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ON THE
FRONT
LINE

The DIMO tribe has always been inspired by our mission statement
to ‘create value responsibly’. Every year we evaluate our value
creation process in clear and simple terms, discussing the strategies
and systems by which our complex business enterprise is managed
and analysing our financial results through the pages of this, our
Integrated Annual Report.

Over the years and in partnership with our thousands of customers,
business partners and other associates, we have built a valuable and
respected business enterprise that works to the same principles of
responsibility, integrity and trustworthiness as it did at origin. The
year under review has not been an easy one and we anticipate
more challenges to come. Yet we remain confident that we can hold
our lines and battle forward, to keep delivering sustainable growth

in the years that lie ahead.

The powerful synergies and strengths we integrate into our business
model will continue to serve us well. But it is the unswerving loyalty
and fighting spirit of the DIMO tribe on the frontline that ignites our

far-flung and complex business operations, to deliver the seamless

value we fearlessly pledge to our stakeholders every single day.
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Our Aspiration

To be the corporate role model that inspires and touches
the life of every Sri Lankan, every day.

Our Purpose

To create value responsibly

Our Values

Responsible:  To be a responsible corporate citizen.
To act with responsibility towards all our stakeholders

and the environment

Righteous: To stand for righteousness with resolve
Responsive: To be approachable and responsive to every stakeholder we serve
Reliable: To be reliable and trustworthy, whatever we undertake to do
Respectful: To always treat people with dignity and respect
Resilient: To be resilient in adversity

+

This report can be viewed on Internet Explorer 9.x or higher,
Mozilla Firefox® 32.x or higher, Safari 6, or higher, Chrome 23 or higher

Diesel & Motor Engineering PLC
Annual Report 2016/17
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EXCELLENCE...RIGHT DOWN THE LINE
The Year’s Highlights

The year’s story is a
complex one. While on

the whole, your company
delivered a reasonable
performance yet again in
the year under review, our
industry sectors have been
forced to operate in a very
challenging environment
and the year ahead is
predicted to be equally if
not more difficult.

Chairman’s Message

There were four new appointments to
the Board during the year

e Mr. A. D. B. Talwatte

e Mr. M. V. Bandara

o Mr. P. K. W. Mahendra

e Mr. S. R W. M. Ranawana

As a responsible corporate,
we too decided to take our
sustainability reporting to the

next level and present our report
' MARKET CAPITALISATION IMPROVED

497 .

E In2015/16

in accordance with the recently
issued GRI Standards.

Group Chief Executive Officer’s Review

MONETISED CAPITAL

RELATIONSHIP CAPITAL

! REVENUE GREW

445

! In2015/16 87.7 ! 1n2015/16

i Customer Satisfaction Index

! PAT DECREASED

657 e

' In2015/16 047 |

! EBIT MARGINALLY INCREASED (RsMn)

: P03 ] 1126
| 2014 % %0 !
| 29157 /] 1270 |
| Boie 7] 1850 |

PENNNNNNNNNNN\\fER

i DIVIDEND DECREASED

24.,

11n2015/16 27 |

ki

E Dividend per Share

i KEY FINANCIAL OUTCOMES

ROE - 6.46%
(9.46% - 2015/16)

|
J / !

NP Margin ~ Asset Turnover ~ Financial Leverage !
- 1.48% - 1.95 times - 2.24 times i
(2.52% - (1.84 times - (2.04 times -

2015/16) 2015/16) 2015/16)

! NET ASSET PER SHARE IMPROVED

1,145.16.

i In2015/16

1,126,492

i Winner of the

i Mercedes-Benz

. Service Excellence
488

i Asia in 2016

i CUSTOMER SATISFACTION IMPROVED

90.

88%

. RETAINING THE CUSTOMERS

| 2012 % 4
1 2015 %B/ /T 5
. 016 SN 6
" 5017 BN 7
2 % of customers without repeat purchases
% of customers with repeat purchases
REACHING THE CUSTOMER
i 65 Customer Interaction Points
! In2015/16 60

' OUR NEW HOME IN KURUNEGALA ON A

FIVE ACRE PROPERTY

. TATA MOTORS

ONE
;ORLD

i Distributor of the

. year 2016 Awarded
i by TATA Motors

i Limited

=

award in South East
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@ HUMAN CAPITAL

SOCIAL IMPACT

OUR TRIBE
1 ,7 Q 5 Number of employees
In2015/16 1,673
A GREAT PLACE TO WORK - FOR THE
FOURTH CONSECUTIVE YEAR
Best = |
es |

companies
tO WwOork for

Sril anka

One of the best twenty five companies in
Sri Lanka to work for

TRAIN AND GAIN

Number of Knowledge
y & Skills Development

Training Hours

In2015/16 26,735
AVERAGE TRAINING HOURS

INCREASED

[2013 ’ 1637
[2014 g 1262
[2015 /) 1586
f2016 2 1787

EMPLOYEE EXPERIENCE ENHANCED

64.56.

In2015/16
Employee Satisfaction Index

62.04%

! CREATING VALUE

18,204 < e

CASE STUDY: FORMULA STUDENT -
QUEST FOR TALENT

In20156/16 14,956
Monetised Value Added
| IMPROVED TSR
1 1 ] 1 8 %
In20156/16 -9.57%
Total Shareholder Return (TSR)
; DEVELOPMENT
2 ENVIRONMENTAL IMPACT 109
' Rs. Mn.
In 2015/16 68
i ECOLOGICAL FOOTPRINT . Community Development Investment
i TOTAL CARBON FOOTPRINT ' KEEPING OUR PROMISE
In our 2015/16 Annul Report, we pledged
. y 1CO e that we will engage our employees to collect
2 i at least 456 kgs of plastics for re-cycling. As
In 2015/16 7,224

usual, we kept to our promise.

ENERGY CONSUMPTION

43.27.

1 In2015/16

PER EMPLOYEE
OUR SOCIAL ACCOUNTABILITY
MANAGEMENT SYSTEM ADOPTED

! COMMITMENT TO SUSTAINABLE
THE SA 8000:2014 STANDARD

43.94

'
'

1

'

1

'

1 @
'

1

1

1

'

'

'

 REVENUE COMPOSITION - GROUP (%)

oo W >

TECHNOLOGY

' Jaal

- Vehicles- Sales

- Vehicles - After Services

- Marketing and Distribution
- Construction and Material

Handling Equipment

- Electro-Mechanical, i ) L )
Bio-Medical and Marine Introducing new E-class, raising the threshold
Engineering of Luxury

RELATED DIVERSIFICATION

Ventured into fertilizer business towards the end
of the financial year, adding another offering to
our agri-inputs business.
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EXCELLENCE...RIGHT DOWN THE LINE

Moving the Goal Lines

A message from the Chairman/Managing Director, Mr. A.R. Pandithage

Chairman/Managing Director

“My tribe is well equipped 1o face the
challenges that come theirway. in:the ensuing
year. We have approached the. new financial
year with plans to overcome these:challenges.”
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DIVIDEND PER SHARE

Rs.

Rs.657l\lln

Profit After Tax
Rs.947 Mn (2015/16)
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“...in these tough times, we believe that the steadfast
loyalty and fighting spirit of the DIMO tribe on the front line
will continue to drive our continued success and deliver the
seamless value we confidently pledge to our stakeholders

now and into the future.”

On the Front Line

This year's story is a complex one. While our
Company performed reasonably well on the whole,
our industry sectors have been forced to operate in
a very challenging environment. The year ahead is
predicted to be equally, if not more, difficult.

We realise that we have a battle ahead. This is why
the theme of this year's Annual Report is ‘On the
Front Line. Despite these tough times, we believe
the fighting spirit of the DIMO tribe will drive us from
the frontline. What we pledge to our stakeholders
will be delivered with steadfast loyalty.

A Mixed Bag on the Economic Front

The financial year turned out to be a challenging
one. External economic factors were a mix of
favourable and unfavourable. The AWPLR showed
a significant increase during the year and was
strongly felt and reflected in the results. The Sri
Lankan Rupee depreciated at a manageable level,
while the GDP growth rate was a moderate 4.4%
(4.8% -2015/16). The economic sectors in which
we have businesses recorded very moderate
levels of growth in 2016, with the exception of the
construction industry, which recorded a substantial
growth of 14.9% (2.7% - 2015/16). Although the
transport sector grew by 4.1% (5.0% - 2015/16),
the number of vehicle registrations, excluding two
and three-wheelers, reduced by 42.9%. Overall, it
was a mixed bag.

A Change of Scenario in the Third Quarter

We saw a turnaround in the Government tariff policy
applicable to small vehicles. The comparatively
low tariffs governing commercial and passenger
small vehicles saw a significant increase in the
third quarter. TATA Ace (popularly known as ‘DIMO
Batta’) and single and double cabs were among
the commercial vehicles most affected. These
vehicles previously brought in a significant revenue
stream. Their market size has now shrunk to less
than 25% of the pre-tariff revision volumes. The
full impact of this however, was not felt during the

year as stocks imported prior to tariff revisions
were sold at previous prices until the year end.

Widespread Consequences

Small commercial vehicles are widely used in micro
and small scale businesses; they are considered
a vital cog for inclusive economic growth. The
higher tariffs have had an adverse impact on these
sectors. We have made representations to the
Government highlighting the impact of the tariff
increase on micro and small scale businesses, as
well as on us and consequently, on Government
revenue.

A Word of Appreciation Too

On the other hand, | must express appreciation to
the Government authorities for streamlining the
administration of vehicle imports, including the
methodology adopted in the calculation of tariff. It
is my view that the present tariff regime for vehicle
imports has enabled a more realistic method of
administering tariff on vehicle imports, thereby
facilitating a level playing field.

Top Line Growth Did Not Help

The 18% increase in turnover did not flow through
to the bottom line. Reduced margins, and increased
administration and financial costs dragged down
the profit before tax to Rs.1,043 million (Rs.1,380
- 2015/16). From a segmental perspective, the
results of the Vehicle Sales segment remained
flat, while the results of the Vehicle - Aftercare,
Construction and Material Handling Equipment
segment showed an increase. The Marketing &
Distribution and Electro-Mechanical, Bio-Medical
and Marine Engineering segments decreased,
compared to the previous year. However, EBIT
marginally increased to Rs.1,900 million from
Rs.1,850 million in the previous year.

Dividends

The dividend for the year amounted to Rs.24
(Rs.27 - 2015/16) per share, which was declared
as an interim dividend in March 2017.




EXCELLENCE...RIGHT DOWN THE LINE

A message from the Chairman/Managing Director, Mr. A.R. Pandithage

We have to proactively deal with the ‘millennial mindset’ of
emerging young leaders and our customers who share a similar
mindset. Their values and preferences make us re-think our

value propositions from content to delivery. We are aware that
understanding this mindset will help us to foresee the future and
smoothly transform our business models accordingly. The need for
transformation will be an important part of our leadership coaching.

In Line for Growth

The performance of our largest business segment
- Vehicle Sales, depends to some extent on
the Government tariff policy. From a historical
point of view, it has contributed significantly and
consistently to overall profitability. We continue
aggressively to pursue a higher market share in
the vehicle sales segment. At the same time, over
the recent years we have consciously directed our
efforts to grow in other segments. Such efforts
implemented during the past few years are now
yielding results, and | am happy to note that many
of our growth plans in other segments are coming
to fruition. Our budgets indicate that the new
business segments are going make a noteworthy
contribution to profits and growth in the ensuing
year.

Footprint in Agriculture Sector

Our present presence in the agriculture sector
consists mainly of the harvesters and tractors
we offer. With a view to expanding our footprint
in agriculture, we will be launching a fertilizer
business in the very near future. We recently
acquired a twenty-nine acre property close to
Dambulla, which will be used for our agriculture
business. It will be developed as a Centre of
Excellence for the ‘DIMO - Agri’ brand.

Beyond the Shores

Last year, we decided to look beyond our shores
for growth. Our efforts are mainly to harness our
engineering expertise outside Sri Lanka. We
have now identified ventures in the Maldives
and Myanmar for investments. In the Maldives,
we will join hands with a reputed local partner to
commence a ship and marine craft repair business.
The investment in Myanmar will initially focus on
an automotive workshop with plans to venture into
other areas.

Our New Home in Kurunegala

Kurunegala has always been significant in our
growth plans, particularly for the Commercial
Vehicle business. In order to reach our customers
better, we embarked on a journey to open more
branches. The second branch in Kurunegala
commenced work back in October 2016; that
journey has now brought us to 32 branches and
33 customer contact points and display points. Our
growth plans include a second wave of investments
beyond Colombo with a view to expand the existing
capacity and serve our customers better. As a first
step, we developed the Centre of Excellence on
a five-acre property in Kurunegala, housing our
new vehicles showroom and a 15,447 square-
foot workshop. This facility started operations in
October 2016.

Prepared to Overcome Challenges

Last year was a very turbulent period. The
unexpected increase in the tariff on small
commercial vehicles, escalating interest rates,
slowing down of projects and a few other factors
combined, posed a serious challenge to the
profitability of the Group. Frequent changes in
tariffs also made our medium and long-term
strategies less effective. This situation led us to
resort to short-term plans as opposed to taking a
long-term view of the tariff policy. My tribe is well
equipped to face the challenges that come their
way in the ensuing year. We have approached the
new financial year with plans to overcome these
challenges.

DIMO as a Model of Resilience

To build DIMO as a model of resilience that can
withstand all challenges and pressures, is of
paramount importance. This calls for an internally-
focused strengthening process that addresses
the basic fabric of the organisation. When aligned,
our values, our systems, structured processes,
practices and sound principles, give DIMO the
ability to build a reputation as a corporate role
model.

Collaborate and Differentiate

We pursue an approach of collaboration and
differentiation to gain a competitive edge.
Collaboration comes from employees and
differentiation is sought in five key areas. Engaged
employees and best-in-class business partners
are key for collaboration to be effective.

Employee Engagement is Key

We value the contribution of a well-engaged
employee. Therefore, nurturing our tribe members
as precious resource, and securing their
engagement, are key responsibilities placed upon
the DIMO leadership. Employee engagement is
a key facet in our talent management strategy.
It is our sincere desire to make our employee
value proposition - “making work enjoyable and
rewarding” a reality at all times.

Best-in-class Business Partners

We treasure our business partners, particularly
our foreign principals, with whom we have built
strong relationships over the years. Our best-in-
class business partners and our tribe members
form a strong coalition to deliver a resource pool
that drives our differentiation strategy. Therefore,
nurturing and forming lasting relationships with
business partners is a key area of our focus.

Need to Transform

We have to proactively deal with the ‘millennial
mindset’ of emerging young leaders and our
customers who share a similar mindset. Their
values and preferences make us re-think our
value propositions from content to delivery. We are
aware that understanding this mindset will help
us to foresee the future and smoothly transform
our business models accordingly. The need for
transformation will be an important part of our
leadership coaching.

Leveraging Technology

Technology is increasingly embedded in our
offering and its delivery. It can no longer be
considered a mere enabler. Our partnerships with
the best-in-class technology providers in the world,
places us in an advantageous position to leverage
technology to compete efficiently. Building the
technological competency of our tribe members
thus takes priority in our training agenda.

Our Role in Sustainable Development

Our commitment to sustainable development
emanates from our mission statement, which
reads “create value responsibly”. This is put into
practice through the principles of sustainability and
sustainable development goals (SDGs) embraced

0 ON THE FRONT LINE



by the Group. The Impact Management Report
presented in this annual report provides a detailed
account of the economic, social and environment
impact made by our value creation activities
and outputs. It also provides an account of our
contribution to achieving SDGs. | am happy to note
that our carbon footprint reduced from 0.1917
tCO,e per Rs.1.0 million turnover to 0.1731.

Social Accountability

Our employees drive our value chain. They
are assisted by external parties such as
subcontractors. It is our duty to ensure that
everyone who participates in our value chain within
our sphere of influence is treated fairly and with
respect. Our social accountability management
system is aimed at delivering on this duty. In
order to enhance credibility of this system, we
sought SA8000 accreditation from the Social
Accountability International (SAl). The evaluation
process was recently concluded and we were
informed of our eligibility for this certification. |
consider this accreditation to be a true reflection
of our business ethics.

Integrated Reporting — The Journey Continues

We have now tread the Integrated Reporting <IR>
journey for seven years. Our strong belief is that
integrated reporting will allow our stakeholders to
capture our enterprise value creation in a holistic
manner, without being limited only to monetised
value creation and sustainability. Presently, we
are shepherded by the reporting guidelines
issued by the International Integrated Reporting
Council (IIRC). We trust that more guidance
will be forthcoming from the IIRC as we gather
momentum in our IR journey.

A Warm Welcome

| extend a warm welcome to Messrs. A.D.B.
Talwatte, M.\V. Bandara, PKW. Mahendra and
SRWMC. Ranawana, who joined the Board
with effect from O1st June 2016. Mr. Talwatte
joined the Board as a Independent Non-Executive
Director and Messrs. Bandara, Mahendra and
Ranawana who have previously served the Group
as Chief Operating Officers of their respective
divisions, now function as Executive Directors.

Acknowledgments

Many have contributed to the success of our
journey so far and towards the future of DIMO.
Thank you very much to our customers who
inspire us by placing their faith in us; our business
partners for seeing value in us; and my amazing
tribe members who work tirelessly to take DIMO
to greater heights. To my colleagues on the Board,
thank you for your astute guidance.

Outlook

Our country is in a phase where aggressive
investment plans are drawn by successive
Governments. Therefore, we expect public and
private sector investments to increase in the short
and medium term. The significant investments we
have been making in capacity building will position
us well to ride this wave.

A short-term  perspective indicates mixed
fortunes. The upward revision of the tariff of small
commercial vehicles during the third quarter is
bound to hurt our top line and bottom line in the
ensuing year, unless we see a reversal of this
policy at least during the second quarter. However,
counter strategies are in place to minimise the
adverse impact of the tariff increase. We would
also gladly welcome a favourable revision in the
loan-to-value ratio in vehicle financing. The higher
volumes planned in Mercedes-Benz Passenger
and Commercial vehicles are expected to provide
a boost to the vehicle sales segment.

Some key road construction projects are expected
to take off during the year. This will provide an
impetus to the Construction Machinery and Material
Handing Segment, and also to the sales of heavy
commercial vehicles. We have secured a fair share
of work in the private sector construction segment
and this should help the Building Technologies
business to perform well. Additional revenue
streams are expected from new investments in the
Agriculture sector, including fertilizer. Overall, our
budgets indicate an improved performance in the
ensuing year.

A.R. PANDITHAGE

Chairman/Managing Director

23rd May 2017
Colombo
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EXCELLENCE...RIGHT DOWN THE LINE

On the Right Lines

A review of operations from the Group Chief Executive Officer, Mr. A.G. Pandithage

Group Chief Executive Officer

“Teamwork is the driving force hERINE i
success today. This report is a triRUIERENNE.-:
commitment and hard work of eve/ygle

in the great partnerships that togethti}_-

DIMO Tribe.” |
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CURRENCY RATE AT YEAR END

VS INFLATION
Rs. %
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B Land Vehicles & Dual Purpose = Total Number of Vehicle Registerd

Overview

The primary business interests of the DIMO group
involve the supply of capital goods for use in
differenteconomic sectors. Users of this equipment
often fund their investments through borrowings
and therefore, the fortunes of these sectors are
closely linked to the prevalent borrowing rates.
Other economic aspects such as exchange rates
and the growth of the aligned economic sectors
are also linked to the performance of the Group. A
table capturing key economic indicators and their
relevance to DIMO is presented in the Business
Report on page 83.

Financial Result

The turnover and gross profit increased by 18%
and 13% respectively over last year's. The gross
profit margin reduced to 16.71% from 17.43%
last year. The net profit before tax reduced by
249%. However, earnings before interest and tax
(EBIT) improved slightly to Rs.1,900 million from
Rs.1,850 million previous year. 24% increase in
administration cost and 82% in finance cost were
key factors that curtailed profits.

Vehicle Sales Segment

The Sri Lankan automobile industry remains
highly volatile due to constantly changing tariffs
and regulations. The first three quarters of the
year did not see any significant change in tariff
and during each quarter, the segment recorded a
revenue growth over the preceding quarter. The
changes in tariff consequent to the government
budget proposals in November 2016 and increase

Introductory Statements
Context
Enterprise Governance

Value Creation

Financial Information

Supplementary Information

in loan to value (LTV) ratio on small commercial
vehicles, curtailed our segment revenue during the
last quarter. The registration of vehicles decreased
by 26% in 2016 compared to 2015. Vehicle
registrations excluding two and three wheelers fell
by 43% during the same period.

The absence of negative sentiment in the first
three quarters helped the number of vehicles
sold for the year to decrease by 11% (increase
by 33% - 2015/16) and the segment turnover to
increase by 15% (45% - 2015/16). The segment
turnover accounted for 71% of the Group
turnover. The segment result remained flat as a
consequence of reduced Gross Profit margins,
higher administration and finance costs.

Vehicles — After Services Segment

The transportation sector, which has a bearing on
this segment, grew by 4.1% compared to 5.0%
in 2015. The Tata spare parts business showed
a 27% (28% - 2015/16) growth surpassing its
budgets. This helped the turnover of the vehicle
after services segment to increase by 21%
and consequently, the segment result by 48%.
Improvements in productivity are sought on a
continuous basis to further improve the profitability
of our vehicle repair workshops. Presently, we
hold 186 (186 — as at 31/03/2016) work-bays
in the western province and 107 (103 - as at
31/03/2016) work- bays outside it. Our short
and medium term aim is to expand our workshop
capacity outside the western province. The
amount spent during the year on technology,

The turnover and gross profit increased by 18% and 13%
respectively over last year’s. The gross profit margin reduced to
16.71% from 17.43% last year. The net profit before tax reduced
by 24%. However, earnings before interest and tax (EBIT) improved
slightly to Rs.1,900 million from Rs.1,850 million previous year.

Registration of Motor Vehicles vs Vehicle Sales of the Group

Motor Cars (a)

45,172 105,628

Buses 2,685 4,140
Dual Purpose Vehicles (b) 26,887 39,456
Goods Transport Vehicles (c) 7,563 7,142
Land Vehicles (d) 13,947 12,105
Total 96,254 168,471

Diesel & Motor Engineering PLC
Annual Report 2016/17
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EXCELLENCE...RIGHT DOWN THE LINE

A review of operations from the Chief Executive Officer, Mr. A.G. Pandithage

Availability of experienced, technically skilled labour in the
vocations related to our business is another challenge at hand.
This is perhaps due to the shortage of high quality technical
colleges and the absence of suitable long term courses
relating to technical and vocational education in areas such as
automobile engineering. This problem is further aggravated by
the migration of labour in search of greener pastures.

tools and equipment for workshops amounted
to Rs.98 million (Rs.34 million - 2015/16).
Technical competence, which is a critical aspect
in providing after care for vehicles, is enhanced on
a continuous basis. The employees in the vehicles
— after service segment received 3,987 hours
(4,061 hours - 2015/16) of training during the
year.

Marketing and Distribution

While the segment turnover increased by 13%
(15% - 2015/16), the segment result decreased
by 35% (13% - 2015/16). The Power Tools
and Original Equipment (OEM) businesses made
positive contributions to this segment while
the Consumer and Bosch Auto Components
businesses fell well below expectations. Focused
attention is now being given to turning these two
businesses around.

Construction and Material Handling Equipment

The construction sector rebounded during
2016 recording a substantial growth of 14.9%,
recovering from a 2.7% contraction recorded
in 2015; this trend is expected to continue, at
least in the short term. In a relatively supportive
environment, the segment turnover and the
segment result increased by 66% (decreased by
11% - 2015/16) and 21% (decreased by 16%
- 2015/16) respectively. With road construction
projects expected to recommence, this segment
should produce an improved result.

Electro-Mechanical, Bio Medical and Marine
Engineering

Fortunes of this segment depend on many
sectors and subsectors of the economy. They
include the industrial, power, water, health and
construction sectors. While the segment turnover
increased by 23% (22% - 2015/16), the segment
result decreased by 28% (Increased by 82% -
2015/16). A below par performance in the power
engineering business and the absence of profits

earned from a large scale engineering project
carried out last year contributed to the reduction
in the segment result this year.

Challenges

Demand contractions, triggered by high tariff and
higher LTV ratio on small commercial vehicles,
have significantly curtailed the revenue stream
from small commercial vehicles. On the other hand,
keen interest can be seen for larger commercial
vehicles. Plans are afoot to ramp up resources for
larger commercial vehicle sales.

Availability of experienced, technically skilled
labour in the vocations related to our business is
another challenge at hand. This is perhaps due to
the shortage of high quality technical colleges and
the absence of suitable long term courses relating
to technical and vocational education in areas
such as automobile engineering. This problem is
further aggravated by the migration of labour in
search of greener pastures.

DIMO Auto Training School

Against the back drop of the shortage of
experienced technical personnel, we have on
our part made a significant investment in our
DIMO Automobile Training School (DATS), which
produces technically qualified personnel, with
particular emphasis on automobile engineering.
DATS is headed by a full time expatriate employee,
who counts many years of experience in technical
training in different parts of the world, including
Europe. The graduands are free to look for career
opportunities outside DIMO upon completion of
the two year course. We consider and take pride
in this as one of our contributions to the nation
and the industry. Although it may be a step in the
right direction when addressing the shortage of
skilled labour, the immediate problem of sourcing
experienced technical personnel continues to
persist.

Non-monetised Capital

Our integrated reporting journey leads us to give
due importance to our non- monetised capitals, as
our long term sustenance depends on how well
we manage and nurture them. This integrated
report will cover our non-monetised capitals in
more detail. We have opted to classify them as
Relationship Capital consisting of Customers and
Business Partners, Human Capital and Intellectual
Capital.

Committed to a Common Cause

In order to effectively pursue our mission
statement, it is imperative that all our tribe
members are aligned towards it, and that they
are suitably engaged to play their role effectively.
Therefore, we actively seek ways to promote
employee engagement and also carry out a survey
to measure it. The engagement score of the
annual employee engagement survey increased
this year to 3.88 out of a maximum score of 5.0,
from a score of 3.85 in the last year.

Sustainability

Our mission statement directs us to create value
responsibly. This is the origin of our commitment
to creating value for our stakeholders and doing
so in a responsible manner. Our philosophy, values,
structures, systems and processes encourage
commitment to such behaviour. We make our
commitment to sustainable development and
inclusive growth transparent and visible through
our corporate reporting process.

Global Reporting Initiative Standards

We always follow best practices in corporate
reporting and in reporting matters relating
to sustainability. In the past few years, our
sustainability reporting has been guided by the
GRI G4 guidelines. In October 2016, the Global
Sustainability Standards Board (GSSB) issued
the GRI Sustainability Reporting Standards (GRI
Standards) taking sustainability reporting to
another level. As a responsible corporate, we too
decided to take our sustainability reporting to the
next level and present our report in accordance
with the recently issued GRI Standards.

Staying Ahead

Adopting best practices and employing systems
that work well for us help us to stay ahead. The best
practices we adopt have manifested themselves in
the many awards and accolades received during
year for Integrated Reporting, Sustainability
Reporting, Human Resource Management, and
Service Excellence among others. A full list of the
awards and accolades received during the year is
presented on page 81.
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Growth Strategy

We continuously pursue opportunities to grow. Our
growth strategy in the past has taken an organic
route. It is time to pursue new paths that can help
the Group to propel itself to the future. We have
considered alternative growth strategies in depth,
and have chosen the path of related diversification.
This allows us to drive growth through the strength
of our intellectual capital. Our agricultural inputs
business will thus shortly see an expansion with
the addition of the fertiliser business to its portfolio.

QOutlook

The reversal of fortunes in the fourth quarter of the
year, after experiencing revenue growth in each of
the first three quarters, is likely to continue in the
first quarter of the new financial year. However, the
forecasted increase in demand for medium and
large commercial vehicles is expected to at least
partially compensate for the decline in revenue
that commenced in the fourth quarter of last year.
Higher volumes and turnovers are budgeted from
Mercedes-Benz vehicles.

Better and more effective utilisation of workshops
and productivity improvements are part of plans
to improve profitability from the after sales
business. Results are also expected to flow in from
further expansion of the franchised spare parts
distribution business. Consequently, an improved
performance is forecasted for the Vehicles-After
Services segment.

We continuously pursue
opportunities to grow. Our
growth strategy in the past has
taken an organic route. It is time
to pursue new paths that can
help the Group to propel itself to
the future. We have considered
alternative growth strategies in
depth, and have chosen the path
of related diversification.

Based on the plans for the year, we expect that
the Marketing & Distribution segment will reflect a
better performance. Specific plans were drawn to
turn around two of its businesses that performed
below par last year.

Against the backdrop of another year of growth
forecasted for the construction sector, including
road construction, and also from our forecasts of
growth in power and water sectors, an improved
performance is expected from the Construction
& Material Handling segment and the Electro-
Mechanical, Bio-Medical and Marine Engineering
segment.

The increase in the administration and finance
costs during the year under review suggests that
managing these costs requires close attention.
The efforts will cover improvements in working
capital management.

Overall, the budgets indicate an improved
performance for the financial year ending 31st
March 2018.

S

A.G. PANDITHAGE
Director/Group Chief Executive Officer

23rd May 2017

Colombo
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EXCELLENCE...RIGHT DOWN THE LINE
How to Read this Report

Board's stewardship role brings uponitan obligation
to be transparent and accountable. Potential
investors seek information relating to the value
creating ability of the Group in the short, medium
and long term. Laws and regulations require
publication of Financial Statements, reports, other
statements and disclosure of specified information.
This Annual Report is prepared and presented to
satisfy the aforesaid requirements and needs.

In here we explain basic information that provide
basis of preparation of this Annual Report and that
will be useful to understand this report.

Enterprise Governance

This report is organised around DIMO’s story of
value creation. The story presents key aspects of
our value creation process which are the different
forms of capital that provide the inputs, business
domains and the value creating activities that
result outputs, outcomes and impacts. It also
covers risks and the aspect of conformance.
Therefore the report is an account of Enterprise
Governance at DIMO.

Ourvalue creation model aims to create value, while
balancing the Company’s responsibilities towards
its diverse stakeholders including shareholders
and the environment. How the Company did this
over the past financial year through performance
and conformance is discussed comprehensively
through the different sections of this report. In
addition, the manner in which the Group has
complied with the Code of Best Practice on
Corporate Governance jointly issued by the
Institute of Chartered Accountants of Sri Lanka
(CA Sri Lanka) and Securities and Exchange
Commission of Sri Lanka (SEC) is available in the
Company website at www.dimolanka.com.

Report Boundaries

This report covers the activities of Diesel & Motor
Engineering PLC (DIMO) and its Subsidiaries,
collectively referred to as DIMO Group, spanning
a 12-month period ending 31st March 2017.
There have been no changes in reporting scope
and/or boundaries from the previous year. The
Consolidated Financial Statements of the Group
appearing from pages 122 to 165 provides
information on financial reporting boundary of the
Group. Business Report appearing from pages 82
to 93 identifies the activities of the Group.

This report also cover risks, opportunities
and outcomes that could materially affect the
organisation’s ability to create value.

102-46/102-48 )

This report is organised around DIMO’s story of value
creation. The story presents key aspects of our value
creation process which are the different forms of capital
that provide the inputs, business domains and the value
creating activities that result outputs, outcomes and
impacts. It also covers risk and the aspect of conformance.
Therefore the report is an account of Enterprise

Governance at DIMO.

Laws, Regulatory Frameworks, Standards, Guidelines and Protocols

This report was prepared in accordance with the following laws, regulatory frameworks, standards,

guidelines and protocols;

Sri Lankan Laws, Regulatory Frameworks,
Standards and Guidelines

= The Companies Act No. 07 of 2007

= The Listing Rules of the Colombo Stock
Exchange (CSE) ‘

= Sri’Lanka Accounting Standards (SLFRSs/
LKASs) laid down by The Institute of !
Chartered Accountants of Sri Lanka

A soft copy of this Annual Report is available on
the Company website: www.dimolanka.com.

Sustainability

The information content of the report also covers
the economic, social and environmental impacts
resulting from the value creation activities of the
Company and its subsidiaries operating across
the island, and includes a reasonable assessment
of potential impacts. Sustainability Reporting
principles including Stakeholder Inclusiveness,
Sustainability Context, Materiality and
Completeness have been given due consideration
in determining the report content.

This report also contains the Sustainability
Objectives set by the Sustainability Committee,
which are formulated based on material aspects

International ~ Guidelines, ~Standards andi
Protocols
*International Integrated  Reporting i

Framework (International <IR> |

Framework), of which the Company is a '
business network member ‘

=GRl Standards issued by the Global
Sustainability Standards Board (GSSB)

* The Greenhouse Gas Protocol Corporate |
Standard published by World Resource i
Institute  (WRI) ‘and ~ World ~ Business |
Council for Sustainable ~Development i
(WBCSD) used to measure and report on i
the Group'’s carbon footprint |

identified. The test of materiality embedded in
our processes has ensured that we report on all
material issues relating to sustainability regarding
aspects internal and external to the organisation
within the sphere of influence of the Company. The
DIMO stakeholder identification process ensures
stakeholder inclusiveness. The Sustainability
Committee has approved all the information and
data relating to sustainability objectives that are
contained in this report.

Information relating to sustainability is prepared
“‘In accordance - comprehensive” of the GRI
Standards. The GRI content index is available from
pages 169 to 174.

This report also acts as a Communication on
Progress (COP) for the United Nations Global
Compact.
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Non-financial information in this report pertaining to the previous year has not been restated, unless
otherwise stated.

Independent Assurance

The Board has obtained following independent assurances relating to information presented in this
Annual Report.

- Assurance from the Independent Auditors on the Consolidated Financial Statements (Independent
Auditors’ Report)

- Assurance from DNV GL Business Assurance Lanka (Pvt) Ltd on Non- Financial Information
(Appendix Ill — independent Assurance Statement on Non-Financial Reporting) according the
AA1000 Assurance Standard.

Determining Materiality of the Report Content

The materiality assessment of the report content appears on pages 18 and 19.

i Board of Directors’ Statement on the Seventh Integrated Annual Report

The Board of Directors;

= acknowledges that reasonable care has been taken in preparation and presentation of this
Integrated Annual Report to preserve its integrity

i = agrees that the integrated Annual Report has been presented in accordance with the International !
Integrated Reporting Council's International Integrated Reporting Framework V1.0; and

|« believes that, to the best of its knowledge and belief, the integrated annual report addresses all
material issues and fairly presents the integrated performance of the Group and its impacts

Signed for and on behalf of the Board,

\AR. PANDITHAGE

Chairman/Managing Director

i A.D.B. TALWATTE !
Chairman - Audit Committee ;

B.C.S.A.P GOONERATNE
Director/Chief Financial Officer
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EXCELLENCE...RIGHT DOWN THE LINE

Determining the Report Content

As a part of its role of stewardship, the Board has
identified areas that are material for value creation.
Diffusion of Stewardship presented on page
41 explains those areas under two dimensions
namely; Performance and Conformance. The
value creation model presented from pages 30 to

31 explains the manner in which value is created
by DIMO. This materiality assessment is done with
a view to determining the aspects of the aforesaid
dimensions that could have a material impact on

Annual Report. Material aspects highlighted in
the risk management process and feedback from
stakeholder engagement have been given due
consideration in determining material aspects.

value creation and to determine what needs to
be reported on and included in this Integrated

ustification for Inclusion as a Material Aspec

Capitals represent stores of value that can be built up, transformed or run down over time in the process
of value creation. Their availability, quality and affordability can affect the long term ability of our value
creation. The capitals must therefore be carefully managed if they are to continue to help DIMO to
sustain value creation over short, medium and long term. Accordingly we have identified five capitals
that are material to our ability to create value.

Natural capital has not been considered as a capital on materiality grounds (as explained in page 98
under paragraph 01 in Environmental Impact Report). However, the impact that the value creation
activity may have on the environment has been duly covered under environmental impact report (Refer
page 98 to 105).

We operate in five diversified business segments. Those segments bring revenue streams to the
Group. Value creation through each business segment is enabled by eight value creation activities,
using inputs received from capitals. Effective utilisation of capitals and the manner in which the
value creation activities are managed, determine the achievement of desired outcomes and impacts.

The stewardship role played by Directors demand that they act responsibly towards stakeholders and

also act as a responsible corporate citizen. In addition, any negative impact that our value creation has on
society, environment and the economy could result in irrecoverable reputational damage. Thus it is vital to
identify and respond to material impacts our value creation has on our stakeholders and the environment.

Our path to achieving expected outcomes through value creation is full of uncertainties and
events that may negatively affect different aspects of performance and conformance. Those risks,
therefore, need to be identified, assessed and managed on a timely basis to ensure that we create
value as expected.

Mandatory rules and regulations affect the way we create value and they cannot be compromised
in any way. Any failure to comply could impact our “license to operate” as a corporate. Thus it is
important to structure our value creation process in a way that ensures adherence to mandatory
regulations all the way through value creation.

'Dimensions . spects Material t
‘of Enterprise Value Creatio
'Governance,
Performance Capital
management
Value creation
management
Impact management
Risk management
Conformance Mandatory
conformance
Voluntary adherence

The stewardship role played by Directors demand transparency throughout the value creation process.
Voluntary adherence to best practices in conformance is seen as a way to building a strong, responsible
and an ethical organisation that will be transparent and ethical.
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Basis on Which the Report Content is Determine

Monetised capital

Relationship capital -
customers

Relationship capital -
Business Partners

Human capital

Intellectual capital

The capital building model of each capital shows aspects that nurtures them. Those aspects provide
the basis for the report content. Accordingly we report on each capital, capital building model and
aspects that nurture it.

Capital Report from
page 62 to 81

Value creation
activities

Business segments have been determined based on principles outlined in Sri Lanka Accounting Standards.

Reporting content on value creation management is decided based on the value creation in business
segment. Resource allocation, performance and the results of each business segment is reported to
provide an account of the success or failure of Group’s value creation management.

Business Report
from page 82 to 93

Business segments

In addition, an illustration to demonstrate the linkages between value creation activities, capitals and
business segments are presented in the business report.

Basis for Resource
Allocation on page
33

Impacts We engage stakeholders on a periodic basis to identify their expectations. The methodology used Stakeholder
in stakeholder identification, engagement, prioritising stakeholder issues and expectations and the Engagement Report
manner in which we respond to those issues/expectations are included in the report. from page 34 to 38
Material economic, social and environmental impacts that were created through value creation Impact Report from
activities are discussed in the Report. An account of such impacts and the manner in which they are page 94 to 111
managed are presented in the Impact Report.
The success or failure of our efforts in managing material stakeholder concerns and material impacts Sustainability
that our value creation activities create, is measured against a set of performance objectives that has Performance
been developed by the Group’s Sustainability Committee. The statuses of those objectives are also Objectives on page
included in the Report. 39.
Enterprise Significant risks associated with different elements of the value creation model provide the basis for report Enterprise Risk
governance content. Accordingly, risk identification, assessment and their management are discussed in the report. Management Report
from page 56 to 61
Enterprise The manner in which the Group has complied with and adhered to conformance requirements, and Enterprise
governance the structure in place to ensure its effectiveness provide the basis for reporting. This content includes | Governance Report

both, mandatory conformance and voluntary adherence.

from page 41 to 48

Financial statements that provide transparency and accountability are presented in accordance with
statutory and regulatory requirements.

Financial Statements
and Other
Disclosures from
page 122 to 165

Diesel & Motor Engineering PLC

Annual Report 2016/17
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DIMO History
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Strategy
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After Services Material Handling Distribution Bio-Medical &
Equipment Marine Engineering
Board of Directors
CompanyNeme ¢ . NameoftheDirectors
Diesel & Motor Engineering PLC A.R. Pandithage (Chairman/Managing Director), A.G. Pandithage (Group CEO), A.N. Algama SC Algama

M.V. Bandara, Dr. H. Cabral, B.C.S.A.P. Gooneratne, PK.W. Mahendra, A.M. Pandithage, S.RW.M. C.Ranawana,
R. Seevaratnam, A.D.B. Talwatte, R.C. Weerawardane

DIMO (Private) Limited AR. Pandithage (Chairman), A.G. Pandithage, S.C. Algama (Managing Director), R.H. Fernando, B.C.S.AP.
Gooneratne, PK.W. Mahendra, S RW.M.C. Ranawana, R.C. Weerawardane

DIMO Travels (Private) Limited A.R. Pandithage (Chairman), S.C. Algama, M.V. Bandara, E.D.C. Kodituwakku

DIMO Industries (Private) Limited AR. Pandithage (Chairman), A.G. Pandithage, S.C. Algama, B.C.S.A.P. Gooneratne, R.C. Weerawardane
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A CLEAR LINE OF SIGHT
DIMO History

Four young men, Messrs

young men, . DIMO crosses Rs.100
Stephen Peries, Pandithage Don 1 .

. million mark in Annual
Alexander, Cyril Algama and
} Group Turnover.
Harold Algama established a
‘ 1978/79

workshop at a rented premises ;
off Prince of Wales Avenue, /

Panchikawatte along with a
few mechanics. This was the In order to expand business DIMO was converted into |
beginning of DIMO. activities, the Company was a Public Quoted Company
1939 relocated to Jethawana Road, by obtaining a listing at
from where it operates to this the Colombo Brokers’ /
Association. ,’I

' day.

' 1949 1064

: ; / DIMO celebrates its
: , 50th anniversary, having
' commenced operations

In 1945, DIMO was A new showroom, stores ,
incorporated as a Private and workshop was opened ," in September 1939 as a
Limited Liability Company. for business at Jethawana / partnership.
1945 Road, Colombo 14. ; 1989

1952 DIMO commenced

manufacturing of radiators,
radiator cores, silencer barrels
and light engineering products
for motor vehicles.

1966
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The year under review has not been an easy one and
we anticipate more challenges to come. Yet we remain
confident that we can hold our lines and battle forward,
to keep delivering sustainable growth in the years that

lie ahead.

The dawn of the 90s witnessed the
launch of the DIMO Automobile

Training School (DATS) established in
collaboration with Daimler AG, Germany
offering a two-year comprehensive
automobile engineering course designed

The Company relocated its
after sales and service activities
of commercial vehicles,
construction machinery and
power systems to an eight

acre property at Siyambalape,
Biyagama.

DIMO crosses the
Rs.10 billion mark in
Annual Group Turnover

2005/06

DIMO acquires a large
warehouse complex at

Weliveriya, which becomes

by Daimler AG, Germany. 1996
1991 ’
d/l d’

P P

DIMO crosses Rs.1.0 The first fully fledged

billion mark in Annual DIMO branch was opened

Group Turnover in Matara

1994/95 2005

the DIMO logistic centre.

This sixteen acre property
has 177,075 square feet

of storage space.

2007
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= Passes the 1,000
employees mark.
= The state of the art
Bosch Service Centre
which is a LEED
certified green building
was commissioned. This
hi-tech workshop can
accommodate up to 20
vehicles of all makes.
DIMO also opened its
second automobile
training school in Jaffna.
2011

DIMO celebrates its 75th Anniversary
and adds another outstanding jewel to
its crown of achievements when the
state of the art Mercedes-Benz Sales
& Aftercare Centre located at Sirimavo

Bandaranaike Mawatha, Colombo 14 is
formally opened. This is the Company’s

second LEED certified green building.
The showroom and service centre is
designed to showcase the Mercedes-
Benz Experience; a contemporary and
sophisticated multi-purposed space
reflecting the timeless elegance and
classic style of the Mercedes-Benz
brand. This facility has a constructed
area of 216,788 square feet.

2014

Diesel & Motor Engineering PLC
Annual Report 2016/17
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A CLEAR LINE OF SIGHT
Board of Directors

Standing from left to right : S.C. Algama, B.C.S.A.P. Gooneratne, A.D.B. Talwatte, SRW.M.C. Ranawana, Dr. H. Cabral,
PK.W. Mahendra, M.V. Bandara, R.C. Weerawardane

Seated from left to right : R. Seevaratnam, A.N. Algama, A.R. Pandithage, A.G. Pandithage, A.M. Pandithage
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A CLEAR LINE OF SIGHT

Board of Directors

A.R. PANDITHAGE
Chairman/Managing Director

Appointed:

To Company June 1973
To Board June 1977
% of Shares Held* 11.17%

Appointments at DIMO

Appointed as Joint Managing Director in
November 1984 and as Managing Director in
1986. Appointed as the Chief Executive Officer
in 1994. Appointed as the Chairman, Managing
Director and CEO in July 2004 and continues
as the Chairman & Managing Director from April
2012 to date.

DIMO Committee Memberships
NC

Qualifications and Expertise

Holder of Dip. Ing. from Germany. Member of the
Institute of Engineers, Germany (VDI).

Positions Held in Other Companies

Director of Dial Textiles Ltd., Vice President of Sri
Lanka - Germany Business Council of the Ceylon
Chamber of Commerce.

A.G. PANDITHAGE
Group Chief Executive Officer

Appointed:

To Company September 1986
To Board December 1995
% of Shares Held* 5.92%

Appointments at DIMO

Appointed as the Deputy Chief Executive Officer
with effect from April 2006 and as Group Chief
Executive Officer from April 2012.

Qualifications and Expertise

Fellow member of the Chartered Institute of
Management Accountants, UK.

A.N. ALGAMA
Executive Director

Appointed:

To Company June 1973

To Board November 1984
% of Shares Held* 2.41%

* Does not include shareholdings of spouse
AC - Audit Committee . RC - Remuneration Committee

Qualifications and Expertise

Counts over forty four years of experience at DIMO

Positions Held in Other Companies

Past Chairman of The Ceylon Motor Traders'
Association and Sri Lanka Tyre Importers’ Association.
Executive Committee member of the Ceylon Motor
Traders' Association.

S.C. ALGAMA
Executive Director

Appointed:

To Company November 1984
To Board November 1984
% of Shares Held* 2.41%

Appointments at DIMO

Member of the Board in a Non-Executive capacity
from November 1984 to 1994. Appointed as an
Executive Director in 1994. Appointed as Managing
Director of DIMO (Pvt) Ltd from April 2009.

Qualifications and Expertise

Fellow of the Institute of Incorporated Engineers
(SL). Council Member and Chairman-Transport &
Automobiles Industries Committee of the National
Chamber of Commerce, Sri Lanka. Counts over
twenty three years of experience in Industrial
Solutions division.

B.C.S.A.P. GOONERATNE
Director/Chief Financial Officer
Appointed:

To Company January 2001
To Board April 2006
% of Shares Held* None

Qualifications and Expertise

Fellow member of the Institute of Chartered
Accountants of Sri Lanka (ICASL) and holder
of Master of Business Administration degree
from the Postgraduate Institute of Management,
University of Sri Jayewardenepura.

Positions Held in Other Companies

Non-Executive Director of Hunas Falls Hotels
PLC.

. RPTRC - Related Party Transactions Review Committee .

R.C. WEERAWARDANE
Executive Director

Appointed:

To Company February 1990
To Board June 2002

% of Shares Held* None

Qualifications and Expertise

Certificate holder of the Chartered Institute
of Marketing, UK. Counts over twenty seven
years of experience at DIMO in the Vehicles
division, Marketing and Distribution division and
Construction and Material Handling division.

M.V. Bandara
Executive Director

Appointed:

To Company February 1995
To Board June 2016

% of Shares Held* 0.02%

Qualifications and Expertise

Postgraduate certificate holder from the University
of Southern Queensland Australia. Possesses
a Diploma in Business Management from the
University of Colombo. Counts over twenty two
years of experience in Sales and Marketing.

A.D.B. Talwatte
Independent Non-Executive Director

Appointed:
To Board June 2016
% of Shares Held* None

DIMO Committee Memberships
NC . RC . AC . RPTRC

Qualifications and Expertise

Fellow member of the Institute of Chartered
Accountants of Sri Lanka (ICASL) and the
Chartered Institute of Management Accountants
(CIMA) UK. Possesses Post-Graduate Diploma
in Business and Financial Administration awarded
by ICASL and the University of Wageningen,
Holland and holder of MBA from the University
of Sri Jayewardenepura, Sri Lanka. Participated
in a Kellogg Executive Programme at the Kellogg
Graduate School of Management, Northwestern
University, Evanston, lllinois. Mr.Talwatte worked
at Ernst & Young in Assurance, Business Risk
and Advisory Services for thirty seven years of
which ten years was as Country Managing Partner.

NC - Nomination Committee
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Worked with Ernst & Young in Cleveland, Ohio
and served on Ernst & Young's Far-East Area
Executive Committee, the Area Advisory Council
and served on the ASEAN Leadership Committee.
Past President of the Institute of Chartered
Accountants of Sri Lanka (ICASL) for a two year
period in 2002/03 and the Chartered Institute of
Management Accountants (CIMA) in 1995/96.
Served as the Chairman of the Statutory Accounting
Standards Committee and the Auditing Standards
Committee, the Urgent Issues Task Force and the
Examinations Committee of ICASL and closely
associated with the development of Corporate
Governance in Sri Lanka. Actively involved with the
Code of Corporate Governance of 2003 and the
Code of Audit Committees in 2002, Co-chaired the
Committee which revised the Code of Corporate
Governance of 2008 and the Listing Rules, Co-
chaired a Committee on Corporate Governance
set up by ICASL jointly with the SEC to review and
revise the Code of Corporate Governance in 2012,
Chairs the Committee to review the applicability
of Integrated Reporting in Sri Lanka and the
Committee reviewing the Corporate Governance
Code.

Positions Held in Other Companies

Chairman of Management Systems (Pvt) Limited
(MSL). Serves as a Non-Executive Director on
boards of listed companies, public companies and
state owned enterprises.

A.M. PANDITHAGE
Non-Executive Director

Appointed:
To Board
% of Shares Held*

September 1982
2.05%

DIMO Committee Memberships
NC . RC . AC . RPTRC

Qualifications and Expertise

Fellow of the Chartered Institute of Logistics and
Transport (UK).

Positions Held in Other Companies

Chairman and Chief Executive of Hayleys PLC.
Honorary Consul of United Mexican States
(Mexico) to Sri Lanka. Committee Member of the
Ceylon Chamber of Commerce. Council Member
of the Employers’ Federation of Ceylon. Member
of the Maritime Advisory Council of the Ministry of
Ports & Shipping. Member of the Advisory Council
of the Ceylon Association of Ships’ Agents.
Member of the National Steering Committee on

* Does not include shareholdings of spouse
AC - Audit Committee .

RC - Remuneration Committee .

Skills Sector Development of the Department of
National Planning.

DR. H. CABRAL

Independent Non-Executive Director

Appointed:
To Board October 2006
| % of Shares Held* None

DIMO Committee Memberships
NC . RC . AC . RPTRC

Qualifications and Expertise

President's Counsel, PhD in Corporate Law
(Australia), Commissioner - Law Commission of Sri
Lanka, Member - Advisory Commission on Company
Law, Council Member - University of Colombo,
UGC nominee - PGIM (Post Graduate Institute of
Medicine), Council Member - the Council of Legal
Education, Member - Academic Board of Studies -
The Institute of Chartered Accountants of Sri Lanka,
Member - Corporate Governance Committee, Senior
Lecturer and Examiner-University of Colombo,
Senior Lecturer - IALS Sri Lanka Law College, ICLP.
Senior Practitioner in the fields of Corporate Law,
Intellectual Property Law, International Trade Law,
Commercial Law and Commercial Arbitration.

Positions Held in Other Companies

Chairman - Tokyo Cement Company (Lanka) PLC,
Tokyo Super Cement Company Lanka (Pvt) Ltd,
Tokyo Cement Power (Lanka) Ltd, Tokyo Eastern
Cement Company Ltd, Tokyo Super Aggregate
Ltd, Director - Hayleys PLC, Alumex PLC, Lanka
Orix Finance PLC, Browns Investments PLC,
Lanka Orix Life Assurance PLC.

R. SEEVARATNAM

Independent Non-Executive Director

Appointed:
To Board January 2007
% of Shares Held* None

DIMO Committee Memberships
NC . RC . AC . RPTRC

Qualifications and Expertise

Fellow member of The Institute of Chartered
Accountants of Sri Lanka (ICASL) and England &
Wales and holder of General Science Degree from
the University of London. Former Senior Partner of
KPMG Ford, Rhodes, Thornton & Company.

RPTRC - Related Party Transactions Review Committee .
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Positions Held in Other Companies

Independent Non-Executive Director of Acme
Printing & Packaging PLC, Acme Packaging
Solutions (Pvt) Ltd, Tea Smallholder Factories
PLC, Tokyo Cement Company (Lanka) PLC, Lanka
Aluminium Industries PLC, Metecno Lanka (Pvt) Ltd,
Green Farms (Pvt) Ltd, Colombo Fort Land & Building
Co PLC, Omega Line Ltd, Sirio Ltd, Benji Ltd, Alpha
Apparels Ltd, Hayleys Agricultural Holdings (Pvt)
Ltd, Hayleys Consumers (Pvt) Ltd, Nestle Lanka
PLC, Distilleries Company of Sri Lanka PLC, Lankem
Ceylon PLC, Colombo Fort Land Investments PLC
E.B. Creasy & Company PLC, Hayleys Advantis Ltd..

P.K.W.Mahendra

Executive Director

Appointed:

To Company July 2006
To Board June 2016
% of Shares Held* None

Qualifications and Expertise

Mechanical Engineer and holder of a Bachelor's
Degree from the University of Greenwich, UK.
Counts over twenty two years of experience in
Engineering & General Management including
eleven years at DIMO.

S.R.W.M.C. Ranawana

Executive Director

Appointed:

To Company November 2002
To Board June 2016

% of Shares Held* None

Qualifications and Expertise

Holder of MBA from Wanaborough University - UK
&aDiplomain Business Management from SLBDC.
Possesses over thirty two years of experience in
Industrial Sales & Marketing specialising in storage,
material handling equipment and construction
machinery businesses including fifteen years of
work experience at DIMO.

NC - Nomination Committee
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A CLEAR LINE OF SIGHT
Group Management Committee

Standing from left to right :

M.V Bandara
Executive Director

R.K.J. Gunasekera
General Manager - Business Development &
Innovation

N. Mudannayake
General Manager - Information Technology

R.C Weerawardane
Executive Director

B.C.S.A.P Gooneratne
Director / Chief Financial Officer

A.R Pandithage
Chairman & Managing Director

% QN THE FRONT LINE



A.G Pandithage
Director/Group Chief Executive Officer

S.C Algama
Executive Director

D. N. K. Kurukulasuriya
Chief Human Resources Officer

E.D.C Kodituwakku
General Manager - Finance & Controlling

P.K.W Mahendra
Executive Director

S.R.W.M.C Ranawana
Executive Director

C. R. Pandithage
General Manager - Mercedes - Benz Vehicle
Sales

A

%

?ﬂ? :
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A CLEAR LINE OF SIGHT
Value Creation Model

The delivery of stakeholder value has always been DIMO's primary
purpose and we have focused on honing our value creation process
and delivery for many years. To this end, our value creation activities
employ inputs or contributions from our four capitals - Monetised
Capital (which includes financial capital, manufactured capital and
land), Relationship Capital which includes Customers and Business
Partners, Human and Intellectual Capital. We take pride in managing
our capitals and processes in an efficient and productive fashion, for
we know that this is vital to the successful and consistent delivery of
increasing value.

Three specific activities remain core to DIMO's value-creating
enterprise; securing, nurturing and preserving the capitals we own,
even as we manage the economic, social and environmental impacts of
our value creation activities, the latter activity demanding precision and
efficiency to maximise the value created.

Responsible corporate citizenship is the final important element in our
value chain; one that we have emphasised since inception. It reflects
the standards of integrity and governance we exemplify and the trust of
our stakeholders depends upon it.

Our value creation cycle is ultimately a perfect one. Our capitals or value
stores deliver inputs for our value creation activities, which lead to the
outputs, impacts and outcomes which affect our capitals, all of which is
governed by conformance.

This is how we make sure that every single transaction we undertake,
adds value. This is also how we maximise our capacity to leverage our
strengths, our industry expertise and our pool of resources to deliver
mutual benefit to DIMO and the thousands of stakeholders who place
their trust in us.

ASPIRATION [ ] 05

PURPOSE [ ] 05

®

CAPITALS

These are the key capitals that provide
inputs for our value creation activates

MONETISED CAPITAL

Financial, manufactured and natural
capital which are monetized and
stated in the Financial Statements.

[63-67

HUMAN CAPITAL

Employees, their competencies and
motivations represent our Human
Capital.

-1

RELATIONSHIP CAPITAL -

Customers INPUTS

Customer portfolio and their loyalty is
our Customer capital.

[Jee-1t

RELATIONSHIP CAPITAL -
Business Partners

Our business partner profile and
their brands we represent are our
Business Partner capital.

Omn-n

INTELLECTUAL CAPITAL

Our systems, processes and
the knowledge base we have
accumulated are our Intellectual
capital.

[Jeo-81
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EXTERNAL ENVIRONMENT

BUSINESS DOMAIN

[Js2-93

B\_)S\NESS SEGME[\”.s

Vehicles - Sales

[Jjsa-85

Vehicles - After Services
[Jes-87

¢

Marketing & Distribution

[Jss-89

Construction & Material Handling
Equipment

-

Electro Mechanical, Bio Medical and
Marine Engineering

[J92-93

oS

%
Z
-
%
)

G

)
S
2
2

/

4,
"7’5/; Care

3
0?"‘\‘?5,~

OUTPUTS

Positive or Negative impacts on capitals depending on the level of responsible behaviour

ENTERPRISE GOVERNANCE
PERFORMANCE - Strategy and Management of Capitals, Value Creation, Risks and Impacts 8-t

CONFORMANCE - Mardatory and Voluntary L 4158

—

OUTCOMES AND IMPACTS '

The value creation process
gives rise to outcomes
that alter capitals and

to economic, social and
environmental impacts

OUTCOMES
ALTERED CAPITALS

Thie value creation process
gives rise to outcomes
that alter capitals.Altered
capitals then either shared
or re-deployed to the value
creation

IMPACTS

ECONOMIC, SOCIAL
AND ENVIRONMENTAL
IMPACTS

Thevalue creation process
generates positive or
negative impacts

e
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A CLEAR LINE OF SIGHT
Strategy

The overarching corporate strategy of DIMO
focuses on two key aspects - Collaboration and
Differentiation.

Both internal and external collaboration are
sought to support the Group’s differentiation
strategy. Employee engagement is considered
as a key aspect of collaboration, which leads to
competitive advantage. Our firm belief is that
engaged employees deliver far more in qualitative
and quantitative terms, thereby becoming a key
force that drives the strategies of differentiation.
Similarly, partnering with the best gives us access
to best in class products, solutions and technology,
which can be leveraged upon to compete more
aggressively.

These  collaborations, together  with  the
competencies and expertise built over the years,
provide us with the platform to execute the
differentiation strategy.

We have sought to entrench our strategy of
differentiation in the areas of technological
excellence, innovation, aftercare, customer
relationship management, market presence and
responsible behaviour, as described below. We
are committed to continue making significant
investments in these areas.

We have sought to entrench our strategy of differentiation in
the areas of technological excellence, innovation, aftercare,
customer relationship management, market presence and
responsible behaviour, as described below. We are committed
to continue making significant investments in these areas.

DIMO has an inherent resolve for excellence in
technology which is supported by our partners
who are among the technological leaders of the
world.

Our customers place much value on Vehicles
-After Services and over the years, we have
experienced the vast opportunities that come with
reliable and responsible aftercare.

Our market presence helps us to enable easier
access for our customers thereby enhancing the
intimacy of our relationship with them.

We go the extra mile to ensure that we act
responsibly in everything we do — this builds trust
with customers and all stakeholders.

While we seek competitive advantages in our
existing business segments as described, we
progressively pursue related diversification.

Our collaboration strategies are aimed at
increasing returns to our shareholders and
enhancing our value stores - our capitals. The way
we do business will help us to project ourselves
as a responsible corporate citizen. The resulting
outcomes and impacts will in turn help us to boost
our ability to create value in the short, medium and
long term.

COLLABORATION‘ ‘ BUSINESS DOMAIN

DIFFERENTIATION

‘ OUTCOMES & IMPACTS

Vehicles - Sales

Vehicles - After

Services
' Marketing &
©—o Distribution

Employees - Employee Engagement

Handling Equipment

Business Partners - Partner with the best

Electro Mechanical,
Bio-Medical & Marine
= Engineering

Construction & Material

Innovation
After Care

> |

Market Presence

Technological Excellence
Customer Relationship Management

RELATED DIVERSIFICATION ‘

Responsible Behaviour

Improved ROE
> B
Increased Stakeholder ALTERED
' satisfaction CAPITALS
W Lty THROUGH
> I, VALUE
‘ Enhanced Brand CREATED
Reputation
> I
! Business Partner
of Choice
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, -
POSITIVE
! ! . ECONOMIC,
> Respons&li]tliezeﬂnorporate SOCIAL AND
ENVIRONMENTAL
IMPACTS
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Basis for Resource Allocation

The following illustration depicts
the criticality of each value creation
activity to each business segment
and the criticality of each capital
for each value creation activity,
thus establishing connectivity
hetween each business segment
and each capital.

Businesses are clustered together based on
their similarities and guidance provided by the
Sri Lanka Accounting Standards, and are called
business segments. The value creation activities
required by the supply chains are found to be
similar by the businesses within one segment
while it can differ for two different businesses in
two business segments. On the other hand capital
inputs required by one value creation activity may
be different from the capital input requirement
of another. Therefore, a connection can be
identified between the Business Segment and

Supply Chain Activities' Connectivity with Business Segments and Capitals

Introductory Statements
Context

Enterprise Governance

Value Creation

Financial Information

Supplementary Information

the criticality of different capitals to that business
segment through value creation activities. The
following illustration depicts the criticality of each
value creation activity to each business segment
and the criticality of each capital for each value
creation activity, thus establishing connectivity
between each business segment and each capital.
Establishing this connection helps us to allocate
resources or in other word inputs from capitals,
based on the requirement of each value creation
activity and consequently for each business
segment.

(" otk - Sales / A W W W W////A
i Vehicles - After Services / / W W W
g Marketing & Distrbuion mw W
E Emt;:f;:u" & Material Handling //////////// W W W//////A
N/ i mn
A[:;r::lv:ll]yy ‘ Sourcing ‘ ‘ Warehousing ‘ ‘ [ﬁ;:;;ml ‘ ‘ ,ﬁ";:;':& ‘ ‘ Engineering ‘ ‘ Delivering ‘ ‘ Aftercare ‘ ‘ ss:mg; ‘
7777777777 N N N N N N N N
Monetised Capital W W / / / /
_ Relationship Capital W W W / / W
E Human Capital / /
Intellectual Capital / / / W
Legend Value Creation Activity and Description

Criticality of Supply Chain Activity to
Business Segment and Criticality of Capital
to the Supply Chain Activity

Extremely Critical
W Moderately Critical
nmm

Required may not be Critical

Moderately Required or Not
Required

Sourcing

Evaluation of requirements, identification of suppliers and inward carriage

Warehousing Unloading and storing

Customer Engagement

Marketing, identification of customer needs, prospecting and selling

Solution Mapping

|dentification of a solution for the customer need

Engineering Planning, designing and execution of engineering work

Delivering Physical delivery of goods, rendering services and providing solutions to
the customers

Aftercare Addressing customers’ post-delivery requirements

Support Services

Provision of support services for supply chain activities

Diesel & Motor Engineering PLC
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A CLEAR LINE OF SIGHT

102-42 )

Stakeholder Engagement and Material Issues

Overview

Our stakeholder engagement process is key to
many facets of our business. Feedback from
stakeholders helps us to develop effective
strategies for value creation. Their expectations
and needs, which emerge from the engagement
process, help us refine our products and services
to ensure that we deliver their expectations.

The stewardship role played by the Directors
demands that they act responsibly towards
stakeholders so that DIMO becomes a responsible
corporate citizen. The stakeholder engagement
process identifies material stakeholder issues that
must be addressed in our journey towards being a
better corporate citizen.

The illustration beside explains how the outcome
of the stakeholder engagement process enhances
our strategies and value creation approach.

Stakeholder Engagement in Practice

Our stakeholder engagement process involves
three important steps as depicted in the illustration.

DIMO’s Sustainability Committee together with
the senior management closely monitors the
stakeholder engagement process to ensure that
itis conducted independently.

The process is further supplemented by our ISO
accredited Quality Management System (QMS)
and Environmental Management System (EMS),
and our Customer Relationship Management
System.

Stakeholder Identification

DIMO's  stakeholders were identified by
the  Sustainability ~Committee following a
comprehensive analysis of data independently
obtained from various stakeholder groups.

Stakeholder Engagement Process

Stakeholder
Identification

Stakeholder
Engagement

Feedback
Analysis

The stewardship role played by the Directors demands that they
act responsibly towards stakeholders so that DIMO becomes a
responsible corporate citizen. The stakeholder engagement process
identifies material stakeholder issues that must be addressed in our
journey towards being a better corporate citizen.

Stakeholder Engagement for Strategy Formulation

Stakeholder Refine Capital Building
7 Expectations T Model
,,,,,,,,,,,,,,,,,,,,,,,,, L5 Identify Material Impacts
Stakeholder Inpfut to Istr_ategy ;
Engagement ormulation | 7% \mprove Business
7777777777777777777777777777777777777777777777 § E segment operations
. Stal;gll}glsder N > Feed to Risk Identification

Those identified stakeholders are categorised into three groups based on their ability to impact our value
creation or to be affected by our value creation.

Three sets of stakeholders are then analysed against each group using the following criteria to identify
stakeholders that are material to our business:

® Those who exhibited all three of the identified characteristics are regarded as the most important for
engagement (a)

® Those who exhibited two of the identified characteristics are regarded as the next most important for
engagement (b, ¢ and d)

® Those who exhibited only one or none of the identified characteristics are not, as a rule, considered
for periodic engagement. However, the Sustainability Committee may decide to include any party for
periodic engagement. (e, f, g and h)

The stakeholder identification process is revisited every five years, to determine whether any new
stakeholders should be included.

Stakeholder Identification

Persons or a body of
persons who are likely
to influence DIMO’s
performance | e

Persons or a body of

¢ %— persons who are affected
i by operations of DIMO

Persons or a body of | 7
persons who have legal, |
financial, operational —%
responsibilities towards X

DIMO
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Stakeholder Engagement
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The engagement practically takes place through a number of methods which vary from surveys to independent one-to-one interviews. The method and
frequency of engagement are decided based on the nature of the relationship we maintain with the stakeholder. Methods we adopt to identify issues affecting
each material stakeholder and the frequency of those engagements are detailed below;

 EngagementMethod

Shareholders

Providers of financial capital and
owners of the Company. Thus their
expectations are at the heart of
what we do

One-to-one interviews (by independent parties)

Once in 3 years

The Annual General Meeting provides an opportunity to review the past year's Once a year
performance and engage in discussions with the management
Annual Report Once a year

Quarterly Financial Statements providing the quarterly performance

Every quarter

Company website

Online

CSE website

Online

Customers

Customers are our principal
source of revenue and form part
of our non-monetised capital.
Their satisfaction is vital to our
sustainability

One-to-one interviews

Once in 3 years

Customer Relationship Management process (CRM) enables the Company to keep
in touch with customers on a daily basis. It helps to respond to customer queries and
problems speedily

Continuous

The Customer Satisfaction Index maintained by each business unit provides an
assessment of satisfaction levels and helps to improve the Company’s problem solving
capacities

Once a month/quarter

Loyalty customer clubs (TATA Emperor, Mercedes-Benz Club & Jeep club) create
opportunities to communicate with loyal customers

Continuous

Business Partners & Suppliers
Business partners are a critical link
in our supply chain and a part of our
relationship capital

One-to-one interview (by independent parties)

Once in every 3 years

A high speed 24 x 7 online link enables constant dialogue with principals. Issues such | Continuous
as product quality, marketing, customer satisfaction, ‘problem solving’ and employee

motivation are discussed on this platform

On-site visits from principals and on-site visits to principals’ locations facilitate Continuous

engagement

Employees

The key resource for competitive
advantage and sustainable growth

One-to-one interviews (by independent parties)

Once in 3 years

Focus group discussions (by independent parties)

Once in 3 years

Employee Council Meetings

Once a month

Employee Portal of the Company network (accessible to every employee) Continuous
Annual strategic planning meeting Once a year
Company’s ‘Open Door’ policy encourages direct employee — management dialogue Continuous
Annual Employee Surveys - voluntary and confidential Once a year
Individual Performance Reviews — bi-annually Bi annual

HR Clinics Continuous
Employee reward and recognition Continuous

Society

Society includes our locall
immediate communities,
stakeholders in sustainable
development and regulatory and
Government agencies

One-to-one interviews (by independent parties)

Once in 3 years

Focus groups discussion (by independent parties)

Once in 3 years

Dialogue with Religious Dignitaries Continuous
Written and oral communications initiated by stakeholders Continuous
Company website Online

One-to-one interview

Once in 3 years

Diesel & Motor Engineering