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Concessionary scheme for 
Transportation sector leasing 

facilities

Extension of 
restrictions on 

outward 
remittances

Relaxation of 
discretionary 

payments for banks 
such as dividends 

and repatriation of 
profits

Increase rules on 
repatriation of 

export proceeds

USD 1.5Bn Currency Swap 
Agreement with People's 

Bank of China

USD 200Mn Currency Swap 
Agreement with Bangladesh

New Daily Covid-19 cases 
starts to exceed 1,000

New Daily Covid-
19 cases starts 
to fall sharply

Schools in 
Western Province 

re-open

New travel 
restrictions

implemented

New Daily Covid-19 cases 
reach an all time high of 3,623

New order issued under 
Foreign Exchange Act to 

preserve foreign 
exchange position

Additional interest up to 2% per 
annum extended for 2Y for Special 

Deposit Accounts 

CBSL tightens Monetary 
policy stance

Sri Lanka receives Special 
Drawing Rights allocation of 

IMF and the initial 
disbursement under the 

Currency Swap Agreement 
with the Bangladesh Bank

New rules on 
conversion of 

export proceeds

The Six-Month Road 
Map for ensuring  

Macroeconomic and 
Financial System 

Stability

Interprovincial travel 
ban lifted

Island wide 
curfew 

imposed

Interprovincial travel 
ban lifted

Highest number of 
daily Covid-19 
deaths of 216 

50% of population 
vaccinated two doses

Schools re-open across 
the country

Source: CSE, CBSL



Recap: Sep 2021 Weak Accuracy
Reduce exposure to 50% from 65%; Cash 50%

ASPI surged past our fair 
value estimate and 
continues its uptrend 
reaching 11,000+ by Dec 
2021
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Equity New 
Recommendation
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Real Interest Rates turn negative making Fixed 
Income unattractive…

…while FI rates including FD rates remains below 10%
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How are interest rates affecting the 
equity market?
Negative Real Interest rates to favour Equity Market

With the 1Yr T-Bill standing around the 8.0% mark and inflation spiking sharply 
to 9.9%, real interest rates have turned negative. This situation is unfavourable
to towards fixed income instruments with value of money falling amidst higher 
interest rates.

The continuous quantitative easing strategy coupled with import restrictions 
and controlled currency are pushing inflation to higher levels while also keeping 
interest rates under check. This may lead to continued environment of negative 
real interest rates in the short-mid term.

Further, the FD ceiling stands below the 10% at present, though it may inch 
above 10% by 1st Jan. However, most large to mid finance companies are 
offering well below maximum interest rates due to the lack of lending 
opportunity, thereby market FD rates by most Finance companies may remain 
below 10% over the next 2-3 months. 

Lower FD rates and negative interest rates are critical factors favouring the 
equity market as most investors search for alternative investments in such 
situations.
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Tax Proposals were broadly in line 
with expectations
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Strong earnings 
in Diversified 

Financials, Banks 
and Capital 

Goods sector 
improve 

valuations
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Change in ASPI calculation methodology
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CSE has decided to change the ASPI calculation methodology in Jan 
2022

The new methodology will take into account the float adjusted 
market capitalization of counters in calculating the ASPI. Currently 
the ASPI is based on Full Market Capitalization.

A maximum cap is introduced for each counter representation in 
ASPI which is 5%.

Index weights will be rebalanced on a quarterly basis
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With the ASPI methodology change, we 
upgrade our ASPI expectations 2022E to 
9,000-10,000
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Source: CSE, First Capital Research

2022E Valuations

Reduce  Exposure (Above 10,000)

Increase  Exposure (below  9,000)

Trending above fair value
A potential major economic 
shock has been taken into 
account on a conservative note



Possible Economic Shock;
Aggressively shift to Defensive counters
Possible Economic Shock

Sri Lanka’s foreign reserves has fallen to USD 1.6Bn in Nov 2021, the lowest level since 2009. With 
USD 7.0Bn foreign currency debt to be repaid over the next 12 months, Sri Lanka seems to be at a 
very critical juncture. Amidst the controlled currency worker remittances have started to drop by 
about 50% creating a further slowdown of currency inflows. With the Governor continuously 
reiterating that they are NOT willing obtain IMF support, it unclear as to the repayment plan of the 
Government. Therefore, we believe that Sri Lanka could be in for a major shock with the next 3-12 
months creating a high-risk environment.

Reduce Risk by aggressively shifting to Defensive Counters

The weak environment could lead to a major depreciation in the currency and a spike in interest 
rates. Though the import restrictions and rise in inflation are supporting growth in the earnings, it is 
likely to be temporary on the face of the crisis. It will be prudent for investors to move into 
defensive counters out of which Dollar income companies are at the priority list, though it’s best to 
move into companies that have NOT surged in price. Life Insurance Companies and Banks are 
expected to benefit from the rise in interest rates. We would also recommend high dividend 
yielding counters (Refer First Capital’s Dividend Hunter Report). Please refer top recommendations 
section (Slide 12).

For risk averse conservative investors who are unwilling to take economic shock, we would 
recommend to further reduce equity exposure. From our previous cash allocation of 50%, it would 
be wise to increase to 75%.
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Top Recommendations
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Key counters are moved out of the top 
recommendations due to significant price 
appreciation of the counters

HAYL – Hayleys

MGT – Hayleys Fabric

AAIC – Softlogic Life
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TJL.N0000                                           Current Price: LKR 42.5 Fair Value: LKR 54.0 (FY23E) 

TJL’s revenue to grow at a three-year CAGR of 27% to LKR 65Bn by FY24E
TJL’s capacity expansion in its existing Indian plant and the exploration of new market segments
such as Bangladesh and Africa, along with projected currency depreciation in the LKR are
anticipated to fuel TJL’s topline growth. Further, the global apparel market is poised to expand at a
steady CAGR of 9.09% by 2025E, following the post pandemic recovery in consumer demand and,
changes in global landscape with “China plus strategy” favoring Southeast Asian countries, thereby
provide tremendous opportunities for TJL. With multiple catalysts, TJL’s revenue is expected to
reach LKR 65.0Bn by FY24E with a 3-year CAGR of 27%.

Manufacturing operations to normalize post pandemic
Uncertainty caused by the inevitable COVID-19 outbreak, led TJL outsource sections of its topline,
resulting in subdued margins, which was exacerbated by an increase in cotton prices, thereby
further aggravating the situation. However, stabilization of cotton prices in upcoming quarters and
reduction in outsourced orders amid improved efficacies in manufacturing are expected to
enhance margins in the near term.

Focus on value added products to further escalate margins in the medium to long term
Athleisure is becoming a fast growing trend, due to the increasing fashion trends, coupled with the
evolving retail landscape across brands, and have been the key factor for the booming global
synthetic fabric market. TJL is poised to benefit from this emerging trend and is geared to reap
benefit through more sophisticated fabric and process innovations. Further, expansion into
synthetic from cotton is expected to sustain TJL’s NP margins at 5.3% for FY22E and at 5.6% for
FY23E.

FY23E fair value is estimated at LKR 54.0-MAINTAIN BUY
In FY22E, we expect TJL to record a profit of LKR 2.8Bn (27%YoY) while FY23E net profit is expected
to record at LKR 3.4Bn (23%YoY). We have arrived at a TP LKR 54.0 for FY23E which indicate an
upside of 30% on the Current Price. MAINTAIN BUY

TEEJAY LANKA PLC

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Estimates (LKR 'Mn)

Revenue 24,647    31,747    33,277    31,853    51,312    59,365    65,302    

Gross profit 2,911      3,686      4,229      3,766      5,388      6,530      7,379      

EBIT 1,811      2,345      2,728      2,487      3,217      4,019      4,617      

Net Profit 1,596      1,859      2,384      2,139      2,722      3,350      3,837      

Adjusted EPS (LKR) 2.2           2.6           3.3           3.0           3.8           4.7           5.4           

YoY Growth (%) -19% 16% 28% -10% 27% 23% 15%

Valuations

PER (x) 18.7x 16.0x 12.5x 13.9x 11.0x 8.9x 7.8x

PBV (x) 2.5x 2.1x 1.9x 1.7x 1.6x 1.5x 1.4x

DY (%) 3.8% 4.7% 3.1% 6.7% 6.0% 7.3% 8.2%

NAVPS 16.3         19.4         21.8         24.8         26.1         27.7         29.7         

DPS (LKR) 1.6           2.0           1.3           2.8           2.5           3.0           3.4           

Dividend Payout 72% 75% 39% 94% 66% 65% 64%
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HHL.N0000                                            Current Price: LKR 67.7 Fair Value: LKR 96.0 (FY23E) 

HEMAS HOLDINGS PLC 

Healthcare segment to drive the group revenue
Health sector recorded a revenue growth of 27%YoY to LKR 11.9Bn in 2QFY22 and was a major
contributor to the revenue led by the steady demand for healthcare products, newly added
distribution agency and spike in Health net E-commerce venture. Morison manufacturing arm
increased sales and production with the relaxation of lockdown restrictions. Hospital activities
normalized with an average occupancy of 58%-60% as patients opted for previously postponed
surgeries. Morison Plant in Homagama is expected to commence its commercial activities from
2QFY22E. We expect HHL to benefit from the Govt’s policy of promoting domestic pharmaceutical
manufacturing.

Consumer sector; cautiously optimistic due to the essential nature
Despite the fact that overall weaker consumer sentiment is likely to prevail, we believe there will
be a consistent demand for consumer products of HHL due to the essential and defensive nature.
Moreover, given the Government’s emphasis on supporting locally manufactured products we
remain cautiously optimistic regarding the prospects for the remainder of FY22E. Recently HHL
entered into the personal hygiene wash category by launching the “Shield” brand which includes a
soap, a hand sanitizer and other personal care products and was well received by the customers.

Logistics segment to benefit from the currency depreciation and rising freight rates
Hemas offers a full spectrum of end-to-end solutions with a significant presence in the Maritime
and Aviation Sectors, representing several international shipping agencies and a leading airline.
Strong partnerships and links with global partners is expected to provide agile and innovative
solutions to a multitude of clients across Sri Lanka.

Undervalued at current price levels-MAINTAIN BUY
In FY22E, we expect HHL to record a profit of LKR 3.8Bn (17%YoY) while FY23E net profit is
expected to record at LKR 5.3Bn (38%YoY). Considering the defensive nature of the key main
segments of HHL (Healthcare and Consumer segment) and due to the fact that Govt’s local
manufacturing policy bode well for HHL’s portfolio of brands, we believe that there will be an
upside to the company’s growth. We have arrived at a TP LKR 96.0 for FY23E which indicate an
upside of 42% on the Current Price. MAINTAIN BUY

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Estimates (LKR 'Mn)

Revenue 49,874    64,082    60,043    64,501    75,677    89,665    106,804  

Gross Profit 17,707    21,478    19,148    19,417    21,946    26,900    32,041    

EBIT 4,245      5,661      3,532      6,061      6,050      7,821      9,512      

Net Profit 2,687      3,369      1,236      3,253      3,817      5,285      6,613      

Adjusted EPS (LKR) 4.5           5.7           2.1           5.5           6.4           8.9           11.1         

YoY Growth (%) -23% 25% -63% 163% 17% 38% 25%

Valuations

PER (x) 16.0x 12.8x 34.8x 13.2x 11.3x 8.1x 6.5x

PBV (x) 1.7x 1.5x 1.5x 1.3x 1.3x 1.2x 1.1x

DY (%) 2.6% 6.8% 2.0% 2.6% 4.4% 6.1% 7.7%

NAVPS 42.7         47.1         46.8         53.5         56.7         61.1         66.7         

DPS (LKR) 1.9           4.9           1.5           1.9           3.2           4.4           5.5           

Dividend Payout 41.0% 87.2% 69.9% 33.9% 50.0% 50.0% 50.0%
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AEL.N0000                     Current Price: LKR 32.5 Fair Value: LKR 40.0 (FY23E)

Optimal order book to guarantee revenue up to two years
AEL currently possesses a healthy order book of LKR 50.9Bn and the company’s strategy is to maintain an
optimal order book to the size of two years revenue and thereby ensuring the stability to weather any
unfavourable economic conditions. Accordingly, segmental revenue from roads and highways is expected to
boost via the Central Expressway project, rehabilitation & improvement project of Colombo-Kandy Road, i-Road
project and etc. Further, AEL’s flagship projects ‘Marina Square’ which is a mixed development five-towered
project in North Colombo with 1,088 units and 150,000 square feet, and ‘Capital Heights – Rajagiriya’ which is a
real estate project consist of 242 apartments, are also expected to position itself well in harnessing the revenue
from condominium business segment.

ECT project to upscale the profits in FY23E and FY24E
AEL has been awarded the project to construct the East Container Terminal (ECT) of the SLPA in joint
partnership with AEL’s technical partner, China Harbour Engineering, of which AEL holds 51.0% stake of the JV.
This project carries a worth of LKR 43.0Bn and is expected to be completed within a time span of 36 months.
The first phase of the project with 600m of berthing capacity is scheduled to be completed by 2023 and the
balance 720m is to be completed by 2024. Therefore, we expect this project to generate high profit margins
which are inherent to specialised marine projects and thereby improve the bottom-line in FY23E and FY24E.

Spotlight on the Construction Material segment
AEL focuses on improving the construction materials segment amidst the increase in demand for asphalt. AEL’s
investment in Lanka AAC (Pvt) Ltd, a company engaged in autoclaved aerated concrete (AAC) blocks, and the
establishment of the largest asphalt manufacturing plant in Mathugama which holds a capacity of over
160MT/hour are spotted among key milestones pertaining to this segment. Construction Material segment
contributed for 33.9% of the revenue while recording a growth of 106.5%YoY to LKR 1.6Bn during 2QFY22. The
expansion in supply of asphalt concrete is expected to be further benefitted with the rapid unfold of road
development projects undertaken by the Government such as 100,000km Alternative Road System, iRoad
Project and etc.

Fair Value is estimated at LKR 33.0 for FY22E and LKR 40.0 for FY23E – MAINTAIN BUY
Considering the multiple positive avenues for AEL, we have increased our fair value target for FY22E and FY23E
to LKR 33.0 (previous TP – LKR 32.0) and LKR 40.0, respectively. MAINTAIN BUY

ACCESS ENGINEERING PLC

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E

 Estimates (LKR 'Mn)

Revenue 26,056   32,278   24,027   23,837   31,345   38,192   46,829   

Gross profit 4,061     5,185     3,808     4,138     5,250     6,302     8,429     

EBIT 4,623     3,780     2,333     2,979     3,891     4,517     6,586     

Net Profit 2,507     2,150     979        2,386     3,146     4,434     6,889     

Adjusted EPS (LKR) 2.5          2.2          1.0          2.4          3.1          4.4          6.9          

YoY Growth (%) -7% -14% -54% 144% 32% 41% 55%

Valuations

PER (x) 13.0x 15.1x 33.2x 13.6x 10.3x 7.3x 4.7x

PBV (x) 1.6x 1.5x 1.5x 1.4x 1.3x 1.1x 1.0x

Dividend Yield (%) 3.7% 1.5% 1.5% 3.1% 3.9% 5.5% 8.5%

NAVPS 19.8       21.2       21.8       23.8       25.0       28.3       33.3       

DPS (LKR) 1.2          0.5          0.5          1.0          1.3          1.8          2.8          

Dividend Payout 48% 23% 51% 42% 40% 40% 40%
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NEST.N0000                     Current Price: LKR 1,221.8 Fair Value: LKR 1,500.0 (2022E)

Healthy earnings for 9M2021 to lay foundation for solid earnings
NEST earnings for 3Q2021 were recorded at LKR 1.5Bn registering a substantial growth of 49.0%YoY compared
to 3Q2020. The upsurge in profitability was mainly driven by the growth in revenue by 8.0%YoY underpinned by
the gradual revival in economic activities, thereby restoring the demand for consumer goods. The development
in technology and well established e-commerce platforms which induced online sales may have supported the
increase in revenue, despite the disruptions caused by the island-wide lockdowns that prevailed for the most
part of 3Q2021. Therefore, considering the removal of Covid-19 related lockdowns in Oct 2021 and the
expected regularization of activities led by the successful vaccination rollout, we expect NEST to deliver a
notable improvement in its earnings in the coming years.

Safeguarding the GP margins in the face of rising raw material costs
GP margins improved by 283bps to 32.9% in 3Q2021 as opposed to 30.1% in 2Q2021, despite a slight dip of
52bps witnessed on a YoY basis. Stability of the GP margin has been largely supported by the periodic product
price increases along with the Government’s decision to deregulate the prices of certain products including milk
powder. NEST being one of the suppliers of locally manufactured milk powder is expected to benefit out of this
move. However, relentless rise in prices of key raw materials such as wheat, sugar, palm oil, etc. as a result of
supply side disruptions may pose a threat in achieving the desired GP margin levels. However, with the gradual
ease of economic crisis, we expect GP margin to stabilise in the range of 33.0%-34.0% in 2021E and 2022E.

Export sales to be pampered by the dip in rupee
Despite the rise in import costs, the continuous stress on rupee is expected to boost NEST’s export revenue. In a
free float atmosphere, we have forecasted the rupee to reach c. LKR 218.0-224.0 against USD by the end of
2021E and is expected to float in the range of LKR 225.0-240.0 during 2022E.

Fair Value is estimated at LKR 1500.0 for 2022E – MAINTAIN BUY
With the gradual rise in risk free rate and thereby the increase in expected rate of return, we lowered NEST’s
fair value to LKR 1,500 for 2022E with a total return of 27%. MAINTAIN BUY

NESTLE LANKA PLC

P/E 31 December 2017 2018 2019 2020 2021E 2022E 2023E

Estimates (LKR 'Mn)

Revenue 37,601    37,337    36,355    37,866    43,102    46,821    49,911    

Operating Profit 4,888      5,147      4,089      4,497      6,056      6,686      7,504      

Net Profit 3,636      3,486      2,566      2,947      4,913      5,502      6,182      

EPS (LKR) 67.7         64.9         47.8         54.9         91.5         102.4      115.1      

YoY % Growth -17% -4% -26% 15% 67% 12% 12%

Valuations

PER (x) 18.1x 18.8x 25.6x 22.3x 13.4x 11.9x 10.6x

PBV (x) 13.7x 11.6x 11.9x 11.1x 8.3x 7.5x 6.8x

DY (%) 4.1% 4.1% 3.9% 4.5% 7.1% 8.0% 8.9%

NAVPS 89.4         104.9      102.6      110.4      146.9      162.4      180.2      

DPS (LKR) 50.0         50.0         47.5         55.0         86.9         97.3         109.3      

Dividend Payout 74% 77% 99% 100% 95% 95% 95%
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HASU.N0000                                    Current Price: LKR 44.0 Fair Value: LKR 66.0 (2022E) 

Growing life insurance sector via Bancassurance Channel
As the 6th largest player in the life insurance industry, we expect HASU to continue to benefit from their
association with the parent with whom they share the 'HNB' brand name. Accordingly, company’s franchise has
been strengthened by the synergies gained from using the wider branch network of HNB and has seen as one of
the highest growth in Life Insurance industry GWP CAGR of 21.9% during 2013-2020. HASU also records one of
the lowest combined ratio in the Life sector amounting to 74.1% due to its capability to strengthen the market
share by leveraging on the parent’s branch network (253 branches) especially via the Bancassurance channel
and also due to low rate of policy maturing due to its short business history. Capitalizing on the Bancassurance
is expected to increase HASU’s market share while enabling them to retain combine ratio at low.

Growth in HNB’s operation may enhance HASU’s Non-Life Performance despite a temporary setback
Motor sector accounts for 62% of Non Life GWP in 2020 while Medical sector accounts for 13%. We expect non-
life business growth to momentary slow in light of the government's temporary restriction on the import of
motor vehicles to control currency depreciation. However, the pressure in earnings in 2021 will be somewhat
offset by lower claims from motor insurance lines due to fewer traffic accidents following restrictions on travel
to contain the spread of the coronavirus and also due to the lower health claims pertaining to hospitalization.
Going forward we expect HASU to benefit from fire insurance policies that will be generated via housing loan
segments and motor insurance via leasing segments with the assistance from its parent HNB.

Disciplined approach in investment portfolio to yield results with potential rise in interest rates from 2H2021
onwards.
Despite the low interest rate environment, HASU’s Investment income increased by 10%YoY to LKR 2.4Bn and
contributed 21% to Net Income in 2020. HASU's investment policy remains conservative, with investments
rated within a range of AAA and BBB+ and also with a large allocation to quality domestic fixed-income
securities and low exposure to equity investments. Term deposits formed 22% of the investment portfolio,
domestic corporate bonds made up 39% and government securities also made up 39% in 2020. We expect
HASU’s Investment Income to further see an upside in 2021 and onwards, amidst potential rise in interest rates
in the economy.

Fair Value is estimated at LKR 66.0 for 2022E – MAINTAIN BUY
We have valued the share at LKR 66.0 for 2022E and at the current price level of LKR 44.0 share is implying an
upside of 50%. At the current price, HASU trades at a PE of 6.4x well below the current market PE. MAINTAIN
BUY

HNB ASSURANCE PLC

P/E 31 December 2017 2018 2019 2020 2021E 2022E 2023E

Estimates (LKR 'Mn)

Gross Written Premium 7,821 8,725 9,943 10,399 11,023 12,346 14,074

Profit Before Tax 927 1,581 1,405 1,630 1,764 2,469 3,096

Net Profit 910 2,705 1,010 1,175 1,323 1,728 2,252

Adjusted EPS (LKR) 6.1 18.0 6.7 7.8 8.8 11.5 15.0

Net Profit YoY Growth (%) 41% 197% -63% 16% 13% 31% 30%

Valuations

PER (x) 8.7x 2.9x 7.9x 6.8x 6.0x 4.6x 3.5x

PBV (x) 2.1x 1.4x 1.2x 1.0x 0.9x 0.8x 0.7x

DY (%) 3.8% 4.4% 5.0% 5.3% 5.7% 5.7% 5.7%

NAVPS 25.3 38.3 44.8 54.6 60.4 69.0 81.0

DPS (LKR) 2.0 2.3 2.7 2.8 3.0 3.0 3.0

Dividend payout 33% 13% 40% 36% 34% 26% 20%
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LVEF.N0000                     Current Price: LKR 10.7 Fair Value: LKR 19.0 (FY23E) 

Pipeline projects to commence by FY22E
LVL Energy Fund possesses pipeline projects in local as well as overseas markets which are expected to be
commissioned during FY22E period. The major project is the upcoming hydro project in Nepal with an
installed capacity of 10MW, anticipated to be commissioned by 4QFY22. It has also ventured into the solar
power segment via successfully commissioning of its first solar project with a capacity of 1MW in 1QFY22 in
the Matugama while having additional 5MW projects in the pipeline with 2MW in Pallekale, Kandy and
3MW in Mano, Kurunegala which are expected to be commissioned by 3QFY22. The management of LVEF
is confident that focusing on increasing the power generation from the existing plant capacities which were
accumulated over time is well enough to position themselves to reap substantial returns in the future. The
company has currently positioned itself in Bangladesh and Nepal with further planned intentions to reach
out to other potentially sound markets such as Africa and Southeast Asia.

WIND plants recommence generation; Thermal plant to upscale
Resulting from the equipment failure in the CEB’s Norochcholai grid substation, LVEF 2 major wind plants
Pawan Danavi (10.2MW) and Nala Danavi (5.1MW) were unable to supply power to the grid from 25 Jul
2020. With the repair now in the completion stage, the company is expecting to supply power back to the
grid from Sep 2021 onwards. Further, Feni, the large 114MW Thermal power plant operating in Bangladesh
has been operating at plant factor of below 10% during the most part of FY21 due to excess supply in
Bangladesh. However, with business operations normalizing in Bangladesh, the power utility is requiring
higher power generation, resulting in Feni Lanka expecting generate high quantum of power from FY22E
onwards significantly improving the plant factor and the profitability of the plant.

Rupee deprecation; an added reward
Persistent depreciation in LKR against the greenback will be an added benefit for LVEF, having 38% of its
revenue generated via overseas operations and planned future add-ons. We expect a currency
depreciation of 12% for 2021E and accordingly, LKR is expected to float within a range of 205-215 by the
end of Dec 2021 and LKR 220-230 for Dec 2022 resulting in a major benefit for the company.

Fair Value is estimated at LKR 13.0 for FY22E and at LKR 19.0 for FY23E - BUY
We have estimated the share price of LVEF to reach LKR 13.0 by FY22E and LKR 19.0 by FY23E indicating an
annulised return of 46% for FY22E and 45% for FY23E. BUY

LVL ENERGY FUND PLC

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Estimates (LKR 'Mn)

Revenue 349       430       345       346       365       428       498       

EBIT 220       275       217       206       215       252       293       

Profit Before Tax 498       643       487       796       1,162   1,690   1,995   

Net Profit 399       516       375       691       929       1,352   1,596   

EPS (LKR) 0.7        0.9        0.6        1.2        1.6        2.3        2.7        

YoY Growth (%) -2% 29% -27% 85% 34% 45% 18%

Valuations

PER (x) 15.8      12.2      16.8      9.1        6.8        4.7        3.9        

PBV (x) 1.8        1.6        1.4        1.2        1.1        1.0        0.9        

DY (%) 5.9% 6.0% 3.2% 3.2% 7.4% 10.7% 12.7%

NAVPS 5.9        6.9        7.5        8.8        9.6        10.7      12.1      

DPS (LKR) 0.6        0.7        0.4        0.4        0.8        1.2        1.4        

Dividend Payout 93% 73% 54% 29% 50% 50% 50%
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WIND.N0000                                      Current Price: LKR 18.8 Fair Value: LKR 25.0 (FY23E) 

Solid projects in the pipeline and strong capital structure to facilitate further new expansions
WIND’s two new projects 30MW Solar plant in Senegal and 15MW wind plant in Mannar are in the process
while Mannar plant is expected to contribute to the revenue from FY23E onwards although project in
Senegal is still in the preliminary stage. WIND is also in the process of implementing further two new
projects; namely solar universe which is a 10MW project that will be located in Batticaloa and is expected
to add to the grid by Feb 2022.The second project is a 11.5MW waste to energy project with an investment
of LKR 12.5Bn. Waste to energy project will be located in Karadiyana and has an 18 months timeline for the
commencement. Accordingly, total of 66.5MW is expected to be added to the total capacity from future
projects. We expect continuous addition of solid new projects to WIND‘s pipeline to contribute to the
future top line and bottom-line growth. Moreover, WIND’s current debt to equity ratio stands at 27%, and
we expect its strong capital structure to ensure its ability to obtain more debt for future expansions.

Norochcholai grid substation to resume power intake
WIND was also impacted due to an equipment failure at the CEB’s Norochcholai grid substation and due to
that none of the plants including WIND’s and other providers had been able to dispatch power to the grid
since 25 Jul 2020. We expect it to return to normalcy by 2HFY22 and to contribute to revenue thereafter.

Geographical footprint to provide a strong impetus relative to its competitors
Africa is considered an attractive destination to expand the Renewable Energy and it needs a significant
scale-up in electricity sector investment in generation for which it currently ranks among the lowest in the
world. Despite being home to 17% of the world’s population, Africa currently accounts for just 4% of global
power supply investment. We expect WIND’s footprint to African region through plants in Uganda and
proposed plan in Senegal to untap the renewable energy potential while bringing a significant first mover
advantage. Moreover, WIND’s 30% of the revenue is generated from foreign projects and expected LKR
depreciation against USD (First Capital Research expects a significant currency depreciation for 2022E and
estimate LKR to hover in the range of LKR 237-247 by end Dec 2022) will be a further sweetener for the
topline and bottom line growth.

Fair Value is estimated at LKR 21.0 for FY22E and at LKR 25.0 for FY23E- BUY
Based on the estimated earnings we believe that WIND is currently trading at a discount to its true
potential. We have valued the share at LKR 21.0 for FY22E and at LKR 25.0 for FY23E implying an upside of
33% for FY23E. BUY

WINDFORCE PLC

P/E 31 March FY18 FY19 FY20 FY21 FY22E FY23E FY24E

Estimates (LKR 'Mn)

Revenue 2,636       2,826       3,515       4,564       6,298       8,691       11,298     

Gross Profit 1,902       2,011       2,384       2,977       4,345       5,910       7,683       

EBIT 1,709       1,741       1,906       2,543       3,689       4,942       6,376       

Net Profit 1,278       1,107       1,545       1,683       2,285       3,295       4,490       

Adjusted EPS (LKR) 0.9            0.8            1.1            1.2            1.7            2.4            3.3            

YoY Growth (%) 16% -13% 40% 9% 36% 44% 36%

Valuations

PER (x) 19.9x 22.9x 16.4x 15.1x 11.1x 7.7x 5.7x

PBV (x) 3.8x 3.2x 1.6x 1.4x 1.2x 1.1x 1.1x

DY (%) N/A N/A N/A 1.6% 6.3% 9.1% 12.4%

NAVPS 5.00          5.84          12.10       13.05       15.96       16.69       17.69       

Adjusted DPS 0.6            0.8            0.8            0.3            1.2            1.7            2.3            

Dividend Payout (%) 65% 94% 66% 24% 70% 70% 70%
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COMB.N0000                     Current Price: LKR 79.6 Fair Value: LKR 125.0 (2022E) 

COMB Credit growth may recover to 7%
Eased monetary policy and hefty tax cut may boost GDP growth above 4.3% influencing stronger private sector
credit growth in the medium-term allowing COMB to grow credit backed by private sector growth. First Capital
Research expects modest c.12% annual private sector credit growth for next 2 years based on tight
macroeconomic fundamentals under recently changed fiscal and monetary policy directions, despite historical
average being 16% for 5 years. COMB’s lending portfolio growth is expected to grow at a CAGR of c.10.4%
2021E to reach LKR 1.1Tn.

CASA dominance to be retained at 35-38%
COMB managed to maintain its saving deposit base above 30% and CASA above 39% supported by the low
interest rate regime. The low-cost deposit base is expected to continue supported by wide network. Moreover,
track record in lowest cost-to-income ratio is expected to further strengthen amidst the stronger focus on cost
and digitalization.

LKR depreciation to bloster income from foreign assets
COMB, with having the highest Sovereign Bonds (Dollar Bonds) and Banks with highest total foreign assets, is
expected to benefit the most out of the anticipated rupee depreciation. Furthermore, acquisition of the
Bangladesh operations of Crédit Agricole Indosuez in 2003, the Bank began its expansion beyond Sri Lanka’s
shores. Since then, it has established subsidiaries in Italy, the Maldives and Myanmar. GDP in Bangladesh
estimated to grow 8.4% for 2021E, while private sector credit expected to grow 17.0% in 2021E, we believe
opportunities for COMB to increase its Bangladesh loan book and thereby increase its share to the Group’s
profits is significant. COMB’s Bangladeshi operations cater mainly to prime lending to corporate clientele, and
we believe prospects for this segment are significant due to relatively low banking density thus providing COMB
higher edge. Despite a mere contribution to COMB’s total loan portfolio, we expect the Bangladesh operation’s
contribution to Group profits to increase up to 25% by 2021E.

Fair Value is estimated at LKR 125.0 for 2022E – MAINTAIN BUY
We have valued the share at LKR 125.0 for 2022E and at the current price level of LKR 79.6 share is implying an
upside of 57%. MAINTAIN BUY

COMMERCIAL BANK OF CEYLON PLC

P/E 31st December 2018 2019 2020 2021E 2022E 2023E

Estimates (LKR 'Mn)

Net Interest Income 45,618 48,356 50,869 48,937 55,013 56,258

Total Operating Income 64,864 67,687 76,729 72,245 79,534 82,479

Net Profit 17,735 17,263 16,940 17,799 20,533 22,668

Adjusted EPS (LKR) 15.2          14.8          14.5          15.3          17.6          19.4        

YoY Growth (%) 4% -3% -2% 5% 15% 10%

Valuations

PER (x) 5.9x 6.1x 6.2x 5.9x 5.1x 4.6x

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

DY (%) 7.2% 7.3% 5.2% 5.4% 6.2% 6.7%

NAVPS 118.1 130.8 136.4 146.8       158.5       171.3      

DPS 6.5 6.6 4.7 4.9            5.6            6.1          

Dividend Payout 43% 45% 32% 31.9% 31.6% 31.2%
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HNB.N0000                     Current Price: LKR 141.3 Fair Value: LKR 200.0 (2022E) 

Loan book to register a reasonable growth in 2022E
HNB’s diversified loan book is well positioned to absorb a substantial growth of c.11% in 2022E on the
back of the picked-up retail activities. Moreover, its loan book is heavily concentrated on the high yielding
SME & Retail segments which is expected to perform well with economic recovery on the cards, thereby
benefitting HNB in the medium term. HNB holds a well cushioned capital buffer compared to its peers
which can also be utilised to further extend credit aiding the growth in earnings. However, following the
withdrawal of the prevailing debt moratorium may pose a risk of increase in impairment charges driven by
stressed operating conditions with high loan portfolio exposure to the SME sector.

HNB is well capitalised to take on the big league
Tier 1 and Total Capital Ratios of HNB stood at 14.8% and 18.3%, respectively and is well above the
minimum requirement of 8.5% and 12.5%, respectively. HNB also accounts for the highest capital ratios
among the large private banks, which can be partially attributable to the slow loan book expansion in the
midst of disruptive operational environment. However, we expect HNB to sustain its capitalization in the
medium term regardless of the expected pick up in the lending activities as the economy recovers.

Continuous investing in degitalisation and e-commerce platforms
HNB’s effort in driving through its digitalisation road map and the implementation of major IT projects are
positioning them well within the digital transformation and we expect HNB to experience significant
reduction in operational costs and also to improve its fee-based income through the services provided via
online trading platforms. Accordingly, process automation for customer acquisition, robotic process
automation are some of the key initiatives on the digitalisation spectrum of HNB which is expected to
come into the radar in the coming years in order to embrace well within the new normal world.

Fair Value is estimated at LKR 200.0 for 2022E – MAINTAIN BUY
We have valued the share at LKR 200.0 for 2022E and at the current price level of LKR 141.3 share is
implying an upside of 42%. MAINTAIN BUY

HATTON NATIONAL BANK PLC

P/E 31st December 2017 2018 2019 2020 2021E 2022E 2023E

Estimates (LKR 'Mn)

Net Interest Income 45,461 53,636 56,356 50,837 59,726 70,713 80,256

Total Operating Income 61,099 75,114 76,511 72,074 79,895 91,259 101,682

Net Profit: Equity Holders 15,947 17,636 14,670 13,095 15,208 19,720 28,000

Adjusted EPS (LKR) 31.1 34.4 28.7 25.6 29.7 38.5 54.7

YoY Growth (%) 8% 11% -17% -11% 16% 30% 42%

Valuations

PER (x) 4.5x 4.1x 4.9x 5.5x 4.8x 3.7x 2.6x

PBV (x) 0.6x 0.6x 0.5x 0.5x 0.5x 0.4x 0.4x

Dividend Yield (%) 6.0% 6.0% 5.7% 5.7% 6.1% 7.7% 9.5%

NAVPS (LKR) 232.1 252.4 276.8 293.5 307.4 322.8 358.4

DPS (LKR) 8.5 8.5 8.0 8.0 8.7 10.9 13.4

Dividend Payout (%) 27.3% 24.7% 27.9% 31.3% 29.2% 28.3% 24.4%
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SAMP.N0000                                        Current Price: LKR 54.1 Fair Value: LKR 70.0 (2022E) 

SAMPATH BANK PLC 

NII to grow amidst the amidst the revival in credit and potent higher interest rate
In 3Q2021, SAMP registered an 87.2%YoY surge in earnings with the improvement in Total
Operating Income by 27.4%YoY to LKR 15.6Bn. SAMP’s Net interest income for 3Q2021 was LKR
11.4Bn reflecting an increase of 23.2%YoY, led by the decrease recorded in interest expenses as a
result of timely re-pricing of liability products despite a decline in interest income by 2.0%YoY
owing to low interest rate regime.We estimate NII to grow by 19.8%YoY and 12.3%YoY to LKR
44.1Bn and to LKR 49.5Bn for 2021E and 2022E respectively amidst the revival in credit and
potential higher interest rate environment.

Impairment rose by 29.4%YoY for 3Q2021 as a result of prudent provisioning for risk categories
Credit granted for 9M2021 amounted to LKR 40.0Bn with a 5.3%YTD growth although loan book
growth was relatively lesser compared to the private sector credit (which grew by 10.6% during
9M2021) as a result of SAMP’s conservative nature in lending. SAMP provided LKR 5.3Bn in 3Q2021
as the impairment, up by 29.4%YoY, relative to 3Q2020 considering a continuous extension of the
moratoriums and the prolonged impact of the pandemic to the economy. Considering the fact that
the impact of the 03rd wave of the pandemic and the extension of moratoriums, we have
estimated an impairment of LKR 16.7Bn (26%YoY) for 2021E and LKR 10.5Bn (-37%YoY) for 2022E.

Well above capital ratios to boost lending portfolio when the economic activities improve
As at 30th Sep 2021, SAMP’s Tier I and Total Capital Adequacy Ratios stand at 12.3% and 15.4%
respectively which are well above the minimum regulatory requirement of 8.0% and 12.0%. We
believe that SAMP’s adequate capital buffer may enable it to sail through the tough times and help
in boosting the credit growth in the near term when the economic activity recovers to a greater
extent.

Fair Value is downgraded to LKR 70.0 for 2022E – MAINTAIN BUY
Considering the surge in risk free rate used in valuation with a further potential pick up in interest
rates during the next year, we have downgraded SAMP’s fair value to LKR 70.0 for 2022E from
previous forecast of LKR 73.0. However, at the current market price of LKR 54.1, 2022E fair values
imply an upside of 29% and the share trades well below its current book value of LKR 106.7 with a
PBV of 0.5x. MAINTAIN BUY
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NDB.N0000                                          Current Price: LKR 70.6 Fair Value: LKR 110.0 (2022E) 

NATIONAL DEVELOPMENT BANK PLC 

Earnings surged by 24%YoY led by the growth in Total Operating Income
In 3Q2021, NDB recorded a surge in earnings by 24%YoY owing to the improvement in NII
(15%YoY) to LKR 5.6Bn while, NII benefitted by a larger reduction in interest expenses by 12%YoY
to LKR 7.7Bn driven by the timely re-pricing of assets and liabilities, together with NDB’s continually
strengthening CASA base (38%YoY growth). However, impairment charges recorded an increase of
52%YoY to LKR 2.5Bn in line with the growth in the loan provisions provided at both collective and
individual levels in response to elevated risks caused by the pandemic and other stresses. We
expect NII to improve amidst the strong loan book growth and potential rise in interest rates and
thereby NII for 2021E and 2022E are expected to record a growth of 24%YoY and 14%YoY
respectively.

Loan growth was upgraded to 18% for 2021E and 15% for 2022E
Capital infusion of LKR 9.5Bn from the rights issue and private placement in 2Q2021 lifted NDB's
Tier 1 ratio to 10.03% by 3Q2021 from 9.73% recorded at end-2020 and is expected to act as a
cushion driving the future loan book growth. With its aggressive plans of increasing the market
share, we expect NDB to clock a loan growth of 18% in 2021E and 15% in 2022E above the private
sector credit growth expectation of c.12%.

Fair Value for 2022E was downgraded to LKR 110.0– MAINTAIN BUY
We have adjusted for the proposed surcharge tax of 25% (LKR 1.8Bn) in retained earnings of 2021E
and VAT increase through 2022E earnings. We haven’t adjusted for the 2.5% Social Security
Contribution (SSC) considering the fact that it is not finalised yet and it will be passed on to the
customer through increased in interest rates and other applicable fees and commission. Hence
2022E earnings were revised down to LKR 8.8Bn from previous estimates, amidst the VAT increase
of 15% to 18% impacting the bottom line. Moreover, considering the potential higher interest rates
impacting higher risk-free rate applicable for valuations, we have downgraded NDB’s fair value to
LKR 110.0 for 2022E However, at the current market price of LKR 70.6, 2022E fair values imply an
upside of 56% and trades well below its current book value of LKR 173.3 with a PBV of 0.4x.
MAINTAIN BUY
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