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ICRA Lanka reaffirms the ratings of
First Capital Treasuries PLC

January 02, 2019
Plig:::éls Current Rated
Instrument* Amount Amount Rating Action
(LKR Mn) (LKR Mn)
. [SL]A- with stable outlook
Issuer rating N/A N/A Reaffirmed
Subordinated Unsecured Redeemable 500 500 [SLIBBB+ with stable outlook
Debenture programme Reaffirmed

Rating action

ICRA Lanka Limited, subsidiary of ICRA Limited, a group company of Moody’s Investors Service, has
reaffirmed the issuer rating of [SL]A- (pronounced SL A minus) with stable outlook for First Capital
Treasuries PLC (FCT or “the Company”). ICRA Lanka has also reaffirmed the issue rating of [SL|BBB+
(pronounced SL triple B plus) with stable outlook for the LKR 500 Mn Subordinated Unsecured Redeemable
Debenture programme of the company.

Rationale

The ratings continue to factor in FCT’s position as one of the leading standalone primary dealers in Sri
Lanka with an established track record, franchise and clientele. The ratings also take comfort from the low
credit risk profile, as all the exposures are towards Government securities. ICRA Lanka notes that, while
the portfolio has modest credit risk, it is however susceptible to adverse movements in interest rates. The
capitalization profile is adequate with Tier-I capital ratio at 18.36% as at June 2018; it however has reduced
from 32.8% in June 2017 because of significant increase in trading positions and sizable increase in portfolio
duration over the period (from 1.19 to 1.87); the gearing (excluding deferred tax asset) stood at 9.07 times
in June 2018 as compared with 9.93 times in June 2017. The ratings also take cognizance of the short-term
nature of the borrowing profile and the significant short-term asset and liability mismatch (overnight
mismatch at about -42.8% of the total earning assets, in June 2018 vis a vis about -10.3% in June 2017);
however, the highly liquid nature of the underlying portfolio provides some comfort. ICRA Lanka is
cognizant of the upward pressure on systemic interest rates, which could impact FCT’s earnings profile in
FY2019. ICRA Lanka also takes note of the sizeable increase in the gearing of First Capital Holdings (FCH)
and its exposure to corporate debt including intra-group exposures. This could impact FCT’s credit risk
profile, as being a key entity of the group, it would have to extend liquidity support to the group entities,
if required. Going forward, FCH’s ability to reduce its leverage and intra-group exposures would be
crucial; further any adverse movement of systemic interest rates and the corresponding impact on FCTs
risk profile would be a key monitorable.

Outlook: Stable

The Stable outlook factors in FCT’s adequate capitalisation and its track record as one of the lending
primary dealers in Sri Lanka. The outlook may be revised to “Positive” based on FCT’s ability to operate
profitably across cycles while maintaining a comfortable capital and liquidity profile. The outlook may be
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revised to “Negative” in case of significant weakening in the earnings, liquidity and capitalization profile
or in a case its exposure profile shifts away from Government securities.

Key rating drivers
Credit strengths

Position as a leading stand-alone primary dealer in Sri Lanka: FCT is one of the leading standalone
primary dealers in Sri Lanka, with a total asset base of LKR 25.6 Bn as on June 30, 2018. The company has
an established track-record with relationships with a large client base and funding arrangements with most
of the leading banks in Sri Lanka.

Modest credit risk: FCT’s portfolio as on June 30, 2018 stood at about LKR 24.6 Bn. The same has increased
from LKR 21.2Bn on June 30, 2017. The portfolio consists of treasury bills, bonds and reverse repos on
government securities, which carry no significant credit risk and are highly liquid assets. However, FCT is
exposed to interest rate risk as the portfolio is marked to market based on systemic interest rates; weighted
average portfolio duration was moderate at about 1.9 (in years) in June 2018.

Adequate capitalization profile: As in June 2018, the total capital base of FCT stood at LKR 3,248 Mn (LKR
2,448 Mn adjusted for deferred tax asset); capital adequacy ratio stood at 21.57%, well above the regulatory
minimum of 10%. As in June 2018, reported gearing stood at 6.84 times, while the gearing adjusted for
deferred tax asset stood at about 9.07 times. Healthy internal generations in FY2018 supported the overall
capitalization of the Company. During FY2018, the Company made a total trading profit of LKR 498 Mn,
followed by a net interest income of LKR 361 Mn, and fair value gains of LKR 139 Mn also supported overall
profitability. While the current capitalization remains adequate in relation to the risk profile, the impact of
adverse movement in the interest rate on the earnings and capitalisation profile in FY2019 would be a
monitorable; further regulatory capital requirements for the primary dealers could increase going forward.

Credit challenges

Increase in asset liability mismatch over the recent past, especially in the overnight maturity: FCT
intends to maximize interest income by leveraging its short-term repo borrowings, while maintaining a
medium-term (about 2 years) duration on its overall portfolio. As in June 2018 negative overnight mismatch
was 43% of total assets compared to (10%) in June 2017. However, highly liquid nature of the portfolio,
along with access to diverse sources of funding, provide some comfort. As in September 2018, the company
had unutilised credit lines of about LKR 1.57 Bn.

Vulnerability to interest rate risk: Notwithstanding lower credit risk, FCT’s portfolio is exposed to market
risk due to its susceptibility to adverse movement in the interest rates, where company could make trading
losses and fair valuation losses based on systemic rate movements. During the 6 months ended September
30, 2018, company made a net loss of LKR 4 Mn, due to fair valuation losses of LKR 364 Mn during the
period. Given the weak liquidity position in the market and upward pressure on systemic rates, interest
rate risk will be a key monitorable in the near term.

Analytical approach: For arriving at the ratings, ICRA Lanka has applied its rating methodologies as
indicated below.
Links to applicable criteria: ICRA Lanka Rating Methodology for Primary Dealers



http://www.icralanka.com/images/pdf/Primary%20Dealer%20Rating%20methodology.pdf
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About the company:

Incorporated in year 1982, FCT is a licensed primary dealer of government securities in Sri Lanka. The
company is 94.44% held by First Capital Limited, while First Capital Limited is in-turn 100% held by First
Capital Holdings PLC. First Capital Holdings PLC is 78.14% held by Dunamis Capital PLC (DCP).
Janashakthi PLC (JPLC) is the ultimate parent of FCT with an effective stake of 72.38% via DCP.

On September 13, 2018, JPLC announced the acquisition of 31.14% of the shareholding in DCP, for a total
purchase consideration of LKR 1.4 Bn (price per share of LKR 36.6). With the said acquisition, JPLC
increased its stake in DCP to 41.14%, representing 50.6 Mn shares (previously, JPLC held a 10% stake in
DCP as of June 30, 2018). On October 19, 2018, JPLC announced a voluntary offer to acquire the remaining
ordinary shares of DCP (72.4 Mn shares at LKR 36.6 per share). The said offer subsequently resulted in
increase in stake of the investee company from 41.14% to 98.08%. Thus, JPLC became the ultimate parent
of FCT.

For the financial year ended March 31, 2018, FCT reported a net profit of LKR 1,671 Mn (including deferred
tax asset of LKR 847 Mn) on a total asset base of LKR 25.5 Bn, vis-a-vis net profit of LKR 344 Mn on a total
asset base of LKR 21.9 Bn during the previous fiscal.

For 6 months ended September 30, 2018, FCT reported a net loss of LKR 4 Mn on a total asset base of LKR
27.4 Bn.
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ICRA Lanka ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA Lanka
ratings are subject to a process of surveillance, which may lead to revision in ratings. An ICRA Lanka rating is a symbolic
indicator of ICRA Lanka’s current opinion on the relative capability of the issuer concerned to timely service debts and
obligations, with reference to the instrument rated. Please visit our website www.icralanka.com or contact ICRA Lanka’s
office for the latest information on ICRA Lanka ratings outstanding. All information contained herein has been obtained by
ICRA Lanka from sources believed by it to be accurate and reliable, including the rated issuer. ICRA Lanka however has not
conducted any audit of the rated issuer or of the information provided by it. While reasonable care has been taken to ensure
that the information herein is true, such information is provided ‘as is” without any warranty of any kind, and ICRA Lanka
in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness or completeness of any
such information. Also, ICRA Lanka or any of its group companies may have provided services other than rating to the issuer
rated. All information contained herein must be construed solely as statements of opinion, and ICRA Lanka shall not be liable
for any losses incurred by users from any use of this publication or its contents
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