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1.0 Banking system resilience in the time of
Covid-19



CBSL reduction of interest rates, enhancing market liquidity, and financing
the government were aimed at supporting economic activity

CBSL cut CBSL cut CBSL cut
policy rates policy rates policy rates
by 25bps by 25bps by 25bps
Special CBSL reduced CBSL cut Daily reserve CBSL reduce
Deposit SRR by 200bps  policy rates by limit reduced Bank Rate by
Accounts to 2% 50bps from 90% to 20% 500bps to 10%
@ @ 2onnug Yz o YRR
Restrictions on CBSL cut Cap of Regulated
Outward capital policy rates by interest rates
transactions 100bps revised
downwards Source: CBSL
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...and announced multiple Moratoriums to provide breathing

space for businesses

Working Capital Loan

Moratorium on capital and

interest, Working capital

interest rate capped at 4.00%
24t Mar 20

Tourism Moratorium

Moratorium extended to 12M

respect of capital outstanding

of leasing facilities granted to
16t Jul 20 tourism related vehicles

Extended Tourism
Moratorium to LSBs
Extend the debt moratorium

granted in the tourism sector

till 31 Mar 2021
16t Jul 20
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Extended Tourism

Moratorium to LFCs
Extend the debt moratorium Q
granted in the tourism sector

till 31 Mar 2021
30t Sep 20

Extended Moratorium

LCBs and LSBs to extend the

debt moratorium granted to
Covid-19 affected businesses
and individuals till 31 Mar 2021 09t Nov 20

Recovery Suspension

Suspension of Recovery
Actions Against Small and Z
Medium Enterprises (SME)

Paddy Millers 13t Jan 2

Source: CBSL
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Most banks are well above regulatory liquidity

Liquid Asset ratio surges to 35% :
requirement
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Banks with higher NPLs ratios are under Moratorium reduces surge in NPLs

pressure
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Banks's impairment provisioning increased to Provisioning ratio improves despite higher

6.0x in 5 years. Impairment charge
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2.0 Digitalization saves banking sector from Covid-19



Covid-19 shapes up banking megatrends with digitalization
taking centre stage...

Accelerated

Digitization Focus on cost reduction
‘ Decelerated

Virtualization of the workforce Emergence of pop-up ecosystems

Focus on safety and surveillance The sharing economy

Corporate responsibility Global movement of people and goods

Source: McKinsey
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...while the digitalization drive saved the banks to get through
Covid-19 lockdowns...

For the first time in Sri Lanka
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...building
long-term
resilience and
using
technology for
strategic cost
transformation
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Other’
Property?

Central
functions®

Run-the-bank
technology

Change-the-bank
investment

Operations

Distribution®

base

Shift to
digital, Transform
reconfigure technology Reset
the branch to scale third-party
network, and with spend
redeploy demand
workforce

1+2 3 4

=20/=30%
L J
Move to Find the right
minimur hybrid
viable remote/onsite
central model and
functions shrink the
property
footprint

Midterm
potential

Source: McKinsey
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Access to banking surged via the digital channels...

Internet based payment volume increased 56.8%YoY 3Q2020 despite

reduction in value of transaction
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...allowing banks to keep their C/l under check

Digital operations and products efficient cost management

through scale advantages and process
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3.0 Economy in transition and poised for renewed
growth



Vaccine hope amplifies...
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...with Sri Lanka also getting its first shipment by last week of
Jan 2021...

SL Covid-19 vaccine eligibility groups

Frontline healthcare workers 155,000

Military personnel 127,500

Patients of NCD over the age of
60

3,159,800
People between 55 to 59 years of

age 1,178,154
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...providing confidence for Government to accelerate the
relaxing of control measures
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GDP to recover back to 3.2% growth supported by the

Faster resumption in main sectors

recommencement tourism activities

GDP bouncing from Covid-19 pandemic crash
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...Spiking private sector credit growth back to double digits
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However, lending caps may take a heavy toll...

First Capital Research

Interest rates on credit card
advances limited to 18%

Pawning advances limited to 10%
for all new and existing pawning
facilities that are renewed

Jan 2021



...on bank’s SME and retall portfolios...

35%
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We estimate a single
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4.0 Impairment to soften



Business Condition Index reverts to pre-Covid : :
...while Business Demand Index recovers

level...
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...with normalizing SME business cycle...

Manufacturing and Service PMI recover to pre-

Covid-19 levels
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...lllustrated by the 50% drop in moratorium applications during
the final moratorium extension in Oct-Nov 2020

First Capital Research
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Impairment provisioning easing in 2021E onward after 2020 peak

2020E 2021E 2022E

First Capital Research Source: CBSL, First Capital Research Jan 2021
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5.0 Other Income may surge in 2021E



Banks adopt the challenging playbook with Sovereign
Bonds...
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Banks with highest foreign asset to benefits

Volatile USD:LKR favour Banks : :
amidst currency deprecation
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...while expanded digital banking volumes may accelerate fee

and Commission Inco

= N

me by a CAGR of 12% for 2021-23E
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6.0 Valuation
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RoE will begin to recover in 2021

18%

16% In muted recovery, Sri Lankan Banking ROEs

are expect to return normal by 2021E
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The banking sector trades at a 70% below book value
for more than 8 Quarters
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A Long Recovery Road Ahead

Mkt. Cap Target | Upside
Code (LKR mn) Price (%)

Commercial Bank - Voting COMB.N 102,201
Hatton National Bank - Voting HNB.N 59,291
Sampath Bank SAMP.N 68,567
National Development Bank NDB.N 21,542
Seylan Bank - Voting SEYB.N 14,710
Nations Trust Bank - Voting NTB.N 17,174

Banking Sector Universe
Non-Voting Shares

Commercial Bank - Non-Voting COMB.X 5,560
Hatton National Bank - Non Voting HNB.X 11,843
Seylan Bank - Non-Voting SEYB.X 12,885
Nations Trust Bank - Non-Voting NTB.X 2,915

First Capital Research

93.0
144.5
179.8

92.6

57.3

61.9

81.8
116.5
49.5
75.3

125.0
180.0
185.0
115.0
70.0
75.0

100.0
144.0
56.0
75.0

34%
25%

3%
24%
22%
21%
22%

22%
24%
13%

0%

| PER(Y) |  PBV(Y)

| 2021E | 2022E | 2021E | 2022E
5.6x 4.7x 0.7x 0.7x
5.2x 4.5x 0.4x 0.4x
5.7x 4.4x 0.6x 0.5x
4.6x 3.7x 0.5x 0.5x
5.2x 4.4x 0.6x 0.6x
4.4x 4.1x 0.6x 0.5x
5.0x 4.1x 0.6x 0.6x
4.2x 3.7x 0.4x 0.3x
4.5x 3.8x 0.5x 0.5x
5.3x 5.0x 0.7x 0.6x
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Disclaimer

This Review is prepared and issued by First Capital Holdin%s
PLC based on information in the public domain, internal

developed and other sources, believed to be correct. Althoug

all reasonable care has been taken to ensure the contents of
the review are accurate, First Capital Holdings PLC and/or its
Directors, employees, are not responsible for the correctness,
usefulness, reliability of same. First Capital Holdings PLC may
act as a Broker in the investments which are the subject of
this document or related investments and may have acted on
or used the information contained in this document, or the
research or analysis on which it is based, before its
ublication. First Capital Holdings PLC and/or its principal,
heir respective Directors, or Employees may also have a
position or be otherwise interested in the investments
referred to in this document. This is not an offer to sell or buy
the investments referred to in this document. This Review
may contain data which are inaccurate and unreliable. You
hereby waive irrevocably any rights or remedies in law or
equity you have or may have against First Capital Holdings
PLC with respect to the Review and agree to indemnify and
hold First Capital Holdings PLC and/or its principal, "their
respective directors and employees harmless to the fullest
extent allowed by law regarding all matters related to your
use of this Review. No part of this document may be
reproduced, distributed or published in whole or in part by
any means to any other person for any purpose without prior
permission.
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Thank You

“Successful Investment Is About Managing Risk...”




