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Executive Summary

Bankssailedthrough tough tide althoughremainedresilient

Å Theprofitability of the bankingsectorwashamperedduring the last coupleof yearsprimarily by the economicslowdown,increasein taxes,
implementationof BaselIII requirementsand adoption of SLFRS9. However,bankingsectorshowedresiliencedespitethe challengeswhile
maintaininghigherliquidity ratios,throughcautiouslending.

Economyin transition and poisedfor renewedgrowth

Å Postan era of fiscaltighteningandcountry is onceagainon track towardsbuilding a period of robustgrowth. Pickup in economicactivities
andconfidencewill providea fertile bedrockfor the growth in privatecredit, therebypositivelyaffectingthe bankingsector.

RevisedCBSLregulationseasepressureon bankingsectorcapital ratios

Å Previousregulation on BaselIII cappedthe credit growth by imposingcapital requirementson banks. However,recently CBSLintroduced
multi-factor model in determiningDSIBswhile providingmore leewaywith regardto capitalrequirementsof banks.

Digitalizationand Fintechthe gamechangerof the bankingindustry

Å Moreover,cost to income(C/I)is expectedto be a critical factor in the future in improvingthe profitability of banksand many bankshave
alreadystarted to embracethe digital technologyover brick and mortar methods. Banksin the industrystarted to significantlyinvest in the
digital initiativesto fortify digital leadership.

FirstCapitalResearchBankingSectorupgradedBUYfrom HOLDwith a 42%Returnover 1 Year

Å With the recovery in economicactivity and improved private credit, we expect an upward trend in the bankingsector while getting a
breathingspaceafter hefty taxes. Consideringthe short- mid term positiveimpact,we upgradeour outlook on the bankingsectorfrom HOLD
to aΨ.¦¸Ω.

Jan 2020
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1.0 Bankssailedthrough tough tide in 2018-19
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Theprofitability of bankswerenegativelyimpactedby the introductionof DebtRepaymentLevy(DRL)sinceOct2018, addingon to the
existingtaxes,VATof 15%andNBTof 2%. Moreover,the adoptionof SLFRS9 andimplementationof BaselIII thoughwere expectedto
improvethe assetquality of the bankingsector in the long term, continuedto be challengingfor banksduring this period with rising
Non-PerformingLoansfurther hamperingprofitability and reserves. The combinedeffect of the above-mentioned factors led to a
declinein ROEsof banksin the backdropof the newcapitalraisedto meet regulatoryrequirementscreatinga baseeffect.

Hefty taxes affected the profitability NPL Ratio recorded a significant increase due to SLFRS 09 

Source: CBSL Source: CBSL

Turbulent economic conditions and transition to SLFRS 9 made 2019 a 
reasonably challenging year for the banking sector
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Thegrowth in the economyduring the first 6M of 2019washampereddue to a combinationof events; the spillovereffectsof the
political turmoil experiencedduring the latter part of 2018and the Easterattacksin April 2019, putting the growth trajectory of the
economyon a slowdownasGDPgrowth reacheda mere2.6%in 1H2019comparedto 4.0%in the correspondingperiod in 2018. All
subsectorsof the economywitnessedsignificantslowdownin 2Q2019comparedto 1Q2019asthe eventsof April 2019took a severe
toll on economicactivity of the country. The bankingsector felt the economicslowdown,as private sector credit growth slowed
down, and credit contractionwas observedin somemonths over the period. Thisled to an industry wide slowdownin growth of
loansandadvances.

Easter Sunday attacks further impacted GDP growth and private credit  

Source: CBSL  

The April 21st incident set 
the country back many 
years

Jan 2020
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In order to circumventthese adversedevelopments,CBSLtook prudent actionsand followed an accommodativemonetary policy
stanceduring the period. Thepolicy rates were reducedin 2 separateinstancesup to August2019with the intention of resolving
liquidity shortagesand boostingcredit growth. Furthermore,CBSLimposedan interest rate limit on all depositsin April 2019when
intendedresultsof policyreductionsdid not materialize. Asinterest ratesstill failed to comedown to the requiredlevels,CBSLtook
further measuresby imposinga 200bpscut on lendingratesin October2019, while removingthe previouslyimposeddepositcap.

Interest rates prevalent in the country were also less attractive for credit 
expansion

Source: CBSL
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Bottom line is expected to record a de-growth in 2019 as well

Source: CBSL

Jan 2020
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ROEs shrink amidst higher capital base and lower bottom line

Source: CBSL

The combined effect of higher capital
raised to meet regulatory requirements
and lower profitability resulted in
decliningROEsfor banks.
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2.0 Resiliencedespitethe challengesΧ..
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Despite macro challenges, LCB sector grows with the asset base while 
maintaining higher liquidity ratios

Thebankingsectorcontinuedwith a healthy level of liquidity during 9M of 2019and exhibiteda higher resilienceagainst
liquidity risk. StatutoryLiquidAssetRatio(SLAR)of the bankingsectorwhichmeasuresthe adequacyof liquid assetsagainst
depositsandborrowings,remainedwell abovethe regulatoryminimumrequirement.

Total assets of the domestic private LCBs grew by 7% in 
9M2019 relative to the previous year

SLAR of the LCB sector was significantly higher than the 
regulatory minimum of 20.0%
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Exceedingly cautious lending to restore liquidity well above the required levels

Credit to Deposit ratio remained below 100 easing the pressure on 
deposits 

Net Stable Funding ratio remained above the minimum 
requirement of  100% for LCBs 
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{ŀŦŜ ƘŀǾŜƴ ŀƳƻƴƎ ƻǘƘŜǊ ǎŜŎǘƻǊǎΧΧ

Source: CBSL

Jan 2020

Following the global financial crisis in 2007-2008, global standard-setters have been actively involved in strengthening the existing regulatory 
framework to enhance the resilience of the banking sector. 

The banking industry will remain slightly challenging in the short to mid term due to the transition to higher capital standardsunder Basel III 
and adoption of SLFRS 9, although in the long run implementation of Basel III and SLFRS 9 will improve the resilience and stability of the 
banking sector. 

Considering the important role played by the banking sector in the economy of the country, CBSL continues to introduce prudential policy 
measures and regulations based on internationally adopted regulations to further strengthen the stability of the banking sector.

In the aftermath of the global financial crisis, the Basel Committee on Banking Supervision further strengthened the capital and liquidity 
requirements under the Basel III framework in order to address a number of shortcomings in the pre-crisis regulatory framework and to 
provide a foundation for a resilient banking system.

CBSL has issued Banking Act Directions covering the above-mentioned capital and liquidity standards under the Basel III framework to banks 
in Sri Lanka and closely monitors their compliance in this regard.

Close Alignment to international regulatory standards may also help banks in obtaining better credit ratings, and less vulnerable to external 
pressures resulting the banking sector a safe haven among other sectors.
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3.0 Economyin transition and poised for renewed
growth
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Eased monetary policy and hefty tax cut may boost GDP growth above 4%
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GDP to pick amidst eased monetary policy and hefty tax cuts Business confidence stands tall at 186 well above its all-time 
average of 128
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Low interest rate to induce demand for credit from the private sector
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Sri Lanka total credit to GDP lagging behind its peers with room for improvement

20%

40%

60%

80%

100%

120%

140%

2010 2011 2012 2013 2014 2015 2016 2017 2018

Sri Lanka India Bangladesh Thailand Malaysia
Source: World Bank

Jan 2020



First Capital Research 19

Credit growth to pick in 2020E-22E propelled by increase in state and private 
sector borrowings
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Domestic Credit as a % of GDP to expand to 57% led by state 
ŎǊŜŘƛǘ ōȅ нлнн9ΧΧ

ΧΧ while Private Credit also follows a similarsuit. Private Sector 
Credit as a % of GDP is expected to improve to 42% by 2022E
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Private sector credit to pick in the short term with improving economic 
indicators

Private Sector Credit Annual Increase 2020 private credit growth to rise back to 14%

Source: CBSL, First Capital Research
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Asset quality of consumption related sectors to revive at a faster pace
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Theassetquality for consumptionlinkedsectorsare likelyto remainbullishon the accountof recoveryin householdincomewith easing
monetary policy, improved transmissionof policy rates to bank lending rates and impact of recently announcedfiscal measureson
consumersentiment.

Jan 2020

NPL ratio related to consumption linked 
sectors remained high during 2Q2019 
and is expected to witness a gradual 
decline with the recovery in economy.
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Boost in business activity and lower interest rate regime to improve sector wide 
NPLs
NPLs are still remaininglower than the highs seen in the past (in 
2013 - 5.2%) while also being lower than some peers including 
Bangladesh and India.
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NPLsset to easein the secondhalf of 2020E.
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Larger banks are less vulnerable to loan defaults
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Provision coverage ratio has been at a decreasing trend since 
2017 and in 3Q2019 ratio stands at 50% due to declining profits 
amidst higher impairements

Higher NPL ratio in small and medium sized banks are under 
greatest pressure due to increased vulnerability of defaults
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4.0 RevisedCBSLregulations to easepressureon
bankingsectorcapital ratios
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Previous 
regulation on 
Basel III capped 
the credit 
ƎǊƻǿǘƘΧ

Capitaladequacyrequirementswere introducedby the CBSLunderBaselIII with effect from 1 July
2017. The implementationof BASELIII by 01 Jan2019 hasprompted banksto raise their capital
base through raising fresh capital or via issuanceof BASELIII compliant debt instruments. NDB
exceededthe assetbaseof LKR500.0Bn while Tier 1 capital ratio stood at 10.56%. SEYBTier 1
stood at 9.71%asat end Sep2019and after the right issueit is expectedto improve. Asper the
previous regulation by CBSL,NDB required additional capital to grow loan book at average
expectedmarketrate in 2020E.
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Banks on the path to 
DSIB status

DSIBs with assets less 
than LKR 500.0Bn

DSIBs with assets more 
than LKR 500.0Bn

Jan 2020
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Source: CBSL and company reports

ΧΦΦǊŜǉǳƛǊƛƴƎ ǎǳōǎǘŀƴǘƛŀƭ ƛƴŎǊŜŀǎŜ ƛƴ ŎŀǇƛǘŀƭ Ǿƛŀ ǎƘŀǊŜ ƛǎǎǳŜ ƻǊ ŘŜōŜƴǘǳǊŜǎ 

Bank Year of announcement Amount

HNB 2017 LKR 14.9Bn

COMB 2017 LKR 10.1Bn

SAMP 2017 LKR 7.6Bn

NTB 2017 LKR 3.2Bn

NDB 2017 LKR 6.5Bn

SAMP 2018 LKR 12.5Bn

SAMP 2019 LKR 12.1Bn

SEYB 2019 LKR 4.4Bn

DFCC 2019 LKR 7.6Bn

Jan 2020
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Source: CBSL

Jan 2020

However, recently CBSLintroduced multi-factor model in determining DSIBs
positivelyaffectingLCBson capitaladequacy

10 largest banks based on Basel III leverage ratio exposure measure

Banks that were previously designated as D-SIBs in the previous year, if 
necessary

Banks added based on supervisory judgement, if necessary

The impact of a D-{L.Ωǎ ŦŀƛƭǳǊŜ ƻƴ ǘƘŜ ŘƻƳŜǎǘƛŎ ŜŎƻƴƻƳȅ ƛƴ ǇǊƛƴŎƛǇƭŜ ƛǎ ǘƻ ōŜ 
ŀǎǎŜǎǎŜŘ ƘŀǾƛƴƎ ǊŜƎŀǊŘ ǘƻ ōŀƴƪΩǎ {ƛȊŜ ΣLƴǘŜǊŎƻƴƴŜŎǘŜŘƴŜǎǎΣ {ǳōǎǘƛǘǳǘŀōƛƭƛǘȅκŦƛƴŀƴŎƛŀƭ 
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Source: CBSL and company reports

Revised CBSL regulations eases pressure on regulatory ratios providing room for 
credit growth
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Even after the
revised regulations
BOC will have to
raisecapital to meet
the regulatory
requirements

With the revisedCBSLregulations,Non D-SIBswill have a
leewaywith regard to capital requirements. SEYBand NDB
which faced with tight capital requirement previouslywill
havesomebreathingspacewith easedregulations.

Jan 2020

Bankswhich do not fall under Bucket01 and Bucket02, are required to maintain a tier 1 capital of 8.5%
where 8 out of the 12 banksfall under the category,comparedto the previousregulationsmentioned in
slide25, whereonly5 bankswere in the NonDSIBcategoryasNDBandSEYBwereon a transitionarystage.

SAMPwhich
previously
categorized
asDSIBnow
falls under
NonDSIB

8.5%

9.5%

10.0%
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Source: CBSL and company reports

However, LCBs still need to meet the minimum core cap. requirement of LKR 
20.0Bn by end 2020
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We expect LCBs which do not meet 
the stipulated core capital to raise 
capital through a right issue or a 
private placement. Further there is a 
possibility of consolidation of these 
banks with the other banks with  a 
larger capital base.

Collectively UBC, PABC and 
ABL need to raise LKR 
18.66Bn to meet the 
regulatory requirement
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5.0 Digitalizationand Fintechthe gamechangerof
the bankingindustry

Jan 2020
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Assetsof LCBshas increasedby 17% CAGRsince 2009, although branch network has only grown by 4% attributable to the

accessibilityvia other modessuchasATMsand increasedusageof digital platforms. Total number of ATMterminalspostedan 8%

CAGRwhile volumesof transactionspostedthroughATMshavenearlydoubledin 2018relativeto 2012. Bankshaveconcentratedon

digital bankingwhilst consolidatingits physicalbranchnetwork whichhaseasedthe C/I ratio for most banks. Frontoffice of banksis

in the processof beingautomatedwith advancedATMsmulti-taskingby handlingbulk of the front office services. We expectthe

processof front officeautomationto be implementedat anacceleratedpaceduringthe 2020E-2022E.

Banking sector assetsgrew by a CAGRof 17% 2009-2018 while
branchesonly grew by 4% due to the greater accessibilitythrough
ATMsandother platforms

Steady growth in ATM terminals and volume of transactions in 
ATMs

Source: CBSL Source: CBSL

SL LCBs have embraced digital platforms over brick and mortar methods
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ATM network continues to be under penetrated relative to peersLCB branch network per 100,000 adults in SL is relatively higher 
compared to peers

Source: CBSL and World Bank Source: CBSL and World Bank

However, still SL LCB branch network has deeper penetration over peers while 
ATM network remains underpenetrated 
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SriLankahasentereda phasewhich is dominatedby mobile applications. Thefiguresattest to the degreeto which digital banking
hasbecomea viable alternative to brick and mortar banking. Thegrowth of the internet, mobile, and communicationtechnology
suggestthat SriLankahasenormousopportunitiesfor digitalizationof its processes.

Internet Banking transactions volume grew at a CAGR 26% while 
value grew at a CAGR of 31% since 2014-2018

Mobile banking transactions grew at a CAGR of 84% while value 
grew at a CAGR of 107% since 2014

Source: CBSL Source: CBSL

Mobile banking has outdone internet banking in SL recently and is expected to 
gain a faster pace as a result of shift in the payment sphere 
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Rivalry among banks to fortify Digital Leadership

Bank Mobile app Other apps/digital platforms

BOC Digi

Flash app, QR code payment app

JustPay adoption, Virtual web card, e-pay mobile cash, Chatbot, Virtual 
Teller Machine

NDB Neo

Solo, HNB FitApp,

Fri-mi

Seylan Merchant Portal, Chat bot 
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Bankswere seenfreezingrecruitmentswhich is reflected by only 2% CAGRin staff recruitmentsafter 2013. Further with certain
positions within the banks falling redundant amidst the digitalization and automation process,all banks have taken initiatives
reorganizingbanksaroundthe needsof the customersandto makethe customerserviceunitsmoremarketingoriented. Accordingly,
total incomeper employeehasshowna considerableincrease.

Employee count in the private LCBs witnessed an increase post war 
although remained stagnant later

Total Income per employee has increased significantly at a CAGR 
of 15.6% since 2011 

Source: CBSL Source: CBSL

Recruitment and branch expansion freeze with digitalization and automation
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We expect C/I ratio to rangebetween 46%-44% over 2019E-22E with pressureon NIMs as competition intensifiesin the bankingsector. C/I ratio has
recordeda major dip over the last 5 yearsto 45%from 51%in 2014, but tough economicconditionsare likely to increasecompetitionresultingin pressure
on NIMs. However,bankingsectorhasembraceda trend of processdigitalizationandfront office automationto managecostswhile introducinginnovative
fintech productsto enhancecustomerserviceand improvecustomeraccessibility. A strongerfocuswasalsonoticedin increasingfee-basedincomeamidst
the rise in onlineretail transactionsvianew fintech solutions. Theimprovementsare likelyslightlyreduceandstabilizeC/I ratio despitehighercompetition
within the sector.

C/I ratio to decline and stabilize around 44%......
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6.0 First Capital Researchupgrades Banking Sector to
BUYfrom HOLDwith a 42%return over 1 Year
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ROE is expected to remain around 12% as capital raising  will 
increase the equity base

Profitability of LCBsis expected to increase at a CAGR of 19.0% in 
2019E-2021E  

Source: CBSL and First Capital Research estimates Source: CBSL and First Capital Research Estimates

Bankingsectorprofitability CAGRof 19%drivesROEsbackedto an upward 
trajectory to reach 12% by 2021E

Jan 2020
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Capital Rich Banks with Digitalization edge may outperform sector

Jan 2020

Stock

Code 2019E 2020E 2019E 2020E

Commercial Bank - Voting COMB.N BUY 88,435        92.0     150.0   63% 5.2x 4.6x 0.7x 0.7x 6.5 7% 70%

Hatton National Bank - Voting HNB.N BUY 69,402        175.0   270.0   54% 6.7x 4.9x 0.6x 0.6x 8.9 5% 59%

Sampath Bank SAMP.N BUY 62,254        163.2   225.0   38% 6.1x 4.4x 0.6x 0.5x 9.4 6% 44%

National Development Bank NDB.N BUY 21,736        98.0     120.0   22% 4.8x 3.7x 0.5x 0.4x 6.7 7% 29%

Seylan Bank - Voting SEYB.N BUY 9,449           50.1     70.0     40% 6.9x 5.3x 0.6x 0.5x 3.0 6% 46%

Nations Trust Bank - Voting NTB.N BUY 19,101        78.0     105.0   35% 4.8x 4.1x 0.7x 0.6x 3.0 4% 39%

Banking Sector Universe 42% 6% 48%

Non-Voting Shares

Commercial Bank - Non-Voting COMB.X BUY 5,433           83.0     120.0   45% 4.7x 4.1x 0.6x 0.6x 6.5 8% 53%

Hatton National Bank - Non VotingHNB.X BUY 14,415        148.3   216.0   46% 5.6x 4.1x 0.5x 0.5x 8.9 6% 52%

Seylan Bank - Non-Voting SEYB.X BUY 6,770           32.3     42.0     30% 4.4x 3.4x 0.4x 0.3x 3.0 9% 39%

Nations Trust Bank - Non-Voting NTB.X BUY 2,923           75.0     100.0   33% 4.6x 3.9x 0.7x 0.6x 3.0 4% 37%

Stock
Recomme

ndation

Mkt. Cap 

(LKR mn)
Price 

Upside 

(%)

PER (x) PBV (x) DPS in 

2020E

DY

2019E

Total 

Return

Target 

Price

With the recoveryin economicactivitysupportedby monetaryeasingandfiscalstimulus,we expectto seeanupwardtrend in the bankingsectorlendingwhile
providingbreathingspaceafter hefty taxes. Moreover,recentlyintroducedCBSLregulationon capitaladequacyisexpectedto providemore leewayfor the mid
to largebankingsegmentsupportingcredit expansion. Furthermore,sectorhasa heavyfocuson cost managementvia digitizationand automationwhich is
expectedto reduceC/I ratio andenableto improvethe bottom line. We expectthe capitalrich banksto capturemarket sharewith the supportof new digital
platforms and automationmeasureswhile the overall credit is expectedto grow at a moderatepaceof 14%. Accordingly,we expectoverall earningsof the
bankingsectorto growat a CAGRof 19%in 2019E-21E.

Weupgradeour outlook on the bankingsectorfrom HOLDto aΨBUYΩ.



First Capital Research 40

All Banking counters are heavily undervalued trading less than 5.3x PER & 
0.7x PBV 

Forward PER of First Capital Research Coverage Forward PBV of First Capital Research Coverage

Jan 2020
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Sri Lanka Banks are still cheaper compared to other banks in frontier markets

PER Comparison with Asia Pacific Emerging Banks PBV Comparison with Asia Pacific Emerging Banks 
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7.0 BankingPicks2020
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COMMERCIAL BANK OF CEYLON PLC BUY

First Capital Research 43

FavorableMacro EconomicFactorsto DriveDomesticLoanBook
/ha.Ωǎlendinggrowth is expectedto grow at a CARGof c.15.7%over 2019E-
21Eto reachLKR1.3Tnby 2021Eoutperformingthe overallmarket through its
high-end clientele. /ha.Ωǎhigher capital adequacyis expectedto enableto
capture market share in the future by utilising its large-scale operation.
Approximately 25% of /ha.Ωǎloan book account for lending to large
corporatessecuringstrongassetquality.

DiversificationThroughRegionalExpansion
Bangladeshhasbeena successfulmarketfor COMBhavingachievedthe status
of beingthe 3rd largestforeignbankin Bangladesh. Similarto SriLanka,COMB
hasestablisheditself in Bangladeshin the high-end corporatelendingmarket.
With BangladeshGDPis expectedto grow at an averageof 7.5%, we expect
PBTcontribution from Bangladeshto reach20%of PBTwhile assetbaselikely
to reach15%of total assets.

IndustryLeadingProfitability Measuresto Continue
Depositsgrowth remainedabovesectoraverageover the last5 years,growing
at a CARGof c.16% enablingCOMBto standout on low cost funding over
peers. /ha.Ωǎnewly launched effective cost managementmeasure may
improve C/I via centralizedcredit function resultingin reallocatingstaff from
backoffice to customertouchpoints.

COMB.N                                                       Current Price: LKR 97.0                         Fair Value: LKR 150.0 (2020E)

Jan 2020

P/E 31st December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 30,567 33,128 39,567 45,618 51,326 58,890 66,554

Total Operating Income 41,534 44,398 49,537 64,864 67,445 78,010 88,464

Net Profit 11,855 14,511 16,606 17,735 17,986 20,685 24,353

Adjusted EPS (LKR) 11.7         14.3         16.3         17.4         17.7         20.3         23.9         

YoY Growth (%) 5% 22% 14% 7% 1% 15% 18%

Valuations

PER (x) 8.2x 6.7x 5.9x 5.5x 5.4x 4.7x 4.0x

PBV (x) 1.4x 1.2x 0.9x 0.8x 0.7x 0.7x 0.6x

DY (%) 5.9% 5.9% 6.7% 6.8% 7.1% 8.0% 9.2%



HATTON NATIONAL BANK PLC BUY
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Lowinterest rate environment to stimulate consumerconfidence

With economicstability coming into play,Ib.Ωǎoperating environment to

strengthenwith the gradualrecoveryin market conditions. We expect,AWPR

to drop below9.5%in 1H2020amidstfavourablemacroenvironmentandwith

endingof politicaluncertaintypost GeneralElectionwhichwill be held in April

2020. From 2H2020 onwards,we expect AWPRto range from 9.5%-11.5%

over the next two to three-year period and expectedto seean appetite for

loansand advancesamidst moderate interest environmentcoupledwith the

rise in economicactivity and growth. We expectIb.Ωǎloan book to grow at

15%aboveprivatesectorcreditgrowth of 14%for 2020E.

CARswell aboverequirements

HNBhascomfortablecapitalbufferswith a tier 1 at 14.0%andtier 2 at 17.7%,

therefore, we firmly believe that capital buffers are adequate to meet

regulatoryrequirements andwill supportfor expectedloangrowth for next 2-

3 years.

Investmentinto digitalisation, fintech and automation to improveefficacies

Investment into Fintech and processautomation to support HNB to bring

down its Costto Incomeratio to 47%by2020E.

HNB.N                                                        Current Price: LKR 161.1                           Fair Value: LKR 210.0 (2020E)

Jan 2020

P/E 31st December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 29,694 39,089 45,461 53,636 56,365 62,008 72,069

Total Operating Income 42,645 53,366 61,099 75,114 69,450 75,814 86,699

Net Profit: Equity Holders 10,554 14,756 15,947 17,636 13,051 17,930 22,448

Adjusted EPS (LKR) 21.6 30.2 32.6 35.8 26.3 35.8 44.3

YoY Growth (%) 9% 40% 8% 10% -26% 36% 24%

Valuations

PER (x) 7.5x 5.3x 4.9x 4.5x 6.1x 4.5x 3.6x

PBV (x) 0.9x 0.7x 0.6x 0.6x 0.6x 0.6x 0.5x

DY (%) 4.4% 4.5% 5.3% 5.3% 4.1% 5.6% 6.9%



SAMPATH BANK PLC BUY
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Improvedoperating environmentto positivelyaffect the bankingsector
We expect AWPRto drop below 9.5% in 1H2020 amidst favorable macro
environment. From 2H2020 onwards,we expect AWPRto range from 9.5%-
11.5%over next 2 yearperiod and expectedto seean appetite for loansand
advances. Private sector credit growth is estimated at 5% in 2019E and is
expectedto pick up and recordat 14%levelsin 2020Eand 2021E. ²Ŝexpect
SAMPto grow slightlyabovethe industrytarget of 14%in 2020E,recordingan
annual15%growth in loanbookin 2020Eand2021E. while alsofocusingmore
on selectiveindustriesandcollateralbasedproducts.

Sufficientcapital buffer to maintain CARs
SAMPsuccessfullycompletedits 3rd right issuefor LKR12.1Bn in June2019
following LKR12.5Bn right issuein April 2018 and LKR7.6Bn right issuein
December 2017. we believe capital buffers are now sufficient to meet
regulatoryrequirements andwill supportfor expectedloangrowth for next 2-
3 years.

Reducingoperational costimpactingprofitability
Investmentinto FintechreapingbenefitssupportingSAMPto maintainCostto
Incomeratio belowthe industryaverage.

Highloan concentrationin the retail and SMEto result in banksusceptibleto
economiccycles
High loan concentrationin the consumer/retailand SME/mid-sizedcorporate
segments,can result in a risk of weak economicassetquality in the weak
operatingconditions.

SAMP.N                                                        Current Price: LKR 163.20                      Fair Value: LKR 225.0 (2020E)

P/E 31 December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 18,550 23,955 30,297 40,872 43,359 45,075 49,593

Total Operating Income 26,742 33,957 42,473 57,233 57,698 60,261 65,522

Net Profit 6,623 9,496 12,683 12,606 10,191 14,616 19,416

Adjusted EPS (LKR) 17.4         24.9         33.2         33.0         26.7         37.4         48.5         

YoY Growth (%) -7% 43% 34% -1% -19% 40% 30%

Valuations

PER (x) 9.4x 6.6x 4.9x 4.9x 6.1x 4.4x 3.4x

PBV (x) 1.6x 1.3x 0.9x 0.7x 0.6x 0.5x 0.5x

DY (%) 8.0% 11.5% 10.5% 10.0% 5.7% 6.9% 10.4%
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NATIONAL DEVELOPMENT BANK PLC BUY
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Lendinggrowth of 13%for 2020Esupportedby multiples facets

We expecteasedpressureon regulatorycapitalbuffersby CBSLto supportthe

loan growth in the short term to medium term. Further private sectorcredit

growth supported by improved operating environment is also expected to

boosttheōŀƴƪΩǎlending.

Diversifiedlendingportfolio to result in lower impairments

NDB diversified lending portfolio without any major concentration to a

particular sector has resulted in sound asset quality as reflected by NPLs

remainingwell belowthe industryandoneof the lowest in the industry.

Earningsgrowth of 30%for 2020E

Shiftedfocus towards retail and SMEsectorsis expectedto improve NII and

fee income while cost to income to drop as a result of better cost

managementand digital Initiatives. Depositgrowth and improvedCASAratio

throughproductinnovationwill result in the lower the costof funds.

However,possible dilution in ROEwith the strengtheningof the capital base

(a possibleright issue/private placement in the future) can lead to dilute

earningsper share.

NDB.N                                                        Current Price: LKR 98.0                             Fair Value: LKR130.0 (2020E)

Jan 2020

P/E 31 December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 7,807 8,861 11,086 15,104 17,338 18,079 21,113

Total Operating Income 13,291 13,677 16,683 22,553 25,195 26,607 30,068

Net Profit 3,542 2,691 3,490 5,136 4,552 5,938 8,236

Adjusted EPS (LKR) 16.0         12.1 15.7 23.2 20.5 26.8 37.1

Net Profit YoY Growth (%) -14% -24% 30% 47% -11% 30% 39%

Valuations

PER (x) 6.7x 8.8x 6.8x 4.6x 5.2x 4.0x 2.9x

PBV (x) 0.8x 0.8x 0.7x 0.6x 0.6x 0.5x 0.4x

DY (%) 10.3% 7.5% 8.4% 7.5% 6.3% 7.7% 10.7%



SEYLAN BANK PLC BUY
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Regulatorychangeticksawaycapitalworries in the nickof time

SEYBwason the vergeof becominga DomesticSystematicallyImportant Bank

(DSIB),therefore, in order to be compliant with basel III capital regulatory

requirements,a rights issueamountingto LKR4.4Bn was successfullyissued

and accepted. However,with the new capital adequacyrequirementssetting

the minimum for Tier 1 at 8.5% through bankingdirection No 11 of 2019

coupled with SEYBno longer in the range of achievingD-SIB status has

providedthe bankleewayfor growth.

SEYBloan book to grow at 15%, slightly aboveprivate sectorcredit growth

Onexpectationof a gradualrise in businessactivity amidsteasingoff political

uncertainty, we target SEYBsloan growth at 15% whilst industry growth to

recordat 14%for 2020E.

Capturing lending market share through SME focus leveraging on

improvementsto theōŀƴƪΩǎdigital platform

SEYBis planningto further strengthenSMEin the comingyearswith emphasis

increasing on process efficiencies and relationship-driven marketing. We

expect by 2021E, loan book to grow at 16% with 45% of the loan book

representedbySMEclients.

SEYB.N                                                        Current Price: LKR 49.9                              Fair Value: LKR 70.0 (2020E)

Jan 2020

P/E 31st December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 11,857    13,499    15,575    17,790    20,035    22,705    25,961   

Total Operating Income 16,199    17,813    21,546    23,201    26,043    28,828    32,920   

Net Profit 3,855      4,013      4,817      3,137      3,786      4,886      6,048      

Adjusted EPS (LKR) 7.4           7.7           9.3           6.1           7.3           9.4           11.7        

YoY Growth (%) 21% 4% 20% -35% 21% 29% 24%

Valuations

PER (x) 6.7x 6.5x 5.4x 8.3x 6.9x 5.3x 4.3x

PBV (x) 0.7x 0.6x 0.5x 0.5x 0.6x 0.5x 0.5x

DY (%) 5.5% 6.5% 7.0% 5.0% 5.0% 6.0% 6.0%



NATIONS TRUST BANK PLC BUY
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Creditcardsto drive Fees& CommissionIncomeat a CAGRof 18%2019E-21E
b¢.Ωǎcredit card segment to drive fees and commissionincome (FCI)at a
CAGRof 18%to LKR9.9Bnby 2021Egrowingfrom LKR6.0Bnin 2018with the
credit card lendingportfolio likely to grow by a CAGRof 20%2019E-21E. NTB
as a relatively smallerbank has a strategyof focusingon the massaffluent
segment,a potential customerbaseexpectedto doubleover the next 3 years
supportedby the Sri[ŀƴƪŀΩǎtransition to an upper middle-incomestatusand
the potentialsurgein WesternProvinceGDPper capita.

Convenienceand new digital platforms to drive the growth of niche SME
clientele
NTB is planning to further strengthen its emphasison SME segment by
increasingpersonalizedservicesand by introducing new digital platforms
which is expectedto improvebusinessefficiency. Oneof the platforms,FriMi,
has already resulted in a surge in mobile transactionswhile providing easy
accessto consumersand new businessopportunities for SMEs. We expect
b¢.Ωǎloan growth to record c.16% in 2020E to LKR 265.7Bn while
outperformingoverallmarket. Loangrowth is likely to emergefrom retail and
SMElendingsegments.

NTBEarningsCAGRof 14%2019-21E:
WeexpectNTBto registera total return of 25%comprisingof 23%capitalGain
anddividendyieldof 3%over1-yearperiod. MAINTAINBUY

NTB.N                                                        Current Price: LKR 78.0                             Fair Value: LKR105.0 (2020E)
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P/E 31 December 2015 2016 2017 2018 2019E 2020E 2021E

Estimates (LKR 'Mn)

Net Interest Income 9,105      9,786      11,909    15,164    15,823    16,288    17,342    

Total Operating Income 12,519    13,711    16,914    21,078    23,190    24,500    26,667    

Net Profit 2,614      2,869      3,371      3,750      3,805      4,545      4,942      

Adjusted EPS (LKR) 9.2           10.1         11.9         13.2         13.4         15.5         17.4         

YoY Growth (%) 3% 10% 18% 11% 1% 16% 12%

Valuations

PER (x) 8.6x 7.9x 6.7x 6.0x 5.9x 5.1x 4.6x

PBV (x) 1.5x 1.3x 0.9x 0.8x 0.7x 0.7x 0.6x

DY (%) 2.1% 2.1% 2.1% 2.0% 2.3% 4.1% 3.9%



First Capital Research 49

RecommendationCriteria

Jan 2020



Recommendation Criteria

First Capital Research 50

WeightedAverage1-yearT-bill rate during Oct2019: 8.38%

Categorization Company Category Buy Hold Sell

Grade A S&P SL20 Companies 13.38% 9.38% 9.38%

Grade B Rest of the Companies 16.38% 11.38% 11.38%

Grade C Companies less than LKR 1Bn Market Cap 19.38% 14.38% 14.38%

Categorization Company Category Buy Hold Sell

Grade A S&P SL20 Companies T.Bill + 5% & Above T.Bill + 1% & Above Below T.Bill + 1%

Grade B Rest of the Companies T.Bill + 8% & Above T.Bill + 3% & Above Below T.Bill + 3%

Grade C Companies less than LKR 1Bn Market CapT.Bill + 11% & Above T.Bill + 6% & Above Below T.Bill + 6%
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This Reviewis preparedand issuedby First Capital Holdings PLCbasedon information in the public domain, internally
developedand other sources,believedto be correct. Although all reasonablecarehasbeentaken to ensurethe contentsof
the revieware accurate,First CapitalHoldingsPLCand/or its Directors,employees,are not responsiblefor the correctness,
usefulness,reliability of same. FirstCapitalHoldingsPLCmayact asa Brokerin the investmentswhicharethe subjectof this
document or related investments and may have acted on or used the information contained in this document, or the
researchor analysison which it is based, before its publication. First Capital Holdings PLC and/or its principal, their
respectiveDirectors,or Employeesmay alsohavea positionor be otherwiseinterestedin the investmentsreferredto in this
document. Thisisnot anoffer to sellor buy the investmentsreferredto in this document. ThisReviewmaycontaindatawhich
are inaccurateand unreliable. You herebywaive irrevocablyany rights or remediesin law or equity you haveor may have
againstFirst CapitalHoldingsPLCwith respectto the Reviewand agreeto indemnify and hold First CapitalHoldingsPLC
and/or its principal, their respectivedirectors and employeesharmlessto the fullest extent allowed by law regarding all
matters relatedto your useof this Review. No part of this documentmaybe reproduced,distributedor publishedin wholeor
in part by anymeansto anyother personfor anypurposewithout prior permission.
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