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Siyapatha Finance PLC

Key Rating Drivers

Shareholder Support Drives Ratings: Siyapatha Finance PLC’s National Long-Term Rating is
driven by Fitch Ratings’ view that parent Sampath Bank PLC (A(lka)/Rating Watch Negative
(RWN)) would provide extraordinary support to Siyapatha, if required. Sampath’s ability to
support Siyapatha is reflected in its credit profile, which is underpinned by its standalone
strength. Our support assessment also takes into consideration Sampath’s full ownership of
Siyapatha, record of ordinary equity and the combined brand.

RWN Reflects Parent’s Rating: The RWN on Siyapatha’s ratings reflects that on its parent,
Sampath. It also reflects the potential for further deterioration in Siyapatha’s creditworthiness
relative to other entities on the Sri Lankan National Ratings scale amid sustained pressure on
the domestic operating environment arising from the stressed sovereign credit profile (Long-
Term Local Currency Issuer Default Rating: CC).

We see the funding and liquidity conditions of domestic finance and leasing companies (FLCs)
as tied to those of the banks, and any signs of funding or liquidity stress in the banking sector
would carry contagion risk for FLCs. The RWN reflects our view that Siyapatha is not immune
to these system-wide stresses, which will continue to exert pressure on the prospects for
parental support.

Limited Importance to Sampath Group: Siyapatha is rated two notches below its parent to
reflect our view that the subsidiary is of limited importance to the Sampath group. We regard
Siyapatha'’s core business line - leasing - as a secondary business for the parent, accounting for
amodest 5.9% of group loans at end-2022, despite half of that exposure being at Siyapatha. The
company caters to customer segments that are beyond the bank’s risk appetite. Furthermore,
there is limited operational and management integration between the two entities.

Weak Standalone Profile: We assess Siyapatha’s standalone credit profile as being weaker than
its support-driven rating because of its small franchise, at around 2.8% market share, high risk
appetite, limited operating and funding flexibility due to moderate capital buffers and share of
secured funding that is higher than that of peers, and increased asset-quality pressure.

Asset Quality Among the Weakest: Siyapatha’s gross Stage 3 loans ratio fell marginally to
25.9% by end-2022 (2021: 26.5%) on improved recoveries from leases, but its asset-quality
metrics remain among the weakest of the Fitch-rated Sri Lankan FLCs. Lease receivables
continued to dominate Siyapatha’s stage 3 loans, at 63% of the total at end-2022, although the
share of gold loan receivables in stage 3 loans increased to 18% (2021: 10%), signalling
increased asset-quality pressure from this product.

Modest Capitalisation: Siyapatha’s core capitalisation metric - debt/tangible equity of 5.5x at
end-2022 - was among the highest. Its regulatory Tier 1 capital ratio improved to 16.1% by end-
2022 (2021: 14.7%), supported by faster earnings generation relative to risk-weighted asset
growth, but its capital ratios remained low compared with that of domestic peers. The
company’s rising exposure to gold-backed lending also supports its regulatory capital ratios,
given the low risk-weights attached to this product.

Weak Funding Profile: Siyapatha’s financial flexibility is weaker relative to its peers because of
its low share of deposit funding. Increased deposit mobilisation efforts saw Siyapatha’s share of
depositintotal fundingrising to 54% by end-2022. That said, wholesale term borrowings remain
a key source of funding. Siyapatha’s non-deposit funding comprises senior and subordinated
debt (32% of non-deposit funding), borrowings from the parent (27% of non-deposit funding)
and other securitised borrowings.
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Rating Sensitivities
Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade

Siyapatha'’s rating is sensitive to changes in Sampath'’s credit profile, as reflected in Sampath’s National Long-Term
Rating, as well as Fitch’s opinion around Sampath’s ability and propensity to extend timely extraordinary support.
Developments that could lead to a downgrade include:

° Insufficient or delayed liquidity support from Sampath relative to Siyapatha’s needs, which could hinder
Siyapatha’s ability to meet its obligations in a timely manner;

° Intervention by authorities that constrain Siyapatha’s ability to service its obligations;

° Increased size relative to the parent that makes extraordinary support more onerous for the parent.

The ratings may also be downgraded if we perceive a weakening in the parent’s propensity to support its finance
subsidiary due to weakening links.

The resolution of the RWN is contingent upon developments in the operating environment, the parent’s credit profile
and the evolution of the finance company’s funding and liquidity position, which may take more than six months to
emerge.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade
There is limited scope for upward rating action given the RWN.

Debt Ratings
Debt Ratings : Siyapatha Finance PLC

Rating level Rating Outlook
Senior unsecured BBB+(lka) Watch Negative
Subordinated BBB-(lka) Watch Negative

Source: Fitch Ratings

Siyapatha’s senior unsecured debentures are rated at the same level as its National Long-Term Rating, as they
constitute its direct, unconditional, unsecured and unsubordinated obligations.

Siyapatha’s outstanding subordinated debentures are rated two notches below its National Long-Term Rating. We
have applied our Bank Rating Criteria in rating these instruments because the prudential capital framework for
finance companies is closer to that for banks in Sri Lanka. This reflects our baseline notching for loss severity for this
type of debt and our expectations of poor recoveries in the event of default. There is no additional notching for non-
performance risk, as the debentures have no going-concern loss-absorption features, in line with Fitch criteria.

Debt Rating Sensitivities

The senior unsecured and subordinated debenture ratings will move in tandem with Siyapatha’s National Long-Term
Rating.

Siyapatha Finance PLC
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Income Statement
31 Dec 22 31 Dec21 31 Dec 20 31Dec19
Year end Year end Year end Year end Year end
(USDm) (LKRm) (LKRm) (LKRm) (LKRm)
Audited - Audited - Audited - Audited - Audited -
unqualified unqualified unqualified unqualified unqualified
Revenue
Gross interest, leasing and dividend income 23 8,269.8 6,786.4 6,814.2 7,229.6
Total interest expense 16 5,788.2 2,813.7 3,856.3 4,230.7
Net interest income 7 2,481.6 3,972.7 2,957.9 2,999.0
Total non-interest operating income 1 417.5 457.7 734.9 677.5
Expenses
Total non-interest expenses 5 1,909.9 1,790.0 1,462.5 1,433.4
Pre-impairment/provision operating profit 3 989.2 2,640.4 2,230.2 2,243.0
Impairment charges 0 84.6 1,520.0 1,205.0 1,050.7
Securities and other credit impairment charges 0 47.1 98.2 151.2 0.3
Operating profit 2 857.6 1,022.2 874.0 1,192.1
Pretax income 4 1,464.5 1,925.4 904.6 1,204.9
Net income 2 755.0 1,094.5 409.5 480.2
Fitch comprehensive income 2 793.1 1,100.1 410.1 479.9
Exchange rate USD1=LKR363.11 USD1=LKR200.75 USD1=LKR186.41 USD1=LKR181.63

Source: Fitch Ratings, Fitch Solutions, Siyapatha
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Balance Sheet
31 Dec 22 31Dec21 31 Dec 20 31Dec19
Year end Year end Year end Year end Year end
(USDm) (LKRm) (LKRm) (LKRm) (LKRm)
Assets
Loans and leases
Gross loans and leases 107 38,946.7 41,100.3 38,700.3 38,081.8
Loan loss allowances for receivables and loans 11 4,172.2 4,263.3 2,754.7 1,669.9
Net loans and leases 96 34,774.5 36,836.9 35,945.6 36,411.9
Total earning assets 112 40,596.3 39,887.0 39,3117 39,074.9
Total assets 121 44,094.6 42,750.2 41,551.7 40,947.3
Liabilities and equity
Debt and deposits
Total customer deposits 53 19,342.0 17,114.9 17,279.6 13,221.0
Total deposits 53 19,342.0 17,114.9 17,279.6 13,221.0
Total short-term debt funding 16 5,783.5 5,633.2 2,809.0 10,198.8
Total long-term funding 29 10,628.4 11,635.6 14,491.2 11,505.1
Total debt and deposits 98 35,754.0 34,383.7 34,579.9 34,924.8
Total interest-bearing liabilities 98 35,754.0 34,383.7 34,579.9 34,924.8
Total liabilities 103 37,5274 36,524.2 36,425.7 36,931.5
Total equity 18 6,567.2 6,226.1 5,126.0 4,015.8
Total equity less non-controlling interest/minority interest 18 6,567.2 6,226.1 5,126.0 4,015.8
Total liabilities and equity 121 44,094.6 42,750.2 41,551.7 40,947.3
Exchange rate USD1= UsD1= usD1= UsSD1=
LKR363.11 LKR200.75 LKR186.41 LKR181.63
Source: Fitch Ratings, Fitch Solutions, Siyapatha
Siyapatha Finance PLC
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Summary Analytics
31 Dec 22 31Dec21 31 Dec 20 31Dec 19
Year end Year end Year end Year end
Asset quality ratios (%)
Impaired loans and leases/gross loans and leases 25.5 26.2 28.0 15.2
Growth of gross loans and leases (yoy) -5.2 6.2 1.6 9.8
Loan loss allowances for impaired loans and leases/impaired loans and leases 42.0 39.6 25.4 28.9
Impairment to capital ratio 90.3 115.2 178.6 110.6
Earnings and profitability ratios (%)
Pretax income/average assets 3.3 4.6 2.1 3.1
Non-interest expense/gross revenue 22.0 247 194 18.1
Pretax income/average equity 22.8 33.9 20.7 32.3
Impairment charges/pre-impairment operating profit 13.3 61.3 60.8 46.9
Capitalisation and leverage ratios
Debt+deposits/tangible equity 5.5 5.5 6.8 8.8
Regulatory Tier 1 capital ratio (%) 16.1 14.7 9.8 9.0
Regulatory total capital ratio (%) 21.0 214 14.2 14.2
Funding, liquidity and coverage ratios (%)
Customer deposits/total funding (excluding derivatives) 54.1 49.8 50.0 37.9
Gross loans/customer deposits 201.4 240.1 2240 288.0
Source: Fitch Ratings, Fitch Solutions, Siyapatha
Siyapatha Finance PLC
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The ratings above were solicited and assigned or maintained at the request of the rated entity/issuer or a related
third party. Any exceptions follow below.
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