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20% of exports is expected to help mitigate weaker apparel exports which were
down 15% in the same period.

Withdrawal of GSP + will have a negative impact on exporter margins while
overall volume growth is expected to remain weak despite a modest increase on the
back of a slow recovery evident in US and EU economies.

We expect exports to grow by 10% in CY10 after contracting by 12.7% last year.

Imports

Imports increased by 69.5% in the first quarter with consumer goods
imported increasing by 40% while intermediate goods grew by 54% for the quarter
over the comparative period last year, driven by a 100% value driven increase in
petroleum imports. Other intermediate goods including raw material inputs to the
manufacturing sector have already begun to increase and should continue over the
year. The significant tariff reduction on import of vehicles and a range of consumer
goods would further augment growth in imports. We expect a 30% increase in
imports for CY10.

Trade Deficit

A sharp rise in imports this year will see a widening of the trade deficit which
contracted last year on the back of a sharp fall in import bills as overall external
trade contracted. We expect the trade deficit to expand by 68% in CY10 on a
significant rise in imports.

External Reserves

Net remittances continue to grow increasing by 14.5% in the first 4 months on
the back of a 21% increase in CYQ9 over the previous year despite weak economic
conditions externally. We expect worker remittances to near US$ 4bn in CY10 up
18%. Strong inflows to government securities have shored up reserves which along
with the IMF standby facility have raised official reserves to US$ 5.4bn in May
2010 amounting to 5.63 months of imports.

Summary of External Trade 54 2002 2003 2004 2005 2006 2007 2008 2009  2010E

In US$ m

Agricultural Exports 932 939 965 1,065 1,153 1,299 1,507 1,855 1,690 1,950
Industrial Exports 3,710 3,630 3,977 4,506 4,948 5,381 5,968 5,758 5,305 5,765
Mineral Exports 90 90 84 120 144 137 128 98 89 100
Other 88 41 108 66 102 70 38 - -

Total Exports 4,820 4,700 5134 5,757 6,347 6,887 7,640 7,711 7,084 7,815
Consumer Good Imports 1,126 1,189 1,345 1,442 1,503 1,784 1,768 2,184 1,713 2,946
Intermediate Good Imports 3,430 3,522 3,949 4,828 5,458 6,161 6,751 8,719 5,928 6,877
Investment Good Imports 1,081 1,169 1,320 1,670 1,869 2,246 2,686 3,049 2,450 3,000
Other 337 125 60 61 33 65 92 139 115 235
Total Imports 5,974 6,005 6,674 8,001 8,863 10,256 11,297 14,091 10,206 13,058

Trade Balance (1154 (1,305  (1,540) (2,244 (2516) (3,369 (3657 (6,380) (3,122 (5,243
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Exchange Rate Movement

Exchange Rate

A sharper appreciation of the currency following an inflow of foreign capital

since mid June last year has only been mitigated by the intervention of the Central
Bank. The LKR has appreciated by a modest 0.62% against the US$ while

appreciating by 9.87% and 16.97% against the Sterling and Euro respectively given
concerns over the health of the European economy.
M

Investment flows to the country are likely to remain positive given the
resumption of the IMF stand by facility. However given the present inclination

toward assisting the competitiveness of Sri Lankan exports particularly to the EU

in light of the strengthening LKR against European currencies and the withdrawal

of GSP+, the Central Bank may continue to intervene to prevent a sharper

appreciation of the LKR in the medium term.

Summary of Economic Indicators 2001 2002
GDP
GDP at current market Prices (Rs.b) 1,409.9 1,582.0
Per Capita GDP at current prices (US$) 841.0 8699
GDP Growth (%) (1.4 4.0
Population
Mid year Population (m) 18.7 19.0
Government Finance (% of GDP)
Revenue 16.7 16.5
Expenditure 27.5 254
Current Account Deficit 4.9 (4.4)
Budget Deficit (10.8) 8.9
Interest Rates & Inflation (%)
AWDR (Year end) 10.8 8.0
AWPR 14.3 12.2
CCPI ( Annual average) 14.2 9.5
External Trade (US $ m)
Exports 4,8200 4,699.0
Imports 5,980.0 6,106.0
Trade Balance (1,160.0) (1,407.0)
External Reserves (months of imports) 2.7 &3
Year-end Exchange Rate (LKR/$) 93.2 96.7

* Excluding IMF Stand-By Facility Draw down

2003

1,822.0
982.7
6.0

19.2

15.2
229
(3.2)
(7.7)

5.3
9.3
6.3

5,133.0
6,672.0
(1,539.0)
42

96.7

2004 2005 2006 2007

2,091.0 2453.0 3,013.6 3,565.3
10615 12413 11,4571 1,656.5
5.4 6.0 7.4 6.8

19.4 19.6 19.8 20.0

149 1565 163 159
228 238 243 236
@7n (26 24 (16
79  ©®4 60 77

5.3 6.2 7.6 10.3
10.2 12.2 15.2 18.0
7.6 16.0 13.7 17.5

5757.0 63473 6:887.0 7,640.3
8,001.0 88630 10,2560 11,297.0
(2,244.0) (2515.7) (3,369.0) (3,656.7)
33 3.7 33 3.7
1046 1021 1077 1087

2008

4,394
2,007
6.0

20.2

15.0
228
(2.2)
(7.7)

11.6
18.5
22.6

8,110.8
14,091.0
(5,980.2)
2.2
1100

2009 2010E

4,825.7 5,569.9
2,067.7 2,393.3

35 7.4
204 206
145 147
249 234
(3.7) 2.1)

(103  @7)

8.0 9.0
9.3 10.3
3.4 8.0

70844 78148
10,206.0 13,057.9
(3121.6) (5,243.1)
5.3 5.2°
145 1130
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ASPI / MP! vs. Turnover Market Overview and Strategy

Turnover - Rs. 'mn Index
36

w000 The All Share index has continued its post war bull run with a 179% increase as
w  the war neared an end while rallying by 38% year to date. The initial re-rating of the
ww  market in a post war era has occurred, with current market momentum driven by

o
2500
%EE Average daily turnover levels for the year to date have increased to Rs.

a0 1.86bn compared to an average daily turnover of Rs. 0.59bn in CY09. State run

institutional funds have actively increased exposure into the market while low

expectations of strong medium term corporate earnings growth.

yielding fixed income securities and bank deposits have resulted in an influx of local
retail participation which has fueled a fair amount of speculative trading on second
tier stocks. Lower lending rates have also resulted in an increase in credit driven
investments into the market.

Rs. () Average Net Foreign Investor Participation Net foreign selling witnessed in the market since November 2009 was in

- our opinion driven more by external factors as apposed to a reflection of the

= | attractiveness of the Sri Lankan market. Whilst Sri Lankan economic prospects

com look promising and market multiples still offer good value, valuations are now more

::::::: comparable with regional peers where some other regional nations boast of similar

(20000) potential with better liquidity.

(250.00)

:Z:::: A bulk of foreign sales over the last 12 months stemmed from funds that

SRR R R RRE $33333%37131% hadheld positions in the market for many years which took profits following the
-Av:mg:u:n;:n .n:es..,,p:m:pa:.,:m; "7 7777 end of the war as well as the divestment of large positions held by Raj Rajaratnam

and Galleon that were readily absorbed into the market. The market has however
witnessed a wide spread of new foreign funds that have taken positions in the
market which has resulted in a steady decline in net foreign sales. The month of
June recorded monthly net foreign buying for the first time since November 2009.

Corporate Earnings

Expectations of sustained economic and corporate earnings growth continue
to drive the indices higher. The sharp volatility in the market that characterized
the political and economic uncertainties over the last decade meant that the market
rarely exceeded a 12x 1yr forward earnings multiple. Sustained buying interest
in the market has pushed market multiples to 14.4x FY11E and 11.6x FY12E
earnings which we believe still offers value given the strong future prospects for the
wider economy as well as the steady medium term earnings growth outlook.

The market has witnessed a steady stream of small to mid size IPO’s this year
with higher market multiples expected to attract larger listings in 12 to 18mths
time. Market capitalization to GDP is still approximately 30% of GDP offering

significant potential for expansion.

Sectoral earnings prospects

The JKSB universe covers 71% of the total market capitalization of the
Colombo Stock Exchange. Market earnings growth that declined in FY09 and
FY10 in the midst of weak economic conditions have rebounded strongly with the
exception of non recurring losses in Dialog Axiata PLC in FY10 dragging down
earnings. Lower finance costs on the back of lower interest rates and a modest
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Sector p\rli;%,égggk R PER (x) EPS Growth (%)

2000 2010  2011E 2012 2009 2010  2011E  2012E
Banking and Finance 1.91 1634 1741 1307 1166 986  (10.08) 3321 1209  18.30
Food & Beverage 3.94 2854 1702 1592 1381 1160 9.84 694 1525  19.01
Engineering 3.07 4912 1248 8.43 6.25 526 5300 4807 3475 1895
Conglomerates 1.98 1222 2700 2134 1616 1280 (565 2653 3207  26.27
Leisure 2.44 1084 14664 7250 2255 1455  (4957) 10225 22150 5503
Manufacturing 2.16 19.66 22.89 15.17 10.97 8.84 (23.40) 50.92 38.27 2413
Telecommunications 1.86 862  37.45 NA 2160 1659 (7415 (42393 15352  30.23
Energy 1.33 1.44 /A NA 9208 8357 (15289 6585 12839  10.19
Plantations 1,50 1418 2282 1648 1059 967 (67.25 3849 5559 9.58
Trading and Others 213 1362 5028 2316 1564 1122  (31.66) 117.05 4814  39.42
Market 212 1473 2478 2674 1440 1158 (3082 (733 8574 2430

increase in operating expenses on account of comparatively moderate inflation have
improved net margins supported by volume growth witnessed across the market.

The banking and finance sector which accounts for 27% of our coverage
universe is expected to show modest growth in FY11 on account of a slow pick up
in private sector credit growth. Exceptional bond trading profits and selected asset
sales across several banks which helped push earnings higher are unlikely to recur
in FY11. Nevertheless modest loan growth and increased recoveries should push
earnings higher. Whilst Sri Lanka does seem saturated with 22 commercial banks
in the country, the economy still exhibits low credit penetration, particularly in the
personal and SME lending. Plans to ease excessive taxation in the banking sector
will boost ROE significantly enabling increased capital accumulation at banks to
pursue more aggressive loan growth. The Banking sector remains the countries
dominant financial intermediary with LCB’s accounting for 81% of total banking
assets which will benefit as the sector funds growth in the economy. The more
medium to long term likelihood of consolidation within the sector will lead to
significant economies of scale leading to a sharp decline in cost to income ratios
which will permit further easing of net interest margins in order to increase credit
penetration further. Banks with superior distribution, a higher low cost deposit
base, a healthy asset/liability maturity mix and the ability to retain asset quality
through effective credit evaluation, monitoring and recovery mechanisms in the
pursuit of loan growth, will out perform the sector.

The leisure sector has recorded a significant rebound as expected with tourist
arrivals for the IHCY10 up by 48% over a year ago. The country is expected to
reach an unprecedented 600,000 arrivals this year with hotels expected to enjoy
high occupancy and increasing ARR’s given the that fact that significant additions
to existing room supply will probably only begin to come on stream by FY13.
Given the need for increased capacity, hotel groups which already hold a significant
land bank in key tourist hot spots would be more able to facilitate a sustained
roll out of new properties than its’ peers. Earnings growth in the leisure sector is
expected to the best out of all key sectors and thus we continue to expect the sector
to command the highest valuations in our coverage.

The manufacturing sector is expected to benefit from improved volume
growth as it feeds off growth in the construction sector. Cable and cement
firms which operated well below capacity for much of the last 24 months are
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already seeing increased volumes. Sri Lanka’s per capita cement consumption

is approximately 150kg compared to over 1000kg in China and 156kg in India
despite Sri Lanka having a significantly higher per capita GDP than India. Further
raw material inputs have moderated resulting in wider gross margins. Additional
capacity coming on stream in the tile sector is expected to be readily absorbed into
the market. Overall reconstruction across the island is expected to be robust in

the medium term giving significant scope for construction related manufacturing
entities.

The telco sector is expected to witness a reversal in performance with the
opening of the North and East leading to a pick up in subscriber numbers. In
addition the price war which plagued the sector over the last 3 years has been
finally mitigated with the imposition of a floor price while also moving toward a
‘caller party pays’ regime from a ‘sender keep all’ regime with the introduction of a
Rs. 0.50 interconnect charge implemented mid this year. An modest rise in revenue
per minute going forward, increased subscriber numbers from the under penetrated
North and East as well as potential for increase in minutes of use, will collectively
boost the sectors earnings prospects.

Comparison to regional valuations

PER (x) EPS Growth (%)
Country PBV (x)
FY10 FY11E FY12E FY10 FY11E FY12E

China 17.8 15.0 12.3 27.3 18.6 22.3 2.6
Hong Kong 15.7 13.6 11.6 211 15.5 18.0 1.8
India 18.4 17.3 144 18.6 6.3 20.1 3.2
Indonesia 31.2 14.9 12.2 279 1089 23.0 2.8
South Korea 11.3 10.4 9.7 18.4 8.3 7.8 1.2
Malaysia 17.2 14.9 13.3 135 15.7 12.2 2.1
Phillipines 11.6 13.0 12.1 10.7 -11.0 7.0 2.1
Singapore 13.8 14.3 13.2 10.4 -4.0 8.7 1.6
Sri Lanka 26.7 14.4 11.6 -7.3 85.7 24.3 24

Source : Bloomberg & JKSB Research

Colombo trades at 14.4x FY11E and 11.6x FY12E which remains on par
with or cheaper than most regional peers. The FY12E multiple is the cheapest of
the markets surveyed with the exception of South Korea.
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Model portfolio
Companies Recorﬁr“l}gnded Curr ent Performance PER &) EPS Growth (%)

Price Price FY10  FYHE  FY12E  FY10  FYIE  FY12E
Aitken Spence Hotel Holdings PLC 235 420 78.7% 39.65 22.87 16.67  (11.91) 73.36 3717
Asian Hotels & Properties PLC 77 160 107.8% 56.24 19.43 15.11 18.60  189.44 28.63
Commercial Bank of Ceylon PLC 119 179 50.0% 16.07 13.51 11.66 1.77 19.00 15.83
Sampath Bank PLC 168 888 98.2% 12.18 11.01 9.52 38.65 10.59 15.60
Tokyo Cement Company PLC 19.55 31.25 59.8% 28.99 10.59 7.41 (16.14)  173.73 42.87
NDB Bank PLC 184 241 31.0% 9.46 8.55 7.22 10.66 18.38 18.09
Cumulative performance 70.9%
Ceylinco Insurance PLC - 275 - 10.50 6.98 5.94 42.55 50.33 17.60

Our model portfolio has increased by 70.9% since our last update in
November 2009 against an index growth of 51.4% over the same period. We retain
our portfolio composition covering key growth sectors of Tourism, Construction
and Banking. We add CINS into our portfolio on valuations given that it is trading
at close to book value and at a sharp discount to peers in the sector which in our
opinion is unwarranted.
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Sri Lanka Equities
CORPORATE UPDATE

July 2010

John Keells Stock Brokers (Pvt) Ltd.
A JKSB Research Publication

Jeewanthi Malagala jeewanthi@jkstock.keells.com

Aitken Spence Hotel Holdings PLC (AHUN)

Rs.420.00

AHUN

BUY

Reuters Code AHUN.CM - Financial = Revenue PAT E:?':}ﬂ; EPS (Rs.) EPSGrowth oo (x) Price / Book
Bloomberg Code AHNSL ~ Year  (Rs.Million) (Rs. Million) (Rg ’ ' (%) Value (x)
Share Price LKR 420.00
Issued Share Capital (Shares) 2008 6,413 789.57 497.80 10.36 112.33 40.53 5.37
Voting 48,041,430
12 mth High/Low (Rs.) 469.00 /138 2009 6,612 824.35 577.73 12.03 16.06 34.93 4.27
Average Daily Volume (Shares) 18,211 2010 7,320 774.79 508.92 10.59 (11.91) 39.65 3.89
Market Capitalisation Rs. mn 20,177
. 2011E 10,236 1,388.90 882.26 18.36 73.36 22.87 2.37
Price Performance (%)
imth  6mth 12 mth 2012E 12,229 1,880.30 1,210.23 25.19 3717 16.67 2.09
ASPI 213 2865 9254 5013 14036  2396.86  1,782.56 37.10 47.29 11.32 1.78
AHUN (1.53) 39.57 200.72 * Earnings to Equity after Preference Dividend
i . . is a detailed analysis of its segmental
Price / Volume Graph P RS Aitken Spence Hotel Holdings f 4 5
rice (Rs. . . crrormance.
1200000 - soso | PLC (AHUN) is a leading hotel P
M Il Volume : . .
) operator in Sri Lanka, owned by one
—Ad.justed 450.00 A S o L k
Price ; of the largest listed conglomerates - I1 L.anka
1,000,000 - . . .
mo | Aitken Spence PLC. The company A significant turnaround in the
WhiCh Started itS Operations in Sri local tourism industry was seen in
350.00 . . .
800,000 Lanka in 1981 with Triton Hotel, FY10 as arrivals grew by around 22%
3000 | expanded into Maldives in 1995 yoy to 501,597 from FY09 with the
600,000 25000 through the acquisition of Crest Star end of hostilities in May last year. The
Litd. and then ventured in to the 4QFY10 exhibited strong growth as
200.00 managcment Of hOtelS in India and arrivals grew by as much as 50% yoy to
400,000 1 o0 | Oman in 2007 and 2008 respectively. 160,409. Western Europe accounted
for 39% of the total arrivals while South
100.00 . .
200,000 Currently, AHUN owns 565 Asia accounted for around 28%. Sri
50.00 rooms in Sri Lanka along with 2 hotels Lanka reached an average occupancy
(216 rooms) as associate companies rate of 47% in CY09 whilst AHUNs

and a further 2 hotels under the
management of AHUN. The group,
under its premier foreign brand
“Adaaran” operates over 600 rooms in
the Maldives in four islands including 3
properties having luxury water villas. In
India and Oman, the group manages a
total of 10 hotels.

AHUN posted a healthy NPAT
growth of approximately 28% yoy,
excluding the profit on sale of Bathala
Island Resort in the FY09 which
amounted to Rs. 219 million, stemming
from predominantly from the South
Asian sector which includes the
Maldivian operations. The following

local resorts enjoyed an average of
around 55% over the same period.

In FY10, the Sri Lankan segment,
despite the closure of Hotel Neptune
since July 2009, enjoyed strong yoy
revenue growth of 14.7% with much of
it coming from 4QFY10.

With the upturn in tourism,
the Sri Lankan segment returned to
profitability posting a PBT of Rs. 78.5
million for FY10 including associate
earnings, from a loss of Rs. 54 million
in FY09, with the last quarter alone
generating over Rs. 110 million.
Heritance Kandalama, Heritance Tea

This document is published by John Keells Stock Brokers (Pvt.) Limited for the exclusive use of their clients. All information has been compiled from available
documentation and JKSB’s own research material. Whilst all reasonable care has been taken to ensure the accuracy of the contents of this issue, neither JKSB
nor its employees can accept responsibility for any decisions made by investors based on information contained herein.
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Factory and Neptune Ayurvedha contributed with profits while all other resorts
saw substantial reduction in losses over FY09.

During the year, the group acquired Ramada Resort, a property which was
already under AHUN’s management since 1998. The 4 star beach resort located on
the Southern coast comprises 100 rooms and plans are currently underway to fully
renovate the property while the group is also looking at the option of increasing
room capacity at the resort to around 180. The hotel is located on a freehold land
of 5.5 acres.

Hotel Neptune which is currently closed for refurbishment is expected to
be re-opened as Heritance Maha-gedera in FY12E as a specialized ayurvedha
resort. Neptune Ayurvedha Village which currently comprises 20 rooms will be
amalgamated in to this property which will consist of 64 rooms upon completion.

In June 2010, Heritance Kandalama was rated as the best 5 star resort in the
island for the 3rd consecutive year and was welcomed to the prestigious Hall of
Fame at the Presidential Awards for Travel and Tourism.

Maldives, India and Oman

Tourism in Maldives saw sluggish growth in FY10 on the back of the
economic meltdown. 1QFY10 saw a significant fall of around 10% in arrivals but
ended the year with around 5% gain reaching 693,190 thanks to a 20% increase
in 4QFY10 alone. Average occupancy rates too dropped to around 70% in
FY10 compared to 76% in FY09. The declining occupancy forced operators to
lower Average Room Rates (ARR) consequent to higher competition. AHUN’s
Maldivian operations which include over 600 rooms enjoyed an average occupancy

of around 70% during FY10 as against around 75% levels enjoyed in FY09.

During the year, the award winning Adaaran Prestige Vadoo, the 5th
addition to the Adaaran Resorts commenced operations and has been well accepted
by the market. The resort located on approximately 4.5 acres of leasehold land
consists of 50 luxurious water villas. The group expects greater contribution from
the resort in the years to come with a rebound in tourism. Despite an overall
marginal decline in ARRs, the 2 up market properties of HudhuRan Fushi and
Vadoo were able to command higher rates during the year.

India’s tourist arrivals saw a marginal decline of around 3% yoy consequent
to the global recession. However, arrivals in the month of December 09 rose by
nearly 21% indicating a recovery in the country’s tourism industry. During the
year, AHUN expanded its portfolio with the addition of Tamara Coimbatore, a
boutique resort and Ramada Delhi Airport Expressway. The Delhi property is
expected to commence operations in FY11. Heritance Madurai, which was the only
hotel in India to be under the flagship brand “Heritance”, is no longer under the
purview of AHUN.

AHUNs operations through management contracts in Oman were severely
affected by a late reaction to the global recession. Management fees, which are
generally a function of revenue and gross profit have declined consequent to falling
occupancies and room rates. Occupancy rates in the hotels under management
dipped below 60% in FY10 compared to FY09 when the segment achieved an
occupancy rate of around 70%.
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The impact of the economic recession was seen during 1QFY10 when the
South Asian segment which includes earnings from Maldives, India and Oman
posted a loss of Rs. 90 million compared to Rs. 49 million in PBT in FY09.
However, with a recovery in arrivals towards the 2HFY10, the segment posted Rs.
720 million in PBT compared to Rs. 830 million (this includes a profit on disposal
amounting to Rs. 219 million) in FY09.

Outlook

Over the years, the group’s local operations were dilutive to overall
performance while the South Asian segment, consisting of mainly earnings from
Maldives, generated strong returns.

With as much as 70% of tourist arrivals to Maldives being generated from
Europe, the segment was affected by the economic recession. Most recent statistics
indicate that tourist arrivals have seen a significant improvement with arrivals
growing by nearly 20% from January — May 2010 (19% in April — May 2010) over
the comparative period. With its entire portfolio of resorts being operational in
Maldives in FY11, we expect AHUN to generate higher returns in the medium

term supported by improving market dynamics.

The turnaround in the local tourism industry is likely to be a key driver of
both revenue and earnings for AHUN. Additionally, the industry will now be able
to enjoy the status of a year-round destination with the liberation of the North and
the East as opposed to being dependent on seasonal tourism. Removal / relaxation
of most travel advisories to Sri Lanka coupled with a recovery in the global
economy will result in a substantial growth in demand for local hoteliers amid
stagnant room supply at least for the next 1 — 2 years.

AHUN has already drawn up plans to develop the 10.86 acres of freehold
land adjacent to Heritance Ahungalla. Discussions are underway with Six Senses
Resorts & Spas - a resort and spa management and development company
operating in countries including Oman and Maldives, to develop this property
along with a Spa. This 57 roomed property is expected to come on stream within
the next couple of years at an ARR of around US $ 350 a night. The project is
expected to utilize around 25% of the funds raised from the rights issue. The
group has access to a further 27 acre island situated in Ahungalla on the Madhu
River. AHUN is also considering the development of a 4 star hotel in the Jaffna
city comprising of around 80 rooms and is likely to join its portfolio of hotels by
FY2013.

The group’s parent company owns 100 acres of prime beach land in Nilaweli
and the group is expected to commence the development of a tourism resort in the
short term. In a bid to enhance the group’s product portfolio, AHUN undertook
a rights issue of 1 for 4 at a price of Rs. 260, raising Rs. 2.5 billion. The group
intends to utilize approximately 15% of the funds raised for the refurbishment of
Neptune Hotel and a further 35% for a hotel development project in the North and
East of Sri Lanka.

The group is of the view that its resort hotels are likely to enjoy a 40% yoy
growth in ARR along with around 60% - 70% in average occupancy in FY2011.
AHUN will continue to place strategic importance on delivering a niche, high
quality product to the high yield traveler thus, volumes will not be of great concern.
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In India, AHUN owns approximately 17 acres of land through a joint
venture with an Indian company and is expected to begin the construction of luxury
floating villas during the next few months. The project is due for completion in
2012. The group is less likely to continue its aggressive expansion strategies in
to India and Oman through management contracts, but we expect its existing
portfolio of 10 hotels to generate higher management fees as global tourism
recovers.

Earnings & Valuations

The Sri Lankan segment has historically accounted for around 10% of group
PBT with the Maldivian segment accounting for the bulk of group earnings.
However, given the revival of the local tourism industry, we expect the Sri Lankan
segment to account for a greater share of group earnings in the coming years.

We have made conservative estimates of 68% in year round occupancy with
an ARR of about US $ 79 for the local resorts for FY11E although we feel that
actual ARRs and occupancy may exceed the estimated figures given at least a 25%
yoy growth in arrivals and stagnant room supply during the next couple of years.
The Maldivian segment is likely to enjoy high occupancy and ARR, post recovery
and we expect occupancy and ARR to reach 82% and US $ 317 respectively, for
FY11E.

Given the above, we expect AHUN to post an Operating profit of Rs. 1,722
million for FY11E, growing at a CAGR of 30% for the next 2 years. The local
segment is expected to account for approximately 55% of the group operating
profits.

The group’s interest bearing borrowings stood at Rs. 3,815 million in FY10
with approximately 81% of it being dollar denominated carrying low rates of
interest.

AHUN is expected to post Rs. 882 million in Earnings to equity (after
preference dividend) for FY11E representing a yoy growth of 73%, with majority of
the earnings being generated in 2HFY11. Further, Earnings to equity is expected
to grow at an average of 42% for the next 2 years. The above earnings forecasts
have been made excluding any new constructions / developments that are expected

to begin in FY11E and be fully operational by FY13E.

At a price of Rs. 420.00, the counter is currently trading at 23x FY2011E
earnings — a discount of around 24% to the sector while its PBV is at 3.89 times.
Given the potential growth in earnings as both local and global tourism industries
rebound, we recommend BUY.
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Profit & Loss Statement (Rs.m) 2008 2009 2010 2011E 2012E 2013E
Year Ended 31 December Rs 'mn Rs 'mn Rs 'mn Rs 'mn Rs 'mn Rs 'mn
Revenue (Net of bed tax) 6,091 6,311 7,001 9,724 11,617 13,334
Other Operating Income 45 323 89 102 117 135
Operating costs (4,995) (5,427) (5,937) (8,103) (9,571) (10,846)
Operating Profit 1,140 1,207 1,153 1,723 2,163 2,623
Share of Associate Earnings 6 3) 5 31 68 79
Finance Income 27 10 13 18 21 24
Finance Expenses (362) (369) (378) (351) (325) (293)
Profit Before Tax 811 845 793 1,420 1,914 2,433
Taxation (21) (21) (18) (32) (34) (36)
Profit After Tax 790 824 775 1,389 1,880 2,397
Minority Interest (277) (232) (251) (492) (655) (599)
Profit Attributable to the equity holders 513 593 524 897 1,225 1,797
Balance Sheet 2008 2009 2010 2011E 2012E 2013E
As at 31st March (Rs. Mn) Rs 'mn Rs 'mn Rs 'mn Rs 'mn Rs 'mn Rs 'mn
ASSETS
Non - Current Assets
Property Plant & Equipment 6,665 8,687 8,756 8,784 8,636 8,334
Leasehold Property 1,408 1,555 1,516 1,566 1,616 1,666
Others 278 405 407 442 497 576
8,351 10,646 10,680 10,792 10,750 10,576
Current Assets
Trade & Other Receivables 1,093 983 773 1,505 1,798 2,063
Short term deposits 389 342 375 450 518 596
Cash and cash equivalents 119 117 90 2,963 4,287 6,335
Others 616 624 636 754 862 960
2,218 2,065 1,874 5,672 7,465 9,954
TOTAL ASSETS 10,568 12,711 12,554 16,464 18,215 20,530
EQUITY AND LIABILITIES
Equity
Stated capital 1,056 1,056 1,056 3,555 3,555 3,555
Reserves 1,035 1,463 1,199 1,199 1,199 1,199
Retained Earnings 1,666 2,205 2,934 3,744 4,883 6,593
Minority Interest 1,220 1,346 1,589 2,066 2,706 3,291
4,977 6,070 6,778 10,563 12,342 14,637
Non - Current Liabilities
Interest - Bearing borrowings 2,930 3,746 2,962 3,181 2,874 2,613
Others 117 114 163 159 173 187
3,048 3,861 3,125 3,341 3,048 2,800
Current Liabilities
Other Provisions and Payables 872 799 791 810 957 1,085
Amounts due to Ultimate Holding company 527 779 646 743 855 983
Interest - Bearing borrowings 498 676 853 561 507 461
Short term Bank borrowings g88) 217 88 28 25 29
Others 314 310 326 417 481 536
2,544 2,781 2,651 2,560 2,825 3,093

TOTAL EQUITY & LIABILITIES 10,568 12,711 12,554 16,464 18,215 20,530
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Profit before Tax 811 845 793 1,420 1,914 2,433
Net Cashflow from Operating Activities 77 1,503 1,485 1,681 2,908 3,581
Cashflow from Investing Activities

Purchase of Property, Plant & Equipment (731) (2,166) (675) (1,000) (1,000) (1,000)
Others (1,470) 140 13 (50 (50) (650)
Net cash used in Investing Activities (2,201) (2,026) (662) (1,050) (1,050) (1,050)
Cashflow from Financing Activities

Issue of shares - - - 2,498 - -
Net borrowings 1,417 844 (569) (72) (361) (307)
Others (39) (2398) (69) (102) (102) (102)
Net cash used in Financing Activities 1,377 606 (638) 2,324 (463) (409)
Net increase in cash & cash equivalents (47) 83 184 2,955 1,394 2,122
Balance at the beginning of the year 205 158 242 426 3,381 4,775
Balance at the end of the year 158 242 426 3,381 4,775 6,897

John Keells Stock Brokers (Pvt) Ltd.

130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
Company No. PV 89
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NPAT

Reuters Code DIAL.CM - . EPS

Financial NPAT after Pref. EPS " EPS EV/EBIDTA EBITDA
Bloomberg Code DALSL “year  (Rs:m) Dividend ~ (Rs) aunioutable o oo PER®) 0 0™ Margin (%)
Share Price LKR 9.50 (Rs.m) to equity
Issued Share Capital (Shares)
Voting 8,143,778,405 2004 4,801 4,801 0.59 0.59 67.92 16.12 16.97 53%
12 mth High/Low (Rs.) 10.00/525 2005 7,010 7,010 0.86 0.86 46.02 11.04 11.93 51%
Free Float 14.73% 2006 10,118 10,118 1.24 1.24 4433 7.65 8.20 52%
o b Vi TR T oo 2007 8969 8908 110  1.09 (1135 868 814  41%
Average Daily Volume (Shares) 2607500 2008 2879  (3,593) (0.35) 0.44) (132100  (21.53) 21.58 14%
Market Capitalisation Rs. mn 77,366 2009 (12,648)  (13,291) (1.55) (1.63) 339.31 (6.82) 15.29 20%
Price Performance (%) 2010E 3,536 2,961 0.43 036  127.96 26.13 10.03 27%
- 1;2:1 269”1;; 150"33 2011E 4913 4,482 0.60 0.55 38.95 17.26 8.63 30%
S ces 3571 soos 2012 5,790 5,467 0.71 0.67 17.85 14.15 7.94 31%
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Profile

Dialog Axiata PLC (DIAL), a
subsidiary of Axiata Group Berhad has
spearheaded the local mobile industry
since inception and currently boasts an
active mobile subscriber base of 6.74
million, accounting for around 45% of
the total market.

DIAL was once the largest
listed corporate on the Colombo
Stock Exchange (CSE), being the
only company to cross USD 1 billion
market cap. Since then, it has seen its
share price tumble to an all time low
of Rs. 4.50 from an all time high of
Rs. 29.75 due to lower earnings posted
by the company and the industry as a
whole on the back of intensive price
competition. In FY09, the company
recorded its biggest loss ever of over
Rs. 12 billion including non recurring
charges (both cash and non cash) of Rs.
11 billion. However, the most recent
results released by the company were far
more positive with a PAT of Rs. 705
for 1QFY10.

Industry Overview

In CY09/FY09, the industry’s
mobile subscriber base rose to 14
million at a yoy growth of 27% thanks

to aggressive customer acquisition
strategies among the operators. With
mobile penetration levels having
accelerated to 69% and plateauing,
the industry has seen a decline in the
growth rate of mobile subscribers over
the years.

The end of hostilities in the
country in May 2009 enabled most
mobile operators to enjoy higher
subscriber growth stemming from
predominantly, the previously untapped
region in the North. Consequently,
net additions during 3QCY09 rose to
1.69 million from 410,481 and 182,342
in 1Q_and 2Q_of CY09 respectively.
However, net adds in the 4Q_of CY09
dropped to 725,045 but was still higher
than those seen during 1THCY09.

The local mobile industry now
comprises 5 players with the entry of
Bharti Airtel in early 2009. Towards the
end of CY09, Millicom International
sold out of Tigo which was then bought
by Etisalat, a UAE based operator. The
expectation of lower prices being offered
by Airtel with its entry resulted in
significant price reductions by all players
in the industry.

This document is published by John Keells Stock Brokers (Pvt.) Limited for the exclusive use of their clients. All information has been compiled from available
documentation and JKSB’s own research material. Whilst all reasonable care has been taken to ensure the accuracy of the contents of this issue, neither JKSB
nor its employees can accept responsibility for any decisions made by investors based on information contained herein.
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Mobile Subs

Growth in Mobile

Dialog Market share

Dialog's share of incremental subs.
Total Line Population (Mobile & Fixed)
Growth in Line

Fixed Line Penetration

Mobile Penetration

Line Penetration
*48% - as per Company estimates
Source : TRC & Company data

2002
931,403

52%
1,814,511
5%

5%
10%

2003 2004 2005 2006 2007 2008 2009

1,393,403 2,211,158 3,361,775 5412496 7,983,489 11,082,071 14,095,346
50% 59% 52% 61% 48% 39% 27%

60% 61% 63% 57% 53% 50% 45% *

75% 65% 66% 48% 45% 40% 29%
2,332,416 3,202,397 4,605,769 7,296,672 10,725,648 14,528,482 17,531,304
29% 37% 44% 58% 47% 35% 21%

5% 5% 6% 9% 14% 17% 17%

7% 11% 17% 27% 40% 55% 69%

12% 16% 23% 37% 53% 2% 86%

Regulatory Developments

The consequent price war among operators during a time of high inflation
resulted in the entire telecommunication industry suffering from declining revenue
amid rising costs. This compelled the telecom regulator to set a floor rate of Rs. 2
off net and Rs. 0.50 on net per minute to prevent further price reductions which
was hurting the long term potential in the industry. More recently, the regulator
has approved the move to a “calling party pays” regime from a “sender keeps all”
regime with an interconnect charge of Rs. 0.50 per minute to be implemented from
June 2010.

In addition to the above, the regulator plans on implementing Mobile
Number Portability (IMNP) but it is unlikely that such implementations will take

place in the next couple of years.

Regional Penetration Levels

Sri Lanka records one of the highest mobile penetration levels among
regional peers. Despite such high penetration levels, Sri Lanka’s Revenue Per
Minute (RPM) is believed to be the lowest in the region while based on Minutes
of Use (MoU), the country’s ranked 8th among regional countries. Although the
industry may not exhibit greater potential in terms of new subscriber growth, we
believe that there is significant upside in usage volumes as well as RPMs.

Operational Review

The operations of DIAL span a future oriented quadruple play service
offering fixed line, mobile, broadband and media through its fully owned
subsidiaries. During FY09, all 4 of its operations suffered from a drastic decrease in

profitability.

Mobile

Despite declining market share, DIAL is still recognized as the market leader
in the mobile industry, capturing 45% of the total subscriber base and a revenue

share of 57%.

With most operators opting to use price competition to attract customers,
DIAL saw its share of the market (both overall market share and its share of
incremental subscribers) declining since CY06. In order to avert further reduction
in market share, DIAL also followed suit in order to attract and retain its customer
base. DIAL’s subscriber base grew to 6.74 million by the end of 1QFY10 with
approximately 89% being pre paid subscribers accounting for around 45% of
company revenue compared to 48% in FYO08.
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Traditionally, mobile usage has exhibited high elasticity levels but with
double digit inflation in CYO08 that eroded consumers’ disposable income, DIAL
saw its revenue slipping despite reductions in call charges - indicating lower
elasticity levels. The pre paid segment witnessed a 28% fall yoy in FY09 in ARPU
while minutes of use (based on outgoing) recorded only a 17% growth. In addition,
the post paid segment (including outgoing roaming) which accounted for 27% of
company revenue (29.9% in FY08) saw a 50% growth in usage post price revisions
that brought down ARPUs by 24%. However, overall, blended ARPU dropped
29% yoy to Rs. 324 while blended usage increased by an equivalent amount to 124
minutes by the end of FY09.

With the introduction of a price floor by the regulator in the midst of heavy
price competition, the revenue per minute in both pre and post paid segments
have stabilized to a great extent along with minutes of use. Although inflation has
subdued, consumers are yet to see a growth in their real disposable income, which
should fuel usage in the medium to long term.

During FY09, international voice termination revenue grew by 57% from an
increase in international traffic, accounting for 20% (12.3% in FY08) of revenue
while other revenue accounted for 8%. Revenue from mobile broadband, included
in this category has seen significant growth and is likely to be a key revenue driver
in the medium to long term.

For DIAL FYO08 and FY09 were the toughest years of operation with
inflation lowering revenue and increasing costs, thus the group had to divert its
attention towards rescaling of costs.

During FY09, the company took a strategic decision to move from its current
GSM network to a 100% NGN infrastructure which necessarily gave rise to a one
off amortization charge of Rs. 6 billion. A further Rs. 2,069 million was written
off as a non-recurring charge to align capital inventory / Capital Work in progress
provisioning policies in line with international best practices. The company also
implemented a two-phase Voluntary Resignation Scheme with a total provision
Rs. 881 million in FY09. Through its cost reduction strategies the company saved
approximately Rs. 2 billion in FY09 over FY08.

The cost rescaling efforts undertaken by DIAL in FY09 proved successful as
the unit returned to profitability with a PAT of Rs. 1,276 million for 1QFY10, also
supported by improved usage over FY09.

Pay TV

Double digit inflation that prevailed in the economy hindered new customer
acquisitions during 1HFY09. But innovative sales and marketing efforts resulted
in a 22% yoy growth in subscribers to nearly 160,000 by the end of 1QFY10. With
the increase in subscribers the unit recorded a CAGR of 56% in revenue since its

inception in 2007, further growing by 28% in FY09. The monthly subscription fees
accounted for 68% of the turnover in FY09 compared to 60% in FYO08.

The Pay TV segment too has been a heavy burden on the group as the
company failed to achieve its estimated breakeven level of around 200,000
subscribers. In FY09, the unit recorded a negative EBITDA of Rs. 245 million
but showed 61% improvement from FYO08 levels while PAT remained in the red
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with a loss of Rs. 769 million. DTV has shown signs of a possible turnaround in
the future with an EBITDA of Rs. 26 million for the quarter, improving 116% yoy
thanks to a 33% growth in revenue. NPAT too improved 69% yoy and 29% qoq to
a loss of Rs. 94 million.

CDMA &3 Broadband
Dialog Broadband Networks (Pvt) Ltd. (DBN), DIAL’s fully owned

subsidiary is responsible for the provision of fixed wireless telephony services
through CDMA technology and broadband services. The unit also manages the

group’s telecommunication infrastructure along with the mobile arm.

The fixed line industry in Sri Lanka, including both wired and wireless,
reached saturation levels in FY09 with the subscriber base falling 0.3% yoy to 3.44
million, as subscribers moved to mobile. DIAL had an active CDMA subscriber
base of 177,000 by the end of FY09.

Sri Lanka’s internet and broadband penetration grew to 1.18% in FY09
thanks to a 2.6% increase in the subscriber base indicating heavy under-penetration
levels. Broadband and voice bundled products offered by DBN has witnessed
significant growth in FY09.

Reduction in connection fee revenue for CDMA subscribers resulted in a 7%
decline in DBN’s total revenue but broadband and internet based service segment
exhibited aggressive growth with revenue increasing by 57% yoy. Non-recurring
charges of Rs. 1,565 million for DBN in FY09 resulted in a loss of Rs. 2,588
million, diluting group performance.

Earnings Outlook & Valuations

The mobile unit has seen intensive price competition over the last couple of
years which resulted in rates nearly halving. However, the rates charged by DIAL
are still above the industry average, thus giving the company greater leverage over
price decisions.

With price competition and inflation having subdued, we expect MoUs to
grow in tandem with the country’s GDP in the medium term. Given such growth,
both pre and post paid segments should exhibit nominal revenue growth of around
3% - 4% yoy for the next 2 years. International Termination Revenue will be a
significant revenue generator for the mobile unit in the medium term with the
growth in international traffic expected. The setting up of the interconnection
charge will result in a modest gain for the mobile business. Currently, all operators
in the industry have decided to bear the cost of interconnect instead of passing it on
to the consumers.

DIAL is currently the market leader in the North with a market share of
80%. With the end of the war, DIAL has now access to another 1 million potential
subscriber base in the North. The company has established the widest coverage in
the country with 1,643 and 673 2G and 3G base station sites respectively.

DIAL is likely to realize greater benefits from its cost rescaling activities
including the move to a 100% NGN core network. This move is expected to save
approximately Rs. 1.5 billion per annum in operational costs while also minimizing
the incremental capex required. The cut back in manpower is also expected to lead
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to cost savings in the future. The mobile arm has budgeted for a capex of US $ 60
million (including the capex for mobile broadband) for FY10E.

DIAL’s media business is likely to turnaround this year if the company is able
to reach its estimated breakeven levels of 200,000 subscribers. The pay TV business
is characterized by a significant fixed cost structure, therefore, the achievement
of the breakeven level will ensure a positive bottom line contribution thereafter.
The company is also undertaking measures to improve the current ARPU levels
to boost the revenue base. We expect the unit to turnaround this year with greater
subscriber acquisition.

In terms of DBN’s operations, we expect the broadband segment to be a key
revenue driver for the unit while CDMA revenue is likely to stagnate on lower
usage compared to mobile. DBN has undertaken accelerated depreciation of its
network which should reduce the depreciation strain on DBN beyond FY2012.
DBN is expected to fully depreciate the WiMAX network in FY2011 while the
CDMA network will be fully depreciated by FY2012.

The group has allocated approximately US $ 20 million for DBN for FY10
for the purpose of laying the Optical Fibre Network (OFN) in the outskirts of
Colombo which is expected to be completed by the end of 3QFY10. The Metro
project covering all major locations in Colombo has already been completed. The

group is expected to enjoy benefits of the completed OFN starting FY11E.

By the end of FY09, the group’s total assets were funded by a combination
of shareholders’ funds and short and long term debt in the proportions of 37% and
63% respectively. Its outstanding borrowings included US $ 125 million obtained
from OCBC at preferential rates through a corporate guarantee from Axiata.

Given the above, we expect DIAL to end FY10E on a positive note with a
profit after preference dividend of Rs. 2,961 million. From FY11E onwards, with
positive earnings from DTV, we believe that DIAL’s earnings could grow at a
CAGR of 36% for the next 2 years. Although the group may not enjoy the high
EBITDA margins that were recorded in FY04/05, we expect DIAL to sustain an
EBITDA margin of around 30% for the next couple of years.

The mobile arm is expected to post Rs. 5,248 million in PAT but losses from
mainly DBN is likely to limit group PAT to Rs. 3,536 million for FY10E.

At a price of Rs. 9.50, the counter is trading at a P/E multiple of 17 times on
an EPS of Rs. 0.55 in FY11E. The company trades at an EV/EBITDA multiple of
around 10.03 times.

Traditionally, the country’s telecommunication industry has been trading
at a significant premium to the market but has seen the gap narrowing in recent
years due to a change in market dynamics. Although, at a P/E multiple of 16 times
FY11E, the share is trading at an approximate premium of 36%, we believe that
this is justified given high growth potential at both macro and company level. We
therefore, recommend BUY.
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Profit & Loss Statement (Rs.m)

Year Ended 31 December
Revenue

Post paid

Pre-paid

International Termination Revenue
Other Revenue

International Roaming Revenue
Total Revenue

Direct Costs

Gross Profit

Other income

Administration costs

Selling and distribution costs
EBITDA

Finance Costs

PBT

Tax

PAT

Balance Sheet (Rs.m)

As at 31 December
Fixed Assets
Current Assets
Inventories
Recievables

Cash and equivalents

Total Assets

Ordinary share capital
ESOS Trust Shares
Preference Shares
Share Premium
Retained earnings
Revaluation reserve
Shareholders Funds
Non Current Liabilities
Subscription in advance
Borrowings

Retirement benefit
obligations & Others

Current Liabilities
Payables

Current tax liability
Borrowings

Total liabilities

2003
Rs 'mn

3,562
2,263
120
209
1,323
7,476
2,973
4,503
17
991
863
3,633
253
2414
445
2,859

2003
Rs 'mn
10,985

173
1,546
611
2,330
13,315
370

1,269

3,834
g
5,478

3,414
2,347

29
5,790

1,515
532
2,047
13,315

2004
Rs 'mn

4,931
4,010
544
925
1,703
12,113
3,032
8,182
30
1,597
1,562
6,444
212
4,840
(39)
4,801

2004
Rs 'mn
13,469

229
2,268
3,188
5,685

19,154

370

1,269

7,068
®
8,712

3,414
ShileH

49
6,600

3,483
33

325
3,841
19,153

2005
Rs 'mn

7,282
6,593
1,364
1,178
1,616
18,033
6,214
11,819
53
2,222
2,335
9,162
263
7,052
(42)
7,010

2005
Rs 'mn
22,430

350
3,726
6,690

10,766
33,197
7,403
(2,385)
5277
6,901
5
17,201

9,049
82
9,131

5,214
36
1,615
6,865
33,197

2006
Rs 'mn

9,306
10,816
2,221
1,788
1,548
25,679
8,821
16,858
123
3,064
3,067
13,339
657
10,193
(75)
10,118

2006
Rs 'mn
33,633

580
6,910
2,302
9,793

43,426
7,403
(1,925)

5,277
14,206
21
24,982

1
8,185

112
8,298

8,866
63
1,216
10,145
43,426

2007
Rs 'mn

10,439
14,811
3,270
3,063
933
32,516
13,402
19,114
380
6,076
3,774
13,431
629
9,015
(45)
8,969

2007
Rs 'mn
54,337

954
10,090
6,856
17,899
72,236
8,144
(2,000)
5,000
20,653
19,096
20
50,912

0
9,256

355
9,611

10,811
24

877
11,713
72,236

2008
Rs 'mn

9,852
15,976
4,064
5,192
1,083
36,167
19,989
16,178
611
10,468
6,690
5,067
2,003
(2,372)
(507)
(2,879)

2008
Rs 'mn
69,827

656
10,743
1,146
12,544
82,371
8,144
(2,000)
4,500
20,653
11,618
21
42,935

9,139
394
9,533

11,025

78
18,800
29,903
82,371

2009
Rs 'mn

8,228
14,667
5,839
5,853
1,191
35,779
22,301
13,478
704
18,055
6,159
7,149
1,748
(11,780)
(428)
(12,208)

2009
Rs 'mn
59,856

211
9,647
5,295

15,153

75,009
8,144

(1,731)
3,750

19,912

(2,102)

136

28,109

25,862
1,130
26,993

12,668
3
7,237
19,907
75,009

2010E
Rs 'mn

9,412
16,830
6,190
6,405
1,429
40,265
21,085
19,180
787
10,355
5,161
10,905
767
3,683
(147)
3,536

2010E
Rs 'mn
60,858

238
10,859
384
11,481
72,339
8,144
(1,731)
2,500
19,912
(10)

21
28,835

21,209
556
21,765

14,260
80
7,399
21,739
72,339

2011E
Rs 'mn

9,711
17,586
6,519
6,672
1,601
42,089
21,838
20,251
500
10,427
4,966
12,675
240
5118
(205)
4,913

2011E
Rs 'mn
57,651

249
11,351
1,086
13,586
71,236
8,144
(1,731)
1,250
19,912
2,897
22
30,493

1
18,370

612
18,983

14,906
79
6,774
21,760
71,236

2012E
Rs 'mn

10,074
18,244
6,762
7,314
1,921
44,316
22,915
21,401
482
10,625
5129
13,768
96
6,031
(241)
5,790

2012E
Rs 'mn
54,156

262
11,951
4,433
16,647
70,802
8,144
(1,731)
19,912
6,323
22
32,669

15,345
673
16,017

15,695
78
6,343
22,116
70,803
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PBIT 2,414 4,140 7,054 10,193 9,015 (2,372)  (12,220) 3,683 5118 6,031
Depreciation 1,000 1,452 1,954 2,736 4,547 6,658 18,590 8,029 8,316 8,604
Other non cash items 94 239 156 (959) 220 1,082 2,192 1,364 1,147 1,130
Net change in working capital (32) 1,139 (152) 238 (1,608) (141) 3,184 353 (243) (187)

L N e 3476 6970 9011 12,207 12173 5227 11,746 13430 14339 15578

operations

Investing activities

Plant property and equipment (3,847) (3,931) (8,205)  (11,878)  (24,815)  (22,993) (9,738) (9,200) (5,750) (5,750)
Intangibles 91) (136) (463) (6503) (187) (33) (15) - - -
Acquistition of subsidiary, (1,441) (849) 40) i i i ) i

net of cash reqd.
Others 1 6 36 19 20 - 28 - - -

L G L sy (3,937)  (4061) 10,073) 13212) (25022) 23,026 (9,725 (92000 (5750)  (5,750)

activities

Financing Activities

Share premium on issue of shares 491 15,376 - - - - -
Proceeds from ESOS 460 129 9

Option Scheme ESOS Shares 1

Preference Share Issue 5,000 (500) (750) (1,250) (1,250) (1,250)
Proceeds from issue of shares 5,402 740 - - - - -
IPO cost set off (113)

Bepayment of subscription (2,460)

in advance

Payment to ESOST (2,399) (205)

Finance lease repayment (22) (18) (22) (23) (44) (48) 47) (26) (26) (26)
Loan repayment (430) (424) (6521) (1,151)  (12,198)  (11,931)  (20,638) (4,000) (4,000) (4,000
Borrowings 904 1,054 7,061 143 12,736 26,671 25,039 - 500 500
Dividends (760) (866) (2,859) (2,813 4,132 (5,106) (755) (1,591) (2,211) (2,606)
Net cash used in financing (308) (254) 4,581 (3,383) 17,403 9,095 2,849 (6,867) (6,987) (7,381)
Inc./dec. in cash and equivalents (769) 2,655 3,519 (4,388) 4,554 (8,704) 4,870 (2,637) 1,602 2,447
Cash at beginning 1,285 516 3,170 6,690 2,303 6,857 (1,848) 3,022 385 1,987
Cash and equivalents at end 516 3,170 6,690 2,303 6,857 (1,848) 3,022 385 1,987 4,434

John Keells Stock Brokers (Pvt) Ltd.
130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
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Tokyo Cement Company Lanka PL.C (TKYO)

TKYO.N - Rs. 31.25; TKYO.X - Rs. 22.00

TKYO
Reuters Code TKYO.CM ’
- Net Profit EP. wth PER PER
Bloomberg Code TKY0.SL ~ Fiscal year ?Rs Ir:)' EPS (Rs) S ((f:'/:;) Votil?g(;) N on-Vg(i)n g ROE (%)
Share Price LKR
Voting 31.25
Non-Voting 2200 1 5 4 1.82 31.04 17.1 12 11.07
Issued Share Capital (Shares) = % & e 1 e .
Voting 201,500,000
Non-Voting 101,250,000 2009 347 1.14 -37.36 27.36 19.26 6.62
Voting 12 mth High/Low (Rs.) 37.50/14.90
Non-Voting 12 mth High/Low (Rs.) 25.25/13.00 2010 291 0.96 -16.14 32.62 22.96 5.34
Average Daily Volume - TKYO.N 60,117
Average Daily Volume - TKYO.X 371,091 2011E 797 2.62 173.73 11.92 8.39 13.23
Market Capitalisation Rs. mn (Voting) 6,297
Price Performance (%) Tmth 6mth 12mth 2012E 1138 3.75 42 87 8.34 5.87 16.42
ASPI 6.95 30.19 9548
TKYO.N -10.71 -6.72 108.33
TKYOX 000 7923 7115 2013E 1550 5.10 36.23 6.12 4.31 18.78
; rice / Volume Gra olume . installed capacity to 2.4m MT per
Price TKYO Price / Volume Graph v FY08 and 09 were difficult years pacity P )
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costs and clinker prices declining, Tokyo Cement should significantly improve its
margins.

Profile

Tokyo Cement Company (Lanka) PLC (TKYO) is one of the largest
grinders of Portland and Pozzollana cement in Sri Lanka on a joint venture
between local conglomerate St. Antony’s Consolidated and Nippon Coke &
Engineering Company of Japan. The group structure consists of 3 subsidiaries out
of which Fuji Cement Company (Lanka) Ltd. (FCCL) and Tokyo Super Cement
Company Lanka (Pvt) Ltd. (I'SCCL) are fully owned while Tokyo Cement
Colombo Terminal (Pvt) Ltd. (TCCT) is a 56.85% subsidiary.

Tokyo Cement operates a cement grinding plant with a capacity of 600,000
MT while FCCL cement grinding plant capacity is 300,000 MT. Both plants are
situated in Trincomalee where the company owns a private 100 metre jetty, which
can berth 25,000 tonnage ships. TCCT operates a bagging plant within the Port of
Colombo consisting of 600,000 MT.

The newly constructed grinding plant of 900,000 MT capacity in
Trincomalee is fully owned by TSCCL and has doubled the grinding capacity
of the Group to 1.8m MT while the total capacity extends to 2.4m MT with the
bagging plant in Colombo.

The group currently owns 3 ships with capacities of 17,500 MT, 20,000 MT
& 22,000 MT respectively to ensure an uninterrupted supply of raw materials,
predominantly clinker.

Construction Industry

The construction industry boomed in 2006 & 2007 as growth rates picked
up by 9.2% and 9% respectively on the back of rapid escalation of housing
and condominium projects. Growth in the sector slipped during the next two
years, with inflation and interest rates skyrocketing, as the civil war came to its
conclusion. Construction sector growth consequently lost pace slowing down to

7.8% in CY08 and 5.6% for CY09.

However the latter half of the period saw the commencement of large scale
infrastructure projects in the country which multiplied with the liberation of the
Eastern Province.

The burst of the commodity bubble saw lower commodity and especially
energy prices bringing inflation to a manageable level. The point to point inflation
in June stood at 3.3%. The Central Bank has cut interest rates 5 times with
moderate inflation expected during the rest of 2010, signaling a buoyant period for
the construction sector towards the latter half of CY10.

Conflict Zone

Similar to the era of the ceasefire agreement in 2002-2005, the end of the
conflict is expected to result in a construction boom, particularly in the North

and East. The Government had already pledged to launch the program “Uthuru
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Vasanthaya” aimed at re-developing the North with houses, roads, bridges and
electrification.

Cement Industry

The cement industry has shown considerable growth in the last few years
with cement consumption growing at a CAGR of 9.4% from CY03- CY07 while
CY07 consumption grew 10.6% but declined to 6% in 2008. Production in the
first quarter of CY10 improved by 11.6% The current total cement consumption
is approximately 4.2m MT per annum with domestic production at almost 2m
MT and the rest imported from countries such as India, China, Thailand and
Indonesia.

The domestic production of cement is dominated by Tokyo Cement and
Holcim Lanka each having a 30% market share (including imported cement).
Both companies are looking to expand production capacity with only 47% of the
demand met by domestic production and grinding. Tokyo Cement already doubled
its grinding capacity in CY08 while Holcim which obtained approval to expand to
Trinco will be starting construction in CY09. Tokyo Cement has capacity of 2.4m
MT per annum while Holcim has 1.4m MT per annum.

A slowing down in private construction activities which are mainly housing
and commercial projects was due to the increased cost of borrowing and raw
materials in CY09. The rise in demand from resettlement and rehabilitation
activities in the Eastern province, continuation of tsunami reconstruction activities
and state infrastructure development projects, managed to partially offset the
decreased demand of cement from the private sector construction activities. With
the end of the conflict we expect demand for cement to grow as the construction
sector is likely to pickup with the government aiming to fast track the re-building
process in the North and East.

Apart from the North and East resettlement Sri Lanka suffers from an overall
estimated shortage of 400,000 housing units countrywide with the gap estimated to
increase to 650,000 over the next few years by the Central Bank. Some estimates of
the housing market in the Western Province put annual demand at 40,000 units.
The majority of cement sales in the country are predominantly retail driven but
with increasing economic development we expect the proportion of commercial
usage to correspondingly increase.

Clinker

Clinker cost is the largest cost for the Group amounting to approximately
85% of production cost (including freight). Prices have broadly eased up in 2009 as

construction activity slowed regionwide.

Tokyo cement imports clinker mainly from Thailand, Indonesia and Malaysia
while powder for the bagging plant of TCCTL is imported from Indonesia.
The Group purchased 3 vessels with the intention of saving on freight charges
which amounts to almost 39% of production cost. The company experiences a
considerable saving on freight by maintaining its own fleet of ships.
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10MW Bio Mass Power Plant
Being in an energy intensive industry, Tokyo uses approximately 40kWh of

energy annually. The company satisfies its energy requirement through its own
3.5MW thermal power plant and partly by the national grid. The energy costs

account for 6% of the group production costs.

Tokyo Cement commissioned a 10MW Bio Mass power plant which would
meet the entire energy requirement of the Group with the excess power being sold
to the National Grid. The power plant uses paddy husks available especially in the
North Central and the Eastern Provinces, where rice mills are in abundance. Fuel
wood is to be obtained from Gliricidia plantations.

Apart from the considerable cost savings with the Bio Mass power plant the
company now qualifies for carbon credits worth of Rs.20m-30m. Tokyo Cement
is also testing ‘green cement’ products, made using clean energy for electricity
and admixtures like fly ash and burnt rice husk ash, which have good binding
properties, as a component of cement.

Taxation

Sri Lanka customs filed a case against Tokyo Cement, on an under invoicing
allegation. Under normal rules a company importing goods has to disclose the Cost

of the Goods, Insurance paid and the Cost of Freight (CIF).Customs duty, VAT
and Ports and Airport

Levy is charged on this sum. Resulting from the usage of their own ships
the group is claimed to have shown only part of their freight costs and thereby
declaring a lower sum when bringing goods into the country.

Tokyo Cement states it had agreed to co-operate with Customs in an under-
invoicing investigation and that the authorities had agreed not to press action
to recover value added tax amounting to Rs.146.7m. TKYO informed that the
amount pending to be investigated by the Sri Lanka Customs is Rs.46m while it
was also opined that the amount claimed is above the expressed provisions of the
law.

Earnings
Tokyo Cement earnings declined over FY10 as lower sales volume were

recorded with the slowdown in the construction sector. Revenue declined 17%

cumulatively for FY10 while declining 27% YoY for the final quarter to March.

Although margins have improved thanks to the drop in clinker prices, prices
have also dropped sharply over the last year with prices dropping from Rs.750 per
bag to Rs.700 or lower. Volumes and revenues should pick up by the middle of this
calendar year once construction starts up with the end of the election cycle.

Longer term borrowings have increased to Rs.1.8bn for 4Q:FY10 resulting
from debt financing of the Bio Mass power plant and the Vertical Roller Mill
projects. The drop in interest rates will favour the group with lower finance costs
going forward
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Income Statement
Year ending 31st March
Revenue

Cost of Services

Gross profit

Other operating income
Selling and distribution
Admin expenses

Other expenses
Operating profit
Finance cost

PBT

Tax

Minority interest

Net Earnings

We expect finance costs to reach Rs.608m for the full year of FY2011 due to
lower debt financing and lower average interest rates. The debt was incurred for the
installation of the new vertical roller mill which doubled the grinding capacity of

the Group.

Valuations

We expect Tokyo Cement revenue to reach almost Rs.18bn for FY11 in
spite of the previous year’s drop in sales prices with the decline in raw material
prices. TKYO volumes are expected to pick up as the construction sector is likely to
improve with favourable macro economic conditions.

In addition to the declining interest rates and inflation, the reconstruction
efforts should pave the way for rapid development in the cleared provinces. Given
the number of infrastructure projects in the pipeline, the rebuilding of the North
and East with houses, schools, hospitals, roads and bridges would indicate a
considerable growth in the sector, signaling a significant boost in demand for
cement.

We expect TKYO to post earnings of Rs.797m and Rs.1138m for FY11E
and FY12E respectively excluding the customs duty claim. At Rs. 31.25, the voting
share trades at a PER of 11.9 FY11 earnings and 8.3x FY12 earnings. At Rs.
22.00, the non-voting share trades at a PER of 8.4x FY11 earnings and 5.9x FY12
earnings. With the stock being one of the better exposures to the expected boom in
North East infrastructure building, we recommend BUY.

2008 2009 2010 2011E 2012E 2013E
Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn
14,029 17,652 14,634 17,914 20,064 22,772
(11,977) (14,952) (12,353) (14,998) (16,752) (18,673)
2,052 2,700 2,281 2,916 3,311 4,099
101 204 175 101 101 101
(1,036) (1,095) (1,029) (1,209) (1,403) (1,767)
(184) (328) (289) (355) (398) (529)
g g = (12 (12 (12)
933 1,481 1,138 1,441 1,600 1,892
(392) (834) (868) (608) (425) (298)
541 647 270 834 1,175 1,594
31 (289) 12 (10) (12) (12)
(18) (1) 9 (27) (25) (32)
554 347 291 797 1,138 1,550
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Balance Sheet 2008 2009 2010 2011E 2012E 2013E
As at 31st March Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn
Fixed Assets
PP&E 4,687 9,359 8,587 8,930 9,288 9,659
Capital WIP 3,698 397 518 518 518 518
Goodwill 13 13 13 13 13 13
Other 83 77 73 73 73 73
8,481 9,846 9,191 9,534 9,892 10,263
Current Assets
Inventories 1,212 1,388 535 537 542 592
Trade and other receivables 1,468 1,882 1,689 1,612 1,806 2,050
Cash and equivalents 181 311 462 1,288 2,401 3,829
2,861 3,581 2,686 3,437 4,748 6,471
Current Liabilities
Trade and other payables 2,269 3,823 2,194 3,045 3,411 3,871
Current tax liabilities (36) (71)
Borrowings 2,594 3,015 1,957 2,348 2,818 3,381
4,827 6,767 4,151 5,393 6,228 7,252
Non current Liabilities
Borrowings 1,273 864 1,792 1,049 947 663
Deferred tax liabilities 213 213 213 213
Retirement benefit obligation 23 23 28 28 28 28
Other 67 372 90 90 90 90
1,363 1,259 2,123 1,380 1,278 994
Net Assets 5,152 5,401 5,603 6,199 7,134 8,488
Stated Capital 1,793 1,793 1,793 1,793 1,793 1,793
Reserves 3,212 3,450 3,661 4,229 5,139 6,462
Shareholder's Funds 5,005 5,243 5,454 6,022 6,932 8,255
Minority interest 147 158 149 176 201 233
Total Equity 5,152 5,401 5,603 6,199 7,134 8,488
Cash flow statement 2008 2009 2010 2011E 2012E 2013E
Year ending 31st March Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn
PBT 541 647 270 834 1,175 1,594
Adjustments 990 1822 1,944 886 ravs 604
Changes in Working Capital 201 939 (626) 1,317 637 730
Inerest paid -386 -791 (868) (608) (425) (298)
Tax Paid -51 -93 (10) (12) (12)
Defined Benefit Obligations paid -1 0
Net cashflow from operating activities 1,294 2,524 720 2,418 2,092 2,619
Investing Activities
Fixed Assets -611 -1917 (357) (621) (649) (678)
Interest received 4 0
Expenditure on capital WIP -1309 -328
Other 2 0
Net cashflow from investing activities -1914 -2245 (357) (621) (649) (678)
Financing Activities
Proceeds from issued capital 0 0
Receipt / (Repayment) of term loans 300 -75 (69) (743) (102) (284)
Dividends -33 -108 (81) (228) (228) (228)
Other -22 -54
Net Cashflow from financing activities 245 -237 (150) 971) (330) (512)
Net cash and cash equivalents -375 42 213 825 1,113 1,429
Cash and cash equivalents
At start of the year 203 -172 (130) 83 908 2,021
Increase / (Decrease) =315 42 213 825 1,113 1,429
At end of period -172 -130 83 908 2,021 3,450
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Lanka Tiles PLC (TILE)

Rs 101.00 BUY

TILE
Reuters Code TILECM = g Earnings EPS Growth
Fiscal Year EPS (Rs. PER (X P/BV (x ROE (%
Bloomberg Code TILE.SL (Rs.m) (Rs.) (%) ® ® %)
Share Price LKR 101.00
Issued Share Capital (Shares) 42,440,328 2008 313.03 7.38 14.68 13.69 2.84 20.74
12 mth High/Low (Rs.) 120.00/42.75 2009 282.35 6.65 -9.80 15.18 2.58 17.02
:\*AveLageCDa"y |V0'Uf"eR 32;22 2010 379.09 8.93 34.26 11.31 2.24 19.77
arket Capitalisation Rs. mn S
Price Performance (%) imth 6mth 12mth AUNE JUAAD EES acY) 659 189 2zl
h ey IEEE 630.87 14.86 25,61 6.79 156 2301
TILE.N -8.41 48.16 131.60 2013E 757.02 17.84 19.99 5.66 1.29 22.81
o surge in retail construction that as a
o TILE Price / Volume Graph Lanka Tiles is the second 8 .
rice volume . . . knock on effect would also boost tile
120 40000 | Jargest tile manufacturer with a daily )
ducti . £9.500 consumption.
woon | PrOduction capacity of 9, square
t t it facility in Ranal .
100 me e.rs att S 25. acre ac% 1ty in Ranala The average product consumption
%0000 | helping maintain an estimated 30% .
Ket sh of 0.6 square meters per capita
80 300,000 market share. demonstrates that the market is at a
lower stage of development compared
250,000 . .
o Market conditions to other averages like China (2 square
200000 L meters per person), Europe (5 to 6
The total market for floor tiles is .
] square meters per person) or Brazil (2.5
40 10000 | estimated at 12.5m square meters per
) square meters per person). Averages
annum or Rs.13.5bn with growth rates
oo | A o 670 tend to be boosted by larger scale
2 in the pas't 1Ve years averaging b=/7. construction (like shopping malls,
50,000 The walltile market is estimated at 5m .. .
condominiums) which would be a
square meters per annum or Rs.4.8- . .
0 0 consequence of higher income levels.
8888555588883388¢2 5.0bn an year

With Central Bank estimates that Sri
Lanka could double per capita income
to US$4,000 by 2014, the need for
higher living standards should boost
industry growth at a 15-20% growth
rate for floor tiles and 9-10% for wall
tiles.
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The Western and Southern
provinces dominate industry sales, with
demand of at least 60-70% of volumes.
With an imminent construction boom
expected in the North and East (which
has traditionally accounted for at least
15% of the country’s GDP) we expect

The industry has continued to
Lanka Tiles to benefit from not only

grow despite an overall slowdown of
the economy with factors like resilient
foreign remittances helping maintain

state sponsored rebuilding projects but
also retail construction.

. ) housing construction and home
Some estimates of the housing . .
market in the Western Province put improvement activity in the South. The
annual demand at 40,000 units. The
gap in demand for housing in all of
Sri Lanka has been estimated by the
Central Bank to approach 650,000
units. With stable inflation expected
over the next few years and consequent

moderating interest rates we expect a

company estimates that 40% of their
sales are from commercial/industrial
sources which includes upmarket
condominium projects. 8-10% of
revenue is from export sales, with
Australia, Singapore and Japan being
the biggest markets.
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The government doubling the minimum tariff applicable to ceramic tile
imports to Rs. 200 per square meter from the previous Rs. 100 per square meter
has also helped local producers immensely and the company even estimates that
share of mostly Chinese imports for the total market may have dropped by as much
as 50%.

The main raw materials for producing ceramic tiles are clay, feldspar and
pottery stone all of which can be obtained locally. However dyes and glazing
material have to be imported. Glaze comes to about 15% of cost of production.
However the industry has anticipated that they will face a shortage of local ball-
clay over the next few years with about 50 acres left to mine at 15,000 MT of ball
clay an acre. Ball clay makes up 25 percent of the mix that makes a tile. The main
reason for this shortage has been a state ban on mining for ball clay in disused
paddy lands. Importing ball clay and using an alternative of red clay would either
increase cost of production or reduce quality and affect margins for local producers.

Slower FY10 revenue growth was due to macro headwinds

Lanka Tiles introduced a lower priced range in order to cope with the
harder economic climate and lower spending patterns of consumers. Distribution
strategies have also changed with a larger proportion now being targeted as direct
sales. Over the medium term the company has planned for six new showrooms
to take the total number up to twelve. The company is also planning to expand
by having franchise showrooms in order to have better control over influencing a
customer’s purchase decision.

There have been initiatives to reduce energy costs which are the company’s
biggest expenses. A heat exchanger has been installed in a new kiln to recover
waste heat and capacitor banks have been installed to improve power usage. The
factory can switch between kerosene and LPG for production based on cost factors
(kerosene tends to be cheaper). Energy comes to about 35% of cost of production
with LPG coming to about 60% of this. Local tile industry costs of production are
believed to be higher with foreign manufacturers using cheaper fuels like coal and
liquid natural gas (LNG).

The company plans to increase capacity by a further 4,500 square meters
per day over the longer term at a cost of Rs. 400m as well as to possibly expand
their range into porcelain tiles. Plans have already been made to merge the front
and back office operations of Lanka Walltiles and Lanka Tiles, so that only the
factories will operate as separate units. Lanka Walltiles holds a 55% stake in Lanka

Tiles.

Parquet

A new brand was launched through Parquet Ceylon called Swisstek to
manufacture tile mortar and grout, while timber related manufacture of flooring,
ceilings and skirting was reduced to 10% of previous year’s production, meeting
only export demand. Parquet has a six acre property at the factory premises at
Belummahara, Imbulgoda by the Kandy Road in the Gampaha District. A Rs.30m
debt owed to Lanka Tiles was converted to equity in Parquet in December 2009
increasing their stake to 47.8%.
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Income Statement
Year ending 31st March
Revenue

Cost of Services

Gross profit

Other operating income
Admin expenses
Distribution expenses
Operating profit

Net finance cost
Associate

PBT

Tax

Net Earnings

Financial performance

Lanka Tiles’ 4Q_net revenues improved 29.8% YoY and the sequential QoQ_
improvement of 6.5% (as compared to FY09:4Q’s flat revenues when compared
sequentially) demonstrates our thesis that the improving broader economy will spur
turther revenue growth.

Quarterly earnings were up 46.5% YoY for the final quarter with sequential
QoQ _earnings up 42.0% which is a better performance than the annual year’s
earnings improvement of 34.3%. 4Q_GP margins however were down to 30.2%
from 4Q:FY09’s 35.7%. 4Q _net margin was up to 18.3% as compared to last year’s
4Q_net margin of 16.2%.

Inventories have declined 27.8% from March 2009. Long-term debt has
reduced by 22.7% YoY while short term debt has fallen by 58.3% YoY. FY10’s
overall finance costs have reduced by 45.5% YoY thanks to lower average interest
rates as well as reduced borrowings.

Estimates and Valuation

We expect Lanka Tiles to make Rs.502m in earnings for the current FY11
year which would be a growth of 32.5%. We subsequently expect earnings to grow
over the next three years at a 20% CAGR. Admin and distribution expenses are
expected to increase at a CAGR of 14.7% and net margins are expected to expand
thanks to operational efficiencies due to economies of scale expected from larger
and better utilization of capacity.

At a FY11E PER of 8.5x and a forward FY12E PER of 6.8x we feel that
this counter is trading at an unwarranted discount especially when looking at the
broader FY11 expected market PER of 14.6x and 11.5x expected FY12E earnings.
With the counter expected to have earnings growth in excess of 20% and ROEs of
over 20% a revaluation of its current earnings multiple is justifiable.

2008 2009 2010 2011E 2012E 2013E
Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn Rs. mn
2,500 2,571 2,851 3,612 4,335 5,202
(1,774) (1,823) (1,985) (2,547) (3,034) (3,641)
726 748 866 1,066 1,300 1,561
9 12 13 20 20 20
(1.80) a77) (200) (230) (264) (304)
@1) (105) (138) (144) 173) (208)
464 478 541 712 883 1,069
(52) (78) 43) (37) (49) (51)
©) (6) ©) () 3 5
410 394 490 670 841 1,023
97) (111) (111) (167) (210) (266)
313 282 379 502 631 757
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Fixed Assets
PP&E 1,171 1,376 1,330 1,383 1,438 1,496
Capital work in progress 71 73 140 140 140 140
Invesment in associate 43 30 46 4 44 49
Intangible assets 0 0 0 0 0 0
1,286 1,479 1,517 1,565 1,623 1,686
Current Assets
Inventories 596 780 563 903 1,084 1,300
Trade and other receivables 381 440 558 578 694 832
Cash and equivalents ) 8 146 366 610 838
981 1,227 1,267 1,847 2,387 2,971
Current Liabilities
Trade and other payables 248 290 346 397 477 572
Current income tax liabilities iy 85 40 40 40 40
Borrowings 107 354 148 170 195 224
397 679 534 607 712 836
Non current Liabilities
Borrowings 242 238 184 350 375 320
Deferred tax liabilities 68 92 106 140 140 140
Retirement benefit obligation 51 37 42 42 42 42
361 368 332 532 557 502
Net Assets 1,509 1,659 1,917 2,272 2,71 3,318
Stated Capital 429 429 429 429 429 429
Reserves 1,080 1,230 1,488 1,843 2,312 2,889
Shareholder's Funds 1,509 1,659 1,917 2,272 2,741 3,318
Total Equity 1,509 1,659 1,917 2,272 2,741 3,318

PBT 410 394 490 670 841 1,023
Depreciation / Amortization 106 130 146 278 292 306
Net finance costs 56 84 56 37 45 51
Associate & 6 9 B (3) )
Other 21 1 11

Change in working capital (118) (219) 150 (309) (296) (355)
Cash from Operations 477 396 860 681 879 1,020
Finance costs paid (56) (84) (56) (37) (45) (61)
Income tax paid (69) (93) 91) (167) (210) (266)
Other ) 3 3)

Net Cash from Operations 349 216 710 476 624 703
Net PPE (147) (234) (73) (331) (347) (364)
Purchase of shares in associate 3 (24)

Additions to capital WIP (102) (79) 92

Purchase of shares in rights issue -4.193

Net Cash from Investing (253) (316) (189) (331) (347) (364)
Net Borrowings (137) 76 (109) 222 129 69
Dividends paid (121) (122) (121) (147) (162) (180)
Other (13)

Net Cash from Financing (271) (46) (230) 75 (33) (111)
Net increase in Cash (175) (146) 291 220 244 228

John Keells Stock Brokers (Pvt) Ltd.

130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
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Ceylinco Insurance PLC (CINS)

CINS.N Rs 275.00; CINS.X Rs. 190.00

Financial  Net Income

EPS

EPS Growth PER(x)- PER (x) - Non

BUY

NAV Per Dividend

Year (Rs.mn) L) (Rs.) % Voting Voting ROE % Share HE Yield % L
2004 2,601 385 14.57 4411 18.88 13.04 22.7% 64.27 4.28 0.73% 2.00
2005 3,667 624 23.61 62.06 11.65 8.05 22.4% 105.18 2.61 0.80% 2.20
2006 4,732 819 30.99 31.26 8.87 6.13 23.1% 13417 2.05 0.91% 2.50
2007 5,872 1,011 38.29 23.57 718 4.96 22.5% 170.56 1.61 0.91% 2.50
2008 6,948 485 18.37 (52.02) 14.97 10.34 7.7% 237.84 1.16 0.91% 2.50
2009 5,945 694 26.29 43.10 10.46 7.23 10.1% 260.26 1.06 1.82% 5.00
2010E 6,419 1,040 39.39 49.80 6.98 4.82 14.4% 274.25 1.00 1.82% 5.00
2011E 7,318 1,223 46.29 17.53 5.94 410 15.9% 291.09 0.94 1.82% 5.00
2012E 8,416 1,446 54,74 18.25 5.02 3.47 17.5% 312.34 0.88 1.82% 5.00
2013E 9,722 1,731 65.54 19.72 4.20 2.90 19.4% 337.32 0.82 1.82% 5.00
2014E 11,313 2,097 79.39 21.14 3.46 2.39 21.5% 370.11 0.74 1.82% 5.00
CINS Profile clamp down on discretionary spending
Reuters Code CINS.CM H
. and curtailment of top level staff
Bloomberg Code CINS.SL Ceylinco Insurance PLC has v ) p’ v ‘
Share Price - Voting LKR 27500 | managed to navigate itself through remuneration resulted in considerable
Share Price - Non - Voting LKR 190.00 ; . savings helping the company post
; a tumultuous period from mid 2008 e "
[SIET e (i e healthy earnings in 2009 despite a
Voting 20,000,000 | through 2009 with the company facing o ) -
Non - Voting 6,414,480 traction in the indust id K decline in premium income.
12 mth High/Low - Voting (Rs.) 28000/15200 | Comtraction i theindustry amic wea
Average Daily Volume (Shares) 55059 | €conomic conditions made all the worse Th .
“Voting ; . ) e company continues to charge
{\IAa(ketRCapitaIisation - 5,500 by aloss of reputation on the Ceylinco at least a 10% premium on its policies
olligNIn group stemming from the Golden Key . L.
rket italisation -
Market Capitalisatio ol and continues to report underwriting

Non-Voting Rs. mn
Price Performance (%)
ASPI

CINS

1mth 6 mth 12 mth
6.47 49.86 104.15
10.00 25.00 77.42

CINS VOTING - ADJUSTED PRICE / VOLUME GRAPH
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debacle and the subsequent collapse of
several group companies which shared
its name although not materially linked
to the company.

The company however emerged
as the market leader in both life and
non life businesses despite having lost
3.8% and 5.8% in market share in Life
and Non Life businesses respectively in
2009. Sustained focus on service levels
helped ensure that the decline in market
share was arrested in the 4Q FY09 and
we expect CINS to hold existing market
share if not slightly improve on market
share in the current year.

The company deliberately pulled
back from aggressive advertising in
2009 as the company soon realized
that increased advertising spend
was unlikely to negate the negative
publicity stemming from the Golden
Key collapse. These along with a

profits, indicative of the quality of
insurance it writes as well as its high
service delivery and product innovation
which has successfully commanded
premium pricing in the market over the
years. The company also successfully
managed to retain its core team with
just a handful of mid level employees
leaving the firm.

FY09 witnessed the company
prudently cleaning its balance sheet,
writing down several Ceylinco group
related assets despite some carrying
sound value, ceding to the advice of
auditors. These write offs amounted to
approximately Rs 170mn in addition to
nearly Rs 400mn in write downs in the
4Q_FY08. We are of the opinion that
the company’s balance sheet does not
contain any further assets of significance
related to the former Ceylinco group
that require provisioning. It is likely

This document is published by John Keells Stock Brokers (Pvt.) Limited for the exclusive use of their clients. All information has been compiled from available
documentation and JKSB’s own research material. Whilst all reasonable care has been taken to ensure the accuracy of the contents of this issue, neither JKSB
nor its employees can accept responsibility for any decisions made by investors based on information contained herein.
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CINS NON VOTING - PRICE / VOLUME GRAPH
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that some reversals on provisions may occur going forward although these have not
been factored into our forecasts. Furthermore the company increased its dividend
payout doubling the quantum from the previous year which we expect would be
further enhanced going forward. The former Chairman of CINS at the centre of

the Golden Key debacle did not seek re-election to the Board of the company for
FY10.

The company ended FY09 posting creditable earnings of Rs. 692 mn
after provisions of approximately Rs. 170mn despite a 20% reduction in general
premium and a 9% reduction in life premium. Earnings were boosted by sound
investment income and a significant reduction in operating expense.

General Insurance
Non Life premiums in the sector declined by 2.3% in FY09 on the back of

weak economic conditions in the first half as fighting intensified as the conflict
neared its conclusion. Excessive duties on imports along with surcharges and added
costs to open credit lines for imports coupled with high interest rates resulted in a
drastic drop in new vehicle registrations. With motor insurance accounting for 60%
of total general insurance premiums, the drop in new vehicle registrations had a
severe impact on the general insurance business as a whole.

CINS however incurred a 19.5% drop in general insurance premium income
in FY09 due to the reasons elaborated upon earlier in the report. However the
company has witnessed a significant reversal of lost motor policies in the 1Q_FY10
and we expect the company to record an 11% growth in non life premiums in the
current year. The company is expected to record a claims ratio of 56.80% and an
expense ratio of 43.03% for FY10 amounting to a combined ratio of 99.83% for the
current financial year.

The On-the-Spot claims settlement offering that was largely responsible
for steering the company to market leadership in the sector is now active for all
policies issued in the non life business. This is expected to be further enhanced in
the current year further easing the claims settlement process for the client. The
company is also expected to continue to market new sachet type insurance products
providing niche coverage requiring a lower premium outlay for customers. The
company has over 260 branches and sales booths island wide and is expected to
strengthen distribution further particularly in the North and East in the current
year. The sector is also expected to benefit from a significant duty reduction on
vehicle imports which should spur new vehicle registrations although renewals of
motor insurance premiums will be lower as a result of an anticipated decline in
vehicle prices.

The company’s non life fund currently stands at Rs. 6.05bn with yields
expected to be lower than the previous year due to a decline in yields on treasury
securities and bank securities. The company still holds significant non quoted
investments in sectors such as cement and hydro power as well as real estate
assets which are still reported at cost in the balance sheet which in our opinion
is significantly understated. A shift to fair value accounting with the adoption
of IFRS from end FY11 is expected to give a clearer view on the value of the
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company’s asset base. The solvency ratio in the company’s non life business stood at
2.45 times as at end FY09.

Life Insurance

Current market share in the life business amounts to 31.13% a 2.3% reduction
in absolute terms from end 2008 levels. The company reported a 8.9% reduction in
life premium during FY09 while the industry witnessed a 2.34% contraction. Life
insurance penetration remains low in the country with under 11% of the population
holding a policy at present. The company added 159,000 policies in FY09 down
from 188,483 policies added in FY08.

The company’s mix of life policies are evenly spread between participatory and
non participatory policies. Regulations permit 10% of any surplus on participatory
policies to be passed onto the shareholders each year. The company aims to
increase exposure to non participatory policies with the addition of more riders to
attract increased new business. Much of the growth in new policies is expected to
arise from pension linked policies, in line with demographic trends in the country.
The company’s use of its own sales staff as apposed to insurance agents or brokers
has consistently helped the company report lower lapse ratios than the industry.
We expect the CINS to record life premium growth of 18% in the current financial
year.

The Life fund of the company stood at Rs. 27.75bn as at 31st March 2009
with the solvency ratio for the life business at 8.35 times as at 31st December 2009.
Surpluses in the Life fund and profitability in individual product classes depend on
the quality of the insurance written, and is best ascertained by an actuary. Therefore
any forecast of possible surpluses in the Life Fund and consequent transfers to
the P & L are arbitrary in nature. However for purposes of valuations we have
conservatively assumed a transfer to the Profit and Loss account of approximately
Rs. 520mn in FY10E up by 4% from last year. The lower growth in the surplus
transferred is a result of lower yields anticipated on fixed income securities
following the sharp decline in interest rates.

Global Presence

CINS has continued to strengthened its position as a regional player
expanding into countries such as Nepal, Bangladesh, Mauritius, Maldives and
Middle East through joint ventures and strategic alliances earning income via
patented products, management fees and revenue/profit sharing agreements;
although not significant at present. CINS also operates a registered insurance
company in Maldives which has recorded robust growth over the last 2 years.

Earnings and Valuations

CINS has seen continuous growth in its bottom line with earnings for 2008
and 2009 suppressed by one off provisioning on group related assets and prudent
deferred tax provisions.

CINS has undertaken investments in unquoted entities in the cement, mini
hydro power sector as well as significant real estate assets. We expect CINS to post
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Rs. 1.04bn in earnings for FY2010E, representing a growth of 49.8% from 2009
equating to a fully diluted EPS of Rs. 39.39.

The voting share, at a price of Rs. 275.00 trades at a PE of 6.98x FY2010E
earnings. The voting counter trades at a discount of 17.6% to the sector. The NAV
per share stood at Rs. 265.89 as per the latest financials in 1Q2010, which we
believe to be understated given that many investments in property and non quoted
securities are reported at cost. Given the potential growth opportunities available
to CINS particularly with increased new business from the North and East, we
believe that the counter is heavily undervalued. We recommend BUY.

Income Statement 2002 2003 2004 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E
gg;ttlbeeggﬁ:bzr:ded Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn Rs.Mn
Non Life 2,607 3,721 5581 8,033 9561 10,351 11,287 9,081 10,125 11,752 13,757 16,103
Life 2,360 3,043 3961 4,794 5718 6847 8257 7,522 8880 10,080 11,781 13,778
4967 6,764 9542 12,827 15279 17,198 19,545 16,604 19,005 21,832 25538 29,881

Reinsurance Premium (705 (760) (925 (1,433) (2,289) (2,351) (3,229) (2,255) (2,421) (2,806) (3,285) (3,845)
Net Written Premium 4262 6,004 8617 11,394 12990 14,847 16,316 14,348 16,584 19,025 22,253 26,036
Increase in Unearned Premium (351)  (621)  (907) (1,023)  (463)  (426) (279) 755  (250)  (538)  (629)  (737)
Net Earned Premium 3911 5484 7,710 10,372 12527 14,420 16,038 15,103 16,334 18,488 21,624 25299
Investment and other Income 1,007 1,225 1,082 1,362 1,686 2,144 4061 4349 4,738 5090 5877 6,794
Total Revenue 4919 6,709 8,792 11,733 14,213 16,564 20,099 19,452 21,072 23,578 27,501 32,093
Benefits Losses & Expenses (3,380) (4,758) (6,191) (8,066) (9,481) (10,692) (13,151) (13,507) (14,653) (16,260) (19,085) (22,371)
Operating Income 1,539 1,951 2601 3,667 4,732 5872 6,948 5945 6419 7,318 8416 9,722
Staff Expenses (27) (7200  (920) (1,213) (1,554) (1,920) (2,299) (1,951) (2,024) (2,294) (2,626) (3,020)
Operating Expenses @18)  (577)  (803) (1,133) (1,456) (1,781) (2,259) (1,908) (1,932) (2,169) (2,494) (2,868)
Selling Expenses (221) (2290  (317)  (450) (668)  (702)  (843)  (709) (7390  (840)  (963) (1,107)
Depreciation (79 (101) (126) (180)  (273) (294)  (364)  (362)  (362)  (384)  (413)  (448)
Other Expenses (54) (50) (16) (27) (31) @rn (441 (65) (66) (75) (83) (95)
Amortization of Negative Goodwill 27) 4 1 - - = - - = = =
(1,326) (1,674) (2,182) (3,004) (3,882) (4,745) (6,205) (4,995) (5,124) (5,763) (6,580) (7,538)

Profit from Operations 213 276 419 664 850 1,127 743 950 1,295 1,555 1,836 2,184
Finance Cost - 33) (34) 47) (36) 82 (100) (94) (39) @) (44) @7
Income from Associates - 24 3) 7 13 3) 11 26 - - - -
Profit before taxation 213 266 383 624 826 1,042 655 883 1,256 1,514 1,792 2,136
Income Tax Expenses 0 0) M - - (300 (169)  (188)  (216)  (291)  (346)  (405)
Profit After Taxation 213 266 382 624 826 1,011 485 694 1,040 1,223 1,446 1,731
Minority Interest 0 1 3 0) 8) - - - - - - -

Net Profit for the year 213 267 385 624 819 1,011 485 694 1,040 1,223 1,446 1,731
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Assets

Investments 8,476 9,158 11,110 14,593 16,261 18,941 24,175 26,783 31,058 35,089 40,684 47,241
Intangible Assets 106 90 154 135 135 135 135 135
Property Plant and Equipment 1,737 1868 2,313 3289 3992 5359 6,195 6,184 6,461 6,728 7,010 7,306
Other Assets 1667 1886 4,362 4,256 6,353 7,976 9,583 10,357 12,088 14,046 16,615 19,628
Total Assets 11,880 12,912 17,786 22,138 26,712 32,367 40,107 43,458 49,742 55,998 64,444 74,311
Liabilities

Insurance Provision - Life 6,871 8,676 10,045 11,900 13,897 16,835 21,301 26,450 31,224 35443 41,425 48,444
Unit Linked Fund 18 70 101 103 105 107 109 111
Insurance Provision - Non Life 1,008 1599 4375 3841 5476 6,012 6,230 6,077 6,766 7,813 9,094 10,587
Other Liabilities 2886 1,281 1656 3600 3,740 4905 6,155 3,869 4,302 4,827 5425 6,092
Total Liabilities 10,765 11,556 16,076 19,340 23,132 27,822 33,787 36,498 42,397 48,190 56,053 65,234
Equity

Stated Capital 166 166 200 200 200 202 1325 1325 1,325 1325 1325 1,325
Share Premium 14 14 - 2 2 - - - - - - -
Revaluation Reserve 81 81 81 579 579 574 829 829 829 829 829 829
Tsunami Relief Reserve - - 550 = = = = = = = = =
Reserves 852 1,085 867 1,997 2,763 3,729 4,129 4,721 5091 5536 6,097 6,757
Total Capital and Reserves 1,112 1,346 1,698 2,778 3544 4505 6,282 6,875 7,244 7,689 8,250 8,910
Minority Interest 3 10 12 19 36 40 38 86 101 119 141 166
Total Equity and Liabilities 11,880 12,912 17,786 22,138 26,712 32,367 40,107 43,458 49,742 55,998 64,444 74,311

John Keells Stock Brokers (Pvt) Ltd.

130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
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Sampath Bank PLC (SAMP)

Rs 333.00

Financial Year Net Income

(Dec) (Rs. mn)
2005 4,932
2006 6,632
2007 7,554
2008 9,567
*2009 12,088
2010E 12,504
2011E 14,787
2012E 17,346
2013E 20,766

NPAT (Rs. EPS

mn) (Rs.)
854 11.28
1,072 1415
1,145 15.11
1,495 19.73
2,072 27.35
2,292 30.25
2,650 34.96
3,397 44.82
4,240 55.96

BUY

Dividend

EPS Growth %  PER (x) P/BV Yield % DPS Rs. NAV / Share ROE
24.51 29.53 4.21 0.6% 2.00 79.1 14%
25.46 23.54 3.63 0.8% 2.50 91.7 15%

6.81 22.04 2.64 0.9% 3.00 126.0 12%
30.56 16.88 2.33 1.2% 4.00 142.8 14%
38.65 12.18 2.00 1.8% 6.00 166.4 16%
10.59 11.01 1.69 1.9% 6.25 196.7 15%
15.60 9.52 1.44 1.9% 6.25 231.6 15%
28.20 7.43 1.20 1.9% 6.25 276.5 16%
24.84 9199 1.00 1.9% 6.25 332.4 17%

* Earnings including exceptional items (Exceptional gains from a 9.3% sale in associate LankaBangla Finance Ltd and one off write off on a decline in investments, deferred tax provision and
increased contribuition toward staff retitrement benefits following a change in accounting policy)

SAMP

Reuters Code

Bloomberg Code

Share Price LKR

Issued Share Capital (Shares)
Voting

12 mth High/Low (Rs.)
Market Capitalisation (Rs.mn)
Average Daily Volume (Shares)
Price Performance (%)

ASPI

SAMP

1 mth
0.21
(4.45)

* Adjusted for bonus and rights issues

SAMP ADJUSTED PRICE - VOLUME GRAPH

SAMP.CM
SAMP.SL
333.00
75,776,390
294.00/84.00
25,234
110,060

6 mth 12 mth
28.20 90.67
64.85 246.88

Volume
r 4,500,000

r 4,000,000

r 3,500,000

r 3,000,000

r 2,500,000

r 2,000,000

r 1,500,000

r 1,000,000

r 500,000

Profile

SAMP is the third largest private
bank in the country with a 7.3% share
of LCB assets and a branch network of
139 centres across the island. SAMP
has a 100% stake in both Sampath
Surakum Ltd, a Primary Dealer in
Government Securities, and Sampath
Leasing and Factoring Ltd. In addition
the bank has a 51% stake in S.C
Securities (Pvt) Ltd, a mid sized share
broking company. The bank also had a
22.86% stake in Lankabangla Finance
Ltd, a listed finance company in
Bangladesh also engaged in merchant
banking, credit cards as well as owning
a highly profitable stock broking
subsidiary which has been the market
leader for the last three consecutive
years. The bank disposed part of its
stake given the high prices commanded
by the share at the Dhaka Stock
Exchange in FY09. The unrealized
capital gain for SAMP on its present
holding of 13.55% of this investment at
current market prices is Rs. 4.96bn.

A change in senior management
announced in late 2008 included the
appointment of Mr. Harris Premaratne
as CEO and Mr. Ranjith Samaranayake
as CFO, two senior bankers that retired
from Commercial Bank of Ceylon as

Senior Deputy General Managers who
played an integral role in the aggressive
growth of Commercial Bank of Ceylon
over the last two decades

Financial Performance

The bank posted healthy earnings
growth of 38.6% for FY(9 assisted by
wider net interest margins stemming
from a favourable rate variance,
improved recoveries in the 2H of FY09

and encouraging asset growth witnessed

in the 4Q.

The bank also reported
exceptional gains estimated to be
Rs. 1.57bn from a sale of 9.31% of
LankaBangla Finance Ltd which set
off a Rs. 917mn write down in value
of investments of a foreign bond
transaction. In addition a one time
deferred taxation provision of Rs.
200mn and a increase in expense on
staff retirement benefits on account of
a change in accounting policy impacted

earnings negatively in FY09.

The total provision made on a
fall in value of investment relating to
a foreign bond transaction totals Rs.
1.36bn fully provided for over FY08 and
FY 09. We believe a substantial portion

This document is published by John Keells Stock Brokers (Pvt.) Limited for the exclusive use of their clients. All information has been compiled from available
documentation and JKSB’s own research material. Whilst all reasonable care has been taken to ensure the accuracy of the contents of this issue, neither JKSB
nor its employees can accept responsibility for any decisions made by investors based on information contained herein.
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of this would be recovered and written back into the bank’s income statement
although not factored into our forecasts.

Despite a modest 2.4% growth in net loans and advances in FY09 in a year
when the industry witnessed a modest contraction in credit growth the bank was
able to post net interest income growth of 19.3% helped by actively re-pricing
liabilities ahead of a steady downward revision in lending rates in FY09.

Foreign exchange income recorded a 19.7% increase in FY09 while other
income usually driven by trade finance income was flat except for the capital gains
from the sale of shares in LankaBangla Finance Ltd which pushed other income up

by 48.4%

Non performing loans for the year end in absolute terms were just 0.2%
higher in FY09 than the previous year following healthy recoveries in the 2H
while the gross NPL and net NPL ratio for the year end was 7.63% and 2.79%
respectively from a peak of 9.84% and 4.81% respectively in June ’09.

Loan Growth and Asset Quality

The bank has consistently reflected sound asset quality, while recording
steady loan growth in line with the sector. Much of the recent growth in advances
over recent years has arisen from personal retail loans, pawning, leasing and
housing loans, in line with the trend seen in the sector. Corporate loans account for
approximately 60% of its loan book with consumer and SME loans accounting for
approximately 30% and 10% respectively.

The banks loan book has however witnessed some stress in the current year
with NPL’s rising to 7.63% in FY09. Provision cover however should hold steady
at 65% for FY09. It is our expectation that with the change in management,
credit risk assessment and monitoring processes will improve in the bank and
NPLs will decline incrementally over the next 2 — 3 years. A re-organization of
the bank’s credit granting and loan recovery mechanisms is already well underway
with improvement already beginning to show. The centre has been strengthened
with more specialised expertise in credit evaluation and has assumed greater
responsibility for loan disbursement, while branches have been given greater
responsibility for monitoring, follow up and recoveries.

Growth in the banks loan book was just 3.2% in FY09 as expected given the
high interest rate environment and weak economic conditions stemming from
sustained high inflation which has since fallen sharply over the last 9 months.
Private sector credit growth was slower than anticipated in the 1H of FY10 as
businesses held back on borrowings till elections and the interim budget was
presented. We anticipate loan growth of 14% in FY10 and 24% 2011 onwards as
the bank pursues aggressive expansion and the wider economy begins to reap the
benefits of a post war era.

The bank is expected to open 40 new branches in FY10 and an additional 40
branches in FY11 as the bank seeks to be on par with the larger two private banks
HNB and COMB. The total outlay on this expansion is expected to amount to Rs.
500mn for FY10. The bank has however made it clear that its expansion initiative
would not come at the expense of credit quality and compromising on proper credit
risk evaluation which is now controlled at the centre.
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The bank has also seen significant growth in its pawning business which has
a zero risk weighting for capital adequacy purposes, assisted by a decline in interest
rates on pawning and an increase in Gold prices. Pawning now accounts for
approximately 13% of the banks loan book at present.

Funding and Capital

Low cost saving and current deposits account for 41% of the banks deposit
base, with total customer deposits growing at a CAGR of 20.1% over the last
five years assisted by steady branch expansion from 63 branches in 2003 to 139 at
present. The bank has also successfully rolled out a series of innovative low cost
deposit products which have resulted in an increase in savings deposits in the banks
deposit mix. Deposit growth for FY09 was 17% and is expected to gather pace
over the next few years to approximately 20% yoy post 2010 assisted by branch
expansion.

The group’s Tier 1 and Total Capital Adequacy Ratio stood at 10.64% and
13.87% respectively as at 31st December 2009, above statutory requirements of 5%
and 10% respectively.

The bank does have real estate and quoted investments with significant
unrealized gains that is expected to shore up its capital base as the bank pursues
loan book expansion outpacing the sector average. Given the significant unrealized
gains the bank can access, it is our view that the bank is currently not in any urgent
requirement of a capital infusion.

Net Interest Income

Net interest margins increased marginally to 5.6% in FY09 as liabilities were
revised downwards ahead of a downward revision in lending rates sparked by a
sharp decline in treasury yields earlier in the year. The bank continues to show
improvements in its management of net interest margins with a narrower maturity
mismatch and effective management of its asset and deposit mix. The favourable
volume variance will result in positive net interest income growth of 9.8% in FY10
while increased loan growth in the next few years is expected to result in steady
growth in net interest income. Net interest margins for the bank are expected to
range between 4.9% - 5.0% over the next few years.

Non Interest Income
SAMP has consistently pioneered the adoption of technology into banking

services among local banks since its inception in 1987. These value added services
along with other non-interest income revenue streams such as foreign exchange
and trade finance income is expected see non-interest income continue to account
for approximately a third of the banks’ net income. Recurring non interest income
is expected to grow at approximately 23% year on year going forward with a pick up
in trade finance activity in the current year, particularly following the reduction of
import duties announced on 1st June FY10.
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Ratio Analysis

Price / Book Value

EPS

PER

EPS Growth

DVD YLD

ROE

ROAE

ROAA

NIM

Fee Income / Operating Income
Cost / Income

Cost / Income (Excl VAT)
Cost / Average Assets
Tier 1

Total Capital Adequacy
Loan Growth

Asset Growth

RWA Growth

Loan/ Deposits

Loan / Assets

Deposit / Liabilities
Equity / Assets

NPL Ratio

NPL Coverage

2005
4.21
11.3
29.5

24.5%
0.6%
14.3%
16.7%
1.1%
4.6%
32%
71.2%
65.0%
4.69%
10.14%
13.53%
28.4%
25.4%
30%
88.5%
64.5%
78.7%
6.9%
6.19%
82.4%

Operating Expenses

The banks’ cost to income ratio was significantly lower this year given the high
exceptional gains on share sales, however the cost to income ratio on recurring net
income and expenses still remains in line with the sector average but higher than
other established peers such as COMB and NDB. The decline in cost to income is
however commendable given the fact that the bank opened 19 new branches, more
than any other bank in the country, without adding significant numbers to its staff
cadre. With 80 new branches to be opened in the next two years we anticipate a
sharper rise in personnel and establishment expenses. The bank has also undertaken
to renovate selected branches as part of its efforts to improve its offering to
customers.

Valuations

The sector would also benefit if the existing 20% VAT on financial services is
phased out over the next few years as per representations made by the sector to the
government. This would curtail current excessive effective tax rates in the banking
sector amounting to 55% - 60%, permitting capital accumulation in banking to fund
future assets growth.

The company announced on the 28th of June 2010, a stock dividend equivalent
to 1 for 120.7 shares which would be followed by a share split resulting in two shares
for every one currently held, subject to shareholder approval.

The counter currently trades at a PER of 11.01x FY10 earnings and a P/BV of
1.91x 31st March 2010 at a market price of Rs. 333/-. The counter trades at a 11.7%
discount to the sector and a 23.95% discount to market. Given the banks aggressive
growth plans, and its strengthened senior management; we believe the counter
should trade at a significant premium to sector. We recommend BUY.

2006 2007 2008 2009 2010E 2011E 2012E 2013E
3.63 2.64 2.33 2.00 1.69 1.44 1.20 1.00
141 15.1 19.7 27.3 30.2 35.0 44.8 56.0
235 22.0 16.9 122 1.0 9.5 7.4 6.0

25.5% 6.8% 30.6% 38.6% 10.6% 15.6% 28.2% 24.8%
0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

15.4% 12.0% 13.8% 16.4% 15.4% 15.1% 16.2% 16.8%
16.6% 13.9% 14.7% 17.7% 16.7% 16.3% 17.6% 18.4%

1.1% 1.0% 1.1% 1.5% 1.4% 1.4% 1.5% 1.6%
4.5% 4.5% 5.1% 5.6% 4.9% 4.7% 4.7% 4.7%
37% 34% 31% 35% 34% 36% 37% 39%

64.5% 70.1% 72.7% 68.2% 67.3% 68.0% 65.4% 64.1%
55.3% 61.9% 62.6% 45.9% 53.2% 53.0% 52.9% 51.2%
4.45% 4.44% 5.29% 5.82% 5.21% 5.31% 5.12% 5.15%
8.38% 7.58% 8.10% 10.40%

10.82% 11.58% 11.95% 13.45%

29.7% 23.4% 1.6% 2.4% 14.0% 23.9% 22.0% 22.0%
30.1% 21.2% 3.1% 11.1% 17.9% 17.3% 16.7% 17.3%
45% 23% 7% 1% 18% 17% 17% 17%

90.6% 91.4% 85.9% 74.9% 721% 75.1% 77.9% 80.5%
64.3% 65.5% 64.5% 59.5% 57.5% 60.8% 63.5% 66.1%
75.8% 77.2% 81.4% 86.4% 86.8% 88.0% 88.9% 89.6%

6.1% 6.9% 7.6% 8.0% 8.0% 8.0% 8.2% 8.4%
5.52% 7.03% 8.00% 7.63% 7.00% 6.00% 5.00% 4.25%
82.3% 63.6% 66.5% 63.4% 67.5% 70.0% 71.0% 72.0%



John Keells Stock Brokers (Pvt) Limited | Market Strategy | 51

Income Statement 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E
For the Year Ended 31st December Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn
Income 9,135 12,934 18,081 23,069 25,560 24,002 27,864 32,637 39,180
Foreign exchange profit 192 646 505 647 774 961 1,182 1,418 1,773
Fee and commisison income 829 1,107 1,211 1,355 1,515 1,818 2,327 2,792 3,491
Other Income 538 677 839 963 1,926 1,463 1,851 2,213 2,754
4,932 6,632 7,554 9,567 12,088 12,504 14,787 17,346 20,766
N.S.L
Net Income 4,932 6,632 7,554 9,567 12,088 12,504 14,787 17,346 20,766
Less Operating Expenses
Personnel Costs 1,037 1,286 1,472 2,018 2,255 2,875 3,594 4,169 4,836
Premises and Equipment expenses 907 1,101 1,328 1,666 1,773 2,128 2,554 3,013 3,556
Loan losses and Provisions 622 493 960 846 389 334 di3 173 297
Other Overhead expenses 824 1,252 1,367 2,243 3,357 2,732 3,006 3,547 4114
Total Expenses (3,511) (4,276) (5,298) (6,961) (8,243) (8,420)  (10,051)  (11,345)  (13,312)
Profit from Operations 1,421 2,357 2,256 2,607 3,845 4,084 4,736 6,001 7,454
Add: Share of PBT of Assoc. 18 38 128 181 160 = = = =
Profit before Tax 1,432 2,395 2,384 2,787 4,005 4,084 4,736 6,001 7,454
Less: Provision for Taxation 503 1,261 1,182 1,262 1,921 1,780 2,071 2,586 3,190
Profit after taxation 929 1,134 1,202 1,525 2,084 2,304 2,664 3,415 4,264
Less: Minority Interest 74 62 57 30 11 13 15 19 23

Net profit for the year 854 1,072 1,145 1,495 2,072 2,292 2,650 3,397 4,240
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ASSETS
Cash and short-term funds 5,848 8,820 9,108 6,924 3,403 4,035 4,787 5,680 6,743
Balances with Central Banks 5,671 6,719 7,698 6,879 7,398 12,206 14,647 10,253 9,228
Government Treasury Bills and Bonds 229 12,172 13,658 20,741 34,730 37,334 38,081 41127 43,595
Sec.purchased under re-sale agreements 356 301 14 3 2,677 2,944 3,239 3,563 3,919
Dealing Securities 4,671 4,165 4,275 1,224 276 304 334 368 404
Investment securities 9,612 2,888 4,410 5,397 7,451 9,314 11,643 14,554 18,192
Bills of Exchange 2,557 2,390 2,772 2,658 2,875 3,277 4,064 4,958 6,049
Loans and Advances 50,092 63,446 78,467 81,429 86,102 98,157 121,714 148,491 181,159
Lease receivable within one year 1,559 2,368 3,020 3,173 2,402 2,738 3,395 4142 5,054
Lease receiveable from one to five years 2,253 5,025 6,093 4,556 2,625 2,992 3,591 4,345 5,300
82,847 108,294 129,614 132,983 149,938 173,302 205,494 237,480 279,643
Investment in Assoc. 407 445 300 364 - - - - -
Interest and Fees receivables 1,291 1,442 1,750 2,325 1,854 2,133 2,452 2,820 3,243
Other Assets 760 995 1,712 1,834 1,395 4,873 3,017 6,415 7,125
Property, Plant and Equipment 2,194 2,695 4,445 4,646 4,732 5915 7,393 8,133 8,946
TOTAL ASSETS 87,511 113,884 137,984 142,279 158,002 186,235 218,370 254,861 298,970
Financed By :
Deposits form customers 63,786 80,787 98,864 106,892 1255573 148,687 176,737 207,821 245,303
Dividends Payable 44 18 23 32 30 69 69 69 69
Borrowings 4,184 10,248 15,573 10,743 6,362 6,680 7,014 7,365 7,733
Sec. sold under repurchase agreements 6,335 7,004 2,687 2,440 2,887 3,032 3,183 3,343 3,510
Other Liabilties 3,743 4,656 5,365 5,782 6,278 6,842 7,458 8,130 8,861
Tax Payable 235 733 632 669 584 1,921 1,780 2,071 2,586
Deferred Taxation 210 384 444 269 479 503 528 554 582
Debentures 2,491 2,734 4,433 4,514 3,102 3,506 3,962 4,477 5,058
81,028 106,565 128,022 131,339 145295 171,240 200,731 233,830 273,702
Minority Interest 488 373 413 120 95 90 86 82 78
Share Capital 689 1,582 1,582 1,582 1,582 1,582 1,582 1,582 1,582
Statutory Reserve Fund 286 338 391 422 471 471 471 471 471
Reserves 5,020 5,027 7,577 8,816 10,559 12,851 15,500 18,897 23,137
Shareholders Funds 5,995 6,947 9,549 10,820 12,612 14,904 17,553 20,950 25,190

87,511 113,884 137,984 142,279 158,002 186,235 218,370 254,861 298,970

John Keells Stock Brokers (Pvt) Ltd.

130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
Company No. PV 89
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Commercial Bank of Ceylon PLC (COMB)

Rs 179.00

BUY

. . PAT, MI & -
Financial  NetIncome NPAT (Rs. . EPS EPS Growth Dividend
Year (Dec) (Rs.mn) mn) P(I;:; IIJ'::I)d (Rs) % PER (x) P/BV Yield % DPSRs.  NAV/Share ROE
2005 8,769 2,360 2,128 5.65 42.32 31.67 4.22 2.5% 4.50 42.4 13%
2006 11,473 2,951 2,718 7.22 27.73 24.79 4.21 2.8% 5.00 425 17%
2007 16,273 4,152 4,037 10.72 48.52 16.69 2.77 3.9% 7.00 64.7 17%
2008 19,642 4,120 4,119 10.94 2.04 16.36 2.57 3.9% 7.00 69.7 16%
2009 18,812 4,193 4,192 1114 1.77 16.07 2.35 3.9% 7.00 76.3 15%
2010E 22,096 4,993 4,988 13.25 19.00 13.51 2.00 3.9% 7.00 89.6 15%
2011E 25,783 5,784 5,778 15.35 15.83 11.66 1.71 3.9% 7.00 104.9 15%
2012E 30,735 6,976 6,969 18.51 20.61 9.67 1.45 3.9% 7.00 123.4 15%
2013E 36,699 8,291 8,283 22.00 18.86 8.13 1.23 3.9% 7.00 145.4 15%
COMB Profile recorded zero NPL’s in the first 5 years
Reuters Code COMB.CM £ .
. of operations.
Bloomberg Code COMB.SL Commercial Bank of Ceylon PLC P
Share Price LKR 179.00 | (COMB) remains Sri Lanka’s leadin .
Issued Share Capital (Shares) ( vat ) cor bank i f g COMB being the largest local
LT 362,242,689 | Private sector ban ’accoun g tor private bank in the country with 8
Non Voting 24,181,195 | 13% of the country’s LCB assets and branches in the North E .
12 mth High/Low (Rs.) - Voting 194.75/85.47 | J.0 oo o 3 has eained a reputation ranches in the INorth [Last region 1s
Average Daily Volume 390 664 P . & P well positioned to reap the benefits
(Voting Shares) : of being one of the best managed £ the anticipated b ) .
Market Capitalisation (Voting) Rs. mn 63,051 0 ¢ anticipated boom 1n €conomic

Price Performance (%)
ASPI
COMB (Voting)

1mth 6mth 12 mth
0.21 28.20 90.67
(4.11) 35.78 106.53

* Adjusted for bonus and rights issues
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banks in the country. The bank having
historically started as a corporate bank
with established relationships with
large firms and trading establishments
is now reaping the benefits of its
decision to go nationwide in the 1980’s.
Approximately 44% of the banks
lending portfolio in Sri Lanka arises
from the corporate sector while the
growing retail and SME segment now
accounts for 56% of advances. The bank
operates 184 branches in Sri Lanka
along with 333 ATM machines across
the island with total assets of the bank
currently amounting to Rs. 322bn.

COMB has also successfully
established a presence in Bangladesh
following the acquisition of the
Bangladesh branch of Credit Agricole
Indosuez in 2003. The bank has since
expanded its network to 9 banking
centres with a predominant corporate
lending portfolio with assets accounting
for 8.3% of COMBES’ total assets
and 6.54% of gross income in the
group. The quality of its loan book in
Bangladesh is reflected in the fact that it

activity in the country following the
end of the 3 decade long conflict. The
central bank announced that approvals
have been granted for the opening

of 67 new branches in the Northern
Province alone in the 3 weeks that
followed the end of the conflict in mid
May, in comparison to 136 branches
opened across the entire country
during the whole of last year. This is
indicative of the untapped potential
for the Banking sector given the
unprecedented scope for development
and growth in investment in the
country across all sectors in a post war
era, not withstanding the immediate
investments required in reconstruction
and infrastructure development in the
North and East provinces.

Financial Performance

The past 18 months prior to
the end of the war in May 2009 has
been a challenge for the banking
sector which witnessed a high interest
rate environment, high inflation and

This document is published by John Keells Stock Brokers (Pvt.) Limited for the exclusive use of their clients. All information has been compiled from available
documentation and JKSB’s own research material. Whilst all reasonable care has been taken to ensure the accuracy of the contents of this issue, neither JKSB
nor its employees can accept responsibility for any decisions made by investors based on information contained herein.
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weakening economic conditions as the war intensified resulting in a reduction

in new business volumes and a contraction of its lending portfolio as seen across
the sector. The bank nevertheless posted group earnings of Rs. 4.19bn in FY09
marginally up from Rs. 4.12bn in FY08 which included a capital gain of Rs.
405.5mn on its sale of a 30% stake it had in Commercial Leasing CO. PLC as
well as a charge of Rs. 692.16mn to its income statement on account of oil hedging
contracts for which it is yet to receive payment

The group ROAA stood at 1.4% for FY09 while ROAE for the group was
15.3%. We do anticipate a reversal on the provisions made against the oil hedging
contracts in mid FY10 although we have not factored this into our forecasts.

Net interest income for the bank declined marginally as the bank’s loan book
contracted and net interest margins declined on an adverse volume variance. Non
interest income increased by 5.4% for FY09 on the back of foreign exchange gains
earlier in the year and a pick up on fees and commission income stemming from
trade finance activities in the last quarter. Gross NPL’s that peaked at 8.85% in
June ’09 declined to 6.84% by the year end.

Loan Growth and Asset Quality

Asset growth in the bank has recorded a 20.07% CAGR over the last five
years prior to FY09 while its loan book has grown at a CAGR of 22.10% over
the same period marginally above a 21.35% CAGR witnessed in the Sri Lankan
banking sector over the same period. Asset growth in FY09 was 14.6% while the
bank registered negative loan growth of 4.70% for the year with much of deposits
invested in government securities in the last year as demand for credit dried up.

The banking sector did however witness signs of credit demand picking up in the
4Q_of FY09.

The bank’s personal banking division now accounts for 56% of total advances
with the bank evolving from being an almost exclusive corporate lender in the
1980’s. The banks retail lending portfolio consists mainly of consumption and
housing loans while the banks corporate loan portfolio is spread across key growth
sectors of the economy without any significant over exposure in any segment.

We expect loan book growth of 14.8% in FY10 increasing incrementally to
24.5% by 2013 which is similar to asset growth rates witnessed during the 2002 —
2005 ceasefire period.

The bank anticipates giving greater focus toward the high yield SME and
micro enterprise sector in the medium term while also commencing activities in
the pawning business in 2008 which is zero rated for capital adequacy purposes.
We expect the bank’s NPL ratio to decline to 6.5% in FY10 and provision cover to
improve significantly going forward.

Funding and Capital
Deposit growth for the bank has grown at a CAGR of 21.63% over the last

5 years. Low cost current and savings deposits which accounted for 53% of the
banks deposit base in 2006 declined to 45% in 2008 as rising interest rates resulted
in a migration from savings and current deposits to high cost time deposits. Low
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cost deposits currently account for 48% of the bank’s deposit base with savings and
demand deposits accounting for 39.7% and 8.3% of total deposits respectively.

The bank however continues to have a superior low cost deposit to total
deposit ratio in comparison to other private commercial banks. A healthy surplus
of low cost retail deposits over retail lending continues to help fund the banks
corporate lending portfolio having a positive impact on cumulative interest
margins.

The bank has a portfolio of longstanding branded savings products targeted at
children, teens, seniors as well as working professionals which have helped the bank
to cultivate its strong retail deposit base. The bank does have 8 branches in the
North and East provinces and is expected to increase its presence in these regions
giving a further boost to its savings deposit base.

The banks Tier 1 and Total capital adequacy ratios currently stand at 11.68%
and 13.64% respectively as at 31st March 2010. The bank has always successfully
attracted funds via attractively priced rights issues over the years during periods
when asset growth consistently exceeded ROE of the bank. Furthermore the bank
has regularly raised finds via subordinated debt for Tier 2 capital. The banks capital
adequacy is presently well above minimum requirements of 5% and 10% for Tier 1
and Total capital respectively.

Net Interest Income

The sharp decline in yields on government securities has enabled banks to
re-price its liabilities enabling banks to offset the negative impact on net interest
margins caused by the adverse volume variance in the sector. One year treasury bills
have fallen from 19.12% in early FYO08 to a current rate of 9.47% which has spurred
a downward revision on deposit rates. Commercial lending rates have also declined
with prime lending rates at 10.52%.

Low interest rates offered by state banks to certain sectors will create added
competitive pressures; however a time lag in re-pricing liabilities ahead of assets
should ensure the bank retains margins. A high budget deficit and an up tick in
inflation is expected to result in a 150bps increase in prime lending rates in the
current year with net interest margins expected to range between 4.3% to 4.5% over
the next two years . The resilience of the banks margin’s should continue given its
active promotion of its low cost savings deposits as well as its increased exposure to
retail lending.

Non Interest Income

Non interest income has consistently accounted for one third of total net
income of the bank over the last 5 years and is expected to continue to do so over
the next few years on the back of foreign gains and fees and commissions from
trade finance activities. The bank has aggressively pursued channeling the flow
of worker remittances into the country and it has increased its share of inward
remittances to 13% from 9% in 2007. Remittance houses established in Europe and
the Far East as well as expansion of activities in the Middle East under the brand

‘Commex’ is expected to contribute to further gains on foreign exchange income.
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Operating Expenses

COMB continues to record one of the lowest cost to income ratios among
the local banks. Scale benefits from its size as well as constant re-engineering and
rationalization of internal processes with the increased adoption of technology
in its processes is expected to continue to register an incremental decline in costs
going forward. The cost to income ratio in 2009 was higher as expected largely as a
function of lower net interest income as apposed to a sharp rise in operating costs.

Valuations

The sector would also benefit considerably from the phasing out of
the existing 20% VAT on financial services over the next few years as per
representations made by the sector to the government. This would curtail current
excessive effective tax rates in the banking sector amounting to 55% - 60%,
permitting capital accumulation in banks to fund future loan growth and increase
credit penetration in the country.

Earnings growth forecasts of 19% in FY10 correspond to a PER of 13.51x
at Rs. 179.00. The counter trades at a P/BV 2.25x the NAV as of 31st March
2010. The counter trades at a 8% premium to the sector. Given that the bank
has consistently exhibited sound fundamentals and is well positioned to further
consolidate its market position in Sri Lanka while having strong medium to long
term prospects in the region, it is our view that the counter ought to continue to
trade at a premium to the sector. We recommend BUY.

COMB 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E
Price / Book Value 4.2 4.2 2.8 2.6 2.3 2.0 1.7 1.5 1.2
EPS 5.7 7.2 10.7 10.9 11.1 13.3 15.3 18.5 22.0
PER 31.7 24.8 16.7 16.4 16.1 135 1.7 9.7 8.1
EPS Growth 42.3% 27.7% 48.5% 2.0% 1.8% 19.0% 15.8% 20.6% 18.9%
DVD YLD 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4%
ROE 13.3% 17.0% 16.6% 15.7% 14.6% 14.8% 14.6% 15.0% 15.1%
ROAE 14.2% 17.0% 20.0% 16.3% 15.3% 16.0% 15.8% 16.2% 16.4%
ROAA 1.3% 1.3% 1.6% 1.5% 1.4% 1.5% 1.5% 1.6% 1.6%
NIM 3.6% 3.7% 4.6% 5.0% 4.30% 4.31% 4.3% 4.3% 4.4%
Fee Income / Operating Income 33% 36% 29% 34% 34% 36% 37% 38% 38%
Cost / Income 54.6% 50.4% 47.5% 50.7% 61.0% 59.2% 58.7% 57.6% 56.3%
Cost / Income (Excl VAT) 47.4% 41.9% 38.0% 40.0% 48.9% 47.4% 47.0% 46.0% 451%
Cost / Average Assets 2.97% 2.86% 3.14% 3.62% 3.80% 3.83% 3.94% 4.00% 3.99%
Tier 1 9.68% 7.62% 10.00% 10.55% 11.92

Loan Growth 30.9% 26.8% 15.8% 3.5% -7.0% 12.1% 22.3% 23.4% 24.5%
Asset Growth 27.0% 24.4% 19.8% 4.9% 14.6% 11.6% 13.6% 16.3% 17.9%
RWA Growth 29% 33% 21% 5% 15% 12% 14% 16% 18%
Loan/ Deposits 93.1% 95.5% 95.1% 90.2% 71.4% 71.8% 77.2% 81.2% 84.8%
Loan / Assets 65.9% 67.1% 64.9% 64.0% 52.0% 52.2% 56.2% 59.7% 63.0%
Deposist / Liabilities 77.6% 75.7% 75.0% 78.3% 79.9% 80.3% 80.6% 81.4% 82.3%
Equity / Assets 8.9% 71% 9.1% 9.3% 8.9% 9.4% 9.7% 9.8% 9.8%
NPL Ratio 3.43% 2.79% 3.02% 5.33% 6.86% 6.00% 5.50% 5.00% 4.60%
NPL Coverage 53.9% 60.4% 67.5% 51.5% 44.0% 62.5% 65.0% 70.0% 77.5%
% Change in NPL's -0.9% 3.1% 25.5% 82.5% 43.9% -18.5% 12.1% 12.1% 14.5%

Personnel Cost / Average Assets 1.3% 1.3% 1.3% 1.3% 1.5% 1.6% 1.6% 1.7% 1.7%
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Income Statement 2004 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E
For the Year Ended 31st December Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn Rs. 'mn
Income 12,437 16,226 23,418 35,207 43,960 42,305 43,819 49,456 58,005 69,335
Foreign exchange profit 874 587 1,439 1,545 2,633 2,962 3,644 4,409 5,379 6,347
Fee and commisison income 1,377 1,760 2,011 2,382 2,715 2,228 2,785 3,398 4,078 4,893
Other Income 409 586 665 760 1,398 1,200 1,500 1,830 2,196 2,635
Net Income 7,397 8,769 11,473 16,273 19,642 18,812 22,096 25,783 30,735 36,699
Less Operating Expenses

Personnel Costs 1,820 2,144 2,566 3,284 3,665 4,664 5,410 6,276 7,343 8,591
Premises and Equipment expenses 1,019 1,146 1,384 1,600 1,996 2,176 2,503 2,878 3,367 3,940
Provision for staff retirement benefits 326 236 - 269 293 450 362 405 454 509
Loan losses and Provisions 699 415 655 1,777 2,278 214 963 1,169 1,707 2,657
Total Expenses (4,879) (5,199) (6,435) (9,507) (12,235) (11,686) (14,047) (16,307) (19,399) (23,333)
Profit from Operations 2,518 3,570 5,038 6,766 7,407 7,126 8,049 9,476 11,336 13,366
Add: Share of PBT of Assoc. 76 100 62 25 9 4 5 6 6 7
Profit before Tax 2,594 3,670 5,101 6,791 7,416 7,130 8,054 9,481 11,343 13,373
Less: Provision for Taxation 867 1,311 2,150 2,638 3,296 2,937 3,060 3,698 4,367 5,082
Profit after taxation 1,727 2,360 2,951 4,152 4120 4,193 4,993 5,784 6,976 8,291
Less: Minority Interest 2 - 3 3 2 1 5 6 7 8
Net profit for the year 1,725 2,358 2,948 4,149 4,119 4,192 4,988 5,778 6,969 8,283
Cum. Red. Pref. Shares 13% 117.78 117.78 117.78

Cum. Red. Pref. Shares 11.25% 112.50 112.50 112.50 112.50

NPAT, MI & Pref. Dividend 1,495 2,128 2,718 4,037 4,119 4,192 4,988 5,778 6,969 8,283
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Balance Sheet 2004 2005 2006 2007 2008 2009 2010E 2011E 2012E 2013E
As at 31st December Rs.'mn Rs.'mn Rs.'mn Rs.'mmn Rs.'mn Rs.'mmn Rs.'mn Rs.'mn Rs.'mn Rs.'mn
ASSETS
Cash and short-term funds 12,136 18,657 13,731 16,208 24115 29,260 28,688 31,557 34,712 38,184
Balances with Central Banks 6,320 9,045 12,574 11,576 10,322 11,795 15,548 13,500 15,530 17,732
Government Treasury Bills and Bonds 6,647 19,160 12,222 41,266 35,598 70,518 70,347 75,974 82,812 91,921
Commercial paper 560 408 423 - - - - - - -
Sec. purchased under re-sale agreements 2,087 808 4,593 3,804 3,400 8,523 8,949 9,397 9,866 10,360
Dealing Securities 110 182 145 207 58 81 350 385 424 466
Investment securities 2,940 3,691 1,795 1,756 1,197 1,025 1,798 2,068 2,378 2,735
Treasury Bonds Maturing after one year ~ 14,379 1,714 20,025 8,795 16,270 17,630 33,439 31,767 30,178 28,670
Bills of Exchange 2,799 2,790 3,288 3,195 3,059 2,964 3,112 3,175 3,238 3,303
Loans and Advances 82,605 108917 137,720 160,177 167,795 158,036 177,395 218,196 270,563 338,204
Lease rec. within one year 2,004 2,676 3,007 3,562 3,009 2,653 2,979 3,396 3,905 4,569
Lease rec. from one to five years 3,243 4,295 6,415 7,238 6,335 3,980 4,468 5,093 5,857 6,853
135,828 172,345 215,938 258,164 271,159 306,465 347,073 394,507 459,463 542,995
Investment in Assoc. 243 283 | 63 71 73 96 96 96 96
Interest and Fees receivables 1,143 1,199 1,639 2,120 2,341 4,093 3,266 3,658 4,097 4,588
Other Assets 1,445 2,944 3,006 4,041 3,654 6,802 4,256 4,596 4,964 5,361
Property, Plant and Equipment 3,134 3,365 3,438 3,997 4,343 5113 5,365 6,009 6,730 7,537
TOTAL ASSETS 141,792 180,135 224,061 268,385 281,567 322,546 360,056 408,866 475,350 560,579
Financed By : - - - - - - - - - -
Deposits form customers 98,622 127,491 157,532 183,088 199,865 234,731 261,932 297,792 349,086 416,302
Dividends Payable 232 230 113 113 = = = = = =
Borrowings 9,090 13,453 18,944 18,752 13,620 11,639 14,898 18,175 21,810 26,172
Sec. sold under repurchase agreements 12,261 11,386 14,317 23,238 24,960 29,773 33,048 36,684 40,719 45,198
Other Liabilties 3,491 6,070 8,402 9,741 10,094 12,242 12,609 12,987 13,377 13,778
Tax Payable 484 773 1,420 1,679 1,663 1,211 2 3 3 -
Deferred Taxation 251 239 625 712 676 767 1,074 1,504 2,105 2,947
Debentures 3,244 4,553 6,680 6,680 4,436 3,436 2,749 2,199 1,759 1,407
127,676 164,168 208,033 244,004 255,314 293,799 326,311 369,343 428,859 505,804
Minority Interest 12 13 11 24 27 26 36 36 36 36
SHAREHOLDERS FUNDS
Ordinary Shares - Voting 650 1,328 1,335 2,329 2,363 2,363 2,363 2,363 2,363 2,363
Ordinary Shares - Non Voting 47 93 93 161 161 161 161 161 161 161
13% Cum. Pref. shares 907 907 - - - - - - - -
11.25% Cum. Red. Pref. Shares 1,000 1,000 1,000 1,000 - - - - - -
Share Capital 2,603 3,327 2,428 3,491 2,524 2,524 2,524 2,524 2,524 2,524
Statutory Reserve Fund 1,010 1,422 1,429 1,634 1,848 2,062 2,162 2,278 2,417 2,583
Reserves 10,491 11,205 12,159 19,233 21,854 24,135 29,023 34,685 41,515 49,632
Shareholders Funds 14,105 15,954 16,016 24,358 26,226 28,721 33,709 39,487 46,456 54,739

141,792 180,135 224,061 268,385 281,567 322,546 360,056 408,866 475,350 560,579

John Keells Stock Brokers (Pvt) Ltd.

130 Glennie Street Colombo 2 Sri Lanka T. 9411 2306 250, 9411 2342 066-7 F. 9411 2342 068 www.jksb.com
Company No. PV 89
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JKSB Contact Information

General

Address : 130, Glennie Street, Colombo 02, Sri Lanka
Telephone 1 (+94 11) 230 6250, (+94 11) 233 8066-7
Fax 1 (+94 11) 234 2068, (+94 11) 232 6863

Email : jkstock@keells.com
Website : www.jksb.com

Tivanka Ratnayake

Vice President — JKH

Chief Executive Officer - JKSB

Mobile : (+94 77) 742 0537,

Direct 1 (+9411) 471 0725

e-mail : tivanka@jkstock.keells.com

Sales

Ms. Chryshanthi Manuel

Manager — Back Office

Direct 1 (+94 11) 230 6276

email : chryshanthi@jkstock keells.com

Akmal Mashoor

Assistant Vice President — JKH

Head of Sales - JKSB

Mobile: (+94 77) 748 9468, Direct: (+94 11) 471 0728
e-mail: akmal@jkstock.keells.com

Susira Ranasinghe
Assistant Manager
Mobile: (+94 77) 773 0846, Direct: (+94 11) 471 0727

email: susira@jkstock.keells.com

Asmath Iqbal
Assistant Manager
Mobile: (+94 77) 734 7833, Direct: (+94 11) 471 0730

e-mail: asmath@jkstock.keells.com

Rakesh Daryanani

Investment Advisor

Mobile: (+94 77) 383 1808, Direct: (+94 11) 230 6261
e-mail: rakesh@jkstock.keells.com

Nadeem Shums
Investment Advisor
Direct: (+94 11) 230 6255

e-mail: nadeem@jkstock.keells.com

Dinesh Rahim

Assistant Manager

Mobile: (+94 77) 734 7798, Direct: (+94 11) 230 6259
e-mail: dinesh@jkstock.keells.com

Nithila Talgaswatte

Assistant Manager

Mobile: (+94 77) 340 4386, Direct: (+94 11) 230 6260
e-mail: nithila@jkstock.keells.com

Kapila Gunawardena

Investment Advisor

Mobile: (+94 77) 326 1595, Direct: (+94 11) 230 6265
e-mail: kapila@jkstock.keells.com

Lasitha Mendis

Investment Advisor
Direct: (+94 11) 230 6256
e-mail: lasitha@jkstock.keells.com

Research

Yolan Seimon Navin Ratnayake

Head of Research Assistant Manager

Direct : (+94 11) 230 6273 Direct 1 (+94 11) 230 6272

email : yolan@jkstock keells.com e-mail : navin@jkstock.keells.com
Jeewanthi Malagala

Financial Analyst

Direct : (+94 11) 230 6274

email : jeewanthi@jkstock.keells.com
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