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We have progressed rapidly on an exciting journey growing in size and stature
to become a key player in the financial services industry. We were quick to spot

opportunity, identify customer needs and embrace change to penetrate the market

with innovative products and value added banking solutions. We recognised the

importance of customer service from inception and continued to invest and improve

our service levels to reach where we are today.

® Registered as a commercial bank and started operations, subsequent to

the acquisition of Overseas Trust Bank.
® The Flexcube Universal Banking system was implemented, to ensure
seamless interface between Front, Middle and Back Office functions.
® The Initial Public Offering of the Bank was announced.

® ‘In line with the concept of ‘banking anytime,
anywhere at your convenience’, launched
Electronic channels such as ATM’s, Internet
Banking and Phone Banking.

® Anetwork of branches namely Colpetty,
Sri Sangaraja Mawatha, Kandy and Instore
banking units such as Kohuwels, Wattala,
Mt. Lavinia, Nugegoda and Liberty Plaza were
opened during the year.

® To increase our suite of products American
Express credit card was launched and
we became the exclusive franchisee
for American Express credit card in the

country.
page ® |FC, one of our shareholders from the
inception relinquished part of their

entitlement of rights in favour of the

employees of NTB resulting in the staff

also becoming shareholders of the Bank.
® Maharagama and Moratuwa main

branches and Borella mint branch

were opened.

® |n accordance with our strategy of providing convenience, the
concept of ‘Everyday Banking' was launched.
® \Wellawatte main and Negombo mini branches were opened.

AN

With the acquisition of Waldock Mackenzie we made inroads to
investment banking

To expand our business we acquired operations of Kandy
branch of Standard Chartered Grindlays Bank.

Acquisition of American Express Colombo branch and their
Foreign Exchange Franchisee

Acquired the personal banking portfolio of Deutsche Bank.
Branch network was further expanded following the opening
of Pettah, Mahabage, Battaramulls, Cinnamon Gardens and
Kurunegala branches.

® American Express membership rewards redemption programme
was launched and American Express blue card was introduced.

® Nations Trust Bank was the first Sri Lankan bank to be granted a
trade finance facilitation facility of USD 5mn from ADB in the
year 2004.

® A subordinated loan of Euro 5 mn was granted to the Bank by FMO.

® ‘Inner Circle’ - a tailor-made product for mass affluent customers
was launched.

® QOdel Inner Circle centre, Panadura, Gampahg, Kiribathgoda and
Kotahena branches were opened.
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® Merger with Mercantile Leasing Limited and
its subsidiaries
® | MD ranked the Bank within the Top 50 listed
companies in the country.
® Bank’s Fitch Rating was upgraded to A (lka). page 1
® ‘Inner Circle’ won the Bronze award for the

‘New Entrant of the year' at the SLIM brand
excellence award ceremony.

® 'My card on line’ facility was launched during the year. This
facility enables the American Express card holders to better
manage their account on line and also instigate Internet

/
Payment gateway facility.
® American Express global network services ® Mercantile Insurance Brokers rebranded as ‘Nations
announced Nations Trust Bank as the “Winning Insurance Brokers'
Partner’ out of an international field of 20 partners. ® | MD ranking improved to 40.

® Kadawatha, Dehiwela and Crescat branches were
opened during the year.

® Anew brand identity was unveiled to reiterate the
Bank's commitment to ‘Making life simpler by being the
benchmark of convenience’

® Re-launched the flagship membership programme ‘Inner
Circle’ with the ‘Bank at your Doorstep’ facility. .

® (entralised all processing activities by moving the
processing departments into @ modern spacious brand new
Processing Centre in Colombo 15. °

® To provide convenient service to our customers, personal
banking centres were opened with extended banking hours.

® | MD Ranking improved from 40 to 31. °

® \We successfully concluded a rights issue of shares with two Category at the National Best Quality Software Awards

tranches of warrants attached to it ® Brand value ranked at 21, an improvement of
® Opened five fully-fledged branches in Nawals, Matara, 20 slots

Galle Thalawathugoda, Bandarawela and opened six

Opening of Homagama and Vavuniya branches.

® | aunch of SriLankan Airlines American Express co-
branded Platinum Card.

Winner of 2008 Service Quality Award in the issuing
category, awarded by American Express Global Network
Services.

Winner of Gold Award in the In-House Applications

® \Winner of ‘Outstanding co-brand Launch’ award under

personal banking centers at Keells Super Outlets. 2009 CNS Partner Awards Programme for SrilLankan
® Nations Trust Bank emerged as the winner in Asset and Airlines Platinum American Express card

Liability Management competition organised by FMO held ® LMD rating improved to 22
in the Netherlands.
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Strategic Priorities
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Year 2009, was a year of transformation for the country
following the end of the civil war. The financial services
industry saw a periad of stability after the global turmoil
and crisis in certain local financial institutions which
impacted the industry towards the latter part of 2008.
Whilst the local banking environment continued to be
challenging, a progressive improvement in the expectations
for global economic prospects was seen during the year.

We have managed the Bank carefully through this testing
period. We have remained solid and profitable. Although,
the 2009 profit after tax includes several individually
significant one-off items, our performance during the year
has been driven by our core businesses. Our endeavour

is to optimise the alignment between the interests of all
stakeholders as well as to ensure that our policies and
practices are appropriately benchmarked against best
practice in the industry.

Our objective for 2009 was to achieve sustainable growth
across our diversified businesses whilst consolidating

our presence in the markets we operate in, to improve
market share. In doing so, we remained close to our
customers; prudently managed risks and progressed on
our chosen strategy. Performance of our core business
areas, Consumer, Corporate, Treasury and SME reflects
the strategic priorities established and followed during
the year.
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CONSUMER BANKING

Our Consumer Banking business provides a
wide range of products and services to personal
customers, including day-to-day transactional
banking accounts, savings and investment
products, loans, credit cards and personal
insurance. We are pleased to repart that the
business strengthened its core income streams
during the year and integrated its product and
service proposition to all personal customers in
a holistic manner.

Our strategy is simple: to provide unparalleled
and unprecedented levels of convenience to
our customers. We aimed to do this by putting
customers at the heart of our business,
constantly improving our delivery channels and
processes coupled with the introduction of new
products that meet our customers' needs in

a changing environment. Our Inner Circle and
Private banking offerings give a segmented
approach taking into consideration the differing
needs of our customers. We continued to focus
on our key strengths of providing customers
with benchmark levels of customer service

and in strengthening our relationships with all
our customers. We have accelerated the rate

of investment in our branch network, product
innovations and people capabilities during the
year. We launched our new branch layouts
which were specifically designed to bring
customers greater transacting convenience,
easy access to information about our products
and services and a warm and comfortable
environment in which to do their banking. We,
at Consumer Banking have also worked hard
at increasing productivity of our people and
increasing the return on our investments,
through the improvement of our revenue
streams and management of our costs.
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Delivery Network

Our delivery and distribution channels
continued to strengthen through the expansion
of our branch network across the country and
the enhancement of our alternate customer
touch points such as the 24 hours contact
centre and the ‘Bank at your Doorstep’ service.

We opened our 37th new branch in Homagama,
where the businesses and the residents in
Homagama as well as neighbouring towns

can experience a Bank that offers enhanced
customer service, extended hours and a range
of new and improved financial products to suit
each individual need.

We carried out a number of relocation and
refurbishments to our existing branch network
providing more spacious and easily accessible
locations. The newly relocated branches in
Battaramulla and Nugegoda now give easier
access to our customers.

Opening of Homagama Branch
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During the year, we also declared open

our flagship Head Office branch located at
Union Place, incorporating our new brand
guidelines. The new branch has been designed
in consultation with retail store design experts
from overseas in order to provide customers
with a simple and clear walk through of the
products and services the Bank has to offer.
This has facilitated the creation of space which
enables customers to attend to their banking
requirements with greater convenience within
awarm and friendly atmosphere. Deemed the
model branch, the rich new layout and design
will be implemented in the rest of our branches
and personal banking centres in due course.

Heralding a new era in banking for the

people of the area, we set up operations in
Vavuniya. The opening of this branch marked
an important milestone in our expansion plan,
as it marks the Bank's affirmation in taking
dynamic banking service and facilities to areas
that are emerging. This marks our entry to
the North and the East with more branch
openings planned in the 1st half of 2010, thus
taking Nations Trust Bank's premium brand of
banking to key geographies in the country,

Consumer Deposits

We took full advantage of the favourable
market conditions of excess liquidity, to
strengthen and grow our total deposits base
with particular emphasis on low cost deposits.
Consumer deposits, which outperformed
average industry growth, reported an increase
of 43% with rupee current and savings deposits
increasing by 37% during the year.

Management Discussion and Analysis

American Express Credit Cards

In an exceptionally challenging market
environment with the industry being hit by high
delinquency levels, rising attritions, pressure
on interest rates and contraction in receivables,
our card business put up a commendable
performance, with an increase in income by
32% with 17,000 new cards.

Our premium customer segment is the heart
of our growth strategy for credit cards. This
was supported by the launch of the SriLankan
Airlines Platinum American Express Card
during the year.

The co-branded SriLankan Airlines Platinum
American Express Card, will leverage on the
combined strengths of SriLankan Airlines,
American Express and Nations Trust Bank,
delivering exceptional value to customers who
deserve recognition and demand the highest
levels of service standards.

This product offers a host of exclusive
privileges and unsurpassed rewards to serve
the lifestyle and travelling needs of discerning
Cardmembers. In addition to enjoying an array
of Platinum privileges, Cardmembers will earn
FlySmiLes miles for purchases made and the
accumulated FlySmiles miles can be redeemed
for flights on SriLankan Airlines.

Consumer Banking IZE]‘

1. Launch of Sri Lankan Airlines Platinum American Express Credit Card

2. Flagship Branch at Head Office
3. Opening of Vavuniya Branch

-
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We were also the proud winner of the 2008 Service
Quality Award in the Issuing category awarded by
American Express Global Network Services. The
GNS Service Quality Awards recognise Partners of
the American Express Card and their delivery of
outstanding service to Cardmembers and merchant
service establishments. The award selection process
is highly competitive and has been selected from
American Express partner organisations around
the world. This marks the second time we are being
recognised, having won the same award for our
performance in 2004. This achievement signifies
the passion and excellence of our team in delivering
exceptional services. In qualifying for this award,
GNS have particularly considered our Quality Circles
which strives to continuously improve our delivery
times and processes, our Customer Relationship
Management Programme and our ongaing
programmes to monitor and measure our critical
service level agreements to our Cardmembers.

Our SriLankan Airlines Platinum American
Express Card also won @ marketing award in the
‘Outstanding Co-brand Launch’ category awarded
under the 2009 GNS Partner Awards Programme.
This, we consider to be a great achievement as we
have competed against names in a global platform
thus giving us recognition also at a global level.

Several promotions and campaigns were launched
during the year to keep top of the mind recall of the
AMEX Card, including the highly popular ‘selects’
campaign and seasonal promotions. During the year,
we also launched a campaign titled ‘Convenience
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1. Receiving the GNS service quality award in the Issuing category for year 2008
2. American Express Automated Bill Settlement campaign
3. Launch of Private Banking campaign

Redefined’ to promote Cardmembers to sign up for
Automated Bill Settlement through which monthly
bill payments could be conveniently channelled via the
American Express Card.

Consumer Assets

Consumer assets market underwent challenges during
the year with low credit demand, high NPLs and
falling interest rates squeezing interest margins and
profitability. The business focused on tighter lending
criteria and improved collections throughout 2009,
whilst repositioning to achieve sustainable, profitable
growth by moving quickly into selective customer
segments. We recorded consumer assets new business
volume of Rs. 1.7 bn with top line revenue increasing
by 20% even though increased bad debt provisions
eroded bottom Line profits significantly.

Customer Management

Our private banking service was formally relaunched,
offering the Bank's top end customers personalised
and private banking solutions with exclusive facilities.
This offer is directed at the premium segment of

the customers, which offers personalised account
relationship management and priority banking
facilities, with the added advantage of preferential
pricing rates and special offers.

We also introduced a structured customer
management programme whereby our top tier
customers are recognised and rewarded for their
patronage of our Bank. This programme was
designed to interact and form closer bonds with these
customers at all levels of our Bank.
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Products

CGranting credit facilities against pawned gold
items has been a popular source of income
among leading commercial banks in Sri Lanka.
With the expansion of our branches to the
North and the East, Nations Gold Advances
was launched during the year. Pawning is
considered to be a popular mode of borrowing
among the community in N&E whose main
source of savings are in the form of gold
jewellery, which is used to secure advances
especially to meet seasonal needs, in the
agricultural, trading and fisheries sectors. With
the economic boom and the expected level of
development in this area with a number of
small business start ups, commencement of
cultivation in bare lands, this form of advances
is expected to grow and add value to our
consumer loan book considerably.

Nations Auto Sweep Account - an unique
value proposition that combines the flexibility
of a current account and the benefits of a
savings account - all in one package was
launched during the year extending our
liability product suite to customers. This new
solution transfers the surplus funds in the
current account to a savings account that earns
interest so that the account holder gains the
maximum benefit from both these accounts
with additional benefits of free ATM cards with
higher withdrawal limits, emergency overdraft
facilities and usage of safety deposit lockers as
well as preferential tariff rates.

Our Nations Kidz Investment Planner is

a bid to help plan for a financially secure
future for the younger generation. This unique
facility offers customers the opportunity

to open an account for their child, or even a
non-family member with a reqular monthly

Management Discussion and Analysis : Consumer Banking 7
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deposit. The Bank's assurance of an 18 year
commitment to safequard this investment

plan at a fixed interest rate makes this an
unmatched investment option. Offering this for
an extended period helps the parent take into
consideration a child's major milestones such
as school fees, university education fees, higher
studies or professional studies. The guaranteed
fixed interest rate further provides assurance
of the best benefit for the child whilst a free
life insurance for the parent or guardian
further secures this investment option.

OUTLOOK 2010

We enter 2010 with a strong income
momentum in Consumer Banking business,
driven by high levels of customer activity and
good risk control. As we look forward it is clear
that the economic and business environment
will remain challenging, and the quality of

our assets and risk management capability
will again be tested. Yet the economic outlook
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continues to be positive and we are well
positioned to capture further growth in the
years ahead. Our ambition is to make Nations
Trust Consumer Banking a force to reckon
within the industry. We will do this by putting
the customer first in all that we do; ensuring
that our operations, industry knowledge,
service levels and product range are wholly
relevant in meeting customers' needs.

1. Nations Auto-Sweep Account campaign
2. Nations Cold Advances campaign
3. Nations Kidz Investment Planner

?
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Asset Quality Dynamically Managed and Monitored

Asset quality in line with market supported by
stringent provisioning

Net NPL Ratio stood at 8.5% as at 31st December 2009.
The Bank's Provision Cover stood at 35% as at 31st December 2009.
(For definitions, please refer the Clossary on page 128.)
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SME BANKING

2009 was a challenging year, with the Small and
Medium Enterprise (SME) sector feeling the
impact of the downward trends in the economy
and the tightening of cash flows. This had an
adverse impact on our new business growth and
provisioning levels. However, we continued to
progress well with our strategy of developing
our customer base, consolidating skills and
relationship management in this vital segment of
the Sri Lankan economy.

Business Banking

Our strategy this year was to focus on acquiring
customers trading in business names and this
specialised focus paid off rich dividends with
the business current account base increasing

by nearly 3,000 new customers in 2009. The
current account portfolio saw a growth of 45%.
Non-Funds Income increased well over plan
reflecting an increase in transactional banking
especially in terms of a new focus on trade
services and cash management for these SME
customers. The ‘Nations Business First’ package
for Platinum, Gold and Silver customers, was
re-launched in the first quarter and has been
well accepted by customers who have been
appreciative of the convenience and attractive
benefits of the product.

On the lending side too, the business did well
and the combined asset and liability business
made a profit ahead of plan. In the year ahead,
the business will look to increasing its lending
business to our Business First customers and
expanding out further in the outstation regions,
with the set up of SME Centres in some of our
main regional branches.

Leasing

Our leasing business felt the dual blows of a
significant shrinking of the vehicle market and
an increase in delinguencies. The downturn in the
market (new vehicle registrations decreased by
30% over 2008) resulted in a reduction in new
business volumes, which at Rs. 2.9 bn was nearly
40% below last year's volumes. NPLs increased
due to a rise in bad debts and the contraction of
the overall book. The losses in asset value with
the drop in vehicle prices also contributed to
higher provisioning levels. However, the entire
industry felt the same impact, and our NPL
ratio of 124% for leasing remains within
industry norms.

Management Discussion and Analysis : sMmEBanking i)

1. Launch of Nations Business First Campaign
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We continued to source new business throughout
the year, but with a much more conservative

and restrictive credit policy ensuring good credit
quality. We also re-enforced our dominance in
the salaried and professional market segment,
supporting our individual customers with
convenient vehicle financing. We are also pleased
to report that the new branches in the South are
establishing themselves as key players in their
regions with steady growth of volumes in their
second year of business.
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SME Banking

Factoring

Nations Factors, the second largest factoring
provider in the market also had a slow

year, with a lesser demand for credit as our
customers faced an unprecedented slump in
sales and business. We took the opportunity to
consolidate the business with the weeding out
of non-performing customers and continued
aggressive recoveries of old debt both of
which resulted in significant write back of
provisioning. NPL ratio of 6.8% is healthy

by industry norms. We are confident that
there is a market for this convenient source of
financing amongst SME customers, and with
the improvement expected in the economy the
factoring business is expected to exceed 2009
levels in 2010.

Nations Insurance Brokers Limited
A subsidiary company whose main function is
to provide insurance services for the leasing
portfolio is the 9th largest insurance broker
in Sri Lanka based on the Insurance Board of
SriLanka Annual Report for 2008. Whilst the
bulk of the business comes from the leasing
portfolio, in 2009 the Company also extended
its services to other sectors of the Bank's
customer base which recorded very positive
results. This business expansion will continue
into the coming year.

Mercantile Leasing (Financial
Services) Limited

A subsidiary company of former Mercantile
Leasing Limited providing operating leases. The
Company's leasing business is being gradually
scaled down with no new operating leases
undertaken during the year.

Management Discussion and Analysis

OUTLOOK 2010

With the end of the war, small and medium
enterprises in Sri Lanka will provide the engine
of growth for the economy. In 2010, we will
focus on reaching out to SME customers in the
outstation regions by opening SME Centres

in our matin regional branches, as well as
increasing our market share in the Western
Province. Our products, Nations Business First,
Nations Leasing and Nations Factors are now
well established and will be further developed
to serve our SME customers together with
competitive and convenient banking solutions
designed to suit their needs. These product
offerings will be served at our branches and
supported by dedicated relationship managers.
We firmly believe in the importance of the
SME Sector in our economy and are confident
of enhancing our presence by offering a
valuable SME banking proposition.

NATIONS TRUST BANK PLC ANNUAL REPORT 2009
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CORPORATE/
WHOLESALE BANKING

The year marked with turbulence in the
economy with poor appetite for credit, difficult
and challenging conditions permeating across
the entire corporate sector of the country. We
have managed our corporate and wholesale
banking portfolios vigilantly recording a
revenue growth of 31%, bad debt charges of
less than 1.5% and contributing a healthy
30% to group profits despite the portfolio
contracting by 24%. We were on a slow footing
in growing asset volumes. New business
volumes in excess of Rs. 4.0 bn were added to
the portfolio during the year.

Managing our risks through the unfolding crisis
had been a significant focus throughout the
year whilst our approach of staying close to
customers and clients helped us to manage our
exposures well.

Keeping in line with the Bank's vision of
providing unparalleled and unprecedented
convenience to our customers, we undertook
an initiative to simplify security documents.
Several facility documents were looked at
and coordinated with our Legal Department
for simplification. Also on the same theme,
we successfully initiated and implemented
E-mailing of transactional advices such

as trade-related advices, inward/outward
remittance advices to clients. This resulted in
good cost savings for the unit as well as being
accepted by customers as a convenient hassle-
free mode of delivery.

Beyond providing simply traditional banking
solutions, we became bankers to the Union
Assurance Dividend Payment and John Keells
Holdings Mandatory Offer. Both of these
initiatives contributed towards our fee income.

Management Discussion and Analysis | Corporate/Wholesale Banking i),

Corporate/Wholesale Loan Portfolio by Risk Grading

Rs.mn

2009 53% 38% 9%

2008
2007 40% 50% 10%

| | | | | | |
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We craft solutions to meet the growing needs
of our customers and the newest addition

was, ‘International Trade At Your Doorstep’
(TAYD), which was successfully launched during
the year. A first of its kind, where a mobile
service could be availed by the client to effect
trade-related transactions such as the issuance
of Shipping Guarantees, Bank Guarantees,
Endorsement of Invoices, Collection of L/C
Applications, OTT Request etc. The product

was introduced to three key trade clients and
accepted with high commendations. We would
roll out this offering to our major import clients
during the coming year.

Biedna el Trade AT Yaiud
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1. Becoming Bankers to the Union Assurance Dividend Payment
2. Successful launch of ‘International Trade At Your Doorstep’
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Nations Trust American Express Golf Extravaganza

Our customer event calendar kicked off

with the Nations Trust - American Express
Colf Extravaganza. This was conducted on a
Stableford Format and teed off at the Royal
Colombo Golf Club for the second consecutive
year. The tournament attracted a strong field
of over 250 players. Proceedings concluded
with fellowship, cocktails and entertainment.
This tournament is a key event in our corporate
calendar and is much looked forward to by

the country’s golfing fraternity. With greatly
encouraging customer feedback on the event,
we will continue our association with the sport
in the future.

Corporate/Wholesale Banking : Management Discussion and Analysis !

OUTLOOK 2010

Strong affiliation with customers rematins the
bedrock of our approach which we worked
hard at during the year. This combined with
our considered approach to risk and deliberate
diversification of the lending portfolio, means
we are relatively well-positioned, with less
exposure to the riskiest market. With the end
of the civil war, the local ecanomy is expected
to receive a substantial boost across all sectors
in the year ahead. Prospects of a slow but
steady global recovery appear bright and would
provide enhanced growth impetus through
recovery in export-related activities as well

as tourism with a corresponding increase in
supporting economic activities. Looking ahead,
we will capitalise on these opportunities to
grow not only our loan book but also the trade
and cash management businesses. We will drive
strong financial performance by expanding
into new segments and increasing our share

of those where we believe we have a
competitive advantage.
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TREASURY AND
INVESTMENT BANKING

During the first half of the year the economy
was in difficulties with the reserves recording
significantly low levels. However, with the
ending of the civil war there was a considerable
influx of foreign remittances which drove the
reserves to record highs. The assistance given
by the IMF was also a big boost to the market.
Consequently a stable exchange rate prevailed
during the second half of the year.

Our foreign exchange profits during the first
half of the year were low due to low ecanomic
activity coupled with poor customer volumes.
However, towards the latter part of the year,
with demand for impart volumes picking up
and gradual appreciation of the USD/LKR, the
interbank market became volatile creating
enhanced market activity which in turn enabled
us to post reasonable exchange profits. Further,
with increased efforts made to strengthen
corporate relationships by enhancing
marketing initiatives, our customer volumes
expanded significantly in the 4th quarter. This
has put us in a strong position to considerably
improve our share of customer business in the
coming year.

SriLanka's fixed income markets witnessed a
drastic reduction in the yields during the year
20009, resulting from the influx of money into
Government Securities after the end of the war.
Total Fixed Income Securities (FIS) portfolio

of the Bank stood at Rs. 19.3 bn at the end of
the year. The portfolio was often re-positioned
to take advantage of changing interest rate
structures and was able to capitalise on trading
opportunities that prevailed in the market to
realise capital gains.

SriLanka's stocks smashed records in 2009,
as a 30-year war ended, despite foreign buyers
selling out on a net basis towards the end of
the year. The benchmark All Share Price Index
rose 125.3% in the year, becoming the world's
second best performing market. Our margin
trading portfolio continued to grow during the
year and closed at Rs. 1.07 bn posting a growth
of 34% compared to the previous year.

Management Discussion and Analysis

Funding was one of the key activities
undertaken and relationships were
strengthened with our institutional clients

and development financial institutions such as
FMO, ADB and IFC. Securitisations of our lease
portfolio and issue of debentures were also
executed to support this activity.

Our treasury middle office unit was established
during the year to independently monitor,
measure and analyse risks inherent in treasury
operations of the Bank. Resourced by a
3-member team with expertise at very senior
level, this unit performs risk review function

of day-to-day activities of treasury as well as
preparing reports for the information of the
Corporate Management and the Banks' Asset
and Liability Management Team, ensuring
they are aware of the nature of output, how

it is derived, assumptions and variables used

in generating the outcome. The middle office

is consistently monitoring and updating the
methods adopted in line with the developments
in international money markets.

OUTLOOK 2010

The needs of our customers both internal

and external are changing. The drivers of
change include: wealth creation, explosive
growth in demand for banking products,

the securitisation of assets and cash flows,
the use of derivatives in risk management,
the tremendous opportunity for equity
market boom, and the inflows of funds for
infrastructural development in the country
especially in the North and East. To capitalise
on these sources of growth, our Treasury and
Investment Banking unit is well equipped with
the necessary expertise, capabilities, resources
and the risk controls. We believe the year
ahead will enable us to grow on our strengths
in FIS trading, product expertise and customer
relationships to deliver sustainable profits
within a sound risk profile for the Bank.

page

Treasury and Investment Banking Ej!‘
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Management Discussion and Analysis

Treasury and Investment Banking
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Stability and Solvency Enhanced

Capital management optimised, maximising revenue mix from both fee and
fund-based operations

Credit rating upgraded from A- (lka) to A (lka) in 2006.
Capital Adequacy Ratios stood at 11.79% for Tier I and 16.11% for Tier | & I, as at 31st December 2009 and is maintained at comfortable levels with leeway

for projected growth in comparison to minimum required levels stipulated by the Central Bank of Sri Lanka of 5% and 10% respectively.
The Bank's equity grew by a CACR of 29% from 2004 to 2009.
(For definitions, please refer the Clossary on page 128))
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#— Information Technology

INFORMATION TECHNOLOGY

The year under review saw the Bank continue
with its new initiatives in technological
advancements through enhancements to
investments already made and also through
new investments where essential. The primary
focus in these initiatives was the enhancement
of customer convenience and retention of
business. Given below are some areas that
made significant contributions to IT-related
performance and progress during the year
under review.

Credit Card Operations

The operations of the Credit Card Management
Solution was outsourced to a third party from
its inception and the initial decision to opt for

a third party vendor was made due to cost
effectiveness and the speed at which we could
get into the credit card business. However,

in the wake of increased business volumes,
demanding customer requirements and the
system being hosted off-shore, we encountered
various issues with the solution provided by the
outsourced vendor. Considering these issues
and the significant contribution credit cards
make to the overall profitability of the Bank, it
was felt essential that the Bank implemented a
new solution which could be managed in-house
to have better flexibility and overall control.

In this regard, features of different solutions
were reviewed and TSYS Card Tech Limited was
selected based on the initial evaluation.

In addition this solution has been implemented
in three other local banks. Whilst preliminary
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ground work was carried out during the latter
part of 2008, the implementation was in full
force during 2009. A full time project-team
representing the business, IT and operations
overlooked the implementation phase and we
successfully cut-over to the new system in
April 2009.

E-Channels

We enhanced our offerings in this area during
the year. American Express Credit cardholders
can now pay on-line for many services such as
paying utility bills, airline tickets, insurance
premium, hotel reservations, at many websites
including SriLankan Airlines, Mobitel, Dialog,
SLT, LECO, Eagle Insurance, Union Assurance,
Walkers, Aitken Spence, Expo Aviation to name
a few. Customers are given further convenience
to register for SMS Banking, e-Statements
through the call centre and fill account
application forms on-line through the website
without having to walk into our branches.

We have contributed to the environment by
promoting e-statements to bank account
holders as well as American Express
cardmembers. This initiative is expected to give
considerable cost savings to the Bank.

3

Automated Teller Machines

In addition to 6 personal banking centres at
Keells outlets in Wattala, Mt. Lavinia, Kandana,
Peliyagods, Kurunegala and Negombo we
extended the Cash deposit ATMs to Corporate,
Maharagama, Kiribathgoda and Mahabage
branches. Customers can deposit up to 100
notes at a time in denominations of 1,000/-
and 2,000/ to these machines and get the
account credited instantly. Cardless cash
feature allows customers to deposit cash to the
account or pay the American Express credit
card bill without having to carry the ATM card.

1. Opening of the ATM at National Hospital of Sri Lanka
2. Go Creen with E-Statements
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We also partnered with the National Hospital of
Sri Lanka (NHSL) to extend our services for the
doctors and staff of the hospital as well as its
visitors with the opening of an ATM. Located at
the entrance to the Doctor’s quarters, the ATM
offers cash withdrawals, payment of utility
bills, checking account balances and transfer
of funds within the account. Declared open by
our Chairman together with the Director of
the National Hospital Dr. Hector Weerasinghs,
the ATM would fulfil 8 much needed service

in being a quick and convenient way to access
funds for staff, visitors and patients within the
National Hospital premises.

National Best Quality

Software Awards

Our IT Team gained recognition by winning

the Gold Award in the In House Applications
Category at the National Best Quality Software
Awards (NBQSA) competition, at a glamorous
event that was held at the Water's Edge Grand
Ballroom, amidst a distinguished gathering

of the country’s top corporate and software
development companies.

Management Discussion and Analysis : Information Technology iy

Cold award received in the In House Application category at the
National Best Quality Software Awards

The Awards Ceremony is a8 much looked
forward event within the IT fraternity and is
an annual ceremony organised by the British
Computer Society Sri Lanka (BCSSL) Section.
The competition serves to showcase and
benchmark Sri Lankan ICT products, which
fulfils a much needed requirement of the
software industry in this highly competitive
globalised economic structure. The competition
has been conducted by the BCS Sri Lanka
Section since 1998 to recognise and honour
significant technological developments in the
software industry. We were recognised for

the iApply V2 Module which was developed
in-house. This module comprises of a three
tier web based application with different
areas for lodging of Personal Loan and

Credit Card application and for the Credit
Operations Department of the Bank to manage
the application processing. The tApply was
launched in year 2004 and has undergone
interim modifications to support the dynamic
requirements of the business and reviewed in
year 2008. The module is essentially used by
the Credit Operations Department of the Bank
to process credit card and loan applications.

page 34
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CORPORATE BRANDING

Nothing touches the customer more than how
he or she perceives our corporate image. This
fundamental perception not only determines
whether the customer will conduct business
with us, but also provides competitive
advantage, increase employee morale and
loyalty, and a future direction for the Bank.
With the unveiling of the new logo of Nations
Trust Bank in 2008, we made significant
investments in building our corporate brand
and image during 2009.

Our corporate brand image was thoroughly
thought out, planned, nurtured and executed
with the customer in mind and it is considered
as one of our most valuable intangible assets.
We partnered with Kumar Sangakkara in the
branding campaign signifying the versatility
we both share on brand values of innovation,
simplicity, flexibility and responsiveness.

Sri Lanka's pioneering business magazine

LMD and Brand Finance a global leader in
guantifying and leveraging intangible assets
publish an annual independent brand valuations
of top 100 leading public brands. In 2009 NTB
brand was valued at Rs. 1.4 bn. (in 2008 this
was Rs. 497 mn) a 182% increase and was
ranked at 21. (3 20 slot jump from 2008).

In the same business magazine which conducts
the most respected 50 companies, NTB was
ranked at number 16, (a 25 slot jump from
2008) giving credence to the growing stature
of the Bank.

In the LMD magazine Sri Lanka's top

50 company listing, NTB occupied the
22nd position in 2009, a move up from the
3lst position in 2008.

T

Corporate Branding campaign with Kumar Sangakkara

Management Discussion and Analysis

Brand Value
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FINANCIAL REVIEW

HIGHLIGHTS -
MACRO ECONOMY 2009

Inflation

According to the Department of Census and
Statistics, the point to point change is expected
to be around 5%-6% by end 2009, and the
annual average inflation rate is expected to
come down further to around 4%.

Budget Deficit

The budget deficit hit an estimated 8.5% of
Gross Domestic Product (CDP) in the first
ten months of the year, despite a recovery in
revenues as expenses grew at a faster pace.

Private Remittances

Increased by 6.5% to USD 1,883.6 mn
during the first 7 months of 2009, from
USD 1,769.3 mn in the corresponding period
of 2008.

Gross Official Reserves

Reserves amounted to USD 5.1 bn by the end of
December 2009 and consisted of short-term
inflows into Government Securities amounting
toUSD 3.1 bn.

War Risk Rating

The London market's Joint Cargo Committee
(JCC) lowered the rating for Sri Lanka from
3410 29 in September 2009, while changing
the status from ‘severe’ to "high’. S&P and Fitch
Sovereign Rating outlook revised to stable from
negative in August 2009.

Policy Interest Rates

The Central Bank eased its monetary policy
stance during 2009 in view of the favourable
inflationary outlook. Market interest rates
declined to low levels by end 2009 in response
to the monetary policy measures taken by the
Central Bank.

Market Capitalisation

Touched Rs. 1.0 trillion in the Colombo Stock
Exchange on 6th October 2009, and average
turnover has been at an all time high.

Exchange Rate

With the influx of foreign capital, the Central
Bank has been absorbing excess foreign
exchange, preventing a sharp appreciation of the
currency. The Rupee depreciated by a marginal
1.5% during 2009 against the US dollar.

GDP Growth

SriLanka's economic growth is projected to
touch 6.0% in the 4th quarter of 2009 allowing
the country to return to a higher growth path
from 2010. Quarter by quarter GDP growth
rates during the year have recorded an upward
trend with 1st quarter at 1.5%, 2nd quarter at
21% and 3 quarter at 4.2%.

Private Sector Credit

Up to October 2009, credit to the private
sector continued the declining trend. However,
YOY credit growth in November was -6.1%
compared to -6.5% in October 2009 as there
was an increase obtained by the private sector
in nominal terms.

Trade

Trade deficit contracted by 52.2% during the
year to USD 2.8 bn from USD 5.9 bn in 2008
as exports declined at a slower pace than
imports. Export earnings declined 12.7% whilst
import spending registered a sharper decline of
30% for the year.

Market Liquidity

The significant absorption of foreign exchange
by the CBSL led to a high level of excess
rupee liquidity in the domestic market. With
the retirement of a significant proportion of
the Central Bank's holdings of Government
Securities in August 2009, the Central Bank
resorted to issuing Central Bank securities
since October 2009 and foreign exchange
SWAPs since Novemnber 2009 to absorb the
excess rupee liquidity in the domestic market.
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MACRO ENVIRONMENT

Year 2009 commenced with financial
conditions improving in the country more
than expected, owing mainly to Government
intervention resulting in the rate of decline
in economic activity moderating. However,
globally it was a year where maneuvering
through the global financial crisis resulted in
both the developed and emerging economies
scrambling to weather the storm.

With the war ending the outlook for the
country in the second half of the year remained
good. The Central Bank took certain positive
measures to kick-start economic growth.
Reductions in policy and lending rates, the
creation of liquidity and encouraging banks to
lend to SMEs and private sector; all of these
steps augured well for economic growth in the
country. However, the stimulus made by the
Government to fast-track prosperity and the
surrounding optimism has been slow to convert
into any significant increase in economic
activity during the latter part of the year.

Banking sector continued to face many
challenges with low demand for credit, high
NPLs and falling interest rates squeezing out
interest margins and profitability. Amidst these
adversities, extraordinary gains realised by
fixed income securities trading helped boost
sectar performance in 2009.

SYNOPSIS OF OUR PERFORMANCE
While the macroeconomic conditions were
better than anticipated, we managed to
improve our performance in areas of deposit
mabilisation, interest margins, fixed income
securities trading profits and lower than
planned operating expenses. Significant
shortfall in advances volumes against plan

and contraction of the loan book resulted in
excess liquidity during major part of the year.
New business volumes were much lower than
previous year and growth was relatively slower.
Revenue also came under pressure owing to low
trade fee income and foreign exchange income
due to slower import/export trade finance and
a relatively stable exchange rate. The declining
interest rates increased the trading activities in
our Government Securities portfolio and were
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able to make handsome gains on the trading
book. Furthermore, we had to grapple with the
deteriorating credit quality as experienced in
the industry, resulting in significantly higher
than anticipated specific provisions.

High provisioning for debt, a slower growth

in advances and operational losses booked

in foreign exchange slowed our growth rate
despite a solid performance in some other
areas. All business segments played important
roles in propping the Bank's bottom line.

A comprehensive review of our financial
performance is given in pages 37 to 45.

PROFITABILITY

We posted pre-tax profits of Rs. 1,381 mn
amounting to Rs. 353 mn more than the

Rs. 1,028 mn reparted in 2008. This absolute
growth in pre-tax profits represents a 34%
increase over 2008 and outperforms the
rate of inflation which closed at single digit
level for the year, thereby enhancing our
operating capacity.

Profit Before and After Tax
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Optimum Liquidity and Funding Levels

Financial resources are readily available to honour any commitment to any stakeholder

NTB's Liguid Assets Ratio stood at 30% in the month of December 2009, against the minimum required ratio of 20%.
Liquid Assets over Total Assets stood at 24% as at 31st December 2009.

Loans to Deposits Ratio stood at 80% as at 31st December 2009.

(For definitions, please refer the Clossary on page 128))
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Net interest income growth of 30% was
driven by moderate balance sheet growth,
whilst non-interest income comprising of fees,
commissions, foreign exchange and other
income items increased by aver 8%. Increasing
operating expenses and provisions for loan
losses at 18%, together with increase in taxes at
60%, restricted post tax profit growth to 16%.

NET INTEREST INCOME

Total interest income in 2009, amounted to

Rs. 12,028 mn, representing a marginal
decrease of 1% over 2008. The drop in interest
income resulted from decreases in both
customer advances/corporate debt portfolio and
investments in Government Securities. Customer
advances/corporate debt portfalio during the
year contracted by Rs. 3.3 bn resulting in a drop
in absolute interest income despite increase

in the overall yields. The larger Treasury Bill

and Treasury Bond portfolio holding in 2009,
compared to 2008, at significantly lower yields
resulted in the decrease of interest income from
Covernment Securities.

Management Discussion and Analysis

2008 2009 Growth Growth

Rs. mn Rs. mn Rs. mn %

Total Interest Income 12,094 12,028 (66) (1)

Total Interest Expense 9,185 8,248 (937) (10)

Net Interest Income 2,909 3,780 871 30
Net Interest Margin (NIM) (%) 24.1 314
Net Interest Spread (%) 4.7 5.5

Interest expense on the other hand amounted
to Rs. 8,248 mn in 2009, a decrease of

10% attributable to decreases in interest-
bearing liabilities, both deposits and short
and long-term borrowed funds. Customer
deposits volume growth was 30% at a much
lower weighted average cost of funds rate
than in 2008, whilst absolute volume of
borrowings contracted at lower yields. We also
consciously reduced our reliance on high-end
priced borrowed funds and high cost deposits
during the year, both of which lowered interest
bearing liability yields thereby slowing down
growth in interest expenses.

Interest costs decreased at a faster rate than
interest income reflecting positively on our

timely repricing strategy of assets and liabilities.

Our Net Interest Margin (NIM) improved over
the 12-month period in 2009 by 7% to 31%.
It should also be noted that the improvements
in the NIM was not made at the price of
underwriting weaker credits at higher yields
as we continued to maintain our credit
standards on new advances volumes sourced
during the year.

We do acknowledge that the market
phenomena that prevailed during the year
with high liquidity and declining interest rates
also somewhat supported in improving NIM
margins and that this situation may reverse in
the year ahead. Measures are afoot to ensure
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that we mitigate any significant margin erosion
that may occur by re-balancing the deposit

mix by boosting low-cost rupee deposit funds,
generating lower-priced term deposits, refrain
from doing business below our internal fund
transfer pricing rates which is based on market
yleld curves for both advances and deposits
and looking for alternative cheaper sources

of funding for different classes of assets to
counter the expensive fund base.
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Composition of Income
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NON-FUND-BASED INCOME

Total Non-Fund-Based (NFB) income increased
moderately during 2009, compared to 2008

- an increase of aver Rs. 140 mn or of 8%
during the year. A few one-off, material events
affected our performance in this area.

Foreign exchange income for the year includes
an identified exchange loss of Rs. 913 mn
(pre-tax) arising from a breach in operational
procedures as announced in the second quarter
results of the Bank, released in July 2009.
Upon the identification and analysis of the
breach in procedures, we took immediate action
to review and resolve all issues arising from
this matter. Furthermore, we introduced an
independent Treasury Middle-Office function
to monitor treasury related activities and
liquidity risk, reporting directly to the Head of
Credit Risk Management.

Foreign exchange income also came under
pressure due to low customer volumes and
subdued performance in proprietary trading.
The losses in FX income were off-set to a
greater extent by the gains on our Government

Management Discussion and Analysis
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Securities portfolio. Both realised and
unrealised gains increased to Rs. 1,031 mn in
2009, which also reflects the substantial size
of our trading book. Our investment portfolio
stood at Rs. 7.9 bn whilst trading portfolio
amounted to Rs. 11.5 bn by the close of the year.

Adding to this substantial increase in trading
income was the modest increase in net fee
income, which increased by over 16% to

Rs. 1,435 mn in 2009 from Rs. 1,239 mn in
2008. This increase came from the areas

of trade, credit card and other fees and
commission generated through ordinary course
of business activities. Cenerating trade income
was challenging during the year with the fall in
import and expart volumes across the industry.
A sharp decline in Letters of Guarantee and
Bills sourced from our existing customers dried
up our main avenues of income generation and
new names had to be sourced to bridge the
vacuum created.

Increase in credit card income by 14% was quite
commendable in an industry which experienced
a contraction in active card base, high attritions,
declining receivables and poor appetite for
consumer credit. Whilst issuing income
comprising of card fees, cash advances and
tssuer commission increased well over 20%,
acquiring income growth was dented due to
slow growth in both local and destination sales.
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