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Hatton  National  

Bank PLC 
Results Review 3Q2009 

Recommendation 

HNB(X) –HOLD 

HNB(N) –SELL

Share Price* 

HNB(X) – Rs 95.00 

HNB(N) –Rs 165.00

Market Cap 

HNB(X) – Rs 4.39Bn 

HNB(N) –Rs 31.26 Bn

ASPI 

3,039.78  

MPI  

3,446.48 

*CSE DATA  as at                

14th December 2009 

 

The Interest Income of HNB  expanded by 12% on a YOY basis, whilst  

contracting 4% on a QOQ basis. Net Interest Income amounted to Rs 

10,785 million,  showing  improvement  on both a YOY and QOQ basis by 

17% and 2% respectively. 

   The Interest Income margin  picked up slightly  during  the quarter from  

5.39% to 5.44%. HNB s Interest Income margin  is the second highest 

amongst the Bank s under  our coverage. 

A sharp fall  of 63%YOY was observed under  the Provisioning  expenses 

segment. This was noted on a QOQ basis as well,  with  provisioning  

expenses registering a growth  rate of !61% for  3Q2009.  

Profit  after Tax for  the nine months ended September 2009 stood at Rs 

2,681 million.  This represented a 5%YOY expansion and a 10%QOQ 

contraction.  

In comparing  HNB s nine month  performance with  our forecast, the 

main difference observed is the decrease in provisioning  expenses and 

the increase in HNB s total  tax expense. Further  HNB s non performing  

loan growth  for  the nine month  period  was higher than expected. 

However  during  the period  ended, HNB  managed to further  increase its 

interest income margin  to a higher margin  than expected. 

We believe that there is a high  possibility  that HNB  could exceed our 

forecasts. 
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Performance Review  for  9M2009 
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During  the nine months ended September 2009, the Interest Income of HNB  expanded by 12% on a YOY 

basis, whilst  contracting 4% on a QOQ basis. Under  the Interest Expenses category, an increase of 9%YOY 

was observed whereas on a QOQ basis, it  continued  to fall  recording  growth  of !8%. Overall  Net Interest 

Income amounted to Rs 10,785 million,  showing  improvement  on both a YOY and QOQ basis by 17% and 

2% respectively. The Interest Income margin  picked up slightly  during  the quarter from  5.39% to 5.44%. 

HNB s Interest Income margin  is the second highest amongst the Bank s under  our coverage. 
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A decline of 9%YOY was witnessed under  the Non !Interest Income segment of HNB.  On a QOQ 

basis too it  decreased by 8%, after recording  a growth  rate of 38% in the previous  quarter. Therefore the 

Operating  Income for  9M2009 was recorded at Rs 13,906 million,  representing growth  of 10% on a YOY 

basis whilst  this segment recorded flat  growth  on a QOQ basis.  

During  the period  under  review,  Operating  expenses were up by 16%YOY and 8%QOQ. 

Consequently, Profit  before Provisions contracted by 3% on a YOY basis and 10% on a QOQ basis to 

reach Rs 6,032 million.   
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A sharp fall  of 63%YOY was observed under  the Provisioning  expenses segment. This was noted on a 

QOQ basis as well,  with  Provisioning  expenses registering a growth  rate of !61% for  3Q2009 after 

growing  135% in the preceding quarter. As a result Profit  before Tax rose 14%YOY to end at Rs 5,726 

million.  However  on a QOQ basis, this represented a drop  of 5%. Total Taxation for  the period  was up 

by 24%YOY. Overall  Profit  after Tax for  the nine months ended September 2009 stood at Rs 2,681 

million.  This represented a 5%YOY expansion and a 10%QOQ contraction.  
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During  3Q2009, HNB  was successful in controlling  its Non !performing  loan growth.  It  recorded 

muted  growth  of 0.5%QOQ after growing  5.3% in the prior  quarter. Net Loans and Advances growth  

picked up by 3.3% on a QOQ basis, after declining  in the past two  consecutive quarters. However  

HNB s Net non!performing  loans ratio  deteriorated marginally  from  3.86% to 3.67%.  
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HNB "s market share in Net Advances and Loans has been on an increasing trend overtime, 

with  its market share being the second highest of the Banks under  our coverage. However  during  

3Q2009, HNB  replaced COMB and is currently  the highest market share holder  in Net Advances 

and Loans.  

 

-25%

-20%

-15%

-10%

-5%

0%

5%

0

20

40

60

80

100

120

140

160

180

COMB DFCC HNB NDB NTB SAMP SEYB PABC

(Rs'Bn)
NET Loans and advances Loan growth YOY

 



Page 7 of 13 

 

The Bank s total  Deposits as at 30th September 2009 were Rs. 204 billion,  which  represented a 

growth  of 1.3% during  the third  quarter of 2009.  The Bank s Deposit market share has fallen in the 

past two  consecutive quarters. However  amongst the Banks under  over coverage, it  remains the 

Bank with  the second highest deposits. During  3Q2009, Asset growth  was a mere 0.62% whilst  

Equity  growth  was 4.2%.  
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Comparison  of  HNB s  performance  in  3Q2009 with  other  Banks under  our  coverage 
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Forecast Commentary  

In comparing  HNB s nine month  performance with  our previous  forecast given underneath, 

the main difference observed is the decrease in provisioning  expenses and the increase in 

HNB s total  tax expense. Further  HNB s non performing  loan growth  for  the nine month  

period  was higher than expected.  

However  during  the period  ended, HNB  managed to further  increase its interest income 

margin  to a higher margin  than expected. We believe that there is a high  possibility  that HNB  

could exceed our forecasts.  

 

Bank  Forecast 2006 2007 2008 2009F 2010F 2011F 2012F
Interest income 18,452       26,138     32,431     34,048     37,490     42,329     48,184     

31% 42% 24% 5% 10% 13% 14%
Less: Interest expenses 9,817         15,190     19,752     20,801     23,451     26,931     30,932     

35% 55% 30% 5% 13% 15% 15%
Net interest Income 8,635         10,948   12,679   13,247   14,039   15,398     17,251   

26% 27% 16% 4% 6% 10% 12%
Non-interest Income 3,061         3,727       4,735       4,950       5,456       6,103       6,862       

-6% 22% 27% 5% 10% 12% 12%
OPERATING INCOME 11,696       14,675   17,414   18,197   19,495   21,501     24,114   

16% 25% 19% 4% 7% 10% 12%
OPERATING EXPENSES 7,306         8,191       10,228     10,958     12,225     13,644     15,233     

12% 25% 7% 12% 12% 12%
PROFIT BEFORE TAXATION 3,458         5,576       6,027       6,271       6,109       6,333       7,128       

61% 8% 4% -3% 4% 13%
PROFIT FOR THE PERIOD 2,220         3,022     3,219     3,371     3,185      3,229       3,639     

4% 36% 7% 5% -6% 1% 13%
Dividends 589            824          942          1,011       955          969          1,092       

DPS 5                4              4              4              4              4              5              

EPS-basic 18.85         12.83       13.67       14.31       13.52       13.71       15.45       
-32% 7% 5% -6% 1% 13%

Deposits 147,557     175,660   186,770   205,447   236,264   271,703   312,459
19% 6% 10% 15% 15% 15%

Total Loans & Advances 127,824     155,143   174,750   193,284   217,908   250,239   287,420
21% 13% 11% 13% 15% 15%

Book value per share 109.79       78.20     87.38     97.69     106.92   116.58     127.92   
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