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Commercial Bank of Ceylon PLC 

Commercial Bank of Ceylon PLC (COMB) was established as a licensed 

commercial bank over 42 years ago, which comes under the regulatory 

purview of the Central Bank of Sri Lanka (CBSL). COMB is currently the 

largest private commercial bank in Sri Lanka with a total asset base of 

LKR394.8 bn. The bank’s geographical reach is extended throughout the 

country, including North and East with a branch net work of 200, above 

400 ATM points and a total workforce of more than 4,300 as at 31
st

 

December 2010. 

Interest income recorded in 1QFY2011 is an improvement of 5% YoY and 

a dip of 4% QoQ. The overall improvement of 5% YoY is a combination of 

16% YoY improvement in interest income on loans and advances and 

14% YoY dip of interest income on other interest earning assets. 

The overall interest expenses have dipped by 6.21% YoY consequent to a 

favourable dip of above 10% dip in interest paid on deposits, amidst a 

deposit expansion of more than 6%. This has been due to the continued 

decline in deposits rates and bank specific strategic approach towards 

increasing low cost CASA deposits. 

The non - interest expenses over the 3 months period is a 16% YoY 

increase, but compared with the previous quarter, it is a dip of 8%. The 

major contributor to the YoY increases in non - interest expense is 

personnel costs, (8% YoY). Nevertheless, with reference to the previous 

quarter, the overall personnel costs have dipped by more than 12%, 

resulting in an 8% reduction in overall non - interest expenses QoQ. 

The profits available for equity holders as at the end of 1QFY2011 is LKR 

2,064.9mn, which is an 86.4% YoY improvement, backed by elevated 

income on loans and advances, reversal of provisioning, and diminished 

interest expenses on deposits. 

Healthy advances momentum and continuation of 

improvement in asset quality 
During 1QFY2011, the bank’s loans and advances increased by circa 3% 

YoY and the asset quality showed further improvement during 

1QFY2011, with loan loss provisions showing a reversal during the 

period. The Tier I and Total Capital adequacy ratios stands at 10.31% 

(minimum requirement is 5%) and 11.58% (minimum requirement is 

10%) respectively as at 31
st

 March 2011, oppose to 10.87% (Tier I) and 

12.27% (Total capital) recorded in 4QFY2010 

Outlook and Valuation 
A lower risk balance sheet is expected to drive down loan loss provisions, 

which we believe will enable ROE of 17%, by FY2011E (existing 16%). 

The Voting and Non Voting shares are trading at 16.00x and 11.20x 

respectively, based on forecasted earnings for FY2011, compared to a 

sector PE of 15.42x and a market PE of 18.81x.  
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Commercial Bank of Ceylon PLC 

CORPORATE PROFILE 

Commercial Bank of Ceylon PLC (COMB), was established as a licensed 

commercial bank 42 years ago, which comes under the regulatory 

purview of the Central Bank of Sri Lanka (CBSL). COMB is currently the 

largest private commercial bank in Sri Lanka with a total asset base of 

LKR394.8 bn accounting for circa 9% of total industry assets in an 

industry that is dominated by two state institutions, namely bank of 

Ceylon and Peoples Bank. As such, the bank possesses a vital component 

of the country’s financial system. 

Meanwhile, the bank’s geographical reach is extended throughout the 

country, including North and East with a branch net work of 200, above 

400 ATM points and a total workforce of more than 4,300 as at 31
st

 

December 2010. 

The bank also operates with three subsidiaries, namely Commercial 

Development Company that engages in constructions, ONEZero 

Company Ltd providing Information and Communication technology 

related products to corporate customers and Commex Sri Lanka that 

handles remittance business from Italy. 

BANKING SECTOR OVERVIEW 

The banking sector, being the most vital sector in the economy has 

concluded its year 2010, delivering an outstanding performance. The 

high performance was reflected through high rate of business growth, 

improved credit quality with favourable credit loss provision coverage, a 

high level of profitability and the maintenance of capital adequacy ratios 

well above the statutory limits. 

As at end of year 2010, the number of banks stood at 31, comprised of 

22 licensed commercial banks and 9 specialized banks. 

By the end of year 2010, the total asset base of the banking sector 

reached a level of LKR 4,533.2 bn, a growth of 18%, compared with a LKR 

3,835.2 bn asset base in year 2009. This was mainly the result of the 

significant growth in loans by 23% compared to a negative growth of 2% 

in 2009, where the growth was majorly driven by agriculture, 

consumption, infrastructure, trade and construction sectors. Further, 

overdrafts and term loans including housing loans recovered from its 

negative growth prevailed during 2009. 

In addition, the growth in deposits within the banking sector, have 

approximated to 16% whilst claiming for almost 73% of total funding 

base of the banking sector. Moreover, the overall capital funds of the 

banking sector improved during the period, thus increasing the cushion 

available for absorbing risks. 
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Commercial Bank of Ceylon PLC 

INTERIM PERFORMANCE 

 

Interest Income 

Interest income recorded in 1QFY2011 is an improvement of 5% YoY 

and a dip of 4% QoQ. The overall improvement of 5% YoY is a 

combination of 16% YoY improvement in interest income in loans and 

advances and 14% YoY dip of interest income on other interest earning 

assets. Improvement in Interest earned on loans and advances is due 

to, the expanding loan volume (more than 3% for the three months) 

created through high loan demand in a low interest rate regime. 

Particularly, the reduction in returns from other interest earning assets 

was due to lower yields from government securities. Notably, a similar 

pattern was evident throughout the sector. However, even though the 

yields from government securities continued to be lower, the bank has 

invested in these securities in order to fulfil regulatory requirements 

and liquid capital adequacies. 

Particularly, the interest income on loans and advances on a QoQ basis 

is a dip of 3%. This is mainly due to the loan growth not compensating 

for interest yield reduction in the economy. 
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Commercial Bank of Ceylon PLC 

Interest Expenses 

The overall interest expenses have dipped by 6.21% YoY consequent to 

a favourable dip of above 10% in interest paid on deposits, amidst a 

deposit expansion of more than 6%. This has been due to the 

continued decline in deposits rates and bank specific strategic 

approach towards increasing low cost CASA deposits (Current accounts 

and Savings accounts). However, the interest expenses incurred on 

other liabilities, including borrowings have shown an increase of 9% 

owing to 12% expansion in borrowings.                                                                                                                   

 

Net Interest Income 

Net interest income is an improvement of 21% YoY, being benefited 

through increased income on loans and advances (16% YoY) and 

reduction in interest paid on deposits (10% YoY). 

Non-Interest Income 

Non - interest income has improved by 18% YoY on the back of 11% 

YoY increase in foreign exchange income and 22% YoY increase in 

other income. 

Net Income/ Operating Income 

During 1QFY2010, operating income has improved by 20% YoY due to 

the favourable contributions made by both net interest income and 

non - interest income. It is evident that the composition of the 

operating income has remained stable over a period of one year. 
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Commercial Bank of Ceylon PLC 

Non - interest expenses 
The non - interest expenses over the 3 months period is a 16% YoY 

increase, but compared with the previous quarter, it is a dip of 8%. The 

major contributor to the YoY increases in non - interest expense is 

personnel costs, (8% YoY). Nevertheless, with reference to the 

previous quarter, the overall personnel costs have dipped by more 

than 12%, resulting in an 8% reduction in overall non - interest 

expenses QoQ. 

The cost to income ratio for the 1QFY2011 stand at 47% that is in line 

with sector average, amidst branch expansion strategies carried out 

over the period. 

 

Provisions for bad and doubtful debts and loans 

written off 
During the period, 1QFY2011, the aggregate provisions have shown a 

reversal emphasising the credit quality of the bank, with a slight 

reduction in, specific provisioning by 0.7%. 

VAT on Financial services 
During 1QFY2011, VAT on financial services has declined by 33% YoY 

and 46% QoQ. This is attributable to the reduction in VAT rate from 

20% to 12% with effect from 1
st

 January 2011; hence, the reduction 

has improved the profits comparatively. 

Net profit 
The profits available for equity holders as at the end of 1QFY2011 is 

LKR 2,064.9mn, which is an 86.4% YoY improvement, backed by 

elevated income on loans and advances, reversal of provisioning, and 

diminished interest expenses on deposits. 
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Commercial Bank of Ceylon PLC 

Asset quality 
The asset mix of the bank as at 31

st
 March 2011 is comprised of 57% 

loans and advances, 31% investments and 9% cash and money at call. 

Therefore, due to the asset mix of the bank is being dominated by 

loans and advances, addressing the quality of the loan portfolio is vital. 

Particularly, the bank’s loan portfolio is well-diversified covering 

sectors that are profitable while balancing the risk of default. The loan 

portfolio comprise of 12% granted to the service sector, 14% to the 

industrial sector, 10% for exports and 10% for imports.  

Apart from that, the amount of non - performing loans as a fraction of 

overall loans is a key ratio, which determines the quality of the assets. 

However, during the period the non - performing loans have increased 

by 8.98% due to two major factors. Firstly, it is the growth in loan 

volume, which ultimately gives rise for non-performing loans. The 

bank has recorded a loan growth of 3.31% during the period. Secondly, 

it is the change in directions on classification of loans and advances. 

Where the changes are as follows; 

Effective from 1
st

 January 2011, the following changes will apply 

 All credit facilities to a borrower to be classified as non-

performing if 30% of the total facilities to the borrower are 

non-performing. Prior to this, as at 31st December 2010, all 

facilities were classified only if half of them were non-

performing. 

 Non-performing facilities can be declassified only when all the 

arrears are settled. However, prior to this, as at 31 December 

2010, declassification occurred if the age of arrears is less 

than 61 days without the requirement that all the arrears 

must be settled. 
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Commercial Bank of Ceylon PLC 

Consequently, the non - performing loan ratio as at 31
st

 March 2011 is 

4.60%, as oppose to a ratio of 4.22% as at 31
st

 December 2010, mainly 

due to the above-mentioned reasons. Nevertheless, compared with a 

ratio of 6.89% as at 31
st

 March 2010, most recent non performing loan 

ratios towards year 2011  has shown a continued improvement 

despite growth in its loan volume. In fact, COMB’s stringent loan 

monitoring and good risk management framework is reflected in the 

banks lower than industry NPL levels. 

Adding further to the asset quality, the bank’s provisioning deemed 

strong with a gross provision cover ( specific provision to non 

performing loans and advances) of 30.17% as at 31
st

 December 2010 ( 

31
st

 December 2009- 24.65%). 

 

Funding and liquidity 
COMB’s funding and liquidity positions are adequate, backed by a 

funding base that is dominated by low- cost deposits and 

shareholders’ funds. Accordingly, the funding base is dominated by 

deposits, which accounted for 72.49% of its total funding as at 31
st

 

March 2011 and this was followed by shareholders funds 9.17% and 

borrowings 18.35%. However, during the three months period, the 

deposits have elevated by a 6% whilst borrowings have increased by 

more than 11.8%. 

The bank’s deposit base has expanded 6% to LKR274.53 billion as at 

end of 1QFY2010 despite lower interest rates being paid out to 

depositors in a low interest rate regime.  
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Commercial Bank of Ceylon PLC 

Most of COMB’s deposits (56%) were in the form of current and 

savings accounts as at 31
st

 March 201. These are deemed cheaper than 

fixed deposits and other sources of funding. Moreover, the bank’s loan 

to deposit ratio stands at 86%, an implication of effective utilization of 

funds and condensed liquidity position, supporting the growth of 

COMB’s lending portfolio. Nevertheless, bank is maintaining its 

liquidity above the regulatory levels, where the liquid assets are in the 

form of government securities, balance with the Central Bank and cash 

and short-term funds. Consequently, the bank has increased its liquid 

assets in the form of cash and investments in government securities, 

as a measure of improving liquidity and capital adequacy while adding 

lower risk weighted assets to the asset base. In fact, the statutory 

liquid asset ratio as at 31
st

 March 2010 has improved to 30.13% from a 

previous level of 29.93 % (regulatory minimum is 20%). 
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Commercial Bank of Ceylon PLC 

Capital Adequacy 

COMB’s capital adequacy is deemed strong as at 31
st

 March 2010 with 

a core capital adequacy ratio of 10.32% and total capital adequacy 

ratio of 11.59%, well above the corresponding regulatory minimums of 

5% and 10%. Over the 3 months period, an asset growth of 6.62% was 

evident with respect to a capital growth of 3.5%, where a substantial 

portion of increase is being funded through a deposit growth of 6%. 

However, the asset growth include a 5% increase in investments in 

zero risk weighted government securities and 3% in loans and 

advances followed by a 9% increase in non - performing loans. 

Apart from the above, the capital adequacy has sustained in 

satisfactory levels, being backed by a prudent profit retention policy 

based on the projected growth in risk-weighted assets. 

The key driver of Earnings on Assets for a lending bank is the net 

interest income. The net interest income as a percentage of assets can 

be disaggregated further. 

 

DUPONT ANALYSIS 

DuPont analysis is a methodology by which the ROE of a company can 

be broken down in to its constituent parts. ROE is a measure of how 

successfully the management of a company has deployed the equity to 

generate a return for its shareholders. 

 

The ROE can be shown as a product of Earnings on assets and equity 

multiplier. The ratio of assets as a percentage of equity is known as 

equity multiplier. Thus, when the bank is making profits, then a high 

equity multiplier will multiply earnings as a percentage of equity and 

will therefore enhance the ROE.  
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Commercial Bank of Ceylon PLC 

With respect to COMB, the ROE for FY2010 is 18%, which is being 

derived through Earnings on Assets of 1.59% and an equity multiplier 

of 11.13. When compared with a ROE of 15% in FY2009, the current 

ROE has improved because of increase in both Earnings on Assets and 

equity multiplier. Consequently, the equity multiplier has increased 

during FY2010 as a result of loan growth, backed by an above 6% 

increase in deposits. 

Accordingly, the Earnings on Assets can also be further disaggregated 

into key elements. With reference to the table, we can see an 

improvement of Earnings on Assets in FY2010 to 1.59% from a 

previous level of 1.39%. However, the improvement has been driven 

by a combination of increased net interest income, and reduced 

operating costs, loan loss charges and tax expenses. 

 

Net interest income/ Assets = Net interest margin * 

Earnings asset ratio 

As mentioned above, there are two possible ways to improve the 

Earnings On Assets, firstly it is by improving net interest margin and 

secondly it is through increasing the ratio of interest earning assets to 

total assets (Earnings asset ratio). 

During FY2010, the net interest income as a percentage of total assets 

has improved to 4.73% from a previous level of 4.11%. This has been 

due to the increase in net interest income as a percentage of earnings 

assets (84.27% in FY20090and 87.33% in FY2010). However it is 

evident that bank has carefully utilized its funds to generate more 

interest earnings assets as a measure of improving Return on Assets, 

which would ultimately result in improving ROE- the return for 

shareholders funds. 
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Commercial Bank of Ceylon PLC 

FUTURE OUTLOOK 

Enhance accessibility through expansion of delivery 

points 
Bank has strategized to continue to expand the delivery channels and 

thereby enhancing the accessibility, especially on areas with low 

banking penetration after a careful environmental analysis. However, 

this would assist in the bank to expand its fund base through more 

deposits flowing to the system and thereby growing the loan base. 

Automated teller machine network 

The strength of the ATM network of the bank has been a winning 

strategy. Currently bank holds a network of over 400 ATMs, which is 

regarded as the single largest ATM network in the country. However, 

with more additions to the network in coming years, the bank would 

win more customers. 

Leasing 

Leasing is a sector with great potential to grow in future, since it has 

been perceived as a useful financing tool in assisting Small and 

Medium Entrepreneurs. In addition, COMB is well equipped to accept 

the challenging growth. 

Pawning 

This is a highly competitive product category in which, all local banks 

are active. This is a rapidly growing segment due to loans are secured 

through gold backed collaterals and zero risk weight in the capital 

adequacy. Accordingly, the bank has initiated pawn broking services 

over 75 branches and expects a significant growth going forward. 

Agriculture and Micro Finance loans 

Currently the bank offers eight separate lines of credit in this area. 

Particularly, this segment is likely to show rapid growth over the next 

few years and the groundwork laid now will see the bank well placed 

to capitalize on the opportunity. 

However, the new capital infusion via the ongoing rights issue would 

provide adequate buffer to absorb risk involved in Micro Finance. 

(Loans granted under Micro Finance falls under high risk weighted 

assets, in arriving at capital adequacy). 
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Commercial Bank of Ceylon PLC 

 

RISK MANAGEMENT 

Credit risk mitigation 

The bank believes that through adherence to internal policies, a 

disciplined credit culture can be developed. Thereby COMB has 

established a comprehensive credit policies and guidelines to ensure 

quality and transparency of lending decisions. Therefore, the bank 

would not assume any credit exposure without undertaking a proper 

risk evaluation. However, these would ultimately result in lower non - 

performing loans while improving the credit quality. 

Credit risk monitoring 
Credit risk of the bank is regularly monitored through daily, weekly and 

monthly management reports. Major risks emerging in the portfolios 

are detected well in advance to take remedial measures without delay. 

Market risk 
The Basel II defines the market risk as the risk of losses in on and off 

balance sheet positions arising from movements in market prices. 

Market risk of the bank arises from non-trading activities and trading 

activities. However, the bank has a dedicated unit to eliminate the risk 

via optimisation of the exposure to unacceptable losses arising from 

movements in interest rate, liquidity, foreign exchange rate, 

commodity and equity prices. 

Liquidity risk 

The risk arise from bank being unable to promptly fulfil its payment 

obligations due to unforeseen factors or be forced to borrow funds on 

unfavourable terms. However, bank has taken appropriate measures 

to ensure that the bank’s overall liquidity risk is maintained at a 

moderate level. 
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Commercial Bank of Ceylon PLC 

 

VALUATION 

Share offers good value based on forecast 2011 net 

profit. 

For the FY2011E the profits are forecasted considering tax revisions 

made on corporate tax (35% to 20%), VAT on financial services (20% to 

12%) and the expected credit growth in the low interest economy. The 

earnings would approximate to LKR6,414.0 mn in FY2011 and LKR 

7,078.1 mn in FY2012. 

During the period COMB voting share has hit a low of LKR178.00 in July 

2010 and overall, voting share has risen strongly by 39% YTD. 

Following this gain, COMB Voting trades at 16.05x projected FY2011E 

net profit whilst on a PE of 14.54x for FY2012E. At the same time, 

during the period the COMB Non Voting share has hit a low of 

LKR136.50 in July 2010, generating a price appreciation of 23% YTD. 

The non voting share trades at 11.20x on projected earnings for 

FY2011E and 10.15x on FY2012E projected earnings. 

Based on an analysis of a historic 52-week price movement of COMB 

(Voting), we derived a price movement of +/-36.2 on a mean of 

LKR247.00 hence the flux is approximately +/-15%. Furthermore, if it is 

assumed that the same upside price movement is seen pushing the 

price to LKR306.2 (from a current level of LKR270.00), and the forward 

PE multiples would be 18.2x for FY2011E and 16.49x for FY2012E. 

Simultaneously, based on an analysis of a historic 52-week price 

movement of COMB (X) we derived a price movement of +/-13.5 on a 

mean of LKR161.53 hence the flux is approximately +/-8%. Adding 

further, if it is assumed that the same upside price movement is seen 

pushing the price to LKR202.00 (from a current level of LKR188.5), and 

the forward PE multiples would be 12.01x for FY2011E and 10.88x for 

FY2012E. 

Furthermore, when adjusting COMB’s return to its risk (deviation of 

the share price), sharpe ratio of Voting and Non Voting shares are at 

1.13 and 0.69 respectively. However, the Banking Finance and 

Insurance sector is at 2.42. COMB’s return volatility for both Voting 

and Non Voting is much higher at 25% as opposed to the sectors 

deviation of 20% over the past 52 week trading period. Hence, COMB 

(N) and COMB (X) show a marginal volatility in its return, compared 

with the sector. 
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