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National Development Bank (NDB) with a branch network of 51 as at 

June 2011, and an asset base of LKR124.7 bn (as at 30th June 2011) is the 

fifth largest private Commercial Bank in Sri Lanka (in terms of asset base). 

Interest income, has shown a compound average growth of 12% over a 

period of 6 years. A detailed analysis on quarterly performance for 

FY2010 would reveal overall interest income has declined due to 

continued dip in interest income earned on other interest earning assets. 

During FY2010, interest expenses have declined by 23% due to declining 

deposit rates. But with reference to latest quarterly results (2QFY11) 

both interest expenses on deposits and interest expenses on other 

interest bearing liabilities have marginally increased by 5% QoQ and 

5.8% QoQ respectively. Despite fluctuations in lending and deposit 

rates, bank has maintained a Compound annual growth rate (CAGR) of 

8% in net interest income over a period of 6 years. 

Other income is mainly derived through gains from investments held for 

trading which is comprised of quoted and non quoted securities and 

government T bills. In addition to the above, a significant portion of 

other income is earned as commission and fees. By the end of FY2010, 

the other income increased by 9% 

During FY2010, there was a reversal in the loan loss provision of LKR172. 

mn as compared with a provision of LKR287 mn for the previous year. 

During a period of 6 years, overall operating expenses have shown a 

CAGR of 3%. The current cost to income ratio calculated based on non 

interest expenses (excluding loan loss provisions) and operating income 

stands at 43% which is marginally better than the sector. 

Gross non performing loan ratio as at 2QFY11 is 1.6%, which is relatively 

low, compared with the sector gross NPL of 4.9% for June 2011 

The bank’s statutory liquid asset ratio stands at 23.96% as at end 

2QFY11, comfortably above the regulatory minimum of 20%. 

Having hit a low of LKR117.5 in August 2010, NDB’s share price has 

given a 21% negative YTD return. And based on the projected net 

profits, NDB is currently trading at a PER of 8.64x for FY11E and 7.28x 

for FY12. 
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Corporate Profile 

National Development Bank of Sri Lanka (NDBSL) was established under 

an act of Parliament in 1979 as a fully state-owned licensed specialized 

bank, with the aim of providing long term project financing to the 

private and public sectors. NDBSL was listed in 1993, with 61% of its 

equity transferred to the private sector, and state involvement has 

remained minimal since.  

Later on a merger between NDBSL and its commercial subsidiary NDB 

bank limited in August 2005 resulted in the creation of NDB (as a 

Licensed Commercial Bank (LCB)). NDB’s formation in to a LCB has 

allowed it to diversify both product and funding streams.  

The NDB group has exposure to Insurance, Investment banking, stock 

broking brokering and fund management through its local subsidiaries 

and associates.  

NDB with a branch network of 51 as at June 2011, and an asset base of 

LKR124.7 bn (as at 30th June 2011) is the fifth largest private Commercial 

Bank, accounting for approximately 3% of the banking system assets. 

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 favorable 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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Financial Performance 

Interest income 

Interest income as the major source of income for the bank, has shown 

a compound average growth of 12% over a period of 6 years. However, 

irrespective of very high annual growth rates of 21% in FY2006, 42% in 

FY2007 and 26% in FY2008, the cumulative growth rate has compressed 

due to a decline in interest income during FY2010 by 14%. A detail 

analysis on quarterly performance for FY2010 would reveal overall 

interest income has declined due to continued dip in interest income 

earned on other interest earning assets, where above 50% of these 

include government securities. On the contrary, interest income earned 

on loans has trended upwards.  

 

 

 

 

 

 

 

Apart from the above, overall interest income for 2QFY2011 has 

increased by 7%, facilitated through an improvement of 10% in interest 

income on loans and advances.   

Interest Expenses 

During FY2010, interest expenses have declined by 23% due to declining 

deposit rates. But with reference to latest quarterly results (2QFY11) 

both interest expenses on deposits and interest expenses on other 

interest bearing liabilities have marginally increased by 5% QoQ and 

5.8% QoQ respectively. Therefore, irrespective of a slow phased decline 

in Average Weighted Deposit Rates, interest expenses have increased 

due to an aggressive growth in overall deposit volume, where, as at end 

2QFY2011, the deposit growth was 12% QoQ. Adding more to the 

interest expenses, more expensive time deposits have continued to 

increase over the years and as for 2QFY2011, time deposits have 

increased by a 10% QoQ. However, due to the nature of NDB’s lending 

portfolio, the company has to rely on longer term sources of funds such 

as Term deposits as to match with long term lending (including long 

term projects). In addition to that, bank maintaining adequate  
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CASA (Current accounts, Savings accounts) deposits to fund retail 

lending which is comparatively short term. During 2QFY11 Current 

accounts and Savings accounts have increased by 15% QoQ and 20% 

QoQ respectively.  

The second component in total interest expenses, interest expenses 

incurred on other interest bearing liabilities have also increased by a 6% 

QoQ during 2QFY11, owing to a7% increase in total borrowings. 

 

 

 

 

 

 

 

 

Net interest income and interest spreads 

Despite fluctuations in lending and deposit rates, bank has maintained a 

Compound annual growth rate (CAGR) of 8% in net interest income over 

a period of 6 years. During FY2010, the net interest income has shown 

only a marginal increase of 1% YoY. This is due to a compressed interest 

spreads of 5% recorded in FY2010 as opposed to previously high 

spreads of 7%. Squeezed margins are due to continued decline in 

lending rates. 

Non- Interest income 

Other income is mainly derived through, gains from investments held 

for trading which is comprised of quoted and non quoted securities and 

government T bills. In addition to the above, a significant portion of 

other income is earned as commission and fees. By the end of FY2010, 

the other income has increased by 9% and the increase has been 

facilitated through an impressive 109% YoY increase in fee based 

income, 6% YoY increase in forex income, 54% increase in commission 

income and 92% increase in gains from dealing securities. Consequently, 

the contribution from other income to the operating income had been 

around 37% on average over a period of 6 years. However based on the 

latest available 2QFY11 results, the overall non- interest income is 

showing a marginal dip of 2%. This was majorly due to a loss of 
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LKR15.8mn made on quoted and non quoted securities. These losses 

were primarily due to the recent downturn in the stock market 

 

Net income/ Operating income 

Bank has maintained a CAGR of 3% in operating income over a period of 

6 years and referring to latest quarterly results the growth had been 8% 

QoQ, where the growth had been facilitated via a growth of 4% and 17% 

in net interest income and non- interest income respectively. 

Non- interest expenses 

Non- interest expenses of the bank include personnel costs, staff 

retirement benefits and other administrative and general expenses. 

Almost 20% of the non interest expenses are personnel costs. During a 

period of 6 years, overall operating expenses have shown a CAGR of 3%. 

The current cost to income ratio calculated based on non interest 

expenses (excluding loan loss provisions) and operating income stands 

at 43% which is marginally better than the sector. However, during 

FY2010, the ratio has increased from a previous level of 39%. This is due 

to a higher growth in operating expenses which has beaten the growth 

in operating income.  

Provision for bad and doubtful debts 

During FY2010, there was a reversal in the loan loss provision of LKR172. 

mn as compared with a provision of LKR287 mn from the previous year. 

Provision reversals occurred due to settlements made by borrowers and 

extra provisioning made on non performing loans in accordance with 

CBSL regulations getting transferred back. 

Tax 

The effective overall tax rate inclusive of the financial services VAT was 

at 54% for the year as compared with 52% for the previous year. At the 

same time, the industry effective tax rate was 60%. And the lower rate 

was due to higher equity income earned by NDB, where equity income 

is exempted from income tax. 
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Asset Quality 

NDB’s asset quality is deemed healthy due to the bank’s stringent credit 

standards, which have resulted in lower than industry NPL ratios. Banks 

asset base is dominated by loans and advances; where as for FY2010 

contribution from loans to the overall assets were 68%. In the 

meantime, 25% of the assets were investment securities. Therefore, the 

quality of the loan portfolio is vital for the bank. 

 

 

 

 

 

 

 

Non- performing loans of the bank has a negative compound annual 

growth of 0.74% over a period of 6 years, while total loan growth 

reaching a CAGR 8%, indicating that on overall, non performing loans 

are declining irrespective of an expansion in the loan book. Gross non 

performing loan ratio as at 2QFY11 is 1.6%, which is relatively low, 

compared with the sector gross NPL of 4.9% for June 2011. Similarly, net 

NPL ratio (Non performing loans for in which provisions are not made) is 

a minute 0.42% (sector average 2.9%), affirming that asset quality of 

NDB is high and they are maintaining adequate provisions as to absorb 

potential risk arising from the loan book.  

Apart from the above, in order to mitigate the overall credit risk, the 

bank is maintaining a well diversified lending portfolio 

covering all of the sectors in the economy. Whereas 19.5% of 

the loans are given to the consumer sector while 17.6% to 

services, 11.6% to metals chemicals and engineering, 11.6% 

to textiles and garments 15.5% to agriculture.  

Further, NDB’s project loans remained at 19% while loan to 

corporate (excluding project loans but including loans to 

SME’s) and retail customers accounted for 54.3% and 26.3% 

of the total loans respectively at end FY2010. 
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Funding and Liquidity 

NDB’s funding base is dominated by deposits, claiming for 65% of the 

bank’s total funding as at end FY2010, (end FY2009: 60%). This was 

followed by shareholders funds of 17% and borrowings 18%. The bank’s 

deposit base expanded 19% YoY to LKR59.4 bn as at end FY2010 

irrespective of declining interest rates paid on deposits. Similarly, the 

deposit base has expanded further by 12% during 2QFY11 to LKR67.9 

bn. As the second major source of funding of the bank, borrowings were 

given a weight of 40% historically in FY2007, which is soon after bank 

attained status of a Licensed Commercial Bank in 2005. However, with 

passage of time, bank has strengthened their deposits as a source of 

funding.  

As per the latest available data, as at 2QFY11, 

the weight given on borrowings was 29% whilst 

57% being given to deposits. 

Most of the NDB’s deposits (73% as at end 

2QFY11) were in the form of long term, 

expensive time deposits (compared with CASA). 

Cheaper CASA deposits are amounting to 27% of 

the total deposits. When compared with peers, 

NDB’s CASA products are relatively low. 

However, this has been due to the business model of NDB, where bank 

has to maintain long term funds such as time deposits as to fund long 

term lending. 

NDB’s Asset Liability Maturity Mismatch (ALMM) in the “less than 1 year 

bucket” widened from a negative gap of LKR4, 317.5 mn as at end 

FY2009 to a negative gap of LKR7, 786.0 mn as at end 2010. This 

amounts to a 12% of interest earning assets as at the same date. The 

widening of the gap was primarily due to an increase in short term fixed 

deposits during FY2010. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



 

8 
 

National Development Bank Plc-LKR138.00 

           LKR138.00 

The Loan to deposit ratio (LTD) ratio—a bank's gross loans divided by 

total deposits—indicates the percentage of a bank's loans funded 

through deposits. An upswing in the LTD may indicate that a bank has 

less of a cushion to fund its growth and to protect itself against a 

sudden recall of its funding. The LTD for NDB is above 100%, indicating 

illiquidity. However, the loan to deposit ratio’s traditional role as a 

liquidity measure has been weakened by non deposit funding sources. 

Especially in a bank with higher exposure to funding large development 

projects, the concentration on deposits is low leading to a higher LDT. 

Hence, the loans are funded more through borrowed funds. Therefore, 

resorting to non deposit funds such as borrowings in an economy with 

declining interest rates, would deliver substantial benefits. This is due to 

borrowings obtained on floating rates getting easily adjusted faster than 

deposit rates.  

Despite a high LTD, the bank’s statutory liquid asset ratio stands at 

23.96% as at end 2QFY11, comfortably above the regulatory minimum 

of 20%. 

Capital adequacy 

High levels of profitability, coupled with modest earnings retention 

(retention of 39% for FY2010) had supported the bank to build a strong 

capital base. Meanwhile, banks’ equity/ assets ratio is at 13% by the end 

2QFY11. 

Capital adequacy of the bank is deemed strong with a core capital 

adequacy ratio of 10.16% and total capital adequacy ratio of 11.72% as 

at end 2QFY11 where the regulatory minimums are 5% and 10% 

respectively.  

The Net NPL/ Equity ratio was negative as at FY2010, owing to NDB’s 

excess provisions made over regulatory provisioning requirements. 

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 

successful 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. 
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With respect to NDB, the ROE for FY2010 is 15% which is derived 

through Earnings On assets of 2.14% and an Equity Multiplier of 7.04. 

However, despite an increase in Equity multiplier from 6.80 to 7.04, the 

ROE has declined as a result of a dip in Earnings on assets from 2.32% to 

2.14%.  

 

Accordingly, the Earnings On assets ratio have declined in FY2010. The 

major reason for this decline was slower phased growth in net interest 

income which has been unable to match with a growth in average total 

assets of 14%. 

 

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

has declined to 4% from a previous level of 5%. The reason for the dip 

can be analyzed using two basic ratios, including Net interest income/ 

Earnings assets and Earnings asset ratio. However, during FY2010, the 

ratio of Net interest income/ Earnings assets has declined from 6% to 

5% and this decline has eaten in to the positive contribution that would 

have otherwise realized through an increase in the Earnings asset ratio 

from 76% to 78%.  

 

Risk Management 

NDB bank promotes a strong risk management culture supported by a 

robust risk governance structure. The bank’s group risk management is 

assigned the responsibility to design and operate the bank’s integrated 

risk management process.  

Credit risk 

Credit risk is defined as the potential for loss arising from the failure of a 

counter party to perform according to its contractual arrangement with 

the bank. It includes failure in repayment of capital or interst in full 

within the agreed time period. Therefore as a measure of managing 

credit risk , bank is adopting a well defined credit policy which defines 

credit culture and specifying target markets for lending and areas to 

avoid. The effectiveness of this system well reflected in the Non 

performing loan (NPL) ratio of the bank, which was 1.58% as at 30th June 

2011, against an average industry NPL ratio of 4.9% as at June 2011. 

Credit portfolio and provisioning  

Bank is closely monitoring the overall quality of the loan portfolio and 

determines the degree of supervision required for each credit. Any 

deteriorating credits are identified and monitored closely with periodic 

reports. Non -performing assets are identified at an early stage, 

enabling management to take action as appropriate. Currently, bank is 

maintaining provisions more than required enabling to absorb sudden 

shocks arising from the loan portfolio. 

Market risk management 

Market risk management ensures that the bank operates within the pre 

defined risk parameters. This is achieved through analytical tools such 

as stress tests, scenario tests, sensitivity analysis and mark to market 

exercises carried for products, portfolio s and balance sheet on a regular 

basis 
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Liquidity risk 

Liquidity risk is the potential for loss to an institution arising either from 

its inability to meet its obligations or to fund increases in assets as they 

fall due without incurring unacceptable costs or losses. It arises when 

the cushion provided by the institutions liquid assets is insufficient to 

meet its obligations. In NDB, a satisfactory tradeoff between liquidity 

and profitability is maintained by categorizing liquidity short falls in the 

balance sheet in to suitable time bucket placing exposure limits on each 

one to monitor the liquidity mismatch gaps. Also, bank has contingency 

funding plans to be implemented in the area of liquidity risk 

management in line with regulatory guidelines.  

Future Outlook 

Project and infrastructure finance 

Project and infrastructure finance as a business unit is specializes in 

offering tailor made cash flow linked long term project loans to its 

corporate clientele. With the current economic revival of the North and 

East, the bank is provided with unprecedented opportunities for funding 

these developments, enabling the bank to expand its project financing 

from its current levels of 19% in the overall loan base. 

NDB bank entered in to a risk sharing agreement with IFC to support 

projects in the renewable energy sector. This risk sharing agreement 

benefits entrepreneurs in the renewable energy sector, while insulating 

the bank against possible risks which enables the bank to expand it’s 

presence in the renewable energy sector. 

Bank is currently operating with a branch network of 51 and has future 

plans in expanding island wide while focusing more on establishing new 

branches away from the western province. These would enable the 

bank to expand its funding base through attracting more deposits. 

Similarly, from retail banking perspective, short to medium term loans 

would increase. Initially due to the aggressive expansions, the cost to 

income ratio would increase, but once the new branches reaches it’s 

breakeven after 2-3 years, cost to income ratio would ease back to 

favorable levels. 

Currently, the bank is maintaining high levels of provisions, more than 

the regulatory requirements. This would improve the bank’s capabilities 

to aggressively expand its loan book without hampering profits. 

Similarly, high levels of available capital funds would further facilitate 

loan book expansions going forward.  
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Valuation 

Share offers good value on 8.64x forecasted 2011 net profit. 

For the FY2011E the profits are forecasted considering corporate tax 

revisions (35% to 20%) and the expected credit growth in the low 

interest economy. The earnings would approximate to LKR2, 622.8 mn 

in FY2011, LKR 3,114.5 mn in FY2012. 

Having hit a low of LKR117.5 in August 2010, NDB’s share price has 

given a 21% negative YTD return. And based on the projected net 

profits, NDB is currently trading at a PER of 8.64x for FY11E and 7.28x 

for FY12E. Referring to an analysis of a historic 52 week price 

movement, we derived a price movement of +/-19.19 on a mean of 

LKR163.40; hence the flux is approximately +/-12%. Furthermore, if it is 

assumed that the same upside price movement is seen pushing the 

price to LKR157.2 (from a current level of LKR138.00), the forward PE 

multiples would be 8.5X for FY11E and 7.37X for FY12E. 

Furthermore when adjusting NDB’s returns to its risk (deviation of the 

share price), sharp ratio of the counter is at 0.27 whilst the Banking 

Finance and Insurance sector is at 1.46. NDB’s return volatility is much 

higher at 27% as opposed to the sector’s deviation of 21% over the past 

52 week trading period. Hence, SAMP shows a marginal volatility in its 

return compared with the sector. 

In the light of the above information and analysis, we recommend “buy” on 

mid to long term. 
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The report has been prepared by Asia Wealth (Private) Limited. The information and opinions contained herein has been compiled or arrived at based upon information obtained from sources believed to be reliable and in good faith. Such information has 

not been independently verified and no guaranty, representation or warranty, express or implied is made as to its accuracy, completeness or correctness, reliability or suitability.  All such information and opinions are subject to change without notice. This 

document is for information purposes only, descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as, an offer, or solicitation of an offer, to buy 

or sell any securities or other financial instruments. In no event will Asia Securities be liable for any loss or damage including without limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising out of, or in connection 

with the use of this report and any reliance you place on such information is therefore strictly at your own risk. 

Asia Securities may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based before the material is disseminated to their customers. Not all customers will receive the 

material at the same time. Asia Securities, their respective directors, officers, representatives, employees, related persons and/or Asia Securities, may have a long or short position in any of the securities or other financial instruments mentioned or issuers 

described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other financial instruments from time to time in the open market or otherwise, in each case either as principal or agent. 

Asia Securities may make markets in securities or other financial instruments described in this publication, in securities of issuers described herein or in securities underlying or related to such securities. Asia Securities may have recently underwritten the 

securities of an issuer mentioned herein. The information contained in this report is for general information purposes only. This report and its content is copyright of Asia Securities and all rights reserved. This report- in whole or in part- may not, except 

with the express written permission of Asia Securities be reproduced or distributed or commercially exploited in any material form by any means whether graphic, electronic, mechanical or any means. Nor may you transmit it or store it in any other website 

or other form of electronic retrieval system. Any unauthorised use of this report will result in immediate proceedings. 
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