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OUR VISION & MISSION

OUR VISION

Safety Net and Protection for all needy insurable sectors.

OUR MISSION

To contribute towards the social and economic development of Sri Lanka through:
o Affordable, efficient and progressive insurance schemes for all insurance needy
segments in society.
o Providing solutions to local market to cover high risks arising from changing needs
through pooling and other arrangements.
O Creating a reinsurance market in Sri Lanka to provide additional capacity to the

local insurance market.



WHO WE ARE

The National Insurance Trust Fund was established by the National Insurance Trust Fund Act, No. 28 of 2006
(NITF Act). Its contribution towards the economy encompasses the provision of Reinsurance, Strike, Riot,
Civil Commotion and Terrorism Insurance, Agrahara Medical Insurance, Health Insurance, other forms of

General Insurance. As per the NITF Act, the Strike, Riot, Civil Commotion and Terrorism Fund was originally

managed by the Ministry of Finance and Planning and thereafter was absorbed by NITF. All insurers who issued
insurance covers against strike, riot, civil commotion and terrorism risks on behalf of NITF were required to
remit premiums collected on same to the latter. As per a government Gazette Notification No. 1791/4 of 3ist

December 2012, all primary insurers are now required to cede 30% of their total reinsurance premium arising

out of every general reinsurance contract to NITF.

At present, the National Insurance Trust Fund is the only Sri Lankan body which provides reinsurance cover
to primary insurers. The Agrahara medical insurance scheme was implemented by the Ministry of Public
Administration Circular No: 12/2005 and it came under the purview of NITF from 1st of January 2006. It

provides benefits to Married Employees of Members, Spouse and Children (only if they are unmarried,

unemployed and below 21 years old) and Unmarried Employees - Member, Parents (only if the parents

are below 70 years old) Offering multiple benefits at lower premiums. A key competitive advantage is
our turnaround time in relation to claim acceptance and payout which is one of the best in the country.
The adoption of new technologies has enhanced our internal and external efficiencies while contributing

substantially towards the bottom-line.
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OUR CORPORATE VALUES

Our six core corporate values form a firm foundation and guideline for the way in which we
approach our business

Customer Focus

Continuous
Improvements
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FINANCIAL HIGHLIGHTS -2020

Table: Financial Highlights

2020 2019

LKR LKR

Gross Written Premium 9,818,040,011 12,693,194,645
Net Earned Premium 17,475,027,816 16,448,026,766
Profit Before Tax (PBT) 8,865,926,371 3,008,486,066
Profit After Tax (PAT) 7,526,099,442 3,114,086,727

Total Assets

27,358,314,000

20,706,947,980

Contribution to the Consolidated Fund

782,000,000 3,267,970,000

Return on Assets (%)

27.77% 15.04%

VALUE ( LKR)
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GOALS AND OBJECTIVES

1. To make all Socially Oriented Insurance Schemes sustainable by achieving break-even
position by 2022.

2. To develop the Commercial General Insurance business and make it a significant
contributor to the profitability of the NITF.

3. To become the best customer service provider within the public sector leveraging the
new customer service center and call center to be established at the new premises.

4. To become a regional player in the South Asia region in Reinsurance by in 2023
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CHAIRMAN’S MESSAGE

Presentation of Annual Report 2020

On behalf of the National Insurance Trust Fund | am privileged
to present the Annual Report of the National Insurance Trust
Fund for the financial year ended 31st December 2020. Even
though the COVID-19 pandemic disrupted the socioeconomic
landscape dramatically, elevating uncertainty and risks at
every level, both locally and globally the National Insurance
Trust Fund proved its ability to adjust rapidly as we leveraged
technology and adapted to live, earn and learn in a new norm,
sharing the responsibility to stay safe as well as keep our
communities safe and create a significant value addition to
our stakeholders with significant growth.

Performance and Contribution of the National Insurance
Trust Fund

Despite operating in an insurance market that was
experiencing a slowdown, the NITF recorded a moderate
decline in Gross Written Premium which was LKR 9.8 billion in
2020 against LKR 12.7 billion in 2019. Making this achievement
an even more impressive one, NITF recorded its highest ever
After Tax Profit of LKR 7.5 billion for the financial year 2020
against LKR 3.1 billion in 2019. NITF also obtained a Fitch rating
of A+ (Ika), which confirms its financial soundness of the year

2020.

Despite operatingin aninsurance market
that was experiencing a slowdown,
the NITF recorded a moderate decline
in Gross Written Premium which was
LKR 9.8 billion in 2020 against LKR 12.7
billion in 2019. Making this achievement
an even more impressive one, NITF has
also recorded its highest ever After Tax
Profit of LKR 7.5 billion for the financial
year 2020 against LKR 3.1 billion in 2019.

Appreciation

| would like to convey my gratitude to the Honorable Prime
Minister and Minister of Finance (2020) Mahinda Rajapaksa
under whose purview this institution operates. | would also
like to acknowledge the support received from the Secretary
to the Treasury and all of the other Treasury officials with
whom NITF interacts closely. My sincere appreciation extends
to the Chairperson, Director General and officials of the
Insurance Regulatory Commission of Sri Lanka (IRCSL), the
regulators of the insurance industry. Finally, | would like
thank my fellow Members of the Board, the Chief Executive
Officer as well as the employees of NITF for their unwavering
commitment and dedicated support throughout the year.

A-lol

Mawahib Mowjood
Chairman
21.05.2021



CEO’S REVIEW

In 2020 saw an upheaval throughout the world as the
COVID-19 pandemic crossed borders with ease, necessitating
unprecedented border closures, business closures, job losses
and heartrending tragedy throughout the world. Lifestyles
changed dramatically as social distancing and working from
home became the norm and all who could afford it embedded
digital platforms into their lifestyles and National Insurance
Trust Fund also adopted to this life styles in order to cater to
their stakeholders. It is my great pleasure to announce that
despite the prevailed unfavorable situation of the COVID-19
pandemic for insurance National Insurance
Trust Fund (NITF) has been able to record a satisfactory
performance in 2020 in terms of net earned premium growth,

profit growth and customer service.

industry,

The financial year 2020 was a relatively satisfactory year from
both operational and financial perspectives, when compared
to the year 2019 during which the country faced large scale
floods. It is also important to emphasis that NITF obtained
an A+ credit rating from Fitch Rating Lanka, endorsing the
resilience of NITF by reflecting the financial stability, even
after payment of huge amount of claims particularly due to
floods in previous years and functioning under the pandemic
of Covid-19 in 2020.

Financial Progress

NITF has managed its financial portfolio efficiently during the
period of year 2020 to enhance its financial strength relative
to 2019, while providing pleasing service to its customers. The
Gross Written Premium in 2020 recorded as Rs. 9.818 billion
compared to Rs. 12.693 billion in 2019, showing a moderate
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Gross Benefits and Claims incurred
in 2020 has declined by 19.69% up to
Rs. 7.978 billion which was Rs. 9,934
billion in 2019. The reason for this
is due to less claims payments of
Reinsurance and Agrahara Medical
Insurance Scheme as well as Natural

Disasters claims payments in 2020

decline of 22.65% in 2020 compared to 2019. This was
mainly due to trivial decline in Gross Written Premiums of
Reinsurance and Strike, Riot, Civil Commotion and Terrorism
Fund. Net Earned Premium in 2020 has increased to Rs. 17.475
billion from Rs. 16.448 billion in 2019, reporting a slight growth
of 6.24%.

On the other hand, the Gross Benefits and Claims incurred in
2020 has declined by 19.69% up to Rs. 7.978 billion which was
Rs. 9,934 billion in 2019. The reason for this is due to less claims
payments of Reinsurance and Agrahara Medical Insurance
Scheme as well as Natural Disasters claims payments in 2020.
As a result, the Total Comprehensive Income has increased
to Rs. 7.652 billion in 2020 from Rs. 3.631 billion in 2019. It is a
110.74% increase compared to previous year.

When considering the financial position, during the year
2019 and 2020, Total Equity and Total Assets have moderately
increased from Rs. 7.192 billion to Rs. 14.062 billion and
from Rs. 20.707 billion to Rs. 27.358 billion respectively.
Furthermore, the Total Liabilities has also fallen down slightly
to Rs. 13.295 billion in 2020 with a 32.12% reduction from Rs.
13.515 billion in 2019.

The Financial Assets recorded a substantial increase of
40.28 % from Rs. 15.445 billion in 2019 to Rs. 21.666 billion in
2020. The main reason for this increase is due to the growth
in Government Securities such as Treasury Bills. Further,
the worth of Property, Plant and Equipment has also been
increased slightly to Rs. 42.225 billion in 2020 compare to the
Rs. 40.497 billion in 2019, which is a 4.27% increase.
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When considering the financial progress and grade of the
Fitch Rating of A+, National Insurance Trust Fund displayed
a sound financial position mainly due Total Comprehensive
Income, Total Assets and A+ credit rating.

Operational Progress

In 2020, the partitioning and renovation of the new office
premises of National Insurance Trust Fund (at No. 95, Sir
Chittampalam A. Gardiner Mawatha, Colombo-02) has
been carried out to make a better working environment for
employees and customer friendly institution.

Appreciation

| would like to convey my gratitude and appreciation to our
Senior Management for their perseverance sustained effort
towards the achievements of 2020 and our employees for
their continued dedication and loyalty to the insurance
business of NITF. | also wish to thank the public and the
customers of NITF who are the driving factors of ours, for
their trust and sincere cooperation. Further, | would like
to extend my sincere appreciations to the Chairman and
the Board of Directors, Officers of Ministry of Finance and
Officers of Insurance Regulatory Commission of Sri Lanka for
their support during the year 2020 and look forward to serve
the people contributing to the social security in a better
manner, in future.

h

Manjula Hettiarachchi
Chief Executive Officer (Acting)
18.06.2021



MANAGEMENT
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ENVIRONMENTAL REVIEW

The Sri Lankan environment as well as global environment
substantially influence the operations of the National
Insurance Trust Fund. 2020 was indeed a year for putting
people first as National Insurance Trust Fund dealt with
the pandemic, ensuring access to insurance services while
ensuring the health and safety of employees, customers and
other stakeholders of National Insurance Trust Fund. Global
and Sri Lankan socio-economic developments carry a risk
of failure and this is mostly mitigated by obtaining insurance
covers taken from insurance companies in Sri Lanka as well as
from NITF. Consequently, the insurance companies transfer
their risks by reinsuring 30% with NITF and the rest of the
portion with the foreign reinsurers. Hence the NITF needs to
evaluate the economic and insurance industry developments
in the country when it makes strategic decisions.

Sri Lankan Economy

Like many economies in the world, Sri Lanka's economy also
felt the devastating impact of the pandemic. Sri Lanka's
economy contracted by 3.6 percent in 2020, the worst growth
performance on record, as is the case in many countries
fighting the pandemic.

Government acted decisively with steps such as cash
transfers and postponed tax payments. The Central Bank's
introduction of a debt moratorium and other measures to
encourage lending also helped reduce the adverse impact
of COVID-19 on businesses and livelihoods. At the same
time, increased expenditures and lower revenues amid
the pandemic contributed to a deterioration of the fiscal
situation. Public debt was estimated to have increased to
109.7 percent of GDP.

Sri Lankan Insurance Industry

Many developments took place within the industry during
the first half of 2020, where insurers needed to re-engineer
operating models to stay efficient in the post COVID-19 era
while having an eye on competitive edge. A crisis such as
COVID-19 affects all business sectors. It also put a spotlight
on insurers who expect to be inundated with general inquiries
and claims across multiple different lines, whether that
be for health, life or non-life cover. Balancing the need for
responding to this influx of activity in the contact centers with
a quickly shifting remote workforce is an area that insurers
have worked to address during 2020.

Looking at the Sri Lankan insurance industry, life insurers
were impacted by the deteriorated economic activity and
employment levels caused by the Coronavirus. The reduced
consumer spending led to policyholder's being unable to pay
premiums whereas for general insurers, the pandemic took a
toll on the premiums of business lines such as travel, tourism
and casualty.

In 2020, the pandemic has made everyone aware of health
risks and this has brought in a sense of security and more
awareness about loss of income of self-employed and also
others. Insurers spend significant amounts of resources
to spread awareness and the pandemic has uplifted the
level of awareness of risk that can be mitigated through life
insurance. During the year 2020, Life and health insurance
businesses have improved due to this increased awareness
resulting from the outbreak of COVID-19.

In 2020 as a matter of fact, Reinsurers may have dictated terms
of underwriting such risks and thereby treating the insurer as
an agent. Insurers need to grasp their own original thinking to
underwrite risk and price it to add value to the policyholder.
With respect to the aging population of Sri Lanka, general
insurers may need to innovate universal medical products as
a response to trends in a post COVID-19 era.
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FINANCIAL REVIEW -2020

Financial highlights can be epitomized as follows.

2015 2016 2017 2018 2019 2020 Growth
LKR LKR LKR LKR LKR LKR (2019-
million million million million million million 2020)
Gross Written Premium 5,063 6,814 9,071 9,684 12,693 9,818 -22,65%
Net Earned Premium 7,931 8,851 11,614 13,653 16,448 17,475 6.24%
Profit Before Tax 4,391 2,840 1,077 3,289 3,008 8,866 194.70%
Profit After Tax 4,304 2,840 976 3,183 3,114 7,526 141.68%
Total Assets 12,233 19,516 18,553 15,595 20,707 27,358 32.12%
Net Benefit and Claim 3,225 5,543 9,901 9,691 12,079 7,955 -34.15%
Investment & Other Income 850 984 1,143 1,343 1,265 1,385 9.51%
Other Revenue 856 989 1,149 1,460 1,269 1,387 9,28%
Total Equity 8,655 7,565 7,146 6,956 7,192 14,062 95.52%
Return on Assets 35.18% 14.55% 5.26% 2.4% 15.04% 27.51% 82.91%
Gross Written Premium (LKR million) Net Earned Premium (LKR million)
20,000
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Other Revenue (LKR million)
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During the year 2020, National Insurance Trust Fund recorded
a Gross Written Premium of LKR. 9.82 billion against LKR 12.69
billion in 2019. This is a decline of 22.65%. This is mainly due
to moderate decrease in premium from Strike, Riot, Civil
Commotion and Terrorism Fund and inward reinsurance. NITF
recorded a Net Written Premium of LKR 15.81 billion which is a
moderate increase of 12.74% from LKR 18.12 billion in 2019. Net
Earned Premium recorded a slight growth of 6.24% in 2020 by
increasing to LKR 17.47 billion in 2020 from LKR 16.45 billion
in 2019.

Profit after Tax substantially increased to LKR 7.53 billion
in 2020 from LKR. 3.11 billion in 2019. This is mainly due
to a reduction in Net Benefits and Claims and reduction in
Underwriting and Acquisition Cost. Other Revenue of LKR 1.39

Table: NITF Income from Insurance Products

Total Assets (LKR million)

30,000 358
25,000
19,516 18,553 20,707
20,000
15,695
g 15,000 .
10,000
5,000
0
2015 2016 2017 2018 2019 2020

billion during the period under review vis a vis LKR1.27 billion
in 2019 was attributable to improved interest income that
accrued as a result of increased liquidity.

NITF's Total Assets substantially increased to LKR 27.36
billion, from LKR 20.71 billion in 2019 . This increase of 32%
is attributable to substantial growth in Financial Assets and
Premium Receivable. In the meantime, Total Equity also
increased substantially LKR 14.06 billion in 2020 versus
LKR 7.19 billion in 2019. This growth of 95% is mainly due to
increase in Retained Earnings.

Review of Income

Income of the National Insurance Trust Fund can be dissected
and illustrated as follows.

2017 2018 2019 2020
Inward Reinsurance 3,683,389,120 4,056,395,150 4,173,714,909 3,235,474,242
SRCC & Tr Premium 4,036,282,848 4,581,640,544 6,307,350,365 6,088,496,099
General Insurance - Motor 417,885,956 422,117,039 390,150,125 260,600,235
General Insurance - Non Motor 413,720,543 103,722,015 301,979,246 213,469,435
National Natural Disaster Premium 500,000,000 500,000,000 1,500,000,000 0
Medical scheme for Parliamentary members 20,000,000 20,000,000 20,000,000 20,000,000
Contribution Received for Agrahara 2,726,522,599 4,017,420,904 4,838,723,551 5,469,298,738
Crop Insurance Levy Collected 1,878,361,459 2,138,167,676 1,780,383,987 1,626,851,259
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Agrahara Medical Insurance Scheme
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‘Agrahara’ is Sri Lanka’s largest medical insurance scheme with a membership of over 845,000. The scheme extends to the
families of members, which takes the coverage to nearly 2.3 million Sri Lankans. This is a contributory scheme where a nominal
monthly contribution is deducted from salaries from all pensionable Government officers.

During the 2020 financial year Agrahara received a contribution of LKR 782 million from the Treasury and collected LKR 4.09
billion through member contributions. The total of Agrahara medical insurance scheme paid claims amounted to LKR 4.173

billion during the year.

Table: Classification of Revenue

2020 LKR 2019 LKR 2018 LKR

Contribution from Members

4,090,359,038

3,617,114,527 2,959,518,379

Contribution from the Treasury 782,000,000 767,970,000 750,000,000
Pensioners Insurance Scheme 166,837,400 142,321,400 101,282,200
Semi Government Scheme 430,102,300 311,317,625 206,620,325

5,469,298,738

4,838,723,552 4,017,420,904

The Agrahara Gold and Silver medical Insurance Schemes
for Government Sector

In 2016, the Agrahara gold and silver medical Insurance
schemes were introduced for the government sector.
Beneficiaries who consent to an increased contribution of
Rs. 300 and Rs. 600 would be eligible for benefits under the
Silver and Gold schemes respectively.

Agrahara Gold and Silver medical Insurance Scheme for
Semi Government Sector

In 2017, the Agrahara Gold and silver medical Insurance
schemes were introduced for the semi Government sector

Agrahara Pension Scheme

The Agrahara Pension Scheme was introduced in May 2016 and
was further expanded in 2017 supported by a strong demand
for this product. The pension scheme is applicable exclusively
for government employees pensioned after January 1, 2016.

Agrahara E- Cards

In January 2012, started to issue E-cards to all members to
enhance the efficiency of services rendered to Agrahara
beneficiaries. In 2017 NITF started issuing separate gold and
silver E-cards to Agrahara gold and silver members. NITF has

Reinsurance

entered into agreements with a number of private hospitals
on provision of benefits to Agrahara members.

Reinsurance

Reinsurance department was established in 2008 by the
gazette notification no. 1528/20 dated 19th December 2007
to accept 20% liability of reinsurance sum insured from each
general insurance companies in Sri Lanka. This was continued
up to 2012. In 2013, it was increased to 30% and has continued
up to date.

In 2020, NITF obtained back to back reinsurance cover
(retrocession) from 01st August 2020 to 31st January 2022 to
protect the NITF balance sheet in agreement with the Line
Ministry and the limit of the reinsurance cover was LKR 7.5 Bn
in excess of LKR 1 Bn. The Lead reinsurer of the reinsurance
panel is Everest Reinsurance Company.

In addition to retrocession cover, NITF has obtained
Reinsurance cover for the SRCC & T Fund to protect its
liabilities up to LKR 10 Bn from O1st August 2020 to 3ist
January 2022.

In 2020, Gross written premium of the reinsurance department
was LKR 3235 Mn and paid claim amount was LKR 1690 Mn.
Gross written premium decreased by 22% considering 2019
and claim payment decreased by 32%.

2020
LKR

2019
LKR

2018
LKR

Gross Written Premium -Inward Reinsurance

3,235,474,242

4,173,714,909 4,056,395,150

Gross Benefits and Claims Paid

(1,690,493,892)

(2,476,072,216) (2,345,202,622)

15
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Strike, Riot, Civil Commotion and Terrorism Fund

As per the Gazette Notification No. 1542/11 dated 25th March
2008, the SRCC & T Fund provides covers for Strike, Riot,
Civil Commotion and Terrorism (SRCC & T) risks for those
who obtain insurance covers for SRCC & T risks from the
registered General Insurance companies in Sri Lanka.

SRCC and T Fund

In 2020, NITF obtained the reinsurance cover for SRCC Fund
to protect the NITF’s balance sheet in agreement with the Line
Ministry and the limit of the reinsurance cover was LKR 10 Bn
from O1st August 2020 to 31st January 2022. The Lead reinsurer
of the reinsurance panel is MS/ Chaucer Syndicate 1084.

In 2020, the Gross written premium of SRCC department was
LKR 6,088 Mn and Gross Benefits and Claims Paid amount was
LKR 2.036 Mn.

2020
LKR

2019
LKR

2018
LKR

Gross Written Premium - SRCCT Fund

6,088,496,099

6,307,350,365 4,581,640,544

Gross Benefits and Claims Paid

(2,036,000) (417,783,502) (50,085,704)

General Insurance

General Insurance operations of National Insurance Trust
Fund started in 2009 according to the provisions of a special
gazette no.1615/20 dated on 20th August 2009. Accordingly,
NITF provided insurance coverage to the property and
personals in Government and semi government Institutions.

The Insurance Regulatory Commission of Sri Lanka has given
approval to National Insurance Trust Fund to proceed as
General Insurance business entity through their act 03/2011
Regulation of Insurance Industry in 2011.

Motor Insurance section

Motor insurance was introduced by the National Insurance
Trust Fund for the vehicles owned by government institutions
and semi government institutions since 2008 according to the

government circular number PF 427 and thereafter PF 437.
Motor insurance was extended to private customers from
2014.In 2017 NITF introduced new motor insurance product
called “Agrahara Motor” for the public servants and now
become a major insurance scheme in the Motor insurance
section.

National Insurance Trust Fund has expanded its marketing
activities through its branch Network Island wide. Gross
written premium from motor insurance has continuously
increased since 2015. The Gross written premium from motor
insurance was LKR 260 million in 2020. The main reasons for
drop were the opening of government insurance business
to the private sector insurance companies by changing
the public finance circular no.4/2015 in 2019 and the Covid
pandemic situation in the country throughout the year 2020.

General Insurance - Motor 2020 2019 2018

LKR LKR LKR
Gross Written Premium - Motor 260,600,235 390,150,125 422,117,039
Gross Benefits and Claims Paid (169,250,954) (257,432,249) (208,043,768)

Non Motor Insurance section

The Non Motor Insurance Section of National Insurance Trust
Fund mainly issues policies to the government and semi
government institutions under Marine, Fire, Engineering,
Medical and Miscellaneous classes.

The Non Motor Insurance Section has introduced anew marine
policy called “Deewara Diriya” to the fishing community in Sri
Lanka in 2018.It provides insurance coverage for fishing boat
and personal accident coverage for fisherman whilst engaged
in fishing.

Non-motor Insurance section also reported considerable
gross written premium after introducing new product and
marketing activities through branch Network Island wide from
2018.

Gross written premium earned from non-motor insurance
business was LKR 213 million in 2020 and Covid pandemic
situation was major issue for the drop of GWP by 41%
compared to 2019.
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General Insurance - Non Motor 2020 2019 2018
LKR LKR LKR

Gross Written Premium - Non Motor

Gross Benefits and Claims Paid 213,469,435 301,979,246 103,722,015

Medical & Other (156,059,649) (307,223,184) (469,755,602)

Agricultural Loan Protection Insurance Scheme and Crop
Insurance Scheme

Most farmers obtain credit from banks & finance institutions
that engage in the provision of Agricultural credit. In the
event of the crops being damaged due to drought, floods
or elephant attacks the lending institutions are unable to
recover a significant installment of their loans outstanding.
Hence this insurance scheme has been developed to give
protection for them.

Under the crop insurance scheme, NITF provide insurance
covers to paddy crops affected by drought, floods and
elephant attacks.

Crop insurance scheme is financed by 1% of Profit after tax
of financial institutions of Sri Lanka including banks, financial
companies and insurance companies.
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INTERNAL CONTROL



ENTERPRISE GOVERNANCE

INTRODUCTION

Enterprise governance can be defined as “the set of
responsibilities and practices exercised by the board and
executive management with the goal of providing strategic
direction, ensuring that objectives are achieved, ascertaining
that risks are managed appropriately and verifying that the
organization’s resources are used responsibly” (Information
Systems Audit and Control Foundation, 2001). Enterprise
governance constitutes the entire accountability framework
of the organization. There are two dimensions of enterprise
governance - conformance and performance, that need to
be in balance.

In general, the conformance dimension takes an historic
view while the performance view is forward-looking. It makes
it clear that good corporate governance is only part of the
story - strategy is also important. Conformance is also called
“corporate governance”. It covers issues such as board
structures and roles and executive remuneration. Recent
high-profile cases of corporate failure such as Enron, HIH,
Tyco, Vivendi, Royal Ahold and, most recently, Parmalat, have
brought corporate governance to the top of the business
and political agenda. This has led to a number of reviews at
national and international level.

Conformance encompasses board structures and roles,
and executive remuneration. Codes and/or standards
can generally help in this area, with compliance subject to
assurance and audit. Performance oversight, meanwhile,
centers on strategy and value creation. A board needs to
make strategic decisions while understanding its appetite for
risk and the key drivers of performance.

Ever since the National Insurance Trust Fund was established
in 2006 under the National Insurance Trust Fund Act No.
28 of 20086, its Corporate Governance practices have been
carried out giving due consideration to the relevant areas of
the Corporate Governance Code of Best Practices issued by
Institute of Chartered Accountants of Sri Lanka and the Public
Enterprises Guidelines for Good Governance and Corporate
Governance practices.

NATIONAL INSURANCE TRUST FUND
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THE BOARD OF NITF

According to the National Insurance Trust Fund Act No. 28
of 2006, the NITF is managed by a Board consisting of the
following seven members appointed by the Minister in charge
of the subject of Finance.

(a) An officer of the Ministry of the Minister to whom the
subject of Finance is assigned:

(b) The Chief Accountant of the Ministry of the Minister to
whom the subject of Finance is assigned:

(c) An officer of the Ministry of the Minister to whom the
subject of Health is assigned:

(d) An officer from the Ministry of the Minister to whom
the subject of Public Administration is assigned: and

(e) Three persons to be nominated by the Minister from
among persons possessing qualifications or expertise
in the fields of finance banking, insurance management
or law.

The Minister is empowered to appoint one person of the
Board as Chairman. In terms of the Act, all members of the
Board shall hold office for a period of five years from the date
of appointment. The names of the Board Members are given
in the page of the profile of the Board Members page. The
attendance details of Board meetings are given as follows.
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Name of the Boards

Mr. Mawahib Mawjood

Mr. H. A. C. Kumarasinghe

Mr. M. K. P. Kumara

Mr. D. P. G. Pradeep

Mrs. Kanthi Gunawardhana

Mrs. D. L. U. Peiris

SUPPLY OF INFORMATION

The Board Members are provided with monthly reports
of performance and minutes of previous Board Meetings,
Board Papers, which are circulated a week prior to the Board
meeting.

FINANCIAL STATEMENTS

The Financial Statements of National Insurance Trust Fund
have been presented adopting the Sri Lanka Accounting
Standards and other applicable laws and regulations. The NITF
provide a detailed and transparent analysis of performance in
it.

THE ANNUAL REPORT

The institution’s Annual Report 2020 was designed to illustrate
an overall view of NITF’s affairs during the year 2020 in order
to make informed decisions.

PROCUREMENT

The procurements of the National Insurance Trust Fund have
been done using NPA guidelines and Department of Public
Finance guidelines. The procurements are carried out using
committees such as CAPC (Cabinet Appointed Procurement
Committee), MPC (Ministry Procurement Committee), and
DPC (Departmental Procurement Committee) based on the
value.

2020 Board Member's Attendance Details
Appointments Date of
Dates Resignation
05/02/2020 -
14/12/2015 31/03/2021
24/04/2020 -
10/05/2019 -
11/02/2020 | 16/11/2020
05/05/2016 -

External Audit

The Auditor General was appointed as the External Auditor in
terms of the Constitution of the Democratic Socialist Republic
of SriLanka and is also required to audit the accounts of Public
Corporations, businesses or other undertakings vested in
the Government under any written law. The Auditor General
performed the annual audit of the financial statements of the
company for the year ended 31st December 2020 in terms of
the Constitution of the Democratic Socialist Republic of Sri
Lanka
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MEMBERS OF THE BOARD OF NITF -2020

Mr. Mawahib Mowjood

(Chairman) Board Member

X

Mr. Pradeep Kumara
Board Member

Mr. Mawahib Mowjood (Chairman)

Mr. Mawahib Mowjood assumed duties on 19.02.2020 as
the chairman of National Insurance Trust Fund. He has a
MBA (Master of Business Administration), MFE - University
of Colombo, LLM - University of East London. He is also a
Associate of CIMA - UK and CMA SL and also has a B.com
(Hon). PG. Dip in. International relations.

Mr. Pradeep Kumara (Board Member)

Mr. Pradeep Kumara was appointed as a board member in
2020. He has been attending the Board meetings since then.
He was the Additional Director General of Department of
Trade and Investment Policy of Ministry of Finance.

Mr. D. P. G. Pradeep (Board Member)

Mr. D. P. G. Pradeep was appointed as a board member in
10.05.2019. In 2020 he served as the Chief Accountant of the
Ministry of Finance.

Mr. D. P. G. Pradeep

Mr. Chandana Kumarasinghe
Board Member

Ms. D. L. U. Peiris
Board Member

Ms. Kanthi Gunawardana
Board Member

Ms. Kanthi Gunawardena (Board Member)

Ms. Kanthi Gunaswardena was appointed as a board member
in 2020 and has been attending Board meetings since then.
During the year she was serving as Additional Secretary
(Administration), Ministry of Health and Indigenous Medicine.

Ms. D. L. U. Peiris (Board Member)

Ms. D. L. U. Peiris was appointed as a board member
in November 2020 due the resignation of Ms. Kanthi
Gunawardena and has been attending Board meetings since
then. During the year she was serving as Additional Secretary
(Administration), Ministry of Health and Indigenous Medicine.

Mr. Chandana Kumarasinghe (Board Member)

Mr. Chandana Kumarasinghe was appointed as a board
member on 14.12.2015. In 2020, he was serving as a Director
General of the Ministry of Public Administration and
Management.
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CORPORATE AND SENIOR MANAGEMENT TEAM

Ms.Geetha Wimalaweera Ms. Nimali Pathirana Mr. Lasantha U Kumara Ms. Nimali Perera
CEO - (Acting) 2020 Assistant General Manager Head of HR & Head of Branch
Insurance Administration Supervision

Ms. Damnjlka Weerakoon Mr. R. S. Gunasekara Ms. Upeksha Ekar}a‘yaka Mr. Kavindra Jayasinhe
Head of Finance Head of Research & Head of Underwriting Head of IT
Analysis

Ms. Nimesha Sahabandu
Head of NNDIS, Crop
Insurance

Ms. Anura Samarakoon Ms. Deshani Nanayakkara Ms. Randima Manage
Head of Claims Head of Reinsurance & Head of General Claims
SRCC&T
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Mr. T. G. Lakshman Mr. Asanka Jayalath Ms. Gayathri Soya Mr. Namal Kanchana
Head of Motor Claims Head of Administration Head of Revenue Head of Payments &Expenses

Ms. Udari Piyabhashini Ms. Gayani Siyambalagoda Mr. M. N. K. Pandigama Mr. Sisitha Chandrkumara

Head of Legal Secretary to the Charmin Head of Mathara Branch Head of Financial

Reporting

Mr. Rajitha Gayan Mr. Indeera

Head of Investments Wickramarachchi
Head of Anuradhapura
Branch
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ENTERPRISE RISK MANAGEMENT

INTRODUCTION

Enterprise Risk Management is a central part of the strategic
management of any organization. Enterprise risk management
(ERM) in business includes the methods and processes used
by organizations to manage risks and seize opportunities
related to the achievement of their objectives. ERM provides
a framework for risk management, which typically involves
identifying particular events. ERM is the process whereby
organizations methodically address the risks attached to their
activities. A successful risk management initiative should
be proportionate to the level of risk in the organization,
aligned with other corporate activities, comprehensive in
its scope, embedded into routine activities and dynamic
by being responsive to changing circumstances. The focus
of risk management is the assessment of significant risks
and the implementation of suitable risk responses. The
objective is to achieve maximum sustainable value from all
the activities of the organization. Risk management enhances
the understanding of the potential upside and downside of
the factors that can affect an organization.

It increases the probability of success and reduces both the
probability of failure and the level of uncertainty associated
with achieving the objectives of the organization. The
important components of analyzing a risk is to determine the
nature, source or type of impact of the risk. Evaluation of risks
in this way may be enhanced by the use of a risk classification
system. Risk classification systems are important because
they enable an organization to identify accumulations of
similar risks. A risk classification system will also enable
an organization to identify which strategies, tactics and
operations are most vulnerable. Risk classification systems
are usually based on the division of risks into those related
to financial control, operational efficiency, reputational
exposure and commercial activities. However, there is no risk
classification system that is universally applicable to all types
of organizations.

A risk management policy should include the following
sections:

° Risk management and internal control objectives
(governance)

° Statement of the attitude of the organization to risk
(risk strategy)

° Description of the risk aware culture or control
environment

° Level and nature of risk that is acceptable (risk
appetite)

° Risk management organization and arrangements
(risk architecture)

° Details of procedures for risk recognition and ranking
(risk assessment)

° List of documentation for analyzing and reporting
risk (risk protocols)

° Risk  mitigation requirements and control
mechanisms (risk response)

° Allocation of risk management roles and
responsibilities

° Risk management training topics and priorities

° Criteria for monitoring and benchmarking of risks

° Allocation of resources to risk

management

appropriate

° Risk activities and risk priorities for the coming year

Risk management is a central part of National Insurance
Trust Fund’s strategic management. NITF’s risk management
process methodically addresses the risks attached to their
activities with the goal of achieving sustained benefit within
each activity and across the portfolio of all activities. When
adopting Enterprise Risk Management strategies, the following
prominent risks have been identified evaluating the quantum
of the impact / consequence and the likelihood / plausibility
of occurrence.

RO1-STRATEGIC RISK

Strategic risk is the risk that failed business decisions may
pose to a company. Strategic risk is often a major factor in
determining a company’s worth, particularly observable if
the company experiences a sharp decline in a short period
of time. Due to this and its influence on compliance risk. In
order to ensure the accomplishment of strategic objectives,
the management of the National Insurance Trust Fund has
been vigilantly monitoring the political, technological, socio-
cultural, economic developments in the general environment
and competitor and customer dynamics in the task
environment of Sri Lanka related to insurance sector which
may impact the strategic intent of the National Insurance
Trust Fund.

RO2 -MARKET RISK

Market Risk refer to the risk of discontinuing or decreasing
of various businesses activities. Market risk of NITF has been
mitigated through diversifying into many strategic business
units such as Reinsurance, Crop insurance, General insurance,
Strike, Riot, Civil Commotion and Terrorism insurance, Motor
insurance, Agrahara insurance, etc.

RO3- CORPORATE IMAGE RISK

Corporate image risk occurs if the brand equity of the
National Insurance Trust Fund depletes due to a particular
event or behavior. NITF minimizes reputational risk by abiding
all laws and regulations applicable to NITF. NITF also carries
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out few marketing activities such as advertorial, participating
exhibitions and providing customer satisfaction through
service which in turn enhances the NITF corporate image.
It also provides releasing financial information to public with
the approval of the Board, requiring all employees to show
compliance with laws and regulations.

RO4 -LIQUIDITY RISK

Liquidity Risk or the inability to meet the contractual
obligations such claims payments, reinsurance payments and
fund transfers to the Treasury when requested from Ministry
of Finance. This risk has been mitigated by investing in secure
government securities and also through diversification of
investments with different maturities such as Repos, Treasury
Bills of different maturities, Treasury Bonds of different
maturities and debentures.

RO5 -OPERATIONAL RISK

Operational Risk is mitigated by the computerization of
operations and internal audit. Internal Audit function of
Strike, Riot, Civil Commotion and Terrorism Fund and other
departments of NITF has being carried out by the Internal
Audit Department in order to minimize the errors and
discrepancies of premium collection and claims payments.
Furthermore, the office operations have been computerized
in order to minimize errors and discrepancies.

RO6 -INTERNATIONAL RISK

International political and socio-economic dynamics have
been monitored by the National Insurance Trust Fund
which has a direct impact on the business of the National
Insurance Trust Fund. This risk has been managed by
specifically monitoring international business trends related
to reinsurance of NITF.

RO7 -NATURAL RISK

This refers to the risk arising due to natural calamities such
as rain, floods, cyclones as well as pest attacks and insects’
attacks which affects crop insurance, general insurance and
motor insurance. This risk is mitigated by vigilantly monitoring
weather forecasts and controlling the premium accordingly.
This affects insurance schemes of NITF such as NNDIS, Crop
Insurance.

RO8 -CONCENTRATION RISK

Concentration risk is the overall spread of an institution’s
outstanding financial reserves over the number or variety of
debtors or financiers to whom the institution has lent money
or invested. Concentration risk is mitigated by investing
primarily in risk-free government securities and by dealing
only in government securities through several state banks.

RO9 -REPUTATIONAL RISK

NITF recognizes the need to manage the market reputation
surrounding its name for which it considers and takes
seriously customer, stakeholder, and public opinion. With
strong control and compliance mechanisms in place to ensure
that policies and procedures are duly followed, all efforts are
directed towards creating and reinforcing a positive work
culture with sound corporate values.

R10 - FRAUD RISK

NITF has established an effective internal control system
and accounting system. NITF has an effective internal audit
function in place which continuously reviews all of the
internal controls within the organization to ensure that the
risk of fraudulent activity is prevented. Well-structured
operational processes and procedure, together with clear
communication channels ensure that early warning signals
are clearly expressed.

R11 -FOREIGN EXCHANGE RISK

In order to eliminate the Foreign Exchange Transaction Risk,
the Reinsurance Agreements have been contracted in the
home currency values for the payment of the reinsurance
premium.

R12-REINSURANCE RISK

In 2018, NITF obtained reinsurance covers at a reasonable
cost to cover its reinsurance portfolio with reinsurers who
have excellent financial ratings and high global ranking. In
2020, Reinsurance covers were obtained for Strike, Riot, Civil
Commotion and Terrorism Fund and Retrocession Program.

R13 -INFORMATION TECHNOLOGY RISK

IT risk derives from data of NITF and current information. NITF
counters this by the implementation of the IT risk mitigation
plan. Information security, redundancy and availability is
achieved by both infrastructure and database approaches.
To provide our clients accurate and current IT services NITF
implemented services such as antivirus and backup solutions
together with small scale disaster recovery plan.

R14 -CLAIMS SETTLEMENT RISK

Risk of potential disputes arising due to fraudulent, legal
and technical factors is controlled through taking initiatives
to impose stringent regulations in approving claims and
segregation of duties in processing claims.
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SUSTAINABILITY REPORTING

Sustainability reporting satisfies the need for a more holistic
approach to corporate reporting on performance, beyond
the purely financial disclosure. Improved reporting can also
enhance internal management, as you expand the basis on
which business decisions are made. Sustainability is firmly
on the corporate agenda - although as with many business
challenges, committing to a course of action often proves
difficult.

Some believe, like Peter Drucker, that the purpose of a firm
is to serve society. But there is common ground, which is to
focus on the value that sustainability can add to a business
and society - its contribution to the ‘triple bottom line’ of
profit, planet and people Sustainability has a pragmatic and
profound impact on the strategy and operations of firms
today. It isn’'t just about being ethically responsible; it is
about smart business. Eliminating waste and inefficiencies
makes simple economic sense and produces real bottom
line impact. Sustainability initiatives often combine tangible,
short-term gains with longer term benefits to generate new
sources of revenue and enhance intangible assets such as
brand and reputation.

Sustainability, when embedded throughout an organization,
its strategy and operations, can drive value across a number
of dimensions:

° Revenue generation - from new products, services
and markets.

° Cost control - resource efficiency, lower energy
consumption and waste minimization.

Sustainability and the value it creates must be quantified and
linked to business performance if the case for sustainability
is to be made and the benefits are to be realized. National
Insurance Trust Fund strives to enhance its business
performance through achieving the new performance
dimensions of triple bottom line which is economic
prosperity, environmental and social quality and strives
to be a “Well Responsible Corporate Citizen” and National
Insurance Trust Fund’s sustainability strategies are aligned to
the core business where:

° The NITF has adopted a strategic approach to
sustainability.

° Business and the sustainability strategies are inter
dependent where all business decisions stem from
the sustainable development and growth of the
organization.

° The NITF strives to ensure that sustainability is
featured in all strategic business decisions and also
integrated to all aspects of NITF’s operations

NITF has by way of a levy increased its contribution
substantially to the consolidated fund of the Government
by contributing LKR 2,750 million, 3,267.97 million and LKR
0.782 million to the consolidated fund in 2018, 2019 and 2020
respectively and thereby continuing the past tradition as
shown in the table below.

Year Amount

2020 782,000,000
2019 3,267,970,000
2018 2,750,000,000
2017 1,500,000,000
2016 3,200,000,000
2015 3,000,000,000
2014 4,000,000,000
2013 3,200,000,000

Duringtheyear underreview, NITF signed many memorandums
of understanding with well renowned hospitals to enhance
the quality of health care service to all Government sector
employees under Agrahara health insurance scheme.

The customer confidence is enhance by the ratings obtained
from Fitch rating (A+) which assures the financial stability of
NITF.
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The NITF is managed by a Board consisting of the following
seven members appointed by the Minister in charge of the
subject of Finance.

(a) An officer of the Ministry of the Minister to whom the
subject of Finance is assigned:

(b) The Chief Accountant of the Ministry of the Minister to
whom the subject of Finance is assigned:

(c) An officer of the Ministry of the Minister to whom the
subject of Health is assigned:

(d) An officer from the Ministry of the Minister to whom the
subject of Public Administration is assigned: and

(e) Three persons to be nominated by the Minister from
among persons possessing qualifications or expertise
in the fields of finance banking, insurance management
or law.

The Minister is empowered to appoint one person of the
Board as Chairman. In terms of the Act, all members of
the Board shall hold office for a period of five years from
the date of appointment. During the year 2020, 8 Board
Meetings have been held and Members of the Board have
maintained excellent records of attendance at the meetings.
The attendance of the members of the Board at the Board
Meetings is detailed as follows;

Name of the Boards

Mr. Mawahib Mawjood

Mr. H. A. C. Kumarasinghe

Mr. M. K. P. Kumara

Mr. D. P. G. Pradeep

Mrs. Kanthi Gunawardhana

Mrs. D. L. U. Peiris

The Board is accountable to the stakeholders of the institution
to ensure that the business is conducted in an appropriate
manner based on approved business plan and financial and
physical targets of the institution.

Principal Activities and Business Reviews

Principal activities of NITF in 2020 were the implementation
of Medical Insurance Scheme for Public Officers (Agrahara),
Compulsory Reinsurance Scheme, Parliamentary Members
Insurance scheme, Motor Vehicle Insurance Scheme, General
Insurance Schemes, Agricultural Loan Protection Insurance
Scheme and Management of Strike, Riot, Civil Commotion &
Terrorism Fund (SRCC&TF).

Financial Results

In 2020, NITF recorded a Gross Written Premium of LKR 9.818
Million. The GWP registered a marginal decrease relative to
2019 GWP of LKR 12,693 Million mainly due to decrease in
premium received from reinsurance and Strike, Riot, Civil
Commotion and Terrorism Fund in 2020. During 2020, NITF
earned a Profit after Tax of LKR 7,526 Million.

Employees

The staff strength of NITF as at 31.12.2020 was 365

2020 Board Member's Attendance Details
Appointments Date of

Dates Resignation

05/02/2020 -

14/12/2015 31/03/2021

24/04/2020 -

10/05/2019 -

11/02/2020 16/11/2020

05/05/2016 -

Auditors

The financial statement for 2020 of the NITF was audited by
the Auditor General in terms of Financial Act No. 38 of 1971.

Corporate Governance

Corporate Governance practices have been carried out
giving due consideration to the relevant areas of the
Corporate Governance Code of Best Practices issued by
Institute of Chartered Accountants of Sri Lanka and the Public
Enterprises Guidelines for Good Governance and Corporate
Governance practices.

ol

Mawahib Mowjood

Chairman
M
L. U. Pinto

Secretary to the Board

17t November 2021
Colombo
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Chairman

National Insurance Trust Fund

Report of the Auditor General on the Financial Statements and Other Legal and Regulatory Requirements
of the National Insurance Trust Fund for the year ended 31 December 2020 in terms of Section 12 of the
National Audit Act, No. 19 of 2018.

1.1

Financial statements
Disclaimer of Opinion

The audit of the financial statements of the National Insurance Trust Fund (“Fund”) for the year
ended 31 December 2020 comprising the statement of financial position as at 31 December 2020 and
the statement of comprehensive income, statement of changes in equity and cash flow statement
for the year then ended, and notes to the financial statements, including a summary of significant
accounting policies, was carried out under my direction in pursuance of provisions in Article 154(1) of
the Constitution of the Democratic Socialist Republic of Sri Lanka read in conjunction with provisions
of the National Audit Act No. 19 of 2018 and Finance Act No. 38 of 1971. My report to Parliament in
pursuance of provisions in Article 154 (6) of the Constitution will be tabled in due course.

| do not express an opinion on the accompanying financial statements of the Fund. Because of the
significance of the matters discussed in the Basis for Disclaimer of Opinion section of my report, | have
not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on
these financial statements.

gem I8/ 7T, amadal end, defescfidy, @ @omol) B, 0w T2, Cuedipeee o, uhpappeiaones, Bmdes o, DO0ESTE, Pelduws Maad, Rattorameally, Tei Lawba.

@ +94 11 288 70 28 - 34 " o +34 112887223 agifauditorgeneral. govlk www.nacalgovlk
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1.2 Basis for Disclaimer of Opinion
1.2.1 Internal Control over the preparation of financial statements
(a.) Weak Control Environment had been observed due to following reasons.

- There were three (03) vacant positions from four (04) key management positions. The Chief
Executive Officer and the Assistant General Manager - Finance positions had been filled on acting
basis in addition to their permanent responsibilities. The Assistant General Manager — Operation
position is vacant since the carder approved date of 01November 2016. Further five (05) positions
had been vacant out of seven (07) management positions and three (03) Management positions
had been filled on acting basis in additions to their permanent responsibilities. Therefore,
the possibility of development of internal controls, effective monitoring of implementation of
internal control system and developments to strengthen the internal controls is minimized.

- It is observed that the actuarial function, risk management function, investment function and
research and development function had not been effectively carrying out due to unavailability
of responsible divisions and officials with required skills specified in the recruitment procedure
to carrying out those functions. Therefore, timely identification of risks and implementing
strategies to mitigation of those risks, the provision of accurate information to make actuarial
estimations could not be effective.

- An Internal Audit and the Audit Committee had not been functioned for the year 2020. Therefore,
the review and evaluate internal control systems on regular basis, review financial statements to
ensure compliance with Accounting Standards had not been carried out.

- A fraud done by an employee in the Agrahara Insurance Scheme had been discovered accidently
in October 2022. This fraud had been committed from the year 2018 and the discovered financial
loss as per the internal audit reportis Rs. 5,136,000. This was happened due to lack of design and
implementation of the sound internal control system with proper supervision and monitoring.
Further, this evident that the non-existence of the sound system of control environment for the
fund.

(b.) Integrated system for handling Agrahara Claims from acceptance of the claim applications to
settlement of the claims and to identify the claim liabilities had not been available for the fund.

(c.) The transactions of the Strike, Riot, Civil Commotion and Terrorism Fund (SRCC & Tr Fund) had been
recorded in the excel files using source documents and at the end of the year all transactions recorded
in the excel files had been updated to a manual ledger and submitted to the audit. Even though, the
facility had been provided in the SAGE Accounting System in the year 2019, that facility had not been
used for the financial reporting process of the Strike, Riot, Civil Commotion and Terrorism Fund.

(d.) Claims had been recognized as one item of income and expenditure in the financial statements for
Agrahara Normal, Silver and Gold Premiums. Since there was no proper and updated database, it
is difficult to obtain evidence for contributions made to the fund and claims incurred from each
Agrahara Insurance Schemes and to obtain a detailed record of the monthly contributions made by
each institution and by each policy holder to the Fund.
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(e.)

No proper system in place for claim handling transactions and keeping records in the reinsurance
section while it is maintained in manually.

1.2.2 Non-Compliance with Sri Lanka Accounting Standards

(a.)

(b.)

A re-insurance premium of Rs. 148,380,847 received from Agriculture and Agrarian Insurance Board
(AAIB) for agriculture insurance scheme had been recognized for the gross written premium in the
year 2019. Further, this revenue had been returned to the Agriculture and Agrarian Insurance Board in
the year 2020 since the basis of the NITF has no any legal authority to accept this payment. This error
correction had not been adjusted in the financial statements in the period under review by restating
the comparative amounts for the year 2019 presented in which the error occurred in accordance with
the paragraph 42 of the LKAS 8 - Accounting Policies, Changes in Accounting Estimates and Errors.

LKAS 12 - Income Tax

The fund had not recognized the deferred tax liability amounting to Rs.934,018,739 as at 31 December
2020. Further, no accounting policy had been disclosed for the deferred tax.

1.2.4 Accounting Deficiencies

(a.)

(c.)

(d.)

According to the accounting policy of the fund for Proportional Treaty Re-insurance Agreements, the
insurance premium shall be recognized when the periodic advice received from cedants with the
leader confirmation. However, contrary to the accounting policy the re-insurance premium relevant
prior to 2020 of Rs.628,756,431 had been recognized for the year under review. Further re-insurance
premium of Rs.718,436,154 relevant for the period had been recognized for the year 2021, due to
the leader confirmation and periodic advice had been received in delay. Therefore, the reinsurance
revenue for the year had been understated by Rs.89,679,723.

According to the accounting policy for Non-Proportional Treaty Re-Insurance Agreement the insurance
premium has been recognized based on the contractual premium already established at the start of
the treaty Gross Written Premium (GWP) for the year. However, contrary to the accounting policy re-
insurance premium relevant prior to 2020 of Rs. 78,341,182 had been recognized for the year under
review. Further re-insurance of Rs. 639,615 relevant for the year had been identified in the year 2021.
This was occurred due to required adjustments had not been made by reviewing the agreements with
available additional information and developments at the end of the accounting period. Therefore, the
revenue for the year under review had been overstated by Rs.77,701,567.

According to the accounting policy for Facultative Re-insurance Agreement the insurance premium
had been recognized after receiving the leader confirmation. Therefore, the re-insurance premiums
of Rs.211,129,506 relevant for the prior periods had been recognized for the year under review. Further,
re-insurance premium of Rs. 50,279,153 relevant for the period had been recognized in the year 2021.
Therefore, the revenue for the year had been overstated by Rs.160,850,353.

Premium receivable from Inward Reinsurance as per the financial statement and the Control General
Ledger account is Rs. 1,267,806,451. However, as per the age analysis the balance is Rs. 1,258,772,697.
Therefore, a difference of Rs. 9,033,754 had been observed.
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(f.)

(g.)

(i)

A difference of Rs. 3,537,190 had been observed between staff distress loan balance in the financial
statements and the detailed schedule submitted for the audit.

The carrying value of treasury bonds has been overstated by Rs. 139 Mn as of 31 December 2020.
The differences have been occurred due to the error in market price used by the fund for fair value
calculation.

The carrying value of Treasury Bills had been overstated by Rs. 1.08 Mn as of 31 December 2020.
The differences have been occurred due to the error in coupon rate used by the fund for fair value
calculation.

The expenses amounting to Rs 1,598,006 for the year 2019 had been accounted in the year 2020.
Therefore, the expenses for the year had been overstated and the profit for the year had been
understated by the same amount.

The re-insurance liabilities arised from the reinsurance agreements due to adjustment premium
of National Natural Disaster Insurance Scheme (NNDIS) for the years 2017/2018 amounting to Rs.
123,387,679 and Adjustment premium of Retrocession Re-insurance for the year 2018/2019 amounting
to Rs. 466,292,684 had not been recognized in the financial statements.

1.2.5 Inappropriate Valuation or Estimation

(a.)

(c.)

1.2.6

(a.)

Since the fund had not carried out proper evaluation for the long outstanding provisions for non-flood
claims existed as at the balance sheet date the accuracy of the provision cannot be ascertain. The
provision for non-flood claims of Rs.427,550,703 had been outstanding for more than two to five years
and provisions amounting to Rs.156,589,534 were outstanding for more than five years.

According to the gazette No. 1791/4 of 21 December 2012, the mandatory cession is 30 per cent for
general (non-life) reinsurance. However, the fund had allocated 100 per cent loss as a provision.
Therefore, the reinsurance provision had been overstated by Rs. 7,210,000 for the year under review.

Reinsurance payable amounting to Rs. 801,513 is still in the financial statements even though the
insurer has informed that there was no liability as of 05 October 2016.

No evidence such as board approval, actuary valuation or any other documents had been provided
to prove the reasonability of estimated provision for Agrahara claims provision amounting to Rs
510,530,810 for the year ended 2020.

No assessment had been made for the Motor Claims payable balance amounting to Rs. 10,323,235
for the year 2020 which had been continued from the year 2019 without any assessment for the year
under review.

Documentary Evidences not made available for Audit

Even though the total loan receivable from the staff is Rs. 54,274,121 as at 31 December 2020, a proper
loan register was not maintained by the fund. Since the loan details were recorded in an excel detailed
history of the loans cannot be abstracted and the validity of the information is questionable.
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(b.)

(c.)

1.3

The fund has a debit balance amounting to Rs. 22,465,243 as at 31 December 2020 in the Income Tax
Payable account. Evidence was not made available for this debit balance.

A re-insurance premium of Rs. 148,380,847 received from Agriculture and Agrarian Insurance Board
(AAIB) for agriculture insurance scheme in the year 2019 had been recognized as reinsurance revenue
for the year 2019 without proper evaluation. Further the above re-insurance premium had been
refunded in the year under review, since the basis of no any legal authority to accept this payment
for the fund. However, the sufficient information in relation to receipt of this revenue and refund had
not been provided to the audit. According to the management the file maintained in relation to this
transaction had been lost.

As described above | was unable to confirm or verify by alternative means, material items included
in the statement of financial position, statement of comprehensive income, statement of changes in
equity and cash flow statement.

As a result of these matters, | was unable to determine whether any adjustments might have been
found necessary in respect of recorded or unrecorded amounts and the elements making up the
statement of financial position, statement of comprehensive income, statement of changes in equity
and cash flows.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation of financial statements that give a true and fair view
in accordance with Sri Lanka Accounting Standards, and for such internal control as management
determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Fund’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Fund or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Fund’s financial reporting process.

As per Section 16(1) of the National Audit Act No. 19 of 2018, the Fund is required to maintain proper
books and records of all its income, expenditure, assets and liabilities, to enable annual and periodic
financial statements to be prepared of the Fund.

1.4 Auditor’s Responsibilities for the Audit of the Financial Statements

My responsibility is to conduct an audit of the Fund’s financial statements in accordance with Sri Lanka
Auditing Standards and to issue an auditor’s report. However, because of the matters described in the
Basis for Disclaimer of Opinion section, | was not able to obtain sufficient appropriate audit evidences
to provide a basis for an audit opinion on these financial statements.
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2.

21

Report on Other Legal and Regulatory Requirements

National Audit Act, No. 19 of 2018 includes specific provisions for following requirements.

2.1.11 have not obtained all the information and explanation that considered necessary for the purpose of
audit and | was unable to determine whether proper accounting records have been kept by the Fund
as per the requirement of section 12 (a) of the National Audit Act, No. 19 of 2018.

2.1.2 The financial statements presented is consistent with the preceding year as per the requirement of
section 6 (1) (d) (iii) of the National Audit Act, No. 19 of 2018.

2.1.4 The financial statements presented includes all the recommendations made by me in the previous
year as per the requirement of section 6 (1) (d) (iv) of the National Audit Act, No. 19 of 2018.

2.2 Based on the procedures performed and evidence obtained were limited to matters that are material,
nothing has come to my attention;

2.2.1 to state that any member of the governing body of the Fund has any direct or indirect interest in
any contract entered into by the Fund which are out of the normal cause of business as per the
requirement of section 12 (d) of the National Audit Act, No. 19 of 2018.

2.2.2 to state that the Fund has not complied with any applicable written law, general and special directions
issued by the governing body of the Fund as per the requirement of section 12 (f) of the National Audit
Act, No. 19 of 2018 except for;

Reference to law/ direction Description

(a.)

(c.)

Sections 7, 31(2) and 49
(b) of Regulation of Insur-
ance Industry Act No.43 of
2000

Section 13(e) of the Na-
tional Insurance Trust
Fund Act No 28 of 2006

Paragraph 23 of the Na-
tional Insurance trust
Fund Act, No.28 of 2006

Sixty-one (61) quarterly returns containing information as rules
made in that behalf should be submitted to the Insurance Reg-
ulatory Commission. However, 16 quarterly returns had been
submitted with delay of 38 to 285 days after considering the ex-
tensions granted by the Insurance Regulatory Commission due to
COVID 19 pandemic.

According to the provisions of the act a general account in re-
spect of the Fund and separate Individual accounts in respect of
each member needed to be maintained. However separate ac-
counts for individual members had not been maintained by the
fund.

According to the provisions of the act, the fund had not taken
necessary actions to inspect records of the insurance companies
to verify whether such insurance companies have invoiced and
remitted amount accrued to the fund accurately.
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(d.)

(e.)

(f)

()

(h.)

2.2.3

(a)

F.R. 261(1) The sequential order of the payment vouchers had not been
properly maintained.

F.R. 386(7) Eventhough the cancelled cheques must be affixed to the coun-
terfoil and retained in the cheque book. The fund has attached
cheque counterfoils with the payment voucher. As a result, in the
case of any misplacement of the voucher all the details related to
cancelled cheques may get lost.

F.R. 395(b) Bank Reconciliation Statements should be certified by the Paying
Officer concerned, and made available to Audit for inspection.
However, the Bank Reconciliation Statements prepared for eleven
(11) bank accounts had been certified without name, designation
and date.

F.R.396 The procedure stipulated in the Financial Regulations had not
been followed for the cheque remains un-cashed for more
than six months from the date of issue. The sixty-one (61) lapsed
cheques amounting to Rs. 3,501,599 in two (02) Bank Accounts
had been observed as at 31 January 2021.

Section 04 of Public En- According to the provisions of the circular the cost of purchasing

terprises Circular No. PED mobile phones should be personally born by the officers. How-

2/2015 dated 25 May 2015 ever, the fund has purchased mobile phones for employees by
incurring Rs. 2,432,371 for the years 2016 to 2020.

to state that the Fund has not performed according to its powers, functions and duties as per the
requirement of section 12 (g) of the National Audit Act, No. 19 of 2018 except for;

The reinsurance premium receivable amounting to Rs.142,595,979 was outstanding for over one
(01) year which represent 11.3% from the total Reinsurance Premium Receivable and an amount of
Rs. 148,466,031 was outstanding over two (02) years which represent 11.8% from total receivable
amount. The amount of Rs. 151,033,057 was outstanding over three (03) years which represent 12%
from the total outstanding balance. It was observed that adequate actions had not been taken to
recover long outstanding reinsurance receivables.

According to the paragraph 3(1) of the Extraordinary Gazette No. 1542/11 dated 25 March 2008, the
premium collected from the issuance of policies for strike, riot, civil commotion and terrorism
shall be credited to the account maintained in a State Bank. However, the premium charged on
non-motor policies had been credited to the fund after allowing 20% commission to the insurance
companies without proper legal provisions to do so. The amount allowed from non-motor policies
as commission for the year under review is Rs. 1,228,933,582.
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(d.)

(e.)

(ii.)

(iii.)

(iv.)

(v.)

(f.)

(ii.)

According to the paragraph 3(1) of the Extraordinary Gazette No. 1542/11 dated 25 March 2008, the
premium collected from the issuance of policies for strike, riot, civil commotion and terrorism shall
also be credited to the account maintained in a State Bank. However, the fund has recovered only
12% of the total premium collected by the insurance companies for strike, riot, civil commotion
and terrorism cover from motor policies without proper legal provision to do so. Therefore, the
reduction of premium to the fund for the year under review is Rs.10,155,796,304.

According to the National Insurance Trust Fund (amended) Act No 28 of 2007 and Extraordinary
Gazette Notification No 1791/4 dated 21 December 2012, the fund has the mandatory cession of 30%
of general (non-life) reinsurance in Sri Lanka. However, it was observed that, the fund had paid a
commission to reinsurers who reinsure the mandatory portion. The fund had paid Rs. 6,720,273,899
as reinsurance commissions for 13 general insurance companies for the years 2017 to 2020 for the
aforesaid mandatory portion without proper legal provisions to do so.

Investment Activities

Even though the investment manager’s role has been defined in the paragraph 13 of the Investment
Policy this position had been vacant since 30 August 2020.

Even though as per the paragraph 17 of the Investment Policy the Investment Committee should
meet at periodically and the responsibilities of the Investment Committee had been defined.
However, the Investment Committee had not been met for the year under review.

There is no provision in the Investment Policy to review the Investment Policy on regular basis.
Further, the Investment Policy had not been reviewed by the board after its implementation and
incorporate required improvements to the policy on timely basis.

According to the investment policy, selection of investments is based on evaluation of economic
conditions, interest rates behaviour, future trends, and the operational cash flow requirement of
the fund. However, there was no cash flow forecasts had been prepared to identify the excess cash
flows and timing of those cash flows to take investment decisions in prudent manner.

The financial assets of the fund (Investments) amounting to Rs. 21,666,072,511, has represented
79% of the total assets of the fund. However, the delegation of financial authority for investment
decisions had not been defined in the Investment Policy based on the value of the investments and
the sources of investments. All investments were approved only by the Investment Committee
irrespective of the value and the sources of the investments.

Actuarial Function

The recommendations made by the actuary in relation to data capturing, splitting major class of
business, provide claim counts and claim handling expenses had not been discussed at the board
level or the appropriate level of management to make required improvements to increase the data
confidence level of the fund.

An Actuarial Division was not established by the fund to collect, retain and provide required actuarial
information.
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2.2.4

(a.)

2.5

(a.)

To state that the resources of the Fund had not been procured and utilized economically, efficiently
and effectively within the time frames and in compliance with the applicable laws as per the
requirement of section 12 (h) of the National Audit Act, No. 19 of 2018 except for;

A delay of eleven (11) months had been observed for obtaining re-insurance agreement to cover
whole account excess of loss re-insurance contract (Risk Catastrophe) during this period and the
fund had proceed with 30% compulsory cession without any reinsurance cover. If there is any claim
occurred during this period it will directly affect to the operations of the fund. The reason for this
delay is delay in procurement procedure for reinsurance retro cession.

Other Matters

A documented policy for handling reinsurance claim process and to identify payable obligation had
not been available for the fund. Hence, the fund identified and record reinsurance obligation from
the primary intimation document.

The fund does not have an Approved Overtime Policy nor follow the provisions in the E-Code for
processing overtime payments.

oy

W.P.C. Wickramaratne

Auditor General
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2020 2019
Notes Rs. Rs.
Gross written premiums 1 9,818,040,011 12,693,194,645
Contribution Received for Agrahara 1 5,469,298,738 4,838,723,551
Crop Insurance Levy Collected 1,626,851,259 1,780,383,987
Reinsurance Premiums ceded (1,101,890,156) (1,191,875,662)
Ceded to SRCC & Tr Fund = -
Net written premiums 15,812,299,851 18,120,426,521
Net change in Reserve for unearned premium 867,768,751 (997,664,716)
Reinsurers share of change in UPR 794,959,214 (674,735,040)
Net earned premium 17,475,027,816 16,448,026,766
Revenue from other operations
Fees and commission income 1,935,395 4,438,361
Investment & Other Income 3 1,385,087,715 1,264,778,325
Other revenue 1,387,023,110 1,269,216,686
Gross benefits and claims Incured 4 (7,978,035,907)  (9,934,309,446)
Claims ceded to reinsurers 4 = 498,500,000
Gross change in contract liabilities 4 97,522,388 (2,522,543,002)
Change in contract liabilities ceded to reinsurers 4 = (43,234,155)
Gross change in IBNR 4 (74,002,744) (77,731,211)
Net benefits and claims (7,954,516,263) (12,079,317,814)
Underwriting and acquisition cost (including reinsurance) 5 (1,614,860,946) (2,055,691,850)
Other operating and administrative expenses 6.1 (409,175,576) (552,685,117)
Finance cost & other Related Cost 6.2 (17,571,769) (21,062,606)
Total benefits, claims and other expenses (9,996,124,555) (14,708,757,386)
Profit/(Loss) before tax 8,865,926,371 3,008,486,066
Income Tax for the Year (1,339,826,929) 105,600,661

Profit/(Loss)for the year

Other Comprehensive Income

Net change in available for sale financial assets

Actual Gain/(Loss) on retirement benefit obligation

Other comprehensive income for the year, net of tax

Total Comprehensive Income

7,526,099,442

134,541,150
(7,943,165)

3,114,086,727

517,879,752
(574,033)

7,652,697,427

3,631,392,446
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As At 31st December 2020
2020 2019

Notes Rs. Rs.
Assets
Intangible assets 5,998,484 8,147,706
Property, plant and equipment 8 42,225,902 40,497,303
Right of use lease Assets 9 94,511,709 130,651,150
Financial Assets 10 21,666,072,511 15,444,667,263
Reinsurance Receivable 1 1,102,142,174 1,5699,620,442
Premium receivables 12 2,849,482,173 2,010,815,480
Soft Loans 13 2,726,557 3,754,982
Other non financial assets 14 112,092,419 109,855,613
Deferred Commission 15 713,547,137 758,831,301
Cash at bank and in hand 16 769,514,934 600,106,740
Total Assets 27,358,314,000 20,706,947,980
Equity and Liabilities
Retained earnings 13,887,197,157 7,143,097,715
Other component of equity 177,448,911 50,850,926
Revaluation Reserve (2,102,126) (2,102,126)
Total Equity 14,062,543,942 7,191,846,515
Liabilities
Insurance contract liabilities 19 9,825,591,002 11,803,879,609
Retirement benefit obligation 20 50,120,616 34,192,463
Lease Creditor 21 113,263,614 141,801,845
Other liabilities 17 3,306,794,823 1,635,227,547
Bank overdraft 16 = -

Total Liabilities
Total Equity and Liabilities

13,295,770,055

13,515,101,463

27,358,314,000

20,706,947,980

| certify that the Financial Statement of the Fund comply with the requirements of the Sri Lanka Accounting Standards

@W Coo é‘am" %

Dammika Weerakoon L.A.G.N. Liyanarachchi
Chief Financial Officer (Acting) Chief Executive Officer
Assistant General Manager - Finance

The Accounting policies and Notes on pages 42 to 75 form an integral parts of these Financial Statements. The Board of
Directors are responsible for the Preparation and Presentation of Financial Statements. These Financial Statements were
approved by the Board of Directors and signed on their behalf.

|

Mawahib Mowjood Director
Chairman

28-Sep-22
Colombo
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Retained Available for  Revaluation
earnings Sale Financial Reserve

Assets Total

Balance as at 31 December 2016 7,831,705,609 (266,847,481) 7,564,858,128
Profit for the year 976,233,935 976,233,935
Net change in available for sale financial assets - 208,755,171 208,755,171
Cash Transferred to the Consolidated Fund (1,500,000,000) (1,500,000,000)
Year End Closing Difference (44,253,311) (44,253,311)
Income Tax Payable 2016/2017 (97,669,225) (97,669,225)
Amortised discounts on Bonds 26,235,147 26,235,147
Refund crop AAIB 42,871,673 42,871,673
Incentive 2016 (3,140,650) (3,140,650)
RI Premium General (2,921,713) (2,921,713)
Opening - AR Control RI (38,856,406) (38,856,406)
Opening - AR Control Non Motor 83,109,718 83,109,718
Cheque Return (324,575) (324,575)
ETF 3% 305,147 305,147
Motor bike Advance & Motor Receivable (57,582,588) (57,582,588)
ESC (2,068,743) (2,068,743)
Other Previous Year Adjustment (493,887) (493,887)
Acturial (gain)/loss on gratuity valuation - (8,699,331) (8,699,331)
7,213,150,131 (66,791,641) - 7,146,358,490

Profit for the year 3,183,238,866 3,183,238,866
Net change in available for sale financial assets (390,587,646) (390,587,646)
Cash Transferred to the Consolidated Fund (2,750,000,000) (2,750,000,000)
Revaluation of Assets (2,102,126) (2,102,126)
Revaluation on Disposed Motor Vehicle 6,276,415 6,276,415
Amortised discounts on Bonds 25,070,657 25,070,657
NNDIS Reinstatement & Adjustment Fee (291,472,452) (291,472,452)
RETRO RI Receivable Exchange loss (3,888,779) (3,888,779)
Settle Invoice & CN Cancelation 41,810,528 41,810,528
Missed Invoice in Openning Balance RI 10,980,047 10,980,047
NNDIS Cancel Cheque 12,682,341 12,682,341
Cheque Cancelation 2,080,928 2,080,928
Bond Coupon Interest (8,856,250) (8,856,250)
Salaries correction (1,037,300) (1,037,300)
Leave Encashment (2,764,983) (2,764,983)
Duplicate CN Cancelation R (7,458,551) (7,458,551)
Euro USD Exchange Gain Reverse (5,082,679) (5,082,679)
Other Previous Year Adjustment (83,955) (83,955)
Acturial (gain)/loss on gratuity valuation (9,075,505) (9,075,505)
Balance as at 31 st December 2018 7,424,644,965 (466,454,792) (2,102,126) 6,956,088,048
Profit for the year 3,114,086,727 3,114,086,727
Other Previous Year Adjustment (139,165,533) (139,165,533)
Cash Transferred to the Consolidated Fund (3,267,970,000) (3,267,970,000)
Amortised discounts on Bonds 11,501,557 11,501,557
Net change in available for sale financial assets 517,879,752 517,879,752
Acturial (gain)/loss on gratuity valuation (574,033) (574,033)
Balance as at 31 st December 2019 7,143,097,716 50,850,927 (2,102,126) 7,191,846,517
Profit for the Period 7,526,099,442 7,526,099,442
Acturial (gain)/loss on gratuity valuation (7,943,165) (7,943,165)
Net change in available for sale financial assets 134,541,150 134,541,150
Cash Transferred to the Consolidated Fund (782,000,000) (782,000,000)
Balance as at 31st December 2020 13,887,197,157 177,448,912 (2,102,126) 14,062,543,942

Accounting policies and notes on pages 42 to 75 form an integral part of the Financial Statements.

Figures in bracket indicate deductions.
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For the Period ended 31st December 2020

2020 2019
Rs. Rs.

Cash Flows from Operating Activities
Profit Before Tax
Adjustments for :

8,865,926,371 3,008,486,066

Interest Income

Depreciation

Amortisation

Lease Expenses

Net Fair Value Changes

Prior Year Adjustments

Loss/ (Profit)on Disposal of Fixed Assets

Change in Operating Assets

Change in Operating Liabilities

Cash Flow from Operating Activities

Net Cash Generated from Operating Activities

Cash Flows from Investing Activities

Net Disposal/(Acquisition) of Financial Investments
Interest Received

Amortised discounts on Bonds

Recovery of Soft Loans

Disposal of Property Plant and Equipment
Acquisition of Intangible Assets

Acquisition of Property, Plant and Equipment

Net Cash Used from Investing Activities

Cash Flows from Financing Activities

Lease Expenses
Cash Transferred to the Consolidated Fund
Net Cash Used in Financing Activities

Net Increase / (Decrease) in Cash and Cash Equivalents

Net Cash and Cash Equivalents at the beginning of the Year
Cash and Cash Equivalents at the end of the Year

Notes to the Cash Flow Statement

A. Change in Operating Assets

(Increase)/ Decrease in Deferred Commission
(Increase)/ Decrease in reinsurance premium receivable
(Increase)/ Decrease in Premium Receivable

(Increase)/ Decrease in Other Non Financial Assets
(Increase)/ Decrease in Right of use lease Assets

B. Change in Operating Liabilities

Increase / (Decrease) in Insurance Contract Liabilities
Increase / (Decrease) in Retirement Benefit obligation
Increase / (Decrease) in Other liabilities

Increase / (Decrease) in Lease Creditor

C. Increase / (Decrease) in Cash and Cash Equivalents

Net Cash and Cash Equivalents at the end of the Year

Less: Net Cash and Cash Equivalents at the beginning of the Year
Net Increase / (Decrease) in Cash and Cash Equivalents

(1,334,565,453)
10,704,723
2,149,221
17,571,769
126,597,985

(1,215,544,996)
14,354,664
1,092,955
21,062,606
517,305,719
(139,165,533)
756,279

7,688,384,616

2,208,347,759

(262,001,625)
(1,559,158,338)

(872,948,944)
4,985,210,310

5,867,224,653

6,320,609,124

5,867,224,653

6,320,609,124

(6,221,405,247)
1,334,565,453
1,028,424
1,222,888

(12,433,322)

(4,770,049,767)
1,215,544,996
11,501,557
1,970,028

(6,433,851)
(27,468,606)

(4,898,244,692)

(3,573,712,754)

(17,571,769)
(782,000,000)

(21,062,606)
(3,267,970,000)

(799,571,769)

(3,289,032,606)

169,408,194

(542,136,236)

600,106,740 1,142,242,978
769,514,934 600,106,740
45,284,164 (138,079,613)
497,478,268 (130,851,686)
(838,666,693) (461,990,747)
(2,236,806) (11,375,748)
36,139,441 (130,651,150)

(262,001,625)

(872,948,944)

(1,978,288,607)
15,928,153
431,740,347
(28,538,231)

4,272,673,969
5,682,422
565,052,074
141,801,845

(1,559,158,338)

4,985,210,310

769,514,934
600,106,740

600,106,740
1,142,242,978

169,408,194

(542,136,238)
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Year ended 31st December 2020

CORPORATE INFORMATION

The financial statements of The Board for the year
ended 31st December 2020 were approved and

11 Reporting Entity authorized to issue on 26th September 2022 in
accordance with the resolution of the Board of
National Insurance Trust Fund Board (“The Board”) is Directors on 26th September 2022.
incorporated by the “National Insurance Trust Fund
Act, No. 28 of 2006” with the amendment Act no. 28 of 9. BASIS OF PREPARATION AND SIGNIFICANT
2007 and domiciled in Sri Lanka. The registered office ACCOUNTING POLICIES
of the Board is situated at No. 95, Sir Chittampalam
A Gardiner Mawatha, Colombo 02 and the principal 2.1 Statement of Compliance
place of business is located at this address.
The financial statements have been prepared, unless
1.2 Parent Entity and Ultimate Parent Entity otherwise stated, in accordance with Sri Lanka
Accounting Standards, promulgated by the Institute
The Board’s parent and ultimate parent entity is the of Chartered Accountants of Sri Lanka (CA- Sri Lanka)
Government of Sri Lanka. and comply with the requirements of the Regulation
L . X of Insurance Industry Act No. 43 of 2000.
1.3 Principal Activities and Nature of Operations
L o . The Financial Statements include the following
The principal activities of the Board are carrying components:
out non-life (General) insurance businesses and re-
insurance businesses. - A Statement of Financial Position providing the
o information on the financial position of the Board
Further the Board maintains SRCC & T Fund, Crop as at the quarter-end, (page 02).
Levy of 1% of the profit after tax from banks, finance
companies and insurance companies operating in Sri - A Statement of Comprehensive Income providing
Lanka are collected by The Board and Agricultural the information on the financial performance of
Insurance schemes are provided from the Crop Levy. the Board for the year under review. (page 01)
There were no significant changes in the nature of the
principal activities of the Board during the year under - A Statement of Changes in Equity depicting all
review. changes in equity. (page 03)
1.4 Responsibility for Financial Statements - A Statement of Cash Flows providing the
information to the users , on the ability of the
The Board of Directors are responsible for preparation Board to generate cash and cash equivalents and
and presentation of these Financial Statements. utilization of those cash flows (page 04) and Notes
to the financial statements comprising accounting
1.5 Number of Employees policies and other explanatory information (page
The staff strength of The Board as at 31st December 0510 44).
2020 was 365 (2019 - 306). 2.2 Basis of Measurement
1.6 Approval of financial statements by the Board of The Financial Statements have been prepared on
Directors the historical cost basis except for following material
items in the financial statements.
Item Basis of Measurement Note No.
Loans and receivables financial assets At fair value 10.1
Available For Sale financial assets At fair value 10.2
Defined benefit obligations Act.uarially valged a.nd r.'ecognized at present value of the 2
defined benefit obligations
Policyholders' liabilities Actuarial determined values based on actuarial guidelines 191
issued by IRCSL
Incurred But Not Reported /Incurred But Actuarial determined values based on actuarial Methodologies 19.3
Not Enough Reported
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Year ended 31st December 2020

2.3

2.4

2.5

2.6

2.7

Presentation of Financial Statements

The board presents its statement of financial position
broadly in order that reflects their relative liquidity.
No adjustments have been made for inflationary
factors affecting the Financial Statements.

Financial assets and financial liabilities are offset
and the net amount is reported in the statement
of financial position only when there is a legally
enforceable right to offset the recognized amounts
and there is an intention to settle on a net basis, or to
realize the asset and settle the liability simultaneously.

Functional and presentation currency

The financial statements are presented in Sri Lankan
Rupees (LKR) which is the functional currency of
the Board. All financial information presented in Sri
Lankan Rupees has been rounded to the nearest
Rupee, except when otherwise indicated.

Materiality and Aggregation

Each material class of similar items is presented
separately. Items of dissimilar nature or function are
presented separately unless they are immaterial.

Reporting Period

The reporting period is from January to December
2020.

Where appropriate, the accounting policies have
been explained in the succeeding notes.

Significant Accounting Judgments, Estimates and
Assumptions

The preparation of financial statements in conformity
with Sri Lanka Accounting Standards / SLFRSs
requires management to make judgements, estimates
and assumptions that affect the application of
accounting policies and the reported amounts of
assets, liabilities, income and expenses. Actual results
may differ from these estimates.

Accounting judgments, estimates and underlying
assumptions are reviewed on an ongoing basis.
Revisions to accounting estimates are recognised in
the period in which the estimates are revised and in
any future periods affected.

The key significant accounting judgments, estimates
and assumptions involving uncertainty are discussed
below, whereas the respective carrying amounts
of such assets and liabilities are as given in related
notes.:

2.7.4

Going concern

The Management has made an assessment of The
Board’s ability to continue as a going concern and is
satisfied that the Board has the resources to continue
in business for the foreseeable future. Furthermore,
the management is not aware of any material
uncertainties that may cast significant doubt upon
the Board’s ability to continue as a going concern.
Therefore, the financial statements continue to be
prepared on the going concern basis.

Fair value of financial instruments

Determination of fair values of financial assets and
financial liabilities recorded on the statement of
financial position for which there is no observable
market price are determined using a variety of
valuation techniques that include the use of
mathematical techniques. The inputs to these models
are derived from observable market data where
possible, but if this is not available, judgment is
required to establish their fair values.

Assessment of Impairment

The Board assesses whether there are any indicators
of impairment for an asset or a cash-generating unit
at each reporting date or more frequently, if events or
changes in circumstances necessitate to do so. This
requires the estimation of the ‘value in use’ of such
individual asset or cash- generating unit. Estimating
value in use requires the Management to make an
estimate of the estimated future cash flows from
the asset or the cash-generating unit and also to
select a suitable discount rate in order to calculate
the present value of the relevant cash flows. This
valuation requires The Board to make estimation
about expected future cash flows and discount rates;
hence, they are subject to uncertainty.

Provision for Liabilities and Contingencies

The Board receives legal claims against it in the normal
course of business. Management has made judgements
as to the likelihood of any claim succeeding in making
provisions. The time of concluding the legal claim is
uncertain, as is the amount of possible outflow of
economic benefits. Timing and cost ultimately depend
on the due process in respective legal jurisdictions.

During the year under review, the Board decided
to provide 15% of total legal claims for litigation
provision.
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2.8

2.8.1

2.8.2

2.8.3

Summary of significant accounting policies
Foreign currency translation

The Board’s financial statements are presented in Sri
Lankan Rupees which is also the Board functional
currency. Transactions in foreign currencies are
initially recorded at the functional currency rate
prevailing at the date of the transaction.

Monetary assets and liabilities denominated in
foreign currencies are re-translated at the functional
currency rate of exchange ruling at the reporting date.
All differences are taken to the statement of profit or
loss.

Impairment of non-financial assets

The Board assesses at each reporting date whether
there is an indication that an asset may be impaired.
If any such indication exists, or when annual
impairment testing for an asset is required, The
Board estimates the asset’s recoverable amount.
An asset’s recoverable amount is the higher of an
asset’s or cash-generating units (CGU) fair value less
costs to sell and its value in use. The recoverable
amount is determined for an individual asset, unless
the asset does not generate cash inflows that are
largely independent of those from other assets or
groups of assets. Where the carrying amount of an
asset or CGU exceeds its recoverable amount, the
asset is considered impaired and is written down to
its recoverable amount. In assessing value in use,
the estimated future cash flows are discounted to
their present value using a pre-tax discount rate
that reflects current market assessments of the time
value of money and the risks specific to the asset. In
determining fair value less costs to sell, recent market
transactions are taken into account, if available. If no
such transactions can be identified, an appropriate
valuation model is used.

Impairment losses of continuing operations are
recognized in the income statement in those expense
categories consistent with the function of the
impaired asset.

Impairment of financial assets

The Board assesses at each reporting date whether a
financial asset or group of financial assets is impaired.
The Board assesses at each reporting date whether
there is objective evidence that a financial asset or
a group of financial assets not carried at fair value
through profit or loss are impaired.

A financial asset or a group of financial assets is
deemed to be impaired if, and only if, there is objective
evidence of impairment as a result of one or more
events that have occurred after the initial recognition
of the asset (an ‘incurred loss event’) and that loss
event (or events) has an impact on the estimated
future cash flows of the financial asset or the group of
financial assets that can be reliably estimated.

Impairment of financial assets carried at amortized
cost

If there is objective evidence that an impairment loss
onassets carried at amortized cost has beenincurred,
the amount of the impairment loss is measured as
the difference between the asset’s carrying amount
and the present value of estimated future cash flows
(excluding future expected credit losses that have
not been incurred) discounted at the financial asset’s
original effective interest rate. The carrying amount
of the asset is reduced and the loss is recorded in the
statement of comprehensive income.

The Board first assesses whether objective evidence
of impairment exists individually for financial assets
that are individually significant, and individually or
collectively for financial assets that are not individually
significant. If it is determined that no objective
evidence of impairment exists for an individually
assessed financial asset, whether significant or not,
the asset is included in a group of financial assets
with similar credit risk characteristics and that
group of financial assets is collectively assessed for
impairment. Assets that are individually assessed
for impairment and for which an impairment loss is,
or continues to be, recognized are not included in a
collective assessment of impairment. The impairment
assessment is performed at each reporting date.

If, in a subsequent period, the amount of the
impairment loss decreases and that decrease can
be related objectively to an event occurring after the
impairment was recognized, the previously recognized
impairment loss is reversed. Any subsequent reversal
of an impairment loss is recognized in the statement
of comprehensive income, to the extent that the
carrying value of the asset does not exceed its
amortized cost at the reversal date.

Impairment of available for-sale financial investments.

If an available-for-sale financial asset is impaired, an
amount comprising the difference between its costs
(net of any principal repayment and amortization)
and its current fair value, less any impairment loss
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2.8.4

previously recognized in of other comprehensive
income, is transferred from equity to the statement
of comprehensive income. Reversals in respect of
equity instruments classified as available-for-sale are
not recognized in the statement of comprehensive
income.

Reversals of impairment losses on debt instruments
classified at available-for-sale are reversed through
the statement of comprehensive income, if the
increase in the fair value of the instruments can be
objectively related to an event occurring after the
impairment losses were recognized in the statement
of comprehensive income.

- Impairment of financial assets carried at cost

If there is objective evidence that an impairment loss
has been incurred on an unquoted equity instrument
that is not carried at fair value because its fair value
cannot be reliably measured, or on a derivative asset
that is linked to and must be settled by delivery of
such an unquoted equity instrument, the amount of
the impairment loss is measured as the difference
between the carrying amount of the financial asset
and the present value of estimated future cash flows
discounted at the current market rate of return for a
similar financial asset.

Provisions and contingencies

General Provisions are recognised when the Board
has a present obligation (legal or constructive) as
a result of a past event, and it is probable that an
outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation.
Where the Board expects some or all of a provision to
be reimbursed, the reimbursement is recognised as
a separate asset but only when the reimbursement is
virtually certain. Expense relating to any provision is
presented in the statement of profit or loss, net of any
reimbursement.

If the effect of the time value of money is material,
provisions are discounting using a current pre-tax rate
that reflects, where appropriate, the risks specific to
the liability. Where discounting is used, the increase in
the provision due to the passage of time is recognised
as a finance cost.

In the opinion of the Board, litigations which are
currently against the entity, in the normal course
of business will not have significant impact on the
reported financial results or future operation of the
Board.

2.8.5

2.8.6

Statement of cash flows

The statement of cash flows has been prepared
using the indirect method of preparing cash flows in
accordance with the Sri Lanka Accounting Standard
(LKAS) 7 - Cash Flow Statements. Interest received
are classified as investing cash flows. Cash and
cash equivalents comprise short term, highly liquid
investments that are readily convertible to known
amounts of cash and are subject to an insignificant
risk of changes in value. Cash and cash equivalents
include cash in hand and balances with banks.
For cash flow statement purposes, cash and cash
equivalents are presented, net of bank overdrafts.

New standards and interpretation not yet adopted

The following SLFRSs have been issued by the Institute
of Chartered Accountants of Sri Lanka that have an
effective date in the future and have not been applied
in preparing these financial statements. Those SLFRSs
will have an effect on the accounting policies currently
adopted by the Board and may have an impact on the
future financial statements.

Sri Lanka Financial Reporting Standard (SLFRS) 15 -
Revenue from Contracts with Customers SLFRS 15
establishes a five step model to account for revenue
arising from contracts with customers. Under SLFRS
15, revenue is recognised at an amount that reflects
the consideration to which an entity expects to
be entitled in exchange for transferring goods or
services to a customer. It replaces existing revenue
recognition guidance, including LKAS 18 - Revenue,
LKAS 11- Construction Contracts and IFRIC 13
Customer Loyalty Programmes.

Either a full retrospective application or a modified
retrospective application is required for 1st January
2018. Contracts within the scope of SLFRS 4 -
Insurance Contracts are scope out, according to
scope (paragraph 5 (b)) of SLFRS 15. The Board is
evaluating the impact of other revenue contracts
currently.

SLFRS 9 - Financial Instruments SLFRS 9 - Financial
Instruments, will replace LKAS 39 -
Instruments: Recognition and Measurement, for
annual periods on or after 1st January 2018 with early
adoption permitted. In 2017, the Board set up a team
to implement SLFRS 9 within the Board .

Financial

The Board performed the diagnostic phase
(preliminary impact assessment exercise) and
implementation phase (solution development) on
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SLFRS 9. The Board has undertaken a significant
analysis of how SLFRS 9 should be implemented and
has taken tentative accounting policy decisions.

Classification Measurement from a classification
and measurement perspective, the new standard
will require all financial assets, except equity
instruments and derivatives, to be assessed based
on a combination of the entity’s business model for
managing the assets and the instruments’ contractual
cash flow characteristics.

Business Model Assessment the Board determines
its business model at the level that best reflects how
it manages financial assets to achieve its objectives.
The Board ‘s business model is not assessed on an
instrument by instrument basis, but at a higher level
of aggregated portfolios and is based on observable
factors such as:

How the performance of the business model and
the financial asset held within that business model
are evaluated and reported to the entity’s key
management personnel

Risks that affect the performance of the business
model (and the financial asset held within that
business model) and, in particular, the way those risks
are managed

The expected frequency, value and timing of sales are
also important aspect of the Board ‘s assessment

The business model assessment is based on
reasonably expected scenarios without taking ‘worst
case’ or ‘stress case’ scenarios in to account. If cash
flows after initial recognition are realized in a way that
is different from the Board ‘s original expectation,
the Board does not change the classification of the
remaining financial assets held in that business model,
but incorporates such information when assessing
newly originated or newly purchased financial assets.

Contractual Cash flow Characteristic Test as the
second test of the classification process, The Board
assesses contractual terms of the financial asset to
identify whether they meet Solely the Payment of
Principle and Interest (SPPI) criteria.

‘Principle’ for the purpose of this test is defined as the
fair value of the financial asset at initial recognition
and may change over the life of the financial asset
(for example, if there are repayments of principle or
amortization of the premium/discount).

The most significant elements of interest within a
lending arrangement are typically the consideration
for the time value of money and credit risk. To make
SPPI assessment, the Board applies judgment and
considers relevant factors such as currency in which
the financial asset is denominated and the period for
which the interest rate is set.

In contrast to contractual exposures that introduce
a more than demonisms exposure to risk or volatility
in the contractual cash flows that are unrelated
to a basic lending arrangement, do not give rise to
contractual cash flows that are solely the payment
of principle and interest on the amount outstanding.
In such cases the financial asset is required to be
measured at FVPL.

OPERATING SEGMENTS

Operating segment is a component of an entity:

a) That engages in business activities from which it
may earn revenues and incur expenses (including
revenues and expenses relating to transactions
with other components of the same entity).

b) Whose operating results are regularly reviewed
by the entity’s chief operating decision maker to
make decisions about resources to be allocated
to the segment and assess its performance; and

c) For which discrete financial information is
available.

For management purposes, The Board has organized
the main business into four business segments based
on products and services and has four reportable
segments.

The segmental information reported below is used by
the chief operating decision maker for the allocation
of resources and assessment of performance.

- General - Motor insurance

- General - Non Motor insurance
- Agrahara

- NNDIS

- Re Insurance

-SRCC&T

- Crop
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4

REVENUE
GROSS WRITTEN PREMIUM

Accounting policy - Product classification of
insurance and investment contracts SLFRS 4 -
Insurance Contracts, requires contracts written by
insurer to be classified as either ‘Insurance contracts’
or ‘Investment contracts’ depending in the level of
insurance risk transferred.

Insurance contracts are those contracts when
the Board (the insurer) has accepted significant
insurance risk from another party (the policyholders)
by agreeing to compensate the policyholders, if a
specified uncertain future event (the insured event)
adversely affects the policyholders. As a general
guideline, the Board determines whether it has
significant insurance risk, by comparing benefits paid
with benefits payable, if the insured event did not
occur. Insurance contracts can also transfer financial
risk.

Investment contracts are those contracts that
transfer significant financial risk, and no significant
insurance risk. Financial risk is the risk of a possible
future change in one or more of a specified interest
rate, financial instrument price, commodity price,
foreign exchange rate, index of price or rates, credit
rating or credit index or other variables, provided in
the case of a non-financial variable that the variable
is not specific to a party to the contract.

Once a contract has been classified as an insurance
contract, it remains an insurance contract for the
remainder of its lifetime, even if the insurance risk
reduces significantly during this period, unless all
rights and obligations are extinguished or expire.
Investment contracts can, however, be reclassified as
insurance contracts after inception if insurance risk
becomes significant.

All the products sold by the Board are insurance
contracts and therefore classified as insurance
contracts under SLFRS 4 - Insurance Contracts. Thus,
the Board does not have any investment contracts
within its product portfolio as at the reporting date.

Accounting policy - Recognition of gross written
premium Gross Written Premium (GWP) represents the
premium charged by The Board to underwrite risks.
GWP is accounted on an accrual basis.

Non-life insurance GWP comprises the total
premiums received/receivable for the whole period
of cover provided by contracts entered into during
the accounting period and are recognized on the date
on which the policy commences. However GWP of
Agrahara and crop insurance levy are considered on
cash basis. Rebates that form part of the premium rate,
such as no claim rebates, are deducted from the GWP.

Reinsurance gross premiums include premium income
in relation to inwards facultative business, Inwards
propotional treaty and inwards non-propotional treaty
reinsurance.

Inwards facultative reinsurance premiums are
recognized in the financial year in respect of the
facultative risks assumed during the particular financial
period after receiving the leader confirmation.
Inward proportional treaty reinsurance premiums are
recognized on the basis of periodic advices received
from cedants with the leader confirmation.

Premium income on non-proportional treaties, which
coverslosses occurringduring a specified treaty period,
are recognized base on the contractual premium
already established at the start of the treaty period
under the terms and conditions of each contract.

GWP for the year by major classes of business are as
follows;

2020
Rs.

2019
Rs.

Gross Written Premium
The premium income for the year by major classes of business is as follows.

Inward Reinsurance

SRCC & Tr Premium

General Insurance - Motor

General Insurance - Non Motor

National Natural Disaster Scheme (NNDIS)
Medical scheme for Parliamentory members

Contribution collected for Agrahara medical Insurance Scheme

Contribution from Members
Contribution from the Treasury
Pensioners Insurance Scheme
Semi Government Scheme

3,235,474,242
6,088,496,099
260,600,235
213,469,435

20,000,000

4,173,714,909
6,307,350,365
390,150,125
301,979,246
1,500,000,000
20,000,000

9,818,040,011

12,693,194,645

4,090,359,038
782,000,000
166,837,400
430,102,300

3,617,114,527
767,970,000
142,321,400
311,317,625

5,469,298,738

4,838,723,551




CHANGE IN RESERVE FOR UNEARNED PREMIUM

Accounting policy - Change in reserve for unearned
premium Unearned premium reserve represents
the portion of the premium written in the year but
relating to the unexpired term of coverage. Unearned
premiums are calculated on 365th basis for General
Insurance including motor & Non-Motor and Agrahara
Health Scheme, 1/24th basis for SRCC and 35% on
the gross premiums basis for Reinsurance in line
with generally accepted insurance and reinsurance
industry practices. Change in reserve for unearned
insurance premium represents the net portion of the
GWP transferred to the unearned premium reserve
during the year to cover the unexpired period of the
policies.

PREMIUM CEDED TO REINSURERS

Accounting policy - Recognition of premium ceded
to reinsurers Non-life gross reinsurance premium
written comprises the total premium payable for
the whole cover provided by contracts entered
into the period and is recognised on the date on
which the policy commences. Premium includes
any adjustments arising in the accounting period in
respect of reinsurance contracts commencing in
prior accounting periods.

CHANGE IN RESERVE FOR UNEARNED REINSURANCE
PREMIUM

Accounting policy - Change in reserve for unearned
reinsurance  premium  Unearned reinsurance
premium is the proportion of premium written in a
year that relates to periods of risk after the reporting
date. unearned reinsurance premium is deferred over
the term of the underlying direct insurance policies.
Change in reserve for unearned reinsurance premium
represents the net portion of the reinsurance
premium transferred to the unearned reinsurance
premium reserve during the year to cover the
unexpired period of the policies.

NET CLAIMS

Accounting policy - Recognition of gross claims
Gross claims for non-life insurance include all claims
occurring during the year, whether reported or
not, related external claims handling costs that are
directly related to the processing and settlement of
claims, a reduction for the value of salvage and other
recoveries and any adjustments to claims outstanding
from previous years. Claims outstanding are assessed
by review of individual claim files and estimating
changes in the ultimate cost of settling claims.

Claims expenses and liabilities for outstanding
claims are recognised in respect of direct insurance
business. The liability covers claims reported but not
yet paid, Incurred But Not Reported (IBNR) claims and
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the anticipated direct and indirect costs of settling
those claims. The provision in respect of IBNR is
actuarially valued on a quarterly basis to ensure a
more realistic estimation of the future liability based
on past experience and trends.

While the Directors consider that the provision for
claims is fairly stated on the basis of information
currently available, the ultimate liability will vary as a
result of subsequent information and events. This may
result in adjustment to the amounts provided. Such
amounts are reflected in the financial statements for
that period. The methods used and the estimates
made are reviewed regularly.

Accounting policy - Recognition of reinsurance claims
Reinsurance claims are recognised when the related
gross insurance claim is recognised according to the
terms of the relevant contract.

Claims on assumed reinsurance are recognised
as revenue or expenses in the same manner as
they would be if the reinsurance were considered
direct business, taking into account the product
classification of the reinsured business.

UNDERWRITING AND NET ACQUISITION COSTS

Accounting policy - Recognition of underwriting and
deferred acquisition costs Acquisition expenses,
representing commissions, which vary with and are
directly related to the production of business, are
deferred and amortised over the period in which the
related written premiums are earned.

Reinsurance commission is also treated in the same
manner within deferred acquisition costs.

OTHER OPERATING AND ADMINISTRATIVE EXPENSES

Accounting policy - Recognition of other operating
and administrative expenses Other operating and
administrative expenses are recognised on accrual
basis. All expenditure incurred in the running of the
business and in maintaining the property, plant and
equipment are charged to the statement of profit or
loss.

Staff expenses

Accounting policy - Short-term employee benefits
Short-term employee benefit obligations are
measured on an undiscounted basis and are expensed
as the related service is provided. A liability is
recognised for the amount expected to be paid under
short-term cash bonus or profit-sharing plans, if The
Board has a present legal or constructive obligation to
pay this amount as a result of past service provided
by the employee and the obligation can be estimated
reliably.
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Accounting policy - Defined benefit plans A defined
benefit plan is a post-employment benefit plan other
than adefined contribution plan. The Board recognises
the changes in the defined benefit obligations under
staff expenses in the statement of profit or loss.

(a) current service cost
(b) interest cost

For more details, please refer Note 34 on defined
benefit obligations.

Accounting policy - Defined contribution plans A
defined contribution plan is a post- employment plan
under which an entity pays fixed contributions into a
separate entity and will have no legal or constructive
obligation to pay a further amount. Obligations for
contributions to the Employees’ Provident Fund (EPF)
under the Employees’ Provident Fund Act No. 15 of
1958 as amended and Employees’ Trust Fund under
the Employees’ Trust Fund Act No. 46 of 1980, covering
all employees are recognised as an employee benefit
expense in the statement of profit or loss when they
are due. The Board contributes 12% and 3% of gross
emoluments of employees’ as employees’ provident
fund and trust fund contributions respectively.

14

15

16

on investments include gains and losses on financial
assets. Gains and losses on the sale of investments
are calculated as the difference between net sales
proceeds and the original or amortised cost and are
recorded on occurrence of the sale transaction.

OTHER INCOME

Other income includes disposal gains/(losses)
on salvages, property, plant and equipment and
miscellaneous income. Profit or loss on sale of
property, plant and equipment is recognized in the
period in which the sale occurs and is classified under
other income.

PROFIT BEFORE TAX

The profit before tax for the year is stated after
charging following expenses;

INCOME TAX EXPENSE

Recognition of income tax expense Income tax
expense comprises current income tax. Current
income taxes are recognized in the statement of profit
or loss except to the extent that it relates to items
recognized directly in equity, when it is recognized in

12 FEE INCOME equity.
Accounting policy - Recognition of fees Policyholders INCOME TAX REVERSAL/(EXPENSE)
are charged for policy administration services and . .
other contract fees. These fees are recognised as The major components of income tax expense for the
revenue upon receipt or become due years ended 31st December are as follows:
13 NET FAIR VALUE GAINS Tax Recognized in Profit & Loss
Recognition of fair value gains and losses Net fair
value gains recorded in the statement of profit or loss
2020 2019
Rs. Rs.
Current Income Tax - -
Income Tax on current year’s profit 1,339,826,929 (105,600,662)
(Over)/Under Provision of Current Taxes in Respect of Prior Years = -
Total Income Tax (Reversal)/Expense 1,339,826,929 (105,600,662)
17 INTANGIBLE ASSETS Software acquired by the Board is initially measured at

The Board ‘s intangible assets include the value of
acquired computer software.

Basis of recognition an intangible asset is recognised
if it is probable that future economic benefits that are
attributable to the asset will flow to The Board and
the cost of the asset can be measured reliably.

cost and subsequently stated at cost less accumulated
amortisation and accumulated impairment losses, if
any.

Subsequent expenditure Subsequent to initial
recognition, the intangible asset is carried at cost
less accumulated amortisation and accumulated
impairment losses.
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17.2

17.3

Subsequent expenditure on software assets is
capitalised only when it increases the future economic
benefits embodied in the specific asset to which it
relates. All other expenditure is expensed as incurred.

Amortisation Intangible assets are amortised on
a straight line basis over the period of four years.
Amortisation is recorded in the statement of profit or
loss.

Intangible assets with finite lives are amortised over
the useful economic life. Amortisation period and the
amortisation method for an intangible asset with a
finite useful life are reviewed at least at each financial
year end. Changes in the expected useful life or the
expected pattern of consumption of future economic
benefits embodied in the asset are accounted for
by changing the amortisation period or method,
as appropriate, and they are treated as changes in
accounting estimates.

Amortisation expense on intangible assets with finite
lives is recognised in the statement of profit or loss in
the expense category consistent with the function of
the intangible asset.

Amortisation is calculated using the straight-line
method to write down the cost of intangible assets to
their residual values over their estimated useful lives
as follows;

De-recognition of intangible asset an intangible asset
is de-recognised on disposal or when no future
economic benefits are expected from it. The gain or
loss arising from the derecognition of such intangible
assets is included in the statement of profit or loss
when the item is de-recognised.

Accounting policy - Impairment of intangible asset
an impairment review is performed whenever there
is an indication of impairment. When the recoverable
amount is less than the carrying value, an impairment
loss is recognised in the statement of profit or
loss. Future servicing rights are also considered in
establishing an onerous contract provision for each
reporting period.

Fully amortised intangible assets in use was Rs.
7,067,073 fully amortised intangible assets which are
still in use or idle intangible assets as at the reporting
date (2019 - 6,542,073).

Title restriction on intangible assets No restrictions
exist on the title of the intangible assets and no items
pledged as securities for liabilities.

No Acquisition of intangible assets during the year
2020 (2019 - 6,433,851).

17.4

18

Assessment of impairment of intangible assets
The Board of Directors has assessed the potential
impairment indicators of intangible assets as at
31st December 2020. Based on the assessment, no
impairment indicators were identified and therefore
no impairment provision is required to be made in
the financial statements as at the reporting date with
respect of intangible assets.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment are tangible items that
are held for servicing or for administrative purposes
and are expected to be used for more than one
year. Property, plant and equipment includes office
equipment, furniture and fittings, Miscellaneous
assets and motor vehicles.

Basis of recognition Property, plant and equipment
are recognized if it is probable that future economic
benefits associated with the asset will flow to The
Board and cost of the asset can be measured reliably.

Measurementanitemof property, plantand equipment
that qualifies for recognition as an asset is initially
measured at its cost. Cost includes expenditure that
is directly attributable to the acquisition of the asset
and cost incurred subsequently to add to or replace a
part of it the cost of self-constructed assets includes
the cost of materials and direct labour, any other
costs directly attributable to bringing the asset to a
working condition for its intended use and the costs
of dismantling and removing the items and restoring
at the site on which they are located. Purchased
software that is integral to the functionality of the
related equipment is capitalised as a part of computer
equipment.

The Board applies the cost model to plant and
equipment and records at cost of purchase or
construction together with any incidental expenses
thereon less accumulated depreciation and any
accumulated impairment losses.

Repairs and maintenance are charged to the
statement of profit or loss during the financial period
in which they are incurred. Cost of major renovations
is included in the carrying amount of the assets
when it is probable that future economic benefits
in excess of the most recently assessed standard of
performance of the existing assets will flow to The
Board and the renovation replaces an identifiable
part of the asset. Major renovations are depreciated
during the remaining useful life of the related asset.
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18.2

18.3

18.4

18.5

18.6

Depreciation is calculated using the straight-line
method to write down the cost of property, plant
and equipment to their residual values over their
estimated useful lives. Depreciation charge begins
when an assets is available for use. The estimated
useful lives are as follows;

Plant & Machinery Over 10 years
Furniture & Fitting Over 13.33 years
Office Equipments Over 13.33 Years
Motor Vehicles Over 10 years

Name Board Over the lease period of the building
De-recognition of property, plant and equipment

Carrying amount of an item of property, plant and
equipment is derecognised on disposal or when
no future economic benefits are expected from it.
Gain or loss arising from the de-recognition of an
item of property, plant and equipment is included in
the statement of profit or loss when the item is de-
recognised.

When replacement costs are recognised in the
carrying amount of an item of property, plant and
equipment, the remaining carrying amount of
the replaced part is de-recognised. At each such
capitalisation, the remaining carrying amount of the
previous cost of inspection is derecognised.

Fully depreciated property, plant and equipment in
use Property, plant and equipment also includes fully
depreciated assets which are in the use of normal
business activities. Initial cost of fully depreciated
property, plant and equipment which are still in use
as at the reporting date, is as follows:

Title restriction on property, plant and equipment
There are no restrictions that existed on the title of
property, plant and equipment of the Board as at the
reporting date.

Acquisition of property, plant and equipment during
the year During the financial year, the Board acquired
property, plant and equipment amounting to Rs.
12,433,322 (2019 - Rs. 27,468,606). were made during
the year to purchase property plant and equipment.

Property, plant and equipment pledged as security
for liabilities There were no items of property, plant
and equipment pledged as securities for liabilities as
at 31 st December 2020 (2019 - Nil).

Temporarily idle property, plant and equipment
There were no temporarily idle property, plant and
equipment as at 31st December 2020 (2019 - Nil).

Assessment of impairment of Property, plant and
equipment The Board of Directors has assessed the

18.7

18.8
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potential impairment indicators of property, plant
and equipment as at 31st December 2020. Based
on the assessment, no impairment indicators were
identified and therefore no impairment provision is
required to be made in the financial statements as at
the reporting date in respect of property plant and
equipment.

Amount of contractual commitments for the
acquisition of property, plant and equipment There
are no contractual commitments for the acquisition
of property, plant and equipment as at the reporting
date

Subsequent Measurement of PPE

Revaluation is performed by professionally qualified
valuers using the open market value. Assets are
revalued periodically and revaluation have been done
in 2018. Revaluations are performed once in every 05
years by internally appointed committee or external
valuers where necessary. The revaluation surplus is
recognized on the net carrying value of the asset and
is transferred to a revaluation reserve after restating
the asset at the revalued amount. The revaluation
reserve is transferred to retained earnings at the
point of derecognition.

FINANCIAL INVESTMENTS

Accounting policy - Classification of financial
investments The Board initially recognises loans and
receivables on the date that they are originated. All
other financial assets (including assets designated at
fair value through profit or loss) are recognised initially
on the trade date at which the Board becomes a party
to the contractual provisions of the instrument. In
the case of financial assets not at fair value through
profit or loss, a financial asset is measured initially
at fair value plus transaction costs that are directly
attributable to its acquisition or issue.

Depending on the intention and ability to hold
the invested assets, The Board classifies its non-
derivative financial assets into following categories:

Fair Value Through Profit or Loss (FVTPL); - Loans and
receivables (L&R); - Available-For-Sale (AFS) financial
assets; and - Held to Maturity (HTM), as appropriate

However, the Board did not have any investment
classified as held to maturity investments and
investment classified as Fair Value through Profit or
Loss investments as at the reporting date (2019-Nil).

Accounting policy - De-recognition of financial
investments The Board de-recognises financial assets
when the contractual rights to the cash flows from
the asset expire or it transfers the right to receive
the contractual cash flows on the financial asset
in a transaction in which substantially all the risks
and rewards of ownership of the financial asset are
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transferred. Any interest in a transferred financial
asset that is created or retained by the Board is
recognised as a separate asset or liability.

Accounting policy - Offsetting of financial instruments
Financial assets and liabilities are offset and the net
amount is presented in the statement of financial
position when and only when the Board has a legal
right to offset the amounts and intends either to
settle on a net basis or to realise the asset and settle
the liability simultaneously.

Category Financial Asset

Fair Value through

Profit or Loss None

Available for Sale Treasury Bonds

Treasury Bills

Loans and Receivables REPO,

Overnight REPO

Held to Maturity Foreign Currency
Development Bonds

Treasury Bonds

The following table consists of the fair values of
financial investments together with their carrying
values.

Fair value through profit or loss investments and
available-for-sale investments have been valued at
fair value. Loans and receivable investments have
been valued at amortised cost.

Analysis of financial investments based on
characteristics Following notes provide disclosures of
the financial investments based on characteristics of
the each class of instrument.

Fair value through profit or loss Accounting policy
- Recognition of fair value through profit or loss
investments Financial assets at fair value through
profit or loss include financial assets held for trading
and those designated upon initial recognition at fair
value through profit or loss. Investments typically
bought with the intention to sell in the near future are
classified as held for trading. Attributable transaction
costs are recognised in the statement of profit or loss
as incurred. These investments are initially recorded
at fair value. Subsequent to initial recognition, they
are remeasured at fair value.

Changes in fair value are recorded under ‘Fair value
gains and losses’ in the statement of profit or loss.
The Board evaluates its financial assets at fair value
through profit or loss (held for trading) by considering
whether the intent to sell them in the near term is still
appropriate.

19.2

Loans and receivables Recognition of loans and
receivables investments Loans and receivables are
financial assets with fixed or determinable payments
that are not quoted in an active market. These
investments are initially recognised at cost, being the
fair value of the consideration paid for the acquisition
of the investment. All transaction costs directly
attributable to the acquisition are also included in
the cost of the investment. After initial measurement,
loans and receivables are measured at amortised
cost using the EIR, less allowance for impairment.
Amortised cost is calculated by taking into account
any discount or premium if any, on acquisition and
fee or costs that are an integral part of the EIR. EIR
amortisation is included in the statement of profit
or loss arising from impairment are recognised as an
expense in the statement of profit or loss.

Gains and losses are recognised in the statement of
profit or loss when the investments are de-recognised
or impaired, as well as through the amortisation
process. Loans and receivables comprise investments
in repurchase agreements.

19.2.1 Repurchase agreements The Board has invested in

19.3

reverse repurchase agreements (REPO) with People’s
Bank, Bank of Ceylon and NSB Fund Management
(Pvt) Ltd which are fully secured against the assigned
government securities with ISIN numbers. REPO rates
for the outstanding balances were in the range of
5.3% - 8.45%, depending on different maturities.

Available-for-sale

Accounting policy - Recognition of available-for-sale
investments Available-for-sale financial investments
may include Treasury Bills and Bonds.

After the initial measurement, available-for-sale
financial assets are subsequently measured at fair
value, with unrealised gains or losses recognised
in other comprehensive under available-for-sale
reserve. Interest earned whilst holding available-for
saleinvestmentsis reported as ‘Interestincome’ using
the EIR. When the asset is de-recognised, cumulative
gain or loss in the statement of profit or loss and
other comprehensive income is transferred to the
statement of profit or loss. If the asset is determined
to be impaired, the cumulative loss is recognised in
the statement of profit or loss and removed from the
available-for-sale reserve.

The Board evaluates whether the ability and intention
to sell its available-for-sale financial assets in the near
term is still appropriate. When, in rare circumstances,
The Board is unable to trade these financial assets due
to inactive markets, The Board may elect to reclassify
these financial assets, if management has the ability
and intention to hold the assets for the foreseeable
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future or until maturity. Reclassification to loans
and receivables is permitted when the financial
asset meets the definition of loans and receivables
and management has the intention and ability to
hold these assets for the foreseeable future or until
maturity. The reclassification to held to maturity
investments is permitted only when the entity has the
ability and intention to hold the financial asset until
maturity.

For a financial asset reclassified out of the available-
for-sale category, the fair value at the date of
reclassification becomes its new amortised cost and
any previous gain or loss on that asset that has been
recognised in equity is amortised to the statement of
profit or loss over the remaining life of the investment
using EIR. Any difference between the new amortised
cost and the maturity amount is also amortised over
the remaining life of the asset using EIR. If the asset
is subsequently determined to be impaired, then
the amount recorded in equity is reclassified to the
statement of profit or loss.

Impairment of available-for-sale financial investments
At the reporting date, there were no available-for-
sale financial investments that were overdue and
impaired.

REINSURANCE RECEIVABLES

Accounting policy - Reinsurance receivables The
Board cedes insurance risk in the normal course
of business for all of its businesses. Reinsurance
receivables represent balances due from reinsurance
companies. Amounts recoverable from reinsurers are
estimated in a manner consistent with the outstanding
claims provision or settled claims associated with the
reinsurer’s policies and are in accordance with the
related reinsurance contract.

Ceded reinsurance arrangements do not relieve The
Board from its obligations to policyholders.

Reinsurance receivables are recognised when due
and measured on initial recognition at the fair value of
the consideration received or receivable.

Reinsurance assets are de-recognised when the
contractual rights are extinguished or expire or when
the contract is transferred to another party.

Reinsurance assets are reviewed for impairment
at each reporting date or more frequently when an
indication of impairment arises during the reporting
year. Impairment occurs when there is objective
evidence as a result of an event that occurred after
initial recognition of the reinsurance asset that The
Board may not receive all outstanding amounts due
under the terms of the contract and the event has a

21

reliably measurable impact on the amounts that The
Board will receive from the reinsurer. The impairment
loss is recorded in the statement of profit or loss.

INSURANCE RECEIVABLES

Insurance receivables Insurance receivables are
recognised when due and measured on initial
recognition at the fair value of the consideration
receivable. Subsequent to the initial recognition,
insurance receivables are measured at amortised
cost. The carrying value of insurance receivables
is reviewed for impairment whenever events or
circumstances indicate that the carrying amount
may not be recoverable, with the impairment loss
recorded in the statement of profit or loss.

Insurance receivables are de-recognised, when the
de-recognition criteria for financial assets have been
met.

According to the Premium Payment warranty (PPW)
directive issued by the Insurance Regulatory

Commission of Sri Lanka (IRCSL), all General
Insurance policies are issued subject to PPW and
cancellable upon the expiry of 60 days if not settled.
However, premium receivables from the government
institutions and for compulsory insurance schemes
such as Rl and SRCC will not be cancelled/provided
after expiry of 60 days as the recovery is certain from
these parties.

Since the Board has adopted PPW for other private
parties other than the government institutions and for
compulsory insurance schemes such as Rl and SRCC,
no long outstanding balances are left in premium
receivable. Thus, there is no need for an additional
impairment loss provision other than the amounts for
General Insurance Motor and Non Motor Insurance as
follows:

50% will be provided - > 60 Days < 90 Days

100% will be provided - > 90 Days

REINSURANCE

Age 2020 2019
Up to 30 days 41,598,382 72,195,682
31to 60 days 19,169,527 172,692,828
61to 365 days 755,909,721 409,991,631
Over 365 days 451,128,820 302,332,943

1,267,806,450 957,213,084




NATIONAL INSURANCE TRUST FUND
Annual Report 2020

Notes to the Financial Statements (Contd...)

Year ended 31st December 2020

22

MOTOR
Age 2020 2019
Up to 30 days 3,304,755 9,700,788
31to 60 days 2,181,646 9,064,058
61to 365 days 4,652,398 16,321,752
Over 365 days 467,366 1,121,030
10,606,165 36,207,628
NON MOTOR
Age 2020 2019
Up to 30 days 45,532,523 49,136,967
31to 60 days 535,425 2,227,274
61to 365 days 11,830,708 7,278,411
Over 365 days 12,514,249 3,563,364
70,412,904 62,206,015
DEFERRED EXPENSES
Acquisition expenses Costs of acquiring new

businesses, including commission, underwriting,
marketing and policy issuance expenses, which
vary with and directly related to production of new
businesses are deferred to the extent that these costs
are recoverable out of future premiums. All other
acquisition costs are recognized as an expense when
incurred. Subsequent to initial recognition, Deferred
Acquisition Costs (DAC) are amortized over the period
on the basis unearned premium is amortized.

Changes in the expected useful life or the expected
pattern of consumption of future economic benefits
embodied in the asset are accounted for by changing
the amortization period and are treated as a change
in an accounting estimate.

DAC is de-recognized when the related contracts are
either expired or cancelled.

An impairment review of DAC is performed at each
reporting date or more frequently when an indication
of impairment arises. When the recoverable amount
is less than the carrying value, an impairment loss is
recognized in the statement of profit or loss. DAC is
also considered in the liability adequacy test for each
reporting period.

23
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Reinsurance commissions Commissions receivable
on outwards reinsurance contracts are deferred and
amortised on a straight-line basis over the term of the
expected premiums payable.

OTHER ASSETS

Recognition of other assets Other assets which
consist of non-financial assets are recognised at cost
less any impairment losses.

Staff loans

This contains distress loans loans and festival advances
given to the staff members of the board. There is no
any loans or advances given to the directors of the
board.

Soft loans

These loans were granted to the institutes/hotels
affected by terrorist attacks by Bank of Ceylon for
which funds given from SRCC & T fund.

Tax recoverables Tax recoverables of The Board
consist of With Holding Tax (WHT) receivable and
Economic Service Charge (ESC) receivables.

ESC receivables As per the provisions of the Economic
Service Charge Act No. 13 of 2006, ESC is payable on
the liable turnover at specified rates. ESC is deductible
from the income tax liability. Any unclaimed receivable
ESC amount can be carried forward and set-off against
the income tax payable as per the relevant provisions
in the Act.

Recognition of inventories Inventories include all
consumable items which are stated at lower of cost
and net realizable value.

CASH AND BANK BALANCES

Cash and bank balances Cash and bank balances in the
statement of financial position comprise cash at bank
and cash in hand which are subject to an insignificant
risk of changes in value.

Cash and Cash equivalents

Bank overdrafts, which form an integral part of cash
management and savings accounts are included
as a component of cash and cash equivalents for
the purposes of the statement of cash flows. In the
statement of financial position, bank overdrafts are
included under liabilities. The board has no any bank
overdraft facilities obtained from the banks. However,
a book overdraft balance is shown in balance sheet.
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RETAINED EARNINGS
AVAILABLE-FOR-SALE RESERVES

Available-for-sale Available for-sale-reserves
comprise the cumulative net change in the fair value
of available-for-sale financial assets and is carried
forward until the respective assets are de-recognised
or impaired.

Revalution reserves

Other reserves comprise of the actuarial gains/
(losses) arising from valuation of gratuity liability as
required by LKAS 19 - Employee Benefits.

INSURANCE CONTRACT LIABILITIES

Accounting policy - Provision for net unearned
premium Provision for unearned premiums represent
premiums received for risks that have not yet expired.
Generally, the reserve is released over the term of the
contract and is recognised as premium income. At
each reporting date, The Board reviews its unexpired
risk and a liability adequacy test is performed to
determine whether there is any overall excess of
expected claims and deferred acquisition costs over
unearned premiums. This calculation uses current
estimates of future contractual cash flows after taking
account of the investment return expected to arise
on assets relating to the relevant non-life insurance
technical provisions. If these estimates show that
the carrying amount of the unearned premiums
is inadequate, the deficiency is recognised in the
statement of profit or loss by setting up a provision
for liability adequacy.

As required by SLFRS 4 - Insurance Contracts, The
Board performs a Liability Adequacy Test (LAT) in
respect of non-life contract liabilities with the
assistance of an external actuary.

Accounting policy - Provision for gross outstanding
claims Non-life insurance contract liabilities are
recognised when contracts are entered into and
premiums are charged. These liabilities are known as
the outstanding claims provision, which are based on
the estimated ultimate cost of all claims incurred but
not settled at the reporting date, whether reported or
not, together with related claims handling costs and
reduction for the expected value of salvage and other
recoveries.

The liability is not discounted for the time value of
money. No provision for equalisation or catastrophe
reserves is recognised. The liabilities are de-
recognised when the contract expires, is discharged
or is cancelled.

Accounting policy - Provision for gross incurred but
not reported claims Delays can be experienced in
the notification and settlement of certain types of

claims, therefore the ultimate cost of these cannot be
known with certainty at the reporting date. The liability
is calculated at the reporting date using a range of
standard actuarial claim projection techniques, based
on empirical data and current assumptions that may
include a margin for adverse deviation.

For non-life insurance contracts, estimates have to be
made both for the expected ultimate cost of claims
reported at the reporting date and for the expected
ultimate cost of Claims Incurred But not Reported
(IBNR) at the reporting date. It can take a significant
period of time before the ultimate claims cost can
be established with certainty and for some type of
policies, IBNR claims form the majority of the liability in
the statement of financial position.

The ultimate cost of outstanding claims is estimated
by using a range of standard actuarial claims
projection techniques, such as Chain Ladder method,
Bornheutter-Ferguson method and Frequency/Severity
method.

The main assumption underlying these techniques is
that a company’s past claims development experience
can be used to project future claims development and
hence ultimate claims costs. As such, these methods
extrapolate the development of paid and incurred
losses, average costs per claim and claim numbers
based on the observed development of earlier years
and expected loss ratios. Historical claims development
is mainly analysed by accident years, but can also be
further analysed by geographical area, as well as by
significant business lines and claim types. Large claims
are usually separately addressed, either by being
reserved at the face value of loss adjuster estimates
or separately projected in order to reflect their future
development. In most cases, no explicit assumptions
are made regarding future rates of claims inflation or
loss ratios. Instead, the assumptions used are those
implicit in the historical claims development data on
which the projections are based.

Additional qualitative judgment is used to assess the
extent to which past trends may not apply in future,
(for example to reflect one-off occurrences, changes in
external or market factors such as public attitudes to
claiming, economic conditions, levels of claims inflation,
judicial decisions and legislation, as well as internal
factors such as portfolio mix, policy features and claims
handling procedures) in order to arrive at the estimated
ultimate cost of claims that present the likely outcome
from the range of possible outcomes, taking account of
all the uncertainties involved.

Similar judgments, estimates and assumptions are
employed in the assessment of adequacy of provisions
for unearned premium.

Claims development tables and sensitivity analysis
relating to the insurance contract liabilities are included
in the risk management note.
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Insurance contract liabilities
Provision for net unearned premium
Provision for gross outstanding claims

Provision for gross IBNR claims

Reconciliation between
technical reserves

insurance provision and

Liability adequacy test A Liability Adequacy Test (LAT)
was performed by NMG Financial Services Consulting
Pte Limited, a firm of professional actuaries as at 31st
December 2019 as required by SLFRS 4 - Insurance
Contracts in order to assess the adequacy of the
carrying amount of the provision for unearned
premiums. The valuation is based on internationally
accepted actuarial methods and is performed on
a quarterly basis. According to the report issued by
NMG Financial Services Consulting Pte Limited, the
liability carried forward by the Board was adequate.
Hence, no provision was made for premium deficiency
for the year ended 31st December 2020 (2019 - Nil).

Valuation of IBNR and IBNER The incurred but
not reported claims reserve has been actuarially
computed by NMG Financial Services Consulting Pte
Limited as at 31st December 2019.

28.8
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Changes in assumptions There were no material
estimation changes from the previous valuation done
for the balance as at 31st December 2020.

EMPLOYEE DEFINED BENEFIT OBLIGATIONS

A defined benefit plan is a post - employment benefit
other than a defined contribution plan. The liability
recognized in the financial statements in respect
of defined benefit plans is the present value of the
defined benefit obligation as at the reporting date.
The value of defined benefit obligation is calculated by
a qualified actuary as at the reporting date, using the
projected Unit Credit (PUC) method as recommended
by LKAS -19, Employee benefits. The actuarial valuation
involves making assumptions about the discount rate,
salary increment rate and balance service period of
employees. Due to the long term nature of the plans,
such estimates are subject to significant uncertainty.

The re- measurement of the net defined benefit
liability which comprises actuarial gains and losses
are charged or credited to the statement of
comprehensive income in the period in which they
arise.

However, according to the payment of Gratuity Act
No.12 of 1983, the liability for the gratuity payment to
an employee arises only on the completion of 5 years
of continued service with the Fund.

Actuarial information 2020 2019
a) Discount Rate 9.09% 10.77%
b) Salary increase 9.00% 9.80%
d) Mortality rates Permanent Assurances, males, combined - A1967-70
e) Disability rates No disability rates we assumed

c) Withdrawal rate

Age band

0-20 0.0% 0.0%
20-25 0.0% 0.0%
25-30 2.9% 1.6%
30-35 1.8% 1.8%
35-40 1.9% 1.4%
40 - 45 0.0% 0.0%
Actuarial information 2020 2019
45 -50 0.0% 0.0%
50 - 55 0.0% 0.0%
55-100 0.0% 0.0%
Employee Information

a) Average age 35.3 34.3
b) Average service period(years) 76 6.5
c) Expected future lifetime (years) 15.58 15.99
d) Number of Employees 234 239
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Under the revised LKAS 19 framework, Sensitivity
Analysis for each significant actuarial assumption
as at the end of the reporting period is disclosed in
order to show the impact of changes in the relevant
assumptions on the defined benefit obligation.

Sensitivity Analysis has been performed on the
following factors:

1. Salary Inflation: The salary inflation assumption is
stressed by +/- 100 basis points.

2. Discount Rate: The discount rate assumption is
stressed by +/- 100 basis points.

3. Withdrawal Rate: The withdrawal assumptions
have been stressed by increasing the base
withdrawal rate assumptions by 100% (doubling) at
all ages and decreasing the base withdrawal rate
assumptions by 50% (halving) at all ages.

Table 6-1: Sensitivity Analysis on Salary Inflation

4. Mortality: The mortality assumptions have been
stressed by increasing and decreasing the base
mortality assumptions by 10% at all ages.

The analysis has been prepared by changing
one target assumption while holding all other
assumptions constant. We note the limitation of
this method where there may be some assumptions
which are interdependent but it will be difficult to
analyse and interpret such interdependencies on
a consistent basis.

The methods and assumptions used in preparing
the Sensitivity Analysis did not change as compared
to the valuation.

The impact on the defined benefit obligation as
at 31 December 2020 are presented below for the
respective companies in the Investment sector.

Scenario Assumption DBO as at 31-Dec-20 (LKR) Difference %
Base Scenario 9.00% 50,120,616

Increase 100 b.p. 10.00% 57,575,287 14.87%
Decrease 100 b.p. 8.00% 43,748,522 -12.71%

Table 6-2 : Sensitivity Analysis on Discount Rate

Scenario Assumption DBO as at 31-Dec-20 (LKR) Difference %
Base Scenario 9.00% 50,120,616

Increase 100 b.p. 10.09% 43,636,667 -12.94%
Decrease 100 b.p. 8.09% 57,872,011 15.4%

Table 6-3 : Sensitivity Analysis on Withdrawal Rat

Scenario DBO as at 31-Dec-20 (LKR) Difference %
Base Scenario 50,120,616

100% Increase in all ages 49,578,521 -1.08%
50% decrease in all ages 50,429,425 0.62%

Table 6-4 : Sensitivity Analysis on Mortality Rate

30

Scenario DBO as at 31-Dec-20 (LKR) Difference %
Base Scenario 50,120,616

10% Increase in all ages 50,142,483 0.04%
10% decrease in all ages 50,098,570 -0.04%

OTHER FINANCIAL LIABILITIES

Recognition of financial liabilities The Board initially
recognises loans and receivables and debt securities
issued on the date when they are originated. All other
financial liabilities are initially recognised on the
trade date when the entity becomes a party to the
contractual provisions of the instrument. Other non-
derivative financial liabilities are initially measured at
fair value less any directly attributable transaction
costs. Subsequent to initial recognition, these
liabilities are measured at amortised cost using the
effective interest method.

Other financial liabilities consist of amount due to
related parties, other creditors including accruals and
outstanding commission payable.

Derecogntion of other financial liabilities A financial
liability is de-recognised when the obligation under
the liability is discharged or cancelled or expires. When
an existing financial liability is replaced by another
from the same lender on substantially different terms,
or the terms of an existing liability are substantially
modified, such an exchange or modification is treated
as a de-recognition of the original liability and the
recognition of a new liability, and the difference in
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the respective carrying amounts is recognised in the
statement of profit or loss.

OTHER LIABILITIES

Accounting policy - Other liabilities Other liabilities
include government levies payable other than income
tax payable and these liabilities are not financial
liabilities as per LKAS 39 - Financial Instruments:
Recognition and Measurement. These liabilities are
recorded at amounts expected to be payable as at the
reporting date.

REINSURANCE PAYABLES

Accounting policy - Recognition and measurement of
reinsurance payables Reinsurance liabilities represent
balances due to insurance companies. Reinsurance
assets or liabilities are de-recognised when the
contractual rights are extinguished or expire or when
the contract is transferred to another party.

INCOME TAX PAYABLE

Accounting policy - Income tax payable Current
income tax liabilities for the current period are
measured at the amount expected to be paid to the
taxation authorities. Tax rates and tax laws used to
compute the amount are those that are enacted or
substantively enacted at the reporting date in the
countries where the Board operates and generates
taxable income.

Current income tax relating to items recognised
directly in equity or other comprehensive income
is recognised in equity or other comprehensive
income and not in the statement of profit or loss. The
management periodically evaluates positions taken
in the tax returns with respect to situations in which
applicable tax regulations are subject to interpretation
and establishes provisions where appropriate.

BANK OVERDRAFTS

Bank overdrafts, which form an integral part of cash
management and savings accounts are included
as a component of cash and cash equivalents for
the purposes of the statement of cash flows. In the
statement of financial position, bank overdrafts are
included under liabilities. The board has no any bank
overdraft facilities obtained from the banks. However,
a book overdraft balance is shown in balance sheet.

EVENTS OCCURRING AFTER THE REPORTING PERIOD

Accounting policy - Events occurring after the
reporting period Events occurring after the reporting
period are those events, favourable and unfavourable,
that occur between the reporting date and the date
when the financial statements are authorised for
issue.

All material post reporting date events have been
considered and where appropriate, adjustments or
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disclosures have been made in the respective notes
to the financial statements.

All pending litigation for claims has been evaluated and
adequate provisions have been made in the financial
statements where necessary.

LEASES - SLFRS 16

The right of use asset is initially measured at cost,
which comprises the initial amount of the lease liability
adjusted for any lease payments made at or before
the commencement date, plus any initial direct costs
incurred. The right of use the asset is subsequently
depreciated using the straight line method from the
commencement date to the earlier of the end of the
useful life of the right of use asset or the end of the
lease term.

The lease liability is initially measured at the present
value of the lease payments that are not paid at the
commencement of date, discounted using the interest
rate implicit of the lease or, if that rate cannot be
readily determined, the incremental borrowing rate.

The Fund as Lessee has applied SLFRS 16 -Leases
with effect from Olst January 2019 using modified
retrospective approach and therefore, comparative
information has not been restated.

37. CONTINGENT LIABILITIES

A contingent liability is,

a) A possible obligation that arises from past events
and whose existence will be confirmed only by the
occurrence or nonoccurrence of one or more
uncertain future events not wholly within the
control of the entity; or

b) Present obligation that arises from past events but
is not recognized because:

i) Itis not probable that an out flow of resources
embodying economic benefits will be required
to settle the obligation or

ii) The amount of the obligation cannot be
measured with sufficient reliability.

The contingent liabilities of the board as at 3ist
December 2020, relates to the following;

A provision for outward reinsurance payment from
the reinsurance agreements resulted due to adjusted
premium of National Natural Disaster Insurance
scheme (NNDIS) for the years 2017/2018 amounting to
Rs. 123,387,679/-, adjusted premium of retrocession
reinsurance for the year 2018/2019 amounting to Rs.
466,292,684/~ and balance reinstatement premium
payable of Rs. 142,816,645 had not been recognized in
the financial statement due to its uncertainty involving
inits authorization and procedural difficulties in terms
of the timing and exact value in the settlement of the
said balances

59



NATIONAL INSURANCE TRUST FUND
Annual Report 2020

Notes to the Financial Statements (Contd...)

Year ended 31st December 2020

1 Gross Written Premium

1.1 The premium income for the year by major classes of business is as follows.

2020
Rs.

2019
Rs.

Inward Reinsurance

SRCC & Tr Premium

General Insurance - Motor

General Insurance - Non Motor

National Natural Disaster Scheme (NNDIS)
Medical scheme for Parliamentory members

1.2 Contribution collected for Agrahara medical Insurance Scheme

3,235,474,242
6,088,496,099
260,600,235
213,469,435

20,000,000

4,173,714,909
6,307,350,365
390,150,125
301,979,246
1,500,000,000
20,000,000

9,818,040,011

12,693,194,645

2020
Rs.

2019
Rs.

Contribution from Members
Contribution from the Treasury
Pensioners Insurance Scheme

Semi Government Scheme

4,090,359,038
782,000,000
166,837,400
430,102,300

3,617,114,527
767,970,000
142,321,400

311,317,625

5,469,298,738

4,838,723,551

2020 2019
Rs. Rs.
2. FEES AND COMMISSION INCOME
Policyholder administration fees 1,935,395 4,438,361
Total fees and commission income 1,935,395 4,438,361
2020 2019
Rs. Rs.
3. INVESTMENT & OTHER INCOME
3.1 Loans and receivables interest income
Interest income from Repurchase Agreements 389,025,674 368,704,680
Interest income from Debentures
389,025,674 368,704,680
3.2 Available for sales interest income
Interest income from Treasury Bills 308,025,889 224,718,954
Interest income from Treasury Bonds 604,225,897 585,152,006
912,251,786 809,870,961
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2020 2019
Rs. Rs.
3. INVESTMENT & OTHER INCOME (Contd..)
3.3 Held to maturity interest income
Interest income from SLBD 33,287,993 36,969,356
33,287,993 36,969,356
Total Investment Income 1,334,565,453 1,215,544,996
3.4 Other Income
Interest on Savings Account 8,882,278 7,826,740
Interest on Soft Loans 20,576 49,172
Interest on Staff Distress Loans 1,785,186 1,690,019
Disposal of Fixed Assets - (756,279)
Exchange Gain / loss 33,162,446 17,057,402
Other 6,671,775 23,366,275
Total Other Income 50,522,262 49,233,328
Total Income 1,385,087,715 1,264,778,325
2020 2019
Rs. Rs.
4 NET BENEFITS AND CLAIMS

(a)

(a.1)

Gross benefits and claims paid
Reinsurance

SRCC & Tr

General Insurance - Motor

General Insurance - Medical & Other
Crop Insurance

National Natural Disaster Scheme (NNDIS)

Agrahara medical Insurance Scheme

Agrahara medical Insurance Scheme
Paid Claims

Pension

Semi Government

Agrahara Parliament

Agrahara Normal

Agrahara Silver

Agrahara Gold

(1,690,493,892)
(2,036,000)
(169,250,954)
(156,059,649)
(1,692,380,813)
(94,403,615)
(4,173,410,985)

(2,476,072,216)
(417,783,502)
(257,432,249)
(307,223,184)
(608,307,885)
(610,466,501
(5,257,023,909)

(7,978,035,907)

(9,934,309,446)

(159,173,816)
(319,522,769)
(8,948,637)
(800,856,874)
(143,045,092)
(2,741,863,797)

(144,451,177)
(393,835,342)
(17,183,409)
(1,421,747,649)
(241,547,334)
(3,038,258,998)

(4,173,410,985)

(5,257,023,909)
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2020 2019
Rs. Rs
4 NET BENEFITS AND CLAIMS (Contd..)
(b)  Claims ceded to reinsurers
Reinsurance Retro = 498,500,000
National Natural Disaster Scheme (NNDIS)
= 498,500,000
()  Gross change in contract liabilities
Reinsurance 86,200,706 (1,445,435,956)
SRCC & Tr = (289,929,932)
General Insurance - Motor (57,648,910) (37,710,610)
General Insurance - Medical & Other (50,886,987) 28,513,890
Crop Insurance 293,940,911 (376,550,113)
National Natural Disaster Scheme (NNDIS) 642,444,580 (307,102,476)
Agrahara medical Insurance Scheme (816,527,912) (94,327,805)
97,522,388 2,522,543,002
(d)  Change in contract liabilities ceded to reinsurers
Reinsurance = (43,234,155)
National Natural Disaster Scheme (NNDIS) =
- (43,234,155)
(e)  Gross change in IBNR
Reinsurance 98,821,419 (93,472,428)
SRCC & Tr 16,417,739 14,787,908
General Insurance - Motor (8,618,552) (15,537,220)
General Insurance - Medical & Other 12,034,400 36,466,717
Crop Insurance (336,313,348) 3,138,094
National Natural Disaster Scheme (NNDIS) 121,880,420 25,018,135
Agrahara medical Insurance Scheme 21,775,178 (48,132,416)
(74,002,744) (77,731,211)

Net benefits and claims

(7,954,516,263)

(12,079,317,814)
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2020 2019
Rs. Rs
5 UNDERWRITING AND ACQUISITION COST
Acquisition Cost - Insurance Companies (1,685,763,896) (1,805,395,884)
Profit Commission Expenses 118,308,118 (381,209,260)
Broker Commission Fee (2,121,003) (7,166,319)
Change unearned commission reserve - SRCC (14,253,601) 141,100,251
Change unearned commission reserve - General (1,508,879) 1,452,674
Change unearned commission reserve - Reinsurance (29,521,684) (4,473,312)
(1,614,860,946)  (2,055,691,850)
2020 2019
Rs. Rs
6.1 OTHER OPERATING AND ADMINISTRATIVE EXPENSES
Auditors Remuneration 686,800 4,518,478
Employee Benefit Expenses 225,797,476 240,189,765
Administration and establishment Expenses 132,492,191 240,220,820
Advertisement & Promotion Expenses 786,124 11,003,377
Depreciation of Property Plant and Equipment 10,704,723 14,354,664
Depreciation of Right of Use Assets 36,139,441 35459981.24
Amortisation of Intangible Assets 2,149,221 1,092,955
Legal Fees 419,600 3,977,897
Sponsership - 1,867,180
Total other operating and administrative expenses 409,175,576 552,685,117
6.1.1 Employee Benefit Expenses
Wages and salaries including bonus & incentives 160,092,813 165,633,480
Contributions to defined contributions plans = -
Employees’ Provident Fund 18,412,121 19,788,894
Employees’ Trust Fund 4,580,361 4,702,648
Other personal cost 34,497,637 44,734,198
Retirement benefit cost 8,214,544 5,330,544

Total employee benefits expense

225,797,476.22

240,189,764.50
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2020 2019
Rs. Rs
6.1 OTHER OPERATING AND ADMINISTRATIVE EXPENSES (Contd..)
6.1.2 Administration and establishment Expenses
Professional fees 2,619,072 11,464,284
Electricity 4,679,008 6,583,288
Telephone 3,431,633 4,965,417
Printing & Stationary 6,444,326 18,101,085
Postage 1,691,532 4,673,732
Office Rent 2,737,262 17,805,229
Nation building tax expense 35,967,319 60,344,055
Inspection & Assessing 8,100,593 12,275,156
Annual Fee & Cess To IBSL 19,552,385 29,078,335
Travelling 1,939,434 10,799,263
Soft ware Maintenance 1,586,722 2,672,316
Internet & E -Mail Chargers 5,829,552 3,764,717
Fuel 1,743,370 1,696,873
Office Repaires and Maintenance 21,017,837 19,541,168
Other administration & establishment expenses 15,152,146 36,560,953
Total administration and establishment expenses 132,492,191 240,325,870
2020 2019
Rs. Rs
6.2 FINANCE COST & OTHER RELATED COST
Lease Expenses 17,571,769 21,062,606
Total Finance Cost & Other Related Cost 17,571,769 21,062,606
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2020 2019
Rs. Rs
7 INTANGIBLE ASSETS

Cost
As at 1st January 2020 16,168,125 9,734,274
Additions = 6,433,851
As at 31st December 2020 16,168,125 16,168,125
Accumulated amortisation and impairment
As at 1st January 2020 8,020,420 6,927,465
Amortisation 2,149,221 1,092,955
As at 31st December 2020 10,169,641 8,020,420
Carrying amount
As at 31st December 2020 5,998,484 8,147,706

The initial cost of fully ammortized Intangible Assets which are still in use as at reporting date, is as follows

2020 2019
Rs. Rs

Software 7,067,073 6,542,073
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8. PROPERTY, PLANT & EQUIPMENT (Contd..)

2020 2019
Item Cost | Accumulated Carrying Cost | Accumulated Carrying
Depreciation Amount Depreciation Amount
Motor Vehicle 30,008,003 29,857,570 150,432 30,008,003 29,837,287 170,715
Office Equipment 67,358,898 31,052,151 36,306,747 55,617,765 28,138,751 27,479,015
Furniture & Fittings 27,128,485 4,893,978 22,234,506 26,756,747 7,507,175 19,249,572
Name Board 965,940 334,364 631,576 965,940 111,455 854,485
Machinery 7,370,373 1,196,350 6,174,023 7,370,373 429,938 6,940,435
Total 132,831,699 67,334,415 65,497,284 120,718,828 66,024,607 54,694,222
Lease Hold Asset Building
Motor Vehicles SRCC NITF Total
Rs. Rs. Rs.
9 RIGHT OF USE LEASE ASSETS
Cost/Valuation Motor Vehicles 13,798,021 151,237,301 1,358,917 166,394,239
As at 1st January 2020
Additions
As at 31st December 2020 13,798,021 151,237,301 1,358,917 166,394,239
Accumulated Depreciation Motor Vehicles
As at 1st January 2020 4,699,852 30,760,129 283,108 35,743,089
Depreciation on Lease Vehicle 4,699,848 30,760,129 679,464 36,139,441
As at 31st December 2020 9,399,700 61,520,258 962,572 71,882,530
Carrying amount 4,398,321 89,717,043 396,345 94,511,709
2020 2019
Notes Rs. Rs
10 FINANCIAL ASSETS
Loans And Receivables 101 5,646,778,131 5,290,443,608
Available For Sale Financial Assets 10.2 15,244,888,356 9,482,235,142
Held to Maturity Financial Assets 10.3 774,406,024 671,988,513
Total financial instruments 21,666,072,511 15,444,667,263
10.1 Loans And Receivables
Government Securities - Repo Investment 5,646,778,131 5,290,443,608
Debentures - Unquoted = -
Debentures - Unquoted = -
Refundable Deposits - -
Promissory notes = -
Total loans and receivables at amortised cost 5,646,778,131 5,290,443,608
10.2 Available For Sale Financial Assets
Government Securities - Treasury Bonds 5,681,721,630 6,120,032,797
Government Securities - Treasury Bills 9,563,166,725 3,362,202,345
15,244,888,356 9,482,235,142
10.3 Held to Maturity Financial Assets

Sri Lanka Development Bonds

774,406,024

671,988,513

774,406,024

671,988,513
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2020 2019
Notes Rs. Rs
1 REINSURANCE RECEIVABLES
11.1 Reinsurance Receivable
Reinsurance Receivable Retro 1,082,148,701 1,579,626,969
Reinsurance Receivable NNIDS 19,993,473 19,993,473
1,102,142,174 1,599,620,442
12  PREMIUM RECEIVABLES
121 Premium Receivable from :
Parliamentary Members insurance 15,000,000 15,000,000
National Natural Disaster Scheme (NNDIS) > -
Pension Agrahara 19,111,800 807,000
Semi Agrahara 24,620,800
Primary Insurance SRCC 1,469,955,271 957,146,064
Inward Reinsurance 1,267,806,451 957,213,084
General Insurance Motor 12.11 6,541,063 20,776,977
General Insurance Non motor 12.1.1 46,446,787 59,872,355
2,849,482,173 2,010,815,480
12.1.1 Premium Receivable Impairment
General Insurance Motor 10,606,165 36,207,628
Impairment Provision - Motor (4,065,102) (15,430,651)
6,541,063 20,776,977
General Insurance Non motor 70,468,558 71,484,166
Impairment Provision - Non Motor (24,021,771) (11,611,812)
46,446,787 59,872,355
52,987,850 80,649,332
13  SOFT LOANS 2,726,557 3,754,982
14 OTHER NON-FINANCIAL ASSETS
Advances & Prepayments 3,161,603 2,341,900
Refundable Deposits 44137,724 44,352,724
Staff Distress Loans 54,274,121 44,033,410
other receivable 6,462,631 1,115,142
Economic Service Charge = 9,555,528
Cheque Return Receivable 594,229 4,994,799
General Insurance Motor 973,009 973,009
Agrahara Department - NITF 2,489,102 2,489,102
Receivable from Treasury =
112,092,419 109,855,613
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2020 2019
Rs. Rs
15 DEFERRED COMMISSION
As at 1st January 2020 758,831,301 620,751,687
Provision made /(released) during the year (45,284,164) 138,079,613
As at 31st December 2020 713,547,137 758,831,301
16 CASH AND CASH EQUIVALENTS
Petty Cash 329,532 329,532
Cash at bank 769,185,402 599,777,207
Cash in hand and at bank 769,514,934 600,106,740
Bank overdraft - -
Total cash and cash equivalents 769,514,934 600,106,740
17 OTHER LIABILITIES
Other financial liabilities 1,986,839,830 1,634,321,341
Other non financial liabilities 1,319,954,993 (99,093,794)
3,306,794,823 1,535,227,547
17.1 Other financial liabilities
Claim cheques/SLIPS returned payable 13,015,761 8,919,593
Unprescnted Cheque Payable 68,214,058 56,571,281
Motor premium Collected (0} 530,070
Commission payable - Reinsurance 42,434,299 42,434,299
Reinsurance Premium payable 1,658,509,743 1,041,475,746
Annual fee and Cess payable 2,249,574 2,243,592
Refund Payable 5,376,420 6,766,420
Accrued expenses 14,910,084 20,122,442
Profit Commission Payable 142,787,719 438,298,892
Other payables 39,342,172 16,959,007
1,986,839,830 1,634,321,341
17.2 Other non financial liabilities

Government Levies
Income Tax Payable

99,512,241
1,220,442,752

6,506,867
(105,600,661

1,319,954,993

(99,093,794)
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20 RETIRING BENEFIT OBLIGATION
Movements in present value of the retirement benefit obligation are as follows
2020 2019
Notes Rs. Rs.
As at 1st January 2020 34,192,463 28,510,041
Add: Retiring gratuity expenses 16,157,709 (222,156)
Less: Benefits paid during the year 20.1 (229,555) 5,904,578
As at 31st December 2020 50,120,617 34,192,463
20.1 Retiring Gratuity Expense
Current service cost 4,545,517 3,525,225
Past Services (Gains)/Cost = (1,702,930)
Interest cost 3,669,027 3,508,250
Acturial (gain)/loss 7,943,165 574,033
16,157,709 5,904,578
Building
NITF Total
Rs. Rs.
21 LEASE CREDITOR
As at 1st January 2020 1,105,329 141,801,845
Interest Expense recognised in Income Statement 109,702 17,571,769
Settlement throught lease payment (780,000) (46,110,000)
As at 31st December 2020 435,031 113,263,614
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22. RISK MANAGEMENT

Risk management demonstrate the initiatives that arc undertaken to reduce or mitigate the Board's exposure to losses.
The Board is exposed to the following risks

Insurance Risk Non-life Insurance and Inward Reinsurance Contracts Reinsurance
Financial Risk Market Risk

Liquidity Risk

Credit Risk

Operational Risk
INSURANCE AND FINANCIAL, RISK
(a) Insurance risk

The principal risk the Board faces under insurance contracts is that the actual claims and benefit payments or the timing
thereof, differ from expectations. This is influenced by the frequency of claims, severity of claims, actual benefits paid.
Therefore, the objective of the Board is to ensure that sufficient reserves are available to cover these liabilities.

The risk exposure is mitigated by diversification across a large portfolio of insurance contracts. The variability of risks is
also improved by careful selection and implementation of underwriting strategy guidelines.

The Board principally issues the following types of general insurance contracts: Motor, Marine, Fire, Engineering,
miscellaneous. Healthcare contracts provide medical expense coverage to policyholders. Risks under insurance policies
usually cover twelve months duration.

For general insurance contracts including inward reinsurance, the most significant risks arise from climate changes,
natural disasters and terrorist activities. For longer tail claims that take some years to settle, there is also inflation risk.
For healthcare contracts, the most significant risks arise from lifestyle changes, epidemics and medical science and
technology improvements.

These risks do not vary significantly in relation to the location of the risk insured by the Board, type of risk insured and
by industry.

The above risk exposure is mitigated by diversification across a large portfolio of insurance contracts areas. The
variability of risks is improved by careful selection and implementation of underwriting strategies, which are designed
to ensure that risks are diversified in terms of type of risk and level of insured benefits. This is largely achieved through
diversification across industry sectors. Furthermore, strict claim review policies to assess all new and ongoing claims,
regular detailed review of claims handling procedures and frequent investigation of possible fraudulent claims are all
policies and procedures put in place to reduce the risk exposure of the Board. The Board further enforces a policy of
actively managing and promptly pursuing claims, in order to reduce its exposure to unpredictable future developments
that can negatively impact the business. Inflation risk is mitigated by taking expected inflation into account when
estimating insurance contract liabilities.

The purpose of these underwriting and reinsurance strategies is to limit exposure to catastrophes based on the Board’s
risk appetite as decided by management.

Frequency and Severity of Claims

The frequency and severity of claims can be affected by several factors. The Board underwrites mainly property,
engineering, motor, miscellaneous accident, marine, medical and personal accident classes. These classes of insurance
are generally regarded as short-term insurance contracts where claims are normally intimated and settled within a
short time span. This helps to mitigate insurance risk.

Property

For property insurance contracts, the main perils are fire damage and other allied perils and business interruption
resulting therefrom.

These contracts are underwritten either on replacement value or indemnity basis with appropriate values for the
interest insured. The cost of rebuilding or repairing the damaged properties, the time taken to reinstate the operations
toits pre-loss position in the case of business interruption and the basis of insurance are the main factors that influence
the level of claims.
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(b)

Engineering

For engineering insurance contracts, the main elements of risks are loss or damage to insured project works and resultant
third party liabilities, loss or damage to insured plant, machinery and equipment and resultant business interruption
losses. The extent of the loss or damage is the main factor that influences the level of claims.

Motor

For motor insurance contracts, the main elements of risks are claims arising out of death and bodily injury and damage
to third party properties as well as that of insured vehicles. The potential court awards for deaths and bodily injury and
the extent of damage to properties are the key factors that influence the level of claims.

Miscellaneous Accident

For miscellaneous accident classes of insurance such as loss of money, infidelity of employees, personal accident,
workmen’s compensation, travel, general third party liability and professional indeminity are underwritten.

The extent of loss or damage and the potential court awards for liability classes are the main factors that influence the
level of claims.

Marine

In marine insurance the main risk elements are loss or damage to insured cargo and hull due to various mishaps resulting
in the total or partial loss claims. The extent of the loss or damage is the main factor that influences the level of claims.

Medical and Personal Accident

In medical insurance, the main risk elements are illness and accidents and related healthcare costs. For personal
accident the main risks elements are claims arising from death and/or permanent or partial disability.

Geographical concentration of risks

The insurance risk arising from insurance contracts is primarily concentrated in Sri Lanka.
Financial Risk

i. Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss to the other party by falling to
discharge an obligation.

The following processes/activities reduces the credit risk of financial instruments.

- Credit risk policy is based on circulars and guidelines issued by the Ministry of Finance . The exposures is limited to
Government Securities only.

- The management evaluates the exposure and the new investments in instruments in order to reduce the risks.

- The regular review by the Board also minimises the credit risks.

ii. Liquidity risk

Liquidity risk is the risk that the company will encounter difficulty in meeting its financial liabilities that are settled by
delivering cash or another financial assets and obligations associated with financial instruments.

Liquidity requirements are monitored on a monthly basis and management ensures that sufficient liquid funds are
available to meet any commitments as they arise.

The following policies and procedures are in place to mitigate the company’s exposure to liquidity risk:

*  Liquidity requirements are monitored on a monthly basis and management ensures that sufficient liquid funds are
available to meet any commitments as they arise.

*  Contingency fund plans are in place, to meet the emergency call of funds.
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iii. Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will affect the
Board’s income or the value of its financial instruments. The objective of market risk management is to manage and
control market risk exposures within acceptable parameters, while optimizing the return.

a) Interest rate risk

Interest rate risk is the risk that the value or future cash flows of a financial instrument will fluctuate because
of changes in market interest rates. Floating rate instruments expose to cash flow interest risk, whereas fixed
interest rate instruments expose to fair value interest risk. Board have invested in Government securities with
fixed interest rates. Hence no significant interest rate risk from the change in market interest rate.

b) Foreign currency risk

Foreign currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign
exchange rates. The Board is exposed to currency risk on transactions in Foreign Currency with the other Insurers
for Inward Reinsurance business.

Management believes that there is minimal risk of significant losses due to exchange rate fluctuations and
consequently the Board does not hedge its foreign currency exposure.



SUPPLEMENTARY
INFORMATION



77

NATIONAL INSURANCE TRUST FUND

Annual Report 2020

DECADE AT A GLANCE

[0L'669'V1E‘T  L9L'€T0‘€80°T TWT'LY8'Ly8‘OVT'Y G8G°GG9'T8SY TEL'VIE'C0e'y 998°IGL'6€8°T GE6'SET'9L6  998'8ET'EBL'E  [TL'980'VIL'E  T¥Y'660°9TSL Xe} 18}y 34oid
- - - - (007‘77898) - (LL9°196°00L)  (Z99°009°S0L)  199°009°GOL (676°978°6€€"1) uonexel
67£'867°9Y1 997°199'¢91 80L°L95°611 G/S'816°TLL Gl6°715°STT 961'896°/8¢ 867'8L9'YYE  9£8°918‘YlY STLIYLELS ove'LyL 9Ty ainy|puadx3 [eJoL
G6'18G'1C €L0°8ST L1 G/0'657'8 - - - - 9€G°€99'1C 909'790°1C 69/'1/G77L SasUadX3 Jay}Q g ddueul4
066°Gl6'89 y8Y'70v 1L e71'129%9 €£0°871'88 66€°810°€6 6/8'71L'€TC [4{X 1745 210916771 75€'G61°TIe 001'8/£e8l sasuadx3 uopeslsiuiwpy
768°000°99 60£°900°7L 06Y'18Y"9L TvS06L'r8 9§ v67TEL 8IE'€SC VIl 9G7'eeY'10T 887'/€9'81C G9L'68L°07C 9Ly'16L'SeT $1S0Q pajejy yeis
ainypuadxy
L0L'6LE VEL £70°8/6'179 116°T/G°10L G8/'Gl6'6E9 895°€8¢°958 081'689'886 G08'09G°6YLl  67S/98'6VEl  989°91Z'697'L
vI9'elL 781'988°81 100°G9L'y 785°706°C 85779915 767°80€°6l 169°9%°0 605715061 667°7€6'1S G68°199'0S awodu| Jaylo
978°€91°01 9IE'8LL'L GG6°Gl6'G 1€6'/€6°LL 8l9°0LL'E 808'8/0°C 806708 9r¢'8IE 161'6EL1 791'G08') SUBOT 10§ JO 1saJsiul
wr'ay'etL 7v5°€18°G19 020°T6¥°169  697°GL0'YZ9 €67'809108  8/8°10£°/96 6079008011  ¥S9'IE0‘6SLL  966°VYSSIZ'L  €GV'G9SVEL’) SWO0U| JuswisaAu|
awodu| JayY30
GEE'8/8'9¢/'l  06G°TLL Y09l  W61¥8'889°C  9/€'8S9'GU'Y  6/8°G/C'6SL'C  T/8'0E0'6ECT  90L'E0ETLT GE0'68L'€GE'T  TOLLIO'EIE'T £09'059'506°/
(96G°98Y7°6/8'1)  (ISL'0LY'18T'T)  (B89'9LY'EIL)  (696'696°668°C) (008°607°TLLY) (B/G'GLY119°9)  (G/8'STS'WEL)  (ZEYTFI'B6C'IL) (¥99'600°GELYL) (0IZ'LLE6956) 1500 uoiyisinboe
pue swiejo aoue.nsu|
sasuadx3 pue sassoT ‘syyauag
1£0°G9€'909'C  1v€‘e81'988'c  799'8lE‘TSY'S  SPE'879'GlO'8  6/9°G8YLE6L  1SP'905°0G8‘8  786°8T8'CIO‘LL  L9V'IEV'ES9'EL 99L°970‘8YY 9L 918°L20‘SLy Ll SWOJU| Winjwald pau.led jeN
anuaAay
10T 41014 €107 7107 610t 9107 £10T 810 6107 0z0t

J1aquiasa( LE papua Jealh ayj 1oy

UoIlliSOd |eidoueul 4 JO juswalels



6Y9'LE6'7V6'6  BOL'CY6'89LL  T6L18E'8/9'8  G66°ESL'978°0L OEG'CEETISLL GYO'VTLTEOBL 618°165'GS6'L  OS'OL'BZ80/6'YL  OVZIY8'90L'07  08'G90°66L'885°9C  SeMjiqer] pue Aynb3 [ejoL
v67I0L'EE9  GE9'Y0S'09E 950088167 [EL'869'WEL  798°0W'TTrL  LYE'Y86'986'S  8EYI88 YIS 096EL'BYLOV0'S  WE'OFO'TONS  [8'SWIGGZ'9C9'6
705'069°07  §85'9TL'ML weL6l8'sl SOV'I80°06Z  900'WW0'0Z€  [GE'6TL'S90°T  088'950°90%'T  8LYOL'6T6'696  GIGLVIIER’L 65'6€5°€TY LTS a|qeded Jay10
LOW'T6E  0G0'8/0'98T  GES'090°€C  TSLOILLL  998'69E°TOLL  ¥86'VGTIT6'9 8GGVI8'SL'G  I8VEI'BUOL0Y  6Y8°T6E0L99  87'907°TESVGE'D a|qeted wre;o
sanl|iqel] Juain)
756277 9£€YSE'Tl 98€'75€°Z - - 19560868 8IE'C0V0TL 98'0LF'95E'VEL  €G168'867'8EY  GO'6LLLBLTYL
S/£'187°T) S£°87°T SL£°187°T) - - 19560868 8IE'C0V0ZL 98'0LF'9SE'VEL  €G168'867'8EY  GO'6LLLBLTYL a|qeed uossiwwod 3youd
0S1'Zyl 09699 096'99 - - - - 1URJS JUBIUISAOD
1.1 jualind-uoN
Ayngen
701/S6°108  079'G98°788  9TLESY'ETYL  TI6'0Z0TOLL  LOSUP'VELL  GLOTLO'LEET  S/S'SY6'SIIS  LTUE'GESOVST  Ly'BSY'GGOWEY  00'659°LT /ST
(GL'98YI91)  (889°TEG'ALL)  (B9LELBBL)  (00L129°99€)  (£S6°ZELITy)  (016'806°T8Y)  (0L9'€80L6S)  (£89°1GL°029) (90€°1£8°851) (1698175 ELL) UoISs|WWOY pauiajeq
[£8'EYP'E96  80£'86€'6G0°L G67'959'7COL  TWITYI'BTLT  09TYYS'GGLT  [6'V7G86°E/8°T TBL'TE0ALE  L9F0080IOY'E  09L'98Y'EELS  1S'G6L'8GLOLY'S wnjwiaid pau.esun
9AI9S3Y |edluydos]
[OL'6YY'I67'8  [IG'SI6'TI6'S  WZ¥99'056'9  9Y6'VE0'CT/L  LOLIG'GG9'S  87L'8S8'F9SL  O6Y'8SE'9¥LL  ¥E'870'880°956'9  GIG‘OYS'L6LL [816'EV5'790' 1)
(OL'6YY'I6Y'8  [IG'BI6'TI6'S  WTY99'056'9  OV6VE0'CTLL OGSO’ 87L'8S8'F9SL  O6Y'8SE'O¥LL  ¥E'870'880°956'9  GIG'OVSL6LL [8W6'EVS790° YL pun4 peje|nwnody
Ayinb3 Ayjiqert @ Aynb3
6Y9'[E6'vV6'6  [OL'EY6'89LL  T6L8E'8/9'8  G66°EGL'978'0L OSG'EEETI8LL  GYO'VZL TS0l 6l8°16G'GG6'L  OS'9LL'ST8'0/6'TL  OFZ'Y8 901’07 08'G90°66L'885 9L 51955V [B30]
0lG'V8L'0/V'S  EE7'687°89L1  E£08'GYG'I66'L  GET'876'7691 [OV'SET'68E’L  67/178'08',  GEEC'SIE'CSL6 9SG TYEINO'VITy  8I8L/8'T8YY  8L09Y'066'6LLY 51955y JUa.IND
SY6'696'TVG'E  [6SIWI'EOL  €I8'GEY'SOE  €16'960°8/C  CEE'G8L'99L  [ZL'SOT'SOL  L6YTYY'EELL  96LL6TWTTVLL  LOS'E8'8SL I59EL LY S ELL sjus|eAInb3 ysed pue yse)
2 SOS'VI8LC6  9E8'/9Y9I9L  066'670°989°L TZEIES'AL  GLO'0SK'TCZL  TO0'9I9'960°L 8E8'TLI6II8  09F9IE'B6LITLE  LIS'OVOYILE  LIETESHY990Y a|qeieoay
W $)9SSY JUd.In)
T
3
& OVLI'SSLMY'Y  #/8'€G9°00%'S  886°GG8'989'0 LO/'GZ8'IEL'6  £76'860°CTY'OL 9L6'TO6'0ETLL ¥8Y'9/Z'T0C'8  WLIEE8'98'90L°0L  TTv'€96'€79'SL  79'G09'808'808'1T
H T90WS YTy TLOVIE'SE'S  1T0'BIGI99'9  6/8'E/G‘GOL'E  9TLTL6'88E0L SIEYYSUBLIL  TOLLTYIOLS  YI96YL9WI0L €999l 19°0IG°TL0'999'1T SJUBWISEAU] [eloUBUIY
= L18°909'67 20265412 896'/1€'61 188'152°97 [6L'STLYE EVG'850'CY  £69'8¥8°0Y 0L'/E€'691'TE 851°967 6.1 10°G60°9€L T juswidinb3 pue Jued Ayiadold
2 &
D o
2 107 7107 €107 107 5107 9107 4107 8107 6107 0207 sjessy
a8
ANn % Amwmazm uejyue LS c: Jaquiadeq LE le sy
0%
- 3
k2 UOI}ISOd |eldueul JO juswalels
Z <

78



NATIONAL INSURANCE TRUST FUND 79
Annual Report 2020

CORPORATE INFORMATION

Name of Institute

National Insurance Trust Fund

Legal Form

Statutory Body established under the National Insurance Trust Fund Act No. 28 of 2006

Registered Office

No 95, UPTO Building,

Sir Chittampalam A. Gardinar Mawatha,
Colombo 02,

Sri Lanka

Contact Details

Telephone Numbers: +94 11 2026600
Fax Numbers: +94 112338778

Email: mail@nitf.lk

Corporate Website: http:/ www.nitf.lk

Members of the Board -2020

Mr. Mawahib Mowjood (Chairman) (05th Feb 2020-31st Dec. 2020)
Mr. M.K.P.Kumara (1st Jan 2020-31st Dec 2020)

Mr. D.P.G.Pradeep (1st Jan 2020-31st Dec 2020)

Ms. Kanthi Gunawardena (1st Jan 2020-Nov 2020)

Ms. D. L. U. Peiris (Nov 2020-31st Dec. 2020)

Secretary to the Board (Acting) -2020

Mrs.Lumbini Pinto

External Auditors
The Auditor General
No.306/72, Polduwa Road

Battaramulla

Bankers
Peoples Bank
Bank of Ceylon

National Savings Bank
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