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FINANCIAL ANALYSIS 

A. DFCC Vardhana Bank  

1. Capital Adequacy  

1. Capitalization of the DFCC Vardhana Bank (DVB) is strong. The bank’s total capital 
adequacy ratio (CAR) for Tier 1 and Tier 2 increased from 15.4% as of the end of 2010 to 
17.2% at the end of 2011. DVB’s CAR is substantially above the 10% central bank minimum, 
giving the bank good absorptive capacity. Tier 1 declined to 13.7% at the end of 2011 from 
14.7% at the end of 2010, but is still well above the regulatory minimum of 5.0%. The bank’s 
CAR has been supported by continued profitability, an increase in equity through a rights issue 
of SLRs1.1 billion, and the issuance of an unsecured Tier 2 debenture issue of SLRs1 billion. 
 

2. The DVB has incurred, and plans to incur, a number of capital expenditures. The 
continuous upgrade of infrastructure and the integration of the Northern and Eastern provinces 
into the mainstream economy have increased the country’s productive capacity and, as a result, 
the DVB has increased its branch network. The combined branch network of the DVB and 
Development Finance Corporation of Ceylon (DFCC) was 127 branches as of December 2011, 
up from 62 in October 2009. Another 88 banking windows in Sri Lanka Post offices, opened 
since 2008, also offer personal finance services. The bank has launched the Visa International 
debit card and internet banking system to further expand access to its services. Information 
systems were upgraded in several key areas to enable the bank to serve its customers more 
efficiently and focus on the future growth of the business.  
 

3. Dividends payable are restricted to the maximum of retained earnings of the bank. The 
final dividend for 2010, distributed in 2011, was SLRs55.2 million. In December 2011, the DVB 
distributed SLRs88.4 million as dividends among its shareholders, which represented a 59% 
increase over 2010 as a result of the 93% increase in net profit over 2010.1  

2. Asset Quality  

4. Loan portfolio overview. DVB’s total loan portfolio was SLRs33.1 billion as of the end 
of 2011. This represented an increase of 75% from the end of 2010 due to (i) the bank’s ability 
to successfully capture a large share of the growing private sector demand for credit, and (ii) 
DVB’s extensive presence across the island through its network of branches and extension 
offices. The broad expansion in lending activities is also a direct result of new customer 
strategies, specifically its “customer-centric”2 approach, and a shift from the product-led strategy 
which focused on the sale and promotion of credit products. Under this new approach, the DVB 
has segmented the credit market, which allows it to develop marketing strategies and customize 
service standards to suit the specific requirements of these market segments.3 It also helps to 
create better customer insights and provide opportunities to cross-sell products and services of 
both the DVB and DFCC. As of the end of 2011, DVB’s portfolio was segmented as follows: 
corporate banking 22%, business banking 17%, branch banking and small and medium-sized 
enterprises 50%, and personal financial services 11%.4 
 

5. Loan portfolio. DVB’s loan portfolio is spread across 11 sectors.5 The bank has a 
concentration limit of 20% per sector,6 with the exception of 30% for manufacturing and trade 

                                                
1
 Dividends declared in 2011 are distributed in 2012. 

2
 DVB 2012. Annual Report 2012. Sri Lanka 

3
 The market segments are corporate banking, business banking, small and medium-sized enterprises, and personal 

financial services. 
4
 Branch banking is for businesses considered a tier above small and medium-sized enterprises. 

5
 The Herfindahl–Hirschman Index indicated satisfactory granularity of DVB’s credit portfolio among different industry 

sectors. 
6
 20% is an internal target; the CBSL has a 30% target. 
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finance, as per Central Bank of Sri Lanka (CBSL) regulations. As of the end of December 2011 
the two largest sector exposures were manufacturing (24%) and trade (26%). The 20 largest 
borrowers account for 26.5% of the bank’s total portfolio,7 with the largest being CIC Agri–
Business Private, an agriculture and livestock company, accounting for 1.9% of the total loan 
portfolio as of the end of December 2011. 
 

6. Mortgage loan portfolio. Housing loans as of the end of 2011 totaled SLRs1.2 billion 
(in March 2012 it was SLRs1.3 billion), or 3.7% of the total loan portfolio, mostly for owner-
occupied homes (95%). The housing portfolio has been concentrated around Colombo, 
Gampaha, Polonnaruwa, Kandy, and the south, with over 75% of all housing loans outside 
Colombo.  
 

7. As the bank’s distribution network has begun to include the north and east, an increase 
in loan growth is already being achieved. Mortgage loans form part of the range of products 
under personal finance, which, as noted, began in 2006 but only accelerated in 2009 after the 
war ended. Prevailing fixed rates at the DVB are 16% per annum while variable rate loans 
average around 14% per annum. At present, the DVB offers a fixed rate for a period of 1–2 
years followed by a variable rate for the balance tenor of the loan.  
 

8. Security. The DVB requires that all of its loans are backed by collateral with a loan–
value ratio of a maximum of 80% of the liquidation value.  
 

9. Related party lending. The DVB does not have significant exposure to related parties 
(0.2% of gross loans as of the end of December 2011) and all are current. The DVB deals with 
related parties on an arm’s length basis. Staff loans accounted for 0.1% of gross loans as of 31 
December 2011. For employees, the bank allows lending on preferential terms, such as lower 
interest rates and favorable repayment schedules. The bank limits related party loans to 15% of 
total capital. 
 

10. Nonperforming loans. The bank’s asset quality continues to improve. Nonperforming 
loans (NPLs) decreased from 10.3% in 2010 to 5.3% in December 2011, 8  as the bank 
strengthened its credit and recovery processes, instilled strong loan underwriting standards, and 
benefited from the improved performance of the domestic economy. The sector with the largest 
proportion of NPLs in the bank’s portfolio was manufacturing, which was 34% at the end of 
December 2011.  
 

11. Nonperforming loan coverage. According to Fitch Ratings, the DVB follows a more 
conservative provisioning policy than its peers. Specific loan loss coverage stood at 67% as of 
the end of December 2011, as compared with an industry average of 41% for licensed 
commercial banks.11 Provisioning decreased in 2011 as a result of the improved performance of 
the domestic economy and strengthened credit processes. As a precautionary measure, the 
bank incurs additional provisions depending on the challenges in realizing collateral and for 
particular borrowers on a case-by-case basis. DVB’s provisioning standards are also above 
central bank norms.12  

                                                
7
 DVB. 2011. Annual report. Kathmandu. 

8
 Including rescheduled loans for 2011, as per the Asian Development Bank (ADB). 

11
 Fitch. 2011. DFCC Vardhana Bank Full Rating Report. Sri Lanka (17 October). 

12
 Special mention >90 days = 1%; substandard >180 days = 20% (credit cards 25%); doubtful >360 days = 50%, 
loss >540 days (credit cards more than 240 days) = 100%. Rescheduled NPLs are reclassified only after a 
mandatory watch period ranging from 90 days to 360 days based on the NPL category at the time of rescheduling. 
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3. Funding and Liquidity 

12. The DVB has a strong funding profile through customer deposits and external 
borrowings. As of the end of December 2011, the bank’s main funding sources were deposits 
(73%), external borrowings (17%), and equity (10%). Future funding is expected to be sourced 
primarily through deposits, the local capital market (short term), and international financial 
institutions. Advertising and various promotions are held regularly to entice new clients and 
keep existing clients for both loans and deposits. As of December 2011, the DVB had the 
equivalent of SLRs33,587 million in deposits. Approximately 72% of these deposits are demand 
deposits, 4% are time deposits, 20% savings deposits, and 4% margin deposits. Although the 
country has a developing capital market, it is shallow for corporate debt, and difficult in 
particular for corporations or banks seeking to issue longer-term debt. With respect to external 
borrowings, the Asian Development Bank (ADB) loan will be the first international financial 
institution long-term loan to the DVB; however, its parent, the DFCC, has existing credit lines 
with Deutsche Investitions-und Entwicklungsgesellschaft mbH (DEG) and Nederlandse 
Financierings-Maatschappij voor Ontwikkelingslanden (FMO) 13  The DVB will continue to 
develop relationships with local and international commercial banks.  
 

13. Liquidity. DVB’s liquidity position is regularly assessed and managed by its Asset and 
Liability Committee (ALCO), based on prevailing economic and market conditions and in 
accordance with central bank guidelines. Stress-testing of the capital adequacy and liquidity 
position under different scenarios is carried out quarterly. DVB’s liquidity ratio was 24% for 
domestic banking and 37% for offshore banking (compared to a minimum 20% requirement by 
the CBSL) as of the end of 2011.  

 

14. Maturity gap analysis. The DVB has limited maturity mismatches (all buckets less than 
100% of equity and on a cumulative basis) as it has had access to mostly short-term funding 
and has therefore restricted its lending to relatively short-term tenors. The DVB has a positive 
term mismatch for up to 3 months of 71% of equity as of the end of 2011. The bank has a low 
market risk tolerance. Of the deposits, 13% are for durations of more than 5 years. Most 
deposits are denominated in Sri Lanka rupees (22% are in foreign currency). DVB’s negative 
liquidity mismatch is in (i) the 3–6 month bucket, due to deposit maturities where depositors 
prefer a shorter investment time frame when there is an upward movement in the yield curve; 
and (ii) the over-5-year bucket for longer tenor loans for small and medium-sized enterprises 
and mortgages. Most short-term deposits are rolled over.  
 

15. Currency gap analysis. The maximum open foreign currency position the DVB can 
hold daily is $3 million. As of the end of December 2011, reporting to the CBSL was $2.6 million 
and within the limits. The bank’s aggregate internal limit placed on foreign currency open 
positions is $5 million, but subject to CBSL rules, which change regularly.14 The DVB has swaps 
in place in its daily foreign exchange activities.  

4. Earnings and Profitability 

16. DVB’s profitability strengthened in 2011 by 92% from the end of 2010, with return on 
equity increasing from 9.2% to 13.7% and return on assets increasing from 0.9% to 1.4%. 
Return on equity had a compounded annual growth rate of 47% from 2008 to 2011. Annual net 
income was SLRs531.5 million for 2011 and SLRs275.9 million for 2010. Annual net income for 
2011 was considerably higher than 2010 as a result of the improved investment climate in Sri 
Lanka, the growth in fund- and fee-based income, operational efficiencies, and significantly 
reduced loan provisioning.  
 

                                                
13

 ADB has an existing trade finance facility with the DVB of $3.5 million with a maximum tenor of 12 months. 
14

 The maximum internal aggregate open foreign currency position the DVB can hold is 12% of capital or limited by 
CBSL rules. There are no internal and CBSL set limits per currency.  
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17. Operating income and expenses. Operating income increased from SLRs2,119.5 
million in 2010 to SLRs2,401.4 million in 2011. Net interest income was SLRs1,700.5 million for 
2010 and SLRs1,797.0 million for 2011. Operating income increased by 13.3% in 2011 from 
2010 as a result of fund- and fee-based income growth. Net interest income improved 
marginally due to a competitive interest rate environment. The DVB expects an increase in non-
interest income of 30% in 2012 (from credit card fees, letters of credit, money transmission, and 
income from cross-selling DFCC products). Operating expenses for 2011 totaled SLRs1,567.8 
million, which represented a 12.7% increase over 2010. The bank’s cost–income ratio increased 
from 62.2% in 2010 to 66.6% in 2011. This increase was due to the addition of new branches 
and the recruitment of new staff. Tables 1, 2, and 3 provide a list of key financial ratios and the 
income statement and balance sheet for the DVB.  
 

Table 1: DFCC Vardhana Bank Key Financial Ratios 
(%) 

Item 31 Dec 2011 31 Dec 2010 31 Dec 2009 

Return on average assets 1.4 0.9 0.9 
Return on average equity 13.7 9.2 9.6 
Capital adequacy ratio 17.1 15.4 18.5 
Dividend payout 10.4 20.0 6.8 
Non-interest income to operating income 22.2 16.9 8.5 
Net interest margin 5.4 6.3 7.2 
Cost–income ratio 66.6 62.2 56.5 

Source: DFCC Vardhana Bank and Asian Development Bank. 
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Table 2: Income Statement of DFCC Vardhana Bank, Year ended 31 December 

(SLRs '000) 

 
( ) = negative, FY = financial year.  
Source: DFCC Vardhana Bank Audited accounts of 2009, 2010, and 2011, and ADB. 
 

Table 3: Balance Sheet of DFCC Vardhana Bank, as of 31 December 
(SLRs '000) 

Item

Actual FY 2009 

Audited

Actual FY 2010 

Audited

Actual FY 2011 

Audited

Loans

     Customer loans 14,559,722.00 18,943,238.00 33,126,171.00 

     Loan loss reserves (728,085.00)     (949,289.00)     (972,260.00)     

     Customer loans, net 13,831,637.00 17,993,949.00 32,153,911.00 

Other earning assets

     Mandatory deposits with the Central Bank

     Interest-bearing deposits and placements with other banks 699,881.00      100,000.00      

     Trading securities 100,075.00      

     Available-for-sale securities

     Held-to-maturity investments 10,998,106.00 5,290,859.00   4,662,576.00   

     Derivatives financial instrument

     Investment in unconsolidated subs and affiliates

     Pledged assets (earning assets) 3,281,083.00   1,767,067.00   3,858,310.00   

     Other earning assets 109,198.00      29,887.00        

Total earning assets 28,210,901.00 25,860,954.00 40,804,684.00 

Fixed assets, net 331,066.00      362,038.00      392,116.00      

Other non-earning assets

     Cash and non-interest bearing deposits 835,704.00      1,452,215.00   1,875,810.00   

     Pledged assets (non-earning assets)

     Foreclosed properties

     Intangible assets, net 107,039.00      125,300.00      171,071.00      

     Deferred income tax assets

     Other assets 1,852,868.00   1,725,049.00   2,696,342.00   

Total assets 31,337,578.00 29,525,556.00 45,940,023.00 

Deposits and money market funding

     Local currency customer deposits 18,771,006.00 15,060,750.00 24,236,829.00 

     Foreign currency customer deposits 5,764,535.00   7,475,746.00   

     Due to banks 3,275,940.00   2,670,638.00   1,874,549.00   

     Other money market funds

     Total deposits and money market funding 22,046,946.00 23,495,923.00 33,587,124.00 

Other liabilities

     Derivative financial instruments

     Deferred income tax liabilities 48,224.00        40,192.00        48,244.00        

     Non-interest bearing payables 1,304,453.00   1,219,162.00   1,623,964.00   

Other money-market funding

     Domestic short-term borrowings 4,864,920.00   1,636,115.00   4,912,904.00   

     Foreign short-term borrowings 73,184.00        35,579.00        87,855.00        

     Long-term borrowings:

          Bank borrowings

          Debt issues or bonds

          Other borrowings (sub-debt, hybrid capital) 122,000.00      0 1,000,000.00   

Total liabilities 28,459,727.00 26,426,971.00 41,260,091.00 

Subordinated debt 0 0 0

Hybrid capital 0 0 0

Common stock (including capital surplus) 2,077,387.00   2,077,387.00   3,182,519.00   

Perpetual non-cumulative preferred stock

Retained earnings 764,037.00      970,971.00      1,300,258.00   

     Less: treasury shares

Reserves

     Disclosed reserves 36,427.00        50,227.00        76,800.00        

     Revaluation reserves 0 120,355.00      

Minority interests

Others

Total equity 2,877,851.00   3,098,585.00   4,679,932.00   

Total liabilities and capital 31,337,578.00 29,525,556.00 45,940,023.00 

Exchange rate 114.35             110.95             115.40             

( ) = negative, CBSL = Central Bank of Sri Lanka. FY = financial year. 
Source: DFCC Vardhana Bank audited accounts 2009, 2010, and 2011, and ADB. 

Item

Actual FY 2011 

Audited

Actual FY 2010 

Audited

Actual FY 2009 

Audited

Interest income 3,733,139.00   3,368,119.00   4,235,229.00   

Interest expense (1,936,055.00)  (1,667,579.00)  (2,483,929.00)  

Net interest income 1,797,084.00   1,700,540.00   1,751,300.00   

Net foreign exchange profit 83,500.00        29,269.00        (89,905.00)       

Fee and commission income 480,063.00      302,835.00      197,782.00      

Other income 40,811.00        86,900.00        104,447.00      

Operating income 2,401,458.00   2,119,544.00   1,963,624.00   

Less: operating expenses (1,567,817.00)  (1,390,924.00)  (1,365,655.00)  

Operating profit before value added tax 833,641.00      728,620.00      597,969.00      

Less: value added tax on financial services (125,138.00)     (189,834.00)     

Operating profit before income tax 708,503.00      538,786.00      597,969.00      

Less income tax expense (177,035.00)     (262,795.00)     (329,636.00)     

Net profit 531,468.00      275,991.00      268,333.00      


