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LB FINANCE PLC (LBF) AND MERCANTILE INVESTMENTS AND FINANCE PLC (MI) 

 

Performance in the Financial Sector of the Sri Lankan economy: 

Sri Lankan economy in 2018 suffered yet another year of low economic growth, further 

moderated with GDP sliding to 3.2% from a rate of 3.4% in 2017 that showed a decline from a 

rate of 4.55% economic growth rate reported in 2016. Major economic activities of the economy 

are grouped under three main categories namely, Agriculture, Industry and Services. It is 

satisfying to note of the rebound of the agricultural sector with a growth rate of 4.8% in 2018, 

after a stint of negative growth in 2016 and 2017 hampered by adverse weather conditions that 

badly impacted our island nation.  The services sector with a record of continuing growth 

accelerated its growth trajectory by growing at a rate of 4.7% compared to 3.6% in 2017. A 

notable reversal of the sectoral growth in 2018 was experienced in the industry sector when the 

growth rate decelerated to a mere 0.9% from a corresponding growth rates of 4.1 % and 5.6% in 

2017 and 2016 respectively. The principal contributor for this adversity in the industry growth 

was the significant contraction in the construction industry (Table 1) 

 

The financial sector continued to expand moderately in the year 2018, amidst challenging 

conditions both domestically and globally. Within this sector an industry segment with an 

enormous nation-wide significance, particularly from a societal perspective, is the Licensed 

Finance Companies (LFCs) sector commonly referred to as the ‘Finance companies’. The customer 

segments of these companies mostly consist of individuals and businesses with lesser economic 

affluence and lacking accessibility to obtain their financial needs from more fancied ‘commercial 

banks’ that constitute the banking sector. 

 

The credit quality, an important KPI of both the Banking and LFC sectors suffered considerable 

decline during the year, impacting profitability of these institutions and were further affected by 

the rise in operating costs and increase in tax expense. The Inland Revenue tax amendments that 

came in to effect from the beginning of the financial year 1st April 2018 introduced a new 

imposition termed ‘debt repayment levy’ computed on the same lines of financial VAT, 

accentuating the already steep tax impact on the profitability of finance companies. 

 

 

 

 

Scenario I 
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Licensed Finance Companies (LFCs): 

Popularly referred to as ‘Finance Companies’ are companies registered under the Finance 

Business Act No 42 of 2011 and amendments there to. Also, they were registered under the new 

Companies Act No. 7 of 2007. 

 

Total assets and sector wise composition of the Sri Lanka’s financial system as on 31st December 

2017 and 2018 are presented in Table 2. Though representing a share less than ten percent of 

the total, as mentioned above, LFCs collectively play a salient role in the country’s total financial 

system and hence in the country’s economic wellbeing.  

 

With their extensive branch network promoting financial inclusion, connectivity and reach of 

somewhat less formal customer segments and individuals probably contribute more than 

proportionately to their share of assets by providing finances, developing and attuning a variety 

of customer groupings towards the country’s financial systems.  

  

Generic revenue and financial model of a typical Sri Lankan ‘finance company’: 

On a general note the financial model of a finance company is that, on the ‘liability side’ of its  

financial structure, the sources of funding consists of four principals. sources namely: Equity, 

Deposits from the general public and institutions, Debt instruments and Loans from commercial 

banks. Currently deposits from the general public can be accepted only at rates regulated by the 

Central Bank of Sri Lanka (CBSL). Finance companies usually provide an opportunity for 

thousands of depositors to earn higher rates of interest as a source of income, in comparison to 

rates offered by commercial banks. 

 

Finance companies earn their revenues as interest by lending to a range of customer segments 

predominantly in the form of ‘leases’ and ‘loans and advances’, that constitute the majority of the 

‘asset side’ of a typical finance company. Dealing with customers who are perceived to be higher 

in risk, from an investment perspective, finance companies charge their customers at higher rates 

and therefore earn income at rates greater than commercial banks. Hence, in turn, Finance 

companies can afford to pay higher interest rates to their capital providers and notably to the 

deposit holders of such companies.  

 

The notion of ‘risk and return’ seem to pervade extensively in the business model of   finance 

companies as they deal with customers of a high perceived risk levels thereby charging and 

earning higher rates of interest as income. Such high returns will enable to absorb higher 

‘Operational’ and ‘Credit Costs’, and also pay their lenders, that include deposit holders, higher 

rates of return.   
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Some notable features of Sri Lankas macro environment in 2018. 

Rebound of the agricultural sector in 2018 seem to have mainly contributed in keeping the rate 

of inflation largely subdued compared to 2017. Operation of a market-based pricing formula 

maintaining lower fuel prices, stricter enforcement of the government’s monetary policy 

including the regulatory limitation of the rates of interest payable by the financial institutions and 

tighter measures imposing several inhibitions resulting in lower vehicle imports contributed 

towards reduction in inflation, notwithstanding the sharp depreciation of the Sri Lankan rupee in 

2018. For some time, CBSL has been adopting a tight monetary policy aimed towards lowering 

inflation and also in containing money and credit growth. One likely scenario for end 2019 

expects interest rates to be at lower levels. However, in the long term, the expectations is to have 

a rising interest rate trajectory and also a gradually depreciating LKR against the USD amidst a 

possible rise in T-Bill rate by end 2021.  

 

From a fiscal policy perspective, tax revenue as a percentage of GDP suffered a slight decline in 

2018, a prime contributor being a lower revenue collection from import duties, VAT and excise 

duty. The   introduction of revenue proposals of the 2018 budget with effect from  April 2018   

included a debt repayment levy on the financial industry resulted  in a  hike of the effective tax 

rates of several  financial institutions that aggravated the already high incidence of taxation due 

to  financial VAT ( FVAT) that is  in operation since October 2014 

 

Some contemporary developments in relation to Licensed Finance Companies (LFCs)  

As well known, the collapse of ‘The Golden Key’  in 2008,  a finance  company  considered a darling 

of the investors seeking for higher rates of interest  and  an affiliated organization of  then  

industry leader, The Finance Company, sent shock waves in the Sri Lankan financial industry . 

‘The Finance’ as it is  commonly known, The Finance  Company   was the undisputed  power house  

as the leading  finance company  in the eighties and nineties,  not only as the country’s first  finance 

company but  also having branches throughout the country’s financial market space and also  was 

perceived as  a  safe financial institution from the perspective of the deposit holders. Even though 

there were previous incidents of finance companies getting in to crisis such as that of once famous   

‘Mercantile Credit’ and a lesser known ‘Home Finance’ the problems of ‘The Finance Group of 

Companies’ left definitive  question marks over the solidity of the business model and financial 

stability of companies in the LFC category. Contributing to  this trajectory of becoming troubled 

finance companies on a more recent note  are the collapse of  a company known CIFIL and  the 

latest debacle of the popular EAP group’s  finance companies. These painful examples have left 

an indelible reputational and fearful perceptions as to the safety of companies grouped under 

‘finance companies. Furthermore, such developments have brought in much pressure on the 

Central bank of Sri Lanka (CBSL), as the ultimate regulating and governing body  of the country’s 

financial sector. 
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LB Finance PLC (LBF) 

Established in 1971 with its majority shareholding belonging to Lewis Brown & Company, LBF is 

considered as one of the largest and leading finance companies in the country and is aspiring  

to become the leading financial provider in both Sri Lanka and Myanmar as expressed in their 

corporate vision. Exceeding the dream milestone of one hundred billion asset base for a Sri 

Lankan finance company in 2017, pages 16- 17 of its 2018/19 annual report highlights the 

chronological milestones of the company’s strategic journey since inception. Further pages 30-33 

enumerate the ‘financial’ and ‘non-financial’ highlights of LBF for the financial year 2018/2019 

with comparatives for the previous financial period (pages 30-33 of the LBF annual report -

Appendix 1). Having addressed the ‘risks and opportunities’ in pages 48 to 55 a discussion on 

the company’s strategic approach is included in the pages 62- 65 of the LBFs 2018/19 annual 

report.   

 

 Mercantile Investments and Finance PLC  (MI)  

With over five decades in the making since 1964, popularly referred to as MI Mercantile 

Investments and Finance is a company modeled and nurtured with the visionary leadership style 

of its late founder Chairman Mr. George Ondaatjie. MI reached an asset base of forty billion in the 

year 2018 and a striking feature of MI among the companies in the LBF sector is its comparatively 

higher equity: assets percentage exceeding over 20%. The ‘financial’ and ‘operational’ highlights 

of MI are given in the pages 14- 17 of their 2018/19 annual report (pages 14-17 of the MI annual 

report- Appendix 2). Pages 34- 43 contains the section that address MI’s strategic perspective 

and focus areas, while pages 108-113 is the section on MI’s discussion on its ‘operating 

environment’ that also include impact to MI of certain key environmental variables. Further pages 

114-115 highlight the company’s approach to key LFC sector risks and challenges.  

 

(Students are advised to refer the salient areas, with particular reference to financial and strategic 

implications of the two annual reports of LBF and MI, as mentioned in this case study) 

 

-End of Scenario I- 

 

LBF – Annual Report 
https://www.lbfinance.com/wp-content/uploads/2019/06/LB-Finance-Annual-Report-2018-19.pdf 
 
MI – Annual Report 2018/2019 
https://cdn.cse.lk/cmt/upload_report_file/1064_1562237745332.pdf 
  
Table 01 (page 49) – file:///C:/Users/Director%20Examination/Desktop/6_Chapter_02-%20table%201.pdf 

Table 02 – (Page250) 

https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/publications/annual_report/2018/en/12_Chapter_08.p

df. 

 

https://www.lbfinance.com/wp-content/uploads/2019/06/LB-Finance-Annual-Report-2018-19.pdf
https://cdn.cse.lk/cmt/upload_report_file/1064_1562237745332.pdf
file:///C:/Users/Director%20Examination/Desktop/6_Chapter_02-%20table%201.pdf
https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/publications/annual_report/2018/en/12_Chapter_08.pdf
https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/publications/annual_report/2018/en/12_Chapter_08.pdf
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CBSL regulated AER (Annual Effective Rate) of interest for deposit holders in LFCs.At the end of 

2017, introducing upper interest limit caps   that could be offered by a finance company for their 

depositors. The table below lists these rates (one year deposit rate on  AER  basis and the senior 

citizens could be given an additional 0.5%) that are applicable  and as revised by CBSL over time, 

mostly at quarterly intervals. 

 

 

Applicable maximum AERs that could be offered by LFCs  

  
Circular Date     AER (per annum)         % 

28/12/2017 12.11 

29/06/2018 12.46 

31/12/2018 14.22 

28/06/2019 11.08 

30/09/2019 11.08 

01/10/2019 10.63 

21/10/2019 11.63 

 

 

Competitor orientation  

One of the most important goals in any company in the contemporary business world is aimed at 

becoming a truly market oriented organization. This has become increasingly relevant, 

particularly in a fiercely competitive landscape such as in case of the Sri Lanka’s LFC industry. An 

important dimension of such marketing orientation is not only to become customer centric but 

also to be competitively focused by constantly becoming aware of the actions of a company’s 

competitors. The Appendix 3 comprises some highlights of a ‘competitor analysis’ between LBF 

and MI, in comparison. (Pl note that in the field of finance companies the ‘efficiency ratio’ is 

defined as operating costs/Net Income.) 

 

 

 

Scenario II 
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-End of the Question Paper- 

You are required to: 

 

1. Discuss any four key macro environmental variables that impact a company operating 

in the LFC industry in Sri Lanka.                                     

(12 Marks) 

2. Evaluate key relevant factors which affect to the intensity of the LFC industry 

competitiveness in Sri Lanka (Hint: apply an appropriate strategy analytical model), 

considering the information provided in this case study as well as information gathered 

with reference to the annual reports of both organizations and the theories applicable 

to the above.                                                                                         

(10 Marks)                                                                                                             

3. Compare and evaluate the application of technological development and 

advancement, particularly from a customer point of view, between LBF and MI in their 

quest to improve strategic competitiveness.                                                                                                              

(12 Marks) 

4. Recommend and explain with reasons the principal drivers of financial performance 

of a finance company operating in the LFC industry in Sri Lanka.                                           

(16 Marks) 

5. Explain the difference of financial performance shown in the first quarter results of the 

current financial year 2019/20 forwarded to you as per the Appendix 3 of the scenario 

II of this case study, between MI and LBF, with reference to the performance drivers 

discussed under (4) above.                                                                                                                               

 (15 Marks) 

6. Taking in to consideration the key characteristics of the LFCs industry, recommend and 

explain with reasons, two major non-financial performance indicators of a company 

operating in this industry.                                                                                                                                             

 (10 Marks) 

7. Recommend at least - three possible strategies applying appropriate model/s that MI 

could adopt to   improve their overall strategic competitiveness in relation to an industry 

leader such as LBF considering the information provided in Scenario II (Appendix 3) 

that contains a “competitor analysis” between LBF and MI, compiled by an analyst of the 

Finance House Association (FHA).                             

(15 Marks) 

8. Evaluate how either of LBF or MI is planning to practice ‘sustainability’ in their 

respective business models.                                                                                                                     

(10 Marks) 

 [Total 100 Marks] 
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November 2019 Examination- Marking Grid 
Evaluation W* Exceptional Ver Good Good Satisfactorily Low 

1. Knowledge     
Technical knowledge 
(On Management 
Accounting, Financial 
Accounting & 
Business 
Management) 

 High level of 
technical knowledge 
demonstrated.  

Good level of 
technical knowledge 
demonstrated. 

Moderating 
level of 
technical 
knowledge 
demonstrated. 

Certain level 
of technical 
knowledge 
demonstrated. 

Lack of 
technical 
knowledge 
demonstrate
d. 

25 21-25 16-20 11-15 6-10 1-5 

2. Application  
Application of 
diverse theories and 
depth of learnings 
clearly in an 
analytical and 
practical manner. 

 Ability to apply 
diverse theories and 
depth of learnings 
clearly.  

Ability to apply 
diverse theories and 
depth of learnings 
clearly. 

Ability to apply 
theories and 
learnings. 

Ability to 
apply theories 
& learnings. 

Ability to 
apply 
theories & 
learnings. 

In a highly 
appropriate 
analytical and 
practical manner. 

In an analytical and 
practical manner. 

In certain 
analytical 
manner. 

  

20 17-20 12-16 7-11 3-6 0-2 
3. Integration 

recognition of key 
issue in diverse 
disciplines in a 
comprehensive 
manner. 

 
 

Recognition of key 
issue/s.  

Recognition of key 
issue/s.  

Recognition of 
key issue/s.  

Recognition of 
key issue/s. 

Recognition 
of non- key 
issue/s.  

In diverse disciplines 
in a comprehensive 
manner. 

In diverse 
disciplines. 

In certain 
disciplines. 

  

15 13-15 9- 12 5-8 1-4 0 
4. Prioritization 

demonstration of 
rational with 
supported evidences 
to root issue/s in a 
logical & systematic 
manner. 

 Demonstration of 
rational with 
supported evidences 
to root issue/s.  

Demonstration of 
rational with 
supported 
evidences to root 
issue/s.  

Demonstration 
of rational with 
supported 
evidences to 
root issue/s.  

Demonstratio
n of rational. 

Demonstrati
on of 
rational. 

in a highly 
appropriate logical & 
systematic manner. 

in a logical & 
systematic manner. 

in a certain 
logical & 
systematic 
manner. 

in a certain 
order of 
priority. 

 

15 13-15 9- 12 5-8 1-4 0 
5. Decision  

Present feasible 
decision with realistic 
recommendations in 
a comprehensive 
manner 
 

 
 
 

Presentation of 
feasible decision  

Presentation of 
feasible decision.  

Presentation of 
feasible 
decision. 

Presentation 
of feasible 
decision.  

Presentation 
of decision. 

with realistic 
recommendations.  

with good 
recommendations.  

with certain 
recommendatio
ns.  

  

in a comprehensive 
manner with 
examples. 

in a comprehensive 
manner. 

   

15 13-15 9- 12 5-8 2-4 0-1 
6. Presentation 

Ability to structure 
answer clearly and 
legibly.in a logical 
sequence with 
recommendations 
and relevant 
references clearly 

 
 
 

Ability to structure 
answer clearly and 
legibly. 

Ability to structure 
answer clearly and 
legibly. 

Ability to 
structure 
answer clearly 
and legibly. 

Ability to 
structure 
answer clearly 
and legibly. 

Ability to 
structure 
answer.  

in a most appropriate 
logical sequence. 

in a logical 
sequence. 

in a certain 
logical 
sequence. 

  

with 
recommendations 
and relevant 
references clearly. 

with acceptable 
recommendations 
and relevant 
references. 

with some 
recommendatio
ns and 
references. 

  

10 9-10 7- 8 4-6 2-3 0-1 

TOTAL 100 
W*- Weightage  


