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As before our buy recommendation on DFCC is based on
the valuation mismatch considering DFCC's &

Commercial Banks cross ownership.

At current market prices the market value of DFCC’s
holding in COMB amounts to 57% of DFCC’s market

capitalisation.

DFCC’s market capitalisation excluding the stake in
Commercial Bank is Rs 3.5 billion. Therefore the
operations in DFCC are valued at P/E ratio of 2.9 times

and P/B ratio of 0.30 times.

We believe that even at present depressed market
conditions it is irrational for DFCC to trade at such a deep

discount

Since our last Buy recommendation on DFCC the ASPI
has decreased by 36% and the MPI has decreased by 46%.
During the same period both DFCC’s and Commercial

banks share price has declined by 50%.
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Results Review for the six months ended 30" September 2008

DFCC’s interest income grew by 15% YOY and interest

Rs 'Mn

expenses grew by 12% YOY during the six months 6,000 1 I:‘;\j (;)gn_tzhosocznded
period under review. The net interest income recorded 5,000 - i 6 months ended
during the period was Rs.1,967 million. This represented 4,000 | 30-09-2007
a growth of 21% YOY. For the quarter ended 30t
September 2008 the net interest income recorded was 3,000 1
Rs1,049 million. This represented a growth of 14% 2,000 1
QOQ. 1,000 -

Non interest income decreased on QOQ basis in the 0
second quarter by 11%. However on YOY basis the non go"‘\z QQ}\& go*‘& (96& go“& Q‘g&
interest income for the quarter ended increased by 5%. &é:\o &g,x+ &é‘:& &é\o i\&-’@ &
For the six month period, non interest income recorded \6& \5& v\é’\é& eo"\'\&z er&

was Rs 696 million. This represented a growth of 34%
YOY basis.

The total operating income recorded during the six
month period increased by 24% to reach Rs 2,663
million. For the quarter total operating income recorded
was Rs.1,378 million. On a QOQ basis this was an
increase of 7%.

Operating expenses (non interest expenses) during
the six month period was Rs.957million. This
represented a growth of 23% YOY.

Provisions during the six month period ended
increased by 173% YOY. During the same period
DFCC’s total non performing loans increased by 32%

and the gross nonperforming loans ratio increase from

7.3% to 8.5%
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Total interest income 5,698 4,956 15%
Total interest expense 3,730 3,330 12%
Net interest income 1,967 1,626 21%
Non-interest Income 696 520 34%
Operating income 2,663 2,145 24%
Operating expenses 957 779 23%
Profit before provision 1,706 1,366 25%
Provisions 383 140 173%
Profit from operations 1,323 1,226 8%
VAT 324 207 57%
Associate profit 537 514 4%
1,536 1,533 0%
Less: Income tax expense 562 406 38%
Net Profit 974 1,127 -14%
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Mainly due to the increase in provisions net profit for the six month period ended

.

decreased by 14% on YOY basis. .For the quarter ended the net profit recorded was Rs 432

million. On a QOQ basis net profits saw a decline of 20%.

Rs 'Mn
100,000 - H Asat 30-09-08
il Asat 31-03-08
80,000 -
Deposits 21,101 16353 |  29% 60,000 1
Borrowings 42,239 43,424 -3% 20000 |
Net Loans& advances 54,973 5,331 2% '
Total assets 85,111 81,270 5% 20,000 7
Non performing loans & 6,249 4BL| 3% o -
advances Deposits Borrowings Ne(: Loans& Total assets

Group Forecast — Update

GROUP FORECAST 2005/2006 2006/2007 2007/2008 2008/2009F 2009/2010F 2010/2011F
Total interest income 5,076 7,019 10,497 11,030 11,437 12,737
Total interest expense 2,641 4,042 7,043 7,385 7,689 8,763
Net interest income 2,435 2,977 3,454 3,644 3,748 3,974
Non-interest Income 1,179 1,086 1,226 1,325 1,441 1,656
OPERATING INCOME 3,616 4,063 4,680 4,970 5,189 5,629
- 12% 15% 6% 4% 8%

OPERATING EXPENSES 1,302 1,474 1,796 2,065 2,375 2,731
Provision for loan losses 177 83 359 790 (104) 134
PROFIT FROM OPERATIONS 2,137 2,506 2,527 2,115 2,919 2,764
17% 1% -16% 38% -5%

Associate profit 882 497 1,049 1,650 1,649 1,890
TAX 1,262 1,311 1,328 1,352 1,677 1,686
PROFIT FOR THE PERIOD 1,757 1,693 2,247 2,414 2,891 2,968
-4% 33% 7% 20% 3%

GROUP FORECAST 2005/2006 2006/2007 2007/2008 2008/2009F 2009/2010F 2010/2011F
Basic EPS 19.58 18.32 16.65 17.81 21.34 21.90
EPS growth% -6% -9% 7% 20% 3%
DPS 6.00 5.00 5.00 5.17 5.75 5.90
Div pay out ratio 20% 26% 29% 28% 26% 26%
Net Loans and Advances 40,791 53,034 56,331 54,903 63,105 72,283
30% 6% -3% 15% 15%

Deposits 8,885 20,817 16,353 21,258 24,447 28,114
134% -21% 30% 15% 15%

Total assets 56,566 73,878 81,270 85,990 97,127 109,670
31% 10% 6% 13% 13%

Shareholders' equity 12,180 13,097 18,294 18,525 20,665 22,861
8% 40% 1% 12% 11%
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Comparison of current forecast & previous forecast

Rs.million
6,000 -

M 2008/09-PreviousForecast
5,000 4

4 2008/09-Current Forecast

4,000 A

3,000

=M T

Netinterestincome
Noninterestincome
Total income
Operating expenses
Operating prof
associate profits
Tax expense
Profit after tax

Valuation Update
As before we have valued DFCC by looking at the value of DFCC excluding its stake in

COMB

With DFCC’s stake in Commercial Bank (COMB) being a dominant driver behind DFCC’s
value, we have looked at the implied valuation of DFCC excluding the component related to
the value of COMB. DFCC’s stake in COMB, at the current market price of Rs.75.00, has a
value of Rs 4.7 billion. With DFCC at a price of Rs.63.00 and having a market capitalisation of
Rs8.2 billion, there is an implied value of Rs 3.5billion placed in DFCC’s core operations

excluding its stake in COMB.

If we remove the COMB component, DFCC would have recorded a profit after tax and
minority interest of Rs1,199 million in 2007/8. Thus the non COMB segment of DFCC

operations is trading at an implied historic price earnings multiple of 2.9 times.

In terms of DFCC’s book value, if we subtract the value that the COMB investment is carried in
DFCC’s accounts from our forecast of DFCC banks total book value , the remaining assets of

DFCC have a book value of Rs 12.17 billion .

This suggests an implied historic price to book ratio of 0.29 times for DFCC, excluding its stake in
COMB.
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70.00 3,817 29.19 0.31
75.00 3,501 26.78 0.29
80.00 3,185 24.36 0.26
85.00 2,870 21.95 0.24
90.00 2,554 19.54 0.21

Bearing in mind the current market situation, it would be more prudent to consider that DFCC’s
own operations should at least trade at a discount of 80% to our forecasted book value price for
2008/2009 period plus the current market price of COMB shares market value. Thus the our new
target price for DFCC share is Rs.100.

Expected DFCC share price at
various price levels of COMB

70.00 98,57 Rs108
75.00 10098 ey
Rs103
80,00 103.40 eeto1
85.00 105,81 Rs99
90,00 108.23

T 1 ] 1
Rs70.00 Rs75.00 Rs80.00 Rs85.00 Rs90.00
COMB Share Price
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