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B Summary

RAM Ratings Lanka has reaffirmed the respective long and short-term financial
institution ratings of People’s Bank (“PB” or “the Bank”), at AAA and P1; the long-
term rating has a stable outlook. The ratings are premised on the Bank’s position
as the second-largest licensed commercial bank (“LCB”) in Sri Lanka, its healthy
funding, good asset quality, financial performance and commendable liquidity
and wide-spread geographical reach due to its extensive branch network. Given
its systemic importance, PB is likely to enjoy extraordinary support from the
Government of Sri Lanka (“GOSL”).

The Bank was incorporated in 1961 under the People’s Bank Act No. 29 of 1961,
with the primary objective of developing the cooperative movement in the country
through rural banking and agricultural credit. PB is the second-largest LCB in Sri
Lanka, accounting for 18.44% of the industry’s assets as at end-December 2010.
The GOSL owns 92.27% of PB. Underscored by the systemic importance
derived from its dominant market position, state ownership, significance as a
state employer and facilitating role in the government's long-term
macroeconomic objectives, we opine that state support will be readily extended
in times of need, both operationally and financially. Since 2005, GOSL has
infused LKR 6 billion of equity into the Bank.

Under the PB umbrella, the Bank operates several subsidiaries and associates.
That said, the Bank continues to dominate the People’s Bank Group’s (“the
Group”) asset base, accounting for 90.58% as at end-December 2010. Its fully
owned subsidiary, People’s Leasing Co PLC (“PLC”), contributes 9.41% of the
Group’s assets. Notably, PLC is the largest specialised leasing company (“SLC”)
in Sri Lanka in terms of assets. Apart from SLCs, the Group also has interests in
registered finance companies (“RFCs”), insurance, micro-financing, property
development, and travelling. However, these subsidiaries are relatively small.

The Group’s asset quality is deemed good. Despite catering to a relatively high-
risk segment compared to other LCBs, the Group has managed to keep its gross

The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not comment on the security’s market price or its suitability for a particular investor,
nor does it involve any audit by RAM Ratings Lanka. The credit rating also does not reflect the legality and enforceability of financial obligations, transfer and convertibility risks,
repatriation risk, currency risk or any other risk apart from credit risk.



non-performing-loan (“NPL”) ratio in line with those of its peers. While the Bank is
the biggest NPL contributor to the Group (95%), we note that about a third of
these were due to legacy NPLs that have already been adequately provided for.
The Group’s gross NPL ratio eased to 4.72% as at FYE 31 December 2010 (“FY
Dec 20107, from 6.52% a year earlier, backed by a lower quantum of gross
NPLs (LKR 19.88 billion vs LKR 21.19 billion as at end-FY Dec 2009). At the
same time, PB’s gross NPL ratio had also improved from 6.50% to 4.93% amid
fewer new NPLs and better recoveries; the ratio eased further to 4.55% as at
end-June 2011.

Meanwhile, the Group’s performance is considered good. Supported by the
Bank’s lucrative pawn-broking business and PLC’s leasing portfolio, coupled with
a low-cost funding base, the Group’s net interest margin (“NIM”) has been
outperforming its peers’. That said, the Group’s NIM eased from 5.59% as at
end-FY Dec 2010 to 5.28% as at end-1H FY Dec 2011 because its lending rates
had been pressured by being closely aligned with the GOSL’s macroeconomic
objectives (especially for those related to agriculture and trading), the prevailing
competition within the LCB industry and increased reliance on borrowings.
Moreover, the Bank’s cost-to-income ratio of 70.94% as end-FY Dec 2010 was
higher than those of its peers — a result of its extensive branch network and
inflated work force as a state-owned employer. Thanks to the Bank’s healthier
gross income, however, this ratio had eased to 60.29% by end-1H FY Dec 2011.
On a related note, the Group’s cost-to-income ratio is better than the Bank’s
owing to its subsidiaries that operate through a relatively low-cost base due to
group-wide synergies. The Group achieved pre-tax profits of LKR 11.39 billion in
FY Dec 2010 (FY Dec 2009: LKR 7.89 billion); of which the Bank accounted for
the lion’s share of 75.13% while the leasing segment made up another 24.82%.

The Group is perceived to have a healthy funding position. Its funding mix is
dominated by customer deposits, which accounted for 77.96% of its total funding
requirements as at end-June 2011 the strong funding base is supported by its
extensive branch network and state ownership. While customer deposits
dominated the Bank’s funding base accounting for 84.47% during the same
period, its loan-to-deposit (“LD”) ratio deteriorated from 71.63% as at end-FY Dec
2009 to 77.32% as at end-FY Dec 2010, premised on its stronger loan growth
and increased reliance on borrowings. That said, its LD ratio is the best among
its banking peers.

On a separate note, the Group’s liquidity position is viewed to be commendable
despite the decline of its statutory liquid-asset ratio to 26.96% as at end-FY Dec
2010 (end-FY Dec 2009: 32.18%) due its aggressive loan growth. While the
Bank demonstrated same trends, as at end-June 2011 statutory liquid-asset ratio
improved to 26.81% from 23.38% as at end-FY Dec 2010 amid slightly lower
loan growth in comparison to the previous period. This ratio is also in line with
those of its banking peers. Notably, the Group’s asset-liability maturity mismatch
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(“ALMM”) in the “less than 1 year” bucket improved in fiscal 2010, following the
expansion of its pawn-broking portfolio through short-term funding.

Meanwhile, the Group’s capitalizstion is viewed to be adequate. Its tier-1 and
overall risk-weighted capital-adequay ratio (“‘RWCAR”) clocked in at 7.45% and
11.57% as at end-June 2011, respectively (end-FY Dec 2010: 8.54% and
12.77%), easing slightly due to its loan growth. The Bank’s tier-1 and overall
RWCARs were in line with those of its banking peers, at a respective 7.10% and
11.53% as at end-June 2011 (end-FY Dec 2010: 7.92% and 12.82%). That said,
PB’s ratio on net NPLs to shareholders’ funds remained high relative to its peers,
at 33.17% as at end-FY Dec 2010 (end-FY Dec 2009: 41.63%).

B Company Background

The GOSL established People’s Bank as an LCB over 50 years ago, under the
People’s Bank Act No. 29 of 1961, with the primary objective of developing the
cooperative movement in Sri Lanka through rural banking and agricultural credit.
The Bank is currently the country’s second-largest LCB, accounting for 18.44%
of the industry’s assets as at end-December 2010. Together with the Bank of
Ceylon (“BOC”), i.e. the largest state bank, PB dominated the LCB industry with
a collective share of 42.52% as at the same date. The Bank remains an integral
component of the country’s financial system and keeps broadly in line with the
GOSL’s long-term strategic objectives.

The GOSL owned 92.27% of People’s Bank as at end-December 2010, with the
remainder held by cooperative societies (refer to Chart 1). Underscored by its
systemic importance due to its market dominance, state ownership, significance
as a state-owned employer and its facilitating role in the GOSL’s long-term
macroeconomic objectives, state support should be readily extended if needed.
Since 2005, the GOSL has infused LKR 6 billion into the Bank. That said, our
concern hinges upon the timeliness of future injections, if required.

Apart from being the second-largest LCB in Sri Lanka, PB has several
subsidiaries and associates with interests in SLCs, RFCs, insurance, micro-
financing, property development, and travel (refer to Chart 1). The Bank
dominated the Group’s consolidated asset base as at end-December 2010,
accounting for 90.58%. PLC, a fully owned subsidiary, contributed a relatively
small 9.41% of the Group’s total assets as at the same date. We note that PLC is
in the process of being listed on the Colombo Stock Exchange, although PB will
continue to hold 75% of its equity. The Bank accounted for 75.13% of the
Group’s pre-tax profit in FY Dec 2010 (FY Dec 2009: 74.94%) (refer to Table 1)
while the leasing segment made up 24.82%; contributions from other subsidiaries
remained small.
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Chart 1: The PB Group’s structure
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Table 1: Segmental performance

Total revenue Pre-tax profits Total assets
Y oee (LKzlgllgln) % (LKZI('\)’OB?In) % (LKzglf?ln) % (ufgogln) % (LKzgllgln) % (LKzgogln) %
Banking 62,818 87 69,050 90 8,771 75 6,076 75 | 547,616 | 91 | 476,245 | 94
Leasing 9,094 13 7,265 10 2,897 25 2,029 25 | 56,906 9 30,155 6
Other 23 0 21 0 6 0 2 0 30 0 30 0
Total 71,935 |100| 76,336 |100| 11,675 | 100 8,107 100 | 604,551 |100| 506,431 | 100
Source: PB

*The leasing segment’s financials have been consolidated to include the RFC, insurance and other
subsidiaries under PLC.

Incorporated in 1996, PLC is the largest SLC in Sri Lanka in terms of assets,
holding LKR 55.9 billion as at FYE 31 March 2011 (“FY Mar 2011”); the leasing
arm of the Group accounted for 24.82% of its pre-tax profit in fiscal 2010. In fiscal
2009, PLC acquired an RFC, i.e. People’s Leasing Finance PLC (“PLF”). As at
end-March 2011, PLF’s asset base was valued at LKR 7.99 billion. Meanwhile,
People’s Merchant Bank (“PMB”), an associate of the Group, is a small SLC with
an asset base of LKR 4.08 billion as at end-December 2010; it only held a small
market share of 2.7% as at end-March 2010. The Group’s other subsidiaries
remain relatively small.

People’s Bank has an outstanding geographical reach. In fiscal 2010, it added 9
branches, thus increasing its banking network to 679 outlets. The Bank now has
329 branches and 350 service centres. As at end-December 2010, the Bank’s
automated teller machines numbered 330, from 300 a year earlier. PB is among
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the largest state-owned employers in Sri Lanka, with a work force of
approximately 9,000 as at end-December 2010 (revenue per employee: LKR
6.28 million). The largest LCB, i.e. BOC, employed 8,200 staff as at the same
date (revenue per employee: LKR 6.20 million). Despite being the second-largest
LCB in terms of assets, PB is a superior revenue generator, backed by its
extensive branch network that has resulted in larger loan books.

B Management & Strategies

Historically, People’s Bank has been accustomed to operating in a less
competitive environment. However, the intense competition in the banking sector
has compelled PB to change its operations in a bid to increase efficiency and
recover from the losses made. In this regard, the Bank has hired several key
personnel from the private banking sector, with the intention of transforming into
a more vibrant organisation. Since then, PB has posted a strong turnaround in
terms of both growth and profitability. Currently, the Bank’s management team is
led by Chief Executive Officer (“CEO”) N Vasanth Kumar; he is supported by a
dynamic team of professionals who are vastly experienced in the banking sector.

As a state-owned bank, PB’s long-term strategies are aligned with the GOSL’s
macroeconomic objectives. As such, PB also has a social responsibility of
promoting economic growth in the rural areas. In this regard, PB acts as a
distribution channel for government funds to small and medium-sized enterprises
(“SMEs”), engaging in agriculture, dairy and fisheries initiatives. This is reflected
by its wide-spread geographical reach and ability to access every corner of the
country.

At present, 35.85% of the Bank’s loan books comprise pawn-broking advances;
PB has the largest pawning portfolio in the country. The Bank intends to expand
this segment due to the low risk and lucrative earnings. Going forward, PB will
also focus on increasing trading loans and funding the GOSL’s infrastructure
projects. Lending to state projects accounted for approximately 20% of the
Bank’s loan books and is guaranteed by the Ministry of Finance. Looking ahead,
the management expects the Bank’s exposure to this segment to come up to
around 20%-30%.

B Corporate Governance

The Bank’s 9-member board is appointed by the Ministry of Finance. The board
is led by W Karunajeewa, who possesses many years of industry experience and
sits on the boards of key state institutions. Notably, all of PB’s board members
are non-executive directors. The board convened 22 times in FY Dec 2010, and
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is supported by several sub-committees: credit, human resource and
remuneration, integrated risk management, nominations and audit.

B Risk Management

The Bank’s credit policies are formulated by its integrated risk-management,
asset-liability and credit committees. Despite PB’s social obligations as a state-
owned bank, its credit-risk framework is considered adequate, as reflected by its
healthy asset quality. Branch managers have the authority to approve micro-
financing facilities while larger loans are approved by a hierarchy of credit
committees.

B Asset Quality

RAM Ratings Lanka opines that the Group asset quality is good. Despite catering
to a perceived high-risk segment compared to other LCBs, the Group has
managed to keep its gross NPL ratio in line with those of its peers. Its low gross
NPL ratio is supported by the Bank’s satisfactory underwriting criteria, which had
been put in place after changes in the management line-up. This had led towards
slower accretion of new NPLs and better recoveries, in tandem with the
improving economic backdrop. The Bank’s absolute gross NPLs eased from LKR
20.04 billion in fiscal 2009 to LKR 18.74 billion in fiscal 2010. Low level of NPLs
was also backed by its relatively low-risk pawning portfolio, which accounted for
35.85% of the Bank’s loan books as at end-FY Dec 2010. These had eased its
gross NPL ratio from 6.50% to 4.93% over the same period. The ratio improved
further to 4.55% as at end-June 2011. We note that LKR 6.15 billion (33.00%) of
the Bank’s NPLs relate to legacy loans; these have been adequately provided
for, as reflected by its low net NPL ratio.

The Group’s asset base expanded 18.93% year-on-year (“y-0-y”) in FY Dec
2010, largely supported by the growth of PB’s assets (+14.99% vs 19.79% in
fiscal 2009). Meanwhile, the Group’s credit assets grew 30.93% y-0-y in fiscal
2010 (fiscal 2009: 13.74%), on the back of more robust demand for credit; this
had strengthened further to 28.58% by end-June 2011. We note that the Group’s
loan growth was much faster than the Bank’s due to the aggressive 85.56% y-0-y
jump in PLC’s loans over the same period. The Bank’s loan expansion was in
line with that of its banking peers. In tandem with this, the Group’s asset mix
tilted towards credit assets, which accounted for 66.50% of its assets as at end-
June 2011 (end-FY Dec 2009: 59.72%) (refer to Chart 2). Since the Bank
accounted for 90.58% of the Group’s asset base, PB’s asset mix remains
relatively similar to the Group’s asset mix.
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Chart 2: The Group’s asset composition
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The growth in the Group’s credit assets was primarily supported by the Bank’s
loan portfolio, which advanced 24.43% y-o-y in FY Dec 2010 (FY Dec 2009:
13.63%). However, this moderated to 21.21% y-o0-y to LKR 410.95 billion in 1H
FY Dec 2011. The expansion of its credit assets had mainly stemmed from its
pawning portfolio, which increased 36.67% y-0-y in FY Dec 2010, accounting for
35.85% of the Bank’s loan base (refer to Chart 3). The Bank’s pawning portfolio
is currently the largest in the industry (with an approximate 48%-share of the
market as at end-December 2010), supported by its extensive branch network
and established track record. The loan expansion was also driven by
construction and trading loans, which grew by 28.80% and 29.46% y-0-y
respectively as at end-FY Dec 2010.
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Reduced NPLs

Chart 3: PB’s loan composition
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Historically, the Group had suffered from high levels of NPLs as a result of its
weak underwriting criteria and the non-conducive economic backdrop. That said,
we note that measures to strengthen its underwriting standards and recovery
procedures have borne fruit; the Group has hired veterans from the private
banking industry, with the intention of improving its asset quality and overall
profitability. As it is, gross NPLs had reduced 6.14% (or LKR 1.30 billion) to LKR
19.88 billion as at end-FY Dec 2010. The main contributor to the Group’s NPLs
has been People’s Bank, which accounted for some 95% of the Group’s total
NPLs. In line with its strengthened underwriting procedures and the more
conducive macro-economic landscape, the Bank’s new NPLs have been charting
improvements; as at end-FY Dec 2010, the value of its new NPLs had been
reduced to LKR 21.70 billion (end-FY Dec 2009: LKR 23.33 billion). Nonetheless,
we note that recoveries weakened in FY Dec 2010. That said, gross NPLs for the
year were trimmed to LKR 18.64 billion amid reclassified and rescheduled loans.
As at end-June 2011, PB’s gross NPLs had increased to LKR 19.10 billion
despite the reduction in new NPLs.

Table 2: PB’s NPL movements
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LKR billion FY Dec 2009 FY Dec 2010 1H FY Dec
2011

NPLs at the beginning of the year 17.83 20.04 18.64
New NPLs 23.33 21.70 9.44
(Less)

-Reclassified as performing (13.25) (16.33) (6.91)
-Rescheduled (0.29) (6.01) (1.73)
-Recoveries (7.43) (0.37) (0.20)
-Written off (0.14) (0.38) (0.13)
Balance brought forward 20.04 18.64 19.10

Source: PB
People’s Bank 8




A third of NPLs from
legacy loans

Gross NPL ratio in
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NPL coverage better
than most peers’

We note that 33.00% of the Bank’s NPLs stem from legacy loans that cannot be
written off for various reasons. Meanwhile, a small portion (3.00% or LKR 672
million) of its NPLs also relate to loans disbursed under the GOSL'’s directive; the
amount is thus guaranteed by the state. However, these loans are usually repaid
annually, giving rise to a timing issue that result in the loan being classified as an
NPL in the interim. While PB does not need to classify these accounts as NPLs
given that they are guaranteed by the GOSL, the Bank has decided to be prudent
in its NPL classification.

The Group’s gross NPL ratio eased to 4.72% as at end-FY Dec 2010 (refer to
Chart 4), from 6.52% a year earlier (excluding legacy NPLs as at end-December
2010: 3.22%). Along with the latter, PB’s gross NPL ratio also improved to 4.93%
amid its lower NPL levels and strong loan growth (end-FY Dec 2009: 6.50%)
(excluding legacy NPLs as at end-December 2010: 3.27%). The ratio improved
further to 4.55% as at end-June 2011, and is in line with those of its peers.

Chart 4: Gross NPL ratio against peers’
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Source: Company annual reports, PB
=omB = Commercial Bank of Ceylon PLC, SAMP = Sampath Bank PLC, HNB: Hatton National Bank

PLC, BOC = Bank of Ceylon

The Bank’s gross NPL coverage ratio improved from 73.15% as at end-FY Dec
2009 to 75.31% as at end-FY Dec 2010, before moderating to 73.34% as at end-
June 2011. PB has always maintained its NPL coverage within this range, and it
has been better than most of its banking peers’. On top of Central Bank of Sri
Lanka’s regulations, the Bank also adopts additional provisioning measures,
such as general provisions, when it comes to its pawning portfolio.
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B Performance

The Group’s performance is deemed good. Its NIM, along with the Bank’s, is
better than those of its peers, supported by PB’s lucrative pawn-broking business
and deposit-dominated, low-cost funding base. The Group’s NIM is also backed
by PLC’s high-yield leasing portfolio. However, the Group’s cost-to-income ratio
is still weaker than those of its banking peers due to its inflated work force, a
result of the Bank’s role as a significant state-owned employer. That said, we
note that the Group’s overheads were reduced in fiscal 2010 while the Bank’s
overheads had increased along with its branch expansion. Lower overheads at
group level, coupled with reduced interest expenses, had propelled the Group’s
pre-tax profit to a record LKR 11.39 billion in FY Dec 2010. The Bank accounted
for the lion’s share of 75.13% of this number while its leasing segment made up
24.82%.

Underpinned by the environment of receding interest rates and intense
competition that compels LCBs to cut their rates, the Group’s interest income
contracted 5.94% y-o0-y to LKR 64.56 billion in FY Dec 2010 (FY Dec 2009: LKR
68.64 billion) despite its loan growth. As a state-owned bank, its lending rates
have been lowered to promote the GOSL’s objective of increasing agricultural
and trading activities. However, interest expenses had dropped at a much faster
pace of 18.23% y-o0-y over the same period, to LKR 33.93 billion (FY Dec 2009:
LKR 41.49 billion). The Bank’s interest income also contracted 9.31% in FY Dec
2010 (fiscal 2009: +16.63%). That said, interest income started to pick up in 1H
FY Dec 2011, i.e. 2.45% y-0-y (1H FY Dec 2010: -11.61%) and 6.74% y-0-y
respectively at the Bank and the Group levels. Along with lower lending rates, the
Group’s NIM also thinned from 5.92% to 5.59% y-o-y (refer to Chart 5), before
being compressed further to 5.28% in 1H FY Dec 2011. That said, the Group’s
NIM is still better than the Bank’s owing to PLC’s high NIM from its leasing
portfolio (FY Mar 2011: 10.89%). Thanks to its low-cost funding base and
lucrative pawning portfolio, the Group’s NIM surpassed its peers.
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Cost-to-income ratio
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Chart 5: PB’s NIMs against peers’
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We observe that the tighter controls to manage PB’s personnel costs have
started bearing fruit; personnel expenses have been trending downwards since
fiscal 2008. The latter reduced to LKR 11.62 billion in FY Dec 2010 (fiscal 2009:
LKR 12.15 hillion) as younger staff members were recruited following the
retirement of more senior ones. Despite reduced overheads, PB’s cost-to-income
ratio is still weaker than those of its banking peers due to the Bank’s social role
as a state-owned employer and its extensive branch network. The ratio stood at
70.94% as at end-FY Dec 2010 (refer to Chart 6) weaker than 66.41% (excluding
one-off provisioning charge of LKR 3.18 billion) owing to additional expenditure of
opening new branches. In 1H FY Dec 2011, the Bank’s personnel costs
increased to LKR 5.20 billion (1H FY Dec 2010: LKR 4.92 billion). Moreover, we
note that the Group’s cost-to-income ratio is better than the Bank’s due to the low
costs of its other subsidiaries, supported by group-wide synergies. As PLC
markets its loan products through PB’s branch network, its cost-to-income ratio
only came up to 32.20% as at end-March 2011.
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Healthy funding

Chart 6: PB’s cost-to-income ratio against peers’
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Supported by stronger gross income and lower overheads, the Group’s pre-tax
profit surged 44.09% to a record LKR 11.39 billion in FY Dec 2010. Likewise, the
Bank also charted its highest pre-tax profit of LKR 8.77 billion in FY Dec 2010.
We note that the Bank had prudently made LKR 807.30 million of provisions
(primarily on its investments in Sri Lankan Air Lines) on its equity portfolio; this
had hampered its pre-tax performance despite the receipt of LKR 318.13 million
of dividends (FY Dec 2009: 250.29 million). In line with its better showing, the
Group’s return on equity and return on assets strengthened to 46.68% and
2.07%, respectively, as at end-FY Dec 2010 (end-FY Dec 2009: 37.96% and
1.72%), before improving further in 1H FY Dec 2011. Going forward, we expect
the Group’s profitability to keep improving on the back of more robust loan
growth.

B Funding & Liquidity

RAM Ratings Lanka opines that the Group has a healthy funding profile. The
Group has a diversified funding structure that is dominated by customer deposits,
which accounted for 77.96% of its total funding as at end-June 2011, followed by
borrowings (17.42%) (refer to Chart 7). As an SLC, PLC is unable to accept
public deposits; it thus has to rely on borrowings to fund its loan growth (which
accounted for 22.92% of its total debt load as at end-June 2011). The Group’s
strong deposit base is anchored by its extensive branch network through PB and
also its state ownership, which leads to a higher level of customer confidence.
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Liquidity deemed
commendable

ALMM mismatch
improved

PB’s funding base was also dominated by customer deposits (84.47%) as at end-
June 2011. Meanwhile, the Bank’s deposit base charted a hearty 16.66%
expansion in FY Dec 2010, albeit slightly moderate than the 22.09% of the
previous year. While the Bank’s LD ratio had increased to 77.32% as at end-FY
Dec 2010 (end-FY Dec 2009: 71.63%) as a result of its stronger loan growth and
increased reliance on borrowings, it is still the best among its banking peers.
Going forward, the Bank does not intend to increase its debt exposure as it aims
to promote the growth of its deposits.

Chart 7: The PB Group’s funding composition
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Deposits |82.86% |79.67% |86.17% |82.68% |86.91% |84.08% |87.67% |82.77%|84.47%|77.96%
BEquity 3.55% | 4.26% | 4.22% | 4.98% | 3.90% | 4.69% | 3.95% | 4.75% | 3.78% | 4.63%

Source: PB

On a separate note, the Group’s liquidity is viewed to be commendable. Its
statutory liquid-asset ratio clocked in at 26.96% as at end-FY Dec 2010 (end-FY
Dec 2009: 32.18%), owing to its robust loan growth. As such, PB’s statutory
liquid-asset stood at 23.38% as at end-FY Dec 2010, before climbing further to
26.81% as at end-June 2011; the ratio remains broadly in line with those of its
peers.

We note that the Bank’s ALMM in the “less than 1 year” bucket improved from a
negative gap of 45.33% as at end-FY Dec 2009 to a negative gap of 36.28% a
year later. The short-term maturity mismatch had stemmed from the short-term
nature of the funding utilised to expand its long-term loans. Going forward, and
as reflected by recent trends, we expect the gaps to narrow as the Bank intends
to pursue the expansion of its pawning portfolio, which has a short-term nature.
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B Capital Adequacy

The Group’s capitalisation is viewed to be adequate. Its tier-1 and overall
RWCARs clocked in at 7.45% and 11.57%, respectively, as at end-June 2011
(end-FY Dec 2010: 8.54% and 12.77%), a result of its loan growth. As at end-
June 2011, these ratios were in line those of its banking peers, at a respective
7.10% and 11.53% (end-FY Dec 2010: 7.92% and 12.82%). Although lower than
the 41.63% of a year earlier, PB’s ratio on net NPLs to shareholders’ funds of
33.17% as at end-FY Dec 2010 is still on the high side compared to its banking
peers.

Chart 8: PB’s RWCAR vs peers’
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B Corporate Information — People’s Bank

1961

1961

Government of Sri Lanka 92.27%

Co-operative societies 7.73%

Mr W Karunajeewa Chairman

Mr AP Weerasinghe Non-executive Director
Mr DJD Jayakody Non-executive Director
Mrs LK Sangakkara Non-executive Director
Dr JP Amaratunge Non-executive Director

Mrs DN Gammampila
Mr A Panditharathna
Miss V Amarasekera
Mr P Mayadune
Auditor General

Not listed

Mr N Vasantha Kumar

Mr Ahamed Sabry Ibrahim

Mr Yohan Soza

Non-executive Director
Non-executive Director
Non-executive Director
Non-executive Director

Chief Executive Officer/ Senior DGM -

Treasury

Senior DGM — Risk and Compliance

Head of Finance
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Mr D Abeysekara Head of Marketing

People’s Leasing Company Ltd 100.00%

People’s Travels (Pvt) Ltd 99.00%

Year Remarks Amount Cumulative Total

(LKR million) (LKR million)

2006 Brought forward 50.00 50.00

2007 - 50.00

2008 - 50.00

2009 - 50.00

2010 - 50.00
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FINANCIAL SUMMARY
People’s Bank- Group

Unaudited
BALANCE SHEET (Rs. Million) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
ASSETS
Cash & Money At Call 28,791.00 18,444.04 51,388.26 48,848.41 49,008.79
Deposits & Placements With Financial Institutions 0.00 0.00 0.00 0.00 0.00
Securities Purchased Under Resale Agreements 0.00 0.00 0.00 0.00 0.00
Securities
Dealing Securities 302.37 187.71 423.50 536.12 0.00
Investment Securities 79,520.44 86,786.53 101,596.85 96,628.28 118,183.89
Gross Loans & Advances 253,877.79 276,586.18 314,598.71 411,897.83 470,765.57
Interest-In-Suspense 427.95 648.84 720.59 483.47 550.99
General Loan Loss Reserves 2,743.90 3,160.35 3,641.56 3,925.81 3,984.12
Specific Loan Loss Reserves 11,648.35 10,872.76 11,058.39 10,915.41 12,117.20
Net Loans & Advances 239,057.59 261,904.24 299,178.17 396,573.15 454,113.26
Statutory Deposits With Central Bank of Sri Lanka 23,606.12 18,905.80 22,717.03 26,739.34 31,359.26
Investments in Subsidiaries/Associates 245.85 257.77 122.52 248.83 238.31
Investment Land and Properties 0.00 0.00 0.00 0.00 0.00
Other Assets 16,961.67 21,994.94 17,344.50 17,018.77 19,846.99
Property, Plant and Equipment 8,457.14 8,192.85 8,190.31 9,223.58 10,082.85
TOTAL ASSETS 396,942.18 416,673.88 500,961.15 595,816.47 682,833.34
LIABILITIES
Customer Deposits
Demand 32,370.15 27,019.74 36,740.45 39,057.97 39,241.32
Savings 146,414.43 150,871.18 174,864.16 203,402.25 223,529.38
Fixed 121,798.93 145,143.43 184,623.18 221,267.63 243,965.30
NIDs 0.00 0.00 0.00 0.00 0.00
Interbank Deposits 0.00 0.00 0.00 0.00 0.00
Bills & Acceptances Payable 0.00 0.00 0.00 0.00 0.00
Securities Sold Under Repurchase Agreements 0.00 0.00 0.00 0.00 0.00
Other Borrowing 60,636.12 48,194.84 52,893.12 69,914.77 113,211.84
Subordinated Debt & Hybrid Capital 110.00 2,815.00 5,245.53 6,170.53 0.00
Other Liabilities 19,436.43 23,169.50 24,482.76 29,403.24 32,799.42
TOTAL LIABILITIES 380,766.05 397,213.68 478,849.20 569,216.38 652,747.26
Paid-up Capital 50.00 50.00 50.00 50.00 50.00
Minority Interest 0.17 0.19 6.22 83.23 171.57
Share Premium & Other Reserves 11,897.01 13,158.92 13,925.07 14,981.43 29,814.52
Statutory General Reserve 50.00 50.00 50.00 50.00 50.00
Retained Profits/(Loss) 4,086.19 6,200.97 8,080.66 11,435.45 0.00
Total Shareholders' Funds 16,083.37 19,460.07 22,111.95 26,600.10 30,086.09
TOTAL LIABILITIES & SHAREHOLDERS' FUNDS 396,849.42 416,673.75 500,961.15 595,816.48 682,833.34
COMMITMENTS & CONTINGENCIES 74,221.67 138,988.77 100,867.21 131,750.73 0.00
TIER 1 CAPITAL NA NA NA 20,595.73 20,605.94
CAPITAL BASE NA NA NA 30,781.47 31,986.78
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FINANCIAL SUMMARY
People’s Bank- Group

Unaudited

INCOME STATEMENT (Rs. Million) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
Interest Income 46,685.02 58,635.37 68,639.89 64,559.32 34,455.89
Less: Amortisation Of Premium/(Accretion Of Discount 0.00 0.00 0.00 0.00 0.00
Less: Net Interest Suspended 0.00 0.00 0.00 0.00 0.00
Less: Interest Expense 28,322.19 37,240.09 41,491.27 33,929.18 17,581.01
Net Interest Income 18,362.83 21,395.28 27,148.61 30,630.14 16,874.88
Non-Interest Income 4,710.40 5,067.67 5,949.41 4,457.96 2,382.42
Gross Income 23,073.23 26,462.95 33,098.02 35,088.10 19,257.30
Personnel Expenses 10,259.93 10,932.30 12,567.34 12,162.31 5,705.76
Other Non-Interest Expenses 6,068.22 7,292.12 11,992.67 11,223.66 4,932.63
Loan Loss Provisions 502.22 1,095.69 645.37 316.60 (204.20)
Share of results of Associated Companies 17.20 17.98 (1.52) (15.23) (26.07)
Pre-Tax Profit 6,242.86 7,142.84 7,892.64 11,385.53 8,823.10
Taxation 2,754.26 3,733.32 3,717.32 4,787.74 2,876.39
Profit After Tax 3,488.60 3,409.52 4,175.32 6,597.79 5,946.71
Extraordinary Items 0.00 0.00 0.00 0.00 0.00
Prior Year Adjustments 0.00 0.00 0.00 0.00 0.00
Minority Interests 0.00 0.00 0.41 3.12 10.37
Transfer To Statutory Reserves 0.00 0.00 0.00 0.00 0.00
Transfer To Other Reserves 0.00 0.00 0.00 0.00 0.00
Dividend 0.00 0.00 0.00 0.00 0.00
Retained Profit For The Year 3,488.60 3,409.52 4,174.91 6,594.67 5,936.34
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FINANCIAL SUMMARY
People’s Bank- Group

Unaudited
KEY RATIOS (%) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
Profitability
Net Interest Margin 4.90% 5.26% 5.92% 5.59% 5.28%
Non-Interest Income Margin 1.26% 1.25% 1.30% 0.81% 0.75%
Cost To Income 70.77% 68.87% 74.20% 66.65% 55.24%
Return On Assets 1.67% 1.76% 1.72% 2.07% 2.75%
Return On Equity 44.59% 40.29% 37.96% 46.68% 56.21%
Dividend Payout 0.00% 0.00% 0.00% 0.00% 0.00%
Asset Quality
Gross NPL Ratio 6.09% 6.65% 6.52% 4.72% 4.15%
Net NPL Ratio 1.57% 2.82% 3.11% 2.12% 1.61%
3-months Past Due Ratio 6.09% 6.65% 6.52% 4.72% 4.15%
Specific Loan Loss Provisions For Current Year 0.29% 0.50% 0.53% 0.33% 0.12%
Gross NPL Coverage 93.17% 76.45% 71.82% 76.49% 82.60%
Loan Loss Reserve Coverage 5.68% 5.09% 4.68% 3.61% 3.42%
General Loan Loss Reserve Coverage 1.13% 1.19% 1.20% 0.98% 0.87%
Liquidity & Funding
Liquid Asset Ratio 30.64% 28.93% 34.58% 28.02% 26.97%
Statutory Liquid Asset Ratio 27.04% 27.03% 32.18% 26.96% 25.13%
Customer Deposits To Total Interest Bearing Funds 83.19% 86.36% 87.20% 85.91% 81.74%
Loans To Deposits Ratio 79.53% 81.08% 75.51% 85.52% 89.62%
Loans To Stable Funds Ratio 64.36% 67.46% 63.41% 70.71% 70.55%
Capital Adequacy
Shareholders' Funds To Total Assets 4.05% 4.67% 4.41% 4.46% 4.41%
Tier 1 Risk Weighted Capital Adequacy Ratio NA NA NA 8.54% 7.45%
Overall Risk Weighted Capital Adequacy Ratio NA NA NA 12.77% 11.57%
Internal Rate Of Capital Generation 28.88% 21.53% 22.39% 27.87% 36.09%
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FINANCIAL SUMMARY
People’s Bank- Bank

Unaudited
BALANCE SHEET (Rs. Million) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
ASSETS
Cash & Money At Call 28,708.95 18,380.37 50,332.58 46,356.93 46,683.01
Deposits & Placements With Financial Institutions 0.00 0.00 0.00 0.00 0.00
Securities Purchased Under Resale Agreements 0.00 0.00 0.00 0.00 0.00
Securities
Dealing Securities 6,663.16 11,618.90 16,550.62 20,975.86 39,791.60
Investment Securities 58,231.31 69,491.39 77,404.59 74,003.23 78,131.35
Gross Loans & Advances 252,031.46 262,773.27 298,602.33 371,555.22 410,953.58
Interest-In-Suspense 656.92 629.94 683.85 436.43 550.99
General Loan Loss Reserves 1,071.66 1,723.21 2,203.27 2,391.65 2,431.52
Specific Loan Loss Reserves 12,009.79 11,794.08 11,954.96 11,390.71 11,248.10
Net Loans & Advances 238,293.10 248,626.05 283,760.25 357,336.42 396,722.97
Statutory Deposits With Central Bank of Sri Lanka 23,606.12 18,905.80 22,717.03 26,739.34 31,359.26
Investments in Subsidiaries/Associates 975.45 1,375.45 1,775.45 1,675.45 1,625.45
Investment Land and Properties 0.00 0.00 0.00 0.00 0.00
Other Assets 16,544.08 21,546.91 16,274.89 12,667.05 16,256.36
Property, Plant and Equipment 7,561.37 7,602.90 7,410.09 7,861.56 8,245.62
TOTAL ASSETS 380,583.54 397,547.77 476,225.51 547,615.83 618,815.62
LIABILITIES
Customer Deposits
Demand 32,733.05 27,466.13 37,352.13 40,617.34 39,782.61
Savings 146,414.43 150,871.18 174,735.37 203,003.88 222,883.46
Fixed 121,808.73 146,152.01 184,002.80 218,274.84 238,900.30
NIDs 0.00 0.00 67.26 244.19 0.00
Interbank Deposits 0.00 0.00 0.00 0.00 0.00
Bills & Acceptances Payable 0.00 0.00 0.00 0.00 0.00
Securities Sold Under Repurchase Agreements 31,059.72 26,090.47 0.00 0.00 0.00
Other Borrowing 18,303.13 7,623.63 36,884.17 39,132.05 64,744.05
Subordinated Debt & Hybrid Capital 0.00 2,500.00 5,000.00 5,000.00 5,000.00
Other Liabilities 17,369.93 20,964.64 20,403.55 20,505.22 25,057.17
TOTAL LIABILITIES 367,688.98 381,668.05 458,445.29 526,777.52 596,367.57
Paid-up Capital 50.00 50.00 50.00 50.00 50.00
Minority Interest 0.00 0.00 0.00 0.00 0.00
Share Premium & Other Reserves 11,565.92 13,158.92 13,905.11 14,981.43 22,347.95
Statutory General Reserve 50.00 50.00 50.00 50.00 50.00
Retained Profits/(Loss) 1,228.65 2,620.81 3,775.12 5,756.88 0.00
Total Shareholders' Funds 12,894.56 15,879.72 17,780.23 20,838.31 22,447.95
TOTAL LIABILITIES & SHAREHOLDERS' FUNDS 380,583.54 397,547.77 476,225.51 547,615.83 618,815.52
COMMITMENTS & CONTINGENCIES 74,221.67 138,988.77 100,867.21 131,750.73 131,750.73
TIER 1 CAPITAL 6,723.82 9,958.98 11,823.48 14,861.60 14,814.00
CAPITAL BASE 9,444.11 16,080.82 20,616.01 24,071.21 24,071.00
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FINANCIAL RATIOS
People’s Bank- Bank

Unaudited

INCOME STATEMENT (Rs. Million) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
Interest Income 43,074.18 53,453.56 62,341.24 56,534.17 28,960.73
Less: Amortisation Of Premium/(Accretion Of Discot 0.00 0.00 0.00 0.00 0.00
Less: Net Interest Suspended 0.00 0.00 0.00 0.00 0.00
Less: Interest Expense 26,541.98 34,491.77 38,414.58 30,635.72 15,137.35
Net Interest Income 16,532.20 18,961.79 23,926.65 25,898.45 13,823.38
Non-Interest Income 4,169.29 4,874.33 5,764.97 4,132.02 2,287.55
Gross Income 20,701.49 23,836.12 29,691.63 30,030.47 16,110.94
Personnel Expenses 10,053.94 10,583.19 12,155.10 11,622.55 5,196.43
Other Non-Interest Expenses 5,681.61 6,576.00 7,564.46 9,682.37 4,517.56
Loan Loss Provisions (36.42) 1,013.20 716.38 (45.53) 73.96
Share of results of Associated Companies 0.00 0.00 0.00 0.00 0.00
Pre-Tax Profit 5,002.36 5,663.72 9,255.69 8,771.08 6,322.99
Taxation 2,628.48 2,958.87 2,755.50 3,564.65 2,213.35
Profit After Tax 2,373.88 2,704.85 6,500.19 5,206.42 4,109.64
Extraordinary ltems (700.00) (1,000.00) (1,200.00) (2,150.00) 0.00
Prior Year Adjustments 0.00 0.00 0.00 0.00 0.00
Minority Interests 0.00 0.00 0.00 0.00 0.00
Transfer To Statutory Reserves 0.00 0.00 0.00 0.00 0.00
Transfer To Other Reserves 49.32 93.00 746.19 1,056.36 0.00
Dividend 219.69 219.69 219.69 18.31 0.00
Retained Profit For The Year 1,404.88 1,392.16 4,334.32 1,981.76 4,109.64
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FINANCIAL RATIOS
People’s Bank- Bank

Unaudited
KEY RATIOS (%) 31-Dec-07 31-Dec-08 31-Dec-09 31-Dec-10 30-Jun-11
Profitability
Net Interest Margin 4.60% 4.87% 5.48% 5.06% 4.74%
Non-Interest Income Margin 1.16% 1.25% 1.32% 0.81% 0.78%
Cost To Income 76.01% 71.99% 77.12% 70.94% 60.29%
Return On Assets 1.39% 1.46% 1.39% 1.71% 2.17%
Return On Equity 42.84% 39.37% 36.10% 45.42% 53.36%
Dividend Payout 13.12% 12.89% 10.36% 0.60% 0.00%
Asset Quality
Gross NPL Ratio 5.65% 6.57% 6.50% 4.93% 4.55%
Net NPL Ratio 0.92% 2.17% 2.59% 1.92% 1.86%
3-months Past Due Ratio 5.65% 6.57% 6.50% 4.93% 4.55%
Specific Loan Loss Provisions For Current Year 0.35% 0.63% 0.57% 0.24% 0.12%
Gross NPL Coverage 92.07% 78.47% 73.15% 75.31% 73.34%
Loan Loss Reserve Coverage 5.20% 5.16% 4.75% 3.71% 3.33%
General Loan Loss Reserve Coverage 0.45% 0.69% 0.77% 0.66% 0.61%
Liquidity & Funding
Liquid Asset Ratio 26.78% 27.81% 33.34% 28.21% 29.07%
Statutory Liquid Asset Ratio 26.98% 26.89% 31.92% 23.38% 26.81%
Customer Deposits To Total Interest Bearing Funds 85.91% 89.96% 90.44% 91.28% 87.79%
Loans To Deposits Ratio 79.18% 76.62% 71.63% 77.32% 79.10%
Loans To Stable Funds Ratio 66.98% 67.32% 63.22% 68.72% 67.66%
Capital Adequacy
Shareholders' Funds To Total Assets 3.39% 3.99% 3.73% 3.81% 3.63%
Tier 1 Risk Weighted Capital Adequacy Ratio 4.37% 6.43% 7.66% 7.92% 7.10%
Overall Risk Weighted Capital Adequacy Ratio 6.14% 10.39% 13.35% 12.82% 11.53%
Internal Rate Of Capital Generation 12.46% 10.42% 14.15% 16.80% 34.86%
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FINANCIAL RATIOS
People’s Bank — Group/Bank

KEY FINANCIAL RATIOS

FORMULAE

PROFITABILITY

Net Interest Margin

Net Financing Margin
Non-Interest Income Margin
Cost To Income

Cost Over Total Average Assets
Return On Assets

Return On Equity

Dividend Payout

Net Interest Income / Average Total Assets

(Net Interest Income + Net Finance Income From Islamic Banking Operations) / Average Tota
Non-Interest Income / Average Total Assets

(Personnel & Other Operating Expenses) / Gross Income

(Personnel & Other Operating Expenses) / Average Total Assets

Pre-Tax Profit/(Loss) / Average Total Assets

Pre-Tax Profit/(Loss) / Average Shareholders' Funds

Dividends / Net Profit/(Loss)

ASSET QUALITY
Gross NPLs Ratio

Net NPLs Ratio

3-months Past Due Ratio

Specific Loan Loss Provisions
For Current Period

Gross NPLs Coverage

Loan Loss Reserve Coverage

General Loan Loss Reserve Coverage

(Total Non-Performing Loans - Interest-Income-In-Suspense) /
(Gross Loans - Interest-Income-In-Suspense)

(Total Non-Performing Loans - Specific Loan Loss Reserves - Interest-Income-In-Suspense) /
(Gross Loans - Specific Loan Loss Reserves - Interest-Income-In-Suspense)

3-months Past Due Loans /(Gross Loans - Interest-Income-In-Suspense)

Specific Loan Loss Provisions For The Period / Average Gross Loans

General & Specific Loan Loss Reserves (B/S) /
(Total Non-Performing Loans - Interest-Income-In-Suspense)
General & Specific Loan Loss Reserves (B/S) /
(Gross Loans - Interest-Income-In-Suspense)
General Loan Loss Reserves /
(Gross Loans - Specific Loan Loss Reserves - Interest-Income-In-Suspense)

LIQUIDITY & FUNDING
Liquid Asset Ratio

Loans To Deposits Ratio
Loans To Stable Funds Ratio

Short-Term Funds
Liquid Assets

Total Interest Bearing Funds

Liquid Assets / Customer Deposits & Short-Term Funds

Net Loans / Customer Deposits

Net Loans / (Shareholders' Funds + Total Interest Bearing Funds + General Loan Loss Reser
- Interbank Funding - Property, Plant & Equipment - Investments in Subsidiaries/Associate

Interbank Deposits + Bills & Acceptances + Securities Sold Under Repos

Cash & Short-Term Funds + Securities Purchased Under Repos + Deposits & Placements Wi
Financial Institutions + Quoted Securities (Excluding Securities Held-To-Maturity)

Customer Deposits + Interbank + Bills & Acceptances + Securities Sold Under Repos + Borro
+ Supplementary Capital

CAPITAL ADEQUACY
Internal Rate Of Capital Generation

(Net Profit/(Loss) + Extraordinary Income - Dividend + General Loan Loss Provision) /
Average Shareholders' Funds
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CREDIT RATING DEFINITIONS

Financial Institution Ratings

A Financial Institution Rating (“FIR”) is RAM Ratings Lanka’s current opinion on the overall capacity of a financial institution to meet its financial
obligations. The opinion is not specific to any particular financial obligation, as it does not take in to account the expressed terms and conditions of any
specific financial obligation.

Long-Term Ratings

AAA

AA

BBB

BB

A financial institution rated AAA has a superior capacity to meet its financial obligations. This is the highest long-term FIR assigned
by RAM Ratings Lanka.

A financial institution rated AA has a strong capacity to meet its financial obligations. The financial institution is resilient against
adverse changes in circumstances, economic conditions and/or operating environments.

A financial institution rated A has an adequate capacity to meet its financial obligations. The financial institution is more susceptible
to adverse changes in circumstances, economic conditions and/or operating environments than those in higher-rated categories.

A financial institution rated BBB has a moderate capacity to meet its financial obligations. The financial institution is more likely to
be weakened by adverse changes in circumstances, economic conditions and/or operating environments than those in higher-rated
categories. This is the lowest investment-grade category.

A financial institution rated BB has a weak capacity to meet its financial obligations. The financial institution is highly vulnerable to
adverse changes in circumstances, economic conditions and/or operating environments.

A financial institution rated B has a very weak capacity to meet its financial obligations. The financial institution has a limited ability
to withstand adverse changes in circumstances, economic conditions and/or operating environments.

A financial institution rated C has a high likelihood of defaulting on its financial obligations. The financial institution is highly
dependent on favourable changes in circumstances, economic conditions and/or operating environments, the lack of which would
likely result in it defaulting on its financial obligations.

A financial institution rated D is currently in default on either all or a substantial portion of its financial obligations, whether or not
formally declared. The D rating may also reflect the filing of bankruptcy and/or other actions pertaining to the financial institution that
could jeopardise the payment of the financial obligations.

Short-Term Ratings

P1

P2

P3

NP

A financial institution rated P1 has a strong capacity to meet its short-term financial obligations. This is the highest short-term FIR
assigned by RAM Ratings Lanka.

A financial institution rated P2 has an adequate capacity to meet its short-term financial obligations. The financial institution is more
susceptible to the effect of deteriorating circumstances than those in the highest-rated category.

A financial institution rated P3 has a moderate capacity to meet its short-term financial obligations. The financial institution is more
likely to be weakened by the effects of deteriorating circumstances than those in the higher-rated category. This is the lowest
investment-grade category.

A financial institution rated NP has a doubtful capacity to meet its short-term financial obligations. The financial institution faces
major uncertainties that could compromise its capacity for payment of financial obligations.

A financial institution rated D is currently in default on either all or he D rating may also reflect the filing of bankruptcy and/or other
actions pertaining to the financial institution that could jeopardise the payment of the financial obligations.

For long-term ratings, RAM Ratings Lanka applies signs plus (+), flat or minus (-) in each category from AA to C. The sign plus (+) indicates that the
financial institution ranks at the higher end of its generic rating category; the sign flat indicates a mid-ranking; and the sign minus (-) indicates that the
financial institution ranks at the lower end of its generic rating category.
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RAM Ratings Lanka receives compensation for its rating services, normally paid by the issuers of such securities or the rated entity, and
sometimes third parties participating in marketing the securities, insurers, guarantors, other obligors, underwriters, etc. The receipt of this
compensation has no influence on RAM Ratings Lanka’s credit opinions or other analytical processes. In all instances, RAM Ratings Lanka is
committed to preserving the objectivity, integrity and independence of its ratings. Rating fees are communicated to clients prior to the issuance of
rating opinions. While RAM Ratings Lanka reserves the right to disseminate the ratings, it receives no payment for doing so, except for
subscriptions to its publications.

RAM Ratings Lanka, its rating committee members and the analysts involved in the rating exercise have not encountered and/or are not aware of
any conflict of interest relating to the rating exercise. RAM Ratings Lanka will adequately disclose all related information in the report if there are
such instances.
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