oAy ©
CAPITALALLIANCE _

15" December 2009
Hatton National

Bank PLC

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

*CSEDATA asat

14t December 2009

Results Review 3Q2009

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
10,785million, 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 sunder our coverage.

A sharp fall of 63%YQY was observed under the Provisioning expenses
segment. This was noted on a QOQ basis as well, with provisioning

expensesregistering a growth rate of 161%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%Q0Q

contraction.

In comparing HNB s nine month performance with our forecast, the
main difference observed is the decreasein provisioning expensesand
the increasein 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 increaseits

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 September2009,the Interest Income of HNB expanded by 12%on a YOY

basis, whilst contracting 4% on a QOQ basis. Under the Interest Expensescategory, 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 10,785million, 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 secondhighest amongst the Bank sunder our coverage.
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A decline of 9%YQOY was witnessed under the Non!Interest Income segment of HNB. On a QOQ
basistoo it decreasedby 8%, after recording a growth rate of 38%in the previous quarter. Therefore the
Operating Income for 9M2009was recorded at Rs 13,906million, representing growth of 10%on a YOY
basiswhilst this segmentrecorded 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 6,032million.
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A sharp fall of 63%YOQOY was observed under the Provisioning expensessegment. This was noted on a
QOQ basis as well, with Provisioning expensesregistering a growth rate of 161% 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%YQY. Overall Profit after Tax for the nine months ended September 2009 stood at Rs 2,681

million. This represented a 5%YQY expansion and a 10%Q0OQ contraction.
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30Q2009,HNB was successful in controlling its Non!performing loan growth. It recorded

muted growth of 0.5%QO0Q 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 sharein Net Advances and Loans has beenon 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.
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The Bank stotal Deposits asat 30" September2009were Rs.204billion, which represented a
growth of 1.3%during the third quarter of 2009. The Bank s Deposit market share hasfallen 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 302009with other Banks under our coverage
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ForecastCommentary

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

the main difference observed is the decreasein provisioning expensesand 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 exceedour 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

Page 12 of 13




Equity

CEO - Securities

Harinlal Aturupane: +94 11 231 7760
Colombo Jaffna
Dilruk A. Fernando +94 777 721 483 B. Mugundan: +94 21 459 1111
Lakshan Algama Perera: +94 777 447 407
Chanaka Sanoj: +94 773 850 227 Negombo
Milanka Induruwage: +94 777 261 893 T. Dananjaya: +94 773 593 016
Buddhenia Narangoda: +94 777 453 640 Nihal Fernando: +94 773 286 895
Ifadh Marikar: +94 772 962 567
Kurunegala
Indunil Pradeep: +94 773 741 552

Matara P. R. Chandrasena: +94 773 837 325
Lulith Karunaratne: +94 41 439 0610
Inok Wijesuriya: +94 41 439 0610 Galle
Mabhi Liyanage: +94 772 962 557 Isuru Jayawardena: +94 773 576092
Viraj Nanawatte: +94 772 962 541
Kithsiri Jayasinghe: +94 777 790 657
Governmen t Securities
K. H. R. Thilakarathna: +94 11 231 7752
W. A. Susantha: +94 11 231 7757
Dumindu Silva: +94 11 231 7753
Milindu Arumawadu: +94 11 231 7758
Research
Dimantha Mathew: +94 777 345 679
Head Office Branches
5th Floor, Millennium House, Matara Jaffna Kurunegala
No0.46/58, Nawam Mawatha, No0.38, Station Road, No0.356B, Laxan Plaza, No.6, Rajapihilla Road,
Colombo 2, Sri Lanka Matara Kasthuriar Road, Jaffna 1st Floor, Kurunegala
General:  +94 11 2317777 Tel:  +94 41 4390610 Tel: +94 21 4591111 Tel: +94 37 2222034
Fax: +94 11 2317788 Fax:  +94 41 4390611 Fax: +94 21 4591111 Fax: +94 37 2222035
Email: info@capitalalliance.lk
Website:  www.capitalalliance.lk Negombo Galle

No.142, Jude City Building, No0.30, Sri Devamitta Mawatha,

Greens Road, Negombo Galle

Tel: +94 31 2227843/4 Tel: +94 91 2227631/2

Fax:  +94 31 2227843 Fax: +94 91 2227632

The analyst responsible for producing the report does notkvfor Capital Alliance Securities (Private) Ltd. This repas been produced as part of an outsourced research
relationship with Frontier Research (PvtO Ltd a specidli@search company engaged by Capital Alliance Securifigsate) Ltd. This document has been prepared and
issued on the basis of publicly available information, mtally developed data and other sources, believed to beat#é. Capital Alliance Securities (Private) Limited
however does not warrant its completeness or accuracy. @pis and estimates given constitute a judgment as of the dafethe material and are subject to change
without notice. This report is not intended as an offer oriséhtion for the purchase or sale of any financial instrunteThe recipient of this report must make their own
independent decision regarding any securities, investmen financial instruments mentioned herein. Securitiedioancial instruments mentioned may not be suitable to
all investors. Capital Alliance Securities (Private) eichiites directors, officers, consultants, employees,soutced research providers associates or business partmiir
not be responsible, for any claims damages, compensatioits sdamages, loss, costs, charges, expenses, outgoipgyments including attorneyes fees which recipients of
the reports suffers or incurs directly or indirectly arigiout actions taken as a result of this report. This reportas the use of the intended recipient only. Access, disclesur
copyingdistributionor relianceon anyof it by anyoneelseis prohibitedand may be a criminaloffence.

Page 13 of 13



