the year
\J
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1 Financial Information

Company was able to achieve a growth in both Profit Before
Tax (PBT) and Profit After Tax (PAT) in the year ended 31st of
December 2013 while almost doubling its growth in turnover.
PBT grew by 8% to reach Rs. 425 Million while PAT registered
a growth of 11% to reach Rs. 389.1 Million.

Another striking feature in the Company’s performance

with regard to profitability is that a similar contribution was
made towards PBT and PAT growth by both sectors of
business. Dispelling the widely held belief that Non - Life
Insurance business has to be subsidized by Life Insurance,
the Company’s Non - Life Insurance portfolio generated a
PAT of Rs. 207.6 Million with a 12% growth over the previous

N

21%
GWP

51 Branches
®

804 Employees



year. Thus it not only made a bigger contribution to the
Company’s PAT for the second successive year, but recorded
a higher growth rate as well. The Life Insurance portfolio also
contributed strongly with a PAT of Rs. 181.4 Million recording
a growth of 10%. It is interesting to observe that both Non -
Life and Life Insurance have contributed in a similar manner to
turnover and profit, demonstrating that both lines of business
can be operated at a similar level of profitability.

As a result of the growth in PAT, the Company’s Earnings Per
Share (EPS) grew to Rs. 7.78 while the Return on Equity (ROE)
dipped marginally to 18% from 19%.

Profit Before Tax

(Rs. Mn.)
500

400

300

200

bl
il

2010 2011 2012 2013
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Year

mm Non - Life
. |ife
mm Company

Non - Life Insurance Sector

Compared to the previous year, the Non - Life Insurance
sector achieved a satisfactory growth in business volumes
with all classes other than Marine contributing towards it. Fire
and Motor classes grew by 7% and 8% respectively while
the Miscellaneous class recorded a much stronger growth
of 25%. Due to the relatively faster growth in Miscellaneous
business, the dominant position of the Motor class reduced
marginally from 70% to 69%. It is heartening to note that
the Company was able to significantly accelerate its volume
growth in Non - Life Insurance business while achieving a
reduction in the Net Claims Ratio as planned.

As mentioned above, the Net Claims Ratio (NCR) was reduced
further to 66% having reduced it from 69% in 2011 to 68% in
2012. This is directly attributable to the selective underwriting
policy adopted by the Company with its prudent approach

to pricing. However, due to the GWP growth falling short

of targets set, the Expense Ratio increased from 34% to

39% despite expenses being maintained at budgeted levels.
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Notable areas of growth in expenses were staff costs, utility
costs, rent and advertising expenses. As a consequence, the
Combined Ratio increased from 102% to 105%, reversing
the declining trend experienced since 2008. Every effort will
be made this year to bring it back to about 103% in 2014
by stimulating a faster business growth while minimizing the
growth in expenses.

Class-wise GWP -
Non - Life Insurance 2013

17%

N Fire

1% .
’ mm \iscellaneous
mm Marine
= \Vlotor

However, with the help of an impressive growth of 19% in
Interest and Dividend Income, the Company was able to
generate a PBT of Rs. 243.6 Million from Non - Life Insurance
with a growth of 7% despite the Underwriting Deficit widening
from Rs.23 Million to Rs. 64.3 Million.

Life Insurance Sector

The Life Insurance sector had an excellent year recording a
growth of 34%, more than double the growth of 16% achieved
in 2012. This was also a significant outperformance of the
market growth which stood at 10% enabling the Company

to improve its market share in a noticeable manner. With this
growth, the Life GWP crossed the Rs. 2 Billion mark beating
the Non - Life Insurance sector, which was ahead at the end of
last year, to this goal.

The exceptional performance in Life turnover is largely
attributable to the outstanding success of three single
premium investment policies introduced by the Company in
2013. In total, these three products generated a premium
income of Rs. 311.3 Million, recording a tenfold increase over
the sales of single premium policies in 2012. These policies
offered a guaranteed return with the backing of a matched
investment providing retail investors who lack access to
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Class-wise GWP -
Life Insurance 2013
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the capital market an opportunity to benefit from a higher
investment return coupled with a life cover. As expected,
they were well received by the market in a declining interest
rate environment.

However, it is noteworthy to mention that the Life Insurance
GWP grew at a healthy rate of 16% even when single premium
investment policies are excluded. Endowment policies which
made up 78% of the Life business also grew at 16% with

the collection of renewal premiums driving the growth. A
matter for concern is the low growth in First Premium (FP)
from the sale of new policies, which will be focused upon in
2014. The growth of 14% achieved from Mortgage Reducing
Policies (MRPs) is an encouraging sign as this product had
been experiencing negative growth in the recent past. It is
attributed to the improvement in housing loan approvals

by banks as a result of reducing interest rates towards the
second half of the year.

Out of the products recently introduced, ‘myfund’ stood out,
contributing 34% of the Endowment business GWP, while
the newly relaunched ‘Ranmaga’ accounted for 5%. The
annuity product, ‘myfreedom’ showed promise by recording
a 65% growth from a low base while Group Life business
also showed encouraging signs with a growth of 25%. Micro
Insurance was the only category under Life Insurance to
record a decline.

The valuation of the Long Term Business carried out at

the year-end showed that the Long Term Insurance Fund
exceeded the required actuarial reserves by Rs. 510.4 Million
Out of this surplus, Rs. 201.7 Million was used to provide for
solvency margin while Rs. 36.8 Million was provided for future

bonus and contingencies. The balance was shared between
the Life policyholders and shareholders with Rs. 90.5 Million
being distributed as bonus to policyholders and Rs. 181.5
Million being transferred to the shareholders account as a
surplus from the Life Insurance business. In addition to the
declaration of bonus in respect of policies with participation in
profits, the Company also declared a dividend of 9% to
‘myfund’ policyholders making a provision of Rs. 30 Million for
the purpose.

While the transfer of surplus to shareholders grew by 10%,
the Company was able to increase the Life Fund by 20% to
reach Rs. 4.3 Billion even after the transfer of surplus.

Investments

The Company obtained a useful contribution from its
Investments with Life Interest and Dividend Income growing by
35% and Non - Life Interest and Dividend Income increasing by
19%. It is commendable that these rates of growth have been
obtained in the midst of a challenging Investment environment
which saw a sharp decline in interest rates and a somewhat
stagnant stock-market.

As interest rates kept falling, there were opportunities to
realize some capital gains from treasury bonds purchased
sometime back. The Company took advantage of the
opportunities presented and realized gains of Rs. 45.8
Million by selling bonds mostly towards the year-end. A
further Rs. 5.7 Million was realized through the disposal of
equity investments. The Company also benefitted from the
depreciation of the Sri Lanka Rupee as its foreign currency
deposits generated an unrealized gain of Rs. 5.9 Million.

Capital and Solvency

While supporting the accelerated growth in business without
raising any additional capital in 2013, the Company was
able to maintain its solvency margins for Life and Non - Life
business at 2.04 and 3.89 respectively. It participated

in the road tests carried out by IBSL as a prelude to the
implementation of the Risk Based Capital (RBC) regime and
remains confident of comfortably meeting the target capital
adequacy ratios under RBC set by the regulator without any
infusion of capital. However, if the need arises to raise more
capital, the Company will not hesitate to come before its
shareholders to seek the necessary capital by way of a
Rights Issue.



Segregation

In terms of the Regulation of Insurance Industry (Amendment)
Act No. 3 of 2011, all composite insurance companies are
required to split their Life and Non - Life Insurance business
into two separate legal entities. In consultation with the
industry, IBSL has brought forward the deadline to the

1st of January 2015 and has set out a timetable with key
milestones leading to the completion of the process by that
date. HNB Assurance is totally committed to complying with
the stipulated timeframes and guidelines. The Company

has already complied with the first milestone by submitting

a detailed proposal to IBSL on the proposed model of
segregation by the target date, the 31st of December 2013.

The segregation model selected by the Company after

due consideration envisages the creation of a fully owned
subsidiary under the name ‘HNB General Insurance Limited’
and the transfer of the Non - Life Insurance business to this
Company together with applicable capital, reserves and
assets. People who are directly involved in underwriting,
reinsurance, claims, customer service and sales of Non - Life
Insurance will move into the new subsidiary. HNB Assurance
PLC will concentrate on the Life Insurance business while
operating certain shared service functions that are permitted
by the regulator such as Finance, Human Resource
Management, Information Technology and Legal. Since

HNB General Insurance Limited will initially be a fully owned
subsidiary, the profits of Non - Life Insurance business will flow
into this Company in its entirety. However, at a later stage,
the Company will need to release 10% — 20% of its holding
in the subsidiary in order to get it listed as mandated by the
Regulation of Insurance Industry (Amendment) Act No. 3 of
2011.

While both Companies can share the same Managing
Director/Chief Executive Officer (MD/CEQ) and Chief
Financial Officer (CFO), each Company will need to have its
own Principal Officer and Specified Officer in terms of the
guidelines issued by IBSL. Accordingly, it is proposed to
appoint two Chief Operating Officers (COOs) for Life and Non
- Life Insurance with the latter being posted to the subsidiary.
They will function as both the Principal Officer and Specified
Officer for each Company. Both of them along with the CFO
and other Heads of Shared Services will report to the
MD/CEOQ.
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Customers

Several new initiatives were launched during the year

to expand the scope of our services and to make them
accessible to our customers in the manner most convenient
to them. A significant extension to the product range was
the launch of a series of ‘Takaful’ products making us the
first conventional insurer in Sri Lanka to introduce a ‘Takaful’
window. These products that have been certified as Sharia
compliant by a duly constituted board of Sharia scholars
include Motor, Fire, Title and Family Takaful products.
Despite being launched towards the latter part of the year,
Takaful business generated a premium income exceeding
Rs. 16 Million.

Another important development from a customer perspective
has been the launch of a fully-fledged Customer Service
Center at our new location in Dharmapala Mawatha. This
state of the art facility is equipped to serve both Life and
Non - Life customers dealing with all their needs from
obtaining a quotation to the settlement of claims. In addition,
the range of options by which insurance premia can be

paid was expanded by adding more collection centers and
providing mobile technology enabled platforms such as
‘momo’ with HNB and ‘mCash’ with Mobitel.

Our People

As in previous years, numerous initiatives were taken in
2013 to improve the processes by which we attract and
retain talent which we recognize as the key driver of our
success and growth. A novel programme titled ‘School to
Office’ (branded as ‘S20’) was launched to provide basic
competencies needed at work to a selected batch of school
leavers. The response we received was tremendous with
over 2,000 applicants wanting to join this scheme. Due to
logistical reasons, we had to restrict the intake to about
100, but considering the excellent feedback received

from both participants and parents, we intend to continue
this programme as a regular activity within our Social
Responsibility calendar. We were also able to recruit several
promising young people out of those who completed this
programme.

A workshop titled ‘Future of Business: Creativity & Innovation’
conducted by Dr. Sunil Erevelles, Professor of Marketing

and Chair of the Department of Marketing, University of
North Carolina, USA for the Corporate Planning team, an
Outbound Training Programme conducted in Dambulla for the
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Management Team and a series of programmes conducted
under the theme “Establishing Beliefs” for bancassurance
officers by well-known sales trainer Mr. Leelaratne Piyasena
were highlights of the varied training and development
activities conducted during the year under review. Another
noteworthy development was the significant increase in the
number of fully qualified professionals in the Company with
the number of Chartered Insurers, Chartered Accountants and
Chartered Global Management Accountants employed by the
Company increasing by 70%.

Our professional development activities were not only
directed at our staff, but also extended to our field sales
force comprising over 1,507 insurance advisors including
field managers. The number of in-house training programmes
conducted through our own sales trainers to enhance their
skills increased to 217 compared to 172 in the previous
year. In addition, two groups of over 100 field managers

and advisors had the opportunity to participate in outbound
training programmes conducted in Kalutara and Kithulgala. As
the only Insurer to have entered into a MOU with the Sri Lanka
Institute of Marketing (SLIM) to offer customized professional
courses for the development of insurance advisors, the
Company encouraged its field force to pursue studies

leading to the Preliminary Certificate of Marketing (PCM) and
the Diploma in Professional Selling (DPS) with 19 and 32
members completing the two qualifications respectively.

Community and Environment

Sustainability was the key area of focus in all our community
development and environment protection initiatives. Every
effort was made to ensure that each activity creates
sustainable value to the target community rather than merely
addressing an immediate need. For instance, not only did we
add 6 more schools to our flagship CSR initiative of providing
access to pipe-borne water bringing the total number of
schools covered to 27 from 20 districts, we ensured that

all previous efforts are in working order attending to minor
repairs and other maintenance requirements. Hence, we are
in a position to proudly claim that 27 schools from all parts of
the country are enjoying this essential resource to this date
due to the singular efforts of HNB Assurance PLC and that we
will make every effort to ensure its continuity while expanding
the coverage.

With similar thinking, we renovated the Children’s Park at
Dombagoda Vidyalaya located in Thithagalla, Ahangama for

the second time having done it once before in 2010 as it was
in need of repairs again. Time and again, we have come back
to the same communities to make sure that they are able

to enjoy the benefits of what we have done for a prolonged
period of time. Even when we stepped forward to felicitate 5
leading artistes from yesteryear at our Sales Convention held
in June 2013, we not only gave them a cash grant, but also
provided them with a valuable health insurance cover that
could be of use at a time of need, at entirely our cost.

The number of CSR activities carried out in the year ended
31st of December 2013 for the betterment of a wide range
of target communities is far too numerous to mention here
and are covered in detail elsewhere in this Report.

Other Stakeholders

As a stakeholder focused Company, HNB Assurance PLC

has consistently strived to ensure that significant value is
created and distributed among all categories of stakeholders.
The rewards given in 2013 to the shareholders, customers,
employees and the community have already been discussed.

The Company arranged several knowledge sharing
programmes for the benefit of our Insurance brokers who are
increasingly contributing a significant share of our Non - Life
Insurance business. They were also recognized and felicitated
at our Annual Beach Rugby Fiesta held at Mount Lavinia
Beach, which is an event dedicated to the broker community.
A number of similar fellowship events were held to recognize
and reward our valued colleagues from the parent company,
HNB, who have continuously supported our business
development activities over the years.

Last, but not least, the Insurance Board of Sri Lanka (IBSL)
as the regulator was provided all the statutory returns on a
timely basis and their routine inquiries have been promptly
responded.

Governance

As a Company renowned for its strong governance practices,
the Company continued to maintain the highest standards of
Corporate Governance in conformity with the applicable codes
of best practice. Mr. Rajendra Theagarajah resigned from

the Board with effect from 1st May 2013 as a result of his
retirement from the parent company. | wish to acknowledge
the support and guidance provided by him during his long
period of service as a Director of the Company since 2004.



Two new Directors, namely Mr. Dilshan Rodrigo and Ms.
Siromi Wickramasinghe joined the Board in 2013 increasing
the total number to 10, which is the maximum number
allowed as per the Company’s Articles of Association. | extend
a warm welcome to both of them with the expectation that
they will make a significant contribution to take the Company
forward.

With the intent of improving the governance framework of the
Company further, a separate Risk Management Committee
of the Board was formed with Mr. Dilshan Rodrigo as the
Chairman. Mr. M.U. de Silva and Mr. K. Balasundaram were
appointed as the other members of this Committee which
will oversee the risk management activities carried out in the
Company. In order to strengthen the Investment Committee,
Ms. Siromi Wickramasinghe was added to it towards the end
of 2013.

Appreciation

| wish to thank the Chairperson and the Board of Directors
for their constant guidance, involvement and encouragement.
| salute the commitment displayed by my team of General
Managers, Heads of divisions, Managers, members of staff,
field management and insurance advisors, due to whose
collective effort we have delivered an excellent overall result
yet again. Along with my team, | convey my thanks to all our
insurance brokers, managers and staff at HNB branches,
other intermediaries, reinsurers, reinsurance brokers and
other strategic partners for their wonderful support and
understanding.

Strategic Focus and Future Direction

The year that has just begun will be a momentous year for
HNB Assurance for a number of reasons. It will be its last year
of existence as a composite insurance company engaged in
both Life and Non - Life insurance. By the end of this year, the
Company has to complete the segregation process starting
the year 2015 as two separate legal entities. The formation
of a new subsidiary, obtaining a new license for that Company
to conduct Non - Life Insurance business, transferring relevant
assets, liabilities and people to the new Company, designing
and implementing new organization structures and processes,
transferring existing policies, launching a new brand, etc will
be key priorities that will require attention during the year.

The formulation of new visions, missions and values for both
companies through a collective process of deliberation will
also be an important aspect. In addition, the Company with
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The year that has just begun will be a
momentous year for HNB Assurance for a
number of reasons. It will be its last year
of existence as a composite insurance
company engaged in both Life and

Non - Life insurance. By the end of this
year, the Company has to complete the
segregation process starting the year
2015 as two separate legal entities.

the rest of its peers has to prepare for the implementation of
Risk Based Capital (RBC) which is expected to be mandatory
from the year 2016 onwards.

While a considerable amount of management time will have to
be diverted to the above tasks, the Management Team with
the support of the entire staff and the field force will commit
itself to the task of maintaining the accelerated growth

trend established during the year under review. In order to

do that, the Company will execute a combination of organic
and inorganic growth strategies. While the development

of new products, channels and strategic partnerships will
feature prominently among organic growth strategies, the
Company will actively seek M & A opportunities both within the
insurance industry as well as other related sectors.

Having delivered consistent value to all our stakeholders
through a composite insurance company over a period of
twelve years, HNB Assurance will commence a new journey
towards creating greater stakeholder value through a new
Group structure comprising separate Life and Non - Life
insurance companies and possibly other related business
entities as well. The Corporate Plan recently formulated

for the period 2014 - 16 identifies several such areas of
opportunity for consideration by the Management Team, but
| can assure all our stakeholders that any strategic move
that we take will be determined after a rigorous process of
detailed evaluation, adequate consultation and independent
deliberation. Hence, | remain confident that the Company
will emerge as an even stronger and vibrant force within the
financial services sector in the very near future.

Thaudt

Manjula de Silva
Managing Director

03rd February, 2014
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Chairperson

Dr. Ranee Jayamaha

BA (Hons) (University of Ceylon, Peradeniya), MSc. (University of Stirling, UK),
Ph.D (University of Bradford, UK), Duniv (University of Stirling, UK)

Non - Executive Director and Chairperson since June 2012.
She had been the Deputy Governor in charge of Financial
System Stability of the Central Bank of Sri Lanka from 2004
up to her retirement at end of May 2009. Over 40 years of
extensive experience in the fields of economics, banking,
finance, regulation and administration, having held a number
of positions in the Central Bank and outside. Currently an
Advisor to His Excellency the President of Sri Lanka.

On release from the Central Bank, served as Secretary

— Presidential Commission on Finance & Banking, Advisor —
Financial Sector Reform Committee, Ministry of Finance and
Special Advisor (Economic) — Commonwealth Secretariat,
London, U.K.

She has been a Member of the Securities & Exchange
Commission of Sri Lanka, the Insurance Board of Sri Lanka,
the Chairperson of the Credit Information Bureau of Sri
Lanka and the National Payments Council. Has also been a
Member of the Working Group on General Payment System
Development of the Bank for International Settlements,
Member of the Global Payments Forum, Member of the
Advisory Panel of the G-8 Remittances Working Group and
Member of the Expert Panel of the Safeguard Assessment
Policy Review 2010 of the IMF. Has provided advisory
services to a number of financial institutions and Central
Banks in the Region.

Managing Director
Manjula de Silva
BA Hons (Colombo), MBA (London Business School, UK), FCMA (UK), CGMA

Executive Director. Managing Director since March 2006.
Chief Executive Officer from July 2004. Past President of
the Insurance Association of Sri Lanka (IASL). Committee
Member and Chairman - Steering Committee on Insurance
of the Ceylon Chamber of Commerce, Vice Chairman —
CIMA Sri Lanka Division, Former Director General — Public
Enterprises Reform Commission of Sri Lanka. Also served
at Eagle Insurance PLC for a period of 14 years in many
capacities, including General Manager — Corporate Lines and
Human Resources and General Manager — Eagle NDB Fund
Management Company Ltd.

Director
M U de Silva
FCIB (London)

Non - Executive Director. Retired Senior Deputy General
Manager (Administration & Marketing), Hatton National

Bank PLC. Counts over 50 years experience in Banking
including 15 years at the Corporate Management level of
Hatton National Bank PLC. Fellow of the Chartered Institute
of Bankers (London). Past President of Association of
Professional Bankers, Past President of Chartered Institute of
Bankers — Colombo Centre. Presently holds the position of
Secretary General — Sri Lanka Banks’ Association (Guarantee)
Limited, Director — Lanka Financial Services Bureau Ltd.
Member — National Payments Council and Financial Systems
Stability Consultative Committee of the Central Bank of

Sri Lanka.

Director
Pratapkumar de Silva
FICM (Sri Lanka), FICM (England)

Non - Executive Director. Senior Advisor of Alliance Finance
Co. PLC. First Sri Lankan to be honoured as a Fellow of the
Institute of Credit Management, England. Honorary Consul of
the Republic of Peru in Sri Lanka. Director of several other
Companies and institutions. President — Sri Lanka Institute
of Credit Management. Director representing Finance
Companies on the Board of the Credit Information Bureau of
Sri Lanka. Advisory Councillor — Committee of The Finance
Houses Association of Sri Lanka.

Director
Sarath Ratwatte
FCMA (UK), CGMA

Non - Executive Director. Over 30 years of private sector
experience in the fields of Accounting, Financial & Treasury
Management, Project Financing & Development, Investments
and Risk Management. Has held senior positions in several
multinational organisations and conglomerates in Sri Lanka
and overseas. Was employed in the Aitken Spence Group

of companies for a period of 18 years up to 2008, in many
capacities including that of Group Treasurer/Director -
Corporate Finance, Director - Ace Power Embilipitiya (Pvt) Ltd
and Director - Aitken Spence (Garments) Ltd. Presently also a
Non - Executive Director of Elpitiya Plantations PLC



Director
Jonathan Alles
MBA (University of Stirling, UK), AIB (SL)

Non - Executive Director. Managing Director / Chief Executive
Officer of Hatton National Bank PLC since 1st July 2013.
Member of the Corporate Management of Hatton National
Bank PLC since 2010. Counts over 26 years experience in
Banking including 15 years of overseas assignments. Also

a Director of Sithma Development (Pvt) Ltd, Acuity Partners
(Pvt) Ltd, Acuity Stockbrokers (Pvt) Ltd, Lanka Ventures PLC
and Lanka Financial Services Bureau Ltd.

Director
Mahendra Jayasekera
FCA, BSc Special Hons - (University of Sri Jayewardenepura)

Non - Executive Director. Managing Director of Lanka Tiles
PLC, Lanka Walltiles PLC, Swisstek (Ceylon) PLC and Swisstek
Aluminium Ltd and Director of Lanka Ceramic PLC. President
of Sri Lanka Ceramics & Glass Council and the Chairman

of Centec Limited, a public private partnership between the
Sri Lanka Ceramics Council and the Industrial Technology
Institute. Fellow member of the Institute of Chartered
Accountants of Sri Lanka.

Director
K Balasundaram

Non - Executive Director. Director/Chief Executive Officer
of Mercantile Merchant Bank and Pathfinder Group of
Companies. Also serves on the Boards of MMBL Money
Transfer Private Limited (Joint Venture with Aitken Spence),
Saffron Aviation Private Limited and Sentinel Reality Private
Limited (Joint Venture with John Keells), Yarl Hotels Private
Limited (Joint Venture with Jetwing), Intertek Lanka Private
Limited (Joint Venture with Intertek UK), Energizer Lanka
Private Limited (Joint Venture with Energizer USA). Counts
over 46 years of experience in Finance and Business
Management having worked in Manufacturing and Service
Industries including Public Quoted Companies, Board of
Investment Companies and Statutory Boards.

29

Management Information
Management Discussion and Analysis
Enterprise Governance

Financial Information

Director
Dilshan Rodrigo
MBA (Cranfield University, UK), FCMA (UK), FCCA (UK)

Non - Executive Director. Appointed on O1st July 2013.

Chief Operating Officer of Hatton National Bank PLC and
Director of Acuity Securities Ltd, Acuity Partners Ltd &
Guardian Acuity Asset Management Ltd and Alternate Director
for Credit Information Bureau. A senior banker with extensive
experience in Retail Banking, Finance, Institutional Banking
and Risk Management in leading local and foreign commercial
banks operating in Sri Lanka and a member of the Sri Lanka
Institute of Directors. Elected Chairman for a two year period
of the Asian Banker’s Policy Advocacy Committee, a forum
for advancing the cause of banking and finance in the region
and promoting regional co-operation. Lecturer and examiner
for Strategic Management for the University of Wales
affiliated MBA Program in Sri Lanka and a guest lecturer

at Postgraduate Institute of Management. Has presented
technical papers in various forums locally and overseas on
Strategy and Risk Management. A former President of ACCA
Sri Lanka Division.

Director
Ms. Siromi Wickramasinghe
Attorney-at-Law

Non - Executive Director. Appointed on 02nd October 2013.
Presently holds the positions of Chairperson of Housing
Development Finance Corporation Bank (HDFC Bank) and
Director of Agstar Fertilizers PLC. Also functions as the Head
of the Credit Counselling Centre. A Fellow of the Chartered
Management Institute, UK. Counts over 32 years of
multifunctional and progressive experience in Sri Lankan
Banking sector including 12 years at the Corporate
Management level of Hatton National Bank PLC. Also held
the positions of General Manager/CEO at Lankaputhra
Development Bank and Chairperson of Ceybank Asset
Management Company, a subsidiary of Bank of Ceylon.

Company Secretary
Ms. Shiromi Halloluwa
Attorney-at-Law & Notary Public

Appointed Company Secretary in January 2012. Presently
works as the Manager — Legal (Operations) of the Hatton
National Bank PLC. Counts over 18 years experience in the
Legal Profession and 14 years as a member of the Legal
Team of Hatton National Bank PLC.
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Executive Committee

Standing Seated
Left - Right >> Namal Gunawardhane Left - Right >> Prasantha Fernando
BCom Hons (Delhi), BIT (IGNOU) BSc. Hons (Colombo), ACII (UK), Chartered Insurer
Head of IT General Manager - Life
Nilesh Amarasinghe Manijula de Silva
BSc. Hons (Lon(LSE)), M Bus. (Fin) (UTS.Sydney) BA Hons (Colombo), MBA (London),
Head of Investment FCMA (UK), CGMA

Managing Director
Vipula Dharmapala

BSc Bus. Admin Sp. (J'pura), ACA Niranjan Manickam
Chief Financial Officer ACII (UK), Chartered Insurer
General Manager - General
Ivan Nicholas
Head of Distribution Lalith Fernando
MSLIM, EDBA (Colombo), ClI (Award) UK,
Dilshan Perera MCPM, AMSLITAD,
B.B.Mgt. (Marketing) Spe. (Hons.) (Kelaniya), MBA (PIM-SriJ) Certified Professional Marketer (Asia),
Chartered Marketer, Dip.M, MCIM (UK), MSLIM, MIM (SL) Practising Marketer (SL)
Head of Marketing General Manager - Marketing and Distribution

Chandana L Aluthgama
BCom Sp. (Kelaniya), FCMI (UK), MBA (Colombo)
Head of Corporate Business Development



Manijula de Silva
Managing Director

Profile appears on page 28.

Lalith Fernando
General Manager - Marketing and Distribution

Counting over 23 years’ experience in branch and regional
management, sales operations, distribution management and
marketing within the insurance industry, Lalith is the General
Manager, Marketing and Distribution since January 2007. He
joined the Company in April 2005 as the Head of Sales and prior
to joining HNBA, he served at Ceylinco Insurance PLC and Eagle
Insurance PLC. Lalith is a Council Member at Sri Lanka Insurance
Institute and a past Chairman of the Marketing and Sales Forum
of the Insurance Association of Sri Lanka (IASL). He is also

a member of Sri Lanka Italy Business Council of the Ceylon
Chamber of Commerce.

Niranjan Manickam
General Manager - General

Serving as the General Manager, General Insurance at HNB
Assurance for nearly 5 years since joining the Company

in April 2009, Niranjan counts over 30 years of local and
international experience in handling all classes of Non - Life
Insurance. Prior to joining us, he held the position of General
Manager, Operations at Aviva NDB Insurance PLC. He is a past
Chairman of the General Insurance Forum (GIF) of the Insurance
Association of Sri Lanka (IASL) and is a Lecturer at the Sri Lanka
Insurance Institute. He also serves as the Specified Officer of the
Company.

Prasantha Fernando
General Manager - Life

Prasantha joined HNB Assurance in 2012, and serves as the
General Manager, Life Insurance. Prior to joining us, he held the
position of Assistant General Manager, Life Operations at Aviva
NDB Insurance PLC. He counts over 20 years of experience in
the Life Insurance Industry and was a lecturer at the Sri Lanka
Insurance Institute.

Vipula Dharmapala
Chief Financial Officer

Vipula joined HNB Assurance as the Finance Manager in July
2008 and was subsequently promoted as the Head of Finance
w.e.f. 1st January 2009. He was again promoted as CFO in
January 2014. He has over 10 years of finance and audit
experience at the Company and at Ernst & Young. He is the
current Chairman of the Finance Technical Sub Committee
(FTSC) of the Insurance Association of Sri Lanka (IASL).

Namal Gunawardhane
Head of IT

Joined as the Head of IT in June 2008. Namal has over 10
years' experience in his area of specialty - IT. He has served

10.
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as the IT manager at Ceylinco Insurance PLC (General), Group
IT Manager at Timex and Fergasam Group of Companies and

as Project Manager IT at Asian Aviation Centre prior to joining
HNBA.

Chandana L Aluthgama
Head of Corporate Business Development

Chandana joined HNBA in 2004 as Business Development
Manager and was promoted as the Head of Corporate

Business Development in January 2009. He counts over 22
years experience in business development, operations, branch
coordination, corporate marketing, bancassurance, and channel
management. He is also a visiting Lecturer at Postgraduate Unit
of the University of Colombo - Management and Finance Faculty.
Chandana served at Eagle Insurance PLC prior to joining HNBA.
He currently serves as the Secretary of the Royal College Union
(RCU).

Ivan Nicholas
Head of Distribution

lvan joined HNB Assurance on 15th October 2010 as the Head
of Distribution. He counts over 30 years’ experience in branch
and regional management and distribution within the insurance
industry. Prior to joining HNBA he has served at Eagle Insurance
PLC where he gained multinational exposure and at Union
Assurance PLC as AGM - Corporate Business Development.

Dilshan Perera
Head of Marketing

Dilshan joined HNB Assurance in 2012 as the Head of
Marketing. He has over 10 years’ experience in Marketing and
Brand Management, Business Development and Customer
Relationship Management. Before joining HNB Assurance,
Dilshan also worked in three other leading companies namely
DFCC Bank, Ceylinco Life and Cargills Ceylon holding responsible
positions in the Marketing Management field. Dilshan has
undergone extensive training both locally and overseas including
at Foundation for Advancement of Life and Insurance around the
world (FALIA- Japan) and Spikes Asia Young Marketers Academy
in Singapore. He is also a visiting Lecturer at National Institute of
Business Management (NIBM).

Nilesh Amarasinghe
Head of Investment

Functioning as the Head of Investment since January 2013,
Nilesh has over 8 years of experience in Capital Markets

in Sri Lanka specializing in investment management/fund
management. Having joined HNBA as a Management Trainee in
2005, Nilesh served HNBA as Assistant Manager - Investments
and Manager — Investments, prior to being promoted as Head of
Investment.
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Management Team

e \
1. Thilan Perera 2. Donald Nandalal
MBA (USA), NDHRM (SL), Post Grad. TM (UK), MHRP, AMIPM BSc Eng. Hons (Peradeniya), Pg. Dip. Bus. & Fin. Ad (SL), AMIE (SL)
Head of Human Resources Manager - Motor Claims
3. Jude Weerakoon 4.  Geethani Saram
AMInstCM (UK), ASSM (UK) MBCS, MBA (Australia), PMP
Zonal Manager - Central Manager - IT Projects
5. Jehan Haniff 6. Hiran Fernandopulle
Practicing Marketer (SL), Certified Professional Marketer (Asia), BCom Special (Colombo)
Dip. In Training (UK), CIl Award (UK), Mgt. Diploma - CHS (SL), Zonal Manager - North Western
MCPM (SL), MSLIM, AITD (SL), PM AAISP (USA)
Manager - Sales Training & Development 8. Sajeewa Chandrasena

7. Manikavasakar Puiraj Zonal Manager — Uva / Sabaragamuwa

BSc Hons. (Jaffna), Dip in HR (Moratuwa), PM-AAISP (USA)
Certified Professional Marketer - Asia

Zonal Manager - North & East



11.

13.

15.

A2

AR Bazlin Salih
Zonal Manager — Southern

Hazana Caffoor
Dip. MGT (Peradeniya)
Manager — Motor Underwriting

Sawan Rodrigo

Certified Professional Marketer (Asia), MinstSMM (ISMM)
MSc in Strategic Marketing

Manager- Branch Operations

Salinda Perera
MBA (UK),MIM (SL), Dip. in BM (IMSL)
Manager — Administration

10.

12.

14.

16.
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Chitparan Vivekanandan
ACMA (UK), CGMA
Finance Manager

Dinesh Udawatta

BSc Hons. (Colombo), Flll (India), MBA (Colombo),

ANZIIF (Snr Assoc) CIP (Australia), ACIl (UK),Chartered Insurer
Manager - Life Underwriting

Ananda Kulasooriya
B.A. (Kelaniya), Diploma in Insurance (NIBM)
Regional Manager — Kurunegala

Kamini Gunawardene
BA Hons. (Colombo), Dip in Econ (Colombo), MCPM
Manager — Marketing Communication
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17. Sanjeewani Pitadeniya 18. Sitari Jayasundara
DICCM (UK), DIP (SLIl), MCPM, MMICS (UK) Attorney-at-Law & Notary Public
MCMI (UK), Chartered Manager Pg. Dip. Finance, Banking & Insurance laws.
Manager - Customer Relations Manager - Legal
19. Padma Dahanayake 20. Damayanthi Nelumdeniya
B.Sc. Hons. (SJP), Flll (India), ACII (UK) BCom. Sp. (Kelaniya)
Chartered Insurer Regional Manager — Anuradhapura
Manager — Life Servicing
21. B G Dhanawardena 22. ALDH Liyanage
BA Economics Sp. (Colombo) BCom. Sp. (Peradeniya)
Regional Manager — Colombo South Regional Manager - Colombo North
23. P HRamasinghe 24. Rohan Hemantha
B.Sc. Business Management (SUSL) Manager — Risk and Compliance

Regional Manager — Panadura
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25. MK D JR Miriyagalle 26. D M S Gunaratna
Dip. LIM (USA), LUTCF (USA),Dip Sales Mgt. (SL), AMSLIM. AMIM (SL), AIPM (SL), MITD (SL), MSLIM
Certified Professional Marketer (Asia) Certified Professional Marketer (Asia)
Regional Manager — Gampaha Manager — Bancassurance

27. TRizepan 28. Thusitha Nandasiri
PM - AAISP (USA), ACPM (SL), PCM ACII (UK), Alll, Dip. M (SL), ANZIIF (Snr. Assoc.),
Regional Manager - Trincomalee MSLIM, CPM (Asia), Chartered Insurer

Manager - Non Motor

29. Prasad Thambawita 30. Pushpika Seneviratne
HNDI Insurance Merit (NIBM) B.Sc. Hons (Colombo), M.Sc Actuarial Hons (UK),
Manager — Life Claims ASA (US), ACMA (UK), CGMA

Associate Actuary
31. Hifly Huzair
BA (Hons), MBA (UK)
Manager — Takaful
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Journey through Our History

bt S e | b,

2003 HHBH cE
A step ahead...! Initial Public Offering of SSURA
HNB Assurance shares ey ne pas ey Dy

B P ke

A

2007

A renowned recognition by
Fitch Ratings Lanka... the
2nd insurer in Sri Lanka to
receive a Fitch Rating...

2005
2001 . The first tribute to appreciate service
Launching of HNB Assurance - excellence of the staff -
beginning of a remarkable journey Chairman’s Awards for Excellence

2002

Commencement of operations as an
innovative insurance solutions
provider... at initial Head Office in
Colpetty

2006

Celebrating the 5th Birthday as the ‘First
Insurer in Sri Lanka to achieve an annual
turnover of Rs. 1 Billion within 5 years”.

2004

It was truly memorable to celebrate the
two new appointments of Chairman &
Chief Executive Officer
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2013
Established a new Customer Service
Centre to deliver superior customer

service \

/

2009 v Y

First International Award received for —
Best Presented Accounts - Corporate 2011

Governance by South Asian Federation A forum with investors to share the

of Accountants past, present & future of a successful

journey of 10 years!

1

2012
Rated among the top 100 companies
in the country for the 1st time

2008

Establishment of a fully-fledged
Customer Relations Centre with a
24 hour helpline

2010
‘mylife” awarded for Excellence in Branding
at SLIM Brand Excellence Awards
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Management Discussion

and Analysis

Creating Value Sustainably

Business Model

As a composite insurer offering innovative products
ranging from life assurance to property, motor and other
Non - Life insurance solutions, our primary aim is to
provide financial security to our valued customers, thereby
enabling them to ‘take on tomorrow’ with confidence.
Prudent underwriting practices, fair and speedy claims
assessment procedures, robust risk management
systems and efficient fund management, backed by a
strong governance framework, enable us to create value
for customers as well as for all other stakeholders.

!

Players at various stages of our upstream supply chain, GRI-G4
such as the panel of reinsurers who provide us the
financial strength to accept risks, assessors, garages G412

and laboratories who aid us in servicing our customers
and players in the financial markets with whom we invest
our funds, are all invaluable components of our value
creation process. Downstream, our skilled advisor force,
bancassurance network and insurance brokers, who form
and maintain the link between us and our customers,
form the linchpin of our value chain. lllustrated below is
our business model canvas, our own unique formula for
superior value creation.

=)
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Management Discussion and Analysis

Our Approach to Sustainability

Within the business model of HNBA, sustainability is

not considered a mere tagline. Rather, it is an integral
component of our corporate culture, stemming from our
vision, mission and values and deriving importance in
every operation conducted.

Being a provider of insurance services, the inherent nature
of our activities does not pose a direct threat to the
environment or to human life. Nevertheless, we are highly
concerned about the economic, social and environmental
impact of our operations. This holistic approach is what
gets defined on each page of this integrated annual
report, symbolising that all components of our business
are intrinsically interlinked in delivering sustainable value
to our stakeholders.

At HNBA, the managing of economic, social and
environmental impact takes a top-down approach.
Accordingly, the ultimate responsibility of ensuring that
due consideration is afforded to economic, social and
environmental performance in the formulation of our goals
and strategies and in our decision making process, is
vested with the Board of Directors. Under the guidance of
the Board, this responsibility is delegated to the Executive
Committee and the management team of the Company, in
order to be embedded into our business strategy.

A detailed description of our strategy formulation process
is given on page 44.

As a part of our sustainability initiatives, we endorse the
regulations, standards, codes and guidelines stated on
page 7, and these have also formed the basis of this
report. Additionally, our external commitments extend
to the following organisations as well, by virtue of
membership.

Membership of Associations

> Insurance Association of Sri Lanka (IASL)
> Ceylon Chamber of Commerce (CCC)
> Federation of Afro-Asian Insurers and Reinsurers (FAIR)

> Association of Insurers and Reinsurers of Developing
Countries (AIRDC)

> Global Reporting Initiative (GRI)

GRI-G4

G4-14

7> Global
% Reporting G415
Initiative~ o

“We are a registered Organizational Stakeholder

of the Global Reporting Initiative (GRI) and support
the mission of the GRI to develop globally accepted
sustainability reporting guidelines through a global,
multi-stakeholder process.”

The sustainability impact of HNBA covered through this
report, is disclosed based on the GRI G4 guidelines which
sets guides and indicators in disclosing on economic,
environmental and social performance under three broad
categories and four sub-categories. In addition, we have
also used the Financial Services Sector Disclosures
issued by GRI, which cover the key specific aspects of
sustainability performance relevant to companies in the
financial services sector such as banks, insurance and
asset management companies.
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Economic Performance

Under the dimension of economic performance of sustainability,
focus is placed on the Company’s economic impact on
stakeholders and economic systems within which it operates.
Accordingly, areas such as the flow of capital among different
stakeholders and the main economic impact of the organisation
on society are important areas that deserve attention.

Environmental Performance

The environmental dimension of sustainability is concerned
with the organisation’s impact on its surroundings, including
both living and noniving natural systems. Thus, areas such
as the usage of energy, methods of waste disposal as well as
compliance are given attention under this segment.

Social Performance

The social dimension of sustainability focuses on the effects
placed by the organisation on its social systems. These effects
are discussed under four sub-categories;

- Labour Practices and Decent Work

- Human Rights

- Society

- Product Responsibility

Labour Practices and
Decent Work

This sub-category covers
areas linked with the
treatment of labour resources
as per internationally
recognised guidelines as well
as the organisation’s societal
obligations.

Aspects Material to HNBA

e Employment
¢ Training and Education

¢ Diversity and Equal
Opportunity

e Equal Remuneration for
Women and Men

e Labour Practices
Grievance Mechanisms

Human Rights

Under this sub-category, focus
is placed on the procedures
employed by the organisation
on ensuring that the human
rights of all its stakeholders
are safeguarded at all its
business operations.

Aspects Material to HNBA

e Non-Discrimination
e Child Labour

e Forced or Compulsory
Labour

e Anti-corruption

Society

The impact made by the
organisation on society and
the community within which it
operates are considered under
this sub-category .

Aspects Material to HNBA

e Anticompetitive Behaviour
e Compliance

e Grievance Mechanisms for
Impact on Society
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Aspects Material to HNBA

e Economic Performance
e |ndirect Economic Impacts

Aspects Material to HNBA

e Energy
e Effluents and Waste
e Compliance

Aspects Material to HNBA

Given under each
sub-category

Product Responsibility

The aspects discussed under
this sub-category relate to
products and services that
directly affect the stakeholders
of the organisation.

Aspects Material to HNBA

e Product and Service
Labeling

e Marketing Communications
e Customer Privacy

e Compliance

e Product Portfolio

GRI-G4

G4-19
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Key Risks and Opportunities

Factor Expected Opportunities Responses Responses
Environmental
Condition
Political Stable political Expansion in Expanded reach via | No significant N/A
environment business and more | Bancassurance and | risks expected
opportunities for other channels
new business
Economic Low interest rate | Capitalise on fund | Generated Rs.311 | Low investment Strategically
environment but | management Million through income increased
low private sector | expertise and investment policies investments in high
credit growth launch investment yielding corporate
products debt
Higher or stable | Greater Invested in the New competitors | Establishing Takaful
economic growth | opportunities for Company's brand | entering the Channel
sale of Non - Life and aggressively market
products promoted
Company's
products
Focused Rural customers Expanded reach to Strengthening the
development in having more rural areas through Direct Channel
rural areas capacity to spend | Bancassurance
on insurance network and other
channels
High inflation Increase in Claims | Innovative and
rates and Expense technology based
Ratios, decrease | claims/ expense
in purchasing management
power strategies, explore
new markets
Social Rise in inequality | Increase in New product High Programmes
in income middle income development unemployment/ to improve the
distribution segment creating under-employment | employability of

more business
opportunities

rate in the country
which leads to

poverty

Youth such as ‘S20’

Low awareness
on insurance
among the rural
community

Provided basic
facilities such as
drinking water for
identified segments
in society
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Factor Expected Opportunities Responses Responses
Environmental
Condition
Technological | Expanding new Ability to use Used new Increase in Improve the control
technologies new technology technology for technology driven | environment by
rapidly to all for service operational frauds, cyber an Integrated
segments in improvements and | efficiencies and threats and System and more
the society e.g. cost management | customer servicing | misappropriations | Management
mobile technology Information
Environmental | Growing need for | Low cost by Progress Increased natural | Move out of paper
‘green’ focus in reducing waste made towards perils due to based processes
business and paper a paperless global warming to automated
environment and other adverse | processes
environmental
changes
Regulatory Changes in Competitive edge | Ensure 100% High complexity Invest in required
regulatory by ensuring full compliance all the | and cost of resources such
environment compliance time managing as human,
compliance technological and
other
Requirement to Opportunities Search for High cost of Consider
split Company for mergers and business expansion | businesses due segregation
into Life and Non - | acquisitions after | opportunities to duplication of as a business
Life in 2015 splitting through mergers resources after opportunity
and acquisitions splitting to improve
performance
Risk Based Competitive edge | Build processes in | Possibility of Searched for
Capital (RBC) by ensuring full place to ensure full | additional capital | business expansion

implementation in
2016

compliance

compliance

opportunities
through mergers
and acquisitions

being required
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Our Strategy

As a responsible corporate entity with a clear idea about
its journey, the direction of our short and medium term
goals and related strategies are formulated with the
ultimate aim of realising our vision and mission, as set out
in page 4 of this report.

Our strategy formulation process is one that is formal and
participative, and takes into consideration a three-year
time horizon. This process is conducted annually at the
corporate planning sessions of the Company, and the
planning sessions for 2013 saw the active participation
of over 30 members of our senior management team,
headed by the Managing Director.

The initial step of the planning process is to scan the
external environment within which we operate, with the
objective of identifying potential threats and opportunities.
Secondly, we scan the internal environment to ascertain
our strengths and weaknesses. We then proceed to
identify our strengths which help exploit opportunities and
mitigate potential threats, as well as weaknesses which

may hinder our performance or increase the impact of any

threat.

Financial Performance

After extensive discussion, challenging yet realistic goals
are agreed on and strategies are formulated to exploit
opportunities and minimise threats, by capitalising on our
strengths and mitigating our weaknesses. These goals
are then segregated to targets and objectives, which

are incorporated into the target achievements of the
respective senior, middle and operational management
in the next year. Thus, the members of respective
management levels are accountable for achievement of
the objectives, and their performance measurements
and rewards are primarily based on the level of such
achievement.

Our performance against the goals thus set for 2013 is
tabulated below along with the newly set goals for the
year 2014.

Improve the GWP
achievement whilst
maintaining profitability

Combined GWP Rs. 3.9 Billion, 21% growth over 2012
compared to industry growth of 9% Billion

Profit After Tax Rs. 389 Million, 11% growth over 2012

Combined GWP over Rs. 4.2

PAT over Rs. 430 Million

Shareholder Focus

Generate a considerable
increase in profits of the
Company

Profit After Tax Rs. 389 Million, 11% growth over 2012

PAT over Rs. 430 Million

of the Company in Non - Life Insurance

Improve the business growth | Number of policies grew by 5% in Life Insurance and 4%

Faster growth in business
volumes in profitable
segments

higher dividends 2012

Enable shareholders to reap | Dividend Declared Rs. 3.25 per share, Growth 18% over

Dividend pay-out Rs. 162.5 Million

Maintain Dividend
Pay-out above 30%

Regulations

Complete a significant
portion of the RBC
implementation work
and implement relevant
processes

Participated in the Road Test

Structures and processes implemented for RBC

RBC parallel run from
1st Quarter 2014




Goal for 2013

Formulate a plan to deal
with the requirement of
splitting the Company in to
Life and Non - Life Insurance
business segments, which
is to be completed in 2015
as per the Regulation

of Insurance Industry
(Amendment) Act No. 3 of
2011

Progress

A detailed plan formulated by a specially appointed
committee and implementation commenced

Subsidiary company under HNB Assurance PLC was
incorporated on 30th January 2014 as HNB General
Insurance Ltd.
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Goal for 2014

Complete segregation
process operationally in
line with the applicable
regulations

Ensure 100% compliance
with all applicable laws and
regulations

No cases on non-compliance on any laws and regulations
was reported during the year

Committed to 100%
compliance with laws and
regulations

Operational Excellence

Non - Life Insurance

Accelerate growth in GWP
by mainly focusing on

the retail segment and

the introduction of new
products whilst maintaining
profitability

GWP Rs. 1.9 Billion, 9% growth over 2012 compared to
industry growth of 9%

Introduced four new products
Profit in Non - Life Rs. 208 Million, Growth 12% over 2012

GWP growth over and above
industry growth

Introduce new products
based on market needs

Improve the Combined Ratio
to 103%

Review pricing structures
periodically

Motor and Non-Motor pricing reviewed periodically

Selective price reductions given based on profitability

Periodic pricing reviews
based on market conditions

Explore new business
avenues and introduce new
channels

Ventured in to Takaful insurance introducing 4 new
products for Non - Life Insurance

Developed alternate channel

Expand on Takaful Insurance

Expand on the Direct
Channel started in 2013

Improve renewal retention

Renewal Retention 80%

Renewal Retention to be
maintained above 80%

Life Insurance

Accelerate growth in the
GWP mainly from non-
participatory products

GWP Rs. 2 Billion, 34% growth over 2012 compared to
industry growth of 10%

Rs. 1 Billion GWP from non-participatory products

Higher growth in profitable
businesses

Examine the current product
portfolio and redesign
selected products/ develop
new products

‘Ranmaga’ product was redesigned and launched

Five new products developed during the year

Relaunched few more
products

Introduce a few more new
products based on the
market needs
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Goal for 2013

Explore new business
avenues

Progress

Ventured in to offering Takaful Insurance introducing one
new product

Goal for 2014

Maintain premium
persistency over the 80%
level

Premium persistency 81% compared to 80% in 2012

Premium Persistency to be
maintained over 81%

Fund Management

Enhance investment returns
without taking undue risks

Investment Income excluding gains Rs. 785 Million,
growth 20% compared to 2012, 34% of portfolio
maintained in government securities

Enhance Investment Returns
without taking undue risks

Technological Excellence

Complete the Finance
Module and the Non - Life
Insurance Bl implementation

Bl module implemented and in use by Company

Finance module in core application abandoned due to
impracticality

Oracle ebusiness suite to be
implemented in 2014

Actuarial system for Life
Business

Consolidate supporting
applications drawing on
the strengths of the core
application

Ancillary modules such as loan management and
surrender payment modules implemented

Ancillary modules such
as Petty Cash, OT Prior
Approval, etc., to be
implemented across the
country

Implement an Investment
Management System

50% of the system is implemented, balance to be
completed in 2014

Launch the Investment
System in first half of the
year

Explore opportunities to
enhance customer service
through mobile technology

Mobile apps developed to enable customers to view
motor accident photos and claim documents

Expand on HNB momo and
Mobitel mCash and other
internal Android Apps

Reduce the carbon footprint
by embracing Green IT

New systems such as workflows, overtime, petty cash,
etc., launched reducing paper usage

Continue on reducing the
use of paper

Customer Focus

Focus on developing direct
business channels

GWP from Direct business Rs. 389 Million, growth 11%

More growth from the
channel

Take measures to
significantly improve the
productivity of advisors

GWP per advisor Life Rs. 1.22 Million, growth 66%,
Non - Life Rs. 1 Million, growth 5%

GWP per advisor to improve
over Rs.1.5 Million

Continue to target migrant
workers in overseas
markets

Expanded our reach to migrants in Italy and Cyprus
generating Rs. 32 Million as GWP

Expand our presence in
Middle East

Expand the bancassurance
channel to cover 40 more
HNB branches

Covered 26 branches in 2013

Develop the existing
Bancassurance Channel by
improving productivity




Goal for 2013

Strengthen the corporate
brand and selected product
brands

Progress

A new corporate campaign ‘Take On Tomorrow’ was
launched and is being successfully carried out

Brand awareness enhanced using conventional and
contemporary methods such as web and social network
sites

Advertising on selected key brands was continued
through electronic, print and social media
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Goal for 2014

Continue the Corporate
Campaign titled “Take on
tomorrow”

Launch a new campaign
towards the latter part of
the year targeting on the
segregation of Life and Non
- Life Businesses

Maintain a prominent
presence on the web and in
social media to better serve
customer expectations

Over 40,000 Facebook fans

Effective use of web advertising including YouTube

Over 100,000 Facebook
Fans

Develop customer service
standards for all divisions to
improve customer service

Comprehensive Customer Service Standards developed
for 85% of the divisions. Balance to be completed in
January 2014

Standards monitored by all department/branch
managers. Deviations followed up by Manager Customer
Relations

New Customer Service Centre set up at a convenient
location

Finalise the Customer
Service Policy

Formalise the Customer
Service Standard monitoring
and share information with
all the stakeholders

Re-design the claims
process focusing on
customers

Entire Motor process analysed by Motor re-design
campaign

New workflow system introduced to Motor Claims

Decentralisation expanded to three more regions
increasing total decentralised to five regions

Operationalize the new
processes in Underwriting
and Claims

Ensure effective use of the
Workflow Systems in place

Introduce a stronger and
effective communication
plan to keep our customers
up-to-date

Expanded SMS notifications to claims approvals and
payments

Provide customers access
to their policy details on the
mobile phone

Employee Focus

Take measures to improve
retention of employees,
thereby reducing employee
turnover

Special trainings were organised on people management
skills

A salary revision was made during the year

Grievance handling procedures strengthened

Take initiatives to retain
Bancassurance Officers

Assign new responsibilities
to existing high performing
employees to provide
career development
opportunities together with
the segregation process.

Identify and implement
emerging trends in people
management and best
practices in HR

Benchmarked against industry best practices and
processes improved accordingly

Find new initiatives to attract
and retain good people such
as ‘S20'.
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Goal for 2013

Carry out focused
training and development
activities according to a
comprehensive plan for
learning and development

Progress

Learning and development plan approved by Board was
implemented

Goal for 2014

Continue on the approved
Learning and Development
Plan

Enhance employee
engagement

EXCO on tour sessions organised for employees to
realise their concerns

Continue the EXCO on Tour

Business Partner Focus

Place strong focus
on improving advisor
productivity

271 training programmes were conducted including two
outward bound training programmes

More focused training
programmes targeting all
channels

Build partnerships with new
reinsurers

New reinsurance relationships established

Build partnerships with
new Banks and Finance
Companies

Community Focus

Organise and sponsor
community events for the
furtherance of sports, arts
and culture, education and
social networking

Community investments made in seven different areas

Increase Community
Investments on par with
growth in profits

Environment Focus

Expand the use of
e-documents and recycled
paper to reduce the
environmental impact of our
activities

e-faxing, document storage via scanning

Promote scanning and
e-faxing in all divisions.
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Key Performance Indicators

dicato 3 U 0 0 010 % 0
0

Financial Performance
GWP (Rs. Mn.) 0 3,878 3,211 2,985 2,428 21%
Interest and Dividend Income (Rs. Mn.) N 785 655 479 517 20%
Profit After Tax (Rs. Mn.) 0 389 351 246 242 11%
Funds Under Management (Rs. Mn.) N 6,656 5,806 4,967 3,661 15%
Market Capitalisation (Rs. Mn.) 0 2,625 2,450 2,845 2,925 7%
Solvency Ratio - Life Insurance (Times) % 2.04 2.28 2.89 1.13
Solvency Ratio - Non - Life Insurance (Times) N 3.89 3.48 3.15 2.01
Market Share N 4.0% 3.7% 3.7% 3.6%
Returns to Investors
Return on Equity N 18.41% 18.79% | 15.23% | 23.00%
Earnings Per Share (Rs.) N 7.78 7.02 5.14 5.38 11%
Dividends Per Share (Rs.) 0 3.25 2.75 2.10 1.80 18%
Dividend pay-out (Rs. Mn.) N 162.5 137.5 105 67.5 18%
Market Price Per Share VWA (Rs.) N 52.5 49.00 56.9 66.31 7%
P/E Ratio (Times) N 6.75 6.98 11.07 12.33
Life Insurance Operations
GWP (Rs. Mn.) N 2,015 1,500 1,291 1,084 34%
Life Fund (Rs. Mn.) N 4,348 3,626 3,021 2,415 20%
Number of Policies N 100,481 95,738 | 90,260 | 79,321 5%
Lapse Ratio (First year) 8% 52.3% 50.0% 49.4% 55%
Lapse Ratio (Second year) N2 29.7% 26.5% 26.7% 31%
Premium Persistency Ratio 0 81% 80% 79% 81%
Claims Ratio (with maturities) % 36% 19% 5% 6%
Claims Ratio (without maturities) N 5% 8% 4% 4%
Expense Ratio N 47% 59% 57% 59%
Combined Ratio (with maturities) N 83% 78% 62% 65%
Combined Ratio (without maturities) 0 52% 67% 61% 63%
Non - Life Insurance Operations
GWP (Rs. Mn.) N 1,863 1,711 1,694 1,344 9%
Non - Life Fund (Rs. Mn.) N 1,011 969 944 743 4%
Number of Policies N 89,824 85,996 | 85,651 | 76,680
Claims Ratio N 66% 68% 69% 68%
Expense Ratio 8% 39% 34% 34% 39%
Combined Ratio v 105% 102% 103% 107%
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Customer Value

Claims and benefits - incurred (Rs. Mn.) % 1,568 1,154 865 648 36%
Number of Branches - 51 51 51 51

Number of new products N 9 4 3 3

% of customer complaints settled % 78% 80% 89% 78%

Bonus for policyholders (Rs. Mn.) N 90 83 70 54 19%
Rate of Dividend for Non - Participating - 9% 9% 8% N/A
policyholders

Average GWP per branch (Rs. Mn.) N 63 53 49 39 8%
Average GWP per Bancassurance officer (Rs. Mn.) N 1.78 1.32 1.29 0.94 34%
Employee Benefits

Number of staff N 804 723 662 597 11%
Profit per employee (Rs. Mn.) - 0.5 0.5 0.4 0.4 (3%)
Training hours per employee (hrs) % 20.4 25.8 23.4 25.5

Employee turnover (with fixed term contract N 22% 25% 23% 24%

staff)

Employee turnover (without fixed term contract N 14% 17% 13% 17%

staff)

For Our Business Partners

Number of Advisors N 1,507 1,643 1,451 1,401 (8%)
Commission Paid (Rs. Mn.) N 494 437 389 310 13%
Average GWP per active Advisor (Rs. Mn.) N 1.17 0.83 0.79 0.67 41%
Number of Brokers N 52 49 48 46 6%
Commission Paid to Brokers (Rs. Mn.) N 62 55 55 44 13%
Number of Assessors 0 128 106 91 97 21%
Fees paid to Assessors (Rs. Mn.) 8% 14 15 14 11 (7%)
Acquisition cost as a % of GWP N2 13% 11% 10% 8%
Community Emphasis

Number of Micro Insurance Policies % 1,663 2,078 2,988 2,141 (20%)
Total Number of school water projects N 27 21 16 14 29%
completed (cumulative)

Total Investment in Community (Rs. Mn.) 0 3 2 2 2
Environment Involvement

Electricity consumption (units) N2 1,356,317 | 1,208,361 Not Not 12%

Available | Available

Paper recycled (kg) N 14,330 4,524 | 11,907 904 217%




Impact from Forces Around Us:

Economic Review
World Economy

Reversing Economic Trends

The world economy is witnessing yet another reversal

of trends, as the high dependence on emerging market
economies in the form of the engine of global growth

is gradually diminishing. Focus is returning towards
developed economies which are widely forecasted to rise
from the ashes, soon, although the growth in emerging
economies is still expected to remain higher than their
developed counterparts.

The IMF believes that in 2013 the world economy
expanded by approximately 3.0%, with advanced
economies and emerging economies expanding by 1.3%
and 4.7%, respectively. It is optimistic about the direction
of the world economy, as indicated by its forecast of

the world output as rising by 3.7% in 2014, due to

the cumulative effect of a 2.2% growth in developed
economies and a 5.1% growth in emerging economies.

Global GDP Growth

(%)

2011 2012 2013F 2014F
Year
— World

— Advanced economies
Emerging and developing economies

Source: IMF

Developed Economies Back to the Limelight

In the international economic arena, much focus has been
placed on the US, which is expected to reclaim its title as
the key player of world economic growth shortly. While
certain healthy signals, such as strong private demand,
sound business environment and healthy profit rates,
have been observed in the US economy, negative signals
also loom in the forms of political uncertainty, excessive
fiscal consolidation and uncertain developments in the
labour market. However on an overall basis, economic
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sentiments surrounding the US are optimistic, as tapering
of the bond buying programme gradually becomes a
reality.

In the Euro zone however, recovery is not so smooth,
since the economic battle has yet failed to conquer the
burning issues of high unemployment and persisting
deflation. Its economy shrank by 0.4% in 2013, and
although IMF expects a rebound in 2014, the chances of
its occurrence are rather slim.

Dual Dilemma for Emerging Economies

Meanwhile, emerging economies find themselves
confronted yet again by dual challenges — slow internal
growth and a tighter external economic environment.
The decline in growth in emerging economies can be
attributed to cyclical factors as well as the decline in
potential output as global economic conditions tighten.
Confronted with these changing conditions, it is believed
that governments in emerging markets should focus
on structural reforms that will rebalance the economies
towards internal stimulation as well as enhanced fiscal
discipline.

Sri Lankan Economy

A Year of Expansion

Following the strong contraction of 2012, the
policymakers focus in 2013 was directed towards easing
their hold on the local economy. Consequently, what
prevailed for the majority of the year was a regime of
loose monetary policy, as featured by low interest rates
and relatively high growth.

Economic Growth Back on Track

The key indicator for measuring the economic
performance of the country, the gross domestic product,
is estimated to have improved by approximately 7.2% in
2013. Considering the curtailed growth of 6.4% recorded
in 2012 as well as the challenging external environment,
this appears a remarkable achievement. It is estimated
that the agriculture sector grew by 4.1%, the industry
sector by 9.2% and the services sector by 6.7%, for the
year 2013. Growth-conducive macro-economic policies
and favourable weather conditions are among the key
factors that contributed towards this impressive economic
performance of 2013. For 2014, the Central Bank of

Sri Lanka (CBSL) expects a further expansion of economic
activity, as GDP is forecasted to grow by 7.8%.
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Interest Rates on a Downward Trajectory

The year saw frequent actions on the part of the monetary
authority directed towards lowering policy rates, which
was in turn expected to create ripple effects on market
interest rates. Accordingly, the year witnessed both the
repo and reverse repo being reduced by 100 basis points
each. Moreover, the CBSL also utilized the less active tool
of monetary policy and lowered the statutory reserve ratio
by 200 basis points to 6% in July 2013.

Although the response of the market to such reductions
were initially slow, the latter part of the year saw some
adjustment, as market interest rates on both deposits and
loans declined slightly.

Interest Rates

(%)
20

Month

— Policy rate

—— Primary 3MT TB
—— Primary 12 MT TB
— Secondary 3 Yr Bond

Nevertheless, the anticipated improvement in credit to the
private sector did not materialise during the year. Despite
the expiry of the credit ceiling on banks, the demand

for credit did not escalate. Accordingly, the year-on-year
growth of credit extended to the private sector slowed to

7.3% in November 2013, from 17.6% as at end 2012.
Improved access to alternate sources of funding such as
the corporate debt market and foreign markets, sluggish
global growth and stickiness of market interest rates are
the most frequently cited reasons for this phenomenon,
while statistically, the high base also posed an effect.
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Sector Credit
(Rs.Trn.) (%)
3.0 200

2.5 150

2.0
100

15

1.0

o
S

0.5

o

""L‘:L—'&ég—'p'¢7‘¢'—4'
wajumazumazugaﬂug

s Private Sector Credit Values (Rs.Trn.)
=== Public Sector Credit Value (Rs. Trn.)
— Private Sector Credit Growth YoY
— Public Sector Credit Growth YoY

Inflation Continues to Moderate

The rate of inflation remained at single digit levels
throughout the year, following the absence of significant
pressures from both supply and demand factors. From

a supply perspective, favourable weather conditions,
moderation of global commodity prices, relatively strong
exchange rate and overall positive economic sentiments
moved to negate the potential adverse effect of the hike in
electricity prices. Meanwhile, from a demand perspective
too, no significant pressure was observed, as the market
was slow to react to the low interest rates that were being
administered.

SL - Inflation

Month

— CCPIAAvg
— CCPIPto P
— Index



Accordingly, Annual Average inflation for 2013 stood

at 6.90%, while Point-to-Point inflation was recorded at
4.70%. For 2014, the CBSL forecasts that inflation will lie
between 4% and 6%.

Resilient External Sector

The performance of the external sector in 2013 was
highly favourable compared with the previous year. It

is estimated that export earnings increased by 6.9%
during the year to reach USS 10,452 Million, primarily
due to the gradual economic recovery of the main
export destinations. Concurrently, import expenditure

is estimated to have declined, albeit marginally, by
0.7%, to reach USS 19,046 Million, consequent to lower
international commodity prices and favourable weather
conditions which lowered reliance on imported items.

Reflecting these developments, the trade balance
contracted to targeted levels. Accordingly, the cumulative
deficit in the trade account is expected to contract to USS
8,594 Million (12.8% of GDP) in 2013, from USS 9,409
Million in 2012.

Earnings from tourism and workers’ remittances recorded
a healthy performance and worked to boost the Services
Account of the BOP. During 2013, tourist arrivals
increased by 26% to 1,274,593 and as per official data,
earnings from tourism for the period January to November
2013 stood at USS 1,232.7 Million, at a growth of 36%.
Workers' remittances also maintained its high growth
momentum, mainly assisted by increased labour migration
under professional and skilled categories and the
improved awareness on the benefits of remitting money
through formal channels.

Consequent to such developments, the current account
deficit is expected to come down to USS 2.6 Billion or
3.9% of GDP in 2013, from 6.6% in 2012. Concurrently,
the BOP is expected to improve from a surplus of USS
151 Million in 2012, to a surplus of over USS 700 Million
in 2013.

Local Currency Strong Amidst Peer Volatility

One key factor that affected the performance of the LKR
during 2013 was the belief that there could be a tapering
of quantitative easing in the US. This belief heightened

the potential of greater investment return in the US, and
hence, investors who had thus far invested in emerging
economies sought to exit from such economies and revert
to the US, thereby exerting pressure on the currencies of
emerging economies.
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These developments affected the behaviour of the LKR
as well, as it depreciated significantly during mid-2013.
However, towards the latter part of the year, there was
a slight strengthening as the tapering process in the US
got delayed which enabled the LKR to finish the year at
Rs. 130.75/USD, recording only a marginal depreciation
of 2.7%. This is a commendable performance when
considering the significant fluctuations that existed
during the year when most currencies, especially those
of emerging markets, depreciated heavily amidst market
pressure.

LKR Appreciation/ (Depreciation) for 2013

> USD (2.7%)
> GBP (4.7%)
> EUR (6.8%)
> INR 10.2%
> AUD 13.3%
> JPY 18.8%
CSE Rebounds

The CSE recorded a rebound after two years of downward
trajectory, and the two indices ASPI and S&P SL 20
increased by 4.8% and 5.8%, respectively, during the
year. The P/E and P/B ratios for the market as at the year-
end were recorded at 15.92x and 1.96x, respectively, and
at these values, the CSE looks slightly undervalued.

ASPland S &P SL 20
Index
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Favourable economic performance and the prevailing
low interest rate regime exerted positive pressure on the
CSE towards the end of 2013. However, despite being
positive, this return was considerably lower than what an
investor could have received on alternate investments
during the year, such as risk free government securities.

Despite the international pressure on investors to exit
from emerging economies, the CSE did not witness

any large scale outflows. In fact, by the year-end, net
cumulative foreign inflows to the stock market amounted
to USS 264 Million.

In the short term, as interest rates are forecasted to
remain low, it is the general anticipation in the market that
the CSE holds potential for further growth.

Fiscal Sector

The overall fiscal deficit is estimated to be at 5.8% of
GDP in 2013, down from 6.4% of GDP in 2012, and this
curtailment of the budget deficit is considered a major
boost to the health of the economy. This achievement has
mainly been the result of the rationalisation of recurrent
expenditure and in furtherance of this trend, the budget
deficit in 2014 is expected to decline further to 5.2%

of GDP.

The government has also been successful in maintaining
public investment at 6% of GDP, while the Debt to GDP
ratio is estimated to improve to around 78% in 2013
compared to 79.1% in 2012.

The Potential of the Local Economy in 2014

Although the CBSL's intended growth rate of above 7%
was achieved during 2013, certain other areas of the
economy, such as credit growth, public and private
investment, are yet to actively respond to the aggressive
monetary policy decisions that were implemented during
the year. This fact, coupled with the CBSL's intention

of generating real economic growth of over 8% in the
medium term, leads to the reasonable belief that the

expansionary policies might be continued in 2014 as well.
However, this position might undergo a change if there

is a sudden urge on the part of international investors

to revert their funds to developed economies, which will
necessitate the imposition of higher interest rates, and
hence economic contraction.

Thus far Sri Lanka has been fortunate in mitigating the
effects of the dual challenges faced by its peers, i.e.
slow internal growth and tightening global conditions. If
this success is to be continued, much attention needs
to be paid to the implementation of accurate and
adequate policies and the provision of timely responses
to economic shocks, both internal and external. In this
regard, policy makers must remain extremely vigilant
on preventing a possible overheating of the economy,
especially as the lagged effects of monetary easing
materialise.
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Intense Competition Testing Business As per the provisional data available, during 2013 the total
Potential: premium income of the insurance industry is expected

. to have exceeded Rs.97 Billion, a growth of 9% over the
Industry Review Rs.89 Billion recorded in 2012, and it is noted that this
The Sri Lankan insurance industry portrays a highly growth rate is lower than the 11% growth rate achieved
dynamic atmosphere with escalated tension existing in 2012.
amongst twenty-one industry players. Of these twenty-one,
twelve companies, including HNB Assurance PLC, are It is also estimated that in 2013 the Non - Life Insurance
composite insurers that provide both Life and Non - Life GWP has grown by 9%, down from 15% in 2012, whilst
Insurance solutions. Six engage only in the provision of the Life Insurance GWP has grown by 10%, up from 5% in
Non - Life Insurance solutions, while the remaining three the previous year.

cater only to Life Insurance customers.

Company

Non - Life GWP
Rs.1.86 Bn
Growth 9%

Total GWP Rs. 3.87 Bn
+ o Growth 21%

Life GWP
Rs.2.0 Bn
Growth 34%

Non - Life Insurance

The GWP composition of the Non - Life Insurance segment of the industry, together with the corresponding information
relating to HNBA, is shown in the table below.

Non - Life Industry HNBA
Insurance 2013 | 2012 | Growth | Contribution | 2013 | 2012 | Growth Contribution
2013 | 2012 2013 | 2012
Rs. Mn. | Rs. Mn. % % % | Rs. Mn. | Rs. Mn. % % %
Motor 34,367 | 31,753 8% 61% 61% | 1,287 | 1,204 7% 69% 70%
Fire & Engineering 8,394 | 7,460 13% 15% 14% 318 295 8% 17% 17%
Marine 1,813 | 1,673 8% 3% 3% 23 24 (2%) 1% 1%
Medical 5,837 | 4,962 18% 10% 10% 128 104 23% 7% 6%
General Accident 6,154 | 5,987 3% 11% 12% 107 84 27% 6% 5%
56,565 | 51,835 9% 1,863 | 1,711 9%

*Industry numbers for 2013 are provisional and have been sourced from the Insurance Association of Sri Lanka.
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The Motor Insurance class continued its domination in the
Non - Life Insurance industry during 2013, contributing to
over 60% of the total industry GWP. This dominant trend is
reflected in HNBA as well, with the contribution at a higher
level of 69%, although it is noted that this contribution has
declined marginally from the previous year's 70%.

The slow growth of 8% in the Motor Insurance class in
the industry during 2013, as opposed to the 17% growth
in 2012, coupled with the high dominance of this class,
may be cited as the chief reason for the overall sluggish
growth of the industry. Such slow growth was mainly the
consequence of the high import taxes levied on vehicles,
whilst the cut-throat competition prevalent in the market
also acted as a stimulant in driving premiums downward.
Amidst these tough conditions, the growth of the Motor
Insurance class of the industry was recorded at 8%, while
the growth rate for HNBA was approximately on par with
the industry growth.

The 13% growth in the Fire & Engineering class of the
industry is noteworthy, as it is a significant improvement
over the 8% recorded in the previous year. This
achievement could be attributed to the overall expansion
in economic activities in the country led by the industry
sector and sub-sectors such as construction. HNBA's
growth in the Fire and Engineering Class is at a modest
8%, indicating that this class necessitates further
attention and improvement in a context where the external
environment is offering lucrative opportunities.

Meanwhile, in the class of Medical Insurance, the industry
has seen considerable growth, whilst HNBA's growth is
at a higher level. Comprising mainly of corporate medical
policies and a small portion of individual medical policies,
this class shows great potential as demonstrated by the
sound growth and reasonable margins recorded over the
past few years.

The industry’s growth in the Marine Insurance class stood
at approximately 8% in 2013, recording a turnaround over
the 2% dip of 2012, although it is noted that the growth

is yet below the overall industry growth in Non - Life
Insurance GWP. However, HNBA's growth in this class has
been inadequate. The management intends to proceed
with active steps to improve HNBA's share in the Marine
Insurance class during 2014, especially considering its
high profit potential.

Finally, the industry’s growth in the General Accident

class at a mere 3% is marginal, despite having recorded
22% growth in 2012. However at HNBA, the highest
growth rate has been recorded by this class, at 27%. This
growth was the result of careful planning and strategising
conducted by HNBA after realising its potential. The
Company intends to continue with its endeavours to
improve the contribution from this class in the coming
years as well.

Accordingly, on an overall basis, HNBA has managed to
record a growth of 9% in terms of Non - Life Insurance
GWP. This growth is on par with the growth of the
industry, and this is considered a significant achievement,
especially considering that in 2012 HNBA's growth was
amere 1% in a context where the industry expanded by
15%. It is further noted that HNBA achieved this high
growth without compromising profitability; in fact HNBA
managed to record an improvement in its Non - Life
Insurance Claims Ratio from 68% in 2012 to 66% in
2013. More details on our Non - Life Insurance business
performance are given in the Non - Life Insurance review,
appearing on pages 83 to 89.
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The GWP composition of the industry’s Life Insurance segment, together with the corresponding information relating to the

Company, is shown in the table below.

Life Insurance Industry HNBA
2013 2012 | Growth | Contribution | 2013 2012 | Growth | Contribution
2013 | 2012 2013 | 2012
Rs. Mn. | Rs. Mn. % % % | Rs. Mn. | Rs. Mn. % % %
New Business Premium 9,437 | 9,629 (2%) 23% | 26% 475 448 6% | 24% 30%
Renewal Premium 26,537 | 24,119 10% 65% | 65%| 1,089 903 21% | 54% 60%
Single Premium 3,564 | 2,408 48% 9% 6% 420 124 | 239% | 21% 8%
Group Life Premium 1,091 890 23% 3% 2% 31 25 25% 2% 2%
40,629 | 37,046 10% 2,015 1,500 34%

*Industry numbers for 2013 are provisional and have been sourced from the Insurance Association of Sri Lanka.

In the Life Insurance sector of the industry, new business
(which includes first premium and first year premium)
recorded a negative growth of 2% during the year,
compared to the 3% growth recorded in 2012. It is
observed that most companies of the industry have
recorded a drop in new business during the year and this
is considered a matter of serious concern across the
industry. Factors such as low disposable income and the
poor performance of the equity market, among others,
are believed to have yielded these dismal results. Despite
such a challenging environment however, HNBA has been
successful in generating a noteworthy achievement of 6%
growth in new business and it is our intention to develop
this segment further in 2014.

Growth in renewal premium in the industry stood at
approximately 10% during 2013, at a growth similar

to that recorded in 2012. In this segment, HNBA has
recorded an outstanding growth of 21%, following focused
efforts on renewal premium collections. Expansion of
collection centres, promoting standing order payment,
implementing payment options via partnership with

an extended number of banks and renewal premium
collection competitions are a few of the strategies utilised
in achieving this growth.

The industry has recorded the highest cluster growth

in the single premium cluster, which includes single
premium investment policies and Mortgage Reducing
Policies (MRP).This is mainly because many companies
were involved with the sale of single premium investment
policies during the year, identifying the lucrative

opportunity offered by an environment of declining interest
rates. HNBA too utilised this opportunity, and recorded an
impressive growth of 239% in GWP in the single premium
cluster, the highest growth amongst industry players,
mainly driven by the sale of single premium investment
policies.

Meanwhile, the group life premium cluster of the industry
also recorded a solid growth of 23% during the year,
compared to the marginal 1% growth recorded in 2012.
HNBA also identified the potential in this market, and was
able to record a growth of 25%.

Overall, it is observed that HNBA performed exceptionally
well during the year in the Life Insurance business, by
recording a 34% (2012 — 16%) compared to the 10%
(2012 — 5%) growth recorded by the industry. Whilst being
proud of this impressive growth, we intend to embark
upon steps to achieve a level of performance exceeding
the industry’s growth, in the coming years as well. More
details on our Life Insurance business are given in the Life
Insurance review appearing on pages 77 to 82.

Market Share

HNBA's overall market share is expected to have improved
to 4% during 2013, mainly following the impressive
performance in Life Insurance. Considering the Company’s
market share in Life Insurance, a growth from 4% in 2012
to 5% in 2013 is observed. However, the Company’s
market share in Non - Life Insurance is expected to remain
at around 3.3%, since the Company’s growth in this
segment is on par with the industry’s growth.
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Industry 2013 * 2012 2011 2010 2009
Rs. Mn. Rs. Mn. Rs. Mn. Rs. Mn. Rs. Mn.

Non - Life Insurance 56,565 51,835 45,349 35,101 33,485
Life Insurance 40,629 37,046 35,128 31,152 23,767
Total 97,194 88,881 80,477 66,253 57,252
Non - Life: Life 58:42 58:42 56:44 55:45 58:42
HNBA
Non - Life Insurance 1,863 1,711 1,694 1,344 1,131
Life Insurance 2,015 1,500 1,291 1,084 985
Total 3,878 3,211 2,985 2,428 2,116
Non - Life: Life 48:52 53:47 57:43 55:45 53:47
Market Share
Non - Life Insurance 3.3% 3.3% 3.7% 3.8% 3.4%
Life Insurance 5.0% 4.0% 3.7% 3.5% 4.1%
Total 4.0% 3.6% 3.7% 3.7% 3.7%

*Industry numbers for 2013 are provisional and have been sourced from the Insurance Association of Sri Lanka.

Meanwhile, although the Non - Life: Life GWP composition Life and Non - Life

of the industry has remained unchanged at 58:42, it is o

noteworthy that the business composition of HNBA has U ik bstioglenss

undergone a shift in 2013. Accordingly, the Non - Life: Life l l

business composition of HNBA was recorded at 48:52

in 2013, compared to 53:47 in 2012, indicating that the

Life Insurance business has surpassed the contribution of

the Non - Life Insurance business. /\ /\

Non - Life Life Non - Life Life
We consider this too as one of the most significant 58% 42% 48% 52%

achievements of the year as this is an outcome for which
we have been planning over a period of time. This shift is
desirable, mainly because achieving higher growth and
profitability is a tough task with the dominance of the Non
- Life Insurance business, especially due to its severely
price-competitive nature. Hence, this shift is likely to
enable HNBA to record considerable growth in volumes as
well as profitability in the coming years.




The Dawn of an Era of Regulatory
Changes:

Regulatory Review

The insurance industry of Sri Lanka is primarily governed
by the provisions of the Regulation of Insurance Industry
Act No. 43 of 2000 and the rules and determinations
issued thereon by the Insurance Board of Sri Lanka (IBSL).
Additionally, the industry is also governed by amendments
that have been made to this Act through the Regulation of
Insurance Industry (Amendment) Act No. 3 of 2011.

Segregation of Life and Non - Life Insurance
Businesses

One of the significant changes introduced for the
insurance industry via this amendment to the original Act
was the requirement for composite insurers to segregate
Life and Non - Life insurance businesses into two separate
companies by 2015.

As the deadline is fast approaching, during 2013 the
Insurance Board of Sri Lanka issued guidelines aimed
at assisting insurance companies in conducting this
segregation process with the minimum of interruptions.
These guidelines are titled “Guidelines on segregation
of insurers engaged in carrying on both Long Term

and General Insurance Businesses into two separate
companies in compliance with Section 53 of the
Regulation of Insurance Industry (Amendment) Act

No. 03 of 2011".
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In line with the said guidelines, the Company has already
devised a model that is expected to be followed in the
segregation process. Accordingly, the Company has
already incorporated a new company, namely “HNB
General Insurance Ltd", as a fully-owned subsidiary of
HNB Assurance PLC, and intends to transfer the existing
Non - Life Insurance business of HNB Assurance PLC

to the said subsidiary. Of the available options, this is
identified as the most favourable, as there are many
underlying advantages, mainly in respect of taxation,
transfer of business and subsequent business operations.
It is also our intention to minimise costs of operation
arising out of the segregation of the businesses, whilst
facilitating future business development opportunities.

The Company has submitted the proposed model to the
IBSL and the relevant approvals remain pending. We have
already incorporated the new company, HNB General
Insurance Ltd., and once relevant observations on our
model are received from the IBSL, application for the

Non - Life Insurance license for the new company can be
proceeded with. It is noted that HNBA is operating well
within the timelines stipulated in the segregation guidelines
and we are confident that the process can be managed
without any significant concerns in the future as well.
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HNBA's Proposed Model of Segregation

HNB Assurance PLC

Segregation guidelines issued by the IBSL allows certain operations of the businesses to remain
shared, whilst certain functions, such as distribution, underwriting, claims management, reinsurance
and customer services should be managed separately by the respective business lines.

As per our proposed model, Mr. Manjula de Silva, the existing Managing Director of HNBA, will continue
to be the MD/CEO of both companies, while two Chief Operating Officers (COOs) will be appointed to
manage the operations of the two entities. The distribution function and operational functions such as
underwriting, claims management and reinsurance, will be under the respective COOs. In addition, both
businesses will have a support services team specific to each business line, handling functions such as

Finance, HR, IT and Marketing.

The proposed model also envisages the establishment of a Group Shared Service function within HNBA
directly under the MD/CEOQ, including functions such as Finance (including the role of the CFO), IT, HR,
Marketing, Actuarial, Investments, Legal and Risk & Compliance supporting both business lines.

Costs of the direct functions will be charged directly to the respective business lines, whilst the costs
of Group Shared Services will be apportioned on a basis agreed upon by both companies. The cost
allocation basis will be communicated to the IBSL on an annual basis, in line with the segregation

guidelines.

HNBA has adequate internal capital to invest in the new
subsidiary company, while meeting both regulatory and
business needs.

The new subsidiary “HNB General Insurance Ltd.” will
commence its commercial operations with effect from the
1st of January 2015 in line with the guidelines issued by
the IBSL.

As noted above, HNB General Insurance Ltd. will initially
be a 100% owned subsidiary of HNBA. However,
necessary steps will be taken to comply with Rl
(Amendment) Act No. 03 of 2011 requiring the public
listing of all insurance companies by 2016.

Implementation of Risk Based Capital (RBC)

The IBSL has decided to implement a Risk Based Capital
(RBC) framework in Sri Lanka to monitor the insurance
companies in the country in place of the existing
solvency regime. The deadline given by the IBSL for such
implementation is January 2016.

In order to ensure the smooth transition from the current
solvency regime to RBC, the IBSL launched a RBC Road
Test from September 2012 to June 2013. Based on the
results of the Road Test, the IBSL issued the final draft of
the RBC Framework in October 2013, and it was decided
that a compulsory parallel run would be conducted in the
years 2014 and 2015 to assist insurers shift to the RBC
regime whenever they consider themselves to be ready.
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HNBA also participated in the RBC Road test from

its inception till the end, and provided all information
requested by the IBSL. In preparation for the adoption of
the RBC framework, the Company uses two independent
and separate actuarial consultants for Life and Non - Life
businesses. It is believed that the Company has made
considerable progress towards RBC implementation over
the last two years and the compulsory parallel run will
commence from the year 2014 onwards. Moreover, it is
strongly believed that the Company can implement RBC
requirements without any significant concerns by the
due date.

RBC Implementation Road Map

Road Test Compulsory Effective
September Parallel Run Implementation
2012 to June January 2014 January 2016
2013 to December onwards
2015

Minimum Stated Capital

The minimum stated capital requirement for new
insurance companies has been increased under the
above amendments, and accordingly all new insurance
companies are required to maintain a minimum stated
capital of Rs. 500 Million for each line of business, i.e.,
Rs.500 Million each for Life Insurance and Non - Life
Insurance businesses. The minimum stated capital for
existing insurance companies is also proposed to be
increased to Rs. 500 Million for each line of business.

In view of these developments, the Company increased its
stated capital to Rs. 1,172 Million, through a capitalisation

of reserves and a rights issue conducted during the year
2011 to ensure early compliance with the proposed rule.
Of this amount, Rs. 500 million is allocated to support
the Life Insurance Business on a notional basis while the
balance Rs. 672 million is currently available for the

Non - Life Business.

Changes in Accounting Standards

The Company implemented the new/revised Sri Lanka
Accounting Standards in the year 2012. There were no
significant changes to these accounting standards during
the year except LKAS 19 — Employee Benefits, and these
changes have been applied, as appropriate, in preparing
the financial statements for the year 2013.

Financial Information

Meanwhile, we have received an independent confirmation
from the Sri Lanka Accounting and Auditing Standards
Monitoring Board (SLAASMB) that the Company’s

financial statements for the year 2012 bear no material
misstatements.

In addition, certain new/revised accounting standards are
to become effective from the 1st of January 2014 and
information on such standards and their potential impacts
are detailed under Accounting Policies, in page 266.

There were no other significant changes in the regulatory
environment which bore a significant impact on the
Company’s operations.

It is the Company’s policy to expend maximum efforts to
comply with all applicable laws and regulations. We have
been successful in achieving full compliance with all the
regulatory requirements in the past and are committed to
achieving the same in the future.
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The Number Evidence:

Financial Review

We believe that sound and stable economic performance
underpins consistent social and environmental
performance and thus it is our ability to deliver stable
financial results through the years that has enabled us to
deliver positive impacts on our society and environment.
The ensuing discussion details our efforts to maintain
sustainable financials during the year under review, which
in turn create value to all our stakeholders.

Since inception, we have consistently improved our
turnover, measured by Gross Written Premium (GWP), as
well as Profit After Tax (PAT) every year, and over the past
five-year period we have maintained compound annual
growth rates of 13% in GWP (industry 11%) and 14%

in PAT.

Yearly Snapshot of Our Financials

Compound Annual Growth Rate
(CAGR) 2009-2013

GWP PAT

14%

13%

Continuing with this excellent track record, we delivered
sound financial results in the year 2013 as well. Despite
facing challenging conditions in the market, we continued
our growth momentum in all key financial aspects, and
ended the year on a triumphant note.

In reading our financials, it is pertinent to note that
information presented for the financial years 2013,

2012 and 2011 have been prepared in accordance with
the new Sri Lanka Accounting Standards (SLFRS/LKAS)
while financial information for the previous years, unless
otherwise stated, are as per the old Sri Lanka Accounting
Standards (SLAS).

Rs. Mn. Growth

2013 2012 2011, 2010 2009 2013 CAGR
Gross Written Premium 3,878 3,211 2,985 2,428 2,116 21% 13%
Reinsurance (526) (520) (493) (449) (454) 1% 3%
Net Change in Unearned Premium (83) 6 (142) (134) (94) | (1601%) (3%)
Reserves
Net Earned Premium 3,269 2,697 2,350 1,844 1,568 21% 16%
Other Revenue including Investment 937 737 467 517 469 27% 15%
Income
Net Benefits and Claims (Net) (1,568) | (1,155) (865) (648) (512) 36% 25%
Underwriting and Net Acquisition Costs (381) (348) (288) (165) (150) 10% 20%
Other Operating, Administration and (1,107) (981) (833) (747) (651) 13% 11%
Other Expenses
Change in Contract Liabilities - Life Fund (725) (556) (558) (532) (493) 30% 8%
Profit Before Taxation 425 394 272 270 231 8% 13%
Income Tax Expenses (36) (43) (26) (28) (29) (16%) 4%
Profit for the Year 389 351 246 242 202 11% 14%




Gross Written Premium

Gross Written Premium

- Company

(Rs. Mn.) (%)
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During 2013, we achieved a combined GWP of Rs. 3.9
Billion, recording a 21% growth over the Rs. 3.2 Billion
recorded in 2012. The Life Insurance business recorded
a GWP of Rs. 2 Billion, and became the Company’s first
business segment to cross this milestone. Meanwhile,
Non - Life Insurance recorded a moderate 9% growth,
achieving a GWP of Rs. 1.86 Billion during the year
compared to the Rs. 1.7 Billion made in 2012.

Gross Written Premium -
Company

mm Life
= Non - Life

Signifying another important step during the year, the
Company's GWP mix underwent a shift with Life Insurance
contributing the larger share, unlike in previous years
where Non - Life Insurance dominated. Accordingly,

Life Insurance contributed 52% of GWP while Non - Life
Insurance contributed 48%. A detailed analysis of the GWP
of Life Insurance is made on pages 77 to 80 and that of
Non - Life Insurance appears on pages 83 to 86.
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Reinsurance

During the year, the Company'’s reinsurance outgo
increased to Rs. 526 Million, recording a 1% increase
from the Rs. 520 Million ceded in 2012. Non - Life
Insurance, which accounted for 81% of the reinsurance
outgo in 2013, marked an 8% growth over 2012 while
Life Insurance, which accounted for the balance 19%,
decreased by 21% compared to 2012, largely due to a
restructuring of our Life reinsurance arrangements.

Reinsurance - Company

‘

81%
mm Life
= Non - Life

Net Earned Premium (NEP)

The NEP of the Company grew by 21% over the previous
year, achieving Rs. 3,269 Million as against the Rs. 2,697
Million recorded in 2012. This arose primarily from Life
Insurance, which recorded a NEP of Rs. 1,913 Million and
accounted for 59% of the combined NEP. Further, the NEP
growth in Life Insurance was recorded at 39% over the
previous year, and it is observed that the NEP growth rate
exceeds the GWP growth rate in Life Insurance due to the
lower reinsurance outgo.

Net Earned Premium -
Company

mm Life
= Non - Life

On the contrary, NEP on Non - Life Insurance was

limited to Rs. 1,356 Million, marking a low growth of 2%
compared to the 9% growth in GWP. The main reason for
the disparity in growth between Non - Life Insurance GWP
and NEP is the higher Non - Life GWP growth in 2013, as
against the 1% growth recorded in 2012, which resulted in
deferring a part of the GWP achieved to the next year as
Unearned Premium Reserves (UPR). The UPR adjustment
is made in Non - Life Insurance to match the GWP with the
period of insurance cover.
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Other Revenue

Rs. Mn. Growth in 2013
Other Revenue 2013 2012 2011
Interest and Dividend Income 785 655 479 20%
Net Realised Gains 53 7 1 635%
Net Fair Value Gains / (Losses) 13 (0) (71) (14,185%)
Fee and Commission Income 73 72 56 2%
Other Income 13 3 3 280%
Other Revenue 937 737 468 27%

The Company earned Rs. 937 Million as Other Revenue,
which comprises Interest and Dividend Income, Fee

and Commission Income and Realised/Unrealised Gains
from Investments. This achievement was 27% higher
than the Rs. 737 Million recorded in 2012, with the key
contribution stemming from Interest and Dividend Income
which grew by 20% and recorded Rs. 785 Million.

Other Revenue

62%

38%
mm Life
s Non - Life

The Company realised gains worth Rs. 53 Million during
2013, of which Rs. 46 Million was through the sale of
treasury securities classified as Available for Sale and Rs.
7 Million from the sale of investments in equity shares and
unit trusts classified as Fair Value Through Profit or Loss.

Fair value gains amounting to Rs. 13 Million arose from
equity shares and unit trusts classified as Fair Value

Through Profit or Loss (amounting to Rs. 7 Million) and
foreign exchange deposits (amounting to Rs. 6 Million).

Fee and Commission income, comprising policy fees,
profit commissions from reinsurers and profit from the
Title Insurance business, increased by just 2%.

Net Benefits and Claims

During the year under review, the Company incurred Rs.
1,568 Million as claims for Life and Non - Life Insurance
customers, marking a 36% increase over the Rs. 1,155
Million incurred in 2012. The increase is primarily due to
claims in Life Insurance, which accounted for 43% of total
net claims. An increase of 159% was recorded in Life
Insurance net claims, largely due to maturity claims that
arose from single premium investment policies sold a few
years ago.

It is also noted that we have paid out 48% of our NEP
as Net Claims and Benefits, a 5% increase compared to
2012.

Claims and Benefits

57%
43%

mm Non - Life
w Life

Underwriting and Net Acquisition Costs

Costs directly linked to acquisition of business such as
commissions for distribution channels, net of reinsurance
commission and underwriting related costs, amounted

to Rs. 381 Million, growing by 10% over 2012. This
indicates that during the year, 12% of our NEP was spent
on underwriting and acquisition of business, indicating a
marginal reduction compared to the 13% spent in 2012,
owing to the high NEP levels on Life Insurance.

It is noted that costs from Life Insurance, accounting for
86% of the total, was the key reason for the growth in




underwriting and net acquisition costs, while

Non - Life Insurance related costs remained unchanged.
This trend, however, is on par with the insurance industry,
where the higher acquisition costs in Life Insurance is a
normal phenomenon due to the high commissions paid to
intermediaries.

Underwriting and
Net Acquisition Costs

14% I

86% mm Life
= Non-Life

Operating, Administration and Other Expenses

The Company spent 29% of its GWP as operational

and administration expenses, which amounted to Rs.
1,107 Million. These expenses, consisting of salaries,
administration expenses, depreciation, amortisation,
investment-related expenses and all other expenses not
included under underwriting and net acquisition costs,
increased by 13% over the Rs. 981 Million recorded in
2012.

Increase in utility costs such as electricity (due to the hike
in prices during the first quarter of 2013) and rent on
buildings leased by the Company contributed considerably
to this growth. An increase was also experienced in

staff costs, due to the revision of salaries to align them
with the industry. On the marketing front, increase in
costs of marketing campaigns and advertising-related
costs also contributed to the increase in operational and
administration expenses. If taken as a percentage of NEP
however, operating, administration and other expenses for
2013 is at 34%, lower than the 36% recorded in 2012.
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Profit Before Tax (PBT)

Profit Before Tax - Company

mm Life
m Non - Life

The Company achieved a PBT of Rs. 425 Million in 2013,
recording a modest 8% growth over the Rs. 394 Million
achieved in 2012. The main reason for the lower growth
rate is attributable to the lower growth in Non - Life
Insurance profits. Nevertheless, this year too, the greater
contribution to PBT was from Non - Life Insurance, with a
profit of Rs. 244 Million, at 57% of total PBT. The balance
43% was received from Life Insurance, which recorded a
surplus of Rs. 181 Million.

Profit Before Tax
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Income Tax Expense

The income tax expense of the Company saw a 16%
decrease in 2013, declining to Rs. 36 Million from Rs. 43
Million in 2012. Under the tax regulations of Sri Lanka,
Life and Non - Life insurance profits are taxed separately.
As such, currently income tax is paid only on Non - Life
Insurance profits, since the Life Insurance business is still
operating at a tax loss, according to the applicable tax
rules. Although the Company’s profits are taxed at 28%,
our effective tax rate on Non - Life profit stood at 15% in
2013, marking a 4% decrease from 2012. Tax exempted
interest income from listed debentures is one of the key
reasons for the reduction in the tax expenses for the year.
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In addition, the higher underwriting loss recorded during
the year also explains the lower tax cost.

Profit After Tax (PAT)

Our post-tax profits increased by 11% over 2012 to reach
Rs. 389 Million from the Rs. 351 Million achieved in 2012,
enabling us to increase our Earnings Per Share from Rs.
7.02toRs. 7.78in 2013.

Vipula Dharmapala
Chief Financial Officer

Since inception, we have consistently improved
our turnover, measured by Gross Written Premium
(GWP), as well as Profit After Tax (PAT) every

year, and over the past five-year period we have
maintained compound annual growth rates of 13%
in GWP (industry 11%) and 14% in PAT.

Other Comprehensive Income

Other comprehensive income comprises gains and
losses arising from bringing financial assets and liabilities
classified as Available For Sale (AFS) to their market
values. As per the current accounting standards, these
should not be considered for the calculation of profits but
be disclosed separately.

During the year, the Company incurred a fair value loss
(net of taxes) of Rs. 4 Million, compared to the Rs. 6
Million gain made in 2012. This loss is primarily due to the
realisation of gains by trading investments classified as
AFS, which are then taken to the calculation of profit.

We have recorded Actuarial Gains/Losses on

Employee Benefit Liabilities (Gratuity) also under Other
Comprehensive Income w.e.f. the current financial year, in
line with the change in the relevant accounting standard,
LKAS 19 - Employee Benefits.
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Gross Written Premium Rs. 3,878 Million Growth : 21%

Non - Life Insurance

Life Insurance

Results
2013 :Rs. 1,863 Million
2012 :Rs. 1,711 Million

Results
2013 :Rs. 2,015 Million
2012 :Rs. 1,500 Million

Only a moderate growth was achieved in Motor and Fire
classes due to unsupportive market conditions

The Marine class recorded negative growth, and needs
greater focus

The Takaful business (Motor, Fire, Medical and Title)
looks promising and recorded Rs. 16 Million despite only
commencing during the latter part of 2013

Market Conditions

Motor
High import duties on motor vehicles resulted in a negative
growth in new motor vehicle registrations

Despite low interest rates, the growth in the leasing market
was limited

Stiff price competition among industry peers led to loss of
business

Non-Motor

High growth exists in the construction industry, but our
limited access to Government owned/managed projects
restricts the growth in the Fire class

Growth : 9% Growth : 34%
Class Rs. Mn. Growth | Contribution % Type Rs. Mn. Growth | % Contribution
2013 | 2012 | % 2013 | 2012 2013 | 2012 | % 2013 | 2012
Fire 318 295 8% | 17% | 17% Endowment 1,564 | 1,351 16% 78% | 90%
Motor 1,287 | 1,204 7% | 69% 70% Investment 311 31 897% 15% 2%
Marine 23 24 (2%) 1% 2% Annuity 15 9 65% 1% 1%
Miscellaneous 235 188 25% | 13% 11% MRP 89 78 14% 4% 5%
Total 1,863 | 1,711 9% | 100% | 100% Group Life 31 25 25% 2% 2%
Micro 5 6 (12%) 0% 0%
Commentary Total 2,015 | 1,500 34% | 100% | 100%
The Miscellaneous class grew by 25%, largely due to
growth in the Health class Commentary

Satisfactory growth was achieved in the Endowment
business as the Company focused on renewal collections

However, the growth in new business slowed down during
the year

New Single Premium Policies were extremely successful,
signaling an excellent exploitation of market opportunities

MRP achieved moderate growth towards the year end
Group Life performance improved significantly

More focus is needed to improve Micro Insurance

Market Conditions
Even though there was a growth in Per Capita GDP, the
industry experienced a negative growth in new business

Low interest rates created a demand for investment
products

Low growth in the housing loan market impeded MRP
growth in the first half of the year.
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Gross Written Premium

Rs. 3,878 Million

Growth : 21%

Non - Life Insurance

Life Insurance

Strategies Used

Motor
Reviewed the pricing structure and implemented price
revisions as appropriate, considering profitability

Introduced product extensions such as ‘MotorGuard’
eco insurance

Entered into strategic alliances with several leading
companies

Non-Motor

Reviewed the pricing structure and effected price revisions
on a case by case basis, considering client profitability

Strategies Used

Introduction of three new investment products which
generated Rs. 311 Million GWP

Focusing on new business growth through the
Bancassurance channel

Improving collection on renewals through new premium
payment methods, constant engagement with customers
and revival campaigns

Reinsurance Rs. 526 Million Growth : 1%
Non - Life Insurance Life Insurance

Results Results

2013 :Rs. 424 Million 2013 :Rs. 102 Million

2012 :Rs. 392 Million 2012 :Rs. 128 Million

Growth : 8% Growth : (21%)

Commentary Commentary

76% of GWP arose from Motor and Medical classes,
carrying little or no reinsurance

Restructuring Life reinsurance arrangements resulted in
significant savings

15% of GWP arose from Single Premium Investment
policies bearing a very low reinsurance cover, and thus
aided the decrease

Net Earned Premium

Rs. 3,269 Million

Growth : 21%

Non - Life Insurance

Life Insurance

Results
2013 :Rs. 1,356 Million
2012 :Rs. 1,325 Million

Growth : 2%

Commentary
Growth rate is low compared to GWP growth of 9%

The reason for such low growth is the Rs. 83 Million
transfer to Unearned Premium Reserves, compared to a
transfer from UPR of Rs. 6 Million in 2012, due to higher
GWP growth

Results
2013 :Rs. 1,913 Million
2012 :Rs. 1,372 Million

Growth : 39%

Commentary

Growth is higher than GWP growth due to lower
reinsurance outgo
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Net Claims and Benefits Rs. 1,568 Million Growth : 36%

Non - Life Insurance

Life Insurance

Results
2013 :Rs. 889 Million
2012 :Rs. 893 Million

Results
2013 :Rs. 679 Million
2012 :Rs. 262 Million

Growth : 0% Growth : 159%

Type Rs. Mn. Growth % Type Rs. Mn. Growth %
2013 | 2012 2013 2012
Fire 7 11 (39%) Death 36 40 (10%)
Motor 776 789 (2%) Maturity 581 160 262%
Marine 1 1 30% Annuity 2 1 62%
Miscellaneous 105 92 15% Surrender 39 44 (12%)
Total 889 893 0% Hospitalisation & other 21 16 32%
Total 679 261 160%
Commentary
Net claims in the Fire and Motor classes declined Commentary

compared to 2012 due to prudent underwriting practices
of the Company

The significant increase in Life Insurance net claims is
due to maturity claims which grew by 262%, due to the
maturities of Single Premium Investment Policies

All other claims were managed at normal levels

Net Claims Ratio

Non - Life Insurance

Life Insurance

Results

Claims Ratio
Non - Life Insurance
%)
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Commentary

The Claims Ratio refers to Net Claims as a percentage of
Net Earned Premium

The ratio is an indicator of the efficiency of balancing
claims and premiums and is one of the most important
KPIs of an insurer

Results

Claims Ratio -

Life Insurance
%)
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Commentary

Claims Ratio with maturities is Net Claims inclusive of
maturity claims as a percentage of Net Earned Premium.
The Claims Ratio without maturities excludes claims from
policy maturities, and is considered the more appropriate
indicator to understand trends
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Net Claims Ratio

Non - Life Insurance

Life Insurance

We have continuously reduced our Claims Ratio from 69%
in 2011 to 66% in 2013. The ratio for the year would have
been more favourable if our NEP recorded higher growth

While paying claims fairly, this was possible through
careful underwriting practices and the effective use of
management information

In 2012 and 2013, the Claims Ratio with maturities
increased due to the maturities of investment policies sold
in previous years

The ratio excluding maturities reduced to 5% from 8% with
the high NEP levels achieved by the Company

Expense Ratio

Non - Life Insurance

Life Insurance

Results

Expense Ratio -
Non - Life Insurance
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The Expense Ratio refers to Total Expenses as a
percentage of Net Earned Premium

The ratio is an indicator of the efficiency of balancing
expenses and premiums and is one of the most important
KPIs of an insurer

In 2013, our Expense Ratio increased by 5% to reach 39%
due to the 15% growth in expenses compared to the 2%
growth in NEP

Low growth in GWP and thereby NEP, is the chief reason
for the increase in the Expense Ratio. The total expenses
were managed within budgeted levels during the year

Increase in administration, staff and marketing expenses
could be cited as other reasons for the increase in the
Expense Ratio

Results

Expense Ratio -
Life Insurance
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Commentary
The Expense Ratio in Life Insurance is calculated similar to
Non - Life Insurance.

In 2013, the Expense Ratio reduced by 13%, falling to 47%
as expenses increased only by 11% while NEP grew by
39%

The total expenses were managed well below the budgeted
levels during the year
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Combined Ratio

Non - Life Insurance

Life Insurance

Results

Combined Ratio -
Non - Life Insurance
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Commentary

The Combined Ratio refers to the sum of Net Claims and
Total Expenses taken as a percentage of Net Earned
Premium

The ratio is an indicator of the overall efficiency of an
insurer, and is a main KPI

In 2013, our Combined Ratio increased by 3% to reach
105% although the Net Claims Ratio dropped by 2%, due
to the 5% increase in Expense Ratio

Greater focus is necessary for reducing this below 100%
over the next few years, especially with the requirement to
segregate Life and Non - Life Insurance businesses from
the year 2015 onwards

Results

Combined Ratio -
Life Insurance
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Commentary
The Combined Ratio in Life Insurance is calculated similar
to Non - Life Insurance

The ratio without maturities reduced to 52% due to the low
growth in expenses and claims and high NEP growth

Profit Before Tax Rs. 425 M

illion Growth: 8%

Non - Life Insurance

Life Insurance

Results

2013 :Rs. 244 Million
2012 :Rs. 229 Million
Growth : 7%

Profit Before Tax -
Non - Life Insurance
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Results

2013 :Rs. 181 Million
2012 :Rs. 165 Million
Growth : 10%

Life Surplus Transfer
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Profit Before Tax

Rs. 425 Million

Growth: 8%

Non - Life Insurance

Life Insurance

Commentary

Profit from the Non - Life Insurance business reached Rs.
244 Million, recording a 7% growth compared to Rs. 229
Million achieved in 2012

In Non - Life Insurance, PBT is made up of underwriting
results and investment and other income. Underwriting
results in Non - Life Insurance is the balance remaining
after incurring Net Claims and Total Expenses from Net
Earned Premium. In the Sri Lankan Insurance industry,

most insurers are still operating at an underwriting loss

Our underwriting results this year recorded a loss of Rs. 64
Million, 181% higher compared to the Rs. 23 Million made
in 2012

The main reason for this significant loss is the low growth of
2% in Net Earned Premium which was insufficient to cover
the 15% growth in Total Expenses despite maintaining Net
Claims slightly below the previous year’s level

Therefore, both NEP and expense management are key
focus areas for improvement in the coming year

Commentary

The Life surplus transfer is the share of Life Insurance profit
available for shareholders, subsequent to the year-end
valuation of the Life Fund by the Consultant Actuary and after
reserving due allowances for all liabilities, including bonuses
and dividends for Life Insurance policyholders

The Life Insurance surplus transfer recovered from its dip in
2012, and recorded a 10% growth to reach Rs. 181 Million

Returns to Shareholders and Policyholders

Shareholders

Life Insurance Policyholders

Gross Dividend

Results
2013 :Rs. 162.5 Million
2012 :Rs. 137.5 Million

Growth : 18%

Gross Dividend
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Commentary
Dividends are one key form of return for shareholders
Dividends paid to shareholders have continuously

increased, and in 2013, Rs. 162.5 Million was declared as
dividends, at an 18% increase compared to 2012

Annual Bonus/Dividends

Results
2013 :Rs. 120 Million
2012 :Rs. 91 Million

Growth : 32%

Policyholder Annual Bonus /
Dividends

(Rs. Mn.)
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Commentary
A part of the Life Insurance surplus is declared as an annual
bonus for policyholders

Rs.90 Million was declared as the annual bonus, 10% higher
thanin 2012

In addition, Rs. 30 Million was declared as dividends for
‘myfund’ policyholders
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Financial stability is of utmost importance to an insurer, who must hold sufficient assets to meet current and future liabilities
to its policyholders. This is displayed through the Statement of Financial Position, a summary of which is given below.

2013 2012 Growth Contribution
Rs. Mn. Rs. Mn. 2013 2012
% %
Assets
Intangible Assets and Property, Plant & 191 180 6% 2% 3%
Equipment
Financial Investments 6,656 5,704 17% 83% 81%
Loans to Life Policyholders 54 30 80% 1% 0%
Reinsurance Receivables 105 163 (35%) 1% 2%
Premium Receivables 301 247 22% 4% 4%
Other Assets 608 502 21% 7% 7%
Cash and Cash Equivalents 144 209 (31%) 2% 3%
Total Assets 8,060 7,035 15% 100% 100%
Total Equity 2,113 1,867 13% 26% 27%
Liabilities
Insurance Contract Liabilities - Life 4,348 3,626 20% 54% 52%
Insurance Contract Liabilities - Non Life 1,011 969 4% 13% 14%
Reinsurance Creditors 101 83 21% 1% 1%
Other Liabilities 486 489 (1%) 6% 7%
Total Liabilities 5,947 5,168 15% 74% 73%
Total Equity and Liabilities 8,060 7,035 15% 100% 100%
Total Assets Stability
Continuing our growth momentum, our total assets Rs. )

crossed the Rs. 8 Billion mark in December 2013,

recording a 15% growth over the Rs. 7 Billion achieved in

2012.

Total assets in Life Insurance grew by 19%, from

Rs. 3,875 Million in 2012 to Rs. 4,598 Million in 2013,
while total assets in Non - Life Insurance (including
shareholders’ funds) reached Rs. 3,462 Million, marking a
10% growth over the Rs. 3,160 Million recorded in 2012.
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Financial Investments

Being an insurer, the funds of our policyholders as well as
shareholders are held in the form of financial investments.
As at the end of 2013, 83% of our total assets were held
in financial investments which ranged from Government
securities to term deposits and corporate debt, and
during the year, financial investments increased by 17% to
reach Rs. 6,656 Million, from Rs. 5,704 Million in 2012.

Financial Investments 2013

5%

14%
mm Held To Maturity
mm Available For Sale

Fair Value Through Profit or Loss
B | oans and Receivables

Financial Investments 2012

49%
mm Held To Maturity
mm Available For Sale

Fair Value Through Profit or Loss
| oans and Receivables

7%

As per the present accounting standards, financial
investments are classified into four categories, Loans

and Receivables (L&R), Fair Value Through Profit or Loss
(FVTPL), Held To Maturity (HTM) and Available For Sale
(AFS). The graph above gives the composition of our
financial investments according to this classification.
Further details on financial investments are provided in the
Investment Management Review appearing on pages 90
to 92.

Intangible Assets and Property, Plant & Equipment
We held only 2% of our total assets in Intangible Assets
and Property, Plant & Equipment, amounting to

Rs. 191 Million (2012: Rs. 180 Million). All such assets
are being used for the operations of the Company.

Policy Loans, Premiums Receivable and
Reinsurance Receivables

Policy Loans, which are loans granted to active Life
Insurance policyholders, amounted to Rs. 54 Million,
accounting for 1% of the total assets. Accordingly, Policy
Loans have increased by 80% over 2012, due to the
increase in the number of policies eligible for obtaining
such a loan.

Premiums receivable from customers, which amounted to
Rs. 301 Million grew by 22% due to the higher growth in
Non - Life GWP during the latter part of the year.

Amounts receivable from reinsurers decreased by 35% to
reach Rs. 105 Million, largely due to higher reinsurance
receivables in Life Insurance during 2012 over a few MRP
claims which carried high reinsurance coverage.

Shareholders’ Funds

During 2013, the Stated Capital of the Company remained
at Rs. 1,171.87 Million while revenue reserves net of Life
Policyholders Reserve Fund amounted to Rs. 941 Million.
Total Shareholders’ Funds grew by 13%, to reach Rs.
2,113 Million by the year end (2012: Rs. 1,867 Million),
the growth primarily being attributable to the 11% growth
in post-tax profits in 2013.

Life Insurance Contract Liabilities

The Life Insurance Contract Liabilities, which refers to the
reserves made to meet the future claims and maturities
of Life Insurance policyholders, grew by 20% to reach Rs.
4,348 Million at the year-end (2012: Rs. 3,626 Million).
The report on the valuation of the Life Fund, conducted by
the appointed independent Consultant Actuary

Mr. M. Poopalanathan from Actuarial and Management
Consultants (Pvt) Ltd. appears on page 235. As
recommended by the Consultant Actuary, adequate
provisions, including those for bonuses and dividends

to policyholders, solvency margins and other required
reserves, have been made.

In addition, a Liability Adequacy Test (LAT) was performed
for the Life Insurance Reserves as required by SLFRS

4 —Insurance Contracts, to identify whether the recorded
reserves are adequate to meet future liabilities. The LAT
for Life Insurance was performed by Mr. John C Vieren
(FSA, MAA), an independent Consultant Actuary from the
Pinnacle Consulting Group Ltd. and it has been concluded
that the recorded reserves in respect of the Life Insurance



business of the Company as at the 31st of December
2013 are adequate to meet the future liabilities of the
business.

Non - Life Insurance Contract Liabilities

Comprising reserves relating to the Non - Life Insurance
business, which includes Net Unearned Premium
Reserves, Reserves for Claims Outstanding, Incurred But
Not Reported (IBNR) Claims Reserves and Incurred But
Not Enough Reported (IBNER) Claims Reserves, the Non -
Life Insurance Contract Liabilities crossed the Rs. 1 Billion
mark in 2013, to record Rs. 1,011 Million by the year
end. This marks a growth of 4% compared to the Rs. 969
Million in 2012.

All reasonable steps have been taken to ensure that
adequate provisioning for Claims Outstanding, including
provisions for IBNR and IBNER reserves, are maintained.
To assist the Company on IBNR and IBNER reserve
calculations, an Independent Actuary (NMG Consulting)
has been appointed.

Further, we have also performed a Liability Adequacy

Test (LAT) for Non - Life Insurance Reserves, as required
by SLFRS 4 - Insurance Contracts, to ascertain whether
the recorded reserves are adequate in meeting future
liabilities. The LAT was also performed by the Independent
Actuary of the Company (NMG Consulting) and it has been
concluded that the recorded reserves in respect of the
Non - Life Insurance business of the Company as at the
31st of December 2013 are adequate to meet the future
liabilities of the business.
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Solvency Margins

Insurers need to maintain their asset liability mix adhering
to the Solvency Margin criteria, as per the guidelines
issued by the Insurance Board of Sri Lanka (IBSL).
Further, it is also believed that the Solvency Margin also
determines the quality of an insurer’s financial position.

It is observed that the Company comfortably met the
Solvency Margin criteria throughout the year in both Life
Insurance and Non - Life Insurance segments.

Non - Life Insurance Solvency Margin

As at the year-end of 2013, the admissible assets in
Non- Life Insurance amounted to Rs. 2,357 Million (2012:
Rs. 2,076 Million) while the total liabilities amounted to
Rs. 1,237 Million (2012: Rs. 1,157 Million), resulting in
an Available Solvency Margin of Rs. 1,120 Million. As

the Required Solvency Margin in Non - Life Insurance
amounted to Rs. 288 Million, the Company was able to
surpass the Required Solvency Margin by 3.89 times
(2012: 3.48 times).

Life Insurance Solvency Margin

The Company recorded a Solvency Margin Ratio of 2.04
times in Life Insurance (2012: 2.28 times) as at the year-
end, by maintaining an Available Solvency Margin of

Rs. 412 Million, whereas the Required Solvency Margin
was Rs. 202 Million. This achievement was made
possible with admissible assets in Life Insurance
amounting to Rs. 4,752 Million (2012: 4,042 Million) and
the total liabilities amounting to Rs. 4,340 Million (201 2:

3,662 Million).

Non - Life Insurance Business
Line |ltem 2013 2012

Rs. Mn. Rs. Mn.
1 Value of Admissible Assets 2,357 2,076
2 Amount of Total Liabilities 1,237 1,157
3 Available Solvency Margin [Line 01 minus Line 02] 1,120 918
4 Required Solvency Margin 288 264
5 Solvency Ratio Times [Line 03 divided by Line 04] 3.89 3.48
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Line |Iltem 2013 2012
Rs. Mn. Rs. Mn.
Value of Admissible Assets 4,752 4,042

2 Amount of Liabilities:
2.1 Policy Liabilities 4,033 3,332
2.2 Other Liabilities 307 330
3 ASM [Line 01 divided by Line 02] 412 380
4 Factor 5% 5%
5 RSM (Required Solvency Margin) 202 167
6 Solvency Ratio [Line 03 divided by Line 04] 2.04 2.28

Approved Assets

Approved Assets defined as per Section 25(1) of the Regulation of Insurance Industry Act No 43 of 2000 and the

Determination made by the IBSL in terms of the said Act is also an important requirement that every insurer in the country

should comply with throughout the year.

2013 2012
Non - Life Insurance Business
1. Approved Assets maintained in Non - Life Insurance Business (Rs. Mn) 1,935 1,786
2. Technical Reserve (Rs. Mn) 925 856
3. Approved Assets in Excess of the Technical Reserve (Rs. Mn) 1,010 930
4. Approved Assets as a % of the Technical Reserve 209% 209%
5. Required Ratio 100% 100%
Life Insurance Business
1. Approved Assets maintained in Life Insurance Business (Rs. Mn) 4,350 3,661
2. Life Insurance Fund (Rs. Mn) 4,272 3,547
3. Excess in Approved Assets over the Life Insurance Fund (Rs. Mn) 78 114
4. Approved Assets as a % of Life Insurance Fund 102% 103%
5. Required Ratio 100% 100%
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Excellence Delivered: Gross Written Premium

Life Insurance Operations Review Gross Written Premium -
Life Insurance

A Competitive Landscape Rs. Mn)
Despite the improvements 2,500
witnessed in the economic

arena, the year 2013 was z°§;f,/°°m"
not a year of glory for the
Life Insurance industry. With
the prevailing low interest
rates and low rates of
inflation, it would have been
prudent to assume that more
economic agents would opt
for Life Insurance policies,
but this did not materialise.
In particular, the industry experienced very low
performance with regard to acquiring new business, and
concurrently, the fluctuations in the equity market meant
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Year 2013 closed as a remarkable one for our Life
Insurance business, with its GWP crossing the Rs. 2 Billion
mark, becoming the Company’s first business segment

to cross this milestone. Life Insurance GWP also attained
an outstanding growth of 34% over 2012, the highest

! . o annual growth recorded during the past 6 years. This Life
that investment oriented products, such as unitlinked Insurance GWP growth is observed as having comfortably

msurance pohue_s, were less at_tractwe in the ”?arket- As outperformed the industry growth, which was recorded at
per currently available information, the generation of new 10%

business by the industry experienced a negative growth of
2% during 2013, whilst the overall growth in the industry
was recorded at approximately 10%.

Gross Written Premium -
Life Insurance (Growth)
%

However, despite these challenges and slow growth 35( )

conditions, the Company exhibited unparalleled resilience .

and immense drive, which enabled it to record exceptional
results compared to the market. Details of the excellence
we delivered appear below.

5
2000 2010 2011 2012 2013
Year

Life Insurance Business Mix

Type Rs. Mn. Growth % % Contribution

2013 2012 2013 2012
Endowment New Business 475 448 6% 24% 30%
Endowment Renewal Business 1,089 903 21% 54% 60%
Investment 311 31 897% 15% 2%
Annuity 15 9 65% 1% 1%
MRP 89 78 14% 4% 5%
Group Life 31 25 25% 2% 2%
Micro 5 6 (12%) 0% 0%
Total 2,015 1,500 34% 100% 100%




/8

HNB Assurance PLC
Integrated Annual Report 2013

Management Discussion and Analysis

Endowment Policies

Endowment policies continued to be the main premium
generator in our product portfolio, contributing 78% of the
total Life Insurance GWP. Endowment renewal premiums
generated Rs. 1,089 Million, at a growth of 21% over
2012, while new business recorded a premium income

of Rs. 475 Million, at a growth of 6%. It is noted with
pride that both endowment renewal and endowment new
business categories surpassed industry growth, recorded
at 10% and negative 2%, respectively.

Class-wise GWP -
Life Insurance 2013

1% % 2

15%

mm Fndowment
mm |nvestment
Annuity

= VRP
78% mm Group Life
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In 2013, one of the key changes that occurred in our
product portfolio was the restructuring of the “Ranmaga”
product from a bonus-entitled (Participating) product to

a fund-based (Non-Participating) product. This change,
while ensuring the balance of our product portfolio,

also enabled us to meet the changing needs of society.
Accordingly, a policyholder can now use the new
“Ranmaga” policy to build a fund for the future while
reaping advantages from the surgical rider benefit.
Although a slight decline was experienced in new business
generation under the “Ranmaga” product during the initial
part of the year following this re-structuring, the latter
months of the year saw a revival, enabling the product to
contribute approximately Rs. 76 Million to the overall GWP.

Single Premium Policies

In 2013, the Sri Lankan economy experienced a trend
of declining interest rates, and this in turn boosted our
performance, especially with regard to the sale of single
premium policies.

It was observed that the dip in interest rates created an
opportunity to offer an attractive investment product, by
leveraging on the synergies achieved by the Company’s
investment management function. Accordingly, three
new single premium investment policies were introduced
during the year and the attractive rates offered enabled
us to generate Rs. 311 Million via these three products.
Consequently, the contribution of the investment policies
to the overall GWP increased from 2% in 2012 to 15%
in 2013.

Meanwhile, the decline in interest rates increased
borrowings in the economy, especially in the form of
mortgages, which enabled the mortgage reducing policies
(MRP) offered by the Company to record a growth of 14%
in 2013 and contributed 4% towards of the Life Insurance
GWP. Simultaneously, the Company’s annuity product also
recorded a 65% growth over the previous year. Group
business maintained a consistent growth of 25%, while
micro insurance reported a negative growth of 12% during
the year.

Prasantha Fernando
General Manager - Life

Year 2013 closed as a remarkable one for our Life
Insurance business, with its GWP crossing the Rs. 2
Billion mark, becoming the Company'’s first business
segment to cross this milestone. Life Insurance
GWP also attained an outstanding growth of 34%
over 2012 and comfortably outperformed the
industry growth, which was only 10%.



Channel Mix

Channel-wise GWP -
Life Insurance 2013
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mm Insurance Advisors
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mm Direct

When considering the contribution of the various channels
to the Life Insurance GWP performance, it is observed
that the advisor channel maintained its dominance,
despite its share reducing slightly from 78% in 2012 to
75% in 2013. Such reduction is partly attributable to

the Company’s efforts to strengthen the bancassurance
channel, as evidenced by the 42% growth recorded by
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Channelwise GWP -
Life Insurance 2012
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mm Insurance Advisors
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this channel, contributing approximately Rs. 390 Million
inclusive of MRP business channeled through HNB
branches towards Life Insurance GWP. Further, GWP
from the bancassurance channel 