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15t October 2008

Commercial Bank

of Ceylon Ltd

Recommendation
Voting —-Trading Buy
Non-Voting —-Buy

Ticker
Voting -COMB.N
Non-Voting-COMB.X

Share Price*
Voting-Rs.90.25
Non-Voting-Rs.62.75

Market Cap*
Voting-Rs.21.28sn
Non-Voting-Rs.1.01en

52 Week High*
Voting-Rs.150.00
Non-Voting-Rs.89.50

52 Week Low*
Voting-Rs.90.25
Non-Voting-Rs.61.00

ASPI*
1,983.58
MPI1*
2,194.59

*CSE DATA as at
13th October 2008

Upgrading Voting Shares to Trading Buy

At a price of RS90.25 we are upgrading Commercial
Bank Voting Shares to a Trading Buy fom the HOLD

recommendation we issued in Auguust.

On the 27" of December 2007 at a price of Rs146.50, we
issued a SELL recommendation on the Voting Shares of

Commercial Bank.

With the counter sharply underperforming the market,

it’s valuations have improved significantly.

We are recommending a Trading Buy on the voting
shares as we still feel the higher yields and the deep
discount on the Non Voting Share make the Non Voting
Share the preferred choice for exposure to Commercial

Bank for long term investors.

However given the sharper fall in the voting share, in a
market rally the voting share may rise faster and as such
may offer better opportunity for short term trading gains

than the non voting share.
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Valuation up date
Dividend Based Valuation

e For the financial year of 2007 Commercial Bank’s dividend payout ratio was 45.62% and
dividend per share was Rs. 7.00 for the year ended 2006 COMB dividend payout ratio was 45%.

e Commercial Bank over the past few years has been able to provide reasonable dividend payout
ratio to its share holders while maintaining a strong growth rate.

e Considering the factors above, it would be rational to assume that Commercial Bank would
maintain a dividend payout ratio in the range of 44% and 45%.

e Based on that assumption the twelve month forward DDM based valuation for the COMB non—
voting share is Rs.75.62.

e This valuation is based on a very conservative assumption of 12% terminal growth rate and a

discount factor of 24%.

Gain | COMBN| COMBX

Curent share price 5025 bZ.75
OOM Yalue 7565 75.65
Dividend-2008 .75 k.75
(excluding 17 Interim)

82.40 82.40
(3ain % 9% 3%

Price to book value of Commercial Bank
(ng) _ I Book value per s hare /] Price e=mm=s Price to Book value o

At current market conditions except for HNB and NTB all the other listed banks in the CSE is trading

below the book value of the respective bank. Historically Commercial Bank Voting shares have
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traded at a premium to the book value. However with the recent down turn in the market the

Commercial Bank Voting shares are currently trading at a discount to its book value for the first time

in more than ten years.
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Considering the fact that Commercial Bank has the largest Asset, Deposit and Loan base among the

listed banks, the fact that it has the highest Return On Capital among the other listed banks,

Considering the asset quality of the bank, considering the capital adequacy of the bank and

considering the competitive position it enjoys among the other listed banks in CSE it is reasonable to

expect that Commercial Bank Voting share would have an upward adjustment in its share price.

However the degree of upward adjustment of the share price would be positively correlated with

the overall market performance. We are positive about the Sri Lankan market performance but the

global economic performance would impact the performance for Sri Lankan equity market. Please

refer our report “Sri Lanka a clear relative safe heaven, we remain Sri Lanka Bulls” published on 12% October 2008.
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Harsha Gunawardena: +94 11 231 7716 Inok Wijesuriya (Matara):+94 41 439 0610

K. H. R. Thilakarathna: +94 11 231 7752 Mahi Liyanage (Matara) : +94 772 962 557

W. A Susantha: +94 112 317757 Viraj Nanawatte (Matara): +94 772 962 541

Milanka Induruwage: +94 777 261 893 Kithsiri Jayasinghe (Matara): +94 777 790 657
Sandeep Fernando: +94 11 231 7716 B. Mugundan ( Jaffna ): +94 21 459 1111

Mangala Perera: +94 11 231 7717 T. Dananjaya( Negombo) : +94 773 593 016

Dumindu Silva: +94 11 2317753 Lahiru Samaradivakara ( Negombo): +94 772 962 545
Milindu Arumawadu: +94 77 359 3044 Idunil Pradeep(Kurunegala): +94 773 741 552

Chanaka Sanoj: +94 773 850 227
Nuwan Liyanage: +94 772 962 544

The analyst responsible for producing the report does not work for Capital Alliance Securities (Private) Ltd. This report has been
produced as part of an outsourced research relationship with a specialized research company engaged by Capital Alliance Securities
(Private) Ltd. This document has been prepared and issued on the basis of publicly available information, internally developed data
and other sources, believed to be reliable. Capital Alliance Securities (Private) Limited however does not warrant its completeness or
accuracy. Opinions and estimates given constitute a judgment as of the date of the material and are subject to change without notice.
This report is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The recipient of this report
must make their own independent decision regarding any securities, investments or financial instruments mentioned herein.
Securities or financial instruments mentioned may not be suitable to all investors. Capital Alliance Securities (Private) Limited it’s
directors, officers, consultants, employees, outsourced research providers associates or business partner, will not be responsible, for
any claims damages, compensation, suits, damages, loss, costs, charges, expenses, outgoing or payments including attorney’s fees
which recipients of the reports suffers or incurs directly or indirectly arising out actions taken as a result of this report. This report is
for the use of the intended recipient only. Access, disclosure, copying, distribution or reliance on any of it by anyone else is prohibited

and may be a criminal offence.
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