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Executive Summary

Bankssailedthrough tough tide althoughremainedresilient

A Theprofitability of the bankingsectorwashamperedduringthe last coupleof yearsprimarily by the economicslowdown,increasein taxes,
implementationof Basellll requirementsand adoption of SLFRS. However,bankingsectorshowedresiliencedespitethe challengeswvhile
maintaininghigherliquidity ratios, through cautiouslending

Economyin transition and poisedfor renewed growth

A Postan era of fiscaltighteningand countryis onceagainon track towardsbuilding a period of robustgrowth. Pickup in economicactivities
andconfidencewill providea fertile bedrockfor the growth in private credit, thereby positivelyaffectingthe bankingsector

RevisedCBSlegulationseasepressureon bankingsector capital ratios

A Previousregulation on Basellll cappedthe credit growth by imposingcapital requirementson banks However,recently CBSlintroduced
multi-factor modelin determiningDSIBsvhile providingmore leewaywith regardto capitalrequirementsof banks

Digitalizationand Fintechthe gamechangerof the bankingindustry

A Moreover, costto income(C/l)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 industry started to significantlyinvestin the
digitalinitiativesto fortify digitalleadership

FirstCapitalResearcBankingSectorupgradedBUYfrom HOLDwith a 42%Returnover 1 Year

A With the recoveryin economicactivity and improved private credit, we expectan upward trend in the banking sector while getting a
breathingspaceafter hefty taxes Consideringhe short- mid term positiveimpact, we upgradeour outlook on the bankingsectorfrom HOLD
toa¥W. | ., Q

5

First Capital Research Jan 2020 4



1.0 Bankssalledthroughtoughtide in 201819
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Turbulent economic conditions and transition to SLFRS 9 made 2019 a

reasonably challenging year for the banking sector

Hefty taxes affected the profitability NPL Ratio recorded a significant increase due to SLFRS 09
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Theprofitability of bankswere negativelyimpactedby the introduction of DebtRepayment.evy(DRL}inceOct2018 addingon to the
existingtaxes,VATof 15%and NBTof 2% Moreover,the adoptionof SLFRS andimplementationof Basellll thoughwere expectedto
improvethe assetquality of the bankingsectorin the longterm, continuedto be challengingfor banksduring this period with rising
Non-PerformingLoansfurther hamperingprofitability and reserves The combined effect of the abovementioned factors led to a
declinein ROE®f banksin the backdropof the new capitalraisedto meetregulatoryrequirementscreatinga baseeffect.
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Easter Sunday attacks further impacted GDP growth and private credit
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Thegrowth in the economyduring the first 6M of 2019 washampereddue to a combinationof events the spillovereffects of the

political turmoil experiencedduringthe latter part of 2018andthe Easterattacksin April 2019 putting the growth trajectory of the

economyon a slowdownas GDPgrowth reacheda mere 2.6%in 1H2019comparedto 4.0%in the correspondingperiodin 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 some months over the period. Thisled to an industry wide slowdownin growth of

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

expansion
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In order to circumventthese adversedevelopments,CBSltook prudent actionsand followed an accommodativemonetary policy
stanceduring the period. The policy 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 policy reductionsdid not materialize Asinterestratesstill failed to comedown to the requiredlevels,CBSltook
further measuredy imposinga 200bpscut on lendingratesin October2019 while removingthe previouslyimposeddepositcap
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Bottom line is expected to record a dgrowth in 2019 as well
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ROEs shrink amidst higher capital base and lower bottom line

' The combined effect of higher capital
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2.0 Resilienceadespitethe challengeX..
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Despite macro challenges, LCB sector grows with the asset base while

maintaining higher liquidity ratios

Total assets of the domestic private LCBs grew by 7% in SLAR of the LCB sector was significantly higher than the
9M2019 relative to the previous year regulatory minimum of 20.0%
g 1% 36.0
5,600 G (owWth°® 5,536
34.0 33.0 33.2
5,400
5,164 320 :
‘% 5,200 ' 30.0
27.6

o 27.2
5,000 280 o 262 26.2
< 4,800 26.0 '
£ 4,
H 24.0
& 4,600
< 22.0

4,400 20.0

4,200 18.0

4,000 16.0

9M2018 9M2019 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Source: CBSL Source: CBSL
Thebankingsector continuedwith a healthy level of liquidity during 9M of 2019 and exhibited a higher resilienceagainst

liquidity risk. StatutoryLiquid AssetRatio(SLARYf the bankingsectorwhich measureghe adequacyof liquid assetsagainst
depositsand borrowings,remainedwell abovethe regulatoryminimumrequirement
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Exceedingly cautious lending to restore liquidity well above the required level

Credit to Deposit ratio remained below 100 easing the pressure on Net Stable Funding ratio remained above the minimum

deposits requirement of 100% for LCBs
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I/‘ Following the global financial crisis in 202008, global standareetters have been actively involved in strengthening the gxng 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 statsdander Basel Il
|m and adoption of SLFRS 9, although in the long run implementation of Basel Ill and SLFRS 9 will improve the resiliendeilaépcEtae
banking sector.

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

In the aftermath of the global financial crisis, the Basel Committee on Banking Supervision further strengthened the capitiaduidity
$ requirements under the Basel Il framework in order to address a number of shortcomings in thepse regulatory framework ad to
provide a foundation for a resilient banking system.

CBSL has issued Banking Act Directions covering the abwmioned capital and liquidity standards under the Basel 11l framewdo 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 lessakiié&r external
pressures resulting the banking sectorsafe haveramong other sectors.

Source: CBSL
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3.0 Economyin transition and poised for renewed
growth

First Capital Research Jan 2020 15




Eased monetary policy and hefty tax cut may boost GDP growth above

GDP to pick amidst eased monetary policy and hefty tax cuts Business confidence stands tall at 186 well above itstiatle

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 improve
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Credit growth to pick in 202022E propelled by increase in state and private

sector borrowings

Domestic Credit as a % of GDP to expand to 57% led by state X Xwhile Private Creditalso follows a similasuit. Private Sector
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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%
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Asset quality of consumption related sectors to revive at a faster pace

Theassetquality for consumptionlinked sectorsare likely to remainbullishon the accountof recoveryin householdincomewith easing
monetary policy, improved transmissionof policy rates to bank lending rates and impact of recently announcedfiscal measureson
consumersentiment
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Boost in business activity and lower interest rate regime to improve sector wig

NPLs arestill remaininglower than the highs seen in the past (in  NPLssetto easein the secondhalf of 202(E
2013-5.2%) while also being lower than some peers including
Bangladesh and India.
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Larger banks are less vulneraltie loan defaults

Provision coverage ratio has been at a decreasing trend since  Higher NPL ratio in small and medium sized banks are under
2017 and in 3Q2019 ratio stands at 50% due to declining profits greatest pressure due to increased vulnerability of defaults
amidst highenmpairements
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4.0 RevisedCBSlregulationsto ease pressureon
bankingsectorcapital ratios
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Previous
regulation on

Basel Il capped..

the credit,
ANR g U KX

Banks on the path to DSIBs with assets less
DSIB status than LKR 500.0Bn

DSIBs with assets morg
than LKR 500.0Bn
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12.00 11.61
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Tier 1 Capital Ratio

Capitaladequacyrequirementswere introducedby the CBSlunder Basellll with effect from 1 July
2017. Theimplementationof BASEILI by 01 Jan2019 has prompted banksto raise their capital
base through raising fresh capital or via issuanceof BASEILII compliant debt instruments NDB
exceededthe assetbaseof LKR500.0Bn while Tier 1 capital ratio stood at 10.56% SEYHier 1
stood at 9.71% as at end Sep2019 and after the right issueit is expectedto improve Asper the
previous regulation by CBSLNDB required additional capital to grow loan book at average
expectedmarketrate in 202CE
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Bank Year of announcement Amount

HNB  EEHNB 2017
COMB 2017
SAMP preaeiie.d 2017
NTB & Nations 2017
NDB  ZNDBbank 2017
SAMP oo 2018
SAMP @ &nams: 2019
SEYB 8 SEYLAN 2019
DECC V/DFCCBANK 2019

Keep Growing

LKR 14.9Bn

LKR 10.1Bn

LKR 7.6Bn

LKR 3.2Bn

LKR 6.5Bn

LKR 12.5Bn

LKR 12.1Bn

LKR 4.4Bn

LKR 7.6Bn

Source: CBSL and company reports
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However, recently CBSlintroduced multi-factor model in determining DSIBs
positively affecting LCB®n capitaladequacy

10 largest banks based on Basel Il leverage ratio exposure measure

Banks that were previously designated aSIBs in the previous year, if
necessary

Banks added based on supervisory judgement, if necessary

New factors under
consideration

Theimpactofa® L. Qa4 Tl At dZNB 2y
FaaSaaSR KIJgAy3d NBIINR 0?2

institution infrastructure, Complexity

Source: CBSL
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Revised CBSL regulations eases pressure on regulatory ratios providing roo

credit growth

D-SIBs Bucket 02 D-SIBs Bucket C 15.80

15.52
8.5%+1.59%HLA 8.5%+1.0%HL Non BSIBs
Even after the With the revised CBSlregulations,Non D-SIBswill have a
revised regulations 14.00 leewaywith regardto capital requirements SEYEBnd NDB
BOC will have to ' which faced with tight capital requirement previously will
raise capitalto meet 13.31 havesomebreathingspacewith easedregulations
the regulatory '
requirements
12.29 12.22

SAMPwhich

previously 11.61 11.51

categorized

as DSIBnow

falls under 10.56

NonDSIB

9.71

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 previousregulationsmentionedin
slide25, where only 5 bankswere in the Non DSIBcategoryasNDBand SEY Bvere on a transitionarystage

I I I I I I L -
BOC COMB PB HNB SAMP SEYB NTB PABC DFCC NDB ABL UBC

Source: CBSL and company reports
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However, LCBs still need to meet the minimum core cap. requirement of LKR

20.0Bn by end 2020
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123.9 Collectively UBC, PABC a
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120.0 18.66Bn to meet the
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100.0
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5.0 Digitalizationand Fintechthe gamechangerof
the bankingindustry
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SL LCBs have embraced digital platforms over brick and mortar metho

Banking sector assetsgrew by a CAGRof 17% 20092018 while  Steady growth in ATM terminals and volume of transactions in
branchesonly grew by 4% due to the greater accessibilitythrough  ATMs

ATMsand other platforms
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Assetsof LCBshas increasedby 17% CAGRsince 2009 although branch network has only grown by 4% attributable to the
accessibilityia other modessuchas ATMsand increasedusageof digital platforms Total number of ATMterminals postedan 8%
CAGRwvhile volumesof transactiongpostedthrough ATMshavenearlydoubledin 2018relativeto 2012 Bankshaveconcentratedon
digital bankingwhilst consolidatingts physicalbranchnetwork which haseasedthe C/l ratio for most banks Front office of banksis
in the processof beingautomatedwith advancedATMsmulti-taskingby handlingbulk of the front office services We expectthe
processof front office automationto be implementedat an acceleratedpaceduringthe 2020E2022E
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However, still SL LCB branch network has deeper penetration over peers whi

ATM network remains underpenetrated

LCB branch network per 100,000 adults in SL is relatively higheATM network continues to be under penetrated relative to peers
compared to peers

{ [ @d&mmercial bank branch !

' However developed countries !
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Mobile banking has outdone internet banking in SL recently and is expected {

gain a faster pace as a result of shift in the payment sphere

Internet Banking transactions volume grew at a CAGR 26% while Mobile banking transactions grew at a CAGR of 84% while value

value grew at a CAGR of 31% sir2d 42018 grew at a CAGR of 107% sirk@14
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SriLankahasentered a phasewhich is dominatedby mobile applications Thefiguresattest to the degreeto which digital banking
hasbecomea viable alternative to brick and mortar banking The growth of the internet, mobile, and communicationtechnology
suggesthat SriLankahasenormousopportunitiesfor digitalizationof its processes
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Rivalry among banks to fortify Digital Leadership

Mobile app | Other apps/digital platforms

BANK OF CEYLON

Bo@ BOC Digi
Flash app, QR code payment app

JustPay adoption, Virtual web cardpay mobile cash, Chatbot, Virtual
Teller Machine

B Do
SamparhBank

74 NDB bank NDB Neo
2 ENB Solo, HNB FitApp,
W Nations Frimi
§§ SEYLA Seylan Merchant Portal, Chat bot
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Recruitment and branch expansion freeze with digitalization and automation

Employee count in the private LCBs witnessed an increase post waiTotal Income per employee has increased significantly at a CAGR

although remained stagnant later » of 15.6% since 2011
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\ 230 o
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Source: CBSL Source: CBSL

Bankswere seenfreezingrecruitmentswhich is reflected by only 29 CAGRn staff recruitments after 2013 Further with certain
positions within the banks falling redundant amidst the digitalization and automation process,all banks have taken initiatives
reorganizingpanksaroundthe needsof the customersandto makethe customerserviceunits more marketingoriented. Accordingly,
total incomeper employeehasshowna considerablancrease
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C/l ratio to decline and stabilize around 44%......

800,000 56%
700,000 54%
600,000 52%
500,000 50%
400,000 48%
300,000 46%

44%

200,000

Total Op. Income/Expenses (LKR Mn)

449
44% °
100,000 42%
0 40%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019E 2020E 2021E 2022E
Total Op. Income == Operating Expenses e C/| Ratio

We expect C/l ratio to range between 46%-44% over 2019%-22E with pressureon NIMs as competition intensifiesin the bankingsector C/I ratio has
recordeda major dip overthe last5 yearsto 45%from 51%in 2014 but tough economicconditionsare likely to increasecompetitionresultingin pressure
on NIMs However,bankingsectorhasembraceda trend of processdigitalizationand front office automationto managecostswhile introducinginnovative
fintech productsto enhancecustomerserviceand improve customeraccessibilityA strongerfocuswasalsonoticedin increasingee-basedincomeamidst
the risein onlineretail transactionsvia new fintech solutions Theimprovementsare likely slightlyreduceand stabilizeC/l ratio despitehighercompetition
within the sector
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6.0 First Capital Researchupgrades Banking Sector to
BUYfrom HOLDwith a42%return over 1 Year

First Capital Research Jan 2020 S




2019E2021E
25%
22% 21%
0
170 \ 20% 163
3 20%
140 17%
12 119 A
120 115 15%
c 105
@ 12%
Gé
| 86
10%
70
5%
20
0%
) © A @ < & &
N4 o> N 2 D Q
v v v DY D Y
(30) 5%
\-/ e %
(80) -10%

trajectory to reach 12% by 2021E

Profitability of LCBs$s expected to increase at a CAGR of 19.0% IROE is expected to remain around 12% as capital raising will

Source CBSL and First Capital Research estimates

First Capital Research

increase the equity base
18%

16%

16% 16%
15%
14%
13%

12%

10%

8%

6%

2015 2016 2017 2018

Bankingsectorprofitability CAGRf 19%drivesROE®ackedto an upward

12%
11%
10%

2019E 2020E 2021E

Source CBSL and First Capital Research Estimates
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Capital Rich Banks with Digitalization edge may outperform sector

Stock | Stock |Recommd Mk. Cap Target|Upside]  PER (x) PBV (X) |DPSin ——
" Code | ndatlon (LKRm Price | (%) | 2019E | 2020E| 2019E| 2020E 2020E 2019E Retum

Commercial Bank - Voting COMB.N 88, 435 92.0 150.0 63% 52x 4.6x 0.7x  0.7x 7% 70%
Hatton National Bank - Voting HNB.N BUY 69,402 175.0 270.0 54% 6.7x  49x 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% 48x  3.7x  05x  0.4x 6.7 7% 29%
Seylan Bank - Voting SEYB.N BUY 9,449 50.1 70.0 40% 6.9x 53x 0.6x 0.5x 3.0 6% 46%
Nations Trust Bank - Voting NTB.N BUY 19,101 78.0 105.0 35% 48x 41x  0.7x  0.6x 3.0 4% 39%
Banking Sector Universe 42% 6% 48%
Non-Voting Shares

Commercial Bank - Non-Voting COMB.X BUY 5433 83.0 120.0 45% 47x 41x 0.6x  0.6x 6.5 8% 53%
Hatton National Bank - Non VotingINB.X BUY 14,415 148.3 216.0 46% 56x 4.1x 05x  0.5x 8.9 6% 52%
Seylan Bank - Non-Voting SEYB.X BUY 6,770 323 420 30% 4.4x  34x  0.4x 0.3 3.0 9% 39%
Nations Trust Bank - Non-Voting NTB.X BUY 2,923 75.0 100.0 33% 46x 3.9 0.7x  0.6x 3.0 4% 37%

With the recoveryin economicactivity supportedby monetaryeasingandfiscalstimulus,we expectto seeanupwardtrend in the bankingsectorlendingwhile
providingbreathingspaceatfter hefty taxes Moreover,recentlyintroducedCBSlkegulationon capitaladequacyis expectedto provide more leewayfor the mid
to large bankingsegmentsupportingcredit expansion Furthermore,sectorhasa heavyfocuson cost managementvia digitization and automation which is
expectedto reduceC/l ratio and enableto improve the bottom line. We expectthe capitalrich banksto capture market sharewith the supportof new digital
platforms and automation measureswhile the overall credit is expectedto grow at a moderate paceof 14% Accordinglywe expectoverall earningsof the
bankingsectorto grow at a CAGRf 19%in 2019E21E

We upgradeour outlook on the bankingsectorfrom HOLDo a BUYQ
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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
6.0x 0.7x
5 0x 0.6x
4.1x 4.1x 4.1x 0.5x
4.0x
0.4x
3.0x
0.3x
2.0x
0.2x
1.0x 0.1x
0.0x 0.0x
‘b' Q ’ ‘ Q? ‘ <b° Q? ‘b Q) ‘b
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Source: First Capital Research Source: First Capital Research
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7.0 BankingPicks2020
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COMMERCIAL BANK OF CEYLON PLC

COMB.N Current Price: LKR 97.0 FABOAI(BO2AERR

FavorableMacro Economid=actorsto Drive DomesticLoanBook P/E 31st December

/ h a .leddinggrowthis expectedto grow at a CAR®f €.15.7%o0ver201%  cqinates (LKR Mn)

21Eto reachLKRL.3Tnby 2021E outperformingthe overallmarketthroughits "\t |nterest Income 30567 33128 39567 45618 51326 58890 66554
high-end clientele / h a . higer capital adequacyis expectedto enableto o Operating Income 41,534 44,398 49,537 64,864 67,445 78,010 88,464
capture market share in the future by utilising its largescale operation et profit 11,855 14511 16,606 17,735 17,986 20,685 24.353
Approximately 25% of / h a . Qs book account for lending to large adjusted EPS (LKR) 117 14.3 16.3 174 17.7 203 23.9
corporatessecuringstrongassetquality. YoY Growth (%) 5% 22% 14% 7% 1% 15% 18%

Valuations

DiversificationThroughRegionalExpansion PER (x) 8.2x 6.7x 5.9x 5.5x 5.4x 4.7x 4.0x
Bangladesihasbeena successfumarketfor COMBhavingachievedhe status pPBv (x) 1.4x 1.2x 0.9x 0.8x 0.7x 0.7x 0.6x
of beingthe 3 largestforeignbankin BangladeshSimilarto SriLanka,COMB DY (%) 59%  59% 67%  68% 71%  80% = 9.2%

hasestablishedtself in Bangladeshn the high-end corporatelendingmarket
With BangladesiGDPis expectedto grow at an averageof 7.5% we expect
PBTcontribution from Bangladesho reach20% of PBTwhile assetbaselikely
to reach15%of total assets

Industry LeadingProfitability Measuresto Continue

Depositsgrowth remainedabovesectoraverageoverthe last5 years,growing
at a CARCGof ¢.16% enabling COMBto standout on low cost funding over
peers / h a . nMedly launched effective cost management measure may
improve C/l via centralizedcredit function resultingin reallocatingstaff from
backoffice to customertouch points.
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HATTON NATIONAL BANK PLC

HNB.N Current Price: LKR 161.1 KRaikr0/al(#Z020E)

Low interestrate environmentto stimulate consumerconfidence P/E 31st December
With economic stability coming into play, | b . @pérating environmentto Estimates (LKR 'Mn)
strengthenwith the gradualrecoveryin market conditions We expect, AWPR Net Interest Income 29,694 39,089 45461 53,636 56,365 62,008 72,069
to drop below 9.5%in 1H2020amidstfavourablemacroenvironmentandwith Total Operating Income 42,645 53,366 61,099 75114 69,450 75814 86,699
endingof political uncertaintypost GeneralElectionwhichwill be heldin April Net Profit: Equity Holder 10,554 14,756 15,947 17,636 13051 17,930 22,448
2020 From 2H2020 onwards, we expect AWPRto range from 9.5%-11.5% Adiusted EPS (LKR) 216 30.2 326 358 263 SRR G

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

over the next two to three-year period and expectedto seean appefite for '~ ) ’ ’ ’ i ’ ’ |
. . . . uatl

I(_)an_sand adva_ncesfar_nldstmoderatelnterest enwronmenEcoupIedWlth the PER (0  x =3 e e . e "

rise in economicactivity and growth. We expectl b . |6b& bookto growat g, x) 0.9x 0.7x 0.6x 0.6x 0.6x 0.6x 0.5x

15%aboveprivate sectorcredit growth of 14%for 2020E DY (%) 44%  45%  53%  53%  41%  56%  6.9%

CARgvell aboverequirements

HNBhascomfortablecapitalbufferswith atier 1 at 14.0%andtier 2 at 17.7%
therefore, we firmly believe that capital buffers are adequate to meet
regulatoryrequirements and will supportfor expectedlioan growth for next 2-
3years

Investmentinto digitalisation, fintech and automation to improve efficacies

Investmentinto Fintech and processautomation to support HNBto bring
downits Costto Incomeratio to 47%by 202CE
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SAMPATH BANK PLC

SAMP.N Current Price: LKR 163.20 Faiz5/l(B0206e8

Improvedoperating environmentto positively affect the banking sector
We expect AWPRto drop below 9.5% in 1H2020 amidst favorable macro

P/E 31 December 2015 2016

. Estimates (LKR 'Mn
environment From 2H2020 onwards,we expect AWPRto range from 9.5% Net lmeres(t Income) 18550 23955 30297 s0c RN
11.5% over next 2 year period and expectedto seean appetite for loansand Total Operating | 26’742 33’957 42’473 57’233 57’698 60’261 65'522
advances Private sector credit growth is estimated at 5% in 2019 and is - '?_era 'ng Income 25, ! ' ’ ’ ! '
expectedto pick up and record at 14%levelsin 202CE and 2021E. 2 é&pect et Profit 6623 9496 12,683 12,60Cu e
SAMPto grow slightlyabovethe industrytarget of 14%in 202CE, recordingan Adiusted EPS (LKR) 174 2459 332 330 e
annual15%growth in loanbookin 202(Eand 2021E while alsofocusingmore  YoY Growth (%) 7% 43%  34% 1% -19%  40%  30%
on selectiveindustriesandcollateralbasedproducts Valuations

.. . . . PER (x) 9.4x 6.6x 4.9x 4.9x 6.1x 4.4x% 3.4x
Sufficientcapital buffer to maintain CARs PBV (x) 16x 13y 0.9x 0.7+ 0.6x 0.5x 0.5x

 ord e . . . . : : : .

SAMPsuccessfullycompletedits 3 right issuefor LKR12.1Bn in June2019 DY (%) 80% 115% 105% 100 fes 1ol

following LKR12.5Bn right issuein April 2018 and LKR7.6Bn right issuein
December 2017. we believe capital buffers are now sufficient to meet
regulatoryrequirements and will supportfor expectedioan growth for next 2-
3years

Reducingoperational costimpacting profitability
Investmentinto FintechreapingbenefitssupportingSAMPto maintain Costto
Incomeratio belowthe industryaverage

Highloan concentrationin the retail and SMEto resultin bank susceptibleto
economiccycles

Highloan concentrationin the consumer/retailand SME/midsizedcorporate
segments,can result in a risk of weak economicassetquality in the weak
operatingconditions
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NATIONAL DEVELOPMENT BANK PLC

NDB.N Current Price: LKR 98.0 LKRABOVAI(BO20E)

Lendinggrowth of 13%for 202CE supportedby multiplesfacets P/E 31 December 2018  2019E  2020E

We expecteasedpressureon regulatorycapitalbuffersby CBSto supportthe  ggtimates (LKR 'Mn)

loan growth in the short term to mediumterm. Further private sectorcredit  net interest Income 7807 8861 11086 15104 17338 18079 21113

growth supported by improved operating environmentis also expectedto  1ota) Operating Income 13,291 13,677 16,683 22,553 25195 26,607 30,068

boostthe o I y'lgn@iag Net Profit 3542 2691 3490 5136 4552 5938 8236
Adjusted EPS (LKR) 16.0 121 15.7 232 205 26.8 371

Diversifiedlending portfolio to resultin lower impairments Net Profit YoY Growth (%)  -14%  -24% 30% 47%  -11% 30% 39%

NDB diversified lending portfolio without any major concentration to a Valuations

particular sector has resulted in  sound asset quality as reflected by NPLs PER (x 6.7x 8 8 6.8 46 5 2 4 0x > 9x

remainingwell belowthe industryandone of the lowestin the industry, PBV (x) 0.8x 0.8x 0.7x 0.6x 0.6x 0.5x 0.4x
DY (%) 103%  75%  84%  75%  63%  7.7% 10.7%

Earningsgrowth of 30%for 202CE

Shiftedfocus towards retail and SMEsectorsis expectedto improve NIl and

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

managementand digital Initiatives Depositgrowth and improved CASAatio

throughproductinnovationwill resultin the lower the costof funds

However,possible dilution in ROBwith the strengtheningof the capital base

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

earningsper share



SEYLAN BANK PLC

SEYB.N Current Price: LKR 49.9 . LKRF&). VEROR0E)
Regulatorychangeticks away capital worries in the nick of time P/E 31st December 2019E  2020E 2021H
SEYBvason the vergeof becominga DomesticSystematicallymportant Bank estimates (LKR 'Mn)
(DSIB) therefore, in order to be compliant with basel Ill capital regulatory Net Interest Income 11,857 13,499 15575 17,790 20,035 22,705 25,961
requirements,a rights issueamountingto LKR4.4Bn was successfullyssued Total Operating Income 16,199 17,813 21546 23,201 26,043 28,828 32,920
and accepted However,with the new capital adequacyrequirementssetting Net Profit 3855 4013 4817 3137 3,786 4886 6,048
the minimum for Tier 1 at 8.5% through banking direction No 11 of 2019 Adjusted EPS (LKR) 74 7.7 9.3 6.1 73 94 117
coupled with SEYBno longer in the range of achievingD-SIB status has Y°Y Growth (%) 21% 4%  20%  -35% R
providedthe bankleewayfor growth. Valuations

PER (x) 6.7X 6.5x 5.4x 8.3x 6.9x 5.3x 4.3x
SEYBoan book to grow at 15%, slightly above private sectorcredit growth E\B(\Eog) ; 5702 é)_ :02 ; ;;) 5?. 0502 ; ';Z g_ 0502 2 :;

On expectationof a gradualrise in businessactivity amidsteasingoff political
uncertainty, we target SEYB#oan growth at 15% whilst industry growth to
recordat 14%for 202CE

Capturing lending market share through SME focus leveraging on
improvementsto the 0 I Yy digida platform

SEYBs planningto further strengthenSMEin the comingyearswith emphasis
increasing on process efficiencies and relationshipdriven marketing We
expect by 2021E, loan book to grow at 16% with 45% of the loan book
representedby SMEclients
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NATIONS TRUST BANK PLC

NTB.N Current Price: LKR 78.0 L KRAEOSVAI(BE20E)

Creditcardsto drive Fees& Commissiorincomeat a CAGRf 18%201921E . 2015 2016 2017 2018 2019E 2020E 2021H

b ¢ . aedit card segmentto drive fees and commissionincome (FCl)at a estimates (LKR "Mn)
CAGPRf 18%to LKR9.9Bnby 2021E growingfrom LKR6.0Bnin 2018with the net Interest Income 9,105 9,786 11,909 15,164 15823 16288 17,342
credit card lending portfolio likely to grow by a CAGRof 20%2019%-21E NTB Total Operating Income 12,519 13,711 16,914 21,078 23190 24,500 26,667
as a relatively smaller bank has a strategy of focusingon the massaffluent net profit 2614 2,869 3371 3,750 3,805 4545 4,942
segment,a potential customerbaseexpectedto double over the next 3 years adjusted EPS (LKR) 9.2 10.1 11.9 13.2 13.4 15.5 17.4
supportedby the Sri[ | Y tran§iténto an upper middle-incomestatusand voy Growth (%) 3% 10% 18% 11% 1% 16% 12%
the potential surgein WesternProvinceGDPper capita Valuations

PER (x) 8.6X 7.9% 6.7X 6.0x 5.9x 5.1x 4.6x
Convenienceand new digital platforms to drive the growth of niche SME pBv (x) 1.5x 1.3x 0.9x 0.8x 0.7x 0.7x 0.6x
clientele DY (%) 2.1% 21%  21%  2.0%  23% < 41% = 3.9%

NTB is planning to further strengthen its emphasison SME segment by
increasingpersonalizedservicesand by introducing new digital platforms
whichis expectedto improve businessfficiency One of the platforms, FriMi,
has alreadyresulted in a surgein mobile transactionswhile providing easy
accessto consumersand new businessopportunities for SMEs We expect
b ¢ . @@n growth to record c.16% in 202CE to LKR 2657Bn while
outperformingoverallmarket Loangrowth is likely to emergefrom retail and
SMHendingsegments

NTBEarningsCAGPRf 14%201921E

We expectNTBto registera total return of 25%comprisingof 23%capitalGain
anddividendyield of 3%over 1-yearperiod. MAINTAINBUY
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RecommendatiorCriteria
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Recommendation Criteria

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%

Weighted Averagel-year T-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%
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Disclaimer

This Reviewis preparedand issuedby First Capital Holdings PLC based on information in the public domain, internally
developedand other sources believedto be correct Although all reasonablecarehasbeentaken to ensurethe contents of

the review are accurate,First CapitalHoldingsPLCand/or its Directors,employees,are not responsiblefor the correctness,
usefulnessreliability of same FirstCapitalHoldingsPLCmay act asa Brokerin the investmentswhich arethe 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 position or be otherwiseinterestedin the investmentsreferredto in this

document Thisis not anoffer to sellor buy the investmentsreferredto in this document ThisReviewmay containdatawhich

are inaccurateand unreliable You herebywaive irrevocablyany rights or remediesin law or equity you have or may have
againstFirst CapitalHoldings PLCwith respectto the Reviewand agreeto indemnify and hold First Capital HoldingsPLC
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 documentmay be reproduced distributed or publishedin whole or

in part by any meansto any other personfor any purposewithout prior permission
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