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Notice to the reader
Notice to the reader

This report (hereinafter referred as ‘final report’) has been prepared solely for the purpose
set out in KPMG Sri Lanka’s Engagement Contract Letter (EL} dated 16 April 2019 with
The Monetary Board of Central Bank of Sri Lanka (MB), and is not, without KPMG’s prior
written consent, to be used for any purpose other than as stipulated under the said EL.
Accordingly, KPMG does not assume any responsibility and disclaims any liability,
howsoever occasioned to you or any other party, as a result of the circulation, publication
or reproduction of this report, contrary to the provisions of this paragraph.

MB had contracted KPMG Sri Lanka which in turn has engaged KPMG India to lead this
engagement. As required by the MB, KPMG Sri Lanka was not involved in the
engagement delivery and its role was limited to contracting set up.

KPMG reserves the right to amend any findings, if deemed neces
any further information become available to KPMG post submigs of this final report.
Neither KPMG, nor any of its partners, directors or employ dertake responsibility in

KPMG, should

any way whatsoever to any person in respect of errorssig t arising from
incarrect information or explanations provided by CBSL, Employees’ Provident Fund
{EPF), Colombo Stock Exchange (CSE) or any other reinafter defined as

information ‘sources’). x'

KPMG's findings are based on the procedure§ pagformed during the engagement and
agreed in the EL. Had additional proced n required in the scope of work in the
RFP/EL, the findings may have been diffi t

KPMG's views are not binding 0 erson, entity, authority or Court, and hence, no
assurance is given that a positj trary to the opinions expressed herein will not be
asserted by any person, eﬂtit%critv and/or sustained by an appellate authority or a
court of law.

In connection with t & report or any part thereof, KPMG does not owe the duty of
care {(whether jg :@ r in tort or under statute or otherwise) to any person or party
or entity to th port is circulated, other than the addressee of the report, and
KPMG shall be liable to any such person or party or entity who uses or relies on this
final report. KPMG thus disclaims all responsibility or liability for any costs, damages,

losses, liabilities, expenses incurred by such third party arising out of or in connection
with the final report or any part thereof.

Given the non-availability of data, information and records, the results of KPMG's work
regarding review of transactions could not be completed in a few areas and such details
are set out in Section 2.2. KPMG's final report and comments should not be considered as
a definitive pronouncement on any individuals or companies.

While performing the work, KFMG assumed the genuineness of all signatures and the
authenticity of all the documents received by KPMG from information sources. KPMG has
not independently verified the correctness or authenticity of the same unless specificaily
stated.

KPMG'’s final report may make references to KPMG's analysis; this indicates-ansiy-that
KPMG has (where specified) undertaken certain analytical activities on gﬁlgﬁéﬂi{ing
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data to arrive at the information presented; KPMG does not accept responsibility or
liability for accuracy or the completeness of the underlying data provided by information
SOUrces.

2.1.10 KPMG has set out the sources of information obtained from the public domain® or
external sources. KPMG has obtained information, as far as possible from sources
generally considered reliable and assumes no responsibility for such information.

2.1.11 All amounts mentioned in the report are in Sri Lankan Rupees (LKR) in million unless
otherwise specified. Amounts mentioned in the report and annexures have been rounded
off, unless mentioned otherwise.

2.1.12 The scope of work performed by KPMG under this engagement was as required in the EL
at that time. This report is based on information and evidence obtained as a result of
work completed until 20 October 2019.

2.1.13 By reading this report, the reader of this report shall be deemed to have accepted the
terms specified hereinabove.

2.2 Restrictions and Limitations Q

2.21 We bring attention of the reader to the key restrictions and {imitations to our work. Refer
Annexure 1 and Annexure 2 and paragraph 5.8.

X
QQ
K\\{O
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Background

Background of the engagement

A Presidential Commission of Inquiry {PCOI) was appointed to investigate and inquire
into and report on the issuance of treasury bonds during the period 01st February 2015 to
31st March 2016. Some of the transactions were identified and highlighted by PCOI which
indicated inappropriate practices leading to loss to the country and damage to CBSL's
reputation.

The PCOI in its report highlighted the following in Chapter 18 {Refer Exhibit 1} as follows:

“It is in public domain that during the periad priar to 2015 (prior to the PCO! mandate),
especially during 2010 and 2011 the EPF, which comes under the direct control of the
Monetary Board of the CBSL, is said to have been involved in questionable trading
activities on the Colombo Stock Exchange.

There were allegations made in the public domain that the EPF egiga
Transactions in Shares in Companies such as Piramal Glass Ce
(Lanka) PLC, Laugfs Gas PLC, Ceylon Grain Elevators PLC

during this period and that some of these Transactionssrg
and Dumping ™ and “market manipulation”. These
knowingly acquired shares which resulted in the EP

in large scale
C,MGaladari Hotels
d Company PLC
e irference of “Pumping
gations that the EPF
ing substantial losses”

In view of the above, as per recommendations N’COI in Chapter 33 (Refer Exhibit 2)
of the PCOI report, the necessity to examine the actions entered by the EPF on the
Colombo Stock Exchange was highlighte BSL appointed KPMG, as per EL dated
16 April 2019, “to investigate investm n@mployee Provident Fund in equities/shares
frorn 1998 to December 2017 and s er following areas relating to every investment
or divestment in listed and unlist es (including preference shares) with a value
exceeding Rs 10 million og a gin, y' i

&\erms of Reference {TOR) in the EL provides the scope of

C
@ The scope of work has been reproduced below:

work and the related section reference

Scope of work

Paragraph 2 of Do
work for the e

Table 1: Sco

Scope | Scope of work? Final
reference Report
Section
reference
Study all applicable investment and trading guidelines and investmant | Section 6
policies with respect to equity investments by EPF during the period
under review
2.2.2 Examine the processes in which investment decisions were made Section 6§
during the period under raview highlighting any changes made to the
investment decision making process and identify under whose
| authority such changes have been made

? As per the CBSL appointed KPMG Sri Lanka which in turn appointed KPMG India. CBSL, due to confidentiality
reasons, did not want any Sri Lankan national to be warking on this engagement hence the role of KPMG Sri
Lanka was limited to facilitating the contracting set up.
! Scope of work as per Paragraph 2.2 of Document A in the EL dated 16 April 2019 -##:R#E-‘-‘\\
egio
/G Sf@\ )
Q /Ladr'\ Excelus
15t Fior,
Apoi!o Miis Gempound
N K. Josti Marg
Mahalakshme,
Mumba:-400 011,
Ind1
#
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Scope of work?

Identify any instances of non-compliances with applicable guidelines
and policies and identify the officers responsible for such non-
compliances

Final
Report
Section
reference
Section 7,
8,9 10
and 12

2.2.4

With respect to equity investments which have incurred losses to EPF
during the period under review, examine the following:

1. The decision-making process relating to each investment and
divestment {(where applicable} thereof, identify any instances of
non-compliance with applicable investment guidelines and
policies, identify officers /authorities responsible for any
noncompliance

2. Examine if any feasibility study or proper market analysis was
conducted along with market research atc. and rationale given for
invastments in such equities and whether the inforrmation ig such
reports were reasonably complete and accurate

3. ldentify persons/entities from whom and at what prigé h res
have been purchased by EPF. Compare such purchase prices with
the markat prices {or valuation) at the time of pyrchase@nd
examine if EPF has made prudent invest ’ % s based on
the information available at that time

4. Identify persons/entities to whom and atWhat price such shares
have been sold by EFF. Compare :&%ﬂe pricas with the market

prices (or valuation) at the time d examine if EPF has
made prudent decisions based,gn information available at that
time

5. Quantify the loss for each @:’nv&srmenr

6. Identify the person -] s responsible for the investment or
divestment decisi examine whether or not such person or

persans have % hin their delegated authority and identify

rocess has not been followed in making

2.25

226

Section 7,
8,9 and
10

5 d been submitted and if so the persons involved in
faking thetelevant racommendations

Section 11

Wabllate the Monetary Board decisions with respect to investments in
es of unlisted and CBSL regulated entities and identify significant
changes effected to invesiment policies from time to time and the
rationale for the change

Section 6
and 11

227

Identify instances where voting rights in shares have been exercised
{or proxies filed) apposing the recommendations of the boards of
directors of investee companies and the basis and authority for such
decisions.

Saction 12

2.2.8

Exarmnine reports of the Auditor General {AG) on the audits carried out
with respect to the EPF for the financial years from 1998 to December
2017 {or latest available period} and examine the queries raised by AG.
Examine if adequate action has been taken by EPF to address the
cancerns raised by AG. If these are not covered under 2.2.1to 2.2.4,
identify the persons responsible for the queries raised by AG

Section 13

2.2.9

Examine whether there appears to be any collusion between officers of
EPF and any other external parties which has enabled certain external
parties to earn extraordinary gains or has resuited in EPF incurring

\ losses from its investing activities

All
sections

Source: Terms of reference in the Contract dated 16 April 2019

x
Ap
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The period of investigation as per the terms of reference was 1 January 1998 to 31
December 2017, hereafter referred to as ‘Review Period'.

Engagement administration and timelines

To oversee the functioning of the investigation and assist in ensuring smooth conduct of
the investigation, the Monetary Board (MB) appointed the Forensic Audit Monitoring
Committee {FAMC) which composed the honourable Chairman, Members and Observer:

Table 2: FAMC composition

Name Role
Mr. A. N. Fonseca Chairman, Monitaring committee
Mr. C. P. R, Perera Member of the Monitoring committes
Ms. Anusha Mohotti Meamber of the Manitaring committee
Ms. L. 5. |. Jayaratna

Source: Minutes of the meeting with the FAMC

The Investigation progress was updated to the FAMC regul
September 2019. The data availability was a limitati
was regularly apprised about the evolving thematic
impacting the investigation, and appropriate gui

7 May 2019 k off presentation — engapemant plan and proposad

timelines

2 21 May 2019 Update on the preliminary work done and approach for

review of wvoting rights and Auditor General's
observations

3 12 June 201 ate 2 - Update on the work done for Unlisted equities and

Policy reviews

4 2 Julg2 Update 3 - Update on the work initiated on the Listed equities

- Issues noted in the IT infrastructure at EPF

- Agreeing on the cutoff dates for receiving data on the
Policy, unlisted and voting work streams

5 17 July 2019 Updata 4 - Observations for Unlisted aquities

1 - Legal issua in sharing counterparty data was updated
to FAMC by Board Secretariat team

- Considering the delays in obtaining data from EPF,
interim report date was extended

6 31 July 2019 Update5 | _ Challenges faced in obtaining CSE counterparty data

was discussed

- Impact of not having counterparty data was explained
to FAMC

7 22 August Update 6
2019

- Cut off for all the data to be received was discussed

Lodha Excelus
151 Flogr v
Apollo Mills Compound

1 N M. Joshi Marg, |

M Mahaiahshimte, |
Mumbai-00 411
India /f
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Meeting No Objective of the meeting/ key discussions

8 24 September | Update7 | . FAMC was briefed about the interim report structure
2019 and findings
- Overall engagement timelines were discussed
=) 6 November | Update 8 - FAMC was prasanted the key obsarvations in the draft
2019 et
Source: Minutes of the meatings with FAMC

On 2 July 2019, following three additional members, who assisted the PCOI in its
investigation, were added to the FAMC to assist the FAMC.

Table 4: FAMC Additional members

Name Role
Ms. Sureka Ketawala Additional Member assisting EAMC
Mr. D L Nihal Additionat Member assisti MC
Mr. P W Wickumnsiri Additional Member as C

Source: Minutes of the meetings with the FAMC

Ms. K. M. A. N. Daulagala, {Assistant Governor, Board’Secr t) was appointed as the
official point of contact for the investigation and wassupparted by Ms. Chandima Perera
and Mr. A. A. Pradeep® The Board Secretariat d as L's point of contact for
facilitating this investigation. We place on rec r appreciation for the support
provided by FAMC and the Board Secretariatdu this engagement.

According to the EL, broad timelines for rk were as under:

at CBSL

rt (4 months of fieldwork)

- 7 October 2019 - &a@ months of fieldwork)

- 7 November 201\ port {6 months of fieldwork}
0

A summary of the k rs'that held up the work and have impacted the overall
aZ

- 7 May 2019 - Engagement ipiti
- 7 September 2019 - Interi

engagement tigeh set out in Annexure 3. The most important factor which led to
field work ex on months was the non-availability of trading data for listed
transactions offa timely basis with certain relevant data field (e.g., counterparty details).
It was understood that the delay was primarily due to resolution of the legal aspects
involved in sharing of the data by the Colombo Stock Exchange {CSE).

Dr. Indrajit Coomaraswamy {Governor, CB5L) was also apprised of the engagement
progress on 15 May 2019, 12 June 2019, 31 July 2019 and 22 August 2019. In the meeting
dated 22 August 2019, Dr. Indrajit Coomaraswamy and FAMC were apprised that the field
work will be completed, and the interim report would be submitted on 30 September
2019 without counterparty analysis for listed transactions and it would be a significant
limitation to the work. After this meeting, counterparty information was received from
CSE on 23 August 2018, and has been considered for further analysis.

The Interim report was submitted on 1 October 2019. The findings of the Interim report
were presented to the members of the Monetary Board on 10 October 2019. Comments

B4 ﬁt{ﬁﬁ- ar leave.
Lodra £ s

odrd Excelus ™ i)

1st Flcor o
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were sought from CBSL on the Interim report and received on 14 Oct 2019. The
engagement team discussed the comments with CBSL.

Post submission of the interim report, various procedures, such as interviews, analysis of
listed investments, additional fieldwork, etc., were performed as necessary, and their
findings have been included in this report.

Refer Annexure 4 for details of availability of EPF employees for interviews and Exhibit 3.1
to 3.28 for minutes of the interview conducted with the EPF employees.

Engagement reporting and deliverables

The EL {Document A, Paragraph 3: Deliverables) defined the minimum requirements that
were to be addressed in the report. Based on the requirements, an outcome matrix has

been provided in Annexure 5. *
{This e ivintentionally left blank)
\\

Lodha Excelus
1s1 Fioer

N M, Joshi Masg

Mahatakshmi
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4 Executive summary
The exacutive sumimnary is not intended to be all-inclusive.

4.1 Background

4.1.1 The Employees’ Provident Fund (EPF} is the largest superannuation fund in Sri Lanka with
18.60 million member accounts and approx. 86,200 employers as of 31 December 2018. 1t
receives a monthly contribution of approx. Sri Lankan Rupees (LKR) 12 billion and its
assets under management are LKR 2.29 trillion as on 31 December 2018. It deploys the
contribution mainly in treasury bonds (~92%) and equity investments {~3.30%].

4.1.2 The Monetary Board of Central Bank of Sri Lanka (MB), the custodian of the monies of the
EPF had appointed an Investment Committee to look after day-to-day activities of EPF's
investment function. The investment operations are guided by the Investment Policy
Statement {IPS) and the Investment and Trading Guidelines {ITG). as introduced in
2001 and ITG in 2007. IPS and the ITG were revised in 2011 wi pptoval of the MB.

4.1.3 The EPF is headed by its Superintendent, who is responsib
operations. The investment activity was exclusively
Division (FMD) which consists of the FO, Middle offi
Risk Management Division (IRMD) was introduQZ

seeing its
the Fund Management
and the Back office. Investment

to lock after the compliance of
transactions executed by the FMD.

4.1.1 In April 2019, MB appointed KPMG*® to in
1998-2017 {'the Investigation’). The Sco
investment/divestment in equities wi

te EPF's transactions during the period
ork (SoW) included review of the
ic focus on transactions above LKR 10

million, analysls of the voting by ainst its investee company proposed resclutions
in AGM/EGM, review of actio y EPF on Auditor General's (AG) annual reports and
identify collusion {if an B dividuals (refer Paragraph 3.2 for detailed Sow).

4.2 Overall operating environment at the EPF

4,21 During this in

‘the prevailing operating environment in EPF, its control

procedures @ heMprevailing practices were enquired into. To investigate an
allegation, do entary evidence {which includes digital evidence that could establish
communication patiern, or any inappropriate practices such as existence of collusion
within the department or with outsiders, etc.} is required. Further, abtaining information
from personnel alleged to have been involved in such transactions is also required.

4.2.2 Certain documents containing critical information required to verify transactions and
validate their rationale for decision making were unavailable. Some key examples® are:

- Suppeorting information for investment in unlisted shares prior to 2007.

- Transaction data from SAP for the period prior to September 2006.

- Investment committee’s minutes for four years”; which impacted review of 85
transactions out of a total of 4886 transaction above LKR 10 million.

engagement
® Refer restrictions and limitations for complate details
" IC minutes ware unavailable for 1998, 1999, 2000 and 2003
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- Deal tickets and settlement sheets for the period prior to 2008 and a few for the
balance period under investigation; thereby impacting dealer identification at EPF
initiating such transactions.

- Complete list of voting rights exercised by EPF. AG's report for 1998 and 1999 and
action taken report for the period under review.

- Absence of policy for empanelment and performance evaluation of brokers.

Some key IT and other non-financial controls were missing which impacted the
availability of information relevant to this investigation. The key examples of these
controls and information included:

- Non-availability of emails for EPF employees for the period prior to 2012, and
absence of litigation hold?® prior to June 2017.

- Computers used in the EPF department were not mapped to specific employees.
Hence, identification of computers for imaging (for specific employee)} was not
possible and all the existing computers of FMD had to be imaged; old computers
were unavailable for review.

- Voice recorder control was not implemented in EPF
observed that many transactions were basis verbal ig

- Computer of the former Governor, Mr. Ajith Ni

- Two known iPads used by former Governor Mr. Arjiina Mahendran were obtained

for forensic imaging. However, the user pro entials for the iPad were not
available with the IT department. Hence, fiitensic imaging {for extraction and review

of data) for the same was not possible
Through CBSL, a questionnaire related t Qeviations identified during the

fieldwork was shared on 3 October 20 ormer Governor Mr. Cabraal, and for a few
specific points with former Govern rjuna Mahendran. The responses to the
guesticnnaires have not been re p to 5 November 2019. An in-person meeting
with Former Governor Mr.Ca r s also requested but could not be conducted due to

his claimed non-availab%
Engagement timeli &
KPMG starte rk in May 2019 with a planned completion of August 2019 for

submission rim report. Various factors?, mainly information delays pertaining to
data related to listed transactions, impacted the project timelines. An interim report was

8 Litigation hotd on server emails creates a backup on the server for emails deleted by the usget 4 utar

¢ Paragraph 5.8 and Annaxure 3 ‘,\\C‘) -'-“'i :
Q '/ Lodha Excelus O %
- 1st Fipor, "%

| Apolio Mils Compound
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submitted on 1 October 2019 (for the fieldwork completed till 24 September 2018). Draft
report was issued on 28 October 2019.

Since the counterparty data for listed transactions was provided on 23 August 2019, the

fieldwork was extended, and the final report contains outcome of additional work done til
5 Novernber 2019.

Reporting requirements

In accordance with the EL, the minimum requirements to be reported (refer Paragraph
3.4.1) are summarized below:

- Results of the investigation for the identified areas of work ({including non-
compliances)
- Malpractice/irregularity/non-compliances resulting in financial loss caused to EPF

- Contractual obligations carried out fraudulently/reckledsiy/negligently or
irresponsibly resulting in financial loss to EPF

- Non-compliances/disregard of procedures led t properfirregular or
discriminatory award of contracts

- Were procedures adopted to result in obtaini ;@1 ice or benefit for the
EPF

- Person(s) responsible for the acts which havé\gesulted in financial loss caused to

the EPF
- Obstruction or prevention of inquiry Q& resulting in financial loss caused to

the EPF (if yes, persons responsible
Based on the work performed, the key fi from the investigation have been

summarized below.

Summary of key findings¢ %

Policy and process \\

Investigation re ea% arious activities in EPF, including investment in trading or
io e

investment performed without express approvals or mandate in the
IPS/ITG. Key iations that were noted are:

- Portfolio level breaches and breach of individual security limit and trading limit,
- Investment transactions without IC/MB approval

- Daviation from IC plan for execution of transactions

- lrregularities in addition of companies to the ASL

- Investments made without adequate analysis

- Unsigned deal tickets and settlement sheets

- Investment in unlisted equity without express provisions in IPS/ITG and approval
of Monetary Board (e.g. investment of LKR 500 million in Sri Lankan Airlines in
2010, investment of LKR 1000 million for Sri Lankan Catering).

- Investment of LKR 1539.44 million"' in five banking shares based on
instructions/approval from the Governor during 2009 and 2010.

1% Refer Paragraph 10.4
* Refer Paragraph11.3.3 for details

Lodka Excelus
181 Floor, -
Apallo Mitls Compound,

N. K. Joshi Marg.
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- Statement of economic interest submission by EPF employees was withdrawn'2
and potential dealing on personal account by four employeses of FMD/EPF was
noted.

- Voting records were not maintained by EPF for AGM/EGMs.

45.2 Investment in unlisted shares of banks was allowed in 2001 and listed banking and
financial stocks was allowed under IPS 2011. During investigation it was identified that in
various MB meetings'?, it was highlighted that EPF should not invest in shares of banking
and financial institutions as CBSL is the regulator for the sector. However, investment of
LKR 1538.44 million, prior to 2011, in five listed banks was in violation of the prevalent
IPSATG.

453 Basis documentary evidence, it appears that the investment in five listed banks was
based on instructions of former Gavernor Mr. Ajith Nivard Cabraal. These investments
were subsequently ratified by IC and MB (Governaor is the Chairman of the MB). Though
the investment was in violation of the prevailing IPS and ITG, no discussions were noted
in the minutes that provided the rationale for the investments wij r approvals of
IC and MB. Further, no approvals were available on record for nveéstment of LKR
463 million* in three non-banking financial institutions.

4.6 Investments in listed companies

4.6.1 Analysis of the investments in listed companiesﬂg the Review Pericd was conducted
and zall transactions {investment or divestme LKR 10 million on a day were
reviewed for adherence to relevant IPS/ITG. ‘Additionally, analysis of investment in 19

companies was conducted which were I@a ng {i.e. realized loss on sale or
investment or impairment loss was 1, n the EPF's books of accounts) or were

named in the PCOIl report.
4.6.2 The overview of the transgcti uted by EPF during the Review Period and
and investment outcomes is given below,

bifurcated by transactio\e
Table 5: Summary of iflvestment in listed companies

EPF Count a Count of total Value Transactions Value Non-
investments < companies transactions's {LKR above 10 {LKR compliant

million) million million) transactions

Loss making 57,966.22 62,948.65
transactions
{including
three!®
SCrips
named in
PCOI report)
Two'” non- 2 287 5,101.85 144 4,745.59 12
loss making
scrips in
PCOIl report |

'? Refer Paragraph 8.2.14

" Meetings dated 3 March 1398, 7 April 1998 and 7 April 2009

'4 Refer Paragraph 11.3.2 Reg : .
la”

S Transactions include purchase as well as sale transactions / ,@6 @r\
'® Ceylon Grain Elevators PLC, Galadari Hotels {Lanka) PLC and Brawn and Company -‘cﬂ;& RG 1'%‘
181 Ficor By

7 Laugfs Gas PLC and Piramal Glass Caylon PLC

Apcllo M P
N M. Joshi M
Mahala
1fum
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EPF Count of Count of total Value Transactions Value Non-

investments companies transactions'® {LKR above 10 (LKR compliant

million} million million) transactions
Transactions 9 1,460 | 29,023.71 660 | 27,321.98 208
in CBSL
regulated
entities
Other 56 10,968 | 58,673.89 [ 2,520 | 46,163.08 386
investments 1
Total 84 17,080¢ | 150,764.77 | 4,886 | 131,179.30 799
Source: CSE data and the SAP data provided by the client and KPMG's workings

Details of non-compliant transactions related to other investments in 56 companies hava
been provided in Annexure 6.

Listed investments of EPF highlighted in PCOI report
Brown & Company PLC (Impairment loss of LKR 1304.24 million)

EPF incurred a total impairment loss of LKR 1304.24 million in B

shares) and additionally on 31 December 2017 {LKR 203.97 fillig

loss was booked by EPF on 31 December 2015 {LKR 1100.27 mi
i.e. 6.66 million shares). Both of these impairment logses i .

million shares purchased by EPF on 27 July 2011 am

received a dividend of LKR 31.45 million during

A single investment of LKR 737.59 million o
share. The counterparty to this transacti

domain information, was a promoter of
(delisted by CSE due to certain nons

not pre-approved by IC, n®
purchase transaction an

iances).

n
ided losses on the 2.5

to LKR 737.59 million. EPF
eview Period.

>

is impairment
r 6:66 million
the same quantity

011 was at a price of LKR 290 per

r. S.H.M. Rishan, who, as per public
use PLC, another company listed on CSE

f MO was available to determine the pricing for the
ticket for the transaction was unsigned hence dealer
could not be identified. It was a crossing*® transaction and

During review of documents rge 0 Brown, it was observed that the transaction was

LKR 985 million in shares of CGE was made through ‘Crossing’ transactions on two dates,
i.e., 4 March 2011 and 15 March 2011. Both the transactions were not in the IC's weekly
plan and were subsequently ratified. The major counterparty to these transactions

(approx. 95% of the purchase) was Perpetual Capital Private Limited (PCPL). The

transaction was executed by Mr. M.S5.M. Husam (Dealer} and he stated “he did not
remember the events and the superintendent at that time could have asked him to

4 88 transactions were accounting entries in SAP for impairment, apening balance as on 31 August 2006, name
change entries and transfer from one ledger to another, hence excluded fram the above count to avoid double

counting.

'® Negotiated trades executed on the stock exchange

Project Diamond Final report 7 November 2018 (FA3).
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execute the transactions”. EPF incurred an impairment loss of LKR 651.91 million on the
investment in CGE and earned a dividend of LKR 25.02 million during the Review Period.

PCPL was counterparty for 4.75 million shares. Out of 4.76 million shares, PCPL would
have earned a potential profit in the range of LKR 236.05 million to LKR 302.56 million for
1.99 million shares'®. Additionally, PCPL was counterparty for 2,76 million shares and its
acquisition cost is unknown hence the profit/loss impact cannot be computad.

The Superintendent at the time of the investment informed that “ the Governor explained
and convinced that this is a viable project considering prospects and poultry sector was
flourishing”. A former Additional Superintendent during the time informed that “this
investment was a management decision®™” whereas a former Deputy Governor at that
time said that he “would never (approve) the investment in Ceylon Grain Elevators, due
to its prevalent high price”.

Galadari Hotels Lanka PLC (Impairment loss of LKR 620.62 million)

Investment of LKR 801.11 million in the stock of Galadari was dofféN]

May 2010. These shares were purchased through crossing tran % at’a price of LKR
34.00 per share, which was the highest price prevalentin t @ keton these respective

days. Deal ticket and settlement sheet for these tradgs is ngt'a¥ailable hence the name of
the dealer executing the transactions cannot be determi

2 May 2010 and 31

The investment rationale was not available in th%uments available and no evidence
of financial analysis was available. Galadaria ss-raking company at the time of
investment.

From review of documents, it was o at both transactions were executed on
instructions of the MB, without pgibrapproval of IC and the transaction was ratified by IC

on 14 May 2010 and 2 Jun 201 e were ratified by MB on 15 June 2010. Further,
these transactions were nﬁi‘ he IC weekly plan and potentially resulted in losses to

EPF and a potential gain awaloka Hospitals Private Limited’.

The counterparty togog e trades was observed to be ‘New Nawaloka Hospitals Private
Limited. A n i as observed, which reported that “According to Nawaloka
Hospitals D hatrman and Chief Executive Officer Jayantha Dharamdasa it has been

“a great relie r them to get rid of the “burden" %,

Laugfs Gas PLC (non-loss making and named in PCO! report)

EPF invested LKR 2789.51 million in the shares of LGL during the Review Period. Of the
total investment in LGL, 8 major portion amounting to LKR 1584.00 was transacted on
CSE (33 million shares} on 10 October 2011 at a price of LKR 48 per share. EPF earned a
dividend of LKR 662.72 million in LGL during the Review Period.

The shares were purchased at a price of LKR 48, which was higher than the average
prices on the transaction date as well as average prices 30 days prior and subsequent to
the transaction date. There was a wide variation {16%!} in the price of LGL on the trading

% Refer paragraph 9.4.17 for detailed calculations
2 In an intarview, ane of the employees informad KPMG that “top management” “would mean the Governor and

the Deputy Governor”. Refer paragraph 9.4.22
M Refer paragraph 9.5.16
Reg;
G =dls,
N S
FQ '/ Logha Excelus ‘5’\
< 1st Flgor =

22 Refer paragraph 9.5.17. This information could not be independently verified
Apcilo Mills Cumpound
N M Jostu Ma 1
Mahalakshm,
Mumba-400 011
India
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day immediately preceding date of purchase by EPF. Subsequent to the purchase on 10
October 2011, the price of LGL witnessed a fall to LKR 34.00 levels by 25 November 2011.

From IC minutes, it was observed that LGL was recommended at a price of LKR 40 - LKR
45. MO had calculated the price range for the share, and we noted certain details were
not matching up with the available balance sheet used for price calculation®. Purchase
price per share of upto LKR 48 for 33 million shares was approved in I[C meeting dated 5
October 2011. However, on such purchase the share holding limit would have breached.
No approval for such breach was taken in the IC and it was subsequently ratified in IC

meeting dated 18 April 2012. We noted that majority of the IC members were same in
both the meetings.

The trade was executed through crossing transaction on CSE and the counterparty was
the holding company of LGL i.e. Laugfs Holdings Limited. Information published in
media?® indicated that post the purchase by EPF, share prices started te drop and Laugfs
Holdings Limited started to repurchase the shares of LGL.

Current and former employees were interviewed and explained
EPF by the holding company of LGL and a presentation wa
employee indicated that “the company called back agd offeredshares at a price of 48.
This was consulted with the governor and he agreed\that itjwas a fair price”. Further
another employee stated that “it might have bew that the Governor would have

letter was sent to

instructed the S/EPF to purchase at that price”

Piramal Glass PLC {non-loss making and named imPCOI report)

i @ by EPF in Piramal Glass. A dividend of
iMPiramal Glass during the Review Period. There

-compliant with IPS/ITG. No justification in
ere purchased/sold, was available in the

relation to the price at thch,
documents. No evidenc%\g n to analysis of the company were available.
c

Key listed loss-maki ompanies

An amount of LKR 791.32 million was
LKR 186.71 million was earned by
were eight transactions, which w

Colombo Doc 'f irment loss of LKR 1868.73 million}

Majority of t vestment of LKR 2220.81 million in Colombo Dockyard was on two days
i.2. 30 June 201Mand 24 Navember 2010. Both these were crossing transactions. The
largest counterparty to the trade on 30 June 2010 was ‘Horizon Representation of
Companies LLC'. Prior approval of IC was not obtained before executing the transaction
on 30 June 2010 for 6.89 million shares.

The IC ratified the investment and the rationale was “as per instructions of the
management, EPF purchased 6.83 million shares of dockyard at Rs. 280.00 per share on
30 June 2010". No documentation was available to assess how the price was determined
for this purchase.

For certain transactions, transaction execution documents such as order placement
sheets, trading approval forms, deal tickets and settlement sheets were not available for

2 Refer paragraph 2.6.11.
24 This information could not be independently verified.
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review, hence, the persons executing and approving the transactions could not be
identified.

Price movement analysis indicates that the scrip price in June 2010 was around LKR 280
and went up to LKR 298 on 8 Oct 2010. Thereafter the price came down and another
purchase was done on 24 November 2010 at LKR 292. In the subsequent months (upto
June 2011) the price was range bound between LKR 245 to LKR 295. An employee stated
“in line with the port hub concept the investment was made. Number of projections on
the port's usage were calculated and according to his views, the investment was
projected to be profitable”.

Bukit Darah PLC (Impairment loss of LKR 1707.18 million)
EPF invested LKR 2293.81 million in Bukit during the period January 2011 to May 2015.

The price movement in Bukit showed a downward trend from September 2015 leading to
impairment losses being recorded. It was observed that MO analysig toydetermine the
price range was not available in the documents provided for revi

The initial purchase in Bukit was without the approval of IC vidence of analysis
conducted on this company was observed in the avai ents. One of the dealers
during the time of investment in Bukit informed that{ BukitfDarah was not
recommended?® by the MO for investment”, Anothe ent was provided that “it
was a company having good prospects and the%ormance mainly depends on their
investments in Palm oil plantations in Malaysfa,
volatility in the commodity prices”. @
o

rone to fluctuations arising from

Carson Cumberbatch PLC {Impairme LKR 1625.64 million)

EPF invested LKR 2581.36 milliong s0n, first transaction being executed in October
2010. On examination of cou ies to EPF transactions, it was observed that an entity
by the name Thurston Inv8 imited was the major counterparty one of the trades
of EPF and comprised a ely 40% of total counterparty by value. ltwas a

crossing transaction.

From inform @ed in media articles, it was observed that an entity named
Thurston In nts Limited is owned by Mr. Kattar Aloysius (Grandfather of Arjun
Aloysius]. In the absence of KYC details of counterparty, we are unable to confirm if
counterparty is same as the entity owned by Mr. Kattar Aloysius.

Investments in unlisted companies

EPF invested LKR 11,042.63 million® in 17 unlisted companies during the Review Period.
Financial highlights of the investments upto 31 December 2017 are;

- Nine investments aggregating to LKR 277 million, gave dividend income of LKR
66.59 million and capital gain of LKR 111.20 million on disposal.

- Eight¥ investments aggregated to LKR 10,765.63 million and were held by CBSL as
on 31 December 2017. The breakup is:

 No documant was availabla that corroborated that it was not recommended / e

* Refer Paragraph 7.1.1 for the detailed list of transactions 0 R_e_ Y
¥ One of the investments in Fitch Ratings Lanka Limited was below the threshold of L f .}@)ﬂm—nn '\r
[ v \\
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o |Impairment losses of LKR 500 million were recorded on investment in
SLA and it is currently held at nominal book value of LKR 100.

o No returns accrued on total investment of LKR 1,290 million in three
companies.

o Three investments aggregating to LKR 8,975 million, gave dividend
income of LKR 6,394 million.

During the analysis of the information provided by EPF, multiple IPSATG violations were
observed. Key issues are as follows:

- Investment of LKR 4,475 million?® by EPF in unlisted companies prior to 2011
despite absence of any policy guidelines {Unlisted companies other than Banking
companies). Two of the said investments were approved by the MB whereas
investment in SLA was ratified by the MB. Out of these, investment of LKR 500
million in SLA has been impaired.

- In case of four unlisted instruments in banks (Commercial Bank, Uva Development
Bank, Wayamba Development Bank and Rajarata Developm nk), the
investment was done prior toc MB approval {in 1998-29) af a bsequently

- For Commercial Bank's 11.25 per cent Preference Sh @ invgstment was based on

Governor's instructions.

- Policy violations were observed in case of thr@e unlisted companies {SLA, SLC and
CHPL) where EPF had invested an amougt of L ,600 million. Entity wise issues
noted are set out below.

Investment in Sri Lankan Airlines Limited (SEA)

On 2 July 2010, the IC had approved inv
of proposal letter from BOCon 6 J
Planning was addressed to BOC

t of LKR 500 million even prior to receipt
. The Letter from Ministry of Finance and
not mandate any investment by EFF. The
investment amount of LKR 50 was transferred on 13 July 2010, before ratification
of the investment from MB %gust 2010.

Evidence of analysis pﬁx‘x by the MO as per prevalent guidelines was not available,
No apparent cogni the fact was taken that SLA was a loss-making entity even
before the in e s made and had an accumulated loss of LKR 2.71 hillion as on
31 March 20 d the loss in the preceding year i.e. 2009-10 was LKR 2.70 billion®.

Interviews with available former employees of EPF and CBSL revealed that the
investment in SLA could have been in 'national interest’ and with instructions from the
‘top-most level'.

Investment in Sri Lankan Catering Private Limited (SLC)

Investment in SLC was made despite MO and IC recommending against investing in
Preference shares of SLC. MO highlighted multiple concerns based on analysis of various
factors. Former Governor Mr. Ajith Nivard Cabraal met with SLC and facilitated the
decision-making process and discussions with SLC related to the investment. A former
Deputy Superintendent of EPF explained that a presentation was made by SLC to EPF, in

 West Coast Power Limited, Sti Lankan Airlines Limited and Sri Lankan Catering Limit 6 -
* Refar Paragraph10.4.7 for the details on Sri Lankan Airlines Limited {
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which, Former Governor, Mr. Ajith Nivard Cabraal also participated. In his view, the
decision may have been based on instructions from the government.

4.9.7 Concern raised by MO initially regarding board resolution by SLC for issuing Preference
shares first to the parent company ‘SLA’ by reducing general reserves. Thereafter, buying
back 40% of existing equity shares from SLA by reducing debtor balance recsivable from
SLA was potentially not included in the board paper presented to the MB for investment
approval.

Canwill Holdings Private Limited (CHPL)

4.9.8 The MB approved investment in CHPL and no evidence of IC approval was available.
Investment in CHPL was made despite multiple concerns raised by IC and MO in relation
to financial and legal aspects. The investment {42% of CHPL's issued share capital} was in
breach of limit of 10% laid down for investment in equity shares of a particular company,
which requires IC approval.

499 Former Governor Mr. Ajith Nivard Cabraal gave inputs for change
shareholder agreement, attended few meetings with CHPL @ te

team involved in the decision-making process for the L
6f EPF/CBSL) associated with

was not in favour of submitting the

d be'made in the
acted with the EPF

4.9.10 The available individuals (Former and current e
investment in CHPL explained that EPF departm
proposal. Ms. C. Premaratne™ stated " EPF dép nt was not in favour of submitting
the proposal and it was not a very prudeptsi tment considering the risks and returns
according to her and the EPF departm twas also explained that IC was not in favour
of the proposal, but the investmentaswas'made based on MB approval.

4.10 Safeguarding EPF’s intere

4.10.1 EPF had made certain i - which appear to be on the basis of instructions from
personnel outside CB of these investments were stated to be in “the national
interest”. Howevergduetg such investments, EPF member funds have been deployed
which havea n gains. Further some of the investment in listed companies
were made t adequate price evaluation and have led to losses. Some of the scrips,
basis the priceSmovement in ASPI and other factors, indicated unusual movements and
EPF/CBSL employees have raised concerns about these trades.

4.10.2 Safeguarding EPF's interest was potentially not ensured post investment in Cargill’s
Agricultural and Commercial Bank Private Limited. It was noted that no director was
appointed on the board of the Bank despite a clause in the shareholders’ agreement. In

% Deputy Governor in-charge of EPF at the time of the investment Apollo Mils

N M. Joshi Marg
) Mahal

I'f. \ Mympar480 01
W
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addition, no director appointment clause was included in case of agreement of Weligama
Hotel Properties Limited.

No returns were received by EPF on investment in Cargill’s Agricultural and Commercial
Bank Private Limited, Weligama Hotel Properties Limited and Jetwing Symphony Limited.

Voting rights

Investigation revealed that the EPF department did not have internal controls for the
following key elements:

- ldentification of all the AGMs in which EPF is required to vote;

- Tracking of voting by EPF in AGM/EGM of investee companies;

- Status update from officials after voting as proxies in AGM/EGM; and
- Appropriate record keeping of the voting rights exercised by EPF.

The IC in its meeting dated 23 March 2011 decided to vote ‘for’ the ointment of the
director in Commercial Bank of Ceylon PLC in AGM dated 30 M 01N However, EPF
voted in contravention to the decision of the IC. No rational ided for such
contravention. 6

EPF purchased five million shares of Commercial Bafik of Ceylon on 28 March 2011 and
29 March 2011, i.e. just prior to the AGM and E he 0 March 2011. This purchase
was in deviation of the IC approved quantity (2% shares}). The purchase may have
aided EPF in accrual of additional voting rights j rior to the AGM and EGM since EPF's
shareholding in Commercial Bank of Ceylemintreased from 7.07% to 8.50%. A former
Assistant Governor in charge of EPF @ that there could be an attempt to influence
the selection of a Board Member thegughythe government ownership in EPF collectively
with other government entities.

company. Neither any nor rationale for voting against was available in the
documents provided fofinvestigation. Out of these five cases, four cases related to re-
election of director, réfas one case related to changes in Articles of Association.

Five cases were noted whe ted ‘against’ the resolution proposed by investee
| \fi

During inte with some of the individuals associated with the cases of EPF voting
against resolutigns, it was explained that they received instructions from higher
management (Deputy Governor) to vote ‘against’ particular resolutions. One of the
former employees also informed that a person from the Ministry of Finance had called
him twice to advise him to vote ‘differently’.

As per the minutes of the Monetary board papers™, EPF was restricted from buying
banking stocks due to conflict of interest between CBSL as the banking regulator and the
CBSL as its shareholder. It was noted that participation of EPF as a shareholder and
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voting against appointment of directors in banking sector appears to be a potential
conflict of interest.

Comments on observations in the Auditor General’s reports

The AG's observations were reviewed based on available documents provided by EPF.
However, only partial information related to the responses to observations was made
available. Further, EPF informed that it is not able to provide the names of officers and
their respective departments responsible for the resolution of the AG's observations. EPF
did not have a control mechanism in terms of Action Taken Reports (ATRs) vis-a-vis
Auditor General's observations.

Statement of economic interest

As per IPS 2001 and IPS 2002, IC members, Fund Management Unit staff and investment
related staff were supposed to submit a statement of economic intere§t to disclose all
potential investment and business interest for themselves and thei ediate family
members to the MB through IC on annual basis. This requirem s removed in 2011
and was reinstated in the revised IPS 2018. QI

Human Resource and Board secretariat departmentsfhave i ed that employees
submitted the disclosure in a sealed envelope and th&re was no review mechanism for
the same. The sealed envelopes were opened when there was a court order or
regulatory investigation against the specific e m

Analysis of trade data obtained from Col Q:k Exchange {(CSE} establishes that four
employees were counterparty to multipl transactions.® Declarations obtained from

70 employees related to trading a elffiimmediate family members in equity
market revealed that 23 empioye&s/their immediate family members had executed

transactions in listed equi‘ies
Existing controls regard ential conflict of interest of EPF employees appeared to
a

be ineffective and ther o monitoring mechanism to track employee trading despite
them being potenti rivy to sensitive information related to EPF trades.

Some of th ble*turrent or former employees who were interviewed or who
responded to questionnaires highlighted some of the concerns such as:

- Being directly approached by brokers / third parties to deal in stocks of companies;
- Preferential treatment to brokers;
- Leakage of information regarding EPF prior to it investing in a company;

Information limitations and hindrances

During the investigations non-availability of records has been a hindrance to identify any
potential collusion of other related events at the time of the investments. Electronic
communications and voice recording equipment would have assisted in identification of
circumstances leading to various decisions and actions.

Emails are not available prior to 2012, hence it is not possible to gather any additional
evidence pertaining to potential collusion and violations prior to that period. Additional

¥ Refer Paragraph 8.2.14
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information was sought from EPF current and former employees involved in the
transactions. However, six employees did not come for interviews and no responses
received from the former Governors. Response of 9 employees was not received related
to declaration about their/immediate families trading activity while they were in EPF.

Recommendations

Though not required by the stated scope of work, the investigation procedures revealed
various control and process improvement opportunities at EPF/CBSL. The key
recommendations are included in the final report were discussed with the current
Governor Dr. Indrajit Coomaraswamy and Ms, K, M. A. N. Daulagala, {Assistant Governor,

Board Secretariat). These key observations are broadly classified under the foliowing
heads:

- Investment and dealing room controls;
- System and iT controls; and

- Other areas (including updating or creating new policiestcAcity building).

The executive summary is not i etbto be all-inclusive. It should be read in conjunction
with the detailed report wd@l orting annexures, charts and exhibits, and not as a
substitute thereof. \\

{This space is intentionally left blank)

Lodha Excelus
18y Figor,
Apollo Milts Compaund
K M. Josta Marg
Mahalahshm,
Mumbai-480 041

Project Diamond Final report 7 November 2019 {FA3). Inda

.



5.1

5.1.1

5.2
5.2.1

5.2.2

523

Project Diamond
Final Report

Strictly private and confidential
November 2019

About EPF - Contextual framework for investigation
About the fund

The EPF is the largest superannuation fund in Sri Lanka that was established and
governed by the Employees’ Provident Fund Act 1958 as amended (EPF Act). As per the
provisions of the EPF Act, the MB acts as the custodian of the fund and is responsible for
fund management. The main function of the EPF was to provide retirament benefit for the
employees of the corporate and private sector to secure a better standard of living at
retirement. Following are the key highlights of the EPF as on 31 December 2018 as per the

published financial highlights:
- EPF had a total of 86,203 active contributing employers.
- EPF had a total 18.6 million members accounts
- The total asset base as on 31 December 2018 was LKR 2.29 trillj

- The EPF receives approximately LKR 12 billion as monthly
members.

utions from the

As per the provisions of EPF Act®, powers are delegated t

- Section 5(1) {a) - “may appaint such officers gnd se
the Board for exercising its powers, performiRg i
functions under this Act, fix the salaries and w.
and determine their conditions of servic

- Section 5(1) {c] - “Shall have custod
- Section 5(1) (e] - “May invest suc,
required for the purpose of thi
fit and may sell such securiti

f CBSL as follows:

as may be required by
ties and discharging its
of such officers and servants

moneys of the fund”

s of the Fund as are not immediately
uch securities as the Board may consider

Monetary Board of CBSL @
MB of CBSL was incorp r\ er the provisions of Section 9 (1) of the Monetary Law
Act No. 58 of 1949 (M subsequent amendments. As mentioned above the MB acts

as the custodian of s of the EPF and invests monies of the fund to maximize
returns for t of the EPF fund. MB has powers to:
- Hold erty and assets and incur liabilities in the name of the CBSL.

- Enter int®contracts in the name of the CBSL.

- Do and perform all such acts or things as may be necessary for the purposes of
the Monetary Law Act.

MB comprises® of the Governor of the CBSL (as Chairman of the MB), the person holding
the office of the Secretary to the Ministry of Finance and three members appointed by the
President on the recommendation of the Minister of Finance, with the concurrence of the
Constitutional Council,

Set out below is the list of Governors of CBSL who also acted in the capacity of chairmen
of the MB:

¥ Relevant points have been extracted from the Employees’ Provident Fund Act 1958 as amy#
¥ gaction 8 {2) of the MLA, ¢ Lodha Excelus
15! Floor, .
Apolio Mids Compound,
N M. Josh Marg,
Mahalak.shmi,
Mumbai-400 0t1.
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Table 6 ; List of Governors of CBSL

Period . Name of the Governor
15 November 1995 to 30 June 2004 Mr. A.S. Jayawardena
1 July 2004 to 30 June 2006 Mr. Sunil Mandis
1 July 2006 to 9 January 2015 Mr. Ajith Nivard Cabraal
26 January 2015 to 30 June 2016 Mr. Arjuna Mahendran
2 July 2016 onwards till date Dr. Indrajit Coomaraswamy
Source: CBSL Wabsite

To discharge the investment function of the EPF, the MB set up the Investment
Committee {IC) on 3 March 1998 to look after day to day activities of investment function
of the surpius funds of the EPF.

As per the Investment Policy Statement {IPS) and the Investment and Trading Guidelines
(ITG}, the MB may approve, reject or ratify the decisions of the IC. In clse of certain
investments in listed transactions, the Monetary Board had to rati g\transactions
carried out by the EPF at the end of every month. In case of unlj 3§tments, prior
approval of the MB was required as per ITG O

Organisation structure

The Superintendent of EPF heads EPF and is reﬂble for its day to day management.

The Superintendent is assisted by the three itiogal Superintendents who look after 17
divisions of the EPF, including investments ofy{funds. Provided below is organisation

structure® of EPF as in 2019. Out of the isions, investment activity was exclusively
managed by the Fund Management DiRj FMD) of EPF consisting of the FO (FO},
Middle Office (MO} and the Back {BO). Investment Risk Management Division
{IRMD) was introduced in 201 k after the compliance of transactions executed by
the FMD and subsequentl?h\%of IRMD was handled by Risk Management Division
(RMD).

The three divisions MO and BO - are highlighted in the chart. The scope of work for
the investigatj to the activities conducted by these divisions.

3 QOrganisation chart pertains to the year 2019 and is indicative based on the information provided to KPMG.
Organisation charts may have been different during Review Period, However the above mentioned was the chain
of command in the EPF department during the tenure 1998 to 2017. Complete organisation s for 1998-
2016 was not available.
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Chart 1: Organisational chart

Organizational Chart - EPF Department
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The detailed names of the divisions within the EPF agf set o Annexure 7. The IRMD
was also relevant for the investigation and was introduced ih 2014 but subsequently

merged with the middle office as per IPS 2018

Investment Committee Q
The IC was formed by the Monetary Boa arch 1998 comprising of the following

members:

- Deputy Governor (DG) in eharge of EPF as the Chairman
- Executive Director ’(As aovernor} in charge of EPF
- Superintendent { F}

- Additional SupﬁF nt of EPF {Additional S/EPF)

und Management Division (FMD) acts as the Secretary.

- An officer frw
i v 1 0 2017, the following Deputy Governors were in-charge of EPF

Lodhka Excelus
1st £ loor,
ApaHlo Mills Campoung, !
N M Joshi Marg,
Mahatakshmy,
Mumba)-400 011
India.
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Table 7: Chairperson of IC

Period Mame and designation
1998 to 17 Aug 2004 Information not available

18 August 2004 to 6 July 2009 Dr W.A. Wijewardena, Deputy Governor
7 July 2008 to 31 January 2010 Dr D.S. Wijesinghe, Deputy Governor
12 February 2010 to 14 June 2010 Mr. K.G.D.D. Dhaerasinghe, Deputy Governor
15 June 2010 to 26 Septamber 2011 Mr. P.D.J. Fernando, Deputy Governor
27 September 2011 to 16 September 2012 Mr. B.D.W.A. Silva, Deputy Governor

17 September 2012 to 19 June 2013 Ms. C. Premaratne, Deputy Govarnor

20 June 2013 to 8 February 2015 Dr. P.N. Weerasinghe, Deputy Governor
10 February 2015 to 23 January 2016 Mr. B.D.W.A. Silva, Deputy,Governor

24 January 2016 to 29 April 2017 Mr. S. Lankathilake, Deg overnor

2 May 2017 to 5 Juna 2017 Dr. Indrajit CoomarasW overnor®
6 June 2017 to 31 October 2018 Mr. K.D. RanasingheADeputy Governor
Source: List of DG post 2004 provided by Human Resource

5.4.3 The composition of the IC was changed from time totime and the same is provided in
Annexure 8. However, the Deputy and Assistan n charge of EPF, along with
S/EPF and Additional S/EPF were always a pa e iC throughout the Review Period
from 1998 to 2017. Detailed list of all the Assi
during the period 2004* to 2018 is set o exure 9.

5.4.4 As per the laid down policy, the IC w sed to meet daily during the period 1998 to
2011. The meeting frequency wa to weekly in the Investment Policy Statement
approved by the Monetary Bo 30 December 2011. However, the same was changed

to daily meetings as per the | 283

5.5 Portfolio breakdown&
5.5.1 The MB of CBS a% ustodian of the funds of EPF. Annual reports during the
e

Review Peri ysed and portfolio value by type of security is provided in

Annexure 10%gf all the years during the Review Period. Summary of select years is given
below.

Table 8: Percentage holding by security type for selected years

0 e e 998 OU QU8 ik 0100 1 0 0

% % | % % % % % %
Rupee Loan 89.24 | 40.73 | 11.27 8.08 501 | 247 2.16 -
Treasury bonds 719 | 56.08 | 8559 | 88.77 | 88.02 | 8789 | 87.63 | B87.28
Treasury bills 1.55 1.51 0.00 0.06 0.68 .00 | 2.89 3.52
Corporate Dehbenturas 1.25 0.40 1.31 1.10 0.66 0.66 { 0.50 2.00
Trust Certificates - - 0.04 0.01 0.05 026 | 0.8 a1
Commercial Papers - - - - - - l - I -

38 Mr. Indrajit Coomaraswamy was in charge of EPF for a short duration
¥ The details of the AG and DG prior to 2004 were not available with the Human Resoufs
3 Not covered in the Review Period and refaerred for information purpose only

ARalla Mils Compausg
N. M Joshi barg,
Mahalakshm;
Mumbai-400 013
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0 P = 395 U 108 (109 (3170 U 1 (]
Repo 0.51 0.91 - - - - - -
Reverse Repo - - 0.58 0.49 0.17 0.30 0.29 g
Mortgage backed Securities - - 0.08 0.08 0.07 0.05 0.04 -
Pass Through Certificates - - - - - - - =
Other Investments - - - - - - - 248
Total (A) 9974 | 99.64 | 9887 | 9859 | 94.66 , 91.63 | 93.69 | 95.39
Within KPMG Scope i
Listed Equity 0.26 0.33 0.64 0.98 4.80 7.90 5.89 4.05
Unlisted Equity - 0.03 0.49 0.43 0.54 0.47 0.42 0.55
Total (B) 0.26 0.36 1.13 1.41 5.34 8.37 6.31 4.61
Total {A+B) 100 100 | 100 : 100 100 100 100 100
Sourca: EPF annual reports for respective year.s
Equity Investments
The EPF currently receives approximately LKR 12 billion ev from member
contributions. From the contribution, deductions in t F ember account
payments {including interest and refunds) and expenses ar@ deducted to arrive at
investible surplus, which is invested in various securi ificluding Government securities

and equities.

In 1998, the EPF had invested 98 percent of it§ sufplus in Government securities which
accounted for 35 percent of the total dorm bt of the government. As per the MB
paper submitted, the EPF portfolio w, d to be diversified and a change in the
investment policy was required fo ptrpose. To diversify the EPF portfolio, on 3
March 1998, MB approved the z ment of EPF contribution in the equity market.

The All Share Price Iind the Colombo Stock market in the year 2000 was 574
points, which increase & points as on 31 December 2017. The highest points for
ASPl attheend of e ar were compared with the listed and unlisted equity portfolio
holding value d@ below:

todha Excelys
1si Flaer :
Apallo Mris Cempound
N M. Joshi Marg
Mahalakshen,
tMumt2i-400 014

* Data was available on the Colombo Stock Exchange website since 1 March 2000
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Chart 2: EPF investment in equity vis-a-vis ASPI

EPF investments in Equity vis a vis ASPI
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The high for ASPI index increased from 3385.55 poir@ e year 2009 to 7147.77 in
2010.

Employees Strength

Human Resource Department {HRD) of ntified 621 to be employed in the EPF
department during 1998 to 2017. Howev ployee details pravided by the HRD did not
identify in which internal divisions department such as FMD i.e. FO, MO, BO or
IRMD the employees were poste

To identify the staff of FMP , KPMG relied on the employees identified by the
current EPF department . A list of a total of 63 employees was provided by EPF
which identified the e lo in FMD and IRMD, during the period 2007 to 2017.
Detailed list of 63 F loyees is set out in Annexure 11.

Details of pe wo g in the FMD prior to 2007 were not available from the EPF. iC
minutes and tRg other documents available for investigation have been used to identify
the people involved in decision making, wherever possible.

Emails were obtained from IT department of CBSL {extracted from CBSL server) for a
total of 85 employees of the FMD and members of the IC, We added additional generic
email ID being used by the employees and emails for the Governor. The following was
the breakup of the emails:

8

/ cd‘ia Excelus
1st Fluor

L I Apollo Millg Comnound

N M Jcshal‘!arg
Mahalaks‘m'
MLmbal«-on 01

. 3 ; \.\‘hlndza
Project Diamond Final report 7 November 2019 {FA3).



e

5.7.5

5.8
5.8.1

5.8.2

: Project Diamond
o - Final Report

Strictly private and confidential
November 2019

Table 9; Email data availability statistics

Information source Emails Emails Data not
requested provided available
List provided by the EPF for FMD employees 63 54 g
Employees identified from the IC minutes 5 5 -
Assistant Governors and Deputy Governors of EPF 17 10 7
involved in IC
Total (A) 85 69 18
Governors of CBSL/Governor generic email 4 4 -
Generic ID used by EPF 8 8 -
Total (B) 12 12 0
Total count | 97 at 16
Source: Email data provided by the IT department of CBSL

The details of the names of the employees along with availability of the emails are
provided in Annexure 12.

Information requirement and availability*

MB appointed KPMG* to investigate EPF's transacti ing the period 1998-2017. The
SoW included review of the investment/divestment i ities with specific focus on
transactions above LKR 10 million, analyses of thé voting by EPF against its investee
company proposed resolutions in AGM/EGM f action taken by EPF on Auditor

General's (AG) annual reports and identiz collusion ({if any) between individuals (Refer

Paragraph 3.2 for detailed SoW).

Information availability for the scopelunder coverage was limited and some of the key
aspects that impacted the extent 6f wowk are:

- Supporting docurmt\t' r investments in unlisted shares made by EPF prior to

2007.

- Transaction detdils listed investments prior to introduction of SAP (These
transaction e%eviewed from information provided by CSE).

- lInves c ittee meetings for the year 1998, 1999, 2000 and 2003 were not
avai his impacted review of 85 transactions above LKR 10 million during the
four ye

- Deal tickets and settlement sheets were not available for transactions prior to 2008.
The same impacted the identification of the dealers executing 511 transactions
above LKR 10 million prior to 2008. In few deal tickets signatures of dealers were
missing which impacted identification of personnel for interviews. {Refer Exhibit 4)

- Details of mapping of workstations used by employees of EPF was not available.

- Workstation/laptop used by Former Governor, Mr. Ajith Nivard Cabraal was not
available for review. Former Governor, Mr. Ajith Nivard Cabraal was observed to
be involved in multiple investment proposals. This impacted the review of digital
evidence

- Unavailability of digital evidence from former Governor Mr. Arjuna Mahendran's
iPad. The iPad was noted to be formatted without a user profile.

“ Dividend details prior to 1 Septemhber 2006 not availabls

' MB appointed KPMG Sri Lanka vide contract dated 16 April 2019 which in turn appoi

the engagement Lodha Excetys \ \y

s 15! Figor o )

pollo Miis npoy d'I |
N M. Jash, M3

Mahalzi % f

\l\dur 5214 '

]
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- Complete list of votes casted by EPF for the Review Period. EPF was unable to
provide entity wise details of resolutions where it opposed the recommendations of
the boards of directors of investee companies and the rationale for the same.

- Non-availability of Auditor General reports for 1998 and 1399.
- Action Taken Reports (ATRs) were not available for Auditor General Observations.

- Unavailability of seven employees for interview (2 employees have not accepted to
come, 2 employees did not respond to the request, 2 have shifted out of the country
and 1 employee passed away).

- Former Governor Mr. Arjuna Mahendran was requested to respond a questionnaire
and response for the same was not received.

- Former Governor Mr. Ajith Nivard Cabraal was requested to respond to a
gquestionnaire and for a meeting. Responses to the questionnaire sent to Mr. Ajith
Nivard Cabraal were not received. He had communicated with CBSL regarding his
non-availability and communication between him and CBSL are provided in Exhibit
5.1 to 5.6.

Identification of collusion was endeavored, though unavailabili ation has
impacted the ability to identify risk of collusion between EPF e esand external
third parties, if any. Given below is the summary of informa

dly available {in
green} and not available (in red).

Table 10: High level summary of information availabi

Email /' Mapping of | Voice [T Ca% . as. " Tinvestments [ Listed- |[ Voting |[ Auditor
server camputers || recording in Unlisted SAP Data proxy ELEIE
data shares | forms reports
Emati Compester Mot Itamised Documents SAP data Proxy Not
data noi  tagging to rmplementcd o3 loys for unlisted backup forms available
available employee dusing the were not investmenis  not not
Emaii not Rewview available prior 1o available avatlable
data not  available Period} prior to 2007 not prior to
availahle Cammenced 2011 available Sept 2006
Hard drive an 3 August
(s 2077
Governor
Mr. A]h
MNrvare)
~abraal not
avatlaple
for review.

Directory of
the calls
was not
maintatned
to identify
the who the
telephone
number
belangs to

[ commenced

I on 3 August
201758 .

Source: Various minutes of the meeting, confirmations by the S/EPF and up

Lodha Excelus
15t Elaor
Apchio Mils Compound,
N. M Joshr Marg
Mahalakshmi,
Mimba-400 015
Ind'a

42 EPF did not have any transactions above LKR 10 million post August 2017
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Review of policy and guidelines

Governance structure for investments

EPF's investments are governed by the IPS and the ITG which have been approved by the
Monetary Board for overall management of the funds.

IPS sets out the overall direction to the management of the funds, whereas ITG provides
guidelines and procedures that should be followed in making, reporting and monitoring
investments of the funds.

Review of policy framework and guidelines

Policy Framework during the Review Period

The investment policy and process for equity investments of the EPF department are
governed by the MB approved IPS and the ITG respectively. The IP the ITG are
formulated by the employees of the FMD in consultation with t nd the management
of EPF. The final approval of the IPS and ITG is provided by

For the period prior to 2001, the investment of EPF fufids w erned by the directions
given by the MB from time to time. On 3 March 1998jithe Monetary Board paper laid
down guidelines for investment in the equity market w were to be followed till the
time Monetary Board approved policy was im nted.

decision on 3 March 1998. However, in t paper dated 3 March 1998, the MB
formulated the IC and delegated po anagement of EPF for taking informed
investment decisions. The followi re the timelines for the IPS and ITG:

- IPS - September 2001 by the MB on 21 December 2001

- IPS - December
- IPS- Decemberﬂ roved by the MB on 30 December 2011

- ITG - March proved by the MB on 27 March 2007
- ITG- 11 approved by the MB on 30 December 2011

Following are some of the key policies in the IPS and ITG:

The IPS was first introduced in 2001. Inv% t il the equity markets started post MB

Asset allocation

IPS 2001 - The fund will maintain domestic equity investments as a portion of the Fund
portfolio with a maximum value equal to 2 % of the total value of the portfolio. The actual
weighting can fluctuate at the discretion of the Fund Management unit subject to review
and recommendation of the Investment Committee and the Monetary Board.

IPS 2002 - The fund will maintain domestic equity investments as a portion of the Fund
portfolio with a maximum value equal to 2 % of the total value of the portfolio. The actual

** The board paper approving the said {PS 2002 was not available on records. The sz 1 confirmeaf.bithe

- “Lodha Excelys ™, @ )
Board Secretariat department i o

/ 15t Floor, =y
Apotio Mills Canpound i
N M Joshi arg
hizhalahshmi,

Mumbai- 100 011, 4
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weighting can fluctuate at the discretion of the Fund Management unit subject to review
and recommendation of the Investment Committee and the Monetary Board

IPS 2011 - The asset allocation for equity portfolio was increased from 0.50 - 2.00 % in 2001
to 4-15 % in 2011

Trading portfolio and Investment portfolio

Trading Portfolio (ITG 2007) - It consists of listed equities acquired for sale within a short
holding period {normally less than one year} to earn profits from short term fluctuations in
the prices due to company or market-related factors. The maximum allocation for the
Trading portfolio shall be 20% of the Investment portfolio for listed equities. The rationale

for this amount is that the large investment portfolio would enable to absorb any losses
incurred in the Trading portfolio.

Investment Portfolio ({TG 2007) - It consists of listed equities acquir ith the intention of

earning profits in the long term (normal holding period exceedi year) harnessing the
value created by companies through capital appreciation an ends. The maximum
holding in shares of a company in the Investment Pogfol b®)7.99%* of the issued
share capital of the company or 10% %of market valu the Investment portfolio,

whichever is lower.

Under ITG 2011, Equities shall be bought for th%ﬁtment portfolio with the intention of
holding them for more than one year to e prefits through capital appreciation and/or
dividends. Nevertheless, the shares in theg ent portfolio may be sold within a period
less than one year, if the shares beco eg«alued. Generally, shares are purchased for
the trading portfolio with the intentiah ofgolding the share for a maximum period of 1 year
and to earn a gain from short terfijprice fluctuations.

O
investment objective \\

Following was the i &e objective mentioned in the IPS during the Review Period ;

- IPS2 = real rate of return over the annual inflation measured in terms
of G lat

- PSS 20 Earn 4% real rate of return over the annual inflation measured in terms
of GDP deflator

- IPS 2011 - Give at least 1.5% positive real rate of return over and above annual
average inflation measured by GDP deflator

“ |f the shareholding in a company exceeds 10%, the SEC makes a public announcement. To prevent such public
exposure as much as possible, EPF generally limits its local exposure to a company to below 10% of the issued
capital {7.99% in the investment portfolio and 2% in the Trading portfolio).

4 The value of an investment in shares of a company is limited to 10% of the cost value o
as a risk control mechanism.
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Individual security limit in a company

6.2.4.8 IPS 2001 - Unless agreed by the Investment committee, investment in any company should
not exceed 5% of its issued share capital. Reasons for the same are {a) not sufficient
liquidity and (b} avoid undue control of the company by the fund.

6.2.4.8  IPS 2002 - Unless agreed by the Investment committee, investment in any company should
not exceed 5% of its issued share capital. Reasons for the same are (a) not sufficient
liguidity and {b) avoid undue control of the company by the fund

6.2.4.10 ITG 2007 - In case of Trading portfolio, the limit is 2% of the Issued capital of the company,
or 10% of the Trading portfolio, whichever is lower.

in case of Investment portfolio, the limit is 7.99% of the issued capital of the company, or
10% of the investment portfolio, whichever is lower.

6.2.4.11 TG 2011 - Generally, the maximum exposure for a company i
shall be 10% of the issued share capital of the company or 20

stment portfolio
e cost of total equity

Shareholding limit in a company

6.2.4.12 IPS 2001 - Unless agreed by the Investment egmmittee, investment in any company should
not exceed 5% of its issued share capij sons for the same are {a) not sufficient
liquidity and {b) avoid undue control of thé company by the fund.

6.2.4.13 The fund must make sure that inkgstfent in any company is made only with an intention
to increase the return of the F@ not to take control over the company. As discretion

of the investment committage, d can vote, at Annual General Meetings (AGM) of the
invested companies. "\\

6.2.4.14 IPS 2002 - Unless a the Investment committee, investment in any company should
not exceed sued share capital. Reasons for the same are (a) not sufficient
liquidity an oid undue control of the company by the fund.

The fund must nvake sure that investment in any company is made only with an intention
to increase the return of the Fund and not to take control over the company. As discretion
of the investment committee, the fund can vote, at annual general meetings of the
invested companies,

6.2.4.15 IPS 2011 - The fund is aliowed to invest in listed and unlisted common and preferential
equities of companies approved by IC and MB.

6.2.4.16 Investment in voting shares exceeding 10% of the issued share capital of a company shall
be made with the approval of IC and MB. The fund should not directly or indirectly control
the company concerned without the approval of IC and MB.

Investment in other entities regulated by CBSL Lm:h?FEIxcelus
5t rIQod 1
Apollo Mills Compourd
N. M. Joshi Marg
Mahalakshmi
Mumbai-400 011.
India.
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6.2.4.17 IPS 2001 - The Fund cannot invest in stocks of the banking and financial sector since the
Monetary Board regulates both EPF, banks and financial institutions.

6.2.4.18 |IPS 2002 - The Fund cannot invest in stocks of the banking and financial sector since the
Monetary Board regulates both EPF, banks and financial institutions

6.2.4.1% IPS 2011 - In view of reaping benefits of the fast-growing banking and financial sector of
the economy, the Fund may invest in banking and financial institutions. However, the Fund
must make sure that the investment in such invastment in such institutions is made only
with the intention to increase the return of the Fund and not to take the control over the
company since MB regulates banking and financial institutions while managing the Fund

Investment in unlisted entities — Banks and others

be permissible only in so far (a) new investment institution with a | erm motive of the
investment, (b} the investment account is passively manage
contains such securities. Investment in unregistered or ii

6.2.4.20 IPS 2001 - Investment in unlisted equity securities of banks and finangial institutions shall
%ﬂ relevant index
curities are not

permissible without the Monetary Board’s specific prior wri @ pPRroval.

6.2.5 IPS 2002 - Investment in unlisted equity securities of\banks @nd financial institutions shall
be permissible only in so far (a} new investment instittiti ith a fong-term motive of the
investment, {b) the investment account is passi managed, and the relevant index
contains such securities. Investment in unre r restricted securities are not
permissible without the Monetary Board’ ific prior written approval,

4

6.2.6 IPS 2011 - The following securities ar investments for the Fund

a. Fixed income securities s overnment securities and corporate debt

instruments .
b. Listed and unlisl% n and preferential equities.
eSyli

c. Any other securi luding foreign currency denominated securities issued

locally or ab hich are considered as fit by MB.
Approved ist EASL)

6.2.7 ITG 2007 - Approved shares are the scrips listed on CSE that have been approved by the
Board to be included in either the trading or investment or both portfolios of the EPF. The
list consisting of these shares is named the “Approved Shared List”. Further, these
companies should be in compliance with applicable regulations. The responsibility of

obtaining approval to include new shares in the “Approved Share List” is vested with the
Middle Office.

6.2.8 ITG 2011 - The fund shall maintain an approved share list for the listed equity investment
comprising of shares listed on CSE. The middle office post its analysis of the scrip shall
make recommendations to the IC by way of a report or presentation to include the scrip in
ASL. IC shall consider the recommendation by middle office and may approve or

Lodha Excetus
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disapprove of the inclusion of a scrip in the ASL subject to MB approval. Only the scrips
approved by MB shall be included in the “Approved Share List”.

EPF shall maintain an ASL for the equity trading portfolio and shall purchase shares only
from companies which are in the ASL. The companies which are approved for the
investment portfolio shall also be included in the ASL of the trading portfolio. Middle office
will recommend to IC, the shares to be included in the ASL. IC may approve or disapprove
the inclusion of the share to the ASL of the equity trading portfolio and such approval shall
be subject to the ratification of MB.

Policy regarding investment in companies outside Approved Share List

ITG 2007 - Investments in shares of a new company (not included in the “Approved Share
List”) recommended by the middle office may be made with the approval of the IC and
special approval of the Governor of the CBSL. At any time, only share§of 5 such
companies can be approved. The investment decision shall be ratj the Board
meeting to be held immediately thersafter.

ITG 2011 - In special circumstances, EPF may purchase sha mpany which is not
included in the ASL in consultation with the member§ of | he Governor. Fund
Management Division shall obtain ratification of IC ard MB/subsequently. In the event
where EPF has bought shares not in ASL, MO shall inform IC and the rationale for the
decision in next IC meeting. IC may ratify the j &\ of the scrip in the ASL and the
purchase of the share, subject to approval o®

Policies regarding divestment (Sell 55)

TG 2007 - In Investment portf case of extreme situations, selling of listed equities
at a loss may be considered t ize further losses. The IC will take a decision based

on the recommendation\ﬁ( dle office. Also, all securities in the Investment
portfolio will be marked{to et at the end of each week?®,

In Trading po ir@ces are declining, the FO could engage in intra-day trading of
shares and a 08§, if the loss from such trading is covered by the saving in
brokerage th ould be incurred if the decision to sell is postponed to the next day. The
FO should justify’the decision to the IC on the following day. Also, all securities in the

Trading portfolio will be marked to market at the end of each week* and an the
accounting date/ end of each day’s trading.

ITG 2011 - In extreme situations for investment portfolio, selling of listed equities at a loss
may be considered to minimize further losses. IC shall have the authaority to decide based
on the recommendation of the middle office.

In case of trading portfolio, selling of listed equities at a loss may be considered to
minimize losses. The FO has to make the recommendation along with appropriate
reasoning to IC. Based on this recommendation, IC shall decide either to sell at a loss or
to hold the shares.

4 Para 2.7 of ITG
47 Para 3.7 of ITG
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Policy regarding avoidance of conflict of interest (Statement of economic interest}

IPS 2001 - Annually Investment Committee members, Fund Management Unit staff and
Investment related staff must complete a statement of economic interest to disclose all
potential investment and business interest for himself /herself and immediate family to
the MB through IC

IPS 2002 - Annually Investment Committee members, Fund Management Unit staff and
Investment related staff must complete a statement of economic interest to disclose all

potential investment and business interest for himself /herself and immediate family to
the MB through IC

iPS 2011 - There was no requirement for Statement of Conflict of interest in IPS 2011.
Review of processes

Decision making matrix for investments

certain powers for investment decisions have been d
the provisions of Section 5 {1} a of the EPF Act.

The EPF maintained two portfolios namely ‘Inv ent portfolio’ for long term (more
than one year) investments and ‘Trading po oo, benefit from short term {less than
one year)} price fiuctuations. The companies%cluded in the investment and trading
portfolio were to be approved by the IC B for addition to the Approved Share
List. The process for execution of tra vaned at different points of time during the
Review Period. The changes to th ver the Review Period are detailed in
Paragraph 6.5 and 6.6 below ief'process during the period was:

Tradin lio - Decisi ’ sactlons in the trading portfolio were delegated to
the officers of FMD bas |ts detailed in Paragraph 6.6.1 of the report. The
transactions in the tr partfolio were to be subsequently ratified by the IC in
immediate me B on a monthly basis.

io - The transactions in the Investment portfolio had to be approved by
the IC in the weekly plan and then executed by the FMD. The IC would approve the
quantity and the price at which the transaction should be executed on a weekly/daily

basis. The FO would execute the transaction as per the approved weekly/daily plan of the
IC.

The FMD assists the IC for execution of trades, analysis of the equity stocks and
settlement of trades. These functions are performed by the FO, MO and the BO
respectively. A meeting with current EPF staff was held on 25 June 2019 to understand
the overall framework for investments by EPF in equities. Following were the brief role
descriptions of the FMD employees:

- FO was involved in active trading of equities in trading portfolio and execution of
trades for investment portfolio in accordance with the equity investment plan
approved by IC. The FO would get the transaction ratified by the ICi
subsequent meetings.
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- MO was primarily responsible for the analysis of the equity investments of the
investment partfolio and submit the same to the IC and MB. The MO would also
prepare the weekly plan for investment portfolic and submit it to iC for approval.

6.3.4 BO carried out the settlement of the transactions of EPF. BO was also the record-
keeper/custodian for proxy forms for signature in case of voting for Annual General
Meeting (AGM) and Extra ordinary General Meeting (EGM).

6.3.5 The below chart explains the delegation of authority and approval request flow for EPF
investment decisions:

Chart 3: Delegation of responsibilities for EPF

Delegation of responsibilities

- The FMD pravides

55 ce to the IC to take

rméat decistons and execute

transactions in the Active

ding portfolic within the
limits allocated.

Monetéry Board of Investment Fund M'anagement

CBSL committee Division of EPF

Section 5 (1) (e) of EPF Act Delegation to IC - The
- The EPF act delegated the Monetary Board appointed the

power to the Monetary Investment Committee an 3
board 1o invest funds of March 1998 to manage the EPF
EPF investments in Equity Shares

MB members — C IC membaers — Chaired by The FMD is bifurcated
hy the Governar; three the Deputy Governor and into the following:
members ap includes Assistant ® FO
the Presid Governor, S/EPF ®  Middle office
& nistry additional S/EPF, Deputy ®  Back office
S/EPF and Head of FMD

Approval request flow

6.4 Control envirofment

6.4.1 During the investigation, weakness in various general controls were discovered that have
caused significant limitations to our work. Following key aspects need improvements at
EPF/CBSL to make the review/investigative process more effective going forward:

Retention of documents

6.4.2 Section 116 {Company Records) of the Companies’ Act 2007, stipulates that any company
or body corporate in Sri Lanka is mandated to maintain its records for a pericd of 10
years. Majority of the investee companies did not provide details of voting prior to 2009
citing the provision in the Companies Act 2007.

6.4.3 Section 7 (3) of the Right to Information Act 2016, prescribes that every public authority
shall maintain and preserve data for a period not less than 12 years. Furth ipn 7 (5)
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of the act states that all public authorities shall endeavor to preserve all its records in
electronic formats. Following details were unavailable with EPF:

- Copies of proxy forms for voting done by EPF were unavasilable prior to 2010,
- Organisation structure of EPF prior to 2016.

The physical copy of the files within the EPF were under the joint custody of the EPF and
the Internal Audit division of CBSL. During the investigation, it was noted that the
working papers and details of analysis of the Middle Office of the FMD were not available.
The Middle Office presented its observations and recommendations in the IC meetings.
However, no evidence of supporting analysis, workings and calculations of the Middle
office were available to KPMG in the documents.

EPF maintains the records of investments and corporate actions in the SAP accounting
system?, However, EPF had maintained proxy for data only for the AGM/EGM held post

June 2010. Data prior to 2010 was not available,

IT Infrastructure: Computers

During the investigation it was identified that procurement infgastructure for the EPF
was not done centrally by the CBSL administration tgam b he EPF administration
team. Accordingly, the fixed assets register was maiqtained by EPF administration team.

Due to this reason, whenever an employee from,EPF ransferred to another
department, the computer stayed in EPF.

of time in the Review Period, it was nec to identify the workstation used by the EPF
employee during his tenure in EPF, , it was noted that the computers used by
EPF employees were not mappedito ecific employee code/identity number and a
computer was being used by iple users. Due to this reason, identification of

%s former EPF employees was not readily available.

computers used by curr nt\
In the absence of any %o map assets to a specific employee, KPMG performed a
digital imaging of nt workstations in the FMD of EPF based on the user profiles

To conduct Forensic imaging of the com% used by EPF employees at various points

available in on. The details of user profile were provided to KPMG by the IT
department details of old machines used by employees in the EPF and the
workstations not available for digital imaging.

Workstation/laptop used by Former Governor, Mr. Ajith Nivard Cabraal was not available
for imaging. Former Governor, Mr. Ajith Nivard Cabraal was observed to be involved in

multiple investment proposals and non-availability of data on his computer impacted the
review of digital evidence review.

Former Governor Mr. Arjuna Mahendran had used an iPad during his tenure in the CBSL.
The said iPad, when obtained for forensic imaging was noted to be formatted without a
user profile. Hence, forensic image of the said device could not be obtained. On review of
emails for former Governor, Mr. Mahendran it was noted that at the end of his tenure, he
had shared files on his personal email id for information on “how to format a hard drive

8 Introduced in the EPF department on 1 September 2008,
N M Joshi Marg
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in windows vista 7 or 8: plus how to format hard drive from BIOS” Refer Exhibit 6 for the
details.

IT Infrastructure: Electronic mails

During the Review Period, 1998 to 2017, multiple email servers were used in CBSL. The

details of the same are as follows:

Table 11: Server details

Date fro [Jate 10 0 R ord

1 | 1998 2001 Outlook 87 8 | No
Qutloak 2000 9

2 | 2001 March 2006 Outlook 2003 11

3 | March 2006 May 2011 Lotus Notes 7

4 | May 2011 April 2015 Outlook 2007 12 | Yes

5 | April 2013 Current Outlook 2010 14

6 | July 2016 Current Qutlook 2013 5

7 | June 2017 Current Outlook 365 with Litigatiop 16
hold d

Source: Minutes of the meeting with Director informatio ogy

the active user mailbox/s on Outlook 365 environfpent, which is operating with litigation
hold since June 2017.

Out of the above-mentioned email sources, CBSL IT t& -- ovided us the current state of

The concept of litigation hold*® was intr
QOutlook 365. Deleted emails prior to
the absence of litigation hold.

June 2017 post implementation of
were not available for investigation due to

Apart from server data, CBS PF admin teams identified 42 workstations of EPF

which included deskto gx aptops. Workstations were shared by multiple users
within EPF. The list of {’\ imaged during the review is provided in Annexure 13.

{0,

Voice logg m was implemented in the dealing room by EPF on 3 August 2017.
There was no v@ice logger installed in the EPF department prior to 3 August 2017 and
hence voice recordings for execution of transactions were not available for the Review
Period®, During the investigation various instances were noted in which the telephonic
instructions were given for certain transactions. Some of the examples are;

- Letter from Merchant Bank of Sri Lanka (MBSL) to Mr. M.J.S. Abeysinghe (S/EPF}
dated 24 November 2009 regarding changes to the terms of proposal with reference
to ‘telephonic conversation’ with Mr. B.H...S. Kumara™ &%

Other areas

‘I With the implementation of Litigation hold, emails deleted by the user from his computer would be backed up
on the server.

% During the period between 2 August 2017 and 31 December 2017, EPF did not carry out equity investment
transactions above LKR 10 million

! Mr. B H | 5 Kumara was Fund Manager of EPF. Typically Fund Managers in a dealing rootn converse on a
recorded line. Refer Exhibit 34 for the details.
2 Mr. B.H.L.S Kumara was interdicted with affect from 10 July 2017 for alleged involvement in the Bond issuance
scam as per the investigation carried out by PCOL A RE0;
'@G\___,_.._g"S(@ -
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- Letter from MBSL to Dr. D.S. Wijesinghe (DG) dated 16 December 2009 regarding
changes to the proposal with reference to ‘telephonic conversation’ with Mr. B.H.L.5.
Kumara

6.4.16 Absence of 2 documented process for empanelment/dis-empanelment and review of
performance of the broker in IPS and ITG applicable prior to 2018. There was no list of
empaneled brokers during the period under investigation. Further, there were no specific
guidelines related to deal execution by brokers, maximum/minimum brokerage to be paid
to brokers and confidentiality of information to be maintained by brokers. However, in the
revised ITG for 2018 approved by the Monetary Board on 30 June 2018, we understand
that specific guidelines for empanelment of brokers have been introduced.

6.5 Key changes in IPS and its impact

Asset allocation to equity

6.5.1 The maximum limit of equity investments as a percentage of total ents of EPF
was changed from 2 percent to 15 percent in 2011. The change
facilitate the diversification of the EPF funds, as identified fr |
papers. The EPF breached the threshold limit of 2 per otatl value of portfolio as
at the end of 2010 and 2011,

Investment objective

6.5.2 The rate of return for the investment objecti@reduced from 4 percent to 1.5 percent
in the year 2011. The rationale for the ch per the Monetary Board paper was “to
allow the fund to have a long-term w' d more realistic targets, taking into
consideration the future economic of the country and avoid taking excessive risk
in managing the fund”.

Individual security limit. \%

6.5.3 The individual securi it Pe. maximum investment for investment in a company was
ent.on 31 December 2011. The rationale for the

: y mentioned in the board paper. However, on review of IC
December 2011%, investments in 38 companies was noted to be more
on 31 December 2011. Details of the same are provided in Annexure 14.

minutes dated
than 5 percent, as

Statement of economic interest and code of conduct

654 As per IPS 2001 and IPS 2002, IC members, Fund Management Unit staff and investrent
related staff were supposed to submit a statement of econemic interest to disclose all
potential investment and business interest for themselves and their immediate family

members to the MB through IC on an annual basis. This requirement was removed in
2011,

6.5.5 The said disclosure was removed considering that all officers in the IC and Fund
Management Division are required to submit assets and liability statement annually as

“ Investmeant committee meeting prior to change of policy and process

!s: Floor
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N M. Jesh Marg

Project Diamond Final report 7 November 2013 (FA3J). Mu”:g::axgrau
1




6.5.6

6.5.7

6.5.8

6.5.9

! Project Diamond
Final Report

Strictly private and confidential
November 2019

per guidelines of the CBSL. However, it was understood that subsequently in 2018, the
statement of economic interest was reinstated in the revised IPS 2018.

Human Rescource department and Board secretariat informed that the disclosure of
economic interest under the CBSL. requirements was submitted by the employees in a
sealed envelope and there was no review mechanism for the same. The sealed envelopes
were opened only when there has been a court order or regulatory investigation against
the specific employee.

During the course of the investigation, declarations were requested from 79 employees
who worked in the EPF department. Out of the 7% employees’, 70 employees® responded
and provided details of their transactions and those done by their immediate family
members in equity market. Analysis of such declarations revealed that 23
employees/their immediate family members had executed transactions in listed equities
{Annexure 15 and Exhibit 7.1 to 7.23}.

Relevant information was requested from the HR department to mployee
declarations with annual statement of economic interest. Howé chinformation was
not made available. CBSL needs to validate whether respe iployees had
appropriately provided declarations while they serve

Some of the employees, during interviews, explaine ces which suggest that the

code of conduct at EPF should have been stringédt and monitored on a reqgular basis.
Following are some areas which were highli .
- Dr. P.N. Weerasinghe {Senior Deputy r} said
- “A Member of Parliament ha roached him with a bulk deal to sell Access
Engineering PLC. The DG respongded by asking them o direct the proposal to EPF
analysis of the proposal by EPF it was identified

for proper analysis. How
was higher than the market price of the share.”

that the price which w.
- “An executive { tne) from Nation Lanka approached him several times
cussion with the Governor with an intention to sell a

giving reference
substantial sta f his company. The DG responded by asking them to direct the
roper analysis. However, on analysis of the proposal by EPF it
was i t the acceptable price was lower than the price offered by the

- “When“he joined the EPF, there were concerns from the brokers on preferential
treatment. He then instructed the dealers and the FMD employees to diversify the
investment among all stockbrokers.”

“He noted that whenever EPF decided to invest in the equity, this news would be
leaked in the market and prices would rise.”

- Mr, T. Udayaseelan (Senior Assistant Superintendent) said “Transactions executed are
with the approval of the senior management and are within the Monetary Board
approved policy documents. Members of IC may have instructed. Sometimes, it was
informed that G instructed to execute this transaction to S/EPF." He also stated that
certain times “senior management” gave instructions for entering into crossing
transactions with specified counterparties.

- Mr. L.D.D.Y. Perera (Deputy Superintendent/ Additional Superintendent) said “There
were certain instances where counterparties were known, and brokers would reveal the
counterparties.”

% Letters sent to seven employees were returned without being accepted and thre}g:ﬂgrqiqp& Bqot respond
" &I ’ -'-'—"'_.:--."E Ir@
foy i o
[ st f"’\ow.
0 " n | aMills C
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6.6 Key changes to ITG and its impact

Delegation of authority for trading portfolio

6.6.1 As per the ITG 2007, a trading limit of LKR 10 million was given to Superintendent for
executing transactions in the trading portfolio. The said limit was increased to LKR 30
million for FO in ITG 2011. In addition to this, the limits granted could be further
enhanced by the FO based on transaction volume with specific approvals. The frequency
of the meetings of the IC was changed from daily to weekly in ITG 2011, and to provide
more flexibility to the management of the funds in the trading portfolio the said limits
were increased.

6.6.2 The investments in the trading portfolio were executed by the FMD employees or the
fund managers based on the limits granted. Prior approval of the Investment Committee
was not required for the investments in the trading portfolio if the transactions were
within the limits. Transactions were only to be ratified by the Investmeft Committee and
Monetary board. Trading limits were also changed during the iod.

Table 12: Changes to trading limits
Date of MB Partfolio

Officer’s daily trading limits / Remarks Changes made

approval limit through

31 August LKR 100 |1. Officers of FMD — Up to foUkumill Monatary Board
2009 million 2. Deputy Superintendghnt — Up to 10 million Papers

3. S/EPF and Additi %F— Up to 20 million

4. AGincharge o 0 million and above
17 November | LKR 250 Individual tradi imits were not changed. The | Monetary Board
2009 million Cost of portfo@we time this change was Papers

LKR 83.7 i

8 March 2010 | LKR Ona |1. Dea = Up to LKR 30 million Manetary Board

billion 2. Superintendent — Up to LKR 50 papers

and Additional S/EPF - Up to LKR 100
iflion
G in charge of EPF - LKR 100 million and

above
i The cost of portfolio at the time of the change
was LKR 200 million

Dealer of FMU - Up to LKR 30 million Investment
Deputy Superintendent - Up to LKR 50 Trading
million Guidelines 2011
3. S/EPF and Additional S/EPF - Lip to LKR 100
million
4, AG in charge of EPF - LKR 200 million
5. Governor/ Deputy Governor - Above LKR 200
miilion
6 December | LKR 10 Limits wera not changed. Howaver, the Monetary Board
2013 'i billion unrealized loss on the trading portfolio was LKR | paper
| 100 million as on 19 Novembaer 2013,
| Source: Changes made to the trading limits through Monetary Board papers

30 December KR One
2011 illion

N =
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Prior approval of the Investment Committee was not required for the transactions within
the trading limits given to the dealers. The requirement was to get such transactions
ratified by the Investment Committee.

Voting rights

IPS 2001 allowed for voting at the Annual General Meetings {AGMs} at the discretion of
the Investment Committee. The word AGM was replaced with Shareholders meeting to
include AGM and EGM in the year 2011. The voting was to be done at the discretion of

the IC.

ITG 2007 did not provide any guidelines for voting at AGM and EGM. However, in ITG
2011, Middle Office was required to obtain prior approval of the IC to vote for or against

proposals only in case of EGM. There were no such requirements mentioned in case of
AGMs.

As per the Monetary Board paper 31 March 2017, the Monetary Boa
would be a passive investor and would vote only in favor of the @ ng

cided that EPF
ent of investee

Company {Company in which EPF has invested funds). The EPRwWeLId obtain Monetary
Board approval for voting against the decision of the stae

Shareholding Limit in a company

Maximum limit of 2 percent of trading portfoli removed in 2011. Limits for
Investment portfolio hiked from 7.99 percen ercent in 2011,

Investment in companies which are t@ of ASL

As per ITG 2002, prior approval o overnor was required for investment in
companies that were not in th ved Share List (ASL) and was not approved by the
Monetary Board. Howevef, G 2011, such investment could be made without prior

approval of Monetary B anly after consuiting with the Governor. During the
investigation, 22 instanegs were noted between during 2007% to 2011, wherein no
documentary evidefic available to suggest that the investment was made after
approval of Y r. Refer Annexure 16 for the list of entities.

The details of other changes made to the IPS and ITG during the period 1 January 1998 to
31 December 2017 are provided in Annexure 17 {changes to the IPS), Annexure 18
(changes to the ITG) and Annexure 19 {changes to the policy through Monetary Board
Papers).

(This space is intentionally left blank)

* The requirement for taking prior approval of the Governor for purchasing companies not in thg .%-*.‘.._ share
list was introduced in the Investment trading guidelines far 2007. The same was changed. i
governor in the year 2012, 4
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7 EPF’s investments in unlisted equity
7.1 Investment summary
7.1.1 EPF has made 17 investments in unlisted companies during the period 1 January 1998 to

31 March 2017. Given below is the investment by entity and dividend received till 2017
and capital gain / {loss) or (impairment) by investment.

Table 13: Details of EPF investment in unlisted companies

Name of the Year Held/ Total Dividends Capital gain/
company Disposed investment received [LKR/ {loss®%) {LKR/
{LKR/ million) million} million
1 Kandurata 1998 | Disposed 12.00 6.19 6.01
Davelopment
Bank
2 Rajarata 1998 | Disposed 12.00 5.15 12.7
Development l
Bank |
3 Ruhunu 1988 | Disposed 12.00 07 30.04
Development
Bank
4 Uva Development | 1999 | Disposed 12.00 2.88 10.71
Bank
5 Fitch Ratings 1999 | Held 0.63 1.73 -
Lanka Limited
6 Sabaragamuwa 1999 | Disposed 12.00 6.24 10.16
| Development
Bank
7 | Wayamba 1995 12.00 8.76 32.58
' Development
Bank
8 NDB Housing sed 30.00 | - 9.00%
Bank Limited® i
9 Commercial Bank isposad 100.00 9.37 | No capital gain
13% preference as preferencae
shares
10 e 2006 | Disposed 75.00 19.93 | No capital gain |
: afe as preference
| | shares **
11 2007 | Held 2,975.00 5,341.48 -
{Pvt) Limited
12 | Sri Lankan 2010 | Held 500.00 - (500.00)%
Airlines Limited
13 | Sri Lankan 2010 | Held 1,000,00 1,046.70 -
| Catering 15%
Prefarence shares
14 Canwill Holdings 2013 | Held 5,000.00 5.00 | -
{Pvt} Limitad

% Gain and loss is calculated based on profit and loss booked in the SAP. Unrealized or unaccountad losses have
not been considered in the absence of valuation reports.

" The entries pertaining to purchase, sala and dividend income received in case of NDB Housing Bank Limited
was not available in the SAP data

* The profit is calculated from the MB papers. It was noted that the said unlisted shares ware sold for LKR 39
million and hence the profit of LKR 9 million {39-30) was calculated.
% The prefarance shares were sold at par valua as per the SAP data
" fmpairment loss
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Name of the Year Held/ Total Dividends Capital gain/

company Disposed investment received (LKR/ {loss®) (LKR/
{LKR/ million} million) million
16 | Cargills 2014 | Held 495.00 - -
Agricultural and
Commerciat Bank
Private Limitad

16 | Weligama Hote! 2014 | Held 405,00 - -
Properties Limited
17 | Jetwing 2014 | Held 390.00 - -
Symphony
Limited
Total 11,042.63 6,461.50 {388.79)

Source: SAFP data provided by EPF

7.2 Non-compliances with applicable policies and guidelines

7.21 The investment function of the EPF is governed by the IPS and the ITG) However, there
was no documented policy for investment in unlisted shares prior 1. It was noted
that IPS 2001 requires prior approval of the IC and the MB for ir @ entof EPF funds.
Based on the documents provided for review, the policy co e for investment in

(3

unlisted equity was evaluated. On review of the IPS apdi¥T below mentioned points
in respect of investments in unlisted equity were notgd:

per 001
7.2.2 On review of the IPS and ITG, it was noted th Xaph 7.3.6 of IPS 2001 and
Paragraph 2.6.2.2 of IPS 2002 allowed inv nt In unlisted shares of banking and
financial institutions. (Refer Exhibit 8 an 2001 does not expressly cover any
guidelinas for investment in shares d companies other than banking and
financial institutions. The inform vailable did not show any evidence that

investments in non-banking a% cial institutions were permitted prior to 2001.
*
Table 14: Investment in U 5 nking shares

Year of Total Dividends

investment investment received {LKR/
{LKR/ million)

milfion)

Investment in unlisted banking shares allowed

Investments prior to IPS 2001

1 aPevelopment Bank 1998 12.00 6.19
2 Rajarata Development Bank 1988 12.00 5.15
3 Ruhunu Development Bank 1998 12.00 8.07
4 Uva Development Bank 1999 12.00 2.88
5 Sabaragamuwa Development Bank 1998 12.00 6.24
6 Wayamba Development Bank 1999 12.00 8.76
7 Fitch Ratings Lanka Limited 1999 0.63 1.73
8 NDB Housing Bank 2001 30.00 -

Total 102.63 39.02
Source: SAP dsta provided by the EPF

* The entries pertaining 10 purchase, sale and dividend income received in case of NDB Hg ank Limited
was not available in the SAP data 3
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No policy and guidelines for unlisted equity transactions {except banking) prior to
December 2011

IPS 2001, 2002 and ITG 2007 do not provide any other guidelines specific to unlisted
equity investments. IPS and ITG when amended in the year 2011 {(approved by the MB in
December 2011) provided specific guidelines for investments in unlisted shares.

The IPS 2001 and 2002 state that all the investment decisions of the EPF have to be
approved by the IC or the MB. However, operational guidelines or procedures related to

investment in unlisted shares prior to 2011 have not been explicitly mentioned in the IPS
and ITG.

Table 15: Investment in unlisted equity

Name of the company Sector Year Amount Investment
{LKR/million) approved by

Wast Coast Power (Pvt} Limited Power 975 | Approved by
generation | 2008 MB

Sri Lankan Airlines Limited {SLA) Aviation 2010 Ratified by MB

Sri Lankan Catering Limited (SLC} Aviation 2010 Approved by

15 % Preferenca Shares Catering MB

Total I 4,475

Source: SAP dsta provided by EPF

Policy and process for the period 1 January?x‘l December 2017
a

res has been detailed out in IPS 2011
11, investment in unlisted shares is
OY of the Fund Management Division had to
al received. Based on the analysis, the MO submits
ions. On IC's approval, the
to the Monetary Board by the Assistant Governor or

The process for investment in unlisted e
and ITG 2011. As per the IPS 2011 a
permitted wherein the Middle Offj
conduct analysis based on th
a report/presentation to
investment proposal is
Deputy Governor for a

Based on the gideti the IPS and ITG 2011, an atiributes list was prepared by KPMG
and a joint @ g the former/current Superintendents was conducted on 5 July
2019 to obtain their feedback before finalizing the attributes for testing adherence of
existing guidelines for investments in unlisted equity shares during the Review Period.
On the basis of the approved attribute list, testing of investments in unlisted equity
investments was performed and is set out in Section 10

18t Floar
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EPF's investments in listed equity

Investment summary

Scope of work defined that the transactions above the threshold of LKR 10 million in a
scrip per day {buy or sell} will be subject to investigations. SAP data was not available
prior to September 2006 and hence the details provided by CSE were considered as base
to arrive at the transaction list.

Table 16: Summary of transactions above LKR 10 million

Number of investee companies 114 17,168
Number of transactions above LKR 10 million 84 4,886
Source: CSE data from 1998 to 2006 27 242
Source: SAP data from September 2006 to December 80 4,644
2017
Source: CSE data and the SAP data provided by the client and KPMGW

4,886 transactions were tested for compliance with ableVpolicy and guidelines

EPF Count | Count of total Value Transaction | Value (LKR Non-
investments of transactions’ {LKKR s above 10 million} compliant
compa million) million transactio
nies ns
lL.oss making
transactions
{including
thrae? scrips
named in PCOI
repart)
Two? non-loss 287 | 5,101.95 | 144 4,745.59 12
making scrips
in PCOl ra
CBSL 1,460 | 29,023.7 660 27,321.98 208
ragulated 1
entities
Other 56 10,968 | 58,673.8 2,520 46,163.08 386
investments 9
Total 84 17,080° | 150,764, 4,886 131,179.30 798
{ 77

| Source: CSE data, SAP data provided by the client and KPMG's workings

® Transactions include purchase as well as sale transactions

! Transactions include purchase as well as sale transactions

? Ceylon Grain Elavators PLC, Galadari Hotels {Lanka) PLC and Brown and Company PLC

3 Laugfs Gas PLC and Piramal Glass Ceylon PLC

4 88 transactions were accounting entries in SAP for impairment, opening balance as on - name

counting. {odha Exstlus
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Identification of loss-making transactions

Loss making transactions have been identified for the losses which have been incurred by
EPF. The methodology agreed with FAMC was to evaluate those investment which have
been impaired in the books of accounts or losses have realized.

Impairment loss on investment - Securities which have been impaired in the books of
accounts of EPF {ldentified from SAP records provided by EPF) have been considerad for
investigation. The losses booked® on the impairment of investments in the books of
accounts were as follows:

Table 18: Loss summary

e 0 e compa . De O her Q A0 of 10 Dividend

Colombo Dockyard Investment 41 { .73} 322.7%
Bukit Darah Investment 10 {1,707.18) 32.78
Carson Cumberbatch PLC Investment 21 {1,625.64) 51.96
Brown & Co PLC Investment 11 {1,304.24) 31.45
Caylon Grain Elevators Invastmeant 8 (651.91) 25.02
Galadari Hotels {Lanka) Investment .
PLC Q (620.62)
Ceylon Hotels Corporation | Investment 3 :
PLC (377.69)
Ceylon Guardian Investme 26 38.73
Investment PLC (282.45)
Tal Lanka Hotels PLC Inv nt 70 {225.10) -
The Finance Company .| InVe t 1 {179.02) =
Hayleys Fabric PLC 3 ant 2 {138.79) 60.39
Eden Hotels Lanka PLC stmeant 25 {130.14) 3.41
Raigam Wayamba Salte vastmant 20 15.71
Ltd {64.38}
Mackwood E Investmant 1 {16.86) 0.70
Dizlog Tele! Investment 280 {5.75]) 372.51
Total 909 {9,198.50) 955.45
Source: SAP dat@yprovided by the EPF

Realised loss on sale of investment - EPF follows the weighted average method to
calculate the profit and loss on each of the transaction. Profit and loss were calculated for
a particular stock on the date of sale based on the number of units held befare the sale
transaction. As per the profit and loss calculation it was noted that losses were realised in
the following stocks on their sale:

® EPF has impaired investmerits based on market value of the investment as on the date of impairment

8 Dividends have been calculated based on entry in SAP. The dividend details are OHM

September 2006 to 31 December 2017, /AC? bt [
4

e &
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Table 19: Loss on sale

Name of the Portfolic Transactions Number of sale Loss on Dividends
security above 10 transactions sale® in received® in
milfion resulting in LKR/million LKR million
losses®

John'Keels Trading 649

Holding Limited

PC House PLC Trading 3 1 42,80 .

Total 652 63 271.16 545.44

Source: SAP data, CSE data and KPMG workings

Non-compliances with applicable policies and guidelines

Transaction testing for policy compliance was conducted to evaluate adherence of the
policy and set guidelines and the assessment was divided into the following two
processes for execution of transactions:

Initial investment and addition to the Approved Share List (AS

The MO performs analysis of the fundamentals of the com ecommends it to IC.
Thereafter, IC appro e investment in the company® riate, along with the

quantity to mﬂ:’iﬁm&uired to abtaifi the approval of the Monetary Board
before the first investment. As per clause 2.2.2.2 of th iSed IPS 2011, In special
circumstances, EPF may purchase shares of a ¢ any which is not included in the ASL
in consultation with the members of the IC a vernor. The approval process was
changed to consultation of the Governor®j ITG 2011.

Subsequent transaction review

For Investment portfolio - All tra
investment portfolio were reg

monthly basis. The trangati

the IC for the quantity t & ght/sold and the maximum/minimum price for the

proposed purchase/s I% the investment plan. The FO {FO) is required to execute
@ rice and quantity limit approved by the IC. Any deviations

the transaction éit

ans post addition of company in the ASL in the

™ There were other transactions abave 10 million in the following scrips however only the transactions sold at a
loss in the trading portfolio were required to be considered.

* Loss on sale includes brokerage charges paid

% Dividends have been calculated based on entry in SAP. The dividend details are only available for the period 1
Septamber 2006 to 31 December 2017.

* No mode of consultation with the Governor was defined in the policy

£ 151 Flacr, o'\,l
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from the approved investment plan has been categorised as non-compliant transaction in
the sections below.

For trading portfolio - The transactions in the trading portfolio were to be executed by the
FO within the approved limits mentioned in ITG and the Monetary Board papers from
time to time. The transactions were to be ratified by the IC in the subseguent meeting.

Overall portfolio level analysis and policy adherence

EPF could invest a maximum of 2 percent of its portfolio in equity shares as per the IPS

2001. In IPS 2011 effective from 31 December 2011, the said limit was increased to a

minimum four percent and a maximum of 15 percent of the total portfolio.

An analysis of portfolios at the end of each year and the percentage of the listed /unlisted
investments were compared vis-a-vis minimum/maximum allocation limits provided in
the IPS and ITG. The comparative values are highlighted in the chart bglow:

Chart 4: EPF equity portfolio vis-a-vis asset allocation limit in |

Total equity portfolio vis a vis assefalloc Limits in IPS
16.00%
—r——0—0—0
14.00% \' :
1
12.00% Q E ' Breach of
o ' portfolio
g’ 10.00% / allocation limit
s 8.00%
=
@ 6.00%
@
o 4.00%
2.00%
0.00%
7] ™~
@ o o o
G ™
% a5 of overal! portfolio =8=—Limit as per IPS 2001
=g==ReWsed Limit as per IPS 2011

EPF had breached the limit for equity investment having a maximum cap of two percent
of the total portfolio in the year ending on 31 December 2010 and 31 December 2011. The
limit was increased in December 2011 and was applicable from 31 December 2011. The

following people were involved in the management of the EPF at the time mentioned
above:

Table 20: Tenure summary

Name of the person Designation | Tenure in EPF
Mr. K.G.D.D. Dheerasinghe | Deputy Governor 12 February 2010 to 14 June 2010
Mr. P.D.J. Fernando Deputy Governor 15 June 2010 - 26 Saptember
201
Mr. B.D.W.A, Silva Deputy Governor and 15 June 2010 - 26 September
2011 and e
e, TRE g
\&\c?f‘—'" a’@,,

* The effective date of IPS was considered based on the date of Monetary Board appro Lodha Excelus ™ ©
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Name of the person Designation Tenure in EPF
Assistant Governor 27 September 2011 - 16
September 2012
Ms. J.P. Mampitiya Assistant Governor 28 September 2011 - AN
December 2011
Ms. R. Dhearasinghe Superintendent of EPF 21 June 2010 - 31 December
i 2011
| Mr. M.J.S. Abeysinghe Supearintendent of EPF 01 September 2009 - 20 June
2010
Ms. K. Gunatilleke Additional Superintendent 03 July 2008 — 31 December 2011
Mr. L.D.D.Y. Perera Deputy Superintendent 16 July 2008 - 12 June 2011
Additional Superintendent 13 June 2011 - 03 November
2013
Source: Employee list provided by the HR department

Breach of individual security limit of 10 percent of share capital of company

8.2.8 IPS 2001 had prescribed that Yinvestment in any company should.n eed five percent
of the issued share capital of the company. However, EPF can i @ it excess of five

percent with the prior approval of ent Committi & main rationale for
stipulation of the limit were:

- Not sufficient liquidity in the Market
- To avoid undue control of the Companyw d

B.2.9 The following instances were noted where
company prior to the limit being changed,i

vested more than five percentin a

Table 21: EPF's exposure
15.30%

| 12.40%
11.70%
9.40%
8.70%
8.30%

6.50%
1
Source: investment Committae mesting dated 8 September 2007

DNl wW N -

8.2.10 As per ITG 2007, the individual security limit of five percent for the investment portfolio

was increased to 7.99 percent for the investment portfolio and two percent for the trading
portfolio within the total equity portfolio. Further, ITG in 2011 revised the said limit to 10

_Eﬂggn/t;_rhe following were the list of companies in which EPF had invested more than

" Paint 7.3.6. of IPS 2001s
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7.98/10 percent for the investment portfolio. The details of exposure in excess of the limit
as on 37 December 2011 and 31 December 2017 are mentioned below:

Table 22: Breach of investment portfolio limits

1) he 0
1 | Laugfs Gas PLC Non-Voting Shares 31.80 34.69
2 | Laugfs Gas PLC 17.30 17.28
3 | Colombo Dockyard PLC 14.50 16.34
4 | Durdans Non-Voting Shares 13.80 o
5 | Galadari Hotels PLC 13.00 =
6 | Diesel and Motor Engineering PLC 12.60 19.89 |
7 | Ceylon Hotels Corporation PLC 11 11.85
8 | Dipped Products PLC 12.76
9 | CIC Holdings PLC Non-Voting Shares 60 12.70
10 | Lighthouse Hotels PLC .00 11.05
11 | Textured Jersay Lanka PLC .80 .
12 | Hatton National Bank PLC 8.80
13 | Sampath Bank PLC 9.60 H
14 | Commarcial Bank of Ceylon PLC 9.40 H
15 | Seylan Bank PLC Non-voting shares 9.30 o
16 | DFCC Bank PLC 9.00 .
17 | Ahungalle Hotels % 8.80 £
18 \ 8.80 ™
19 8.80 z
20 | 8.70 =
2 | 8.60 10.56
22 | 8.40 =
23 8.30 =
24 g 8.30 N
25 | Seylan Bapk PLC 8.20 -
26 | Lanka Tiles PLC B.20 :
Source: Relevant IC minutes

Tracking mechanism for weekly/monthiy threshold in each share is currently manual and
EPF may consider deploying dashboards on the basis of information available in SAP for
assisting in management decision making.

Breach of trading limits

Following instances of breaches were observed in terms of dealers trading limits since
the concept of Trading portfolio was introduced:

Lodha Excelus
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Ancllo Mitls Compound

N M Josh Marg

Mahalakshme,

. ; Mumbai-400 1)
Project Diamond Final report 7 November 2019 (FA3).



anush
Pencil


8.2.13

8.2.14

Project Diamond
Final Report

Strictly private and confidential
Novermnber 2019

Table 23: Year-wise compliance violations in trading portfolio

Transactions above LKR  Mumber of transactions  Number of
10 million (Trading where trading limits transaction breaches

portfolio) were breached where approval was
not obtained from
appropriate authority

2008 1 1] 0
2009 60 10 g
2010 332 86 20
2011 98 15

2012 8 1

2013 27

2014 208 7 59
2015 60 12
2016 125 54
Total 917 8 156
Source: CSE data, SAP data and KPMG's workings

Transaction levef compliance violations \
Following were the overalil transaction-lev, pliance violations in case of listed
investments (Other than transactions in -mhaking companies)

Table 24: Transaction-level compliance

Particulars Count of Count of transactions
companies
Number of companies transatted {More than 10
million in a day)
Transactions noki

ce with IC plan 39 277

49 513
Transactions noyratified in trading portfolio 7 9
Total Non-compliant transactions 591 799

Source: CSE data and the SAP data provided by the client and KPMG workings

EPF employees as counterparties to EPF trades

On review of the counterparty data received from Colombo Stock Exchange, following
instances of EPF FMD employees™ as counterparties to EPF trades were noted:

in the same company in two categories.
'* Based on search of names of EPF FMD employees in the counterparty details proyj
Exchange in respect of listed companies traded by EPF during the review period
15} Flooe
Apollo Mills Compound
N M Josm Marg
Mahalakshm
Mumbai-400 011
fndla___
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Table 25: Trade details

Name of the | CBSL = EPF Total Quantity Amount of
employee 1D trans quantity traded as investment

actio traded by counterparty {LKR}
n EPF on day by employee
Type

Mr.BHIS 26 August | Nawaloka Hospitals
(ARELE Buy 2005 Plc 2,300,000 5,000 20,000
29
Mr.BHIS Chevron Lubricants
(e Buy 2D:(t):§mber Lanka Plc 200 200 11,300
1856
Mr.BHIS 14 October
T Buy 2011 CT Holdings Plc 18,700 200 38,000
11
Mr.BHIS . Pegasus Hotels of
e Sell g;::;ember Ceyion PLC 121,400 21,399 1,027,152
Ms. 8.M.W.S5. Raigam Wayamba
Balasooriva Bay 3 May 2010 Salterns Plc 5,500, 5,000 22,000
3
Ms. B.M.W.S. Piramal Glass
Balasooriya 1850 Buy ?&V; mber Ceylon Plc 3 2,000 9,800
Ms. B.M.W.S 28
emaim e Buy February Laugfs Gas Plc 706,200 800 33,600
Balasoaoriya 2011
Mr. T. 12 March
Udayaseelan E 2012 — L WAL
Mr. T. 12 March
(dayasasian Buy 2012 8,000 204 212,160
Mr. T %,
A Buy November | C ings Plc 541,000 500 47,500
Udayaseelan
2010
Mr.T. 23
L Buy Nova: r itken Spence Plc 100,600 500 92,450
Udayaseelan 20
Mr. T. 1822 Asian Hotels and
Udayaseelan = Properties Plc 46,500 i) 95,000
lB 16 December | remal Glass 8,725,500 20000 160,000
Udayaseelan Ceylon Plc
2010
Mr. T ' 24
ko Buy February Laugfs Gas Plc 2,706,200 3760 155,400
Udayaseelan | 2011
2
Mr. T. Textured Jersey
| Udayaseelan Buy ggﬂember Lanka Ple 2,899,200 1000 14,500
| 16  The Lanka
xs;;ﬂms M. Buy Dacember | Hospitals 73,000 3,000 36,750
2004 Corporaticn Plc
Mr. M S M. 1858 20 October | Asiri Surgical
Husam EETy 2005 Hespital Plc R f2-000 g
MrMsS M. | 22 May Diesel & Motor
Husam Buy | o014 Engineering Plc U EL el
Source: Data provided by CSE and EPF HR records

8.2.15 Analysis of counterparty data and presence of trades by EPF employees indicates that
due to lack of appropriate mechanism to monitor conflicts of interest, employees of the
FMD could have derived personal benefit by trading in their respective personal accounts,
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while being privy to information of EPF trades. However, post implementation of IPS and
ITG 2018, the members in the FMD cannot invest in stock markets.

Mr Saman Nanayakkara who joined EPF on 1 April 2011 as the head of Middle Office on 5
August 2019, informed that the management of EPF had decided to remove the specific
statements of economic interests for EPF employees as there was no specific format or
mechanism to submit and monitor the information.

Mr Nanayakkara explained that as per the requirement of being part of CBSL, all
employees of EPF were already required to submit an annual asset and liability
statement. Due to the lack of staff in FMD and to manage the increase in workload during
that period, Mr Nanayakkara felt that it was extremely difficult to have such an additional
and separate disclosure of economic interest procedure for EPF.

During a discussion with Mr. Nanayakkara’™, he stated that -

“Most of changes to IPS and ITG were done to reflect the fundsg
procedures/ strategies adopted by EPF at that time. He fol
directions of EPF management, had several d:scuss:ons &
material/document relevant to the subject before fi ] he draft revisions. Even
though, he did not have exposure on the fund manage or development of policy
document, he used his knowledge and understanding,in drafting revisions in addition to
the guidance given by the management. *

ement practices/
thedinstructions and

Investment in listed banking companies in ention of policy

EPF had invested in contravention to the@lent policy the following listed banking
companies prior to 2011:

Table 26: Summary of investments made by EPF prior to 31 December 2011

1 National Developfie k 22 August 2006

2 25 Septamber 2009™

3 5 November 2009

4 3 December 2009

5 18 Dacember 2009

6 Sampath Bank PLC 17 February 2010 31, December 201
7 Lanka Orix Leasing Co PLC 13 October 2010

B The Finance Company PLC 27 May 2011

9 Central Finance Companies PLC 25 May 2011

10 | Peoples’ Leasing Company Ltd 22 Novambar 2011

Source: SAFP data provided by EFPF

T Refar exhibit 3.4 for minutes of the meating,
™ Date of investment as per the SAP data or the date of application to the IPQO whichever is sarller is considered
to be the date of first Investment. :

™ EPF had subscribed for the public issue an 25 September 2009. Howaver, Governopfpfan
on 29 September 2009 / o
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Listed equity investments — non-compliant and loss-making
transactions

Summary

Transactions resulting into losses to EPF

PCOI investigation report, Chapter 16 states,” there were allegations made in the public
domain, that the EPF engaged in large scale transactions in Shares in Companies such as
Piramal Glass Ceylon PLC, Galadari Hotels (Lanka) PLC, Laugfs Gas PLC, Ceylon Grain
Elevators PLC, Brown and company PLC during this period and that some of these
transactions raised the inference of “pumping and dumping” and “market manipulation”.
There were allegations that the EPF knowingly acquired shares which resulted in the EPF
incurring substantial losses.”

A scrip wise analysis was performed for all the 17 investments t losses. Two
companies, highlighted in the PCOI report, did not have any lo o] by EPF
department. However, the two PCOI highlighted entities ha@ overed in our
analysis.

Table 27: List of loss making and PCOl-named compa

Sr Name of the Details of Number of Amount of loss as Dividends
No company loss transactions  per books of accounts received’’
above LKR {LKR/million}® (LEKR
10 million million)

Companies named in PCOI report
1 Brown & Co PLC 110 {1,304.24) 31.45
2 Ceylon Grain 8 {651.91) 25.02
Elavators
3 Galadari Hotels 8 {620.62) -
{Lanka) PLC
4 Laugfs Gas PL No loss 957 - 662.72
booked
5 No Loss | 49 - 186.71
booked
270 {2576.77) 905.90
Other companies
6 Colombo Dockyard Impairment 41 (1,868.73) 322.79
loss
7 Bukit Darah Impairment 104 {1,707.18} 32.78
loss
8 Carson Impairment 210 {1,625.64) 51.96
Cumberbatch PLC loss
9 Caylon Hotels Impairment 3 {377.69) -
Corporation PLC loss
10 | Ceylon Guardian Impairment 26 {282.45) 38.73
Investmeant PLC loss

7 Lossas have bean calculated as per the transactions recarded in SAP upto 31 December 2017
7! Dividends hava bean calculatad based on transactions in SAP. Tha dividend details are
period 1 September 2006 to 31 December 2017.
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Name of the Details of Number of Amount of loss as Dividends
company loss transactions per books of accounts received”’

above LKR {LKR/million)”® {LKR
10 million million)

John Keels Holding Realisad {228.36)
Limited loss
12 | Tal Lanka Hotels PLC | Impairment 70 (225.1) -
loss
13 | The Finance Impairment 1 (179.02) -
Company loss
14 | Hayleys Fabric PLC Impairment SR 2 (138.79) 60.39
loss
15 | Eden Hotels Lanka Impairment 25 {130.14) 341
PLC loss
16 | Raigam Wayamba Impairment 20 {64.38) 15.71
Saltern Ltd loss
17 | PC House PLC Realised 3™ (42.8) -
loss
18 | Mackwood Energy Impairment 1 .86) 0.70
PLC loss
19 | Dialog Telekom | Impairment 280 .75} 37251
| loss
Sub-total 1435 {6892.89) 1444.42
Total 1705 {9469.66) 2350.32
Sourca: SAP data provided by EPF and PCOI repbrt

8.2.1 Following analysis of EPF's investme

9.2 Analyses performed for EPF's investmentiin [isted equity
@d companies has been performed:

-making listed investments with a transaction
value in excess of LKR 1 in a day.. Additionally, investments in two listed
companies, highlighted'i COl report, have been analysed. These 19
investments hav ysed from the perspective of identification of non-
compliance with%nt policy and process and the individuals responsible for
the same to t ent evidence was made available.

v documentation for the 19 investments to understand the
©r inv€stments and analysis carried out to justify the rationale for these

- Decision making analysis f

- In case cfMoss-making investments, identification of brokers for EPF trades,
major® counterparties to EPF trades (purchase and sale) and counterparty brokers
from details provided by CSE. Comparison of prices at which purchase and sale
trades were executed by EPF with the prevalent market prices.

- Identification of personnel responsible from available source documents for
investment/divestment decisions, and review of adherence to the laid down policy
and process.

- Public domain search and linkages, if any, between the counterparty, EPF
authorities and investee companies. Analysis of details received from Registrar of
Companies {ROC} for 49 companies®’. List of 49 companies is attached as
Annexure 20.

® Includes 2 transactions which were accounting entries for transfer of code in SAP.
5 More than 10% of the transactions in a day of the averall volume
81 Documents watre requasted for 60 companies, of which, details were made available for 43

Project Diamond Final report 7 November 2019 (FA3)



| Project Diamond
- Final Report

Strictly private and confidential
November 2019

Interviews with the employees of EPF, identified based on documents available for
review in relation to the transactions resulting in losses to the EPF.
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9.3 Brown & Company PLC
Background
8.3.1 Brown & Co. PLC (Brown) was established in 1892 and has business interests that span a

wide range of industries. The company initiated its business as manufacturer and
importer of farming and agriculture machinery and has grown into a well-diversified
trading company. It was listed on CSE on 1 January 1970%,

EPF's investment in Brown

9.3.2 Brown was added in the ASL through an IC meeting dated 23 June 2011 in the investment
portfolio and MB meeting dated 15 July 2011. EPF started purchasing shares in the
investment portfolio of Brown In July 2011. Summary of EPF’s transactions in Brown in
the ‘Trading’ and ‘Investment’ portfolio during the Review Period is stated in the table
below:

Table 28: Summary of all transactions during the Review Perio

H

Portfolio No. of Quantity LKR .0 Quantity LKR
Transactions | {(million} | {million} nsagtions | (million} | (million)
Trading 96 1.27 180.12 438 0.84 121.51
Investment 173 6.49 1707.62 = - =
Total 269 | 7.76 1 4 48 0.84 121.51
Sourcae: CSE and SAP data provided by EPF

8323 Summary of all the transactions above LI iflion is set out below and the list of all
transactions above LKR 10 million are s tfin Annexure 21.

Portfolio . LKR No. of Quantity LKR
i {million} | Transactions | {million} | {million)
{ Trading 72.59 13 0.3% 62.51
{ Investment 1535.00 - - -
| 5.96 1607.59 13 1 0.39 62.51
vided by EPF
9.3.4 EPF incurred a total impairment loss of LKR 1304.24 million in Brown. The years in which

EPF recorded impairment loss in its books are shown in below table:

Table 30: Impairment loss recorded by EPF in various years

2015 {1100.27)

2017 {203.97)
Total {1304.24)
Source: SAP data provided by EPF

9.35 The impairment loss of LKR 1304.24 million was incurred by EPF on its investment
portfolic. On review of the transaction pattern, it was observed that purchases in the
investrment portfolio were concentrated during 2011. Details of the transaction

o

o
¥ Source: Website of Colombo Stock Exchange (www.csa. [k Lodha Excelus ’r‘\‘“\c.

1sl Fioar \ b

Apollo Mills un |
N M. JoshiMarg, | |
Mataiah /
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contributing to 43.19 percent of the purchases in the investment portfolio are mentioned
below:

Table 31: Concentration of transactions

Date  Quantity Price  Transaction % transaction Counterparty % transaction
{million) per value (LKR value of EPF for the value to total
share million} to market transaction purchases®

(LKR) value {in the during Review
shares on that Period
day)
99.03% | Mr. S.H.M.
2011 | Rishan

Source: CSE data and KPMG's working

The above transaction was a crossing transaction executed by EPF through its broker
Taprobane Securities {Pvt)} Limited.

Price and volume analysis

Analysis of price and valume data in the shares of Brown s 95% of the
purchases by EPF in investment portfolio were durin 13 ich 43.19% was
contributed by the initial investment on 27 July 20118Set ollf below is price and volume
chart for the shares during the period 27 Janua% December 2017:

&
O

%&This space is intentionally left blank)

¥ ~le %,

Lodha Exgelys ™ %
15t Floor, ot
Apallo Mills Compoung,
NOM Soshy Matg
Mahalakshm:,
Muembai-400 019,
India,

# Total purchases made in the investment partfolio in case of impairmaent loss
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Chart 5: Price movement in Brown & Company PLC during 27 January 1998 to 29 December 2017 along with details of EPF trades
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From the above chart, the following was noted:
- Asignificant movement in the volume of the shares during 2009 and 2010, post
which a drastic increase in price was observed from LKR 17.50 in April 2009 to
LKR 399.00% in May 2011, post which EPF invested LKR 737.69 million in Brown
on 27 July 2011 at a price of LKR 290.

- The movement in the price 30 days prior and after the transaction is given in the
table below:

Table 32: Market price movement 30 days prior and post the transaction

Transaction Period® Date from Date to Minimum  Maximum  Average

Date price price (LKR} price®®
{LKR)

27 July 2011 | -30days | 13 June 2011 | 26 July 2011
Price on 27 July 2011 287.00
+30 days | 28 July 2011 | 8 September 276.93
201
| Source: Market data from CSE
Analysis of price movement indicated that the price a ichyl gcuted the trade was
higher by 1.05% than the average market price on th@ date @f EPF trade. Transaction was
not pre-approved by the IC in its weekly plan. No analysi MO was available to
determine the pricing for the purchase transacti
Counterparty analysis Q
Analysis of the counterparties to the a ansaction indicated that Mr. S.H.M Rishan
was the counterparty for entire 2.54 i hares purchased by EPF through a crossing

transaction.

Table 33: Counterparty detail ‘

Trade Quantity Amount  idame of the EPF Broker Counterparty broker name

Date {million) [million] counterparty name

27 July ‘ 37. Taprobane . Nation Lanka Equities (Pvt)

2011 Rishan® Sacurities Limited (58.92%)

{Pvt} Limited 2. JB Securities (Pvt} Limited
{13.31%)}

3. Candor Equities Limited
{9.85%)

4. NDB Securities (Pvt)
Limited (7.90%}

5. Taprobane Securitias {Pvt)
Limited (6.21%)

6. SMB Sacuritias {Pvt)
Limited {3.81%)

Source: CSE data

& LKR 399 per share was the highest close price during the period April 2009 to May 2011

85 price and quantity analysis is based on details pravided by CSE 30 trading days priaor and subseguent to the
date of EPF transaction

& Sum of end of day price of 30 trading days divided by 30

% The transactions were entered through seven different trading accounts of Mr. S.H.M. Rish 4 nks. As
per the explanation provided to KPMG by CSE, the shares wauld either have been pledg
six banks or Mr. 5.H.M. Rishan would be having a margin trading account with the ban
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9.3.10 The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Brown & Company is given in the chart below:

(This space is in tentiﬂ ank)

Lodha Extelus
15t Floor, Ty
Apcilo Mets Compound
N. M. Josht Marg
Mzhalakshm,
Murabar-400 011
India

*
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Chart® 6; Details of concentration of counterparty, EPF broker and Counterparty broker in Brown & Company PLC
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Information published in the media indicated that Mr. S.H.M. Rishan was a high net worth
individual and a promoter in PC House PLC, which was delisted on 19 July 2019 from the
CSE®. No cormmunication between EPF personnel and the broker could be identified,
since emails and voice records for this time-period are unavailable. Some employees had
indicated in the interviews that FO staff could be privy to the counterparty, as the broker
may have informed about the same to the dealer.

ROC documents for Taprobane Securities Private Limited were reviewed and it was noted
that Taprobane Securities Private Limited and Brown and Company PLC share common
directors and shareholders. Refer Exhibit 10 for the extracts of ROC documents. During
the year of investment, 2011%, the following directors and shareholders were common:

Table 34: Common shareholders and directors in Taprobane Securiti ivate Limited and
Brown & Company PLC

Director eholder Chairperson Shareholder

Rohini Lettitia Nanayakkara v Y

Ajith Davasurendra v v

Sourcae: ROC data and financials of Brown & y PLC
According to media articles, Mr. Ajit endra was said to have connections?® with
former Governor Mr. Ajith Nivard aal Mr. Ajith Devasurendra was alleged in a news
article for being involved in pu d dump® scheme.

*

Transaction Complianc \\
For addition of the y to ASL
EPF started ing in Brown on 9 November 2009 in the Trading portfolio and in the

investment portiiglio on 27 July 2011. Following are the details of approvals obtained-

Table 35: IC and MB approval for adding company to ASL

Trading 28 October 2009 17 Novembar 2009 65 November 2009
Investment 23 June 2011 15 July 2011 -
Souree: IC minutes and MB papers

At its meeting on 23 June 2011, IC approved inclusion of Brown in the ASL of investment
portfalio of EPF, subject to approval of the MB. MB granted approval for inclusion in the

 CSE letter dated 19 July 2019 vide rule 4{2) of SEC under section 53 of the SEC Act 1987

* ROC document for annual return of Taprobane Securities Private Lirmited dated 14 October 2011.

N hipwwe sundaytimes, (k15031 Wbusiness-limes/central-bank-governor-under-fire- 138688, him! - this
information could not be independently verified.
82 hitpdfweewy fLlk/ariicled 219550/Rawi- K rakes up-insidec-rading-at-CSE - this information ¢
independently verified. ¢

Lodha Excelug G
st Flogr,
Agalle Muts Compoundl'
N M Jasti Marg,
Mahatakshmi,
Mumbai-400 011,
indi,
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ASL on 15 July 2011 citing significant past performance, expecting the same in future and
current market value being below the intrinsic value. Recommendation of MO and
analysis was provided to the IC for including Brown in the ASL.

For sequent transactions in vestment portfoli

EPF transactions in Investment portfclio above LKR 10 million {110 transactions) were
reviewed for adherence to prevalent IPS and ITG. Below mentioned table summarises the
transaction not compliant to the laid down policies for all purchase transactions in
Investment portfolio above LKR 10 million:

Table 36: Non-compliant transactions

Criteria Count Value {LKR % of total
million)
Transaction not pre-approved by the IC

Source: Documents provided by EPF and KPMG's workings

Set out below is the summary of trades executed by EPF in Brown during the Review
Period, deviations noted in the transactions as QQSt prevalent IPS and ITS and the
Trade Quantity LKR/

personnel executing the transactions.
Q EPF personnel
date {million} | million

27 July 2.564 | 737.59 i Names identified in the settlement
2011 ‘ sheet, order placement sheet and
trading approval form-

1. Mr. W.G.R Harshapriya

2. Ms, B.M.W.S Balasooriya

3. Ms. Rupa Dheerasinghe - |
i Superintendent

{ 4. Mr. L.D.D.Y. Perera -

" Additional Superintendent

Table 37: Summary of trades, policy devis

Personnel

| Source: Deal ticket, settiemsnt shest, order placement sheat and trading approval form

Transaction execution documents, such as order placement sheets, share trading
approvel forms, deal tickets and settlement sheets were reviewed for the transaction on
27 July 2011, Dealer name was not mentioned on the deal ticket, as a result, the names

Regfs 3
Q\b@fﬁ_ = rl@-"@.
! Lodha Excelus
/ ! Floor, 0'\
Apallo M, G.pound
N M. Joshi Marg
Mahalakshm,
Mumba:-400 611 ;

-
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of the persons executing the transaction could not be identified. Refer Exhibit 4 for deal

ticket.

Interview evidence®

KPMG conducted interviews with the employees existing at the time of investment and
the following was noted:

Table 38: Relevant extracts of interviews with EPF employees

Name of the
person

Mr. P.D.J.
Fernando

Role in the
Transaction/in
EPF
Deputy
Governor

Ms. R.
Dheerasing

Explanation provided

.-+ the decision to invastin any
decision taken by Investment Cd
could be investmeants madegwi
howavar does not exa

was not awar conngetions of their invastment
advisors with ounterparties”

... had sset! his dissent to the S/EPF and other
mem%r a Investment Committee regarding the
investments of high value aquities taken

C approval and subsequently brought to
tion unless there is very compelling reason to do
This was to discouragae the practice completely ™
..... .-"it was the responsibility of the head of EPF
department and the relevant hierarchy to notify the
Deputy Governor regarding alf transactions prior to
exscution.”

... “"does not remember the events that transpired”

Mr. LD.D.Y.
Perera

dditional
Superintendent

.. “there were caertain instances where counterparties
were known, and brokers would reveal the
counterparties.”

Mr.
Harshapriya
W.G.R

Assistant
Superintendent

KPMG questioned regarding cases where there wera
no signatures on certain deal tickets including an
instance where the deal ticket for executing a specific
transaction in Brown and Co was not signed.

... 'the Back Office should have taken up the matter
with the FO prior to settlement.”

Source: Interview with the employss
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Ceylon Grain Elevators PLC

Background

Ceylon Grain Elevators PLC (CGE) was incorporated in 1982. The company forms part of
the Prima group of companies producing animal feeds (Poultry, Cattle, Fish, etc.) and
chicken to the local and export market. It was listed on CSE on 27 January 1992,

EPF'’s investment in CGE

EPF started investing in Ceylon Grain Elevators PLC in 1998. Post approval from MB on 7
April 1998, the first investment in CGE was executed on 24 April 1998. Summary of EPF's
transactions in CGE in the ‘Trading’ and ‘Investment’ portfolio during the Review Period

are set out in the table below.

Table 39: Summary of all transactions during the Review Period

Portfolio No. of Quantity Quantity | LKR
Transactions | (million) | (million) {miltion) | (million)
Trading 5 0.12 5,76 4 0.12 18.08
Investment 66 6.98 10 22 1.63 39.44
Total 71 7.10 | ﬁ 26 1.75 57.52
Source: CSE and SAP data provided by EPF

Summary of all the transactions above L

Portfolio 2 Transactions | Quantity
{million} {million}

LKR {million)

Trading 12.53 2 0.04 6.83
Investmant . 965.00 1 0.50 11.13
Total 5.08 977.53 3 0.54 17.96

| Source: CSE@ndfSAP data provided by EPF

Losses incurred by EPF in CGE

EPF incurred a total impairment loss of LKR 651.91 million in CGE. The years in which
EPF recorded impairment loss in its books are shown in below table.

Table 41: Impairment loss recorded by EPF

Year Amount of impairment (LKR /million)
2015 {515.47}
2017 (136.44)
Total = {651.91)
Source: SAP data provided by EPF

151 Figar
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Loss of LKR 6561.91 million was incurred by EPF in its Investment portfolio. Total loss of
LKR 651.91 million, could be attributed to the following two purchase transactions carried
out by EPF in the Investment portfolio:

Table 42: Concentration of transactions

Purchase Price Transaction % Transaction Type of % Transaction
quantity  (LKR) value (LKR value of EPF to transaction value to total
{million) million) market value purchases during

{In the shares Review Period
on that day)

4 March A 717.50 Crossing
2011

15 March 1.50 165 247.50 87.45% Crossi
2011

Total 5.00 965.00 96.58%

Source: CSE data and KPMG's workings

The value of purchase on these two days ({LKR 965 ion}
purchase value (LKR 1051.15 million) for CGE duringtthe e
between 1 January 1998 and 31 December 201 7\

rised 91.80% of total
re Review Period i.e.

Price and volume analysis Q

Analysis of price and volume data in the f CGE indicated that the purchases of
EPF above LKR 10 million in the Inve rtfolic® were concentrated during the year
2011. Set out below is price and v e'thart for the shares, along with overall trend of
ASPI, during the period 1 Januz 98%0 31 December 2017:

N
>

{This space is intentionally left blank)

* Np fosses were observed in the Trading portfolio of EPF for the stock of CGE M:;’r:‘:: “45 !
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Chart 7: Price movement in Ceylon Grain Elevators during 02 January 1998 to 29 December 2017 along with details of EPF trades
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From the above chart the following was noted:

- Asignificant rise in price and volumes was observed in CGE during the period 1
January 2011 and 1% March 2011, the price being in the range of LKR 93.50 and
LKR 265 and volumes in the range of 27,300 and 4.20 million shares. The rise in
percentage terms during this period 31 December 2010% to 3 February 2011 for
CGE scrip was 242.67%, as against the rise in the ASPl index of 10.71 %. PCOI
report raised the inference of “purnping and dumping®” and typically in such
schemes, the price chart map may appear as an inverted U or V.

- Scrip touched a high of LKR 265 on 3 February 2011, EPF purchased 3.50 millicn
shares at a price of LKR 205 on 4 March 2011 and 1.50 million shares at a price of
LKR 165 on 15 March 2011.

- The movement in the price 30 days prior and after the transact
table below:

pn is given in the

io
Transaction Period Date Date to Minimum FPrice [Maximum Average
Date from Price Price
{LKR} HEGY

-30 days 13 197.12
2011 January | March
2011 2011
Price on 4 March 2011 198.00 211.00 204.5
+30 days 7 March 163.00 202.50 175.05
2011
15 March | -30 days | 26 166.10 265.00 208.94
2011 N
2011
I 163.00 178.00 170.80
i 3 May 142.00 198.00 168.82
March 2011
2011 H

pump and dump scheme, the price rise and fall happens over a
period and onaday price is not material, the price movement on the days on which EPF
executed the trade has been given below:

e higher by 0.24% than the average market price on 4 March 2011
o lower by 3.33% than the average market price on 15 March 2011

MO analysis for price determination was not available, as this transaction was not pre-
approved by the IC. The price of the shares and EPF trades between 1 December 2010 and
30 December 2011 {above LKR 10 million} are depicted in the chart below:

% Closing price of LKR 75
% A "Pump and dump” scam is the illegal act of an invastor or group of investors promoting a stack they hold
and selling once the stack price has risen following the surge in interest as a result of the endorsement (Source;
hitps:/'wew.investopedia.com/ask/answers/05/061205.asn}
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Chart 8: Price movement during the period 01 December.2010 to 30 December 2011
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Counterparty analysis
9.4.11 Analysis of the counterparties for the above transactions shows that out of 5 million
shares purchased by EPF (3.50 million on 4 March 2011 and 1.50 million on 15 March
2011), Perpetual Capital {Private) Limited {PCPL} was the seller for 95% {4.75 million} of
the quantity purchased by EPF. The other counterparty to the purchase by EPF on 15
March 2011 was Lanka Orix Leasing Company Limited (0.25 million shares). Details of the
counterparties and brokers for these transactions are as follows:
Table 44: Counterparty details
Trade Date Quantity Amountin Name of the EPF Broker Counterparty
{million} LKR million counterparty hroker
4 March Perpetual Nation Lank Nation Lanka
2011 Capital Equities Private
{Private} Limited
Limited
15 March 1.25 206.25 | Perpetual Taprobane
2011 Capital Securities
{Private) Private Limited
Limited
15 March 0.25 41.25 | Lanka OK Nation Lanka Taprobane
2011 i Equities Private Securities
Limited Private Limited
Total 5.00
Source: CSE data
9.4.12 Cut of the total purchases of 5 mi ares, EPF bought 4.75 million shares from PCPL.
9.4.13 , counterparty broker and EPF broker in the

e chart below:

The concentration in th
transactions in CGE is 5\

{This space is intentionally left blank)
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Chart 9: Details of concentration of counterparty, EPF broker and Countaerparty hroker in Ceylon Grain Elevators PLC
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9.4.14 No communication between EPF personnel and the broker could be identified, since
email and voice records for this time-period are unavailable. Nation Lanka Equities Pvt
Ltd has brokered majority of the deal and would be aware of the buyer and seller of the
transactions. Mr. P.D.J. Fernando, Deputy Governor of EPF, had indicated during the
interviews that the management, including the FO staff in the EPF might have known the
counterparty. However, in the interview, Mr. M.S.M. Husam stated that he did not
recollect the transaction details. (refer section “Interview Evidence®).

9.4.15 The Registrar of Company {ROC) documents were reviewed for PCPL and following were
the directors and shareholders of PCPL as on 31 March 2016% {Refer Exhibit 11}):

Table 45: Directorship and shareholding of PCPL

Date of appointment
as director

Effective date of % holding
shareholding

Mr Geoffrey Joseph | 27 July 2009 27 July 2009

Aloysius

Me  Arjun  Joseph | 27 July 2009 27 July

Aloysius

Ms  Siromi  Noel |' 23 December 2013% Not a shareholder NA
Wickremasinghe

Source: PCOI report and ROC documents %

9.4.16 As per the PCOI report, following linkages e identified between the directors of the
PCPL and the Ex-Governors of CBSL.

- Mr Arjun Joseph Aloysius is t
Mahendran,

- Ms Siromi Noel Wickre
Cabraal was appoiﬁte@
Refer Exhibit 12.\\
9.4.17 Shareholding analysis i

2009, 2010 and 201

@Iaw of the Ex-Governor Mr. Arjuna

he, sister of the Ex-Governor Mr. Ajith Nivard
director of PCPL “on or about” 23 December 2013.

is information available in the annual reports for the years
rformed and summarized as below.

ares (in million) pre and post the EPF transaction

Name of the entity Number of Number of Number of
shares as on 31 shares as on shares as an
December 2009 31 December 31 December
{million) 2010 2011
[million} {million}

Prima Limited, Singapare

Japfa Comfeed, International PTE Ltd | 6.05 | 6.05 6.05
Employees Provident Fund - - 5.20
Supra Limited 5.18 5.18 5.18
Eka Limited 2.27 2,27 2.27
Perpetual Capital Private Limited (PCPL) - 2.13 0.14_.
P_ar;?etual Asset Management Private _ 1.21 A
Limited (PAMPL) ,ﬁ"[;?_‘l:.\;‘_

Lodha Excelus \

15t Foor, VT

+ [Apolio Mils Compou -l

N M. Jost: Marg
Mahataksh

Mumtai-400 011

India

% Records after 2016 were not readily available
¥ Ms. Siromi Wickremasinghe resigned from the post of director on 4 December 20
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Name of the entity Number of Number of Number of
shares as on 31 shares as on shares as on
December 2009 31 December 31 December
{mitlion) 2010 2011
_ {million) [million}
Aviva NDB Insurance PLC - 1.00 -
Wadlock Mackenzie Ltd 0.21 0.83 0.21
Others 19.02 14.06 13.68
Total number of shares as per the annual
reports® 60.00 60.00 €0.00
Sourca: Annual Reports of Caylon Grain Elevators

From the above table, the following changes in the shareholding are dbserved:
these shares

- PCPL held 2.13 million shares of CGE as on 31 December
were purchased during the year 2010. PCPFLwas nota s @ Ider of CGE as on
31 December 2008. The price at which PCPL purcha arés of CGE is not

available.
- PAMPL also purchased 1.21 million shares of@mw as it had no shares on

31 December 2010. Further, ROC documq at PAMPL shared common

directors'® and shareholders with PCPL.

- PAMPL is not in the list of top 20 shar , as an 31 December 2071. Hence it
appears that PAMPL may have sold hates during the period 1 January 2011 to
4 March 2011. However, there we %- transactions noted between EPF and

PAMPL in CGE. Transactions participants other than EPF trades were not
available for investigation.

8.4.17.2 Comparison of market prige d% year 2010

- As noted above, %E AMPL purchased shares in 2010, As per the market
data available o& website, the highest price of CGE in 2010 was LKR 75.50
Vi

erage ' price during the period was LKR 42.43.

and the weig
- Details afitr ecuted in the market for CGE other than EPF trades were not
| ene€, based on the information available, potential profit on sale of

s by PCPL to EPF can be estimated below {but will require further data to
fified completely and accurately).

Table 47: Calculation® of potential profit earned by PCPL

'® Mr. Geoffrey Joseph Aloysius and Mr. Arjun Joseph Aloysius

19 The waighted average price of the share was calculated based on the total valum :—-4":
af shares traded i

22 Datails of the calculation have been attached as Annexure 23

..ouan;akée xlceius

18! Floo
Apollo Milts Compound
N. M Joste Marg
Mahalakshm,
Mumbz1-400 011,
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Particulars Formula Quantity Share price
{million) {LKR) and

Amount
(LKR

million}

Shares held by PCPL as on 31 Dacember 2010 A

Shares held by PCPL on 31 December 2011 B 0.14 -

Shares sold by PCPL from the balance as on 31 Dacember | C= A-B 1.89 -

2010

High price during the period 1 January 2010 to 31 | D LKR 75.50

Deacermnbear 2010'® |

Weighted average price period 1 January 2010 to 31 | E | LKR 42.43

December 2010

Weightad average price of purchase by EPF from PCPL F LKR 194.47

Potential profit earned by PCPL on the transaction based an | G = (F -D) 75 )
| High price =C million

Potential profit earned by PCPL on the transaction basedon | H = { —\LKR 302.56

weighted average price e million
{ Source: Information available on CSE website and KPMG " ki

PCPL purchased 2.78 million shares of CGE during t
2011 and sold it to EPF at weighted average pri fL
for CGE during this period is not available. He

1 January 2011 to 4 March
4.47. PCPL's purchase price
potential profitloss cannot be

unavailable, it is not possible to assess, ge, if any market participants indulged
in manipulation (e.g. circular trading) e Up share price. This aspect should be
investigated further by the approp ority who may be able to obtain this data.

The other counterparty for the
Company Limited (LOLC).¥ro
noted that LOLC is a No\\
financial services, such'as le

tailor-made financi
Stockbrokin n

de of 0.25 million shares was Lanka Orix Leasing

information available in the public domain, it was

Financial Institution (NBF!) offering non-banking

ing, lending, micro and SME lending, savings and deposits,
ts for the SME sector, Factoring, Alternate Finance,

nce.

Transaction compliance

For addition of the company to ASL

EPF started investing in CGE on 24 April 1998. EPF had obtained approval from MB on 7
Apri! 1998. The company was added to the ASL on 7 April 1998.

Subsequent transaction review

Lodha Excelus ™, & )
15t Foor, <

Apollo Mills Compound

N. M. Joshi Marg
Mahalakshme,

Mumbai-400 011,

2 CSE market data
14 CSE market data
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EPF’'s transactions above LKR 10 million were reviewed for adherence to the laid down
IPS and ITG. The following non-compliances to the laid policy and procedures were

noted:

- Two transactions on 4 March 2011 and 15 March 2011 amounting to investment of
LKR 965 million were not in IC weekly plan and subsequently ratified. These
trades were executed with counterparty PCPL and have led to the potential loss to

EPF.

- The above two transactions increased the EPF holding of 8.69% share capital of
CGE, which was in breach of limit of 7.99% holding in a scrip, as per the ITG 2007.

The Investment Committee on 25 January 2011 instructed the middle office to further
study the poultry industry and informed the MO to purchase shares inahe investment

portfolic after necessary approvals. However, no evidence of furth
sector was available in the documents provided for review. Als

1C was obtained for executing the transactions.

Given below is the summary of trades executed by E

personnel executing the transactions.

Table 48: Summary of trades, policy deviatio

N

i LQJring the

deviations noted in the transactions as against the prevale

y for the poultry
riopapproval of the

Review Period,

IPS and ITG and the

&PF personnel

2 Deviatio P 0

Date Qua z 0 R
[
2 August 2005 500,000 11.25 No Transactions weare
25 January 2011 41,900 6.84 No compliant
{Four transactions)
4 March 2011 - - Yes 1. Mr. M.S.M.
15 March 2011 - - Yas Husam - Dealer
2. Mr.L.D.D.Y.
Perera -

* I

Additional S/EPF

3. Ms.R.

Dhesrasinghe —
Superintendent

| Source: Deal tickets and order placement sheets

Interview Evidence

KPMG conducted interviews with the personnel involved in the transaction, as mentioned

above and the following was noted:

Table 49: Relevant extracts of interviews with EPF employees

Name of the Role in the

persan Transaction

Explanation provided

Mr. P. D. J. Deputy
Fernando Governor

... “had minuted '® to S/EPF and the head of the investmeant
advisors that there should not be any interactions with the |

%3 Copy of the minutes to the S/EPF as mentioned by Mr. P.D.J. Fernando wap

provided for review

Project Diamond Final report 7 November 2019 {
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Name of the Role in the Explanation provided

person Transaction

Govearnor regarding investments to be undertaken of which
the IC would not have besn aware of.”

..."EPF was forewarned that investments should be
prasented to the IC prior to exacuting instead of bringing it
up for ratification after execution.”

... “would never (spprove) the investmant in Ceylon Grain
Elevators, due to its pravalent high price.”

...."had expressed his dissent to the S/EPF and other
members of the Investment Committee regarding the
exacution of investmaents of high value itias taken prior

discourage the practice completely\..... “it was the
responsibility of the head of dapartment and the
relevant hisrarchy to notify th Y

all transactions prior t U

Silva Governor the governor had Presented his views to EPF to look at the
positive aspec n Grain Elevators which was
invalved in t o] sector which would flourish”, {

|
|

Mr. B.D.W.A, | Assistant ....” does not rew@7 etails but remembers that

wree S/ d jnet the governor and where he has advised
@ prospects of the company and he asked to

he broader perspective. But the overall market did
rm well and also the company did not perform as
ted”

Mr. M. S. M. Dealer did not remember the events and the superintendent
Husam executin at that time could have asked him to execute the
transa transactions”

...« ¥ Was intimated™ to him and the investments would be
subsequently ratified by the IC".

Mr.L.D.D. Y.
Perera

ditional “this investment was a management decision”.
superintendent

.. “could be a document™ wherein the instructions must
have been recorded in the document basis which the
investment was done but does not remember the events
that transpired”.

| “superintendent at that time would know the instructions
received by the top management”

“top management”.... "would mean the Governor and the
Deputy Governor”™
Ms. R. Superintendent | “did not know the counterparty of the transaction in

Dheerasinghe Ceylon Grain Elsvators. The Investment in Caylon Grain
A2 Regis

'% He did not provide names of parsonnel who intimated him

7 No document was available to corroborate this statement ]

Apollo
\ k
S
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Name of the Role in the Explanation provided

person Transaction

was not approved by the IC.'® She went along with an
officer of the MO and spoke to the Governor. The
Governor explained and convinced that this is a viable
project considering prospects and poultry sector was
flourishing.”

capacity. Howavsr, there were certain instances wheare the
governor would explain the investment considering long
term benefits and subsequently the investments were
made and ratified in the subsequent IC minutes”

Mr. W.G.R. Assistant | ... "the Governor/Deputy Governor/Assistant Governor
Harshapriya Superintendent | would have instructed the S/EPF ang ould have

ceeee " M. Perer. iputed "*® the diractions describing
“as per instrugtio the top management” the
investme ade and sent for approval by Governor”.

Source: Interviews conducted with the

Apolle Mels o= pound |
N M. Joshi Marg )
Makalak shmi,
Mumsa:-480 011
India

%8 As per the file for CGE and IC minutes provided for review, IC minutes opposing the purchase transaction in
CGE was not available.

" According to his memory' Source: Financial statements of Galadari Hotels for the year 2013

—
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KPMG

9.5 Galadari Hotels Lanka PLC
Background of the company
8.5.1 Galadari Hotels PLC (Galadari} was incorporated in 1980. [ts significant ownership is held
by Galadari Brothers LLC"" and it operates in hotel and tourism sector.
EPF's investment in Galadari
8.5.2 EPF's first investment in Galadari was 12 May 2010 as per the instructions of the MB in its
meeting number 11/2010 item number 7 dated 5 May 2010. Prior apprgval of IC was not
_obtained for the purchase transaction. The transaction was ratified e MB on 15 June
2010.
9.5.3 All purchases were in the Investment portfolio. Following is action summary for
investments in Galadari during the period 1998 to 20
iod
Portfolio No. of | Quantity Quantity | LKR
Transactions | {million} Transactions | {million} | {million)
Trading Nil i Nil Nil Nil ¢
Investmaent 8 - - | -
Total 8 - - | -
Source: SAP data
9.5.4 Summary of all the transactio e LKR 10 million is set out below and the list of all
transactions above LKR 10" \( e set out in Annexure 24.
Table 51: Transactions R 10 million during the period
Portfolio of | Quantity LKR No. of | Quantity LKR
Transaetions | (million) {million) Transactions | [million) {million}
Trading Nil Nil Nil Nil Nil Nil
Investment 3] 23N 806.15 - - -
Total 8 23.71 806.15 -1 - =
Source: SAP data
Losses incurred by EPF in Galadari
9.5.5 EPF incurred a total impairment loss of LKR 620.62 million in Galadari and the yearly

losses recorded in the books of EPF for Galadari are sat out below.

Table 52: Impairment loss recorded by EPF

2015

110 Seurce: Financial statements of Galadari Hotels for the year 2013

Project Diamond Final report 7 November 2019 (FA3)
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The purchases were concentrated on two dates during the entire Review Period i.e.

between 1 January 1998 and 31 December 2017. The loss could be attributable to the
following two transactions:

Table 53: Concentration of transactions

Date Purchase Price Transaction % Type of % Transaction
quantity {LKR] value (LKR Transaction transaction  value to total
{million) million) value of EPF transaction

to market value during
value (In the Review Period
shares)

12 May 20.00 Crossing

2010

31 May 3.56 34 121.11 97.27% | Crossi 15.02%
2010 1

Source: CSE data provided by CBSL

Price and volume analysis

Analysis of Galadari's price and volume data along | index, shows that on the
two dates mentioned above, EPF purchased ZS.Wion shares of Galadari at an
average price of LKR 34 per share. Given bel ice and volume chart for the stock
during the period 5 January 2008 to 29 D@ er2017:

Q

® {This space is intentionally left blank)

Logha Excelus
18t Floor, .

Apotle Milis Compound

N M. Josh Mary
Mahalakshmt,
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Chart 10: Price movement in Galadari Hotels Lanka PLC during 5 January 1998 to 29 December 2017 along with details of EPF trades
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23.71 million
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From the above chart, the following was noted:

- The share price of Galadari increased from LKR 15 to LKR 32 during the period 1
January 2010 to 11 May 2010 (Prior to EPF purchase on 12 May 2010 and 31 May
2010}. The scrip reached its all-time high of LKR 46 on 23 September 2010.

- 0On 31 May 2012, the scrip price was trading at LKR 10.80 resulting in an unrealised
loss of LKR 550.08 million for the EPF.

- The following was the price movement 30 days before and after the trade:

Table 54: Market price movement 30 days prior and post the transactions

Transaction Period Date Date to  Minimum Maximum Average

Date from Price(LKR) . Price(LKR) Price(LKR)
\

12 May 2010 | - 30 days | 23 11 May
March | 2010
2010
Price on 12 May 2010 31.00
+30 days | 13 May | 28 June | 28.00
2010 2010
31 May 2010 | - 30 days | 12 26 May | 25.00 75 31.80
April | 2010
2010
Prica on 31 May 2010 .5 33.75M 33.12
+30days |1 June | 14 J i 33 30.09
2010 20
Source: CSE data
From the analysis of price mo , it was observed that the price at which EPF

executed the trade was: ¢

¢ higher by 4.62%
+ higher by 2.66

: average market price on 12 May 2010
an‘“the average market price on 31 May 2010

es, it was noted that the shares were purchased at the high price
of that day, was above the average price during the period 30 days prior and 30
days after the date of transaction. MO analysis for price determination was not available,
as this transaction was not pre-approved by IC.

Rationale for investment as per the Monetary Board paper:

The following rationale was documented in the Monetary Board paper for investment in
the Galadari Hotels PLC:

- “With the eradication of terrorism, Sri Lankan tourism and hotel industry is currently
having unprecedented growth prospects. Further the Sri Lankan Government has
identified the tourism sector as an industry which has immense capability to drive
saocio economic development of the country

- In the view of reaping the benefits of current sustainable peace condition, the
Ministry of Tourism and the Sri Lanka Tourism Development Authority have
initiated numerous infra-structure and human capital in development projects to

" The price at which EPF purchased (LKR 34.00) was more than the high price as pagf vailable
on CSE website {33.75}. The reasons for the same could not be identified.
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promote the Sri Lankan tourism industry. The SLTDA goal is to increase annual
tourism revenues from LKR. 42.6 million In 2006 to LKR 237 million in 2016, which
is a six fold increase.

- In addition, several positive travel advisories have been issued by the western
countries recently with regard to Sri Lanka. In January 2010, the New York Times
voted Sri Lankan as number one place to visit in 2010 out of 31 Travel destinations
around the world.

- In view of the Potentials, the investment in Galadari Hotel was considered prudent.

The above macro-economic parameters were considered by the Monetary Board for
investment in Galadari Hotels PLC".

9.5.12 However, it was observed that Galadari was a loss-making company

- Foreign exchange fluctuations on the loan in

- Refurbishments to the Hotel were not carrie periodically thereby reducing
demand. The following were the losses ingurred by the company:

Table 55: Losses in Galadari Hotels prio st investment

{LKR million)

Particulars 2010 2011
Net loss {629.13) g
Source: Supporting documents ag gs provided by EPF department

‘OO
Counterparty analysis&\\

9.5.13 Analysis of the co% ies to the above transactions shows that out of 23.71 million
shares, EPF S 3.56 million shares {99.37%} from New Nawaloka Hospitals
Private Limit two out of the total eight transactions. Below are the details of the two
transactions:

(492.02)

Table 56: Counterparty details

Trade Date Amount in Name of the EPF Broker

LKR million  counterparty

Quantity
{million)

Counterparty
broker

12 May New Nawaloka | Asia Saecurities | Asia Securities
2010 Hospitals (Pvt) | (Pvt} Ltd (Pvt) Ltd
Lid
31 May 3.56 121.11 | New Nawaloka | Asia Sacurities | Asia Securities ‘
2010 | Hospitals (Pvt) | (Pvt) Ltd {Pvt) Ltd
Ltd |
Total 23.56 801.11 i

112 This information could not be independently verified
2 The profit in the books of accounts was indicatively on account of exchange gain. /#6 Reg:s,
. "Q / Lodha Excelus xﬂ\“

“c( 1st Floor, Y

| [Apolio Muls Campaund J

— i
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9.5.14 The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Galadari Hotels Lanka PLC are given in the chart below:

G Regjs’@
Pl

Lodha Excaiye K
1si Flear A
Apciio i ls Com i

H. K. Josni & I!
Makaty I
Mump f
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BUY SELL

Chart 11: Details of concentration of counterparty, EPF broker and Counterparty broker in Galadari Hotels Lanka PLC
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New Nawaloka Hospitals Private
Limited accounted as
counterparty for 99.4 % of EPF
Trades

Broker wise Ampunts

ASIA SECURMIZS IPVTYLTD

B 1M
92.4%

Major brokers on both
sides of the trade were
noted to be common

Counter Broker

B 2
89.4%

ASIA SECURITES IPVT)LTD

806.2M

100.0%
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GALADAR] HOTEL S [LANKA|PLE
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No communication between EPF personnel and the broker could be identified, since email and
voice records for this time-period are unavailable. Further, the transaction execution documents,
such as order placement sheets, share trading approval forms, deal tickets and settlement sheets
were not available in the data provided for review. As a result, the names of the persons
authorizing and executing the transaction could not identified and this was a key limitation in the
investigation.

ROC documents for New Nawaloka Hospitals Private Limited were received and it was noted that
Mr. H. K. J. Dharmadasa, the director in Nawaloka Hospitals Private Limited was charged of insider
dealing in Nawaloka Hospitals PLC shares by Securities Exchange CommissioR (SEC), as per
media articles'"*. However, the charges were later withdrawn by SEC in 20

pitals {(Private) Limited
share and sold it at a

Based on the information available in the media, the following was ob @-
- News article in Sunday island news online''5, New Nay
had purchased the block of shares of Galadari at a price of

price of LKR 32.50 per share.
- If the above news was correct, in the absence u&su ory statement of New Nawaloka

Hospitals Private Limited, it could be estimate New Nawaloka Hospitals Private
Limited has made a potential gain of LKR 1 are.

- Annual reports for Galadari were not avai
hence, the shareholding analysis prior t

- News article reported that “Accordi
Executive Officer Jayantha Dhar

the “burden” - Galadari Hote
L J

Transaction compliance \\‘
m
{

EPF’s transactions above L & ion were reviewed for adherence to the laid down IPS and ITG.
The following non i

-co the laid down policy and procedures were noted:
For addition of tthanv to ASL

As per the guidelines laid down in the ITG 2007, approval of the iC and the MB was required for
inclusion of a company in the ASL. In case of investment in Galadari, the MB instructed

the public domain prior to 2012 and
12 could not be performed.

awaloka Hospitals Deputy Chairman and Chief

dasa it has been “a great relief” for them to get rid of

18 hipg e sundaylimes IkI031018Financial Timasf 12 him! - this information could not be independently varified.
14 Link for the news article dated 9 May 2010 hitp./feewwy.island Jk/2010/05/0% raws 13, himl
ehetpaiwww.thesundayleader.lk/2012/06/03/epf-lose-billions-as central-bank-buys-over-valued shares-in-an.insider-trading-

racket/ Z
Q\!‘
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management of EPF “to obtain a sizeable portion of shares in Galadari”. However, approval of the
IC was not obtained prior to the investment.

The investment was subsequently ratified by the IC. No documentary evidence for financial
analysis of the company was available on records. Post purchase of 20 million shares on 12 May
2010, EPF obtained ratification of the IC and MB.

Subsequent transaction review

EPF's transactions above LKR 10 million were reviewed for adherence to the laid down IPS and
ITG. The following non-compliances to the laid policy and procedures were noted:

million were not part of IC weekly plan and were subsequently
with New Nawaloka Hospital Private Limited and have pote
EPF.

- The above two transactions resulted in the EPF holdifig 139 e stake in Galadari, which
was in breach of the limit of 7.99% holding in a scrip erdTG 2007. Monetary Board
ratified the purchase of 13% stake in Galadari o{l‘lun 10.

Given below is the summary of trades executed by
deviations noted in the transactions as against th
executing the transactions.

adari during the Review Period,
valent IPS and ITS and the personnel

EPF personnel

Personnel

Deviation, if
any

Dste Quantity Quantity LKR/
{million) | ( {million} million
12 May 2010 i - - Yas Transaction
| 31 May 2010 - - Yas details were
0.09 - - Yes not available
0.45 : - Yes for
0.37 - s Yas investigation,
0.77 - - Yes
i 1.68 - - Yes
i 0.05 1.69 - - Yes
Source: Deal tickats, settlements trades and trade confirmations

Mr. M.J.S. Abeysinghe was S/EPF at the time of the transaction and he was questioned about the
rationale for the investment. Explanation provided is set out below.

Table 58: Relevant extracts of interviews with EPF employees

Name of the Role in the Explanations provided
person transaction/ orin
EPF
Mr. M.J.S. | Superintendent .... "hotel sector investments were emphasized to realize
Abaysinghe of EPF at the tima | higher returns”
of the transaction

..." does not recollect the events that transpife

Aﬂﬂ"ﬂ Mils C empound
Project Diamond Final report 7 November 2019 (FA3) | N M Joshr Marg 191
i Mahaiakshmj, .ll
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Name of the Role in the Explanations provided
person transaction/ or in

33

. "IC would have invested and minuted the instructions, if
any, and does not recollect the avents that transpired.”

.... "Investment Committee analyzes the investment and the
rationale must have been documented in the board paper
wherein there was a strategic movement to venture into
hotel sector and make investments”

Source: Minutes of the Interview 5
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Laugfs Gas PLC
Background of the company

Laugfs Gas PLC (LGL) was incorporated in 2004. It was owned by Laugfs Holdings Limited and is
engaged in the downstream business of liquefied petroleum gas and other related products and
services. LGL caters to domestic, commercial and industrial LPG market. LGL was listed on the CSE
on 8 December 2010.1"7

EPF’s invastment in LGL

EPF started investing in Laugfs Gas PLC in 2010. Post approval from IC on 27 Qctober 2010, the first
investment transaction in LGEL was executed on 7 December 2010 and ratifi B on 13 December
2010. EPF had invested in the voting and non-voting shares of Laugfs “However, as part of
the review, KPMG has reviewed the investments in ‘Voting’"1® sharef o afs Gas PLC. Summary

of EPF's transactions in LGL - Voting shares in the ‘Trading’ and znt’ portfolio during the
Review Period is given in the table below.

Table 59: Summary of all transactions in LGL during the Re Period in voting shares"®

Portfolio No. of Quantity | LKR {million No. of Quantity | LKR {million}
Transactions {million} Transactions {million)
Trading 10 1.63 | : 18 1.63 70.57
Investment 93 59.28 | .68 3 1.38 66.10
Total 103 60.9 ,789.51 21 3.01 138.67
| Source: SAP and CSE data provided by EPi

Summary of the transactions above@ million is given below and the list of all transactions
e

above LKR 10 Million are prov

R

Table 60: Transactions abov

xure 25.

million during the Review Period

Portfolio Quantity LKR {million) No. of Quantity LKR
{million} Transactions | (million) {million)
Trading 1.45 56.44 8 0.87 | 39.80
Investment 48 55.82 2,5689.33 1 117 | 58.87
Total | 55 57.27 2,645.77 9 2.04 98.67
Source: SAP and CSE data provided by EFF

"7 Source: Colombo Stock Exchange website {vwanw.csa.lk)
"2 Transactions in Voting shares were reviewad as the scrip was highlighted in the PCOI report for allegations in the public
domain. The allegations ware on a spacific transaction executed by EPF on 10 October 2011 and the said transaction was
identified in the voting shares of LGL in the investment partfolio

" EPF had invested in non-voting shares of Laugfs gas which had 31 transactions above LKR

ist Floor, -
Apolio Mills Compond,
N M. Joshs Marg,
Mahatakshmi,
Mumbai-400 011,
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Table 61: Concentration of transactions

Based on analysis of EPF transactions in LGL, it was observed that a purchase transaction of 33 _
million shares was executed at a price of LKR 48 per share on 10 October 2011, details of which are
mentioned in the table below:

Purchase  Price  Transaction % Transaction Type of % Transaction
quantity {LKR) value (LKR value of EPF to transaction value to
{million) mitlion) W ELCIRE T purchases

{In the shares} during Review
Period
10 October 2011
Source: CSE data and KPMG's workings

Price and volume analysis
Analysis of price and volume data in the shares of LGL sho e purchases of EPF above LKR
10 million were concentrated during the year 2011. \

Set out below is price and volume chart for the s@wing the period 8 December 2010 to 31

December 2017: @

Lodha Excelus
s Fioor
Apollo Mits Compeund

N.M. Joshi Marg
Mahalakshm,
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Chart 12: Price movement in Laugfs Gas PLC during 8 December 2010 {Date of listing on CSE} to 29 December 2017 along with details

of EPF trades:
Laugfs Gas.N0000 stock pertaining to period December 7, 2010 to December 29, 2017 [ ) B By Markel prica on C3E
L] - )
7} Purchased 33 million
’!- [ shares at LKR 48 on 10
L 8 October 2011 from Laugfs : y
s & g W o o “"u Holdings Limited R { A
n bt n 9 %W
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From the above chart, the following was noted:

- Market price of LGL Voting shares was trading in the range of LKR 40.00 to LKR
43.00 during the period 1 September 2011 and 6 October 2011. A sharp price
movement was observed on 7 October 2011 (i.e. trading day immediately
preceding 10 October 2011, date on which EPF purchased 33 million shares} and
the price touched a high of LKR 50.50 per share. There was a sharp price
movement on the date of EPF trade {high-low variation'® of 16%), after which the
price startad falling and touched a low of LKR 34.00 on 25 November 2011. (n the
absence of market data, circular trading pattern, if any, prior to the EPF's purchase
cannot be established.

The price movement in the shares of LGL 30 days prior to and after the transaction dated
10 October 2011 is given below.

Table 62: Market price movement 30 days prior and post the transagtio

Transaction Period™? Date Minimum Maximum Average
Date from Price (L KR} “rice (LKR) Price
(LKR])

10 October | - 30 days | 24 August
2011 2011 2011
Price on 10 October 2011 i : 50.50 47.00
+30 days | 12 25 N 34.00 45.50 39.09
October Nove \
2011 2011 |

Source: CSE market data i

rmarket price on 10’0
5 observed to be higher than the average price

- The EPF price o

prevailing in th \ , 30 trade days pricr and subsequent to this trade.

- The market psi %t e scrip was observed to have fallen to a low price of LKR 34
on 25 e% 11, which resulted in an unrealized loss to the EPF.

On review o ly plan in the IC minutes dated 5 October 2011, shows that the
maximum purchase price approved by the IC was up to LKR 48 (same as the execution
price). This trade was executed at nearly the highest price for the day at LKR 48,
Subsequently, the prices fell, causing notional loss to the EPF. However, in the
‘Recommendation’ slide of a presentation, which formed part of the above IC minutes, it
was mentioned that “ Previously recommended price Rs. 40- 45. After analyzing the new

12 High-low variation is calculated as a percentage of the differance of high and low prices during the day divided
by the low price far the day

‘21 Price and quantity analysis is based on details provided by CSE 30 trading days prj

date of EPF transaction [Ty ak
Qé\ Lodh EN )
f 3 Evcelu K
[ 120 Flcor, -4

d
Apoidy Mels Compound
1 N M. Jeshi Marg
t Mahalahshmi,
h, Mumba-$00 011,
) Intha

%, el
W

Project Diamond Final report 7 November 2019 (F.



—

8.6.10

9.6.11

9.6.12

9.6.13

9.6.14

KPMG

Project Diamond

Final Report

Strictly private and confidential
November 2019

financial statements, and considering the growth prospects, it is recommended to buy up
to Rs. 48.00"

Letter dated 24 May 2011 from Mr.W.K.H Wegapitiva, Chairman of Laugfs Holdings Ltd to
the Governor was noted in which offer of sale of 10% shares of LGL held by Laugfs
Holdings Ltd mentioned. Refer Exhibit 13.

As per the IC minutes dated 5 October 2011, MO made a presentation to recommend the
investment In LGL in 33.00 million shares, up to price of LKR 48.00 per share. A valuation
for calculating the intrinsic value range of the share was presentad to the IC. However, on
calculating the valuation as per the financial statements of LGL as at 31 March 2011,
difference was ohserved as follows:

Table 63: Calculation of value of shares of LGL

0 ) ) 0 & a
E 3 g 5 [

EPS (LKR ) (A} 2.85 2,84
Market price {05.10.2011)'2 40,90 40.90
(B)
Price/Earning (B/A} 14.35 14.40
Sector (P & E}- 14.50 14.50
Price/Earning'® {(C)
NAV as at 31.03.2011 (LKR) 15.66
{D}
Price/Book Value (B/D) 2.61 |

Source: Financials of LGL and IC minute.

EPS as per financial statements o forthe year ended 31 March 2011 was 2.84, as

ausing a difference in the PE ratio. Also, the NAV as

against 2.85 taken by the MO.

at 31 March 2011 was L 5. er the annual report of LGL, whereas the MO had
based its calculation on .09, basis of which could not be ascertained.

As per SAP data, fol wi
to this transactien.

Table 64: Details/of past purchases of EPF

re the details of past purchases of the EPF, 3 months prior

11 July 2011 5.00 44.00 0.80
7 September 2011 5.00 44.00 0.47
14 September 2011 5.00 45.00 0.83
21 September 2011 3.00 45.00 2.99
Source: IC minutes

EPF had been attempting to purchase huge quantities of the shares of LGL between the
price ranges of LKR 44 - LKR 45. However, actual guantity bought was less as compared
to the IC approved plan. Moreover, as per the IC minutes dated 29 September 2011, in the

22 The market price of LKR 40.90 was the highest prevailing price an 5 October 2011.
'# Since the PE ratio for this sector for the year ended 31 March 2011 was not available, the BE-as-mantioned in
the IC minutes dated 5 October 2011 has been considered for calculation. 'f'fé R Egi‘é}'
% The actual quantity bought pertains 10 transactions in value above 10 million. é&\ o “x\@,.@ S
.""_-‘:. ¥
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investment plan, the EPF exposure in LGL was mentioned as 7.40%. Post the purchase of
33.00 million shares on 10 October 2011, the EPF exposure increased to 17.28%. However,
no approval of the IC was available for increasing the exposure.

Table 65: IC members in the meeting dated 5 October 2011

0 3 £ 0 pnloyee Designatio
1 Mr. B.D.W.A Silva Deputy Governor- Chairman
2 Ms. J.P Mampitiya Assistant Governor
3 Ms. R Dheerasinghe Superintendent of EPF
4 Ms. K. Gunathilake Additional Supearintendent of EPF
] Ms. C.M.D.N.K Senaviratne Additional Superintendent of EPF
6 Mr. L.D.D.Y. Perera Additional Superintendent of EPF
S

ource: IC minutes
Counterparty analysis *
The EPF trade executed for 33 million shares (LKR 1,584 mi observed to be a
‘Crossing’ trade. The counterparty for this transactio s theblolding company of LGL-
Laugfs Holding Limited holding 77.61%'* of the voting shafes of LGL. The details of
broker, counterparty, counterparty broker and per el executing this trade are
mentioned in the table below.

Table 66: Counterpa Q

Trade date  Quantityin  Price per Amount in EPF Broker Counter Counter
million share in LXK million party party
LKR broker’ ~
3.0 1,684.00 | Nation Laugfs Asha
Lanka Holdings Phillip
Equities Limited Securities
{Pvt) Ltd Limited

execution documents for the above transaction, it was noted
g @ Ure on the deal ticket. Hence, the dealer could not be identified.
the unsigned deal ticket.

On review of the tra
that there wa
Refer Exhib

The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Laugfs Gas PLC are given in the chart below:

Lodha Excelys ™0
1st Floer, :
Agoita Mits Compeund

H K. Jost Marg,
Maharanzhen
Mumbai-400 013,

In:ha_#__,

e * S

128 Annual reparts of LGL uploaded on CSE waebsite
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Chart 13: Details concentration of counterparty, EPF broker and Counterparty broker in Laugfs Gas PLC:

Counter Party wise Amounts Broker wise Amounts
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Communications between EPF personnel and the broker could not be verified, since email
and voice records for this time-period were not available.

As per the data available in media'®, post this major sale on 10 October 2011, Laugfs
Holdings Limited {Counterparty to EPF purchase) started buying shares of LGL and
bought 0.13 million shares between 21 October 2011 and 24 October 2011 at prices
ranging between LKR 38.30 and LKR 41.40. Information pertaining to all trades, except
those executed by EPF on CSE was not available for review. Hence, actual quantity
bought by Laugfs Holdings Limited, if any, could not be identified.

Transaction compliance

For addition of the company to ASL

EPF started investing in LGL on 7 December 2010 in the invest lioandon 8
December 2010 in the Trading portfolio. Following are the pprovals obtained
for inclusion of LGL in the ASL for Trading and Inves t lio:
Table 67: Approval dates
{ Trading Not available Notsavailable Not available Not available

Investment 27 October 2010 aflable | 13 December Not available

| 2010

investment portfolio: IC approval usion of LGL in the ASL of Investment portfolio

was obtained on 27 Octobgr ever, prior approval of MB for inclusion of LGL in
the ASL and special ap Governor was not available in the documents
provided for review, vix G 2007. MB ratified the inclusion of LGL in ASL and the
initial investment in % through board paper dated 13 December 2010.

ime of initial transaction in the Trading portfolio on 8 December
2010, neithe proval nor MB approval or Governor’s special approval was available in
the documents Pgovided for review, violating ITG 2007. IC ratification of these trades was
available in the IC meeting dated 16 December 2010.

Subsequent transaction review

EPF transactions above LKR 10 million were reviewed for adherence to the laid down IPS
and ITG. On review of the SAP data, 64 transactions above LKR 10 million were identified
and tested for voting shares of Laugfs Gas. The below tabie is 2 summary of the non-
compliant transactions out of the transactions tested above LKR 10 million:

8L g fww sundaytimes, 12 007 inewsfr-petition -seeks- aclion-againsl-irea i

15532 htrml, This infarmation could nat be indepandently verified R M Juﬂz;z:r !
Maha'zishm 9

Nuymbai- 400 611 4

! 4
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Table 68: Non-Compliant transactions

Particulars : % of total

Transactions without IC approval 1 58.87 59.66%

Source: IC minutes

Table 69: Summary of trade, policy deviation and EPF personnel

Personnel

Deviation, if any
Date Quantity | LKR/ Quantity | LKR/
million | {million} | million

3 June - - 117 58,87 | Transaction not |1. r. W.G.R
2011 in plan arshapriya -
alar
R.
Dheerasinghe-
S/EPF
3. Mr. L.D.D.Y Perera-
Additional S/EPF

Source: Deal tickets, settlament sheet, trading appri

form

above trade had been executed in the n arket, there were multiple counter parties
and counter party brokers. On 24 Oc 1, Parliamentary questions’® were raised by
Dr. Harsha De Silva from United Natiogal Party to the Minister of Finance and Planning
cuted by the EPF for the previous two years.

for inquiring into the transacti
Specific questions were% ansacting in the scrip of Laugfs Gas PLC. A brief of
elow:

information sought fro nister of Finance and Planning for investments relevant to
Laugfs Gas PLC is gi &

:@uestion no: 2057/11'>*

Questions

The EPF broker for the above transaction E omerville Stock Brokers Pvt Ltd. Since the

Dates, price of purchase, Broker details for all purchase transactions for the last two
years
2 Dates, price of sals, Broker details for all transactions for tha last two years
3 Cost of gach transaction including brokerage fees for each transaction for all
transactions for the last two years
4 Brokerage fees paid to each broker company for a period of 2 years
5 i Closing price of each share bought and sold for two weeks prior to each transaction
i and two weeks post each transaction for the last two years l
6 | Reasons for non-provision of the above information |

Table 71: Parliamentary question no: 2109/11'#

177 Parliamentary question no: 2057/11 and 2109/11 joins Exelut
128 Source: https:'www .parliament.Ik/en/business-of-parliament/parliamentary-quesdion .ﬁggmlﬂfg "

129 Source: https://'www.parliamant|k/en/business-of-parliament/parliamentary-que io ltemid=7 .d'rg
T Mahaizghsnmi,
L% Mombal20g o
) India o
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Srno Questions
1 Number of shares held in Galadari Hotels Lanka PLC, Laughs Gas PLC and Ceylon
| Grain Elevators PLC by the Employees Provident Fund
2 Dates, price of purchase, Broker and Counterparty details
3 | Dataes, price of sale, Broker and Counterparty details
4 | Reasons for non-provision of the above information

A letter dated 30 April 2012, from the former Governor Mr. Ajith Nivard Cabraal was
addressed to the Deputy Minister of Finance and Planning, informing him about the
consequences of providing the above-mentioned information. Further, the Governor
advised that an explanation may be provided for not answering the above questions and
directive and guidance shall be obtained from the Minister of Finance after apprising him
of the above concerns raised by the Governor. Refer Exhibit 14.1 for the Governor's letter
dated 30 April 2012.

Exposure limit

Post the purchase of 33 million shares on 10 October, . ed that the exposure
limit of EPF in LGL had exceeded the investment limit in individual security of 7.99%, as
per ITG 2007 and 10%, as per ITG 2011 of the issued s apital of the company. As on
31 March 2011, EPF held 5.60%'* in LGL, where%m 31 March 2012, the shareholding
of EPF increased to 17.28%'¥ of the voting shireg ofLGL, being the second largest
shareholder, majority of which was contrj by the purchase of 33 million shares on
10 October 2011. This breach of limit wa@ed by the IC and MB on 18 April 2012 and
11 May 2012 respectively.

’
::e personnel involved in the transaction

of discussion with EPF employees

Interview Evidence

Interviews were conduc

Table 72: Relevant gxtha

~ (]

Name of the HRolen the Explanation provided

person Transaction

Ms. R. Superintandent | “initially IPO in Laugfs Gas was studied by an officer in EPF
Dheerasinghe and subsequently after committee approval, EPF applied for
the IPO but not many shares were allotted. The subsequent
proposal was addrassed to the Govarnor™, The Governor
sent the same to the S/EPF which was sent to the Middle
Office for analysis.

"EPF MO team presented the case and recommended the
price of 45-48. Subsequently holding company made a
prasentation to EPF wherein the rate was 60-65 which was
vary high. | denied purchase at that rate”

12 Spurce: Annual report of LGL for the year 2011-12
" On review of documents available, a letter dated 24 May 2011 from Laugfs Gas PL gor Mr. Ajith
Nivard Cabraal, offaring sale of 10% shares of LGL held by Laugfs Holdings Ltd to g
Exhibit 14.2 for the letter.

'~
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Explanation provided

“Subsequently, S/EPF asked the EPF officer to further study
the proposal considering the prospects of the opportunity to
invast in Laugfs Gas”

“After some time, the company called back and offered
shares at a price of 48. This was consulted with the
governor and he agreed that it was a fair price™

“Second study of investing in Laugfs Gas PLC was noted to
ba not upto the mark as per the inquiries by Fraud
Commission”

prasentation to propose to ehisse at a price 45-48",

“During inquiry, | was also iaformed that several telaphone
calls wera made be dealsrs of EPF and employess

Mr. L.D.D.Y
Perera

Deputy
Superintandent

Ms. K
Gunathilake

Additional
Superintendent

<&
>

entation on the investment opportunity was made by

& holding company. It was further understood by the
Invaestment Cornmittee that the price was very high, but they
saw the prospects in the company”.

*it might have been the case that the Governor would have
instructed to the S/EPF to purchase at that price, but | am
not sure. However, the price has been approved by IC.”

Mr. J.D.5.J.
Nanayakkara

enior Assistant
uperintendent

“it was a special purchase by EPF as the owner of Laugfs
Gas PLC had writien a letter to EPF dapartment addressed to
the Governor according to my memory. According to my
memory a specific IC approval was taken aftar Middle Office
recommendation”.

“SEC was looking at the matter as thera were major
concerns regarding price fluctuations during the EPF
purchase.”

Mre. B.D.W.A.
Silva

Assistant
Governor

“Laugfs Gas had sent a Istter to the Governor and this was
sent to EFF and then the company met and made a
presentation to the EPF department. Prior to this latter being
sent, EPF made a presentation to the Investment Committee
on the investment of Laugfs Gas IPO and Laugfs Gas and
LGL ware prasented together and it was decided to invest in

Project Diamond Final report 7 November 2019 (FA3)
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Name of the Role in the Explanation provided

person Transaction

“..subsequently thera was another proposal to buy stake in
Laugfs Gas and first it was approved to buy at 45 in July
2011 but transaction could not be executed. Subsaequently,
another presentation was made to buy &t 48 whera
previously the company had quoted higher prices”.

*...usually Middle Office of the EPF presents the proposal to
the Investment Committes. In case of Laugfs Gas PLC, it
could have happened that the proposal must have gone to
Ms. Rupa Dheerasinghe who would have givan it to Middle
Offica for analysis. She must have allocated it to the Middle
Office employeas”.

orruption

On questioning regarding the bribe
7 re was a case

filed in 2012 and allegations co 3 inated from the
brokers.”
Mr. P.D.J Deputy (This investment w. Hring gnure in EPF)
Fernando Governor

“I was surprised thabproper analysis was not performed

prior to invesi int rip and the inconsistencies
observad wer noted by the internal audit department

of CBSL".

Source: Interviews conducted with the empi

0
N
7
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Piramal Glass Ceylon PLC

Background

Piramal Glass Ceylon PLC (Piramal Glass}, formerly known as Ceylon Glass Company,
was incorporated in 1956 and was acquired by Piramal Glass Limited, India in 1999. It is
engaged in the manufacturing of glass bottles for food and beverages, pharmaceuticals,
liquor, cosmetics and perfume industries. It was listed on CSE on 5 September 19942,

EPF's investment in Piramal Glass

EPF started investing in Piramal Glass in 2005. Post approval from MB on its meeting
dated 8 April 2005 the first investment in Piramal Glass on 11 April 2005. Summary of
EPF's transactions in Piramal Glass in the Trading’ and ‘Investment olio during the
Review Period is given in the table below:

Table 73: Summary of all transactions during the Review P

-,

Portfolio No. of Quantity LKR . of Quantity LKR
Transactions | {million} | {million} apsactions | {million) | {million}
Trading 22 35.72 1 3 22 35.72 200.08
Investment 52 88.36 A 24 35.07 340.89
Total 74 | 124.08 97940 46 70.79 §40.97
Source: SAP data

Summary of all the transactions abo
transactions above LKR 10 million

million is given below and the list of all
ided in Annexure 26.

Table 74: Transactions above million

3

Quantity LKR

Portfolio No. uantity LKR No. of
Transattions%| (million) {million) | Transactions {million} | {million)
Trading a 26.79 131.41 14 31.08 | 174.25
Investment 12 81.47 573.24 19 32.71 315.22
Total 16 108.26 704.65 33 63.79 489.47
Source: SAP

Review of the CSE data, shows concentrated transactions of purchase and sales. EPF
purchases were concentrated in the years 2011 and 2012 and sales were during 2010 and
2011 respectively.

Tahle 75: Concentration of EPF purchase transactions

Purchase Price
quantity {LKR})

Transaction %
value transaction
value of EPF
to market
value {In the
shares on
that day)

Type of %
transaction transaction
value to total
purchases
during
Review
Period

{million}) {LKR

million)

2 April 2012 45.30 6.20 280.86 99.51% | Crossing 35.49% |
6 R_‘:"g?Sf :
-, o~ \\.
132 Sgurce: Colombo Stock Exchange wabsite (www.cse. k) § "/Lm:':? FEézf'“s c'}o..\"'-

Apatio Mills Compoung
N M Josnt Marg
Mahalukghm,
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Type of %
transaction transaction
VEITERGRGIEL
purchases
during
Review
Period

25 11.62 Crossing

November

2011

11 April 2005 2.13 35.50 75.49 19.17% | Crossing 10%
Total 59.05 446,82 56.92%

Source: CSE data

Table 76: Concentration of EPF sale transactions

Sales
quantity
{million)

Price
{LKR)

Transaction

value
{LKR
million)

% transaction
value of EPF to

market value
(In the shaies
on that day)

% transaction
EINERGR GG
sales during

Review Period

iype of
transaction

9 January 15.34 §9.03%' | Normal

2015

7 March 6.00 { 12.15 72.90 \24.25% Normal 13.48%
2011

7 December 8.73 8.06 70, 23.73% | Normal 12.99%
2010

Total 30.07 42.95%
Source: CSE data

Price and volume analysis®

Analysis of price and v
purchases of EPF w

the shares durj

Project Diamond Final report 7 November 2019 {FA3).
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Chart 14: Price movement in Piramal Glass Ceylon PLC during 2 January 1998 to 29 December 2017 along with details of EPF trades
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Chart 15: Price movement in Piramal Glass Ceylon PLC during 1 August 2005 to 29 December 2017 along with details of EPF trades:
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978 The movement in the price 30 days prior and after the transactions on the above-
mentioned dates is given in the table below.

Table 77: Market price movement 30 days prior and post the transactions

Transaction Period'®? Date from Minimum Maximum Average
date price price price
(LKR) {LKR) {LKR})
Purchases
-30 days 28 F"b’;;(;‘s’ 8 April 2005 35.50 10450 | 66.66
11 April
2005 Price on 11 April 2005 37.50 39.00 38.25
+30 =
d 12 April 2005 31 May 2005 5 39.00 36.76
ays
10 October 24 Nove
-30 days 2011 1 .60 8.30 7.88
25
MNovember | Price on 25 November 2011 1.70 7.80 7.75
2011
+30 28 November
s o @o 2012 7.50 8.00 7.75
-30 days L5ke 12 ! 30 March 2012 5.60 6.70 6.05
2 Ansilaui2 5.90 6.00 5.95
21 May 2012 5.30 6.20 5.86
Sales
r 20 October 6 Decamber 3.40 7.60 4.84
2010 2010
7 December
2010
| Price on 7 December 2010 7.70 8.70 8.20
' +30 8 December |
days 2010 21 January 2011 7.20 9.10 7.83
-30 days R Ja"::ﬁ 4 March 2011 7.80 11.20 9.07
;o“::“"‘ Price on 7 March 2011 11.50 1230 | 11.90
d::r(s) 8 March 2011 21 April 2011 10.50 12.40 11.36
9 January -30 | 25 November | - g\, 2y 2018 4.40 5.70 4.88
| 2015 days 2014 !
l Price on 9 January 2015 | 5.60 6.10 5.85
133 price and quantity analysis is based on details provided by CSE 30 trading days prior aafRObsF¥agnt o the

dats of EPF transaction
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Transaction Period'? Date from Minimum Maximum Average
date price price price
(LKR}) {LKR) {LKR)
+30days | 12 January | 27 February 2015 5.60 6.50 6.00
2015
8.7.7 Overall analysis of the price movement around EPF purchase/sale indicated that:

- the price at which, EPF bought the shares, was lower than market prices on one
out of three occasions {11 April 2005}, whereas on one occasion, the purchase
price was the highest market price on that day (2 April 2012)

- the prices at which, EPF sold, was higher'* than the market prices on two out of
three occasions and marginally lower on one occasion

Counterparty analysis {Buy and sell}

9.7.8 Review of data received from the CSE shows crossing transacti rgelcounterparties
and broker concentration. The details of the same are ivenO

Table 78: Counterparty details

ade Date Qua AMQ ame O g H oke 2|0 0 erpa

0 0 4 d e DroKe d .
2 April 2012 45.30 Acuity Acuity Stockbrokers
25 November 2011 10.00 Stockbrokers { (Pvt} Limited
{Pvt) Limited
11 April 2005 2.13 NDB NDB Securities {Pvt)
Securities Limited
ited {Pvt) Limited
17 November 2014 6.39 % Count Monte | Softlogic Capital Alliance
Cristo {Pvt) Stockbrokers | Securities (Pvt}
Lid (Pvt) Limited | Limited
Total 464.38
Source: CSE data

9.7.8.1 Analysis of arties shows that Mr. R.F.T. Perera was the major counterparty
for 30.01% o total transaction value of the EPF. 89.74% of the transactions with this
counterparty wete crossing transactions.

9.7.8.2 Analysis of the CSE data shows the following top five brokers:
Table 79: Broker details

4}
0 difne O 2 DrogKe dNnsd 0 g Lrdnsd 1

Acuity Stockbrokers (Pvt} Ltd 389.86 29.26%

1

2 Nation Lanka Equities (Pvt) Ltd 132.31 9.93%

3 Candor Equities Limited 118.18 8.87%

4 First Capital Equities (Pvt) Ltd Il 92.09 6.91%

5 Capital Alliance Securities {Pvt.}) Ltd. 89.46 6.71%
Total 821.90 61.68%

134 On 2 April 2012, the price at which EPF purchased {LKR 6.20} was mare than th
information available on CSE website (6.00). The reasons for the same could not be id

odha Excetus %Y
lr‘\‘-'l.l'r 151 Floor, Y
N

[ Apol'o Mris Compound,

M. Josiu Matg,
Maha'aé shmi,

) Mumbar-400 011,

W, India, i
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Name of the broker Transaction % transaction value

value in to total transaction
LKR/million value

Source: CSE data

8,79 The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Piramal Glass Ceylon PLC is given in the chart below:

I
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Chart 16: Details of concentration of counterparty, EPF broker and Counterparty broker in Piramal Glass Ceylon PLC.
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No communication between EPF personnel and the broker could be identified, since voice
records for this time period are unavailable.

Transaction Compliance

Initial transaction

EPF started investing in Piramal Glass on 11 April 2005. On 23 March 2005, IC reviewed
the investment analysis and advised EPF to submit the proposal for proposed investment
to the MB. MB in its meeting dated B April 2005 approved the inclusion of the Ceylon
Glass Company in the approved list of companies {ASL) for the equity market investment
by EPF and authorized IC of the EPF to execute trading of the shares afithe best market
prices.

Initial transaction of EPF in the trading portfolio was during pecific inclusion in
ASL for trading portfolio was recommended by the IC evigdence of analysis for
Piramal Glass was available in the documents made @vaila

Subsequent transaction review x

EPF transactions above LKR 10 million were v for adherence to the laid down IPS
and ITG. On review of the SAP data, 49 tr, ions above LKR 10 million were identified
and tested for Piramal Glass. The belo %s a summary of the non-compliant
transactions out of the transactionsgdeésted above LKR 10 million:

Table 80: Non-compliant tran

Transactions not pr. roved by the IC 1 2.04% 61.66 5.16%
Transactions 1&%lan 7 14.29% 143.20 11.89%
Total of don t transactions 8 16.33% 204.86 17.15%

Further, no justification in respect of purchase/sale prices was available in the available
documents. Details of the non-compliant transactions are given below:

Table 81: Summary of trades, policy deviations and EPF personnel

Transaction  Quantity Amount Deviation, if any Personnel

category (million) in LKR
million
3 November | Purchase 13.67 61.66 | Transaction not | 1. Mr. W.G.R.
2010 pre-approved by Harshapriya -
theIC Dealer
2. Mr. M.S.M.
Husam -
Assistant
Superintendent
3. Ms.R.
Dheerasinghe —
' | Superintendent

Project Diamond Final report 7 November 2019 (FAX).
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Personnel

Transaction  Quantity Amount Deviation, if any
category {million} in LKR
million
7 December IC recommended
2010'® to purchase
however

transaction
exacuted was a
sale transaction

. Mr. W.G.R.
Harshapriya -
Dealer

2. Mr, G.H.P.P
Shyamalie -
Assistant
Superintendent

Sale 1.00 12.20 | transaction w
Sale 1.00 12.20 | executed

| approxim
LKR 12.2

7 March | Sale 1.00 12.20 | IC approvaed rate { 5. Mr. M.S.M.
2011 Sale 1.00 12.10 | of LKR 20 for sale Husam - Dealer
Sale 1.00 12.00 | of 6.00 million Ms. Rupa
Sale 1.00 12.20 | shares whereas Dheerasinghe -

uparintendent
r. G.H.E.P.
hyamalie -
Assistant
Superintendent
8. Mr. L.D.D.Y.
Perera -
Additional
Superintendent

Reasons for variations in the transactions® inst the approvals

Interview Evidence
Interviews were conducted with t
above and the following was

Role in the
Transaction

Name of the
person

Mr. M.S.M.
Husam

Explanation provided

*..do not remember the events”

were not available.

sonnel involved in the transaction as mentioned

Not available far interview: Migrated out of Sri Lanka

Sourca: Intarvie ith the employees

1% Order placement sheet not available

Project Diamond Final report 7 November 2019 (FA3).
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Colombo Dockyard PLC

Background

Colombo Dockyard PLC {Colombo Dockyard) was incorporated in the year 1974,
Onomichi Dockyard Company Limited owns 51% of the shareholding of Colombo
Dockyard and is one of the largest and oldest ship building company in Sri Lanka. It was
listed on CSE on 1 January 1983.

EPF'’s investment in Colombo Dockyard

EPF started investing in Colombo Dockyard in 1998. On 30 July 1998, the Monetary Board
ratified the first transaction executed on 15 July 1298. EPF received a dividend of LKR
322.79 million during the Review Period.

Summary of EPF's transactions in the ‘Trading’ and ‘Invastm olig during the
Review Period is set out in the table below. Q

Sell
Portfolio No. of | Quantity b of | Quantity
Transactions | {million) i

Table 83: Summary of all transactions during the Review

LKR
Transactions | (million} | (million}

Trading 7 1 0.01 0.83
Investment 203 113 4,35 121.50
Total 210 114 4.36 122.33

Summary of all the transactions abBgve RKR 10 million is set out below and the list of all
transactions above LKR ‘mm% set out in Annexure 27.

10 million in Colombo Dockyard

Quantity | LKR
{millien) | {million}

LKR
{million)

No. of | Quantity
Transactions | {million)

Investent 40 11.73 2676.73 1 0.77 26.78
Total 40 11.73 | 2676.73 1 0.77 26.78
Source: CSE and SAP data provided by CBSL

Losses incurred by EPF in Colombo Dockyard

It was observed that EPF recorded a total impairment loss of LKR 1868.73 million in its
books of accounts in 2016. The entire loss of 1868.73 million was incurred by EPF on its
Investment portfolic. It was noted that out of total 203 purchases amounting to LKR
2854.82 million in the investment portfolio, 77.79% was contributed only by two
transactions amounting to LKR 2220.81 miltion.

T

\!\G nid 9,\

APO.[ 1t np |
N kL J i Mary |

Mahalais J,:'
Murmbai. 400 0t
i/
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Table 85: Concentration of transactions in Colombo Dockyard

Purchase Price Transaction % Transaction Type of %
quantity (LKR) value (LKR  value of EPF to  transaction Transaction
{miflion} million} market value ELTER
{In the shares purchases
on that day} during the
Review
Period
30 June 2010 6.89 280 1928.81 97% | Crossing 67.56%
24 Novembaer 1.00 292 292.00 99% | Crossing 10.23%
2010 —\
Total 7.89 |__2220.81 72.79%
Source: CSE data provided to KPMG by C85L

Price and volume analysis

Analysis of price and volume data in the shares of Calombd&Dockyard shows that the
purchases of EPF above LKR 10 miliion in the Investm rtfolio*® were concentrated
during 2010. Set out below is price and volume rt for the shares during the period 2

January 1998 to 29 December 2017: Q

*

N\
>

{This space is intentionally left blank)
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Chart 17%": Price movement in Colombo Dockyard during 2 January 1998 to 29 December 2017 along with details of EPF trades

Colombo Dockyard stock pertaining to perlod January 2, 1998 to December 29, 2017
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131 Chart highlights the ASPI index movement along with the price moverneat for the scrip. The green bar represents EPF's buy quantity and the red bar represents EPF's sell
quantity. The grey bar represents the market traded quantity on a day, in the scrip, as per the information available on the CSE wabsite. All the charts for each of the scrip
have been prepared based on these parameters to understand the market price at the time of the trade and movement of stock.
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From the above chart, the following was noted:

- An upward movement in price was observed in the shares of Colombo Dockyard
during 2009 and 2010, ranging from 116.25 in August 2009 to 315.5 in February
ZWeing the highest price of the shares during the eview Parod. —

- EPF purchased 6.89 million shares {67.56% of purchases in the investment
portfolio} at a price of LKR on 30 June 2010 and 1 million shares at a price of

LKR 292 on 24 November 2010, —

~ - - - - -
- The movement in the price-36-days prior and after the transaction is given in the
table below:

Table 86: Market price movement in Colombo Dockyard 30 days prior and post the
transactions

A Period '-* Jate fro Date to a Average

30 June 2010 | - 30 days 13 May 1 29 June 288.00 267.00
2010 | 2010

Price on 30 June 2010 .00 285.00 280.00

+30 days 1July 2010 | 11 Augu 41.00 279.00 263.79
2010

| 24 - 30 days 7 October | 23 x 260.00 303.50 286.57

| November 2010
2010
Price on 24 November 2010 290,00 295.00 292.50
+30 days January 265.00 295.00 275.87

Source: Market data of CSE
L g

From the analysis of pri N
executed the trade wax

- equalto the market price on 30 June 2010, but higher as compared to last

nt, it was observed that the price at which EPF

30 da ageprice. The next 30 days average price was also lower than the
purc rice

- margin lower by the average market price on 24 November 2010, but higher as
compared to +30 or -30 days.

Price movement analysis indicates that the scrip price in June 2010 was around LKR 280
and went up to LKR 298 on 8 Oct 2010. Thereafter, the price came down and another
purchase was done on 24 November 2010 at LKR 292. In the subsequent months {upto
June 2011), the price was range bound between LKR 245 to LKR 295.

138 price and quantity analysis is based on details provided by CSE 30 trading days priom the
date of EPF transaction fQ‘;‘" SN
e Lodhs Excelus QO-

1st Floar,

Apcllo Mitls Compaund, |
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Mumbai-400 011,
indiz,
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Chart 18: Price movement in Colombo Dockyard during 1 June 2010 to 30 June 2011 along with details of EPF trades:
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9.8.11

Counterparty analysis

Analysis of data received from CSE shows the following concentration in the counterparty

and brokers:

Table 87: Counterparty details in Colombo Dockyard

Date

Quantity

{million)

Amount in
LKR million

Name of the
counterparty

EPF Broker
name

Counterparty

broker name
Acquity
Stockbrokers
{Pvt) Limited

Asia Securities
{Pvt} Limited

TKS Securities
(Pvt} Limited

30 June 6.84 1916.24 | Horizon Taprobane
2010 Reprasentation of Securities
Companies LLC (Pvt) Limite
0.05 | 12.57 | Asia Fort Asset

I Management {Pvt)

| Limited
24 1.00 | 292,00 | Mr. S.E. Captain
November i ie
2010 1 imited
Source: CSE data and KPMG's working

The concentration in the counterparty, counterp

b
transactions in Colombo Dockyard PLC is iv&c

{This space is intentionally left blank)
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Chart 19: Details of concentration of counterparty, EPF broker and Counterparty broker in Colombo Dackyard PLC
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Analysis of the counterparties to the said transactions shows that out of 6.89 million
shares purchased by EPF on 30 June 2010, Horizon Representation of Companies LLC
was the counterparty for 6.84 million shares.

As per the infarmation available in public domain, Horizon Repraesentation of Companies
LLC is a company incorporated as a branch of Horizon Energy Group in the United Arab
Emirates. The company was owned by Mr. Rashid Al Suwaidi, who was the Chairman. He
was also a director in Colombo Dockyard as a representative of the Horizon Group.

The other counterparty to the purchase by EPF on 30 June 2010 {0.04 million shares) was
Asia Fort Asset Management (Pvt) Limited and Mr. S.E. Captain was the seller of 1.00
million shares purchased by EPF on 24 November 2010. Public domain searches were
conducted however no repartable facts or linkages were identified for Wir. S.E. Captain.

Transaction compliance

For addition of the Company to ASL

EPF started investing in Colombo Dockyard on 15 July, 1998) MB ratified the investment
made by EPF on 30 July 1998. IC minutes for th%1 were not available for review.

Subsequent transaction review

Prior approval of IC was not obtained be@necuting the transaction on 30 June 2010
for 6.89 million shares. As per the | tes dated 2 July 2010, IC ratified the investment
and the rationale was “as
shares of dockyard at Rs. 280 as a result, EPF’s exposure in
dockyard increased to 1\& e issued share capital of company”. Refer Exhibit 15

for the extract of the IC

No documentation tlabie to assess how the price was determined for this
purchase. Co i s between EPF personnel and the brokers are not available for
this date (e d voice records not available).

Table 88: EPF personnel at the time of the transaction in Colombo Dockyard

MName of the person Designation of the person as on 30 June 2010
Mr. P.D.J. Fernando Deputy Governor

Mr. B.D.W.A, Silva Assistant Governor

Ms. R. Dheerasinghe Superintendent of EPF

Mr. L.D.D.Y. Perera Deputy Superintendent

Source: Employes list provided by HR

The transaction on 30 June 2010 with Horizon Representation of Companies LLC
increased the stake of EPF in Colombo Dockyard to 13.02%, without obtaining approval of
the IC thereby violating the ITG 2007 with respect to “maximum holdings in shares of a
particular company will be 7.899% of the issued share capital of the company”. As per ITG
2007, IC has the authority to exceed the limit for specific companies on recommendation

H. M M
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of the MO. The IC ratified the purchase of shares in excess of 7.99 % expaosure on 2 July

2010.

EPF’s transactions above LKR 10 million {41 transactions) were reviewed for adherence to
the laid down IPS and ITG. The following non-compliances to the laid policy and
procedures were noted:

9.8.20

Table 83: Summary of transactions not in compliance in Colombo Dockyard

Transaction not as per IC plan

/

Transaction not pre-approved by the IC

Total of non-compliant transactions

@rce: Documents provided by EPF and KPMG’s workings

Set mﬂﬁa summary of trades executed by EPF in

10 million, deviations noted in the transactions as ag

the personnel executing the transactions.

Date

Qty

{million}

million

Table 90: Details of trades not in compliance to

30
2010

Juna

24

6.89

1928.81

t

Deviation noted

Dockyard above LKR
valent IPS and ITG and

Personnel

Transaction not
pre-approved by
the IC and basis
on which pricing
for this crossing
| transaction was
determined is not
available

Critical
documents not
available, hence,
personnel
executing the
transactions
cannot be
identified.

| Refer para 9.8.21
Names identified

MNovember in the deal ticket
2010 and order
placemeant sheet:
1. Mr. M.S.M.
Husam - Dealer
2. Mr. W.G.R.
Harshapriya
3. Mr. G.H.P.P.
Shyamalie
20 0.40 11.29 | - - Transaction not | Critical
September pre-approved by | documents not
2006 the IC available, hence,
16 - - 077 26.78 | personnel
November executing the
2006 | transactions

cannot be
identified.
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Buy Se Deviation noted Personnel
16 July 2009 0.256 27.50 | - Transaction Names identified
exaecuted at a|in the trading
price higher than | appraval form:
IC recommended | 1. Ms. K.
price {at LKR 110 Gunathilake
versus approved | 2, Mr. L.D.D.Y.
LKR 108} Perera
3. Mr. S.P.Y.
Senadheera
Source: Desl tickets, settlement sheets and trade confirmations scanned and uploaded by EPF

For the transactions on 20 September 2006, 16 November 2006 and 30 June 2010,
transaction execution documents, such as order placement sheets, trading approval
forms, deal tickets and settlement sheets were not available in the data\provided for
review. As a result, the names of the persons authorizing and ex i e transaction

could not identified.

Interviews were conducted and some importamﬁ related to investment in

Interview Evidence

Colombo Dockyard, instructions for the transaction and knowledge about the
counterparty.

Table 91: Relevant extracts of the Interv@n EPF employees for Colombo Dockyard

-
Name of the Role Explanaiion provided
person
Mr. P.D.J. | Deputy

Fernando

gWwith the port hub concept the investment was made.
@ 6r of projections on the port's usage were calculated and
prding to his views, the investment was projected to ba
profitabla”.....

... does not remember clearly but if the particular investment
was not in the Weekly Investmaent plan it could have happened that
instructions carne from the top”...

... “at the Deputy Governor level, counterparties would not be
known to him and the management including the FO staff in the
EPF might have known.”...

... "had expressed his dissent to the S/EPF and othaer mambers of
the Investment Committee regarding the execution of investments
of high value equities taken prior to IC approval and subsequently
brought to ratification unless there is very compelling reason to do
so. This was to discourage the practice completely” ....... “it was
the responsibility of the head of EPF department and the relevant
hierarchy to notify the Deputy Governor regarding all transactions
prior to exscution.”

Mr. M.S.M.
Husam

Dealer He did not recollect the transactions.

f
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Explanation provided

... ” was intimated®™ to him and the investments would be
subsequently ratified by the IC”.
Mr.  W.G.R. | Assistant He did not recollect the transactions
Harshapriya Superinten
dent
Mr. G.H.P.P. | Assistant Not available for interview: Migrated out of Srilanka
Shyamalia Superinten
dent
Ms. K. | Additional She responded to the query that can scrips be purchased at price
Gunathilake Supsrinten | higher than IC approved plan, and she stated “it was common as
dent the market rates would vary”
Mr. L.D.D.Y. | Deputy Regarding a query on purchases witho roval, stated that
Perera Superinten | he *“does not remember the cases thg id Be directions from
dent top management for some cases”

Sourcs: Interviews conducted with the employees

{this space is intentionall

ft blank)
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kPG

Bukit Darah PLC

Background

Bukit Darah PLC (Bukit) was incorporated in 1961 and forms part of the Carson
Cumberbatch group. Its business ranges from oil palm plantations in Malaysia and
Indonesia, to breweries, investment hoidings, portfolio management, real estate and
leisure in Sri Lanka. It was listed on the CSE on 1 January 1270.

EPF’s investment in Bukit

EPF started investing in Bukit in the year 2010. First transaction in Bukit was on 13
October 2010, which was ratified and included in the ASL by MB on its,meeting dated 29
November 2010. EPF received a dividend of LKR 32.78 million during the Review Period.

Summary of EPF's transactions in Bukit in the ‘Trading’ and ‘In nt’
the Review Period is set out in the table below.

ortfolio during

Table 92: Summary of all transactions during the Re

Summary of all the transactions
transactions above LKR 10 milli

Table 93: Transactions s

B

0 million

Buy

Portfolic No. of Quantity 0. of Quantity LKR
Transactions | {million) Transactions | (million} | {million)
Trading 4 0.01 3 0.01 7.04
Investment 286 2.22 - - -
Total 290 2. 3 0.01 7.04
Source: CSE and SAP data provided by

Portfolio Quantity LKR No. of Quantity LKR
{million) imillion} | Transactions | {million} | {million)
[ Investment 104 1.77 | 1,860.80 : B -
Total 104 1.77 1,860.80 - = =
Source: CSE and SAP data provided by CBSL

Losses incurred by EPF in Bukit

EPF incurred a total impairment loss of LKR 1707.18 million in Bukit. The years in which

EPF recorded impairment loss in its boaks are shown in below table:

Table 94: Impairment loss recorded by EPF

Year Amount of impairment (in million)
2016 {1508.81)
2017 (198.37)
Total {1707.18)
Source: SAP data provided by EPF
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The entire loss of LKR 1707.18 million was incurred by EPF on its investment portfolio.
The major high value purchases by EPF in Bukit are summarized in the table below:

Table 95: Concentration of transactions

Date - 3 P 5 Ansa 0 Yo pe D
qua alue R 2 = 0 g a 0 0
0 [] d
(13 0

25 November 0.18 | 1025.00 185.01 89.30% | Crossing 8.07%
2011 0.01 5.12 Normal 0.22%
22 July 2014 0.40 | 704.52 280.20 96.72% 12.32%
Source: Data raceived from the Colombo Stock Exchange

On review of the Annual reports of EPF for the years mentione

EPF on 22 July 2014 comprised 12.32% of the total pd

, it was noted that
f the cumulative
ars. Purchases made by

. the highest value purchase

airment losses being recorded. The

by EPF in Bukit Darah during the Review Periodwn e movement in Bukit showed a

downward trend from September 2015, leadi
following table summarizes the cumulative %es made by EPF compared to its

market value: Q
Table 96: Summary of purchases an value as per EPF annual reports

2 35e = 5 e d 3 H 0 P q O
H 0

2010 565.35 65.35 617.76 52.4
201 693.42140 1258.77 1406.63 147.86
2012 274. 1532.91 1203.13 {329.78)
2013 k 1743.40 1255.99 {487.41)
2014 gt 2307.99 2040.78 (267.21) |
2015 - 2307.99 1459.08 (848.91)
2016 - 2307.99 799.19 {1508.81)
2017 - 2307.99 600.82 {1707.17)

Total impairment loss recorded by EPF {1707.17)
Source: Annual Reports of EPF

149 {ncluded purchase made by EPF on 25 November 2011 contributing to 8.29% of the 1otal purch
1 Included purchase made by EPF on 22 July 2014 contributing to 12.32% of the total purchases
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Price and volume analysis

Analysis of price and volume data in the shares of Bukit shows that two major purchases
above LKR 10 million contributing to 12.32% and 8.29% of the total purchases made by
EPF werea made in July 2014 and November 2011.

Set out below is price and volume chart for the shares during the period 1 January 1998
to 17 July 2018:

{This space is intentionally left blank)
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Chart 20: Price movement in Bukit Darah PLC during 28 January 1999 to 17 July 2019 along with details of EPF trades
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9.9.10 Following was the movement in the scrip during the period 30 days prior and post the
EPF trade:

Table 97: Market price movement 30 days prior and post the transactions

Transaction | Period’*? Date from Date to Minimum | Maximum | Average

date price price (LKR} price
(LKR) {LKR)

-30days |7 October | 24 November 1000.00 1099.00 | 1039.64
25 2011 2011
Noveabar Price on 26 November 2011 1024.00 1025.00 1024.50
+30 days | 28 17  January 615.00 1080.00 893.19
2011
Novamber 2011
2011
-30 days | 3 June 2014 21 July 2014 §70.00 | 00.00 654.69
Price on 22 July 2014 9.00 701.00
22 July 2014 810 daye | 23 July 2014 |5 September | Bg | ) 708.00| 702.68
| . | 2014
Source: Market dsta availabie on CSE website
From the analysis of price movement, it was observe e price at which EPF

executed the trade was:
- higher by 0.50% than the average mar riee on 25 November 2011
- higher by 0.05% than the averageé price on 22 July 2014

9.9.11 On review of weekly plan in the IC miput&’dated 21 November 2011, it was noted that
the maximum purchase price approwed by the IC was LKR 1040. MO analysis to
determine the price range was not@vailable in the documents provided for review.

9.9.12 Similarly, in the IC minute$ July 2014, it was noted that the maximum purchase
price approved by the IC 05. MO analysis to determine the price range was not
available in the documé&qts provided for review.

9.9.13 Prices of Bukit ah post the corporate action on 23 December 2010 were noted to be
consistent advErse/ sharp movements were noted on the day of EPF trades during
the review. Seti@ut below is the chart showing reduction in price post the corporate
action.
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Chart 21: Price movement in Bukit Darah after capitalization of reserves (1:50) on 17 December 2010
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Counterparty analysis

9.9.14 Analysis of the counterparties to the above transactions shows that out of 0.19 million
shares purchased by EPF on 25 November 2011, J.B. Cocoshell {Pvt} Limited was the
seller for 97.30% (0.18 million) shares, in a crossing transaction. For the purchase by EPF
on 22 July 2014, Dr. R.R. De Silva was the seller of all the 0.40 million shares and it was a
normal transaction on CSE. Details of the counterparties to these transactions are set out
below:

9.9.15 Table 98: Details of transactions

Trade Date Quantity Amountin Name of the EPF Broker name Counterparty

{million) LKR counterparty hroker name
million

25 ! H J.B.Cocoshell | CTCLS A Seg CTCLSA
November {Pvt) Limited (Pvt} Limitad Securities
2011 {Pvt) Limitad
22 July 0.40 280.21 | Dr. R.R. De 1. LOLC
2014 Silva Securities
(Pvt} Limited |
2. i
Limited {18.12%) '
TKS Securities (Pvt)
Limited (16.03%)
4, Softlogic
@ Stockbrokers (Pvt)
Limited {12.45%)
5. Candor Equities
Limited {10.03%)
. @ 6. Capital Alliance
Securities {Pvt)
i \\ Limited (9.40%)
7. First Capital Equities i
{Pvt} Limited (8.81%) i
Total 465.22 |
Sourca; CS d by CBSL

9.9.16 No communicatign between EPF personnel and the broker could be identified, since
emails and voice records for this time-period are unavailable for the transaction on 22
July 2011.

9.9.17 The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Bukit is given in the chart below:
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Chart 22: Details of concentration of counterparty, EPF broker and Counterparty broker in Bukit Darah PLC
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Review of Annual reports of Lanka Orix Leasing Company PLC for the year 2014-15 shows that Mr.
R.R. De Silva was a major shareholder in this company. Review of the ROC documents for LOLC
Securities Limited (one of the counter broker) shows that Lanka Orix Leasing Company was the
holding company for LOLC Securities Limited.

Transaction Compliance
For addition of the company to ASL

As per [TG 2007, prior approval of IC and MB was required for adding a company to the ASL. i
investments/trades were to be made in a company not in the ASL, then prior approval of the IC
and special approval of the Governor was required. MB was to ratify such i e ments in the
Board meeting to be held immediately thereafter. The initial purchase o er 2010 was
executed without prior approval of IC and spacial approval of Governar; b iolating the

enge of analysis wa

1 10s8nd MB ratified the

10, almost one month after the

found. However, the investment was ratified by IC on 15 Oct
purchase and approved for inclusion in the ASL on 29 Nove

initial purchase. \

Subsequent transaction review

EPF's transactions above LKR 10 million were rayi for adherence to the laid down IPS and
ITG. Out of 104 transactions above LKR 10 millianf{tHe following non-compliances to the laid policy

and procedures were noted:

Table 99: Non-compliant transactions

Count Value {LKR

million)

% of total

3.28%
239.86 | 12.89%
: 12 30093 |  16.17%
Source: Documents provided by EPF and KPMG's workings

Set out below is the summary of trades executed by EPF in Bukit during the Review Period,
deviations noted in the transactions as against the prevalent IPS and ITG and the personnel
executing the transactions.

Table 100: Summary of trades, policy deviations and EPF personnel

Buy Deviation, if any Personnel
Date Quantity LKR/million
{million) I =
12 October 0.01 109.66 | Transactions not | 1. Mr. M.S.M. Husam - Dealer
| 2010 0.00 0.73 | pre-approved by | 2. Ms. Rupa Dheerasinghe -
the IC Superintendent
3. Mr. L.D.D.Y Perera - Additional
Superintendent iy

Project Diamond Final report 7 Novembier 2019 (FA3).
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Buy Deviation, if any Personnel
27 June 0.01 13.00 . 1. Mr. M.5.M. Husam - Dealer
2011 | 2. Ms, Rupa Dheerasinghe -
Suprerintendant
3. Mr. L.D.D.Y Perera - Additional
Superintendent
4. Mr. G.H.P.P. Shyamalie - Assistant
Superintendent
12 July 0.03 26.62 1. Mr. W.G.R. Harshapriya -- Daaler
2011 0.01 12.78 2. Mr. B.M.W.S. Balasooriya — Assistant
0.03 34.10 Superintendent
3. Mr. L.D.D.Y Perera — Additional
Superintendent
4. Ms. Rupa Dheerasinghe —
Superintend
18 October 0.01 12.82 | Quantity 1. Mr. W.G, ya — Dealer
2011 0.01 5.46 | purchased {57,100} | 2. Mr. B. lasDoriya - Assistant
0.04 42.79 | higher than the Sup
r recommencation l hegrasinghe-
(40,000} made by Supdrintendent
IC in the weekly Mr. BID.D.Y Parera — Additional
plan erintendent
13 February 0.02 13.24 | Transactions M Ms. K. Gunathilake ~ Superintendent
2012 0.03 23.32 | pre-approv . Mr. L.D.D.Y. Perera — Additional
0.01 6.41 | theiC Superintendant
3. Mr, J.D.S5.J. Nanayakkara - Sanior
Assistant Superintendent |
Source: Deal ticksts, settlements sheet, order, nent sheets and trading approval forms providedby EPF |

Interview Evidence

KPMG conducted interviews w sonnel involved in the transaction as mentioned above
and the following was noted:
Table 101: Relevant arviews with EPF employees
-
Name of the Role in the Explanation provided

person Transaction/in EPF
Mr. P.D.J. Deputy Governor ..... it was & company having good prospects and their
Fernando performance mainly depends on their investments in Palm oil
plantations in Malaysia, but prone to fluctuations arising from
volatility in the commadity prices”

.... “had exprassed his dissent to the S/EPF and other members
of the Investment Committee regarding the exscution of
invastments of high value equities taken prior to IC approval
and subsequently brought to ratification unless there is very
compelling reason to do so. This was to discourage the |
practice completely” ......."it was the responsibility of the head
of EPF department and the relevant hierarchy to notify the
Deputy Governor regarding all transactions prior to execution.”
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Explanation provided

Mr. W.G.R. Assistant “Mr. Harshapriya stated that Bukit Darah was not

Harshapriya Superintendent recommended by the MO for investment ™'+

Mr. M.5.M. Dealer He did not recollect the transactions.

Husam
...." was intimated'* to him and the investmants would be
subsequently ratified by the IC".

Ms. Rupa Superintendent No response available

Dheerasinghe

Mr. L.D.D.Y Additional No response available

Perera Supsarintendent

Mr. G.H.P.P. Assistant Not agvailable for interview: Migrat |

Shyamalie Superintendent 1

Mr. B.M.W.S. Assistant Not associated with equity a

Balasoorlya Superintendent hance did not offer a

Source: Interviews conductad with the employees

o)

{{h\%l&‘ intentionally left blank)

3 Even though the investment was not recommended by the MO, there was no documentary evidence available for review
to corroborate the same. :

' He did not provide names of personnel who intisnated him
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Carson Cumberbatch PLC
Background of the company

Carson Cumberbatch PLC {Carsonl) is 8 conglomerate incorporated in 1913, whose operations span
across Sri Lanka and South-East Asian region. Their main lines of business include ail palm
plantation, investment and financial services, beverage, real estate, leisure and management
services. The company was listed on the CSE on 1 January 1967.14

EPF’s investment in Carson

EPF started investing in Carson in October 2010. The first transaction in the Investment portfolio
was executed on 13 October 2010 and subsequently, ratification was obtainedyfrom MB, along with
approval for inclusion to Approved Share List on 29 November 2010. EPF regeived a dividend of
LKR 51.96 million during the Review Period,

The summary of EPF's transactions for Carson in the ‘Trading’ and 2 nt’ portfolio during
the Review Period is provided in the table below.
Table 102: Summary of all transactions during the Review Pariod

Portfolio No. of Quantity No. of Quantity LKR

Transactions {million) Transections {million) {millian}
Trading 3 = - -
Investment 528 - - | -
Total 631 - -1 -

Source: SAP and CSE data provided by EPF.

million is given below and the list of all transactions
ure 29.

Table 103: Transactions abovg million

Summary of all transactions above
above LKR 10 million is provided i

| Portfolio 3 actions Quantity LKR Mo. of Quantity LKR
| (million) {million) Transactions | (million} | {million}
Trading 2 0.03 11.65 - - 3
Investment 208 3.81 1859.61 - - 3
Total 210 3.84 1871.26 - - -
Sourca; SAP and CSE data provided by EPF

Losses incurred by EPF in Carson

It was observed that EPF recorded a total impairment loss of LKR 1625.64 million in its books of
account for Carson in the year 2016. The entire loss of LKR 1625.64 million was incurred by EPF in
its investment portfolio. On review of the transactions, it was observed that there was no pattern of
concentration of transactions {Comprising 10% or more of total transaction value in the scrip during
the period of review) executed by EPF in the investment portfolio. In absence of such a

145 Source: Colombo Stock Exchange website (weryw e, lk)
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concentration, top 5 transactions based on value were analysed, These five transactions contributed
to 17.99%% of the total purchases in the investment portfolio and their details are given below.

9.10.6 Table 104: Concentration of Transactions:

00

13 Qctober 2010 0.10 952.79 94.14 84.51% rmal’ 3.67%

7 June 2013 0.20 445.00 88.73 99.70% mal 3.45%
20 June 2013 0.20 445.00 89.00 100.00% rossin 3.47%
1 July 2013 0.20 440.00 88.00 100.00 Normal 33.43%
20 September 2013 0.26 399.97 101.99 99 Normal 3.97%

Total i 0.96 461.86 17.89%
Source: CSE data and KPMG's working

9.10.7 Of the above five transactions, four were executed in normal t on CSE, whereas one
transaction was executed as a ‘Crossing’ transaction K

Prica and volume analysis

9.10.8 Analysis of price and volume data of Carso at the purchases of EPF above LKR 10 million
in the Investment portfolio were execute during the years 2010 and 2013. Given below is
price and volume chart for the shares dufipg the Review Period:

’b

Apoite Mitis Compwnd_ :
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Chart 23: Price movement in Carson Cumberbatch PLC during 5 January 1998 to 23 December 2017 along with details of EPF trades:
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From the above chart, the following was noted:

- After the price adjustment in the scrip due to corporate action on 17 December 2010, the
price was observed to have surged from LKR 499.50 on 24 December 2010 to LKR 729.80 on
14 February 2011, which was the highest price of the shares during the period 17 December
2010 to 29 December 2017.

- Majority of EPF purchases above LKR 10 million were during 2012 and 2013. The price of
the scrip was observed to have gradually fallen from LKR 533 on 2 January 2012 to LKR 350
on 31 December 2013.

The price movement in Carson, 30 days prior to and after the ‘Crossing’ transaction on 20 June
2013 is given below:

Table 105: Market price movement 30 days prior and post the transactig .

Date from Minimum Maximum Average

Transaction Period!!

date price (LKR} price (LKR) price {(LKR}
13 October | - 30 | 30 August 2010 | 12 October 2010 00| 1150.00 863.14 |
| 2010 days | |
{ Price on 13 October 2010 §a8, 1020.00 1009.45
' +30 14 October | 30 November 2 802.00 1230.00 1011.93
days 2010
20 June - 30 | 6 May 2013 19 June 20 436.00 459.00 443.756
2013 days
Price on 20 June 2013 435.00 444.50 439.75
+30 21 June 2013 411.50 450.00 426.24
days
1July 2013 | - 30 | 14 May 2013 2013 435.00 459.00 442.41
days
Price on 1 July 20 440,00 450.00 445.00
14 August 2013 382.00 450.00 418.46
7 June 6 June 2013 436.00 459.00 445.20
2013
; 440.00 445.00 442.50 |
' 25 July 2013 415.00 450.00 432.05
20 17 September 350,00 417.00 383.64
September 2013
2013 Price on 20 September 2013 370.00 400,00 385.00
+30 23 SeptamberJ 14 November 2013 370.00 405.00 385.44
days 2013
Source: CSE markast data

From the analysis of price movement on 20 June 2013, it was observed that the price at which EPF
executed the trade was higher by 1.19% than the average market price on that day. On review of
weekly plan in the IC minutes dated 20 June 2013, noted that the maximum purchase price

. 5 g
q\t'fer]i'.i:? e!gs;dacl‘
R i
Lodka Exccius 2.
15t Fioor,
Apollo Mills Compeund
N M Jashi Marg
Wehalakshmi,
Mumbai- 400 D11
India

! Price and quantity analysis is based on details provided by CSE 30 trading days prior and sub
transaction &
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approved by the IC was LKR 445.00 however, MO analysis to determine the price range was not
available in the documents provided for review.

Prices of Carson post the corporate action on 17 December 2010 were observed to have risen
sharply. Given below is the chart showing reduction in price post the corporate action.
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Chart 24: Price movement in Carson Cumberbatch PLC post capitalization of reserve in 2008 - Period 1 September 2008 to 17 July 2019
along with details of EPF trades:
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Counterparty analysis

Analysis of the counterparties to the transactions of EPF shows that Thurston Investments Limited
and Janashakti Insurance PLC shareholders were the sellers of majority of the purchases made by
EPF. The details of the counterparties to these transactions are given below.

Table 106: Counterparty concentration

Name of the EPF Broker
major

counterparty

Amount
{(LKR
million}

Transaction Date

Quantity
{million}

Counterparty
Broker

13 October 10 94.13 | Janashakti Somarville Stock | Bartleet Religare
Insurance PLC Brokers Private Securities Private
shereholders Limited Limited

20 September 0.25 101.99 | Thurston Bartlest Reli Bartleat Religare

| 2013 Investments SecuritiesPriva Securities Private
20 June 2013 0.20 89,00 | Limited =
7 Jun 2013 0.19 88.73 O
| 01 July 2013 0.20 88.00
| Total 0.94 461.85 R

: Source: CSE markst data and KPMG's workings

The concentration in the counterparty, counter;@roker and EPF broker in the transactions in
Carson Cumberbatch PLC is given in the ch 2

0
N
7

1st Floor ‘.o‘ ]
Apollo Mils Compound | 183
N M Joshi Marg,
Mahalakshmr,

Mumban-40G ¢11,
india
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Chart 25: Details of concentration of counterparty, EPF broker and Counterparty broker in Carson Cumberbatch PLC.
ﬁ
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TEJRSTGH INVESTMENTS L WIOED | STME | AASTLEET RELISARE SOMERVILLE
1.U45IH | TRUSTS | i Fa [ 61504 Vi | sdisaites SECURIMCS (T LTE W5 | KEBLLE
3. N[ A — : 1 B R e B 6192 2 OKERS 'PYTY | STOCK

| 134 9 | SHEAL 4P BhOKEAS

. =1 e JERARESERLE 1Y [T ITE
Thurston ! i IR 11.4% | 21280
investments was the i i i iien] 7] 5 Am: Broku "“ 5

top counterparty in g ; ated en both

sidles of th trade 2
Carson Cumberbatch 0 LA VAL

by value of : : transactions in the SECURATIES
investment {33.3%) | AL e ; stock WILE

42y

Counter Broker

DARTLEET FELMGARE SECUAMES [PVTILTD i ASHA
1,051.50

b

CA3SON CUMBERBATC A FLE
< LBtEN
134.6%

LBy

L3]¢l1]]
110 J0r-iequny

RUYSHBIELEHN
10014 15|
sma3xg epa]

fiIEn ysor W'N
proodwod silW oody

Project Diamand Final report 7 November 2019 (FA3). 144



9.10.15

9.10.16

8.10.17

9.10.18

Profect Diamond
Final Report
Strictly private and confidential

November 2019

As per a media article dated 28 August 2013, it was indicated that “Thurston Investments
Limited”, the largest counterparty to EPF trades {Comprising approximately 40% of total
value) in Carson is owned by Mr. Kattar Aloysius, grandfather of Arjun Aloysius™. Public
domain'® searches indicated that entity with the same name “Thurston Investments
Limited” was incorporated in multiple countries, namely the UK and Hongkong and no
unique identifier is available in CSE data to identify whether both entities are same.
However, based on Know Your Customer (KYC) records available with Bartleet Religare
Securities Private Limited, the identity of Thurston Investments Limited can be ascertained.

Transaction compliance
For addition of the company to ASL

At the time of initial transaction in the Investment portfolio, on 13 r 2010, Carson
was not in the ASL for investments. However, neither IC appro spécial approval of
the Governor was available in the documents provided for rgwi rationale was
available since IC and MB ratified inclusion of Carson i n %5 October 2010 and
29 November 2010 respectively.

For su u transactions in the Investmen {i

210 EPF transactions in investment portfoli ove” LKR 10 million were reviewed for
adherence to laid down IPS and ITG. Bel@ ntionad table summarises the transaction

not compliant to the laid down policies f chase transactions in Investment portfolio
above LKR 10 million:

Table 107: Non-compliant tran, s
;2
0 R af tota
D 0
DO 0
)
Transaction an 1 11.14 0.60%
Transaction hot pfe-approved by the IC 3! 135.43 7.28%
Total of non liant transactions 4| 146.57 7.88%
Source: Documants providad by EPF and KPMG's workings

Given belew is the summary of trades executed by EPF in Carson during the Review
Period, deviations noted in the transactions, as against the prevalent IPS and {TG and the
personnel executing the transactions.

Table 108: Summary of trades, policy deviations and EPF personnel

Deviation, if any Personne!

Quantity LKR/

million

48 hitpsenanwy vivalanka, cominawspage 536223 perpetual-capital-bags-capital gain-rs-67-5m

M7 Mr. Arjun Aloysius {Director in Perpetual Capital Privata Limitad) is the son in law of the ex-Governor Mr. Arjun
Mahendran.

2 No information {Shareholding and Directorship} was available from ROC , Sri Lanka for TG

Limited F 3

Lodha Excelys
15t Flogr :
Apollo Mels Compasnd
N M. Josh Marg
Mahalakshmi,
Mumbai-400Q 011
India
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Bu Deviation, if any Persannel
13 0.10 94,14 Transactions not pre- 1. Mr. M.5.M. Husam - Dealer
October approved by the IC 2. Ms, R, Dheerasinghe -
2010 Additional Superintendent
15 0.01 11.14 Transaction executed at a 3. Mr. L.D.D.Y. Parara — Deputy
October higher price per unit than Superintendent
2010 the approved limit as per
the plan
1 July | 0.03 19.97 Transactions not pre- 1. Mr. W.G.R. Harshapriya -
2011 approved by the IC Dealer
2. Ms. R. Dheerasinghe —
Superintendent
3. Mr. W.G.N.P. Kumari
4, Mr. L.D.D.Y. Perera -
Additional Superintendent
12 July | 0.04 21.33 Harshapriya —
2011
Dheerasinghe -
tintandent
. B.M.W.S. Balasooriya -
Assistant Superintendent
{ 4. Mr. L.D.D.Y. Perera —
| Additional Superintendent
Source: Deal tickets, settlement trades and trade con tion

Interview Evidence

9.10.19

Interviews were conducted with e

0

following was noted:

Table 109; Relevant extrs

Name of the
person

Fernando

Roleinthe
Transaction/in

puty Governor

s of EPF during the investment period and the

t@views with EPF employees

Explanation provided

... “it was a company having good prospscts and their

get through.”

4 performance mainly depends on their investments in

Palm oil plantations in Malaysia, but prone to
fluctuations arising from volatility in the commodity
prices.”

Ms. R. Additionat No response available

Dheerasinghe Superintendent

Mr. W.G.R. Assistant Mr. Harshapriya stated that - *Carson Cumberbatch was

Harshapriya Superintendent not recommended by the MO for investment”

Vi T | Limited
“during his pravious tenure with DIMO, he had learnt of
a certain instance where Thurston Investments had tried
acquiring a substantial stake in DIMO through Hayley's

PLC. However, in his knowledge this transaction did not
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Explanation provided

KPMG qusstioned how the transactions wera executed
that were not within the waekly investment plan.

“Mr Husam raplied that the same was intimated to him
and the investmeants would be subsequently ratified by
the IC. Mr Husam replied that he does not know the
names of counterparties while executing cross
transactions”

Mr. LD.D.Y.
Perera

Additional
Superintendent

KPMG questioned whether there were any other cases
where investments were not with prior approval of the
IC.

... “ does not remember the cases, thgre could be
directions from the top manage t for those cases.”...

... “there were certain insts
wersa known, and
counterparties”

h counterparties
would reveal the

Mr. B.M.W.S.
Balasooriya

Assistant
Superintendent

Not associated wi and handled fixed income
dealing hence didinot offér any comments

Source: Interviaw with the amployses

>

Logha
1st Floot
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Mahatakshml.
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Ceylon Hotel Corporation PLC

Background of the company

Ceylon Hotels Corporation PLC {Ceylon Hotels) was incorporated in the year 19686. Ceylon
Hotels is engaged in the business of hotel services. The Company manages its
subsidiaries, which are engaged in the hospitality business, refreshment, entertainment
and recreation of tourists. It was listed on the CSE on 1 January 1967'%.

EPF's investment in Ceylon Hotels Corporation PLC

EPF started investing in Ceylon Hotels in 2010. On 5 August 2010, MB ratified the first
transaction executed on 21 June 2010, The summary of EPF's transactions for Ceylon
Hotels in the ‘Trading’ and ‘Investment’ portfolio during the Review Périod is set out in
the table below.

Portfolio No. of Quantity

Transactions | (million} {million}

Quantity | LKR {million)
{million)

Trading - - - - -
Investment 19 20.95 11 0.41 17.88
Total 19 20.95 114 0.41 17.88

Source: SAP and CSE data provided by EPF;

Summary of all the transactions above 0 million is given below and the list of all
transactions above LKR 10 millionjareYarovided in Annexure 30.

Table 111: Transactions abov

million

Quantity | LKR No. Quantity | LKR
{million} { {million) | Transactions {million} | {million}

3 20.58 713.72 - > -
3 2058 713.72 = = =]
E data provided by EPF |

Source: SAP an

Losses incurred by EPF in Ceylon Hotels

EPF incurred a total impairment loss of LKR 377.69 million in Ceylon Hotels. The
impairment loss was recorded in the books of accounts of EPF in 2017.

The entire loss of LKR 377.69 million was incurred by EPF on its Investment portfolio. On
review of the transaction pattern, it was noted that 96.95% of the purchases in the
Investment portfolio were concentrated during the year 2010, majority of which was
contributed by the initial purchase made by EPF on 21 June 2010. Details of the
transaction are mentioned below:

Table 112: Concentration of transactions x-”"“{;id_:h'h*"‘-‘-~~~§

Logka Excetus
181F
Apollo Mills Com
N. M Joshi Mar
Mahalakshm
Mumbai-400

'4% Source: Colombo Stock Exchange website (vwiww. cse. k)
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Date Quantity = Price | Transaction | % transaction Type of % transaction
{million) = (LKR) | value (LKR | value of EPF to transaction value to total

million} market value purchases
{In the shares during Review
on that day) Period
21 Juna 95.73% | Crossing
2010

Source: CSE data and KPMG’s workings

Price and volume analysis

9.11.4 Given below is price and volume chart for the shares during the period 8§ January 1998 to

29 December 2017: *

o
$
o
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Chart 26: Price movement in Ceylon Hotels Corporation PLC during 5 January 1998 to 29 December 2017 along with details of EPF trades:
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Chart 27: Price movement in Ceylon Hotels Corporation PLC post corporate action during 31 March 2008 to 29 December 2017 along with
details of EPF trades:
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From the above chart, the following was noted:

- The share price of Ceylon Hotels scrip gradually rose from LKR 11 on 6 January
2009 to LKR 34 on 17 June 2010 (Just prior to EPF purchase on 21 Jung 2010). The
volumes in the scrip were steady during this period. EPF bought 20 million shares
and contributed significantly to the market volumes on 21 June 2010. The price
chart for the period 22 June 2010 to 31 December 2010 indicates that the ASPl and

the price for the share was in line and share price was between LKR 32.50 to LKR
46.00.

- The movement in the price 30 days prior and after the transaction is given in the
table below:

Table 113: Market price movement 30 days prior and post the transa

Transaction Period'®® Date from Date to Minimum Maximum Average
Date price (LKR} price (LKR)  price (LKR)

21 June 2010 | - 30 days |' 5 May 2010 | 17 June
2010
Price on 21 June 2010 33! 36.75 35.25
+30days [ 22 June |3  August .00 37.75 35.26
2010 2010

Source: CSE market data

lower by 0.71%, than the average marke on the date of EPF trade. Transaction was

not pre-approved by the IC and no a MO was available to determine the pricing
for the purchase transaction.

Analysis of price movement indicated thaz rice at which EPF executed the trade was

) 2
Counterparty analysis \\®
)

Analysis of the counteﬁ to the above transaction shows that The Galle Face hotel
company Ltd. was r for 20 million shares {100%) purchased. Details of the
counterpa t action are given below:

Table 114: Coufiterparty details

Quantity Amountin Name of the
Date {million} LKR counterparty
million

EPF Broker Counterparty hroker

21 June
2010

The Galle face
Hotel Company
Ltd.

Nation Lanka
Equities Private
Limited

Asia Securities
Private Limited

Source: CSE data

The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Ceylon Hotels is given in the chart below:

%0 Price analysis is based on details provided by CSE 30 trading days prior and subsequent 10 the date of EPF
transaction

G Regis

Q“\ Lod G
Y odha Excelus
B 18! Figor, o

Project Diamond Final report 7 November 2019 (FAB). | Aroile Mis Compound 2
Document classification: il N M Joshi arg,
) \ Mahalahshmi, |

Mumbai-400 011,
India



Chart 28: Details of concentration of counterparty, EPF broker and Counterparty broker in Ceylon Hotel Corporation PLC
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No communication between EPF personnel and the broker could be identified since
emails and voice records for this time-period are unavailable

On review of ROC documents for Galle Face Hotels Company Limited, it was noted that
Ceylon Hotels Corporation and Galle Face hotels Company Limited are connected entities.
During the year of investment, 2010 the following directors and shareholders were
common:

Table 115: Common director and shareholder

d dliE die OHE g O ole
Director Shareholder Director Shareholder

Sanjeav Gardiner v v v v

Lakshman Samarasinghe v e < A /

Dennis Jesuthan Aloysius v X X

Source: ROC documents and company financials P )

Transaction compliance O

For addition of the Company to ASL

approvals obtained:

EPF started investing in Ceylon Hotels on 21 &0 Following are the details of

MEB approval Governor approval
Investment
Source: IC and MB minute

No prior approval of t : B or Governor was obtained before the investment was

shares of Ceylon Hotel Corporation at Rs. 35.00 per share on 2T June
2010.” MB rati the investment on 5§ August 2010 and approved inclusion of Ceylon
Hotels in the ASL. Refer Exhibit 16 for MB minutes.

Subsequent transaction review

EPF’s transactions above LKR 10 million were reviewed for adherence to the laid down
IPS and ITG. Out of three transactions above LKR 10 miilion, the following non-
compliances to the laid policy and procedures were noted:

Table 117: Non-compliant transactions

Criteria Count Value (LKR % of total

million)
Transaction not pre-approved by the IC 1 700.00 98%

'i Source: Documants provided by EPF and KPMG's workings

Exposure Limits

Ledha Excelus
11 Fipor
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EPF invested 20.00 million shares amounting to LKR 700.00 million on 21 June 2010,
which was 11.64% of the issued share capital of Ceylon Hotels. This investment exceeded
7.99% of the issued share capital of the company, violating the limit as per ITG 2007. As
per ITG 2007, post recommendation of MO, IC has the authority to exceed the limit.
However, no prior approval of IC was obtained before the above execution. A summary of
EPF's holding in Ceylon Hotels is mentioned below:

Table 118: Exposure limits of EPF in Ceylon Hotels

Date EPF exposure
21 June 2010 11.64%™
31 March 2011 11.40%'%
31 March 2012 11.58%'%2
18 April 2012 11.93%™
Source: IC minutes,company financials and KPMG’s working

10% of the issued
and MB was required

As per IPS 2011, the EPF shareholding in a company shall
share capital investment in voting shares. Prior appra¥al of
for exceeding the limit. In the IC meeting dated 18 Apgil 2012, IC was informed of the
companies in which the EPF exposure exceede %. Ce¥lon Hotels was one of the

comgpanies and accordingly, the IC instructed btain MB ratification for such
companies.

Mentioned below is the summary of trat& ted by EPF in Ceylon Hotels during the
Review Period, deviations noted in t tions, as against the prevalent IPS and iTS
and the personnel executing the tén

Table 119: Summary of tnde@

tions.

deviations and EPF personnel

Deviatio Persg
Date Quan R/million
io
21 June 0. 700.00 | Transaction Deal ticket, settlement sheet, order
2010 not pre- placement sheet and trading approval
approved by | forms not available in the documents
i the IC | provided for review

81 KPMG calculation based on the issued share capital in the Annual report of Ceylon Hotels for the period 2011-
12

%2 Source: Annual report of Ceylon Hotels for 2011-2012
83 Source: IC minutes dated 18 April 2012
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Interview Evidence
8.11.16 Interviews were conducted with the employees existing at the time of investment.

Table 120: Relevant extracts of the Interviews with EPF employees

Mame of the | Raole in the Explanations provided

person transaction/ or in

EPF
Mr. M.J.S. |' Superintendent . “Usually Investment Committas analyzes the
Abeysinghe of EPF at the time | investrant and the rationale must have been

of the transaction | documentad in the board paper wherein there was a
strategic movement to vanture into hotel sector and make
investmenis”,

¥ .... "IC would have invested and
if any and does not recoliect th

the instructions
at transpired”

Mr. L.D.D.Y. | Daputy .... "does not recall the eva anspired but some
Perera Superintendent decisions were tak @ op nanagement”

... tOp managemant”.. would mean the Governor and
| the Deputy erno.

Mr. W.G.R. | Assistant o i fth t the tr: ti
Harshapriya Superintendent ---85 per ianrit SAI8ne02mentels Hansaction

would h b exscuted.”

ents that wera not in the weekly investment
§ ould have been instructed to S/EPF or

nal S/EPF or Deputy S/EPF and would have been
equently ratified by the investment committes”

...it was in line with the tourisrm hub concept. The
Ceylon Hotels Corporation was a government

K\\ corparation, Howevaer, it was not managed properly.

Mr. P.D.J. | Deputy §ov
Fernando

While having hotels and properties in scenic focations.

However, during the immediate post war period, it was

thought to have a lot of potential to contribute to both
domestic and foreign. tourists and thareby turn it to
reasonable profit margin.’

....""management approval” would mean the S/EPF and
the line of authority within EPF"
Sourca: Interviews conducted with the employees
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Ceylon Guardian Investments PLC

Background

Ceylon Guardian Investment Trust PLC (CGIT) was incorporated in 1951, CGIT is the
holding company of the investment business of Carson Cumberbatch Group and is an
investment house engaged in providing portfolio management and investment solutions
to investors. The company was listed on the CSE on 1 January 1951.

EPF’s investment in CGIT

EPF started investing in CGIT in 2013. CGIT was added in the ASL through an IC decision

dated 1 August 2013. EPF received a dividend of LKR 38.73 million durihg the Review
Period.

Summary of EPF's transactions in CGIT in the ‘Trading’ and‘b

nt" portfolio during
the Review Period is set out in the table below.

Portfolio No. of Quantity Quantity LKR
Transactions | (million) Transactions | (million} | (million)
Trading 7 3] 0.26 51.03
Investment 67 - - -
Total 74 8 0.26 51.03
Source: SAP data provided by EPF

Summary of all the transactio e LKR 10 million is set out below and the list of all
transactions above LKR 10m% provided in Annexure 31.

Table 122: Transactions ak 10 million during the period

Quantity LKR No. of Quantity LKR
{million) {million} | Transactions | (miilion} | {million)
Trading v, 4 0.47 B82.14 3 0.21 41.96
Investment 19 | 2.06 392.21 - - -
Total [ 23 | 2.53 474.35 3 0.21 41.96
Source: SAP data provided by EPF |

Impairment losses incurred by EPF in CGIT
EPF incurred a total impairment loss of LKR 282.45 million in CGIT on 31 December 2017.

The entire loss of LKR 282.45 million was incurred by EPF in its investment portfolio. Top
purchases contributing to 54.69% of the Investment portfolio are detailed below:

Table 123: Concentration of transactions

Apolto Mills Com
N. M. Josht Marg
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% Transaction
value of EPF to
market value
{In the shares
on that day)

Type of
transaction

-
Yo

transaction
value to
total
purchases

during
Review
Period

14 . 100% . Crossing 22.49%
2';1";“"“9’ 0.03 19736 | 6.17 Normal 1.01%
4 October | 0.51 198.65 102.30 899.72% Normal 20.03%
sg?une 0.20 185.00 37.00 93.72% ossing 7.25%
2015 0.11 19.98 mal 3.91%
Total 1.42 279.28 54.69%

Price and volume analysis

9.12.7 Analysis of price and volume data in the sharesiof CG ng with ASPI trend shows that
the purchases of EPF above LKR 10 million in t vestment portfolio were concentrated
during 2013 and 2015. Given below is price @nd Yelume chart for the shares during the

period 1 June 1998 to 29 December 2017@

(This space is intentionally left blank)
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Chart 29: Details of concertation of counterparty, EPF broker and Counterparty broker in Ceylon Guardian Investment Trust
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Chart 30: Price movement in Ceylon Guardian PLC post corporate action during the period 24 November 2010 to 28 December 2017 along with details
of EPF trades
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From the above chart, the following was noted:

- Market price of Ceylon Guardian scrip was in the range of LKR 144 to LKR 260,
during the period June 2012 - 2015. However, after majority of the quantity was
purchased by EPF in its [nvestment portfolio by 2015, the price gradually declined
to LKR 85 by 29 December 2017, resulting in impairment loss to EPF

- The movement in the price 30 days prior and after the transaction is given in the
table below:

Table 124: Market price movement 30 days prior and post the transactions

Transaction Date  Period™  Date from Date to Minimum  Maximum  Average

price price (LKR) price
{LKR)

4 October 2013 -30days | 19 August | 2 Octcbar
2013 2013
Price on 4 October 2013 200.45
+30days | 7 October | 29 188.75
2013 November,
213
14 November 2013 | - 30 days | 18 13 178.60 205.90 190.54
{ September | Nov
2013 201
Price on 14 November 201 183.50 199.90 196.70
+30days | 15 anuary ! 166.10 198.90 178.57
Novembe
2013
18 June 2015 24 April | 184.00 182.00 188.53
2015 1
185.00 ' 189.00 187.00
6 August | 183.00 187.90 188.70
2015
Source: Market price data obtajined from CSE website
From the anal movement, it was observed that the price at which EPF

= higher by 1.68% than the average market price on 14 November 2013
* lower by 1.07% than the average market price on 18 June 2015.

The middle office conducted a detailed analysis on 16 May 2013 when IC approved the
company to be included in the ASL. However, analysis of price at the time of purchases
on 4 October 2013, 14 November 2013 and 18 June 2015 were not available in the
respective weekly plans.

transaction

N M. Joshi Marg
Mahalakshmi
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EPF purchased 2.71 million shares of CGIT amounting to LKR 510.70 million in the

investment portfolio during the Review Period. On review of data received from the CSE
crossing transactions, major counterparties and broker concentration was identified.

9.12.11.1 Table 125: Details of select counterparties for concentrated transactions
Portfolio

Name of
the
counter

party

Number Amount
of {million)
shares
{million}

% of
total
buy

EPF
Broker
name

Counterp
arty
broker
name

>

L3

N

V¥ This is a percentage of the purchases made in the investment partfolio

14 Investment | Perpetual 22.48'%* | Bartlast Bartiesat
November Capital % | Religare Religare
2013 Private urities | Securitie
Limited s (Pvt)
Limited
18 June Investment | Mr. H.A. 0.20 Bartleet
2015 Van Religara
Starrex Securities | Securitie
(Pvt) s {Pvt)
Limited Limited
| 4 October | Investment | Mercantile 0.31 Capital J.B.
2013 investment Alliance Securitie
and Securities | s
finance (Pvt)
PLC @ Limited
andJB
Securities
Total 1.08 213.83 | 41.87%
Source: Data racsived from the Stock Exchange
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8.12.11.2 Analysis of the CSE data shows the following major counterparties of EPF trades:
Table 126: Counterparty details

& 0 0 erpa . 3 0 % tra i D

Perpetual Capital {Private} Limited 114.84 19.29%

1
2 Saylan Bank PLC/ Capital Trust Holdings 63.22 10.62%
(Private) Ltd
3 Mercantile Investment and Finance PLC 62.00 10.41%
4 Bartleet Finance PLC 59.17 9.94%
5 Mr. H.A. VAN Starrex 46.33 7.78%
] SRI Lanka Insurance Corporation Ltd- Life 46.19 7.76%
Fund 1L
Total | 391.7 65.80%
Source: Data received from the Colombao Stock Exchange

8.12.12  Apalysis of the CSE data shows the foliowing top five broke
Table 127: Broker details 0

0 ame o e broke AN 5a 0 % transa 0
H 0 tota ansa 0
0

Bartleet Religara Securitias {Pvt) Ltd. 232.38 36.95%

1

2 | J B Securities {Pvt) Ltd 67.98 10.52%

3 Capital Trust Securities (Privata) Lifni 53.94 8.34%

4 Softlogic Stockbrokers (Privata)ski 53.88 8.33%

5 Capital Alliance Securities ( L 44.54 6.89%
Total 452,72 70.03%

Source: Data received from the Stock Exchange |

L 2
9.12.13 The purchase of 0.57 millj amounting to LKR 114.84 million on 14 November

2013 was a crossing trﬁ ion with PCPL and common broker Bartleet Religare
Securities Private Li CPL with its stake of 0.70%'™ appeared in the top 20
shareholders Jj (@n 2012-13, whereas in 2013-14, its stake was reduced
considerabl uant to sale of shares not forming part of the top twenty shareholders.

9.12.14 As per the information available in the PCOI report, it was noted that Ms. Siromi
Wickremasinghe, sister of Ex-Governor Mr. Ajith Nivard Cabraal was appointed as a
director in PCPL on 23 December 2013, i.e. approximately one month after the said
transaction.

9.12.15 On review of the Annual report of CGIT for the year 2014-15 and 2015-18, it was noted
that the shareholding of Mr. H.A. Van Starrex reduced from 1.10% to 0.71%. EPF
purchased 0.25 million shares amounting to LKR 46.33 million from Mr. H.A. Van Starrex,
of which 0.20 million shares amounting to LKR 37 million was a crossing arrangement.

4Q-f£§!§ o)
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No adverse media reports were nated for Mr, H.A.Van Starrex as per the information
available in media articles'¥.

Transaction Compliance

For addition of the company to ASL

The following non- compliances wera noted for addition of the company to ASL:
Table 128: Approval for adding company to ASL

Portfolio type IC approval MB approval Governor approval
Invastment 1 August 2013 27 August 2013 ot applicable

Source: IC and MB minutes

On 16 May 2013, the IC minutes only mentioned about inclusio
without specifying whether the inclusion was meant to be in_ therading portfolio or
Investment portfolic “recommended to include the comps @ ist of approved
companies of EPF”. However, as per the ITG 2011'%fthe companies which are approved
in the Investment portfolio shall also be included in tRe ASWof trading portfolio.

the ASL

A detailed analysis and rationale were howevermjed for consideration of investment
in CGIT in the IC minutes dated 16 May 2013 gust 2013. All the transactions of
CGIT were observed to be executed with @ roval of the IC and within the approved
IC plan.

interview Evidence

Interviews were conduc ﬁ®empluyees existing at the time of investment.
Table 129: Relevant extra the Interviews with EPF employees

-
Name of the Role in the Explanation provided
person Transaction/in
EPF

Mr. W.G.R. Assistant i “he did not parform the analysis for the Ceylon Guardian
Harshapriya Superintendent investment Trust PLC."
Ms. R. | Assistant No response available

Dheerasinghe | Governor

Source: Interview with CBSL eamployees

%7 Public domain searches were conducted based on specific keywords
%8 Approved by the Monetary board on 30 Becember 2012
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John Keells Holding Limited

Background

John Keells Holdings PLC {(JKH] was established in 1979. JKH has a diversified business
of hospitality, private sector owned transportation business, port and marine fuel
services, IT solutions, manufacturing of food and beverages, tea broking to stock broking,
banking and real estate. It was listed on CSE on 23 October 19865,

EPF’s investment in JKH

EPF started investing in the shares of JKH in the year 1998. Post approval from MB on 7
April 1998, the first investment was made on 30 April 1998'%, Summary of EPF's
transactions in JKH in the ‘"Trading’ and ‘Investment’ portfolio duri Review Period is
set out in the table below:

Table 130: Summary of all transactions during the Review Peri

Po olio 0.0 Oua H 0.0 Qua *
cl cl & D d D 0 O
Trading 212 17.20 3.386! 153 13.24 2508.26
Investment 586 66.46 464 91.20'" | 16,073.33 |
Total 798 83.66 | 617 104.44 | 18,581.59
Source: SAP data

Summary of all the transactions abg¥e 0 million is given below and the list of all
transactions above LKR 10 milliomareYprovided in Annexure 32.

Table 131: Transactions abov million
Po olio 0 Qua R 0. 0 MTE R
d 0 O d d O O 0
Tradin 182 16.33 | 3,24848 108'= 1243 | 2,355.25
| Investment 291 61.80 | 14,278.60 106 81.69 | 15,092.19
Total 417 78.13 | 17,527.08 214 94.12 | 17.447.44

Realized losses incurred by EPF in JKH

EPF incurred a total trading loss of LKR 228.36 million in JKH. The years in which EPF
realised trading loss in its books are shown in below table:

Table 132: Trading loss recorded by EPF as per weighted average method:

| 2008 {4.85)
[ 2015 (127.98}

%% Source: Colombo Stock Exchange webste (ywonrn. e lk)
% Transaction identified from CSE data since SAP data not available pnor to 1 Septembe
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'%2 This count does not include 4 transactions for the purchase of JKH warrants.
'8 This count does not include 14 transactions for sale of JKH warrants.
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A 0 D a 3. O

20186 {95.52)
Total (228.3)*
Source: SAP data provided by EPF

Top 20 sales transactions in the EPF Trading portfolio contributing to approximately 80%
of the trading loss incurred by EPF were identified. Refer Annexure 33 for the top 20 sales
transactions. Analysis of top 10 counterparties to these 20 sales transactions shows that
the counterparties comprised of Institutional Investors, in addition to Mr. R.S. Captain,
who is a major shareholder of JKH and Merrill J Fernande & Sons {Pvt) Limited {Owners
of Dilmah Tea). Public domain searches did not reveal any relevant adverse information
related to these individuals.

On review of IC minutes dated 26 September 2008, it was observe
informed about the announcement by JKH for buying back its
IC advised EPF to come up with scenario-based analysis. RefgRE
Subsequently, IC approved the purchase of 0.24 milliop.gh4 @ on 10 October

2008, at a price below LKR 75.00 per share and sell back to KM at LKR 90.00, as a part of
the buyback scheme, creating a capital gain to EPF. Rej ibit 18 for approval of IC for

buyback shares of JKH. x
On review of the SAP data, it was observed @ miilion shares were purchased

during the period 17 October 2008 to 29 2008 at an average price of LKR 66.66
and subsequently sold back to the co m LKR 20.00 on 1 December 2008, leading to
a short-term capital gain of LKR 5. . Though the transactions resulted in a short-
term capital gain to EPF, it was tr s a realized loss owing to the adoption of
‘Weighted Average Cost’ et rofit/loss calculation.

Price and volume analﬁ\\

Analysis of prigeya @me data in the shares of JKXH shows that major purchases were
made duringi2 and’sales were made during 2012. Set out below is price and volume
chart for the shares during the Review Period:

{This space is intentionally left blank)
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Chart 32: Price movement in John Keells Holding PLC during 2 January 1998 to 8 January 2018 alogg with details of EPF trades
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9.13.9 The above chart depicts the market volume of JKH and the purchases and sales made by
EPF. On 16 March 2012, JKH witnessed very high volume on CSE, which was due to the
sale of 71 million shares amounting to LKR 13,744 million by EPF to Broga Hill
Investments Limited. The shares were sold by EPF at a price of LKR 194.00 {resulting in a
realized profit to EPF).

9.13.10 Details of the transaction contributing to 74.13% of the total sales made by EPF during the
Review Period are mentioned below:

Table 133: Major Sales in JKH

Quantity | Price (LKR} % transaction Counterparty % transaction

{million} value of EPF to for the value to total sales
market value transaciios during Review
{In the shares

on that day)

16 Mar 2012

Source: CSE data \
Counterparty analysis Q

9.13.11  On review of data received from the r counterparties and broker concentration

was identified. Details of the majoyegunterparties and major brokers identified are set out
below:

Table 134: Counterpa

Quantity Aamount | Type | Major Major EPF Broker Major
(million) in LKR counterparty GEL T Counterparty
{million) broker name
16 March B. | Broga Hill Nation Lanka John Keells
2012 Investments Equities (Pvt) Ltd Stock Brokers
Limitad {Pvt) Ltd
30 1.00 | 1,635.00 | Buy | Mr.S.E. Capital Trust Capital Trust
Septemb Captain Securities (Private) | Securities
er 2010 Limited {Private}
Limited
6 May 1.00 191.00 | Buy | Paint and Capital Trust Capital Trust
2010 General Securities (Private} | Securities
Industries Limited {Private}
Lirnited Limitad
6 May 1.00 191.00 | Buy CTCLSA CTCLSA
2010 Securities {Pvt} Ltd | Securities
{Pvt) Ltd

9.13.12 On an overall basis, as counterparties, Broga Hill iInvestments Limited contributed to

37.59% of transaction value, Mr. S.E. Captain contributed to 12.51% of transaction.value
%, Regio ™
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and Paints and General Industries Limited contributed to 4.93% of total transaction value

in JKH.

The concentration in the counterparty, counterparty broker and EPF broker in the

transactions in JKH is given in the chart below:

Lodha Eacelus
15t Floce
Apollp thits Compound
M M, Joshi Marg,
Mahalakshmi,
Mumbai-400 011
Indla.
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Chart 33: Details of concentration of counterparty, EPF broker and Counterparty broker in John Keells Holdin_;_;s PLC.
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On review of information available in the public domain, it was noted that Mr. Sohti
Captain was the Chairman of Paints and General Industries Limited. Paints and General
Industries Limited was the third largest shareholder'™ of JKH as at 31 March 2017.

After the acquisition from EPF in March 2012, Broga Hill Investment Limited, which was a
special purpose vehicle for acquisition by Malaysian fund Khazanah National Behad

became the third largest shareholder in JKH after Mr. §.E Captain and Janus Overseas
Fund'®,

On review of ROC documents, it was noted that Mr. R.S. Captain (son of Mr. S.E. Captain)
was a shareholder of Capital Trust Securities {Private) Limited. Refer Exhibit 19 for ROC
document of Capital Trust Securities Private Limited. Mr. S.E. Captain was the seller of 1
million shares purchased by EPF on 30 September 2010. Public domainysearch indicated
that John Keells Stock Brokers {Private)}, which was a broker for .60% of the
total transaction value, is a subsidiary of JKH.

No communication between EPF personnel and the byeker @be dentified, since voice
records during this time-period are unavailable.

Sale and buyback strategy \

Sale transactions in the trading portfolio @ year 2015-16 resulted in a loss of LKR
223.5 million. This was as per the ‘Sale yback’ strategy approved by the IC. FC
made a presentation on sale and bu tegy for selling shares and buying warrants

of JKH in the IC meeting dated 17September 2015. Refer Exhibit 20 for IC minutes on JKH

sale and buyback strategy. Thij y was approved by the IC “as it has a net
advantage to the Fund” y was expected to reduce the Weighted Average Cost

in the trading portfolio.

of Capital (WACC) for t
Table 135: Summa des, policy deviations and EPF personnel for loss making sales
transactions

Transaction Quantity Amount in
category in million = LKR/miilion

Deviation, if  Personnel signing the
any deal ticket

1.Mr. B.H.ILS
September Kumara'®,
2015 to 2. Mr. U.P. Jayasinghe
. 12 May 3. Ms. R.A.C.C.
2016 Rupasinghe
Source: Deal tickets

Breach of trading limits for trading portfolio: On review of the transactions in the trading
portfolio, it was noted that 68 transactions across 32 days in the trading portfolio during
the Review Period were not in compliance with the limits set out in TG 2007, ITG 2011
and the limits revised by the MB from time to time. Approvals for executing the

185 Source: JKH annual repart for 2016-17
1% Source: JKH annual report for 2011-12

%7 As per the statement of Mr. R.A.A Jayalath (Superintendant), Mr. B.H.I.S Kurnara wasﬁﬂfﬁg_}'ﬁgm.uf FQon
=i ey

the recommendation of Mr. Arjuna Mahendran. i -H__\! N
Lodka Excelus H\ d
|

| &Y mp
N M, Jashi Marg
Mahalakshm:,
Mumbai-409 011
India.
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transaction in excess of the trading limits were not found on records in the documents
provided for review. Refer Annexure 34 for detailed list of such transactions.

Transaction Compliance
Initial transaction review

EPF started investing in JKH on 30 April 1998.
Table 136: Approval details

Trading 2 April 1998 7 April 1
Investment 2 April 1998 7 April 1 !
Source: IC and MB minutes I

the investment in

As mentioned in the Board paper dated 7 April 1998, IC had
@ s for the year 1998

this scrip in its IC meeting dated 2 April 1998. Howevegathe
were not available in the documents provided for review.

Subsequent transaction review

EPF's transactions above LKR 10 million werg revigwed for adherence to the laid down
IPS and ITG. The following non-compliar@ e laid down policy and procedures were
noted:

Table 137: Non-compliances

¢ -, a
0 a 0 O1Ld d .- e 0 01d

Transaction not pre-appr he IC 69 10.94% 2,690.38 1.711%
Transactions not as p la 28 4.60% 4,049.00 11.60%
Transaction not rati ding portfolio 2 0.32% 76.12 0.22%
' T 100 15.86% 6,815.50 19.53%

On review of the documents available, EPF personnel signing the transaction execution
documents were identified based on the specimen signature sheet shared by EPF..
Summary of trades, policy deviations and EPF personnel have been provided in Annexure
35.

Interviews were conducted with the personnel involved in the transaction as mentioned
above and the following was noted:

Table 138: Relevant extracts of interview with EPF employees

Mahalakshmi,
Mumbai-400 011
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Explanation provided

person

Transaction

Mr. U.P. Dealar executing | ....*prepared the board paper to be presented to the
Jayasinghe transactions Monetary Board as requested by the Monetary Board as an
ex-post analysis in year 2017 or 2018.7
... 'ON preparing tha board paper”... "was not quite privy of
the rationale and was not able to understand the logic
behind the strategy.”
...."certain cases where verbal instructions were provided by
S/EPF.”
Ms. R.A.C.C. i .
- Dasley L ecuting ....“was quite surprised regarding hdr posting to the EFF
Rupasinghe transactions - T . .
department”.... “initially had n kground in equity
markats”.
...."all transactions done bysme ding portfolio were as
per the guidance and | r’ of'Wir. BHIS Kumara as | was
not wall versed witiflequi actions.”
Mr. RA.A. Superintendent ....“This was a loss n strategy for a share that stuck
Jayalath in the trading lio beyond the lifespan considered
t rtfolio and converting it into good
ndad to dispose a relatively large holding
the trading portfolio for a long period.
@ presentation. Middle office and risk
ent also participated in the discussion and agreed
ithwthe strategy.”
Mr. B.H.LS. id not respond to the questionnaire
Kumara

R2YrsaN

-
s [
R \
F R/ Lodra Exce ux"‘

'k 5 T, CLI'II

Compound

N M Jost Marg, |
Mahatakshmi,

Mumbal-a00 011,

India

-
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Tal Lanka Hotels PLC

Background

Tal Lanka Hotels PLC (TLH) formerly known as Taj Lanka Hotels PLC was incorperated in
the year 1980. TLH is a subsidiary of Tal Hotels and Resorts Limited and is engaged in the
Hotel business in Sri Lanka. TLH was listed on the CSE on 1 January 1982,

EPF’'s investment in TLH

EPF started investing in TLH in 2009. Summary of EPF's transactions in TLH in the
‘Trading’ and ‘Investment’ portfolio during the Review Period is provided in the table
below.

Table 139: Summary of all transactions during the Review Peri

n

Portfolio No. of | Quantity | LKR No. of | Quantity | LKR
Transactions {million} ransactions {million}
Trading a7 1.20 33 1.09 40.96
Investment 76 9.34 70 2.0 144.66
Total 123 10.54 103 3.10 185.62
| Sotrce: SAP and CSE data provided by EPF

Portfolio b ( LKR No. of Quantity LKR
{million) Transactions {mitlion)
Trading - - 3 0.04 2.77
Investment 7.72 368.72 45 1.72 122.53
Total 7.72 368.72 48 1.76 125.30

Details of all tranSactions above LKR 10 million are set out in Annexure 36.

Losses incurred by EPF in TLH

EPF incurred a total impairment loss of LKR 224.48 million in TLH in the year 2017. The
entire loss of LKR 224.48 million was incurred by EPF in the investment portfolio. Majority
of purchases above LKR 10 million were concentrated during the year 2010. The details of
the transactions contributing to 60% of the purchases in the investment portfolio are set
out below:

o
A

' (On 7 September 2010, there were three transactions (LKR 2.77 millien} and four transactions’ %K}hiﬁrniﬂjﬁﬂﬁ_
in the invastmant partfolio which together resulted in a sale of LKR 13.35 million on a sing ;fa : \

& i) ﬁ

Hahalaky
Mumbai-40 1 ? 5
p i
India. - /

" r
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Table 141: Concentration of transactions '
Late [ P D 3 0 e o A 0
(qua R 0 P 0 3 0 to
0 H D ]
177  June 287 | 4825 138.27 88.73% | Crossing 31.84%
2010 0.13 6.48 Normal 1.49%
25 May 070 | 49.00 34.30 88.71% | Crossing 7.90%
2010
0.81 48.93 39.52 9.10%
21 June 0.50 47.50 23.75 95.94 5.47%
2010 0.50 23.75 rma 5.47%
Total 5.51 266.07 61.27%
Source: Market data from CSE

Price and volume analysis

purchases of EPF above LKR 10 million i

Analysis of price and volume data for TL@M ASPI trend indicated that the

efinvestment portfolio were concentrated

during the year 2010. Foilowing is t i nd volume chart for the shares during the

Review Period:

{2

&®

(This space is intentionally left blank)
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Chart 34: Price movement in TLH during 2 January 1998 to 29 December 2017

Tal Lanka stock pertaining to period January 2, 1998 ta December 26, 2017 [ E bkt price on CSE
K
[ ]
w 4
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; \ the investment %
T in 2017. 5
é S
]
g
14 .g
»
. g
- — l C. = ik w
1987 155 1999 MM 001 XMW AN MM HeS M6 W07 M8 O XB® W M & M1 Mt S M5 BT B
Trade Date
Project Diamond Final report 7 November 2019 (FA3). 178



Proiect Diamond
| Final Report
K | Strictly private and confidential

November 2019

9.14.6 From the above chart, the following was noted:

- Price of TLH shares steadily rose within a period of one year from LKR 8.00 on 2
January 2009 to LKR 25.25 on 4 January 2010, The price further rose to LKR 50
levels by 30 April 2010 (EPF bought between LKR 47.50 and LKR 49.00). The price
touched a high of LKR 89.00 on 27 September 2010, then started declining and
came down to a close of LKR 29.80 by 2 April 2012,

- The share price was subsequently observed to be rangebound between LKR 20.20
and LKR 37.50 between 3 April 2012 and 30 December 2016 and then declined to
LKR 15.90 by 30 December 2017.

- The movement in the price 30 days prior and after the transactions is given below.
Table 142: Market price movemnent 30 days prior and post the transactions

O Period '® jJate 0 i Yate 1o A Averadge
Jate D 5 2 D) R 0
17 June 2010 | - 30 days | 4 May 2010 | 16 Juns 52.50 47.96
2010
Price on 17 June 2010 48.50 47.25
+30 days | 21 June 2.75 49,75 46,37
2010
25 May 2010 | - 30 days | 7 April 2010 43.00 52.50 47.43
Price on 26 May 2010 47.00 49.50 48.25
+30 days | 26 May 2010 42.75 52.50 47.13
21 June 2010 | - 30 days | § May 2010 45.50 52.50 47.93
15
Price on 21 June 2010 47.26 48.25 47.75
+ 30 | 22 Juhe 42,75 48.75 46.29
days 2010

Source: CSE data and KPMG's Wodkings
[ J

9.14.7 From the analysis of pri
executed the trade wa

ent, it was observed that the price at which EPF

+ higherby2 an the average market price on 17 June 2010
« hig .588¢ than the average market price on 25 May 2010
e lowe 0.52% than the average market price on 21 June 2010

9.14.8 EPF had executed the above trade at LKR 48.25, which was close to the high price of LKR
48.50 on 17 June 2010.
Counterparty analysis

9.14.9 Analysis of the counterparties to the above transactions shows that out of the 3 million
shares purchased by EPF on 17 June 2010, 88.33% were sold by Mercantile Investments
and Finance PLC in a crossing transaction. Of the 2.51 million shares purchased on 25
May 2010 and 21 June 2010, Ms. J.E. De Silva sold 1.2 miilion shares.

Table 143: Counterparty details

date of EPF transaction
Lotha Excelus
15t Floor,
Apallo Mills Compo nd
N M. Joshi Marg

Mahalakshm
HMumbai-400 011
india
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EPF broker

Counterparty

{million)

{LKR/million)

broker

17 June | 2,65 127.86 Mercantila J B Securities Capital Trust
2010 Investments and {Pvt) Ltd Sacurities
Finance PLC (Private)
Limited
25 May | 0.70 34.30 Ms. J.E. De Silva J B Securities JB
2010 {Pvt) Ltd Securities
I {Pvt) Ltd
21  June | 0.50 23.75 Ms. J.E. De Silva i J B Securities JB
2010 {Pvt) Ltd Sacurities
{Pvt} Ltd

Mercantile Investments and Finance PLC was the counterparty in 19.73% of the
transactions with EPF and Mrs. J.E. De Silva contributed 10.59%. Om.review of data
received from CSE, it was noted that JB Securities {Pvt} Ltd was roker for EPF for all
crossing transactions amounting to LKR 257.85 million. ROC tsfor JB Securities
(Pvt) Ltd were not available for review.

The concentration in the counterparty, counterparty Brokerfand EPF broker in the
transactions in TLH is given in the chart below:

(This space is intentionally left blank)
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Chart 35: Details of concentration of counterparty, EPF broker and Counterparty broker in TLH:
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No communication between EPF personnel and the broker could be identified, since
email and voice records for this time-period were not available.

Transaction Compliance

EPF's transactions above LKR 10 million were reviewed for adherence to the laid down IPS
and ITG. The following non-compliances to the laid down policy and procedures weare
noted:

For ition of th h rov hare List for

As per ITG 2007, prior approval of IC and MB was required for adding a company to the
ASL. If investment/trading was to be made in a company not in the ASL then prior
approval of the IC and special approval of the Gavernor was requir to ratify such
investments in the Board meeting to be held immediately there

For the initial transaction dated 15 September 2009, both IC
2009 and 31 August 2009 respectively was available
portfolio.

proval dated 31 July

At the time of initial transaction in the Investment portfolio on 12 May 2010, TLH was not
in the ASL for Investment portfolio. How@n ther |C approval nor special approval of
the Governor was available in the do provided for review. MB through its Board

paper dated 9 July 2010, approve inclusion of TLH in ASL in Investment portfolio
and ratified the investments al de in TLH amounting to LKR 378.15 million in 7.88
million shares. The rational ding this scrip in the ASL was considering the future
prospects in Tourism an ctor. Thus, there was a viclation of ITG 2007.

Subsequent transa% iew
EPF’'s transa @ abdve LKR 10 million were reviewed for adherence to the laid down
IPS and ITG.

Below mentioned table summarises the transaction compliance for all purchase
transactions in Investment portfolio above LKR 10 million:

Table 144: Non-compliant transactions

| Transaction not in [ Amount (LKR % of total
| compliance | million} investments
Transaction not as per [C plan 2 10.47 2%
Transaction not pre-approved
| by IC subsequently ratified 2 e ks
Total of non-compliant
transactions 4 20272 == 55%
Source: SAP data and IC minutes G oISy
Q " Logka Excetus H©
18] Floer, o
Apollo Mills Compound
N M Joshi Marg,
Mahalakshmi,
Mumbai-400 011

india

: *
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9.14.17 Set out below is the summary of trades executed by EPF in TLH during the Review Period,
deviations noted in the transactions as against tha prevalent IPS and ITS and the
perscnnel executing the transactions.

Table 14%5: Summary of trades, policy deviations and EPF personnel

Buy Deviation, if any Personnel

Date Quantity LKR/
{million) million

Transaction not in Deal ticket, Settlemeant Shast, Order
May plan Placemant Sheet and Trading Approval
2010 form were not available in the data

provided for r

eview,
13 012 5.77 Transaction not in the
May plan

2010 O

17 3.00 144.75 Transaction executed

June in excess of the

2010 approved limit &

21 1.00 47.50 Transaction clited Names identified in the order
June in exce placement sheet:

2010 appr li 1. Mr. M.J.S Abeysinghe-

Superintendent
2. Mr. L.D.D.Y. Perera- Deputy

L =
® Superintendent
K\\ Deal ticket, Settlement Shest, and

Trading Approval form were not
available in the data provided for
review.

nent sheet

Sourca: Deal @ 58

9.14,18  Mr. M.J.S. Abeysinghe was S/EPF at the time of the transaction and he was questioned
about the rationale for the investment.

Table 145A:; Relevant extracts of interview with EPF employees

Name of the Role in the Explanations provided
person transaction/ or in

EPF
Mr. M.J.S. | Superintendent .. "usually Investmeant Committee analyzes the
Aheysinghe of EPF at the time | investment and the rationale must have been
of the transaction | documented in the board paper whersin there was a
strategic movement to venture into hotel sector and make
investments.”

Mr. L.D.D.Y. | Deputy Regarding a query on purchases witp/gtl?(:‘!‘pp;%al. he
Perera Superintendent stated that "/ do not remember th sg ; mg id be
of EPF diractions from top managemeﬁ gmme;o;ggjn%'\%\._
i {k 151 Flzgr, oﬂ%

Apollo Miils Compaund
N. M, Joshi Marg,
Mzhalakshmi,
Mumbai-400 011,
India.
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! .... "top management”.. * would mean the Governor and
| the Deputy Governor”
|

Source: Minutes of the Interview

(this space is intentionally left blank)
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9.15 The Finance Company PLC

Background |

9.15.1 The Finance Company PLC (TFC) was established in 1940. The main line of busihess of
TFC was hire purchase, other financing activities and real estate business. The tompany
was listed on the CSE on 9 December 1994,

EPF'’s investment in TFC

9.15.2 EPF started investing in The Finance Company PLC in 2011. Investment in TFC was made
through subscription to the Follow-on Public (FPO) on 21 January 2011. However, only
ratification of IC and MB was available on 26 January 2011 and 21 Fe uarylu'lm‘l.
Summary of EPF's transactions in TFC in the Trading’ and ‘Invest tYportfolio during
the Review Period is given below. [

Table 146: Summary of all transactions during the Review P

LKR : Quantity | LKR

ions (mlllmn) {million}

Portfolio No. of | Quantity

Transactions {million} {million}

Trading - o - | = =
Investment 10 5,09 2 - | - -
Total 10 5.09 | 5. - | -] -
Source: SAP and CSE data provided by EPF |
9.16.3 Summary of all the transactions abo million is set out below 4nd the list of all
transactions above LKR 10 million ovided in Annexure 37,
Table 147: Transactions abov million
Portfolio No. of antity LKR No. of uantity LKR
million) {million) | Transactions Umillion) {million)
Trading - - - | - -
Investment 4.50 178.90 -1 - -

1 4.50 179.90 =1} z C

Impairment losses incurred by EPF in TFC

9,154 It was observed that EPF incurred a total impairment loss of LKR 179.02 million in TFC
The years in which EPF recorded impairment lass in its books are shown in below table.

Tabie 148: Impairment loss recorded by EPF

Year Amount of impaigment (LKR /million)
2015

{138.29)
2016 {33.60)
2017 (7.13}
Total {179.02)
Source: SAP data provided by EPF 4 P
[, ;
III "PGHOMMHI: Compoung

Joshi May,
Mahaiaksh;

Mumbai-4op 14

india,
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Price and volume analysis

Analysis of price and volume data in the shares of TFC shows that there was a single
transaction above LKR 10 millicn in the Investment portfolio, which was during the year
2011. Set out below is price and volume chart for the shares, along with overall trend of
ASPI, during the period 2 January 1998 to 29 December 2017:

Q

{This spage isN iei ntionally left blank}

QD
N
>
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Chart 36: Price movement in The Finance Company during 2 January 1998 to 29 December 2017 along with details of EPF trades:
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From the above chart, it was noted that TFC share went to approximately LKR 78 levels in
April 2006, declined and further surged to LKR 68.50 in October 2007. The share price
then declined to LKR 35-40 levels around December 2010, just prior to the FPO
subscription by EPF.

EPF was allotted 4.50 million shares of TFC at LKR 40.00 per share on 23 February 2011.
The movement in the price 30 days prior to and after the transaction is given in the table
below:

Table 149: Market price movement for 30 days prior and post the transaction

Transaction Periodg!”? Date Date to Minimum Price Maxirmum Average
Date from (LKR) Price (LXR} Price (LKR}
-30 days | 5 22 38.50 53 4477
January | February
2011 2011
23 ':2‘:)'{’1';'“” Price on 23 February 2011 0 48.80 46.90
+30 days | 24 7 April 35. 47.10 38.66
February | 2011
2011
\Source: CSE data and KPMG's workings

From the analysis of price movement, it was\bsetyead that the price at which EPF
acquired shares in the FPO was 17.26% | tRan the average market price on 23
February 2011 (Date of allotment of s O analysis to determine whether the FPO

price was appropriate for investm asyot available in the documents provided for
review.

L
Counterparty analysis \%
Since the initial investr% FC was made by way of subscription to the FPO, there
was no counterparw transaction.
Transactio *@ pliance

For addition of the company to ASL

As per IPS 2002 and ITG 2007, approval of the IC and special approval of the Governor
was required to invest in companies not included in the ASL by MB. In case of the above
investment, MB approval was not obtained for inclusion in the ASL. Therefore, special
approval of the Governor was required. Hence, the transaction was not in compliance
with the prevalent policy guidelines, since neither MB approval nor Governor's special
approval was obtained before the investment decision and for inclusion in the ASL.

As per the documents made available for review, it was noted that TFC reported losses
during the FY 2009 and 2010, due to heavy deposit withdrawals eroding the shareholder's
funds and net asset value of TFC. Refer Exhibit 21 for the details of the document
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highlighting the issue. Due to this reason, a restructuring plan was proposed to
strengthen the financial position through the FPO, in which EPF was also allotted shares.

As per the documents made available for review, it was evidenced that EPF had issued a
cheque to TFC on 21 January 2011 for subscribing to the FPO of the company before the
IC approvals on 26 January 2011 and MB paper dated 21 February 2011. The said
subscription to FPO was made in consultation with the IC. An approval note stating the
reasons for investment was submitted by Ms. C. M. D. N. K. Seneviratne (Former
Additional Superintendent of EPF) to Mr. B. D. W. A, Silva {Former Assistant Governor in
charge of EPF) on 21 January 2011, which was also signed by other IC members, namely
Mr. L. D. D. Y. Perera (Former Deputy Superintendent) and Ms. R. Dheerasinghe (Former
Superintendent). Refer Exhibit 21 for the approval note.

Monetary Board in its meeting dated 21 February 2011 ratified thesi ent and
included TFC in the ASL. The IC minute dated 26 January 2011 ned, “Middle Office
informed IC that EPF has applied for 5 million shares at LKm of The Finance
Company Plc through the Public Offering after consulfing t mbers of IC.
Accordingly, IC was requested to ratify the investment”. ICimembers approved
investment via approval note dated 21 Januar\/w tified the same in the IC

meeting on 26 January 2011.
@ated 14 February 2011 had the
iofnale of Investment in The Finance PLC’

“The Finance PLC js in the proces. recapitalizing the company under the close
supervision of the Central Bank of&ri Banka". Refer Exhibit 22 for details regarding the
same. It is pertinent to note thiat being a regulator of Banking and Financial

institutions and MB of x‘ a custodian of EPF funds, there could have been a
potential conflict of intﬁ investment in the sharas of TFC.

KPMG conducted igtefuieWs with the personnel involved in the transaction as mentioned
above and thé'i was noted:

Further review indicated that a draft Board
following text struck-off in the paragrap

Table 150: Rele

Name of the Role in the Explanation provided
persan Transaction

Superintendent .. ‘would not know the details of the approval regarding

ant extracts of minutes with EPF employees

Dheerasinghe the IPO transaction”.
Mr. B.D.W.A. Assistant ... “ 1 do not remember the events that transpired around
Silva Governor the investment. ....considering the prospects of the

company and the NSB TFC deal which if would have been
successful could have led the investmant to yielding higher
dividends.”

Sourca: Intarview with the employees

Locha Excelus
1st Floor
Apalio Mills Compound
N. M Joshi Marg,

Mabalahshmi,
Mumba-400 011
Indi3
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Hayleys Fabric PLC

Background

Hayleys Fabric PLC {HFP), formerly Hayleys MGT Knitting Mills PLC was incorporated in
1893. HFP is owned by Hayleys PLC and is a textile manufacturer in Sri Lanka. It was listed
on the CSE on 23 April 2003.

EPF’s investment in HFP

EPF started investing in HFP in 2005. MB paper for investment decision in HFP provided
that a proposal was received from NDB Securities (Private} Limited on 4 October 2005 for
investments in the shares of HFP. EPF received a dividend of LKR 60.38 million during the
Review Peariod.

Summary of EPF's transactions in HFP in the ‘Trading’ and '
the Review Period is given below.

ent’ portfolio during

Table 151: Surhmary of all transactions during the Réview

Partfolio No. of Quantity

Transactions {million)

Quantity | LKR
Transactions | {(million} | {million)

Trading 8 - - -
Investment 7 35 0.40 22.51
Total 15 216.80 35 0.4 22,51

Source: SAP data

Summary of all the tran \ ove LKR 10 million is given below and the list of all
transactions above LKRY0 millfon is provided in Annexure 38.
Table 152: Transactio ve LKR 10 million

Portfolio Quantity LKR No. of | Quantity LKR
{million} | {million} | Transactions {million) {million}
Trading - - | - - - -
Investment 2 4.28 210.68
Total 2 4.28 210.68 1

Impairment losses incurred by EPF in HFP

EPF incurred a total impairment loss of LKR 138.79 million in HFP. The yearly impairment
loss in it the books of accounts of EPF for HFP are given below:

Table 153: Year wise impairment losses

Year Amount of impairment (LKR /million}
2016 {130.48)
2017 8.31}
Total 79)
Source: SAP data provided by EPF LG RE8is;
4 Q\}‘/L:;ha Eu:e:nxo

2N

lr‘\-‘ ! 1st Floar,
| Apollo Metis Compound
N. M. Jestn Ma
Mahalakshmi
Mumbai-300 011
India
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9.16.6 A major portion of the total loss of LKR 138.79 million incurred by EPF in HFP could be
attributed to the following concentrated transactions carried out in the investment
portfolio:

Table 154: Concentration of transactions

Purchase | Price  Transaction % Transaction Type of % Transaction
quantity | {LKR} | value ({LKR value of EPF transactton | value to

in million) to market purchases
million value (In the during Review
shares) Pericd

7 3.94 | 50.00 196.98 64.17% Normal 93.19%
November

2005

30 May 0.34 | 40.00 13.71 97.54% Norm 6.49%
2007

Total 4.28 210.69

Price and volume analysis Q

9.16.7 Analysis of price and volume data in the shares of HFR'sho t majority of the purchases
of EPF above LKR 10 million in the Investment portfolig*” were during the years 2005 and
2007. Set out below is price and volume chart f%shares during the Review Period:

{This space is intentionally left blank)

Lodha Excetus
131 Floor, .
Apalto Milis Compound
N M Joshi Marg
Mahatakshm,
Mumba:-400 011
India.

M Transactions in the trading portfolio were below the limit af LKR 10 million
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Chart 37: Price movement in Hayleys Fabric PLC during 4 September 2003 to 29 December 2017 along with details of EPF trades

B ]
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From the above chart, the following was noted:

- Share price of HFP was observed to have risen from LKR 32.50 on 4 September
2003 to LKR 161.00 on 4 October 2005. Post bonus issue in the scrip, the price
adjustment resulted in the price reaching LKR 84.75 on 5 October 2005. The price
traded in the range of LKR 79.25 and LKR 87.00 between 6 October to 28 October
2005. On the date of EPF trade on 7 November 2005, the price fell to a low of LKR
50.00 after opening at LKR 75.00 and closed at LKR 69.25. EPF purchased 3.94
million shares on 7 November 2005 at the day’s low price i.e. LKR 50.00.

- The price of the share was rangebound (LKR 36.50 to 64.00) up to 11 November
2008 (LKR 40.00) and started declining thereafter and reached LKR 13.50 by 29
December 2017.

- The price movement in the shares of HFP 30 days immediatel
this EPF purchase transaction is given below :

rior to and after

Table 155: Market price movement 30 days prior and post the

Period!!! Date from Date to Mrnimun
price (LKR)

Maximum
price (LKR)

Average
price {LKR}

-30 days | 13 28 October
2005 September 2005
2005
Price on 7 November 2005 50.00 75.00 62.50
+30 08 21 45.25 69.00 53.02
days November 3
2005
30 May -30 days May 37.50 52.00 456.49
2007
Price on 30 May 200 40.00 45.00 42.50
+30 8 200 24 July 2007 42.00 55.00 44,73
days

ement, it was observed that the price at which EPF

From the analysis of pri
executed the trade % er by 20% than the average market price on 7 November 2005
and lower b 3% the average market price on 30 May 2007

40.00 respectively, which was the minimum market price on the respective trade dates.

Since minutes of the IC meeting for the above transactions were not available in the
documents provided for review, it could not be determined if the transaction was

approved by IC and whether the price and quantity was in conformation with the
approval, if any.

Counterparty analysis

it was noted that total 4.28 million shares out of the total 4.30 million shares of HFP
(purchased by EPF during the Review Period), were purchased on two trading days (07
November 2005 and 30 May 2007). On review of the transactions, it was noted that these

1 price and quantity analysis is based on details provided by CSE 30 trading days prior,
date of EPF transaction

"_\\_Q Lndha Excelus
51 Floor

Apelic Lils Compound, Y
N M Jesh Marg,
) Maalakshmi,

Mur: ba-200 011
LY n,__HJm!ﬂ.

oy
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two transactions above 10 million in a day contributed to 99.68% of the total purchase value
in the shares during the Review Period. Details of counterparties to the above transactions
are set out below:

Table 156: Details of the Brokers, counterparty, counter party broker and the concentration

Trade Date Quantity Amount in Name of the EPF Broker Counterparty
{million} LKR million counterparty broker

7 November 3.94 196.98 | National NDB NDB Securities

2005 Devslopment | Securitias (Private) Ltd
Bank PLC {Private) Ltd

30 May 2007 0.34 13.71 | Elgin NDB NDB Securities
Investments Sacurities | {Private) Ltd
Limited {Privata} L

Total 4.28 210.69

Details of the brokers, counterparties, counter party brokers anc @ oncentration of these
transactions are set out in the chart below: O

{This space is intentionally left blank)

Logka Excelus
1t Flaor, g
Apolle Muis Compound,
N M. Joshi Marg
Mahalakshmi,
Numba 400 014
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Chart 38: Details of concentration of counterparty, EPF broker and Counterparty broker in Hayleys Fabric PLC
e e

Broker wise Amounts

Counter Party wise Amounts
NATIONAL DEVELOPWENT BANK PLC ! N DB SECURITIES (PR V- TE}! MITED
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From the CSE data, it was observed that both the above transactions were executed in the
‘Normal’ market and National Development Bank PLC and Elgin Investments Limited
were the counterparties for the purchases of EPF. National Development Bank PLC is a
commercial bank operating in Sri Lanka.

It was observed that in both the cases, the EPF broker, and counterparty broker was the
same - NDB Securities (Private) Ltd. Thus, for 99.68% of the purchases made by EPF, NDB
Securities (Private) Ltd was both the EPF Broker as well as the counterparty broker. No
information pertaining to the ROC filings, names of the directors and shareholders related
to NDB Securities (Private) Ltd was made available for review.

No communication between EPF personnel and the broker could be identified, since
email and voice records for this time-period are unavailable.

Transaction compliance

For addition of the company to ASL:

Investment portfolio - As per IPS 2002, there was no@ policy for including a scrip in
the ASL for investments/trading by the EPF. Based o nalysis provided in the Board
paper dated 3 November 2005 approving the inv ent, National Development Bank PLC,
then second largest shareholder of HFP holding 26.30% stake, intended to dispose 50% of
its holding amounting to 6.45 million sh

Subsequent transaction review

EPF's transactions above LKR ion were reviewed for adherence to the laid down

IPS and ITG. The follow pliances to the laid down policy and procedures
were noted: \
r

- For the pur &a saction dated 7 November 2005, the IC minutes were not
availablg a transaction compliance could not be tested.

- For tioft dated 30 May 2007, the company was not pre-approved by the IC.

As per IPS 2002N\unless agreed by the IC, investment in any company should not exceed
5% of its issued share capital. However, post the initial purchase transaction on?7
November 2005, EPF's stake in HFP had reached 16.02%'"? of the total issued share
capital, Since IC minutes for this transaction were not available, the compliance for EPF
stake in HFP could not be tested.

Set out below is the summary of major trades executed by EPF in HFP during the Review
Pericd, deviations noted in the transactions as against the prevalent IPS and ITS and the
personnel executing the transactions.

Table 157: Summary of trades, policy deviations and EPF personnel

Date Buy Persannel
72 As per the financial statement of HFP in the documents provided for review, the stake I}{!'BB‘Eank InHFP as

on 31 March 2005 was 26.30% by holding 6.45 million shares. Accordingly, post purcha tgfz'.zagdmilug:,\sshareh

the EPF's stake in HFP became 16.02%. [~/ 1s1F0x .
| Aro'lo Mills ou
k N, M. Jeshi Marg

% Mahalzkshmi,
! '\yumbamoly
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Quantity LKR! milhon Deviation, if

{million} any

7 November 2005 3.94 196.98 | NA'? Critical
30 May 2007 0.34 13.71 | Transaction not | transaction
pre-approved execution
by IC documents not
available.

9.16.21 For the above transactions, the transaction execution documents such as order placement
sheets, share trading approval forms, deal tickets and settlement sheets were not
available in the data provided for review. As a result, the names of the persons
authorizing and executing the transaction could not identified.

AS L e | . ]
k‘/ wor,
Apalio I:its Com 1')9
{ N.M Joshi Ma
3). Man.lakshmi ?
) Mumsa-400 01 J
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Eden Hotels Lanka PLC

Background of the company

Eden Hotels Lanka PLC {(Eden) was incorporated in the year 1992. The company was
under the management of Confifi group upto 2010. However, post 2010 was owned by
Lanka Orix Leasing Company. It operates in the hotel and tourism sector. Eden was listed
on the CSE on 13 December 1993,

EPF's investment in Eden

EPF started investing in Eden Hotels Lanka PLC in the year 2009 post approval of the IC on
28 October 2009 and the MB on 17 November 2009. EPF received a dividend of LKR 3.41
million during the Review Period.

The summary of EPF’s transactions for Eden in the ‘Trading’ a stment’ portfolio
during the Review Period is set out in the table below.

Table 158: Summary of all transactions during the Rg

Portfolio No. of Quantity LKR
Transactions | {million} {million} {million}
Trading 37 1 1.25 40 1.25 54.92
Investment 58 6.36 33 6.36 189.57
Total 95 7.61 73 7.61 244.49
Source: SAP data

Summary of all the transactions QKR 10 million is set out below and the list of all
transactions above LKR 10’ mi% set out in Annexure 39,

Table 159: Transactions

10 million during the period

Buy

| Portfolio Quantity | LKR No, of Quantity | LKR
{million} | (million) | Transactions {million} | {million}
Trading 7 0.33 11.18 | - = <
Investment 1 5.20 236.60 17 5.76 149.77
Total 8 ! 553 247.78 17 5.76 149.77
Source: SAP data

Losses incurred by EPF in Eden

EPF recorded an impairment loss of LKR 128.41 million in its books of account on 31
December 2015.

The entire loss of LKR 128.41 miilion was incurred by EPF in its investment portfolio. The
loss could be attributed to the following transaction which amount to 86.05% of the total
purchases during the Review Period:

7 REY/y,
G-‘—'g-i”e,\

Q\‘\ Lodha Excelus
y 1t Floor
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1 H M Josh: Marg
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% . 193
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Table 160: Concentration of Trades

Purchase Price  Transaction % Type of % Transaction
quantity  (LKR) wvalue (LKR  Transaction transaction value to total
in million} vaiue of EPF purchases

million to market during

value {In the Review

shares) Period

4June2010 | 520 H 236.60 Crossing
| Source: CSE dats

Price and volume analysis

Analysis of price and volume data in the shares of Eden shows that majority of the
quantity purchased by EPF in the Investment portfolio was durin r 2010.
Depicted below is price and volume chart for the shares along Plitrend during the

Review Period. O

{This space is intentionally left blank)
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Chart 39: Price movement in Eden Hotels Lanka PLC during 2 January 1998 to 29 December 2017 along with details of EPF trades

Eden Hotels stock pertaining to period January 2, 1998 to December 29, 2017
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From the above chart the following was notad:

- Share price of Eden gradually increased from LKR 7.75 on 2 January 1998 to LKR
25.75 by 30 December 2009. The price remained rangebound till 4 March 2010
(LKR 28.75) and started rising thereafter to touch LKR 45.50 on 3 June 2010. EPF
purchased 5.27 million shares of Eden at LKR 45.50 per share on 4 June 2010.
Subsequent to EPF's purchase, the shares steadily rose to LKR 69.60 on 23

September 2010 and thereafter started declining gradually to close at LKR 14.20 on
29 December 2017.

- The price and volume movement in the shares of Eden for immediate 30 days
prior'™ to and 30 days subsequent to the purchase transaction of EPF on 4 June
2010 is given below:
Table 161: Market price movement 30 days prior and post the transacti

Transaction Period'’® Date from Date to Minimum Averaqge

date price {LKR) _ piice {LKR} price (LKR)
4 June 2010 | - 30 days

20
2010
Price on 4 June 2010
+30 days | 7 Juna 2010 | 20 July
2010

April | 3 June 2010

47.00 46.25
46.00 43.00

|_Source: CSE market data x‘
From the analysis of price movement, it was that the price at which EPF
executed the trade was lower by 1.62% tt@ average market price on the date of EPF
trade.

Though the transaction price for E as per IC approved price, no analysis of MO
was available to determine the : ingYor the purchase transaction on 4 June 2010.

Counterparty analysis \

It was noted that 5.2 ion‘shares out of the total 6.36 million shares of Eden
{purchased by EPF investment portfolio during the Review Period), were purchased
on 4 June 2 e details of the counterparty to the above transaction is set out below:
Table 162: Counterparty details

Trade
Date

Quantity
{million)

Amount in LEKR  Name of the
million counterparty

EPF Broker

Counterparty
broker

4 June Confifi Management | Taprobane Taprobane
2010 serviceas {Private) Securities Securitias
Limited {Privata) {Private)
Limited Limited
Source: CSE data
17 Price and quantity analysis is based on details provided by CSE 30 trading days pric ent to the

date of EPF transaction

2 Excalys
I(A 1 Figor

Miite Compoyng
l. KN A Joshi Mazg

ahshm
; . : h N\ % casg001;
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9.17.13 The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in the CGE are given in the chart below:;

(This space is intentionally left blank) *
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Chart 40: Details of concertation of counterparty, EPF broker and Counterparty broker in Eden Hotels Lanka PLC
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No communication between EPF personnel and the broker could be identified since email
and voice records for this time-period are unavailable.

On review of ROC documents for Confifi Management Services Private Limited (Confifi) it
was noted that Eden and Confifi are connected entities. During the year of investment,

2010 the following directors and shareholders were common between Confifi and
Eden:

Table 163: Common shareholder and director in counterparty and investee company

Director Shargholder Director Sharshclder
Mohammed Thassim Ahamed | v v v v
Furkhan
Stefan Furkhan v v v

Source: ROC data and company financials

Mr. Furkhan is currently Chairman of Confifi Capital {Private)ig and companies
related to it and Director of Eden Hotel Lanka PLC sin % dordtion in January 1992.
He was also observed to be a Director and promoteriof BroWn Investments PLLC. Refer

Exhibit 23 for the shareholders and directors in Q gement Services.

Transaction Compliance

For addition of the company to ASL @Q

EPF started investing in Edenon 2 D 2008. Eden was added in the ASL through
an IC decision dated 28 October B paper dated 17 November 2009. The

rationale mentioned in the M for inclusion in the ASL was " the current low prices
of the shares open an o, the EPF to collect shares at low prices for the
Trading portfolio and re al gains in the upcycle of the market”. However, no
rationale or analysis WQ able in the IC minutes.

Subsequent review

EPF's transac s above LKR 10 million were reviewed for adherence to the laid down

IPS and ITG. Thefollowing non-compliances to the laid down policy and procedures
were noted:

Given below is the summary of trades executed by EPF in Eden during the Review Period,
deviations noted in the transactions as against the prevalent IPS and ITS and the
personnel executing the transactions.

Table 164: Summary of trades, policy deviations and EPF personnel

Deviation, if Personnel
any
Quantity LKR/ Quantity | LKR/
{million) million | {million} | million

4 June 520 | 236.60 - - Yes
2010 '

176 ROC document for annual return of Confifi dated 22 Movember 2010.

A |

N M. Jost: Marg, j
Mahalakshmi. g
Mumbai-400 011
India .
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Buy Sell Deviation, if Persannel
any
1 August - - 506 | 101.17 Yes Order placement
2016 sheets, share trading

approval forms, deal
tickets and seftlement
sheets were not
available in the data
provided for review

Source: Deal tickets, settlement sheet, approval forms

9.17.20 The IC had approved a purchase of 5 million shares of Eden on 2 June 2010. The

9.17.21

9.17.22

transaction was executed on 4 June 2010 for purchase of 5.2 million shares amounting to
LKR 236.60 million. Additional purchase of 0.20 million shares wasg cess of the
quantity approved by the IC and was subsequently ratified by |

On 1 August 2016, EPF tendered 5.27 million shares inam ffer made by Brown
Hotels and Resorts Limited to the shareholders of Ed of LKR 20 per share,
which resulted in a net profit of LKR 11.59 million to EPF. However, the profit was on
account of reversal of booked impairment loss of LK million and not actual gain
to the EPF. Tharefore, the total loss on the sale %‘es was LKR 116.82 million.

Interview Evidence

)

KPMG conductad Interviews with the
the following was noted:

Table 165: Relevant extracts ¢

Name of the Role in the Explanation provided
person Transactiondin

... "tha investment was not handlsd by him*

No response was provided

Dheerasinghe of EPF
Source: Interviaws conducted with the employees

By
Fei 3\6 J—-Q’éj %
FR / Log i Frcelos 8
[/ Flcor, g
{Apollo 14 ts Compound
| MM oshi Marg
\ Maralakshmr,
' Mumbai-400 041,

Y ndia.
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Raigam Wayamba Salterns PLC (RWS) was incorporated in 2005. It is engaged in
manufacturing and distribution of edible and industrial salt and development of salterns.
It got listed on the CSE on 29 April 2010,

EPF’s investment in RWS

EPF started investing in RWS in 2010. EPF received a dividend of LKR 15.71 million during
the Review Period.

Summary of EPF’s transactions in RWS in the ‘Trading’ and ‘Investment’ portfolio during
the Review Period is given in the table below.,

Table 166: Summary of all transactions during the Review Perio

Portfolio No. of Quantity | LKR o] Quantity | LKR
Transactions {million} | {million) rans S {million} | {million)
Trading 33 19.14 72.27 4 1.71 8.40
Investment 43 20.63 .86 - = =
Total 76 39.77 1& 4 1.71 8.40
Source: SAP dats

Summary of all the transactions above L
transactions above LKR 10 million are_pr

Table 167: Transactions above LK

-

illion is given below and the list of all
dad in Annexure 40.

million during the period

Quantity

i\ Source: SAP data

Impairment lossés incurred by EPF in RWS

Portfolio Transactions tity | LKR Transactions LKR
illign) | {million) {million) | (million}
Trading 11.08 41.16 | - - -
Investment 5.00 22.00 - - -
Total 20 16.08 63.16 = = =

It was observed that EPF incurred a total impairment loss of LKR 64.38 million for RWS in
Investment portfolio and it was recorded in the books of account in 2016.

The loss of LKR 64.38 million was incurred by EPF on its Investment portfolio can be
attributed to a purchase transaction carried out by EPF on 3 May 2010. Details of the
transaction are mentioned below:

Table 168: Concentration of transaction
Purchase
quantity

3 May 2010

{million})

Price
{LKR}

Transaction
value (LKR

million)

24,15 | Normal

Type of
transaction

% Transaction value to
total transaction value
during Review Period

15.18%
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AC
<

HM

i umba)-4n

Reg, ;i
e W
2 ek

L
M

Mahalah

206

India




- Proiect Diamond
| Final Report
Strictly private and confidential

November 2019

Purchase  Price  Transaction Type of % Transaction value to
quantity (LKR} value {LKR transaction total transaction value
[million) miilion) during Review Period
15 October
2014
30 April 3.72 4.28 15.94 | Normal 10.02%
2010'7
Source: CSE data

Price and volume analysis

9.18.7 Analysis of price and volume data in the shares of RWS shows that the purchases of EPF
above LKR 10 million in the Investment portfolio were concentrated during the years
2010. Depicted below is price and volume chart for the shares along with ASPI trend
during the period 26 April 2010 to 31 December 2017.

N
o)

L 2
&@Le is intentionally left blank)

177 The transaction was exacuted in the trading portfolio of the EPF on 15 October 2014 and 30

no impairment loss was boaked for the transactions in trading postfolia. .G ™
Loths Sxcalus ™
18! r
Aprhig M pou
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Chart 41: Price movement in Raigam Wayamba PLC during 26 April 2010 to 29 December 2017 along with details of EPF trades

Raigam Wayamba stock pertaining to period April 26, 2010 to December 29, 2017

Karket price on CSE
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From the above chart the following was noted:

- RWS listed on CSE on 29 April 2010, opened at a price of LKR 4.70 and closed at
LKR 4.30. EPF purchased 5.50 million shares of RWS on 3 May 2010 at an average

price of LKR 4.39 and 2.13 million shares a price of LKR 4.20. The share was listed
on the Diri Savi Board of CSE.

- Thereafter, the price traded in the range of LKR 3.60 and LKR 5.00 between 7 May
2010 and 13 February 2012. The price subsequently was rangebound and
gradually fell to LKR 2.30 by 29 December 2017.

- The movement in the price 30 days prior and after the transaction is given in the

table helow:
Table 169: Market price movement 30 days prior and post the transaction
Transaction Period'™  Date from Date to Minimum Maximum Average
DE]

price (LKR) price {L KR} price {LKR)

3 May 2010 | -30 28 April | 30 April
days'™ 2010 2010
Price on 3 May 2010 4.50 4.35
| +30days | 4 May 2010 | 16 June 4.50 4,16
i 2010
{Sourcs: Market data from CSE
From the analysis of price movement, it was o ed that the price at which EPF

executed the trade was
* lower by 0.91% than the average@ rice on 3 May 2010

Counterparty analysis

Analysis of the transactions above 1¢ million shows that there were no crossing
transactions entered by h%& purchase or sale of this scrip. Further, there were

multiple counterparties ansactions and were executed by multiple brokers in
the normal market on

{This space is intenticnally left blank)

178 Price analysis is based on details provided by CSE 30 trading days prior and subseqwt th& dale of EPF
transaction. apntils

™ Market price data is available from 29 April 2010 as the company was listed on 29
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Chart 42: Details of concentration of counterparty, EPF broker and Counterparty broker in Raigam Wayamba Salterns PLC

Counter Porty wise Amounis
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Transaction compliance
For addition of the company to ASL

RWS was approved by the Investment committee on 17 March 2010 and EPF was allotted
shares of RWS on 7 April 2010. The MB ratified the said investment on 19 May 2010.
However, approval of the Governor as required in the absence of MB approval as per ITG
2007 was not available on records.

Trading Portfolio: EPF started trading in RWS in its trading portfalio in the year 2010. The
first transaction in the trading portfolio was executed on 29 April 2010. It was noted that
approval for inclusion of the company in the ASL of trading portfolio was neither
available in the IC minutes nor in the MB papers. Further, no evide Governor’s prior
approval was available in this regard, resulting in a violation of 0

Other Non- compliances noted Q

From the documents available for review, it was obsgrved in the IC meeting dated 12
March 2010, MO made a brief presentation on the IP S. IC instructed the EPF to
further study and make a presentation on the sa@:fore the presentation was made by
the MO, Ms. K Gunathilake, then Additional § I dent of EPF, withdrew from the IC
meeting declaring her persanal interest in %any. Refer Exhibit 24 for IC minutes
dated 12 March 2010.

Subseguently, in the IC meeting d arch 2010, MO made a presentation and
proposed to the IC for subscripti IPO for investing LKR 20 million. Accordingly,
the IC approved the propcg,al n ructed the MO to submit a Board paper in this

regard for the approval \\ etary Board. Refer Exhibit 24 for IC minutes dated 12

March 2010. &
However, in the m Id on 17 March 2010 approving investment in, Ms. K.
Gunathilake draw her participation and was present in the meeting.

On review of CSE data and the economic statement of interest submitted by Ms.
Gunathilake it was noted that Ms. K. Gunathilake and members of her family had
transacted in the shares of RWS on multiple occasions. Refer Exhibit 25 for statement of
economic interest of Ms. K. Gunathilake. Further, it was noted that her husband Mr. P.L.5.
Gunathilake was the seller of 0.01 million shares to EPF. Details of the transactions are
provided in the table below:

Table 170: Transactions by Mr. P.L.S. Gunathilake

Trade  Counterparty Quantity Amount of Transaction EPF Broker Counter
date _ hame {million) investment type Broker

{LKR in name
{million)
19 May | Mr. P.L.S. 0.01 0.04 | Normal Sarendib Asia
2010 Gunathilake Stock Brokers | Securities
{Privata) (Pvt) Ltd |
~ | Limited 1

R Lotha Excere N

.\-Apoll 181 FI:::,M ol
I i ] | o Mills Com,
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KPMG

KPMG conducted interviews with the personnel involved in the transaction as mentioned

9.18.17
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above and the following was noted:

Table 171: Relevant extracts of interviews with EPF employees

Name of the
person

Role in the
Transaction

Explanation provided

Ms. K
Gunathilake

Additional
Suparintendent

.... "“was not part of the dacision and had no influence
considering that her brother was Raigam Wayamba
Saltarns chairman”.

.... "didn’t know if (conflict) it had to be declared every
time”

... ™ at a point of time thera was no concept of blue chip
stocks. New cormpanies would & EPF to invest in
their stock and the investment: in its portfolio
ware no concentrated only on ip stocks”™

Mr. B.D.W.A.
Silva

Assistant
Governor

“Due to unavailability of the.other Deputy Governor at that
time and he has\signed\the Board Paper. He was not

handling the Raiga ayamba Salterns PLC case.”

Dr. P.N.
Weerasinghe

Deputy Governor

Sourca: Intarviews condu

“... he had ived a request for the deal and he instructed
the EPF a the investment and present the
investment mrmendation. The Iinvestment was

he basis of the recommendation and
ign made by the staff of EPF. The overall strategy

sting in equity was to reduce the overall
ed avarage cost of the companises already existing
inNthe portfolio and simultaneously improve the
rformance by looking for good opportunities to invest in
companies in tha existing portfolio.”

g employees
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PC House PLC

Background

PC House PLC {PC House) was established in the year 2000. It was one of the largest
retailers of the computers and was owned and managed by Mr. S. H. M. Rishan. It was
listed on the CSE on 26 August 2010.

PC House were delisted from the CSE with effect from 12 July 2019. The company was
delisted® as per rule 4{2) of the rules made by the Securities Exchange Commission of
Sri Lanka {SEC} under section 53 of SEC act no 36 of 1987 via gazette extraordinary no
1215/2 dated 18 December 2001. Refer Exhibit 26 for delisting notice for PC House.

EPF’'s investment in PC House

House on 23 August 2010 as a part of Initial Public Offer (IPQ) pastapproval from the IC
on 10 August 2010. All the shares were bought in thef1 radingw0rtfolio of the EPF.
Summary of EPF’s transactions in PC House in the ‘Tradingf/and ‘Investment’ portfolio

during the Review Period is given in the table b%
t g iew Period

EPF started investing in PC House in 2010. EPF had initially pII the shares of PC

Table 172: Summary of all transactions durin

Portfolio No. of No. of | Quantity LKR
Transactions i Transactions | [million) {million)
Trading™ 17 3 11.69"® 7.39
1 Investment - - - - -
' Total $v Al 36.24 3 11.69 7.39
Source: SAP data

Summary of all the tra

actigns above LKR 10 million is given below and the list of all
transactions above

illion are provided in Annexure 41.

Table 173: S 1 ertransactions above LKR 10 million

Portfolio No. Quantity | LKR I No. Quantity | LKR
| Transactions {million} | {million) | Transactions {million} | {million}
Trading ' 1 3.23 12.36 - - -
Investment | - - s - - -
Total i 1] 3.23 | 12.36 - - -
Source: SAP data

180 hiypsVedm.cse kicmiupload cse report fileicircuiars 248 19-07-2018.paf
¥ Trading portfolio includes transactions for subscription of rights sharas for PC house PLC,

‘% A total of 3.77 million right issues were made in the year May 2013, The shares wer¥ puipcha
per share. :

Ledha Excelus
15t Floor, »

Apalla Mills Compound,
N M. Joshi Marg,
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Realised losses incurred by EPF in PC House

9.19.5 It was observed that EPF incurred a total loss of LKR 42.80 million in PC House on sale of
shares on 22 January 2016. The details of this loss transaction recorded in the books of
accounts of EPF for PC House are given balow.

Table 174; Loss on sale of shares of PC House

ade gate (lud D A 0 0 O

22 January 2016 11.32 1.13 42.80

Price volume analysis

9.19.6 Analysis of price and volume data in the shares of PC House show he purchases of
EPF above LKR 10 million in the Trading portfolio were concen @ during the year
2013. EPF purchased 3.23 million shares on 14 March 2013 0 ng to 34.12% of total

value of purchases during the entire Review Period.
9.19.7 Table 175: Concentration of transactions
Date Quantity Price Transaction % transaction Type of % transaction
{million} (LKR) wvalue {LKR value of EPF transaction VEUTER GR{GE]
million) to market purchases during
ralue {In the Review Period
shares on that

day)
86.67% | Normal

Source: CSE data

9.19.8 Naone of the sale transagtio
excess of LKR 10

iffi
9.19.9 Given belo m\rolume chart for the shares along with ASPI trend during the
period 23 AugW§t 2010 to 28 December 2017:

in the Trading portfolio of PC House were observed to be in

{This space is intentionally left blank)
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Chart 43: Price movement in PC House PLC during 23 August 2010 to 28 December 2017 along with details of EPF trades:
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9.19.10 The movement in the price 30 days prior and after the transaction is given in the table
below:

Table 176: Market price movement 30 days prior and post the transaction

Transaction Period Date from Minimum = Maximum Average

Date Price (LKR) Price Price (LKR}

{LKR})
14 March | -30days | 28 January | 13 March 2013
2013 2013 |
Price on 14 March 2013 3.80 4.10 | 3.95
+30 days | 15 March | 2 May 2013 2.80 3.80 2.96
2013
Counterparty analysis

9.19.11

Name of the counterpar y- CGuantity (in  Amount (in Percentage
million) LKR
million)

8 February 2013 -
14 March 2013
Source: CSE and SAP data

Mr. M.R.M. Nawa

*

N\
>

{This space is intentionally left blank}
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Chart 44: Details of concentration of counterparty, EPF broker and Counterparty broker in PC House PLC

Counter Party wise Amounts Broker wise Amounts
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Public domain searches were conducted on Mr. M.R.M. Nawas appearing as the
counterparty for the EPF trades as mentioned above. However, no adverse information
related to the individual was noted.

Keyword search on emails data of EPF personnel did not reveal any relevant
observations, whereas telephonic communication between EPF personnel and the broker
for period prior to 2017 were not available.

Transaction Compliance

For addition of the company to ASL

The EPF had invested LKR 4.00 million in the IPO of PC House on 5 August 2010. No
details for inclusion of PC House in the ASL were available. The MB_rafified the
investment on 21 September 2010.

The following points were noted with regards to the initial ig t in PC House:
Contradictory recommendations of IC for investmentgn the

- IC on 30 July 2010 did not recommended to inwest ig'the IPO for PC house PLC
since “EPF did not have a fair understantling of the governance of the Company.

Further, IC noted that the performance ouse PLC may not be attractive
enough to hold the stock in the EFPF lang portfolio”. Refer Exhibit 27 for IC
minutes.

- IC minutes of meeting dated 1
meeting held on July 30, 20
past experience of makin

ust 2010 provided “Subsequent to the IC
anagement of EPF discussed about the EPF’s
iderable capital gains through IPO investments and

decided to apply for 2 hares of PC House Ltd. From its IPO, which
amounts to Rs 22 mill stment” However, no information regarding
governance issu vided. Refer Exhibit 28 for IC minutes.

- AllIC members Were'same in both the meetings.

- Qutof jon invested, 0.36 million shares of LKR 4.00 million was allotted
in th

The MB ratifiedithe said investment on 21 September 2010

- No rationale for the purchases was recorded in the board paper orin the IC
minutes for ratification of the investment.

- On review of the financial information for PC House PLC, it was noted that the
company was incurring losses before the EPF purchasing the scrip in the trading
portfolio. The losses of the company were as follows:

Table 178: Losses in financial statements of PC House

{LKR million)
Particulars 2012-2013 2012-2013 2012-2013 2012-2013 2013-2014
First Quarter Second Third Fourth First
Quarter Quarter Quarter Quarter
Net loss 1.79 {5.23) 9.12 (395.04) (158.46)
Source: information obtained from public domain

T

Ao REG) s
A 215158
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Subsequent transaction review

The EPF sold the entire investment of 0.36 million shares in the month of January 2011
and June 2011 resulting in the following capital gains as per the SAP data:

Table 179: Capital gains in PC House on sale of IPO purchase

10 January 2011 0.36 6.17 2.21
20 June 2011 0.0p83 0.08 0.04
Total 0.36 6.25 2.25
Sourca: SAP data provided by EPF
The EPF had sold all its initial holding by the end of June 2011. In PF started
purchasing the shares in the trading pertfolio since 8 February nd purchased 7.54

million shares of PC house in 16 transactions. Qut of the 16 ns only one
transaction was above the transaction threshold of 1 | day. The details of the
transaction are as follows:

Table 180: Details of transaction above LKR 10 milli
Transaction date Quantity (in Amount (in LXR Name of the person executing the

million) million} transaction™
14 March 2013

_ _ Mr. L.D.D.Y. Parera - Additional S/EPF
Source: SAP data provided by EPF ddp: ent and daily trading approval sheets

The said transaction was W % F FO limit of LKR 30.00 million in a day and was

ratified by the IC on 21 I\

Interview Evidenc

Interviews d with employees and some important statements related to
investment inBC House, instructions for the transaction and knowledge about the
counterparty wefé obtained. The following was stated:

Table 181: Relevant extracts of interviews with EPF employees

Name of the Raole Explanation provided

person

Mr. W.G.R. | Dsaler “.the investment was avaluated by the Middle Office and
| Harshapriya financials of PC House, which were usad, were of & prior
period due to a lag in financial reporting of the company.
Based on latest available financials, PC House was &
profitable company and the Middle Office hence considered
it positive for recommending the investment. The COPE had
raised a query, as the financials just before the investment
showsd a loss in the company. Even though the investment

/Re.q N

'8 3800 shares G -
' The transaclion was pertaining to trading partfolio /Lot Excelus ..
181 Floor
Apolio Mills Compound,
R M. Joshi Marg,
Mahalghshmi,
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Name of the Role Explanation provided

person
was taken within the trading limits, the approval for

investment was taken prior to investment”

Mr. L.D.D.Y. | Additional No specific response was provided

Perera Superintendent
Source: Intervisws conducted with the employses

M Tpou

N. M. Jost: Marg
Mahaiakshmi,

Mumpai-400 §11.
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Mackwood Energy PLC

Background

Mackwood Energy PLC (Mackwood) was incorporated in 1979, The company was
engaged in the provision of energy solutions covering a range of products and services.
Mackwood was listed on the CSE on 25 April 2012,

EPF's investment in Mackwood

Mackwood was added in the ASL through an IC decision dated 21 March 2012. EPF
started investing in Mackwood in April 2012. EPF received a dividend of LKR 0.70 million
during the Review Period.

Summary of EPF's transactions in Mackwood in the ‘Trading’ ands ent’ portfolio
during the Review Period is given in the table below.

Table 182: Summary of all transactions during the Revig

Portfolio No. of Quantity Quantity | LKR
Transactions | (million) {miltion) | {(million)

Trading 4 2.08 | ) - - -

Investment 1 1.43 | = = -

Total 5
Source: SAP data

Summary of all the transactions ab
transactions above LKR 10 Millio

Table 183: Transactions ahov

0 million is given below and the list of all
re given below:

million® during the period

Portfolio 3 i LKR {million) | No. of
Transactions

Quantity | LKR {million)

Trading < - n ” €
Investment 1.43 20.00 - - c
Total 1.43 20.00 - - -

Source: SAP da

Losses incurred by EPF in Mackwood

It was observed that EPF incurred a total impairment loss of LKR 16.86 million in
Mackwood. The years in which EPF recorded impairment loss in its books are shown in
below table.

Table 184: Impairment loss recorded by EPF

Amount of impairment (LKR /million}

2015 C (12.86)
2017 [ (4.00) |
Total {16.86)

Source: SAP data providad by EPF

" Transactions reviewed as per scope mentioned in EL/contract dated 16 April 201

M poun
M. Josh Marg
Mahalakshmi

Mumbai-400 01

ndia
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The entire loss of LKR 16.86 million was incurred by EPF on its Investment portfolio can
be attributed to a single purchase transaction carried out by EPF on 19 April 2012. Details

of the transaction are mentioned below:

Table 185:; Concentration of transaction

Purchase Price Transaction Type of % Transaction value to
guantity {LKR} value (LKR transaction total transaction value

{million) million) during Review Period

19 Agpril 2012 143 | 14.00 20.00 | Initial Public
Offer

§6.20 %

Source: CSE data

Price and volume analysis

EPF invested in Mackwood through its Initial Public Offer in Apci

share. On price volume analysis for the shares of Mackwoodaydowaward movement in

the price was noted which depicted a consistent fall p
price and volume chart for the shares during the period 25
2017

N

@ {This space is intentionally left blank)
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Chart 45: Price movement in Mackwood Energy PLC during 19 April 2012 to 29 December 2017 along with details of EPF trades
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From the above chart the foilowing was noted:

- Mackwood listed on CSE on 19 April 2012, opened at a price of LKR 14.00 and
closed at LKR 14.70. EPF was allotted 1.43 million shares of Mackwood in the IPO.
Thereafter, the price was rangebound and touched a high of LKR 15.30 on 17
September 2012. The price subsequently fell to LKR 2.22 by 29 December 2017

- The price movement in the shares of Mackwood for 30 days subsequent to the
subscription to the IPO by EPF is given below -

Table 186; Market price movement 30 days prior and post the transaction

Transaction | Period!®® Date from | ""Minimum  Maximum | "Average
Date price (LKR)  price {LKR) | price {LKR)
19 April | +30 days | 26 April 2012 | 14 June 2012 10.00 14.80 11.93
2012'* | | | i
Counterparty analysis

In case of investment in Mackwood, EPF was allotted share scription made in
the IPO hence there were no counterparty for the said/transae

Transaction compliance

EPF’s transactions above LLKR 10 million wet&d for adherence to the laid down

iPS and ITG.
For addition of the Company to ASL

The IC approval was abtained on areb 2012. On review of the documents provided
by EPF for review, it was noted thag thevapproval of the Governor, Mr. Ajith Nivard
Cabraal was obtained for gubgcyftioh to the IPO of Mackwood on 22 March 2012. An

internal approval note !X al of the IC for investment was signed by the Governor.
t approval note.

Refer Exhibit 29 for thega
Ratification'®® of th ry Board was obtained on 5 April 2012. A detailed analysis for
subscription | Mackwood was submitted to the Monetary Board citing

prospects an upside potential for the company based on the intrinsic value calculated
by price earningWased valuation method.

The intrinsic value was estimated to be LKR 17.60 as against the IPO offer price of LKR 14
per share.

For subsequent transactions in the trading portfolio

All subsequent transactions were below the transaction threshold of LKR 10 million in a
day.

%8 Price analysis is based on details provided by CSE 30 trading days prior and subs '
transaction o

! Tha company was listed on the stock exchange and startad trading from 25 April

M. Joshi Marg
Mahalakshmi,
Mumbai-400 011
dia
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KPMG conducted interviews with the personnel in EPF regarding transaction in
Mackwood. However, cansidering no adverse findings, the employees did not offer any
comments on the same.

e ___ "4
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Dialog Telekom

Background

Dialog Axiata PLC {Dialog) formerly known as Dialog Telekom Ltd. was incorporated in
1993. Dialog provides maobile telephony services, internet services and external gateway
operations. It got listed on the CSE on 28 July 20058,

EPF's investment in Dialog

EPF started investing in Dialog during the year 2005 through an IPO. MB approved the
investrment in Dialog on its meeting dated 28 June 2005. EPF received a dividend of LKR
372.51 million during the Review Period.

Summary of EPF’s transactions in Dialog in the ‘Trading’ and ‘In$
during the Review Period is set out in the table below: @

ment’ portfolio

Table 187: Summary of all transactions during the R

Portfolio No. of Quantity
Transactions | (million}

o. of Quantity LKR
Transactions | {million) | {million}

Trading 65 41 34.03 364.69
Investment 421 124 169.33 | 2.215.08
Total 486 165 203.36 | 2,579.78

Source: SAP data

Summary of all the transactions
transactions above LKR 10 milli

Table 188: Transactions :, .

10 million is given below and the list of all
rovided in Annexure 42,

0 million

Quantity LKR No. of Quantity LKR
{million) | Transactions | {million} | [million)

27.90 266.48 17 28.66 317.20
288.13 2,6568.96 | 34 160.83 | 2,053.37
316.03 2.925.44 | 51 189.49 | 2,370.57

Source: SAP data

Losses recorded by EPF in Dialog

It was observed that EPF recorded a tota! loss of LKR 5.75 million in its books for Dialog
an 31 December 2012. The entire loss of LKR 5.75 million was incurred by EPF on its
Investment portfolio while transferring the shares from the short term portfolio under the
accounting code {50014) to the long term portfolio under the new accounting head
{50118). Since the short term portfolio is to be recorded at marked to market price, the
sale entry under the accounting head (50014) was recorded at market price while
recognizing a book loss of LKR 5.75 million. The purchase entry for transfer in the long
term portfolio {50118) was recorded at cost. The loss was recorded in t ayear {\;

hence transactions prior to 2012 were reviewed. EPF has booked ota caﬁl‘g

p nd |
N M Marg i
Mzhal hm

ai-400 01
\T/

22 Spurce: Colombo Stock Exchange wabsite {www csa k)
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LKR 441.60'° million during the period during the period 1 September 2006 to 31

December 2017.

Price and volume analysis

Analysis of price and volume data in the shares of Dialog shows that the purchases of
EPF above LKR 10 million in the Investment portfolio were during the years 2010 and
2011. However, there was no concertation noted on a single day of more than 10% of the

total purchases.

Set out below is price and volume chart for the shares during the period 28 July 2005 to

29 December 2017: *

O
O

(This space is inténtionally left blank)

%,

0
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1% Capital gain is computed excluding the accounting entry for loss {LKR 5.75 million)
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Chart: 46; Price movement in Dialog Axiata PLC during 28 July 2005 to 28 December 2017 along with details of EPF trades:

Project Diamond Final report 7 November 2019 (FA3).
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Post allotment of 30.33 million shares on 28 July 2005 on subscription to the IPO the
major purchases of Dialog were concentrated during 2010 and 2011 contributing to a total
of 73.61% of the total purchases made during 2005 to 2012, Majority of the sales in this
period were made during the years 2005, 2008 and 2010.

The average purchase price of EPF for Dialog during 2010, 2011 and 2012 was LKR 8.55. It
was noted that the price of Dialog was on an upward trend from 2005 till 2007 post which
it adopted a downward trend. In May 2012 the price fell to LKR 5.10, by the end of 2012
the price showed a recovery trend.

Counterparty analysis

CSE data was analysed to identify crossing transactions, major rties and broker
concentration. Since EPF recorded the loss on 31 December 20 detailed analysis was
done for transactions from 2005 to 2012, However, no maj ration was noted in
the counterparties. Below table shows the broker confentratieasduring the period 2005 to
2012:

Table 189: Counterparty concentration upto 31 %ﬂber 2012
a

Name of the broker Quantity Value % transaction value
{million) {LKR to total transaction
/million) value
HSBC Intl Nom Ltd-SSBT- South Asia
Northern Trust Co S/A-Northern Trus 19.00 154,62 | 6.38%
Fiduciary Services (Ireland) Ltd e To i
Baring Asean Frontiers F a |
Bank of Caeylon A/c Cey jt'Trust 14.90 144.26 5.96%
HSBC Intl Nom Ltd- tional 12.41 121.43 5.01%
Westminster positary Of First
State Glob i arkets Fund A Sub
Fund Of First St&te Investments ICVC i
Source: CSE dat.

The concentration in the counterparty, counterparty broker and EPF broker in the
transactions in Dialog is given in the chart below.

(this space is intentionally left blank}
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Chart 47: Details of concentration of counterparty, EPF broker and Counterparty broker in Dialog Axiata PLC.
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Transaction Compliance
Initial transaction review

As per IPS 2002, there was no specific policy for including a scrip in the ASL for
investments/rading by the EPF. IC recommended EPF to invest in the IPO of Dialog post
which approval from the Governor and MB was obtained.

Table 190: Approval dates

Approva B Approva OVErno

ADprova
Investment in Dialog 22 June 2005

Source: IC and MB minutes

20 June 2005 28 June 2005

Subsequent transaction review

EPF's transactions above LKR 10 million were review,
IPS and ITG. On review of the SAP data, 280 transactions above LKR 10 million were
identified and tested for Dialog. The below tabl%u ary of the non-compliant

transactions out of the transactions tested abo 10 million:
Table 191: Non-compliances é

Criteria

Count % of total Value (LKR % of total

million}
Transaction not pre-approved by thé 631.90 12.02%
Transactions not as per IC plan 24 B.57% 636.58 11.93%
Transaction not ratified i 2 0.71% 15.73 0.30%
Total 49 17.49% 1.284.21 24.25%

Details of the non- at transactions are set out in Annexure 43.

Breach of tr. imits for trading portfolio: On review of the transactions in the trading
portfolio, it waS\goted that a total of 6 transactions across 3 days out of 106 transactions
in the trading portfolio during the Review Period were not in compliance to the limits set
out in ITG 2007, ITG 2011 and the limits revised by the MB from time to time. Approvals
for executing the transaction in excess of the trading limits were not found on records in
the documents provided for review. The details of the transactions have been highlighted
in Annexure 34.

Interview Evidence

Interviews were conducted with the personnel present in EPF during the investment
period and the following was noted:

Project Diamond Final report 7 November 2019 (FA3).
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Table 192: Relevant extracts of the Interviews with EPF employees

Explanation provided

Role in the

Name of the

person Transaction
Mr. P.D.J. Deputy “...Mr. Fernando explained that according to his views it
Fernando Governaor was one of the best companies and continues to be so.”

Source: Minutes of discussion with EPF employees

gy
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S
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10 Unlisted equity investments — non-compliant and loss-making
transactions

101 Summary

10.1.1 Investments in unlisted equity shares above the threshold of LKR 10 million during the
period 1998 to 2017, any deviations from the set out policy and loss making transactions
are depicted in the table below:

Tahle 193: High level summary of information availability for investment in unlisted equity

Name of the company Year Amount of Deviations | Loss-
investment froim policy making
{LKR/ million) noted? 2 193(Y /N)
(Y/N)
Sri Lankan Airlines Limited
Sri Lankan Catering Private Limited -
15% Preference sharas Yes
3 | Canwill Holdings Privata Limited 2013
4 | West Coast Power Private Limited 20 x 2,975
8 | Cargills Agricultural and Commercial | 2 4385
Bank Private Limited
6 | Waligama Hotel Properties Limit 4 405 No
7 | Jetwing Symphony Limited 14 390
8 | NDB Housing Bank Limited 2001 30 | Complate set
9 Commaearcial Bank 11.25%Pre ce | 2003 75 | of data not N
: o
Shares available for
10 | Commercial Bank 13 énce 2001 100 | investigation
Shares - Detailed in
11_| Uva Develop :E 1998 12 | Paragraph
12 | Wayamba De @_, ment Bank 1999 72 | 10.8.5
13 | Rajaratf Davel@ppient Bank 1998 12
14 | Kandd 1998 12
15 | Ruhunu 1998 12
16 Sabaraga uwa Development Bank | 1999 12
Total 11,042
Source: SAP data and KPMG attributes testing sheet

10.1.2 To elucidate the ohservations from the investigation of unlisted equity investments, the
transactions above threshold of LKR 10 million have been segragated as follows:

Table 194: Issue classification

'" Compliance was tested as per attributes list which was prepared based on policy framewaork existing at the
time of investment, reviaw was based on the data and underlying documents available Lm
¥ A transaction was considered to be loss making only if the EPF has sold the sharem &lo _m:’ paired
the investment and recordad it in the books of accounts. -n" N
k Lodha Excetus >3
! 181 Floer, N 2l
Apollo Mits Cempound
N M. Joshi Marg,
Mahalaishm,
Mumbai-400 013,
Ingia,
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Name/Number of

Paragraph

companies

reference

A Transactions with deviations from applicable | Sri Lankan Catering 10.2
policy and process Private Limited {SLC)
i Canwill Holdings 10.3
i Privata Limited
B Transactions with deviations from applicable | Sri Lankan Airlines 10.4
|_policy and process and resulting into losses Limited {SLA)
C Investments where po daviations from the Four 10.5.1
applicable policy and processes noted
D investmants prior to 2007, where complete Nine 10.5.5
sat of information was not availabla
Source: Information provided by EPF and attribute testing sheet agreed

Sri Lankan Catering Private Limited (SLC)

SLC is a fully owned subsidiary of SLA involved in the busi
services at the Bandaranaike International Airport in 3fi

for investment in the preference shares of SLC to th
Bank of Sri Lanka {MBSL). However, EPF, post multiple

MB, decided to invest LKR 1 billion in 15 percen

Investment Jividend {LKR/million)

{LKR/million})

une df LKR 2 billion

1,046.70

qmﬂ?

rline catering
PF received a proposat

Capital Gains
(LKR/million)

from Merchant

erations between |C, MO and
eference shares of SLC

identify the broad activ
process followed fo%
activities

Key issue and
developments

Table 196:

Officials noted as

attendees/making comments no.

*
Analysis of the availabl ation for EPF's investment in SLC was conducted to
i ormed by EPF ahead of the investment and the approval

Exhibit

27 August Internal EPF 1. Mr. D. Wasantha - 30
2009 mamorandum | racommending Superintendent
shared not to Invast 2. Dr. D.S. Wijesinghe - Deputy
Governor
3. Mr. P. Samarasiri - Assistant
Governor
4, Mr. Ajith Nivard Cabraal -
Governor
25 IC minutes i MO suggested i 1. Dr.D.S. Wijesinghe - Deputy | 31
| September that SLC was not Governor
2009 a prudent 2. Mr. M.J.S. Abeysinghe -
invastment for Acting Superintendent
EPF atany rate of | 3. Ms. K. Gunatilleke -
interest Additional Superintendent
4, Ms. C.M.D.N.K. Seneviratne
- Additional Superintaffant
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Date of Event Key issue and Officials noted as Exhibit
event developments attendees/making comments no.
5. Mr. L.D.D.Y. Parara ~ Deputy
Superintendent
2 October Internal MO 1. Mr. M.J.S. Abaysinghe — 32
2009 memorandum | recommanding Acting Superintandent
not to Invest 2, Mr. P. Samarasiri — Assistant
Governor
3. Dr. D.S. Wijesinghe - Deputy
Governor
16 November| Meeting Mesating between | 1. Mr. Ajith Nivard Cabraal- 33
2009 betwaen the Governor, EPF Govarnor
Merchant Bank | and IC members 2. Mr. P. Samarasiri-
of Sri Lanka, with Management Governor
management of SLA, SLC 3. Dr.D.S. Wi
of SLA and Govern
SLC and EPF 4. Mr.
chaired by the
Governor 5. unatilleke — ]
nal Superintendent i
& . L.D.D.Y. Perera- Deputy i
Superintendent
. Ms. C.M.D.N.K. Seneviratne-
Additional superintendent
23 November| Revised offer Proposal'sent by MBSL on 34
2009 from MBSL discussion with
24 Novembe 1. Mr. B.H.L.S. Kumara- Fund
2009 ] Manager
25 Novembe 2, Mr. L.D.D.Y. Perera- Daputy
2009 * Superintendent
16 December
2009 .D.D.Y Parera
17 February MO presentation 1. Mr. K.G.D.D. Dheerasinghe- 33
2010 on evolution of Deputy Governor

IC m%

the
recommendation
since inception

Mr. M.J.S. Abeysinghe-
Superintendant

Mr. L.D.D.Y. Perera- Deputy
Superintendent

Source: Documents provide by EPF for review

Non-compliance with applicable guidelines

No guidelines for investment in unlisted shares prior to implementation of IPS and ITG
2011 were available. Prevailing policy permitted investment in unlisted shares of banks.

Project Diamond Final report 7 November 2019 (FA3)
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However, EPF had invested in shares of SLC, an airline catering company, which was in
violation of the IPS 2002,

Investment recommendations for SLC (‘Initial meeting’)

Defined process for investment evaluation required MO to evaluate the proposal and
recommend its decision to IC. Subsequently, IC had to determine investment worthiness
of the proposal and recommends appropriate proposals to MB for investment approvals.

The MO and the IC had not recommended to invest in the preference shares of SLC and
the internal memo was submitted to the Deputy Governor, Dr. D.S. Wijesinghe and

Assistant Governor, Mr P. Samarasiri dated 27 August 2009 and IC minutes dated 25
September 2009.

Following were the reasons of the EPF for not recommending i
meeting dated 25 September 2009 and internal memo date

- Risks involved in the investment were higher t ected returns.
- Monopoly of SLC was perceived as a downside due to non-competitive food
pricing.

- Book entries to reduce debtors by LKR 4% and issue preference shares of LKR
2 billion without underlying fund mo t¥or such transactions.

- Impact on SLC after the resolutio
a. Gearing ratio'™ would | @ to 84 percent from 17 percent.

b. Capital revenue res current assets of SLC would reduce to LKR 2.6

to pay dividends on due dates as cash flows from
had been deteriorating over few years.

- Liquidity problems {parent company of SLC) and its impact on the cash
flows and c over future performance of SLC.
- Redu i n on equity to 18.1 percent in 2009 from 26.6 percent in 2005.

- MOR hted that the 5-year bonds were issued at 11.44 percent after tax yield.
Hence ingestment in preference shares was not attractive considering its ranking
below senior debt and subordinated loans.

operatin

o

Overruling prior investment recommendations of MO and IC (‘Final meeting’)

Initial recommendations were changed post MO made a presentation to the IC on the
evolution of the proposal on 17 February 2010. Following reasons were stated in the
document for change in initial recommendation:

- MO presented the findings and recommendations to the IC and the Governor. The
IC advised MO to evaluate the prospects of SLA and SLC rather than making a
recommendation on current situations. One of the key factors was that with the
increase in the future demand of travelers the profitability of the company would
improve.

184 Gearing is a measure of how much of a company's operations are funded using debt v funding
received from shareholders as equity o) Regis,
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- A meeting was held for the future plans of SLC and SLA with the management of
both the companies, CBSL Governor, IC members and EPF FMD staff on 16
November 2009. Rationale for Governor's (Mr. Ajith Nivard Cabraal) involvement
in mesting with SLC and getting involved in the proposal evaluation and term
negotiation was not clear. The laid processes do not define the involvement of the
Governor,

- The officers of EPF {(Ms. W.A.W.K. Ranaweera was analysing the case} raised their
concerns on the rate of return and risk of investment. However, the Governor
proposed changes to the instrument and MBSL issued a revised proposal.
Following two conditions were added to the proposal by SLC:

a. Option to convert preference shares into ordinary shares on the date of
expiry of 5 years based on Net asset value per share, a§ at conversion
date.

b. Option to continue debenture for another 5 yea @
an annual dividend at a rate equal to weight arag
treasury bill rate plus 600 basis points

- EPF negotiated further and got a 2.5 percent discount on the NAV at the time of

d and company pays
e 1 year gross

conversion.
- During the same time, the 5-year Treasuryibond rate had declined to 10 percent
level. As a result of this, risk return pr as 500 basis points as against 200

basis points in the earlier proposal.

Final investment decision

The EPF invested a total of LKR 1
Catering with the approval of etary Board.

Personnel involved in t {
Analysis of available irﬁ pproval note indicated that some of the personnel were
common between meetings. The initial recommendation to not invest in SLC

was made b n ew performed by Senior Assistant Superintendent, Ms. W.AV.W.
Ranaweera. equently, the revised board paper was submitted by Assistant
SuperintendentWir. B.H.L.5. Kumara and investment was finalised. Refer Exhibit 35 for
the details of change in the personnel.

Table 197: Personnel attending SLC investment meeting

Name of the person Designation Initial Final
meeting meeting
Dr. D.S. Wijesinghg!® Deputy Gavernor Yas No
Mr. K.G.D.D. Dheerasinghe IDeputy Govarnor INo Yes
Mr. P. Samarasiri lAssistant Governor Yas Yes
er. M.J.S. Abeysinghe Acting Superintendent Yes Yes
]Ms. K. Gunatillske Additional Superintendent Yes \Yes
|Mr. C.M.D.N.K. Seneviratne |Additional Superintendent Yes Yes
|Mr. .D.D.Y. Perera Deputy Superintendent Yes Yes

% Daceased employee
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Name of the person Designation Initial Final
meeting meeting
Ms. W.A.V.W. Ranaweera |Senior Assistant Superintendent Yes No
IMr. B.H.|.S. Kumara Assistant Superintendent No |Yes

Source: Internal docurnents and relevant IC minutes

Some of the above officials were interviewed'™ by KPMG, of which, Mr. L.D.D.Y. Perera,
former Deputy Superintendent, associated in the decision related to SLC, informed that a
presentation was made by SLC, which was attended by former Governor, Mr. Ajith Nivard
Cabraal. He also explained that apparently, the decision (to invest in SLC) was based on
instructions from the government.

Detailed list of events leading to the change of recommendations a e people involved
in the decision making is set out in Annexure 44,

Information not furnished in the Monetary Board pap, O

One of the factor or concern raised by the MO in IC meeting/dated 25 September 2009
was regarding board resolution passed by the rd m ers of SLC. The Board
resolution was for issuing preference shares fi LA by reducing the general reserves
and then buying back 40 percent of the exis ity shares from SLA by adjusting the
debtor balances receivable from SLA. @

Foliowing table represents the flowgof thansactions in the books of SI.C as per the board
resolution of SLC dated 1 Septe r 2Q0

*

® space is intentionally left blank)

%m%
7 A T
Q7 Lotka Excetus \'GO—
|"I X 1st Fliagor, <
1% Individuatls were selected for interview/discussion on the basis of their involvement gnd Habilit@ompound
N M. Joshi Marg
' Mahalakshm,
W Mumbai-400 11
W indial
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Chart number 48: Flow of transactions in SLC

Buying back 40% of shares by No cash flow to SLC-
SLA for LKR 4 billion by setting A. Reduction of:
off receivables from SLA a. receivable by LKR 4 biilion
b.  shara capital by LKR 40
milllon

¢.  revenue resaervas by 4 billion
B. Increase in capital reserve by 4

billion
Capitalizing reserves to issue N
prefarence shares of LKR 1 billion O cash flow to SLC-
to SLA A.  Issue of preference sheres
SLA

8. Reduction in Rev:

|

Purchase of preference shares of No cash flow to
SLC by EPF from SLA Cash fiow of LKR.1 b from EPF to

SLA

This information was included i internal memorandum placed to Deputy Governor,
Dr. D.S. Wijesinghe and Assiﬁ ernor, Mr. P. Samarasiri dated 2 Qctober 2009 and
rmation was not furnished in the final board paper

15 October 2009. Howe X
submitted by Mr. K.G.O!D. rasinghe, Deputy Governor, Mr. P. Samarasiri, Assistant

Gavernor, and Mr, beysinghe, Superintendent of EPF. It was only informed to the

MB that the purchasing shares of SLC from SLA. Shares of SLC were issued
toSLAon 1 2010, which was after the date of MB approval on 21 April 2010.
Interview Evidence

All employees associated with the investment in SLC were attempted to be interviewed.
Set out below is a summary of availability and the key points made by them in relation
with the investment in SLC:

Key points made during interviews

Mr. K.G.D.D. 'During interview, he mentioned that he was in a provisional
Dheearasinghe ‘ovarsight role for a short duration and did not have an in-depth
understanding of the case
2. Mr. P. Samarasiri Not avatilable for interview: Denied the meeting request as he has

few ongoing court cases
3.  Mr. M.J.S. Abeysinghe s “Middie Office had analysed bath the risk anq;rg_j:;{m side of the
investment” y7

Project Diamond Final report 7 November 2019 (FA3
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Sr. Narpe of the person j * Key points made during interviews
No. (
“I do fiot racollect the events that transpirad during the
| investment process”
4, |Ms. K. Gunatilleke e “SLL was a profit-making investment, would require further
| infarmation such as IC minutes to clarify and provide views on
| tHesame”
5  [Mr. CiM.D.N.K. » THer role was significantly around member services and she
iSene\|iratna | /was hardly posted in the investment role during her tenure.

! Mrs. Gunathilake and Mr. Yasalal Perara handled the
investmaent section.”

6. Mr. L.D.D.Y. Perera /= “There was a presentation made by Sri Lankan Catering in
/' which Governor also participated. It appears that the decision
. f‘f | was based on instructions from the government.”
7.  Ms.W.AV.W, /' |Not available for interview: Migrated out of'Sigilanka
as‘not accepted by

IRanaweera ]
8. |Mr. B.H.L.S. Kumara |Not available for interview: Meetin
| him 6
Canwill Holdings Pfivate Limited (CHPL)

CHPL was formed i/h 2011 to revive the busi of Ceylinco Leisure Properties Limited
{Ceylinco). The M?/uistry of Finance and Pla n&ough its letter dated 12 March 2012
decided to revive fhe hotel project of Ceyli in'€olombo (Refer Exhibit 36). The Ministry
of Finance and Planning directed Sri L@ surance (SLIC) and other state entities to
form new comp} ny and invest in th f the hote! project of Ceylinco.

Two companief'. namely CHPL arfd Sing Lanka Hotels and Spa Private Limited {100 percent
subsidiaries off CHPL) U@@ in December 2011 with the directors of SLIC as
shareholders /in both t ies {Refer Exhibit 37 for the incorporation certificate of
CHPL and Sirfo Lanka) wing were the shareholders of the company at the time of
ibitNg8):

eholders of CHPL and Sino Lanka

Name of the shareholder

Company

1 Mr Gamini Senarath CHPL, SIND
25 Mr Piyadasa Kudabalage CHPL, SINO
3 Mr Mohan De Alwis CHPL, SINO
4 | Mr Neel Bandara Hapuhinne SINO
Sourc?}: Information available in the documents provided by EPF

EPF inf]fested LKR five billion in CHPL in the year 2013 post multiple deliberations between
the M1, IC and MB.

Tablf':.- 200: Synopsis of EPF's investment in CHPL

Investment Dividend Capital Gains Annualized
{LKR/million) {1 KR/million} (LKR/million} return {%}

June 2013 i 0.1%
{

—
- e
"1 ' On raview of board paper dated 14 August 2017 for review of performance of unli/s};d;\igyeﬁ_lﬁ?&?m‘gﬁ
! o " Q.
'Q -~ W

| /

Ledba Excelys ™, @ )
13t Figer, =
Apollo Mils Compound
N M. Joshe Marg
Maha!ahshmi,
Mumbai-400 011
India,
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Investment Investment

date ' {LKR/million}
25 Saptember
2013 |
Source: SAP data provided by EPF

Dividend
B7LKR/million}

Annualized
return {%)

Capital Gains
{LKR/million)

Analysis of the available documentation for EPF's investment in CHPL was conducted to
identify the broad activities performed by EPF ahead of the investment and the approval
process followed for it.

Table 201: Key dates and activities

Key issue and Officials noted as
developments attendees/making
comments

12 March | Lettar from Letter on formation of a 3
2012 Ministry of Company for the revival
Finance of the property of O
Ceylinco Leisure
Properties
4and5 Letter from Latter from Sino Lanka 1. . K. Gunatilleke - 39 i
April Sino Lanka | with the expected & Superintendent
2012 r contribution of EPF i Mr. L.D.D.Y. Perera-
| with the letter from%he Additional
| Ministry of Fin Q Superintendent
| personnel wh;@ 3. Mr.J.D.S.J
comments d on Nanayakkara- Senior
the do s Were: Assistant
Superintendent
4. Mr. S. Pathumanapan-
Assistant
Superintendent
24 April IC meeting highlighted concerns | 1. Mr. B.D.W.A. Silva- 40
2012 n the feasibility of the Deputy Governor
proposed investmentand | 2. Ms. R. Dheerasinghe-
lack of essential Assistant Governar
docuements to perform a 3. Ms. K. Gunatilieke-
comprehensive analysis. Superintendent
IC instructed to hold 4, Ms. CM.D.N.K,
discussions with the Seneviratne- Additional
| management of the Superintendent
company. Attendees of 5. Mr. L.D.D.Y. Perara-
the IC mesting are Additional
detailed in the table Superintendent
9 May IC mesting MO informed IC of 1. Mr. B.D.W.A, Silva- a1
2012 unresolved issues after Deputy Governor
i meeating with the 2. Ms. R. Dheerasinghe-
company representatives. Assistant Governor
Attendees of the IC 3. Ms. K. Gunatilieke-
meeting are detailed in Superintendent
the table 4, Ms. C.M.D.N.K. |
. Seneviratne- Additional i
Superintendent J

Locdha Excelys ™, 7 )
15! Flpg \ <y
Apelio Mitty Corm Jung
N M Joshi Marg
Mahalakshny;,
Mumbai400 g1,
India,
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Date of Event Key issue and Officials noted as Exhibit

event developments attendees/making no.
comments

Mr. L.D.D.Y. Perera-
Additional
Superintandent
13 July Meating with | Governor chaired a 1.  Govarnor, Mr. Ajith 42
2012 Canwill and mesting with Canwill and Nivard Cabraal
SLIC SLIC. Attendees of the 2. Ms. C. Premaratne -
meeting are detailed in Deputy Governor
the table 3. Ms. R. Dheerasinghe-
Assistant Governor

4, Ms. K. Gunatilleka-

I
|
|

13 July Letter to i Legal issues highlighte 43
2012 Attornay | to Attorney General.
General by |
EPF 1
12 IC meeting | MO recommen 1. Mr.B.D.W.A. Silva- 44
September, | invest due tg.hi Daputy Governor
2012 2. Ms. R. Dheerasinghe-
Assistant Governor
3. Ms. K. Gunatilleke -
Suparintendent
4, Ms. CM.D.N.K.
Senaviratne- Additional
Superintendent
5. Mr. L.D.D.Y. Parera-
Additional
Superintendent
18 October| | nal note | Internal note from S/EPF 1. Mr. Ajith Nivard 45
2012 to Governor with Cabraal - Gavernor
| concerns on the 2. Ms, C. Premaratne -
| invastment. Personnel deputy Governor
named in the internal 3. Ms. R. Dheerasinghe-
note are detailed in the Assistant Governor
table 4, Ms. K. Gunatilleke -
Superintandent
5. Mr. L.D.D.Y. Perera-
Additional
Superintendent
18 MB mesting | MB instruction to S/EPF 1. Mr.L.D.D.Y. Perera- 48
November to consider invastment in Additional i
2012 i CHPL since it is a majority | Superintendent
state interest entity. 2. Mr. P. Samarasiri ~
Assistant Governor
3. Ms. K Gunatilleke ~
Superintendent

@ 5

f - e
'é_Z # Lodka Excelug
f 151 Floor, .
Apolia Mills Compound
N M. Jaghi Marg,
Mahatakshr,
Mumtai-400 011

\ India,
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Date of | Event Key issue and Officials noted as

event developments attendees/making
| comments

21 MB meeting | Monetary Board paper for | 1. Ms. K. Gunatilleke ~ 47
December invastment in CHPL Superintandent
2012 deferred and EPF 2. Ms, CLM.D.N.K.
instructed to submit a Saenaviratne
fresh proposal. No 3. Mr. LD.D.Y. Perera-
rationale was provided Additionai
for deferring the board Superintendent
! paper 4, Mr. P. Samarasiri -
i Assistant Governor
3 January | MB meeting | Monetary Board 1. Governor, Mr. Ajith 48
2013 approvad the Investment. Nivard Cabraal
For the summary of key 2. Ms.R.Dh inghe-
differences between tha Assistan ar
| first version of board 3. Ms.K.G ek
| paper created by the EPF Su ent
| department and the final | 4 s * amaratne-
1! version approved by the Deputy Governor
| MB, rafer para 10.3.19. MrJP. Samarasiri —
{ istant Governor
Source: Documents provided by the EPF departmen

The timeline for events during the investmengprogess of CHPL is set out in Annexure 45,

Violation of the applicable guidelines @

EPF's investment in CHPL was appfoXimately 42 percent of the issued share capital of

CHPL. However, IC approval f id investment was not available on record. Board
paper for approval of the ihye did not give any reference to the IC approval. As per
IPS 2011, investment in i re than 10 percent of the share capital of a company

requires specific appro¥al ofthe IC,

Ms. C. Premay, Deputy Governor during the time the CHPL investment
process wa ng."She mentioned that tEPF department was not in favour of
submitting the‘aroposal and it was not a very prudent investment considering the risks
and returns according to her and the EPF departmentD

Similar views were expressed by Ms. R. Dheerasinghe {Assistant Governor). She said that
“The IC did not recommend the investment to the board. It appeared that the Monetary
Board rejected the paper and since the EPF did not recommend the same. The Board
paper had to be resubmitted as per the MB instructions.”

Ms. D. Udugamakorala {Assistant Superintendent) also informed that “The investment in
Canwiil Holdings was not recommended by the MO or the IC as per my knowledge. Yet the
investment took place after the Monetary Board’s approval. The analysis of the MO was
not in favour of the investment due to certain risk aspects.” “As per the valuations, return
on investments for the hotel projects executed by Canwill Holdings forecasted at the time

Project Diamond Final report 7 November 2019 (FA3).
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of initial investments were overstated in my opinion along with many other factors
highlighted in the presentation.”

Letter from Ministry of Finance and Planning

Letter from Ministry of Finance and Planning dated 12 March 2012 far revival of
properties of Ceylinco stated that a company was to be formed with SLIC as the
shareholder along with “ Other private and state shareholders”. Communication was
received by the Governor of CBSL from the directors of CHPL on 5 April 2012 requesting
EPF to invest funds based on the letter from Ministry of Finance and Planning dated 12
March 2012 (Refer Exhibit 36).

However, as per the structure and constitution of the EPF with refe
and the EPF Handbook, it was observed that EPF does not fall @ category o

“state shareholder” or " state owne ity" 1%, Hence, the - 5 in the letter from
Ministry of Finance and Planning for revival of prop@ gylinco did not apply to

EPF. The basis of investment in CHPL was not justified.

Investment recommendations for CHPL { ’Ini&ng'}

24 April 2012 in which IC recommended

perform comprehensive-analysis before
secondly on 9 May 2012 in which the IC was

proposal for . Refer Exhibit 40 and 41 for

MO made two presentations to the IC. Fi
holding discussions with the manageme
making investment recommendati
informed of the
the IC minutes.

The initial recommenda\x MO in IC meeting dated 12 September 2012 did not
recommend the invest% CHPL {Refer Exhibit 44). Further, in an internal memao from
Ms. K. Gunatilleke ated 19 October 2012 addressed to Governor, Mr Ajith Nivard

Cabraal, foll c rns were mentioned for not recommending investment in CHPL—
(Refer Exhibi

- Financial projections of the subsidiaries of CHPL were not provided for review and
hence financial feasibility of CHPL could not be determined.

- Concerns on the exit strategy, since it was assumed that the IPO price of Sino
Lanka would be LKR 21.19 in 2017, if 17 percent of the equity is diluted. This
assumption is highly doubtful due to validity of fundamental assumptions,
unrealistic discount rates and unrealistic borrowing cost.

- Future borrowing by CHPL was likely to create high finance cost leading to a
considerable impact on financials. Concerns on the unrealistic borrowing cost
were raised since the assumption was to finance through 13 percent term loan
which was only marginally higher than the Government bond yield rate at 12.43
percent. Alternately, the assumption to borrow at 4 percent through a US dollar
loan was also unrealistic given the sovereign bond vield was 5.875 percent.

™ This issue has been highlighted by the intarnal investigation team appointed by the Monetary Board in its
report dated 30 January 2018, The internal investigation was carried out by Ms. K.V. Kugavathy, Mr. G.T.R.
Priyadarshana, Ms. L.D.S.R. Gunasekara and Mr. W.A.N.P. Wickramasinghe.

Project Diamond Final report 7 November 2019 (FA3)
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»

- The agreement with Hyatt Regency as the management agent was not provided.

- Concerns on the forecast rates used by the company were raised stating that “the
forecast of the company was based on aggressive management, marketing cost
and cost control strategies used instead of moderate assumptions on account of
competition from key players”.

- Concerns on the unrealistic discounting rate of 12 percent to calculate Net Prasfpnt
Value [NPV) which was below the risk-free market return of 13.63 percenton | |
government bonds. Considering the risks in the proposal, MO had recommended
a risk premium of 7 percent totaling to discount rate of 20.67 percent. This would
lead to the NPV of the project to be negative as per the calculations of the MO.

- CHPL wouid represent 40 percent of the total exposure to the hotel and travel
sector which was considered to be high and in violation of the @xposu re

Legal issues highlighted by the MO anc

HEIOrnNEe

MO in its presentation to the IC, informed about the
IC directed MO to obtain legal opinion from the Attofney Géneral.

at issuas for which the

The letter from Ministry of Finance and Planningdated arch 2012 for reviva' of
properties of Ceylinco stated that a company y e formed with SLIC as the

shareholder. However, one of the concerns
clarity as to whether CHPL was incorporg
Lanka were incorporated on 22 Decemi
before the date of the letter from th®

The Company to be formed t HPL was to have SLIC as its shareholder. However,

CHPL and Sino Lanka b ﬁ orporated with individuals as its shareholdel's and
\Xequently when this point was raised by the AG office.

SLIC made the investm

Another concern raisSe Kthe Attorney General mentioned that the referenced property
was under dj a as included in the repayment schedule for Ceylinco Shriram
group of co ies as per the Supreme Court order.

Multiple alterations to the board papers

There were multiple versions of the draft board papers in the documents made available

for review with the comments of various authorities wherein a transition was noted in the
points stated.

Points highlighted by the MO for raising concerns about the investment in the initial
board papers were either removed or positively interpreted by reviewing authorities,

Qe —25ren
.§ /(mu;:\celus\f@\\

{ 151 Floor, W

Ap?lloLMills Compoune |
.M Josh Marg,
Hanalakshmi, 2_:@5
MumbaMDOUH/
4
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~
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which included Assistant Governors and Deputy Governors. Details of the personnel

involved have been given in Paragraph 10.3.31 of the report.

Following were the key_diﬂammas_hanuamm\em;:ge_rsm/ncreated by the EPF

department and the final version approved by the :

Table 202: Changes and its potential impact

First version by the EPF

The section on risk pramium
included a comment stating
that in case of deviation in
the discount rate upwards,
the NPV of the project would
be nagative.

Final version approved by
Monetary board
This comment was removed.

Impacl

. Knowladge of negative NPV
calculation would have
impacted the final

‘Exit s-trategy for EPF'
categorized under concerns.

This point was later categorized Co i
under ‘Proposal dstails’ in ‘& thefundamental

final version.

‘EPF exposure to leisure and
tourism sector’ categorized
under concerns.
it was stated that investment
in CHPL would represent 40
percent of the total exposure
to the hotel and travel

. L g
sactor, which was
considered to be high.

No point on ‘Need for
diversification of EP
portfolio’ in t

version,

sumptions used by the
company for calculation of
the future 1PO price was not
addressad.

This point was jzed under

favorabla fa ;
The correspia oint was
i hat the

HPL would only

High exposura of the
invastment i.e. 40 percent
exposure, in the hotel and
travel sector was not
reported

This point was added under
favorable factors stating the
need for the fund to ‘diversify
into some slightly riskier new
investments/avenues but with
higher long-term return to the
beneficiaries’.

The investment would
raprasent 40 parcant of the
exposure in the hotel and
tourism sector. This would
yield to concentration of
investment in the said sector.

‘EPF investments in unlisted
equities’ categorized under
concerns.

This point was categorized under
favorable factors.

An additional point was noted
stating that investment in CHPL
would account for 0.85 percent
of the total portfolio of EPF.

! unlisted exposure by LKR 5

The investment in CHPL
would increase the total

| billion.

Source: Documents provided for review and refer Exhibit 49 for details of the above changes.

Ms. C. Premaratne, the Deputy Governor at the time of CHPL investment, stated that “/n
January 2012, the final board paper was submitted, and | had signed the board paper.
However, changes were made to the board paper by S/EPF Ms, K, Gunatilleke compared

odha Excelus
15t Floor wt g

Agelio Hits Compound

N M. Joshi Marg,
Mahalgishmi

Mumba. 400 011
Indra.
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to the previous board paper and the changes were not highlighted to me. S/EPF, Ms. K.
Gunatilleke was responsible for the preparation of the board paper”.

Ms. K. Gunatilleke (S/EPF) was questioned by KPMG regarding her views on the changes
made in the Board paper for investment in CHPL. She explained that “Monetary Board
had asked to re-evaluate the proposal and re-evaluation in depth was done with the help
of the Deputy superintendent and the Middle Office officers and resubmit to the Board.
The Monetary Board is the final authority and it decided to invest in CHPL. The Board
highlighted the need for diversification of EPF investments.”

Overruling prior investment recommendations of MO (‘Final meeting’)

The MB at its meeting dated 16 November 2012 instructed Ms. K. tilleke {S/EPF} “to
consider an investment of appropriate magnitude to be cha ough a suitable
mechanism to Canwill Holding (Pvt} Ltd™ (Refer Exhibit 46) , the final board
paper was submitted to the MB an 3 January 2013 for investment in CHPL.
Following were the reasons of the EPF for recommenging i ent in SLC:

- Reputed brand name of Hyatt Regency as t aging partner of the project.
However, concern raised by the MO ongthe unavailability of the management
agreement of Hyatt was not addresse

- Thriving tourism industry and governfgentYtarget to achieve 2.5 million tourists in
2016. Q’

- Need for diversification portfolio into slightly riskier new

instruments/avenues wi

- Government cwned insti s as the other main shareholders of CHPL indicating
that ] Is with the proposed project”'® which would be a
comfort factor to

- Clauses to safeguar
agreement. %
: a){ }, during the interview stated that “Monetary Board had
est in Canwill Holdings. | was mainly involved in the payment process in

the investment. Ifvestment Committee had not recommended the investment and
highlighted the pros and cons of the particular investment.”

best interest of the EPF were included in the shareholder

Ms. C. Premaratne stated that “the instructions came as a board decision in November
2012. Monetary Board looked at a broad view and instructed EFF to diversify their

/C? "S,
N\ @
.\3 Ledra Evcelys @
15! Flaer i
APOH(‘ Milis Campgu'\d |I
% Extracts from the MB paper dated 3 January 2013 N M Joghi Mazg,
|ih3fﬂl\$f"ﬂl ,'I

Mimza 100 0::
r ‘hl
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portfalio and as the tourism sector is booming, Monetary Board considered this kind of
investment as appropriate”.

Issues in shareholders’ agreement and violations of shareholder agreement

Below are the extracts of the points that were contested by the EPF department in the draft
shareholders agreements and final decision as per Governor, Ajith Nivard Cabraal
instructions (Refer Exhibit 50):

Table 203; Initial and final decision

Point in
sharehocider
agreement
Definition and
interpretation of
‘Connected

Concern raised by EPF

EPF as a major shareholder needs to
know the financial transactions with
connected concerns before such

Final decistien as per Governor's
instructions roted in internal
GoTUMmEnt
hatithis clause is not
uch matters can be
he mesting of Board of

concern’ transactions take place. Hence the nominee
dirégtor representing EPF can submit
arns of EPF, if any, at the Board
meeting.”
Increase quorum | Other shareholders (SLIC and Litro “G said that quorum of 50 percent is
it

from 50 to 70
parcent for a
shargholder
maeting

Gas Lanka) can hold meetin

adequate for a shareholder mesting
as shareholders represent the

government related institutions.”

Any variation in
tha terms and
conditions of
management
agresmant
subject to
consent of SLIC,
EPF and LTL
Inclusion of
dividend po

the consant of EPF. @
&

ird parties’.

oncern was that
jor shareholder, it

According to CHFIfthis se should
not be included Sipce ehanges cannot

*As Directors are appointed to look
after the interests of EPF,
shareholders need not handle day to
day business and administrative
matters.”

the shareholder agreement of othar
investee companies.

“There is no necessity of including
dividend policy in the shareholder
agreement and the Board of
Directors can decide the dividend
annually depending on profitability
of the company.”

Number of
nominee
director

EPF suggested that number of
directors to ba proportionate to the

{in this case SLIC had two nominee
directors whereas EPF had 1)

| “G said that quorum of 50 percent is

amount invested by each shareholder

adequate for a shareholder meeting
as shareholders represent
government related institutions. ”

Miscellaneous

Suggestion by EPF for submission of
managemaent accounts of the holding
companies, subsidiaries and
associates to the shareholders
periodically and as requested.

“Shareholders need not handle day
to day business and administrative
matters.”

10.3.26 The above changes, as suggested by the Governor, Mr. Ajith Nivard Cabraal were
incorporated for entering into the final agreement with CHPL. The shareholder agreement
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exit strategy for EPF. However, as per the board paper dated 14 August 2017 for review of
unlisted equity, CHPL was not listed till March 2017.

Governor’s role during the investment process

The Governor, Mr. Ajith Nivard Cabraal chaired a meeting held with the representatives of
CHPL on 13 July 2012 to discuss the pending issue related to legal and operational issues
{Refer Exhibit 42).

Further, in relation to legal issues, an email extract was available in the documents
provided for review, which was sent by Ms Rupa Dheerasinghe {Assistant Governor in
charge of EPF) to Deputy Governors, which mentioned that the Gegvernor stated that
“Attorney General’s comments should not be necessary for the take investment
decisions”. Refer Exhibit 51 for extracts of the email communic

From the internal document prepared by the EPF departme g issues related to
shareholders’ agreement with CHPL, final comments rnor were noted. The
details of the same are highlighted in Paragraph 10.

- Ms. C. Premaratne, Deputy Governor st that was not in favour of proposal,
However, the Governor asked her to g h it”

Final investment decision

Investment of LKR 5,000 million in C
2013. The investment committee

ade based on MB approval dated 3 January
al was not taken for the investment in CHPL.

Personnel involved in the d
Analysis of available in roval noted indicated the personnel in case of the initial

IC meeting and the onmel involved in making changes to the board paper to be
submitted to the MB.

Table 204: el identified from documents provided for review
£ O & D Designatio Herso olved Dlved
(] (] 0 DO (1 pap
0 old
eco (1€
Mr. Ajith Nivard Cabraal |Governor - CBSL No
Ms. C. Premaratne Deputy Governor No
Mr. B.D.W.A. Silva Deputy Governor Yes No
Ms. R. Dheerasinghe Assistant Governor Yes es
Ms. K, Gunatilleke Acting. S/EPF Yes IYes
Mr. L.D.D.Y. Perera Additional Superintendent es No
Ms. D.P. Udugamkorala  |Assistant Superintendent Yes No
Mr. 5. Pathumanapan Assistant Superintendent iYes No
Source: Internal documents and relevant IC minutes S S

om
N M. Joshi Marg

Mahalat shmy,
Mumbai-400 011
fndtia.
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Interview Evidence

10.3.32 Employees ass ociated with the investment in CHPL or having knowledge of the
investment were attempted to be interviewed. Set out below is a summary of availability
and the key pdints made by them in relation with the investment in CHPL:

Table 205: Relé:vant extracts of the Interviews with EPF employees

the person Key points made during interviews

Mr. Ajith Nivard Mot available for interview. Responses to tha questionnaire sent to
Cabraal J Mr. Ajith Nivard Cabraal were not received till the date of the
| report
2.  |Ms. C. Prem sratne « “IC was not in favour of proposal. How e Governor asked
ma to go through it”

s “EPF departrnent was not in favour itting the proposal
and it was not a very prudent i considering the risks
and returns”

* “Instructions came a5 a Board ion in November 2012,

Monetary Board looked broad view and instructed EFPF to
diversify their po io an he tourism sector was booming,
Monetary Board cnc;%ed this kind of investment as
appropriate”

“In January

the¥inal board paper was submitted, and |
d paper. However, changes were made to

3. stly requests were received by the govaernment to invast in
e unlisted equities. EPF considered the merits and demerits of
such requests and decided to invest in such ventures.
Investment in Canwill Holdings was as per instructions of the
Monetsry Board”
= “The IC did not recomnmend the investment to the board. It
appearead that the Monetary Board rejected the paper and since
the EPF has not recommaeanded the same. The Board papar had
j . to be resubmitted as per the MB instructions. ” | -
5. |Ms. K. Guna illeke * “Monetary Board had instructed to invest in Canwill Holllings. |
was mainly involvad in the paymant process in the investment.
Investment Committee had not recommended the invesiment
and highlighted the pros and cons of the particular investment”
» “Monetary Board had asked to re-evaluate the proposal hnd re-
evaluation in depth was done with the help of the Depu
superintendent and the Middle Office officers and resubmit to
| the Board. The Monatary Board is the final authority and |it
decided to invest in Canwill Holdings. The Board highlighted
the need for divarsification of EPF investments”
6. [Mr. LD.D.Y. Perera e “l did not make any changes. | had submitted the initial board
paper to the board and there were concerns identified in the
investmeant. Howevar, | am not aware of the changes made post
the initial version. The investment decision was based on
government instructions.”

o

R F i

i .
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Name of the person Key points made during interviews

Ms. D.P. Udugamkoarala | = “Theinvestmant in Canwill Holdings was not recommendad by

the MO or the IC as per my knowledge. Yat the investment took
place after the Monetary Board's approval. The analysis of the
MO was not in favour of the investment due to certain risk
aspects.”

= “As per the valuations, return on investments for the hotal
projects exscuted by Canwill Holdings forecasted at the time of
initial investments were overstated in my opinion along with
many other factors highlighted in the presentation.”

9. |Dr. P.N.Weerasinghe = “MB had a strong view to invest in Canwill Holdings and this

could be found in an MB paper where instructl'an was given to

the Superintendant to invest in Canwill Hol

10. Ms.CMDNK s “The reason stated by IC not to recomm S due to multiple
Seneviratne documents not being available to IC”
o “After gvaluation of the documents the board, |
believed MB had provided clea 0 mvesr in Canwill
Holdings*

Source: Minutes of discussion with EPF employees

Sri Lankan Airlines (SLA) X

Sri Lankan Airlines (SLA) is the national carri anka and the largest airline in the
country. It commenced operations in the 98 with partial investment by Emirates
Airlines. In 2008, the Government of Sri I@demded to acquire all the shares of SLA
from Emirates

Cabinet of Ministers has dra roval for the Treasury to authorize Bank of Ceylon to
purchase the stake in Sri la irlines on behalf of the Government of Sri Lanka from
Emirates Airlines. Accorg 2-sha - g purchased jointly by Baf
Ceylon, People’s B. gtional Savmgs Bank Sri Lanka Insurance, EPF and Airport &
Aviation Se ity ” -

EPF had received a latter date% 2010 from Bank of Ceylon (BOC) stating that “ The
i

The letter sentBy the Ministry of Finance and Planning to BOC in relation to SLA was
attached with the letter sent by BOC to EPF. Refer Exhibit 52 for copies of letters written
by Ministry of Finance and Planning to BOC and letter sent by BOC to EPF. It was noted
that EPF thereafter invested a sum of_lﬁﬂ 500 million for 3.62 percent stake in SLA.

Table 206: Synopsis of EPF’s investment in SLA.

Investment date Investment Dividend Capital Gains Impairment loss

_ (LKR/ million}) ~ {LKR/million) (LKR /million) {LKR million}
31 August 2010 {500}
| Source: SAP data provided by EPF

Analysis of the available documentation for EPF's investment in SLA was conducted to
identify the broad activities performed by EPF ahead of the investment and the approval
process followed for it.

e

H M. Jo

ahalaksh
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Table 207: Key events and chronology

Date of Key issue and Officials noted as

event developments attendees/making
comments

2 July IC approval toinvestin | IC approved 1. Mr.P.D.J.Fernando- | 53
2010 SLA based on proposal | investment ahead Deputy Governor
made by BOC. (The of the proposal 2. Mr.B,D.W.A, Silva-
proposal letter was date. Assistant Govarnor
written by BOC on 6 3. Ms. R. Dheerasinghe-
July 2010} Superintendent
4. Ms. K. Gunatilleke-
Additional

Superintendent
6July |_ Latter from BOC | Proposal raceivad . R. Dheerasinghe- | 52
2010 regarding approval | after IC approv. Superintendent

from the Cabinst to | @nd Ministry, Mr. L.D.D.Y. Parera-

authorize BOC to | didnotins Deputy
purchase stake in SLA EPF to Superintendent
on behalf of the 3. Ms. G.H.P.P.

Shyamalie- Assistant
Superintendent

Govarnment

- A Letter from Ministry
of Finance a
Planning to Bank

Ceylon date
2010 was h
with the p t&l at
did ng ave> any
T g out EPF i
ng  funds in
S
12 July | Internal note prepared | Approval for 1. Mr. B.D.W.A, Silva- Exhibit 54
2010 for getting the release of funds Assistant Governor
approvals for release of 2. Ms. R. Dheerasinghe-
payment Suparintendent
3. Mr. L.D.D.Y. Perara-
Deputy
Superintendent
4. Ms. G.H.P.P.
Shyamalie- Assistant t
Superintendent
13 July | Payment for the Payment mada 1. Mr. L.D.D.Y. Perera- Exhibit &5
2010 investment was made Deputy
as per the authorization | Superintendent
2. Ms. GHPP.
Shvan‘lalle;, Assistant
| Superintendent s
rffé\ T .‘:@\
f ¥ 3
{

N W Joshi ua,gﬂ ]

) :
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Officials noted as
attendees/making

comments

Exhibit 56

Source: Documents provided by the

EPF for Sri Lankan Airlines

Non-compliance with applicable guidelines

EPF had invested in the shares of SLA, in violation of the IPS 2002. At the time of the

investment prevailing ITG did not permit investment in unlisted shares {except for

banking companies}.

Evidence of analysis done by MO not available on record

MO'’s role is to conduct a thorough analysis of prospective i

the IC. However, in case of SLA, no evidence of analysis,co
The IC minutes dated 2 July 2010 stated that * Middlgloffic
by the Bank of Ceylon with respect to the “Investmentin t

Lankan Airlines Limited to IC”. However, no evi

@@

and present it to
MO was available.

med the proposal made

Ordinary Shares of Sri

wm‘ analysis or recommendation of

the MO was documented in the IC approval.
Financial statements of SLA for the year QMarch 2010 were also not available in

the documents made available for inv i@n. On an analysis of SLA's annual report
ing losses in the year 2009, the year

for 2015-16, it was noted that SLA
immediately prior to the investm

Table 208: SLA’s key parafng

Particulars 2016-17 | 201516

Net profit

2014-15  2013-14  2012-
13

{21.75)

2011-
12

(19.78)

2010-
11

2009-
10

Amounts in LKR/billion

2008-
09

2007-

08

Accumulated Y469, {141.08)
losses

{128.24) | {110.74) | {44.61)

{22.79)

{3.10)

(2.71)

(0.02)

9.28

{ Source: Financial statements of SLA

Investment prior to MB approval and subsequently ratified

As per IPS 20022, all investments in unlisted equity should be “approved” by MB. The
investment decision for SLA was however “ratified” by the MB subsequent to the payout
of funds to Bank of Ceylon. Ratification was sought from the MB on 5 August 2010, which

was after the date of investment.

The_rationale for investment in SLA as mentioned in the board paper dated 5 August 2010
was that “SLA is the National airline of the country. Thus, it has the government backing
to continue operations even in difficult periods. Operating condition of SLA will improve

“®\PS 2001/2002 or ITG 2007 does not cover provision for ratification of unlisted investmg! 4

Project Diamond Final report 7 November 2019 (FA3).
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as a result of upturn in the tourist arrivals and economic activities in the country with the
end of war against terrorism”

From the documents made available for investigation, no evidence was available to
suggest that objective parameters such as future discounted cash flows and future
growth prospects were considered. In view of the above, it appears that no objective
evaluation was performed before investing EPF funds in SLA. Hence, prima facie, the
investment cannot be reasonably termed as a prudent investment.

Shareholder agreement not available on record

safeguard EPF's interest. it was the responsibility of the Superint f EPF to sign the
shareholder agreement on behalf of the EPF and the MB.

However, on investigation of the available documents vy a EPF in hard copy
and index for the scanned documents provided, shar@holders®8greement was not
available on record.

Losses incurred on the investment \

On 31 December 2015, in accordance wit@@anka Financial Reporting Standards
f

(SLFRS} the entire investment of LKR 50 n in Sri Lankan Airlines was impaired by
the EPF department leaving a residu LKR 100 in the books of accounts.

As per the Monetary Board pa mber MB/EPF/9/11/2016 dated 18 March 2016, the
reason for impairment was d as “accumulated losses of Sri Lankan Airlines”.
The company had a negativ al owing to accumulated losses of LKR 128.24 billion-in

its books of accounts s&la rch 2015.

Due to the uncgsta feasibility of divestment and magnitude of accumulated
losses, EPF i .@ ed investment on 31 December 2015.

People involved'in investment decision making

Authorisation to remit funds without MB approval

The below list of people authorised the payment/ transfer of funds to BOC for investment
in SLA: T

Table 209: Personnel identified from the documents available for review

Name of the employee Designation Role of the employee
Mr. P.D.J. Fernando Deputy Governor Deputy Governor at the time of
Investment

i Mr. B.D.W.A, Silva Assistant Governor Signed the paymant requisition
Ms.. R. Dheerasignhe Superintendent Signed the payment requisition
Ms. K. Gunatilleke Assistant Superintendent Signed the payment requisition
Mr. L.D.D.Y. Perera Deputy Superintendent Signed the payment requisition
Ms. G.H.P.P. Shyamalia Fund Manager Initiated the payment requisition
Source: Internal hand written note prepared by the EPF :

o —— e
- =

Lodha Extelus
1st Ficor -
Apollo Mitts Cormpound
N M. Joshi Marg.
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The above names were identified from IC minutes, draft board papers and handwritten
internal note with signatures of the person, designations and the date of approval.
Interview Evidence

Five individuals associated with the investment in SLA were attempted to be interviewed.

Following is a summary of the key points made by them in relation with the investment in
SLA:

Table 210: Relevant extracts of the Interviews with EPF employees

Mame of the pearson Key points made during interviows

Mr. P.D.J. Fernando “EPF was not very amenable to invi 5'#h the unlisted
companies. The investment in unli panies were only
taken up if it was a compelling fig terast and
permission from the Mo, &

= “Instructions to invest ig Sri L Airlines came from the top
lfevel in view of the deciSion taken at the top most leval to
terminate the con wi irates Airlines. It was
considered as of r% importance in view of aviation and
tourism hub co, o hence EPF invested in 5ri Lankan
Airlines as pernational interests”

2. |Mr. B.D.W.A, Silva = "Mostly re re received by the government to invest in
the unli ies. EPF considered the merits and demerits of

t in Canwill Holdings was as per instructions of the
Board”™ o
| o opinion, the investment was in national interest. | do not
\ lect whether she was instructed by the Governor or the
eputy Governor”

3. |Ms, R. Dheerasignhe &

“It could be of ‘National interest” as SLA was the national
carrier”

« “Government could ba involvad in the decision in Sri Lankan
Airlines. There was an urgency in the investment and there was
a note he placed on record regarding approval to Deputy
Governor and only post approval the funds were
transferred. "*'

6. |Ms. G.H.P.P. Shyamalie | = Not available for interview: Migrated out of Srilanka

Source: Minutes of discussion with EPF employeas

Policy compliance for other unlisted investments

Apart from the above three investments, KPMG noted that the following investments
were broadly made in compliance with the applicable policy and processes:

Table 211: Summary of information availability

Name of the company Year | MO | ICH I Return {LKR/
million}

West Coast Power Private Limited

N. M Joshi Ma

Project Diamand Final report 7 November 2019 (FA3) AR
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Name of the company ' Return (LKR/

| | million})
2 Cargill's Agricultural and Commercial | 2014 | ¢ v v -
Bank Private Limited

3 Walipama Hotel Properties Limited 2014 | ~ v ~' =

4 Jetwing Symphony Limited 2014 | v v v -

Legend: X- Not availablein fila v - Available
Source: KPMG analysis, documents provided by EPF, Board papers for review of investmeants

As per the laid down policy and process in the IPS and ITG, approval of the |C and the MB
were obtained for investment of EPF funds in the above unlisted equity shares. The dates
for the approvals obtained from the IC and the MB are set out in Annexure 46.

No returns on investments
Out of the above four investments, only investment in West Coa Private Limited
had provided a positive return to the EPF. The following invest id*nhot provide any

return to the EPF from the date of investment to 31 Decem

Table 212: Return summary

Name of the company Year | Return as on 31 December

2017
Cargill's Agricultural and Commercial
Private Limited
2 Weligama Hotel Properties Limite
3 Jetwing Symphony Limited
Source: KPMG analysis, documents pri

2014 Nil
EPF, Board papers for raview of investments

and Commercial Bank Private(Li and Weligama Hotel Properties Limited, where no

KPMG did however note some i respect of investments in Cargill’s Agricultural
returns were received b ﬁ

Name of th: Issues noted
share

Cargill's . Tha shareholder agreement with the Company stated a clause for right to
Agricultural and appointment of director for shareholders with a stake of 10 percent or
Commercial Bank more. At the time of purchase, EPF was holding 10 percent of the stake but
Private Limited director was not appointed.

2. Howaver, a rights issue was mada in the year 2015 lowaring the stake of
EPF to 4.98 percent and EPF lost the right to appoint a director to the

Board.
Weligama Hotel  {I. The shareholder agreement did not include a clause for appointment of
Properties (Pvt) Director. This clause was noted in most agreements entered by the EPF.
Limitad®*2 2. Board resolutions for 3 years were passed without providing notice of

shareholder meeting to EPF. This incident came to light when bought out
by the company for compliance purposes.
Source: Monetary Board papers and internal documents available in the files.

=

= S
776 Bedis fa\
o)

Lodha Eacelus
15t Floor
Apollo Mifis Compaund
N. M. Joshi Marg
Hahalakshmi,
Mumbai-400 011
India.

7 Document to evidence the source of proposal not available for review

Project Diamond Final report 7 November 2019 (FA3}.



10.5.5

10.5.6

Project Diamond

Final Report

Strictly private and confidential
m November 2019

Unlisted investments with incomplete data set

On investigation of the investments in unlisted shares, it was noted that complete data
set was not available for investment in the following unlisted companies:

Table 214: Information availability

e 0 e compa £ #§ H
1 NDB Housing Bank Limited 2001 v X v
2 Commercial Bank 11.25% Preferance Shares | 2003 v X v
3 Commercial Bank 13% Preference Shares 2001 X X v
4 | Uva Development Bank 1999 X X C
5 Wayamba Development Bank 1999 X X o
6 Rajarata Development Bank 1998 X v
7 Kandurata Development Bank x
8 Ruhunu Development Bank x
8 | Sabaragamuwa Development Bank X X
| Legend: X- Not available in file v - Available
Source: KPMG analysis, documents provided by EPF an oard papers for review of
investments

Review of the investment process in the above-wmed list of companies was based
only on the limited information made availa d copy and the scan documents
provided by the EPF department. The following,was noted:

Table 215: Information availability '\

Name of the share Information not available | Issues and deviations
NDB Housing Bank the Investment Nil
Limited
Commaercial Bank
11.25% Preference
Shares

¢ Invastment dona prior to
Monetary Board approval

= Investment was done based on
the instructions and approval of
the Governor

Commercia 1. Approval of the Investment ¢ Nil
Preference Sh committae
Uva Developmen 2. Analysis and + |Investment done prior to
Bank f Monetary Board approval
recommendation done by ;

Wayamba the Middle office = |nvestment done prior to
Development Bank Monetary Board approval
Rajarata Development = |nvestment done prior to
Bank - Monetary Board approval
Kandurata 1. Approval of the Investment = Nil
Development Bank committee
g:::nu Development 2. Analysis and » Nil
Sab recommendation done by Nil

UL the Middle office =l
Development Bank

3. Monetary Board approvals

Source: Monetary Board papers and internal documents available in the files. ety

f 5 .
pound,

L M, Josni Marg
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Investment in preference shares of unlisted company

As per IPS 2002, investment was restricted to preferred stock of ‘publicly traded securities
and blue-chip companies’. However, EPF had invested in shares of an unlisted banking
company. This was in violation of the IPS 2002 since an unlisted company did not have
‘publicly traded securities’.

EPF had invested in the preference shares of Commercial Bank PLC having preference
dividend of 11.25 percent and 13 percent preference shares in the year 20086.

Irregularity in the sale of investment

IPS 2001, 2002 and 2011 and ITG 2007 and 2011 did not include any precess/guidelines for
sale of investment. Thus, process lapses in the sale could not be idéntified.
e

EPF had invested in shares of six regional development banks i
1999.The said shares were transferred to GOSL in 2007 ba
shares as on 31 December 2005.The said transfer of g
Monetary Board on 22 February 2007.

1998 and
the net asset value of
approved by the

Table 216: Profit on transfer of shares to GOSL

Name of the company Invested amount Amount at which Capital gain on
[LKR/mitlioin} transferred transfer
{LKR/million} {LKR/million)

Uva Development Bank
Wayamba Development Bank 44.58 | 32.58
| Rajarata Development Bank 24.70 12.70
Kandurata Development Bank 18.01 6.01
Ruhunu Development Bank™ 42.04 30.04
gabaragamuwa Develop 12.00 2216 10.16
ank
i Totals 72.00 174.21 102.21
| Source: SAP by the EPF department

minutes dated 22 Feb 2007, stated that the consideration to be paid to
to be deducted from the profits of CBSL. However, no documentary
evidence was available to provide rationale for such decision.

Lodha Exgelus
151 Floor, -
Apallo Mitls Compound
N. 8 Joshi Marg
Mahalakshmi,
Mumbai-400 011
India
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11 Investment or divestment decisions by MB or Governor
11.1 Investment decisions by MB or Governor in listed equity
Chronology of events

11.1.1 Maijority of the investment/divestment done by EPF were during the period 2009 to 2011.
During this time period Mr. Ajith Nivard Cabraal was the Governor of CBSL and
Chairperson of MB. We have sent a written questionnaire to Mr. Ajithi Nivard Cabraal
{through CBSL} on 3 October 2019 and have requested for a face to face mesting. The
communication, in this context, between Governor Dr. Indrajit Coomagaswamy and Mr.
Ajith Nivard Cabraal are set out below.

Table 217: Letter references

Letter From Highlights Exhibit
date reference

3 October | Dr. Indrajit Mr. Ajith Nivard
2019 Coomaraswamy Cabraal

requesting Mr
Cabraal to meet with the
ensic Auditors

8 October | Mr. Ajith Nivard Dr. Indrajit r. Cabraal requesting for 5.2

2019 Cabraal certain documents to refer
the points raised in tha earlier
letter
9 October | Dr. Indrajit Governor  informs Mr. 5.3

2019 Coomaraswamy

14 October | Dr. Indraji
2019 Coom m

16 October

Cabraal that Monetary Board
has been informed about his
raguirements

Mr. Ajith Nivard | Governor informs Mr. 5.4
Cabraal Cabraal that the Forensic
Auditors have requested a
Video Conference

. Ajith Nivard Dr. Indrajit Mr. Cabraal informs the 5.5

2018 raal Coomaraswamy | Governor that he is busy with
Presidential alection
campaign and will respond

| once he is back in town
17 October | Mr. S.R. Mr. Ajith Nivard | Providing documents 5.6
2019 Afttygalle, Cabraal requestad by Mr. Cabraal
Deputy
Governor

11.1.2 We have set out in the subsequent sections some of the key decisions that have been
taken by MB/Former Governor in relation to the investment/divestment by EPF. Based on
the documentary evidence and statements given by current and past employees of CBSL,
in our assessment, it is important to get Mr. Ajith Nivard Cabraal’s views on these

o T
G RBYis 2

/" Logha Excelus &
13t Floer s \
Apollo Mils Compound I'}
# M Joshi Marg !
Mahalakshmi,
Mumbai-200 011.
India.
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matters. Currently, we do not have henefit of his response. CBSL should obtain his
response to formulate a holistic view on these transactions.

Investment decisions by MB or Govirnor in listed equity:

11.1.3 In line with laid down policy and protess in [PS 2001,2002, 2011 and ITG 2007, 2011, the
MB had delegated its powers to the Eavestment committee to manage day to day
investment decision of EPF funds. THe following were the routine functions of the
Monetary Board:

- The MB approval was requiired to add any company in the Approved Share List. If
in case the approval of the MB is not obtained, special approval/consultation of the
\ Governor was required to be obtained.
- The Monetary board ratifies the investment made by th at'the end of each
month and proposes/ allocatess funds for the coming

11.1.4 On review of specific investments in |'sted shares, th S to'losses to the EPF, the
involvement of the MB or the Governo r was noted i/@ision-making process was
noted. The involvement was either identified from th
Monetary Board papers or the internal approva
wise details of involvement of the Goverinor,

have been detailed below: @

Ceylon Grain Elevators PLC inve. t iniVlarch 2011

iews with the EPF employees,
tes signed by the Governor. The scrip
entified during the investigation

11156 The following relevant extrac interviiaws with the employees of the EPF for

Ceylon Grain Elevators t'x iled below:
11.1.ﬁ.1 Mr. B.D.W.A. Silva ex t “S/EPF had imet the governor and where he has advised
1

| to examine the pro fthe company and he asked to look at the broader perspective.
' |d not perform well and also the company did not perform-as_

expected”

11.152 Mr. P.D.J. Fernando mentioned that he “had minuted 2 to S/EPF and the head of the
investment advisors that there should not be any interactions with the Governor regarding
investments to be undertaken of which the IC would not have been aware of.”

11.1.53 Mr. W.G.R. Harshapriya during the interview mentioned that “after the first transaction in
| Ceylon Grain Elevators, Mr. Perera had asked for approval to Governor for the transaction

and had documented which according to him could have gone missing”. * Mr. Perera had
minuted?* the directions describing “as per instructions of the top management” the
investment was made and sent for approval by Governor” He ‘urther mentioned that” the
Governor/Deputy Governor/Assistant Governor would have instructed the S/EPF and S/EPF

would have asked Mr. Husam to execute the transaction”. ..... " after the first transaction in
R 2 g ¥ ?
| M Capy of the minutes to the S/EPF as mentioned by Mr. P.D.J. Fernando we re not av}?ﬁabl 4F'lhe gr&?‘
provided for review |"":c Lodra Excelus )
4 Accarding to his memaory il oy 131515133-119 ekt
N.M. Joshi Marg. | J
Mahalakshmi,

Mumbagi-400 011
India
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Ceylon Grain Elevators, Mr. Perera had asked for approval to Governor for the transaction
and had documented which according to him could have gone missing”. " Mr. Perera had
minuted?® the directions describing “as per instructions of the top management” the
investment was made and sent for approval by Governor”

Ms. R. Dheerasinghe {Superintendent/ Assistant Governor), opined that she “did not know
the counterparty of the transaction in Ceylon Grain Elevators. The Investment in Ceylon
Grain was not approved by the IC.*™ She went along with an officer of the MO and spoke
to the Governor. The Governor explained and convinced that this is a viable projec
considering prospects and poultry sector,was flourishing. The Governor (Mr. Cabraal) “did

not instruct any one to invest directly in her own capacity. However, there were certain
instances where the governor would explain the investment considering long term benefits
and subsequently the investments were made and ratified in the ent IC minutes”

Investment in Galadari Hotels Lanka PLC in the year 2010

The investment in Galadari Hotels Lanka PLC was dohe as pjer the instructions the MB in
its meeting dated 5 May 2010, 11/2010 item nurr%b cted the superintendent of
c

EPF to make arrangements to acquire a sizable ion of Galadari Hotels due to its high
potential for returns, more active trading an
exceeding 10 %. Based on the instructio
Hotels.

lue chip shares of level not
B, EPF purchased shares of Galadari

Investment in Laugfs Gas PLC i year 2011

During the interviews wij i superintendent of EPF Mr. L.D.D.Y. Perera
mentioned that “the ho pany shared the proposal that the Governor and

subsequently receiv he'EPF department.”.
Ms. Gunathil e tional superintendent of EPF informed that the “the holding
company h e to meet the Governor and the Governor asked S/EPF to look at it after

which a presentation on the investment opportunity was made by the holding company.
It was further understood by the Investment Committee that the price was very high, but
they saw the prospects in the company “She further stated that “it might have been the

% According to his memory ,;-;;———-—-\
208 As per the file for CGE and IC minutes provided for review, IC minutes apposing the p 'Qbsé"‘;:aﬁdaqxi?}n in

CGE was naot available. /
Lotha Excelus \9 \.

1s1 Ficor, R
Apoilo Mills Compound,
N. M. Joski Marg,
Mahalakshmi,
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case that the Governor would have instructed to the S/EPF to purchase at that price, but |
am not sure. However, the price has been approved by IC.”

According to Mr. J.D.S.J. Nanayakkara “ it was a special purchase by EPF as the owner of
Laugfs Gas PLC had written a letter to EPF department addressed to the Governor
according to my memory.

Investment in Colombo Dockyard PLC in the year 2010

Mr. P.D.J. Fernando, Deputy Governor mentioned that “he does not remember clearly but
if the particular investment was not in the Weekly Investiment plan it could have

happened that instructions came from the top”

Investment in Hotel and tourism sector

On review of the MB papers, it was noted that the M
21 April 2010 had instructed th rease its investment in the-
hotel and travel sector to gain from rising potential fo of the sector. Post which
investment in the following hotels was made by EPF which have resulted in losses to the EPF.

10/2010 dated

Table 218: Losses in hotel companies

Name of the entity Date of concentrated investment Amount of loss (LKR
million)

Ceylon Hotel Corporation PLC {377.69)
Eden Hotsls PLC {130.14)
Tal Lanka Hotels PLC 7 Jtine 2010 and 21 June 2010 {225.10}

on 21 March 2012. A special approval of the Governor was obtained on 22 March 2012
prior to subscription of the IPO. The said approval was approved by the Governor and the
same is attached as Exhibit 29,

Investment decisions by MB or Governor in unlisted equity

Investment in unlisted equities (except unlisted banking and financial institution stocks,
subject to conditions), was not expressly mentioned in IPS 2001, 2002 and ITG 2007.
However, investment in unlisted shares of other sectars was allowed in the IPS and ITG
2011. Hence, there were no guidelines for investment in unlisted shares during the period
between 2001 and 31 December 2011.

It is therefore not clear whether investment in unlisted stocks was permitted during the
period 2002 to 2010 and no specific response on this matter was glven to us durlng the

Q /Lndra Extelus
X/ et Floe .
{ Apotio Wills Compound

I| H. M Joshi Marg
Mahalakshm,
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investigation. During the investigation, it was observed that the EPF invested in following
three unlisted companies while it was non-permissible as per the IPS 2001,

Table 219: Investment in unlisted equities

Name of the company ' Amount Investment

{LKR/million) approved by

Wast Coast Power (Pvt) Limited Power 2007, 2,975 | Approved by
generation | 2008 MB

Sri Lankan Airlines Limited {SLA) Aviation 2010 500 | Ratified.by MB

Sri Lankan Catering Limited (SLC) Aviation 2010 1,000 | Approved by

15 % Preference Shares Catering MB

Total 4,475

Sourca: SAP data provided by EPF

All of the above investments were done with either the approva e or ratified by
the MB subsequently. No ratification of investment in the ab uilisted stocks post
implementation of IPS 2011 was provided for review.

Ms. R. Dheerasinghe {Superintendent/ Assistant Govérnor) Yopined that “the Governor
{Mr. Cabraal) at that time normally never instructed but convinced regarding the
prudence of 3 decision(There were certain inst. 5 where the Governor would explain
the investment considering long term benefj bsequently the investrents were
made and ratified in the subsequent IC mi In case of any transactions which were
out of the laid down processes and procedtir@s, the Governor would be privy of the
same”.

in general many times since he took interest in the

EPF portfolio” ) \
Investment decisi & B or Governor in CBSL regulated entities

Investment j mng and financial equities was permitted as per IPS 2011. No
provisions forthe same were available prior to 2011. As per the rationale provided in the
board paper, the%aid change was made in IPS 2011 to enable the EPF to diversify the
equity portfolic into all the sectors and reap the benefits of the growing banking and
financial industry,

tMs. K. Gunatilleke {Additional @ intendent/Superintendent) stated that “the Governor

had instructed in investmet\

Timelines for changes to the policy and investment in the banking shares is given below:;

Table 220: Chronology

Date of | Decision | Particulars of the policy / or decision

Monetary Board
decision
3 March 1998 Not to invest in banks | “The EPF should refrain from investing in shares of
{Rafar Exhibit 57} the banking and financial sector since the monstary |
board is also the regulsator of this sector. Such
investment while refiecting a conflict of interest will

also give a favorable/ unfavorable signatto-the,
| investing community regarding certaibyshares”

AN s

'Q\ Lodka £y N
Extolyg b
I;f“c'/” JstFnor. \ e
#p0lle Mis Cempound
o | | N. 4. Joshi Marg
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Particulars of the policy / or decision

The EPF should not invest in shares of the Banking
institutions coming under the preview of the Central
Bank.

21 December
2001

IPS 2001 —
Investmentin
untisted shares of
banks allowed

Tha investment policy statement introduced in 2001
allowed investment in unlisted shares of banks with
the approval of IC and MB. However, the policy also
stated that the EPF should not take controlling
stake® in the banks.

16 August 2005

Invested in shares of
National
development Bank

Shares of National Development Bank were held by
the Central Bank and were transfarrad to the EPF on
22 August 2005, with the approval of the Monstary
Board.

The Monetary Board had %

EPF's investment in t :
restriction on purch i
sector share @
HAationale; “ said shares were transfarred to the
EPF by the Ce ank as they cannot hold shares
of the l&r{g institution as per the provisions of

Sectii of the Monetary Law Act.”

pvediof waiving the
of NDBL from the
trading in the financial

7 April 2009

Not to invest in banks
(Refer Exhibit 59)

rd was of the view the since the “MB was
@g lator of the banks and as well as the
dian of the EPF, the committee should avoid
vestments in the shares of the banks”.

25 September
2009

instrdgti e
Gov Ajith
Niv&a aal —

Investment i

Bank P&C

hibit 60)

EPF subscribed for public issue of 3 million shares of
Seylan Bank PLC as per the instructions of the
Governor, Mr. Ajith Nivard Cabraal, The total
investment was of LKR 105 million.

*In making the investment the view expressed by
the Monetary Board that the Investment Committea
should avoid investments in the shares of the Banks
was considered, nevertheless this investment was
considered appropriata”.

12 October 2009

Ratification of
Monetary Board for
invastment in Sevlan

Bank PLC (Refer
Exhibit 61}

The Monetary Board ratified the investment in the
public offar of Seylan Bank PLC. The Ratification of
investment was spaecific to the Investmant in Seylan
Bank PLC.

5 November
2009

Investment in
Commercial Bank of
Caylon PLC as per
the instructions of
the Governar, Mr.
Ajith Nivard Cabraal
{Refer Exhibit 62)

As per the instructions of the Govarnor, Mr. Ajith
Nivard Cabraal, EPF invested in the voting shares of
Commeaercial Bank of Caylon PLC {Investment
portfolio) from 5 November 2009. The following
were the details of the transactions:
Shares

Amount

invested

in LKR Mn
5.81

5 November 2009 35,000

X7 Sybstantial intarest as per the banking act interpretations were ownership in the paid-up-cAp
jointly or individually exceed 10 percent.
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Particulars of the policy / or decision

6 November 2009 20,900 3.55

9 November 2009 16,100 274
Total 72,000 12.10

Source: Governor approval note and CSE data

17 November
2009

Ratification of
Monetary Board for

Tha Monetary Board ratified the investment in
shares of Commarcial Bank of Ceylon PLC. The

investment in ratification of investment was specific to the
Commercial Bank Investment in Commercial Bank PLC
PLC (Refer Exhibit 63)

3 December 2008 | Investment in Hatton | EPF purchased 5.7 million voting shares of the
National Bank PLC -
as per the

instructions of the
Governor, Mr. Ajith
Nivard Cabraal (Refer
Exhibit 64)

Hatton National Bank amountingito LKR 923.40
million

11 December

Ratification of

The Monetary Boar ied the investment in

2009 Monetary Board for ordinary voting shares of Hatton National Bank PLC
investment in Hatton
{Rafar Exhibit 65}
18 December Investment in DECC ested in 1.68 million voting shares of DFCC
2009 Bank PL.C as per the amounting to LKR 260.12 million on 18

instructions of the
S/EPF, Mr. M.J.S.
Abeysinghe an

ber 2009, as per the instructions of the S/EPF,
r. M J S Abeysinghe and the approval from
overnor, Mr. Ajith Nivard Cabraal.

17,18,20
November and
2010 Decemb
2008

Shares of Commercial Bank of Ceylon PLC were
purchased by the EPF department based on the
approval given by the Govarnor, Mr. Ajith Nivard
Cabraal on 5 November 2009.

23 December
2009

BLC ratified by the

Further investment of LKR 805 million in
Commercial bank based on Govarnor, Mr. Ajith
Nivard Cabraal approval on 17 November 2009.

Monetary Board

5 January 2010 Ratification of Investment was mada in the shares of DFCC Bank
Monestary Board for PLC of LKR 258.85 million and Ratification of the
investment in DECC board was obtained.
Bank PLC (Refar
Exhibit 67)

17 February 2010 | Investmentin The EPF invested in 1,135,500 shares of Sampath
Sampath bank PLC Bank PL.C amounting to LKR 249.81 million. The

with the approval of
the Governor, Mr.
Ajith Nivard Cabraal
{Refer Exhibit 68)

letter was signed by the Governor, Mr. Ajith Nivard
Cabraal on 22 February 2018.

17 March 2010

Ratification of
Monetary Board for
investment in

The Monatary Board ratified the investment in
Sampath Bank PLC.

Project Diamond Final report 7 November 2019 (FA3)

—"‘u{@r\
Lodha Excelus GO-
181 Fhoor W
Apolla Ml Compourt

pN M Joshi Marg EE|
Mahatahshmi |
Mumbat-400 011
fndia




Project Dlamond

Final Report
Strictly private and confidential
November 2019

Date of Decision Particulars of the policy / or decision

Monetary Board
decision

Sampath Bank PLC
{Refar Exhibit 69)

Various dates Further investment in | Following investments were mada in the CBSL
other CBSL regulated | regulated entitias prior to the IPS and ITG 2011
entity being implementad:

Sr,  Name of the Investment Date of
No CBSL (LKR/miliion) investment
reguiated
entity
Lanka Orix 13 October
Leasing Co 2010
PLC
2 | The Finance 1790 23
Company February
PLC 2011

3 | Centr 18,18 | 25 May
Finante 2011
Companies

C

The ap al of the Governor, Mr. Ajith Nivard
Cabr, a t available on racords for
inv ents in the above Non-Banking Financial
ns. The above investments wera not
roved by the IC plan and were subsequently

atified
30 December Investment in Liste a |PS and ITG was amended to allow investment
2011 shares of ba in the shares of Listed Banking and Financial
allowedy institutions.
\ The said policy was approved by the Monatary
Board on 30 Decembar 2011 post approval of the IC.
30 March 2017 EP e a’passive The Monetary Board decided that EPF would act as a
inv in case of passive participant in AGM /EGM and would vote
efer Exhibit | with the decision of the company board.
7 The board further instructed EPF that EPF shall be

guided by the recommendations of tha board of
directors in relation to matters taken up at
AGM/EMG unless there are reasons not to do 50. In
such case, S/EPF shall seek guidance from the
Monetary Board.

Source: Relevant Monetary board papers, internal documents and the SAP data provided by EPF

11.3.3 On investigation of the supporting documents, it was noted that investments in five banks
were done on the instructions of the Governor, Former Governor Mr. Ajith Nivard

Cabraal. Following are the details of investments in banking shares on the instructions of
the Governor.

Lodha Excelus
st Floor,
Apolle Mills Compound,
N M. Joshi Marg
Mahalakshmi,
Mumbai-400 011
India.
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Table 221; Investment approval timelines

Sr. Bank name First Date of Date of IC MB
MNa investment investment Governor ratification ratification

(LKR/ approval?®
million)

Seylan Bank 100.30 20¢ | 25 29 2 October | 12 October
PLC September | September | 2009 2009
2009 2009
2 | Commercial 581 |5 1 11 17
Bank of Ceylion November November November | November
PLC 2009 20093 2009 2008
3 | Hatton 923.40 | 3 December | 3 December | 4 1
National bank 2009 2009 Decdmber | Dacember
2 2008
4 | DFCC Bank 260.12 | 18 18 3 5 January
December December e r | 2010
2009 2009 ‘2009
5 | Sampath Bank 249.81 | 17 Fabruary b 17 March
PLC 2010 10 February 2010
2010
Total 1,539.44
Sourcs: Documents provided by EPF for CBSL re # tities and SAP data
The details of total investment in the CB ted entities as at 31 December 2017 was
as follows:
Table 222: Investment details
D D D P pe o A 0 O = [ (] olding
D De e 1 O
|_Central Finance Co Voting 2,571.17 10.74
| Sampath Ba Voting 3,574.79 9.97
Seylan Ban Veting 1,154.03 9.86
Hatton NationalBank PLC Voting 6,470.84 9.75
Commercial Bank of Ceylon FLC Vaoting 9,067.07 9.65
National Development Bank PLC Voting 1,523.24 9.69
DFCC Bank PLC Voting 3,395.97 .19
The Finance Company PLC | Voting 205.49 8.43
Peoples’ Leasing and Finance PLC Voting 1,237.42 §.43
Seylan Bank PLC Non - 339.64 5.33
Voting
Lanka Orix Leasing Co PLC Voting | 1,611.01 3.20

2 Governor's approval was observed to have been sought on internal notes. These internal notes were signed
by the Gavernor and deputy Governars. The nota mentions that EPF started purchasing shares af Commercial
Bank from 5 November 2009 in its investment portfolio as instructed by the Governor, Mr. Ajith Nivard Cabraal,
% EPF had subscribed for shares of LKR 105 million in the public offer. However, shares of LKR 100.30 millien
were purchased
20 The approval of the Governor was obtained on 11 November 2009, However, as per the
shares have been purchased from 5 November 2009 with the approval of the Governor, Mr, : @ﬁ\
o~
Logha Excel o
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Name of the script as per SAP data Type of  Amount of investment  Parcentage holding
share on 31 December 2017 of EPF in the

{LKR/million) company’s share
capital

Nations Trust Bank PLC Voting 8.08
Total 31,158.756
Source: Financial statement of EPF and financials of respective banks for EPF hoidings

11.3.5 On our review of IC and MB ratifications for the five bank investments, it was noted that
no detailed explanations were available to justify the ‘instructions’ for investment and a
consistent pattern of ratification was observed.

11.3.6 The minutes made available for such ratifications did not have any dogumentation of any
objection or query being raised by any other IC or MB members abaut the judiciousness
of approval without such investment being allowed as per the | idelines. The list of
personnel in such mestings is set out in Annexure 47. Q

11.3.7 Subsequent ratification for above mentioned five investme y fectify the legal
standing of such investments by EPF. Howevaer, it dogs rai estions related to
prevailing governance standards at that time in the ndlIC.

1 The percentage holding was less than 0.5 percent and hence the data for the same was not avaitable on the
company annual reports

=
T

e o)

ocha Excel L

Ledys o

1st Flgor, -
Agollo Mills Compaund \ 8
H. M, Jash Marg

| Mahatakshe

b\ Mumoaci o1
K\\\lnﬂf_ﬂr ’

S P

Project Diamond Final report 7 November 2019 (FA3).

F

&



12
121

1211

12.2

12.2.1

12.2.2

12.2.3

Project Diamond

Final Report
Strictly private and confidential
November 2019

Voting rights
Background

EPF, based on its investment in various companies, was entitled to voting rights and
exercised them during the period 1 January 1998 to 31 December 2017. The focus of
investigation was to identify instances where voting rights in shares have been exercised
{or proxies filed) opposing the recommendations of the board of directors of investee
companies and the basis and authority for such decisions.

Policy framework for exercising voting rights

IPS and ITG laid down the policy framework for voting at the Annu erzl Meeting
{AGM) and Extra Ordinary General Meetings (EGM) of investee s. The following
was the policy laid down in {PS:

Table 223: IPS’' clauses

Particulars
IPS

September 2001 Deceinber 2002 | December 2011
At discration of tha IC, the fund : At the discretion of IC,
can vote, at annual general EPF can vote at the
| mestings of the investaa shareholder’s

| companies. meetings.
Source: Investrment Policy Statement 2001,

Particulars March 2007 | December 2011
ITG: AGM

. Authority to sign proxy forms deiegatad to Deputy Governor
{DG) in charge of EPF.

2. DG to nominate officars of FMD to attend AGM and cast vote

on behalf of EPF in AGM.

3. In the event where nominated officer was not apprised of any
special items in the agenda for which votes are sought {except
for reappointment of director and auditors), the officer shall
refrain from voting for those proposals in AGM.

ITG: EGM No 9_“5‘5’9"”95 1. MO to inform the special items in EGM agenda to IC and obtain
spacified approval of IC to vote ‘forfagainst’ such proposals.

;?:::::?gr:; 2. DG to nominate officers to attend EGM and vote on behalf of
EPF in accordance with the decisions taken at IC.

voting rights.
3. The authority to sign proxy forms on behalf of the fund is
delegated to DG in charge of EPF.

Source: Investment Trading Guidelines for 2007 and 20711.

The below mentioned are the decisions of the MB with respect to policy framewark for

voting rights:
;ﬁ’:_%m?'
¢ ‘
L

o
\\\/I:;;_Eucelus‘&aof\‘
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Table 225: Key decisions

Date of the MB Decision Decision of Monetary Board with respect to voting
meeting
25 September Delepation of | Delegating authority to the Deputy Governor supervising the
2000 authority for | Employee's Provident Fund (EPF) to;
Voting 1. Nominate suitable officer from EPF to attend

AGM/EGM meeting on behalf of EPF, subject to
subsequent ratification by the board; and

2. Sign the forms of proxias in connection with Annual
General Meatings (AGM)

MB alsc decided that officers attending the AGM should
submit status update to S/EPF and that S{EPF should submit
such status update to the Monetary Bgard®'? ,

Rationalgld

As per the board paper the ds|
following reasons:

1. "EPFhas inv
and AGMs thesefcompanies ara convened very

as sought due to

fraquantly at s. tice”
2. “Dueto culty in obtaining approval of the Board in
time meatings are convened”

30 March 2017

AGM/E hareholders of licensed bank and all other
com era EPF holds shares and shall not be actively
i e voting at these meetings.

Voting rights | MB decid EFF shall be a passive participant at
i

hall be guided by the recommendation of the Board of
ctors in relation to matters taken at AGM/EGM, unless
ere are reasons not to do so, in which S/EPF shall seek
uidance from the Monetary Board.
oard papers during the period 1998 to 2017.

Process and owed by the EPF as per the process walkthrough by the EPF
department ing dated 27 May 2019) are set out in Annexure 48,

Overall analysis of voting pattern

Information received from EPF department

KPMG received the proxy forms pertaining to voting rights exercised by the EPF for the
period June 2011 to 20172"). It was noted that proxy forms were received late by the EPF
department and EPF could not vote in the said meetings Details of the same are provided
in Annexure 49. Multiple copies of proxy forms with contradictory details for the same
meeting were found in the data provided by EPF (Refer Annexure 50 for the details). On

22 From the documents made available for review, no status update document in respect of voting done at

mestings by EPF officials was available.

3 Rationale has been identified as mentioned in the Manetary Board paper. f,—;"—'-”:;h?“h‘\

M Praxy farms wera not available for the period October 2013 to February 2014 and {z gl;upaﬂﬁ!-%is@x\
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investigation of the data provided by EPF, it was noted that the following proxy forms
were available for 76 companies where the EPF had invested:

Tabte 226: Count of meeting

Type of meeting Count of meetings attended Potential number of total
by EPF?5 meetings held as per the
Investment data
AGM 258 527219
EGM 45 | N.A.2Y7
Total 303 |
Source: Proxy forms received from EPF and KPMG workings.

Details in respect of AGM and EGM attended by EPF and potential number of AGM held
are set out in Annexure 51, 52 and 53 respectively.

Information received from Investee companies QQ

In the absence of complete information regarding thé voti ts exercised by EPF, it
was agreed with FAMC and Board Secretariat will reagh out'to the investee companies

and get records of such votes casted by EPF. x

Letters were sent to 83 investee companies, @ut ofwhich 56 investee companies provided
data in the form of either summary of th ing details and/or copias of proxy forMs The
provisions of Section 116 (1) (g) of th ies Act mandate the companies to store
data for 10 years’ time pericd. Hen t of 56 investee companies cited the afore-

mentioned provisions and provi ils only for the period between 2009 and 2017
whereas nine companies groyid a for the entire Review Period i.e. 1998 to 2017.

Table 227: Summary of j tion provided by listed companies

F & ot

Total Attended Total | Attended Total Attended

held by EPF held | by EPF held by EPF
1998-2008 9 58 6 14 3 72 9
2009-2017 5128 292 182 52 33 344 215
Others?'® 5 - - - - - -
Total 56 350 188 66 36 416 224
Source: Proxy forms and data received from investee companies.

#15 Only duly complete and legible proxy forms {Date, Proxy name, signature and stamp of DG) were considered

for the purpose of arriving at the count of shareholders meetings attended by the EPF.

2'® The potential number of total meetings has been calculated with an assumption that the investee company

held its meeting once avery year in the manth of March. The count of potential meetings is based on the numbar

of companies in which EPF held investments as on 31 March evary year. The same may not be accurate if any of

the companias had not held a meeting in a specific year.

27 The potential number of EGMs is not identifiable as it is not conducted on annual basis.

218 The total count of 51 includes the nine companies which have provided data for the period 1998 to 2008.

219 These are the companies for which the EPF either held non-voting shares or did ;\g_fﬁﬁa}gﬁ'ﬁﬁhareholder's

meeting as per the companies’ records. -5/\9. — b{@fh
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Out of total 416 meetings conducted by 56 investee companies, EPF had attended 224
meetings. On investigation of the proxy forms provided by the investee companies,
KPMG noted four cases where EPF had voted against the resolution of the company.
Details in respect of AGM and EGM attended by EPF as per data received from the
investee companies are set out in Annexure 54 and 55 respectively.

On comparison of proxy forms received from EPF and those from the investee
companies, following cases of voting against the resolution by EPF based on source data
were noted:

Table 228: Summary of voting ‘against’ the company

MName of the Type Date of Against Against as per = Resolution voted
Company meeting as per investes against
EPF data cormpany

Commercial AGM 30 March Ra-appointre-
Bank of Ceylon 2011 alect Director
PLC

2 Hatton National | AGM 30 March Re-elect director
Bank PLC%¢ 2015

3 Commercial AGM 31 March Y& Yes Re-elect director
Bank of Caylon 2015
PLC

4 Seylan Bank AGM 31 Mar Yes Re-elect director
PLC

5 National EGM Yes Yes Changs in
Davelopmaent articles of
Bank PLC | association

Source: Data received fro steg companies.

On comparison of prox

Sr. Name of the Type of Date of Against Against as  Resolution voted
no Company meeting meeting as per per against
EPF data investee
company
Hatton National | AGM 30 March Yes Re-slact director
Bank PLC 2017
2 | DFCC BankPLC | AGM 30 March Yes No Re-elact director
2017
3 | Seylan Bank AGM 31 March Yes No Re-elect director
PLC 2017 !
Source: Data received from EPF and investee companies.

Refer Exhibit 71, 72, 73 and 74 for the multiple copies of the proxy forms
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For the above cases multiple proxy forms with contradictory voting details were noted in
the information received from EPF. Refer Annexure 50 for details of multiple proxy forms.
On receipt of information from the investee companies, it was noted that the EPF had
abstained from voting in all the above three cases. KPMG has relied on the data received
from the investee companies and has not considered the above cases to be voted
‘against’ for investigation.

Supporting dacuments were reviewed to identify the basis for voting and the approvals
for the same. Given below is a summary of the analysis

Table 230: Approvals and rationale

AGM / EGM Type of Exhibit IC Rationale

and date resolution No. — Approval
Commercial AGM /30 Re-appoint/re- ! No rationale
Bank of March 2011 elect Directors for voting
Ceylon PLC ‘against’ was
2 Commercial AGM /1 Re-glect documented
Bank of March 2015 director in the
Caylon PLC documents
3 | Seylan Bank AGM /31 Re-alect N Exhibit provided for
PLC March 2015 diract 77 invastigation
] 4 Hatton AGM /30 Re-ale! Exhibit
National Bank | March 2015 i 78
PLC
5 National AGM /27 Ju nge in Exhibit
Development 2016 rticles of 79
Bank ssociation
Source: Proxy forms raceived fi and Investee company and supporting documents
provided by EPF.

Refer Annexure 56 f %Insj f resolutions for which EPF had voted ‘against’ the resolution
of the board of lovést pany.

Non-compli,

Mr. A.G.U Tillakaratne, Superintendent EPF had confirmed that no control mechanism
existed to track the status of the general meetings attended by EPF, Further, the status
updates provided to the EPF management after the AGM/EGM were not available.

Voting in case of Commercial Bank of Ceylon (in 2011), was in contravention to the IC
instructions to vote for the resolutions in the meeting. The same was instructed by the IC
in its meeting dated 23 March 2011. No rationale has been provided for overruling the
decision of IC for voting. Refer Exhibit 80 for IC meeting minutes.

Additional shares of Commercial Bank of Ceylon were purchased on 28 March 2011 and
29 March 2011, i.e. just prior to the AGM and EGM held on 30 March 2011. 6 million
shares purchased by EPF were not in accordance with the IC approved quantity (2 million
shares) agreed in the IC Meeting?®'. {Refer Exhibit 81 for the IC recommendation to buy 2

21 Dated 23 March 2011
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million shares) However, the transaction was subsequently ratified by the IC on 7 April
2011. The said purchase of shares increased the percentage holding in Commercial bank
of Ceylon from 7.07 percent to 8.50 percent. Refer Exhibit 82 and 83 for the transaction
execution documents for the transaction dated 28 March 2011 and 29 March 2011.

In relation to the case of EPF buying shares of Commercial bank of Ceylon just prior to the
AGM and EGM, Mr. B.D.W.A. Silva (Assistant Governor) explained that “there could have
been an attempt to influence the selection of a Board Member through the government
ownership in SLIC, Bank of Ceylon, EPF and ETF coliectively”.

Other observations

For three meetings held in March 2015 EPF had voted against the invetee company
proposed resolution. In these cases, EPF had recommended the na f persons for the
ur

post of Directors and Chairman to the board of the respective ant to
recommendations received from the Ministry of Finance, Srj d approval from the
Monetary Board. Details of the same are set out in An efer Exhibit 84 and
Exhibit 85 for email from Ms. Dimuthu Samaratungaf@nd aper for nomination of

individuals identified by the Ministry of Finance.

The internal documents for voting against the won of Hatton National Bank shows
that DG, Mr. P Samarasiri had signed a b!an@ orm for voting related to Hatton
National Bank, and it was shared with thw of Finance. Refer Exhibit 86 for the

internal documents and copy of blan rm. Details of other supporting information
are set out in Annexure 58.

Following is the written respo e of the questions posed to Mr. R. A. A. Jayalath,
then Superintendent of ing to my recollection on HNB related activities, first
proxy form marked as quirement of the Government (as understood by the EPF
and DG} and signed r. Samarasiri (Senior Deputy Governor acting for Mr. Silva
in his absence} wasls MOF. However MOF returned such marked and signed proxy
forms requ s end signed proxy forms unmarked. Accordingly, this was
informed to Mr. Silva (overseeing EPF) and he agreed to sign it as he was aware of
the stand taken Dy the Government. Accordingly signed unmarked proxy forms were sent
to MOF in that instance”.

In response to a question related to the 2015 case of Hatton National Bank {HNB) where
EPF voted ‘against’ the resolution for reappointing of director viz. Ms. Rani Jayamaha,
following was Mr. R.A.A..Jayalath’s response “ EPF had no specific reason to vote in favour
or against the resolution to re-appoint Ms, Jayamaha. It was done on the instructions of
higher management/signing authority and the Ministry of Finance {MOF). Office minutes
made in relevant file would testify for this pasition, though the practice of higher officers
was to give only verbal instructions in such instances”.
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12.4 Persons or authority involved in the decisions to vote against
1241 On investigation of the proxy forms, following people were identified to be involved in
the voting process of EPF i.e. decision making, attending the meeting as proxy or the
names have been mentioned in the internal documents for voting against the decision of
the management of the investee company:
Table 231: Decision making for voting
Case Name of the Name of the Name of officer in Any other person noted in the
No. company DG signing the proxy form documents
the proxy
1 Commercial | Mr. P.D.J. Ms K. Gunatilleke- ing arg
Bank of Fernando Additional in the exg
Caylon PLC - Superintendent Ma g
30 March > :
2011 (AGM) atinte
b @ D:0.Y. Perera- Deputy
erintendent
3. PMr. M.5.M. Husam- Assistant
Superintandent
\ 4. Ms. G.H.P.P. Shyamalie-
Q Assistant Suparintendent
IC meeting dated 23 March 2011:
@ 1. Mr. P.D.J. Fernando- Deputy
Govarnor
2. Ms, C.M.D.N.K. Senaviratne-
Acting Superintendent of EPF
* 3. Ms. K. Gunatilieke - Additional
Superintandent of EPF
2 Commercial | M Ms D.P. NA
Bank of W, Udugamkorala-
Ceylon PLC - i Assistant
31 Mar, Superintendent
201
3 | SeylanBénk | Mr. s Mr. 5. NA
PLC - 31 B.D.W.A. Pathumanapan-
March 2015 Silva Assistant
{AGM) Superintendent
4 Hatton Mr. Mr. 8. 1. Deputy Governor signing the
National B.D.W.A. Pathumanapan- blank proxy form- Mr. P.
Bank PLC - Silva Assistant Samarasiri
30 March Superintendent 2. Mr.R.A.A. Jayalath —
2015 {AGM) Superintendent of EPF
5 National Mr. S. Mr. T.C.U. Jayanetti- | NA i
Development | Lankathilake | Senior Assistant
Bank - 27 Superintendent
July 2016 |
(EGM)
Source: Proxy forms received from investee companies and copies of internal documents
provided by the EPF.
12.4.2

Project Diamend Final report 7 November 2019 (FA3

Following are the explanations by EPF/CBSL officials in relation to cases |
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he is not in favour of the decision of EPF appainting Mr. Hullugale, then as well as today.
He said that he does not recollect the events that transpired and does not recollect EPF
had voted against Mr. Ranjith Fernando as per the proxy form. He further explained that
he did not evaluate the decision of voting against Mr. Ranjith Fernando and explained
that he was not aware of his role in authorizing voting decisions of EPF, during his tenure
as the Deputy Governor.

Ms. K. Gunatilleke stated “l was unable to recollect the sequence of events and | was
‘instructed’ to go to the AGM and sign as per the instructions of the Deputy Governor
{DG)."

Mr. 5. Pathumanapan {Assistant Superintendent) stated that “| was instructed by then
S/EPF Mr. R A A Jayalath to vote as per the proxy form if there wa oll. Further,
during the AGM/EGM, a person called *Ms. Dimuthu Samarath ' from Ministry of
Finance {CBSL officer seconded to MOF) contacted me cou s and informed me

that there was change of the decision by the Govern a at 'should vote
differently to the proxy.” In response to the questicrl[in relatioh to the above, Ms.
Dimuthu Samarathunga responded stated that “/ co tedithe proxy-attendee and made
such request based on the Finance Minister’s in&fian

Mr. R. A.A. Jayaslath (Superintendent) in re
“l was informed by the Governor Mr. Ma
all those directors of banking institutio
shareholding by Government rel
banks to run independently ther
for Annual General Meetings

the questionnaire sent to him stated
that Government has decided to replace
ointed by previous Government using the
itutions in respective banks and allowing the
Nccordingly, he instructed me to send proxy forms
I of all banking institutions relating to shares held by

EPF to Ministry of Fina er such proxy forms were received and ask the proxies
of EPF to vote in line w% Government related shareholders. Deputy Governor (DG)

Mr. Samarasiri also ed this position when | check this with him. Later on | was made
to understandgths3 @ws discussed and communicated to banking institutions at a

@ e tral Bank with the participation of bankers, Higher officials of CBSL,
MOF and the“Government Ministers. Subsequently, | received a request from Director/
Economic Affairs of MOF for the signed proxy forms. Deputy Governor was the authority
for signing proxy forms on behalf of EPF/Monetary Board.”.

Further, it was observed that in response to a general question related to the role of
Ministry of Finance in appointment of Directors to Banks, Ms. Dimuthu Samarathunga
responded that “Finance Minister instructed me to coordinate with EPF in making
arrangements to appoint the persons named by him to the identified Banks.”

MB on 3 March 1998 and 7 Agpril 1998 {refer Table 220} had indicated not to investin
banks due to potential conflict of interest. In the above instances it appears that potential
conflict of interest may arise if active participation of EPF is present in
appointment/removal of directors of the banks. We understand that the voting policy has
been updated and EPF will go forward mainly act as a passive investor.
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Auditor General
Background

Section 6 (1) of the EPF Act requires annual audit of the books of accounts of EPF to be
carried out by the Auditor General {AG) of Sri Lanka and audit report submitted to the
Parliament. Observations noted by the AG during the annual audits were part of raports
submitted during the period 1998 to 2017,

Scope of the investigation required examination of reports of the AG, examine the
gueries raised by AG and if adequate action has been taken by EPF to addrass the
concerns raised by AG.

During the investigation, it was identified that the audit report fo d 1999 were not
available with the EPF department. Copies of the report were a retrievable from
AG's office. On a detailed analysis of the available AG rep bservations
{including few recurring issues) were identified for thé perio 0222 to 2017. AG’s report

had not identified names of the companies for many‘\abservations and at appropriate
places, such names have been inferred based o%in ry classification and EPF's

transaction data. Q

Type of Name of the Coimpany /Industry Count of EPF
observation observations Responses

Table: 232: AG's observations

4
1 1
4 2
Losses and 6 =
6 4
impairment of 5 3
SNy, : 1 1
investments 4 =
B 10 5
Unspecified Impairment losses 4 3
nidentified losses 40 17
Total g3 4428
Non-compliance with the Sri Lankan 2 1
Accounting Standards
e T Non-disclosure of information in financial 3 2
g statements
deficiency
Items not brought to account 1 -
Provisions not made in the books of accounts 1 -
Total 7 3

32 Auditor General Report for the period 1998 and 1999 were not available with the EPF department.

22 The names of the hotel companies making losses were not mentioned in the report. Accordingly, the number
of times observation has repeated is not company wise.

24 For the above categories there were 78 unigue observations appearing in the AG reparts. The balance five
appeared in multiple companies/categorias.

Z* Responses were raceived for 32 unique observations appearing in the AG reports. The adfi [iPnare due
to receiving responses for multiple companies/categories in a single response, ‘ = ‘9(@; %
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Type of Name of the Company / Industry Count of
observation

EPF

observations Responses

Non- Compliance with Laws, rules, 1
Other Regulations, Management decisions

Lack of Evidence for Audit 1
RLESIStiONS Systems and Controls <] 3

Operating inafficiancies 1 1

Total 15 6
Total 105 53

Sourge: KPMG workings, AG reports and documents providad for raview by EPF department

Framework for resolution of AG’s Observations

KPMG held multiple meetings with the Accounts and Finance Division

understand the process for remediating the observations since no d6

was made available for investigation. The Accounts and Finance @ i

the following was the process followed by EPF: Q
uni

- Final audit observations related to EPF are co by AG to the
Superintendent of EPF {S/EPF) through the Gavernofiof the Central Bank. S/EPF in
turn forwards them to the Accounts Division fo opriate dissemination to
various divisions within EPF.

- Divisions share their responses and agfio to the Accounts Division through
their respective Deputy and Additi perintendent in charge of the Division.
S/EPF is responsible for the over onse whereas the Accounts division is
responsible for compiling the s to the queries.

- Till 2018, responses to audit observations were submitted to Auditor General
through the Deputy Go% in charge of EPF. Post 2018, responses are

mented procedure
explained that

ard and thereafter to the Auditor General.

submitted to the I\Mx
Based on the understa ofthe process, KPMG requested for the internal
memorandums pre y respective divisions for observations pertaining to the
investments. %

Action taken reports and officials responsible for resolution

Due to unavailability of records for prior period, EPF department “is not in a position to
provide the names of officers and their respective departments responsible for the
resolution of the AG’s observations appearing in the Final Auditor General’s Report”.
However, based on the documents made available, action taken reports/ corrective action

report/status could be identified from the Monetary Board papers for the years 2004,
2006, and 2017,
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13.3 Observations pertaining to losses/no income on investments
13.3.1 Auditor General had raised observations and highlighted instances of losses in
invastment in equity shares during the period 2000 to 2017.
Table 233: Investments leading to losses or not generating income
Industry as per Name of the Year of Year of No. of years  EPF response
AG's report company/ Industry investme  first AG observation on
nt=28 observat repeated observation
ion by AG
Airline Sri/Lankan Airlines
company Limited
Electricity West Coast Power 2007 2011 1 1
| generation Limited
Hotel sector Canwill Holdings 2013 2013 2
Private Limited
Hotel sector Galadari Hotels Lanka | 2010 2011t 4
PLC
Finance The Finance Company | 2010 2011 6 4
company PLC
Technology PC House PLC 2010 20 5 3
company
Gas company Laugfs Gas PLC 2 1 1
Hotel sector Hotel Companies?®’ 201 10 7
- Unspecified 2012 4 3
Impairment {osses
- Unidentified losses 2001 40 20
Total 83=* 49=
Source: KPMG workings and Au eral reports
13.3.2 The losses incurred by y investments have been specifically highlighted in the
section for listed and uglist estments Mentioned below are the details of
observations ralsed% ponses subrnitted to the AG against the said observations.
13.4 t osses inc estment in Sri Lankan Airlines Limited
13.4.1 The EPF had invegted a sum of LKR 500 million in shares of Sri Lankan Airlines on 12 July
2010. However, no income yielded to EPF since the date of investment. In the year 2015,
the EPF had impaired the value of these investments from the financial statements as a
loss.
13.4.2 AG in its report for 2015 mentioned that the accumulated losses sustained by Sri Lankan

Airlines by the end of the year 2015 were LKR 128,238 million. Further, the AG pointed out

28 Year of first investment in the company was considered to be the year of investments.

27 The names of the hotel companies making losses were not mentioned in the report. Accordingly, the number
of times abservation has repeated is not company wise.

% Far the above categories thare were 78 unigue observations appearing in the AG reports The balance five
appeared in multiple companies/categories.

29 Responses were received for 44 unique observations appearing in the AG reports The adﬁ'ﬁnn&lﬁ\?g\are due
to receiving responses for multiple companies/categories in a single respanse. -
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in its report for the year 2017 that Sri Lankan Airlines was already incurring losses at the
time of investment by the EPF.

Table 234: Gist of observations

Sr. Ohbservation raised by AG Reporting year
No
1 | Noincome accrued to the EPF since the date of 2011, 2012, 2013, 2014, 2015
Investment
2 | Impairment loss incurred on the investment 2015, 2017
Source: Extracts of EPF annual returns and Auditor General reports

13.4.3 Response provided by the EPF and the Governor indicated that the inyestment was made
in 2010 with a long-term perspective and would turn profitable withi eriod of 5to 10
years. The said rationele was provided by the Governor to the C in its meeting dated
6 February 2013.

1344 Refer Annexure 59 for the year-wise observations rai d he response thereto.

Status of the investment as on 31 December 2017

13.4.5 The investment in Sri Lankan Airlines was in& on 31 March 2015 leaving a
b

nominal value of LKR 100 in the books of ac The total impairment loss booked on
the investment was LKR 499.89 million a ooks of accounts.

13.4.6 Some of the key issues noted at th
the transactions is set out below:

nvestments and the personnel involved in

- IC approval date pmr t of proposal
- Evidence of analx y Middle office not available on record
- Shareholder ag& t not available on records
Funds remi vestment prior to Monetary Board approval and investment

isi * ntly ratified.

Table 235: People

involved in the decision for transfer of funds:

Name of the person Designation

Mr. P. D. J. Fernando BPeputy Governor

Mr. B. D. W. A Silva Assistant Governor

Mr. R. Dheerasignhe Superintendent

Ms. K. Gunatilleke Assistant Superintendent
Mr. L. D. D. Y. Perara Deputy Superintendent
Mr. G. H. P. P. Shyamalie Fund Manager

Source: Documents provided by EPF

135 Low income derived from West Coast Power Limited

13.5.1 EPF had invested a total of LKR 2,975 million in West Coast Power Limited during the period
April 2007 to November 2008. No income yielded to EPF on these investments for the years
2008, 2009 and 2010. However, in the year 2011, the AG had raised queries pertaining to
low income generated from the investment in West Coast Power Limit he AG also
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mentioned that the income received as considered for the period of investment represented
4 per cent annually.

Table 236: Gist of observation

Sr. Type of observation raised hy AG Reporting year
no
1 | Noincome accrued to the EPF since the date of Investment 2011

Source:; AG reports provided by EPF

The EPF in its response had mentioned that the company has turned profitable and has
provided positive dividends to EPF. Year-wise observations raised by AG and the
response thereto are set out in Annexure 60.

On review of the dividends received by the EPF from the SAP d was noted that post
2011, investment in West Coast Power Limited has provided turh of LKR 5,341.47

million till 31 December 2017. Following are the year eceived from West
Coast Power Limited:

Table 237: Dividend summary

Lividend received {LKR/million)

2011 540.91
2012 216.36
2013 B811.36
2014 730.23
20156 1,014.20
2016 811.36
2017 1,217.05
Total 5,341.47
Source: SAP data provii

Losses incu stment in ‘The Finance Company PLC’

EPF had invested a sum of LKR 205.49 million in 5,091,200 units of The Finance Company
PLC from 23 February 2011 to 1 November 2011. AG had noted that the company had
accumulated losses and was making loss in the year in which the investment was made.
Year-wise observations raised by AG and the response thereto are set out in Annexure
61.

Table 238: Gist of observations

1 Invastment in loss making company 2011, 2013, 2014, 2015, 2017

2 No income accrued to the EPF since the date of | 2011, 2012, 2013, 2014, 2015, 2017
[nvastment

3 Diminishing share market price 2011, 2013

4 Impairment loss 20172

¥ investment were impaired in the years 2015, 2016 and 2017, However, the AG had reporied.issmsal
in the AG report far the year 2017. g
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Type of observation raised by AG Reporting year

Source: AG reports provided by EPF

AQG's observations pertaining to losses in The Finance Company PLC are:

EPF had not received any income in the form of dividends from the investment since the
date of investment till 2017 as per the entries in the SAP system. The Fund impaired the
investments as at 31 December 2016 and 31 December 2016 booking a loss of LKR 179.02
million.

On review of the responses to the Auditor General observation with regards to investment
in The Finance Company, following was noted:

- in the audit report for 2012, the Central Bank stated that t ment would be
profitable in the future.
T f

- As per the Governor, Mr. Ajith Nivard Cabraal’s repl@ in 2013, EPF was

unable to make profits from the investment d s luctuations in the

market.

- As per the audit report for 2014, the response bservation mentioned that
the company was under restructuring an%e was were no future financial

prospects for the company to revive. T, 015 and 2016, the investment loss
of LKR 179.02 million was booked. Q

- In 2017, the response to the obse@;I tated that it was expected that the
company losses would revers; acro-economic factors. These macro-
economic factors, such as re¥ival of property prices, positive impact of the capital
structure were the main congiderations for EPF to hold the investment.

EPF had invested LKR illion in 20,942,989 shares of PC House PLC and the share
of this company ha% n offered for sale in the stock market since 2009. The Fund
n r

Losses incurred on in‘&n PC House Limited

had received 2008 to 2011, however, the dividend income was not
commensur th the investment. Further, the EPF had purchased 11,324,228 shares at
a cost of LKR million in or about April 2013, while the liquidity of that company had
not been considered.

AG's report highlighted that the company had incurred huge !osses during the accounting
period 2012-2013 and the auditors had expressed a qualified opinion on the going
concern of the company. Further, the AG report mentioned that in 2015, the share prices
of the company had diminished by 97 percent; however, no action had been taken to
impair such investments.

The report also stated that EPF had not received any income from the investments made
in 2013 till 2017. Besides an actual loss of LKR 43 million was sustained by the Fund by
selling the shares in 2016. Year wise observations raised by AG and the response thereto
are set out in Annexure 62.
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Table 239: Gist of observations

=

1 | No capital gains as shares not traded in the share markst 2011, 2012

2 | Investment in loss making company 2017

3 | Noincoms accrued to the EPF since the date of Investment 20173

4 | Diminishing share market price 2013, 2014

5 | Loss on sale of sharses 2017
Source: AG reports provided by EPF

Responses to the queries of AG observations were as follows:

would be
ividends and

- In 2011, CBSL was of the opinion that the communications fiel
developed, and the company would turn profitable and prowi
capital profits to EPF.

- As per the response to the audit for 2012, the Central ri Lanka was of the
view that the dividends and capital gains from thi nywould increase in the
future with the expansion of Communicationsfsecto g with the economic
development of the country.

- The Governor in his letter to the Minist
investment in PC House was a strategic.i
profits in the future.

Planning had mentioned that the
tment and the same would make

Losses incurred on investment in La s PLC

EPF had invested in the voting an
tune of LKR 3,390.46 million. A
second place in the ownershi

ing shares of Laugfs Gas PLC in 2010 to the
mentioned that by 2013, EPF had reached

res with voting rights and first place in the

g rights. However, the value of such shares had largely

ownership of shares wit N
diminished. Year-wise @bsetuations raised by AG and the response thereto are set out in
Annaxure 63.

Table 240: Gis ob ations

Type of observation raised by AG Year of AG report

Diminishing share market price
| Source: AG reports provided by EPF i

Below mentioned are the responses to AG observations related to Laugfs Gas PLC:

- In 2012, CBSL was of the view that the investment was made in Laugis gas which
was a profit-making unit at the time of investment. It was considered to be a long-
term investment and the benefits were expected in the future,

- As per the Governor's letter in 2015 to the Ministry of Policy, Planning, Economic
affairs, Child youth and cultural affairs, it was mentioned that the investment in
Laugfs Gas has diminished but no reasons for the same were stated in the letter.

2 However, as per the AG report for the year 2012, it is mentioned that the fund had received dividends for the
years 2008 to 2012. 2 A
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Investment in Canwill Holdings Private Limited

AG's reports mentioned that the EPF in collaboration with Sri Lanka Insurance
Corporation Limited and Litro Gas Lanka Limited had invested LKR 5 billion in a project of
CHPL in 2013, which was to list in the share market by the end of 2015. However, the

construction of the hotel was not completed by June 2015. Consequently, the listing
could not be done.

The AG had raised observations regarding the delay in starting the project in the year
2015, 2016 and 2017. It was noted in the AG's reports that there was a delay in starting
the operations of the company and failure to abide by the shareholders agreement. Year-
wise observations raised by AG and the response thereto are set out iR Annexure 64.

in respense to the abservation in the AG report for 2017, it was grentio
Governor® of CBSL commented that it had been decided by r

the constructions of Canwill Holdings Limited thereby selli -@

that a Deputy
ent to suspend

On investigation of the investment in Canwill, following wa$ noted:

Investment in Canwill was not recommended b Middle office
Approval of the Investment Commiﬁ@ t obtained prior to investment
0

- Investment was done with the appro e Monetary Board in 2013.
- Investment in Canwill has provid@n dend of LKR 5 million in 2017.

C

Investment in Galadari Hotels

EPF had invested LKR 810.30 i 23.71 million shares of Galadari Hotels {Lanka}

PLC. AG had highlighte i rt for 2011 that the company was already incurring
eagnings ratios for the years 2008 to 2010.

losses and had unfavor

AG's report mentio K EPF had not received any income from this investment since
the date of in 010. EPF had purchased the shares at LKR 34.17; however, the
market pric are had declined to LKR 10.50 by the end of December 2015 as stated
by the AG in his\ggport for 2015. Accordingly, these investments were impaired in 2015
and 2017, thereby incurring impairment losses of LKR 620.62 million {calculated as per
SAP data).

Responses provided by CBSL

- The CBSL in the AG report for 2011 was of the view that better results could be
expected due to improvements taking place in the tourism sector.

- In the report for 2012, the CBSL was of the view that the investment would be
profitable in the future.

- The response to the AG's observation mentioned that the investment was made in
accordance with the prospects in the hotel sector prevailing in 2010. However, the
state of the hotel sector in 2015 was not satisfactory and was not expected to
improve in the future. Hence EPF had impaired the investment in 2015.

-~
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- In 2017, as per the EPF response, the hotel sector was expected to perform and
generate greater returns after the end of civil war in 2009. It was mentioned that as
per the directions fram the Monstary Board, Galadari Hotels had returned to profit
making in 2017.

Year-wise queries raised by AG and the response thereto are set out in Annexure 65.
EPF as at 31 December 2017, has booked a total impairment loss of LKR 620.62 million in
the books of accounts. The total investment in Galadari Hotels was LKR 810.30 million.

Out of the total investrnent of LKR 810.30 million, LKR 801.11 million was purchased as a
crossings transaction.

Losses incurred on investments in Hotel Companies

EPF had invested its funds in various hotel companies. However &i income or very
less income was yielded by majority of such investments. Acco , the AG had
mentioned observations related to losses, due to investme | companies for 2011
to 2017. Year-wise observations raised by AG and thefrespo ereto are provided in

Annexure 66.

Table 241: Summary of investments as on 31 Dagember 2017:

Galadari Hotels {Lanka) PLC i = {620.62)
Ceylon Hotels Corporation PLC Li - {374.35)
Tal Lanka Hotels PLC ed - {171.68)
Eden Hotels PLC Listed 3.4 {77.20)
Canwill Holdings (Pvt) Ltd, Unlisted 5.00 -
Jetwing Symphony Limit Unlisted - -
Unlisted
Weligama Hotel Pro ) Ltd - -
Light House Listed 71.18 0.13
Hotel Reefc imited Listed - 1.42
Rivarina Hotel Listed - 1.62
Stafford Hotels Listed 0.10 3.38
Tangerine Beach Hotels Listed 4.66 3.69
| Pegasus Hotels of Ceylon PLC Listed g.10 3.73
Aitken Spence Hotels Listed 224.58 29.11
Asian Hotels & Properties PLC Listed 909.48 76.97
Source: SAP data provided by the EPF department

Responses provided by the EPF department stated that the observations related to
impairment of investments were raised in 2012 and 2013. However, as per the letter by
the Governor to Ministry of Policy, Planning, Economic affairs, Chitd youth and cultural
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affairs, EPF in 2015 mentioned that the investments were not impaired and have
subsequently been impaired based on the Sri Lankan accounting standards.

Unspecified impairment losses

Due to continuous losses in the investments of the EPF in various companies, impairment
of such investments was required to be done in the financial statements of the EPF. AG
had pointed out observations related to impairment of such investments stating issues
such as- non-recognition of impairment losses and recognition of impairment losses not
in compliance with Sri Lankan Accounting Standards.

Responses provided by the EPF department stated that the observatiops related to
impairment of investments were raised in 2012 and 2013. However,as fer the letter by
the Governor to Ministry of Palicy, Planning, Economic affairs, y and cultural
affairs, EPF in 2015 noted that the investments were not impaire & have subsequently
been impaired based on the Sri Lankan accounting standar

In one of the cases for Tea Small Holders factories P@hare price had decreased by
56 percent in the market. However as per the respons F in 2016, the investment
was done under the short-term portfolio and it not be detrimental as suggested by

the AG. Q
Refer Annexure 67 for details of AG's ob®| s and EPF’s responses towards it.

Unidentified company losses

AG had pointed out observati ed to losses in various companies spread across
investments in different j (y r the years 2000 to 2005 and from 2011 to 2016. The
summary of responses i y the EPF, Governor and the Central Bank is as follows
against the observationSyraised by the AG:

- Investmeqtsii companies were made with long term prospects. In view of the
31 Bank ri Lanka, it is not appropriate to calculate profit or loss on
unrealiséd losses for long term investments.

- In cases where EPF had not received any income, CBSL was of the view that
investments were made with a view of reaping long-term benefits and not in the
short term.

- In 2014, the EPF mentioned that the investments should be looked at by the AG as
a portfolio and not as a particular scrip. Due to prolonged adverse market
conditions, the investments have decreased significantly as a whole.

- The EPF was hoping the share market to improve in the future after significant
drop in 2015 (5.5 percent} and 2016 (9.7 percent).

Year-wise observations raised by AG and the response thereto are set out in Annexure
68. Following was the corrective action plan devised to overcome the challenges in
identifying loss making scrip in the portfolio:

- To realise losses, EPF revised its impairment policy in 2016 to recognize losses in
equity portfolio in a timely manner. Accordingly, the EPF has impaire
investments at the end of the year 2015, 2016 and 2017.
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- EPF had disposed of certain securities in the trading portfolio which were incurring
losses or whose value had diminished.

13.13.3 The losses have been identified by the AG based on mark to markst at the end of each

13.14
13.14.1

year. Howaver, KPMQG in its report has highlighted loss-making transactions which have
gither resulted in a realised or impairment loss. The details of loss-making transactions as
at 31 December 2017 were as follows:

Table 242: Loss summary

Colombo Dockyard Investment 41 {1,868.73)
Bukit Darah Investment 10 {1,707.18)
Carson Cumberbatch PLC Investment {1,625.64)
Brown & Co PLC Investment 1 {1,304.24)
Ceylon Grain Elevators Investment (651.91}
Galadari Hotels {Lanka) PLC Investment 8 (620.62)
Caylon Hotals Corporation PLC 3 {377.69)
Ceylon Guardian Investment PLC 26 {282.45}
Tal Lanka Hotels PLC 70 {225.10)
The Finance Company 1 (179.02}
Hayleys Fabric PLC 2 {138.79)
Eden Hotels Lanka PLC 25 {130.14)
Raigam Wayamba Saltern Ltd 20 {64.38)
Mackwood Energy PLC Investment 1 {16.86)
{ Dialog Telekom = nvestment 280 {5.75)
| M Total 909 9,198.50

| Source: SAP data provide, F

The observations peftai to policy compliance and other issues noted for the above-
mentioned in ve been highlighted in section for Listed Equity Investments.

Accounting isSues highlighted by the Auditor General

The AG pointed out accounting issues in the financial statements of the EPF for the years
2000, 2004, 2014 and 2015. The following are the major categories of accounting related
observations;

- Non-compliance with the Sri Lankan Accounting Standards
- Non-disclosure of information in financial statements.,

- Items not brought to account

- Provisions not made in the books of accounts

U
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Table 243: Gist of observations

Type of observation Number of Hesponses made
chservations available by EPF
for review
Non-compliance with tha Sti Lankan Accounting 2 1
Standards

Non-disclosurs of informationin financial statements
Items not brought to account

Provisions not made in the books of accounts

Total

Source: Auditor Genaral reports and KPMG workings

== e
Woo|IN

EPF’s response to the AG's observations are provided below and yearawise observations
raised by AG and the response thereto are set out in Annexure 69,

The method of calculation of capital gain on sale of share was d fgom highest price
method (highest price of purchase was considered to be th eighted average
cost (WAC) in 2004. As a corrective action, the figure 2 re reinstated based on

the WAC. The nature and objective of the reserves e notidisclosed as a note in the
financial statements for 2014. As a corrective action p & EPF decided to disclose the
nature and objectives in the financial statement%the same was done in the year 2015.

No responses received on certain observations raised by the Auditor General. The
summary of the observations for which pOnses were received are as follows:

- The AG noted that broker ¢

account,
- Itwas highlighted by t at a prior period item pertaining to income was
iew. This had resulted in income overstatement.

included in the y ?\
Process gaps or ope & issues in the Investment process

Besides the ohs @as categorized above, the AG had pointed out certain other
observatio @ BinitYg to issues with regards to Investment process.

aining to share market were not brought to

Table 244: Gist aP observations
Type of observation Number of | Responses made available
observations | by EPF for review
Non- Compliance with Laws, rules, 7 1
| Regulations, Management decisions
Lack of Evidence for Audit 2 1
Systems and Controls 5 3
Operating inefficiencies 1 1
Total 15 6
Source: Auditor General reports and KPMG workings

EPF's response to the AG's observations are provided below and Year-wise obsarvations
raised by AG and the response thereto are set out in Annexure 70.

- The AG had identified deficiencies in the systemns and controls for i
process. The EPF in its response has mentioned that generally

15t Flagr, g
Apcilo Mijs Compoung
N M. Joshi Mary ]
Mahalakshmr.

Project Diamond Final report 7 November 2019 (FA3). Mumbai-400 gq;




Project Dlamond
Final Report

Strictly private and confidential
November 2019

was followed and remedial action could be taken in case the weaknesses were
provided by the AG in writing and with details.

13.15.3  No responses received on certain observations raised by the Auditor General. The
summary of the observations for which no responses were received are as follows:

- For certain years the Auditor General’s report had not been tabled in the
Parliament with the accounts and details prepared by the Monetary Board.

the Fund received maximum benefits. However, no details of such investments
had been provided by the AG in its report.
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14 Recommendations

Improvement areas and recomimendations on existent controls at Employees Provident Fund -
Based on our discussions and responses to our questionnaire submitted by EPF in relation to thenigvgstment controls

Table 245: Improvement areas and recommendations to EPF
Sr.No. Area Contraol deficiency Potential risk Recommendation

I - Investment and Dealing cont,
13 EPF Dealing No segregation of ¢ Confidentiality of price- Dealing rooms should be segregated for Debt
dealing for Equity and sensitive informatipn beifg dealing and equity dealing. Both rooms should
Debt compromised & be physicaily distinct from each other in a
manner to avoid passage of any information

between employees responsible for both —

% Debt as well as equity dealing . _N_. .
of CCTVor CCTV recording should be monitored on a

2, - CCTVcamera, No monitoring of the e In case
access logs CCTV and voice foota tting captured regular basis by designated personnel from
and voice recording functionality by due ical issues, EPF.
recording EPF team . r@ will not be Access to audio/video recording should be
le as evidence provided to individuals, who should monitor
No review of access logs \ these aspects on a regular basis
_ B conducted iy et =
3. Mobile phone  Dealing staff curren Confidentiality of price- Mobiie phones should not be carried inside the
usage has access to e sensitive information being  dealing area and should be deposited in
phones durin ing compromised lockers outside the dealing area. A record
i Y hours?3 should be maintained for deposit/access to
AT ) mobile phones. Dealers should periodically
= By, {Quarterly or monthly)} declare the details of
g f;‘ = b o - ____mabile phone which they are using to the
SEz5%8 jof

o
/ #2 |n the Code of Conduct and Internal Controls {2018), it has been stipulated that “The Superintendant of EPF shall provide necessary arrangaments to the dealers and other
? officers of the FO for keeping their mobile phones in a secure place outside the FO*
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Potential risk

Recommendation
Superintandent or Internal Risk Management
Division (IRMD)

brokers having low

"« EPF will do business with

reputation and negative

track record

¢ Particular brokers can
favoured over others d

gaps in performan

Inclusion of
stocks under
ASL

Whistle blower
policy

Internet policv_ I

There is no universe of
stocks specified for
making investments. This
can result in investment
of public funds in sub-
optimal stocks

There is no distinct
Whistle biower poli
hotline at EPE

» Such sub-opti

investments
losses to E@

N

ite

ria should be laid down for

ance of brokers should be reviewed on
: al basis and brokers can be
emipanelled /dis-empanelled based on their
performance and credentials only

sult in

° raudlmalpracticeslirregtil_é}i_
ties, if any, existent at EPF

may not come to light

There is no policy in
relation to internet access
tc Dealing room/FO
employees

= Sensitive information me_l\'("
be leaked out of EPF dealing

room

Specific parameters need to be defined in
respect of —
a. Governance standards of the company
b. Quality of management
c. Minimum net worth/profit
requirements
d. Track record of profits
e. Market capitalization and size of the
company

1
i
I

Since EPF funds are public contributions, it is
advisable for EPF to establish a separate
Whistle blower mechanism to addrass
concerns of it's members/staff members and
other stakeholders

There should be clear cut policy for access to
websites in the dealing area. Only websites
that are required for business purpose need to
be made accessible

> ;
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Recommendation

Sr.No. Area Control deficiency Potential risk
8. Hard copies of EPF dealing staff can = Sensitive information may Carrying hard copies of documents outside
documents freely carry hard copies be leaked out of EPF dealing dealing rdpm and CBSL premises should be
of documents outside rocom prohi
dealing room or outside
] _ CBSL premises _ — N
9, Print logs Print logging is not done e Prints of confidential -{ogging application should be installed
at EPF Investments documents may be carried d monitored on a regular basis
- function S out of EPF premisas PR
10. Alerts Currently there is no » This will result in pplicy Mechanism for system generated alerts should
mechanism alerts mechanism to deviations B& be incorporated for immediate attention of
highlight breaches of management to avoid policy level breachas
trading limits, portfolio
limits and holding limits
for securities — e
11. Broker No explicit policy ntial risk of Broker turnover needs to be monitored on a
turnover guidelines exist to limit uring particular  regular basis and maximum limits are required
the amount of individual o nd receiving to be defined in terms of quarterly / annual
broker turnover and broker turnover and brokerage amount
brokerage amount o
L N\ System controls T -
12, I.T. assets There was no me h@ » inefficient utilization and lack Configuration management database (CMDB}
configuration in EPF/CBSL of identification of |.T. assets should be immediately installed at CBSL. This
locate the I.T, 8ssets used database contains all relevant information
by employees about the hardware and software components
used in an organization's |T services and the
e | 2 ; - e 8. relationships between those components.
N A48 Bring Your There is no explicit e There is no track of mabile  CBSL should consider implementing the
o zg ; -L'fo“ own device mention in respect of devices used for Mobile Device Management (MDM) solution
5E==_3l\ ) {B.Y.0.D) usage of mobile phones official/personal purpose that will have the necessary controls in place
g-:;;, ga-z]ia |:. - and the availability of official
§§ Eé > ! r:- -::r'l
5 § \q““\/
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Recommendation

Sr.No. Area Control deficiency Potential risk
in the Information information on such mobile  and to an extent bank can have control on the
! Technology policy _devices ~ device and its associated information
14, Email Data Department of o Lack of data back-up The D BSL should preserve all the data
management Information Technology b available in tape media
(D.LT) did not maintain
any data centrally before O
SN 2017,
15. Endpoint EPF/CBSL has not » A lot of sensitive information J)Management should consider implementing
Protection implemented end-point is maintained at C an controls such as:
controls to prevent data EPF, which might & « Data leakage prevention controls on
leakage compromised i of the endpoint including mobile devices
such control + Endpoint media encryption Bit-locker
» Usage of p@l mail ID
for offici unication
- — =
16. Voting by EPF  There is no database to . it trail in respect  The following databases should be maintained:
in investee record voting done by * % a. List of AGMs/EGMSs of all investee
companies EPF representatives in x n-offs from employees companies
AGM/EGM. No status \ elation to the voting done b. Details of all relevant details in respect
& y EPF employees

>
= =%
Ex.. 5
E R )
S8 = ﬁ
RESE
LR o
eaTq
&85

=3 f

Sg.mg P
=g 8

a

update report is

maintained for voti

c,

of voting done by EPF in investee
companies ~ Company name, Name of
representative, details of resolution,
type of meeting, date of meeting, date
of receipt of proxy form, names of
officials, relevant appravals
responsible, details of voting done by
EPF

A status update report should be
maintained and sign-off should be
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Potential risk

Control deficiency

(ATR) is generated in
relation to the
observations of Auditor
General

observations

Absence of a Gift and
entertainment policy

» Third parties attem

o There is no audit trailto
record the response of EPF
to Auditor General's

Recommendation
maintained on such document from
cancerned officials
d be a mechanism to maintain
akeh Reports on Auditor General
ions to record the responses to
eneral's queries and observations.
reports should also clearly state the
respective officials who are responsible for
resolution of such gueries/observations

g to

influence oﬁiciQ

Gift and entertainment policy could be
formulated which defines the permissions to
EPF / CBSL employees. It may also require

employees to declare gifts and entertainment
offered to them but declined by them.

y the employees

Annual audit of employee trading to be
conducted basis information submitted by the
employee in annual declarations. Evidence of
no-trading also needs to be established so that
the risk of incorrect declaration is minimized.
Requirement of adherence to such audits,
access to the personai information may be
defined as a requisite in the employment
contracts.

Statement of Absence of monitoring » Inco eClarations
economic mechanism 5 e

interest ,\

Beneficial Absence of cou level ¢ Manual checks to obtain
ownership of database to obtain company details from ROC
accounts company records and are time consuming

beneficial ownership
structures
jayers to

» | imited capability to reverse
checks and looking through

CBSL may recommend to the government to
consider set up of a common directory of
companies {e.g. Company House in the UK,
Ministry of Corporate Affairs in India,
Companies Registry in Hong Kong and
Accounting and Corporate Regulatory
Authority (“ACRA") in Singapore)
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Control deficiency Potential risk Recommendation
21 Case Potentially dilution of ¢ Manual controls to preserve  CBSL may evaluate implementing a case
management audit trail to preserve the documentary evidence management system in SAP as a module to
system approval notes and « Risk of loss of evidence digiti document management system
supporting information a pptopriate archival of records
for FMD/IC/MB decisions o A
22 Disciplinary Currently, there does not  » No deterrence mechanis tion and impiementation of suitable
action against  exist any mechanism to control breaches and ans against viclations/deviations of policies !
employee identify policy violations violations and limits |
breaches  and deviations B I— |
23 Code of There is no mechanism » There may be poteN Introduction of TOR and code of conduct for
Conduct/ to monitor conduct of IC conflicts of interés the members/role of IC
Terms of members and the duties breaches of
Reference performed by them
(TOR) for IC

members —= J-
24 Skillsets of FMD staff is not « Sub-ogtintal investment There should be specific requirements in
FMD staff adequately skilled to o degisions and inefficiencies  relation to the skill sets of FMD employees
carry functions in an ‘1 esult in the FMD {gualifications, training, experience, transfers
efficient and effective \ ction of staff etc.)
manner due to lack o \ ;

adequate training a
skills Q
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