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Role  of  the  Financial  System
1. Provision	  of	  payment	  services	  – retail	  and	  wholesale

2. Provision	  of	  pure	  insurance	  service,	  life	  and	  general,	  wholesale	  and	  retail	  which	  allows	  
the	  transfer	  of	  risk	  by	  pooling	  with	  others

3. The	  creation	  of	  markets	  in	  spot	  and	  short-‐term	  futures	  in	  instruments	  – examples	  are	  
foreign	  exchange,	  commodities,	  etc.

4. Financial	  intermediation	  between	  providers	  of	  funds	  (surplus	  units)	  typically	  savers	  
and	  investors	  and	  users	  of	  funds	  (deficit	  units)	  typically	  borrowers	  and	  businesses.	  This	  
typically	  involves	  maturity	  transformation	  between	  borrowers	  who	  are	  more	  longer	  
term	  and	  depositors	  who	  are	  shorter	  term.	  This	  function	  plays	  a	  crucial	  role	  in	  capital	  
allocation	  in	  the	  economy.
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What  drives  the  economic  engine?

Spending  =  Money  +  Credit

Credit  expansion  boosts  economic  growth Credit  contraction  reduces  economic  growth

Paying  back  borrowings  reduces  growth  as  you  must  spend  less  
than  you  earn

Borrowing  increases  growth  as  it  allows  you  to  spend  
more  than  you  earn
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Who  are  the  players?



Size:  LKR  20,159Bn

Source:  Central  Bank  of  Sri  Lanka

1,674Bn

14,442Bn 3,788Bn

As  at  Dec  2019

Total  size  of  the  financial  sector

Primary  Dealers  0.4%

Unit  Trusts,  0.6%

Rural  Banks,  0.8%

Market  Intermediaries,  
0.1%

(Mainly  NSB)

Insurance	  Companies,	  3.4%

691Bn

1,919Bn
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Licensed  Commercial  Banks  (LCB)

State	  Banks	  (2)	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  Private	  Banks	  (11)	  	  	  	  	  	  	  	  	  	  	  	  	  	  Foreign	  Banks	  (12)
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Specialized  Commercial  Banks  (SCB)  &  Licensed  Finance  Companies  (LFC)

37  Others
§ 07	  – Specialized	  Commercial	  Banks
§ 43	  – Licensed	  Finance	  Companies
§ 04	  – Specialized	  Leasing	  Companies
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Assets Liabilities

Breakdown  of  assets  and  liabilities
Commercial  Banks

Cash  and  CBSL  Deposits
Foreign  Currency

Government  Securities

Loans  and  Advances,  
and  Other  investments

Property  and  other  assets

Capital  and  other  
reserves

Deposits

Other  liabilities

LKR  9.74  tn. LKR  9.74  tn.

Assets Liabilities

LKR  1.39  tn.

Finance  Companies

LKR  1.39  tn.

Borrowings

18.7%

62.8%

7.4%

6.0%
5.1%

11.6%

75.4%

4.9%
8.1%

7.0%
5.3%

80.9%

6.8%

13.5%

54.4%

27.4%

4.6%

Source:  Central  Bank  of  Sri  Lanka
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Asset  Side
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Drivers  of  credit
Drivers  of  credit  extension

Credit  
worthinessAffordability Regulation Government  

policy
Development  of  
internal  systems

Disposable  
income

Nominal  interest  
cost

Debt  service  to  
disposable  
income  ratio

Duration

Collateral Income  
assessment

Credit  
enhancement

Liquidity

Asset  mobility

Price  discovery

Transaction  
cost

History

Verifiability

Variability

Stability

Enforceability

Standing  of  the  
guarantor

Capital  
Adequacy

Leverage

Reserve  Ratio

Liquid  Assets  
Ratio

LTV  Ratio

Funding

Credit  
Underwriting

Priority  sector  
lending

Product/Servic
e  innovation

Customization

Outreach  
marketing

Speed  of  
service

Efficiency

Efficient  
Recoveries

Centralized  
credit  

information
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Sri  Lanka’s  private  sector  credit  to  GDP  is  relatively  low,  2018

33%

50% 50% 52%

113%
120%

133%

Indonesia Philippines India Sri  Lanka Thailand Malaysia Vietnam

Source:  World  Bank
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Credit	  outstanding
2019	  (LKR	  Bn)

Market	  Share	  
(Dec	  2014)

Growth	  in	  loans	  &	  
advances	  
(2014-‐19)

LKR	  4,112Bn

Market	  Share	  
(2019)

Others

HSBC

BOC COMBNSB PB
SAMPNTB NDB

HNB

CAGR  2014-19

SEYB
Industry  CAGR	  2014-‐19	   =  15.8%

4.1%

4.8%

2.5%

2.9%

7.9%

8.7%

19.5%

19.6%

4.6%

5.0%

5.7%

5.7% 9.4%

10.4%

10.1%

11.9%

3.3%

4.4%16.5%

16.5% 10.6%

10.6%

DFCC

1.9%

3.4%

Market	  Share

State	  Banks 41.8%

Others 58.2%

DFCC
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Private	  sector	  credit	  as	  a	  percentage	  of	  GDP	  stood	  at	  51.7%	  as	  at	  31st December	  2019 31  December  2019

Private  sector  credit
LKR  Billions

Loans  and  advances

Leasing

Other  personal  loans

Other  services

Other  Industries

Other  agriculture

Pawning
Consumer  durables

Financial  services

Tourism

Wholesale  &  retail

Textile  &  Apparel
Food  &  Beverage

Construction

Paddy
Rubber
Tea

Balance  in  
M4

Credit  
granted  
by  LFC’s  
&  LSB’s

Credit  
granted  
by  Banks

Source:  Central  Bank  of  Sri  Lanka

74%

10%

15%

LCB’s

LFC’s

LSB’s
Total  Private  sector  Credit  LKR  
7,795  Bn
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Distribution  of  establishments  in  the  country

Micro Small Medium Large Micro Small Medium Large

Establishments

1,019,681 3,003,119

91.8% 7.0% 1.0% 0.2% 44.6% 17.6% 12.9% 24.9%

Employment

Definitions
• Micro ≤4
• Small ≤24
• Medium ≤50
• Large ≥50

935,736

71,126
10,405 2,414

1,338,064

529,248

387,859

747,948

Source:  Department  of  Census  and  Statistics,  Economic  Census
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Labourforce  2018

Sri  Lanka’s  labor  force  is  skewed  to  the  informal  sector  
Mn’

*Elementary  occupations  include  Sales  and  services  elementary  occupations,  Agricultural,  fishery  and  related  laborers,    Laborers in  mining,  construction,  manufacturing  and  transport
Source:  Department  of  Census  and  Statistics

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

Chief  
executive,  

Senior  offical,  
Legeslators  

Administrative  
and  

commercial  
managers  

Production  
and  

specialised  
services  
managers  

Hospitality,  
shop  and  
related  
services  
managers

Professionals Technical  and  
Associate  

Professionals

Clerks  and  
Clerical  
support  
workers

Services  and  
sales  workers

Skilled  
Agricultural,  
Forestry  and  
Fishery  
workers

Craft  and  
Related  
Trades  
workers  

Plant  and  
Machine  

operators  and  
Assemblers

Elementary  
occupations*  

Armed  Forces  
occupations  

and  
Unidentified  
Occupations

Formal

8.0  million

Informal58.7%

41.3%

Managers,  Senior  officials  and  legislators  



Product  wise  distribution  of  LFC's  /  SLC's  advances

Source:  CBSL
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1,004
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Leasing  &  Hire  Purchase  advances  across  the  industry

Source:  Company  Annual  reports/  quarterly  reports

39.4

52.6

36.1
31.8

25.8

44.1

87.4

78.4

68.3

49.2
44.3

40.4

BOC HNB COMB SAMP NDB NTB PLC CFIN LFIN CDB LOFC COCR

LKR	  Billions

Banks- as  at  31  Dec  2019
LFC’s  – as  at  31  Mar  2019



Commercial  banks’  loans  &  advances  by  type  of  security

Source:  Central  Bank  of  Sri  Lanka

Other	  types	  of	  securities
Eg :	  	  Corporate	  guarantees,	  book	  debt,	  
bank	  guarantees,	  leasing	  receivables

Leasing	  &	  hire	  purchase	  
agreements

Immovable	  property,	  
plant	  &	  machinery

Personal	  guarantees	  
and	  pro	  notes

Unsecured

Documentary	  bills
Government	  securities

Shares,	  bonds,	  debentures,	  
insurance	  policies	  &	  other

Stocks	  in	  trade	  /	  inventories
Foreign	  currency	  deposits

Trust	  receipts

Non  
collateralized

Tractors	  &	  motor	  vehicles

Fixed,	  savings	  &	  other	  deposits,	  CDs

LKR  
Mn

Gold	  &	  other	  precious	  metals	  
under	  pawning
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Performance  of  collateral
Land  Price  Index  (Dec  2014  =  100)

Source:  CBSL
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Bank  Reserves  held  with  the  Central  Bank  – non    interest  bearing
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Licensed  Commercial  Banks National  Savings  Bank  (NSB) Licensed  Finance  Companies

Statutory  Liquid  Asset  Ratio

Source:  Central  Bank  of  Sri  Lanka,  NSB  Interim  Reports

27.8%
Regulatory  

Requirement  20%

10%

60.2%

11.3%

NSB’s regulatory requirement to maintain
60% of its deposits in government
securities forces up its SLAR
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Breakdown  of  Investment  Portfolios

Government  
Securities
54%

Equity
16%

Other
30%

Licensed  Commercial  Banks Licensed  Finance  Companies

Held  for  
Trading
23%

Held  to  
Maturity
76%

Investments  in  subsidiaries,  
associates  and  joint  ventures

1%

LKR  2,396  bn LKR  132  bn

Source:  Central  Bank  of  Sri  Lanka

As  at  31  December  2019
Finance  companies  must  hold  
20%  of  interest-bearing  liabilities
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Actual	  traded	  ISB	  2020

Date Price Volume	  
04/28/2020 90.5022	   7,507,000
04/21/2020 90.0289	   1,300,000
04/14/2020 86.0256	   1,465,000
04/07/2020 68.3333 6,000,000
03/31/2020 83.9251 2,950,000
03/17/2020 100.285 200,000
03/03/2020 101.0542 4,850,000
02/25/2020 101.4538 1,150,000
02/04/2020 101.3125 200,000
01/21/2020 101.476 500,000

Actual	  traded	  ISB	  2030

Date Price Volume	  
04/28/2020 63.2397	   3,295,000
04/14/2020 58.2923 2,430,000
04/07/2020 56.8438	   800,000
03/31/2020 62.1589 3,000,000
03/24/2020 60.2133 1,500,000
03/17/2020 82.8884 5,000,000
03/10/2020 97.6028 1,415,000
03/03/2020 97.4845 3,576,000
02/25/2020 99.5845 3,735,000
02/18/2020 100.8414 7,800,000

ISB	  2020 ISB 2030

Source:  Bloomberg

International  Sovereign  Bonds  

USD USD
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Liability  Side
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Product	  wise	  breakdown	  of	  deposits

Ownership  of  deposits  with  commercial  banks

Source:  Central  Bank  of  Sri  Lanka

Manufacturing	  – 1.9%

Plantations	  – 0.4%

Individuals	  – 71.2%

Other	  businesses	  –
16.3%

Financial	  institutions	  –
3.9%

Trading	  – 1.6%
Local	  authorities	  – 0.6%

Demand,	  5.8%

Time,	  66.5%

Savings,	  25.6%

Ownership	  of	  deposits	  with	  LCB’s

*Excludes	  Government	  &	  Public	  Corporations	  deposits	  

Other	  Deposits,	  2.2%

2019

Under	  15

Age	  15-‐49

Age	  50-‐59

Age	  60+

Age	  wise	  breakdown	  of	  
population

21.6	  million
Deposit	  Guarantee	  schemes	  cover	  up	  to	  a	  
maximum	  of	  LKR	  600,000.	  

LKR	  Millions
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Banking  industry  deposits

Sources- Bank  Annual/Quarterly  Reports

Total	  Deposits
2019	  (LKR	  Bn)

3.2%

4.4%

2.4%

2.7%

4.0%

4.4%

19.9%

21.9%

2.4%

2.5%

7.3%

7.8%

Market	  Share	  
(Dec	  2014)

8.9%

8.9%

16.3%

16.9%

Growth	  in	  deposits	  
(2014-‐19)

LKR	  4,476bn

11.1%

11.8%

Market	  Share	  
(2019)

BOC

PB
COMB

HNB

SAMP
SEYB

NDB

NSB

DFCC

HSBC

CAGR  2014-19

11.3%

11.7%

Industry	  CAGR
2014-‐19=	  14.3%

8.1%

6.1%

NTB

Other

3.8%

2.3%

Market	  Share

State	  Banks 49.3%

Others 50.7%
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Source:  CBSL



Borrowings  by  Banks

Source:  Central  Bank  of  Sri  Lanka

LKR  
Bn
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Capital
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Capital  Adequacy  – Licensed  Commercial  Banks
Capital  adequacy  ratios  measures  a  bank’s  capital in  relation  to  its  risk-weighted  assets  (RWA).

CET1 includes  just  common  
share  capital.  It  excludes  
preferred  shares  and  non-

controlling  interest

Tier  1  capital  forms  the  core  
capital  of  the  bank  and  

includes  equity  capital  and  
disclosed  reserves.  

Tier  2  capital  includes  hybrid  
capital  instruments,  loan-loss  
and  revaluation  reserves  and  

undisclosed  reserves

Common  Equity  Tier  1 Tier  1 Tier  1  +  Tier  2

7.0%

12.5% Risk-weighted  Assets

Credit  Risk Market  Risk   Operational  
Risk

8.5%

Asset Weighting

Cash  &  Government  
Securities 0%

Balance with  Banks 20%

Corporate  Loans 50%

Other  loans 100%

Equity 125%
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Leverage  – Licensed  Commercial  Banks
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Leverage  – Licensed  Finance  Companies

Source:  Various  Annual  Reports

10.6

6.0

7.2

3.0

10.4

0

2

4

6

8

10

12

LOLC  Finance People's  
Leasing

LB  Finance Central  Finance Citizen's  
Development  

Bank

Leverage

94.3%

107.0%

86.1%

110.9%

70.6%

0%

20%

40%

60%

80%

100%

120%

LOLC  Finance People's  
Leasing

LB  Finance Central  
Finance

Citizen's  
Development  

Bank

Risk  Weighted  Assets  %  of  Total  Assets



www.advocata.org

Dividend  Payout  Ratio  - 2019  
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Revenue
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CBSL  policy  actions  
Policy  rates  and  overnight  liquidity  
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Industry  interest  rates

Source:  Central  Bank  of  Sri  Lanka
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Non-interest  Income

Facilitating  
Payments FOREX

Guarantees Distribution
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Expenses
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43%  of  bank  expenses  are  accounted  for  by  personnel  costs…

Source:  Bank  Annual  Reports
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Banking  industry  channel  penetration  and  facility  costs

4,142

5,727
4,000

4,360

6,578

6,458

6,600

8,148
6,920

6,328

6,055
6,064

5,617

8,770
7,215

6,215

5,696
5,9586,535

7,8057,859

3,430

7,390 7,187

5,844

Population  per  Branch
Based  on;;
Branches:  As  at  December  2019
Population:  2018  Mid  Year

581

739

256 250 268
229

BOC People's  
Bank

NSB HNB COMB SAMP

Number  of  branches

Source:  Bank  Annual  Reports

1,450

1,865

1,596

BOC* People's  
Bank*

NSB* HNB' COMB' SAMP'

Facility  Costs

2019  data  not  
available

LKR
  m
n

’2019  data



www.advocata.org

2,081  

1,517  
1,360  

670 740

334

1,319

1,347

382

479
568

530

784

322

390  

499
387

248

BOC* People's  
bank*

NSB* HNB' COMB' SAMP'

LK
R
  m
n

Capital  Expenditure

Software

Hardware

Other  PPE

4,183

3,186

2,132

1,648 1,695

1,112

1,196

817

396

780

871

822

BOC* People's  
Bank*

NSB* HNB' COMB' SAMP'

IT  Costs

10,084

8,607
8,229

Other  expenses

Source:  Bank  Annual  Reports

Capital  Expenditure,  IT  Costs  and  Other  Expenses

*2019  data  not  
available

’2019  data



www.advocata.orgwww.advocata.org

Operating  Profit
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Provisioning
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Types  of  provisioning
Incurred  Loss  Model  (pre-2018) Expected  Loss  Model  (2018  - ) CBSL  Provisioning  (Net  exposure)

Initiation  of  credit  facility

90  days

180  days

Performing  Assets
12-month  Expected  Credit  Loss

Underperforming  
Assets

Lifetime  Expected  Credit  Loss

Non-performing  
Assets

Lifetime  Expected  Credit  Loss

Stage  1  

Stage  2  

Stage  3  

• Delays recognition until a
loss has been incurred

• Expected future losses are
not recorded

• The incurred loss model
estimates losses for loans
likely to default in the next 12
months

Initiation  of  
credit  facility

30  days  
DPD

90  days  
DPD

𝐸𝐶𝐿$%& = 𝑃𝐷$%&×𝐿𝐺𝐷$%&×𝐸𝐴𝐷$%&×𝐷𝐹$%&

𝐸𝐶𝐿./012/&1	   = 4 𝐸𝐶𝐿$%&,2
./012/&1

26$

Special  Mention  
Category

Sub-standard  
Category

360  days

Doubtful  Category

540  days

Loss  Category

20%  
provisioning

90  days

180  days

270  days

360  days

LCBs LFCs

50%  
provisioning

100%  
provisioning

NPL  
Recognition

20%  
provisioning

50%  
provisioning

100%  
provisioning
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Credit  cost  of  major  players

Source:	  CBSL	  /	  Company	  annual	  reports
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NPL  ratios  of  major  players

Source:  Annual  Report/  Interim  Reports
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Taxes



Taxation- Banking  Industry

Source:  Central  Bank  of  Sri  Lanka/  Inland  Revenue  Dept

43.7%

40.3%
42.9%

49.4%

52.9%

2015 2016 2017 2018 2019

Effective	  tax	  rate

• Net  interest  income  on  SLDB’s  and  
ISB’s  are  tax  exempted  

• Impairment  provision  is  considered  a  
disallowable  expense,  whereas  CBSL  
time  based  provisioning  is  allowed

Pre-‐revision
Tax	  

structure

Post-‐revision
Tax	  structure

Income	  tax 28% 24%

Financial	  VAT 15% 15%

NBT 02% N/A

Debt	  Repayment	  
Levy

07% N/A
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Profitability



Return  on  Equity

Source:  Annual  Report/  Interim  Reports
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Investors
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GICS  Index  vs Price  to  Book  Ratio
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Moratoriums  and  regulatory  relaxations



Summary  of  COVID-19  relief  measures

Source:  Central  Bank  of  Sri  Lanka

Loan  Moratoriums Regulatory  relaxations

- D-SIB’s  and  non- D-SIB’s  are  permitted  to  drawdown
their  Capital  Conservation  Buffers  by  100  bps  and  50  
bps respectively

- Defer  enhancement  of  Capital  by  LSB’s  until  end  
2022

- Liquid  Assets  Requirements  maintained  by  LFC’s  has  
been  reduced  to  6%  of  savings  deposits  and  10%  of  
time  deposits

Working  capital

- Working  capital  facility  not  exceeding  LKR  25  Mn  
per  bank  or  LKR  10  Mn per  LFC  to  be  repaid  over  2  
years at  a  rate  of  4%,  provided  a  credible business  
plan  is  presented

- Investment  purpose  loan  to  be  granted  by  Banks  
only,  to  performing  borrowers,  not  exceeding  LKR  
300  Mn,  to  be  repaid  over  5  years  at  a  maximum  rate  
of  AWPLR  +  1.5%  p.a.

Financial  Reporting

- Accounting  for  modifications- Recognizing  loss  upfront  or  accruing  a  lower  
interest  rate?
- Mark  to  market  accounting- At  which  price?  

Period Eligible	  Loans

6	  months -‐ Three-‐wheelers,	  school	  vans,	  lorries,	  small	  goods	  transport	  vehicles	  &	  Busses	  
and	  taxis

-‐ Affected	  industries	  in	  SME,	  Tourism,	  Apparel,	  Plantation,	  IT	  etc.,	  and	  all	  other	  
eligible	  sectors/	  businesses

-‐ Eligible	  trade	  finance	  facilities	  maturing	  during	  period	  ending	  25.03.2020

3	  months -‐ Personal	  loans	  and	  leasing	  rentals	  less	  than	  LKR	  1	  Mn

2	  months -‐ Temporary	  OD’s

Up	  to	  
30.09.2020

-‐ Permanent	  OD’s
-‐ Eligible	  trade	  finance	  facilities	  maturing	  during	  period	  ending	  25.03.2020
-‐ Pawning	  facilities	  maturing	  during	  period	  ending	  25.03.2020	  

Up	  to	  
31.05.2020

-‐ Personal	  loans	  to	  all	  private	  sector	  non-‐executives	  given	  a	  moratorium	  
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Moratorium  accounting  - LHS  is  not  substantial,  RHS  substantial
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Thank  you


