INVESTIG ON PRIMARY AND SECONDARY
MARKET T SACTIONS OF EMPLOYEES PROVIDENT
FUND INVOLVING TREASURY BONDS ISSUED /
TRANSACTED DURING THE PERIOD FROM 1 JANUARY
2002 TO 28 FEBRUARY 2015

THE CENTRAL BANK OF SRI LANKA

9 November 2019

FINAL REPO E P2 | FORENSIC AUDIT /

IBDO




FINAL REPORT |RFP2|FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

CONTENTS

GLOSSARY ...oimiiimriinnrcniniiisssisessssssssssssssssssasassens .4
TERMS OF REFERENCE ...ttt e eaaes 6
NOTICE TO THE READER . ... e ittt e as 8
LIMITATIONS .ottt s cssassissasssas s s st as st bbb s bbb bbb bbb bbb bbb bbb bbb 9
1. INTRODUCTION L.ttt e e e e et eae e aees 13

OBJECTIVES OF THE FORENSIC AUDIT ...ttt e 14

SCOPE OF FORENSIC AUDIT ..uttiiiiiitiit ittt et et et e e naeeaaenas 14
2. EXECUTIVE SUMMARY ...ttt i e e e e as

3. WORKPERFORMED .....uiiuiiiiiiiiiiiiiiiiii i
PROCESS UNDERSTANDING DISCUSSIONS AND PROCESS WALK THROUGHS

DATA ANALYSIS PROCEDURES ........ccvvveeee
PUBLIC DOMAIN SEARCHES ON POTENTIAL

S 3
DIGITAL FORENSIC ................ \\® ..................................................................... 41

VOICE RECORDINGS REVIEW \ ............................................................................ 54
APPROACH AND METHQ, L@ VOICE RECORDINGS REVIEW: ...uviiiiiiiiiiiiiiiiiiiiiiiiii e 59
REVIEW OF CALL RECRDS...... . e e 60
TRAVEL DETAILS REVIEWS . ...ttt et e e et eeaees 64
BANK ACCOUNT DETAILS REVIEW - IDENTIFIED CBSL OFFICIALS ....uviiniiiii e 64
BANK ACCOUNT REVIEW- PRIMARY DEALERS ....ciuuiiiiiiiiiiiiiiiii i 65
OTHER PROCEDURES. ...t 66
INTERVIEWS WITH FORMER AND CURRENT EMPLOYEES OF THE EPF ...vvvuiiiiiiiiiiiiiiiiiiiiiiieennns 66
4. PROCESS UNDERSTANDING OF TREASURY BOND INVESTMENTS AND DIVESTMENTS ......cvvvvviiniinnnee. 67
BACKGROUND ...ttt eaees 67
INVESMENT IN TREASURY BONDS: PRIMARY MARKET - AUCTIONS ....coiiuiiiiiiiiiiiiiiiiiiiiiiiiiennaees 68
INVESTMENT IN TREASURY BONDS: PRIMARY MARKET - DIRECT PLACEMENTS ......ccooiiiiiiiiiiiiiin. 70
PRIMARY MARKET: APPROVAL PROCESS ...ttt it st e naeeaees 71
INVESMENT TREASURY BONDS - SECONDARY MARKET .....cuiiiiiiiiiii i 71
DIVESTMENTS OF TREASURY BONDS - SECONDARY MARKET ....uuiiiiiiiiiiiiiiiiiiiiiiiiiieiieeiineennaees 72

SECONDARY MARKET: APPROVAL PROCESS ......uuiiiiiiiiiiii e 73



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

5. INVESTMENT IN TREASURY BONDS AUCTIONS ....ciuiiiniiiiiiiii i 74
6. PARTIAL PARTICIPATION IN AUCTIONS BY THE EPF IN TREASURY BONDS AUCTIONS........cccevviniinnnee. 98
7. EPF BIDS REJECTED COMPLETELY / PARTIALLY IN THE TREASURY BOND AUCTIONS .........ccovviinnnt. 112
8. EPF NOT INVESTED THROUGH DIRECT PLACEMENTS....oiuiiiiiiiiiiiiiiiiii i 122
9. LOWER YIELD RATE OFFERED TO THE EPF IN DIRECT PLACEMENTS.....oiiiiiiiiiiiiiiiiiiiiiiiiene 138
10. DEVIATIONS FROM INVESTMENT POLICY STATEMENT AND INVESTMENT AND TRADING GUIDELINES
SPECIFIED FOR THE EPF DEPARTMENT ... uuttitii e 151
11. INVESTMENT IN TREASURY BOND BY THE EPF THROUGH SECONDARY MARKET .......ccocvvviiiiiinninnns 175
12. DIVESTMENTS IN THE SECONDARY MARKET ...uiiuuiiiiiiiiiii i

13. RECOMMENDATION ...ttt e e e
14. REVIEW OF VOICE RECORDING ...uiiuiiiiiiiiiii i e e
15. PUBLIC DOMAIN SEARCHES ... .ttt e
16. DIGITAL FORENSICS ..ot

17. OTHER OBSERVATIONS - CUSTODIAN SPECIFIC REVIEW: ..................
CUSTODIAN: T UDAYASEELAN ....covviiiiiiiiiiiiiiiiiiiinneee
CUSTODIAN: KLAC NAVEEN ANURADHA
18. ANNEXURES .. ..iiiiiiiiiiiiiiiiiiiiiinn S

19. EXI”BIIS ........................................................................................................

2|Page
Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

To, Date: 9 November 2019

The Monetary Board,

Central Bank of Sri Lanka,

No. 30, Janadhipathi Mawatha,
Colombo 01, Sri Lanka

Kind Attention: The Monetary Board of Central Bank of Sri Lanka

Subject: Final Report - Forensic audit / Investigation on Primary and Secondary Market Transactions of
Employees Provident Fund involving Treasury Bonds Issued/Transacted during the period from 1 January
2002 to 28 February 2015.

Dear Honorable Governor,

Our Services were performed and this Final Report (“Report”) has been p
Contract signed on 1 April 2019 (reference number: RFP/CBSL/BS/FA/Z@
of the Central Bank of Sri Lanka (the “CBSL” or the “Client” oréYou”

“We” or “Us”) and is subject to the terms and conditions includ hegéin.

d ig)accordance with the
etween the Monetary Board
BDO India LLP (“BDO India” or

Our work was limited to the specific scope of work xsis described in the Contract. Based on

discussions with the CBSL, this Report consolidates t provided as of 20 September 2019, information
gathered during interviews conducted till 14 Octo 19 and clarifications obtained as of 7 November
2019. Accordingly, changes in circumstances forfmation available after the above dates could affect the

findings of this Report.
¢

This Report is prepared solely for \ of the CBSL. Neither this deliverable nor its contents may be
distributed to, discussed with orﬁ ise disclosed to any Third Party except as provided in the “Notice
to The Reader” Section of th% - We accept no responsibility or liability to a Third Party to whom our
h

Report may be show ands it may come.

We appreciate the oppofinity given to us to assist you with the Subject matter. If you may have any
questions or would like to discuss our Report, please do not hesitate to contact me via an email at
srinivasarao@bdo.in

Thanking you
Yours faithfully
For RDO India LLP

sa Rgo

Partner
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GLOSSARY

# ACRONYM DESCRIPTION
1 AFS Available for Sales
2 AG Assistant Governor
3 ASL Acuity Securities Limited
4 DS Deputy Superintendent
5 BDO India or We or Us BDO India LLP
6 BOC Bank of Ceylon
7 BO Back Office
8 BPS Basis Points
9 CAL Capital Alliance Limited
10 CBCL Commercial Bank of Ceylon Plc
11 CBSL The Central Bank of Sri Lanka
12 CDS Central Depository System
13 CEO Chief Executive Officer
14 CiD Criminal Investigation De ent
15 Client or You The Monetary Board o [ Bank of Sri Lanka
16 COPE Committee on Pub
17 Daily FT Daily Financi
18 DG Deputy G
19 DIT Dire rmation Technology
20 DOA D of Authority
21 DOD tic Operations Department
22 DS uty Superintendent
23 DVF Delivery versus Free
24 DVP Delivery versus Payment
25 EPF Employees’ Provident Fund
26 ESI Electronically Stored Information
27 ETF Employees’ Trust Fund
28 ETS Entrust Securities PLC
29 FAMC Forensic Audit Monitoring Committee
30 FCTL First Capital Treasuries Limited
31 FMD Fund Management Division
32 FO Front Office
33 HSBC Hongkong and Shanghai Banking Corporation
34 HTM Held to Maturity
35 IBSL Institute of Bankers of Sri Lanka
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# ACRONYM DESCRIPTION
36 IPS Investment Policy Statement
37 IRMD Internal Risk Management Department
38 ITD Information Technology Department
39 ITG Investment Trading Guidelines
40 LSS LankaSecure System
1 MO Middle Office
42 MLA Monetary Law Act
43 NSB National Savings Bank
44 NTWSL Natwealth Securities Limited
45 osl Operating System Information
46 PABC Pan Asia Banking Corporation PLC
47 PB People 's Bank
48 PCO Pre§idential Commission of Inquiry on t uafice 6f Treasury Bonds during the
period 01 February 2015 to 31 March
49 PDD Public Debt Department
50 PTL Perpetual Treasuries Limited
51 Report Final Report
52 Review Period 1 January 2002 to 28 uary 2015
53 ROC Registrar of Com
54 Rs. Lankan Rupe

55 RTGS Real Ti ettlement System

56 RVF Rege' Free

57 RVP % ersus Payments

58 SEPF intendent Employees Provident Fund
59 SAS nior Assistant Superintendent

60 SLB Seylan Bank PLC

61 SLFRS Sri Lanka Accounting Standards

62 SMB Sampath Bank PLC

63 SPOC Single Point of Contact

64 SSD Support Services Division

65 SSSS Scripless Securities Settlement System

66 TEC Technical Evaluation Committee

67 TOR / RFP Terms of Reference / Request for Proposal
68 Treasury Department Treasury Operations Department

69 Union Bank Union Bank of Colombo PLC

70 WAYR Weighted Average Yield Rate

71 WTSL Wealthtrust Securities Limited

72 YTM Yield to Maturity
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TERMS OF REFERENCE

# TERM DESCRIPTION/ MEANING/ INTERPRETATION

1 Active Data  Data on a computer that is not deleted and is generally accessible and readily visible to the
user under normal use
Source: https://burgessforensics.com/computer-forensics-glossary/

2 Active A directory is a hierarchical structure that stores information about objects on the network. A
Directory directory service, such as Active Directory Domain Services (AD DS), provides the methods for
storing directory data and making this data available to network users and administrators.
Source: https://docs.microsoft.com/en-us/windows-server/identity/ad-ds/get-started/virtual-
dc/active-directory-domain-services-overview

3 Captive Captive sources are financial institutions which are required to purchase and hold Government
Sources Securities.
Source: Opinion Report of Panel of Expert Officials

4 CFD Holds Scripless Securities issued under the Special Scheme for Sri Lapkaf Diaspora and Migrant
Workforce, including customers who hold dual citizenship.
Source: LankaSettle System Rules

clean price is typically the quoted price on financia S his"price does not include any
interest accrued between the scheduled coupon paymentsfor the bond.
Source: https://www.investopedia.com/terms/c/c prige.asp

5 Clean Price  The clean price is the price of a coupon bond not includin@re nterest payments. The

6 Chain of The chain of custody in digital forensics can al§@be referred to as the forensic link, the paper
Custody trail, or the chronological documentation o C ic evidence. It indicates the collection,
sequence of control, transfer, and analysisglt al§¢ documents each person who handled the
evidence, the date/time it was collec@ nsferred, and the purpose for the transfer.

Source:https://resources.infosecinsti .d®m/category/computerforensics/introduction/areas-
if-of -custody-in-computer-forensics/#gref

of-study/legal-and-ethical-princi

hether or not a particular security is worth issuing.
ia.com/terms/c/cutoffpoint.asp

7 Cut-off point A point at which the issuer de
Source: https://www.inv

8 Deleted Deleted data is dat Wb the past, existed on the computer as live data and which has been

Data deleted by the co teRgystem or end-user activity. Deleted data remains on storage media in
whole or in pag#thtilNg is overwritten by ongoing usage or “wiped” with a software program

e @ o remove deleted data. Even after the data itself has been wiped,

ieSmpointers, or other metadata relating to the deleted data may remain on the

Source: ht¥ps://www.edrm.net/wp-content/uploads/2017/03/20160422-EDRM-Glossary-2.pdf

9 Deal Ticket A deal ticket, commonly known as a trading ticket, is a record of all the terms, conditions, and
basic information of a trade agreement.
Source: https://www.investopedia.com/terms/d/deal_ticket.asp

10 Digital The information about a particular person that exist on the Internet as a result of their online
Footprint activity.
Source: https://www.lexico.com/en/definition/digital_footprint

11 Digital Digital forensics is a branch of forensic science focused on recovery and investigation of
Forensics artifacts found on digital devices.
Source: https://www.lawtechnologytoday.org/2018/05/digital-forensics/

12 Electronically Electronically stored information is any information created, stored, or best utilized with
Stored computer technology of any type. It includes but is not limited to data; word-processing
Information  documents; spreadsheets; presentation documents; graphics; animations; images; e-mail and

instant messages (including attachments); audio, video, and audiovisual recordings; voicemail
stored on databases; networks; computers and computer systems; servers; archives; back-up or
disaster recovery systems; discs, CD’s, diskettes, drives, tapes, cartridges and other storage
media; printers; the Internet; personal digital assistants; handheld wireless devices; cellular
telephones; pagers; fax machines; and voicemail systems.
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# TERM DESCRIPTION/ MEANING/ INTERPRETATION

Source: https://www.foley.com/-/media/files/insights/events/2007/04/corporate-records-
what-to-keep-and-what-to-toss/files/guidelines-for-state-trial-courts-regarding-
discov/fileattachment/state_cs_eldiscccjguidelines.pdf

13 Forensic A forensically sound and complete copy of a hard drive or other digital media generally
Image intended for use as evidence. Such copies include unallocated space, slack space, and boot
record. A forensic image is often accompanied by a calculated Hash signature to validate that
the image is an exact duplicate of the original.
Source: https://burgessforensics.com/computer-forensics-glossary/

14 Hash Values A computed numerical value that represents a “digest” of the content of a file. If and only if
two documents are identical to the letter will they return the same hash value. The Hash value
is used as part of a digital signature and to compare document content in the de-duping process
Source: https://www.edrm.net/wp-content/uploads/2017/03/20160422-EDRM-Glossary-2.pdf

15 Held to Held-to-maturity (HTM) securities are purchased to be owned until magurity.
Maturity

16 Keyword

17 Keyword A common technique used in computer forensic andfelectra fiscovery, a keyword search is
Search usually performed to find and identify every instanGg omputer or other media of a given

Source:https://burgessforensics.com/compute€forensics-glossary/

18 Litigation A litigation hold, also known as a "preserv. r* or "hold order” is a temporary suspension
hold of the company’s document retention destriigtion®policies for the documents that may be relevant
to a lawsuit or that are reasonably a ted to be relevant. It is a stipulation requiring the

company to preserve all data that to a legal action involving the company.

word or phrase, even if said word or phrase o&rsi allocated space or in deleted files

19 Metadata Data that provides infgrm ut other data
Source: https://wwyy. i ebster.com/dictionary/metadata

20 Multiple Multiple price biddj
Price Bidding bid.

Source: Opini

21 OWN Lanka$ direct Participant’s own account / Central Bank of Sri Lanka's own account.

Settle System Rules

22 Price Of information likely to affect bond prices if it were made public.
Sensitive Source: https://www.lexico.com/en/definition/price-sensitive
Information

23 Primary Primary Dealer/s means any commercial banks, company or other person appointed by the
Dealers Monetary Board as a Primary Dealer for the purpose of dealing with the CBSL as counterparty in

the Primary and Secondary Markets for stock and securities.
Source: Opinion Report of Panel of Expert Officials

24 Repurchase  Repurchase Agreement (Repo)” means an agreement by which one party agrees to sell
Agreement Scripless Securities to another on an undertaking to buy back such securities on an agreed
(“REPQ”) date on agreed terms.

Source: Lankasettle System Rules

25 Reverse Repo Reverse Repurchase Agreement (Reverse Repo)’ means an agreement by which one
party agrees to buy Scripless Securities from another on an undertaking by such party to
sell back such securities on an agreed date on agreed terms.

Source: Lankasettle System Rules
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NOTICE TO THE READER

This Final Report (“Report”) has been prepared by BDO India LLP (“BDO India”, or “We, or “us”) for the
Monetary Board of Central Bank of Sri Lanka (the “CBSL” or the “Client” or “You”) in accordance with
the scope of work defined in Contract of 1 April 2019 (“Contract”).

The Report issued by BDO India is in accordance with the Contract and for use by the CBSL. Usage of
this report by CBSL is with the understanding that (i) CBSL will keep BDO India LLP informed about the
distribution; (ii) CBSL would take appropriate measures to avoid unauthorized distribution of the whole
or part of the report; and (iii) the disclosure is in line with applicable laws. We accept no responsibility
or liability to any external agency or parties not forming part of the Contract.

BDO India does not render any legal advice or related services and, therefore, none of the Services

rendered under the Contract should be considered to be legal services. In r@pect of any and all legal

matters, the CBSL may consult its legal advisors, as they deem fit in thej iscretion. Our work does
not make any representation regarding questions of legal interpretati cafnot render legal advice.
The Client should consult with its attorneys with respect t a er? or items that require legal

interpretation.

The Report issued is to be read in totality, and not in p@ conjunction with the relevant sections

referred to, in this Report.

We relied on the information and explanati gded to us by the CBSL and we have not

independently verified the completeness t@me. Whilst, we have taken reasonable steps to

corroborate the information (Refer Sectj - Work Performed), we cannot guarantee its reliability or

completeness. Hence, our ability’to% all the procedures depended on the nature and quality of
t

the information and explanatio%
accordingly.

o us by the CBSL. Our observations in this Report are limited

Based on discussions with , this Report consolidates the data provided as of 20 September 2019,
information gathe ing"interviews conducted as of 14 October 2019 and clarifications obtained as
of 1 November 2019. / you may come across information that may have bearing on the findings and

observations made in this Report subsequent to the submission of this Report. However, we take no
responsibility for the possible impact of such events and circumstances including updating this Report
for the same. Although, in circumstances where additional information may become available with
respect to the engagement, we would be glad to carry out additional procedures as may be separately
agreed with the Client.

This engagement shall not create privity between BDO India and any third party. Neither this Report nor
the services provided hereunder are intended for the express or implied benefit of any third party.
Our services and our Report are not intended to be, and shall not be construed to be, Investment advice
or legal, tax or accounting advice in accordance with the accounting standards. BDO India shall ensure
all confidential information acquired shall be and remain as part of the Report rendered by BDO India

in accordance with the Contract.
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LIMITATIONS

The findings detailed in this Report should be read in conjunction with the following limitations:

This Report is based on the information received, discussions held with and explanations provided by
the CBSL and its employees till 1 November 2019. The Supporting documents for execution of investment
transactions such as Cashflow statements for 2003, Minutes of the Investment Committee meetings,

Deal Tickets and counterparty confirmations for 2005 and 2006 were not available.

For the purpose of the review, the CBSL provided scanned copies of documents and information
pertaining to the investments, divestments transactions by EPF in Treasury Bonds and remittances during
1 January 2002 till 28 February 2015 (the “Review Period”). BDO India has not independently identified
or collected the documents. The EPF department provided confirmati the completeness and
comprehensiveness of the data / documents / information provid@ reyiew. The confirmation

provided by the EPF department cannot be independently verifie ed by BDO India.

The understanding of the operational processes for the inve§tment8 / divestments in the Treasury Bonds
in Primary and Secondary Market during the Reviewﬁc:1 was obtained based on the explanation
provided by the current and former employees of

and documents provided for review. @6

nd the EPF departments and information

There was no process of recording the te one conversations (voice call recordings) between the FO
employees at the EPF and the Prima@ rs or the PDD for the transaction related to Treasury Bonds

through Auction / Direct Plac e\l ondary Market, as confirmed by the EPF, during the Review
Period. Hence, the independi\l cation whether these communications took place or not cannot

be confirmed / verified. ®

IT Asset Register ot maintained by the Information Technology Department (“ITD”) at CBSL,
accordingly, the details of IT assets assigned to the CBSL employees cannot be identified with certainty.
The electronic devices pertaining to the selected CBSL employees were identified by the ITD based on
the last User Account Log-In Information. Hence, it cannot be established if acquired devices were the

only device/s used by the selected CBSL employees for the Review Period.

Licensed tools were used in conducting digital forensic on the devices provided by the ITD of identified
officials of the CBSL. However, due to rapid change in computer’s operating, processing and storage
techniques, there could be occasions when licensed forensic tools are unable to gather 100% evidence

from the acquired devices.
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7. The completeness of the email communication data cannot be established as multiple instances of email
data file deletions were noted during the digital forensic procedure on the devices provided by the ITD
and backup of the email data was not available comprehensively, on the email server. Vide an email of
29 July 2019, ITD confirmed that Litigation Hold" was introduced effective 1 July 2019 and all emails
which are not permanently deleted as on 1 January 2019, are available on the server. (Refer Exhibit 1)?2

Our review of emails was limited to the extent of email data backup provided by the ITD of the CBSL.

8. The CBSL migrated from Lotus Notes to Microsoft Outlook during 2012 and email backups prior to June
2012 were not maintained. The backup files and Lotus user id and password were not retained for the

same and the review of emails is limited to the extent data backup provided by the ITD.

9. Web gateway logs (year-wise segregated files - text/ csv format), Web gateway log metadata files,
network firewall configuration and change logs, network firewall activity logs for internet traffic (both

t/ csv format) were not
tb®und emails to the CBSL

inbound and outbound) for the Review Period (year-wise segregated filg

made available for review. (Refer Exhibit 2)3. Server logs for inbound @

email domain, were not available for the period June 2012 t 8N%Refer Exhibit 3)*

10. The audit logs for AS/400 application for the Review Period t available. The audit logs of Central

Kwas not in readable format. Hence, the
ucdion, Direct Placement data in the AS/400 and

Depository System (“CDS”) was provided but the

modification / additions / changes / deletion of t
CDS data could not be independently verified a
identified.

erson responsible for changes, if any, cannot be

11. Investment and Divestment datafr CDS” and “SAP” data are available only from the period,
from March 2005 and Septembe \ pectively. As informed by the EPF, data pertaining to the period
1 January 2002 to 28 Febru 05Was recorded manually in spreadsheet® form maintained by the EPF.
Accordingly, the tr tails compiled from the Monetary Board minutes have not been

independently vali and considered as such for the detailed review.

12. The specimen signatures of the EPF employees, provided by the HR department of CBSL were used for

comparison of signatures on the transaction documents.

1 “A litigation hold, also known as a "preservation order” or "hold order” is a temporary suspension of the company’s document
retention destruction policies for the documents that may be relevant to a lawsuit or that are reasonably anticipated to be relevant.
It is a stipulation requiring the company to preserve all data that may relate to a legal action involving the company.” (Source -
https://definitions.uslegal.com/l/litigation-hold/ )

2 Refer Exhibit 1 for an email of 29 J 2019 for implementation of Litigation Hold.

3 Refer Exhibit 2 for an email of 2 August 2019 for requesting the IT firewall logs.

4 Refer Exhibit 3 for an email of 4 August 2019 for requesting the outlook mail exchange server logs.

> Refer Terms of Reference Section of this Report for the definition of “Spreadsheet”.
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13. The findings in this Report are limited to the review of documents made available for the review and

Interviews conducted. (Refer Annexure 2)°

14. We relied on the voice recordings provided by select Primary Dealers. We have not checked the
authenticity / comprehensiveness of the data. During the review of voice recordings provided by the
Primary Dealers, there appears limitations on the quality of the voice call data provided by the Primary
Dealers, which are defined in the Section 3 of the Report. Hence, the review of communication between

the officials of the EPF and Primary Dealers / PDD / other parties cannot be verified / confirmed.

15. The nature of our work pertaining to conducting desktop searches was based on the information as
available in the public domain. Information obtained from the public domain was not subjected to
independent verification by us. Online public records are generally considered informative, neither can
we guarantee its veracity, nor can we monitor the frequency of the updatesgthereto. In understanding
the public record research and information gathering for this engageme s were made to identify
information currently available. Neither we identified information pre fitéd on, but subsequently
removed from the public records prior to this date nor have ide @ »d the information subsequently

filed on those data sources after the date of this Report.

16. During the searches of information as available in t Nlic domain and subscribed databases, the
names of individual are used in abbreviated form tRere are variations in the usage of their names
on the profiles maintained on various social net@g platforms. There is a likelihood of not identifying
an individual during desktop searches if variation has been used, apart from the ones already

identified. Same / similar names wergjideptitted during the searches of information as available in the
public domain. However, due to% @ditional identifying information, it could not be ascertained
if the individuals were same a Xes under review.

17. The system security @400 data was provided. However, in order to analyse the changes or
deletion / modific / user change, application logs were not made available for review. (Refer
Exhibit 4)7

18. Copies of audited financial statements, annual returns submitted by the Primary Dealers to the
Department of Register of Companies, Sri Lanka are not made available for review. The review of ROC
records was performed based on the information provided by the CBSL up to 23
September 2019. The data including Director's details, shareholding pattern and change in shareholding
pattern / directorship was not provided for Commercial Bank of Ceylon Limited and Union Bank of
Colombo PLC.

6 Refer Annexure 2 for list of interviews conducted with the officials of CBSL.
7 Refer Exhibit 4 for an email of 2 August 2019 for non-availability of IT audit logs.
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19. The review performed for the bank account details of the CBSL employees and Primary Dealers was
based on the data provided by the CBSL. The bank account details for the complete period 1 January
2002 till 28 February 2015 was not received (Refer Section 3) the PDD provided the listing of Auctions
for the period 1 January 2002 till 31 October 2004. However, the complete information of bid details
such as participants, yield rate and quantity for the issuance of Treasury Bonds through Auctions were
not available. In the listing of Direct Placements provided by PDD for the period 1 January 2002 till 31

December 2004, details of the “Placement arranged on date” were not provided.
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1. INTRODUCTION

1.1 BACKGROUND

1.2 The Central Bank of Sri Lanka (“CBSL”) is the apex institution in the financial sector of Sri Lanka.
It was established in 1950 under the Monetary Law Act No. 58 of 1949 (“MLA”) as a semi-
autonomous body and with the Primary objective® of ensuring the economic and price stability in
Sri Lanka.

1.3 The CBSL acts as an advisor on economic affairs and banker to the Government of Sri Lanka and

tasked with managing the Employee Provident Fund (“EPF”) and country’s public debt.

1.4 The EPF was established under the Employees’ Provident Fund Act No.15 of 1958, where the

Monetary Board of the CBSL is vested with the responsibility of receiviRg contributions, investing

excess funds, maintaining proper accounts and paying benefits tog ers.

ds etc., to fulfil the future

1.5 The CBSL raises public debt through Treasury Bills and Treg
tified from time to time by the

monthly cash requirements of the Government of Sri Manka,
Department of Treasury Operations of the General Tre®
1.6  Pursuant to the allegations of losses caused t PF in the process of Investment in Treasury
Bonds, an internal examination was conducté&g by®the CBSL covering EPF’s Investments from 1
February 2015 to 31 March 2016 and the Rgp6riflof the examination was submitted to the Monetary
Board of the CBSL in March 2017. rriRg to the CBSL’s internal examination, the Presidential
Commission of Inquiry (“PCOI”) 9%that the PCOI, during its inquiry, identified several areas

of concern about the ma g i the EPF operated and transacted upon Treasury Bonds. PCOI
% investigation by the Monetary Board of CBSL should, “...carefully

recommended inter aliag
examine the transa tered into by the EPF and identify whether a loss was caused to the
EPF and, if sq @ ifyaifie persons responsible...”.

1.7 Consequently, p ant to the Contract Letter of 1 April 2019, the CBSL appointed BDO India LLP
to conduct a forensic audit / investigation on Primary and Secondary Market transactions of the
EPF involving Treasury Bonds issued / transacted during 1 January 2002 to 28 February 2015

(“Review Period”).

8 Source: https://www.cbsl.gov.lk/en/about/about-the-bank/overview
9 Refer Recommendation 15 of Chapter 33 of the PCOI Report.
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OBJECTIVES OF THE FORENSIC AUDIT

1.8 The objectives of the forensic audit / investigation, set out in the Contract No:
RFP/CBSL/BS/FA/2018/02 of 1 April 2019 are as following:

A. Examine the laws, policies, guidelines, etc. applicable and the Market environment during the
period under review;
Ascertain if there were any deviations from these laws, policies, guidelines etc.;
Ascertain if there were any irregularities or misconduct in the transactions / Investments
made in the Treasury Bonds;

D. Ascertain if any losses have been caused to the EPF;
If any losses have been caused to the EPF, quantify such losses and identify the persons
responsible for such losses; and

F. Ascertain if any private party / parties has / have benefitted at_th&expense of the EPF.

“In this regard, it will be important to understand and asse ket environment (level
of secondly Market developments in terms of liqyidl echnology, availability of
information, overall macroeconomic conditions, efC.) a working environment including

risk management, internal controls, communication apgd monitoring aspects, within which

the transactions and interactions have takenyflace at the EPF during the period under review

and identify any deficiencies that may c@ d to the losses”.

SCOPE OF FORENSIC AUDIT

1.9  Contract of 1 April 2019 defines th f forensic audit, to perform a comprehensive audit /
scrutiny of the following practj opted, and actions taken by the EPF with respect to the
Primary and Secondary M K\ ctions during the Review Period:

A. Participation in P, '/%Xuctions and Direct Placements;

B. Secondary k ase and sale;

C. Primary t participation in comparison to the cashflow of EPF;

D. Secondary ket transactions in comparison to the cashflow of EPF;

E. Selection of counterparties and concentrations;

F. Execution of transactions, authority limits and other control measures used in comparison to
the provisions of Investment and Trading Guidelines (“ITG”);

G. Segregation of duties, especially front, middle and BO functions;

H. Effectiveness of decision-making process by various Committees such as internal Investment
Committee, dealer’s meetings and Investment Committee;

I. Investment and Trading practices relating to ‘Held to Maturity’ (HTM), trading and available
for sale (“AFS”) portfolios; and

J. If Divestments from the above portfolios and accounting for thereof, have been carried out

in accordance with the relevant internal policies and applicable accounting standards.
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In reference to the objectives and scope of work, a brief table elaborating the coverage of this

Report mentioned in the Contract with reference to the subsequent Section is provided below:

Table 1: Coverage of objective and scope of work

# Objective and Scope of Work Report Section Reference Section
1 Examine the laws, policies, Process understanding of Treasury Bonds 4
guidelines etc. applicable and the Investments and Divestments

Market environment during the
period under review

2 Ascertain if there were any Deviations from Investment Policy Statement, 10
deviations from these laws, policies, 2002 and Investment and Trading Guidelines
guidelines, etc. 2007 and 2011 specified for the EPF Department
3 Ascertain if there were any EPF not participated in Auctions \ 5
irregularities or misconduct in the EPF il i ) 6
transactions/ Investments made in partial participation in
Treasury Bonds EPF bids rejected in Auctjo 7
EPF not invested Placements 8
4 Ascertain if any losses have been Loss due to thefEPF nofi participated in Auctions 5
d to the EPF . .
caused to the t invested through Direct 8

5 If any losses have been caused to .
the EPF quantity such losses and e tolower yield rate offered by PDD to 9
identify the persons responsible for Direct Placements
such losses

'@ nvestment in Treasury Bonds through 11
dary Market

6 Asce.rtain if any private party / mputation of Loss on Divestment of Treasury 12
parties has/ have be”ef‘ttem Bonds (HTM Portfolio) in the Secondary Market

expense of the EPF* &
Computation of Loss on Divestment of Treasury 12

\\ Bonds (Trading Portfolio) in the Secondary
Market

rties benefited at the expense of the EPF is / are identified at the

* The privat

respective Secti@n of the Report.
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2.

2.1

2.2

2.3

2.4

2.5

EXECUTIVE SUMMARY

This Executive Summary sets out a summary of the key observations arising from the review in
relation to the objectives and scope of work. This Executive Summary should be read in

conjunction with the detailed observations mentioned in this Report.

The observations in this Report are subject to completion of interview with the former Governor
Mr. Ajith Nivard Cabraal. The clarification awaited from his interview are highlighted in the

respective Sections of the Report.

OBSERVATIONS

EPF NOT PARTICIPATED IN AUCTIONS

Adctions. The EPF has not

During 1 January 2003'° till 28 February 2015, the PDD condugte
F as not participated in more

participated in 190 of these Auctions. It may be note t

than 60% of the Auctions during 2003, 2007, 2008 andR009.

In 109 out of 190 instances, the available cash %settlement date of the Auction was more
than 30% of the offered amount in the Aucti instances, the cashflow statement was not
available (cumulative offered amount wa 25 Billion. In the remaining 62 Auctions, the cash

available was less than 30% of cumula red amount.

—

The cumulative cash avallable11

Contribution to members% illion (38%)), Investment in Primary Market (Rs. 31.83 Billion

oximately Rs. 90.31 Billion was utilized for the refund of

(35%)) and for Investme ndary Market was utilized (Rs. 24.36 Billion (27%)).

Subsequent Inv @ade for purchase of Rs. 8.47 Billion of Treasury Bonds for/same ISIN on
h

comparison ted average yield rate of Auction, resulted in loss to the EPF Rs. 41.89

Million (Auctions§2.31 Million (3 to 37 basis points), Direct Placements Rs. 13.50 Million (2 to 27

basis points) and Secondary Market Rs. 16.08 Million (0.4 to 32 basis points).
F

Subsequent Investments made for purchase of Rs. 5.82 Billion for different ISIN on comparison with
“Ask Price” published by the PDD (“Two-way Quotes”) resulted in loss amounting to Rs. 53.82
Million (Auctions 31.78 Million (9 to 37 basis points), Direct Placements Rs. 22.04 Million (9 to 22

basis points).

0 For 2002 the details of Auctions and Direct Placement ware not provided by the PDD.
" Available cash for subsequent utilisation - Lower of cumulative offered amount or available cash.
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2.6 In minutes of the Investment Committee meetings of EPF on the dates of Auctions, there was no
evidence of deliberation on non-participation in the respective Auctions. Former employees of the
EPF, however, stated that during the Investment Committee meetings, all the instances of
participation and non-participations were discussed. The EPF Fund Managers (current and former)
stated that at times the PDD requests the EPF not to participate in Auction and invest the EPF
funds through the Direct Placement. The EPF has also followed the practice of Investment through
Direct Placements rather than participation in Auctions. However, there is no evidence of such

instructions from the PDD in writing, produced for review.

Please refer Section 5 of this Report for detailed observations.

EPF BID AMOUNT LESSER THAN THE OFFERED AMOUNT IN AUCTION

and EPF BIDS WERE REJECTED IN AUCTION %
2.7 Transactions where the EPF’s bids were less than the amount o‘@ he PDD in the Auction
and EPF bids were rejected (either completely or partiall ) réyiewed to verify if the lower

investment and the bid submissions at higher rates by ghe EP

vas intended to benefit any specific
Primary Dealer. The documents in support of the tra ns and associated digital and Voice

Records did not indicate anomalies or irregulariti this effect.

R

INVESTMENTS THROUGH DIRECT@ MENTS
12

2.8 During 1 January 2003 and 28 Febr, , in 2,028 (tender value Rs.3,554 Billion) out of
2,673 Direct Placements by the PDB, (tehder value Rs. 5,888 Billion), the EPF has not made any

Investments in approxim @ otal offered by the PDD. The percentage of EPF’s Investments
in Direct Placement, in 2 2 and 2014 were approximately 35% which was below average of
40%.

2.9 In 96 out of es reviewed, the available cash on the settlement date of the Direct

Placement was re than 30% of the offered amount in the Direct Placement. The cumulative
cash available was approximately Rs. 62.24 Billion of which, there was an allocation of Rs. 20.16
Billion (33%) for refund contribution to members, Rs. 15.86 Billion (25%) for Investment in the

Primary Market and Rs. 26.22 Billion (42%) for Investment in the Secondary Market.

12 For 2002 the details of Direct Placement conducted by the PDD is not available.
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2.10

2.12

2.13

2.14

2.15

2.16

The subsequent Investment Rs. 3.29 Billion in Treasury Bonds for same ISIN on comparison with
price offered for Direct placement, resulted in loss to the EPF amounting Rs. 5.53 Million (Auctions
Rs. 0.01 Million (0.5 basis points), Direct Placements Rs. 4.53 Million (2 to 27 basis points) and
Secondary Market Rs.0.99 Million (3 to 12 basis points).

Subsequent Investments made for purchase of Rs. 1.25 Billion for different ISIN on comparison with
“Ask Price” published by the PDD (“Two-way Quotes”) resulted in loss amounting to the Rs. 17.31
Million to the EPF (Auctions Rs. 8.68 Million (45 basis points)), (Direct Placements Rs. 8.63 Million
(22 basis points).

Due to the non-availability of documents relating to the communication between the PDD and the
EPF with regard to the offer or request from the EPF for Direct Placement, the rationale for the
EPF not investing in Direct Placement despite availability of adequate cash on the settlement date

cannot be commented upon.

In addition, there is no evidence indicating evaluation by MO of @ D gh Treasury Bonds issued
by the PDD. It may be noted this evaluation is required as p 007 and ITG, 2011.

There is no voice recording facility at the FMD durifig the§Review Period and unavailability of
emails of the officials of the EPF, negotiation / w) =t any, made by the officials in the FMD

or by the EPF management could not be confir,

Please refer Section 8 of this Report ﬁ@ iled observations.

LOWER YIELD RATE D BY THE PDD TO THE EPF IN DIRECT

PLACEMENTS &\(\

During the review, i% ed that the PDD offered lower yield rate to the EPF. The following is
a summary of, a (detailed observation and findings were discussed in Section 6.3 of this
Report).

In 46 out of 203 instances the PDD offered yield rate was lower than the previous Auction weighted

average yield rate. Due to lower yield rate, the EPF had incurred loss of Rs. 256.37 Million.
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2.17 In 94 out of 346 instances, the PDD offer yield rate was lower than the Secondary Market yield
rate. There was no previous Auction conducted two-weeks prior to placement arranged on date in
346 placements. Hence, the Secondary Market rate was compared. Due to lower yield rate, the
EPF had incurred loss of Rs. 8,716.48 Million. Please refer to the table below for details:

Table 2 - Summary of loss (Rs. In Million)

Year Weighted average vyield Secondary Market yield rate
rate of previous Auction
Number of Loss Number of Instances Loss Amount
Instances Amount
1 12

2008 3.07 3,687.72
2009 7 164.22 7 226.64
2010 12 60.52 23 1,803.81
2011 5 6.68 24 1,033.83

Loss for instances 6,752.00
pertaining to
2008 to 2011

Total Loss for all 94 8,716.48
instances under

review (January 2007

to February 2015

2.18 As per the witness statement of Mr. Dhaw@ayakkara (the former Superintendent of PDD)
before PCOI, confirmed that the Dire ents of Treasury Bonds shall be conducted at the
weighted average yield rate decidéd atthe preceding Auction.

.

2.19 Minutes of the Monetary ng of 7 October 2008 stated that “...Issuing Treasury Bonds

to EPF and other captivg at an interest rate 5 basis points above the Secondary Market

rates through privat ents.”.

2.20 During the pé ‘@ 008"to 2011, the EPF yield rate was significantly lower in comparison to the
Secondary Marke®yield rate even though the Monetary Board has approved the issue of Treasury
Bonds to the EPF and other captive sources at an interest rate of five basis point above prevailing

the Secondary Market yield rate. It is evident that the PDD has not offered the prevailing market
rate to the EPF.

2.21 Voice Recordings between the PDD and the EPF and relevant email back-up were not made
available for the review. Hence, the relevant communication between the officials of the PDD and

the EPF cannot be ascertained.

Please refer Section 9 of this Report for detailed observations.
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2.22

2.23

2.24

2.25

2.26

2.27

2.28

DEVIATIONS FROM POLICY STATEMENT AND GUIDELINES
Deviations by FO

The Investment Policy Statement, 2002 (in force till 2006) does not specify any limits for DOA for
execution of transactions (Investments and Divestments) by FO. All the Investments were to be

approved by the Investment Committee.

On review of Deal Tickets from 2002 till 2006, in 189 Investment transactions (out of 282
transactions where Deal Tickets were available) and in 74 Divestment transactions (out of 87

transactions where Deal Tickets were available), the Deal Tickets were not signed by FO officer.

As per ITG, 2007, the Head of FMD can approve Rs. 100 Million (single trade) and SEPF can approve
investments up to Rs. 200 Million per single trade. In 18 out of 100 instances, the officer of FO had

exceeded the specified single trade limit amounting to Rs.100 Million p&r trade.

As per ITG, 2011, the Head of FMD can approve investments valuj 2 Billion per day. In 50 out
the investment transactions

of 143 instances, the Head of FMD had exceeded the specifiem
in the HTM portfolio. The same transactions were r@ e market variance observation
(refer section 11 of this Report) and the resulting loss ting to Rs. 205 Million out of Rs.565
Million in the year 2014. K

As per ITG, 2011, in 61 out of 128 inst % staff of FO had executed the transactions

exceeding the specified limit of Rs. 50 onyper day for Divestment transactions in the trading

portfolio.

As per ITG, 2011, in 82 out gf 1@ ces of Divestments of HTM Portfolio, it was noted that the
staff of FO had exceeded \ ized limit of transaction amounting to Rs. 500 Million per day.
The same transaction réported in the market variance observation (refer section 11 of this
Report) and th i ss amounting to Rs. 14.38 Million in the year 2014 and 2015.

Deviations byathe approving authority

During the period 2002 to 2006, in 7 out of 282 transactions, the Deal Tickets were not approved
by the Deputy Superintendent and in 205 of 282 transactions the Deal Tickets were not approved
by the Superintendent for Investment. The same transactions were reported in the market variance

observation (refer section 11 of this Report) and the resulting loss amounting to Rs. 3.35 Million.
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2.29

2.30

2.31

2.32

2.33

2.34

2.35

2.36

2.37

On review of 87 Deal Tickets during 2002 and 2006, 11 transactions where the Deal Tickets were
not approved by the Deputy Superintendent and in 69 transactions the Deal Tickets were not
approved by the Superintendent for Investment. The loss due to sale at a lower price amounted
to Rs. 4.70 Million.

In one instance for Investment transaction on 31 October 2014, the SEPF had exceeded the

approval limit of Rs. 10 Billion specified as per ITG, 2011.

During the period 2012 and 2015, prior approval of transactions was not documented, and it is only
ratified by the approving authority (Superintendent, Deputy Superintendent and Assistant

Superintendent).

Ratification by the Investment Committee

Counterparty details were not presented to the Investment Commgitt&e from June 2014 when
transactions with PTL had been executed. Such information was Q alled for by the members of

the Investment Committee as well.

In 98 out of 102 transactions amounting to Rs. 46.95@ prior approval from the Investment

Committee was not available for sale of HTM Tr% in the period from 2012 till 2015.

In the absence of the Deal Tickets, counter firmations and the date of approval and
signature of the approving authority, it possible to establish if the transactions were

2007 and 2011.

adequately approved or ratified as pe

Based on the interviews with the t and former employees of the EPF and review of the
documents, it was noted thﬁs t sactions were approved by designated authorities of the EPF

g the market conditions. Further, the officials without prior

on trust basis without
experience and know, in nvestment and Divestment in the Secondary Market were approving
the transactio

Please refer Segtion 10 of this Report for detailed observations.

INVESTMENT IN TREASURY BOND THROUGH SECONDARY MARKET

On analysis of the Secondary Market purchases during the Review Period, it was noted that the
purchases made in 5 years (i.e.) 2002, 2003, 2004, 2013 and 2014 constituted 79% amounting to
Rs. 142.89 Billion of the total purchases made by the EPF from Secondary Market.

The EPFs participation from June 2013 increased significantly post the then Governor expressing
his concern to actively participate in the Secondary Market to the members of the Investment

Committee and the top management of EPF on 4 June 2013.
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Loss on purchase of Treasury Bonds in Secondary Market

2.38 In 177 out of 651 purchase transactions, it was noted that the purchase price of the EPF was higher

than the Secondary Market price resulting in loss of Rs. 620.81 Million.

2.39 Investments made during 2014 contributed 91.03% of the total loss incurred by the EPF amounting
to Rs. 565.15 Million. The difference between the purchase yield rate and prevailing Market yield

rate was ranging between 1 to 80 basis points.

2.40 It was noted that the loss from transaction with PTL, PABC and WTL in 2014 amounts to
approximately Rs. 321 Million (52% on the overall loss for the period) with the variance in the yield

rate ranging from 4 to 80 basis points.

2.41 Trades in seven specific ISINs out of 32 ISINs (LKB00922G017, LKB01024A014, LKB01529A012,
LKBO1529E014, LKB030444F019, LKB011231017 and LKB02034A012) contributed to loss of Rs. 518
Million. These ISINs were highly traded by the PTL, PABC,WTL nd FCTL in Secondary

Market. O

Table 3 Comparison of opening price and closing price ofsthe highly traded ISINs

Price and Yield of the first Price and Yield of the last Decrease
transaction in the year 2014 Weighied transaction in the year 2014 Duration in Yield

A i A-B
Bond series Date Price Yield :f' g€ Date Price Yield Mogtnhs) (1'51 Ba.z,is

Rate Rate(B) EO
(A) :

LKB00922G017  20-Jan-14 108.97 off.& 118.75 31-Dec-14 125.43 6.85% 12 277
24-Jan-14 _ 109 122.66 26-Dec-14 128.88 7.04% 12 282
LKB01024A014 ¢
9.68%  98.32 21-Oct-14 103.98 8.42% 10 126
LKBO11231017
LKBO1529A012 118.85 10.47%  130.26 26-Dec-14 142.23 8.04% 10 243
LKBO1529E01 "4 120.76 8.20%  130.94 26-Dec-14 138.34 5.99% 6 222
LKB02034A012 ¥8-Jun-14  121.2 10.65%  119.66 30-Oct-14 142.11 8.79% 5 186
LKBO3044F019  4-Jul-14 116.06 11.57%  129.15 26-Dec-14 149.34 9.08% 6 249

2.42 The Secondary Market prices of these ISINs were significantly increased in 2014 from the opening
price and the increase percentage ranging from 9% to 29%. These ISISN were highly traded by the
PTL, PABC, WTL, Seylan and FCTL in the Secondary Market. Similarly, as detailed in the above
table the yield rate varied between 126 to 282 Basis points.
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Analysis of transactions with PTL, PABC and WTL in 2014

2.43 The overall loss from trades through PTL (directly / through intermediary) amounts to Rs. 222.76
Million (which is 36% of the loss incurred due to higher purchase price paid in comparison with the
Market price).

Table 4 Loss from PTL via intermediaries, PABC and WTL (Rs. In Million)
Counterparty Name Sub-Total No of Loss due to % of
(Rs. In transactions Market proportion on
Million) Variance the total loss
of Rs.620.81
Perpetual Treasuries Limited 8,411 20 97.19 16%
Through Pan Asia Banking Corporation 6,413 14 18%
111.15
PLC
Through WealthTrust Securities 704 1 3%

Limited.

2.44 PABC acted as the intermediary in 13 out of 24 tra ti
following instances, which ultimately lead to loss due§to hi

in Secondary Market amounting to Rs.111.15 Mlll

Price variance between counterpagth PTL transactions

2.45 In 27 of 30 transactions executed wit

rried out with the EPF in the

er purchase price of Treasury Bonds

as indicated that PTL had always charged a higher
price to the EPF compared to the counterparties. One illustrative instance is explained in
the table below:

ISIN LKBO1024A014
[ A

. fb
Table 5 Price paid by EPF K\Xrison between counterparties on 17 October 2014 for the sample

Seller Counterparty Quantity(A) Price per Difference Excess price
Security paid by
EPF(A*B)
(Price per (Rs. in
Security) (B) Million)
1 PTL EPF 5,000,000 126.73
} 3.01 15.05
2 PTL CA 500,000 123.72
3 PTL CBCL 500,000 124.08
4 PTL CBCL 500,000 125.18
5 PTL NW 500,000 123.72
Total 3.01 15.05
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2.46 In 4 out of 15 transactions with Seylan Bank PLC during the year 2014, indicates that Seylan had

sold the Treasury Bonds at higher price to the EPF as compared to the other counterparties.

Table 6 Price paid by EPF in comparison between counterparties on 4 November 2014 for the ISIN

LKB00922G017
Excess

. Difference  P''<€ P : ftsld

# Seller Counterparty Quantity (A) Zzzﬁr?ti/r (Price per b(ifg)F Cal;iuellzted dz:;eéggicse
Security) (B) Poi
oints)

1 SEY EPF 17,500,000 124.10 0.96 16.8 7.07 14
2 SEY CALD 500,000 123.14 _J 7.22
3 SEY CCEY 500,000 123.40 '\ 7.18
4 SEY CCEY 500,000 123.40 7.18
5 SEY CSS 500,000 123.14 7.22
6 SEY FCTL 1,000,000 123.27 7.20
7 SEY NWS 500,000 123.27 7.20

Price variance of same ISIN on the sa’&y

2.47 On comparison of purchase price betwee@i e counterparties / Primary Dealers on the date
of transaction where the same ISIN ased from more than one counterparty, the EPF had
paid excess price in comparison with th® weighted average purchase price of the ISIN resulted in

a loss of Rs. 12.59 Million fér iod 2002 to 2004 and 2007 to 2014. About 78% of the loss of

Rs.7.21 Million was due t&«x price paid to PTL, PABC and WTL.

2.48 It was attempted t@ the quotes from select counterparties, but the relevant quotes
received from @ dar were not made available for review. Hence, the reason for a loss of Rs.
7.21 Million fromMyPTL, PABC and WTL were not ascertained.

Ratification by the Investment Committee

2.49 On review of Investment Committee minutes for 2014, it was noted that FO did not provide to the
Committee, the counterparty details for the investments made by them. Further, the members of
the Committee did not raise concerns / called-for the details about the concentration of the
investments made from PTL, PABC and WTL.

2.50 Itis apparent that the top management of the EPF had been ignorant / negligent about the market

condition.

Please refer Section 11 of this Report for detailed observations.
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2.51

2.52

2.53

2.54

2.55

2.56

2.57

2.58

DIVESTMENTS IN TREASURY BONDS
Analysis of divestment in Held to Maturity portfolio

The major value of the Treasury Bonds from HTM portfolio were sold during 2013 and 2014 which
amounts to Rs.75.19 Billion (41% of total sales 182.43 Billion during the Review Period).

Increased sales trend in HTM portfolio was noted especially after the concerns expressed by the
then Governor and subsequent decisions by the Investment Committee to actively participate in

Secondary Market.

Computation of loss on Divestment in Secondary Market

In 41 of 136 transactions (between January 2007 and February 2015), ¢he EPF had sold Treasury

Bonds at a lower price compared to the Secondary Market pric ing in loss of Rs. 26.46
Million. c ?

In 2014 the loss amounted to Rs. 12.40 Million (47%) er compared to the loss of Rs.
3.43 Million (13%) and Rs. 8.62 Million (33%) respectiv@ly in 2012 and 2013.

evidence of such approvals.

The short sale of HTM bonds in the Secondar &ket requires approval from the Investment
Committee, as per ITG 2011. However, there@

Price variance between the c &rties - Held to Maturity Portfolio

X ne counterparties, it was noted that in 5 transactions (4

same ISIN was sold to rx
transaction dates), the {\ old at lower price in comparison with weighted average price of
the ISIN to other par [ting in a loss of Rs. 5.34 Million for the period 2002 to 2004 and from

2007 to 201 e e no specific counter parties identified during the review that were

On comparison of sale price be'm ultiple counterparties on the date of transaction where the

relatively benefiged more than others.

The loss due to price variance between the counterparties for 2005 and 2006 was not ascertained

due to the Non availability of the Deal Tickets.

In the absence of Deal Tickets and voice call recording system in the EPF department, the potential

collusion, if any; between the Primary Dealer and FO cannot be ascertained.

Please refer Section 12 of this Report for detailed observations.
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2.59

2.60

2.61

2.62

2.63

2.64

2.65

2.66

2.67

Divestment of Treasury Bonds in trading portfolio

On comparison of sale price of Treasury Bonds with the prevailing Secondary Market prices during
January 2007 to February 2015, it was noted that in 92 of 314 transactions, the EPF had sold
Treasury Bonds at a lower price compared to the prevailing Secondary Market price of the same
ISIN resulting in loss of Rs. 68.83 Million. There were no specific counterparties identified during

the review that were relatively benefited more than others.

Treasury Bonds in the trading portfolio, valuing at Rs.30.42 Billion were sold during 2009 and 2010
and Treasury Bonds valuing Rs. 22.51 Billion was sold during 2013 and 2014. Increase in the trend
in sale of trading portfolio of Treasury Bond was post decision made by the Investment Committee
to actively participate in the Secondary Market in 2008 (Minutes of Investment Committee decision
dated 3 November 2008) and 2013 (Minutes of Investment Committee decision dated 5 June 2013).

During the year 2008, 80% of the transactions were with Capital Alli imited (Rs. 6.31 Million)
and Standard Chartered Bank PLC (Rs. 6.27 Million).

In 2009, loss from transactions with Seylan Bank PLC 1 illion and NSB was Rs. 6.71
Million constituting approximately 61% of the loss of Rs. 25§20 Million. Similarly, HSBC and NTB

attributed to Rs. 6.79 Million resulting in 16% of loss incurred in the year.

In 2010, transactions with Seylan Bank PLC an@of Ceylon caused a loss of Rs. 9.01 Million out
of total loss of Rs 18.92 Million.

In 2014, transactions with PTL crea 0%s of Rs. 5.74 Million out of total loss of Rs. 7.44 Million

in the year.

.
Price variance in tr. \&ons between the counterparties - Trading Portfolio

In 18 transactio had sold securities at different prices resulting in a loss based on
comparison price with the weighted average price at which the same ISIN was sold to

different counteMarty. The loss amounted to Rs. 0.51 Million.

There was no voice record facility at the FMD and use of mobile phones by employees was allowed.
In the absence voice recording facility, the price negotiation between the counterparties and FO

could not be ascertained.

Current and former employees confirmed about lack of controls in evaluation process by FO in the

Secondary Market.

Please refer Section 12 of this Report for detailed observations.
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2.68

2.69

2.70

2.71

2.72

2.73

2.74

REVIEW OF VOICE RECORDINGS

Voice recordings for 1,163 dates were requested from the Primary Dealers in the absence of voice

recording facility at FO. However, the selected Primary Dealers provided 295 voice recordings.

Voice records pertaining to 235 dates were requested from 12 Primary Dealers. However, voice
records pertaining to 5 (five) dates from three Primary Dealers were only provided. On review of
voice records to the extent of the data made available, there is no conversation noted that

pertained to transactions in Auctions.

Voice recordings for 55 dates requested from PTL, PABC and WTL for the period 2014 were not
received. From the voice recording of Seylan Bank and First Capital Treasuries Limited dated 30
October 2014 and 31 October 2014, it is evident that the EPF had majorly transacted with PTL and
acted as facilitator to PTL in the Secondary Market with Mr. T Udaydseelan being the point of

contact.

It is apparent that the top management of the EPF had beeng t in identifying the pattern
of transaction executed between PTL and the EPF. F@ PF was referred to as friend of

Perpetual in one of the voice recordings

Please refer Section 14 of this Report for ied observations

DIGITAL FORENSICS @

BDO India performed extensive digitalorensic / eDiscovery procedures on individuals identified

from the document reviewgd, % n and interview with key stakeholders. There were certain

challenges including but\& d to data completeness and availability. We were able to
ic

ions as defined below:

retrieve few email co

As per an emaj @on of Mr. BHI Saman Kumara and Mr. Murtaza Jafferjee, it was evident
that Secondar rket was manipulated by some of the Primary Dealers who had benefitted from
such market condition. It also appears that Mr. Saman Kumara was involved in the market
manipulation and he had agreed to share the details with Mr. Murtaza Jafferjee including the

person involved.

It appears that investigation needs to be conducted for the scenario of Market manipulation in the
Secondary Market during the period 2015 and 2016 as stated by Mr. BHI Saman Kumara in his mail
that, “No it is happen and gone | will tell what happen when | meet you and the person told me

that also.”

Please refer Section 16 of this Report for detailed observations.
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2.75

OTHER MATTERS - T UDAYASEELAN

Mr. T Udayaseelan had executed transactions related to Investment and Divestment in Secondary

Market during the period 2007 to 2017. On review of the transactions, deviations from the

transaction authorization limits, price variances from the market price and concentration on

specific counterparties such as PTL and PABC (Refer Section 10, 11 and 12 of this Report for

detailed findings) were observed. Summary of information shared by Mr. T Udayaseelan are

detailed below:

A.

PTL and PABC offered better rates and the required quantity was available with them. This is
the reason for selecting these Primary Dealers for Investment and Divestment transactions.
However, in absence of the quotes received from the Primary Dealgrs and voice recording of
the dealer room, the rates offered by other counterparties canno nfirmed . Refer Section
11 of this Report for the observation on the transaction executh PF with PTL and PABC.

. He could not deny the fact that the employees @ ding Mr. Kasun Palisena and Mr.

Nuwan Salgado had referred to him as “Charlie”.

. The cashflow statement prepared by him&efer Section 14 of the Report for details)
[

contains the source of income, assets@ ilities acquired during 2007 till 2017. However,
during the years 2015 and 2016

accumulated income disclosed iglt tatement, differential amounts to Rs. 5.7 Million and 8.7

Million respectively. . ®
N

that there is no specific explanation available to provide the

of assets acquired was disproportionate to the

Mr. T Udayaseelan rﬁ
reason for dispro te asset and it is coincidently occurred during the bond scam period
of 2015-1 m r requires to be investigated to identify the assets of his family members

and dependenfgs. This information was requested but not provided as on the date of this report.

He received cheques from Universe Capital Private Limited (“UCPL”) and stated that it was the
dividend cheque for the investments made in the shares of Ceylon Tea Services PLC. As per
Registrar of Companies information, Mr. Palaniyandy Ramaswamy (Cousin of Mr. T Udayaseelan)
was director and shareholder since May 2015. Further, Mr. T Udayaseelan stated that Mr.
Palaniyandi Ramaswamy does not have basic educational qualification. This matter requires to
be further investigated to identify the purpose of cheque received, the objective of forming

UCPL and the ultimate stakeholder of this company.
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F. ALinkedIn profile in the name of Mr. T Udayaseelan was noted wherein, it was mentioned that
Mr. T Udayaseelan worked as the Independent Broker in PTL during January 2014 - December

2016 for 3 years. However, Mr. T Udayaseelan stated that he denied of creating LinkedIn profile.

Please refer Section 17 of this Report for detailed observations.

2.76 The EPF’s loss from transactions in the Primary Market (Auctions and Direct Placements) was Rs.
9,074.33 Million and loss from transactions in the Secondary Market (Investments and Divestments)
was Rs. 751.61 Million.

2.77 Following is the summary of loss assessed from the various scenarios explained in the detailed

observation Section of this Report:

Table 7: Summary of Loss (Rs. In Million)

Particulars Reference to the
Report Section

A Auctions for same ISIN. 12.31
B In five instances where excess amount was 31.78
: Auctions for different ISIN ’
In 11 Instances where excess amount w. subsequent
C. A 13.50
Investment in Direct Placement for .
D In 4 Instances where excess am aid in subsequent 22.04
: Investment in Direct Placem or different ISIN. ’
E In 15 Instances where excgss @amount was paid in subsequent 16.08
’ Investment in Secongar or same ISIN. ’
2 Investment in Dir ent 8
xcess amount was paid in subsequent
0.01
for same ISIN.
B here excess amount was paid in subsequent 8.68
: Inves in Auction for different ISIN. ’
C nces where excess amount was paid in subsequent 4.53
: Investment in Direct Placement for same ISIN ’
D In one instance where excess amount was paid in subsequent 8.63
: Investment in Direct Placement for different ISIN ’
E In four Instances where excess amount was paid by EPF in 0.99
’ subsequent Investment in Secondary Market for same ISIN. ’
3 Lower yield rate offered by PDD in Direct Placement 9
In 46 instances, the PDD offered rate in Direct Placement was
A lower than the weighted average yield rate of previous 256.37
Auction
In 94 instances, the PDD offered rate in Direct Placement was
lower than the Secondary Market yield rate on the placement
B . . 8,716.48
date. (when previous Auction reference rate was not
available)
Comparison of Secondary Market purchase price with
4 . “ ” 11 & 12
Market price as per “two-way quotes
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# Particulars Reference to the
Report Section

In 177 instances, the EPF purchase price was higher than the
Market price

Loss

620.81

In 41 instances, Treasury Bonds sold from the HTM portfolio
at lower price compared to the Market price

e}

26.46

In 92 instances, Treasury Bonds sold from Trading portfolio at
lower price compared to the Market price

(@]

68.83

Comparison of purchase/sales price to another Primary

Dealer price on same day for the same ISIN & 12

(84}

In 104 transactions, the EPF paid excess purchase price in
A comparison of weighted average paid for the same ISIN on
same day for the same transaction day and settlement day

12.59

In 4 sales transactions related to HTM portfolio, the EPF sold
B at lower price in comparison of maximum sale price for the
same ISIN on same day. L\

5.34

In 18 sale transactions related to AFS portfolio, the EPF sold
C at lower price in comparison of maximum sale price for the
same ISIN on same day.

0.51

Note: The above-mentioned transaction counts are not a clusive; hence the total amount

of loss cannot be computed.

This Executive Summary is intended to prov&h-level overview of key findings of this
t

investigation. For a complete understan&&7

findings, this Report should be read j
Executive Summary must be read i’@tl
as a substitute thereof. . %

Strictly private and confidential

he issues, work performed and detailed
tirety including Annexure and Exhibits. This

on with detailed Report and it cannot be treated
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3. WORK PERFORMED

3.1 The detailed work performed during forensic audit / investigation on Primary and Secondary
Market transactions of the EPF involving Treasury Bonds issued / transacted during the Review

Period is as under:

PROCESS UNDERSTANDING DISCUSSIONS AND PROCESS WALK THROUGHS

3.2 Conducted discussions with the Superintendent of EPF (“SEPF”) along with Director and other
senior employees to obtain an overview of the EPF operations as currently organized, the laws
applicable (Refer Annexure 1)'3 and governing the operations of EPF, the department and divisions

involved, and key management personnel associated with the operations.

3.3 Obtained the division wise list of employees worked in the EPF depafgment during the Review

Period.

3.4 Conducted meetings with select Front Office (“FO”), Middl “MO”) & Back office (“BO”)
employees and Superintendent, Additional Superinten@lent agd*Peputy Superintendent performed

their duties during the Review Period.

3.5 Conducted meetings with the employees curr &rking in the EPF, former employees of the

EPF but currently working in other CBSL d ents, to obtain a detailed understanding on the

following (Refer Annexure 2 and 3)':
A. Applicable laws, policies, guio@regulations process and practices followed at present

and that existed during th ieW Period;

Functions, roles and ities of divisions of the EPF department;
C. The operational guidelines applicable to the processes at the EPF, including guidelines on
Investmen %‘nent in Treasury Bonds;

D. Process a legation of authority for approval of Investment / Divestment transactions;

Documents required to be maintained for each process.

3.6 Performed walkthroughs of the processes with the existing process owners of the Fund
Management Division (“FMD”) to understand the process that existed during the Review Period and
the sequence of activities performed along with the documents maintained by the personnel of
following departments of FMD:

A. Front Office (FO);

B. Middle Office (MO); and
C. Back Office (BO).

13 Refer Annexure 1 for Listing of applicable laws, regulations, guidelines and directions applicable to the EPF operations.
4 Refer Annexure 2 and 3 for the list of meetings conducted with former and current employees.
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3.7 Provided fortnightly updates to the Forensic Audit Monitoring Committee (“FAMC”) appointed by
the Monetary Board, on approach adopted for forensic audit / investigation, procedures
performed, red flags identified, key challenges faced and the planned way forward. (Refer

Annexure 4)"

3.8 Attended meetings with the Hon’ble Governor and Assistant Governor overseeing the EPF and
provided updates on the progress of the information received challenges in identification of

information / documents relevant for review.

3.9 Held discussions with the representatives of Criminal Investigation Department (“CID”) of Sri

Lanka, for the following:

A. Understand the nature and scope of the investigation conducted;

B. Nature and details of evidences (electronic devices, voice recordings and contact details

retrieved) analysed; and
C. Request for sharing of evidences (electronic devices, voi rdl gs and contact details

retrieved) for review. O

N
&
>

15 Refer Annexure 4 for the Minutes of the FAMC meetings and list of meetings
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REVIEW OF RELEVANT LAWS / REGULATIONS / POLICIES / CIRCULARS /
GUIDELINES / MANUALS

3.10 Identified the laws, policies, guidelines, accounting standards, circulars, guidelines, operational

manuals based on various sources such as EPF, CBSL website and reports of external inquiries such

as, the PCOI Report, the Auditor General Report and from the list provided by the EPF department.

The list of laws, policies and guidelines are detailed below'®:

I 0omMmoON ® >

Employee Provident Fund Act, 1958 (Amended in the year 2012);
Investment Policy Statement - December 2002 and December 2011;
Investment Trading Guidelines - 21 March 2007 and December 2011;
EPF Operations Manual;

Lanka Secure Settlement System Rules;

EPF Handbook;

Standard of Professional Conduct - December 2002; and

Sri Lanka Accounting Standards (SLFRS).

3.11 Below mentioned are the key provisions noted fror@view of laws, policies, guidelines,

circulars and accounting standards:

A.

As per Section 5 (1)(e) of the EPF Act, an”cary Board may invest such moneys of the

Fund which are not immediately req the purposes of the EPF Act, in such securities

sell such securities. Refer Section 4 for detailed
ee and FMD (“FMD”);

ment: Recognition and Measurement”, Whenever sale or

as the Board may consider fit
functions of the Investment C
As per LKAS 39, “Financi
reclassification of mqre.t n insignificant amount of ‘Held to Maturity’ Investments do not
meet any of copditigns %pecified, any remaining held to maturity Investment shall be
reclassifie e for Sale;

As per th tion 1.2 of Investment Policy Statement, 2002, the objective of the Investment
Committee 19 to guide the fund to prudent Investment decisions within the guidelines
stipulated in the policy statement; and

The objective of the Investment Trading Guidelines (“ITG”) is to streamline the Investment
decision process of the EPF and maximize the return on the portfolio, while managing the risk
at acceptable levels. As per the ITG subject to the ratification of the Investment Committee,
the delegation of authority to execute the Secondary Market transactions (Investment and

Trading portfolio) lies with the SEPF and FMD subject to the limits specified.

®The list is not exhaustive.
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REVIEW OF DOCUMENTS FOR INVESTMENTS IN TREASURY BONDS THROUGH
AUCTIONS

3.12 Identified the list of Auctions conducted by the PDD as recorded in the transaction listing for the
period 1 January 2002 to 30 September 2004, the transactions recorded in the AS/400 for the
period of 19 October 2004 to 28 February 2015 and Investment transactions recorded in SAP during
the period 1 September 2006 to 28 February 2015 for the listing of the transactions.

3.13 Prepared an Auction calendar, mapped all the dates when the Auctions were conducted by the
PDD.

3.14 Reviewed the Auction data and identified:

A. Auctions where the EPF has participated and not participated;

B. Auctions where the EPF amount was accepted fully and partially rejected; and

C. Auctions where the bids from the EPF were equal, less or he offered amount.
3.15 Identified the list of documents for review based on th de tanding and documentation
maintained by the FMD for Investment in Treasury Bo imary Market through Auctions.

3.16 Reviewed the following documents prepared a& of the process along with the details of

transactions extracted from AS/400 and SAP: Q

PDD Auction Announcement;
PDD Auction Result;

Cashflow statements of Set t Date;
FMD recommendatlo

Daily market summK
Approval from S% S / Additional SEPF as per DOA;

Minutes of ti the Investment Committee; and

I omMMmoU oW >

Confirmatio@i from the PDD for Auction results.

3.17 Reviewed the following additional information / documents to corroborate the details captured in

the documents supporting the Auctions:

A. Minutes of the Monetary Board; and

B. Attendance records of employees, where considered necessary.

3.18 Reviewed the cashflow statements to check the availability of funds on a settlement day of
Auctions and computed the excess availability of cash, in case of Auctions not participated and

where the bids from the EPF were for amounts lesser than the amount offered by the PDD.

3.19 Reviewed the recommendation by FO / MO to ascertain the rationale behind the Investment made
and whether the factors considered for the recommendations, were in line with the prevailing

market conditions.

34| Page
Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

3.20

3.21

3.22

3.23

3.24

3.25

3.26

3.27

3.28

Reviewed confirmation letter from the PDD to verify if the bid price and yield rate submitted by
the EPF, are the rates recommended by the MO and or approved by the Superintendent / Deputy
Superintendent / Additional Superintendent of EPF.

Reviewed the approval documents to verify if the execution of the transaction is in line with the
DOA specified in the Investment Trading Guidelines (“ITG”)"” and identified instances of deviations

from DOA in the execution of the transaction.

Reviewed minutes of the Investment Committee meetings to verify that prior approval /
ratification from the Investment Committee was obtained for Investments made in the Primary
Market.

Compared the signatures of the officials in the documents with the specimen signatures provided
by the HR Department to confirm the acceptability of the documents and identify the indicators,

if any, of potential fabrication of documents supporting the transactd

Verified the attendance records to confirm the presence / % ce “of specific employees,

associated with transactions indicating potential vigkati DOA during the approval of

Investments.

REVIEW OF DOCUMENTS FOR I@ENTS MADE THROUGH DIRECT

PLACEMENTS @

Identified the list of Direct Placeme oneucted by the PDD as recorded in the transaction listing

for period 1 January 2002 to 31 005, the transactions recorded in the AS/400 for the period
*

of 1 April 2005 to 28 Febr nd Investment transactions recorded in SAP during the period

1 September 2006 to 28 x 2015.

Prepared Direc Calendar mapping, for the dates when the Direct Placements were

conducted by DD.
Identified the list of Direct Placements involving Investments from the EPF.

Identified the list of documents to be reviewed based on process understanding and documentation
maintained by the FMD for Investments in Treasury Bonds through Direct Placement in the Primary
Market.

17 Refer Section 10 of this report for Delegation of Authority.
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3.29

3.30

3.31

3.32

3.33

3.34

3.35

3.36

3.37

Reviewed the following documents prepared as part of the process understanding along with the
details of transaction extracted from AS/400 and SAP:

PDD email communication on the Direct Placement;
Daily Cashflow Statements;

FMD Recommendation Sheet;

Daily Market Summary report;

Approval from SEPF / DSS / Addl SEPF as per DOA;
Investment Committee Minutes;

Approval from the SEPF; and

TomMMmoU oW >

Confirmation Letter from the PDD.

Reviewed the following additional information / documents to corroborate the details made

available for Direct Placement:

A. Minutes of the Monetary Board meetings to verify the det &stments made through
Direct Placements; O

B. Attendance records of employees; and

C. Specimen signatures of the select employees.

Reviewed the EPF’s cashflow statements to c und position on settlement date of Direct
Placement and assessed the excess cash, @ when the EPF had not opted for the opportunity

in Direct Placements;

Reviewed the recommendations O / MO on the yield rate and amount to be invested
through Direct Placement. Als ted to check whether the same data was considered, and
parameters evaluated fo\\ g recommendations were in line with the prevailing Market

situations;

Reviewed the % letter from the PDD to verify on the quantity, yield rate and amount

invested are ast€commended by MO;

Reviewed FO / MO approval document to verify if the execution of the transaction is in line with
the DOA specified in the ITG and identified instances of deviations from DOA, if any, in the

execution of the transactions;

Reviewed minutes of the Investment Committee meetings to verify if, prior approval / ratification

from the Investment Committee was obtained for the Investments made in the Primary Market;

Compared the signatures of the officials in the documents with the specimen signatures provided
by the HR Department of CBSL to confirm the acceptability of the documents and identify the

indicators, if any, of potential fabrication of documents supporting the transactions; and

Verified the employee attendance records to confirm the presence / absence of specific
employees, associated with transactions indicating potential violations of DOA during the approval

/ ratification of Investments.
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REVIEW OF DOCUMENTS FOR PURCHASE OF TREASURY BONDS FROM THE
SECONDARY MARKET

3.38 Identified transactions recorded in transactions listing (in spreadsheet) provided by the EPF
department for the period 1 January 2002 to 30 September 2004 and CDS data for the period 1
March 2005 to 28 February 2015.

3.39 Prepared a list of documents for review, based on the process understanding and documentation

maintained by the current FMD employees for purchase of Treasury Bonds in the Secondary Market.

3.40 Reviewed the following documents prepared as part of the process along with the details of

transactions extracted from CDS and SAP:

Request for Quotation;

Quotations received from the counterparty;

FMD Recommendation Sheet;

Minutes of the Investment Committee meetings; Q

Deal Tickets; O

Confirmation by the EPF; Q

Counterparty confirmation; and x

Approval from SEPF / DS / Additional SEP@ as per DOA.

3.41 Reviewed the following additional inform@ ocuments to corroborate the details captured in
r

the documents supporting the Secondary

TIomMMmoU O w >

et Investments:

A. Minutes of the Monetary eetings to verify the listing of Investments made in the

Secondary Market; \
Attendance records% oyees, where considered necessary; and

C. Specimen si mployees.

3.42 Reviewed sug ns made by MO to identify instances where recommendations were not in line

with the prevailin® Market rate.

3.43 Reviewed the Deal Tickets to verify the details of transactions executed such as date of execution
of the transaction, amount invested and yield rate. Also, verified whether the specified yield rate
was in line with the recommendations made by MO. Reviewed the Deal Tickets to verify if the
approval obtained from the designated authority (Head of FMD, Chief Dealer, SEPF, Addl. EPF or
DSS) were in line with the DOA specified in the ITG and identified instances of deviations from DOA

in the execution of these transactions.

3.44 Reviewed minutes of the Investment Committee meetings to verify if, prior approval / ratification

from the Investment Committee was obtained for Investments made in the Secondary Market.

3.45 Compared the signatures of officials in the documents with the specimen signatures provided by
the HR department to confirm the acceptability of the documents and identify the indicators, if

any, of potential fabrication of documents supporting the transactions.
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3.46 Verified the attendance records to confirm the presence / absence of specific employees,

associated with transactions indicating potential violations of DOA during the approval of
Investments.

REVIEW OF DOCUMENTS FOR DIVESTMENT OF TREASURY BONDS IN THE
SECONDARY MARKET

3.47 ldentified the listing of transactions recorded in transactions listing provided by the EPF

3.48

3.49

3.50

3.51

3.52

3.53

department for the period 1 January 2002 to 30 September 2004 and CDS data for the period 1
March 2005 to 28 February 2015.

Prepared a list of documents for review, based on the process understanding and documentation
maintained by the current employees of the FMD for the Divestmen® of Treasury Bonds from

Secondary Market.

Reviewed the following documents prepared as part of t?@ along with the details of

transaction extracted from CDS and SAP:

A. Request for Quotation;

B. Quotations received from the counterpar ,\

C. FMD recommendation Sheet; Q

D. Minutes of the Investment Commi @ting;

E. Deal Tickets;

F. Confirmation by the EP’F; %

G. Counterparty confir tN

H. Approval from Supe&te ent/ Deputy Superintendent /Additional Superintendent of EPF as
per DOA. ®

Reviewed the ing additional information / documents to corroborate the details captured in

the documents supporting the Secondary Market transactions:

A. Attendance records of employees;
B. Specimen signature of employees; and

C. Minutes of the Monetary Board papers.

Reviewed recommendations made by FO to identify instances where recommendations were not

in line with the prevailing Market rates.

Reviewed Deal Tickets to verify the details of transactions executed such as date of execution,
amount invested and yield rate of the transaction and verified whether the specified yield rate

was in line with the recommendation made by FO.

Reviewed whether the approval obtained from the designated authority (Head of FMD, Chief
Dealer, SEPF, Addl. EPF or DSS) is in line with the DOA specified in the ITG and identified instances

of deviations from DOA in the execution of the transactions, if any.
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3.54 Compared signatures of officials in the documents with the specimen signatures provided by the
HR department to confirm the acceptability of the documents and identify the indicators, if any,

of potential fabrication of documents supporting the transactions.

3.55 Reviewed minutes of the Investment Committee meetings to verify if, prior approval / ratification
from the Investment Committee was obtained for the Divestments made in the Secondary Market.
Referred the ITG along with the applicable accounting standards'® and verified if the Divestments

made were in accordance with the standards and guidelines.

3.56 Verified the attendance records to confirm the presence / absence of specific employees,

associated with transactions indicating potential violations of DOA during the approval of
Investments.

DATA ANALYSIS PROCEDURES *

3.57 Prepared the list of preliminary checks on the Auction, settle @ Investment transaction data
provided by the EPF, PDD and ITD

if any, in the data extracted and to

sets from AS/400, CDS and SAP applications respedtively,

departments relating to the Review Period to identify'¢

check adequacy / appropriateness of data for p ing analyses.

effort basis, primarily on understanding of the

processes and data captured to identif

3.58 Developed analytical and logical tests, o
alities, if any.

3.59 Segregated the data into the following Segments:

A. Auction - Participate ﬁ@rticipated;

B. Direct Placements - nts made by the EPF and Investments not made by the EPF;
C. Investments in dary Market; and
D. Divestm h ondary Market.

3.60 Analysed the traRsaction data relating to Primary and Secondary Market Investments to identify

trends and exceptions that require detailed scrutiny along with supporting documents;

3.61 Performed the following data analysis tests on CDS and AS/400 data to identify unusual trends and
patterns (outliers), if any.

A. Compared the amount offered by the PDD by way of Auction against amount quoted by the
EPF;

B. Analysed the percentage of amount allotted to the EPF as compared to different Primary
Dealer;

'8 Applicable Accounting standards - LKAS39”,” Financial Instrument: Recognition and Measurement”.
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3.62

3.63

3.64

3.65

3.66

3.67

3.68

Reviewed multiple bidding rates between the EPF and another Primary Dealer;
Compared with the prevailing Market rates with the Investment price made by the EPF;
Compared the tenures of bonds invested and bonds which were available for Investment;

Compared the yield rates between Investments made and the Auctions not participated;

O mmo N

Analysed instances of non-alighment of Auction dates with bond maturity date on which the
EPF invested in;
H. Compared the EPF placement rates with PDD daily price report rates;
I.  Compared EPF placement yield rate with rates offered to another Primary Dealer;
Compared the EPF purchase / sale price with Market rate published by the PDD;
K. Compared the prices for multiple purchase of same ISIN on the same day with same / different
party;
L. Analysed the percentage of amount invested by the EPF in Secondary Market as compared to
another Primary Dealer; and

M. Analysed the Divestment of Treasury Bonds categorized as * turity’ (“HTM”).

Identified transactions indicating unusual trends an u@ tliers) and selected those

N\

@TIAL NEXUS BETWEEN THE CBSL

transactions for the detailed document review.

PUBLIC DOMAIN SEARCHES ON
EMPLOYEES AND PRIMARY DEA

Prepared a list of CBSL employees iated with transactions where anomalies were noted /

identified (hereinafter refetre “identified officials”).

Gathered and reviewedﬁ ith respect to the business / professional associations (records
with the Registrar nies (“ROC”) to the extent available in the public domain) of the

identified off' as as family members, if any.

Reviewed publiclp available information and media archives for the Primary Dealer and its

associated information.

Conducted public domain searches including but not limited to social and professional media

profiling on the identified officials.

Ascertained association of the identified officials of CBSL and their family members with Primary

Dealer.

Due Diligence was performed on the list of identified officials which covered public domain
searches, press releases and media archives to identify business profile, business affiliations and
adverse information, if available. The searches were conducted on subscribed Global Compliance
Databases to identify any involvement of these identified officials for illegal activity or litigation

cases, if any.
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3.69

3.70

3.71

3.72

DIGITAL FORENSIC

During the review of documents related to Investments made by the EPF during the issuance of
Treasury Bonds by the PDD and the Investment / Divestment transactions in the Secondary Market,
deviation and / or anomalies were noted in the process followed and the supporting documents
maintained. A total of 25 CBSL employees (hereinafter referred to as “custodians”) (Refer
Annexure 5 for the list of the custodians)'® were identified who were responsible for taking
decisions related to EPF’s Investment and Divestment in Treasury Bonds in Primary and Secondary
Market. The CBSL issued electronic devices (desktop / laptop computers, iPads and mobile phones,
where applicable) to these custodians that could have been used by them, were identified by the
DIT based on the “Last Log-In details” appearing in the “Active Directory”? available. BDO India
did not independently verify the completeness and accuracy of the “Last Log-in” information as
ascertained by the DIT. The electronic devices identified (hereinaft@r referred to as “Target
Devices”) by the DIT were physically handed over to BDO India fo f@mg forensic technology

/ eDiscovery procedures.

BDO India relied upon the device identification methofl (bas “Last Log-In” details as per the
Active Directory adopted by the DIT, in the absence o t register, with a detailed record of
all electronic devices issued by the CBSL and the &?es in the devices issued, if any. It is possible
that the identified devices weren’t used by t?—@) ians during “Review Period” under the TOR-
2, as identification of device was based og In” details. This method would identify one

/s. These machine(s) could be different from the

(last / latest) machine used by the

machine(s) used by the custodlans the Review Period.

The Outlook email server&\ ooled for respective custodians’ at CBSL email accounts were

BDO India. We have not independently verified the completeness

of the same. In resp ustodians (Refer Table 7 below), the DIT confirmed that email backup
server prior to June 2012 and the email communications prior to this

period were notWaccessible to BDO India for review. (Refer Exhibit 5)%'

The CBSL email platform migrated from IBM Lotus notes to Microsoft Outlook in June 2012. As
informed by the DIT, back-up of email communications related to the prior period of June 2012,
were not maintained (Refer Exhibit 6)?2. Accordingly, an email communication of the custodians

related to the Review Period prior to June 2012 were not accessible for BDO India for review.

19 Refer Annexure 5 for the list of 25 custodians and their respective Target Devices along with rationale for their identification.

20 “The main service in Active Directory is Domain Services (AD DS), which stores directory information and handles the interaction of
the user with the domain. AD DS verifies access when a user signs into a device or attempts to connect to a server over a network.”
(Source: https://searchwindowsserver.techtarget.com/definition/Active-Directory)

21 Refer Exhibit 5 for a copy of email confirmation from the DIT for outlook email backup.

22 Refer Exhibit 6 for a copy of email communication by the DIT regarding migration of email communication platform.
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3.73 IDT confirmed that details of the electronic devices assigned to 5 custodians are not identifiable.

A total of 12 devices (“Target Devices”) assigned to 11 custodians were identified by ITD for

performing forensic technology procedures. Provided below is the summary of the 12 Target

Devices acquired from 25 custodians:

Table 8 Summary of Target Devices

# Particulars Count

1 Total number of custodians 25

2 Total number of Desktop Hard drives (A) 11

3 Total number of |-pad (B) 1
Total number of Target Devices (C) =(A+B) 12

Desktop Laptcp I-Pads Server email

Total

1 Dilini Udugamakorale 1 (Nissiied?  Not issued 1 2
2 WGR Harshapriya * % issued Not issued 1 1
3 GACN Ganepola & * * 1 1
4 RAA Jayalath 1 Not issued 1 1 3
5 K Gunatilleke ¢ * * * 1 1
Maheesha Wanniara * * * 1 1
1 Not issued  Not issued 1 2
Not Not issued  Not issued 1 1
traceable?

9 S Pathumanapan 1 Not issued Not issued 1 2
10 LY Dharmasena Not Not issued Not issued Backup not 0

traceable traceable
11 Chandrasekharan Sivapriya * Not issued  Not issued 1 1
12 ETWRP Udakumbura * Not issued  Not issued 1 1
13 CMDNK Seneviratne 1 Not issued  Not issued 1 1

23 Not Issued - devices that were not issued by the CBSL to the custodian.

33 Refer Exhibit 7 for Not traceable devices and email backup copies on server that were requested by BDO but DIT unable to identify

or track.
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3.75

3.76

# Name Desktop Laptop I-Pads Server email Total
14 LDDY Perera Not Not issued  Not issued Backup not 0
traceable traceable
15 NLM Abeysekera 1 Not issued  Not issued 1 2
16 MSK Dharmawardane * Not issued Not issued 1 1
17 C Premaratne * Not issued  Not issued Backup not 0
traceable
18 D Wasantha Not Not issued  Not issued 1 1
traceable
19 BHI Samana Kumara 1 Not issued  Not issued 1 2
20 JDSJ Nanayakkara 1 Not issued  Not issued 1 2
21 T Udayaseelan 1 Not issued  Not issued \ 1 2
22 PN Weerasinghe * Not issued Not i 1 1
23 PWDNR Rodrigo 1 Not issued 1 2
24 Ajith Nivard Cabraal Not N ot 1 1
traceable trac raceable
Amila Dahanayake 1 t issued  Not issued 1 2

available on CBSL server. Devices not traceable are

Note: *ESI review was limited to email commu I
the devices that were not identified by the D

During the ESI review on the devic ified by the DIT pertaining to the respective custodians,

no documents related to the E actions were noted (Refer Table 9).

During an enquiry with \X,it was confirmed that in case of employees currently working in
CBSL, Target Device iied using “Last Log-In” method in Active Directory were the devices
that they are %g in their respective department and not the devices used by them in
the EPF departMent during the Review Period, January 2002 to February 2015. On enquiry with
the EPF department, it was confirmed that after the transfer, employees are not allowed to take
their desktop / laptop to other departments and the desktops / laptops are allocated to other
employees. Due to absence of IT Asset Register and tracking mechanism, the DIT was unable to

trace the devices in the EPF department for the select custodians.
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3.77 In case of interdicted employees, during the enquiry with the DIT it was confirmed that devices of
Mr. T Udayaseelan and Mr. S Pathumanapan, were also acquired from the non-EPF department
(Refer Table 10).

Table 10: Current / last known department of custodians in CBSL

# Custodian Working status Last known department
1 T Udayaseelan Interdicted Internal Audit Department
2 S Pathumanapan Interdicted Communications Department
3 PWDNR Rodrigo Retired Domestic Operations Department

4  BMWS Balasooriya Currently working  Swift Division PSD

5  NLM Abeysekera Currently working  Regional Developmert Department
6  RAA Jayalath Currently working  Secretariat De “
7  CMDNK Seneviratne  Retired Public De ent

O

The below mentioned steps were followed whilg conducting digital forensic on each of the

respective Target Devices (Refer Annexure 6)Q

3.78 ACQUISITION OF TARGET DEVICES:

The Target Devices of 25 identified offjcials / Custodians were requested and IDT identified 12

devices (11 desktops and l (o@ ) belonging to 11 identified officials to perform forensic
technology procedures e \ following:

A. The DIT identifiegsgheNglectronic devices issued by the CBSL to the respective custodians based
on “Last @.- ls as recorded in the Active Directory and handheld mobile devices by

the ITD.

25 Refer Annexure 6 for the list of forensic tools used to perform Digital Forensic/ e-Discovery on Target Device.
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3.79

B. Target Devices pertaining to identified custodians were with the help of DIT. Executives of the

ITD of the CBSL removed the “storage device” from the identified desktop / laptop of the
custodians and handed over to BDO India, for processing. Storage media (HDD / SSD) was
removed in the presence of the respective custodians and the storage media was handed over
by the ITD to BDO India. The handheld devices pertaining to the custodians, who are the
current employees of the CBSL, were identified by the DIT and were handed over to BDO

India.

Electronic devices of custodians who are interdicted employees of the CBSL were previously
secured by the respective departments and handed over to the DIT. ITD executives removed
the storage device from those machines in presence of the DIT and handed over to BDO India

to create forensic image?. (Refer Exhibit 8)¥

Chain of Custody (“COC form”) 28 was documented in respect ofjevery Target Device and
maintained through-out the examination. COC encompass Astodian details, Target
Device details, time, date and location of handover fro r the respective custodian.
COC (Refer Exhibit 9)?° form was prepared for eac, mhe custodian and related image

for was marked individually.

The DIT or custodian signed-off the COC fMter verification of the facts recorded, to
evidence the handover of the device to INgia for processing. A copy of the COC Form was
also handed over to the DIT or the re jve custodian. Handheld devices were handed over

1ans or the DIT in presence of Executives from IT

department. These devices ovided by the CBSL for review. Password (if any) was
provided by the cust screen lock and was mentioned in COC form. Four electronic
devices were ident'(:%\/ the CBSL Board Secretariat, as were issued to Mr. Arjuna
Mahendran. Durj *handover of handheld devices, custodians were asked to unlock the
devices wi e%«ord in the presence of the CBSL IT executives.

In case a s to iCloud for Apple devices, the custodians agreed to administer the password
whenever required by BDO India. The password details were not captured in the COC as the

custodians rejected to share the same in the COC.”

IMAGING OF TARGET DEVICES:

26 «“A forensically sound and complete copy of a hard drive or other digital media generally intended for use as evidence. Such copies
include unallocated space, slack space, and boot record. A forensic image is often accompanied by a calculated Hash signature to
validate that the image is an exact duplicate of the original.” (Source- https://burgessforensics.com/computer-forensics-glossary/)
27 Refer Exhibit 8 for the Details of logs generated for forensic image of Target Devices.

28 “The chain of custody in digital forensics can also be referred to as the forensic link, the paper trail, or the chronological
documentation of electronic evidence. It indicates the collection, sequence of control, transfer, and analysis. It also documents each
person who handled the evidence, the date/time it was collected or transferred, and the purpose for the transfer.”( Source -
https://resources.infosecinstitute.com/category/computerforensics/introduction/areas-of-study/legal-and-ethical-principles/chain-

of-custody-in-computer-forensics/#gref)

2 Refer Exhibit 9 for copies of CoC forms of Target Devices for respective custodians.
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A. After the Target Devices were physically acquired from the respective custodian or the DIT,
Forensic Image’® was created in manner explained under: Each hard drive or handheld device
provided by the custodian or the DIT was marked uniquely in respect to the project. Same

details were mentioned in the COC form of the respective identified device.

B. Globally accepted Forensic imaging tools which includes Tableau TX-1, Logicube Falcon,
Tableau-T35u write blocker and Access Data Forensic Tool Kit Imager were used to create the

forensic image of the Target Devices

C. During the process of creating forensic image or acquisition of handheld device details such as

case ID, evidence ID, examiner name and unique description was fed to the machine.

D. These details also reflect in Additional log file (Refer Exhibit 8)3' that was generated during
creation of forensic image in case of hard drives. These log files encgmpass the imaging details
including but not limited to Target Device details, destination«dgtails, task date and time,
acquisition and verification hash values®? (Md5 and SHA-1), d @ of Jorensic image and disk

sectors etc.

E. Forensic image created from identified Target Dgvice Was marked as primary evidence or
master copy or original evidence. A duplicatg,cop the forensic image was created and
marked as working copy. Original evidence efyafter creating a duplicate copy. Further, e-

Discovery procedures were carried out working copy.

F. Handheld devices were acquired ally accepted mobile acquisition tool Cellebrite

UFED. Best possible method ree@mmgnded in application for acquisition of the Target Device
was adopted. Advanceddog% action and file system extraction was adopted to acquire
target devices, handh \ Information such as but not limited to evidence ID, case ID,
custodian details, e details, acquisition details, tool details and task date & time were

updated in
3.80 RETURNING O GET DEVICES:

A. After completion of forensic imaging procedure / eDiscovery or acquisition of Target Device
and handheld device respectively the target devices or acquisition of the Target Devices were
returned to the DIT or the respective custodian in the presence of the CBSL IT Executives, as

the case may be.

3 “Forensic Image of a device is the bit-by-bit, sector-by-sector direct copy of a physical storage device, including all files, folders
and unallocated free and slack space.” (Source: https://whatis.techtarget.com/definition/forensic-image)

31 Refer Exhibit 8 for details of logs generated with forensic image of Target Devices.

32 «A computed numerical value that represents a “digest” of the content of a file. If and only if two documents are identical to the
letter will they return the same hash value. The Hash value is used as part of a digital signature and to compare document content in
the de-duping process”. (Source- https://www.edrm.net/wp-content/uploads/2017/03/20160422-EDRM-Glossary-2.pdf)
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B. At the time of returning the Target Device, COC was updated with the required information
including but not limited to date of return, time and location, returned by and recipient name.
Physical condition of the device was also verified by the DIT at the time of handing over of
Target device from BDO India to the DIT or the respective custodian. After verification of
physical condition of the Target Device and verification of information on COC, ,the DIT or

respective custodian and BDO India signs-off the COC.
3.81 EXTRACTION OF ELECTRONICALLY STORED INFORMATION:

A. Duplicate or working copy was created from the original image which was directly created from
the Target Device image. This duplicate forensic image was administered on the forensic

platform to carry out e-discovery procedures.

B. ESI contained therein the from the target Device was extracted using standard OEM provided
“Encase Enscript” which is based on 46 extensions?? contained thegeln the Target Device using

Guidance Encase tool.

C. Target Device system information such as Operatin S foRmation (Refer Annexure 7)3*
and User account information (Refer Annexure 8)3% and Basic information and volume details
about the image (Refer Annexure 9)% was eﬁe om the forensic image of the Target

Devices to gather information about the s@
D. In case of handheld device, ESI such as formation, messages and chats, calendar notes,

voice call log were extracted usin

orensic tool.

E. The extracted ESI was verifie onfirm that the extraction is comprehensive. As per SECTION

3 OF EVIDENCE ORIDN rk\ . 14 of 1895 “Evidence means and includes -
1. All statements court permits or requires to be made before it by witnesses in
relation f fact under inquiry, such statements are called oral evidence;

2. All documgnts produced for the inspection of the court; such documents are called
documentary evidence” As per SECTION 38 OF COMPUTER CRIME ACT, NO. 24 OF 2007,
the term “document includes an electronic record” and “electronic record means,
information, record or data generated, stored, received or sent in an electronic form or

microfilm, or by any other similar means”.

3 Extensions used for extraction- doc, docx, docm, dot, dotx,wrd, wpt, wpd, dotm, rtf, pst, ost, dbx, eml, emlx, vcf, msg, otm, oft,
ics,msf,nsf,mbox,mbx, bmp, pdf , txt, jpg, jpeg, png, tiff, tif, gif, csv, xlsm, xlsx, xls, xltm, x|, xlsb, xltx, xlb, xlc, xlt, xlk, and xlw.
3 Refer Annexure 7 for details of Operating system artefacts of reviewed Target Devices.

3 Refer Annexure 8 for details of User Accounts of reviewed Target Devices.

3 Refer Annexure 9 for Basic information and volume of data details of reviewed Target Devices.

47 |Page
Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

3. As per SECTION 3 OF ELECTRONIC TRASANCTION ACT, NO. 19 OF 2006 “No data message,
electronic document, electronic record or other information shall be denied legal

recognition, effect, validity or enforceability on the ground that it is in electronic form.”

F. Based on the status of presence on the drive / system, ESI comprised of the four categories of

data, which are as under:

1. ACTIVE DATA: Active data can be defined as ESI stored on the storage device of computer
systems, which can be directly accessed, readily visible to operating system and /
application software that was used to create it and is directly available to users without
un-deletion, alteration, or restoration. It was identified by “Description” property in
“Encase” forensic tool.

2. DELETED DATA: Deleted data comprises of files that are no logger readily accessible to

the user, due to the deletion activity requested by the us hema file is deleted by user,
operating system only marks them as deleted, but t ysically present on the hard
drive. Deleted data will stay on the drive for n is not overwritten by the other

data. The overwritten files are the sub-set of @eleted files which are overwritten by other
files on its physical location on the hard nﬁ?eleted and Overwritten files are identified
S

by the “Description” property in “En nsic tool.

3. CARVED DATA: File carving is th ss used to extract data from a disk drive or other
storage devices without th siStance of the file system that originally created the file.
Data extracted through thisfarocess is called Carved data and it depends on the fragments.

4. On forensic im : %Target Device’s carving was attempted on “all at sector
boundaries” by& s” Forensic tool using the “recovery by type” option. The extracted
results ay@ duplicates as well due to false positive hits or repetitive attempt to

carv ata®The availability / accessibility of the carved files depends on the size of

the ori | file deleted and respective file built up from the unallocated spaces by file

carving method.”

“Recover by Email”, forensic tool was used to recover deleted message (if any) and

repairing (if required) of composite email (.ost or .pst files)

5. INTERNET ARTEFACTS: In case of Internet artefacts relating to browsing activity, internet
banking, emails and chats and Internet artefact, extraction was performed by using

forensic tool namely “Magnet Axiom”.
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G. The count of files (Refer Annexure 10)% per extension for the Review Period was determined

based on date of creation. Metadata® for the ESI was extracted out using “Encase Enscript”.

Details such as the date of creation of file was identified by “File created” metadata3® property.

The count of files per extension for the Review Period was determined based on date of creation
of the file. The duplicate files were identified based on the “Is Duplicate” metadata were
removed. “Duplicate” metadata for the file was derived from the hash values of the file
computed. In case the hash value of the file was not calculated, stated file was taken as
original. Count of files per extension for the Review Period of TOR- 2 was deduced based on the
metadata extracted for the files. The metadata was extracted using “Encase Enscript” which
was based on extensions. Report generated with the help of “Encase Enscript” encompasses
properties of file such as but not limited to file created date, modify date, last accessed date,

marked status of presence on the hard drive i.e. active file or deleted file, hash computed of

the file. Count of file was calculated by following steps provi e
e Files were initially filtered based on the “cre pr erty to determine the files

that were created in the Review Period pertajning t@ TOR-2.

e Later, duplicates were removed by f'% the column marked as “Duplicate” and

selecting “No”. File Duplicate “Yes” ” was determined on the basis on hash value
computed for the file. If Hash @is not computed for the file, file under stated
(

condition was assumed as Qgigin e (not a duplicate copy of another file).

e Files were then ﬁloer n basis on their presence marked on the device i.e. active
file or deleted fj marked in column “Is deleted” or “Deleted” as “Yes” or “No”
were separ count was taken for active and deleted files.

3.82 INDEXING OF

A. Extracted ES[Nyas indexed using globally accepted forensic tools to bring ESI on one single

platform and perform keyword searches for each custodian. Indexed Data comprised of active
files, deleted files and carved user files extracted from Target Device image, server emails
provided by the CBSL and recovered email file. Following is the classification of various indexed

files:

37 Refer Annexure 10 for Count of files per extension.

¥ metdata -

“data that provides information about other data”. (source- https://www.merriam-webster.com/dictionary/metadata)

¥ «“a set of data that describes and gives information about other data”. (Source: https:// whatis.techtarget.com/ search/query?

g=metadata)
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Table 11: Indexing of data
# Type of Files Type of Documents

1 User Files ¢  Word documents
e Excel Files
e Notepad Files

2 Email Files Lotus Notes
e  Outlook message files such as msg, eml

e Composite email files such as nsf, ost and pst files

B. To perform keyword searches®, extracted ESI was distributed in two types of file formats

namely “Searchable file format” and “Non-searchable file format”.
C. The file formats and process of keyword searching on these file formats are as under:

1. In case of “Searchable File format” such as word files, exceﬁ, emails, pdf, keyword

searching can be performed by directly searching those i ifiedykeywords in respective
data set.

2. In case of “non-searchable file format” such fas m dia files, scanned pdf, images,
keyword searching cannot be performed and ac ifely, manual review was performed.

3.83 KEYWORD SEARCHING AND REVIEW OF ESI@

A. After the extracted ESI was in d'@n the eDiscovery platform, the data set was filtered in
order to identify relevant ument’with the help of “keyword”.

*
B. Keyword search was \ to filter relevant evidence from the extracted data set of ESI*!

to perform focusedﬁ

40 “A common technique used in computer forensic and electronic discovery, a keyword search is usually performed to find and
identify every instance on a computer or other media of a given word or phrase, even if said word or phrase occurs in unallocated
space or in deleted files”. (Source- https://burgessforensics.com/computer-forensics-glossary/)

“! Electronically stored information is any information created, stored, or best utilized with computer technology of any type. It
includes but is not limited to data; word-processing documents; spreadsheets; presentation documents; graphics; animations;
images; e-mail and instant messages (including attachments); audio, video, and audiovisual recordings; voicemail stored on
databases; networks; computers and computer systems; servers; archives; back-up or disaster recovery systems; discs, CD’s,
diskettes, drives, tapes, cartridges and other storage media; printers; the Internet; personal digital assistants; handheld wireless
devices; cellular telephones; pagers; fax machines; and voicemail systems.

Source: https://www.foley.com/-/media/files/insights/events/2007/04/corporate-records-what-to-keep-and-what-to-
toss/files/guidelines-for-state-trial-courts-regarding-discov/fileattachment/state_cs_eldiscccjguidelines. pdf
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3.84

C. The final list (Refer Annexure 11)* of keywords applied to the searchable ESI extracted from

Target Devices incorporate the following:
1. Case specific keywords such as Treasury Bonds, Perpetual, Arjun etc;

2. Custodian specific keywords such as name of custodian, parts of mail address, mobile

number of custodians and email addresses;

3. General Keywords that apply to engagements of this nature such as irregularity,

noncompliance, fraud, Investments, confidential etc; and

4. List of keywords sent for CBSL vide email communication (Refer Exhibit 10)** on 2 August
2019.

In order to conduct the focus and precise review, keywords were created (Refer Annexure
12)* in consultation with the CBSL based on the document review% information available

in public domain. As data set contains numerous files, ke
data.

ESI provided to review manually and based on ké&ywor Qches was examined or reviewed

to filter the relevant

for the review period® on two levels. First level régigw’of the ESI was done on the complete
data set provided after extraction and rd searching. The reviewer tags or marks
important information or file in the cat@gories such as Informative, Relevant, Suspicious,
Corroborative etc. Relevant informat@t cted out from first level review of ESI was again

later reviewed as per its r a to the case. Thereafter, the observations were

incorporated in the Report.

“2 Refer Annexure 11 for the list of keywords along with their rationale.

43 Refer Exhibit 10 for the email of 2 August 2019 for keyword list sent to the CBSL.

“ Refer Annexure 12 for the count of keywords for each identified employee of the CBSL.
4 Review Period is 1 January 2002 to 28 February 2015.
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3.85 REVIEW OF IPAD DEVICE:

Report of the device was generated which encompasses details such as device information,
message and chats, multimedia files, call records were exported in readable format report and

reviewed manually.

Table 12: Summary of ESI extracted using work procedures mentioned above

# Custodian Forensic Count of Files Count of emails in Server
Tool
ACTIVE“6 Deleted*’ Active Deleted*®
1 Dilini T35u and 23,546 38,265 17,201 4,509
Udugamakorale FTK Imager
2 W.G.R Harshapriya NA# NA NA 93,488 13,796
3 G.A.C.N Ganepola NA NA NA 4,121 1,904
4 RAA Jayalath Tableau TX-1 19,441 97,581 9%,242 22,573
5 K Gunatilleke NA NA NA 2,125 18,229
6 Maheesha NA NA 2990 464
Wanarachi
7 BMWS Balasooriya Logicube 17,713 7634077 8,351 3,144
Falcon \
8 KLACN Anuradha NA o NA 12,895 351
9 S Pathumanapan  Logicube %,143 356,042 8,591 179
Falcon
10 LY Dharmasena HA NA NA NA NA

11 Chandrasekhar; A NA NA 11,620 395

NA NA NA 1,362 5,570
13 CMDNK Logicube 40,956 219,383 6,079 12,620
Seneviratne Falcon
14 LDDY Perera NA NA NA NA NA
15 NLM Abeysekera T35u and 25,302 110,528 4,761 63
FTK Imager

“ Active ESI comprises of the data which can be directly accessed, readily visible to OS and user.
47 Deleted ESI comprises of data not readily available to the user, due to deletion activity.

“8 Emails present in deleted folder, Recoverable Items and Purges folder in outlook files.

“ NA is not applicable.
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Custodian Forensic Count of Files Count of emails in Server
Tool
ACTIVE#6 Deleted?’ Active Deleted*®
16 MSK NA NA NA 325 5,547
Dharmawardane
17 C Premaratna NA NA NA NA NA
18 D Wasantha NA NA NA 13,908 1,292
19 BHI Samana T35u and 15,380 79,602 7070 1499
Kumara FTK Imager
20 JDSJ Nanayakkara Logicube 25,315 85,282 158 16,940
Falcon
21 T Udayaseelan Tableau TX-1 8,337 42,76 8,688 455
22 PN Weerasinghe NA NA 22,983 28,675
23 PWDNR Rodrigo Tableau TX-1 22, 162,438 14,357 18,125
24 Ajith Nivard NA NA 1341 0
Cabraal
25 Amila Dahanayake Logi?e 19,144 552,008 14,959 39
Cﬂ\
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3.86

3.87

3.88

3.89

VOICE RECORDINGS REVIEW

As detailed in Section 14 of this Report, during the discussions, SEPF informed that voice recording
system was not established for fixed line telephones in the FO of EPF (Refer Exhibit 12 for a copy
of the Statement of Facts with EPF officials). In the absence of this data from EPF, copies of the
voice recordings from the Primary Dealer associated with the Investment / Divestment transactions

of the EPF were requested for review.

Voice Record data for the dealer room telephone lines at the Primary Dealer was requested from
18 Designated Primary Dealers to examine the conversations related to the Investment /
Divestment transactions of EPF involving Treasury Bonds through Primary / or Secondary Markets,

if any.

The Voice Record data was requested from the Primary Dealers, in regpect of specific dates, on

select basis, where anomalies were noted during the document revi ta analytics procedures
and review of ESI. Voice Record data in respect of a total of 1 as requested from the
Primary Dealer. Voice Record data related to 295 dates - on the date of this Report.

Refer Table 13 for a summary of PD-wise Voice Reco data or the specific dates requested and
received along with the responses from Primar&aler where Voice Record in respect of the

specific dates requested was not available.

Table 13 - Summary of PD-wise Voice Recor@or the specific dates requested and received
a
Date [otal number No of dates Count of PD remark

requested of dates Voice Voice summary for data
Voice Record Record data Record non-availability
requested received files
received

Partial data

1 Bankof C ‘ 2-Aug-19 95 16 42,960 provided
Capital Alliance Partial data

2 Limited. 12-Aug-19 89 52 13,563 provided

4-Feb-2014 is a
holiday. Hence, no

3 (Citi Bank 12-Aug-19 26 25 5,031  call recording could
be provided for the
date.

4 Commercial Bank 12-Aug-19 66 36 221,823 Partl.al data

of Ceylon provided
5 Deutsche Bank 12-Aug-19 32 0 0 No data provided

0 Refer Exhibit 12 for the set of witness statements of Employees of the EPF wherein it was confirmed that voice recording system
was not installed in the EPF department.
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PD Name

PD remark
summary for data
non-availability

Count of
Voice
Record
files
received

Total number No of dates
of dates Voice
Voice Record Record data
requested received

Date
requested

First Capital

Partial data

6 Treasuries 12-Aug-19 115 43 24,328 ided
Limited. provide
Does not hold voice
record backup
beyond the
regulatory period
7 HSBC 12-Aug-19 64 0 o  2ndlegal retention
requirements (i.e.)
6 years. Sort time
for the extraction of
the pending record
is 17 weeks.
Call Recording
system was installed
NatWealth only from 8-Jun-15,
8 Securities 12-Aug-19 40 0 therefore, no call
Limited. records for the
requested period
Q was not available
NSB Fund Q
Management A No data available
9 Company 12-Aug-19 0 0 prior to 2017
Limited.
. . . Data provided is
10 Pan Asia 'Bankmg 47 0 0 outside the Review
Corporation :
Period
People’s B Aug-19 108 17 19,389 Fartial data
provided
Data cannot be
Perpetual provided since the
12 Treasuries 12-Aug-19 39 0 0 company is not
Limited functioning as of
now
Seylan Bank
13 Asset 12-Aug-19 16 0 0  No data provided
Management
Limited.
14 Seylan Bank PLC  12-Aug-19 105 85 32,526 Fartialdata
provided
Standard
15 Chartered Bank 12-Aug-19 34 0 0 No data provided
PLC
WealthTrust .
16 Securities 12-Aug-19 9% 0 o  Dataprior to 2015
o was deleted
Limited.
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PD Name Date Total number No of dates Count of PD remark
requested of dates Voice Voice summary for data
Voice Record Record data Record non-availability
requested received files
received
17 HattonNational 45 0 49 11 11 2,962 Data provided
Bank
18 DFCC 12-Aug-19 11 10 1,641  Data provided

Total 1,163 295

Table 14 Summary of voice recording reviewed relating to Auctions and Direct Placements

# PD Name Voice Record date Count of records

1 First Capital Treasuries Limited \27-May-14 60

Seylan Bank PLC

Table 15 Summary of voice recording reviewe

d&ting to Investments and Divestments in
the Secondary Market

Voice Record date Count of records

31-Oct-14 136

* @. 5-Aug-14 112
\\ 30-Oct-14 111

1 @& Bank PLC 17-Oct-14 167

13-Aug-14 134
18-Jan-11 132
3-Nov-14 130
30-Apr-10 76
3-May-10 129
5-May-10 146
4-May-10 158
11-Nov-09 161
4-Nov-14 113
2 First Capital Treasuries Limited. >-Feb-14 104
3-Feb-14 103
14-Jun-13 156
30-Oct-14 114
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PD Name Voice Record date Count of records

24-Jul-14 29

11-Jul-13 123

28-Aug-14 180

3 Citi Bank 19-Jun-13 308
Total 2,822

3.90 Discrepancy was noted in the recordings provided by Bank of Ceylon. It was noted that similar
conversation under two different voice recordings was available under two different servers, the

illustration of one voice record in both the servers is provided below:

Table 16 Deficiency in BOC Voice recordings

Primary Dealer

ar conversations apparently

1 Bank of Ceylon Two voice recordings W
ers, with the same date but

stored on two different'se
different timin

Voice Record Name

20150227175245010.wav - Server 1 @ 20150227180303010.wav - Server 2

[EpT—
& s
6 atso2esno
6 ansnamse
6 ey 6
& ansomaseng
6 amsoozansy| O Ceshaton Dels

§) 201502m80303010
§ 050271319

g misned
6 150227143 General Classication Detals
& sy

20150227180303010 Properties .

+| €] 2015022M55116016)

6 aorsozzrissoaong 2 WWFe(wm))

6) 20ns0aanonaeeny © 2102MA  opens wth: - Groove Musc
6 ansozteng| PPeofe: WAVRe 6 ansamzy

6 2nsu2masone|  Opers i Groon B 20SS Lot EFeinanyener 207

6 asoezsussiog ¢ 208 {5

6 orsoamarsipy] Lo E:FebruarySener 17 67418 (650, 6bytes)
© 20150227154508002|  Sae: 67218 (688,955 bytes)
6 AT gremase 62418 620y
6 ansteaneassion
© 201502271121636027|  Created: Friday, February 27, 2015, 6:29: 99 PM
8 arsoenesioste2
6 ansnsoeenor
6 anstnsauio0

Friday, February 27, 2015, 6:40:07PM

Friday, February 27, 2015, [
e

Modfied:  Friday, February 27, 2015, 6:25:9PM
ey P C—

Aomesoed: : Mredody [dden  [Jcive

& 2015027100

6} 2015022710500402 i
DIRIOND oo ooy Cicden Dkt ki
) 20150227154514014) 8 @ 2015027553
©) 20150227095547029) 365K8 @ 2015027008
6 arsoznrseren I8 8 sy
6 soemesuosr 61 kB 150227090
6 orsoz2miaomsond bl .. (x o || Al
@ 150 5248
@ ansozmissang T oa B ! Spe— ST
ni @ mswmanssons

57| Page
Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

3.91

On review of the Voice Recording data received from the Primary Dealers, certain inconsistencies

were noted. The accuracy of the assessment of available evidence in the form of Voice Record is

subject to the following limitations:

A.

The Voice Recording was collated / compiled by the respective Primary Dealer. The data
compilation whether performed from the original source of the record or otherwise
Subsequent copies, are not independently verified.

The details of applications and tools used if any, by the Primary Dealers for the purpose of
either identification or copying or recording or retrieval and storage of the Voice Recording
and associated technical configurations and limitations associated, are not known.

The Voice Recording provided by the Primary Dealer was considered as-is basis only, the
verification as to whether recording of calls from all the fixed lines used (where multiple
fixed lines are used by Primary Dealer for calls during the ReviewyPeriod) were included, is

not verified. Further, it is also not known as to, if any, othe Recording application /

mechanism is used by the Primary Dealer.
It is also not verified as to if the call record n
conversations occurred during the requested dateg that Pertain to the Investments in Treasury
Bond transactions in the Primary or Secondagy,Mar .

There is no means to verify the veracity of, a&e Recording provided by the respective PD

at every call record level. The Voic ording provided is considered as the complete

the complete set of call

conversation in that conversation

Confirmation of completeness e @onversation in a voice record is not verifiable through
independent source, in th sapce of voice record system at the CBSL. For the purpose of
review, the duration ?\;%nd the conversation content is assumed to be complete and

comprehensive.

Inconsistencies neted in the date and time stamp captured in respect of certain Voice
Recordi n pared to the transaction date and time stamps recorded in the CBSL’s
Auction sys . Due to the possible editability of the “client” and “server” system date and

time stamps, it is not possible to establish the relatedness of the calls with precision.

On sample review of the Voice Recording data provide by Bank of Ceylon, it was noted that
the same call (different Voice Recording number, between the same parties, same duration
and Voice Recording content) was retrieved from two different server sources, which show
different date and / or time stamps. Further, instances were noted wherein, for the calls
between Primary Dealer, the time stamps of the call at the two Primary Dealer appeared
different with significant time gap,

On preliminary review of the Voice Recording provided by Pan Asia Banking Corporation, it
was noted that the “file modified” date appears to be the date of extraction of the data
(based on the same date and time stamp across all the calls stored on the storage medium).
Inconsistencies were noted in the date and time details captured in the file name were also
noted wherein the file serial number consistency did not match with the date and time flow,

and
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J. The details of the callers for the Voice Recordings were not available to identify distinctly,
the calls with CBSL officials.

APPROACH AND METHODOLOGY FOR VOICE RECORDINGS REVIEW:

3.92 Considering the extent of Voice Recording files received and the limitations, the records were

selected following the approach detailed below, to identify the relevant evidences:

A. Identified the dates of Auction, Direct Placement and Secondary Market Investment and
Divestment wherein occurrence of “loss” was identified OR irregularities OR inconsistencies
were noted during the transaction / data review;

B. The Voice Recording related to the specific dates were segregated and records were stratified
based on parameters such as (1) call time and (2) call duration;

C. The Voice Recordings under each of the above stratum weregp ized as following and a
combination of the prioritization was used to select the reco u% eview and identification of
the relevant evidence:

1. Priority-1: Voice Recording during the Auctionfidate @nd time and / or Secondary Market
transaction date;

2. Priority-2: Voice Recording related to \(e preceding the Auction date and / or
Secondary Market settlement date; G

3. Priority-3: Voice Recording relat @settlement date for Auction and Direct Placement;

to date where exceptions were identified during

4. Priority-4: Voice Recording

document review / data
5. Priority-4: Voice R n th call duration (assessed based on file size) more than 5 min;
6. Priority-5: Voice iﬁx with call duration (assessed based on file size) between 1min -5

min;
7. Priorit i&ording with call duration (assessed based on file size) up to 1 min; and
8. Priority-7¥oice Recording related to dates where different Primary Dealer were transacted

with different rates on the same day for the same ISIN.

3.93 Relevant reference of voice recordings indicating sharing of information between Market
participants regarding irregular trading activities of Treasury Bonds between EPF and PTL and / or

PTL with other Market participants is provided in the respective Sections of the Report.
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REVIEW OF CALL RECORDS

3.94 Basis the investigative findings and details obtained during the inquiries conducted with the CBSL
employees, the communication logs of the official contact number(s) used by the below mentioned

employees was requested from the CBSL.

3.95 The following details were obtained for the said employees, for the Review Period:

Table 17: Details of the identified officials

Employee ID Name of Official Period requested Mobile Number Data Received/ Remarks

1514 RAA Jayalath 09.02.2015 - 15.04.2016 777755980  2015-02-09 - 2015-12-31
2016-01-01 - 2016-04-15

1856 BHIS Kumara 03.11.2008 - 01.01.2017 NA No official mobile phone issued by CBSL

1931 KLACN Anuradha  02.12.2010 - 30.09.2015 NA No official mobile phone issued by CBSL

1822 T Udayaseelan 21.02.2008 - 30.09.2015 NA @ mabile phone issued by CBSL
1889 S Pathumanapan  06.09.2010 - 01.04.2015 NA iCial mobile phone issued by CBSL
1580 PWDNR Rodrigo  01.07.2013 - 08.02.2015 77317597 013-07-29 - 2013-07-31

2013-10-10 - 2013-10-15

2014-04-01 - 2014-05-05

2014-07-15 - 2014-07-17

2014-11-01 - 2014-12-31
2015-01-01 - 2015-02-08

776604453  2015-10-01 - 2015-12-31
2016-01-01 - 2016-01-04

1616 JP Gamalath 01.10.2015 -

1756 NLM Abeysekera  01. NA No official mobile phone issued by CBSL

1419 R Dheerasinghe 21 -31.12.2011 777275019  2010-06-21 - 2010-12-31

2011-02-01 - 2011-02-08
2011-02-27 - 2011-02-28
® 2011-05-01 - 2011-07-10
2011-10-05 - 2011-10-12
2011-10-20 - 2011-12-16

1607 TDH Karunarathne 29.04.2014 - 20.09.2015 773707349  2014-04-29 - 2014-05-05
2014-07-15 - 2014-07-17
2014-11-01 - 2014-12-31
2015-01-01 - 2015-09-20
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Employee ID Name of Official Period requested Mobile Number Data Received/ Remarks

1667 JDSJ Nanayakkara 01.04.2011 - to date 777368311  2011-05-01 - 2011-07-10
2011-10-05 - 2011-10-12
2011-10-20 - 2011-12-16
2012-02-01 - 2012-02-03
2012-04-01 - 2012-04-03
2012-04-09 - 2012-06-22
2013-02-11 - 2013-02-13
2013-07-29 - 2013-07-31
2013-10-10 - 2013-10-15
2014-04-01 - 2014-05-05
2014-07-15 - 2014-07-17
2014-11-01 - 2014-12-31
2015-01-01 - 2015-12-31
2016-01-01 - 2016-12-31
2017-01-01 - 2017-12-31
2018-01-01 - 2018-12-31
2019-01-01 - 2019-08-30

1642 SAL Muthukumara 01.09.1998 - 31.10.2010 NA al mopile phone issued by CBSL
1785 HA Hettihewa 23.07.2013 - 30.09.2015 NA @al mobile phone issued by CBSL
1851 WGR Harshapriya  21.02.2008 - 01.01.2017 N o official mobile phone issued by CBSL
1788 TCU Jayanetti 01.10.2015 - 02.08.2016 wBS 2015-10-01 - 2015-12-31

2016-01-01 - 2016-08-02

; NA No official mobile phone issued by CBSL

1725 GCR Tharanga 23.03.2015 - 30.09.

8006 UP Jayasinghe 01.10.2015 - NA No official mobile phone issued by CBSL
1827 DL Rohini NA No official mobile phone issued by CBSL
1520 LDDY Perera NA No official mobile phone issued by CBSL
1878 D Udugamakorala .09%2010 - to date NA No official mobile phone issued by CBSL
1924 GACN Ga %2.2010 - 29.08.2013 NA No official mobile phone issued by CBSL
8005 AAR Lan 18.02.2013 - 17.11.2014 NA No official mobile phone issued by CBSL
1459 K Gunatilleke 03.07-2008 - 30.06.2013 778289353  2008-07-10 - 2008-07-23

2008-10-21 - 2008-10-31
2008-11-12 - 2008-12-31
2009-01-01 - 2009-02-06
2009-02-18 - 2009-02-27
2009-05-31 - 2009-06-02
2009-08-20 - 2009-10-31
2010-01-20 - 2010-01-29
2010-02-20 - 2010-02-28
2010-06-08 - 2010-12-31
2011-02-01 - 2011-02-08
2011-02-27 - 2011-02-28
2011-05-01 - 2011-07-10
2011-10-05 - 2011-10-12
2011-10-20 - 2011-12-16
2012-02-01 - 2012-02-03
2012-04-01 - 2012-04-03
2012-04-09 - 2012-06-22
2013-02-11 - 2013-02-13
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Employee ID Name of Official Period requested Mobile Number Data Received/ Remarks
NA Ajith Nivard Cabraal 01.07.2006 - 09.01.2015 NA No official mobile phone issued by CBSL
NA Arjuna Mahendran 26.01.2015 - 30.06.2016 765205251  No records found
NA DR. DS Wijesinghe  01.01.2002-28.02.2015 No official mobile phone issued by CBSL
NA Dr. PN Weerasinghe 01.01.2002-28.02.2015 773678244  2008-05-20 - 2008-05-23

2008-07-10 - 2008-07-23
2008-10-21 - 2008-10-31
2008-11-12 - 2008-12-31
2009-01-01 - 2009-02-06
2009-02-18 - 2009-02-27
2009-05-31 - 2009-06-02
2009-08-20 - 2009-10-31
2010-01-20 - 2010-01-29
2010-02-20 - 2010-02-28
2010-06-08,- 2010-12-31
2011-02-01%,2011-02-08

-2011-12-16
- 2012-02-03
012-04-01 - 2012-04-03

012-04-09 - 2012-06-22

2013-02-11 - 2013-02-13

2013-07-29 - 2013-07-31

2013-10-10 - 2013-10-15

2014-04-01 - 2014-05-05

2014-07-15 - 2014-07-17

2014-11-01 - 2014-12-31

2015-01-01 - 2015-02-28

\\a
1560 AGU Thilak n 7.2010 - 31.05.2018 777964364 2010-07-21 - 2010-12-31
2011-02-01 - 2011-02-08
2011-02-27 - 2011-02-28
2011-05-01 - 2011-07-10
2011-10-05 - 2011-10-12
2011-10-20 - 2011-12-16
2012-02-01 - 2012-02-03
2012-04-01 - 2012-04-03
2012-04-09 - 2012-06-22
2013-02-11 - 2013-02-13
2013-07-29 - 2013-07-31
2013-10-10 - 2013-10-15
2014-04-01 - 2014-05-05
2014-07-15 - 2014-07-17
2014-11-01 - 2014-12-31
2015-01-01 - 2015-12-31
2016-01-01 - 2016-12-31
2017-01-01 - 2017-12-31
2018-01-01 - 2018-05-31

1613 MSK Dharmawardane 29.04.2014 - 20.09.2015 NA No official mobile phone issued by CBSL
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3.96 A telephone directory containing contact numbers and usernames was also received from the
Criminal Investigation Department (CID). The username for several contact numbers, not listed in

the telephone directory, was retrieved using a global phone directory.

3.97 The data received from the CID and the CBSL was reviewed and mapped with the date of Auctions,
Direct Placements and critical dates of Investment / Divestment in the Secondary Market of
Treasury Bonds wherein any irregularities were noted, during the Review Period. The data was
reviewed to understand the nature of relationship between various CBSL employees, considering
the time and duration of the conversations between them. The following observations were made
during the review.

A. During the review of the call logs for other CBSL employees, no other communication of the
CBSL employees was noted with the external parties / Primary Dealer outside the office hours
(5:00 HRS); and

B. The regular conversations between the CBSL employees noted during the official
timings. A few conversations between them occurred Q official timings; however,

no irregularities were identified with regards tgfthe | ment / Divestment of Treasury

Bonds on the said dates and hence, the communicationgWas not further analysed.
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TRAVEL DETAILS REVIEW:

3.98 The travel details including (local and foreign travel) of the identified CBSL employees was
requested from the Client to ascertain if the employees had travelled together in the past for
personal / official purpose.

3.99 The details were reviewed to establish if there was any close association between the employees

which could have resulted in taking critical decisions in their personal interest.

3.100 The details received were related to the foreign travel of the CBSL employees in their professional

capacity. No anomalies were noted with regards to the travel undertaken by them.
BANK ACCOUNT DETAILS REVIEW - IDENTIFIED CBSL OFFICIALS

3.101 The bank account details of the 4 (four) identified CBSL employees wag requested from the CBSL

during the Review Period to uncover if there were undue amount erred from any Primary
Dealer / Primary Dealer contact person during the Review Peri efep Exhibit 11)*' The data
was received for the below mentioned officials: O

Name of PD

1 S Pathumanapan

2 T Udayaseelan 6
3 BHI Saman Kumara 8
4 KLANCN Anuradha 17

3.102 A list of bank account nu S identified CBSL employees was made available by the CBSL.
Additionally, during ESI r m\mnducted on the official device(s) of the said employees, several
account numbers w &ined. A list of bank account numbers was prepared for each official
and traced fog m receipts / deposits or unidentified fund transfers pertaining to any

specific dates ch may relate to the events occurred with respect to the identified official.

51 Refer Exhibit 11 Mail request sent for bank account details on 3 October 2019
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BANK ACCOUNT REVIEW- PRIMARY DEALERS

3.103 The bank account details of the 16 Primary Dealers was requested from the CBSL to uncover if
there were undue amount transfers made to any identified CBSL employees during the Review

Period. The data was received for the below mentioned Primary Dealer and its related companies.

Table 19A Details of the bank accounts of Primary Dealer and related companies

p Name of PD Number of accounts Data Receiyed / Not
Received
1 Acuity Securities Limited 10 2009 - 2019
2 Bank of Ceylon 2 2010 - 2016
3 Capital Alliance Limited 26 2002 - 2019
4 Commercial Bank 2 2002 - 2010
5 Entrust Securities PLC 12 \ 20022018
6 First Capital 49 2002 - 2019
7 HSBC 1 2013 - 2017
8 NSB 2005 - 2019
9 Natwealth Securities Limited 1 2013 - 2019
10 Pan Asia Banking Corporations PLC - Not Received
1 People Banks \ Not received
12 Perpetual Treasuries Limited 18 2002 - 2016
13 Sampath Bank 2 2002 - 2012
14 Seylan Bank 2 1999 - 2016
15 Union Bank of Colombo Not Received
16 WealthTrust Sec 4 2011 - 2019

3.104 A list of bank accour@&rs of the identified CBSL employees was made available by the CBSL.
Additionally, ESksfe

account numbef§were obtained. A list of bank account numbers was prepared for each official

view conducted on the Target Devices of the said employees, several

and mapped against the bank statements obtained for the Primary Dealer to uncover if any money

transfer has been done among the employees.

3.105 During the review / mapping, no transfers noted from any Primary Dealer to the identified CBSL

employees, in the above stated period for which the data was available.
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OTHER PROCEDURES

3.106 Reviewed copies of the following investigation and experts’ reports pertaining to the Investment

/ Divestment of Treasury Bonds in the Primary and Secondary Markets:

A. The Presidential Commission of Inquiry Report of 30 December 2017 to Investigate and Inquire
into and report on the issue of Treasury Bonds during the period 1 February 2015 to 31 March
2016;

B. Report by the Committee on Public Enterprise (COPE) on the investigation matters related to
the EPF Investment and Divestment in the Government Securities;

C. The Auditor General Reports from the year 2002 to 2015 to identify any adverse observation
reported on the transactions related to the Investments and Divestments;

D. Reports submitted by Mr. Jayalath on the “Examination of phenomenal profits made by
Perpetual Treasuries Limited”;

E. Report by a panel of experts by panel of officials in relatio e ERF on the Treasury Bond
Auction held on the 27 February 2015; ’Q

F. Investigation report on “Employees Provident#Fund ) transactions in Government
Securities” by Ms. K. Sarawanamuttu;

G. Internal inquires reports conducted based o&investigation report “Employees Provident
Fund (EPF) transactions in Government S@s "

H. Assets and Liabilities declaration of@t ustodians identified for the Review Period for
identifying their Bank account ¥ The identified Bank account numbers were traced
from the PD Bank account sta s to check any fund had been transferred to the target
custodians; and *

I. Registration of Com® C”) details for the Primary Dealers and identified Companies.

INTERVIEW ER AND CURRENT EMPLOYEES OF THE EPF

3.107 Conducted intervigws with the identified former and current employees of EPF to gather additional

facts around specific transactions and anomalies noted in the EPF’s investment / divestment

transactions during the Review Period.

3.108 Provided below is the list of interviews pending as on the date of this report (Table 19B):

# Name Designation
1 Ajith Nivard Cabral Former Governor of CBSL
2 Arjuna Mahendran Former Coverer of CBSL
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4. PROCESS UNDERSTANDING OF TREASURY
BOND INVESTMENTS AND DIVESTMENTS

BACKGROUND

4.1 The Employees’ Provident Fund (“EPF” or the “Fund”) was established under the Employees’
Provident Fund Act No. 15 of 1958 (“EPF Act”) and is currently the largest Social Security Scheme
in Sri Lanka with an asset base of Rs. 2,289 Billion and Rs. 2.6 Million contributing members at the

end of year 2018.

4.2 In terms of Section 5 (1)(e) of the EPF Act, the Monetary Board may invest such of the moneys of
the Fund, as are not immediately required for the purposes of this Act, in such securities as the
Board may consider fit and may sell such securities. Accordingly, on behalf of the Monetary Board,
the EPF Department of the CBSL manages the EPF funds.

4.3  The EPF was permitted in the year 1997 to invest in the Gove, ecurities in Primary Market*
subscribing to Treasury Bonds. In the Primary Market, thiere w 0 modes of investing in Treasury

Bonds, Auction and Direct Placements.

4.4  The Operations Manual (2002) which defines t jons of various departments in the EPF and

revised during the year 2007 and 2013. T

Sinhala language and was shared wi DOyndia on 8 July 2019.

segregation of duties of employees working inthe EPF department. This manual was subsequently
@ument was published / translated in English from

4.5 An understanding of the prgce% estments and Divestments by the EPF, as it existed during
the Review Period, was o ough the review of “Operational Manual versions (2002, 2007
and 2013)” and through Xions with the designated current and former employees of the EPF
identified by the,CB

4.6 There are two or divisions in the EPF department, the FMD and the Operations Division. The
Monetary Board hds delegated the Investment decision making to the Investment Committee and
the management of the Portfolio to the FMD through the Investment Policy Statement (“IPS”)33
and Investment and Trading Guidelines (“ITG”)>* of the EPF.

4.7 The EPF is headed by Superintendent of EPF (“SEPF”), who is a senior employee of the CBSL. He
is assisted by additional Superintendents (“Additional SEPF”’) and Deputy Superintendents (“DS”).
The powers to execute the transactions lies with SEPF followed by Additional SEPF and DS.

52 Primary Market is market where the securities are issued for first time and in the Secondary Market securities and subsequently
traded.

53 Investment Policy Statement of 21 December 2001 revised in December 2011.

* Investment and Trading Guidelines for the Securities Portfolio dated 21 March 2007 revised as the Investment and Trading Guidelines
in December 2011.
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4.8

4.9

4.10

4.11

4.12

4.13

4.14

The Investment Committee formed by the Monetary Board consists of the following members:

A. Deputy Governor (“DG”);

Assistant Governor (“AG”)

Superintendent of EPF (“SEPF”);

Additional SEPF; and

Deputy Superintendent (“DS”) in charge of FMD.

mo 0N w

During the period 2002 to 2007, there were no divisions in the FMD of the EPF. Subsequently, for
the period 2008 to 2015, the FMD consisted of three divisions, which are responsible for the

execution of the Investments and Divestments:

A. Front Office (“FO”);
B. Middle Office (“MO”); and
C. Back Office (“BO”).

As per the recommendation of the Investment Committee on a ly Basis, the FMD prepares

an Investment plan and submits it to the Monetary d dppreval. The Investment Policy

Statement of 21 December 2001 specifies that the EPE mustfinvest 90% of its total portfolio value

in the Government Securities which was revised 0% in December 2011.

As specified in the Investment Policy Guidelin@ arch 2007, the EPF portfolio was classified
into two categories viz. Investment portfo@ trading portfolio® for the period March 2007 to
February 2015. However, for the Revi iod from the 2002 till 2007, such classification of the
portfolios does not exist.

As per understanding wi W@ess owner, prior to July 2009 the Investment Committee
meetings were conducte daily basis and then frequency of meeting was changed to weekly
after the July 20009.

c@the EPF employees for the processes followed during the Review Period.

or the signed process document)?’

Sign-off was aff
(Refer Exhibit 1

INVESMENT IN TREASURY BONDS: PRIMARY MARKET - AUCTIONS

The Investment of the EPF in Treasury Bonds in the Primary Market through Auctions are carried
out by the FMD (FO, MO and BO).

55 Securities acquired with the intention of holding for period more than year are classified under the Investment portfolio.
56 Securities acquired with the intention of holding for period less than year are classified under the trading portfolio.
57 Refer Exhibit 13 for the signed process document of process followed during Review Period.
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4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

4.23

On an announcement by the Public Debt Department (“PDD”) about the Auction schedule, FO MO8
requests for the estimated cash availability as on the settlement date® of the Auction from the
BO.

Based on the estimated cash availability, FO / MO analyses the decision to participate in the
Auction or not. Based on the discussions with the former EPF employees, Investment opportunities

available with the PDD are discussed in the Investment Committee meetings and documented.

FO / MO evaluates the yield rate and amount to be quoted at the Auction and recommends the
same to the SEPF. (Refer Exhibit 14)%°

For determination of rates, FO / MO considers factors such as coupon rate, tenure, anticipated
interest rate, maturity profile of the existing Government Securities, liquidity, weighted average

yield rate (“WAYR”) of previous Auctions for same maturity period, Secondary Market rates

published by the PDD and Market rates published in the newspaper

On an approval by the SEPF, for the rates to be quoted, BO ente % hid4nto the PDD’s “AS/400”

system.

Post announcement of the results by the PDD, FO of EPP creates the entry in the ERP, SAP?',

for the Investments made along with details of thgamount accepted by the PDD in the Auction.

BO verifies the approved rate and amount of§thenvestment on the settlement date, from the
confirmation email sent by PDD and mak payment for the amount accepted by the PDD and

creates settlement of the transactigafin the SAP. Post settlement of transaction, posting is made

in the General Ledger account by the Actounts Division.
’ .
1

Subsequent to the Invest n\ next Investment Committee meeting, MO presents the details
of Investment made for fati on.

On the monthl stment made through Auctions, with Investment plan for next month

prepared by submitted to the Monetary Board.

%8 As per understanding with process owner ‘FO was handling the Primary Market transactions of Treasury Bonds and MO was engaged
with Investments in equity market. After 2013, the role of MO changed and started recommending in the Investment of Government
Securities in Primary Market”.

% Settlement date is due date for the payment of securities purchased.

60 Refer Exhibit 14 Para 2.2.1.1 of ITG of 21 March 2007 and Para 4.1.3 ITG, December 2011.

1 As per process understanding prior to September 2006 records were maintained in excel spreadsheet manually.
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4.24

4.25

4.26

4.27

4.28

4.29

4.30

4.31

4.32

INVESTMENT IN TREASURY BONDS: PRIMARY MARKET - DIRECT PLACEMENTS

The investment of EPF in Treasury Bonds in the Primary Market through Direct Placements are
carried out by the FMD (FO, MO and BO).

The PDD communicates, through phone call / verbally, to the Superintendent of EPF or the Head
of FMD or the Head of MO for the available options with details such as deal date, settlement date,
and maturity date of the bond series to be offered, quantity of Treasury Bonds, and yield rate to

be offered of Investments through the Direct Placement.

FO / MO requests for the estimated cash availability on the settlement date, from BO of the EPF.
Considering the cash availability, FO / MO analyses the decision to participate in the Direct

Placement.

FO / MO evaluates the yield rate and amount to be placed and recommends the same to the SEPF
or to the Head of FMD. For determination of rates, FO / MO consjdets various factors such as
coupon rate, tenure, future interest rate expectation, maturifyap of the existing Government
Securities, liquidity, weighted average yield rate (“WA oou Auctions for same maturity,
Secondary Market rates published by the PDD and Warkef§) rates published in the newspaper,

Financial Times.

SEPF or the Head of FMD or Head of MO neg@with PDD with an objective to maximize the

yield rate. @

On agreed rate, the PDD sends th n ation through the Fax or an email for the rate and

details of Investment made for ratification.

amount accepted for the pla Q ubsequent to the Investment, in the next Investment
Committee meeting, MO x\;@
FO creates the entry for& stment made in the corporate finance module of the ERP software,

SAP. On the set e, BO verifies the approved rate and amount of the Investment, from
the confirma ail of the PDD and makes the payment for amount accepted by the PDD in
Placement.

After the settlement of transactions, BO settles the transactions in ERP software “SAP”. Post
creation and settlement of transaction in SAP, posting is made in the General Ledger account by

the Accounts Division.

On a monthly basis, Investment made through Auctions during the month, investment plan for next

month are prepared by MO and submitted to the Monetary Board.
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4.33

4.34

4.35

4.36

4.37

4.38

4.39

4.40

4.41

4.42

4.43

PRIMARY MARKET: APPROVAL PROCESS

As per the Investment Policy Statement (“IPS”) 2002, all the Investment transactions should be

approved by the Investment Committee / the Monetary Board from time to time.

As per ITG dated 21 March 2007, the delegation of authority (“DOA”), empowers the SEPF and the
officer acting at the post of SEPF to approve Investments up to a limit of Rs. 1,000 Million per day
with maximum amount of single trade being Rs. 200 Million; and Head of FO up to a limit of Rs.
500 Million per day with maximum amount of single trade being Rs. 100 Million. (Refer Exhibit
15)62.

ITG was revised in December 2011 and empowers the Head of FO of the FMD to invest up to Rs. 5
Billion; Deputy Superintendent up to Rs. 10 Billion and the Additional Superintendents up to Rs. 20
Billion, SEPF without any limit (Refer Exhibit 16)%3.

Subsequent to the Investment, MO present the Investment ma@stment Committee for

ratification in the next meetings.

On a monthly basis, all the Investments made are pregénted e Monetary Board for approval.

INVESMENT TREASURY BONDS - SECOND®RY MARKET

Daily, FO requests for information about the“garket rates from the Primary Dealers and money
brokers (“counterparties”) through voic s and evaluates the yield rates offered by the

counterparties.

Considering the opportuniﬁies@ le to enhance the returns FO in consultation with MO

recommends the yield Ra chase of Treasury Bonds to the SEPF (Refer Exhibit 17)%

On the approval of '%&tio by the SEPF, FO executes the transaction and prepares the Deal
Ticket.

In 2014, InternaRisk Management Division (“IRMD”) was established to oversee and perform risk

assessment on the recommendations made by MO.
The Counterparty confirmation is obtained for each transaction through fax or an email.

FO maintains “Transaction Register” and enters all the deals executed in the transaction register.
Subsequently, FO with the Deal Ticket and Counterparty confirmation forwards the same to BO for

the settlement of transactions.

62 Refer Exhibit 15 for Para 1.4.2 and for Para 3.2.1.2 of ITG, 21 March 2007.
63 Refer Exhibit 16 for Para 4.3 of ITG, 2011.
64 Refer Exhibit 17 Para 2.2.1.2 of ITG, 21 March 2007 and Para 4.1.4 of ITG, December 2011.
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4.44

4.45

4.46

4.47

4.48

4.49

4.50

4.51

4.52

4.53

4.54

4.55

FO creates the entry for Investments made in the ERP software, SAP. BO verifies the Deal Ticket,
counterparty confirmation along with the approval of SEPF and makes the payment to the

counterparty.

After making the payment from the counterparty, BO sends the confirmation of the transaction to

counterparty through an email.

Subsequent to the Investment, FO presents the purchases made for the Treasury Bonds to the

Investment Committee for ratification in the subsequent meeting.

DIVESTMENTS OF TREASURY BONDS - SECONDARY MARKET

On a daily basis, FO requests for information about the Market rates from the Primary Dealers and

counterparties through voice calls and evaluates the sale price offered by the counterparties.

Considering the opportunities available to enhance the return and i of requests from BO for
the urgent liquidity needs if any, FO in consultation with MO ends the price for sale of
Treasury Bonds after comparing the Market rates (Twaq. ae to the SEPF. (Refer Exhibit
17)%5.

On the approval of transaction by the SEPF, FO @tes the transaction and prepares the Deal
Ticket.

In 2014, IRMD was established to oversee@?forms risk assessment on the recommendations

made by MO.

FO division maintains “Transactj ister” and enters all the deals executed in the transaction
entry for Divestment made in the ERP software.

*
register. Thereafter, FO cxx
n

FO with the Deal Ticke ounterparty confirmation forward the same to BO to verify the
settlement of . BO verifies the Deal Ticket, counterparty confirmation with the

approval of t F and the amount received from the Divestment.

After receiving the payment from the counterparty, BO sends the confirmation of the transaction

to counterparty through an email and settle the transactions in the SAP.
Counterparty confirmation is obtained for each transaction through Fax or an email.

Subsequent to the divestment, FO present the Divestments made for the Treasury Bonds to the

Investment Committee for ratification in the subsequent meeting.

65 Refer Exhibit 17 Para 2.2.1.2 of ITG, 21 March 2007 and Para 4.1.4 of ITG, December 2011.

72 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

4.56

4.57

4.58

4.59

SECONDARY MARKET: APPROVAL PROCESS

As per the Investment Policy Statement (“IPS”) 2002, all the Investment transactions should be

approved by the Investment Committee / the Monetary Board from time to time.

As per ITG dated 21 March 2007, the DOA, empowers the SEPF and the officer acting at the post
of SEPF to approve Investments up to a limit of Rs. 1,000 Million per day with maximum amount
of single trade being Rs. 200 Million; and Head of FO up to a limit of Rs. 500 Million per day with

maximum amount of single trade being Rs. 100 Million (Refer Exhibit 18)%

ITG was revised in December 2011 and empowers the Head of FO of the FMD up to Rs. 2 Billion,
Deputy Superintendent up to Rs. 3 Billion, Additional Superintendent up to Rs. 5 Billion and
Superintendent up to Rs. 10 Billion. Transactions above Rs.10 Billion by the Assistant Governor.
(Refer Exhibit 19)¢7

As per the process subsequent to the investment / divestmen présent the sale made for

Treasury Bonds to the Investment Committee for ratificadi sequent meeting.

N
&
>

66 Refer Exhibit 18 for Para 3.2.1.2 of ITG, 21 March 2007.
7 Refer Exhibit 19 for Para 4.4 of ITG, December 2011.
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5. INVESTMENT IN TREASURY BONDS
AUCTIONS

BACKGROUND

5.1 The detailed observations in this Section are based on the understanding of activities performed
by the EPF for Investment in the Treasury Bonds from the Primary Market. Refer Section 4 of this
Report for a detailed understanding of the process for Investments by the EPF in the Primary
Market.

5.2 The CBSL has adopted two methods for the issuance of Treasury Bonds. The first method is an
Auction system where bids are invited from Auction participants by publication of a notice for the
issue of Treasury Bonds. The Auction is conducted through competit%tiple price bidding and
bids are accepted at the reasonable interest rates with the aim lling the cash requirements

of the Government. The second method is Direct Placements asyy Bonds whereby bond sales

are made to a single buyer or a limited number of buyers wi t a public offering.

5.3 In 2002, total amount invested in the Primary Mark&t was Rs. 64.88 Billion through 67 transactions.
Details of the break-up of Investments throug@ons and Direct Placements is not available for

this year. @
t

5.4 During January 2003 to February @ EPF has purchased Treasury Bonds worth Rs. 296.44
Billion through 273 Auctiog % oximately worth Rs. 2,334.29 Billion through 645 Direct

s
Placements. \\
5.5 Provided below is th &dar)

year-wise listing of Investments in Treasury Bonds for the period

January 2003 r 2015.
Table 20: Count value of the EPF transactions in Primary Market transacted by EPF
(Rs. in Billion)

Number of Value Number of Value

transactions | (Rs. In Billion) transactions (Rs in Billion)
2003¢8 18 16.51 44 83.45
2004 21 14.07 52 104.00
2005%° 52 20.40 59 71.74
2006 41 14.33 71 108.64

% For 2003 and 2004, the details have been taken based on the data provided by the PDD.
69 For Auctions from 19 October 2004 and for Direct Placement from 1 April 2005, the details has been taken from the AS/400 shared
by the DIT.
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Number of Value Number of Value

transactions | (Rs. In Billion) transactions (Rs in Billion)
2007 8 3.97 44 165.84
2008 17 5.35 65 196.63
2009 17 7.75 55 227.88
2010 24 17.27 49 192.81
2011 24 21.00 57 277.36
2012 21 47.00 62 319.60
2013 22 113.29 44 331.97
2014 9 13.50 37 223.57
201570 1 2.00 6 30.80

5.6 The EPF investments through Auctions are analysed based on the

uG or more than the amount

A. Participation patterns; i.e. the instances of bid amo

275

offered by the PDD;

B. Bidding patterns of the EPF; bidding with the sin

C. Complete and partial rejection due to subm

ri

2,334.29

on of bids at high yield rate.

W1

or multiple price in an Auction; and

5.7 For instances where the EPF has not part@ in Auctions, identified the cash availability and
P

analysed subsequent investment by t

resulted in loss to the EPF.

<

(o

70 Review period include January and February 2015.

Strictly private and confidential
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EPF NOT PARTICIPATED IN AUCTIONS

Overview

5.8 The EPF invests surplus funds in Government Securities issued by the PDD. As per the Investment
Guidelines, the EPF can investment in Primary Market through either Auctions or Direct
Placements. The EPF being the Captive Source for the PDD and having the requirement to invest
over 80% of its surplus funds in Government Securities. During the Review Period, instances were
noted wherein the EPF had not participated in the Auctions conducted by the PDD.

5.9  As explained, during the periods prior to 2015, the EPF’s investment in Primary market were
predominantly through Direct Placements. Accordingly, the EPF’s non-participation in Auctions was
explained to be not unusual. Hence, analysis was conducted in respect of cases where the EPF had
not participated in Auctions to identify the existence if any, of indications of non-participation
intended to benefit any specific Primary Dealer, whether such nongparticipation is with the
approval of SEPF or the Investment Committee and to examine ver, %ubsequent investments
of the surplus funds. Provided below are the details of observati th€ analysis:

TRENDS OF EPF NOT PARTICIPATED IN AUCTIONS

5.10 The EPF has not participated in 190 Auctions ou
and 14)’? conducted by the PDD for the peri

yearly break-up of count and value of Am
Auctions not participated by the EPF D

465 successful Auctions”' (Refer Annexure 13
January 2003 to 28 February 201573, The
onducted by the PDD, and count and value of

ed in the table below:

(Rs. in Billion)

Description Unit ' 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total

Auctions | |
conducted by : I
PDD !
86 67 1325 48 56.5 134.5 21 53 186 27 1 761.91
Value I ! : :
(Rs. In I
Billion) | : " :
Auctions not  Count : 2 12 5 13 : 14 33 49 : 13 - 3 8 8 - 190
Eart;‘]cipated I : I I
the EPF
Y Offered :52.20 :24.11 5.5 13.75: 22.5 33.5 39 :11.5 - 6 64 10.5 - 282.56
Value | I 1 1
(Rs. IN e s I |
Billion)

71 Successful Auctions - Auctions that were not cancelled by the PDD.

2 Refer Annexure 13 and Annexure 14 for the list of 190 Auctions where EPF has not participated and for the list of 465 successful
Auctions conducted by the PDD for the period 1 January 2003 to 28 February 2015.

73 For 2003 and 2004, the EPF participation and non-participation in Auction is mapped based on the data captured manually from
the supporting documents and shared with us by the PDD. However, the details of total Auctions conducted for year 2002 was not
shared.
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% of count of 64%  36% 9% 24% 64% 66% 74%  35% - 12%  27% 47%
the EPF not

participated
in Auction

5.11 In 2003, 2007, 2008 and 2009, the EPF has not participated in more than 60% of the Auctions
conducted by the PDD- In the year 2014, comparison with the previous two years, the count of

Auctions where the EPF has not participated was increased to 47%.

5.12 On analysis of winning pattern in 146 instances’ out of 190 Auctions pertaining in the period from
19 October 2004 to 28 February 2015, where the EPF has not participated, it was noted that Bank
of Ceylon (28.97%), NSB Fund Management Company Limited (22.30%), People’s Bank (12.99%) and
Seylan Bank Asset Management (9.45%) were among the top four participants who won bids in

these Auctions. (Refer Annexure 15)7.
APPROACH AND METHODOLOGY FOR ANALYSING NON-PARTICIQ THE EPF IN AUCTIONS

5.13 To analyse the instances where the EPF has not partigipat he%Auctions, the availability of
cash on the settlement date of Auctions as compare@ to offered value was identified from the
actual cashflow statements provided by the EPF we nt.

5.14 As per annual and monthly investment plan s itted by the EPF department to Monetary Board,

amount of surplus cash shall be invested ofernment Securities, equity and debentures etc. In

this respect, Investment Trading Gui or Investment Policy Statement also does not specify

that any earmarked % of funds le'Shall be invested.

*
5.15 The method adopted for

is provided below:

utation of cash availability on the settlement date of Auctions

Opening balanc

Additions

Bank Accounts’®

ReVerse Repo Maturities in the Bank Account

Reverse Repo Maturities from other banks in RTGS Account

Maturities from PDD for Treasury Bonds and Treasury Bills RTGS Account

Interest Income / Dividend Income on the Government Securities and other securities in
RTGS Account

Deductions Refund of contributions to members

Provision on the unrepresented Cheques / Account Clearing Balance

8Winner analysis could not be performed due to non-availability of information in respect to total Auctions conducted by the PDD for
2002 and for 2003 and 2004, details of winner in the Auctions were not made available for review.

75 Refer Annexure 15 for the details of winners in 146 instances where the EPF has not participated.

76 As per cashflow statement provided by the EPF department, opening balance of bank accounts includes the amount of contribution
received on that day from the members of the EPF.
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5.16

5.17

5.18

5.19

5.20

Amount invested in Primary Market for Treasury Bills

Amount invested in Auction and Direct Placement (Primary Market) for Treasury Bonds

Amount invested in Treasury Bills in the Secondary Market

Amount invested in Equity and Debentures

Not included in  Amount invested in the Secondary Market for Treasury Bond
the
computation

As explained by the EPF, projected future daily cashflow statements were not documented for the
Review Period. In the absence of projected cashflow statements, actual cashflow statement on

the date of settlement of Auction has been considered for the computation of cash availability.

Compared the available cash on the settlement date of Aucti he cumulative amount

offered by the PDD. In respect of instances wh cash, exceeded more than

~3%9f_ggnwmount offered by the PDD in t C subsequent utilisation was
identified.

In respect of the instances where the availab &)uted) cash on settlement date of Auction
was more than 100% of the cumulative v offéred by the PDD in the Auction, subsequent
investments were traced to the extent of mulative offered amount of the Auctions.

To identify the subsequent utilisatiohof @vailable cash on the settlement date of Auction, the cash

were assumed to be utilise# jn sequential order of priority:
Refund of contributio \e EPF members;
Primary Market Aue Treasury Bonds;
Primary M Placement - Treasury Bonds;
Primary Ma Auction or Private Placement- Treasury Bills / CBSL Securities DOD
Secondary Market - Treasury Bonds;

Secondary Market - Treasury Bills;

Investments in Equity and Debentures;

IomMmo o0 w>

Other expenses.

For subsequent utilisation, the provision made for unrepresented cheques and account clearing

balance are not taken into consideration, as actual outflows are considered.
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5.21 While identifying the utilisation of available cash, partial amount’” of transaction is considered to

the extent of available cash to complete the subsequent available cash utilisation.

5.22 Instances where the available cash utilisation is extended to the next “settlement date” of the
Auction where the EPF has not participated; to calculate the availability of cash on next settlement
date of Auction, amount considered as “utilised”, on the previous settlement date is excluded’®

from the computation of cash available.

5.23 In case where the same ISIN is purchased, the subsequent purchases yield rate was compared with
WAYR79 and price of Auction where the EPF has not participated, to identify the loss, if any. Where
the purchases are made subsequent to the settlement date of Auction, a comparable price is

computed based on the WAYR of Auction and the settlement date of subsequent purchases.

5.24 In case where the different ISIN is purchased subsequent to Auction in which the EPF has not

participated, subsequent purchases price and yield rate was cg

price from the daily report of the PDD (“Two-way quote” / ‘@r
the loss, if any. Instances where the Secondary Markgt rat 0

ed Jvith ask yield rate and
Market Rate”), to identify
rmation is not available on the

date of subsequent purchase, Secondary Market rate is idered two days prior to the subsequent
purchase date, if available. K

5.25 The counterparty analysis was performec@Qt of instances, where the EPF has purchased
S

Treasury Bonds in Secondary Market ed loss to the EPF (i.e. the subsequent Secondary
Market purchase price is higher thag weighted average price of Auction). Further, it was identified
that Secondary Market Inve;tm% sactions were entered with counterparties who were issued
Treasury Bonds in the AU\N re the EPF has not participated. The analysis would assess, if
the EPF has not partici d 1/ an Auction, to extend benefit to the other participants who were
awarded stock iyt ctions. This analysis was not performed due to non-availability of
information i ect to total Auctions conducted by the PDD for 2002 and for 2003 and 2004,

details of winner Of the Auctions were not provided.

7 The instances where the partial amount is considered, Refer Column titled Remarks in the Annexure 31.

8 The instances where on the settlement date of the Auction, the amount was excluded to calculate the cash availability, since the
amount was considered in the fund utilisation of previous settlement date of Auction Refer Column “Remarks” in the Annexure 18.
72 For computation of loss purpose prices are taken after tax without accrued interest basis(clean price after tax).
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5.26

5.27

5.28

Instances where cash availability was less than 30% of cumulative offered amount of Auction,

analysed the Investment made prior to three to five working days of settlement date of Auction.

Transactions entered in these five working days were verified to identify the following:

A. Reverse-repo transactions entered with the Primary Dealers who was awarded Auctions, to
identify, if any, facilitation made by the EPF by providing cash to Primary Dealers before the
settlement date of Auction; and

B. Investment made in Secondary Market for same ISIN or Different ISIN.
The EPF NOT PARTICIPATED IN AUCTION WHEN CASH WAS AVAILABILE

On review of “Daily Cashflow Statements” to analyse availability of cash in 190 instances where
the EPF has not participated in Auction, on the settlement date of Auctions, the following

anomalies were noted:

A. The cashflow statements were not available for 19 (Refer Ann nd Exhibit 20)% out of
190 auction dates where the EPF has not participated. Th ive offered amount was Rs.
20,250 Million. Following is the summary of year ative value of offered amount

where the cashflow statements were not available

Table 22- Count of instances for cashflow statemep xailable (Rs. In Million)

a

Count of Cumulative offered amount
instances

Although the ¢ L ement for 18 instances pertaining to 2005 and 2006%', to check the
availability o , verified the purchases made in Secondary Market in subsequent five working
days from the setftement date of Auction. It was noted that in two instances, the different ISIN
was purchased for amounting to Rs. 150 Million. Refer Section 11 of this Report for the loss to the
EPF due to the investment made in Secondary Market in comparison with Two-way quote rate
published by the PDD.

80Refer Annexure 16 for list of 19 instances of cashflows not available where EPF has not participated and refer Exhibit 20 for the
email confirmation from the EPF department for non-availability of Cashflow statements for 2005 and 2006.

8 The data pertaining to 2005 and 2006 not available for the review. Refer Exhibit 20 for email confirmation from the EPF
Department.

8 Different refers to ISIN different than for which the EPF has not participated in Auction.
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5.29 On the analysis of remaining 173 out of 190 instances, where the cashflow statement was available,

it was noted that:

A. In 109 instances (Refer Annexure 17)%, that available cash on the settlement date was more

than 30% of the offered amount in the Auction. Despite cash was available, the EPF did not
participate in the Auctions conducted by the PDD. The aggregate excess cash available for the
said Auctions were Rs. 1,52,168.04 Million against the offered amount of Rs. 1,26,310 Million;
and

In the remaining 62 instances, the cash available was less than the 30% of cumulative amount

offered in Auctions.

SUBSEQUENT UTILISATION OF AVAILABLE CASH

5.30 On review of 109 instances (Refer Exhibit 22)% where the cash on the ¢ettlement date was more

5.31

than 30% of the cumulative offered amount in Auction, subsequent n (Refer Annexure 18)%
of available cash is reviewed. Summary of amount verified sequent utilisation is

provided in the table below:

Table 23 Percentage range of cash availability
(Rs. in Million)

Range of excess cash Count of Cumulative Cumulative excess | Total amount for which
availability instances offered amount cash available subsequent utilization
percentage verified*

1 30-50 16,396.33 16,396.33
2 50-100 43,610.00 32,418.42 32,418.42
3 100-200 22,000.00 31,510.01 22000.00
4 200-400 14,500.00 40,192.97 14,500.00
5 400-900 6 5,000.00 31,650.31 5,000.00

1,26,310.00 1,52,168.04 90,314.75

Summary of subsequent utilisation of cash amounting to Rs. 90,314.75 Million is provided in the

table below. Refer next page for the year-wise break-up of subsequent utilisation of 109 instances.

8Refer Annexure 17 for the list of 109 instances where the EPF has not participated and cash available was more than 30% of cumulative
offered amount.

84 Refer Exhibit 22 for cashflow statements for 109 instances.

8 Refer Annexure 18 for details of subsequent utilisation for available cash in 109 instances.
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Table 24: Summary of subsequent utilisation of available cash (Rs. In Million)
# |Details Amount Percentage
(Rs. In Million)
1 Refund of contribution to members 34,115.62 37.77%
2 Invested in Primary Market (Treasury Bills 31,834.78 35.25%

and Treasury Bonds)

3 Invested in Secondary Market 24,364.35 26.98%
(Treasury Bills. Treasury Bonds, Equity and

Debentures)

Total amount of available cash verified 90,314.75 100.00%
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Table 25 Details of available cash utilisation

(Rs. In Million)

Year® | Available Cash | Count of

instances
! Refunds of

contribution
to members
and other

expenses (B)

Subsequent utilization

Primary Market

Treasury | Treasury | Treasury Bill Total % of
Bonds- |Bonds- (Auction/Direct | (C) (C/A)
Auction |Direct Placement)

Placement

Secondary Market

Treasury Treasury | Equity and | Total (D) % of
Bonds Bill Debentures (D/A)

2003 15,461.88 18 3,346.24  22% 405.26 577.49 982.75 %@ 11,096 4126 11,132.88 § 72% |
2004 5,972.68 5 1,539.99  26% 397.88 1,534.75  877.09 2,809.72 1,893.13 167.60  1,622.98 ) 27% |
2005%7

20067

2007 2,046.92 5 78522  38% 749.18 128.78 871,96 4% 28482 9240 652 383.74  19%
2008 22,567.32 30 8,926.53  40% 2,020.89 7,108.60 9.49  40%  3,467.11  843.97 20023  4,511.31 1 20% |
2009 10,409.20 24 4,986.58  48%  687.45 4,321.81 5,009.26  48% 319.33 94.03 1336 4%
2010 10,819.17 13 3,427.64  32% 2,447.34 2,863.59 531093 49% 2,080.60  2,080.60  19%
2012 6,000.00 3 2,278.44  38% 2,500.10 77 3,406.87  57%  249.58 65.11 31460 5%
2013 10,537.58 5 500242  47% 1,046.37 3.64 2,870.01  27% 592.97 2,072.18  2,665.15  25%
2014 6,500.00 6 3,822.5  59% 1,432.3 1,437.80  22%  1,051.58 188.06  1,239.64  19%

90,314.75

34,115.62

37.77%

6,599.93

31,834.79

35.24%

18,512.39

936.37

4,915.59

24,364.35

27.09%

>

8 For 2011, there were no instances where the cash available was more than 30% of offered amount.
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ANALYSIS OF SUBSEQUENT INVESTMENT IN PRIMARY MARKET

5.32 Amount of Rs. 31,834.78 Million, out of cash available amounting to Rs. 90,314.75 Million was

subsequently utilised for the Investments through Primary Market. On review of Investment made

in Primary Market, below mentioned were noted:

. Except in the years 2003, 2013 and 2014, more than the 40% of available cash was invested

through Auctions or Direct Placement; and
Out of Rs. 31,834.78 Million, amount of Rs. 4,313.77 Million (13.55%) was invested for the
Treasury Bills and remaining Rs. 27,521.02 Million (85.45%) was invested in the Treasury Bonds;

and
Out of total Rs. 27,521.02 Million invested in Treasury Bonds, amodnt of Rs. 6,599.93 Million
(23.98%) was invested in the subsequent Auctions and remaini “z0,921.09 (76.02%) Million

was invested in the subsequent Direct Placements.

LOSS ON SUBSEQUENT INVESTMENT IN TREASURY B@{ROUGH AUCTIONS
5.33 On review of subsequent Investments througbx amounting to Rs. 6,599.93 Million it was

A

identified that:
. In Eight instances of the EPF has n @ated in Auction, the same ISIN®was purchased for
—r——

value Rs. 2,594.43 Million. In fi
at the yield rate lower xha

of eight instances, the purchases were made in Auction
YR of Auction. The total loss due to excess price paid was
urchase amount Rs. 1448.79 Million). Out of 12.31 Million loss,
ion pertains to 2010, Rs. 0.57 Million pertains to 2008 and Rs. 0.32

amounting to Rs. 12.3
the amount of Rs. 11¢

he yield rate differences ranging from 3 to 37 basis points.

Million pertaij t@
In 11 insta of the EPF not participated in Auction, the different ISIN® was purchased for

e - T~
amounting of R$. 4,005.50 Million. On comparison of price and yield where the EPF has invested

in different ISIN subsequently in Auction, with the Secondary Market price and yield rate (“Two-
way quote”), noted that inw (four transactions of subsequent purchase), the

investment made is at yield rate lower than the Secondary Market Yield Rate. The total loss

due to excess price paid was amounting to Rs. 31.78 Million. The yield rate differences ranging
IR

from 9 to 37 basis points.

8 Same ISIN refers to ISIN for which the EPF has participated not participated in Auction.
8 Different ISIN refers to ISIN purchased in Secondary Market is different from ISIN that was issued in Auction where EPF has not

participated.
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C. Year wise amount of subsequent purchases made for same and different ISIN in Auction are provided in table below (Refer Annexure 19)%:

Table 26: Subsequent Investment of Treasury Bonds through Auction (Rs. In Million)
Year®! - Purchase of same ISIN Purchase of Different ISIN
Count of | Auctions | Count of | Auctions value Loss®? Range of | Count of | Auctions | Count of Amount of Loss Range of lower Total
Instances | Purchases | instances which (Rs. In | lower yield | Instances | Purchases | instances | purchase where | (Rs. In yield rate (C = A+B)
where caused loss Million) rate where purchased at Million | differences (in | (Rs. In
purchased differences purchased lower yield as basis points) Million)
through (in basis at lower compare to
Auctions points) yield as Secondary Market
which compare tc | Yield
caused Secondary |
loss Market Rate |
2004 2 397.88 2 397.88 (0.32)  3to5 : : \.J . : : 397.88
2008 4 1,554.73 1 409.09 (0.57) 6 5 466. - - - - 2,020.88
2009 - - - - - - 2 ﬁs - - - 687.45
2010 2 641.82 2 641.82 (11.42) 26 and 37 2 3 2 1,805.53 (29.03) 30 to 37 2447.35
2013 - - - - - - > 046.37 1 862.52 (2.75) 9 1,046.37

2,594.43 1448.79 { 4005.50 2,668.05 (31.78) 6,599.93

O
\\
(b&

9 Refer Annexure 19 for the details of subsequent Investment of Treasury Bonds through Auction where the EPF has not participated.

91 For 2005 and 2006, cashflow statements are not available the review. For 2003, 2007, 2012 and 2014 there were no purchases through Auction subsequent to Auction where the EPF has not
participated. For 2011, there were no instances where the cash available was more than 30% of offered amount.

92 The instances where the purchase price in Auction is more than the weighted average price, the difference is multiplied with the quantity purchased in the Secondary Market to compute the
loss.
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LOSS ON SUBSEQUENT INVESTMENT IN TREASURY BONDS IN DIRECT PLACEMENTS

5.34 On review of subsequent investments made through Direct Placements for the Treasury Bonds
amounting to Rs. 20,921.09 Million it was identified that:
A. In 15 instances of the EPF not participated in Auction, the same ISIN®3 was purchased for total

value Rs. 11,417.14 Million through Direct Placement in 20 transactions. In four out of 15

instances, the purchases were made in Direct Placement at the yield rate lower than the WAYR
of Auction. The total loss? due to excess price paid was amounting to Rs. 13.50 Million (purchase
value Rs. 2,488.37 Million). The yield rate differences ranging from 2 to 27 basis points; and

B. In 23 instances of the EPF not participated in Auction different ISIN®*> was purchased for

amounting of Rs. 9,503.95 Million. On comparison of price and yield where the EPF has invested

in Different ISIN subsequently in Direct Placement, with the Secondary Market price and yield

rate, noted that in Eight instances® (four transactions of susequent purchases), the

0
N
>

9 Same ISIN refers to ISIN for which the EPF has participated with short bid amount in Auction.

% The price of Secondary Market is compared with the weighted average price of the Auction and the instances where the purchase
price is more than Secondary Market, the difference due to high price paid is multiplied with the quantity purchased in the
Secondary Market to compute the loss.

% Different ISIN refers to ISIN purchased in Secondary Market is different from ISIN that was issued in Auction where the EPF has not
participated.

% For the count of different ISIN purchases an Auctions conducted on a day where the EPF has not participated are mentioned as
instances and subsequently count of instances is mentioned hereby as the transactions.

97 Refer Annexure 20 for subsequent purchase made in the Direct Placement where the EPF has not participated.
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Table 27 Subsequent Investment of Treasury Bonds through Direct Placement (Rs. In Million)

Year®® Same ISIN Different ISIN

Count of Direct Count of Direct Loss® Range of | Count of Direct Count of | Amount of Loss Range of

Instances | Placement- | instances - | Placement lower yield | Instances | Placement | instances | purchases lower yield

Purchases Direct -purchases | (Rs. In rate -Purchases where in Direct (Rs. In rate
Value Placement value Million) | differences Value purchased |Placement| Million) |differences|Million)
(A) purchases which (in basis (B) at lower | purchases (in basis
which caused loss points) yield as with the points)
caused loss compare to lower
Secondaiy | yield rate
Market yield
rate

2003 1 405.26 1 405.26 (0.28) 2 - o~ ) - - 405.26
2004 1 508.92 - - - - 1 1,025.83 - - - 1,534.75

2007 - - - .- - 2 749 - - - 749.18
2008 7 5,886.83 - - - &1.77 - - - 7,108.60
2009 5 3,921.65 2 1,388.63 (10.66) 16 to 27 N 400.15 3 400.16 (2.43) 17 4,321.81
2010 1 694.48 1 694.48 (2.56) 8 5 2,169.12 3 1086.82 (9.5) 22 2,863.59
2012 2,500.10 1 1500.06  (9.77) 20 2,500.10
1,437.80 172.55 1,437.80
11,417.14 2,488.37  (13.50) 23 9,503.95 3,159.59 20,921.09

% For 2005 and 2006, cashflow statements are not available the review. For 2011, there were no instances where the cash available was more than 30% of offered amount.
% The instances where the purchase price in Direct Placement is more than the weighted average price, the difference is multiplied with the quantity purchased in the Direct Placement to
compute the loss.
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ANALYSIS OF SUBSEQUENT INVESTMENT IN SECONDARY MARKET (Refer Table 25)

5.35 On a detailed analysis of the subsequent purchases made in the Secondary Market for Treasury
Bills, Treasury Bonds, Equity and Debentures amounting to Rs. 24,364.35 Million (26.97%) out of
Rs. 90,314.75 Million, it was noted that:

A. Approximately 72% of cash available in 2003 was utilised for purchase in Secondary Market
and in year 2004 and 2008; and 20%-29% of cash available was utilised for purchase in

Secondary Market;

B. An amount of Rs. 18,512.39 Million (75.98%), out of Rs. 24,826.23 Million was invested in the

Treasury Bonds in Secondary Market, across the above periods.

C. On detailed analysis of Rs. 18,512.39 Million invested in the Tre onds, it was noted that,
amount of Rs. 16,451.86 Million (86.80%) was utilised fog
Secondary Market in 2003, 2004 and 2008. O

hage of Treasury Bonds in

TRANSACTIONAL REVIEW OF INVESTMENTS IN TREASU NDS THROUGH SECONDARY MARKET

5.36 On review of subsequent Investments of Trea@ s made in the Secondary Market amounting
to Rs. 18,512.39 Million, following are the@ tions:

A. In 25 instances of the EPF not parti Auction, same ISIN'% was purchased for amounting
to Rs. 7,642.08 Million for 13#itrahsactions. In 15 out of 25 instances (78 transactions of
subsequent purchases) ghe @u s were made in Secondary Market at the yield rate lower
than WAYR of the respeeti tion. The total loss'®' due to excess price paid was amounting
to Rs. 16.08 Millio chdse value Rs. 4,531.54 Million). The yield rate differences ranging
from 0.4 to i ts. Out of Rs. 16.08 Million loss, the amount of Rs 15.57 Million pertains
to 2003 an nce Rs. 0.51 Million pertains to 2008;

B. In 43 instanceSY the different ISIN'? was purchased in Secondary Market for amounting of Rs.
10,870.31 Million for 114 transactions. Refer Section 11 of this Report for the loss to the EPF
due to the investment made in Secondary Market in comparison with Two-way quote rate
published by the PDD; and

C. Analysis of subsequent investment in Secondary Market, does not reflect trend indicating any

particular counterparties were benefitted due to non-participation of EPF in Auction.

190 Same ISIN refers to ISIN for which the EPF has participated with short bid amount in Auction.

9" The price of Secondary Market is compared with the weighted average price of the Auction and the instances where the purchase
price is more than Secondary Market, the difference due to high price paid is multiplied with the quantity purchased in the
Secondary Market to compute the loss.

102 pifferent ISIN refers to ISIN purchased in Secondary Market is different from ISIN that was issued in Auction where the EPF has not
participated.
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D. Year wise amount of subsequent purchase made for same ISIN in the Secondary Market are

provided in table below (Refer Annexure 21)'%3,

Table 28- Subsequent Investment for same ISIN in Secondary Market

YEAR!'04 Purchase of same ISIN
Count of  Secondary Count of Secondary  Loss'® Range of
Instances Market instances where Market lower yield
Purchases purchased in purchases rate
Value Secondary Market value differences
(A) which caused loss which (in basis
caused loss points)
2003106 12 5,870.72 12 3,888.34  (15.57) 0.4 to 32
2004 2 290.11 - - -
2007 1 105.01 - - -
2008 9 1,269.64 3 643.20 (0.51) 1to 10

2009 1 106.60
2012 - -
2013 - -
2014

7,642.08 4531.54  (16.08)

0
N
>

103 Refer Annexure 21 for the details of subsequent Investments in Treasury Bonds through Secondary Market where the EPF has not
participated.

104 For 2005 and 2006, cashflow statements are not available review. For 2010, there were no Secondary Market purchases
subsequent to Auction where the EPF has not participated. For 2011, there were no instances where the cash available was more
than 30% of offered amount.

1% The instances where the purchase price in Secondary Market is more than the weighted average price of Auction where the EPF
has not participated, the difference is multiplied with the quantity purchased in the Secondary Market to compute the loss.

196 |n absence of information of Secondary Market Rates for the Year 2003 and 2004, the comparison could not be made.
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NON-PARTICIPATION OF THE EPF IN THE AUCTION NOT DISCUSSED AT THE INVESTEMNT COMMITTEE
MEETING

5.37 Refer Section 4 of this Report, for detailed process followed by the EPF in respect of bidding
process and approval mechanism. As per the process understanding obtained during the discussions
with former employees of the EPF, all the EPF proposals for participation or non-participation in
Auctions were discussed in the Investment Committee, along with the rationale for the decision
to not participate in an Auction. On review of the Investment Committee minutes to identify the

reasons, if any, for not participating in the Auctions, the following anomalies were noted:

A. On review of 100 out of 190 instances during the period January 2003 to February 2015, where
the EPF has not participated (Refer Annexure 22 and Exhibit 21)'% where the minutes of
Investment Committee meetings were available, it was identified§that the reason for non-

participation in Auctions by the EPF were not recorded. It w ed that when the EPF

e )

participate in an Auction cannot be confirmed,§due non-availability of such decisions

participated in an Auction, the bid details were discussed in eetfngs and the same were

recorded in the minutes. However, the decision t estment Committee not to

recorded in the minutes. Although the Invesgmpent mittee meetings were conducted on

daily basis during the period 1 January 200 2009, such decisions / reasons were never

recorded in the minutes (Refer Annex® 1987 It is not clear if such non-participation was
itte

reported and it was deliberated at e.

B. In 90 (Refer Annexure 24)'%_oW§ o190 instances, minutes of the Investment Committee
meetings were not av ﬁ\js review. As per discussion with employees currently working
e®s of the EPF currently transferred to other departments of the

in the EPF, former e&
CBSL, and emplo% rated from the CBSL the non-participation of the EPF in the Auction

was not di d.

5.38 During an interview of 1 October 2019, with JDS Nanayakkara, the current Additional
Superintendent of the EPF (working in the EPF department from 1 April 2011), “...it was informed
that, “IC decision on non-participated Auctions, if any, was not lengthy as Direct Placement
avenue was the main source for Government Securities Investment for EPF in that period and
discussion on Government Securities was very limited in comparison to extensive Market

discussion...” . (Refer Exhibit 12)""1

107 Refer Annexure 22 and Exhibit 21 for 100 instances, where the minutes of Investment Committee meeting were made available
for Auctions where the EPF has not participated.

108 Refer Annexure 23 for list of members of the Investment Committee and the FMD.

109 Refer Annexure 24 for list of 92 instances where the Investment Committee minutes were not made available for review.

0 For the instances under review, attempted to trace the relevant minutes of Investment Committee meetings from the scanned
folder provided by the EPF department, on the Auction date, a day prior or subsequent to Auction date.

11 Refer Exhibit 12 for statement of fact signed by Mr. JDSJ Nanayakkara,
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5.39 During an interview, Mr. LY Dharmasena, (SEPF during 1 January 2007 to October 2008,) stated that
“..the EPF has followed the practice of Investment through Direct Placements rather than
participation in Auctions. On the starting of the vyear, projected cashflow statement was
submitted to the Monetary Board and basis that the EPF on regular basis got the instruction from
PDD for the Investment through the Direct Placements...”. (Refer Exhibit 12) 12

5.40 During an interview, Mr. LDDY Perera, (former Additional SEPF (during 13 June 2011 to 03 November
2013, and Deputy Superintendent during 16 July 2008 to 12 June 2011)), stated that “...For the
Investment in Government Securities, the EPF has followed the practice of majorly Investment
through Direct Placement and small quantity in Auctions. | could not re-collect the reason for EPF

not participation in many Auctions during my tenure 2008, 09 and 2010. As per my knowledge,

the reason for non-participation of EPF was not discussed...”. (Refer Exhibit 12) 13

5.41 During an interview, Mrs. BMWS Balasooriya'"4, (worked in FO of ry 2008 to 6 July 2011),
stated that “..During my tenure, as per my memory, non tion on Auctions was not

discussed in IC meetings...” (Refer Exhibit 12)'"°

5.42 During an interview, Mr. WGR Harshapriya (workeq in th during the Period of 21 February 2008

to 1 January 2017), stated that “...No one restLi e EPF for any action as per my knowledge
and nowhere it was mentioned that the EPF s {0 participate for every Auction”. The EPF may

have perceived conflict of interest wi e@icipating in Auction as the EPF and Public Debt
Department, both are under Centr nkNef Sri Lanka...”. (Refer Exhibit 12)'¢

QD
N
>

12 Refer Exhibit 12 for the statement of fact signed by LY Dharmasena.

13 Refer Exhibit 12 for the statement of fact statement signed by LDDY Perera.

114 Refer Exhibit 12 for the statement of fact signed by BMWS Balasooriya.

15 Refer Exhibit 12 for the statement of fact statement signed by BMWS Balasooriya.
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PERSONS RESPONSIBLE FOR EXECUTING THE TRANSACTIONS RESULTING LOSS TO THE EPF

5.43 On analysis of cash availability of 109 instances where cash was available on the settlement date
of Auction was more than 30% of cumulative offered amount, it was identified that the EPF has
incurred the loss of Rs. 96.75 Million (Rs. 41.89 on purchase of same ISIN and Rs. 53.82 on purchase
of different ISIN) on the purchase amount of Rs. 8,518.09 Million where the same ISIN was
purchased subsequent to Auction where the EPF has not participated. On review of underlying
supporting documents and HR records provided by the EPF management, below mentioned persons

were responsible for the executions and approval of the transactions during that period:

Table 29 Summary of person responsible

Year Same ISIN Different ISIN Responsibility

Transaction Loss Transaction| Loss Amount

Amount (Rs [ Amount | Amount (Rs | (Rs in Millions)
in Millions) (Rs in in Millions)

Millions)
2003 4,293.60 15.85 - - W A Wijewardena- Approval of Transaction
RG- € Member
N J Perera-SEPF Approval of Transaction
S Somapala-Addl Approval of Transaction
SEPF
@ J B Sumanabandara- Approval of Transaction
tQ DS
2004 397.88 0.32 \ - N J Perera-SEPF Approval of Transaction

* % S Somapala-Addl Approval of Transaction
\ SEPF

J B Sumanabandara- Approval of Transaction

\ .
M S M Husam-FO Recommendation and

Husam Execution of Transaction

H S S Fernando-MO Recommendation for the
Transaction

2008 1,052.29 1.08 - - W A Wijewardena- Approval of Transaction
DG- IC Member
P Samarasiri AG (SM) Approval of Transaction
L Y Dharmasena- Approval of Transaction
SEPF up to 8 Oct
2008)

D Wasantha -SEPF Approval of Transaction
(Period (from 21 July
2008)

K Gunatilake Approval of Transaction
Additional SEPF (3
July 2008)

M D Somaweera- DS Approval of Transaction

U H E Silva - DS, until Approval of Transaction
2 July 2008 and
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Year Same ISIN Different ISIN

Transaction Loss Transaction| Loss Amount

Amount [ Amount (Rs | (Rs in Millions)
(Rs in in Millions)

Millions)

Amount (Rs
in Millions)

Responsibility

Additional SEPF from
3 July 2008

D A G K Wijetunge-
DS (up to 2 July 2008

Approval of Transaction

LD DY Perera (from
16 July 2008)

Approval of Transaction

M S M Husam- FO- FM

Recommendation and
Execution of Transaction

B M W S Balasooriya-
FO

Recommendation and
Execution of Transaction

4
K Suthakaran-¢4O Recommendation for the
Analyst Transaction
2009 1,388.63 10.66 400.16 2.43 W A Wjj a- Ratification of Transaction
Mem ton July
9)
D S Wijesinghe - Ratification of Transaction
) Chairman- IC

N

Member (from 7 July
2009)

P Samarasiri- AG- IC
member

Ratification of Transaction

o)

D Wasantha- SEPF-up
to 31 August 2009

Approval of Transaction

M J S Abeysinghe -.
SEPF

Approval of Transaction

0
N
>

K Gunatilake- Approval of Transaction
Additional. SEPF
CMDNK Approval of Transaction

Seneviratne- DS up
till 01 September
20009 and
Additional. SEPF
(from 1 September
2009

LDDY Perera (from
16 July 2008)

Approval of Transaction

UHE

till 10 August 2009

Silva -
Additional. SEPF up

Approval of Transaction

Strictly private and confidential
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Same ISIN Different ISIN
Year  Transaction Loss Transaction Loss Amount Responsibility
Amount Amount  Amount (Rs (Rs in
(Rs in (Rs in in Millions) Millions)
Millions) Millions)
2010 1,336.30 13.98 2,892.35 38.53  BDWA Silva- AG(S) from 15 Ratification of

June 2010 Transaction
KGDD Dheerasinghe - DG(D) Ratification of
Chairman Transaction

R Dheerasinghe - SEPF (from  Approval of Transaction
21 June 2010)

K Gunatilake- Additional. Approval of Transaction

SEPF

CMDNK Seneviratne- Approval of Transaction
Additional. SEPF

LDDY Perera-DS \ Approval of Transaction

Approval of Transaction

Recommendation and
Execution of Transaction

Recommendation and
Execution of Transaction

S Balasooriya-FO Recommendation and
Execution of Transaction
2012 - - 1,500.06 9. K Gunatilake- Additional. Approval of Transaction
SEPF
@ CMDNK Seneviratne- Approval of Transaction
Additional. SEPF
LDDY Perera-DS Approval of Transaction
¢ % JDSJ Nanayakkara Recommendation of
\ Senior Assistant  Transaction
K Superintendent
GACN Ganepola Recommendation of
Assistant Superintendent Transaction
GBMP Dissanayake Recommendation of
Assistant Superintendent Transaction
WGR Harshapriya- Approval of Transaction
Senior Assistant
Superintendent
2013 - - 862.52 2.75 PWDNR Rodrigo SEPF Approval of Transaction
K Gunathilake Approval of Transaction
SEPF
CMDNK Seneviratne- Approval of Transaction
Additional. SEPF
LDDY Perra Approval of Transaction
Additional. SEPF
JDSJ Nanayakkara Approval of Transaction
Acting Deputy
Superintendent
T Udayaseelan Approval of Transaction
94 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

Senior Assistant
Superintendent

2014 - - 172.55 0.34 PWDNR Rodrigo SEPF Approval of Transaction

TDH Karunarathne Approval of Transaction
Additional SEPF

MSK Dharmawardena Approval of Transaction
Additional SEPF

AGU Thilkarathna Approval of Transaction
Additional SEPF

JDSJ Nanayakkara Approval of Transaction
DS

T Udayaseelan Execution of Transaction
Senior Assistant
Superintendent‘

OQ*
X
BN
’\\‘0{0
>

"7 Total loss on the subsequent Investment in Auction, Direct Placement and Secondary Market.
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REVIEW OF VOICE RECORDINGS

5.44 Voice records pertaining to 167 dates''® were requested from the 11 Primary Dealers. However,
voice records pertaining to 4 (four) dates from three Primary Dealers were only provided. On
review of voice records to the extent of the data made available, there is no conversation noted

that pertained to Auctions or Secondary Market transaction with the EPF. (Refer Annexure 25)'1°,

5.45 There are no voice records facility installed at the FMD of the EPF. Also, use of mobile phones by

employees was allowed during work hours in the FMD.
CONCLUSION

5.46 During the period of January 2003 to February 2015, the EPF has participated in 275 Auctions
(offered value of Rs. 4,72,350 Million) and won 246 Auctions (awarded Value Rs. 2,92,880 Million,
62%). The EPF also has a target to invest 80-96% (Refer Exhibit 23)‘Qh nds in the Government

Securities. The EPF being the major participant in the AuctQ participation of the EPF in

the Auctions could give an opportunity to other Prim e to get better yield rates in the
Auctions.
5.47 From discussion with the Fund Managers and anagement, it appears that at times the

PDD requests'?! the EPF not to participatgsi ction and invest the EPF’s funds through Direct
Placement. Further, on review of sub ®Jtilisation of available cash, it indicates that 23%
(Rs. 20,921.09 Million) of availa sh®was invested in the Treasury Bonds through Direct
Placements. The proportiog of% lacement was higher than any other Investments made by

the EPF. (Refer Section 8, \

>

dings relating to Investment made through Direct Placement).

118 Refer Section 3 for rationale of selection of dates for the voice recording requested.

19 Refer Annexure 25 for list of dates for voice records requested and response from Primary Dealers where the EPF has not
participated.

120 Refer Exhibit 23, Extract of Section 3, “Asset Allocation” of Investment Policy Statement, December 2011.

121 Refer the statement of fact by the Mr. LY Dharmasena and Mr. LDDY Perera.
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5.48 On review of subsequent Investments (available cash Rs. 90,314.75 Million) in Treasury Bonds
through Auctions, Direct Placements and Secondary Market purchases, it was noted that
subsequent Investment for purchase of same ISIN and different ISIN has caused loss to the EPF
amounting Rs. 41.89 Million and Rs. 53.82 Million respectively. Summary of loss due to purchase in
Auctions, Direct Placements and Secondary Market is provided in table below:

Table 30 Details of Loss on subsequent Investment (Rs. In Million)

Subsequent Same ISIN Different ISIN
1

Investment
Amount of Loss Amount of Loss
Purchase Purchase

Auctions 1,448.79 12.31 2,668.05 31.78
2 Direct 2,488.37 13.50 3,159.59 22.04
Placements
3 Secondary 4,531.54 16.08 - -
Market .

8,468.70 5,827.64

5.49 In the absence of corroborative evidences viz. voice§ecords and documented reasons for non-

participation in Auctions; any benefit to the icials or any Primary Dealers could not be

commented upon. Q

5.50 The reason for DP chosen as preferred r ile ITG provides both the investment option, is not
explained and is considered of que able and unusual.
5.51 Non record of Investmen deliberations, if any, on non-participation in Auction while

the Auction participatic& ussed, is unusual and indicates possible tacit approvals of IC

whereby only the r, details are discussed. This also indicates absence of proactive
supervision a tr Investment Committee on investments throughout the period.
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6. PARTIAL PARTICIPATION IN AUCTIONS BY
THE EPF IN TREASURY BONDS AUCTIONS

Overview

6.1 The EPF being the Captive Source for the PDD and having the requirement to invest over 80% of
its surplus funds in Government Securities and maximise returns for its investors, is expected to
participate actively in Auctions as a preferred source over Secondary Market investments. During
the Review Period, instances were noted wherein the EPF had participated in the Auctions
conducted by the PDD, however did not submit bids for the full value of the offered amount in the
Auction. In these instances, it was noted that the EPF has surplus funds exceeding the value

offered by the PDD for the Auction. Analysis was conducted in respect of cases of such investments

of lower value offered in Auctions to identify the existence, i of indications of non-

investments of the surplus funds. Provided below are fhe d of observations on the analysis:

6.2 During the periods prior to 2015, the EPF’s in%n Primary Market were predominantly

through Direct Placements. Accordingly, the E
not unusual.

6.3  For the period 28 October 2004 to 28 @2015, the EPF participated in 240 Auctions out of
386 Auctions (62%) for offered valu&of Rs. 414.75 Billion. (Refer Annexure 26)'22,

al participation in Auctions is explained as

Table 31- Detail of Auctio 3 tiCi d by the EPF
(Rs. In Billion)
2014 2015*

Description 2004 2005 2006 2007 2008 2009 2010 2011

Count of
Auctions
Participated
by EPF
Offered 8.50 ¥80.50 53.25 10.00 14.50 17.50 23.00 21.00 47.00 122.00 16.50 1.00 414.75
Value (Rs.

In Billion)

Total Value 5.00 25.25 17.88 6.30 5.50 9.20 17.75 21.00 47.00 120.50 15.50 2.00 292.88
Participated

by the EPF

(Rs. In

Billion)

2012 2013 Total

122 Refer Annexure 26 for the list of 240 Auctions participated by the EPF.
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6.4 On comparison of offered value against the bid value by the EPF in the Auctions, it was noted that
the EPF had bid less than offered amount in 137 out of 240 Auctions (57%). The cumulative value
of 137 bids submitted by the EPF amounted to Rs. 62.63 Billion against the offered value of

Rs.186.50 Billion (34%). Summary of year wise short bid value by the EPF is as follows:

Table 32 - Detail of short bid value by the EPF (Rs. In Billion)
Description  Unit 2004 = 2005 2006 2007 2008 2009 2010: 2011 2012 2013 2014 2015* Total
Auctions Auction 4 I 51 38 5 16 11 9 I 2 1 - 137
bid by EPF Count I 1
m;: eSS “Otfered 8.50 179.50 50.50 6.00 14.00 13.50 8.50 | 400 2.00 - 186.50
Value
offered I I
amount (@) I 1
Bid 5.00 1 24.25 15.13 2.30 5.00 4.70 3.251 2.00 1.00 - 62.63
Value I 1
| |
(b) | 1
Short 3.50  55.25 35.37 3.70 9.00 8.80 5.25] - .00 1.00 - 123.87
Bid I 1
Value | | .
(c=a-b) - N\
% of Short 41% 69% 70% 62% 64% 65% = 50% 50%
Bid
“Review Eer_iod include January and February 2015
1 | Short bid percentage more than 60%

o

Approach and methodology for@ysing the EPF partial participation in

Auctions

6.5 To analyse the instances wh@ EPF has participated with less value in the Auctions as
compared to offered va vailability of cash on the settlement date of Auctions was

identified from the % ashflow statements provided by the EPF management.
l

6.6 As per annua y investment plan submitted by the EPF department to the Monetary
Board, amount @f surplus cash shall be invested in Government Securities, equity and debentures
etc. In this respect, the Investment Trading Guidelines or the Investment Policy Statement also

does not specify that any defined % of funds available shall be invested.
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6.7 The method adopted for the computation of cash availability on the settlement date of Auctions

is provided below:

Opening balance of Bank Accounts'?

Additions

Reverse Repo Maturities in the Bank Account

Reverse Repo Maturities from other banks in RTGS Account

Maturities from PDD for Treasury Bonds and Treasury Bills RTGS Account

Interest Income / Dividend Income on the Government Securities and other securities in
RTGS Account

Deductions

Refund of contributions

Provision on the unrepresented Cheques / Account Clearing Balance

Amount invested in Primary Market for Treasury Bills

Face value'* of amount bid by the EPF in Auction forfithe investment in Treasury Bonds

the
computation

Not included in  Amount invested in the Secondary Mark@reasury Bond

3

0
N
>

123 As per cashflow statement provided by the EPF department, opening balance of bank accounts includes the amount of
contribution received on that day from the members of the EPF.
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6.8

6.9

6.10

6.12

6.13

6.14

As discussed with the EPF, projected future daily cashflow statements were not documented for
the Review Period. In the absence of the same, actual cashflow statement on the date of

settlement of Auction has been considered for the computation of cash availability.

Compared the available cash on the settlement date of Auction with the cumulative'?® amount of
short bid by the EPF. Instances where available cash exceeds more than 30% of cumulative short

amount bid by the EPF, for said instances the subsequent utilisation was identified.

The instances where the available cash is more than 100% of short amount bid by the EPF, the
subsequent utilisation is identified to the extent of cumulative offered amount short bid by the
EPF.

To identify the subsequent utilisation of the funds available on the settlement date of Auction, the

funds were assumed to be utilised in below sequential order of priority,based on the analysis and

requirement:

A. Refund of contribution;

B. Primary Market Auction - Treasury Bonds;

C. Primary Market Private Placement - Treasury Bonds

D. Primary Market Auction or Private Placement- {igasu ls/CBSL Securities DOD;
E. Secondary Market - Treasury Bonds;

F. Secondary Market - Treasury Bills; Q

G. Investments in Equity and Corporate nglires; and

For subsequent utilisation, the pr made for unrepresented cheques and account clearing

balance are not taken into gon tton, as actual outflows are considered.

While identifying the uti %of available cash, partial amount of transaction is considered to
the extent of avai &sh to complete the subsequent fund utilisation. Illustration: On
settlement d mailable cash is Rs. 500 Million, amount invested on next day in Direct
Placement: Rs.N600 Million; Investment transaction amount required to extent to complete the

available cash i.e. Rs. 500 Million will be considered. (Refer Annexure 18)'%

Instances where the same ISIN is purchased subsequent to the Auction date in which the EPF has
bid short amount in Auction, compared the subsequent purchase yield rate and price with WAYR

and weighted average price'? in the respective Auction, to identify the loss, if any. Where the

125 Cumulative short bid amount refers to total amount short bid by the EPF in the multiple Auctions conducted by the PDD on a

single day.

126 The instances where the partial amount is considered, refer Column, “Remarks” in the Annexure 18.
127 For loss computation, prices of Treasury Bonds purchased is considered price after tax without accrued interest (clean price after

tax)
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6.15

6.16

6.17

purchases are made subsequent to the settlement date of Auction, a comparable price is computed

based on the WAYR of Auction and the settlement date of subsequent purchases.

In case where the different ISIN is purchased subsequent to Auction date in which the EPF has bid
less than the offered amount in Auction, subsequent purchases price and yield rate was compared
with ask yield rate and price from the daily report of the PDD (“Two-way quote” / “Secondary
Market Rate”), to identify the loss, if any. Instances where the Secondary Market rate information
is not available on the date of subsequent purchase, Secondary Market rate is taken two days prior

to the subsequent purchase date, if available.

The counterparty wise analysis is used to identify the loss to the EPF in the Secondary Market
transaction (i.e. the subsequent Secondary Market purchase price is higher than weighted average
price of Auction). Further, it was identified that the transactions if any, were entered with
counterparty who was awarded in Auction where the EPF has partiallfj bid in the Auctions. The
analysis would reflect, if the EPF has bid short amount to provide 1 the other participants

who was awarded in Auction.

Instances where the available cash was less than 30% @©f cu ve amount short bid by the EPF,

verified the investment made prior to three to five workj ays of settlement date of Auction, to

identify the following: \
A. Reverse-repo transactions entered wi@@imary Dealers who was awarded in Auctions

where the short amount was bid by to identify, if any, facilitation made by the EPF by

providing funds to Primary deal foke the settlement date of Auction; and
B. Investment made in Second% et for same ISIN or Different ISIN.
*

N
>
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Partial participation in Auction while sufficient cash is available

6.18 Review of “Daily Cashflow Statements” to analyse the availability of funds in 137 instances where
the short amount was bid by the EPF in the Auction, on a settlement date of the Auctions, the

following anomalies were noted:

A. The cashflow statements were not available for 91 out of 137 instances to identify the
availability of cash on the settlement date of Auctions. Following is a summary of year wise
cumulative value of offered amount where the cashflow statements were not available: (Refer

Annexure 27)'%8

Table 33 - Cashflow statement not available (Rs. In Million)

# Year' Countof Cumulative Cumulative % of amount Cumulative % of short bid by

instances offered bid amount bid by the amount short the EPF
amount (A) by the EPF EPF (C=B/A) bid by the EPF
(B)
1 20040 2 5,000 3,000 60n00% 2,000 40.00%
2 2005 51 79,500 24,250 D.50% 55,250 69.50%
3 2006 38 50,500 15,128 =29.95% 35,375 70.00%

135,000 42,375

B. Although the cashflow statement wés @ailable in 89 instances pertaining to 2005 and 2006

and 2 (two) instances pertainin 2004, to check the availability of cash, verified the purchases

made in the Secondary Mar subsequent Five working days from the settlement date of
Auction, it was noted \

1. In13i same ISIN'3" was purchased for amounting to Rs. 1,620 Million; the

purch ade in Secondary Market were at the yield equal or higher than the WAYR of

132

Auction; i.€. the investments were beneficial to the EPF (Refer Annexure 28)

128 Refer Annexure 27 for 91 instances where the cashflow statement were not available.

12 The data pertaining to 2005 and 2006 has not been made available for review. Refer Exhibit 20 for email confirmation from the
EPF for non-availability of cashflow statements for 2005 and 2006.

30 For two instances of 2004 dated 31 December 2004, the settlement date falls in the year 2005.

131 Same ISIN refers to ISIN where the EPF has participated with short bid amount in Auction.

132 Refer Annexure 28 for details of same ISIN purchased in the Secondary market within Five working days of settlement date of
Auction.
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2. In10instances, a different ISIN133 was purchased for amounting of Rs. 2000 Million; In two
(purchase value amounting to Rs. 300 Million) out of 10 instances. Refer Section 11 of this
Report for loss computation to the EPF due to the investment made in Secondary Market

in comparison with Two-way quote rate published by the PDD.

3. On the analysis of 46 instances'*, where the cashflow statement was available, in 22
instances available cash on the settlement date of Auction was more than 30% of
cumulative amount short bid by the EPF. The cumulative excess cash available for such 22
instances was Rs. 30,961.32 Million and cumulative short amount bid by the EPF was Rs.

14,650 Million. (Refer Annexure 29)135,

Subsequent utilisation of available cash

6.19 On review of 22 instances where the cash on the settlement dat a$, more than 30% of short

amount bid by the EPF. Summary of amount to be verified for the, uept utilisation is provided

in the table below: 0

Table 34 - Range of cash availability

(Rs. In Million)

Range of Count of  Cumulative Cumulative Total amount
cash instances amount excess cash for which
availability short bid by available subsequent
percentage the EPF (B) utilization
(A) verified
(Least value of
A and B)

1 30-100 4,111.69 4,111.69
2 100-200 5,900 10,914.25 5,900.00
3 200-400 2,100 7,167.83 2,100.00
4 400-700 300 1,321.34 300.00
5 700-1030 N 3 850 7,446.21 850.00

14,650 30,961.32 13,261.69

6.20 Summary of sulg€quent utilisation of cash amounting to Rs. 13,261.69 Million is provided in the

table below:

Table 35 - Summary of subsequent utilisation (Rs. In Million)
# Details Amount Percentage

1 Refund of PF contributions 4,430.33 33.41%

2 Invested in Primary Market (Treasury 3,739.73 28.20%

Bonds and Treasury Bills)

133 Different ISIN refers to ISIN other than ISIN issued in Auction, where the EPF has participated with short bid amount in Auction.
134 16 out of 46 instances has been covered in Section 5, instances where the EPF has not participated in respective Auctions when
the multiple Auctions were conducted on single date by the PDD, Refer Section 5 of this Report for details, hence the same is
excluded from this Section coverage perspective.
135 Refer Annexure 29 for 22 instances where the available cash is more than 30% cumulative amount short bid by the EPF.
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# Details Amount Percentage

3 Invested in Secondary Market 5,091.63 38.39%
(Treasury Bonds, Treasury Bills, Equity
and Debentures)

Total amount of available cash utilized 13,261.69 100.00%
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6.21 Year wise summary of subsequent utilisation in 22 instances amounting to Rs. 13,261.69 Million'3¢ is provided in table below (Refer Annexure 30
and Exhibit 25)"7:

Table 36 - Details of funds utilisation (Rs. In Million)

Year’ Funds Number Subsequent utilization
ava(llia)ble instgz s Refunds % Primary Market Secondary Market

payments to | (B/A)

B s Treasury | Treasury | Treasury Bill | Subtotal | % of Treasury |Treasury| Equity and | Subtotal | % of

ciod Gl Bonds- Bonds- | (Auction/Direct (©) (C/A) Bonds Bill Debentures (D) (D/A)

- Auction Direct Placement) (E)

penses
Placement

2007 5,311.69 5 1,306.04 25% - 438.87 2,279.96 2, 51% 125.10 98.28 1,063.44 1286.82 24%
2008 1,900.00 6 461.96 24% - - 1,020.90 920.90 54% 411.85 - 5.29 417.14  22%
2009 550.00 3 145.71  26% - - - - 404.29 - - 404.29 | 74% 1
2010 3,000.00 6 1,200.79 40% - - - - - 415.37 - 1,383.84 1,799.21 :60% !
2013 1,500.00 1 601.94  40% - - ' - - - 882.74 - 15.32 898.06 L6_0‘7&_!
2014 1,000.00 1 713.89 71% - - - - 223.70 - 62.41 286.11  29%

Total  13,261.69 4,430.33 \ 3,300.86 3,739.73 28%  2,463.05 98.28 2,530.30 5,091.63 38%

3 The above utilization of the funds in 15 instances is ended up to the next 4 (four) days and in balance 7 (seven) instances it was in the range of 5-8 days from the settlement date of Auction.
Refer Annexure 33 Column ‘O’ for details.
137 Refer Annexure 30 for details of subsequent utilization in 22 instances and Exhibit 25 for the cashflow statements.
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6.22

6.23

Out of Rs. 3,739.73 Million invested in the Primary Market, an amount of Rs. 3,300.86 Million was
invested in Treasury Bills and the balance of Rs. 438.87 Million was subsequently utilised for
purchase of Treasury Bonds in the Direct Placement. It may be noted that the purchase of Treasury

Bonds was at the equal or higher than the Auction WAYR. (Refer Annexure 31)'3®

On analysis of the funds invested in the Secondary Market amounting to Rs. 5,091.63 Million out of
cash available Rs 13,261.69 Million, it was noted that Rs. 2,463.05 Million, was invested in Treasury
Bonds. On review of subsequent investment in Treasury Bonds made in the Secondary Market

amounting to 2,463.05 Million: (Refer Annexure 35)"*° it was noted that:

A. In five instances, the same ISIN'# was purchased for amounting to Rs. 1,337.53 Million; the
purchases made in the Secondary Market were at the yield equal or higher than the WAYR of
Auction; and

B. Ineightinstances, the different ISIN was purchased for amountin . 1,125.52 Million. Refer
Section 11 of this Report for the loss to the EPF due to t stnlent made in Secondary

DD; and

not reflect trend indicating any

Market in comparison with two-way quote rate publishe
C. Analysis of subsequent investment in Secondary

particular counterparties were benefitted due to p articipation of EPF in Auction;

A\

Non-compliance to Investment policy statenﬁ@nd Investment trading guidelines

6.24 Refer Section 4 of this Report for detgi @cess followed by the EPF with respect to bidding

process and approval mechanism. iew of approval documents as per the Investment policy
Statement 2002 (“IPS 2002;’),% ent Trading Guidelines (“ITG”) 2007 and ITG 2011 (Refer

Exhibit 24 and Annexure \ ollowing anomalies were noted in 46 transactions:

Board / th
period fro October 2004 till 21 March 2007, the following anomalies were noted:

A. As per the IPS 20 investments made by the EPF should be approved by the Monetary
Committee from time to time. In 4 (four) instances pertaining to the

138 Refer Annexure 31 for details of subsequent purchases made through Direct Placement.

139 Refer Annexure 32 for details of subsequent purchases made through Secondary Market.

140 Same ISIN refers to ISIN for which the EPF has participated with short bid amount in Auction.

141 Refer Exhibit 24 for Extract of approval required for Primary Market Transaction as per IPS 2002 and ITG 2007 and 2011 and
Annexure 33 for details of persons worked in FMD of the EPF.
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Table 37- Violation of approvals as per the Investment Policy Statement, 2002

Auction Date EPF Bid value  Description of Anomalies

(Rs. in Million)

’ 30-11-2004  LKB00306I019 1,000 In two instances, the rpinutes of
the Investment Committee

meetings were not available for
review. In the absence of minutes,
13-12-2004  LKB00306l019 1,000 the required approval for the
investments made could not be
confirmed.

In an instance, the transaction
was recorded in the minutes of
the Investment Committee

3 23'01 '2007 LKB00609K012 300 meeting W]t out recording the
reason f EPF bid amount
was | n the offered amount.
(R it 26)'4

| stahce, the transaction
s not recorded in the minutes
the Investment Committee
meeting conducted on the date of

\ Auction. Therefore, it cannot be
4 12-Feb-2007  LKB00410KO015 0 confirmed that whether the
adequate approval was obtained

from the Investment Committee.
(Refer Exhibit 26) '4*

O
6.25 As per ITG 2007, on revie\&morting documents in respect of 39 for the period 22 March 2007

to 30 November 201 e%following anomalies were noted:

A. In 8 (eigh ances of bid value Rs. 950 Million where the transaction was required to be
approved by D or SEPF subject to ratification by the Investment Committee, it was noted

that (Refer Annexure 34)'44:

1. In 5 (five) instances of bid value Rs. 600 Million, the FMD recommendation sheet was not
available. In the absence of the FMD recommendation sheet, it cannot be confirmed that

these transactions were approved by the HFMD or SEPF;

142 Refer Exhibit 26 for a copy of the minutes of Investment Committee minutes of 23 January 2007 and 12 February 2007.

143 Refer Exhibit 26 for the copy of the minutes of Investment Committee minutes dated 23 January 2007 and 12 February 2007.

144 Refer Annexure 34 for anomalies noted on review of 8 (eight) instances pertaining to the period 21 March 2007 to 30 November
2011.
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2. In 5 (five) instances of bid value Rs. 600 Million (Refer Exhibit 28)'4, the approval of
transaction was not recorded in the immediate subsequent Investment Committee
meetings. Therefore, it could not be confirmed that the transactions mentioned above was

discussed in the Investment Committee meeting and ratified; and

3. In 2 (two) instances of bid value Rs. 200 Million, where the FMD recommendation sheet
was available, decision and justification to quote the bid amount less than the offered was
not recorded. (Refer Exhibit 27)'4

B. In 31 instances of bid value Rs. 13,200 Million where the transaction was required to be
approved by the Investment Committee due to transaction value exceeding per day / per trade
limit specified. In all these instances, the approval of transaction was not recorded in the
minutes of Investment Committee meetings. Therefore, it canno§be confirmed that these
transactions were approved by the Investment Committee. nexure 35 and Exhibit
29)147

6.26 As per ITG 2011, anomalies were noted on review of supper @. pcUtnents in respect of 3 (three)

out of 46 instances for the period 1 December 2011 till 28 F&bruary 2015:

A. As per ITG, the FMD evaluates the offers gf, Trea Bond issued by the PDD and make

investment recommendation to the SEPF. &, there is no such evaluation report in all 3
instances made available for the reyiewNzconfirming whether the FMD had prepared and
submitted to the SEPF.

B. In 2 (two) (bid value Rs. 1 illfon) out of 3 (three) instances pertaining to 1 December
2011 to 28 February 2Q18%, FMD recommendation sheet was not available where the
approving authority @i \e document. In the absence of FMD recommendation sheet, it

could not be co@&that these transactions were approved by the HFMD, DS, Additional.

e

SEPF or S nnexure 36)'®

6.27 On monthly basiSjall the transactions of previous month are reported to the Monetary Board for
approval along with an investment plan. In 2 (two) instances of bid value Rs. 800 Million out of 46
instances, it was noted that transaction was not reported to the Monetary Board. (Refer Annexure
37 and Exhibit 30)'#

145 Refer Exhibit 28 for 5 (five) instances where the transaction was not ratified in the minutes of immediate Investment Committee
meeting.

146 Refer Exhibit 27 for 2 (two) instances where the reason to quote bid amount less than offered amount in Auction was not
specified.

147 Refer Annexure 35 and Exhibit 29 for the instances where the transaction was not approved by the Investment Committee.

148 Refer Annexure 36 for two instances where FMD recommendation sheet not available.

149 Refer Annexure 37 and Exhibit 30 for two instances transactions were not reported to the Monetary Board.
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6.28

6.29

6.30

6.31

6.32

6.33

During an interview of 2 October 2019, with Mr. Thurasisingam Udayaseelan, the former Senior
Assistant Superintendent (dealer worked in MO division in the EPF during 2008 to 2013), stated
that, “...As per practice, MO of the FMD evaluates the rate to be bided in Auction, based on the
various economic factors and market scenario. The bid rate is communicated to the Higher
management of the EPF through recommendation sheet. Based on the recommendation sheet
signed by the Higher management of the EPF, BO of FMD submits the bids in the AS/400 System.
There was no practice of preparing /documenting the MO evaluation Report (Consist of Maturity
profile, Inflation, Liquidity, Future expected interest rate which is attached to the MO

Recommendation sheet...”. (Refer Exhibit 12)'0

Unavailability of voice records
Voice records pertaining to 43 Auction dates, where the EPF has bid s%mount, were requested
ro

from 8 (eight) Primary Dealers. However, the records were ed for review. (Refer

Annexure 38)"' Q
There is no voice records facility installed in the FMD @nd t ile phones are being allowed to

use by the employees of the FMD. \
Conclusion QQ

In 2005 and 2006, cashflow statemen

amount less than the offered (Rs&Q0,625 Million). In the absence of cashflow statements, the

ot available to identify the reasons for the EPF bid

subsequent utilisation could n rformed to identify, if the short bid amount was utilised at
the lesser return on inve

idding for the complete offered amount in the Auctions.

There was no trend j nterparties in the cases where the EPF purchased securities in the
Secondary Mar @b

The decision ta by the management of the EPF with respect to bid amount less than offered in
Auction for instances where enough cash was available, were not documented in the minutes of

the Investment Committee meetings and in the MO recommendation.

150 Refer Exhibit 12 for statement of fact signed by Mr. Thurasisingam Udayaseelan.
151 Refer Annexure 38 for the details of voice record requested and response from the Primary Dealers.
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6.34 Due to the below mentioned limitations in gathering the corroborative evidences, the nexus
between the CBSL officials or officers from the Primary dealers or any other party benefited at the

expenses of the EPF, cannot be established:

A. Unavailability of emails of FMD officials for the period prior to 2012'%?; refer Section 16 of
Report for details of unavailability of emails;
Non-implementation of voice recording system in the FMD of EPF; and
Unavailability of voice records from the Primary Dealers'3; refer Section 14 of this Report for

details.

OQ§
X
BN
’\\‘b@
>

152 CBSL changed the email platform from Lotus Notes to MS Outlook during 2012. Back-up of email communications related to the
periods prior to 2012 are not retained by IDT.
153 Refer Annexure 38 for details of voice records requested and received.

1M1 |Page
Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

7.

7.1

7.2

7.3

7.4

7.5

EPF BIDS REJECTED COMPLETELY / PARTIALLY
IN THE TREASURY BOND AUCTIONS

Overview

The EPF having the requirement to invest over 80% of its surplus funds in Government Securities
and maximize returns for its investors, is expected to actively participate in Auctions and be
competitive in the bidding and achieve maximum success ratio. During the review, Auctions were
noted wherein the PDD rejected the bids submitted by the EPF either fully or partially. In certain
Auctions, EPF’s bid rate was significantly lower than the weighted average yield rates of the
previous Auction. Further, in certain instances, the bids submitted by the EPF were substantially
near to the bid rates of other Primary Dealers. Analysis of the EPF’s bidding pattern was performed

to examine the bids’ veracity of the EPF’s determination of the bid gate§ whether such higher bid

rates were approved by the Investment Committee and if there i ncejthat indicates potential
divulgence of irregularities, if any, in terms of price sensiti ation about EPF’s bids with
external entities. Provided below are the details of tife obs ons on the analysis performed:

During 19 October 2004 to 28 February 2015, thge PDD cted 386 Auctions out of which, the
EPF participated in 240 Auctions. \

On analysis of 240'>* Auctions participated PF where the EPF had submitted bids, in 25 out

of 240 instances where the bids in Au re completely rejected and in 23 instances where

the bids were rejected partially.

An analysis of the bid rejecti r@ partial) could not be performed for the period from January
0d

2002 till 19 October 2004, ata is not available.

Summary of year wi% of bids submitted by the EPF and the amount accepted by the PDD is

as follows:

154 240 Auctions represent Auction participation by the EPF during 19 October 2004 to 28 February 2015. The rejection analysis is not
performed, in respect of Auctions participated by the EPF during the period January 2002 to 19 October 2004, due to non-availability of
information at the EPF and the PDD.
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Table 38- Details of bids submitted by EPF and accepted by the PDD (Rs. In Billion)

Description 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Total

Value of bid 5.00 25.25 17.87 6.30 5.50 9.20 17.75 21.00 47.00 120.5 15.50 2.00 292.88
submitted by
the EPF (a)

Value of Bid 3.00 20.40 14.33 3.97  5.35 7.75 17.27 21.00 47.00 113.29 13.50 2.00 268.86
accepted by
the PDD (b)

Value of Bid 2.00 4.85 3.54 2.33 0.15 1.45 0.48 0 0 7.21 2.00 0 24.02
rejected c= (a-
B)

% of 60% 81% 80% 97% 84% 97% 100% 100% 94% 87% 100% 92%

Acceptance

The success ratio of bids submitted by the EPF through ti@a
2009.

ess than 85% during 2004 till

7.7 Further, NSB Fund Management (40%), Bank of Cﬁg o) and People’s Bank (14%) were among
the top three Primary Dealer who won those re EPF’s bid was rejected completely and

/or partially during the period 28 October, 28 February 2015. (Refer Annexure 39)'%

Approach and methodology nalysing EPF rejection in Auctions

7.8 As per practice, weighted we% d rate / cut-off yield rate of previous Auction and ask yield

rate published by the P -way quotes / Secondary Market Rate”) are taken as basis to

evaluate the yield r%e oted in Auction.

7.9 Analysed thed C f the EPF bids where rejections were there either partially / fully in
respective Aucti@gns. Comparison was made with the yield rate quoted by the EPF with cut-off
yield rate of the Auction and identified the instances where the EPF yield rate was higher than 10

basis points from the cut-off yield rate in the respective Auction where the EPF bids were rejected.

155 Refer Annexure 39 for the details of winner of Auction with % based on value in Auctions where the EPF bids were rejected
completely and partially
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7.10 The instances where the EPF quoted yield rate was higher than the cut-off yield rate by more than
10 basis points, comparison of yield rate of the EPF was made with below mentioned to identify if
EPF quoted yield rate was off market:

A. Weighted average yield rate of Auction prior to two weeks (“Previous Auction”);
B. Ask yield rate from the daily report of the PDD (“Two-way quote”) i.e. Secondary Market yield
rate on the Auction date of same ISIN or a day / two day prior to Auction date; if rate is not

available on the Auction date.

7.11 Subsequent purchases from Secondary Market: Identified purchases made by the EPF in Secondary
Market, within five working days'® of settlement date, for the same ISIN for which the EPF bids
were rejected in Auction and identified the instances where the yield rate of subsequent purchases

was lower than the cut-off yield rate of Auction where the EPF bids were rejected.

7.12 The counterparty from whom the purchase of Treasury Bonds in the§gc@ndary Market was made,

mapped with the winner of the Auction where the EPF bid rejected, to identify the
purchases, if any, made from the winner of the Auction.

Yield rate comparison

7.13 On comparison of the EPF bid rate with the ¢ xeld rate, it was noted that in 19 instances

(14 out of 25 completely rejected; 5 out o tially rejected) the EPF bid rate was higher than
the cut-off yield rate by 10 basis poin Column E of below table)
7.14 On comparison of 19 instances'’, quoted bid rate with the weighted average yield rate of

previous Auction, cut-off y;'elt%o previous Auction®, two-way quotes yield rate'; below

mentioned were noted:

A. In 8 (eight) i EPF bid rate was higher than the weighted average yield and cut-off

yield rate io AUCUOI'I by more than 30 basis points; and (Refer Column F)

. In 4 (four) instances, the EPF bid rate was higher than the two-way quote yield rate by more

than 30 basis points. (Refer Column G of below table).

% Five working days was determined based on discussion with the CBSL officials.

57 In six instances, there was no previous Auction conducted for the ISIN; two weeks prior to Auction where the EPF bids were rejected.
Therefore, the comparison could not be performed; (Refer remark NA in column C of below table) and in four instances, two-way
quote rate information was not available for specified ISIN on Auction date or two days prior to Auction date; (Refer remark NA in
column E of below table.

38 Previous Auction refers to the Auction conducted for same ISIN in two-weeks prior to the Auction where the EPF bids were rejected.
9 |nstances where the information in respect of two-way quote is not available on the Auction date, the rates published two days
prior to Auction date were considered for analysis.
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Table 39: Summary of difference between the and the EPF yield rate and previous auction weighted average yield rate: (Rs

in Million)

Details of the EPF complete/partially rejection in Auction Cut- Off | Date of | WAYR'¢0

) . . yield rate | previou of
Single vs. | Complete Offered | Rejected | EPF Bid | of Auction S previous WAVYR of Secondary

Multiple Vs Amount Bid rate (B) Auction | Auction previous market yield
Bid partially (Rs. In amount (A) for (€) Auction rate
rejected Million) (Rs. In same (F=A-C) (G=A-D)

Million) ISIN

1 30-Nov-04  Single Complete  LKB003061 1,500 1,000 8.51% 8.27% - ov- 8.33% NA'®"  0.24% 0.18%

019 D4

2 29-Mar-05 Multiple Complete  LKBO0508A 1,000 150 8.61% 36% - 11-Mar- NA 8.53% 0.25% - 0.08%
017 05

3 29-Mar-05 Multiple Complete  LKBOO609A 1,000 100 8.81% 6% 11-Feb- 8.26% 8.80% 0.35% 0.55% 0.01%
153 % 05

2,000 150 8.46% 11-Feb- 8.26% 8.80% 0.40% 0.60% 0.06%
05

4 5-Apr-05 Single Complete  LKBOO508A 1,000 10 8791% 8.76% 29-Mar- 8.35% 8.57% 0.15% 0.56% 0.35%
017 ® 05

5 12-May-05 Single Complete  LKB00507G 1,000 9.64% 9.31% 26-Apr- 9.25% 9.52% 0.33% 0.39% 0.12%
016 05

6 12-Jul-05 Multiple Complete  LKB00507) _1,000 100 10.52% 10.36% 28-Jun- 10.32%  9.98% 0.16% 0.20% 0.54%
010 05

1,500 150 10.57% 10.36% 28-Jun- 10.32%  9.98% 0.21% 0.25% 0.59%
05

10WAYR- weighted average yield rate
16"NA- indicate where the information for two-way quote rate was not available or there was no Auction within two weeks prior to the Auction where the EPF bids were rejected.
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WAYR'® | Two- | Differences of the EPF bid rate from

Details of the EPF complete/partially rejection in Auction Cut- Off | Date of

# Auction
Date

Single vs.
Multiple
Bid

Complete
Vs
partially
rejected

ISIN

Offered
Amount
(Rs. In
Million)

Rejected
Bid
amount
(Rs. In
Million)

EPF Bid
rate
(A)

yield rate | previou
of Auction S
(B) Auction
for
same
ISIN

of
previous

Cut -
off
yield
rate
(E=A-B)

WAYR of
previous
Auction
(F=A-C)

Secondary
market yield
rate
(G=A-D)

7 28-Jul-05  Multiple Complete  LKB00507G 500 100 10.51% 10.40% 12-M 930% 10.40% 0.11% 1.22% 0.11%
016 05
500 100 10.52% 10.40% 9.30% 10.40% 0.12% 1.23% 0.12%
2,000 100 10.54% 10.40% 2-May- 9.30% 10.40% 0.14% 1.25% 0.14%
05
8 15-Sep-05  Multiple Partially LKB00608J 1,000 100 11.20% M’A 30-Aug- 10.83% 10.92% 0.15% 0.37% 0.28%
016 Q 05
1,000 200 11 10.92% 30-Aug- 10.83%  10.92% 0.18% 0.27% 0.18%
05
9 15-Sep-05 Multiple  Partially  LKB00610 1,500 50 1.5% 11.09% 30-Aug- 10.65%  10.86% 0.15% 0.60% 0.38%
D015 05
10 12-Dec-05 Multiple  Complete LKB00608 1,000 %20 11.25% 11.13% 29-Nov- 11.12%  10.98% 0.12% 0.14% 0.28%
K014 05
1,000 11.26% 11.13% 29-Nov- 11.12%  10.98% 0.13%  0.15% 0.29%
05
11 28-Jul-06 Multiple  Complete LKB006 00 500 11.23% 11.11% 29-Dec- 11.10%  11.26% 0.13% 0.13% 0.03%
D015 05
12 28-Jul-06 Multiple  Complete LKB00511 000 500 11.32% 11.20% 13-Jul- NA NA 0.12%
HO16 06
13 23-Jan-07 Multiple  Complete LKB00609 1,000 150 13.86% 13.11% 30-Oct- 12.16%  13.65% 0.75% 1.70% 0.21%
K012 06
1,000 150 13.90% 13.11% 30-Oct- 12.16%  13.65% 0.80% 1.74% 0.25%
06
14 29-Jan-07 Multiple  Partially LKB00410 1,500 500 13.74% 13.64% NA NA NA 0.10%
K015
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Details of the EPF complete/partially rejection in Auction Cut- Off | Date of [ WAYR'® | Two- | Differences of the EPF bid rate from

- - - - yield rate | previou of
# Auction | Single vs. | Complete ISIN Offered | Rejected | EPFBid | ¢ Auction S previous Cut - | WAYR of Secondary
Date Multiple Vs Amount Bid rate (B) Auction of f previous market yield
Bid partially (Rs. In amount (A) for yield Auction rate

rejected Million) (Rs. In same rate (F=A-C) (G=A-D)

Million) ISIN (E=A-B)

15 20-Jan-09 Single Complete LKB00613 500 400 18.22%  18.12% -Augeg, N2 17.71% 0.10% - 0.51%
D019

16 13-Aug-09 Multiple  Partially  LKBO0615 500 500 13.10%  13.00% NA 0.10%
HO15

17 21-Jan-13  Multiple  Partially  LKB00921 2,000 500 11.75%  11.68% 0-Jan- 11.65% 11.75% 0.11% 0.11% 0.00%
E014 13

18 26-Feb-14 Multiple  Complete LKB01024 1,000 1,000 10.31% &% 24-Jan- NA 10.29% 0.30% - 0.02%
A014 Q 14

19 26-Feb-14 Multiple  Complete LKBO1529 1,000 1,000 10@ 10.77%  10-Jan- 10.61%  10.75% 0.10% 0.25% 0.12%
A012 14

O
\\
(b&
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7.15

7.16

SUBSEQUENT PURCHASE IN THE SECONDARY MARKET

On analysis of purchases made in the Secondary Market within the 5 (five) working days from the
settlement date of Auction where the EPF bids were rejected, it was noted that the EPF has
purchased the same ISIN for value amounting to Rs. 600 Million (Rs. 450 Million in April and May
2005; and Rs. 150 Million in March and April 2006). However, subsequent investments in the
specified ISIN was beneficial, as the purchases were made at high yield rate, in comparison with

WAYR vyield rate of Auction where the EPF bids were rejected. (Refer Annexure 40)'?

In 6 out of 25 cases of EPF’s bids were rejected, secondary market investments were noted
wherein, EPF had benefited from these investments. Accordingly, no further analysis was
performed in these instances, on the benefit to any other primary dealer in the Auction where

EPF’s bids were rejected.

7.17 In respect of 19 cases where there were no subsequent invest in secondary market,
due to the below mentioned limitations in gathering the ative evidences, the nexus
between the CBSL officials or officers from the Primaryfdeale any other party benefited at the

7.18

7.19

expenses of the EPF, cannot be established:

A. Unavailability of emails of officials of FMD diyi for the period prior to 2013 (refer section
16 of this Report for details of unavailabilit§of @mails; (Refer Exhibit 36)'%;
Qs’e

Non-implementation of voice recordin m in the FMD division of the EPF department; and

C. Unavailability of requested voi conds from the Primary Dealers; refer section 14 of this
Report for details of unavai% of Voice Records.
*
Voice records pertaining X on dates where the EPF bids were rejected, requested from 8

Primary Dealers. Howe vOice records pertaining to a particular date (one Primary Dealer) was
provided. (Refepg )'¢4. On review of one Voice Recording, it was identified that on that

day there was

onversation related to Auction where the EPF bids were rejected.

There is no voice records facility installed in the FMD by the EPF department to examine the

conversations, if any between the FMD staff and Primary Dealer staff.

162Refer Annexure 40 for details of Secondary Market purchases within 5 (five) working days of settlement date of Auction where the

EPF bids were rejected.
163Refer Exhibit 36 for confirmation from IT department in respect of unavailability of emails.
1¢4Refer Annexure 47 for details of voice records requested and received.
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Non-compliance to Investment policy statement and Investment trading guidelines

7.20 Refer Section 4 “the EPF Investment in Auctions”, for detailed process followed by the EPF with

respect to bid process and related approval mechanism. On review of supporting documents

related to 48 bids submitted by the EPF (25 instances of complete rejection and 23 instances of

partial rejection by the PDD), the following anomalies were noted with respect to the approval

process followed:

A.

As per the IPS 2002, in 35 out of 48 instances pertaining to the period from 28 October 2004 to
21 March 2007, where an approval from the Investment Committee was required the following

anomalies were noted:

1. In 14 instances, the minutes of the Investment Committee meetings were not available for
review. In the absence of minutes, the required approvals for the investments, cannot be

confirmed; (Refer Annexure 41)'6

2. In 15 instances, the transaction was not recorded in mi th& Investment Committee
meeting conducted on the date of Auction; and er®xu

42 and Exhibit 31)166

3. In two instances, bid rate at Auction was app nd bid amount at Auction was not
approved, therefore the adequate approval§ were not obtained. (Refer Annexure 43 and
Exhibit 32)'¢7

7.21 Anomalies were noted on review of un r@upporting documents in case of 8 (eight) out of 48

instances for the period 22 March 2 o November 2011 are as explained below:

A.

In 2 (two) instances wfere% sactions were required to be approved by HFMD or SEPF,

5

tion sheet, it cannot be commented that these transactions were

the MO recommendati as not available where the approving authority signs. In the
absence of MO rec
approved b Management of the EPF. (Refer Annexure 44)'%¢, Further, in one out of
two insta he transaction was not recorded in the immediate Investment Committee
meeting. Therefore, it cannot be confirmed that the transaction mentioned above was

discussed in the Investment Committee meeting and ratified. (Refer Exhibit 33)'%%;and

165Refer Annexure 41 for the list of 14 instances where minutes of the Investment Committee meetings were not available.

16Refer Annexure 42 and Exhibit 31 for list of 15 instances and minutes of the Investment Committee meetings where the transaction
was recorded in minutes of the Investment Committee meetings.

167 Refer Annexure 43 and Exhibit 32 for the Investment committee minutes for 2 (two) instances where the bid amount was not
approved in the Investment Committee Minutes.

168Refer Annexure 44 for 2 (two) instances where the MO recommendation sheet was not available.

¢9Refer Exhibit 33 for 2 (two) instances where the minutes of the Investment Committee meeting where, the transaction was not

ratified.
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B. The Investment Committee approval was required in 6 (six) instances where per transaction
amount was more than Rs. 200 Million. However, these transactions were not recorded in the
minutes of the Investment Committee meetings. Therefore, it is concluded that transactions
were not approved by the Investment Committee. Further, in 4 (four) out of 6 (six) instances,
the MO recommendation sheet was not available to verify the required approvals by the Higher
Management of the EPF. (Refer Annexure 45 and Exhibit 34)'7°

7.22 Anomalies were noted on review of supporting documents in case of 5 (five) out of 48 instances

for the period from December 2011 till 28 February 2015 are as explained below:

A. In 3 (three) instances, the transactions were not approved by the SEPF or DS or HFMD, as

required by the Investment Guidelines. Details of three instances are provided in the table
below: (Refer Annexure 46 and Exhibit 35)""

Table 40- Details of transactions for violation of approval limit

#  Auction Bid Cumulative As per ITG 2011, Approval Approved by ENES
Dates value Bid value Required from
(Rs. In (Rs. In - "
Million) | Miltion) [@ SEPF DS HFMD SEPF Additi DS
onal
SEPF
1 10-Jan-13 10,000 25,000 - v - - - v v Violation of per day
limit-SEPF not
approved.
2 21-Jan-13 1,500 6,000 - - v - - - Violation of per
transaction and per
day limit- MO

Recommendation
sheet was not
signed by HFMD

3 29-Jan-13 10,000 - v - - - - Violation of per
transaction and per
day limit- MO
recommendation
document was not

signed by DS

Legend: v Violation - Not Applicable

70Refer Annexure 45 and Exhibit 34 for list of the Investment Committee minutes for 6 (six) instances where the transactions were
not approved.

171 Refer Annexure 46 and Exhibit 35 for list of 3 (three) instances and recommendation sheet where the transaction was not
approved by the SEPF or DS or HFMD.
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7.23 As per Investment Trading Guidelines (ITG)"’2, the FMD evaluates the offers of Treasury Bond issued
by the PDD and make investment recommendation to the SEPF. However, there is no such

evaluation report in all 5 (five) instances made available for the review, to comment whether the
FMD had prepared and submitted to the SEPF.

7.24 In the absence of MO evaluation reports, the rationale for quoting at high yield rate in the Auction
cannot be commented upon.

c><§
X
BN
’\\‘b@
>

72Refer Section 4.1 for copy of Guidelines.
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8.

8.1

8.2

8.3

EPF NOT INVESTED THROUGH DIRECT
PLACEMENTS

Background

During January 2003 to February 2015, the EPF purchased Treasury Bonds worth of Rs. 2,334.34
Billion through 645 Direct Placements.

In 2002, total amount invested by the EPF in the Primary Market was Rs. 64.88 Billion through 67
transactions. The details of transactions in Auctions and Direct Placements is not available for the

year.

Provided below is the (calendar) year-wise listing of investments in Treasury Bonds for the period
January 2003 to February 2015:

Table 41 - Count and value of the transactions in Primary Market trap d byathe EPF

(Rs. In Billio

Year Transaction
count

200373
2004
200574
2006
2007
2008
2009
2010
2011

2014
2015 6 30.80
Total 645 2,334.34

173 For 2003 and 2004, the details have been taken based on the data provided by the PDD.
174 For Auction from 19 October 2004 and for Direct Placement from 1 April 2005, the details have been taken from the AS/400 shared

by the DIT.
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8.4 EPF’s investment through Direct Placements are analysed based on the following parameters:

A. Loss to the EPF, due to lower yield rate as compared to the weighted average yield rate of

Auction conducted within two weeks prior'”> to the placement arrangement date;

B. Loss to the EPF, due to lower yield rate as compared to ask yield rate published by the PDD
through two-way quotes (“market yield”) of placement conducted two weeks prior to the

placement arrangement date; and

C. The instances where the EPF has not invested through Direct Placements, identified the
availability of cash on the settlement date of placement. Further, subsequent investments

made with available cash on settlement date were analysed.

8.5 Onanalysis of 2,673 Direct Placement offered by the PDD with tender vdlue Rs. 5,888 Billion (Refer
Annexure 48)'7¢ during the period from 1 January 2003 to 28 Febgua 15'77, it was noted that
the EPF has invested in 645 Direct Placements with tender viRs. ,334.34 Billion. (Refer

Annexure 48)'78

8.6 The percentage of placements offered to the EPF was%/% tg§6% of the total offered amount. Year
wise summary on offered value of the EPF investhreasury Bonds is provided in the following
table:

Table 42- Direct Placement offered value Vs EPF@ed value (Rs. In Billion)

Description 2003 2004 2005 2006 2007 2008 2009 2010 2011' 2012 2013 2014 2015 Total

Count of DP 62 86 AYINI75 250 | 201 1217 266 2981 498) 244 1237 22 2,673
offered by PDD *C] I i : I : l
Count of EPF 44 59 71 44 ;65055 49 s7Th ey 4 137] o6 64
Investment K I 1 1 1 : I
through DP I 1 : I I I
Offered Value by P 136G/ 163 154 261 377 | 456 649 465 5761 9141 816 =833= 93 5,888
i i : | I i
| i I | I i
P i |
| | ™ ']
EPF Invested Value 8 104 72 108 166 | 197 §228 193 2771 3201 332 12231 31 2,334
through DP | 1 I | I 1
| 1 | i 1

% of value of EPF 63% 64%  47% 41% 43%  35% 48% 35% 4%  27%  33%  40%

participated in Direct
Placement

75 The assumption of comparing with the rate of Auction conducted within two weeks prior to placement arranged on date as per
Memo dated 20 September 2012 issued by Mr. Dhammikka Nanayakkara. (Assistant Governor, PDD)

176 Refer Annexure 48 for 2,673 Direct Placements offered by the PDD.

77 For 2002 details of Direct Placement conducted by the PDD is not available.

178 Refer Annexure 49 for 645 Direct Placements where the EPF has made the Investments.
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8.7 During the period from 1 April 2005 and 28 February 2015, the EPF’s investment on an average was
40% of the offered value of the Treasury Bonds issued by the PDD through Direct Placement. In
2009, 2012 and 2014, the percentage of investment was ranging from 27% to 35% which was lower

than the average percentage in the Review Period.

Approach and methodology for analysing non-participation by the EPF in Direct
Placements

8.8 Analysed the 1,958 instances'”®, where the EPF has not invested through the Direct Placement for
the period from 01 April 2005 till 28 February 2015, identified the subsequent purchases in
Auctions, Direct Placement and Secondary Market within 5 (five) working days considered from

the settlement date of Direct Placement.

8.9 In instances where the same ISIN was purchased subsequent to settlement date of Direct
Placement, compared the subsequent purchase price and yield ra h the price'® and vyield
rate offered by the PDD in Direct Placement where the EPF has vested, to identify the loss,
if any. Where the purchases are made subsequent to the set Qate of Direct Placement, a

comparable price is computed based on the WAYR of Dffect P ent and the settlement date of

subsequent purchases.

8.10 In instances where a different ISIN was purch Nsequent to the Direct Placement in which
EPF has not invested, loss / gain not com to the different maturity period. However,
subsequent purchase yield rate and the l@lacement yield rate offered by the PDD in Direct

Placement are compared and repor

8.11 Summary of subsequent inxes% de in Treasury Bonds for the same ISIN and Different ISIN
within the 5 (five) workin&x the settlement date of placement is provided in table below:

Table 43- Summa Bsequent investment ( Rs. In Billion )

Particulars Count of Cumulative Offered = Amount Count of Amount of Loss amount
Instances amount Invested instances Purchases
where with Loss
there is
loss

Purchase of  Auction 84 161.18 113.20 37.00 27.66 (0.66)
Same SN Dire a1 1067 3w 70 25106 (7]
Placement I
Secondary 57 142.08 21.19 25 6.60 (0.10)
Market _ | o o o e e o o - —

Auction 60 147.89 125.75 |
1

Different ISIN

'7 This analysis has been performed for the period where the AS/400 is available i.e. 1 April 2005 to 28 February 2015. Pre-AS/400
period i.e. 1 January 2002 to 31 March 2005 for all the instances the cashflow statement has been reviewed.
180 For loss computation purpose the Treasury Bond price was considered after tax without accrued interest (clean price after tax).
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Particulars Count of Cumulative Offered = Amount Count of Amount of Loss amount
Instances amount Invested instances Purchases
where with Loss
there is
loss
Direct 265 512.02 20.05
Placement
Secondary 59 98.56 55.46
Market

8.12 On analysis of subsequent investments in Auctions within 5 (five) working days of settlement date

it was noted that:

A. In 84 instances, the same ISIN'®" was purchased totalling to Rs. 113.20 Billion. In 37 out of 84

instances the purchases made in Auction were at the yield rate dower than the yield rate

offered by the PDD on the settlement date of Direct Placement® total loss due to excess
price paid was amounting to Rs. 0.66 Billion (purchase amo 266 Billion); and
B. In 60 instances, the different ISINs'82 were purchased f lue of Rs. 125.75 Billion.

8.13 On analysis of subsequent investments in Direct cemeght within 5 (five) working days of

settlement date it was noted that:

A. In 115 instances, the same ISIN was purc@or total value Rs. 399.65 Billion. In 74 out of
115 instances where the purchases @5 2 i Direct Placement were at the yield rate lower

e total loss due to excess price paid amounted to
251.06 Billion); and

B. In 265 instances, a diféer@ as purchased for total value of Rs. 20.05 Billion. The loss
due to these purcha N be ascertained due to different maturity periods.

8.14 On the analysis of s% nt investments in Secondary Market within 5 (five) working days of

settlement d i ified placement where the EPF has not made the investments, it was

than the yield rate offered by th
Rs. 2.27 Billion (purchase amd

noted that:

A. In 57 instances, the same ISIN was purchased for total value to Rs. 21.19 Billion. In 25 out of
57 instances, the purchases made in Secondary Market were at the yield rate lower than the
yield rate offered by the PDD. The total loss due to excess price paid amounted to Rs. 100
Million (purchase amount Rs. 6.60 Billion); and

B. In 59 instances, a different ISIN was purchased for total value of Rs. 55.46 Billion.

181 Same ISIN refers to ISIN for which the EPF has not made the investment in the Direct Placement.
182 Different ISIN - ISIN other than the ISIN which was offered by the PDD in the Direct Placement.
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8.15 Based on the above analysis and the purchases during 2003 and 2004 (here after referring as
“identified Direct Placements”) where the EPF has not invested in the Direct Placement, 200 out
of 2028 instances were selected for further review. Availability of cash on the settlement date of
Direct Placement is assessed. Details of the transactions selected are as following:

A. In 115 instances, where the same ISIN was purchased subsequently in the Direct Placement
for amounting to Rs. 399.65 Billion; and

B. In 59 instances, where the different ISIN was purchased subsequently in the Secondary Market
for amounting to Rs. 55.46 Billion.

8.16 The subsequent utilisation of funds available on the settlement date of placement, is traced for
the cash available after investment on settlement date. The instances which has already been
covered in analysis (covered in Section 5 of this Report) where the EPF has not participated or
where EPF submitted bids for less than the offered value have been ex¢luded for this analysis. '8

8.17 As per annual and monthly investment plan submitted by the EPF, Qent to Monetary Board,
amount of surplus cash shall be invested in Government Secugpiti uity and debentures etc. In
this respect, Investment Trading Guidelines or Invest P tatement also does not specify

that any earmarked % of funds available shall be invested.

8.18 As per process understanding obtained, projec cashflow statements were not prepared to
evaluate the future cash availability on the date ofysettlement of Direct Placement. The method

adopted for the computation of cash avai 1y s provided in the table below:

Table 44 - Computation of cash avai k

Details

Additions

om the PDD for Treasury Bonds and Treasury Bills RTGS accounts

est/dividend income on the Government Securities and other securities in RTGS

accounts

Deductions Refund of contributions

Provision on the unrepresented cheques/ account clearing balance

Amount invested in the Government Securities in Primary market for Treasury Bills

Amount invested in Auction and Direct Placement (Primary Market) for Treasury Bonds

Amount invested in Treasury Bills in the Secondary market

184 As per cashflow statement provided by the EPF department, opening balance of bank accounts includes the amount of
contribution received on that day from the members of the EPF.
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8.19

8.20

8.21

8.22

8.23

8.24

8.25

Amount invested in Equity and Debentures

As discussed with the EPF department, projected future daily cashflow statements were not
documented during the entire Review Period. In the absence of projected cashflow statements,
actual cashflow statement on the date of settlement of Auction has been considered for the

computation of cash availability.

Cash availability on the settlement date of the identified Direct Placement is computed excluding,
the amount invested in the Treasury Bonds that were purchased in the Secondary Market on the

same day.

Compared the available cash on the settlement date of Direct Placement with the cumulative
amount offered by the PDD for identified Direct Placements. | ect of instances where
available (computed) cash, exceeded more than 30% of cumulati unpoffered by the PDD and

its subsequent utilisation was identified.

To identify the subsequent utilisation of available cagh on Settlement date of Auction, the cash
was assumed to be utilised in below sequential W rity:

A. Refund of contributions; Q

B. Primary Market Auction - Treasury Bon

C. Primary Market Private Placement - dQBonds;

D. Primary Market Auction or Private P ment- Treasury Bills / CBSL Securities DOD;

E. Secondary Market - Treagury ;

F. Secondary Market - Tre ; and

G. Investments in Equi bentures.

The instances tllesavailable cash is more than 100% of cumulative value offered by the PDD

for identified pfCements, the subsequent utilisation is identified to the extent of the cumulative

offered amount.

For subsequent utilisation, the provision made for unrepresented cheques and account clearing

balance are not taken into consideration, as actual outflows are considered.

While identifying the utilisation of available cash, partial amount' of transaction is considered

to the extent of available cash to complete the subsequent available cash utilisation.

'8 The instances where the partial amount is considered, details are given in the Annexure-56, column titled as “Remarks” in respect
of each transaction.

127 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

8.26 Instances where the available cash utilisation is extended to the next “settlement date” of the
identified Direct Placement; to calculate the availability of cash on next settlement date of Direct
Placement, amount considered as “utilised”, on the previous settlement date is excluded'® from

the computation of cash available.

8.27 The subsequent purchase of Treasury Bonds in Primary Market and Secondary Market is further

analysed to identify the same ISIN or different ISIN was purchased.

8.28 In case where the same ISIN was purchased, compared the purchase price and yield rate with price

and yield rate of Direct Placement where the EPF has not invested, to identify the loss, if any.

8.29 In case where the different ISIN is purchased subsequent to direct placement date in which the
EPF has not invested through the direct placement, subsequent purchases price and yield rate was
compared with ask yield rate and price from the daily report of the, PDD (“Two-way quote” /
“Secondary Market Rate”), to identify the loss, if any. Instances wh e Secondary Market rate
information is not available on the date of subsequent purchase nd y Market rate is taken
two days prior to the subsequent purchase date, if availableo

Cash available even though the EPF not invested'through direct placement

8.30 On review of “Daily Cashflow Statements” to &vailability of cash in 230 instances where
the EPF has not invested through Direct Pl @ the following anomalies were noted:

8.31 The cashflow statements were not or 49 instances where the EPF has not invested

through Direct Placements. The cuglulagive offered amount was Rs 64,158 Million. Following is the

summary of year wise cumgla of offered amount where the cashflow statements were

not available. (Refer Anr@

Table 45 -Details of c@Shflewdstatement not available
(Rs. in Million)

Count of Cumulative offered
instances amount

1 2005 24 26,596

2 2006 23 37,562

18 The instances where on the settlement date of the Direct Placement, the amount was excluded to calculate the cash availability,
since the amount was considered in the fund utilisation of previous settlement date of Direct Placement is given in Annexure 53,
column titled as “Remarks” in respect of each transaction.

187Refer Annexure 50 for list of 49 instances of cashflows statements were not available.
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8.32 On analysis of 171 out of 230 instances'®(Annexure 51), where the cashflow statement was
available, it was noted that in 96 instances available cash on the settlement date of Direct
Placement was more than 30% of cumulative tender amount of identified Direct Placements. The
cumulative excess cash available for such 96 instances was Rs. 262,600.59 Million and cumulative
tender amount for identified Direct Placements by the EPF was Rs. 72,692.1 Million. (Refer

Annexure 52)18°

Subsequent utilization of available cash

8.33 On review of 96 instances where the cash on the settlement date was more than 30% of the
cumulative tender amount of identified Direct Placements, subsequent utilisation of available cash
is reviewed. Summary of amount verified for the subsequent utilisation is provided in the table

below:

Table 46 - Percentage Range of cash availability (Rs i ion)

Range of Count of Cumulative  Cumulative Excess Total amount for

Cash Instances Offered Cash Available which subsequent
Availability Amount (Rs. in Billion) utilization verified*
Percentage (Rs. in

Billion)
1 30-50 7 10,110.00 967.72 3,967.72
2 >50-100 16 20,087 15,774.56 15,774.56
3 More than 73 42,49 242,858.31 42,494.24
100 N

72,692.10 2,62,600.59 62,236.52

*
8.34 Summary of subsequent u® N@of cash amounting to Rs. 62,236.52 Million is provided in the

>

table below:

18830 out of 171 instances (Refer Annexure 51) has been covered in Section 5 where the EPF has not participated in Auctions and Section
5 where the EPF has bided less than the offered amount in Auctions. The cashflow statements were reviewed for remaining 141 out of
171 instances.

18 Refer Annexure 52 for 96 instances where the available cash is more than 30% cumulative amount short bid by the EPF.
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Table 47 - Summary of subsequent utilisation (Rs. In Million)
# Details Amount Percentage
1 Refund of contribution to members 20,160.63 32.39%
2 Invested in Primary Market (Treasury  15,860.09 25.48%
Bills and Treasury Bonds)
3 Invested in Secondary Market 26,215.80 42.12%

(Treasury Bills. Treasury Bonds,
Equity and Debentures)

Total amount of cash available 62,236.52 100.00%

8.35 Year wise summary of subsequent utilisation in 96 instances (Refer Annexure 53 and Exhibit 37)'%

amounting to Rs. 62,236.52 Million'" is provided in table below:

oQ\\

190 Refer Annexure 53 for details of subsequent utilization for 96 instances and Refer Exhibit 37 for cashflow statements.
91 |In 92 instances utilization of the available cash in major instances is completed in the next 4-5 days and in remaining 4 (four)
instances it was for more than 5 (five) days, maximum days taken into consideration was 14 days (3 instances).
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Table - 48 Year wise summary of subsequent utilisation of funds

(Rs. In Million)

Funds Number
available of
(A) instances

Subsequent utilization

Refunds
payments to
members and

other
expenses (B)

Primary Market investment Secondary Market

Treasury | Equity and | Total (D)
Debentures

Treasury Bill Treasury
(Auction/Direct Bonds
Placement) (3}

Treasury
Bonds-
Auction

Treasury
Bonds-
Direct

Placement

2003 1,279.31 4 337.77  26% 253.89 253800 % 687.65 687.64  54%
2004 4,784.38 10 1,826.68  38%  53.31 766.76 147.12 6% B 19606 29.91  1,990.51 M2%_)
2007 5,832.64 9 1,978.91  34% 1,255.33 1511.01 2.769.34% 47%  969.14 118.25  1,087.39 19%
2008 7,630.99 8 2,245.25  29% 1,241.65 1603.5 84523 35%  779.29  1,727.03 3419  2,540.51 35%
2009 5,371.55 11 1,296.77  24% 1,228.92  2,648.16 \ 3,877.08  114%  168.68 29.020 1977 4% _.
2010 3,489.70 7 1,567.03  45%  131.8 10.88 ~ 142.68 4%  325.17 1,454.82  1,779.99151% |
2011 3,857.65 9 800.86  21%  1,444.86  1,455.74 2,900.6  75% 156.19  156.19 4%
2012 275.10 3 21419 78%  60.91 60.91  22% 0%
2013 9,608.9 18 3,532.91  37% " 503.53 5%  1,960.34 3,612.12  5,572.46 158% |
2014 20,106.3 17 6,360.26  32% 5,546 1,542.64 8%  11,578.65 624.75  12,203.4 | 60% I

62,236.52

20,160.63

2,919.80

9,678.58

3,261.71 15,860.09

30%

18,429.52

1,727.03  6,059.25

26,215.79  42%
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Analysis of subsequent Investment in the Secondary Market

8.36 On analysis of the subsequent purchases made in the Secondary Market for Treasury Bills, Treasury
Bonds, Equity and Debentures amounting to Rs. 26,215.79 Million out of Rs. 62,236.52 Million, it

was noted that:

A. More than 40% of available cash for the instances under review for 2004, 2010, 2013 and 2014
was utilised for purchase in Secondary Market;
B. The amount of Rs. 18,429.52 Million, out of Rs. 26,215.79 Million was invested in the Treasury

Bonds in Secondary Market.
8.37 On the analysis of Rs. 18,429.52 Million invested in the Treasury Bonds, it was noted that:

A. Out of total purchase amount of Rs. 18,429.52 Million, Rs. 13,538.99 (73%) was purchased in
the Year 2013 and 2014;In 7 (seven) instances (13 transactions of suRsequent investment), the
same ISIN was purchased for total value to Rs. 1,655.75 Milli IN“4 (four) out of 7 (seven)
instances, the purchases were made in Secondary Market ld rate lower than the yield
rate offered by the PDD on settlement date of re ixmct lacement. The total loss'?

due to excess price paid was amounting to Rs 0.99 Million§(purchase value Rs. 1325.89 Million);

B. In 35 instances (84 transactions), the diffefght ISIN was purchased for total value of Rs.
16,773.77 Million. Refer Section 11 of this t for the loss to the EPF due to the investment
made in Secondary Market in compari ithy Two-way quote rate published by the PDD.

C. Year wise amount of subsequent pu mde for same and different ISIN in Secondary Market

are provided in table on the next page: (Refer Annexure 54)'%

193 Computed the loss, if any, multiply the quantity purchased by the EPF with the differences of higher price paid as compare to price
on the settlement date of identified Direct Placement for the Same ISIN.
194 Refer Annexure 54 for the details of subsequent purchase made for same and different ISIN in Secondary Market
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Table 49 - Details of subsequent Investment in Secondary Market
(Rs. In Million)

Year'? Purchase of same ISIN
Count of | Secondary Count of instances Secondary Market Range of lower yield
Instances where purchased in purchases value rate differences (in basis
Purchases | Secondary Market which which points)
caused loss caused loss
20037 2 374.65 1 100.04 0.02 3
2004 3 1,178.43 2 1,127.68 0.94 4and 12
2007 - -
2008 1 98.17 1 98.172 0.03 4
2009 - -
2010 - -
2013 - 4.50
2014 1 -

1,655.75 1,325.89 (0.99)

0
N
>

195 For 2005 and 2006, cashflow statements are not available for review. For 2010, there were no Secondary Market purchases
subsequent to 2011 and 2012 and 2015 (January and February 2015).

1% The instances where the price at which Secondary Market purchases is more than the price offered by the PDD for Direct
Placement, the difference is multiplied with the quantity purchased in the Secondary Market to compute the loss.
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Analysis of subsequent investment in the Primary Market

8.38 Amount of Rs. 15,860.09 Million, out of cash available amounting to Rs. 62,236.52 Million was
subsequently utilised for the investments in Primary Market. On review of investment made in

Primary Market, it was noted that:

A. Out of Rs. 15,860.09 Million, amount of Rs. 3,261.71 Million (20.57%) was invested in the
Treasury Bills and Rs. 12,598.38 Million (85.52%) was invested in the Treasury Bonds; and

B. Out of total Rs. 12,598.38 Million invested in Treasury Bonds, amount of Rs. 2,919.80 Million
(23.18%) was invested in the subsequent Auctions and Rs. 9,678.58 (76.82%) Million was invested

in the subsequent Direct Placements.

8.39 Onreview of subsequent investments in Auctions amounting to Rs Million (Refer Annexure

Loss on subsequent investment in Treasury Bonds in Auctjons
9.

55)'%8 it was identified that:

A. In four instances, the same ISIN was purchased for val s. 1,421.63 Million. In one out of
four instances, the purchases were made in Auctio e yield rate lower than the yield rate
of Direct Placement where the EPF has no &ed. The total loss due to excess price paid
was amounting to Rs. 15,027.59 (purchas&yalle Rs. 131.8 Million; and

B. In two instances, the different ISIN plirchased for amounting of Rs. 1,498.18 Million. On
comparison of price and yield reqthe EPF has invested in Different ISIN subsequently in
Auctions, with the Second rket price' and yield rate, noted that in 2 instances (3
transactions of subsegl @tment), the investment made is at yield rate lower than the
Secondary Market %& The total loss due to excess price paid was amounting to Rs.
8.68 Million (p% value Rs. 744.84 Million). The yield rate differences were 45 basis

points.

Loss on subsequent investments in treasury bonds in Direct Placements

8.40 On review of subsequent investments made in Direct Placements for the Treasury Bonds amounting
to Rs. 9,678.59 Million (Refer Annexure 56)?% it was identified that:

198 Refer Annexure 55 for subsequent purchase made for same and different ISIN in Auction.
199 Secondary Market price-Price published by the PDD in daily Two-way quote Report.
200 Refer Annexure 56 for Subsequent purchase made for same and different ISIN in Direct Placement.
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8.41

A. In 11 instances, the same ISIN?' was purchased for total value Rs. 6,476.76 Million. In 5 (five)
out of 11 instances, the purchases were made in Direct Placement at the yield rate lower than
the yield rate offered by the PDD on the settlement date of identified Direct Placement. The
total loss?? due to excess price paid was amounting to Rs 4.53 Million (purchase value Rs.
1,836.04 Million).The yield rate difference ranging from 2 to 27 basis points; and

B. In six instances a different ISIN was purchased for total value Rs. 3,201.83 Million. On
comparison of price and yield where the EPF has invested in different ISIN subsequently in
Direct Placement, with the Secondary Market price and yield rate, noted that in 1 instance,
the investment made is at yield rate lower than the Secondary Market Yield Rate. The total loss
due to excess price paid was amounting to Rs. 8.63 Million (purchase value Rs. 503.53. The

yield rate differences ranging from 22 basis points.

Interviews with current and former employees of CBS

During an interview of 1 October 2019, with Mr. JDSJ Nan he current Additional
Superintendent of the EPF (working in the EPF depart ril 2011) stated that, “...IC
discussion on non-participated Auctions if any, was net len y as Direct Placement avenue was

to the extensive equity market discussion.

the main source for Government Securities investmen EPF in that period and discussion on
Government Securities was very limited in co

However, time to time MO of the EPF has ented market situations in detail to IC. Several
recommendations proposed by MO w.r.t u, g large Auction / Direct Placement were approved
by IC subject to negotiation with P uBsequently, IC ratified actual investment with different

size and rate...”. (Refer Exhibi
*

t
“...PDD used Auctions to rxx;% at a rate low level compared to Direct Placement. Auctions
were not competitive as RRD control over the participant’s investment allocation at the Direct
Placement. Prigimto he major volume of issuance of treasury bonds was issued through
Direct Place he PDD requested/informed of the requirement of EPF participation to a
particular AuctioMyAlso, at times the Auction and Direct Placement were offered as a package of
investment. We knew if we did not participate in Auction, the EPF can purchase the securities
through Direct Placement. However, EPF was not aggressive in rejections participation in the
Auction having understood the impact of interest rate to the economy. PDD also offered long term
high yield bonds to EPF as the Direct Placement offers. Accordingly, during Direct Placement

period, EPF extend its maturity profile with high ATM and WAY on Government Securities ensuring

201 Same ISIN refer to ISIN for which the EPF has participated with has not invested in the identified Direct Placement.

202 Computed the loss, if any, multiply the quantity purchased by the EPF with the differences of higher price paid as compare to price
on the settlement date of identified Direct Placement for the Same ISIN.

203 Refer Exhibit 12 for statement of fact signed by Mr. Mr. J D S J Nanayakkara.
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high and stable returns to investors. This encouraged EPF to earn higher rate of return than its

peer Employees Trust Fund during the period...”.

8.42 During an interview, Mr. LY Dharmasena?®, (SEPF during 1 January 2007 to October 2008,) stated
that “...the EPF has followed the practice of investment through Direct Placements rather than
participation in Auctions. On the starting of the year, projected cashflow statement was
submitted to the Monetary Board and basis that the EPF on regular basis got the instruction from
PDD for the investment through the Direct Placements...”. (Refer Exhibit 12)??7

8.43 During an interview, Mr. LDDY Perera, (former Additional SEPF (during 13 June 2011 to 3 November
2013, and Deputy Superintendent during 16 July 2008 to 12 June 2011), stated that “..For the
investment in Government Securities, the EPF has followed the practice of majorly investment
through Direct Placement and small quantity in Auctions. | could not re-collect the reason for EPF
not participation in many Auctions during my tenure 2008, 09 and . As per my knowledge,

the reason for non-participation of EPF was not discussed. (Refe i ) 20

Conclusion
8.44 On review of 96 instances (available cash Rs. 62 ng’llion) to identify the subsequent

investment in Treasury Bonds through AUCth Direct Placements and Secondary Market
purchases, it was noted that subsequent mve?of same ISIN and different ISIN purchases has
a

caused loss to the EPF amounting Rs. 5. nd Rs. 17.31 Million. Summary of loss due to

purchase in Auctions, Direct Placem condary Market is provided in table 50 below:
Table 50- Details of Los, bsequent investment (Rs. In Million)
Subsequent Same ISIN Different ISIN
Investment
Amount of Purchase Amount of Purchase
oy 131.8  0.01 744.84  8.68
2 Difect 1,836.04 4.53 503.53 8.63
Placements
3 Secondary 1,325.89 0.99 - -
Market

204 Refer Exhibit 12 for statement of fact signed by Mr. LY Dharmasena.
205 Refer Exhibit 12 for statement of fact signed by Mr. LDDY Perera.
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8.45

8.46

8.47

Subsequent Same ISIN Different ISIN
Investment

Amount of Purchase Amount of Purchase

Total 3,293.72 5.53 1,248.37 17.31

During the period, January 2003 to February 2015, the EPF has invested in Treasury Bonds through
645 Direct Placements (tender value of Rs. 2,334 Billion) (40.91%) out of 2,673 Direct Placements
offered by the PDD (Tender Value Rs. 5,888 Billion).

As per process, the PDD and the EPF negotiates offer for Direct Placement based the bond series,
quantity and yield rates via telephone calls. There is no formal documentation such as an email
correspondence, internal memos available in respect of negotiations. In the absence of
documented evidence, it cannot be commented that whether the PDD informed the EPF about

Direct Placements to the EPF in all instances. (Refer Exhibit 40)20¢

As per Investment Trading Guidelines (ITG 2011)%7, the MO of valuates the offers of
tion to the SEPF. However,

Treasury Bonds issued by the PDD and make investment re
there is no such evaluation or recommendation reportgfere i

o)

ied for the instances where the

EPF has not invested in the Direct Placement.

0
N
>

206 Refer Exhibit 40 for the Summary of discussion of meeting conducted with the Dr. MZM Azim, Superintendent of PDD.
207 Refer Section 4.1 for detail of Guidelines.
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9.

9.1

9.2

9.3

LOWER YIELD RATE OFFERED TO THE EPF IN
DIRECT PLACEMENTS

Overview

As explained by the former employees of the EPF, the EPF’s primary source of investment in
Government Securities is Direct Placements with the PDD. The EPF reaches-out to the PDD to
identify the Direct Placement opportunities and the offered rates are negotiated with the PDD
officials verbally over telephone. The PDD offers Government Securities through Direct Placement
channel, to other Primary Dealers as well. However, in the usual scenario, the offered value and
rate at which the placement was offered by PDD to each of the investors, is not known to other
investors. Direct Placement transactions were reviewed to examine the effectiveness of the EPF’s
assessment of the bid rate and the effectiveness of the EPF’s negoti with the PDD. Provided

below are the observations on the review of transactions.

Approach and methodology to analyse the e PF due to lower yield
rate offered by the PDD

Analysed the EPF decisions on investments mad rough Direct Placement in 549 instances?%,
during the period 1 January 2005 to 28 Febru 5. Identified the count of instances where an
Auction was conducted by the PDD, fo@ me ISIN, within two weeks prior to date of

“placement arranged on date?®”

A. For identified instances , d price and yield rate offered to the EPF with the weighted
average yield rate ofyla mion (herein after referred as “previous Auction”) conducted
within two weeks pﬁ(\ lacement arranged on date”; and

B. For instances, v@ he Auction was not conducted by the PDD within two-weeks prior to

gan on date, compared price and yield rate offered to the EPF with the Ask-

blished by the PDD in daily report (“Secondary Market yield rate”) on the

yield rate T

placement arranged on date?'°

Identified the instances where the EPF has invested through Direct Placement at a yield rate lower

than the weighted average yield rate and Secondary Market yield rate.

208 The analysis has been performed for the period where the AS/400 data is available. i.e. 1 April 2005 to 28 February 2015. Pre-
AS/400 Period i.e. 1 January 2002 to 31 December 2004 as the information of placement arrangement date is not provided by the PDD.
209 The date on which the details are entered in the computer system from the Direct Placement list to generate the issuance ticket
and is displayed at the bottom of the issuance ticket as “placement arranged on date”. Placement arranged date is considered as
transaction date on which placement is arranged between the PDD and participants for a transaction to be settled on the settlement

date.

210 |f the market rate information is not available on the placement arranged on date, the rate is considered on day / two day prior to
placement arranged on date.
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9.4

9.5

9.6

9.7

9.8

Computed the loss, if any, for the quantity purchased considering the difference between the price

paid and the weighted average price of previous Auction and Secondary Market price.

During the process discussion?'" with Mr. WGR Harshapriya (“worked in the MO during the Period
of 21 February 2008 to 1 January 2017), stated that “...For the investment in Primary Market, MO
/ FO gives the recommendation based on the previous Auction rates, benchmark rates etc. for a
particular security and based on yield curve”. Depending on the coupon rate and market interest

rate (yield), securities may be transacted/issued at premium price...”.

During an interview of 2 October 2019, Mr. JDSJ Nanayakkara: the current Additional
Superintendent of the EPF (working in the EPF department from 1 April 2011) stated that “...for
the investment in Direct Placement, rate of previous Auction conducted two-weeks prior are
taken as basis and EPF tried to get the rate equal or higher than the weighted average/ cut off

rate of previous Auction. EPF did not have the visibility of rate offered to other Primary Dealer

by the Public Debt Department...”. (Refer Exhibit 12)2"

Also, as per the witness statement of Mr. Dhammikka Na

a @ b&fore Presidential Commission
of Inquiry (Page No 440, Chapter 11) confirmed that, &, “...TReasury Bonds Direct Placements shall
be conducted at the latest Primary Auction fog the ular maturity. If the latest Primary
Auction vield rate is older than two weeks, vie f the Direct Placement shall be decided in
consideration of the development in the magcReecohomic movement in yield rates at subsequent

T-bill Auctions and Secondary Market yiel s...”.

As per PDD manual (Refer Exhibit in case of T-Bill and T-Bonds, placements are arranged at
weighted average yield ratg (V% elow or at a rate between WAYR and the cut-off yield rate
of respective previous Au{K\ 0

r a rate decided by relevant authorities” (General Treasury,

Governor or SPD).

212 Refer Exhibit 12 for statement of fact signed by Mr. J D S J Nanayakkara
213 Refer Exhibit 39 for extract of the PDD manual.
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9.9

9.10

9.12

Comparison of yield rate offered with weighted average yield rate of previous

Auction

On review of 549 Investment transactions through the Direct Placement during the period 1
January 2005 to 28 February 2015, it was noted that in 203 instances, latest Auction (“previous
Auction”) was conducted within two-weeks prior to placement arranged on date and in remaining

346 instances there was no previous Auction conducted by the PDD.

The analysis has been performed for the period 1 January 2005 to 28 February 2015, as the
information of placement arrangement date is not made available by the PDD for period prior to
01 January 2005. Also, the Secondary Market price information is not available with the PDD
department for the year 2002-2004.

On review of 203 instances, it was noted that in 46 instances (Refer Annekure 57)%'4, the investment

previous Auction; the total loss due to excess price paid was g t6 Rs. 256.37 Million; Out

n
made through Direct Placement was at a yield rate lower than t% d average yield rate of
.48%), pertains to 21 instances

of total loss of Rs. 256.37 Million, amount of Rs. 70.4ZgMjlli

when the difference between Direct Placement arran8ed onflate and previous Auction was in the

range of 0-2 days; and x
Although there was an Auction conducted on @a or within two days prior to the “placement
t

arranged on date”, the EPF investment e was lower than the previous Auction rate.

Summary of 46 instances with the ran s in difference between previous Auction date and

in the table below:

Table 51- Summary of rangg % d@ween previous Auction and Placement arranged on
date and loss amount

(Rs. In Million)

Range of days difierence Comparison with weighted avg. yield rate

between Auction and DP
Number of Instances Loss (Rs. in Million)

21 70.47

2 3-5 11 11.25
3 6-10 9 135.37
4 11-15 5 39.28
Total 46 256.37

214 Refer Annexure 57 for 46 instances of loss to the EPF due to yield rate lower than the weighted average yield Rate of previous

Auction.

215 The date on which the details are entered in the computer system from the Direct Placement list to generate the issuance ticket
and is displayed at the bottom of the issuance ticket as “placement arranged on date”. Placement arranged on date is considered as
transaction date on which placement us arranged between the PDD and the EPF for a transaction to be performed on the settlement

date.
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9.13 On analysis of 46 instances, where the loss was amounting to Rs. 256.37 Million caused to the EPF
due to Investment in lower yield rate as compared to the weighted average yield rate of previous

Auction, it was noted that:

A. Rs. 224.74 Million (87.66%), out of total loss of Rs. 256.37 Million was incurred during the 2009
and 2010; and

B. In 6 out of 46 instances, the EPF lower yield rate was more than 10 basis points in comparison
to the weighted average yield rate of previous Auction; the total loss for such instances was
Rs. 197.05 Million (76.86%). Summary of year wise range of difference for 46 instances
between the EPF yield rate and weighted average yield rate with the loss amount is provided

in the table below:

<><§
X
BN
’\\‘b@
>
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Table 52- Summary of loss due to EPF yield lower as compared to weighted average yield rate of previous Auction

(Rs. In Million)

Range of yield 1-10 11-20 21-50 Total
difference (In
basis points)

Year Count of | Purchase Loss Count of | Purchase Loss Count of | Purchase Loss Count of | Purchase | Loss Amount % of total
Instances| Amount | Amount | Instances | Amount | Amount | Instances | Amount Amount | Instances | Amount Loss

2005 3 2,610  (1.13) N 3 2,610 (1.13) 0.44%
2006 9 16,945  (7.42) ~ N\ 9 16,945 (7.42) 2.89%
2007 2 14,135  (2.52) - - - - - \/ 2 14,135 (2.52) 0.98%
2008 1 1,590  (3.07) - - - - Q - 1 1,590 (3.07) 1.20%
2009 T T T T 3T T T 5672 T T(d76) T T2 T T 7,711 T(5063) T T 3T _NO83 C (111.83) T 70 T 20,294 (l64.22) 64.06% |
2010 10 34,432 (25.93) - - - 1 ’} 305 (34.59) 12 40,909 (60.52) 23.61% |
2011 5 43,180  (6.68) - - - - - 5 43,180 (6.68) 2.61%
2012 1 7,564  (0.28) - - - & - - 1 7,564 (0.28) 0.11%
2013 4 35,025  (3.93) - - . - - - 4 35,025 (3.93) 1.53%
2014 2 19,768  (6.59) 2 19,768 (6.59) 2.57%

180,921 - 7,711 (50.63) 4 13,388  (146.42\) 46 202,020 (256.37) 100.00%
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COMPARISON OF THE EPF YIELD RATE WITH THE SECONDARY MARKET YIELD RATE

9.14 On comparison of the EPF yield rate with the Secondary Market yield rate in 346 instances wherein
there was no auction was conducted within two-weeks prior to placement arranged on date,

following anomalies were noted in 94 (Refer Annexure 58)'® out of 346 instances?'’;

A. Investment at lower yield rate caused loss to the EPF amounting to Rs. 8,716.48 Million;

B. Amount of Rs. 6,752 Million (77%), out of total loss of Rs. 8,716.48 Million pertains to year
2008 to 2011; and

C. In 69 out of 94 instances, the EPF lower yield rate was more than 10 basis points in comparison
with Secondary Market yield rate; the total loss for such instances was Rs. 8,491.67 Million

(97.42%). Summary of Range of difference in yield with the loss amount is provided in Table

o®

N
&
>

216 Refer Annexure 58 for 94 instances where the EPF yield rate in Direct Placement is lower than the Market Yield Rate.

217 346 instances, includes 49 instances pertaining to year 2005 and 2006, for which the EPF yield rate comparison was not made with
the Secondary Market yield rate. As the Secondary Market rate information provided by the PDD were not appears to be in line with
the actual Secondary Market rates. Also, it includes 52 instances where the Secondary Market rate is not available on the Placement
arranged on date or two day prior to date, in the Two-way quotes published by the PDD.
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Table 53- Summary of loss due to the EPF yield rate lower as compared to Secondary Market yield rate

Range of
yield
difference
(In basis
points)

Purchase
Amount

Count of
Instances

Loss

Amount

Count of
Instances

Purchase
Amount

Loss

Amount

Purchase

Amount

Amount

Count of
Instances

(Rs.in Million)

Purchase
Amount

Loss
Amount

2007 1 2,390.00 (12.54) 9,000.00 (223.84) 2 11,390.00 (236.38)
2008 3 2,178.00 (2.48 3 19,422.00 .16) 33,555.00 (3,520.08) 13 55,155.00 (3,687.72)
2009 2 9,869.00 (17.39 2 5,136.00 (199.53) 7 16,210.00 (226.64)
2010 8 26,708.00 (105.34 5 34,822.20 (1,443.41) 23 94,065.20 (1,803.81)
2011 12 63,344.00 (389.70 12 24 1,17,276.80 (1,033.83)
2012 6 33,979.70  (192.67 1 7 45,036.30 (324.19)
2013 1 1,875.01 (17.08 1,748.10 (20.06) 2 3,623.11 (37.14)
2014 7 32,065.47 (135.5 3 13,600.00 (687.39) 2,850.00 (235.43) 12 48,515.47 (1,058.40)
2015 3 7,606.98  (39.34) 3,977.00 (269.04) 4 11,583.98 (308.37)

1,80,016.16 (912.12)

27.00

1,33,499.50 (1,913.04)

89,340.20

(5,891.32)

4,02,855.86

(8,716.48)
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Non-compliance to Investment policy statement and Investment trading guidelines

9.15 As per process, the PDD and the EPF negotiates the offer for Direct Placement based on the bond
series, quantity and yield rate via verbally and there was no process of maintaining record of the
negotiations either through email correspondences or internal memos. It was informed that the
information exchange / negotiations are conducted by the PDD and employees of the FMD / the
EPF Management. (Refer Exhibit 40)%'3

9.16 On review of supporting documents relating to Direct Placement transactions (203 instances), it
was noted that the details of negotiation and communication with the PDD was not recorded /

documented in respect of any transaction.

9.17 As per the IPS 2002, the Investments made by the EPF should be approved by the Monetary Board

/ the Investment Committee from time-to-time. As per ITG 2007 and %011, the DOA, empowers

the management of the EPF, as per approval limits spec1f1ed transactions, without
obtaining prior approval, subject to the ratification at t te Investment Committee
meeting. To obtain the approval from the managem p pares the recommendation
sheet capturing yield and quantity to bid at the Treas Auctions: (Refer Exhibit 24)2"°

A. In 23 out of 203 instances where the trans jon was required to be approved by the EPF

t220 (

managemen tender amount Rs. 96, on) the following anomalies were noted:

1. Inall the instances, the FMD rec tion sheet was not available. In the absence of FMD

recommendation sheet, it c

the EPF management.(R@
QY

e confirmed that these transactions were approved by

exure 59)2%

2. In 1 out of 23 in
(Refer Exhibit

the transaction was not ratified by the Investment Committee.

B. In 180 out of instances where the transaction was required to be approved by the Investment

Committee, the following were noted:

1. In 116 instances (tender amount Rs. 2,74,513 Million) where minutes of the Investment
Committee meetings were available; the transaction was not approved in the minutes

conducted on the “placement arranged on date”. (Refer Annexure 60 and Exhibit 43)?23

218 Refer Exhibit 40 for the summary of discussion of meeting conducted with the Mr. MZM Azim, Superintendent of PDD.

219 Refer Exhibit 24 for approval required for Primary Market Transaction as per IPS 2002 and ITG 2007 and 2011.

220 Higher Management of the EPF hereby refers as SEPF, Additional SEPF, DS and Head of FMD division of the EPF.

221 Refer Annexure 59 for list of 23 instances where the FMD recommendation sheet is not available.

222 Refer Exhibit 42 where the transaction was not ratified by the Investment Committee.

223 Refer Annexure 60 and Exhibit 43 for 116 instances where the transaction was not approved by the Investment Committee.
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2. In 64 instances (tender amount of Rs. 125,151 Million) minutes of the Investment Committee
meetings were not available for review. In the absence of minutes, the required approval
was obtained for Investments made were approved or not, cannot be verified. (Refer

Annexure 61)2%4

9.18 Summary of computation of loss on comparison with weighted average yield rate and Secondary

Market yield rate is provided in table below:

Table 54- Summary of loss on comparison of yield rates
(Rs. In Million)

Weighted average Yield rate of Secondary Market yield rate
previous Auction

Number Loss Amount Percentage
of of
Instances Instances

) 42.31%

(164.22) ) 2.60%
2010 11 (60.52) 23.61% 2 (1,803.81) 20.69%
2011 5 (6.68) 2.61% 2 (1,033.83) 11.86%
2012 1 (0.28) 0.11% % (324.19) 3.72%
2013 4 (3.93) 1.5 2 (37.14) 0.43%
2014 2 (6.59) 5 12 (1,058.40) 12.14%
2014 - o N 4 (308.37) 3.54%

46 (8,716.48)

224 Refer Annexure 61 for the list of 64 instances where the minutes of Investment Committee meeting is not available.
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9.19 On the above analysis during the years 2009, 2010 and 2011, count of instances of investment at
lower yield rate in Direct Placement which caused the loss to the EPF were more as compare to
other year under review. The officers of the EPF who were responsible for executions and approval

of the transactions during that respective period are as follows:

Table 55 - Summary of approving authority

Year Name Responsibility

2009 WA Wijewardena- IC Member up to 07 Ratification of Transaction
July 2009)
DS Wijesinghe - DG(W) Chairman- IC Ratification of Transaction

Member (from 07 July 2009)

P Samarasiri- AG- IC member Ratification of Transaction

D Wasantha- SEPF-up to 31 August 2009  Approval of Transaction

MJS Abeysinghe -. SEPF Approval of Transactio

K Gunatilake- Additional. SEPF Approval of Trans @

CMDNK Seneviratne- DS up till 01 Approval of T t

September 2009 and Additional. SEPF

(from 01 September 2009

LDDY Perera (from 16 July 2008) prova ansaction

U H E Silva - Additional. SEPF up till 10 oval of Transaction

August 2009

T Udayaseelan- FO % ecommendation and Execution of Transaction

K Suthakaran- MO Analyst Recommendation for the Transaction
2010 PDJ Fernando- DG Ratification of Transaction

KGDD Dheerasinghe‘% man Ratification of Transaction

BDWA Silva- AG(S)Sgomyd e 2010 Ratification of Transaction

R Dheerasinghe - §EP om 21 June 2010) Approval of Transaction

Additiohal. SEPF Approval of Transaction
e- Additional. SEPF Approval of Transaction
Approval of Transaction
AGU Thilakarathne - DS(T) Approval of Transaction
V Bhaskeran - DS(B) Approval of Transaction
BHIS Kumara - MO-FM Recommendation and Execution of Transaction
T Udayaseelan- FO Recommendation and Execution of Transaction
BMWS Balasooriya-FO Recommendation and Execution of Transaction
2011 PDJ Fernando- DG Ratification of Transaction
KGDD Dheerasinghe - DG(D) Chairman Ratification of Transaction

BDW A Silva- AG(S) up till 28th September Ratification of Transaction
2011 and DG from 28th September 2011

J P Mampitiya -AG Ratification of Transaction
R Dheerasinghe - SEPF Approval of Transaction
K Gunatilake- Additional. SEPF Approval of Transaction
CMDK Seneviratne- Additional. SEPF Approval of Transaction
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LDDY Perera- DS until 12 June 2011 and Approval of Transaction
Addl SEPF from 12 June 2011)

AGU Thilakarathne - DS(T) Approval of Transaction

V Bhaskeran - DS(B) Approval of Transaction

SAL Muthukumara- DS Approval of Transaction

JDSJ Nanayakara-SAS Recommendation and Execution of Transaction
WAVKW Renaweera- SAS Recommendation and Execution of Transaction
WGR Harshapriya- AS Recommendation and Execution of Transaction
T Udayaseelan- FO Recommendation and Execution of Transaction
BMW Balasooriya-FO Recommendation and Execution of Transaction
DP Udugamakorala Recommendation and Execution of Transaction
S Pathumanapan Recommendation and Ex*ution of Transaction
GACN Ganepola Recommendation g EXed tion of Transaction

KLACN Anuradha Recommendatj ‘; Ekeclition of Transaction

Interviews with current and former CBSL

9.20 During an interview of 2 October 2019, with“ anayakkara, the current Additional
ent from 1 April 2011), stated that

Superintendent of the EPF (working in the EP@ , ,
“...In the Direct Placement period, PDD u. mmunicate the desired level of interest rates,

as well as expected participation of

Ction to captive sources including EPF. Apart from
that, EPF takes into consideration ighted average rate of previous Auctions, other publicly

available rates and the yldd lished by the PDD ( “Two-way quote”) and other economic

factors to evaluate the r oted in the Auction...
“According to my e , as the sole issuer of Government Securities PDD had upper hand in
the interest ra eg tlon with the EPF, which has only limited investment avenues other than

Government Se@lrities. EPF tried to convince PDD to get the maximum benefitted rate, if the
same did not happen, EPF considered investment in Secondary market if any. As long-term bond
market was high, naturally EPF had to accept the PDD final rates and make investment. Always,
EPF tried to obtain the best rate possible from PDD but the same was not possible as PDD as
another department of CBSL had their own internal approvals, policy and procedures and

limits...”.

“...As explained above PDD played a major role in deciding EPF is to bid at specified rates at the
Direct Placements and Auctions...”.
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9.21

9.22

9.23

9.24

“...For the investment in Direct Placement, rate of previous Auction conducted two-weeks prior
are taken as basis and EPF tried to get the rate equal or higher than the weighted average/cut

off rate of previous Auction. EPF did not have the visibility of rate offered to other Primary

Dealer by the Public Debt Department...”. (Refer Exhibit 12)*23

During an interview of 1 October 2019, with Mr. LDDY Perera, the current Additional
Superintendent of the EPF (working in the EPF department from 1 April 2011), it was stated that
“...As per the practice the EPF negotiates the rates with the PDD when it comes to the Direct
Placement. There were many instances where the PDD rejected the EPF requested rate...”.(Refer
Exhibit 12)¢

Unavailability of voice records

There is no Voice Records facility installed in the FMD by the EPF d ment. In the absence of
voice record facility, it could not be confirmed that the EPF Man nthad negotiated with the

PDD for better rate of return on investment in Treasury Bondo

Conclusion

The maximum loss was incurred during 2009, 201&201 1.

Table 56 -Summary of loss (Rs. In Million)

Basis of comparisons Total amount  Loss for 2008, %
of loss) (A) 2009 and 2010 (B/A)
(B)

256.37 227.81 88.86%

Weighted Average YieldRate
of previous Auction

3 Secondary Market Yi
when reference 0
previous i /%ﬁ
availabl

On review of minutes of the Monetary Board meeting of 7 October 2008, stated that “... Issuing

8,716.48 5,718.18 65.60%

Treasury Bonds to EPF and other captive sources at an interest rate 5 basis points above the

Secondary Market rates through private placements ...” (Refer Exhibit 44)%%

225 Refer Exhibit 12 for statement of fact signed by Mr. JDSJ Nanayakkara.
226 Refer Exhibit 12 for statement of fact signed by Mr. LDYY Perera.
227 Refer Exhibit 44 for minutes of the Monetary Board of 07 October 2007.
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9.25 Further on review of minutes of the Investment Committee of 9 October 2008, it states that “...IC
was informed of proposal made by the Public Debt Department (PDD) regarding offer rates on
Government Securities. According to the proposal PDD will offer 5 basis points higher than the

Secondary Market rates on Government Securities...” (Refer Exhibit 45)228

9.26 Proposal to provide the yield rate to the EPF more than the Secondary Market rates was approved
by the Monetary Board and the Investment Committee, it is evident that the EPF yield rates were
significantly lesser than the Secondary Market yield rates even though the Monetary Board has
approved that the EPF and other captive sources to issue the Treasury Bonds at an interest rate 5

basis point above then the Secondary Market Rates.

9.27 Further, due to unavailability of emails of the employees worked in the FMD prior to 2011,
negotiation, if any, made by the FMD officials or by the EPF could not be confirmed.

o®
X
BN
’\\‘0(0
>

228 Refer Exhibit 45 for Minutes of the Investment Committee of 9 October 2008.
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10.

10.1

10.2

10.3

10.4

DEVIATIONS FROM INVESTMENT POLICY
STATEMENT AND INVESTMENT AND TRADING
GUIDELINES

INTRODUCTION - EXTRACT OF POLICY

The objective of the Investment and Trading Guidelines (“ITG”)?° 2007 and 2011 is to
streamline the investment decision process at the EPF and maximize the return on the

portfolio, while managing the risk at acceptable levels.

The Investment Policy Statement, 2002 requires all the Investments to be approved by the
Investment Committee. It does not specify any limits for DOA for execution of the
transactions (Investments and Divestments) by FO. The authority for approving the
execution of transactions was delegated and the limits for ROA\ were specified post
implementation of ITG on 21 March 2007.

ITG, 2007 was revised and implemented with effect_fro nlgry 2012 as stated in the
minutes of the Monetary Board of 31 December 2041.

As per ITG, 2007 read with ITG, 2011, the D%’e:xecute Secondary Market transactions
0 F and FMD, subject to the ratification

(investment and trading portfolio) is assignéd

# DOA for HTM portfolio Per day limit specified for Per day limit
Designation ITG, 2007 specified for

ITG, 2011

1 Assistant Governaqf in-charge of the EPF

No Limit

2 Superintende Up to 1 Billion Up to 10 Billion
(or per the post of (Maximum single trade
nt

Superi limit Rs. 200 Million)
3 AdditionalSuperintendent - Up to 5 Billion
4 Deputy Superintendent - Up to 3 Billion
5 FO* / Head of FMD (“HFMD”) Up to 0.50 Billion Up to 2 Billion

(Maximum single trade
limit Rs. 100 Million)

229 Reference: Section 1.1 (Objective) of the Investment and Trading Guidelines for the EPF Securities Portfolio dated 21 March

2007.

230 Exhibit - 47 Extract of DOA specified in ITG, 2007 and ITG, 2011.
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10.5

10.6

10.7

10.8

*Note: As per ITG, 2007, FO should obtain prior approvals from the Investment Committee daily, for
both range in vield and quantity of Treasury Bond to be traded in the Secondary Market.”

Table 58 - Limits specified in the ITG, 2011 for trading portfolio

DOA for Trading Portfolio Per day limit specified for
Designation ITG, 2011
1  Superintendent/ Acting Superintendent Up to 10 Billion
2 Additional Superintendent Up to 5 Billion
3 Deputy Superintendent Up to 3 Billion
4  Staff officer attached to FO Up to 0.5 Billion

*Note: ITG, 2011 does not specify if the stipulated limits for trading portfolio are for purchases or
sales or both. Hence, the transaction limit has been considered cumulatively for both purchases
and sales per day.

On comparison of the limits specified in the above Table 57 and Table 58, it was noted that
the specified limit for approval of investment in HTM portfolio?*' had increased from Rs. 1

Billion to Rs. 10 Billion (10 times) for the Superintendent and similarly for officer of FO, the

approved limit increased from Rs. 500 Million to Rs. 2 Billion Wne

As per the minutes of the Monetary Board meeting No.30 0 December 2011 (Refer
Exhibit 25 for an Extract of minutes of Monetary Bdard)?Z, rationale for revision of the
IPS and ITG were described as follows: “...Due to th t economic and financial market

developments in Sri Lanka, EPF has recogn the need for revising IPS and ITG by
streamlining its investment management 9roc@ss and procedures to maximum the return
whilst managing the risk of the Fund a@c ptable level. The revised IPS and ITG provide
diversification of opportunities Fund while improving the risk management

0
n fund management practices...”.

procedures in line with the
<
On revision of the limi %’chat,” ...Treasury Bonds and Treasury Bills - with the view

to improve the opeﬂ efficiency, limits on execution of Treasury Bonds and Bills

transactions for @ stment and trading portfolio are reset. The limits are subject to
the ratifie@l of WmVestment Committee and Monetary Board...”.

On review of {

Investment / Divestments subsequent to the above, it was noted that the
average face value of Investment / Divestment transactions of the EPF per day ranged
approximately between Rs. 153 Million to Rs.254 Million during the period April 2007 to
December 2011. The year-on-year average transaction value of Investment and Divestment

for the period from April 2007 till December 2011 are as follows:

231 Refer Section “Terms of Reference” for the definition of Held to Maturity (“HTM”).
232 Refer Exhibit 48 for an extract of Minutes of the Monetary Board dated 30 December 2011.
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Table 59 - Summary of year wise average transaction value (Rs. In Million)
Investment- Average Divestment- Average
Transaction Value per  Transaction Value per
Year
(«\Y day
(Rs. in Million) (Rs. in Million)
1 2007 291 -
2 2008 220 153
3 2009 182 288
4 2010 212 265
5 2011 254 225
6 2012 225 1,750
7 2013 733 1,203
8 2014 829 815
9 2015233 - 538

or SEPF and 4 (four)

10.9 It was noted that, there was no substantial increase in the value of ¥ransactions per day to
justify the decision of increasing in approval limit up to 10 (tepyi

times for FO.

10.10 During an interview of 19 September 2019 with Mrg K G le, SEPF during July 2008 to
June 2013 (Refer Exhibit 12)234, stated that, “...as e investment policy statement in
the year 2007 to 2011, the limit of the t ld for Government Securities had been

increased expecting there would be boom My, thédmarket after the civil war end of the year
2009 enhancement in the approval liv@s to facilitate quicker decision making...”

10.11 Further, the EPF management @analysed the actual investment made in the year
2012 and 2013 and takeg st% visit the DOA limit in line with market conditions.

VIOLATION OF @ATEDAUTHORITY LIMIT - VERIFICATION OF
TRANSACTI HE PERIOD 2002 TO 2006

10.12 The IPS sp@eifies the roles and responsibilities of the Monetary Board, the Investment
Committee and the FMD. The limits for DOA were specified only after implementation of
ITG as on 21 March 2007.

10.13 As there was no limit specified for approving authority in the IPS applicable for the period
between 2002 and 2006. The Deal Tickets were reviewed to verify whether the transactions
were approved by the top management of EPF (SEPF, Additional. SEPF, DS and staff officer
of FO).

23 No Investments were made during January and February 2015
234 Refer Exhibit- 12 for the witness statement provided by Mrs. K Gunathilake on 19 September 2019.
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10.14 For verifying the approving authority, the sample transactions (Investments and

Divestments) were selected on basis of the following criteria:

A. Transaction value greater than Rs.100 Million per trade (Investments / Divestments);

and
B. Multiple purchase price paid to different Primary Dealers on the same day for the

purchase of the same ISIN.

Table 60 - Summary of documents reviewed for verification of DOA for the period from 2002 till

2006
Particulars Transaction Arnou.nt. Trans.actions Arnoqn’g
count (Rs. in Billion) Reviewed (Rs. in Billion)
Investments 1,044 69.1 526 34.30
Divestments 752 98.1 258 54.99
Total 1,796 167.2 ez 89.29

10.15 The approval of following transactions could not be verifie to the absence of

documents such as (Deal Tickets?*®, counterparty conf @» nd minutes of the
D @ engs. Out of 526 (Annexure

62)3¢ Investment transactions reviewed, Dealf{Ticket® in respect of 244 transactions

Investment Committee) relating to Investments

(approximately 46% of the total sample review nd counterparty confirmation in

respect of 431 transactions (approxim % of the total sample reviewed) and

minutes of the Investment Committ
(approximately 90% of the total sa

ents not made available for review

eting in respect of 476 transactions

viewed) were not available for review?¥

Table 61a - Summary of Investme
Transactions for which | Transactions for which Documents
review Documents were provided | were not provided?3®

Year Count Rs.In , Deal Counterparty Minutes of : Deal Counterparty Minutes of
Billion ' Ticket Confirmation Investment | Ticket Confirmation Investment

Committee Committee

3 2004 45 5.47 14 6 14 31 39 31
4 2005 24 1.80 - - 23 24 24 1
5 2006 17 1.35 - - 3 17 17 14

235 Refer Section “Terms of Reference” for the definition of Deal Ticket.

236 Refer Annexure - 62 for the list of 526 Investment transactions.

237 Refer Exhibit 49 for the CBSL employee’s confirmation on non-availability of documents.
238 Refer Annexure - 63 for the list of documents not traceable related to Investments.
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10.16 Out of 258 (Annexure 64)2° sample Divestment transactions reviewed, Deal Tickets in
respect of 171 transactions (approximately 66% of the total sample reviewed), in 256
transactions counterparty confirmations (approximately 99% of the total sample reviewed)
and in 191 transaction minutes of the Investment Committee (approximately 76% of the

total sample reviewed) were not available for review.

Table 61b - Summary of divestment documents not made available for review
Transactions for which

Sample selected for | Transactions for which
. | . documents were not
review | documents were provided S 940
| provided
Rs.in | Deal Counterparty AL @17 Deal Counterparty AL @i
Count s [ . . Investment . R . Investment
Billion | Ticket Confirmation . Ticket Confirmation .
! Committee Committee
2002 63 16.15 29 - 1 P34 63 62
2003 55  18.24 ! 36 - - 19 55 55
2004 28 8.00 22 2 ) 26 28

G hN|WIN|=

2005 73 7.70 | - - 46 N 73 27
2006 39 4.90 ! 20 W 39 19
258 ‘

10.17 On review of available Deal Tickets of 282 tragsactigns (Annexure 66)*' relating to
Investments and 87 transactions (Annexure ﬁ;’elating to Divestments to verify the

approving authority of the transactions in@
is provided below: Q
1) In 189 out of 282 transadti

FO;
2) In 7 trans 0'0\@9 Deal Tickets were not approved by the Deputy
d

icket?3, the summary of observations

e Deal Tickets were not signed by the officer of

Superinten ;
3) In 205@ ions, the Deal Tickets were not approved by the Superintendent

Table 62 - Summary of observations on verification of Deal Tickets for Investments
Deal Ticket not sighed by Deal Ticket not approved Deal Ticket not approved

Year dealer (Officer of FO) by Deputy Superintendent by Superintendent
2002 104 - 107
2003 79 7 84
2004 6 0 14
Total 189 7 205

239 Refer Annexure - 64 for the list of 258 Divestment transactions.

240 Refer Annexure - 65 for list of documents not traceable in Divestments.

241 Refer Annexure- 66 for the list of Investment transactions containing the approval authority.
242 Refer Annexure- 67 for the list of Divestment transactions containing the approval authority.
243 Refer Exhibit - 50 for the exhibit of Deal Tickets relating to Investments.
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B. On review of 87%** (Refer Exhibit 51) transactions relating to Divestments, it was noted
that:
1) In 74 transactions, the Deal Tickets were not signed by the officer of FO;
2) In 11 transactions, the Deal Tickets were not approved by the Deputy
Superintendent; and
3) In 69 transactions, the Deal Tickets were not approved by the SEPF.

Table 63 - Summary of observations on verification of Deal Tickets for Divestments

Deal Ticket not Deal Ticket not Deal Ticket not
signed by Dealer approved by Deputy approved by
(Officer of FO) Superintendent Superintendent
2002 29 6 17
2003 35 4 30
2004 10 1 22

Note: For 2005 and 2006, Deal Tickets were not available

Investments and Divestments.
eac ons and not the actual

settlement amount. Hence, the settlement amount fcannot be validated from the
transactions ratified in the Monetary Board mwfo e 282 investment transactions and

10.18 The Deal Tickets consist of only the face value

87 Divestment transactions Q
10.19 The date of approval was not men ong with the signatures of the approving
tion was pre-approved or subsequently ratified
it - 52)24,

authority. Accordingly, whether th

could not be determined. Ref

10.20 In 50 transactions?4 ( efx ure 68) where the Investment Committee minutes were
available on the dat e investment, the detail of transactions were not recorded in

the minutes. Acc% the prior approval of the transactions cannot be confirmed.

244 Refer Exhibit 51 for the exhibit for Deal Tickets relating to Divestments.

245 Refer Exhibit 52 for a sample to illustrate the absence of date of approval in the Deal Ticket.

24 Refer Annexure 68 for the list of transactions where minutes of the Investment Committee meetings were available, however, the
transactions were not recorded in the minutes of Investment Committee Meetings.
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10.21 On review of supporting documents and HR records provided by the EPF management, below

mentioned CBSL employees were identified as responsible for the approval of above

transactions:

Table 64 - Summary of approving Authority for the period from 2002 till 2006

Year Name
2002-2003 NJ Perera

Designation

SEPF

S Somapala

Additional SEPF

JB Sumanabandara

DS

MSM Husam

Fund Manager

HS Fernando

MO

NJ Perera

SEPF

S Somapala

Additio*l SEPF

JB Sumanabandara

D

PKM. Sudharshanie

Nishanthi Gunarathne

anager

nd Manager

2004 HSS Fernando

Fund Manager

Rohana Haliyedda

Fund Manager

Fund Manager

WMS Karunarathne Q
BHIS Kumara @

CPB Disanayake

MLK Somaratne

Fund Manager

Fund Manager

Fund Manager

NJ Pererae

SEPF

Additional SEPF

DS

Fund Manager

WMS. Karunarathne

Fund Manager

PKM. Sudharshanie

Fund Manager

JB Sumanabandara

Fund Manager

2005 BHIS.Kumara

Fund Manager

MLB Ekanayake

Fund Manager

ML Cooray

Fund Manager

UD Liyanagamage

Fund Manager

AA. Carder

Fund Manager

Nishanthi Gimarathne

Fund Manager

Prabath Susantha

Fund Manager

GHPP Shyamalie

Fund Manager

NJ Perera

SEPF

S Somapala

Strictly private and confidential
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Year Name Designation
UHE De Silva DS
MSM Husam Fund Manager
WMS Karunarathna Fund Manager
2006 PKM Sudarshani Fund Manager
ML Cooray Fund Manager
BHIS Kumara Fund Manager
CONCLUSION

10.22 Documented guidelines and procedures along with the DoA limits for the Investments and
Divestments transactions were not available during the period January 2002 to 21 March
2007.

10.23 These deficiencies indicate internal control weaknesses such as,% documentation of
rvi

the decisions, missing approvals of transactions and absence n over transactions

executed by Fund Managers exceeding their authorities th@ ot detected by the senior

management of EPF.

10.24 In the absence of the Deal Tickets, counterpagty c mations and the date of approval
and signature of the approving authority, it &
adequately approved or ratified as per Q

e meetings was “daily”, and the minutes of the

e established, if the transactions were

10.25 The frequency of the Investment
Investment Committee were r to capture the decision regarding the Investments to

be made along with thg,inyes strategy. In the absence of transactions details in the

minutes of InvestmentNeo ee meetings, the approval of the transactions cannot be
confirmed.
10.26 The EPF d %nﬁrmed that all available documents were provided for review and

in the abse of the above documentation, it is to be inferred that the transactions were

not approved.

VERIFICATION OF TRANSACTIONS AS PER ITG 2007

10.27 The ITG, 2007, implemented on 21 March 2007, specifies the DOA limits for purchase and
sale of the Government Securities in the Secondary Market. Refer paragraph 10.4 of this
section for the DOA limits specified in ITG, 2007 which is applicable for the period from 21
March 2007 to 31 December 2011.
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10.28 For review of compliance with the prescribed DOA limits, the transactions (Investments and

Divestments) were selected on basis of the following criteria:

Transaction value greater than Rs.100 Million per trade;

B. Higher purchase price was paid by the EPF compared to the Secondary Market price
(“Two-way” quotes); and

C. Multiple purchase price paid to different Primary Dealers on the same day for the

purchase of the same ISIN.

10.29 Based on the above-mentioned exceptions, the following transactions were selected to

verify the compliance of delegation of authority limit as specified in the ITG, 2007:

A. The total transaction count for Investments during 2007 to 2011 was 97 transactions?¥
(Refer Annexure 69) (approximately 30% of the total 213 transactions). On the total
selected sample, the count of HTM portfolio was 66 transactionsjand trading portfolios

was 31 transactions;

B. The total transaction count for divestment dugi ‘e 2007 to 2011 was 155
transactions?® (Refer Annexure 70) (approximately 40% of the total 226 transactions).
On the total selected sample, the count ™ folio was 2 (two) transactions and
trading portfolios was 153 transactions. (&

C. ITG, 2007 does not specify the arately for purchase and sale, hence, the
delegation limit of Rs. 500 i er day for FO was considered for both sale and

purchase together.

<
10.30 On review of Deal Tidm[%/ the compliance with or adherence to the DOA in respect
|

of 252 transactions (&( ment transactions and 155 Divestment transactions) for the
period 2007 to 2 ollowing were the observations:

A. In18ou 00 (instances where Deal Ticket was available), the DOA limit was exceeded
by the officer of FO. Transaction details are provided in the table below and (Refer
Annexure 71) 24:

i 16 transactions (aggregate transaction value Rs. 2.96 Billion) were approved by the
Deputy Superintendent rather than SEPF as stipulated in the ITG.2%0 (Refer Exhibit
- 53)

247 Refer Annexure 69 for the list of Investment transactions selected for the period January 2007 to December 2011.
248 Refer Annexure 70 for the list of Divestment transactions selected for the period January 2007 to December 2011.
249 Refer Annexure 71 for the list of the transactions were delegation of authority limits had been exceeded by officer of FO.
250 Refer Exhibit 53 for the extract of Deal Ticket where the transactions have not been approved by Superintendent.
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ii. Two transactions (aggregate transaction value Rs.0.30 Billion) were not approved
by the Deputy Superintendent but the Deal Tickets were signed by the Chief

Dealer?' alone; and

iii. Six transactions (aggregate transaction value Rs. 1.56 Billion) were exceeding the

single trade limit of Rs. 200 Million, no prior approval, as stipulated by the ITG,

from the Investment Committee was obtained.?? (Refer Exhibit 56)

Table 65 - Summary of transactions by the FMD officers exceeding the DOA limit of per limit of Rs.100
Million per trade

2007

2007
2008
2008

2009

Counterpart Transaction Count of Amount
party Date transactions (Rs. In Million)
1 217.75
) ) 02-Aug-07
Hongkong and Shanghai Banking Corp. 1 109.06
15-Aug-07 1 106.66
28-May-07 1 148.66
People’s Bank
30-May-07 1 147.75
Deutsche Bank 03-Oct-07 360
Capital Alliance Limited. 17-May-07 110.85

a)

22-May07 111.14
1,311.87
139.17

139.17

Ceylinco Shriram Securities Limited.

Standard Chartered Bank PLC 0840ct-08

oy \L7-Mar-09 197.89

v
Seylan Bank PLC 08-Jun-09 1 140.51
N 13-Jul-09 1 106.75
National Trust Bank 22:Apr-09 ! 281.08
21-Apr-09 1 200.02
Deutsche 03-Mar-09 1 171.62
easuries Limited. 23-Jan-09 1 194.42
NSB Fund MaRggement Company 18-Nov-09 1 203.89
National Development Bank 17-Mar-09 1 296.84

)

2009 1,793.03
Total 1 3,243.55

(o]

21 Refer Exhibit 54 for the extract of Deal Ticket for 2 Transactions not approved by the Deputy Superintendent.
252 Refer Exhibit 55 for the extract of Minutes of Investment Committee Meeting for the corresponding deal ticket.
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10.31 In 153 out of 252 transactions amounting to Rs. 28.04 Billion, the details of approval of the
transactions could not be ascertained due to the non-availability of the Deal Tickets. (Refer

Annexure 72 for the detailed list of documents not traceable)?*3

Table 66 - Summary of Deal Tickets not available for review during 2007 to 2011

Transaction count Transaction Value (Rs. in Billion)
1 2007 3 0.90
2 2008 24 4.86
3 2009 10 2.97
4 2010 100 16.52
5 2011 16 2.79
Total 153 28.04

10.32 On review of supporting documents and HR records provided by the EPF management, below

mentioned persons were found responsible for the executions and approval of the

transactions during that period: s
TABLE 67 - Summary of Deal Tickets not available for review during @ to2011

Designation

2007 LY Dharmasena EPF
SN Perera \S -
DAG Wijetunga Q DS
CMDNK Senevirathne @ DS

S Somaweera DS

K Suthakaran Fund Manager
BHIS Kumara * Fund Manager
MLBE kanayake Fund Manager

Fund Manager

Fund Manager

Fund Manager

MonicaWanigasekara Fund Manager

RH Jayasinghe Fund Manager

MSM Husam Fund Manager

PKM Sudharshanie Fund Manager
2008 R Dheerasinghe SEPF

MJS Abeysinghe SEPF

253 Refer Annexure 72 for the list of the transactions where the Deal Tickets were not traceable during the period 2007 to
January 2011.
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Year Name

K Gunatilake

Designation

Additional.SEPF

CMDNK Seneviratne DS
LDDY Perera (from16July2008) DS
UHE Silva Additional.SEPF
T Udayaseelan MO
K Suthakaran MO
BMWS Balasooriya FO
2009 K Gunatilake SEPF
CMDNK Seneviratne Additional .SEPF
LDDY Perera DS N
AGU Tillakaratne DS
V Bhaskeran DS
BHIS Kumara
UHE Silva FundWanager

T Udayaseelan

K Suthakaran

\ Manager
FO

BMWS Balasooriya

10.33 During an interview of 16 Septem

(Refer Exhibit-12)%4, stated t
Secondary market, tracsa
Additional SEPF and

during my tenur Ei

Strictly private and confidential

@W]th Mr. WGR Harshapriya (former FO Manager
nsactions related to the Government Securities in
ere done usually with the verbal approval of SEPF,
F Then the approving authority signed the deal ticket,

254 Refer Exhibit - 12 for the fact statement of Mr. W G R Harshapriya dated 16 September 2019.
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Conclusion

In the absence of the Deal Tickets, counterparty confirmations and the date of approval
and signature of the approving authority, it cannot be established, if the transactions

were adequately approved or ratified as per the ITG.

In the absence of the minutes of the Investment Committee meeting, whether the
investment / divestment transactions were ratified / approved by the Investment

Committee cannot be determined.

The execution of transactions without written approval indicates deficiencies in the
oversight function at the EPF department, since it cannot be ascertained as to if EPF

management was aware of the execution of such transactions.

During the interviews, the senior officials of the EPF indicat t they believed that

all transactions were executed by the Fund Managers discussion with them.

However, it is not clear as to why the approva S gbseguently not documented

consistently by the EPF management, had such @iscussion and verbal approval were ever

obtained.

Given the existence of such missi istence on) documented approval, the

procedures or practices adopted nagement, to ensure that all investment /

divestment transactions were_i ecuted post approval, are questionable.

_

Further, missing app‘ovw documents also indicate gaps in the periodic oversight
functions such as 1\\ dits, where execution of transactions with such deviations

was not highlight

VERIFICATIO @ &SACTIONS AS PERITG 2011

10.34 The ITG, 2011 Fevised on 31 December 2011, specifies the DOA limits for purchase and sale

of Government Securities in the Secondary Market. Refer paragraph 10.4 of this Section for

the DOA limits specified in ITG, 2011 which is applicable for the transactions for the period
from 1 January 2012 to 28 February 2015.

10.35 For the review of adherence to the prescribed DOA Limits as specified as per ITG 2011, the

following transactions for the period 01 January 2012 to 28 February 2015 were considered

for verification:

A.

Total Investment Count was 257 transactions (HTM portfolio - 143 and Trading Portfolio
-114) amounting to Rs. 78.11 Billion; and
Total Divestment count was 223 transactions (HTM Portfolio - 133 and Trading Portfolio

- 90) amounting to Rs. 104 Billion.
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10.36 In 50 out of 143 transactions (in 4 transaction dates) the Investment value in the HTM
Portfolio was more than Rs. 2 Billion the limit specified for the Head of Fund Management
Division to approve. Instances of 50 transactions was considered for review to verify the
compliance to the ITG, 2011.

10.37 Transactions with face value more than Rs. 500 Million per day was considered for

verification of Trading Portfolio (Investments and Divestments) and HTM Portfolio

(Divestments).

Face
Transaction Value Count of Amount Count of Amount
Portfolio count Amount Investment  (Rs. In divestment  (Rs. in
(Rs. in transactions Billion) transactions Billion)
Billion
1 ;gif;gﬁozss 128 38.82 76 21.83 52 16.99
2 HTM Portfolio®® 102 70.47 - - 102 70.47

Table 68 - Summary of transactions with face value more than Rs.500

Note: ITG, 2011 does not specify the DOA for Divestments i tfolio separately, hence
the DOA limit of Rs.500 million per day for the FO wd§ cons d for identifying the
violation in DOA for HTM Portfolio.

VIOLATION OF THE LIMITS APPLICABLE F ING INVESTMENT TRANSACTIONS OF
HTM PORTFOLIO

10.38 On review of Deal Tickets for 50 trafis 155257 (in 4 transaction dates) (Refer Exhibit 56 for
the Deal Tickets of transaction vekhe limit Rs 2 Billion)?8, it was noted that Deal Ticket
signed date was subsequent %lransaction date. Hence, it is evident that no process of

obtaining prior approv e approving authority (DS / Additional SEPF / SEPF) before
the execution of thgsggaRgaction and the transactions were only ratified.

255 Refer Annexure 73 for the list of 128 transactions of trading portfolio.

2% Refer Annexure 74 for the list of 102 transactions of HTM portfolio.

257 Refer Annexure 75 for the counterparty wise break up of 50 Transactions.

28 Exhibit - 56 and Exhibit - 56a Copy of the Deal Tickets for the transactions only ratified by the approving authority instead
of prior approval as required per ITG.
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Table 69 - Summary of date of approval of the transactions (Rs. In Million)
As per ITG, Approval Required from Ratified By
. . Total o ! oo Prior Approval
ULEIERGSS ] UEIE 840 Transaction AG SEPF G i AG SEPF HEOlETE DS FO of transactions
on Date  n Count al. EPF . l. EPF
Value ! (Yes /No)
1 28-Aug-14 4 2,193 v H v v No
2 30-0ct-14 9 2,311 v ! v v No
3 31-Oct-14 19 10,144 v : Q v v No
4  23-Dec-14 18 6,548 v : (Y v No

Table 70 -Summary containing details of approval by the approving authority (Rs. In Million)
Transaction Date Total Transaction Date of approval by SEPF Date of approval by Date of approval by Remarks
Value Additional SEPF DS
1 28-Aug-14 2,193 29-Aug-14 Not signed* The approval was
‘ obtained after the
2 30-Oct-14 2,311 23- 31-Oct-2014 Not signed* transaction date
3 31-Oct-14 10,144 4= 014 04-Nov-2014 Not signed*

4 23-Dec-14 6,548 % 6-Dec-2014 Not signed* On leave

*Additional SEPF / DS were available (Refer Exhibit 27 for extract of attendance record) on the transaction date / settlement date / in between these
dates, however, the deal ticket was not approved by them.
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A. During an interview of 1 October 2019, Mr. LDDY Perera (Deputy Superintendent / Additional
Superintendent), stated that, “Approval for the Secondary market transactions was

provided after the execution of transactions by the Fund Manager in the FO.”

B. During an interview of 16 September 2019 Mr. WGR Harshapriya (the former FO Manager
(Refer Exhibit-12)259 stated that “Transactions related to the Government Securities in

Secondary market, transactions were done usually with the verbal approval of SEPF,
Additional SEPF and Deputy SEPF. Then the approving authority signed the deal ticket,

during my tenure in the EPF”.

C. This practice is a deviation from the DOA specified in ITG which requires a prior approval as
per Section 4.4 and 5.4 of the ITG, 2011.20 (Refer Exhibit - 57 for the extract of ITG)

D. Further, the transaction dated 31 October 2014 exceeds th al limit of Rs. 10 Billion
assigned to the SEPF and requires the approval from the ever, it was noted that no
approval from the AG was obtained in the deal ti . the Rs. 10 Billion - transactions

with PTL and PABC amounted to Rs. 7.02 Billion§(Refeff§Section 11 of this Report for analysis

of transactions with PTL). (Refer Annexur )26

E. The above reported transactions result@s amounting to Rs. 205 Million out of Rs. 565
ec

Million in the year 2014 as detailed tion 11 of this Report.

VIOLATION OF LIMITS APPLIC FOR EXECUTING DIVESTMENTS TRANSACTIONS
OF TRADING PORTFOLI® A@ M PORTFOLIO

10.39 In 61 transactions withgﬁof Rs. 26.96 Billion (28 transaction dates) out of 128 transactions
during the peri to 2015 relating to the Trading Portfolio, it was noted that the staff
of FO had e d the transactions exceeding the authorised limit of Rs. 500 Million per day.

(Refer Annexure W & Exhibit 56 A%62)

259 Refer Exhibit- 12 for the witness statement of Mr. W G R Harshapriya.

260 Exhibit - 57 for the extract of ITG section 4.4 and 4.5.

261 Refer Annexure 76 for the breakup of PTL And PABC transactions.

262 Refer Annexure 77 & Exhibit 56A for details of 61 transactions violating the approving limit of Rs.500 Million as per ITG, 2011.
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10.40 In 82 transactions totalling of approximately Rs. 41.11 Billion (35 Transaction Dates) out of 102
instances of Divestments of HTM Portfolio, it was noted that the staff of FO had exceeded the
authorised limit of executing transaction amounting to Rs.500 Million per day. (Refer Annexure -
78 & Exhibit 58 A)?63.

DEVIATIONS FOR THE SALE OF HTM PORTFOLIO

10.41 As per the Section 4.5 of the ITG, 2011, prior approval of the Investment Committee is required

for sale or to sell Treasury Bonds before the maturity.

10.42 The total HTM sales during the period from 1 January 2012 till 28 February 2015, there were 133

transactions with total value of Rs. 81 Billion.

10.43 In 102 of 133 transactions, the limit of Rs. 500 Million per day had been exceeded by the staff
officer of FO.

10.44 In 98 instances amounting to Rs. 46.95 Billion of the above 102 tr§ % ionsd (Refer Annexure 79)%4,
prior approval from the Investment Committee was n @ e

Bonds as per Section 4.5 of the ITG, 2011.

pr sale of the HTM Treasury

Table 71 - Summary of HTM transactions where prio@wa from the Investment Committee was not

obtained
a

Number of Transactions where the DOA limit was
exceeded

Total Value of
Transactions
(Rs. in Billion)

263 Refer Annexure 78 & Exhibit 58A for details of transactions violating the approving limit of Rs.500 Million as per ITG, 2011.

264 Refer Annexure 79 & Exhibit 58B for the details of transaction of 98 instances of DOA violation in HTM portfolio as per ITG, 2011.
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10.45

Further, as per minutes of the Investment Committee meeting of 22 August 2013263 “the MO

recommended to increase the limit of 1% to 5% or below of Total Government Securities portfolio
as the relevant insignificant level for the sale or reclassification from the held to maturity
portfolio and when monitoring above limit all transactions carried out during 12-month period
should be taken into account”. The IC approved the suggestion of the MO. However, there were
no recommendation by the Investment Committee to revise the requirement of the prior approval
of Investment Committee in ITG, 2011. In the absence of clarification in the minutes of Investment
Committee meeting, the applicability and the validity of this specific requirement of prior
approval of IC cannot be commented upon.During an interview with Mr. T Udayaseelan on 2
October 2019, Senior Assistant Superintendent the interdicted CBSL employee (Refer Exhibit -

12)%%, it was informed that “This decision was made to overrule the prior approval required by

Investment Committee for the sale of HTM Portfolio.”
LAPSES IN PROCEDURES AS STATED IN THE ITG, 2011 %

10.46

i.

iii.

As per the ITG, 2011, the following procedures are requi dfo wed by MO:

“MO shall determine the required yields and evsluate fers for Treasury Bonds and Bills and

make investment recommendation thereon PF by way of a report.

. FO, in consultation with MO, shall reco o IC, the yield and the amount of Government

Securities to be purchased from t

d and the amount of the Treasury Bonds/Bills to be sold in

MO shall recommend to SEPF,%
the Secondary markx& nditions stated in the ITG.

iv. MO, at the time of@ the approval for the purchase of Treasury Bonds and Bills shall specify
T

m

3 ”

ry Bonds and Bills are to be purchased for the investment portfolio and

265 Refer Ex
266 Refer Ex

hibit - 59 for the extract of minutes of Investment dated 22 August 2013.
hibit -12 for the witness statement of Mr. T Udayaseelan of 2 October 2019.
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10.47 During the review, no such recommendations were noted in the Deal Ticket nor such report were

made available for review. Further, during an interview of 16 September 2019 with Mr. WGR

Harshapriya the former FO Manager, (Refer Exhibit-12)%¢7, stated that “As per the Investment and
Trading Guideline of 2011, the Front Office (FO) had used the option of ratification by the

Investment Committee (IC) instead of getting consultation from MO by FO and recommending to

IC. MO was not consulted for the Secondary market transactions. MO never questioned FO on why

second option (ratification by IC) was chosen. | also not questioned from FO why this ratification

method was used during my tenure at FO”.

10.48 The above reported transactions resulted in the loss amounting to Rs. 14.38 Million in the year

2014 and 2015 as detailed in the Section 12 of this Report.

PERSONS RESPONSIBLE FOR EXECUTION OF THE TRANSACTJONS

10.49 On review of the supporting documents and HR records provid %EPF management, the
approving authority responsible for execution and approving b ctions during the period are

detailed below:

Table 72 - Summary of approving authority

O

Designation

2012

K Gunathilake %

SEPF

Additional SEPF

Additional SEPF

Senior Assistant Superintendent

Assistant Superintendent

Dissanayake

Assistant Superintendent

W G R Harshapriya

Senior Assistant Superintendent

2013 P W D N R Rodrigo SEPF
K Gunathilake SEPF
C M D N K Seneviratne Additional SEPF
LDDY Perra Additional SEPF
J D S J Nanayakkara Acting Deputy Superintendent
T Udayaseelan Senior Assistant Superintendent
2014 P W D N R Rodrigo SEPF

267 Refer Exhibit - 12 for the witness statement of Mr. W G R Harshapriya of 16 September 2019.
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Year Name Designation
T D H Karunarathne Additional SEPF
M 'S K Dharmawardena Additional SEPF
A G U Thilkarathna Additional SEPF
JDSJ Nanayakkara DS
T Udayaseelan SAS
2015 RAA Jayalath SEPF
S Somapala Acting SEPF
TDH Karunrathne Additional SEPF
AGU Thilkarathna Actg Additi@al SEPF
JDSJ Nanayakkara DS
T Udayaseelan Sb
RATIFICATION BY THE INVESTMENT CO E AND THE MONETARY BOARD

10.50 On review of minutes of the Investment C

meetings for the Review Period 1 January 2002

till February 2015, as a practice, it that only the details of transactions such as the

settlement date, bond series, p cost and yield rate were recorded in the Investment

Committee minutes. *

10.51 The following details of \Xﬁons executed were not captured in minutes of the Investment
Committee meetings%
A. Counter ame;

Prevailing et yield and price;

une 2014 and subsequently:

Movement of the ISIN in the Secondary Market;
Availability and price of the ISIN offered in the Primary market;

Price offered by another Primary Dealer; and

mmo 0w

Basis of selection of the counterparty for the executed transaction.
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10.52 Similarly, the documents submitted to the Monetary Board?®® (Refer Exhibit 60) consisted of the
following:

A. Transaction listing of the Investments made in the Secondary Market in the previous month;
and

B. Comparison of the total investment made in the treasury bonds versus the approved investment

plan along with the_reasons for deviatigns, if any.

10.53 It is evident from the above that key information was not provided to the Investment Committee

and the Monetary Board to analyse the performance of the Treasury Bonds and provide guidance

on the Investments to be made in the Secondary Market. Further, the information was also not

called for by the members of the Investment Committee and the Monetary Board.

10.54 During an interview of 2 October 2019, Mr. T Udayaseelan269, (SeniorgAssistant Superintendent,

FO), stated that “l do not recall the decision of removing count y names in Investment

committee minutes 2014. | remember none of the invest milittee members raised

questions about the absence the counterpart details.”

10.55 During an interview of 19 September 2019, Mrs. K Gu@e (Additional SEPF and SEPF for the
period July 2008 to June 2013279) (Refer Exhibit #2), she stated that “The investment committee

discussed mainly into the asset and liability a ent, future investment strategy, weekly
Investments etc. of the EPF Department ing the meetings there was no discussions on the
counterparty concentration. The congegt of few parties could be because those Primary

Dealer would have been active in ondary Market.”
The list of Investment N l@embers during the period are:

&stment Committee members

A

Table - 73 Summary

Name Designation

2002 WA Wije rdhana Assistant Governor

R Jayamaha Assistant Governor
2004 WA Wijewardana Deputy Governor

KGD Dheerasinghe Assistant Governor

PDJ Fernando Assistant Governor
2005 WA Wijewardana Deputy Governor

PDJ Fernando Assistant Governor
2006 WA Wijewardana Deputy Governor

268 Refer Exhibit - 60 for the sample of minutes of the Monetary Board meeting.
269 Refer Exhibit -12 for the fact statement of Mr. T Udayaseelan on 2 October 2019.
270 Refer Exhibit- 12 for the fact statement of Mrs. K Gunathilake on 19 September 2019.
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Year Designation
PDJ Fernando Assistant Governor
2007 WA Wijewardana Deputy Governor
PDJ Fernando Assistant Governor
MARC Cooray Assistant Governor
A Bandaranaike Assistant Governor
2008 WA Wijewardena Deputy Governor
P Samarasiri Assistant Governor
2009 WA Wijewardena Deputy Governor
P Samarasiri Assistant Governor
2010 PDJ Fernando Deputy Governor
KGDD Dheerasinghe Deputy Gov«nor
BDWA Silva
2012 BDWA Silva
C Premarathne
R Dheerasignhe Assistant Governor
2013 C Premarathne \ eputy Governor
PN Weerasinghe Deputy Governor
R Dheerasignhe Q Assistant Governor
2014 PN Weerasinghe % Deputy Governor

BDWA Silva

Deputy Governor

R Dheerasinghe

CPA Karunathilake

CONCLUSION

BDWA Silva

Assistant Governor

Assistant Governor

Deputy Governor

Assistant Governor

10.56 It is evident that due to the abnormal increase in the specified limit of DOA along with only

ratification from the approving authority and the Investment Committee, more authority was given

—

to the FO of the EPF for execution and decision making of Investment and Divestments in Secondary

Market. This resulted in the non-compliance to the ITG and loss as detailed in the Section 11 and

Section 12. However, there were no transactions evidencing the exercise of the extended

authority.
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10.57 During an interview with the former and current top management of the EPF, the following were

noted:

A. Mrs. K Gunathilake on 19 September 2019 (Additional SEPF and SEPF for the period July 2008 to
June 2013), stated that, “...The top management of the EPF Department had relied upon the
fund managers working in the Fund Management Division for the investment decisions of the

EPF Department. The practice of obtaining prior approval was not followed, as market

information was not available to analyse the transactions and the Secondary market rates...”
(Refer Exhibit-12)%71

B. Mr. M S K Dharmawardane on the 30 September 2019 (Additional. SEPF), stated that, “../

reached out through verbal communication, to the senior management with regards to my

transfer back to RDD, as | had no sufficient knowledge on the§EPF Department and its

functions. My request was not considered due to the reason thg

)

also donfirm that these activities had been
performed during my short tenure as a\puting
Superintendent in the EPF Department. Th &tention was getting transactions processed
and ensure the documents are pushed Qo the Superintendent of EPF for approval...”
(Refer Exhibit-12)%72 @

tage of staff prevailing

in the EPF Department. Further, | confirm that | had to sign o Deal’ Tickets and IC minutes,

and to approve transactions without any backgroung > on the Fund Management,

Primary Market and Secondary Market operations.

nction assigned to the Additional

C. Mr. RAA Jayalath on 18 Sep
EPF Department had rgfied

for the investment degi

19 (SEPF), stated that, “...The top management of the

he fund managers working in the Fund Management Division

f the EPF Department. The practice of obtaining prior approval

was not followe
the Gover, rities transactions and the Secondary market rates...” (Refer Exhibit-
12)273

[ time independent market information was not available to analyse

D. The review of supporting documentation related to the transactions confirms the statements

made by the above CBSL officers.

271 Refer Exhibit- 12 for the fact statement provided by Mrs. K Gunathilake on 19 September 2019
272 Refer Exhibit- 12 for the fact statement provided by Mr. Dharamawardena on 4 October 2019.
273 Refer Exhibit- 12 for the fact statement provided by Mr. R A A Jayalath on 18 September 2019.
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10.58 As evident from post facto ratification of the transactions, the top management relied on the

technical knowledge of the fund managers of the FO to evaluate and approve the Investments and

Divestments executed in the Secondary Market and did not assess the transactions independent.

—_—

This resulted in a loss as detailed in the subsequent Sections (Section 11 and Section 12) of this

Report.

10.59 On review of internal audit reports for the period 2007 to 2015%74, with respect to the EPF, it was
noted that above-mentioned non-compliances were not reported?” by the Internal Audit Team /

Department.

OQ§
X
BN
’\\‘b@
>

274 Internal Audit reports were not available for the review, for the period January 2002 to December 2006, March 2008 and July
2008.
275 Refer Exhibit- 61 for the extract of the Internal Audit reports.
174 |Page
Strictly private and confidential


anush
Highlight

anush
Pencil

anush
Pencil


FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

11. INVESTMENT IN TREASURY BOND BY THE
EPF THROUGH SECONDARY MARKET

OVERVIEW
Investment in Treasury Bonds in the Secondary Market represent the purchases made by EPF

through the Over the Counter (“OTC”) platform where purchase and sale transactions are
conducted between entities who are not the primary issuer of the securities. EPF purchases
Treasury Bonds from constituents of the Secondary Market who include, brokers and Primary
Dealers. The investments in the Secondary Market are made with the objective to maximise
(capital) gain from the investments earmarked / designated to be part of the “trading portfolio”
of EPF.

The analysis of Investments in the Secondary Market was performed 4g,identify abnormal trends if
any, in the investment pattern, counterparty concentration ane 1@ fit 8ained by sellers of the
Investments which resulted in loss to the EPF. O

11.1 During the Review Period, the EPF purchased T% ds amounting to Rs. 180,917 Million

(through 1,574 transactions) from the Seconda a . The year-wise summary of transactions?’®
during the Review Period 1 January 2002 ebruary 2015 are provided in the below Table 74:

%,

the Secondary Market?’” (Rs. in Million)

Table 74 - Summary of year wise trans

Investment

No. of Face value Purchase cost
Transactions

—_

2 401 30,703 33,254
3 2004 153 12,967 13,603
4 2005 75 5,100 5,319
5 2006 106 8,285 7,468
6 2007 36 6,988 5,145
7 2008 83 10,135 8,488
8 2009 26 3,450 3,281

9 2010 36 4,450 4,579
10 2011 32 3,300 3,301

276 The value of transactions mentioned in the Table are face value of the transactions.
27 The value of transactions was extracted from the transaction listing provided by the EPF Department
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Investment
No. of Face value Purchase cost
Transactions

11 2012 5 450 438
12 2013 111 33,731 28,343
13 2014 141 43,933 52,173
14 2015 - - -

Total 1,574 179,958 180,917

11.2 On analysis of the Secondary Market purchases during the Review Period, it was noted that the
purchases made in 5 years (i.e.) 2002, 2003, 2004, 2013 and 2014 constituted 79% amounting to
Rs. 142.89 Billion of the total purchases made by the EPF in the Secondary Market.

2

11.3 On analysis of the year wise participation during the period Ja to December 2004, it
was noted that the EPF had purchased primarily from Ceylinc ecurities Limited (12.08%),
Commercial Bank of Ceylon (7.90%), Seylan Bank A M ent (7.72%) and First Capital

Treasuries Limited. (6.77%).

Table 75 - Summary of counterparty wise contribution g the§econdary Market for the period from January
2002 to December 2004 (Rs. in Million)

Counterparty Count of Volume of % of contribution
transactions Transaction
(Rs. in Million)

12.08%

2 105 4,749 7.90%
3 117 4,641 7.72%
4 35 4,070 6.77%
5 96 3,167 5.27%
6 Hongkong and Shanghai Banking 35 2,273 3.78%
Corp.
7 Janashakthi Securities Limited 18 1,822 3.03%
8 People's Bank Primary Dealer 14 618 1.03%
9 Seylan Merchant Bank 4 400 0.67%
10 Ceylinco Insurance 1 300 0.50%
12 Seylan Bank 4 300 0.50%
13 Capital Alliance Limited 4 250 0.42%
14 Cey Bank Securities Limited 3 250 0.42%
15 Citi Bank 5 250 0.42%
16 NDB Bank Limited 3 250 0.42%
17 Sampath Surakum Limited 15 245 0.41%
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Counterparty Count of Volume of % of contribution
transactions Transaction
(Rs. in Million)
18 National Development Bank 1 200 0.33%
19 Capital Asia 3 156 0.26%
20 Deutsche Bank 1 150 0.25%
21 Union Assurance Limited 3 140 0.23%
22 Seylan Bank Limited 2 120 0.20%
23 Hatton National Bank PLC 1 100 0.17%
24 Bank of Ceylon 1 50 0.08%
25 Ceylinco Insurance Co. Limited 1 50 0.08%
26 People's Bank 1 50 . 0.08%
27 Seylan Merchant Limited 1 25 0.04%
28 Counterparty Name is not available* 314 & 46.79%

*Note:

The counterparty name was not available in the transaction listing provided by the CBSL and

supporting documents (Deal Tickets) relating to these wments in 2003 and 2004 were not provided

for review. Q

11.4 The top 5 (five) counterparties (value whom the EPF had purchased the Treasury Bonds

Tab

in the Secondary Market during the and 2014, were PTL (14.55%), Hongkong and Shanghai

Banking Corp. (13.55%), First reasuries Limited. (12.61%), Pan Asia Banking Corporation
*

PLC (11.91%), WealthTru ﬂ Limited. (10.23%) and Seylan Bank PLC (7.98%).

le 76 - Summary of co ty wise volume of transactions in the Secondary Market for 2013 and
4 /) (Rs. in Million)

Volume of % of
Counterparty Transaction Transactions Contribution
1 Perpetual Treasuries 11,303 30 14.55%
2 Hongkong and Shanghai Banking Corp 10,525 25 13.55%
3 First Capital Treasuries Limited 9,792 28 12.61%
4 Pan Asia Banking Corporation PLC 9,250 24 11.91%
5 WealthTrust Securities Limited 7,943 36 10.23%
6 Seylan Bank PLC 6,200 18 7.98%
7 Commercial Bank of Ceylon Limited 6,100 8 7.85%
8 CITI Bank 5,000 12 6.44%
9 Peoples Bank 3,600 9 4.64%
10 Capital Alliance 3,051 23 3.93%
11 Natwealth Securities Limited 2,100 12 2.70%
12 Entrust Securities PLC 1,000 13 1.29%
NSB Fund Management Company
13 Limited 700 7 0.90%
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Volume of % of
Counterparty Transaction Transactions Contribution
14 Acuity Securities Limited 600 3 0.77%
15 National trust Bank 250 1 0.32%
16 Standard Chartered bank PLC 150 2 0.19%
17 Bank of Ceylon 100 1 0.13%
Total 77,664 252

11.5 There was no significant increase in the purchases made in the Secondary Market from the period
from January 2005 up till June 2013. The EPFs participation from June 2013 increased significantly
post the then Governor’s direction to the members of the Investment Committee and the EFP top

management on 4 June 2013 to actively participate in the Secondary Market.

11.6 As per minutes of the Investment Committee dated 5 June 2013?78 where it was stated that “IC
informed Fund Management Division, the Governor expressed ncerns with the following
matters in relation to the Investment of EPF in Governmen s at the meeting held with

the top management of EPF on 4 June 2013.

A. “EPF has to give adequate attention to earn wl gains from the investment in Government
Securities,

B. EPF to involve in the Secondary Mark C v1t1es of Government Securities market, and

C. Allocate funds for Secondar rk& activities of Government Securities before making any

investment in the Prlmury t for Government Securities”.

’b

278 Refer Exhibit - 62 for minutes of the Investment Committee meeting of 5 June 2013.
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Accordingly, IC instructed to actively involved in the Secondary Market activities when
dealing with Government Securities and allocate certain amount of money before making

any investment in the Government Securities through Primary market.”

11.7 During an interview of 19 September 2019 with Mrs. K Gunathilake, Additional SEPF and SEPF for
the period July 2008 to June 2013%”° (Refer Exhibit-12), stated that, “... During the period 1 January
2012 to 30 June 2013, when | was Superintendent of EPF, instruction by the then Governor with
respect to the investment of EPF in Government Securities was expressed. The matters
highlighted to the top management on 4 June 2013 were EPF had to give adequate attention to
earn capital gains from investment in Government Securities as per the minutes of the IC meeting
shown to me, to involve in the Secondary Market activities and allocate funds for Secondary
Market activities before making any investment in the Primary market. According to my view, we
took the correct decision as the capital gains could be increased only ¥ the volume of purchase

and sales in the Secondary Market also increases...”

11.8 During an interview of 1 October 2019 with Mr. JDSJ @ra 0 (Refer Exhibit - 12), the
Deputy Superintendent during the year 2013-14, stated that“...It is also to be noted that former
governor had shown more interest on the Gover@:ecurities market. | was absent on 5 June
2013, When IC instructed EPF on major d
Secondary Market and increase in the capj
Mr. Ajith Nivard Cabraal. This was a

nWfegarding the active participation in the

earning as instructed by the former Governor,
ction of the IC which had a significant impact on
the activities of EPF. | was not aw ny proper research or study which was conducted before
the imposition of the decis"on % rmer Governor. However, Equity market was down during
that period and the alterngt n available to EPF to make capital gains as budgeted for was
through Government Se®ities trading. Normally, budget and strategy plans happen during the
month of NO\/IQ er every year and capital gains from Secondary Market activities has
u

been a one o dget items of EPF. When | was questioned whether June was not the time for
Budget plan, | hae)agreed to it. This instruction together with the capital gain targets, EPF led

to increase of Secondary Market transactions of Government Securities with respect to EPF...”

279 Refer Exhibit - 12 for the extract of fact statement of Mrs. K Gunathilake of 19 September 2019.
280 Refer Exhibit-12 for the extract of fact statement of Mr. JDSJ Nanayakkara of 1 October 2019.
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APPROACH AND METHODOLOGY

Key Parameters of CDS Data

11.9 The following key parameters from the Treasury Bond settlement data in the CDS application were

considered for performing an analysis of the purchase of Treasury Bonds to identify abnormality in
the trend as detailed in the subsequent Sections:

A.

B
C.
D

Expected amount (Purchase Value);

Quantity;

Transaction message type “DVP / RVP”,” DVF / RVF”; and

Transaction account type (Exhibit- 63) 28" “OWN”,” CSF”,” CFD” and” CSD”.

11.10 Computation of Loss by comparing the purchase price and the market grices of Treasury Bond as
Specified in “TWO- WAY Quotes”:

A.

The loss was computed by comparing the Secondary Market peice’ (“Ask price”) and purchase

price per security (“Clean Price”) on the transactj @ f the transaction date was not
available, the Secondary Market Price at the Settlemenigwas considered for computation;

As confirmed by the PDD, an average selling,price shed by the PDD (“Two-way quotes”)

is an average of the clean price quoted by t imary Dealers on daily basis; and
Impact of the loss in terms of yield rate @puted by comparing the average selling yield
ond.

and the yield rate of the purchased T@
Refer Table 77 for the computatijgh o loss in comparison with the Secondary Market Price.
\\b

281 Refer Exhibit - 63 for Para 5.1.2 of the LSS Manual for the detailed description of message and account type.
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11.11 Computation of loss on account of excess price paid by the EPF for Purchase of same Treasury

Bonds on the same day:

A. The purchase price per security was calculated by dividing expected amount (“Dirty Price?8”)

with the quantity of the Treasury Bond purchased;

B. The purchase price between the counterparties was compared for the same ISIN transacted

on the same day based on the transactions available in the CDS;

C. The difference between the prices were computed considering the weighted average price at

which the ISIN was purchased on the same transaction date and same settlement date;

D. The loss was computed by multiplying the difference as computed in step 2 with the quantity

of Treasury Bond purchased at a higher price; and

E. Refer Table 98 for the excess price paid by EPF for the f®same ISIN on the same

transaction date.

N
&
>

282 Refer Section “Terms of Reference” for the definition of the “Dirty Price”.
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11.12 Analysis of front ending transactions with the EPF in Secondary Market:

A. The transactions recorded in the CDS were considered based on the settlement date and time

of the transactions executed with the EPF;

B. The prior transactions executed by the counterparty are traced back based on the quantity of
Treasury Bond purchased by the EPF;

C. The trend was identified based on Investment and Divestment pattern of the counterparty

prior to execution of transactions; and

D. If the frequency of the Investment and Divestment was high, then the similar transactions

executed with the EPF were categorised as front ended transactions.
11.13 The following Section provides a detailed analysis of loss and con n of counterparties:

A. Loss incurred by the EPF due to Treasury Bonds purchasﬁn unterparties at higher price

in comparison with the Secondary Market price. ({'wo - uotes); and

B. Concentration of counterparties with whon&EPF had majorly traded in the Secondary

Market. Q

COMPUTATION OF LOSS ON INVES @ IN TREASURY BONDS THROUGH SECONDARY
MARKET

11.14 On comparison of the purgha “Clean Price”) of the Treasury Bond with the Secondary

Market price (“Ask Price)X\ d in the “Two Way Quotes” for the period 1 January 2005 to 28
e

February 201524 it w &

the EPF was hi e Secondary Market price. (Refer Annexure 80 for computation of loss

hat in 177 out of 651 purchase transactions, the purchase price of

in comparison the two-way quotes published by the PDD)%>:

283 Secondary Market price is as specified in the “two-way quotes” published by the PDD for the period January 2005 to February
2015.
284 Refer Exhibit - 64 for the email confirmation received from the PDD on non-availability of two-way quotes for the period January
2002 to December 2004.
85 Refer Annexure - 80 and Exhibit - 65 for computation of loss incurred by the EPF due to higher purchase price.
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Table 77- Summary of year wise purchases made at higher price compared to the prevailing market price
(Rs. Million)

Count of Cumulative Purchase Loss incurred % of Range of
ISIN Value (Rs. In Million) by EPF (Rs. In proportion Yield
Million) Variance
(in Basis
points)
2007 2 107 0.28 0.05% 6-11
2008 22 1,624 16.56 2.67% 2-100
2009 7 885 3.66 0.59% 2-58
2010 18 1,940 12.26 1.97% 2-77
2011 12 1,110 7.19 1.16% 14-27
2013 27 3,971 15.72 ¥.53% 4-50
2014 89 31,835 565.15. '\’ 03% 1-80

11.15 The loss is computed with the clean price of Tre @S in comparison with the market price

published by the PDD in “two-way quotes”. Q

11.16 There was no loss incurred in 2012, on cofgfarison with the purchase price and Secondary Market

price.

11.17 The loss was not computed®i %ﬁ of transactions of 2005 and 2006, due to abnormal market
e‘\&x—way quote” published by the PDD in comparison to the actual

conditions presented in

transacted prices re%' the CDS.
11.18 On analysis o sactions in the other years, it was noted that Investments made during 2014

contributed 91.03% of the total loss incurred by the EPF amounting to Rs. 565.15 Million. The

difference between the purchase yield rate and prevailing market yield rate was ranging between

1 to 80 basis points?®- The summary of counterparty wise contribution to loss for the period

January 2007 to December 2014 are provided in the Table below:

286 Refer Section “Terms of Reference” for the definition of Basis Points.
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Table 78 - Summary of Counterparty wise distribution of loss for the period January 2007 to December 2014
(Rs. In Million)

Years Pan Asia  Perpetual Seylan First WealthTr Commerc Hongkong Other Total
Banking  Treasuries Bank Capital ust ial Bank and counterpar
Corporation PLC Treasuri Securitie of Shanghai ties
PLC es s Ceylon Banking
Limited. Limited. Corp.
2007 - - - - - - - 0.28 0.28
2008 - - - 0.03 - - 0.56 15.96 16.56
2009 - - - 2.80 - - - 0.86 3.66
2010 - - 2.50 - - 0.50 0.03 9.23 12.26
2011 - - 0.81 - - - - 6.38 7.19
2013 - - - 0.07 6.54 0.22 0.05 8.83 15.72
2014 191.98 97.19 77.42 97.73 31.65 28.83 28.05 12.30 565.15

Total 191.98 80.73 100.64 38.19

% of 31% 13% 16% 6%
Contribution

11.19 It was noted that the loss assessed due to trans%w PTL, PABC and WTL in 2014 amounts
to approximately Rs. 320.82 Million (56.77% of in the year 2014 and 51.68% on the overall
loss for the period) with the variance in t?@ rate ranging from 4 to 80 basis points.

11.20 It was noted that the loss contribu yWTL in 2013 amounts to approximately Rs. 6.54 Million

(41.60% of total loss in the year, nd 1% on the overall loss for the period) with the variance

in the yield rate ranging %@is points.
S

11.21 The Counterparty wi wise loss for 2007 to 2014 is detailed below:

Table 79 - Summary terparty-wise and ISIN wise distribution of loss for the period January 2007 to
December 2014

PTL SLB HSBC FCTL WTL Others Total
(25 Primary
Dealer)
LKB00922G017 46.43 3677 21.84 - . 045 31.02 136.52
LKBO1529A012 832  13.23 4733 - 11.10 15.97 0.55 96.49
LKBO1024A014 £3.95 208 813 - 0.91 : 3.15 76.95
LKBO11231017 : : ~ 531 67.04 - : 72.35
LKBO1529E014 13.49 2601 0.1 -  18.68  2.08 i 60.38
LKBO3044F019 37.21 : : : . 470 : 41.91
LKB02034A012 33.40 : : : i i i 33.40
LKB00921E014 : : - 279 - i 0.86 23.65
%mg;s ISINs (24 9.19 037 297 059 2.91  14.99 48.15 79.16
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PTL SLB HSBC FCTL WTL Others
(25 Primary

Dealer)
191.98 97.19 80.39 28.69 100.64 38.19 83.74

Total

620.81

11.22 It was noted that the trades in seven specific ISINs out of 32 ISINs (LKB00922G017, LKB01024A014,
LKB01529A012,LKB01529E014, LKB030444F019, LKBO11231017 and LKB02034A012) contributed to
approximately 83% of the total loss amounting to Rs.518 Million. These ISINs were highly traded by

PTL, PABC,WTL,SLB and FCTL in 2014.

11.23 On comparison of the opening price and closing price of these ISINs (Refer Annexure 81)287, the

following were noted:

A. LKB01024A014 (11.40%2024A), the price increase by 18% with yield Wariance of 282 Basis points

within a period of 12 months;

B. LKB00922G017 (11.20% 2022A), the price increased by yleld variance of 277 Basis

points within a short period of 12 Months;
C. LKB030444F019 (13.50%2044B), the price increay@% with yield variance of 249 Basis

points within a period of 6 Months;

points within a period of 10 Months

D. LKB01529A012 (13.00%2029A), the pri:?®sed by 20% with yield variance of 243 Basis

E. LKB011231017 (09.00%2023A), ice increased by 9% with yield variance of 126 Basis points

within a period of 10 Mont
L 2

F. LKBO1529E014 (13.0 @e price increased by 15% with yield variance of 222 Basis
points within a periqd o onths

7

G. LKB02034
points w short period of 5 Months.

=

287 Refer Annexure - 81 for the details of month on month yield rate comparison of the reported ISINs.
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Table 80 - Difference in the opening and closing rate for the traded ISINs

Opening rate Closing rate

% decrease in
% of °

Weighted Period (in Yield

: Yield M Increase 3 '
Average  Date Price (C onths) ) (in Basis
rateg © Rate (D) (C-A)/A Points)

Maturity Yield Rate

Bond series Date Price(A) B)

LKB00922G017 01-Jul-22  20-Jan-14 108.97 9.62% 118.75 31-Dec-14 125.43 6.85% 12 15% 277
LKB01024A014 01-Jan-24  24-Jan-14 109.6 9.86% 122.66  26-Dec-14 12 04% 12 18% 282
LKB011231017 01-Sep-23  03-Jan-14 95.8 9.68% 98.32  21-Oct¥g4 103.98 8.42% 10 9% 126

LKB01529A012 01-Jan-29  10-Mar-14 118.85 10.47% &4 142.23 8.04% 10 20% 243
LKB01529E014 01-May-29  15-Jul-14 120.76 8.20% -Dec-14 138.34 5.99% 6 15% 222
LKB02034A012 01-Jan-34  18-Jun-14 121.2 10.65% 30-Oct-14 142.11 8.79% 5 17% 186
LKB03044F019 01-Jun-44  04-Jul-14 116.06 11.57% 26-Dec-14 149.34 9.08% 6 29% 249

O
\\
fbos
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LOSS DUE TO TRANSACTIONS WITH SPECIFIC COUNTERPARTIES

11.24 During the year 2014, PTL had contributed to market variance loss amounting to Rs. 97.19 Million

which contributed to 16% of the overall loss amounting to Rs. 620.81 Million. Further, transactiorls_,

were identified in which PTL had transacted through intermediators in which the EPF had

purchased at higher price compared to other counterparties. Due to the above indicative red flags,
the transactions with PTL along with its intermediators had been analysed and detailed in the

subsequent paragraphs.
ANALYSIS OF TRANSACTIONS EXECUTED WITH PTL, PABC AND WTL IN 2014

11.25 PTL had acquired the license as a Primary Dealer (Refer Exhibit - 66)%2 in September 2013, the
first transaction in the Secondary Market as per the CDS data orded in the month of
February 2014.

11.26 The total Treasury Bonds purchased from the PTL in ghe Se ary Market during the year 2014
amounted to a face value of Rs. 11,303 Million (30 Tra ns) which contributed to 26% of the
&f

total investments made in the year 2014 with 20
loss of Rs.97.19 Million. é
11.27 The yield variance ranged from 10 ba Qto 25 basis points. On review of the IRMD remarks
yield variance ranged t
for 20 of 29 transactions where th a yield variance, it was noted that except in 2 out of 20

transactions, there were go % remark specified by the IRMD officer. However, for 2

transactions, no justific N
transaction with adve ark which resulted in a loss of Rs. 5.70 Million. (Refer Annexure 82)2%

30 transactions resulting in market variance

was provided by FO nor requested by the SEPF for the

11.28 In the remai in ces, there were no queries raised by the approving authorities in respect

to high yield rat

288 Refer Exhibit - 66 for the License copy of the PTL being granted as the Primary Dealer.
289 Refer Annexure - 82 for the IRMD remarks for the transactions executed by the EPF with PTL, PABC and WTL.
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11.29 During an interview of 30 September 2019 with Mrs. NLM Abeysekara, the former IRMD staff office

during 2014-2015, it was informed that, “..10-50 basis points variation between Two -way quotes
and EPF transacted yield and the same had been communicated verbally is what | remember and
not documented. Further, there were no proper independent benchmark yield in the market in
Sri Lanka to compare the yield given by the counterparties. Therefore, IRMD compared yield given
by counterparties with the indicative Two -way quotes pub listed by PDD. Further, IRMD adverse
remarks were not captured where there were market deviations identified in comparison to the
buy and sell yield rate with PDD Two-way quotes...” (Refer Exhibit-12)2%

11.30 During an interview of 1 October 2019 with Mr. JDSJ Nanayakkara, the Deputy Superintendent

11.31

during the year 2013-14, he stated that, “According to my view, allowance of illiquidity risk

premium may be in the range 5bps-20 bps from the bid rate. It was not documented in any form
Lahallihalli Rt

and | do not remember any such verbal instruction was given to Ms. W L M Abeysekara for the
purpose of IRMD verification. As per defined responsibilities of | t are supposed to check
with the broker/Primary Dealers to understand the market r@ verifying the transactions.

| believe that is the practice followed.”?"!

On documentation review and CBSL Employee’ ail ew, there were guidelines identified
which are applicable for the IRMD which to ver'SQ&PF transaction prices.

11.32 Further, as specified in Paragraph 11.34@15 Report for the Divestment pattern of PTL was

at PTL had sold to PABC and WTL (referred to as
PABC / WTL had sold the bonds to the EPF, thus acting as

analysed through CDS data, it was

“intermediaries??”) and immedj
intermediary to PTL. Ref QR
pattern. {\

uent paragraphs for detailed analysis of PTL, PABC and WTL

29 Refer Exhibit - 12 for the statement of fact of Mrs. NLM Abeysekara dated 30 September 2019.

291 Refer Exhibit - 12 for the statement of fact of Mr. JDSJ Nanayakkara dated 1 October 2019.

22 Intermediaries - A Primary Dealer acts an intermediary to other, the Primary Dealer purchases from other Primary Dealer and
immediately after settlement, sells the same security to the EPF.
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11.33 The overall loss from transaction related to PTL (directly / through intermediary) amounts to Rs.

222.76 Million which contributes to 36% of the loss incurred due to higher purchase price paid in

comparison with the market price as detailed in the below Table:

Table 81 Summary of the overall loss attributed to PTL (RS. IN MILLION)
Counterparty Transaction No of Loss due to % of
transactions Market Variance proportion
on the
total loss
of
Rs.620.81
Perpetual Treasuries Limited 8,411 20 97.19 16%
Through Pan Asia Banking 6,413 14 111.15 18%
Corporation PLC ’
Through WealthTrust Securities 704 1 3%

Limited

11.34 During an interview of 2 October 2019 with Mr.

Superintendent, FO, the reason for transacting with wag stated as, “The reason | believe for
EPF to choose PTL and PABC might be better raxand required quantity available with them.
However, there are no evidences to prove t counterparties may have better rates, as

there was no practice in place to call and ith other Primary Dealer or broker”.2%

11.35 On comparison of the price offered e Gounterparties with the price paid by EPF to PTL, it was
observed that in 27 out of 3’0 t%' ns executed with PTL, it is indicated that PTL had sold the

Treasury Bonds at higher ix e EPF as compared to the other counterparties (including the
price at which PTL had & her counterparties) as detailed in the subsequent paragraph.

INTERMEDI @(PURCHASES THROUGH PABC AND WTL)

11.36 On analysis of the®CDS data to identify the purchase pattern of the EPF from PTL, it was noted
that PABC acted as the intermediary in 13 transactions out of 24 transactions carried out with the
EPF in the following instances, which ultimately lead to loss to the EPF due to higher purchase

price of Treasury Bonds in the Secondary Market amounting to Rs.111.15 Million. (Annexure 83)2%

11.37 As per the below Table, PABC had purchased from PTL and within few hours sold Treasury Bond to
the EPF, thus acting as an intermediary to PTL.

293 Refer Exhibit - 12 for the fact statement of Mr. T Udayaseelan dated 2 October 2019.
2% Refer Annexure - 83 for the pattern identified with PTL, PABC and the EPF
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Table 82 -Summary of purchase pattern between PTL, PABC and the EPF

Duration Clean Market Purchase Loss Investmen Mar ke 'Y1eld
t Yield differenc

. : price vs (D)*(A) A
n Price rate i t Yield
Minutes (B) (©) Market rate  (Rs. in Rate e

D=(B)-(C)  Million) G2 (F)  (F)-(E)

Transaction Settlement

Seller Buyer

date time

7/30/2014 98

PTL PABC 020 500,000 134.02
' Lkpo3oadrory  28Jul-14 2 130/2014
PABC EPF o 500,000 134.63  132.45 1.2 1.20 0.60 10.05%  10.15%  0.10%
PTL PABC 7/313{3814 128 4 000,000 134.06 -O
2 LKB03044F019 30-Jul-14 -
7/31/2014 . . .
PABC EPF e 1,000,000 134.66 45 131.25 1.20 1.20 10.05%  10.15%  0.10%
PTL PABC 8”111{5(7)14 40 5 000,000
3 LKBO1529E014  7-Aug-14 :
PABC EPF 8”1;{5‘7”4 00 134.86 131.26  127.02 4.24 21.18 9.10%  9.54%  0.44%
4 LKB02034A012 pTL papc '0/30/2014 98 ,000 139.93

14:47
> | KB03044F019 X 0 1,000,000 144.33

13:09
28-Oct-14 .—%
LKB02034A012 PABC EPF 10/30/2014\\_ 2,500,000 142.11 137.75  133.59 4.16 10.41 9.06%  9.43%  0.36%

29-Oct-14
LKB03044F019 PABC EPF 1,000,000 149.06 143.45  135.82 7.63 7.63 9.20%  9.78%  0.58%
6 | KB00922G017 PTL  PABC ”ﬁgg“ 21 5.000,000 124.01
LKB00922G017  31-Oct-14  PTL PABC ”ﬁgg“ 7 5000000 123.69
11/3/2014 . . ,
LKB00922G017 PABC EPF 320 5,000,000 124.08 12027  119.02 1.25 6.27 7.65%  7.85%  0.20%
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. . Purchase Loss EE Yield
Transaction Settlement Dur§t1on Qty Price Clgan Market price vs (D)*(A) Inves.tmen t Yield differenc
d Seller Buyer . in per Price rate . t Yield
ate time Minutes (A) bond (B) ©) Market rate  (Rs. in () Rate e
D=(B)-(C)  Million) F)  (F)-E)
11/3/2014
LKB00922G017 PABC EPF o 5,000,000 123.75 119.95  119.02 0.93 4.66 7.70%  7.85%  0.15%
7 LKB01024A014 PTL PABC ”g{gg” O 5000000 126.62
4-Nov-14 g
LKBO1024A014 PABC EPF ”g{gg” 5,000,000 126.84 122.84 2.5 0.31 1.57 7.85%  7.89%  0.04%
8 | KB03044F019 PTL PABC 12/1256,/123014 3 500,000 144.20
23-Dec-14 g
12/26/2014 .
LKBO3044F019 PABC EPF o 500,000 149.34 42 141.99 6.43 3.22 8.85%  9.30%  0.45%
9 |KBO1529E014 PTL PABC 12/125?/126014 3,000,00af 1
LKBO1529E014  23-Dec-14  PTL PABC 12/125?/126014 0 137.21
LKBO1529E014 PABC EPF 12/12;’,/126014 000 138.34 136.36  133.91 2.45 13.49 8.55%  8.79%  0.24%
s s s e e g e et e o e 2 2 e e e 2 e e e
10 | KB01529A012 PTL  PABC 12/12!?,/12301 \ 2,000,000 141.13
23-Dec-14 g
LKBO1529A012 PABC EPF 12/1256/ 2,000,000 142.23 135.95  133.58 2.37 4.73 8.55%  8.79%  0.23%
" KB03044A010 PTL PABC 156./123 43 1,500,000 149.69
23-Dec-14 -
12/26/2014
LKB03044A010 PABC EPF o 1,500,000 154.81 148.28  142.15 6.13 9.19 8.85%  9.28%  0.43%
12 | KB01024A014 PTL PABC 12/1256,/126014 1 5,000,000 128.81
23-Dec-14 -
LKBO1024A014 PTL PABC 12/1256,/126014 4,000,000 128.81
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] . Purchase Loss Marke Yield

Transaction Settlement Durf'mon Qty Price Clgan Market price vs (D)*(A) Inves.tmen t Yield differenc
d Seller Buyer . in per Price rate . t Yield
ate time Minutes (A) bond (B) ©) Market rate  (Rs. in () Rate e
D=(B)-(C)  Million) (F) (F)-(E)
LKB01024A014 PABC EPF 12/1256_/127014 9,000,000 129.25 123.73 121.60 2.14 19.25 7.70% 7.99% 0.29%
13 | kB01024A014 PTL paBc /28720145 5000,000 128.81
23-Dec-14 :
12/26/2014 o
LKB0O1024A014 PABC EPF 15:17 5,000,000 128.88 123.37 1.8 1.55 7.75 7.75% 7.96% 0.21%
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11.38 On analysis of Treasury Bonds purchased from WTL, in 2 out of 18 transactions (1 transaction date), it was evident from that the date and time of
settlement, WTL had purchased Treasury Bonds from PTL and the same was immediately sold to the EPF at higher rate compared to the Secondary

Market rate resulting in loss of Rs.14.42 Million.(Annexure 84)2%

Table 83 - Summary of purchase pattern between PTL, WTL and EPF

Durati . Purchase Loss Market .

. . Price Clean Marke ,_. " Investment . Yield

Transactio Selle Settlemen onin (0]4Y; : price vs (D)*(A) . Yield .

Buyer : : per Price trate ,, 7 Yield Difference
n date r t time  Minute (A) bond  (B) ©) Maiket rate  (Rs. In (E) Rate (F)-(E)
s D=(B)-(C) Million) (F)
1 LKB01529A012 PTL  WTL 8/11 4/,25%14 4 2000000 126.41 .
30-Jul-14 )

LKBO1529A012 wiL eF 115/,20%14 5,500,000 129.18 . 128.0 W7 2.62 14.42 9.40% 9.83%  0.43%

o)

O
\\
fbos

2% Refer Annexure-84 for the pattern identified with PTL, WTL and the EPF.
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11.39 Further, in reference to the marked document attached with the PCOI report (“C192D” - the
transcript voice recording between Mr. Kasun Palisena, CEO of PTL and Mr. Ravisha Athapaththu
Dealer of PABC - Refer Exhibit 67)296, it was evident that PTL was giving instruction to PABC for
selling Treasury Bonds to the EPF in 2016. The same pattern was noted through the transactions in
PABC.

11.40 The extract of the Mark document C192D is detailed below:
“Marking: C192 D

Participants:

1. Mr. Kasun Palisena, PTL, call Originator (KP)
2. Mr. Ravisha Thapatha, PABC, Call Receiver (RA)

P. 157 *
RA: Hello Kasu O

KP: Hello Keshana Q

RA: Ravisha Bro \

KP: Ah, Ravisha Bro, that yesterday’s Dea< ;%Q"Ihere, value 25", another one

RA: 25™

KP: Yes, 1bn at 51, | am sewng@ ou, you be selling at 50.

RA: 1bn at 10.51 \\\
KP: Sorry, sorr o%ction stood at 12.51

KP: Ha, Ha (Iatghter

RA: 12.51 Ah, value
KP: 12.51 1bn value 25"

RA: 15.03.30 no, bro

KP: 15.08.30

RA: Ah...no...15.05.30 no., 15.03.30 no bro.

KP: 15.03.30 sorry, sorry 15.05.30 yeah

2% Refer Exhibit - 67 for the extract of the transcript between Mr. Kasun Palisena of PTL and Mr. Ravisha Thapatha of PABC.
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RA: 15.05.30 I am buying you 12.51....at 1 bn selling to EPF I bn at ahh
KP: 12.50, yes
RA: value 25"

KP: Ah, can you call him.

RA: Right I ‘Il give.

KP: value 25"

11.41 In 2014, in the absence of voice recording facility in the FMD, the voice recording of the Primary
Dealers pertaining to 24 transaction dates were requested from PABC and 16 transaction dates
were requested from PTL. However, voice recording from the two Primary Dealers were not
received, the reason stated in response to PTL’s voice recordings request, “The Function data
cannot be received, as the company is not functioning as of n er, the voice recording
systems was installed in PTL in May 2015. The voice record'o BC were received for 2015

which were beyond the Review Period.

PURCHASE PRICE VARIANCE BETWEEN TH &ITERPARTIES

11.42 On analysis of the price paid to PTL, PABC Qfor the same bond series, on the same day in
comparison of the other counterpartiesgi noted that the EPF had paid a higher price to PTL,
PABC and WTL.

11.43 Analysis of the price v ﬁg’o@veen the PTL, PABC, WTL and other counterparties, the

attributes mentioned in( below were considered:

Table 84 - Comp es for the ISIN purchased

4

Type of Transaction on the . .
Price considered to compare

Particulars same day for the same . .
the price difference
ISIN
1 Purchase by EPF from PTL, PABC and WTL Single Transaction Actual Price
(PTL/PABC/WTL to EPF)
2 Single Transaction Actual Price
Purchase by EPF from other counterparties
(OCP to EPF) Multiple transactions Weighted average Price
Purchase by other counterparties from Single Transaction Actual Price
3 PTL, PABC and WT
(PTL/PABC/WTL to OCP) Multiple transactions Weighted average Price
Purchase by other counterparties from Single Transaction Actual Price
4 other counterparties
(OCP to OCP) Multiple transactions Weighted average Price
195 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

TRANSACTIONS WITH PTL

11.44 In 27 out of 30 transactions?®” executed with PTL, it is indicated that PTL had sold the Treasury
Bonds at higher price to the EPF as compared to the other counterparties (including PTL the price
in which PTL had sold to other counterparties) (Refer Attribute 1 and 3 mentioned in the above

Table 85). Refer Annexure - 85 for the details of 30 transactions executed with PTL>%:

11.45 The analysis of the 5 (five) transaction dates (13 out of 27 transactions) are detailed below, where
the EPF had paid highest price in comparison to the other counterparties who had transacted with
PTL.

11.46 LKB01529A012 (Instance 1): Transaction between i) PTL and EPF ii) PABC and EPF iii) PTL and Other

counterparties iv) Other counterparties and other counterparties v) PTL to PABC dated 11 August

2014 *
Chart 1 :Q
133.00 132.47

13250 132.06

132.00

131.50

131.00

130.50 21
130.00

|
129.00

Counter-party price comparison

131.60

Price

mPTL To EPF ‘3&0@ EmPTL to OCP mOCP to EPF  mPTL to PABC

297 Refer Exhibit - 69 for the underlying supporting documents for the transactions of PTL
2% Refer Annexure - 85 for the list of transactions detailing the price difference between PTL and other counterparties.
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Table 85A - Purchase price paid by other counterparties to PTL

Type Settlement Settlement time Seller Buyer ISIN Face (Rs.in Price per Yield Rate
date Value Million) security

PABC to 11-Aug-14 08/11/2014 PABC EPF LKB01529A012 500 662 132.42

EPF 15:07

PTL to 11-Aug-14 08/11/2014 PTL EPF LKB01529A012 250 331 132.47 8.95%

EPF 15:14

OCP to 11-Aug-14 08/11/2014 FCTL WTL LKB01529A012 100 131 131.21

oCP 11:03:41

OCP to 11-Aug-14 08/11/2014 NSB  NTB LKB01529A012 50 66 132.08

oCP 14:04:30

OCP to 11-Aug-14 08/11/2014 NTB DEU LKB01529A012 50 66 132.18

oCP 14:29:45

PTL to 11-Aug-14 08/11/2014 PTL  BCEY LKB01529A012 500 650 129.98 9.20%

oCP 14:57:02 .

PTL to 11-Aug-14 08/11/2014 PTL  BCEY LKB01529A012 500 652 130.45 9.15%

oCP 14:46:32

PTL to 11-Aug-14 08/11/2014 PTL PABC  LKB01529A012 658 131.60 9.03%

oCP 14:34:35

OCP to 11-Aug-14 08/11/2014 SEY  DEU LKB01529A012 145 132.18

oCP 13:41:21

OCP to 11-Aug-14 08/11/2014 SEY  DEU LK 29A01 100 132 132.37

oCP 13:40:07

OCP to 11-Aug-14 08/11/2014  SEY  WTL w 297012 50 66 131.89

ocp 14:54:33 a

OCP to 11-Aug-14 08/11/2014 WTL B01529A012 100 132 132.18

oCP 13:48:52

OCP to 11-Aug-14 LKB01529A012 100 132 132.37

oCP

08/11/2014

11.47 On comparison of the loﬁp\e at which the PTL had sold to other counterparties with the price
at which it was sold F, it is noted that the excess price was paid by the EPF amounted to

.2

approximatel lion.

Table 85B - Price comparison between EPF and other counterparties transacted with PTL (Rs. Million)

Strictly private and confidential

# Seller

Buyer

Quantity(A)

Price per

Security

Difference

(Price per Security)

(B)

Excess

price

paid by
EPF(A*B)

Yield Difference
in yield
(in Basis
points)

TOPTLEPF 250000 1247 7| 249 6.22  gosy 26
2 PTL  BOC 5000000  129.98 _] 9 20%
3 PTL BOC 5,000,000  130.45 o155
4 PTL  PABC 5,000,000  131.6 9 03%
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11.48 LKB00922G017 (Instance 2): Transaction between i) PTL and EPF ii) PABC and EPF iii) PTL and Other

counterparties iv) Other counterparties and Other counterparties dated 3 Nov 2014

Chart 2
124.50
124.08
124.00 12397 123,85
123.50
o 123.00
o
ju 122.48
8- 122.50 122.25
122.00
121.50
121.00
Counter-party mparison
mPTLToEPF mOCPtoOCP m PTL P m OCP to EPF PTL to PABC
Table 86 - Transactions related to instance 2 @ (Rs. In Million)

Price

d Amount  per
Type of ate Settlement _ Face security Market Yield

Settlement

transaction time v, Value : Price Rate
(Rs.in

Million)

o> 3Nov-14 AN CAD CCEY LKB00922GO17 100 122 121.85 119.26
OCP to 1/03/2014
Sheo 3Nov-14 W/DIZOMSEy cCEY 1KBO0922G017 250 305 121.97 119.26
OCP to 11/03/2014
SPa0 3Nov-ta O3T20M4 ccEy Nws LKB00922GO17 50 61 122.48 119.26
OCP to 11/03/2014
ChR0 3Nov-t4  O3T20M4 sEy Nws LKB00922GO17 50 61 122.48 119.26
OCP to 11/03/2014
R0 3Nov-ta VOST20M wrey Nws LKB00922GO17 50 61 122.48 119.26
PTL to OCP  3-Nov-14 ”1/3936,23;4 PTL NWS LKB00922GO17 50 61  122.48 119.26 7.32%
PTL to 11/03/2014
T 3Nov-t4 T IZOY pTL pABC LKB00922G017 500 618  123.69 119.26
11/3/2014 .
OCP to EPF  3-Nov-14 (272914 pABC EPF LKB00922G017 500 619  123.75 119.26 7.13%
PTL to 11/03/2014
s 3Nov-ta VOSIZOM b pABC LKB00922GO17 500 620  124.01 119.26
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Settlement PIriEs
Type of date Settlement Face Amount per.t Market Yield
securi
transaction———— time Seller Buyer Value U Price Rate
(Rs.in
Million)
11/3/2014 o
OCP to EPF  3-Nov-14 14:44 PABC EPF LKB00922G017 500 620 124.08 119.26 7.08%
11/3/2014 o
OCP to EPF  3-Nov-14 14:45 PABC EPF LKB00922G017 500 620 124.08 119.26 7.08%
11/3/2014 o
PTL to EPF  3-Nov-14 15:08 PTL EPF LKB00922G017 250 310 124.08 119.26 7.08%

11.49 On comparison of the lowest price at which the PTL had sold to other counterparties with the price

at which it was sold to the EPF, it is noted that the excess price was_pai@d by the EPF amounted to

’ rtiQusacted with PTL (Rs. In Million)

Excess price

approximately Rs.3.99 Million.

Table 87 - Price comparison between the EPF and other countg

Difference paid by
Seller Counterparty Quantity(A) N W (Price per EPF(A*B)
N Security) (B)
J

1 PTL EPF 2,500,0 124.087— 1.60 3.99
2 PTL NW 500,900 122.48—J
3 PTL PABC ¢ 59 0 123.69
4 PTL PABC 0,000 124.01

11.50 LKBO1529A012 (Instance 3): Transaction between i) PTL and EPF ii) PABC and EPF iii) PTL and Other

counterparties iv) Other counterparties and Other counterparties dated 10 November 2014

Chart 3
140.50
139.94

140.00
Y 139.50 139.14 139.29
£ 139.00
o

138.50 138.38

138.00 .
137.50
Counter-party price comparison

mPTL To EPF  ®mOCP to OCP PTL to PABC mOCP to EPF
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Table 88 - Transactions related to instance 3 (Rs. In Million)
Type Settlement Settlement Seller Face  Amount Price Yield
date time Value (Rs.in per Rate
Million) security
PTL to 10-Nov-14 11/10/2014 PTL EPF LKB01529A012 500 700 139.94 8.63%
EPF 14:37
PTL to 10-Nov-14 11/10/2014 PTL EPF LKB01529A012 200 280 139.94 8.62%
EPF 14:37
OCP to 11/10/2014
EPF 10-Nov-14 14:46 NSB EPF LKB01529A012 50 69 138.94
PABCtO 10 Nov-14 1171072014 prpc EpF KBO1529A012 200 279 139.64 8.21%
EPF 14:38
OCP to 11/10/2014
oCP 10-Nov-14 13:20:39 DEU HNB LKB01529A012 50 69 137.70
OCP to 11/10/2014
ocP 10-Nov-14 13:25:55 HNB NDB LKB01529A012 50 \69 138.24
OC1P to 11/10/2014
ocp 10-Nov-14 14:45:34 NDB UBC LKB01529A012 W 138.34
OCP to 11/10/2014
ocP 10-Nov-14 15:06:02 NDB UBC LKB01529 69 138.64
PTL to 11/10/2014
PABC 10-Nov-14 13:24:29 PTL PABC LKB01529AQ12 200 278 139.14
OCP to 11/10/2014 &
ocP 10-Nov-14 14:45:54 UBC NSB Q 012 50 69 138.74
OCP to 11/10/2014
oCP 10-Nov-14 15:06:02 UBC V@B 1529A012 50 69 138.44
OCP to 11/10/2014
OCP 10-Nov-14 15:06:02 WTL @ LKB01529A012 50 69 138.54
*

11.51 On comparison of the low% which the PTL had sold to other counterparties with the price

at which it was sold to €he , it is noted that excess price was paid by the EPF amounted to

approximately to Rs . lion.

Table 89 - Price compagison between EPF and other counterparties transacted with PTL (Rs. In Million)

# Seller Buyer Quantity(A) Price per Difference Excess Yield Difference
Security (Price per price paid Rate in yield
Security) (B) by EPF(A*B) Rate
(in Basis
points)
1 PTL EPF 5,000,000 139.94 0.80 4.00 8.18% 8
2 PTL EPF 2,000,000 139.94 =— 0.80 1.60 8.18%
3 PTL PABC 3,500,000 139.14_ 8.26%
Total 5.60
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11.52 LKB01024A014 (Instance 4): Transaction between i) PTL and EPF ii) PABC and EPF iii) PTL and Other

counterparties iv) Other counterparties and Other counterparties dated 3 November 2014

128.00
127.00
126.00
125.00
124.00
123.00
122.00
121.00

mPTL To EPF = OCP to OCP

127.10

Chart 4
123.64 124.18
1
m PTL to OCP

Table 90 - Transactions related to Instance 4

124.75

m OCP to EPF

(Rs. In Million)

Typ Settleme Settleme Selle Buye ISIN Face Amount Price per Marke Yiel
e nt date nt time r r Value (Rs.in security t d
Million) Price Rat
e
N S
oCP 121.97
to  3-Nov-14 1372014 oy ppp LKBO1024A0 623 124.54
14:41 14
EPF
ocP g > 121.97
to  3-Nov-14 1372014 pop  ppp  LKBO1024A 62 124.90
14:42 14
EPF
ocP 121.97
to  3-Nov-14 1372014 ) ppp  LKBYOZ 50 62 124.76
14:43
EPF o
ocP 121.97
to  3-Nov-14 1372014 py \ 01024A0 5 250 124.79
15:03 14
EPF
PTL ¢ 121.97 7.29
to  3-Nov-14 13/ prie” gpp  LKBO1024A0 54, 636 127.10 %
15: 14
EPF
PTL 121.97 7.29
to  3-Nov-14 1372014 op  ppp LKBO1024A0 54, 636 127.10 %
15:19 14
EPF
PTL 121.97 7.29
to  3-Nov-14 1372014 op  ppp LKBO1024A0 55, 445 127.10 %
15:24 14
EPF
ocP 121.97
to  3-Nov-14 1/03/201 cepy o LKBO1024A0 5, 62 124.69
412:07:28 14
oCP
ocP 121.97
to  3-Nov-14 1 1/03/201 py g LKBOTO24A0 5, 62 124.18
412:35:22 14
oCP
ocP 121.97
to  3-Nov-14 1/03/201 ooy o LKBOT024A0 g, 62 124.18
412:35:32 14
oCP
ocP 121.97
to  3-Nov-14 1 1/03/201 py gy LKBOTO24A0 4, 125 124.54
412:35:42 14
oCP
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Settleme Settleme Selle Buye ISIN Face Amount Price per Marke Yiel
nt date nt time r r Value (Rs.in security t d
Million) Price Rat
e
OoCP 121.97
to  3-Nov-14 /03201 pey yyp LKBOT024A0 g, 62 124.90
413:11:22 14
OCP
oCP 121.97
to  3-Nov-14 11/0_3/2.01 ESL FCTL LKBO1024A0 50 63 125.41
4 13:25:57 14
OCP
OoCP 121.97
to  3-Nov-14 17037201 pq oy LKBOT024A0 g, 63 125.63
413:26:28 14
OoCP
oCP 121.97
to  3-Nov-14 /037201 oy -y LKBOT024A0 50 62 124.18
4 14:44:53 14
OCP
OoCP 121.97
to  3-Nov-14 /037201 goc pey LKBOT024A0 40, 127 26.73
415:32:54 14
OoCP
oCP 121.97
to  3-Nov-14 1/03/201 prpy ) LKBO1024A0 50 0 127.10
4 15:33:00 14
OCP
OoCP 121.97
to  3-Nov-14 1/03/201 prp) gy LKBO1024A0 20 108.99
4 16:00:53 14
OoCP
11.53 On comparison of the lowest price at whic had sold to other counterparties with the price
at which it was sold to the EPF, it is at excess price was paid by the EPF amounted to

approximately Rs.39.45 Million.
Table 91- Price comparison betweeg EP%) er Counterparties transacted with PTL
(Rs. In Million)

Seller Buyer Quantity(4) Price per Difference Excess price Yield Difference
Security (Price per paid by Rate in yield

Security) (B) EPF(A*B) Rate

1 PTL EPF 000,000 127.10— 2.92 14.61 7.29% 38
2 PTL EPF 5,000,000 127.10 2.92 14.61 7.29% 38
e
3 PTL EPF 3,500,000 127.10 2.92 10.23 7.29% 38
4 PTL NW 50,00,000 124.18— 7.68%
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11.54 LKB00922G017 (Instance 5): Transaction between i) PTL and EPF ii) PTL and Other counterparties
iii) Other counterparties and Other counterparties on 4 July 2014
Chart 5

110.90
110.80
110.70
110.60
110.50
110.40
110.30
110.20
110.10
110.00

110.82

110.52 110.50

Price

Counter-party price comparisoQ
EPTLTOEPF mOCPtoQffP = o OCP
Table 92 - Transaction related to Instance 5

Yield
Rate

Settlemen
t date

Price per
security

Type of
transactio
n

Market
Price

Face
Value

Settlemen

t time Amount

Seller

07/04/20

P 414 14 css p* LKEO0%22 50 55 110.05  110.37
15:04:58 2
07/04/20
OCPto 4 jul14 14 s pFcc  LKBO092Z 4, 55 110.05  110.37
oCP 14 G017
12:59:16
OCP to %% @ LKB00922
4-Jul-14 NSB css 100 110 110.08  110.37
ocp 4 G017
15035
07/04720
OCPto 4 jul14 14 NDB pFcc  LKBO092Z 4, 55 11011 110.37
oCP 4 G017
13:00:01
07/04/20
OCPto 4 jul14 14 NWS FcTL  LKBOO922 g, 55 11022 110.37
oCP 14 G017
13:25:37
07/04/20
OCPto 4 jui14 14 WTEY  cap |KBOO%2Z 5, 55 110.28  110.37
oCP G017
13:56:07
07/04/20
P 414 14 cap  orcc KB 5 55 110.34  110.37
13:28:28
07/04/20
OCPto 4 jui14 14 FCTL NTg  LKBOO%2Z 5, 55 110.34  110.37
oCP G017
13:42:41
07/04/20
°8<P:pt° A4-Jul-14 14 FCTL SEY LKg(())(;‘;ZZ 50 55 110.34  110.37
14:27:43
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Settlemen

Type of t date

transactio
n

t time

07/04/20

Settlemen

Seller

Buyer

Face
Value

Amount

Price per
security

Market
Price

OCPto 4 jul-14 14 NDB prcc  LKBO0922 5, 276 110.34  110.37
ocp G017
13:01:08
07/04/20
P 414 14 sy wrey  KE00%22 qg0 110 11034 110.37
14:59:46
07/04/20
OCPto 4 jui-14 14 css Nsg  LKBO092Z g 55 110.4  110.37
ocp iq. G017
12:11:15
07/04/20
P 414 14 NSB g HKBO992Z as0 276 110.4  110.37
12:24:09
07/04/20
P 414 14 NTB nsg - HEOZ s 1104 110.37
12:17:43
07/04/20
ngpto 4-Jul-14 14 SEY HNB LKEg??ZZ oo 110.4  110.37
12:24:09
07/04/20
b 414 14 WTEY SCB 55 1104 110.37
12:24:47
07/04/20
ogzpto 4-Jul-14 14 FCTL CALD 100 110 110.46  110.37
13:47:23
07/04/20
ngpm 4-Jul-14 14 HNB LKgg?‘;zz 250 276 110.46  110.37
15:55:03
07/04120 o
OCP to \ LKB00922
Son 4-Jul14 | \ NSB o 50 55 110.46  110.37
OCP to ‘2 § LKB00922
Send 4-ul14 SEY NWS ks 50 55 110.46  110.37
0P 4Jul-14 sy wrey  HKE00%22 400 110 110.46  110.37
12:56:40
07/04/20
P 414 14 cap  ccey  HKE9%2 5 55 11052 110.37
13:22:44
07/04/20
O(C)(P:Pto A4-Jul-14 14 CALD NTB LKg(())?‘;ZZ 50 55 110.52  110.37
13:28:53
07/04/20
OS(P:,P 4-Jul-14 14 CALD NWS LKE?)?(;ZZ 50 55 110.52  110.37
14:40:48
07/04/20
OCPto )14 14 CALD  wrgy LKBO0922 g, 55 11052 110.37
ocCP e G017
13:25:57
07/04/20
OCPto 4 jul-14 14 CALD  wrgy LKB0092Z 44 11 110.52  110.37
ocP GO17
13:28:38
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Settlemen Price per

t date  Settlemen Face security Market
Amount T 7 .
Value Price

Type of

transactio  ~ " Seller Buyer

t time
n

07/04/20

P 414 14 cap  wrey  HBI09ZZ 5 55 11052 110.37
13:26:26
07/04/20
OCPto g jul14 14 ccey  wrey KBOO9ZZ g, 55 11052 110.37
oCP 4 G017
14:19:33
07/04/20
P 414 14 css cap  HKBOOT2 5 55 11052 110.37
15:04:58
07/04/20
OCPto g jul14 14 css ccey LKBOO9ZZ g, 55 11052 110.37
oCP 4 G017
10:37:18
07/04/20
P 414 14 NDB nws  HEO%2Z s 11052 110.37
14:26:15
07/04/20
OF© 414 14 NSB cap  HKEO0%2 oo 1 11052 110.37
13:46:02
07/04/20
Pl 414 14 NWS 55 11052 110.37
13:29:52
07/04/20
OSEP% 4-Jul-14 14 SCB 50 55 110.52  110.37
14:59:20
07/04/20
OCP to LKB00922
PO 4autta 14 SEY g 100 M1 11052 110.37

13:46:12
.
OCP to 07/04/20 \\ LKB00922

ocp 4-Jul-14 . E WTEY GO17 100 111 110.52 110.37
LKB00922
SEY WTEY GO17 50 55 110.52 110.37

OCP to
Send 4-ul14
P&}? 4-Jul-14 PTL NSB LKE?)?‘;ZZ 50 55 110,52 110.37  9.31%
13:23:07
07/04/20
ngpw 4-Jul-14 14 FCTL  WTEY LKggc:?zz 100 11 110.55  110.37
14:27:43
07/04/20
OCPto )14 14 WTEY  ccpy  L[KB0092Z g, 55 110.58  110.37
ocP 14 G017
12:50:50
07/04/20
OS(P:IP 4-Jul-14 14 DFCC  WTEY LKE?)?(;ZZ 50 55 110.64  110.37
12:56:40
07/04/20
OCPto 4 jil-14 14 FCTL CALD  LKBO092Z 5, 166 110.64  110.37
ocCP .01 G017
14:01:16
07/04/20
OCC)(P:IP 4-Jul-14 14 FCTL CALD LKE%?‘;ZZ 50 55 110.64  110.37
14:27:33
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Type of
transactio
n

Settlemen

t date

Settlemen

t time Seller

Buyer

07/04/20

Face
Value

Amount

Price per
security

Market

Price

P 414 14 ng  wrey  HKEO9ZZ 5 55 110.64  110.37
12:24:28
07/04/20
OCPto 4 jul14 14 Nws  wrey KBO0%2Z g, 55 110.64  110.37
oCP 4 G017
13:25:38
07/04/20
OCPto 4 jui14 14 SEY  wrey KBO09ZZ 4, 55 110.64  110.37
ocp 29 G017
12:29:35
07/04/20
P 414 14 nws  prcc  KEO0922 5 55 110.7  110.37
13:25:37
07/04/20
ngpm 40ul14 14 FCTL PSB LKE(())?‘;ZZ 50 110.76  110.37
14:27:44
07/04/20
OF© 414 14 NWS pFcc MBI oo 110.76  110.37
13:25:37
07/04/20
b2 4dul14 14 SEY 55 11076 110.37
14:32:17
07/04/20
OSEP% 4-Jul-14 14 SEY 50 55 110.76  110.37
14:59:56
07/04/20
PO 414 14 WTEY HEOMEE 50 55 110.76  110.37
14:52:57 %
.
07/04/20
P 414 14 \\ psg  HTO2 5o 55 110.82  110.37
14:26:30
PTL to 7/4/201 LKB00922 .
L 4ul14 L EPF oo0e 500 554 110.82  110.37  9.26%
o7ved)20
P 414 1 NSB css  HEOZ 5o 55 110.88  110.37
16:20:21
07/04/20
OCPto 4 jul-14 14 NWS hng  LKBO09ZZ g, 56 11112 110.37
ocp 19 G017
14:12:23
07/04/20
OCPto 4 jul14 14 HNB Nsg  LKBOO92Z g, 56 1147 110.37
oCP 3 omas G017

11.55 On comparison of the lowest price at which the PTL had sold to other counterparties with the price
at which it was sold to the EPF, it is noted that the excess price was paid by the EPF amounted to

approximately Rs.1.50 Million.
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Table 93 - Price comparison between EPF and other counterparties transacted with PTL (Rs. In Million)

Excess price paid by

Difference

_ EPF(A*B)
# Seller Buyer Quantity(A) Psrlce pter : Yield Difference
seausy (Price per .
. Rate in yield
Security) (B) Rate
1 PTL EPF 5,000,000 110.82\| 0.30 1.50 9.26% 5
2 PTL NSB 500,000 110.52 9.31%

11.56 LKB00922G017 (Instance 6): Transaction between i) PTL and EPF ii) PTL and Other counterparties
iii) Other counterparties and Other counterparties dated 20 October 2014
Chart 5

121.00 120.95 *
120.90 O

120.80

120.70 120.67
120.60

120.50

120.40

120.30

120.20

120.10 120 04

120.00

PTL To EPF mOCP to OCP mPTL to OCP mOCP to EPF

Price

TABLE 94 - Transaetion related to Instance 6

Type of Amount . Yield
transactio Settlement Settlgmen Selle Buye ISIN (Rs.in Price per Mar_ket Rate
date t time r r a0 security  Price
n Million)
PTL to 10/20/201 LKB00922G0 7.70
ocp 20-Oct-14 4 14:04 PTL SEY 17 100.0 120.0 120.04  116.99 %
OCP to 10/20/201 LKB00922G0
oCP 20-Oct-14 4 14:55:09 CALD NWS 17 50.0 60.1 120.23  116.99
OCP to 10/20/201 LKB00922G0
ocp 20-Oct-14 4 14:30:02 FCTL CALD 17 50.0 60.1 120.23  116.99
OCP to 10/20/201 LKB00922G0
ocp 20-Oct-14 4 13:50:45 CALD CSS 17 50.0 60.2 120.35 116.99
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trg\z(;cﬁo Setglement Settlgmen Face A(r:;;).l:rr:t Price per Mar'ket Eiaetlg
n ate t time Value Million) security  Price
0P a00ct14 29200 cap ey HKBOOT2ZGO 50 60.2 12042 116.99

PIet® 200ct14 TO/20Z0T pry gpp LKBOO9Z2G0T 500 241.1 120.54 116,99 72
Ot 20.0ct-14 19207201 WIE gpp  LKBOOYZZGO 550 301.7 12067 116.99
P 200ct14 20 cap nws HEOOIZZG0 4090 1207 12073 116.99
OPa®  200ct-14 20000 WIE gy LKBOORZ2G0 500, 2417 120.83  116.99
P 200ct14 2020 cap css HHEOOIZGO 50 120.85  116.99
OPa0  200ct-14 2920 cap nws  HEOOT22G0 - 50 0 60.4 120.85  116.99
OFs0  200ct14 2900 FCTL CALD LKBO?”ZKso.o 60.4  120.85 116.99
OPa0  200ct-14 200 EeTL sey ACGHP0 250.0 302.1 120.85  116.99
P 200ct14 02920 .sc% HKBOOYZZGO 50,0 60.4 120.85  116.99
0P w0 200ct14 [ O/ZHURENNTE DFC LKBOOT22GO 50 60.4 120.85  116.99
OPa®  20-0ct-14 cALD ccey HKBO99Z260 50 60.6 12117 116.99
0P 200ct14 292N prcc gy HKBOOTZZGO 50 60.6 12117 116.99
OPa0  200ct-14 O qpy ccpy HPOOY2ZG0 50 60.6 12117 116.99
e’ 200ct-14 0307200 WIE gy HEBOOR2260 50 9 60.6 12117 116.99
OPs0 20014 200 qpy s HBOOTZZGO 50 60.6 121.23 116.99
P a00ct14 20200 cap ey HKBOOIZZGO 4090 1215 12148 116.99
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e Of. Settlement  Settlemen Selle Buye Amoqnt Price per Market izl
transactio d . (Rs.in - . Rate
ate t time r r srs security  Price
n Million)
OCP to 10/20/201 LKB00922G0
OCP 20-Oct-14 411:11:12 CSS  CCEY 17 50.0 60.7 121.48  116.99
OCP to 10/20/201 LKB00922G0
OCP 20-0ct-14 "5 0000 €SS SEY 17 50.0 60.7 121.48  116.99
OCP to 10/20/201 LKB00922G0
OCP 20-Oct-14 4 10-47:48 DFCC CCEY 17 50.0 60.7 121.48  116.99
OCP to 10/20/201 WTE LKB00922G0
ocp 20-Oct-14 410:58:23 Y CCEY 17 50.0 60.7 121.48  116.99
a. On comparison of the lowest price at which the PTL had sold to ot ounterparties with the price
at which it was sold to the EPF, it is noted that the excess prj aid by the EPF amounted to

approximately Rs. 0.98 Million.

Table 95 - Price comparison between EPF and other couBferparties transacted with PTL

Difference Yield Difference in

S Excess price paid .
(Prlc:‘ P r‘ by EPF(A*B) Rate yield Rate
Security) (B)

120.54\L 0.

2 PTL SLB 1,000,000 120.04
—|

Price per

# Seller Buyer Quantity(A) Security

1 PTL EPF 2,000,000

7.70%

11.57 LKB01024A01 %: Transaction between i) PTL and EPF ii) PTL and Other counterparties
iii) Other coun arties and Other counterparties dated 17 October 2014.
TABLE 96A - Transaction related to Instance 7

Amount Price

ramection  dte - time | Seller Buyer SN (Rs.n per Pt
Million) security
OCPtoOCP  17-Oct-14 0,1 7/Z04  FCTL  BCEY LKBO1024A014 200.00 247.15 123.58  120.22
OCPtoOCP 17-Oct-14 0, 1/20%  HNB NWS LKBO1024A014 50.00  61.68 123.36 12022
OCPtoOCP 17-Oct-14 0, 712014 WTEY  CALD 1KBO1024A014 50.00 61.86 123.72 12022
OCPtoOCP  17-Oct-14 971214 WTEY  CALD LKBO1024A014 100.00 123.00 123 120.22
OCPtoOCP 17-0ct-14 19172014 wrEy  FCTL 1KBO1024A014 50.00 62.59 125.18  120.22
OCPtoOCP 17-0ct-14 191712014 wTEy  FCTL  1KBO1024A014 50.00 61.50 123 120.22
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Amount Price

Type o.f Settlement Settl.ement Seller Buyer ISIN e (Rs.in per Market
transaction date time — . Price
Million) security
OCP to OCP  17-Oct-14 1%1;3,28114 WTEY FCTL LKBO1024A014 200.00 246.72 123.36  120.22
OCP to OCP  17-Oct-14 1(1/112423?;4 WTEY SEY  LKB01024A014 50.00 62.22 124.45 120.22
PTL to EPF  17-Oct-14 10/11;6223014 PTL EPF  LKB01024A014 500.00 633.65 126.73 120.22 7.35%
PTL to OCP  17-Oct-14 1(1111;;2;);4 PTL CALD LKB01024A014 50.00 61.86 123.72 120.22 7.75%
PTL to OCP  17-Oct-14 1(121;128514 PTL CCEY LKB01024A014 50.00 62.04 124.08 120.22 7.70%
PTLto OCP  17-Oct-14 1%121 ,28514 PTL  CCEY LKBO1024A014 50.00 62.59 125.18  120.22  7.56%
PTLtoOCP  17-Oct-14 1%1_33,234 PTL  NWS LKBO1024A014 50.00 123.72 12022 7.75%
11.58 On comparison of the lowest price at which PTL had sold to nterparties with the price at
which it was sold to the EPF, it is noted that the exc€ss pri s paid by the EPF amounted to

approximately Rs.15.05 Million.

Table 96B - Price comparison between EPF and other countérpatties transacted with PTL

# Seller Buyer Quantity(A) Price per Difference Excess price Yield Difference

Security (Price per paid by Rate in yield
Security) (B) EPF(A*B) Rate

1 PTL EPF 5,000,000 % R 3.01 15.05 7.35% 40
2

2 PTL  CA 500,000 4 e 7.75%
3 PTL  CBCL 500,000 24.08 7.70%
4 PTL  CBCL 500, #0g 125.18 7.56%
5 PTL  NW 0,008 123.72 7.75%
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11.59 LKB00922G017 (Instance 8): Transaction between i) PTL and EPF ii) PTL and Other counterparties
iii) Other counterparties and Other counterparties dated 28 October 2014

Chart 6
125.20 125.11
125.10
125.00
124.90 124.81
o 124.80
2 124.70
8- 124.60 124.53
124.50
124.40
124.30
124.20
Counter-party price comparison
mPTL To EPF mOCP to OCP mPTL to OCP
Table 97A- Transaction related to Instance 8 .
Type of Settlement Settlement Face Amount Price Market Yield
transaction Date Time Value per Price  Rate
security
(Rs.in
Million)
PTL to OCP 28-Oct-14 10/28/2014 PTL NWS 24A014 50.00 62.01 124.02 120.85
13:30:05
OCP to 28-Oct-14 10/28/2014  CALD Y WKB01024A014 50.00 62.37 124.74 120.85
OoCP 10:34:15
OCP to 28-Oct-14 10/28/2014 &FC D LKBO1024A014 50.00 62.37 124.74 120.85
OoCP 14:44:31
OCP to 28-Oct-14 10/28/201 BCEY LKB01024A014 50.00 62.48 124.96 120.85

OocCpP 11:37;
PTL to OCP  28-Oct-14 PTL BCEY LKB01024A014 50.00 62.52 125.03 120.85

7:1

PTL to EPF  28-Oct-14 10/28/2014 PTL EPF  LKB01024A014 500.00 625.53 125.11 120.85 7.56%
15:12

PTL to EPF  28-Oct-14 10/28/2014 PTL EPF  LKB01024A014 500.00 625.53 125.11 120.85 7.56%
15:38
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11.60 On comparison of the lowest price at which the PTL had sold to other counterparties with the price
at which it was sold to the EPF, it is noted that the excess price was paid by the EPF amounted to
Rs.10.86 Million.

Table 97B- Price comparison between EPF and other counterparties transacted with PTL

# Seller Buyer Quantity(A)  Price per Difference Excess
Security (Price per price paid
Security) (B) by

EPF(A*B)

(Rs. in Yield Difference

Million) Rate in yield

Rate

1 PTL EPF 5,000,000 125.117 ) 1.09 5.43 7.56% 14
2 PTL EPF 500,000 125.11 _ 1.09 : 7.56% 14
3 PTL BOC 500,000 125.03 J 7.57%
4 PTL  NW 500,000 124.02 7.70%

11.61 It is evident from the above transactions, ad%charged higher price to the EPF compared to

the other counterparties.

0
N
>
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TRANSACTIONS WITH SEYLAN BANK PLC

11.62 Seylan Bank PLC had contributed to market variance loss amounting to Rs. 80.73 Million which
contributed to 13% of the overall loss amounting to Rs. 620.81 Million for the period 2007 to 2014.
During the year 2014, Seylan Bank contributed to Rs.77.42 Million which contributes to 15% of the
overall loss amounting to Rs.565.15 Million. Due to the above indicative red flags, the transactions

with Seylan Bank PLC had been further analysed and detailed in the section below.

11.63 In 4 out of 15 transactions executed with Seylan Bank PLC during the year 2014, indicates that
Seylan had sold the Treasury Bonds at higher price to the EPF as compared to the other
counterparties (Refer Attribute 1 and 3 mentioned in the above Table 84). Refer Annexure - 86 for

the details of 15 transactions executed with Seylan Bank PLC?%*-

11.64 The analysis of the 3 (three) transaction dates (4 out of 15 transactiops)are detailed below, where
the EPF had paid highest price in comparison to the other Count jes Who had transacted with

Seylan.

11.65 LKB00922G017 (Instance 1): Transaction between i) SEY and JEPF ii) SEY and Other Counterparties
iii) Other Counterparties and other Counterparti%’ce October 2014

S

121.00

120.50 <

120.00 \\
119.50 %
119.

118.50

119.64

118.47

118.00

117.50

117.00
1

mSEY to EPF mOCP to OCP mSEY to OCP

2% Refer Annexure - 86 for the list of transactions detailing the price difference between Seylan Bank PLC and other counterparties.
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Table 98 - Purchase price paid by other Counterparties to Seylan Bank

Type

Settlement

Settlement time
Date

Seller Buyer

Face
Value

Yield
Rate

Price
per

Amount
(Rs.in

Millions) security

OCP to OCP 21-Oct-14 10/21/2014 13:35:15 CALD CCEY LKB00922G017 50 60 119.14
OCP to OCP 21-Oct-14 10/21/2014 13:35:16 CALD CCEY LKB00922G017 50 59  118.71
OCP to OCP 21-Oct-14 10/21/2014 13:35:16 CALD NWS LKB00922G017 50 60 119.64
OCP to OCP 21-Oct-14 10/21/2014 13:04:53 CCEY CALD LKB00922G017 50 59 118.10
OCP to OCP 21-Oct-14 10/21/2014 11:56:47 CCEY NWS LKB00922G017 50 59 117.80
OCP to OCP 21-Oct-14 10/21/2014 14:48:37 CCEY PTL LKB00922G017 50 60 119.33
OCP to OCP 21-Oct-14 10/21/2014 13:15:27 CSS CALD LKB00922G017 50 58 116.89
OCP to OCP 21-Oct-14 10/21/2014 10:29:43 CSS CCEY LKB0092 50 60 119.02
OCP to OCP 21-Oct-14 10/21/2014 11:53:57 CSS NWS 7 50 59 117.50
OCP to OCP 21-Oct-14 10/21/2014 13:46:36 DFCC NWS @26017 100 119  119.02
OCP to OCP 21-Oct-14 10/21/2014 14:58:38 NW NB009226017 100 118  118.41
OCP to OCP 21-Oct-14 10/21/2014 13:47:00 N KL LKB00922G017 50 58 116.60
OCP to OCP 21-Oct-14 10/21/2014 13:47:01 @ALD LKB00922G017 50 59  117.50
OCP to OCP 21-Oct-14 10/21/2014 13:3 CSS LKB00922G017 50 58 116.30
OCP to OCP 21-Oct-14 10/21/20#™4 12: NWS DFCC LKB00922G017 100 118 118.10
OCP to OCP 21-Oct-14 NWS HNBS LKB00922G017 50 59 117.50
OCP to OCP 21-Oct-14 NWS PABC LKB00922G017 250 299 119.64
SEY to EPF  21-Oct- /2172014 13:58:02 SEY  EPF LKB00922G017 250 301 120.57 7.62
SEY to OCP 21-Oct-14 10/21/2014 13:06:05 SEY CALD LKB00922G017 100 120 119.64 7.67
11.66
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11.67 On comparison of the lowest price at which the Seylan had sold to other Counterparties with the
price at which it was sold to the EPF, it is noted that the excess price was paid by the EPF amounted

to approximately Rs. 2.32 Million.

Table 99 - Price and yield comparison between EPF and other Counterparties transacted with Seylan Bank (Rs.
Million)
Excess Calculated Yield
Difference  Price paid Yield difference

(Price per by*
Security) (B) EPF(A"B)

Price per

# Seller Buyer  Quantity(A) Security

1 SEY EPF 2,500,000 120.57 0.19 2.32 7.62 14

2 SEY OocCpP 1,000,000 119.64

11.68 LKB00922G017 (Instance 2): Transaction between i) SEY and ji Y and OCP iii) Other
Counterparties and Other Counterparties dated 4 Nov 2014

Chart 8

124.20 124.10

&

124.00

123.80

123.60

123.21 123.27

1

mSEY to EPF mOCP to OCP mSEY to OCP
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Table 100 - Transactions related to instance 2 (Rs. In Million)
Type Settlement  Settlement time  Seller Buyer Face  Amount Price Yield
Date Value (Rs.in per Rate
(Rs.in  Millions) security
Millions)

OCP to OCP  4-Nov-14  11/04/2014 11:01:56 CALD CCEY LKB00922G017 50 62 123.78
OCP to OCP 4-Nov-14  11/04/2014 11:57:37 CALD NWS LKB00922G017 50 62 123.27
OCP to OCP  4-Nov-14 11/04/2014 13:38:08 (CSS CALD LKB00922G017 50 62 123.78
OCP to OCP 4-Nov-14  11/04/2014 10:47:13 CSS CCEY LKB00922G017 50 62 123.46
OCP to OCP  4-Nov-14  11/04/2014 11:52:27 CSS  NSB LKB00922G017 50 62 123.14
OCP to OCP  4-Nov-14  11/04/2014 11:56:49 CSS NWS LKB00922G017 50 61 122.76
OCP to OCP 4-Nov-14  11/04/2014 11:56:46 CSS NWS LKB00922G017 0 62 123.65
OCP to OCP  4-Nov-14  11/04/2014 14:04:03 DEUT HNBS LKB0092 61 121.06
OCP to OCP  4-Nov-14  11/04/2014 15:03:55 FCTL CCEY 9 7 7 100 123 123.46
OCP to OCP 4-Nov-14  11/04/2014 12:31:43 FCTL CCEY @26017 50 62 123.78
OCP to OCP  4-Nov-14  11/04/2014 14:06:45 HNBS @8009226017 50 62 123.78
OCP to OCP  4-Nov-14  11/04/2014 14:07:05 HN %S LKB00922G017 50 62 123.40
OCP to OCP  4-Nov-14  11/04/2014 14:14:43 EUT LKB00922G017 50 61 121.06
OCP to OCP  4-Nov-14  11/04/2014 12:1 CSS LKB00922G017 50 61 122.69
OCP to OCP  4-Nov-14  11/04/20M 14: NSB HNBS LKB00922G017 50 62 123.33
OCP to OCP  4-Nov-14  11/04/ : NWS CALD LKB00922G017 50 61 122.82
OCP to OCP  4-Nov-14 11:51:06 NWS CCEY LKB00922G017 50 62 123.14
OCP to OCP  4-Nov-1 014 11:51:35 NWS CCEY LKB00922G017 50 62 123.78
OCP to OCP  4-Nov-14 /04/2014 11:51:57 NWS CCEY LKB00922G017 100 123 123.46
OCP to OCP 4-Nov-14  11/04/2014 11:52:16 NWS CCEY LKB00922G017 100 124 123.65
OCP to OCP  4-Nov-14  11/04/2014 12:31:43 NWS FCTL LKB00922G017 50 62 123.14
OCP to OCP  4-Nov-14  11/04/2014 12:31:19 NWS FCTL LKB00922G017 50 62 123.01
OCP to OCP  4-Nov-14  11/04/2014 13:54:14 PTL CCEY LKB00922G017 50 61 122.82
OCP to OCP 4-Nov-14  11/04/2014 13:54:23 PTL CCEY LKB00922G017 50 61 122.50
OCP to OCP 4-Nov-14  11/04/2014 13:54:14 PTL CCEY LKB00922G017 100 124 123.78
OCP to OCP  4-Nov-14  11/04/2014 13:54:14 PTL CCEY LKB00922G017 150 185 123.46
OCP to OCP 4-Nov-14  11/04/2014 13:54:24 PTL CSS LKB00922G017 50 61 122.82
OCP to OCP  4-Nov-14  11/04/2014 15:03:48 PTL FCTL LKB00922G017 50 61 122.82
OCP to OCP  4-Nov-14  11/04/2014 15:03:48 PTL FCTL LKB00922G017 50 62 123.46
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Type Settlement Settlement time Seller Buyer Face  Amount Price Yield
Date Value (Rs.in per Rate

(Rs.in  Millions) security

Millions)

OCP to OCP  4-Nov-14  11/04/2014 14:03:33 PTL HNBS LKB00922G017 50 61 122.50

OCP to OCP  4-Nov-14  11/04/2014 14:03:05 PTL HNBS LKB00922G017 50 62 123.65

OCP to OCP  4-Nov-14  11/04/2014 14:22:36 PTL NWS LKB00922G017 50 61 122.82

OCP to OCP  4-Nov-14  11/04/2014 14:10:54 WTEY CALD LKB00922G017 50 62 123.14

OCP to OCP  4-Nov-14  11/04/2014 14:10:54 WTEY CCEY LKB00922G017 50 62 123.78
SEY to EPF 4-Nov-14 11/04/2014 14:39:22 SEY EPF LKB00922G017 1,750 2,172 124.10 7.07
SEY to OCP  4-Nov-14  11/04/2014 13:40:18 SEY CALD LKB00922G017 \50 62 123.14 7.22
SEY to OCP  4-Nov-14  11/04/2014 13:40:08 SEY CCEY 62 123.40 7.18
SEY to OCP  4-Nov-14  11/04/2014 13:39:58 SEY CCEY 62 123.40 7.18
SEY to OCP  4-Nov-14  11/04/2014 13:39:09 SEY  CSS 62 123.14 7.22
SEY to OCP  4-Nov-14  11/04/2014 15:11:30 SEY FCTL LR¥ 2G017 100 123 123.27 7.20
&(BOO%ZGOW 50 62 123.27 7.20

SEY to OCP  4-Nov-14  11/04/2014 13:50:30 SEYQ

i ; the SEY had sold to other Counterparties with the

ishoted that the excess price was paid by the EPF amounted

11.69 On comparison of the lowest price

price at which it was sold to the

to approximately Rs.16.8m\K
Table 101 - Price and Yield &
In Million)

son between the EPF and other Counterparties transacted with SEY (Rs.

Excess Calculated Yield

Difference  Price paid Yield difference

(Price per
Security) (B)

Price per

Seller Counterparty Quantity(A) Security

y
EPF(A*B)

1 SEY EPF 17,500,000 124.10 . 16.8 7.07 0.14
2 SEY CALD 500,000 123.14 _/r 7.22
3 SEY CCEY 500,000 123.40 7.18
4 SEY CCEY 500,000 123.40 7.18
5 SEY CSS 500,000 123.14 7.22
6 SEY FCTL 1,000,000 123.27 7.20
7 SEY NWS 500,000 123.27 7.20
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TRANSACTIONS WITH FIRST CAPITAL TREASURIES LTD

11.70 First Capital Treasuries Ltd had contributed to market variance loss amounting to Rs.100.64Million

11.71

which contributed to 16% of the overall loss amounting to Rs. 620.81 Million for the period 2007 to
2014. During the year 2014, First Capital Treasuries Limited contributed to Rs.77.42 Million which
contributes to 15% of the overall loss amounting to Rs.565.15 Million. Due to the above indicative
red flags, the transactions with First capital Treasuries had been further analysed and detailed in

the section below:

In 3 out of 25 transactions executed with First Capital Treasuries Ltd, indicates that First Capital
Treasuries Ltd had sold the Treasury Bonds at higher price to the EPF as compared to the other
Counterparties (Refer Attribute 1 and 3 mentioned above). Refer Annexure - 88A for the details of

25 transactions executed with First Capital Treasuries Ltd3%

11.72 The analysis of the 2 (two) transaction dates (3 out of 25 transa are detailed below, where

the EPF had paid highest price in comparison to the other co es who had transacted with

First Capital Treasuries Ltd.

LKB00413B018 (INSTANCE 1): Transaction betww and EPF ii) FCTL and Other

Counterparties and iii) Other counter parties counter parties dated 01 June 2009

104.50 10,43
104.40 .
104.30 \ 104.20
104.20
104.10 \
104.00 @
103. 103.81
103.8
103.70
103.60
103.50
1

mFCTL to EPF mOCP to OCP mFCTL to OCP

300 Refer Annexure - 87 for the list of transactions detailing the price difference between First Capital Treasuries LTD and other
counterparties.
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Table 102 - Transactions related to instance 1 (Rs. In Million)
Type Settlement Settlement Seller Face Amount Price per Yield
date time Value (Rs.in security
(Rs.in Millions)
Millions)

FCTL 1-Jun-09 06/01/2009 FCTL EPF LKB00413 11.97%
to EPF 12:39:41 B018 100 104 104.43
OCPto  1-Jun-09 06/01/2009 BCEY CAL LKB00413

OCP 14:29:32 D BO18 50 52 104.28
OCPto  1-Jun-09 06/01/2009 BCEY CSS LKB00413

oCpP 11:20:02 B0O18 50 52 104.28
OCPto  1-Jun-09 06/01/2009  CALD SEY LKB00413

OCP 14:31:27 BO18 100 105 104.64
OCPto  1-Jun-09 06/01/2009  HSBC CAL LKB00413

oCpP 14:25:57 D B018 50 104.43
OCPto  1-Jun-09 06/01/2009  HSBC CAL LKB00413

OoCP 14:26:33 D B0O18 100 04 104.43
OCPto  1-Jun-09 06/01/2009 HSBC NTB LKB00413

OoCP 14:51:01 B0O18 10 104 104.43
OCPto  1-Jun-09 06/01/2009 NSB  SEY LKB00413

oCpP 14:39:26 B 50 65 129.33
OCPto  1-Jun-09 06/01/2009 NTB  BCE

OCP 14:17:28 Y 1 100 104 103.86
OCPto  1-Jun-09 06/01/2009 NTB S 00413

oCpP 14:29:25 B018 50 52 103.86
OCPto  1-Jun-09 06/01/2009 Y LKB00413

OoCP 14:39:28 B0O18 750 780 104.06
OCPto  1-Jun-09 06/01/200 SEY LKB00413

OoCP 14:39:5 B0O18 500 513 102.61
OCPto  1-Jun-09 06/0 NTB  SEY LKB00413

oCP 0 B018 100 104 103.58
OCPto  1-Jun-09 /01/2009 NTB  SEY LKB00413

OoCP 1%:40:33 B0O18 100 103 103.44
OCPto  1-Jun-09 06/01/2009 NTB  SEY LKB00413

oCP 14:38:27 B018 50 52 104.43
OCPto  1-Jun-09 06/01/2009 NWS  NTB LKB00413

OCP 14:51:25 B018 50 52 104.09
OCPto  1-Jun-09 06/01/2009 PABC NTB LKB00413

OoCP 14:51:53 B0O18 100 104 104.28
OCPto  1-Jun-09 06/01/2009 SEY  CAL LKB00413

oCP 14:25:26 D B0O18 150 156 104.14
OCPto  1-Jun-09 06/01/2009 SEY  CSS LKB00413

OoCP 13:21:05 B018 50 52 104.00
OCPto  1-Jun-09 06/01/2009 SEY  NTB LKB00413

oCP 14:47:55 B0O18 750 773 103.03
OCPto  1-Jun-09 06/01/2009 SEY  NTB LKB00413

OoCP 14:48:25 BO18 500 513 102.61
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Type

Settlement
date

Settlement
time

N

Buy ISIN

er

Face
Value
(Rs.in

Million

Millions)

Amount
(Rs.in

s)

Price per
security

Yield

OCPto  1-Jun-09 06/01/2009 SEY  NTB LKB00413
OoCP 14:48:55 BO18 100 104 103.58
OCPto  1-Jun-09 06/01/2009 SEY ~ NTB LKBO0413
OoCP 14:50:12 BO18 100 103 103.44
OCPto  1-Jun-09 06/01/2009 SEY ~ NTB LKBO0413
OoCP 14:50:42 BO18 50 52 104.14
FCTL 1-Jun-09 06/01/2009  FCTL NTB LKB00413 12.05%
to 15:20:27 BO18 50 52 104.20
OCP
FCTL 1-Jun-09 06/01/2009  FCTL SBAE LKB00413 12.05%
to 13:12:56 BO18 50 104.20
OoCP
FCTL 1-Jun-09 06/01/2009  FCTL  SEY LKB00413 12.05%
to 11:27:39 BO18 1 104.20
OoCP

Qb

11.73 On comparison of the lowest price at which theﬁ Capital Treasuries LTD. Had sold to other
Counterparties with the price at which it was@ e EPF, it is noted that the excess price was
paid by the EPF amounted to approximat@ 23 Million.

Table 103 - Price comparison between th&EP d other Counterparties transacted with FIRST CAPITAL

TREASURIES LTD (Rs. In Million) 4

Excess Calculated Yield

Seller Counterparty Quantity(A)

Difference
(Price per
Security) (B)

Price per
Security

price paid

by
EPF(A*B)

Yield

Difference
(In Basis
Points)

1 FCTL EPF 1,000,000 104.43 \|>O._23 0.23 11.97% 8
2 FCTL NTB 500,000 104.20 J 12.05%
3 FCTL SBAE 500,000 104.20 12.05%
4 FCTL SEY 1,000,000 104.20 12.05%
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11.74 LKBO1529A012 (Instance 2): Transaction between i) FCTL and EPF ii) FCTL and Other Counter
Parties and iii) Other Counter parties and Other Counter parties dated 03 November 2014
Chart 10

139.50

139.01

138.50
138.00

137.62
137.50

137.00

136.50

1
mFCTL to EPF  ®mOCP to OC mEVTL to OCP

Table 104 - Transactions related to instance 4 (Rs. In Million)

Type Settlemen Settlement time Selle Buye ISIN Face Value Amount Price per

t date r r (Rs.in (Rs.in security
Millions) Millions)

FCTLto 3-Nov-14 11/03/ 4\CTL EPF  LKBO1529A01 8.27
EPF 15:38 2 500 695 139.01 %
FCTLto 3-Nov-14 110590 FCTL EPF LKBO1529A01 8.27
EPF 7Y e 2 250 348 139.01 %
FCTLto 3-Nov-14 N#1/03/2014  FCTL PTL LKBO1529A01 8.32
oCP 13:47:26 2 100 139 13851 %
FCTLto 3-Nov-14 11/03/2014  FCTL PTL LKBO1529A01 8.27
ocp 14:56:58 2 350 487 139.01 %
OCPto 3-Nov-14 11/03/2014  PTL WTE LKBO1529A01
ocP 15:04:03 Y 2 300 398 132.72
OCPto  3-Nov-14 11/03/2014  PTL WTE LKBO1529A01
OCP 13:47:25 Y 2 350 489 139.72
OCPto 3-Nov-14 11/03/2014  PTL WTE LKBO1529A01
ocP 15:36:29 Y 2 350 489 139.72
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11.75 On comparison of the lowest price at which the First Capital Treasuries LTD had sold to other
Counterparties with the price at which it was sold to the EPF, it is noted that the excess price was
paid by the EPF amounted to approximately Rs.3.75 Million.

Table 105 - Price comparison between the EPF and other counterparties transacted with First Capital
Treasuries LTD (Rs. In Million)

Excess Calculated Yield
price paid Yield Difference
Y (In Basis
EPF(A*B) Points)

Difference
(Price per
Security) (B)

Price per
Security

Seller Counterparty Quantity(A)

1 FCTL EPF 5,000,000 139.01 0.50 2.50 8.27% 0.05%
2 FCTL EPF 2,500,000 139.01 ~ 0.50 1.25 8.27% 0.05%
3 FCTL PTL 1,000,000 138.51 | 8.32%

4

FCTL PTL 3,500,000 139.01 Q 8.27%

11.76 On review of the voice recordings for FCTL and S&ylan Bank PLC, no indication of collusive

behaviour was identified. Further, no pattern ha v1de similar to the PTL, PABC and WTL.

PRICE VARIANCE BETWEEN THE COUNT ES FOR PURCHASE OF SAME ISIN ON THE
SAME DAY

11.63 On comparison of purchase price n multiple counterparties (“PDs”) on the date of
transaction where the same IS urchased from more than one Counterparty, it was noted
that in 104 transactions ( %wn dates) (Refer Annexure 88 and Exhibit 73 )3', the EPF had

paid excess price in cor&mth the weighted average purchase price of the ISIN resulted in

a loss of Rs. 12.59 M% the period 2002 to 2004 and 2007 to 2014.
11.64 The loss due t cess price paid by EPF amounted to Rs. 3.36 Million for the period 2002 to 2004.

11.65 The loss due to price variance between the counterparties for the period 2005 to 2006 was not

ascertained due to the Non availability of the Deal Tickets.

301 Refer Annexure - 88 and Exhibit 73 for the computation of loss in comparison with weighted average price paid per security.
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11.66 The total loss incurred in 2014 amounted to approximately Rs.8.57 Million. In 13 transactions (5
transaction dates) out 43 transactions (8 transaction dates), the EPF had purchased from PTL,
PABC and WTL at a higher price resulted in loss of Rs.7.21 Million contributing to 78% of loss due

to excess price paid.

11.67 Due to non-maintenance of quotes received from other counterparties, the reason for excess price
paid to PTL, PABC and WTL resulting in a loss of approximately Rs.7.21 Million cannot be
ascertained. This was confirmed during an interview of 2 October 2019 with Mr. T Udayaseelan,
former Senior Assistant Superintendent, FO, stated that,” | had received calls from dealers/brokers
such as Perpetual Treasuries Limited, PABC, WealthTrust, First Capital and Capital Alliance for the

quotes. However, there was no practice of maintaining the documentation for the quotes.” 3%

11.68 In the absence of the call recording system in the EPF, the collusion of¢the Primary Dealer by the

staff of FO cannot be evaluated.

Identification of ultimate beneficiary O
11.69 On review of purchase transactions where the has paid higher than the Secondary Market
price, it was noted that in 6 instances (8 fffa ons) (Refer Annexure 89)3% the following

individuals / Entities Treasury Bond wer@ sed by the EPF through the following specific
Primary Dealers:

. WDNH Perera

. Saakya Capital Private Limi

. John Keels Holdings Plc

. Litro Gas Lanka Limite \

Taprobane Holdings Lifit

TMoOO®>

MN Aloysius

11.70 For one insta @ Q& had sold Treasury Bonds valuing Rs. 2 Million to the EPF on 8 August
2014, it was traced from the CDS data that the bond was held by WDNH Perera on 28 July 2014. It
was subsequently transferred from his beneficiary account to PABC own account before it was sold
to EPF. Due to limitation in access to PABC settlement records, it cannot be commented on the
ultimate beneficiary of these transactions where the EPF paid more than the Secondary Market

price.

302 Refer Exhibit 12 for the fact statement of Mr. T Udayaseelan dated 2 October 2019.
303 Refer Annexure 89 for the list of identified Secondary Market transactions - Ultimate Beneficiary
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11.71 Similarly, the above-mentioned instance, the following additional instances appears that the

ultimate beneficiary of transactions, where the EPF has paid more than the Secondary Market

price, were other than the counterparties of the transactions:
(Rs. In Million)

Transaction Counterparty Beneficiary Amount

Date transacted
1 01-09-2014 PTL M N Aloysius 700 12.09
2 31-07-2014 Commercial John Keells Holdings PLC and 2,373 26.63

Bank of Ceylon Litro Gas Lanka Limited

3 07-08-2014 Seylan Bank Taprobane Holdings Limited 651 28.97
PLC

4 30-09-2014 Seylan Bank Saakya Capital Private Limited 21.84
PLC

5 08-08-2014 PABC WDNH Perera 15.62

6 08-08-2014 PABC WDNH Perera ( 11.69

The yield variance ranging between 21 to 80 basj ints. Refer Annexure 89 for details.

B. The above-mentioned transactions requirm investigation to identify any if of these parties

were benefitted causing loss to the E lves review of transaction documents of primary

Dealers which is not part of the RF, ope.

N

Approving Autho& he above reported transactions

11.72 On review of DOrting documents and HR records provided by the Management of the EPF, the
below mentione@CBSL employees were responsible for execution and approval of the above
transactions with PTL / PABC and WTL:

Table 106- Summary of approving authority for 2013 and 2014

Total Loss Designation Responsibility
Transaction (Rs. in

Year Amount  Million)
(Rs. in
Million)

2014 15,792 224.99 PWDNR Rodrigo Superintendent of EPF Approving the transactions

Additional Superintendent of

TDH Karunarathne EPF

Approving the transactions

Additional Superintendent of

MSK Dharmawardena EPF

Approving the transactions

Actg Additional Superintendent

AGU Thilkarathna of EPF

Approving the transactions
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Total Loss Designation Responsibility
Transaction (Rs. in

Year Amount  Million)
(Rs. in
Million)

JDSJ Nanayakkara Deputy Superintendent of EPF Approving the transactions

Verifying and commenting
NLM Abeysekara Senior Assistant Superintendent on transactions entered at
the market price

T Udayaseelan Senior Assistant Superintendent Execution of the transaction

11.73 The above reported transactions were ratified by the Investment Committee and the Monetary

Board. The details of the Investment Committee members are detailed below:

Table 107 - Members of Investment Committee

Designation

Wweputy Governor

2014 PN Weerasinghe

BDWA Silva Deputy Governor
R Dheerasinghe Assistant Governor
CPA Karunathilake \ Assistant Governor

11.74 On review of the Investment Committee Qor 2014, it was noted that the members of the
Investment Committee never raised c m the concentration of transaction with the specific
counterparties such as PTL, PABC a . This was confirmed during an interview with the former
and current top managemegt % F, the former and the current Employees also stated that:
A. During an interview N mber 2019 with Mrs. K Gunathilake, the Additional SEPF and
SEPF for the peri x 2008 to June 20133%* (Refer Exhibit-12), stated that “...The
Investmen discussed mainly into the asset and liability management future
investm ategy, weekly investments etc. of the EPF Department and during the meetings
there was n uch discussions on the counterparty concentration. The concentration of few
parties could be because those Primary Dealer would have been active in the Secondary
Market...”

B. During an interview of 24 September 2019 with Mr. S Pathumanpan, former Senior Assistant
superintendent, MO, stated that, “At the Investment Committee meetings, none of the
committee members ever questioned about the EPF’s transaction with PTL in the Secondary
Market in the year 2014. Also, the Investment Committee members never questioned about

the counterparties who were majorly transacting with EPF...”

304 Refer Exhibit- 12 for the fact statement signed by Mrs. K Gunathilake on 19 September 2019
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C. During an interview of 16 September 2019 with Mr. W G H R Harshapriya, Former Senior
Assistant Superintendent, FO and MO, he stated that,” During my tenure at the EPF
department until 31.12.2016, as per my knowledge no one (members of IC) questioned on
investing in Government Securities in Secondary Market, with one particular/ continuously
with one or particular Primary Dealer.”

D. On review of the minutes of the Investment Committee meetings for the year 2014 and it was

observed that there were no discussions on the concentration of counterparties.

11.72 Further, the counterparty details were not presented at the Investment Committee meetings from
the period June 2014, when major transactions with PTL had been carried out. However, the
Investment Committee members did not question on the removal of the details from the Investment

Committee minutes.

A. This was confirmed during an interview of 1 October 20 - J D S J Nanayakkara,
Deputy Superintendent of EPF during 2014, state a ere were some changes in the
Investment Committee presentation format w.r.t Goverfiment Securities during the year 2013
and 2014, the counterparty details in the anngxure ing to the Investment and Divestment
of Treasury Bonds were missing from mid &3 ”

B. Further, during an interview of Z@Q
Superintendent, FO, stated that

counterparty names in the Ingestigent Committee minutes 2014.1 remember none of the
Investment Committeg v@ raised questions about the absence of the counterparty

details...” \\

Review of Target Deyi erver Emails

with Mr. T Udayaseelan, Senior Assistant

not exactly recall the decision for removing the

11.73 On review of thgserver emails of the identified officials for the execution and approval of the
transactions, there were no documents related to quotations received from the counterparty /

broker quotations to identify the market rate for 2014.

11.74 The relevant target devices of Mrs. NLM Abeysekara, Mr. PWDNR Rodrigo, Mr. MSK Dharmawardena,
and Mr. T Udayaseelan were not traceable by the IT department / EPF department. This resulted

in loss of information pertaining to their tenure in the EPF Department.
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11.75 Further, during an interview of 1 October 2019 with Mr. JDSJ Nanayakkara, Deputy Superintendent
of EPF during the 2014, stated that,”...Any limit on counterparties was not covered in the ITG,
2011 and was not introduced by the IC or EPF, where EPF always had transactions with few
counterparties including Perpetual Treasuries Limited in the year 2014 when T Udayaseelan, was
the dealer at the EPF department. When | enquired about the same from Mr. T Udayaseelan, he
said there were no parties available for transactions in the market so EPF had to invest/deal with
those counterparties. It was noted that most of the deals with Perpetual Treasuries were done
when | was leave. In 2015, IRMD had found high concentration with PTL and informed to SEPF and

deals were done by Udayaseelan...”

11.76 On verification of the CDS data, it was noted that EPF had purchased at the higher price compared
to the price transacted with the other counterparties. It appears that there were adequate

counterparties in the Market.

11.77 On review of the image and the emails of Mr. T Udayaseelan enfs containing the assets
details acquired by him were recovered. The asset i en verified with the asset
declaration statement (Refer Exhibit-70 for thell assetl) declaration statement of Mr. T
Udayaseelan)3® for 2016 submitted to the CBSLyThe aSséts acquired during the period 2014 to
2016 in form of Land and Buildings, Vehicle and L&ent in shares amounted to Rs. 24.12 Million.

The annual income during the period 201@%'@5 close to approximately Rs. 2 Million. The

assets held by him appear disproportiopatefompared to the annual earnings. Refer Section 16 of

this report for the detailed report e%evidences acquired from the target device and Server

email review. Refer Section 17 eport for detailed Report on the interview conducted with
*

ns executed with PTL, allegations of bribes, statement of Mr.

Mr. T Udayaseelan for th r&

Nuwan Salgado. K

305 Refer Exhibit - 70 for the asset declaration statement of Mr. T Udayaseelan.
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Review of Voice Recordings

11.78 No call recording system had been installed in the EPF department despite the approval of the

Investment Committee as per the minutes dated 2 March 20073%,” which stated, “...The IC gave

the approval for the EPF to engage in Secondary Market trading via the telephone taking into

consideration the fact that the telephones are having the voice recording facility and any dispute

can be sorted out. The IC also advised the EPF that the telephone recordings should be maintain”

until the monthly compliance report is prepared...”

11.79 Due to the above stated limitations, 171 selected voice recordings had been requested from the

Primary Dealers. (Refer Annexure - 96 for the list of voice recordings requested).3%

11.80 The voice recording dates were selected based on the following excepti@ns on the transaction date

/ Settlement date of the purchase transaction executed in CDS:

o0 = >

Purchase price is higher than the market price;
High concentration of Purchases on the same day;
Purchase pattern identified between the PrimaryfDealefs; and

Price variance between the Primary Dealerﬁ&th chase of the same Treasury Bond on

the same day.
11.81 Voice recordings for 55 dates were req Qrom PTL, PABC and WTL for the period 2014.

However, the voice recording of P and WTL were not received stating the following

reasons:

A. PTL stated reason, ”...fu t@(a cannot be received, as the company is not functioning as
of now...”; \

B. WTL stated the & “...further data cannot be received, as voice recording installed in
Novembe @ard disk capacity of 500 GB. Hence, data prior to 2015 was deleted...”;
and

C. No data for 2014 was received from PABC.

36 Refer Exhibit - 71 for extract of minutes of the Investment Committee meeting dated 2 March 2007.
307 Refer Annexure - 96 for the status of voice recording requested but not received.
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11.82 Due to the above limitation, the voice recordings of other counterparties coincidental with the
date of transaction executed between the EPF and PTL were reviewed as detailed in the Section
14 of this Report.

11.83 As per the voice recordings detailed in the Section 14 of this Report, it is evident that the EPF had
majorly transacted with PTL and acted as facilitator to PTL in the Secondary Market with Mr. T
Udayaseelan being the point of contact.

11.84 During an interview dated 1 October 2019 with Mr. JDSJ Nanayakkara, former Deputy
Superintendent during the year 2013-14, he stated that, “...T Udayaseelan was required to deal
for the best available rates, after evaluating available offers with the money broker,
counterparties (direct contact/Primary contact with them) for the transactions and getting the
same approved from the management. He used to be the driver in¢he EPF department with
respect to the decisions and discussions with Secondary ransactions, with the
management including me. In mid-2014, IRMD was set up speci nitor the acceptability
and 5% limit on the HTM selling....”

11.85 It is apparent that the top management of EPF\n ledge about the prevailing market

. S
’\\‘0(0
>
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12.

12.1

12.2

DIVESTMENTS IN THE SECONDARY MARKET

Overview

Divestments in Treasury Bonds in the Secondary Market represent the sales made by the EPF
through Over the Counter (“OTC”) platform where purchase and sale transactions are made
between entities who are not the primary issuer of the securities. EPF Sells the Treasury Bonds
from constituents of the Secondary Market who include, brokers and Primary Dealers. The
Divestments in the Secondary Market are made with the objective to maximise (capital) gain from

the investments earmarked / designated to be part of the “trading portfolio” of EPF.

The analysis of divestments in the Secondary Market was performed to identify abnormal trend if
any, in the investment pattern, counterparty concentration and bepefig gained by sellers of the

investments which resulted in loss to EPF from those investment

BACKGROUND O

During the Review Period, the EPF Department had,sold sury Bonds with face value amounting
to Rs. 240,971 Million (1,240 transactions) iChNi

amounting to Rs. 181,170 Million and 317 tr@ ions of Trading Portfolio amounting to Rs. 59,801
Million-

ludes 923 transactions of HTM portfolio

The below mentioned is the vy jse®summary of transactions3®® during the Review Period 1

January 2002 till 28 Febra?\\\e
w

Table 108 - Summary of yé transactions in the Secondary Market3° (Rs. In Million)

Divestment

No. of Sale Proceeds HTM Sale AFS/FVTE Sale proceed
[ransaction: (Rs. in Million Portfolio proceeds Portfolio

1 2002 113 23,313 113 23,313
2 2003 195 33,567 195 33,567
3 2004 181 20,184 181 20,184
4 2005 178 12,163 178 12,163
5 2006 123 9,957 120 9,707 3 250
6 2007 7 3,510 2 1,290 5 2,220
7 2008 21 2,750 - - 21 2,750

3% The value of the transactions mentioned in the Table are face value of the transactions.
399 The value in the Table consists of the sale proceeds extracted from transaction listing and CDS data.
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8 2009 90 17,277 - - 90 17,277
9 2010 100 13,244 1 100 99 13,144
10 2011 9 900 - - 9 900
11 2012 2 3,500 2 3,500
12 2013 VAl 37,281 23 30,146 48 7,135
13 2014 138 61,175 96 45,050 42 16,125
14 2015 12 2,150 12 2,150

Total 1,240 240,971 923 181,170 317 59,801

12.3 On analysis of the Secondary Market sales during the Review Period, it was noted that the sales
made in 5 years (l.e.) 2002, 2003, 2004, 2013 and 2014 constituted 73% of the total divestment
amounting to Rs. 175.52 Billion of the total divestments made by EPF in the Secondary Market.

12.4 The following section details on the loss incurred due to price per s lower than the market
e sale of same ISIN on the

price, sale of security at the different prices to multiple partiesf

same day.

APPROACH AND METHODOLOGY

Key Parameters of CDS Data Q\'

The following key parameters®'? from ury Bond settlement data in the CDS application
were considered for performing th aRalysis for the observations detailed in the subsequent
Sections of this Report: (Compu loss in comparison to market price and multiple price paid

to different Primary Dealx\ urchase of same ISIN on the same day):
A. Expected amount%&e Value);

B. Quantity;
C. Transaction message type “DVP/RVP”,” DVF/RVF”; and

D. Transaction account type3'" “OWN”,” CSF”,” CFD” and” CSD”.

310 Refer Section “Terms of Reference” of this Report for Definition of the key parameters.
311 Refer Para 5.1.2 of the LSS Manual for the detailed description of message and account type.
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12.5 Computation of Loss by comparing the sale price with Market prices(“Bid Price”) of the Treasury

Bond as specified in “two - way quotes”:
A. The loss was computed by comparing the average buying price and sale price per security;

B. As per process understanding, the average purchase price published by the PDD (“Two-way
quotes”) is an average of the clean price?'? quoted by the Primary Dealers daily on the
transaction date, if the transaction date was not available, the Secondary Market sale price at

the Settlement was considered for computation; and

C. The impact of the loss on the basis of yield was computed by comparing the average buying

yield and the yield rate of the sold Treasury Bond.

D. The loss due to market variance for the period 2005 and 2006 wer&ynot ascertainable due to
abnormal difference between the price specified in the Ti wa¥yh Quote and the actual

transacted price prevailing in the market.

12.6 Computation of Loss - Difference in sale price betwe@n the¥rimary Dealers on same day for the

same ISIN
A. The sale price between the Primary Dealer xﬂpared for the ISIN on the same day based
on the transactions available in the CD Qdifference between the prices was computed
considering the Weighted Average Psi @/hich the ISIN was sold. The sale price per security
was calculated by dividing expe, unt (“Dirty Price3'3”) with the quantity of the Treasury

Bond sold; and
L

B. The loss was compute%%ying the difference as computed in Step A with the quantity
L

of the Treasury Bondﬂ a lower price.
The subs @

1. Loss incurred B

ns provide the detailed analysis of the following:

the EPF due to Treasury Bonds were sold to these counterparties at low price

in comparison with the Secondary Market rates (Two - way Quotes); and

2. Concentration of counterparties with whom the EPF had majorly traded in the Secondary
Market.

312 Refer Section “Terms of Reference” of this Report for Definition of the “Clean Price.”
313 Refer Section “Terms of Reference” for the definition of the “Dirty Price”
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Analysis of Divestments in “HTM” Portfolio

Introduction

12.7 The following Section details the loss in divestments due to the difference in sale price versus the
market price published by the PDD (“Two-way quotes”) and the comparison of the sale price of

same Treasury Bond sold to different counterparties on the same day.

12.8 The HTM portfolio is invested with the intent to be held till its maturity. As per the ITG, 2007 and
ITG, 2011, the short sell of Treasury Bonds in HTM portfolio are not permitted without the prior

approval of the Investment Committee.

12.9 The sale of Treasury Bonds in HTM portfolio of Treasury Bonds during the period 2013,2014 and
2015, the sale value of the HTM portfolio amounted to Rs. 77.34 Billioh. The year wise break-up
of the HTM portfolio is provided in the Table below:

Table 109 - Year-wise summary of the HTM Portfolio'* . (Rs. In Million)

HTM Portfolio Transaction

Count (Rs. in Million) Capital Gain

200 € N\ 23,313 )
2003 - 33,567 4,178
2004 "g 20,184 1,866
2005 ‘ 178 12,163 1402
2006 [N\, 120 9,707 596
2007 ~ 2 1,290 5
2008 - -

2009

2010 1 100

2011 i - _
2012 2 3,500 32
2013 23 30,146 615
2014 96 45,050 2845
2015 12 2.150 =

Total 1,81,170 11,654
314 Refer Annexure - 90 for the list of transactions of 923 HTM Portfolio.
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12.10 It was observed that there was an increase in trend on sale of HTM portfolio post the decision

12.11 During an interview of 1 October 2019

made by the Investment Committee to actively participate in the Secondary Market during 2013
on the direction of the then Governor and series of the decisions taken by the Investment

Committee members in the year 2013 as detailed below:

A. In the minutes of Investment Committee meeting dated 5 June 20133" it was stated that,
“...MO noted that Section 52 of LKS39 states that “Whenever sales or reclassification of more
than an insignificant amount of held to maturity investments shall be reclassified as available
for sales, on such reclassification the difference between their carrying amount and fair
value shall be accounted for in accordance with paragraph 55(b). Further, MO suggests 1% or
below of Total Government Securities portfolio as the relevant insignificant level for sale or
reclassification from the held to maturity portfolio and when monitoring above limit all

transactions carried out during the previous 12-month perigd Should be considered. IC

approved the suggestion of MO...”

B. In the minutes of Investment Committee meeting dated 20133 it was stated that,
“MO suggested to increase the current limit off" 1% tor elow of Total Government
Securities Portfolio as the relevant insignificant leNgl fogithe sale or reclassification from held

to maturity portfolio and when monitoring tﬁ)ve limit all transactions carried out during
previous 12-month period should be cons@ approved the suggestion of MO.”

@ JDSJ Nanayakkara3'?, the Deputy Superintendent

ere was a significant increase in the sale in Treasury

during the year 2013-14, stated thaf,
Bonds during the year 2013’-20 % y to attain the capital gain target specified in the budget.
The sale proceeds were i& in long term high yielding bond as the yield enhancement
strategy approved by Ic%ed capital gains were informed to IC on a weekly basis...”.

12.12 On analysis o o} rparty wise sale for the period January 2002 to December 2005, it was

noted that the Major sales were to First Capital Treasuries (17%), Janashakthi securities (14%) and

Ceylinco Shiram Securities Limited (10%).

315 Refer Exhibit - 62 for the extract of minutes of Investment Committee meeting dated 5 June 2013.
316 Refer Exhibit - 59 for the extract of minutes of Investment Committee meeting dated 22 August 2013.
317 Refer Exhibit-12 for the extract of fact statement of Mr. JDSJ Nanayakkara dated 1 October 2019.
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12.13 The counterparty wise break-up of the HTM for the period 2002-2005 are provided in the below
Table:

Table 110 - Summary of counterparty wise Divestment transaction executed by the EPF in the Secondary Market

for the period January 2002 to December 2005

Counterparty No of transactions (Rsﬁrr?(h)/\l;lnlgon) Percentage
First Capital Treasuries Limited 55 15,520 17%
Janashakthi Securities Limited 55 12,650 14%
Ceylinco Shiram Securities Limited 62 8,991 10%
Commercial Bank of Ceylon 38 8,030 9%
HSBC Zy| 5,940 7%
Seylan Bank Asset Management Limited 59 5,425 6%
Capital Alliance Limited 48 4,168 \ 5%
Bank of Ceylon 28 4, 5%
People's Bank 20 37840 4%
HNB Securities Limited 38 5 3%
NDB Bank 29 2,395 3%
Others318 194 15,636 18%

12.14 The major counterparties to whom th the Treasury Bonds during the year 2013 and 2014,
were NSB (27%), PTL (23%) and Co ial Bank of Ceylon (12%).The counterparty wise break-up
of the HTM portfolio for 2013 % are provided in the below Table:

2013 and 2014

Table 111 - Summary of counterparty &tment transaction executed by the EPF in the secondary market for the

~'L) (Rs. in Million)
Counterparty Name No of transactions Face Value Percentage
NSB Fund Management Compabmy Limited. 5 20,321 27%
Perpetual Treasuries 41 17,500 23%
Commercial Bank of Ceylon Limited. 12 9,200 12%
WealthTrust Securities Limited. 10 4,400 6%
Pan Asia Banking Corporation PLC 8 4,350 6%
Hatton National Bank PLC 6 3,250 4%
Hongkong and Shanghai Banking Corp. 4 2,625 4%
People's Bank 7 2,300 3%
DFCC Bank PLC 1 2,000 3%

318 Refer Annexure - 90 for the break-up of counterparty classified as “Others” for 2002-2005
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Counterparty Name No of transactions Face Value Percentage
Bank of Ceylon 3 1,800 2%
Seylan Bank PLC 5 1,600 2%
CITI Bank 3 1,500 2%
National trust Bank 3 1,400 2%
Capital Alliance 4 1,000 1%
Deutsche Bank 3 1,000 1%
Acuity Securities Limited 1 500 1%
First Capital Treasuries Limited. 1 100 0%
National Development Bank 1 100 0%

12.15 On analysis of the sale proceeds from PTL and NSB which attrih o 50% of the overall sale in
the HTM portfolio for 2013 and 2014, it was observed that ageeds had been subsequently
invested in the Treasury Bonds transacted through Audtion / t placement.

Computation of Loss on Divestment o%sury Bonds (HTM Portfolio) in the

Secondary Market Q

12.16 On comparison of sale price of Treas

with the Secondary Market price(“Bid Price”) as

specified in the “Two Way quotes ished by PDD for the period319 January 2007 to February
2015, it was noted that in #1 4 transactions (Refer Annexure - 91 for the computation of
Loss)3?, the EPF had sold &y onds at a lower price compared to the Secondary Market price

resulting in loss of R .46 Million.

12.17 The sale pric ower by up to 18 basis points in approximately 86% of the sales. This extent of
difference is conSidered abnormal since in the other transactions of sales are closer to the

Secondary Market price.

320 Refer Annexure - 91 for the computation of loss incurred by EPF due to lower selling price.
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12.18 Details of transactions where Treasury Bonds were sold at a lower price compared to the market

price is detailed below:
F321

Table 112 - Summary of year wise loss incurred by the EP

Loss due to Market % Contribution Range of

Variance Yield

(Rs. in Million) (In Basis

Points)

2007 0.02 - 15
2012 3.44 13% 32-50
2013 8.62 33% 4-18
2014 12.46 47% 1-16
2015 1.92 7% 6-30

0 47% of the total loss
attributed to 13% and 33%

12.19 During 2014, the loss amounted to Rs.12.46 Million which con
(Rs.26.46 Million). Further, the loss incurred in the year 201
of the total loss of Rs. 3.44 Million and Rs.8.62 Million e

12.20 Summary of counterparty-wise proportion to the% period January 2008 to February 2015

is detailed below: Q
Table 113 - Summary of counterparty wise contributio@e 0ss

(Rs. in Million)

Counterparty* 2012 2013 2015 Total %Contribution
Nations Trust Bank - ‘_% 6.55 - 6.55 25%
Bank of Ceylon - - 3.75 3.75 14%
Commercial Bank of - - - 3.52 3.52 13%
Ceylon Limited

HSBC 3.44 - - 3.44 13%
WealthTrust Securities - - 1.41 1.61 - 3.03 11%
Limited

Ceylinco Insurance - - - 1.36 1.36 5%
Limited

Perpetual Treasuries - - - 1.16 1.16 4%
Limited

Citibank N A 0.02 - 0.65 0.01 0.68 3%
Pan Asia Banking - - - 0.51 0.51 2%
Corporation Limited

Seylan Bank PLC - - - 0.48 0.48 2%
Acuity Securities Limited - - - 0.06 0.06 0%
Peoples Bank 1.86 1.86 7%

321 Refer Exhibit - 75 for the deal tickets resulting Rs.26.46 Million.
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Counterparty* 2012 2013 2014 2015 Total %Contribution

Total : 3.44 8.62 12.46 1.86 26.40

Note: Remaining loss of approximately Rs.0.06 contributed by other counterparties for 2015 not added in

the above table.

12.21 The year-wise details of breakup of the major counterparties contributing to the loss are detailed

below:

Table 114 - Summary of major counterparty contributing to the loss

Year Counterparty 'I.'ota! L.oss qus_ (Rs. In % of Proportion, loss for
(Rs. in Million) (A) Million) (B) the year (C=B/A)
1 2012 HSBC 3.44 3.44 100%
NTB 6.55 76%
2 2013 WTL 8.62 1.41 16%
CitiBank NA 0.65 8%
BOC 3. 30%
3 2014 CBCL 12.46 3. 17%

WTL 1.61 12%
4 2015 Peoples Bank 1.92 97%

0
N
>
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The counterparty wise and ISIN wise contribution of the loss for the period January 2007 to February 2015 is detailed as follows:

Table 115 - Summary of counterparty wise distribution of loss for the period September 2006 to February 2015 (Rs. In Million)

Others Bank of Ceylinco People’s Commercial HSBC Nations Pan Asia Perpetual Seylan WealthTrust Total
Ceylon Insurance Bank Bank of Trust Banking Treasuries Bank Securities  (Rs. In

Limited Ceylon Bank Corporation Limited PLC Limited Million)
Limited. Limited

; LKBO1518H150 0.03 3.38 1.36 - 3.12
* LKB01518B013

0.53 0.48 1.63 10.56 1
8.61

LKB00612J158 - - - - - 3.44 3.44
LKB00618D018 - 0.38 - - - - - 0.24 - - 0.62
LKB00819A158 - - - - - - Q 0.49 - - - 0.49
LKB006151013 - - - - 0.31 \ - - - - - 0.31
LKB00515G159 - - - - - - - 0.15 - - 0.16
LKB00415K014 0.09 - - 0.09
LKB00617G153 0.09
LKB00619G019 0.07 - - 0.07
LKB00616D012 0.06 0.06
LKB00614D017 0.01 0.02
LKBO0516F019 0.08 - - 0.08
LKB00615C156 0.02

LKBOO507E177 0.02

LKB00517A018 1.86

It was noted that the trades in two specific ISINs (LKBO1518H150, LKB01518B013) contributed to approximately 72% of the total loss in the HTM portfolio.

The following section details on the concentration and patterns identified between the counterparties.
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12.22 On review of the CDS data, no patterns indicating collusive behaviour with the specific entities

was identified.

12.23 As per the ITG, 2011, prior approval from the Investment Committee is required for the short sale
of Treasury Bonds in HTM. However, as detailed in the Section 10 of this Report, the above short

sales transactions were not approved prior to the sales, by the Investment Committee.

12.24 During an interview with Mr. T Udayaseelan of 2 October 2019, the interdicted CBSL employee
(Refer Exhibit-12)3%% he stated that, “...This decision was made to overrule the prior approval

required by Investment Committee for the sale of HTM Portfolio...”

Computation of loss due to sale of Treasury Bonds at lower price compared to
Counterparties for sale of same ISIN on the same Day *

12.25 On comparison of sale price between multiple counterpartie Qte of transaction where the
same ISIN was sold to more than one counterparty, iffwas n that in 4 (four) transactions (3
transaction dates) (Refer Annexure-92)323, the EPF ha ld at lower price in comparison with the
weighted average price of the ISIN to other parti n the date of transaction which resulted in a
loss of Rs.5.34 Million for the period 2002 to @ 2007 to 2015 (Refer Annexure 92)3%4,

12.26 The loss due to price variance betwe t@unterparties for the period 2005 to 2006 was not

ascertained due to the Non availahj f the Deal Tickets.

\ 4

12.27 One instance out of 70 t%@resulted in a loss amounting to Rs. 4.72 Million in the year
0

2003. Further the transa& e could be traced for only 70 transactions out of 258 transactions
reviewed. %

12.28 The rationale nd the sale of same ISIN at multiple rates cannot be ascertained due to the non-
maintenance of tfle quotes received from the Primary Dealers During an interview of 2 October
2019 with Mr. T Udayaseelan, Senior Assistant Superintendent, FO, he stated that, “...I had received
calls from dealers/brokers such as Perpetual Treasuries Limited, PABC, WealthTrust, First Capital
and Capital Alliance for the quotes. However, there were no practice of maintaining the

documentation for the quotes...”

322 Refer Exhibit- 12 for the witness statement of Mr. T Udayaseelan
323 Refer Annexure - 92 for the computation of the loss on account of different price sold to various Primary Dealers.
324 Refer Exhibit - 76 for the extract of Deal Tickets for transactions resulting in loss amounting Rs.5.34 Million.
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12.29 In the absence of the call recording system in the EPF, the collusion of the Primary Dealer by the
staff of FO cannot be evaluated. During an interview of 2 October 2019 with Mr. T Udayaseelan,
Senior Assistant Superintendent, FO, stated that,” ..despite constant escalations to the top
management and Investment Committee members, there were no efforts taken by the top
management to implement the call recording system in the dealer room may be due to frequent

changes in SEPFs and lesser importance given for implementation...”

12.30 On review of supporting documents and HR records provided by the EPF Management, below
mentioned CBSL employees were responsible for the execution and approval of the above

transactions:

OQ§
X
BN
’\\‘b@
>
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TABLE 116 - Summary of approving authority for the year 2012,2013 and 2014

Year Total Transaction Loss
Amount (Rs. in Million)

(Rs. in Million)

Designation

Responsibility

2012 3,500 3.44 K Gunathilake SEPF Approving the transactions
CMDNK Seneviratne Additional.SEPF Approving the transactions
LDDY Perera Additional. SEP Approving the transactions
JDSJ Nanayakkara SAS Execution of the transaction
GACN Ganepola SAS Execution of the transaction
WGR Harshapriya Execution of the transaction
2013 30,146 8.62 PWDNR Rodrigo @ Approving the transactions
K Gunathilake SEPF Approving the transactions
CMDNK Seneviratn dditional. EPF Approving the transactions
LDDY Perera @ Additional. EPF Approving the transactions
Actg Deputy SEPF Approving the transactions
SAS Execution of the transaction
2014 45,050 12.46 EPF Approving the transactions
runarathne Additional. EPF Approving the transactions
K Dharmawardena Additional. EPF Approving the transactions
%AGU Thilkarathna Actg Additional. EPF Approving the transactions
JDSJ Nanayakkara DS Approving the transactions
T Udayaseelan SAS Execution of the transaction
2015 2,150 1.92 R A Jayalath Superintendent of EPF Approving the transactions
S. Somapala Acting SEPF Approving the transactions

T D H Karunrathne

Strictly private and confidential

Additional. EPF

Approving the transactions
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Year Total Transaction Loss Designation Responsibility
Amount (Rs. in Million)
(Rs. in Million)
A G U Thilkarathna Actg Additional. SEPF Approving the transactions
JDSJ Nanayakkara DS Approving the transactions
T Udayaseelan SAS Execution of the transactions
NLM Abeysekara SAS Verifying and commenting on transactions

entered at the Market price

L

O
\\
(bog
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Conclusion

12.31 On review of the server emails of the identified persons responsible for the execution and approval
of the transactions, no documents related to counterparty / broker quotations were maintained
by the EPF department to identify the market rate for 2013 and 2014 were noted. The server email
and Target Devices of Mr. LDDY Perera were not provided for review due to unavailability of the

device / email back up as confirmed by the DIT (Refer Exhibit-77)3%.

12.32 The relevant Target Devices of Mrs. NLM Abeysekara, Mr. PWDNR Rodrigo, Mr. MSK Dharmawardena,
and Mr. T Udayaseelan were not traceable by the IT department / EPF department. This resulted
in a loss of information pertaining to their tenure in the EPF Department. In the absence of the
server emails and data files pertaining to the year 2013-14 for the person responsible, we could

not establish any nexus with the parties benefitted.

12.33 There was no voice records facility installed at the FMD by urther, the mobile phones
were allowed to be used by the employees working in F e voice recording pertaining to
800 dates were requested from the 19 Primary Dealer§for 20/ 3 and 2014. However, voice records
pertaining to 314 dates from 18 Primary Dealer ww ed for review. (Refer Section 14 of this
Report with respect to review of voice record@ ed) (Refer Annexure 96)326,

12.34 Further, adequate steps for the implem n@ of the voice recordings were not taken by the top

tober 2019 with Mr. T Udayaseelan, Senior Assistant

management. During an interview
Superintendent, FO, he stated ,&...despite constant escalations to the top management and
Investment Committee g %here were no efforts taken by the top management to

%tem in the dealer room may be due to frequent changes in SEPFs

implement the call recag
and lesser importan% for implementation...”

12.35 In the absence he Target Devices, email backup, voice recordings and non-maintenance of the
quotes obtained from the counterparties (for the period 2013 and 2014), the party / s benefitted

from the loss of Rs. 21.08 Million were not ascertainable.

35 Refer Exhibit - 77 for the email received from the DIT.
326 Refer Annexure - 96 for the list of voice recording requested but not received.
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12.36 During an interview with the former and current top management (SEPF, Additional SEPF and DS)
of the EPF Department, the former and the current employees stated that:

A. Mrs. K Gunathilake on 19 September 2019, (Additional SEPF and SEPF for the period July 2008
to June 2013), informed that “...The top management of the EPF Department had relied upon
the fund managers working in the Fund Management Division for the investment decisions of
the EPF Department. The practice of obtaining prior approval was not followed, as market
information was not available to analyze the transactions and the Secondary Market rates...”
(Refer Exhibit 12)3%7

B. Mr. MSK Dharmawardane on the 30 September 2019 (Additional SEPF), it was informed that,
“...I reached out through verbal communication, to the senior management with regards to
my transfer back to RDD, as | had no sufficient knowledge on the EPF Department and its
functions. My request was not considered due to the reason that shortage of staff prevailing
in the EPF Department. Further, | confirm that | had to sig the deal tickets and IC
minutes, and to approve transactions without any backg@/ owledge on the Fund

10RS.

Management, Primary Market and Secondary Market
activities had been performed during my short t€nure gs*@r

I also confirm that these
outing function assigned to the
Additional Superintendent in the EPF Depar The sole intention was getting
transactions processed and ensure the docu ts are pushed forward to the Superintendent
of EPF for approval...” (Refer Exhibit-12)&?®

12.37 It is evident that the top managemen QPF Department relied on the Fund Managers of FO
for evaluating and approving the Inglestigents and Divestments made in the Secondary Market and

did not independently assegs affd ve the transactions.

377 Refer Exhibit- 12 for the witness statement provided by Mrs. K Gunathilake on 19 September 2019.
328 Refer Exhibit- 12 for the witness statement provided by Mr. Dharamawardena on 4 October 2019.
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12.38 Further, as detailed in the section 10 of this report, the transactions were executed without prior
approval from the top management of the EPF as the practice of verbal approval and ratification
of the transactions had been followed. This clearly indicates deficiencies in the oversight function
at the EPF department, since it cannot be ascertained as to if EPF management was aware of the

execution of such transactions.

12.39 Non maintenance of the quotes received from the counterparties and in absence of the voice
recording system indicated the gaps in the oversight of the FMD by the Top management of the
EPF Department.

Analysis of Divestment of Treasury Bonds in Trading Portfolio

Introduction

12.40 The following Section provides the details on loss incurred d @
versus the market price(“Bid Price”) published by the PDD (“

of the sale price of same Treasury Bond sold to differéht coupt€rparties on the same day.

e difference in sale price

Q

Wguotes”) and the comparison

12.41 The reclassification of the Trading portfolio of th@sury Bonds into ‘Held to Maturity’ (“HTM”)

and ‘Fair Value Treasury Bond’ (“FVTB”) was 4 ented in 2006 as per the requirement of the

Accounting Standard. The classification o io ‘Available for Sale’ (“AFS”) was implemented
post revision of the Accounting St AS 39 “Financial Instruments: Recognition and

Measurement”.

*
12.42 Trading portfolio of Treas \@luing at Rs. 30.42 Billion were sold during 2009 and 2010 and
Treasury Bonds valuing Q 91 Billion was sold during 2013 and 2014. The year-wise break-up of

the trading por io@/ ded in the Table below:

Table 117 - Year-Wi§e summary of the Trading Portfolio32°(Refer Annexure 93)

FVTB Portfolio Available for Sale Portfolio
Face Count of  Capital Gain Face Value Count of  Capital Gain

Value  Transactions (Rs. in (Rs. in Million)  Transactions (Rs. in
(Rs. in Million) Million)
Million)

2006 250 3

2007 2,220 5

2008 2,750 21 35*

2009 17,277 90 593*

329 Refer Annexure-93 for the list of transactions of FVTB and AFS portfolio.
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| FVTB Portfolio | Available for Sale Portfolio
2010 13,144 99 874"
2011 900 9 10
2013 250 1 2 6,885 47 138
2014 - - - 16,125 42 1198

*Note: The Capital Gain for 2008, 2009 and 2010 were specified under the HTM portfolio in the
EPF Annual Reports, however, there were no sale of HTM portfolio Treasury Bonds during the
period 2008 to 2010.

12.43 Increase in trend on sale of trading portfolio of Treasury Bond was noted, post the decision made
by the Investment Committee to actively participate in the Secondary §arket in 2008 (Minutes of
Investment Committee decision dated 3 November 2008) and Minutes of Investment
Committee Meetings dated 5 June 2013).

A. In the minutes of the Investment Committee me u November 20083, it was

mentioned that “...IC advised to actively partici e Secondary Market with a view to

generate cashflow to the Fund to continuougly ea returns...”
&ting dated 5 June 2013331, it was stated
that, “..IC informed Fund Managemenzé isiof?, as the Governor expressed his concerns with

vestment of EPF in Government Securities at the

B. In the minutes of the Investment Commi

the following matters in relation to
meeting held with the top ma mewt of EPF on 4 June 2013...”

1. EPF has to give adleq ttention to earn capital gains from the investment in

Government Secu{\\

2. EPF toin @ Secondary Market activities of Government Securities market, and

3. Allocate fapds for Secondary Market activities of Government Securities before making any
investment in the Primary market for Government Securities.

C. Accordingly, IC instructed to actively involved in the Secondary Market activities when dealing

with Government Securities and allocate certain amount of money before making any

investment in the Government Securities through Primary market.”

330 Refer Exhibit - 78 for the extract of Investment Committee meeting dated and the members involved in the decision-making
process.
31 Refer Exhibit - 62 for the extract of minutes of the Investment Committee meeting dated 5 June 2013.
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12.44 On analysis of the counterparty wise proportion of the sale for 2009 and 2010, it was noted that
major proportion of the sales was with Seylan Bank PLC (28%), NSB Fund Management Company
Limited (16%), National Trust Bank (13%) followed by HSBC with a proportion of 11%. The
Counterparty wise break-up of the Trading Portfolio for 2009 and 2010 is provided in the below
table:

Table 118- Summary of counterparty wise break-up of the transactions in the Secondary Market for 2009

and 2010 (Rs. In Billion)
Count of
Counterparty Face Value Transaction Percentage
Seylan Bank PLC 8.61 44 28%
NSB Fund Management Company Limited 4.84 28 16%
National trust Bank 3.85 194 13%
Hongkong and Shanghai Banking Corp. 3.25 10%
Bank of Ceylon 1.75 6%
National Development Bank 1.5 5%
Capital Alliance 1.4 15 4%
DFCC Vardhana Bank PLC 1.39 8 5%
Others 3 38 13%

12.45
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12.46 On analysis of the counterparty wise proportion of sales during the years 2013 and 2014, it was
noted that the major proportion of sales were to PTL (24%), PABC (24%) and CBCL (14%). The
counterparty wise break-up of the Trading Portfolio for 2013 and 2014 are provided in the below
Table:

Table 119 - Summary of counterparty wise break-up of the transactions in the Secondary Market for 2013
and 2014 (Rs. In Billion)

Counterparty ::;:.eir\llaBliTI?on) Count of Transaction Proportion %
Perpetual Treasuries Limited 5.40 14 24%
Pan Asia Banking Corporation PLC 5.35 11 24%
Commercial Bank of Ceylon Limited. 3.05 10 14%
WealthTrust Securities Limited. 2 10 9%
Seylan Bank PLC 1.5 6 7%
DFCC Bank PLC 1.4 1 6%
Capital Alliance .9 10 4%
Hongkong and Shanghai Banking Corp. 5 4 3%
Natwealth Securities Limited. \0.65 6 3%
Others332 [ N\, 1.85 16 6%

Computation of Loss on Dzb' nt of Treasury Bonds (Trading Portfolio) in the

Secondary Market ’\

12.47 On comparison of sale & reasury Bonds with the Secondary Market price3*? for the period
January 2005 tokeb 15, it was noted that in 92 out of 316 transactions?** (Refer Annexure
- 94 for the ation of Loss), the EPF had sold Treasury Bonds at a lower price compared to

the prevailing SeG@ndary Market price of the same ISIN. Details of transactions are provided in the
Table below:

Table 120 -Summary of year-wise loss incurred by the EPF335 (Rs. In Million)

Year Loss % of Proportion Range of Yield
(In Basis Points)

2008 15.84 23% 8-100

2009 25.20 37% 3-65

2010 18.92 27% 1-37

32 Refer Annexure - 93 for the breakup of the counterparties classified as “Others”.

333 Secondary Market price is as specified in the “Two-way quotes” published by PDD for the period January 2005 to February 2015.
334 Refer Annexure - 94 for the Computation of loss due to sell of same ISIN at different prices to counterparties.

335 Refer Exhibit - 75 for the extract of deal tickets of the transactions resulting in loss.
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% of Proportion Range of Yield
(In Basis Points)
2011 0.49 1% 1-3
2012 - -
2013 0.94 1% 1-11
2014 7.44 11% 1-13

Total* 68.83

Note: Loss was not incurred in 2007. The loss was not computed for 2005 and 2006, due to abnormal market
price present in the “Two - way Quote” published by the PDD in comparison to the actual transacted prices
recorded in the CDS (Central Depository System).

12.48 During 2009, the loss amounted to Rs.25.20 Million which contributes to 37% of the total loss
(Rs.68.83 Million). Further, the loss incurred in 2008, 2010 and 2014 attributed to 23%, 27% and
11% of the total loss of Rs. 15.84 Million, Rs.18.92 Million and Rs.7. jon respectively.

12.49 Summary of counterparty-wise proportion to the loss for t?@ January 2008 to December
2014 is detailed below: (AMOUNT IN MILLION)

Table 121 -Summary of year-wise loss incurred by the EPF

Counterparty 2008 2009 2010 yA ! yAK] 2014 Total % of

Proportion

. SeylanBank PLC ~ ~ . 8.91 5, =043 LT sy T T T % |
! Capital Alliance 6.31 0.10 ) 0.43 0.04 - 7.95 12% =
I Limited 1
- NSB Fund Management : 6.7 \ 31 : : : 7.02 10% |
| Co. Limited . .
i Nations Trust Bank 0.91 % 2.04 - 0.01 - 6.60 10% |
= Standard Chartered 6.27 - - - - - 6.27 9% |
| Bank PLC.
i HSBC .0 3.15 1.01 - 0.06 0.48 5.77 8% |
= Perpetual Treasuries - - - - - 5.74 5.74 8% |
I—B'anko'feeyl'on--—-—-—=—-—1.98—-—3-.3'1--—-—-—--—--9.11—-—5!49--—-—-8%--
National Savings Bank - 0.49 1.41 - - - 1.91 3%
Commercial Bank of - - 1.71 - - 0.04 1.75 3%
Ceylon Limited
DFCC Bank - - 1.33 - - - 1.33 2%
Waldock Mackenzie 1.09 - - - - - 1.09 2%
WealthTrust Securities - - - - 0.36 0.43 0.79 1%
Limited
Others33¢ 0.19 0.21 0.94 0.06 0.05 0.64 2.08 3%

15.84 25.20 18.92 0.49

336 Refer Annexure- 93 for the detailed break up of counterparties classified as “Others”.
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12.50 The year-wise details of counterparties contributing to the loss are detailed below:

Table 122 -Summary of year-wise counterparty contributing to loss

Loss :
Loss for the s % of proportion, loss for the year
# Year Counterparty year(A) (Rs. In(él;ﬂhon) (C=B/A)
Capital Alliance Limited 6.31
1 2008 standard Chartered Bank 15.84 80%
6.27
PLC
Seylan Bank PLC 8.91 35%
NSB 6.71 27%
2 2009 25.20
NTB 3.64 14%
HSBC 3.15 13%
Seylan Bank PLC 5.79 31%
3 2010 18.92
Bank of Ceylon 3.31 17%
4 2014 Perpetual Treasuries 7.44 5.74 779%

Limited

12.51 In 2008, Capital Alliance Limited attributed to Rs. 6. Mill'gd Standard Chartered Bank PLC
attributed to Rs. 6.27 Million resulting in 80% of % ipetirred amounting to Rs.15.84 Million;

12.52 In 2009, Seylan Bank PLC attributed to Rs. Qﬂ ion and NSB attributed to Rs. 6.71 Million
resulting in 61% of the loss incurred a in® to Rs. 25.20 Million. Similarly, HSBC and NTB

attributed to Rs. 6.79 Million resultin f the loss incurred in the year;

12.53 In 2010, Seylan Bank PLC an’d B% ylon attributed to 48% of the total loss incurred amounting

to Rs. 18.92 Million; and \
12.54 In 2014, PTL attrib &s. 5.74 Million resulting in 77% of the total loss of Rs. 7.44 Million

incurred in t R

12.55 There was no evidence for the above reported Divestment transactions indicating collusive

behaviour between the PDs.
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12.56 On review of supporting documents and HR records provided by the EPF Management, below

mentioned CBSL employees were responsible for the approvals of the above transactions:

Table 123: Summary of approving authority for the period 2008 to 2011 (Rs. In Million)
Year Total Designation Responsibility
Transaction
Amount

2008 2,750 15.84 D Wasantha SEPF Approving the Transactions
K Gunatilake Additional. SEPF Approving the Transactions
CMDNK Seneviratne DS Handling Operations
DAGK Wijetunga DS Approving the transactions
LDDY Perera (from 16 DS Approving the Transactions
July 2008)
UHE Silva Handling Operations
T Udayaseelan MO recommendations
K Suthakaran MO recommendations
BMWS Balasooriya Execution of Transactions

2009 17,277 25.20 K Gunatilake SEPF Approving Transactions
CMDNK Seneviratige Additional.SEPF Handling operations

UHE Silva Additional. SEPF Handling operations
DS Approving Transactions
DS Handling operations
DS Handling operations
Kumara FO Equity transactions
BMWS Balasooriya FO Execution of Transactions
T Udayaseelan Fund Manager MO recommendations
K Suthakaran Fund Manager _S#:E;);zit?ognisn execution of
2010 13,244 18.92 R Dheerasinghe SEPF Approval of Transactions
MJS Abeysinghe SEPF Approval of Transactions
K Gunatilake Additional. SEPF Approval of Transactions
CMDNK Seneviratne Additional. SEPF Handling operations
AGU Thilakarathne DS Handling operations
V Bhaskeran DS Handling operations
LDDY Perera DS Approval of Transactions
BHIS Kumara Fund Manager Equity
T Udayaseelan Fund Manager MO recommendations
BMWS Balasooriya Fund Manager Execution of Transactions
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Conclusion

12.57 The emails on the server and Target Devices were requested for the employees in the EPF
department responsible for the execution of the Treasury Board transactions as per list specified
in the Section 16 “Review of Email or ESI of this report”. On review of the Target Devices and
emails for Mrs. BWMS Balasooriya, it was noted that information pertaining to 2008-2012 were not
available. Further, due to the unavailability of Target Device and back up of the emails®¥ as
confirmed by the DIT, the emails and Target Devices of Mr. LDDY Perera were not provided for

review.

12.58 During an interview of 20 September 2019 with Mrs. BWMS Balasooriya, Former Senior Assistant
Superintendent, FO, she stated that, “...In the IC minutes dated 31 October 2008, Investment

Committee had advised EPF to use Two-way quotes for Bond tradin e Secondary Market. But

two-way quotes are indicative rate only and the rates are vailgble for executing the
transactions in the Secondary Market. Further, for sales exe ng the year 2009 and 2010,
the transactions were executed with the counterp on the rates provided by the

various dealers, brokers and Banks. Rates offered by ntegparties were recorded and compared
and get approval from the deputy superintew before executing the transaction with

counterparty. There were no favourism. | h@
approval from the management of EPF...”@
12.59 No call recording system was imp ted in the EPF department despite the approval of the
Investment Committee as per t% tes of Investment Committee meetings of 2 March 2007338,”
/ t

ecuted any transaction without obtaining

it was mentioned that, “s ment Committee gave the approval for the EPF to engage in
Secondary Market tradingi)ﬂx\ telephone taking into consideration the fact that the telephones
are having the voice% g facility and any dispute can be sorted out. The IC also advised the
EPF that the :@ o} ecordings should be maintained until the monthly compliance report is

prepared...”

37 Refer Exhibit - 77 for the Email received from the DIT.
338 Refer Exhibit- 81 for extract of minutes of the Investment Committee meeting dated 2 March 2007.
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12.60 The Investment Committee also gave approval to carry out Secondary Market transaction during
this period. During an interview of 19 September 2019 with Mrs. K Gunathilake, the Additional
SEPF and SEPF, for the period July 2008 to June 2013 (Refer Exhibit-77), she stated that,
“...According to me, call recordings were not installed in the EPF dealing room as all the works
happened based on trust. But the installation of call recordings were many times highlighted to

the management but may be diverted as other significant matters would have come across...”.

12.61 In the absence of quotes from the other Primary Dealers / brokers to assess the market rate and
the dealer room voice recording facility, server emails and Target Devices, we are unable to
comment on a nexus between the person responsible and parties benefitted from the loss to the
EPF amounting to Rs. 59.96 Million during 2008 to 2010.

Analysis of Divestment transactions in the year 2014 %
12.62 As per the process understanding, in case of any deviations from & evailing market rate during

)
2014, the IRMD employees are required to provide adver ra l request for justification for

the executed transaction from FO.

12.63 In 2 instances?3® there were differences betwe&lling yield rate and the average Secondary
Market buying rate, was more than 10 basis po@zweven IRMD has not provided adverse remark
ark stated, “The above buying yield is complied

for the transaction dated 2 October 2014.@9
with the prevailing market yield”. T of the transactions are provided in the Table below:

TABLE 124 - Summary of transactions fgr I% rks (Rs. In Million)
Transaction Counterparty Selling Price Qty Market rate Difference Loss Market Difference
date Name lielc on in price Yield InYield
Transaction
date
2-Oct-14 PTL 7.68% 124.2579 4,000,000 125.22 (0.96) 3.85 7.56% 0.13%
2-Oct-14 PTL 7.48% 121.5235 2,500,000 122.13 (0.60) 1.51 7.39% 0.09%

Total 5.36

339 Refer Exhibit - 80 for the deal tickets dated 2 October 2014.
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12.64 During an interview of 30 September 2019 with Mrs. NLM Abeysekara, the former IRMD staff office
during 2014-15, she stated that, “...10-50 basis points variation between two-way quotes and EPF
transacted yield and the same had been communicated verbally is what | remember and not
documented. Further, there were no proper independent benchmark yield in the market in Sri
Lanka to compare the yield given by the counterparties. Therefore, IRMD compared yield given
by counterparties with the indicative Two-way quotes published by the PDD. Further, IRMD
adverse remarks were not captured where there were market deviations identified in comparison

to the buy and sell yield rate with PDD Two-way quotes...” (Refer Exhibit-12)34

12.65 During an interview of 2 October 2019 with Mr. T Udayaseelan, Senior Assistant Superintendent,
FO, he stated that, “...I used to clarify the deviations highlighted by IRMD at times when they had

been raised. They were clarified verbally and no documentation for the same was maintained...”

12.66 These transactions were ratified by the approving authority (SEP itional SEPF / DS) and

t e were no documents

ratified by the members of the Investment Committee34!. Howe
evidencing the verification by the approver on the salgsyt @ i that were lower than the

market price.
Price variance between the counterpartie he sale of same ISIN on the same Day

12.67 On comparison of sale price between vari@ terparties on the date of transaction where the
same ISIN was sold to more than one arty / same counterparty, it was noted that in 18
transactions (13 transaction datesN(Refer Annexure - 95)3%, the EPF had sold at different prices
resulting in an loss on compari lling price with the lower price at which the same ISIN was
sold to different counte% unting to Rs. 0.51 Million3*.

12.68 The quotes recgixe ifferent counterparties were not maintained by the FO in the EPF
Department irmed during an interview of 2 October 2019 with Mr. T Udayaseelan, Senior
Assistant Superintgndent, FO. He also stated that, “...I had received calls from dealers / brokers

such as Perpetual Treasuries Limited, PABC, WealthTrust, First Capital and Capital Alliance for

the quotes. However, there were no practice of maintaining the documentation for the quotes...”

340 Refer Exhibit- 12 for the witness statement of Mrs. NLM Abeysekara.

341 Refer Exhibit - 81 for the minutes of Investment Committee decisions where the transactions were ratified.
342 Refer Annexure - 95 for the list of transactions where price difference is computed.

343 Refer Exhibit - 82 for the extract of deal tickets amounting Rs.0.51 Million.
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12.69 On review of supporting documents and HR records provided by the EPF Management, below
mentioned CBSL employees were responsible for the execution and approval of the above

transactions:

TABLE 125 - SUMMARY OF APPROVING AUTHORITY FOR 2013 AND 2014

Year Total Loss Designation Responsibility
Transaction (Rs. in
Amount Million)
(Rs. in Million)
2013 7,135 0.9 PWDNR Rodrigo SEPF Approving the transactions
K Gunathilake SEPF Approving the transactions
CMDNK Seneviratne Additional.SEPF  Approving the transactions
LDDY Perra Additional.‘SEPF Approving the transactions
JDSJ Nanayakkara Actg D Approving the transactions
T Udayaseelan SA Executlo_n of the
transaction
2014 16,125 7.44 PWDNR Rodrigo Approving the transactions
TDH Karunarathne dditional.SEPF  Approving the transactions
MSK Dharmawagdena Additional.SEPF  Approving the transactions
. Actg Approving the transactions
AGU ThilkRh Additional.SEPF
JD& kkara DS Approving the transactions
SAS Verifying and commenting
eysekara on transactions entered at
. the Market price
K T Udayaseelan SAS Executlo'n of the
transaction
256 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

Conclusion

12.70 On review of the server emails of the above personnel responsible for the execution and approval
of the transactions, documents related to quotations obtained from the counterparty / broker

were not traceable to identify the market rate for 2013 and 2014.

12.71 The server email and target devices of Mr. LDDY Perera were not provided for review due to

unavailability of the device / e-mail back up as confirmed by the DIT (Refer Exhibit -77)3%.

12.72 The relevant target devices of Mrs. NLM Abeysekara, Mr. PWDNR Rodrigo, Mr. MSK Dharmawardena,
and Mr. T Udayaseelan were not traceable by the IT department / EPF department. This resulted
in a loss of information pertaining to their tenure in the EPF Department. In the absence of the
server emails and data files pertaining to the year 2013-14 for the pegson responsible, we could

not establish any nexus with the parties benefitted.

12.73 There was no voice records facility installed in the FMD by th artment. Further, the mobile

phones were allowed to be used by the employees wofking i d Management Division.

12.74 The voice recording pertaining to 171 dates wer&{ested from the 19 Primary Dealers for 2013
and 2014. However, voice records pertaining te from a Primary Dealer was provided for

review (Refer limitation Section of this Re respect to review of voice recording received).

12.75 In the absence voice recording facili stalled we are unable to comment on the price negotiated

with other Primary Dealer on t aRgaction date mentioned above. (Refer Annexure 96)34°

L 2
12.76 Further, adequate steps f| anlementation of the voice recordings were not taken by the top
management which ip@i s a clear deficiency in the oversight by the Top Management. During
an interview %2019 with Mr. T Udayaseelan, Senior Assistant Superintendent, FO, it
was informed Ngat, despite constant escalations to the top management and Investment
Committee members, there were no efforts taken by the top management to implement the call
recording system in the dealer room may be due to frequent changes in SEPFs and lesser

importance given for implementation.”

12.77 No evidences for the escalation to the Top Management had been identified during the document

review and review of emails of the employees of the FMD.

344 Refer Exhibit - 77 for the Email received from DIT.
35 Refer Annexure - 96 for the list of voice recording requested but not received.
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12.78 In the absence of the target devices, email backup, voice recording system and non-maintenance
of the quotes obtained from the counterparties (for the period 2013 and 2014), the party

benefitted from the loss of Rs. 5.96 Million were not ascertainable.

12.79 During an interview with the former and current top management (SEPF, Additional SEPF and DS)

of the EPF Department, the following were stated:

A. Mrs. K Gunathilake on 19 September 2019, (Additional SEPF and SEPF for the period July
2008 to June 2013), stated that “..The top management of the EPF Department had
relied upon the fund managers working in the Fund Management Division for the
investment decisions of the EPF Department. The practice of obtaining prior approval
was not followed, as market information was not available to analyze the transactions
and the Secondary Market rates...” (Refer Exhibit-12)346

B. Mr. MSK Dharmawardane on the 30 September 2019 (Addi SEPF), it was informed
that, “I reached out through verbal communication, nior management with
regards to my transfer back to RDD, as | @ jent knowledge on the EPF

Department and its functions. My request§was n@t considered due to the reason that
shortage of staff prevailing in the EPF Depar . Further, | confirm that | had to sign
on the deal tickets and IC minutes, a &prcve transactions without any background
/ knowledge on the Fund M Qt, Primary Market and Secondary Market
operations. | also confirm thaty#heSe activities had been performed during my short

igned to the Additional Superintendent in the EPF

tenure as a routing fun

Department. The so

documents ar 3
Exhibit-12) 34;&\

the top management of the EPF Department relied on the Fund

tion was getting transactions processed and ensure the

rward to the Superintendent of EPF for approval.” (Refer

It is evid%
Mayle o for the evaluating and approving the Investments and Divestments as
the practice of ratification had been followed by the Top Management of the EPF

Department for the transactions made in the Secondary Market and did not

independently assess and approve the transactions.

346 Refer Exhibit- 12 for the witness statement provided by Mrs. K Gunathilake on 19 September 2019.
347 Refer Exhibit- 12 for the witness statement provided by Mr. Dharamawardena on 4 October 2019.
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13.

13.1

13.2

13.3

13.4

13.5

13.6

13.7

13.8

RECOMMENDATION

Code of conduct for the dealers of the Fund Management Division and the senior management of
the EPF should be drafted and implemented with clause defining the actions on the violations of

the code of conduct.

Investment and Trading Guidelines should be revisited annually and revised after analysing the
changing trend. Limits should be specified on the transactions executed with the Primary Dealers,

in order to avoid concentration of counter parties.

The decision with respect to the EPF non-participation or partial participation in Auction with the
reasons should be documented in minutes of the Investment Committee meetings. Decision of Non-
participation or partial participation in Auction should be approved by ghe Higher Management of
the EPF and should be supported by the MO evaluation and recom ion with respect to the

better alternative source of investment.

Document retention policy specifying the required nungber of s to be maintained and handover

procedures to be drafted and implemented.

A detailed description of the transactions to Xment Committee members should contain
the following details. @

A. Name of the counterparty.

B. Prevailing Secondary&\a%t and the Primary Market rate; and

C. Details of Quotes (\\from the various counterparties;

Deal Ticket sh erated through an application and the approval process should be

automated b he execution of the transactions.

The qualified and experienced Fund Managers should be recruited or transferred to fund

management division.

Training should be provided to the officers working in the fund management division and top
management of the EPF department to acquire knowledge of the financial market, investments
and divestments made using the EPF fund. The Investment Committee members must have the

adequate knowledge on the Investment and Divestment EPF fund.
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13.9 Training should be provided to staff of the internal audit department to verify the transactions
including performance of market analysis to identify the prevailing market rates and alternate
investment opportunities. Data analytics should be added as part of their scope of work. Trained

data analysts should be appointed as part of the Internal Audit Department.

13.10 All the investment decisions should be supported by the MO evaluation Report. The MO evaluation

Report shall consider the various economic factors and comparison with the market rates.

<><§
X
BN
’\\‘0(0
>
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14.

14.1

REVIEW OF VOICE RECORDING

During the discussion with the SEPF, it was informed that the voice recording system was not
installed for fixed line telephones in the FO of EPF. In the absence of this data from the EPF
Department, copies of the voice recordings from the Primary Dealers associated with the
Investment / Divestment transactions of the EPF were requested for review. The voice recording
was requested from the Primary Dealer, in respect of specific dates where the anomalies noted
from the document review, data analytics procedure and review of ESI. The details of voice

recording requested are specified in Section 3 of this Report.

REVIEW OF VOICE RECORDING AT THE DEALER ROOM OF
SEYLAN BANK AND FIRST CAPITAL TRESURIRS LIMITED

On review of the voice recording at the dealer room of Seylan Bar @ and)First Capital Treasuries
Limited, the following voice recordings consisted of conve @ etween the Primary Dealers

indicating the Investments and Divestments made by the EP efer Exhibit 83) 34

Table 126 - Summary of voice recordings containingjinform relating to EPF and PTL transactions

Document reference Evidence

20141030163149006. y

30-Oct-14 First Capital Voice recording and Transcript

2 30-Oct-14 20141030153159042 . Way First Capital Voice recording and Transcript
3 30-Oct-14 2014103018 First Capital Voice recording and Transcript
4 30-Oct-14 2014 01.wav First Capital Voice recording and Transcript
5 30-Oct-14 127001.wav Seylan Voice recording and Transcript
6 28080444016.wav First Capital Voice recording and Transcript
7 20140828155422012.wav First Capital Voice recording and Transcript
8 28-Aug-14" 20140828164349016.wav First Capital Voice recording and Transcript
9 31-Oct-14 20141031120204001.wav Seylan Voice recording and Transcript
10  13-Aug-14 201408131001350005.wav Seylan Voice recording and Transcript

348 Refer Exhibit 83 for the transcript of the voice recordings.
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14.2 The voice recording had been selected based on the high value transactions executed by the EPF
with Seylan and FCTL and based on the deviations reported in the Section 10, Section 11 and
Section 12 of this Report.

14.3 The details of the transactions executed on the 30 October 2014 and 31 October 2014 are specified
below:

Table - 127 Summary of transactions executed by the EPF on 30 October 2014

# Counterparty Bond series Transaction Face value Security Expected
Count (Rs.in Billion) Quantity Amount

(Face value (Rs. in
/100) Billion)
1 Seylan Bank PLC  11.40%2024A 1 0.50 \5,000,000 0.62
2 Seylan Bank PLC ~ 8.75%2017A 1 0.25 500,000 0.27
3 FCTL 13.00%2029A 2 0 7,500,000 1.04
4 PTL 11.40%2024A 4 16,000,000 2.03
5 PABC 11.20%2022A 3 1.50 15,000,000 1.86
6 WTL 11.40%2024A ’ 0.20 2,000,000 0.25

48,000,000

# Counterparty Bond seiies Transaction Face value Security Expected
Count (Rs.in Quantity Amount
Billion) (Face value (Rs.
/100) Billion)
1 FCTL 11.40%2024A 2 0.10 1,000,000 0.13
2 Seylan Bank PLC 11.40%2024A 2 2.25 22,500,000 2.81
1 NW 11.40%2024A 2 0.10 1,000,000 0.16
2 ESL 11.40%2022A 3 0.50 500,000 0.63
3 PABC 11.40%2022A 1 1.00 10,000,000 1.27
3 CBCL 8.75%2017A 1 0.25 2,500,000 0.27
Total 5.27
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14.4 The transcripts of the conversations between the dealers viz., First Capital Treasuries Limited

and Seylan Bank PLC discussing on the transactions executed by the EPF are detailed below:
EXTRACT OF TRANSCRIPTS OF FIRST CAPITAL TREASURIES LIMITED ON 30 OCTOBER 2014
1. File Name: 20141030153159012.wav
Duration:  2:39
Participants: 1. Unknown (Caller - U)
2. Roshana (Receiver - R)
Conversation start time: 1:20

“R:  No, no. This was hit by a name you all very well know. Came in disguise. Only one

broker
followed up since morning. No point... OQ

U: <Unclear> { ’

R:  mmhmm... the other one \
U: EPF? Q
R:  One who hits them. @
U:  Perpetual? @
R:  mmm... Were o@own the position in the morning?”
Q
2. File Name: 1030181641001.wav
Duration: 3:36
Participants: 1. Mangala (Caller - M)
2. Roshana (Receiver - R)
Conversation start time:2:04
“M: Suddenly the market went down right?
R: Today EPF came and bought a lot Mangala.
M: Ah, is that so?

R: Reason, | think they must be having a bond maturity at least 1-11. Must be having
some bill maturities and etc;

M: Yes, yes

R: So that’s the fortunate day we had
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M:

R:

Today was a fortunate day
A fortunate day. When you all were in the YCA only everything was cut
That’s the thing... | saw. Suhini also told

Ya ”

14.5 On review of the transactions in the CDS data, Treasury Bonds amounting to Rs. 272 Million had

been sold on the Settlement day of 4 November 2014 and no loss had been incurred on the sale

transactions of the EPF.

3. File Name: 20141030182151001.wav

Duration:

5:23

Conversation start time: 0:50

Participants: 1. Roshana (Caller - R)
2. Anuja (Receiver - A) Q

Did EPF buy from you all? < ,

Yes

In that 29 did the entire 500 2@ Roshi?

29 was taken...One brok nd hit all the offers which were put

That means was it hi 00 or one shot
No, no. He @or 500. One shot... from the 250 and 350 maturities he hit
mmhmm.:

@24 you all hit right? Then some amounts went direct as well
is that so?

Today... for you all... | saw.. There’s a 250, another two small 250s have gone for
another person, others went direct...”

Conversation start time: 3:58

“R:

A:

R:

A:

R:

That of course, in vain you all did it well since morning
Was it EPF who bought the 29?

Perpetual men

Ah... There a 250...

No, no direct went for EPF, little went for Perpetual. | don’t know. | think he

would have bought for him”
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EXTRACT OF TRANSCRIPT OF SEYLAN BANK PLC DATED 30 OCTOBER 2014
4.File Name:  20140813100135005.wav
Duration: 8:34
Participants: 1. Mr. Salman (Caller - SA)
2. Mr. Shanaka (Receiver - SH - Seylan Bank)

3. MR. Palihawadane (Receiver - P - Seylan Bank)
Conversation start time: 3:56
“SA: No.EPF
SH: Ah?
SA : EPF. | think its him. i do not know properly. i think its him
SH: if its EPF, then it will be done through perpetual though its not done through you

all
SH: Hold on a second Sir.. Perpetual? OQ

SA: No you tell...

SA: okay, okay i know what you wanted taytell. What you say is also correct.sir,sir...

SH: Here caannot do.. Customer pow that’s why. those people have given us a
rate and beyond that rate”

5. File Name: 2014103012 E wav

Duration:
Participants: Caller -
ihawadane (Receiver - P)
Conversa @ t@ne: 2:08
“U: Oy Nno, this... Okay, Indi... Checking this one... Perpetual or someone... Hold on...
P: Isn’t EPF buying?
u: Ah?
P: Isn’t EPF buying?
u: Was it EPF who bought from you?
P: He’s the one buying through Perpetual!
u: Ya, that’s what... Hold on... I’'m checking him...
P: Talking nonsense
u: Sir... Hold on Sir...Hello, hello.... Hold on Sir...It’s like this Sir...
P: mmm...
u: Hold on Sir...Hello, hello.. Sir
P: mmhmmm..
u: Hold on Sir...there’s a difference of a cent... Hold on...
P: That means? What do you mean by a cent?
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u: Hold on...EPF is saying 21... Hold on... Hold on...”
6. File Name: 20141031120204001.wav

Duration: 1:40
Participants: 1. Mr. Palihawadane (Caller - P - Seylan Bank)

Unknown (Receiver - U) “U: He’s at a meeting and asked to give a minute. |
told you said that you’ll buy for 80 so it hit me at

80.
pP: Hmm...
u: Give me a minute... He asked for a minute and sent a message now saying

he’s at a meeting

p: Who? Who?
u: This... this... Udayaseelan @

P: Oh

u: Doing dirty work < ’

P: Dealing in the market in awway

U:  AR? Q
Dealing in the @

a very bad manner

u: Bad in the sense:
P: Ne r‘x okers...
u: S){x e a proper dealer

%g through brokers

Ya that’s how he does it. Gives the authority to the brokers to do the
deats and later they do

what they want.

pP: Apart from that broker the man does outside/ externally as well
u: Yes, yes. With this one right?
pP: Who?
u: This... Perpetual...
pP: They’re also like that
u: Yes.”
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14.6 Extract of transcript of First Capital Treasuries Limited dated 28 August 2014:

7. File Name: 20140828080444016.wav

Duration: 2:44

Participants: 1. Roshana (Caller - R)

2. Charitha (Receiver - C)

Conversation Start time: 0:36

=

2y

AT OB QIO IJIOOITAOIONITIOITOINDTODAN

: Forgetting like hell... What’ll happen today?

: Can’t tell right? Yesterday Perpetual sold like a mad dog

: They’re mad

: They’re selling EPF ones it seems right?

: That’s what'’s told... Those days also was he good... Who...Is good with that fellow?
: With whom?

: With EPF QQ
: That I don’t know... EPF now a new dealer {§ ther led Udayaseelan
ra&

: That’s a mad fellow not a dealer. He dogs c

g5

: Earlier it was Wasanthi

: Huh? Q

: Wasanthi and before that there mam. He’s the one who did well

: | remember a guy called Shgraka\was there

: Ah yes Shanaka... He w% e for a short period. Something went wrong for him right?

Ah? ¢

He was transfer, ight?
: No, he wen%

o

: Awasthi also did a bit. Humam only did very well... Now he’s doing Equity
: Is that so? Okay, so let’s see what’ll happen

: They’re going for Equity it seems. That’s what they’re doing

: By breaking these...

: Breaking...and going for these

: Ah-ha”

8. File Name: 20140828155422012.wav

Duration: 4:21

Participants: 1. Unknown (Caller - U)

2. Roshana (Receiver - R)

Conversation start time: 3:56
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“U:

Ah, is that so?

That fellow doing it has become insulting to him

Ya true

Who is that? Kasun might be doing it right?

Ya, Kasun only... Some say not to show the Perpetual prices...
No!

Ya, they know they’re getting the EPF ones

Okay, okay... Let’s see

Okay”

9. File Name: 20140828164349016.wav Q

Duration: 1:22 ( : O

Participants: 1. Brentley (Caller - B)

2.Roshana (Receiver - R)
“R:

PRI ID

Went, went... Went like hell:EQ

Huh?

Ya went!

EPF?
Why v EPF when | said a friend of Perpetual?

Was it Perpetualmbobought?
No not Pet”e\\l riend of Perpetual bought

@ juststisked

did you say like that?
| just asked so!
Aha!
Is it Wealth?
I don’t know. We didn’t do anything with Perpetual’s EPF. We did with another”

268 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

14.7 On 28 August 2014, PTL had sold Rs. 950 Million (Refer Exhibit 84)34°. The conversations identify
that PTL had sold the Treasury Bonds (LKB00619G019, LKB00921E014 and LKBO01528E016)
purchased from the EPF in the Secondary Market, indicating that the EPF acted as facilitator for
PTL. Further, EPF was referred to as friend of PTL.

14.8 The conversations above between the Primary Dealers indicate that the EPF had majorly
transacted with PTL (Refer Section 11 of the Report detailing on the transactions executed by EPF
with PTL) and that the trading patterns indicate existence of an understanding / relationship
between PTL and EPF.

14.9 However, as per the discussion with the approving authority (the former Superintendent, Assistant
Superintendent, Deputy Superintendent) they had stated that they, were not aware of any

suspicious activities with PTL until the allegations post investigatio

14.10 It is evident that the approving authority were inefficient ndérstand the pattern of

transactions executed with PTL.

14.11 As detailed in Section 11 of this Report along with tRe con¥ersations noted above indicate that
PTL had been benefitted from the EPF transactio&uring the year 2014.

QQ
’\\‘0(0
>

349 Refer Exhibit 84 for the extract of CDS for the transactions executed by PTL.
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15.

15.1

15.2

15.3

PUBLIC DOMAIN SEARCHES

Searches of information as available in the Public domain, subscribed database and media archives
was performed to assess, any possible, link between the identified officials (current and former
employees) and the employees (current and former) of the Primary Dealer. The identified officials
were selected based on the review of documents and data provided by the CBSL as requested by
BDO and other data retrieved including the roles and responsibilities during the terms of the

transaction Review Period.

IDENTIFY ASSOCIATION BETWEEN THE OFFICIALS OF CBSL
AND PRIMARY DEALERS

During the review of documents for EPF Investment / Divestment in the Treasury Bonds through

Primary Market and Secondary Market; there were transactions wher&in deviation / anomalies

were noted in the process followed and the supporting docum r thansactions carried out.

The officials®° of the CBSL were identified who were associ taking decisions related to

these Investment, through Auctions, Direct Placemer@ dary Market purchase and sale
ff

of treasury bonds (hereinafter referred to as identifie igals). (Refer Annexure 7) 31

As per the PCOI Report, PTL was alleged to h ed in collusion with the Primary person of
contact at the EPF and other Primary Dealers. Ag pePa media article, PTL had induced unidentified
informants for price sensitive informatio ining to issue of Treasury Bonds since the time of

its inception.

L
(“FM”) and Chief Dealer %&

conflicts of interest, prc&s‘l al misconduct or personal benefits were as follows:

The identified officials operat% worked in the FMD of EPF in the roles of Fund Managers

otential relationships which could turn out to be potential

Former o e EPF taking up position in other Primary Dealers;

B. Social Me connections such as, personal and professional, between CBSL officials and
officials of other Primary Dealers;
Relatives of CBSL officials in the roles of key staff employees of Primary Dealers;
Business partnership and shareholding pattern in Primary Dealers and group companies by any
higher management of the Primary Dealers involved in transactions with EPF;

E. PTL or other Primary Dealers transacting with EPF through intermediaries such as captive
sources or other group companies /individuals/ beneficiaries; and

F. Properties / assets held by CBSL identified officials disproportionate to their remuneration.

30 Refer Annexure 5 for Identified officials based on transactions with indicators of red-flag / inconsistencies
31 Source: Financial Times
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15.4 The Due Diligence was conducted on the identified officials which covered public domain searches,
press releases to identify business profile, business affiliations and adverse information through
media archives. The searches were conducted for them on subscribed Global Compliance
Databases to identify any involvement of these identified officials for illegal activity or litigation

cases, if any.

Conflict of interest relationships of Mr. Ajith Nivard Cabraal

15.5 Mr. Ajith Nivard Cabraal (“Mr. Cabraal”) was appointed as Governor of the Central Bank of Sri
Lanka effective from July 2006. Until November 2005, Mr. Cabraal headed a management
consulting company?? called Cabraal Consulting Group, specialised on corporate governance, the
strategic planning and turnarounds. But he resigned from all his private positions to work full-time
for CBSL.

15.6 As per the Presidential Commission of Inquiry (“PCOI”) Repor e nic media and Annual
Reports of various Primary Dealers and Banks supervised by the y former Governor Mr. Ajith
Nivard Cabraal, while holding office from July 2006 b 2015, had several of his close

relatives®> appointed to the chief positions in Banks umder the purview of CBSL.

15.7 Family relationships to be considered as conflitherest, such as all direct descendants and
ancestors, without regard to financial intere?e determination of the red flags from these
identified relationships could led to a del@i

15.8 The Establishments Code of Democr, Soeialist Republic of Sri Lanka issued in 1985 by the Public

officer shall not d

duty or whij; ises his office. He should always so conduct himself as to avoid giving

g which will bring his private interest into conflict with the public

Administration Circulars3.
R0
A. As per the Establishme\& = Chapter XLVII: (Section: General Conduct Sub Section 1.5) “An
&Qi

rise to any earance of such conflict or of being so compromised.”

32 Refer Exhibit 85: CBSL website about the former Governor Mr. Ajith Nivard Cabraal.
333 Refer to the Table 126: List of identified relatives of Mr. Ajith Nivard Cabraal directly / indirectly connected to Primary Dealers.
34 http:/ /www.pubad.gov.lk/web/index.php?option=com_contentandview=articleandid=38andItemid=192andlang=en
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FAMILY TREE OF FORMER CBSL GOVERNOR MR CABRAAL (TERM 2006- 2015) AND THEIR RELATIONSHIPS ASSOCIATED

Monetary Policy

Consulative Committes #
5,

CESL-Since 2013 . b,

.

-
Director

Hatton National Bank + M. 0. Amal Cabraal

2014-Present

% Shares held as on 31 December 2018

133 5ri Lanka Insurance Corporation
10 Emplogees Provident Fund

Monetary Board
CESL-Since 2016

Director
—

I, Mihal Fonseka

shareholder*

k of Ceylon [2000-2003)

103-2015)
)

i
First Cousing !
i

b
2
z

. Former Governar
M. ajith Hivard Cabraal

Spouse

. Sister

MMz, Shibani Renuk.a
Tharmbiayah

IMr. Ravindra Balakantha
Thambiayah

Director l
DOFCC
2010-2015

[Nalional Development Bank ] |

Director

IMIr. Sunil Wijesinghe

OFCC

2016-Present

\ Chairman

shareholder

Director

2004-2015

¥

[ Bank of Ceglon [2013-Prezent)

Strictly private and confidential

Director

*

Lank.a Hospitals Corporation Led
2m0-2015

M=, Ohara Wijethilake

Sampath Bank

2007-2015
Director

+ | Sampath Bank .
201- Present T Directar
Wallibel Pawer Eratna PLC 4— | Mr.KDDhammikaFerera 3
Fortress Resorts PLC .
2012- Present Chairman T 305 shareholder®

Pan Asia Banking

& Corporation
2004- Present

b6%2 Shares held as on 3zt December 2017

Sri Lanka Insurance Corporation
2008

Director l

Perpetual Capital Holdings Limited [2013-2015)

HME Azsurance [2013-2017)  shareholder*
Ceylon Aszet Managemnt Company Led [2000-2013)
Commercial Bank. of Ceylon [2003-2000)

subsidiary / Holding Companies

Perpetual Treasuries Limited
Hatton National Bank

Bank Of Ceglon

Commercial Bank of Ceglon
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D Governor — 5 Positions in Associated companies
O Family Members —— Shareholding Percentage
] Associated Companies D Business Tycoons of Sri Lanka
(] Primary Dealers & Banks == = Subsidiary / Holding Companies
-------- Blood Relations

Table 129 - List of identified relatives of Mr. Ajith Nivard Cabraal directly / indirectly connected to Primary

S and Banks

Identified Relationship Position Connected Associated PD /Banks
Individual B2 PDs/Banks Category
Ms. Roshini Sri Lanka
1 ; Spouse Director3>® Indirectly” Insurance Q40-2015 Captive
Cabraal ;
Corporati
Mr. Chatura :
5 o . . Pandsia 2004-Present .
357 -
2 Vishvajit Son Director Indirectly sa @ 2007-2015 Non-Captive
Cabraal ’%
Ms. Siromi HNB 2013-2015 Non-Captive
Noel . . 358 . 2013-2017 Non-Captive
3 Wickramasingh Sister Director Indirectl BOC . 2000-2018 Captive
e . Bgﬁ;’;;ecrg;fén 2009-2010  Non-Captive
4 Ms. Dhara Sister-in-Law Director Sampath Bank 2011-Present Non-Captive
Wijethilake P P
5 Mr. D Amal First Cousin Dir Direct HNB 2014-Present Non-Captive
Cabraal

3% http://www.island.lk/index.php?page cat=article-detailsandpage=article-detailsandcode _title=169868

3% Director in Lanka Hospitals Corporation Limited and 55% shares of Lanka Hospitals Corporation Limited have been held by Sri Lanka Insurance Corporation as on 31 December 2017.

37 Mr. K.D. Dhammika Perera is the Chairman of Vallibel Power Eratna PLC, which holds 30% of the shares in Pan Asia Banking Corporation and he was a director in Sampath Bank during that
time/ the period 2007 to 2015.

%8 Director in Perpetual Capital Holdings Limited, HNB Assurance and Ceylon Asset Management Company which are subsidiary / holding companies of the associated Primary Dealers.
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Identified Relationship Position Connected Associated Period PD /Banks
Individual ERD PDs/Banks Category
Commercial 2000-2009
Mr. Nihal . . . . Bank of Ceylon .
6 Fonseka First Cousin Director Direct DFCC Vardhana 2009-2015 Non-Captive
DFCC Bank 2000-2016
Ms. Shibani
7 Renuka Niece Director Direct DFCC 2015-Present Non-Captive
Thambiayah
Mr. Ravindra
8 Balakantha Brother-in-Law Director Direct DFCC Nqhi-Captive
Thambiayah
9 Mr.._ Sgnil Brother-in-Law Chairman Direct NDB Non-Captive
Wijesinghe
10 Mr.RanelT g o iherin-Law  Director Direct BOC 13-2018 Captive
Wijesinghe

other Company in which the identified individual (family member of Mr. Cab eld position in the Board (directly connected).

&
-
N
7

#Indirectly connected refers to the pattern where the associated Primary Dealé hotding major stake/ Holding Company / Subsidiary Company of the
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Table 130 - List of Primary Dealers (Banks) where former Governor’s relatives are on the Governing Board - Major shareholding percentage by Government
institutions such as SLIC, EPF etc.

Primary Dealers / Bank Relatedness and Connecting

Events

1 Sampath Bank PLC (Refer Exhibit Vallibel One PLC Vallibel One A. Related parties:
87)%? (15%) PLC (15%) B. Mr. Dhammika Perera, Chairman of Vallibel One Group
EPF (10%) EPF (10%) C. Mr. Cabraal, then Governor of CBSL
HSBC (8%) HSBC (8%) D. Ms. Dhara Wijethilake, Siste a Mr. Cabraal
E. Mr. Chatura Vishvajit C of Mr. Cabraal
F. Connected Even e cti®n 6.3.1 (A)
G. On January 2018, “TheYKingsbury” hotel constructed by
Mr. Dhammika Pe as inaugurated by Mr. Cabraal.
H. Since Ja % 3, Mr. Chatura Vishvajit Cabraal, son
of Mr. @abraat is in the Board of Sampath Bank PLC.
I O@ 2011, Mr Cabraal had inaugurated the new
arters of Vallibel Finance (Group of Vallibel One
&;\ed by Mr. Dhammika Perera).
* . ¥ Since January 2011, Ms. Dhara Wijethilake, sister-in-

\\ Law of Mr. Cabraal is in the Board of Sampath Bank
K PLC.

® K. Auction held on 27 February 2015 where Bids were
accepted at high rate as stated before PCOI -Section
19.2.5.

39 Exhibit 87: Annual Report of Sampath Bank of 2014 and 2015.
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2 Commercial Bank of Ceylon (Refer DFCC (15%) DFCC (15%) Related parties:
Exhibit 88)* HSBC (15%) HSBC (11%) A. Mr. Cabraal, former Governor of CBSL
EPF (10%) EPF (10%) B. Mr. Nihal Fonseka, first cousin of Mr. Cabraal
SLIC (9%) SLIC (9%) C. Ms. Siromi, sister of Mr. Cabraal

Connected Events:

A. Mr. Nihal Fonseka was director at the same time in
DFCC Bank and Commercial Bank offCeylon for the
period 2000 to 2009. He was app as director in
DFCC Bank in January 2009 @

Board until Januar ZOQ
B. Ms. Siromi, sistdl of Mr, aal was appointed to the

board of Comme¥gial Bank of Ceylon for the period

ld e position in

2009 to 20¥@,as replacement to Mr. Nihal Fonseka.

3 Pan Asia Banking Corporation (Refer ~ Mr. Dhammika Mr. Dhammika  Related

i 361 (¢« ”
Exhibit 89) (*PABC™) Perera (30%) Perera (30%)  A. M@
NP Capital (4%) NP Capital (2%) B.

ika Perera, Chairman of Vallibel One Group
raal, former Governor of CBSL
. Richie Dias, Deputy General Manager of PABC

* @ Mr. Nimal Perera, former Chairman of PABC
\ Connected Events:
K Refer Section 6.3.1 (B) and (C)

360 Exhibit 89: Annual Report of Commercial Bank of Ceylon of 2014 and 2015.
31 Exhibit 88: Annual Report of Pan Asia Banking Corporation of 2014 and 2015.
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4 DFCC Bank (Refer Exhibit 90)3¢2 BOC (14%)
HSBC (13%)
HNB (12%)
SLIC (10%)
EPF (9%)

362 Exhibit 90: Annual Report of DFCC Bank of 2014 and 2015.
33 Exhibit 91: Wikipedia information of HNB.
364 Exhibit 92: PCOI Chapter.

Strictly private and confidential

BOC (14%)
HSBC (13%)
HNB (12%)
SLIC (10%)
EPF (9%)

>

Related parties:

A.
B.

C.
D.

E.
F.
G.
Connected Events:

Mr. Cabraal, former Governor of CBSL
Mr. Nihal Fonseka, first cousin of Mr. Cabraal
Ms. Shibani Renuka Thambiayah, Niece of Mr. Cabraal
Mr. Ravindra Balakantha Thambiayah, Brother-in-Law of
Mr. Cabraal
Mr. Kavin Karunamoorthy, Chief Defaler of DFCC Bank
Mr. Kasun Palisena, PTL CEO %

PT

Mr. Nuwan Salagado, Chief®e

H.

K.

In 1974, HNB (Réfer EXQ1 )63 acquired Merchantile
C

Bank of India’s
as a part s@lding in Merchantile (a subsidiary of
HSBC @ > Which retained its branch in
Co
@aal’s three family members are associated with
FCE Bank.
Acuity Group is a joint venture between HNB and DFCC

Bank.
Mr. Kavin Karunamoorthy, Chief Dealer of DFCC Bank sin¢

in Pettah and Colombo, as well

2014. He is closely associated with Mr. Kasun Palisena, Cl
they had worked together in First Capital Holdings PLC (F
92)364. Mr. Kavin was also observed in Mr. Kasun’s weddj

man. Both were connected to Mr. Nuwan Salgado, Chief |
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All of them had completed their professional course in th

Institute of Bankers of Sri Lanka.

5 Hatton National Bank (Refer Exhibit ~ SLIC (12%) SLIC (12%) Related parties:
93)* (“HNB”) EPF (8%) EPF (8%) A. Mr. Cabraal, former Governor of CBSL.
B. Mr. Amal Cabraal, first cousi
C. Ms. Siromi, sister of Mr. CaB %
Connected Events: Q
D. Mr. Amal Cabradl, first. n of Mr. Cabraal was

appointed to th of Hatton National Bank since

January ZN
E. Ms. Sir@t r of Mr. Cabraal was in board of
as! efycompany of HNB, HNB Assurance for the
&13 to 2017.
. §Perpetual Treasuries Limited’s (“PTL”) CEO, Mr. Kasun
® Palisena and dealer, Mr. Gajan Devarajan were working

¢ in Acuity Securities Limited (Refer Exhibit 94)3¢¢ (Acuity
\ Group) together from March 2010 to October 2013.
Acuity Group is a joint venture between HNB and DFCC

% Bank. Later, Mr. Kasun Palisena and Mr. Gajan

Devarajan had joined PTL.

35 Exhibit 93: Annual Report of Hatton National Bank of 2014 and 2015
3¢ Exhibit 94: LinkedIn profile of Kasun Palisena
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15.9 The former Governor, Mr. Cabraal’s family members are in the associated Primary Dealer and
connecting the events that had been highlighted by the PCOI and electronic media pertaining to

the relevant Primary Dealer / identified individual.

15.10 Mr. Richie Dias (Refer Exhibit 95)%7, Deputy General Manager of PABC, stated in his witness
statement at PCOI that “Mr. Nimal Perera owned a company named “NP Capital” which deals in
Treasury Bonds in the Secondary Market. He also mentioned that former Chairman of PABC, Mr.
Nimal Perera engaged in the practice of dumping bonds on the EPF through his personal account
and NP Capital. Further, Mr. Dias said, he first met Mr. Arjun Aloysius at the time Mr. Nimal Perera
instructed Mr. Dias to deal in the aforesaid manner with PTL. Mr. Dias said that, Mr. Nimal had
asked him to go to Mr. Aloysius’s office and discuss the way business was to be done. Mr. Dias said
that, he had gone to Mr. Aloysius office, where he had also met Mr. Kasun Palisena. Mr. Aloysius
had explained to Mr. Dias, in Mr. Kasun Palisena’s presence, that Wnted PABC “to play an

intermediary role between PTL and EPF.”
Refer Section 11 of this report for details of transactions betweev@Q the EPF through PABC
15.11 Potential Conflict of Interest noted during the period @ o January 2015 when Mr. Cabraal
was the Governor and his family members in PrimKDe including Banks under the supervision
of CBSL:

A.  Ms. Siromi Noel Wickramasinghe app, s Director of PTL

1. Ms. Siromi Noel Wickramasin r of Mr. Ajith Nivard Cabraal, was appointed as
Director of Perpetual Capit@ll (PRyate) Limited on 23 December 2013 (Refer Exhibit 96)3%,
She was a director and lder in HNB Assurance during the period 2013 to 2017. She
was also director\ Asset Management Company Limited during the period 2000 to
2018. These c %es mentioned in which she was a director were the subsidiary / holding
compang @rimary Dealers namely Perpetual Treasuries Limited, Hatton National
Bank a ank of Ceylon.

2. Initially, Perpetual Treasuries (Pvt) Limited, a private limited liability company
incorporated on 1 October 2012 under the Companies Act. No 7 of 2007, submitted
application for approval as licensed Primary Dealer of CBSL on 17 October 2012. The
application was rejected in view of the foregoing (Refer Exhibit 97)3¢°. However,
application was again submitted on 9 May 2013. It is also to be noted that the company
name had changed from “Perpetual Treasuries (Pvt) Limited” to Perpetual Treasuries

Limited.

37 Exhibit 95: PCOI Section 5.37, Pg 240.
38 Exhibit 96: PCOI Chapter 15; Pg 474.
39 Exhibit 97: PTL Rejection document submitted to DG, Mr. Samarasiri as on 5 December 2012
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3. As per the Monetary Board Paper No. MB/PD/23/19/2013 (Refer Exhibit 99)37° dated 30
September 2013, appointment of Perpetual Treasuries Limited (“PTL”) as a Primary Dealer
in Government Securities was approved in principle on 9 May 2013. Based on conditions to
be fulfilled within 90 days, as a Direct Participant and a Dealer Direct Participant in the
Lanka Settle System was to be carried out. However, the conditions were fulfilled as on 25
September 2013 which had crossed the timeline of 90 days from the date of approval. The
Primary Dealer had been approved by the Monetary Board members namely Mr. B.D.W.A.
Silva (Deputy Governor), Mr. P. Samarasiri (Secretary Monetary Board), Mr. A. Kamalasiri
(Assistant Governor) and Mr. N.W.G.R.D. Nanayakkarra (Superintendent Public Debt). It is
also to be noted that Mr. N.W.G.R.D Nanayakkarra had recommended for rejection of the

appointment of PTL during October 2012, at the time of initial application.

4. In May 2013, when PTL was granted permission or approve he Monetary Board, Ms.
Siromi Noel Wickramasinghe was also appointed as the di@of e Perpetual Treasuries

Limited’s holding company in December 2013. The c@

of the then Governor, were not raised before @

B. Mr. Nihal Fonseka and other relatives appoin% Director of DFCC Bank and DFCC Vardhana

Bank PLC 9
1. Mr. Nihal Fonseka, first cousin of A@) al, was the Director (Refer Exhibit 100)3"" of the

lated to conflict of interest

ment.

DFCC Bank during the periodgZ0 016 even before Mr. Cabraal was the Governor at
CBSL. He was also the dir &r Exhibit 101)3”2 in DFCC Vardhana Bank from 2009 to
2015, prior to whick e@irector in Commercial Bank of Ceylon from 2000 to 2009. He
is also part of th \ary Board of CBSL since 2016. Governor of CBSL and Monetary
Board membm be appointed by the Elected President as per the Monetary Law Act.

2. Other ives of Mr. Cabraal who were directors in DFCC Bank during his tenure namely,
Mr. Ravindra Balakantha Thambiayah, brother-in-law director in DFCC during 2010 to 2015
and niece Ms. Shibani Renuka Thambiayah, director (Refer Exhibit 102)3"3 in DFCC from
2015 to present. All the appointments to the Board of DFCC of his relatives were during
the period of Mr. Cabraal was the Governor of CBSL.

C. Ms. Shibani Renuka Thambiayah, niece of Mr. Cabraal associated with Renuka Group where
PTL had invested

370 Exhibit 99 Minutes of Monetary Board dated 30 September 2013 for the Appointment of PTL.
371 Refer Exhibit 100 Annual Report - DFCC-Mr. Nihal Fonseka

372 Refer Exhibit 101 Annual Report - DFCC Vardhana- Mr. Nihal Fonseka

373 Refer Exhibit 102 Annual Report - DFCC - Mr. R.B Thambiayah
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D.

1.

During public domain search, as per the media article dated 19 March 2017 in the Sunday
Times, Perpetual Asset Management (Pvt) Limited, which was the immediate Holding
Company of Perpetual Treasuries Limited®”, made substantial Investments in "Renuka
Group of Companies" (Refer Exhibit 103)%° in which Mr. Cabraal had close family
connections. The annual report (Refer Exhibit 104)37 of DFCC Bank during the period 2015,
states that Ms. Shibani Renuka Thambiayah, niece of Mr. Cabraal was appointed to the
Board of DFCC Bank as of March 2015. She was Joint Managing Director of Renuka Hotels
Limited and Renuka City Hotels PLC at the same time. She was the General Manager from
2001 to 2010 prior to assuming the contemporary position of Managing Director of the Board

with Renuka Hotels Limited.

Mr. Amal Cabraal appointed as the director in HNB
Mr. Amal Cabraal, first cousin of the former Governor, is par e CBSL namely Monetary
d a§ director (Refer Exhibit

Policy Consultative Committee since 2013 and was also ap

105)%"7 of the Hatton National Bank from the year ZOQ
the director in HNB he was Chief Executive Office nilever Sri Lanka having three
decades of business experience in General ma nt, marketing and sales in Sri Lanka

and overseas. Q

ant. Prior to be appointed as

15.12 As per PCOI Report following were ke a@ which were considered for relationship mapping

with

PTL, the employees of EPF, an ictals of other Primary Dealers about former Governor Mr.

Cabraal.

A.

L 2
The Governor and t & Board which held office in 2015 had been “politicized” is
demonstrated byleact that the former Governor, Mr. Cabraal and two appointed members
of the Mo
offices on nuary 2015 immediately after the Presidential Election results announced on 8
January 2015.7(Refer Exhibit 86)378 As per Section 16 of the Monetary Law Act stipulates that,

a Governor of the CBSL or an appointed member of the Monetary Board can be removed from

BOayd namely, Mr. Nimal Welgama and Mr. Neil Umagiliya - resigned from the

office only by the President. It also proceeds on the basis that, a Governor or an appointed
member of the Monetary Board shall hold office for a full term of six years. However, Mr.
Cabraal, Mr. Welgama and Mr. Umagiliya considered it necessary to resign when the new

president was elected in January 2015 before completion of the required term period of six

374 http:/ /www.sundaytimes.lk/ 170319/ news/bond-issue-26-mps-want-to-give-evidence-233340. html

375 Refer Exhibit 103 PCOI Chapter 15, Pg 482
376 Refer Exhibit 104: Annual Report - DFCC- Ms. S R Thambiayah
377 Exhibit 105: Annual Report - HNB - Mr. Amal Cabraal

378 Refer Exhibit 86 for the Extract of PCOI.
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years as per the Act. It was noted that the President who appointed the three gentlemen
ceased to be President, so they regarded themselves to ‘political appointees’ who held office
at the will of the President and resigned from the Monetary Board. (Refer Exhibit 106)37°

B. Dr. W A Wijewardana is a retired CBSL Official who was Deputy Governor from 7 August 2002
to 6 July 2009. In his witness statement at PCOI; Section 5.19, Pg 176, where he was
questioned about his views on aspects pertaining to steps to be carried out in a situation
where a Governor of the CBSL finds himself in a situation where there could be conflict of
interest. Also, Mr. Cabraal’s sister, Ms. Siromi, was director of the Holding Company of PTL
while Mr. Cabraal was the Governor of the CBSL. In his response he stated, “...if Mr. Nivard
Cabraal has disclosed it to the Monetary Board and if he had refrain himself from any dealings
with PTL that would have been fine, but of course | know after my retirement from the
Central Bank, Mr. Cabraal’s sister was appointed chairperson of the HDFC Bank. One of the
Banks that needs to be regulated by the Central Bank and will to examine whether the
correct Governance practices had been followed by him...” thg® Commission of Inquiry

asked Dr. Wijewardena for his views on whether a fail @ . Cabraal to disclose to the

Monetary Board that his sister, Ms. Siromi, was @ Direct@f the Holding Company of PTL,

would have been inappropriate. He replied in affi

A. The witness statement at PCOI (Section 5.2@5. Mano Ramanathan who was appointed as a
Member to the Monetary Board on 6 D@ 2007. She was questioned by the Presidential
Commission that whether Mr. Cabgaal . Arjuna Mahendran had brought to attention of the

Monetary Board, the fact th close relative was a Director of the Holding Company of
Perpetual Treasuries Ljrftite y Ms. Siromi and Mr. Arjun Aloysius respectively. She had
replied that the fact &\ 1sclosed to the Monetary Board.

15.13 Substantial i 'r@econdary Market transactions of EPF relating to Treasury Bonds based

on decision of MyCabraal on 5 June 2013380

A. During the Investment Committee (“IC”) Meeting on 5 June 2013, the decision driven by Mr.
Cabraal was approved by the IC members which was chaired by Ms. C Premaratne (Deputy
Governor) and other members present in the meeting were Ms. R Dheerasinghe (Assistant
Governor), Ms. K Gunathilake (SEPF), Ms. C M D N K Seneviratne (Additional Superintendent)
and Mr. L D Y Perera (Additional Superintendent). It was also to be noted that the IC Minutes
was prepared by Mr. T Udayaseelan (Senior Assistant Superintendent) and was Secretary to the

meeting.

379 Exhibit 106: PCOI chapter 16, Pg 486
380 Exhibit 62 5 June 2013 Investment Committee Minutes
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B. Prior to the Investment Committee Meeting, the decision was communicated with the top
management on 4 June 2013, that EPF to provide adequate attention to earn capital gains from
Investment in Government Securities. It was also decided to involve and allocate funds for

Secondary Market activities before making any Investment in the Primary Market.

C. The intention to increase the transactions in the Secondary Market was visible by the decision;
however, there were no proper study or research conducted prior to this decision by Mr.

Cabraal.

D. During an interview dated 16 September 2019 with Mr. W.G.R Harshapriya, Senior Assistant
Director in CBSL, stated that, “as per my knowledge before Governor instructed EPF to actively
involved in Secondary Market transaction, there was no proper studfand research was carried

before the decision to involve actively in Secondary Market a
E. It was also noted that the Bond series traded durin , PTL and PABC transactions

and volume traded was increased drastically. It uld lso be noted that PTL as a PD was
introduced to the market and the approval of Koroll ense as PD was obtained on 9 May 2013,

which was a month prior to this decision or@ 13 by the then Governor.
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Table 131 - List of Primary dealers3®' traded in the Secondary Market with EPF during the
period 2013-2014

2013 2014
Value in LKR .
o Value in LKR
Name of the PD No, of ISIN D Million) " No. of (In Million)
Purchase and ISIN
Purchase and Sale
Sale
1 Perpetual Treasuries Limited - - 85 34,203
2 Hongkong and Shanghai 25 10,950 8 2,850
Banking Corp.
3 Pan Asia Banking Corporation - - 43 18,950
4 Cpmmercial Bank of Ceylon 10 3,950 20 14,400
Limited
Conclusion
15.14 Based on the above facts, it may be noted that the transactio d with the EPF Department
with the above Primary Dealers resulted in loss (as il the” respective Sections of this

Report) was at a circumstance when the identified indikidual§)were associated with identified PDs.
However, the documentary and digital evidences§eviewed (as provided in the respective Sections
of this Report) and limited number of voice re Xxof dealer rooms of PDs did not suggest that
the relationships and / or associations ide %ve have led to the such loss. It is pertinent to

note that the CBSL did not installed vgi rd system at the FMD in the EPF Department and

significant limitations existed on th& availability of ESI in terms of email files and email deletions,

as detailed in the respectiv’e S% f this Report.

31 Connected to Mr. Ajith Nivard Cabraal relations in the Table 106
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16. DIGITAL FORENSICS

During the review of documents related to EPF’s Investment / Divestment transactions in Primary
and Secondary Market, deviation / anomalies were noted in the process followed and the supporting
documents maintained. A list of 25 identified officials of the CBSL was prepared who were responsible
for taking decisions related to issue of Treasury Bonds during the review (hereinafter referred to as
“custodian”) (Refer Annexure 7)% and their electronic devices (hereinafter referred as “Target
Devices”) were identified and informed to the CBSL. The ITD identified the computers (desktops /
laptops) issued to these employees, based on the last “Log-In” details recorded in the “Active
Directory”.

REVIEW OF EMAILS

16.1 The specific electronic evidences considered relevant to the findi e report are detailed in
the respective sections of the detailed observations. (Refer Ann 983
16.2 The table below represents the availability of data/ s considered relevant in respect

of the the EPF’s Investment / Divestment transactions§in Prigilary and Secondary Market for TOR-2

Table 132 - Summary of Evidences from ESI

Name of the official Relevant rindings

Dilini Udugamakorale

2 W.G.R Harshapriya

3 G.A.C.N Ganepola N

4 RAAJayalath & %'None
5 K Gunatilleke None
6 None
7 None
8 None
9 S Pathumanapan None

10 Chandrasekharan Sivapriya Available

11 ETWTRP Udakumbura None
12 C.M.D.N.K Seneviratne None
13 N.L.M Abeysekera None
14 M.S.K Dharmawardane None
15 D Wasantha None

382 Refer Annexure 7 for the list of 25 identified officials and their respective Target Devices along with rationale for their
identification.
383 Refer Annexure 99 for Evidence Matrix of identified custodian.
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16.3

16.4

16.5

16.6

# Name of the official Relevant Findings
16 B.H.l Samana Kumara Available

17 J.D.S.J Nanayakkara Available

18 T Udayaseelan Available

19 P.N Weerasinghe None

20  P.W.D.N.R Rodrigo None

21 Ajith Nivard Cabraal None

22 Amila Dahanayake None

REVIEW OF SERVER EMAIL OF MR. B H | SAMAN KUMARA

During Email review of Mr. B H | Saman Kumara, an email dated 5 Apkil 2016 at 7:47PM (Refer
Exhibit 107)3%4, Mr. Murtaza Jafferjee, Senior Independent Direct jons Trust Bank to Mr. B
H | Saman Kumar providing response to the queries raised Qubsequent trail mails were
shared between the Two in response to the 5 April 20 b@t was to be noted that Mr. BH |

Saman Kumara was disappointed with Mr. Jafferjee on\gomm@inicating incorrect information about

him in the Market. \

Mr. Jafferjee responded to the mail of Mr. B4 | an Kumara and requested for a meet for at
10:00AM Saturday at Mr. Jafferjee’s offic@ fferjee also said that, “Don’t believe everything
you hear; people say | am advisin e e Minister but the last time | met him was at my
neighbours Christmas Party in De 15 fer 5 minutes. During the past regime Nivard was made to
believe that | was siding wit - | have only once been invited to their party headquarters
as a young business lead x with 100 other business leaders- he had instructed the EPF not
to give us any trades%t rates are very volatile; the issue is with the Primary Market - Auction
n

system. But y i PF, you are NOT in the public debt department so how can | be accusing

”

you of wrongd

Mr. B H | Saman Kumara responded to Mr. Jafferjee’s mail that, “...0Ok I will come 10am. But you
didn’t tell anything about Primary Market. But you are accusing me on manipulation of Secondary
Market. No, it is happen and gone | will tell what happen when | meet you and the person told

me that also...”.

It appears that there needs to be a further investigation to be conducted for the scenario of market
manipulation in the Secondary Market of EPF during the period 2015-2016 as stated by Mr. B H |
Saman Kumara in his mail that, “..No it is happen and gone | will tell what happen when | meet

you and the person told me that also...” In response to Mr. Jaferjee.

384 Refer Exhibit 107 for Email communication between Mr. B H | Saman Kumara and Mr. Murtaza Jafferjee dated 5 April 2016
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DELETION OF OUTLOOK FILES

16.7 During the extraction of ESI, logs indicating deletion of outlook .pst and .ost files were identified
on target devices pertaining to custodian. The identification of deleted outlook files and the

anomalies identified are explained as under:

A. An email platform / application is used for sending or receiving emails, maintain calendar,
contacts etc. the CBSL implemented, Microsoft Outlook as email platform for email
communication from June 2012

B. Mentioned below are the data file formats used by Microsoft Outlook3®.

1. Outlook data file (.PST):
It contains messages and other outlook items and is saved on the local computer (Target
Device). In Outlook 2013 and earlier versions, IMAP account algo used as an Outlook Data

file (.pst).

An Outlook data file (.pst) can also be created for ba up of email messages,

calendar, contact and task data. When mess or tlook items are saved in an

outlook data file (.pst), the items are availd@ble onlly on the computer where the file is

saved. x

The location of outlook data file (.Qe ed by using Outlook 2013 or Outlook 2016
.I ”

folder. Outlook data file (.pst) created by

Microsoft outlook 200 0 earlier is on different location at

typically is in “documents\out @'

“drive:\users\user\appdata\lo®@al\microsoft\outlook”.

2. Offline outlook dagd §jL& ¢OB')
The offline ou wa file (.ost) stores synchronised copy of mailbox information on
local comp, &get Device). When the connection to the mail server is interrupted,
one &ss all emails, calendar data, contacts etc. and on the restoration of

connee&tion, changes are automatically synchronized.

The location of the offline outlook data file is at:

“drive:\User\user\AppData\Local\Microsoft\Outlook”.

3. Database file for Mac:
It is used for Mac OS X systems; Outlook stores the indices in a proprietary Database
file and stores the data records as a series of files nested within folders.

385 According to Qutlook app website
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16.8 The deleted and overwritten Outlook files were identified through description mentioned in the

Encase tool.

16.9 As confirmed by DIT that “the user does not require any admin rights to access, delete and modify
the email data file (format type “.pst/ .ost") since it is automatically created in the c:\users folder
in any laptop / desktop.” (Refer Exhibit 5)3%¢

16.10 However, for deletion of “.ost” and “.pst”, user had to access the location “drive:\ User\ user\
AppData\ Local\ Microsoft\ Outlook” OR “Documents\Outlook Files” respectively, which may
require the technical assistance to the user.

A. The deletion of “.pst” and “.ost” files by a user is less common when compared to the
deletion of emails through the email box and such deletion indicates a deliberate action by

the user, with knowledge of the effects, to remove information from the Target Device.

B. As per the logs generated by “Encase” using Enscript, it was
files (ost andpst) were deleted from the Target De@
8

summarizes instances of deletion (Refer Annexuge 97)3

arved)that composite outlook
d the table provided below

deleted outlook files.

TABLE 133 - DETAILS OF DELETED OUTLOQK FILES
Custodian Device Name of the file deleted Observation

1 Dilini Desktop -'@' @cbsl.lk.ost Two instances of outlook file
Udagamakorale deletion were identified from the
system.
Description of both the files as per
¢ Encase log is “File, Deleted,
\ Overwritten, Archive, Not
K Indexed”.

“Entry Modified” date of the files
are as follows:

04-Jan-19 at 14:36 HRS
04-Jan-19 at 14:36 HRS

During an interview, Mrs Dilini
Udagamakorale stated, “ | have
not intentionally attempted to
delete the entirety of my emails
on any occasion whatsoever and
the only possibility of this as | can
guess is an instance where |
needed to clean up the inbox
when the inbox had been full”

38 Refer Exhibit 5 for the Email communication of January 2019 for implementation of Litigation Hold
387 Refer Annexure 97 for the details of deleted outlook files
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Custodian Device Name of the file deleted Observation

However, composite (ost and pst)
outlook files do not get deleted
while deleting emails from inbox.

2 R.A.A Jayalath Desktop rjayalath@cbsl.lk.ost Seven instances of outlook file
deletion were identified from the
system.

Description of files as per Encase
log are

“File, Deleted, Overwritten,
Archive, Not Indexed”, “File,
Deleted, Archive, Not Indexed”

“Entry Modified” date of the files

O -Sep-18 at 11:03 HRS

14-Mar-19 at 14:48 HRS

09-Jul-18 at 14:59 HRS

\ 28-Nov-18 at 09:02 HRS
Q 18-Aug-16 at 10:09 HRS

3 S Pathumanapan  Desktop h n@cbsl.lk.ost One instance of outlook file
deletion was identified from the

system.
N % Description of file as per Encase
K\\ log is

“File, Deleted, Overwritten,
Archive, Not Indexed”

% “Entry Modified” date of the file

is 17-Nov-17 at 16:45 HRS

4 CMDNK Desktop deepa@cbsl.lk.ost Six instances of outlook file
Seneviratne deletion were from the system.

The description of the file in the
Encase Forensic was “File,
Deleted, Overwritten, Archive,
Not Indexed”.

It was noted that the “Entry
Modified” for the deleted files
were as followed:

18-Aug-16 at 9:24 HRS
25-Apr-17 at 15:16 HRS
18-Jun-18 at 9:10 HRS
2-Jan-19 at 9:00 HRS.
2-Jan-19 at 9:00 HRS
10-Jan-19 at 17:54 HRS
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Custodian Device Name of the file deleted

Observation

5 NLM Abeysekera  Desktop nimali@cbsl.lk.ost

Four instances of outlook file
deletion were noted from the
system.

The description of the files as per
Encase log is “File, Deleted,
Overwritten, Archive, Not
Indexed”

“Entry Modified” date for the
files are as follows”

16-Sep-19 at 10:42 HRS
19-Sep-19 at 08:33 HRS
29-Apr-19 at 11:06 HRS

6 B.H.I Samana Desktop kumarabhis@cbsl.lk.ost
Kumara

12-Ap|\19 at 11:10 HRS

Nces of outlook file
@ on Were noted from the

O’he description of files as per

0
N
>

Encase log is “File, Deleted,
Overwritten, Archive, Not
Indexed”.

“Entry Modified” date for the
files are as follows:

01-Jul-16 at 14:56 HRS
05-Sep-16 at 16:32 HRS
13-Nov-15 at 16:15 HRS
18-Dec-15 at 16:09 HRS
20-Aug-15 at 16:28 HRS
21-Jun-16 at 08:20 HRS
24-May-16 at 09:54 HRS
28-Sep-15 at 07:50 HRS
29-oct-15 at 10:09 HRS
30-Nov-16 at 16:17 HRS

7 JDSJ Nanayakkara Desktop samannanayakkara@cbsl.lk.ost
archive1.pst

archive.pst

Strictly private and confidential

Three instances of outlook file
deletion from the system were
observed.

The description of files as per
Encase log is “File, Deleted,
Overwritten, Archive, Not
Indexed”, File, Deleted,
Overwritten, Archive”

“Entry Modified” date for the
files are as follows:

02-Oct-15 at 10:23 HRS
07-Aug-19 at 17:11 HRS
29-0Oct-15 at 12:58 HRS
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Custodian Device Name of the file deleted Observation

8 T Udayaseelan Desktop Udayaseelan@cbsl.lk.ost Five instances of outlook file
deletion from the system was
noted.

The description of files as per
Encase is “File, Deleted,
Overwritten, Archive, Not
Indexed”

“Entry Modified” date for the
files are as follows:
05-Apr-17 at 08:30 HRS
09-Jun-2017 at 13:41 HRS

29-Jun-17 at 14:39 HRS

19-Jul-17 at 08:19 HRS

9 PWDNR Rodrigo Desktop rodrigo@cbsl.lk.ost
rodrigo@cbsl.lk (2).ost

archive.pst The description of files as per

Encase is “File, Deleted,
Overwritten, Archive”, “File,
Deleted, Overwritten, Archive,
Not Indexed”.
“Entry Modified” date for the
files are as follows:
14-Jul-17 at 09:30 HRS
15-Jun-17 at 16:23 HRS
. ®' 05-Jul-17 at 09:01 HRS
\\ 20-Jul-17 at 09:01 HRS
K 28-Jul-17 at 17:19 HRS
% 06-May-16 at 12:03 HRS
16-Aug-18 at 18:32 HRS
28-Aug-18 at 14:00 HRS
26-Oct-18 at 12:57 HRS

20-Jul-17 at 09:01 HRS
16-Aug-18 at 18:32 HRS

10 BMWS Balasooriya Desktop shyamika@cbsl.lk.ost Ten instances of outlook file
. deletion from the system were
Outlook Data File -

outlook1.pst noted.

Outlook Data File -
outlooknew.pst

The description of files as per
Encase is “File, Deleted,
Overwritten, Archive, Not
shyamika@cbsl.k - Indexed”.

outlook1.ost “Entry Modified” date for the
files are as follows:

04-Sep-19 at 13:31 HRS
17-Jul-19 at 11:50 HRS
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Custodian Device Name of the file deleted Observation

22-Aug-19 at 10:54 HRS
09-May-19 at 13:44 HRS
04-Sep-19 at 13:31 HRS
17-Jul-19 at 11:47 HRS

22-Aug-19 at 11:00 HRS
11-Apr-16 at 10:13 HRS
30-Dec-16 at10:08 HRS

30-Dec-16 at 10:07 HRS

11 Amila Desktop amilad@cbsl.lk.ost One instance of outlook file
Dahanyake deletion from the system
were @bserved.
T ription of files as per

e log is “File, Deleted,
written, Archive, Not
dexed”.
“Entry Modified” date for the

\ file is 5-Aug-16 at 11:34 HRS

16.11 The logs of deletion of MS Outlook data @“.pst” & “.ost”) were generated during the digital
forensic procedures where the batty accepted forensic technology tools and evidence
identification and extractién ures were adopted. These logs were generated using the

standard (provided by th ation supplier (OEM)) filters and scripts in the “Encase” forensic

tool. %
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16.12 Users of electronic email applications globally delete selected non-essential emails (such as
notifications, reminders and business development communications) and other emails considered
redundant, usually to free-out the assigned storage space in the electronic device. Identification
of such emails is performed selectively, individually and manually through the email system front-
end user interface. This mode of deletion is considered usual and a general practice. This method

of deletion is a standard functionality of the email application / tool and does not result in deletion

388 jtself. Deletion of email data files requires the user to access specific location

of entire data file
of files on the machine (laptop / desktop / iPad, usually referred-to as “client machines”), which
is a designated location of the data files, as part of the Program files folder. Such deletion method
is not a standard functionality feature of the email application. Accordingly, this method of
deletion requires a deliberate attempt / action by the user. To avoid unintentional deletion of

s” folder) through user

files and loss of organizational data, as a better practice, organizatigns usually restrict users’
access to the designated locations of the email data files (“Progra%
ts

access controls & permissions and through “Administrative” accQ the computer device.
16.13 IDT confirmed that CBSL employees access to the Pro ld in the client machines and

the right to delete files in that folder, was not restrigted an@ users could delete the files if they

had the awareness of the file location along witwen ion to perform such deletion action.

16.14 During an inquiry, MS Outlook publisher’s te@ support division confirmed that there is no
technical feature or action that results i@ letion of Outlook email data file stored in the
designated (Program Files) folder, g the possibility that such deletion requires a

deliberated action by people havi cCess to the client machine.

16.15 During the inquiries, thegx icers of CBSL (on whose machine this deletion activity was
SIONE

identified during the for: nology procedures) denied having knowledge of the file location

and method of deletj ever, they also confirmed that:

A. During the 4 of l0gs indicating the deletion, the devices were in their own possession;

B. Access to the deVices is restricted by user-specific access controls (log-in credentials) set-up by
IDT; and

C. The officials have not shared the device access credentials issued by IDT to any other employees
of the CBSL.

388 Refer para 16.7 for the details of the functionality & purpose of the email data file.
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Conclusion

16.16 On review of email backups of 22 target custodians, it was noted that in 11 officers the email
backup was deleted from the target device. Based on the information gathered and confirmations
received, it cannot be interpreted that the deletion activity could be the result of an automated
action triggered by any other IT process or activity. It cannot also be construed that the deletion
activity was performed by officials other than those, who these devices were assigned-to. Despite
the active denial / rejection by the selected officials, of having performed the deletion activity,

the possibility of deletion of the data files by the users themselves cannot be ruled-out.
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17. OTHER OBSERVATIONS - Custodian specific review:

17.1

17.2

17.3

17.4

17.5

17.6

Custodian: T UDAYASEELAN

During 2014, Mr. T Udayaseelan had executed transactions related to Investment and Divestment in
Secondary Market. On review of these transactions, these were deviations from the authorisation
limit, transaction price variance from the market price and concentration on specific counterparties
such as PTL and PABC. (Refer Section 10, 11 and 12 of this report for detailed findings)

APPROACH AND METHODOLOGY FOR A TARGET CUSTODIAN

Open source information available was gathered about the target custodian through public domain
search such as social and professional media profile, electronic medﬁprint media relating to
e

the EPF involvement in Treasury Bond transacted in the Primary dary Market.
l

Records were collected such as CBSL issued charge sheet, @ ry action against the target

custodian issued by the Monetary Board and preliminafy inv tions conducted by the CBSL.

Obtaining personal information about the t t c dian (e.g. Age, positions, contact
information, hobbies, telephone listings, inter resses about the locations, Bank accounts
and Bank statements, relatives, close assogi friends and business or political associations).

Background check was conducted an

ted with the evidences obtained from eDiscovery
such as close association with the parties / Primary Dealers, high personal debt and undue
family or peer pressure. Nexu identified through public domain searches, call recordings, e-

mail reviews and confor \ me in interviews with the target custodian.

The target custodiang ganisational environment had key factors such as other than financial
reasons like hi us§placed on him/ her by the management, violation of DOA, policies and
procedures, no§ggregation of duties relating to authorisation of significant transactions and lack

of independent checks on the performances.

Performing ESI Review/ eDiscovery of target’s asset / device and findings for further investigation.
Target custodian was called for interview session and the evidences from data analysis, review of
documents, ESI review were discussed. The statements made by the custodian were corroborated

as documentary evidence.
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Table 134 - Identified individuals and connected events relating to Mr. T Udayaseelan
INV  Associated Individuals of Nature of

Related Events description

D# Mr. T Udayaseelan Connection
1 Kokileshwary Ammal Mother e  Family member
2 T. Vijayaseelan Elder Brother e Realtor and Director of Knuckles Farm Private

Limited (Refer Exhibit 108)38°

3 valini Younger Sister e Invested in Government Securities on behalf of Ms.

Yalini
Director of Knuckles Farm Private Limited
e Owner of Thalsewana Hotel and Tulsi Vegetarian café
(Operation closed)
4 Palaniyandy Ramaswamy  Cousin Brother e  Shareholder and Chairman of Universe Capital
Company
e  Export and Import of food products such as
vegetables
Spouse of Mr.
5 Nagalingam Subashini Palaniyandy e Director of KnuckleS\Farm Private Limited
Ramaswamy
6  Vahini Cousin e Invested in Ggve me‘t Securities on behalf of Ms.
Vahini
7 Darshini Cousin ° overnment Securities on behalf of Ms.
Mr. T Udayaseelan and Mrs. Sivapriya Chandrasekaran
had studied in the same University (University of
Friend and Q olombo), Land and Property co-owner and joined

e  Cheques from Universe Capital Company received to
her address on behalf of Mr. T Udayaseelan.

8 Sivapriya Chandrasekaran Colleague CBSL together in the same batch 2007.
s @ e Invested in Government Securities on behalf of her

Naveen Anuradha and
S. Pathumanapan

e and e Closely associated and had mutual connect with the

TS Primary Dealers contact person (PTL and Pan Asia)

10  Arjun Aloysius

CEO of PTL

Chief Dealer
at PTL

Kasun Palisena

Deputy

General e Approached/ contacted Mr. T Udayaseelan (Refer
Manager - Exhibit 109)3%

13 Richie Dias Treasury Pan

Asia

Corporation

Bank

Dealer at Sri
Lanka
Insurance
Corporation

14 Dhanuka Liyanagamage

38 Refer Exhibit 108: ROC Document pertaining to information related to directors of Knuckles Farm.
3% Refer Exhibit 109: Mr. T Udayaseelan’s witness statement dated 2 October 2019.
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17.7 The transactions with PTL and PABC resulting in loss to EPF are detailed in the Section 11 of this
Report.

17.8 Disciplinary Actions against Interdicted Central Bank Officers - Mr. T. Udayaseelan was interdicted
with effect from 13 October 2017 (Refer Exhibit 110)*' as there were reasonable grounds to
believe that they have committed or have caused to commit or have aided or abetted or attempted
to commit or have directly or indirectly been responsible for the misconducts of disclosing sensitive
confidential information related to Investments of Employees’ Provident Fund and / or taking
bribe/s from third party / parties to disclose such information, according to the material

information available to the Bank.

17.9 Summary of witness statements provided by the CBSL officials during interviews conducted about
Mr. T. Udayaseelan in Table 135: &

Designatio interview Dated and Statement
n
1 N.L.M. Abeysekara Senior \ Dated: 30 September 2019
hi 392 ;
(Refer Exhibit 112) AD\?iscttaoflt Q“The top management of the EPF department had relied
upon the fund managers working in the Fund Management

@ Division (FMD) for the Investment decisions of the EPF

department. The practice of obtaining prior approval was

being professionals, Mr. T. Udayaseelan, Mr. Naveen

. % not always followed as market was not available to analyse
\\ the transactions and the Secondary Market rates. Specially,
%& Anuradha and Mr. S. Pathumanapan were part of the Fund
Management and if any deviations / non-compliances were
highlighted by myself, these professionals used to discuss
and negotiate with management and approval was
provided.”

e  “Mr. T Udayaseelan discussed and negotiated the issue
relating to the short sell, where sold without the security in
the portfolio which was highlighted to him. Mr. Rodrigo and
Mr. Saman Nanayakkara agreed to the negotiation of Mr. T.

Udayaseelan even though the deviation existed. Escalation

was done by myself but not minuted the same.”

31 Refer Exhibit 110: Disciplinary actions and Charge sheet of Mr. T Udayaseelan.
392 Refer Exhibit 112: Mrs. N.L.M. Abeysekara’s witness statement dated 30 September 2019.
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Designatio Interview Dated and Statement

n

e  “Mr. T. Udayaseelan and Mr. Naveen Anuradha used mobile
phones to talk to Primary Dealers. He was also stated to be
aggressive at times. He could influence top management
with negotiations.”

e  “Also, | highlighted concentration of counterparties to Mr. T
Udayaseelan, where EPF was always had transactions with
Perpetual Treasuries Limited. However, he said there was no

other parties available for transactions.”

2 R.A. A. Jayalath (Refer  Assistant Dated: 18 September 2019
Exhibit 111)3%3 Governor

“I was not aware of Mr. T Udayaseelan playing an

independent broker rgle at PTL or his private business

activities”

3 J.D.S.J. Nanayakkara Additional Dated: 1 October 2019

(Refer Exhibit 113)3%4 Superinten

dent of e  “Mr. @ was the long-time Secretary to the IC
EPF meeting ued as Secretary during the year 2013 -2014
wa e preparer of the IC minutes. However, it was not

ighlighted as to reason of removal of counterparty details
Or m the IC minutes. In my response to that | also mentioned
that all conversations discussed or covered during the IC
@ meeting will not be part of minutes in details only key /

relevant points and decisions are incorporated.”
. e  “Any limit on counterparties was not covered in ITG, 2011
\\ and was not introduced by IC or EPF, where EPF always had
K Treasuries Limited in the year 2014 when Mr. T Udayaseelan

% was the dealer at EPF. When | enquired about the same from

Mr.T Udayaseelan, he said that there were no other parties

transactions with few counterparties including Perpetual

available for transactions in the market so EPF had to invest
/ deal with those counterparties. It was noted that most of
the deals where Perpetual Treasuries had done when | was
on leave. In 2015, IRMD found high concentration with
perpetual and informed to the SEPF. Subsequently, deals
were not done by Mr. T. Udayaseelan.

e  “Mr. T Udayaseelan was required to deal for the best
available rates, after evaluating available offer with Money

Brokers, counterparties (direct contact/ Primary contact

393 Refer Exhibit 111: Mr. R A Jayalath’s witness statement dated 18 September 2019.
394 Refer Exhibit 113: Mr. J.D.S.J. Nanayakkara’s witness statement dated 1 October 2019.
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Designatio Interview Dated and Statement

n

with them) for the transactions and getting the same
approved from the management. He used to be the driver in
the EPF department with respect to decisions and discussions
with Secondary Market activities as he was the person
involved with the market on daily basis. As a practice,
dealers discussed about size and rates before any Secondary
Market transactions with the management including me. In
May 2014, IRMD was set up specially to monitor the
acceptability and 5% limit on HTM selling”.

e  “Email Dated 5 September 2013- Mr.T. Udayaseelan had sent
me and others in EPF department asking them to submit the
copies of annexures preparation of IC minutes. The mail

content was e an authority and aggressive manner

to submit the exufes within an hour. In my view, it for
Secretary and did not target any person
y. | was regarded as a directly speaking person

an ble person by whole EPF/ management at that

17.10 Summary of Mr. T Udayaseelan’s witne s@ent about CBSL Officials are provided in the below

Table 136

Table 136 - Summary of state provided by Mr.T Udayaseelan

Designatio

n Interview Dated and Statement of Mr. T Udayaseelan

Dated: 2 October 2019

% e  “Email Dated 5 September 2013- Mr.T. Udayaseelan
had sent me and others in EPF department asking

them to submit the copies of annexures for

Additional preparation of IC minutes. The mail content was
1 J.D.S.J. Nanayakkara Superinten

dent of EPF expressed in an authority and aggressive manner to

submit the IC annexures within an hour. | had some
rough conversation with my superior due to
disagreement with them on some the decisions.”
(Refer Exhibit 12)39°

395 Refer Exhibit 113 for the statement of fact of Mr. J.D.S.J. Nanayakkara.
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Designatio

Interview Dated and Statement of Mr. T Udayaseelan

Dated: 2 October 2019

e “On August 2013, post the minutes of Investment

committee meetings, | was transferred from MO to
FO for reasons unknown. At that point, Mr.
HarshaPriya was in FO and on study leave. | had
raised concerns that | will move to FO once he is
back.

Later, despite the good ratings | got in 2013 and

Assistant

2 R A Jayalath Governor 2014, | was immediately transferred from EPF to

International Operation Department (I0D) on 1 Oct

2015. One reason for the same may be this
misunderstanding with Mg. Jayalath due to
differences of opigieg, 1 rk related matters. On
1 September 20 Qﬁ offte again transferred
from | (0] @ nl Awdit Department.” (Refer
Exhibjit 113)

17.11 Mr. T Udayaseelan’s witness statement about relwﬁp with PTL and PABC - During an interview

dated 2 October 2019 with Mr. T Udayaseelar@ hat -

“As a practice, EPF does not make ¢ @mary dealers / third parties for better price and

rates. Hence, | get calls from seve imary dealers and brokers regarding quotes and rates on
daily basis. | agree that | was% d by Mr. Kasun Palisena and Mr. Nuwan Salgado from PTL
*

regarding rates. \

Likewise, | was con y Mr. Richie Dias and two other sub-ordinates (unable to recollect
name) from P, r ring rates. | also get calls from dealers / brokers such as WealthTrust,

First Capital Capital Alliance.

3% Refer Exhibit 113 for the statement of fact of Mr. R A A Jayalath.
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“In the year 2014 and 2015, | met Mr. Kasun Palisena and Mr. Nuwan Salgado in CBSL office. They
came to distribute calendars to me and other members of EPF. To my remembrance, | might have
met them in IP offerings, conferences and the conversations usually involved potential and
directions of the Company.

| get invite for lunch, dinner and personal meetings from various brokers/ Primary Dealers and
rejected their offers. | don’t deny that they would have attempted to induce me in taking bribes.
I have also met Mr. Dhanuka Liyanagamage, Chief dealer from Sri Lanka Insurance Corporation in
one of the conferences.

In the year 2013 or 2014, | remember getting a SMS from an unknown number. The message stated
that the individual was in Singapore and invited me for dinner or meeting. | do not recall if |
replied to that message. Later, | came to know that it was Mr. Arjun Aloysius from PTL. Also, |
got call from Mr. Arjun Aloysius. | do not recollect the discussion | had between myself and Mr.

Arjun Aloysius.”

17.12 Background check and media profiling: The background check ndéicted for the identified

hf ional history, family details

and business associations, to establish any potentialflinkag@ between the identified officials of

officials and relevant information was gathered includi

CBSL and officials at the Primary Dealers. x
17.13 According to the information obtained from @ main, one instance was noted wherein an
official of the CBSL, Mr. T Udayaseelan w@ a

(LinkedIn), listed below are the detai

ssociated with one of the PD on media profile

Name of the official of CBSL Media Profile potential findings

Thuraisingam Udayaseelan ’\\ e Experience in his profile had been updated as

“independent broker” at PTL during the period
January 2014 to December 2016. (Refer Exhibit 114)3%7

17.14 As per his pro :@le at LinkedIn, Mr. T Udayaseelan, had worked as “independent broker”
at PTL from th&{eriod January 2014 to December 2016. It was checked and confirmed that the
education details and other work experiences updated in the profile were corresponding to his

Curriculum Vitae (Refer Exhibit 115)3%, which was found in his device review.

17.15 During an interview dated 2 October 2019 with Mr. T Udayaseelan, stated that, “As for LinkedIn
profile is concerned, | didn’t create any profile and using my name someone else have created to
damage my reputation. As mentioned in the LinkedIn profile, | have never worked in the PTL as

broker or any employment”.

37 Refer Exhibit 114 LinkedIn profile Mr. T Udayaseelan.
398 Refer Exhibit 115 Curriculum Vitae of Mr. T Udayaseelan.
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EVIDENCE

17.16 Below mentioned observations were made basis the review performed of the server e-Mail and

target devices provided by the CBSL:

Allusion to the code name “Charlie” and association with PTL

17.17 During the e-mail review of Mr. T Udayaseelan, an email dated 14 October 2014 (Refer Exhibit
116)°*° was noted, wherein Mr. T. Udayaseelan had forwarded an email from his CBSL ID
“Udayaseelan@cbsl.lk” to his personal ID “Udayaseelan@gmail.com” which had the content
referring to “a message about Charlie Chaplin’s 125 birthday” sent to Mr. T Udayaseelan by Mr.
Nilakshan. This appears that he is also personally connected to the name “Charlie” but unable to
identify the individual and his association with Mr. T Udayaseelan whoghad initially sent the mail

to him.

h i’ 7)*° before PCOI, “Kasun
Q petual Treasuries Limited refer
to persons by the code name “Charlie” and that such Rersongjso referred to as “Charlie” were Mr.
T Udayaseelan and Mr. Saman Kumara of Emploxﬁrowdent Fund. Mr. T Udayaseelan was the
Primary point of contact for Treasury Bond tr iOM8 between Perpetual Treasuries Limited and
the Employees Trust Fund until around Se 3201 5. Thereafter, Mr. Indika Saman Kumara was

d transactions with EPF. | also realised that code

17.18 Based on Mr. Nuwan Salgado’s witness statement (Refer

Palisena, myself and the other dealers in the dealing

the Primary point of contact for Tre
names were being used in the do uhder reference for purposes of anonymity”. It appears

Charlie is the code word re‘err dealers in the EPF Department.

17.19 During the review of c erings of PTL dated 25 June 2015 (Refer Exhibit 118)%' a

conversation was ideptified between Mr. T Udayaseelan and Mr. Nuwan Salgado, Chief Dealer of
PTL. The initi on of the call appears that Mr. Kasun Palisena, CEO of PTL mentioned,
“call, Charlie’ r. Nuwan Salgado and the call was answered by Mr. T Udayaseelan, dealer at
EPF.

17.20 During an interview dated 2 October 2019 with Mr. T Udayaseelan, stated that, “l agree that the
voice played in the call recording dated 25 June 2015 are mine, Mr. Nuwan Salgado and Mr. Kasun
Palisena’s. Based on the initial conversation between Mr. Nuwan and Mr. Kasun in the call, | am

unable to deny that my code name is “Charlie” used by PTL”.

399 Refer Exhibit 116: Email dated 14 October 2014 of Mr. T Udayaseelan
400 Refer Exhibit 117: Mr. Nuwan Salgado, Chief Dealer of PTL witness statement at PCOI
401 Refer Exhibit 118: Transaction document - Deal ticket
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17.21 Conclusion based on the evidences gathered through ESI, call recordings, interviews and witness
statement it is inferred that “Charlie” is code word which was used for the dealers at the EPF

Department and Mr. T Udayaseelan was referred as Charlie by the officials at PTL.

Undetermined source of funds for acquisition of land and property by

Mr. T Udayaseelan

17.22 During the review of Mr. T Udayaseelan device (Refer Exhibit 119)42 it was noted a working file
which was prepared by him containing details of holding various assets such as Land and Buildings,

Vehicle and Shares. These workings were found from deleted files in his device.

Table-137 List of assets Held by Mr. T Udayaseelan

Purchase Value of

Tvpe of propert Date of the Asset Total
Assets yP property Acquisition (Rs. 'n million) (Rs. In Million)
16 June 2014
Bare Land - 14 Septefnber 0.15
Hunnasgiriya 2014 :

Land and Buildings 15 %014 0.65
(Refer Exhibit ust2015 3.5 17.20
403 -
120) Land and Building - gust 2015 15
Ballagola
August 2015 3.5

Land and Buildi

24 March 2016 5.5

Kottawa
Vehicle Car 02 March 2015 2.91 2.91
K 20 October 2014 0.46
07 November
% 2014 0.07
Shares of Renuka
Holdings PLC 24 November 0.13
Shares (Refer 2014

s 404
Exhibit 121) 26 November

2014 0.01
27 November
) 0.24 1.14
Nation Lanka Equities . \\ - 9015 2.87 2.87

Private Limited

Total 24.12

402 Refer Exhibit 119: Spreadsheet prepared by Mr. T Udayaseelan for property and land details
403 Refer Exhibit 120: Land details
404 Refer Exhibit 121: Shareholding details
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Table-138 Summary of inflows and outflows of Mr. T Udayaseelan (2007-2016)

Year Inflow Description Subtotal (Rs.) Total (Rs.) Outflow Description Subtotal (Rs.) Total (Rs.) Difference (Rs.)

2007-08 o \aries 2007/08 198,000 Cost of Living (25,000)

Receipt of ETF 46,000 \

Bonus and others 56,250 300,250 000) 275.250
2008-09  Salaries 2008/2009 475,200 ost of Living (120,000

EPF Loan 2008/09 108,000

Bonus and others 150,000 733,200 (120,000) 613,200
2009-10 Salaries 2009/2010 586,835 Cost of Living 120,000)

EPF Loan 2009/10 201,100

Bonus and others 183,390 971,325 (120,000) 851,325
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Outflow Description

Year Inflow Description Subtotal (Rs.) Total (Rs.)

Subtotal (Rs.)

Total (Rs.)

Difference (Rs.)

2012-2013 Salaries 2012/2013 1,115,866 Investment in Shares (302,000)
EPF Loan 2012/13 467,000 Loan Repayment (51,332)
Bonus and others 308,346 \
Personal Loan 2,000,000 Cost of Living (180,000)
Share proceeds 25,627 3,916,838 33,332) 3,383,506

2013-2014 Salaries 2013/2014 1,266,865 Loan Repayment

(63%,082)

Bonus and others 443,401 Cost of Living 180,

EPF Loan 2013/14 408,000 &

Sale of Car 1,800,000

Share proceeds 11,405 3,929,671 (817,082) 3,112,589

Year Inflow Description  Subtotal (Rs.) Total (Rs.) Subtotal (Rs.) Total (Rs.) Difference (Rs.)
2014-2015 Salaries 2014/2015 1,407,717 .0an Repayment2014/15 (563,410)
1,867,573

Bonus and others 459,855 L ) ‘ Investment in Shares (2,719,099)

N/ Land: Hunnasgiriya:1 (400,000)

Land: Hunnasgiriya:2 (150,000)

Land: Hunnasgiriya:3 (650,000)
CPCAE 3685 (2,907,193)

(7,589,701) (5,722,129)
Cost of Living (200,000)
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Year Inflow Description  Subtotal (Rs.) Total (Rs.) Outflow Description Subtotal (Rs.) Total (Rs.) Difference (Rs.)

2015-16 Loan Repayment
Salaries 2015/16 1,672, 2014/15 (550,903)
Bonus and others 889,166 Kottawa (5,500,000)
Car Loan 2,500,000 Balagolla (10,500,000)
Prooceeds from
Shares 3,025,761 8,087,296 Cost of Living (300,000) 850,903) (8,763,607)

Loan Repayment

2016-17 Salaries 2016/17 1,716,631 014/15 (421,566)
Bonus and others 646,029 Investment in Shares (6705
EPF Loan 2016/17 1,313,000 3,675,660 Cost of Living M,OOO) (1,391,566) 2,284,094

28,592,036 (31,611,585) (3,019,549)
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17.23 During email review of Mrs. Sivapriya Chandrasekaran, an email dated 17 August 2012 at 8:43AM
(Refer Exhibit 122)0>, Mrs. Sivapriya had sent a mail to Mr. T Udayaseelan in his personal account
“Udayaseelan@gmail.com”, she had sent an attachment of workings in a spreadsheet elaborating
the payment arrangements involved in construction of house by Mrs. Sivapriya and Mr. T
Udayaseelan during 2010 and 2014.

17.24 During email review of Mrs. Sivapriya Chandrasekaran, an email dated 17 February 2014 at 11:57AM
(Refer Exhibit 123)%, Mrs. Sivapriya had sent a mail to Mr. T Udayaseelan in his personal account
“Udayaseelan@gmail.com” she had stated that the contribution was made between herself and
Mr. T Udayaseelan for the construction of house and Mr. T Udayaseelan’s contribution was
amounting to LKR 7.13 Million.

17.25 During email review of Mrs. Sivapriya Chandrasekaran, an email dated 29 December 2014 at
10:56AM (Refer Exhibit 124)*7, Mrs. Sivapriya had sent a mail to Mr. yaseelan in his personal
account “Udayaseelan@gmail.com” she had stated that Mr. T @

Rs. 10 million for construction of house.

elah had contributed upto

17.26 Based on the above email conversations, we could infier thdk a house/ property was constructed
for which Mr. T Udayaseelan had contributed.%s e of income for the contribution to

construct the house was undetermined. Q

17.27 During an interview dated 2 October 201 r. T Udayaseelan, stated that, “...My source of
funds for the purchase of land are sa
to LKR 1.5 or 2 Million. | have als

constructed a house (period; 2

salary (CBSL), income from livestock sales close
vamgd home loan and car loan (LKR 2.5 Million). Also, | have
) together with Mrs. Sivapriya Chandrasekaran (Friend and
Colleague). My contributi house was approx. LKR 7 Million. However, | did not disclose
this information in As, nd®Liabilities statement submitted with CBSL, because it was not my
contribution a tributed by Mr. Arumugam Chandrasekaran (father of Mrs. Sivapriya
Chandraseka y trend in purchase of land and property increased during the period 2014-
2015. | do not h any explanation to provide to auditors, when they enquired regarding the
source of funds and increasing trend in purchase of property which is coincidental to the timeline
of bond scam. Also, | have prepared in the year 2016, the monthly cashflow statement stating my
cash inflows and outflow since when | have joined the CBSL. In the year 2014-2015, LKR 4.5 Million

was more than my source of income and in the year 2015-2016, LKR 8.7 Million was more than my

405 Exhibit 122 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 17 August 2012.
406 Exhibit 123 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 17 February 2014.
“07 Exhibit 124 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 29 December 2014.
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source of income. The statement was not completed, and it was only under preparation, due to

that the reason for mismatch between income and assets were not recorded...”

17.28 As per annual report of Renuka Holdings PLC of 2014, it was identified that former Governor Mr.
Ajith Nivard Cabraal’s (“Mr. Cabraal”) close family associations were the owners and Board
members of Renuka Holdings PLC (Refer Exhibit 125)*%® (Renuka Group of Companies). Mr. Ravindra
Balakantha Thambiayah holds the position of Executive Chairman at Renuka Group of Companies,
Brother-in-Law of Mr. Cabraal. Five out of nine board members of Renuka Group of companies are
Mr. Thambiayah’s family. Ms. Shibani Renuka Thambiayah, niece of Mr. Cabraal is also one of the

members on the board.

17.29 It is to be noted that Mr. T Udayaseelan had invested in shares of Renuka Holdings PLC during
October 2014 and November 2014. As per PCOI Report (Refer Exhibit 126)?, the decision of the

Monetary Board had not considered the fact that, Ms. Siromi Wickramasifghe, sister of Mr. Cabraal,

was director of the ultimate Holding Company of PTL, rise to conf rest. It is also relevant
to note that PTL, had made substantial Investments in the 4 roup of Companies”, with
which Mr. Cabraal had close family connections. Mr. R than, an appointed member of

the Monetary Board at that time, had mentioned thafthe Monetary Board had not discussed the

issue of a possible conflict of interest. \

Nexus between external Compani r. T Udayaseelan

17.30 During the review of Mr. T Udayasee ter device (Refer Exhibit 127)*°, it was noted that

critical data pertaining to Knuckles rivate Limited such as Form 18 of the Directors, Invoices
of Knuckle Farm, Articles of ion of Knuckle Farm and Form 1 of Knuckles Farm. These

documents were found t royed from CBSL desktop.

Table -139 - ‘t @an nexus with companies

Name of Director Association with Mr. Educatio Other business involved
T Udayaseelan n
Qualificat

on

e  Owner of Thalsewana
Hotel and Tulsi

No basic Vegetarian café
1 Palaniyandy Ramasamy Cousin qualificat (Operation closed)
ion e Shareholder and

Chairman of Universe
Capital Company

408 Refer Exhibit 125: Annual Report of Renuka Holdings PLC 2014.
409 Refer Exhibit 126: PCOI Section 15.2, Page number 482.
410 Refer Exhibit 127: Documents related to Knuckles Farm Private Limited.
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Name of Director Association with Mr. Educatio Other business involved
T Udayaseelan n

Qualificat
ion

e Export and Import of
food products such as

vegetables
. - Wife of Palaniyandy High e Director of Knuckles
2 Nagalingam Subashini Ramasamy School Farm Private Limited
. Realtor
- .. Elder Brother of High .
3 Thuraisingam Vijayaseelan Udayaseelan School e Director of Knuckles

Farm Private Limited

17.31 During an interview dated 2 October 2019 with Mr. T Udayaseelan, stated that, “..I run a registered
company called as Knuckles Farm Private Limited run by me and other directors. The Directors of
this entity are my relatives. | am major shareholder (20) shares ofythis company. | had critical
data pertaining to Knuckles Farm Private Limited such as For the Directors, invoices of
Knuckle Farm, Articles of Association of knuckle Farm and Knuckles farm saved in my

CBSL desktop. | deleted those documents from CBSL fesktq

ad prepared forecast of profit
and loss for the next 10 years for Knuckles Farms Priv ited. | did not get any revenue from
this company. | also performed extensive resegrches on purchase of livestock (Boer and
Jamunapuri goats), cattle shed and livestock@g. Also, | had MS Word documents pertaining
to transportation of goats, assistance fo@’ ping goat farms etc., in CBSL desktop. As my

relatives (Directors) were not qualifi e care of these business activities, | was assisting

running Knuckles Farm Private Li

*
Cheques received fr erse Capital Private Limited (Shell Company)
17.32 During email review, Sivapriya Chandrasekaran, an email dated 7 January 2014 (Refer
Exhibit 128) 3 , Mrs. Sivapriya had sent a mail to Mr. T Udayaseelan in his personal

account “Udaya§gelan@gmail.com” requested Mr. T Udayaseelan to collect cheque for Universe
Capital (Rs. 46,800/-) from Dilmah Ceylon Tea Services PLC.

17.33 During email review of Mrs. Sivapriya Chandrasekaran, an email dated 4 July 2014 (Refer Exhibit
129)412 at 1:47 PM, Mrs. Sivapriya had sent a mail to Mr. T Udayaseelan in his personal account
“Udayaseelan@gmail.com” requests Mr. T Udayaseelan to collect cheques and letters from

Universe Capital through someone.

411 Refer Exhibit 128: Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 7 January 2014.
412 Refer Exhibit 129: Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 4 July 2014.
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17.34 During email review of Mrs. Sivapriya Chandrasekaran (Friend and Colleague of Mr. T Udayaseelan),
an email dated 16 December 2014 (Refer Exhibit 130)#'3 at 9:10 AM, Mrs. Sivapriya had sent a mail
to Mr. T Udayaseelan in his personal account “Udayaseelan@gmail.com” enquiring whether he had

received the cheque for Rs. 10,000/- from Universe Capital.

17.35 Above emails infer that Mrs. Sivapriya was coordinating for the receipt of cheque of Universe
Capital to Mr. T Udayaseelan. The unidentified source of income from the company was

questionable.

17.36 As per the Registrar of Companies (“ROC”) details of Universe Capital (Private) Mr. Palaniyandy

Ramaswamy (Cousin of Mr. T Udayaseelan) was director and shareholder since May 2015.

17.37 During an interview dated 2 October 2019 with Mr. T Udayaseelan, stated that, “Universal Capital

Company is an Investment company started in the year 2010-20%1 where Mr. Arumugam

Chandrasekeran (father of Mrs. Sivapriya Chandrasekaran) was one shareholders. Later, my
cousin brother Mr. Palaniyandy Ramaswamy became shareholder: rrghtly is the Chairman for
Universal Capital Company. | have been receiving severa@ from Dilmah- Ceylon Tea
Services PLC through Universal Capital Company, dur@ iod 2014-2015, this amount was
received as dividend amount from Ceylone tea services. ivapriya was receiving these cheques
as the registered office was her house and given me to be given for depositing. | am not part

of Universal Company Private Limited either the form of employment or director or

shareholder.” @

17.38 It is to be noted that Mr. Palaniyan amy (Cousin of Mr. T Udayaseelan) did not have basic
qualification and other family s were with limited qualification extreme to the extent of
High School. So, Mr. T U ¢ e was assisting his family members in their business activities
such as Knuckles Farm ®riv imited. Mr. Palaniyandy Ramaswamy was the Shareholder and
Chairman of Univer§e al Company. Mr. T Udayaseelan had mentioned that he had no
association i e Capital Private Limited in the form of employment or director or

shareholder. HoWever, his relatedness to the Universe Capital Private Limited is still questionable.

17.39 During the public domain search, it was identified that “Ceylon Tea Services PLC” had changed
the name to Dilmah Ceylon Tea Company PLC through a board resolution passed by Ceylon Tea
Services PLC on 28 September 2016 (Refer Exhibit 131)%'4,

17.40 As per the annual report of Ceylon Tea Company PLC of 2015 (Refer Exhibit 132)#'>, Renuka City
Hotels PLC (Renuka Group) was second major investor in Ceylon Tea Company PLC. Even after the

change in name, the Investment of Renuka City Hotels PLC is the same.

413 Refer Exhibit 130: Email communication between Mrs. Sivapriya and Mr. T Udayaseelan dated 16 December 2014.
414 Refer Exhibit 131: A media article dated 3 October 2016 in Front page.
415 Refer Exhibit 132: for the Annual Report of Dilmah Ceylon Tea Company PLC 2014-2018.
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17.41 As per the annual report of Renuka City Hotels PLC (Renuka Group) of 2014 (Refer Exhibit 133)*'6,
Pussellawa Plantations PLC had invested in Renuka City Hotels PLC.

17.42 On conclusion, cheques received from Universe Capital Private Limited to Mr. T Udayaseelan
appears fictitious as Ceylon Tea Services PLC was associated with PTL.The cheques were also
received from Ceylon Tea Services PLC through Universe Capital Private Company. The money
received could be an inducement from the Primary Dealers. So, further investigation is required

in this matter to establish the background of Universe Capital Private Limited.

Review of Bank statements of Mr. T Udayaseelan for Allegations of bribe

17.43 As per the witness statement (Refer Exhibit 134)*"7 provided by Mr. Nuwan Salgado, the Chief
Dealer of PT, at the Presidential Commission of Inquiry ( PCOI) dated 12 October 2017, stated that,
“He realised that the persons referred to as “Charlie” in the documént marked “C328A” were
receiving gratifications for the provision of confidential informati Treasury Bond dealings
to Perpetual Treasuries Limited.” (Refer Para 51 of Chapter 5 ‘R Evidence of each witness”,
Section 5.49, Page 322 (Refer Exhibit 135)*'8 of the co ‘

and inquire into and Report on the Issuance of the asuryyBonds during the period 1 February

2015 to 31 March 2016.) \f
17.44 The Marked Documents “C238A” contained t%l s which shows the transfer from Perpetual
tlal

Treasuries Limited to its group companies

Inq iry appointed to investigate

Asset Management Limited, Perpetual Capital
(Pvt) Limited and W M Mendis. It hat 19 instalments amounting to Rs. 100 Million

transferred to Charlie during the 2 jodWuly 2014 to March 2015.

17.45 On comparing the Marke % ‘C238A” and Bank statement of Perpetual Asset Management
(Pvt) Limited, out of 194hs nts, 6 were identified on tracing the transactions received from
PTL to its group c mounting to Rs. 35 Million. The remaining transactions were not

traceable in arp  Asset Management (Pvt) Limited Bank statements as mentioned in the

Mark document itness statement of Mr. Nuwan Salgado at PCOI.

17.46 We performed the activity tracing cash payments as per Bank Statement of Perpetual Asset
Management (Pvt) Limited and the summary of payment for the informant “Charlie” as per the
Marked Document in Mr. T Udayaseelan’s personal Bank account provided by the CBSL. We were
unable to identify any cash deposits in Mr. T Udayaseelan’s Bank account in line with the value
dates or nearby dates to confirm that he had obtained any inducement from PTL. (Refer Table
119)

416 Refer Exhibit 133 for the Annual Report of Renuka City Hotels PLC 2014.
417 Refer Exhibit 134 for the extract of affidavit provided by the Mr. Nuwan Salgado.
418 Refer Exhibit 135 PCOI chapter 5, Page 322.
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Table - 140 Details of money transferred to group companies stated to be paid to “Charlie” and subsequent cash

withdrawals

Payment No.

Reference No.

Amount

(Million)

Value Date

1 SP20140717-002 RR20140717-002 Perpetual Perpetual Asset Management Limited 3 17-Jul-14
Treasuries
2 SP20140723-003 OR20140722-022 Limited Perpetual Asset Management Limited 3.04 23-Jul-14
3 SP20140723-005 RF20140723-003 Perpetual Asset Management Limited 2.96 23-Jul-14
4 SP20140728-012 RR20140728-002 Perpetual Asset Management Limited 0.42 28-Jul-14
5 SP20140728-009 OR20140728-019 Perpetual Asset Management Limited 2.58 28-Jul-14
6 SP20140805-017 RR20140805-003 Perpetual Asset Management Limited 0.19 05-Aug-14
7 SP20140805-006 OR20140805-002 Perpetual Asset Managementdimited 3.04 05-Aug-14
8 SP20140805-008 OR20140805-004 6.77 05-Aug-14
9 SP20140806-005 RR20140806-002 3 06-Aug-14
10 SP20140814-011 RR20140814-003 10 14-Aug-14
(Pvt) Limited 10 05-Sep-14
Pdrpétuat®Capital - UBC A/C 10 10-Oct-14
y Mendis -Owned to Mendis 20 27-Oct-14
Paid my Mendis -Owned to Mendis 5 30-Oct-14
Perpetual Capital (Pvt) Limited- Not 10 01-Oct-14
¢ paid by us but the original
\\
Perpetual Capital (Pvt) Limited 3 17-Dec-14
Perpetual Asset Management Limited 10 24-Dec-14
Owe to Mendis
Owe to Mendis 10 30-Dec-14
PTL paid by Mendis (Chair and the 3 10-Mar-15
rest)
Total 100
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Table - 141 Bank Account Details of Perpetual Asset Management Private Limited

Debit (in Million LKR) Credit (In Million LKR)
Date Bank Name  Mode/ Reference of Receipt Mode/ Reference of Withdrawal Payment Reference
and Account Transaction Transaction Matching
No.

1 17-Jul-14 Union Bank 416289 3 Cash Withdrawal 3 SP20140717-002
and 008-01-01-
00000459-6

2 23-Jul-14 Union Bank 416290 6 Cash payment 6 SP20140723-003 and
and 008-01-01- SP20140723-005
00000459-6

3 28-Jul-14 Union Bank - 3 Cash payment 3 SP20140728-012 and
and 008-01-01- SP20140728-009
00000459-6

4 05-Aug-14 Union Bank 416294 10  Cash payment 10 SP20140805-017
and 008-01-01- SP20140805-006
00000459-6 SP20140805-008

5 06-Aug-14 Union Bank RTGS- 3 Cash payment SP20140806-005
and 008-01-01- 00107000004356
00000459-6 (P.A.B.C-Kollupitiya O

BR)

6 10-Oct-14 Union Bank 461689 10 Cash p 10
and 008-01-01-
00000562-0

Total 35\ 35
Table -142 Bank Account Details of Mr. T Udayas R :er Exhibit 136)#'° obtained through his NIC details

Account Number Type of Account

# Bank Name

(85000984601 Savings
K\ 4284211000765166 Visa Credit Card
1 Standard Chartered Bank
% 4284211000517344 Visa Credit Card
2  People’s Bank 003200151227732
3 Sampath Bank PLC 101253761727
4 Commercial Bank of Ceylon PLC 8106004934

419 Refer Exhibit 136: Bank account details of Mr. T Udayaseelan.
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17.47 During an interview dated 2 October 2019 with Mr. T Udayaseelan, stated that, “../ get invite for
lunch, dinner and personal meetings from various brokers / Primary Dealers and rejected their
offers. | further do not deny they made attempts to induce me intaking bribes. As mentioned in
the Nuwan Salgado’s statement, | didn’t receive any bribes from any Primary dealer/ Broker. The
timing between acquisition of asset / forming new company and bribe allegation i.e. in the year
2014 and 2015 is mere coincidence. All my properties were acquired either out of my goat sales,

inherited gold from my ancestors and home / personal loan...”

17.48 Work performed by gathering from various sources of information, evidences and modes of data
such as public domain search, media profile verification, disciplinary action documents, review of
documents, ESI and E-discovery, call recordings, PCOI, internal inquiries, internal audit reports

and Bank statements etc.

A. Mr. T Udayaseelan had undetermined source of income which ident with the increase
in the proportionate / trend of acquisition of properties du e period 2014 to 2016.
B. Mr. T Udayaseelan had accepted that he cannot depy t called “Charlie” which was

referred to the dealer at EPF by the employees of PTL.

C. Universe Capital Private Limited, a company, ieh is owned and managed by Mr. T
Udayaseelan’s cousin brother. It was note ;&here were multiple cheques received from
the company through Mrs. Sivapriya a isquestionable.

D. Considering all the above factors, weWwfAdérstand that we have investigated the matter to the
extent of information availa an® provided to us. We further recommend a detail

investigation by the CID w% vidence of information and documents gathered.
*

\
Custodian: @}%veen Anuradha

17.49 CBSL provideges of statements of bank accounts, held by the interdicted employees of CBSL

for review.

17.50 Review the statements of bank accounts by account number - 101050368301 (Refer Exhibit 137)4%,
with Sampath Bank PLC, in the name of KLACN Anuradha, for the period May 2005 to October 2019,
revealed 5 credits totaling Rs. 7.10 million into the account during January 2016 & February 2016.
These credits were cash deposits, funds transfers from individuals (unidentified). The amount of
credits of these transactions were unusually higher compared to other credits in this account

during the previous three years. Provided below are the details of the credits:

420 Refer Exhibit 137 for the bank statements of Naveen Anuradha
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Debit / Credit Description Amount Debit days gap
(Rs. n
Million)
1 Credit 26 January 2016 Sooriyam Cash 1.50
2 Credit 01 February 2016 Matara 3.08
SIR16LKR001411
3 Debit 04 February 2016 PO/Draft Issue (4.45) 3 days
4 Credit 09 February 2016 Matara S Cash 1.00
5 Debit 09 February 2016 Rat Lana TFR -Vishwa 0.50
6 Credit 09 February 2016 Matara 1.02
SIR16LKR001762
7 Debit 10 February 2016 Colombo Cash (3.1 1 day

Total of Debits

17.51 Source of these credits in unknown, since his a unQSampath Bank PLC during the period
January 2016 & February 2016. During this peri &s posted on deputation to National Savings
Bank (“NSB”) at Galle Road, Colombo. His @t NSB were scheduled to start on 1 February
2016. Prior to deputation, he was associat@h the Facilities & Administration department since
9 October 2017 to 12 October 2017.

17.52 Review of subsequent transacti@ ated that these funds were withdrawn in 2 occasions within
j of demand draft (unknown beneficiary) for Rs. 4.45 million

of the withdra i

1-4 working days gap, th\
and cash withdrawals (AWM / Branch withdrawals not known) for Rs. 3.1 million. On the two dates
oted that these were the only debit transactions in the account.

17.53 Due to the del receipt of copies of bank statements, detailed inquiries could not be conducted
as on the date of this report, with KLAC Naveen Anuradha to gather details of the source, nature

and purpose of these credits in the account.
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18. ANNEXURES

Name of Annexure Annexure No. of
Reference Pages

1 Listing of applicable laws, regulations, guidelines and directions A/ 1
applicable to the EPF operations

2 List of interviews conducted with the officials of CBSL A/2 3

3 List of meeting conducted with former and current employees for A/3 2
Process understanding

4 Details of meeting conducted with FAMC A/4
List of Custodians A/5 7

6 List of forensic tools used to perform Digital Forensic/ e-Discovery on A/6 1
Target Device

7 Details of Operating system artefacts of reviewed Target Devices A/7 4

8 Details of User Accounts of reviewed Target Devices /8 5
Basic information and volume of data details of reviewed A/9 1
Devices

10 Count of files per extension A/10 4

11 List of keywords along with their rationale A/11

12 Count of Key words for each identified official A/12 9

13 List of 191 Auctions where the EPF has not ipated A/13 35

14 List of 465 successful Auctions cond DD for the period 1 A/14 76
January 2003 to 28 February 2015

15 Details of winners in 146 Auctjon he EPF has not participated A/15 45

16 List of 19 instances of cas ement not available where EPF A/16 1
has not participated

17 List of 109 instance EPF has not participated and cash A/17 5
available was % of cumulative offered amount

18 Details of subseq t utilization for available cash in 109 instances A/18 4

19 Details of subsequent investment of Treasury Bonds through Auction A/19
where the EPF has not participated

20 Details of subsequent investment of Treasury Bonds through Direct A/20 4
Placements where the EPF has not participated

21 Details of subsequent investments in Treasury Bonds through A/21 12
Secondary Market where the EPF has not participated

22 List of 100 instances where the Minutes of Investment committee A/22 5
meetings were available for review

23 List of members of Investment Committee and the FMD A/23 3

24 List of 90 instances where the Investment Committee minutes were A/24 5
not made available for review

25 List of dates for voice records requested and response from Primary A/25 5
dealers where the EPF has not participated

26 List of 240 Auctions participated by the EPF A/26 12

316 |Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

Name of Annexure Annexure No. of
Reference Pages

27 List of 91 instances where cashflow statements were not available A/27 5

28 Same ISIN purchased in Secondary Market within Five working days of A/28 1
settlement date of Auction (2005 and 2006)

29 List of 22 instances where available cash was more than 30% of A/29 1
amount short bid by EPF

30 Details of subsequent utilisation in 22 instances where available cash A/30 1
was more than 30% of amount short bid by EPF

31 Details of subsequent purchases made through Direct Placement A/31 1

32 Details of subsequent purchases made through Secondary Market A/32 2

33 List of EPF employees who have worked in the EPF during the reported A/33 4
period

34 Eight instances where transactions were required to be approved by A/34 1
higher management subject to ratification by investment committee

35 31 instances where transactions were required to be approved b A/ 35 3
investment committee

36 Two instances where MO recommendation sheet was no A/36 1

37 List of two instances where monetary board has not ed the A/37 1
investment

38 List of dates for voice records requested and rg§poRge Trom Primary A/38 2
dealers where the EPF has bid short amount

39 Details of winner of Auction with % base e in Auctions where A/39 5
the EPF bids were rejected completel rtially

40 Subsequent purchase in Secondar, et’ for same ISIN where EPF A/40 1
lost in Auctions

41 List of 14 instances wher utes of Investment Committee A/41 1
meetings were not availa

42 List of 15 instancesgih ransaction was not recorded in minutes A/42 1
of Investment t eetings

43 List of two instan€gs where the bid amount at the Auction was not A/43 1
Approved

44 List of two instances where the MO recommendation sheet is not A/44 1
available

45 List of six instances where the transactions were not recorded in the A/45 1
minutes of investment committee meetings

46 List of three instances where the transaction was required to be A/46 1
approved by S/EPF, head of EPF or Deputy Superintendent

47 List of dates for voice records requested and response from Primary A/47 1
dealers where the EPF bids were rejected

48 List of 2,673 Direct Placement offered by the PDD A/48 109

49 List of 645 Direct Placements participated by the EPF from 01-April- A/49 24
2005 to 28-february-2015

50 List of 49 instances of cashflow statement not available A/50 3

51 List of 30 instances covered in analysis where EPF has not participated A/51 2
and bided less than offered amount in Auctions
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Name of Annexure Annexure No. of
Reference Pages
52 List of 96 instances where available cash on settlement date of Direct A/52 2
Placement is more than 30%
53 Details of subsequent utilisation in 96 instances A/53 4
54 Subsequent purchase made for same and different ISIN in Secondary A/54
Market
55 Subsequent purchase made for same and different ISIN in Auction A/55 2
56 Subsequent purchase made for same and different ISIN in Direct A/56 2
Placement
57 List of 46 instances of loss to EPF through investment in Direct A/57 2
Placement due to lower yield as compared to WAYR of previous
Auction
58 List of 94 instances where the EPF yield rate in Direct Placement is A/58 2
lower than the market yield rate
59 List of 23 instances where the transaction was not approved by 59 1
Higher management of the EPF
60 List of 116 instances where the transaction was not ap d ¥ A/60 4
investment committee
61 List of 64 instances where the minutes of Invesgment mittee A/61 3
Meeting is not available.
62 List of 526 Investment transactions A/62 17
63 List of documents not traceable for Investm A/63 40
64 List of 258 Divestment transactions A/64 11
65 List of documents not traceable f stments A/65 25
66 List of 282 Investment transacti details of approving authority A/66 6
67 List of 86 Divestment tran ith details of approving A/67 2
68 List of transactions e minutes of Investment Committee A/68 2
Meeting was avaij er the transactions where not recorded.
69 List of 97 Inves t transactions selected for the period January A/69 3
2007 to December 2011.
70 List of 155 Divestment transactions transactions selected for the A/70 4
period January 2007 to December 2011.
71 List of the transactions were delegation of authority limits had been A/71 1
exceeded by the officer of FO as per ITG 2007.
72 List of the transactions where the deal tickets were not traceable A/72 5
period 2007-2011.
73 List of 128 transactions of trading portfolio. A/73 4
74 List of 102 transactions of HTM portfolio. A/74 3
75 Counterparty wise break up of 50 Transactions. A/75 1
76 List of PTL & PABC transaction amounting to Rs.7,091 Million. A/76 1
77 Details of 61 transactions violating the approving limit of Rs.500 A/T77 1
Million as per ITG, 2011.
78 Details of 82 transactions violating the approving limit of Rs.500 A/78 3
Million as per ITG, 2011.
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Name of Annexure Annexure

Reference

No. of
Pages

79 Details of 98 transactions violating the approving limit of Rs.500 A/79 3
Million as per ITG, 2011.

80 Computation of loss incurred by the EPF due to higher purchase price. A/80 4

81 Details of month on month yield rate comparison of the reported A/81 1
ISINs.

82 The IRMD remarks for the transactions executed by the EPF with PTL, A/82 2
PABC and WTL.

83 Transactions in which pattern was identified between PTL, PABC and A/83 2
EPF

84 Transactions in which pattern was identified between PTL, WTL and A/84 1
EPF

85 List of transactions detailing the price difference between PTL and A/85 2
other counterparties.

86 Details of 15 transactions executed with Seylan Bank PLC 86 12

87 Details of transactions with the price difference between First A/87 3
Treasuries LTD and other Counterparties.

88 Computation of loss in comparison with weighted average Rrice paid per A/88 2
security.

89 List of identified Secondary Market transactions —@ Beneficiary A/89 2

90 List of transactions of 923 HTM Portfolio. A/90 24

91 Computation of loss incurred by the EPF t@ lower selling price A/91 1
amounting to Rs. 26.46 Million.

92 Computation of the loss due to th (eNof same Treasury bond at A/92 1
lower price on the same day.._%

93 The list of transactions of ) S portfolio A/93 6

94 Computation of loss incurr&y PF due lower selling price compared A/94 2
to Market Price [ N

95 Computation o - to sell of same ISIN at different prices to A/95 2
counterparties.

96 List of voice recording requested but not received A/96 16

97 Details of Deleted outlook files A/97

98 e-Discovery of identified custodians A/98 7

99 Evidence Matrix A/99 8

319 | Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

19. EXHIBITS

# Exhibit Exhibit Reference No. of
Pages.
1 An Email of January 2019 for implementation of Litigation Hold E/1 6
2 An Email of 2 August 2019 for requesting the firewall logs E/2 2
3 An Email of 4 August 2019 for requesting the outlook mail exchange E/3 1
server logs
4 An Email of 2 August 2019 for non-availability of audit logs E/4 2
5 A copy of Email confirmation from the Director, IT for outlook email E/5 6
backup
6 A copy of email communication by the DIT regarding migration of email E/6 2
communication platform
7 Not traceable devices and email backup copies on server that were E/7 17
requested by BDO but DIT unable to identify or track.
8 Details of logs generated for forensic image of Target Devices E/8 78
-
9 Copies of Chain of Custodian forms of Target devices for @ E/9 22
custodians
10  E-mail of 2 August 2019 for keyword list sent to the% E/10 1
11 Mail request sent for Bank account details as on @ 2019 E/11 3
12 Statement of fact signed by the process ovg% E/12 51
13 Summary of discussion - signed process doc . E/13 5
14  Para 2.2.1.1 of ITG of 21 March 20 Patra 4.1.3 ITG, December 2011 E/14 3
15 Para 1.4.2 and for Para 3.2. | 1 March 2007. E/15 2
16  Para 4.3 of ITG, 2011 E/16 1
17 Para2.2.1.2 of IT 2007 and Para 4.1.4 of ITG, December
E/17 2
2011
18  Para 3.2.1.2 of ITG, 1 March 2007 E/18 1
19 Para 4.4 of ITG, December 2011 E/19 1
20  E-mail confirmation from the EPF Department for non-availability of
cashflow statements for 2005 and 2006 E/20 5
21 Minutes of the Investment Committee meetings for 100 instances E/21 226
22  Cashflow statement for 109 instances E/22 511
23  Extract of asset allocation section of Investment Policy Statement of
2011 E/23 1
24  Copy of approval section extracted from the IPS 2002 and ITG 2007 and E/24 4
2011.
25 22 Instances of cashflow statements E/25 106
26  Minutes of Investment Committee meetings dated 23 January 2007 and
E/26 3
12 February 2007
30| Page

Strictly private and confidential



FINAL REPORT |RFP2| FORENSIC AUDIT / INVESTIGATION ON PRIMARY AND SECONDARY MARKET TRANSACTIONS OF EMPLOYEES PROVIDENT FUND
INVOLVING TREASURY BONDS ISSUED / TRANSACTED DURING THE PERIOD FROM 1 JANUARY 2002 TO 28 FEBRUARY 2015

Exhibit Exhibit Reference No. of

Pages.

27 2 instances where the reason to quote bid amount less than offered

amount in Auction is not specified E/27 2
28 5 instances where the transaction has not been ratified in the minutes of
; . - . E/28 6
immediate subsequent Investment Committee meeting
29 31 Instances where the transaction was not approved by the Investment
. E/29 43
Committee.
30 2 instances transactions were not reported to Monetary Board E/30 5
31 15 Instances where the transactions were not recorded in the minutes of E/31 17
the Investment Committee meeting conducted on the date of Auction
32 2 Instances where only rate bided at Auction was approved and amount
. . E/32 8
bid at Auction was not approved
33 Minutes of the Investment Committee where the transaction was not
oo E/33 3
ratified
34 6 Instances where the transactions were not recorded in the mi
. . E/34 26
Investment Committee meetings o~
35  List of three instances where the transaction was not approvedby the E/35 3
SEPF or DS or HFMD.

36  Confirmation from IT department in respect of ungxMity of emails E/36 5

37 Cashflow statement for 96 Instances \ E/37 365
38  Extract of Memo of Mr. N W G R D Nanay % E/38 2

39  Extract of PDD manual E/39 2

40  Summary of discussion of meetipg ted with the Mr. MZM Azim,

Superintendent of PDD E/40 10

41  Limits specified by the delegatior? of Authorities (“DOA”) in the ITG 2007

and ITG 2011 E/41 2
42 1 Instance the t ioMWas not ratified by the Investment Committee E/42 1
43 116 instances where%the transaction was not approved by the Investment E/43 195

Committee
44  Minutes of Monetary Board meeting dated 07 October 2007 E/44 2
45  Minutes of Investment Committee dated 09 October 2008 E/45 1
46  Minutes of Investment Committee dated 02 January 2008 E/46 3
47  Extract of Delegation of Authority limit as specified in ITG, 2007 and

E/47 3

ITG, 2011
48  Extract of minutes of the Monetary Board dated 30 December 2011. E/48 6
49 E-mail confirmation on non-availability of documents. E/49 4

50  Supporting documents such as Deal Tickets, counterparty confirmations
and Minutes of Investment Committee meetings for investment E/50 368
transactions
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51  Supporting documents Deal Tickets, counterparty confirmations and

Minutes of Investment Committee meetings for divestment transactions E/51 84
52  Sample Deal Ticket to illustrate the absence of date of approval in the E/52 1
deal ticket
53 Deal Tickets where the transactions have not been approved by E/53 17
Superintendent
54 Deal Ticket for 2 Transactions not approved by the Deputy E/54 2
Superintendent
55 Minutes of Investment Committee Meeting for the transactions. E/55 73
56  Deal Tickets for the transactions only ratified by the approving authority E/56
instead of prior approval as required per ITG 58
56A Deal Tickets for 61 transactions violating approving authority limit of Rs. E/56A
500 Million per day.
57  For the extract of ITG,2011 section 4.4 and 5.4 E/57 3
58  Attendance record of Additional SEPF and DS on the trans E/58
settlement date
58A Details of transactions violating the approving limit of Rs. lion for E/58A 107
HTM portfolio as per ITG,2011
58B Details of transaction of 98 instances of DOA viol@tiomin"HTM portfolio as
E/58B
per ITG,2011.
59  Minutes of Investment Committee meeti @ 22 August 2013 E/59 6
60  Sample minutes of Monetary Board megti E/60 13
61 Internal audit reports specifyin ernment securities E/61 110
62 Minutes of Investment Co eeting dated 5 June 2013 E/62 5
63  For Para 5.1.2 of the L | for the detailed description of message E/63 3
and account type
64 E-mail confirmati@d’received from the PDD on the non-availability of E/64 2
the two- way quotes%or the period January 2002 to December 2004.
65  Deal ticket and counterparty confirmation for the computation of loss E/65 140
due to higher purchase price
66 License copy of the PTL being granted as the Primary Dealer E/66 4
67 Extract of the transcript between Mr. Kasun Palisena of PTL and Mr. E/67 2
Ravisha Thapatha of PABC
68 Spreadsheet prepared by T Udayaseelan for property and land details E/68 41
69  Underlying supporting documents for the transactions of PTL E/69 40
70  Asset Declaration statement E/70 18
71 For extract of minutes of the Investment Committee meeting dated 02 E/71 1
March 2007
72 Extract of the transcript between Mr. Kasun Palisena of PTL and Mr. E/72 2
Ravisha Thapatha of PABC
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73 Deal tickets resulting in loss amounting to RS.75.33 Million E/73 80
74  Extract of the transcript between Mr. Kasun Palisena of PTL and Mr. E/74 2
Ravisha Thapatha of PABC
75  Deal tickets of transactions resulting in loss amounting to Rs.26.46
s E/75 54
Million.
76  Deal tickets of the transactions resulting in loss of 3.10 Million E/76 6
77  Email received from Director, IT E/77 6
78  Minutes of the Investment Committee meeting dated 03 November 2008 E/78 8
and 05 June 2013
79  Deal tickets of the transactions resulting in loss 68.83 Million E/79 69
80  Deal ticket dated 2 October 2014 E/80 1
81  Minutes of Investment Committee decisions where the transaction E/81 5
ratified
-
82  Deal tickets for transactions resulting in loss amounting t 2. ” E£/82 32
Million
83  Transcript of voice recordings \ E/83 31
84  Extract of CDS for the transaction executed by th E/84 1
85  Extract of CBSL website talking about Forme or Ajith Nivard E/85 1
Cabraal
86  Extract of PCOI, Page 485 Q E/86 1
87  Annual Report of Sampath Bar% 2 E/87 2
88  Annual Report of PAN ASIA 2014- E/88 2
89  Annual Report of Comm nk 2014 2015 E/89 2
90  Annual Report o 2014 2015 E/90 2
91  Wikipedia informatigg for HNB E/91 1
92  Extract of PCOI Chapter 16 E/92 1
93  Annual Report of HNB 2014 2015 E/93 1
94  LinkedIn profile of Mr. Kasun Palisena E/94 6
95  Extract of PCOI Section 5.37, Page 240 E/95 2
96  Extract of PCOI Chapter 15, Page 474 E/96 1
97  PTL rejection document submitted to DG, Mr. Samarasiri as on 5 E/97 2
December 2012
98  Annual Report of DFCC Bank 2014 2015 E/98 2
99  Appointment of Perpetual Treasuries Limited E/97 4
100 Annual Report - DFCC -Mr. Nihal Fonseka E/100 1
101 Annual Report - DFCC Vardhana- Mr. Nihal Fonseka E/101 5
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102 Annual Report - DFCC - Mr. R.B Thambiayah E/102 2
103 PCOI Chapter 15, Page 482 E/103 1
104 Annual Report - DFCC- Ms. S R Thambiayah E/104 1
105 Annual Report - HNB - Mr. Amal Cabraal E/105 2

106 PCOI chapter 16, Pg. 486 E/106 1

107 Email communication between Mr. B H | Saman Kumara and Mr. Murtaza E/107 2
Jafferjee dated 5 April 2016

ROC Document pertaining to information related to directors of Knuckles

108 Farm E/108 21
109 Mr. T Udayaseelan’s fact statement dated 2 October 2019 E/109 9
110 Disciplinary actions and Charge sheet of Mr. T Udayaseelan E/110 1
111 Mr. RAA Jayalath’s fact statement dated 18 September 20 E/111 4
112 Mrs. NLM Abeysekara’s fact statement dated 30 September 201 E/112 3
113 Mr. JDSJ Nanayakkara’s witness statement dated 1 ober 2019 E/113 7
114 LinkedIn profile Mr. T Udayaseelan E/114 2
115 Curriculum Vitae of Mr. T Udayaseelan E/115 3
116  E-mail dated 14 October 2014 of Mr. T E/116 1

117 Mr. Nuwan Salgado, Chief Dea% itness statement at PCOI E/117 2

118  Transaction document - Dea E/118 18
119 Spreadsheet prepared bysr. S, Udayaseelan for property and land details E/119 41
120 Land details % E/120 12
121 Shareholding detai E/121 1
122 g-ar::;l1c7oTurgldgic;(’)c;ozn between Mrs. Sivapriya and Mr. T Udayaseelan £/122 10
123 E-mail communication between Mrs. Sivapriya and Mr. T Udayaseelan E/123 3
dated 17 February 2014
124 E-mail communication between Mrs. Sivapriya and Mr. T Udayaseelan E/124 1
dated 29 December 2014
125 Annual Report of Renuka City Holdings PLC 2014 E/125 2
126  PCOI Section 15.2, Pg. 482 E/126 1
127 Documents related to Knuckles Farm Private Limited E/127 16
128 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan E/128 6
dated 7 January 2014
129 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan E/129 1
dated 4 July 2014
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130 Email communication between Mrs. Sivapriya and Mr. T Udayaseelan

dated 16 December 2014 E/130 1
131 A media article dated 3 October 2016 in Front page E/131 1
132 Annual Report of Dilmah Ceylon Tea Company PLC 2014-2018 E/132 1
133 Annual Report of Renuka City Hotels PLC 2014 E/133 2
134 Extract of affidavit provided by the Mr. Nuwan Salgado. E/134 2
135 PCOI chapter 5, Page 322 E/135 1
136  Bank account details of Mr. T Udayaseelan E/136 4
137 Bank Account statement of Mr. K L A C N Anuradha E/137 1
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