
 

Fitch Rates DFCC's Basel III Sub-Debt 
'A+(EXP)(lka)' 

 

Fitch Ratings - Colombo - 13 February 2020: 

Fitch Ratings has assigned DFCC Bank PLC's (DFCC, AA-(lka)/Negative) 

proposed Sri Lanka rupee-denominated Basel III-compliant subordinated 

debentures an expected National Long-Term Rating of 'A+(EXP)(lka)'. 

The notes, which will total up to LKR7 billion and mature in five and seven years, 

include a non-viability clause and will qualify as regulatory Tier 2 capital for the 

bank. The bank plans to use the proceeds to strengthen its Tier 2 capital base 

and support its loan expansion. 

The debentures are to be listed on the Colombo Stock Exchange. 

The final rating is subject to the receipt of final documentation conforming to 

information already received. 

 
 

KEY RATING DRIVERS 

Fitch rates the proposed Tier 2 instrument one notch below the bank's National 

Long-Term Rating of 'AA-(lka)' to reflect the notes' subordinated status and higher 

loss-severity risks relative to senior unsecured instruments. The notes would 

convert to equity upon the occurrence of a trigger event, as determined by the 

Monetary Board of Sri Lanka. 

DFCC's National Long-Term Rating is used as the anchor rating for this 

instrument because the rating reflects the bank's standalone financial strength 

and best indicates the risk of the bank becoming non-viable. 

Fitch has not applied additional notching to the notes for non-performance risk, as 

they have no going-concern loss-absorption features, in line with Fitch's criteria. 

DFCC's National Long-Term Rating was affirmed on 22 January 2020 and is 

driven by its Viability Rating, which is highly influenced by our view of its 



operating environment. It also reflects above-average capitalisation (Fitch Core 

Capital ratio of 15.9% at end-June 2019), which compensates for the risks 

stemming from its developing commercial-bank franchise, deteriorating asset 

quality (gross non-performing loans ratio: 4.8% at end-9M19, 2018: 3.3%) and 

weak earnings. 

The Negative Outlook on DFCC's National Long-Term Rating reflects our view 

that the bank's capital buffers, while above average, may not be sufficient to 

counterbalance pressure from the weakening operating environment on its 

already-weak profitability and funding profile relative to that of peers rated 'AA-

(lka)'. 

 
 

RATING SENSITIVITIES 

The rating on the notes would move in tandem with DFCC's National Long-Term 

Rating. The subordinated debt ratings may also be sensitive to relevant changes 

in Fitch's Bank Rating Criteria should the proposed revisions in the exposure draft 

be adopted. 

The Outlook on DFCC's National Long-Term Rating may be revised to Stable if 

the bank can sustain capital buffers to sufficiently cushion its weaker asset quality 

amid higher operating environment-related risks. 

An inability to sustain capital buffers that counterbalance increased operating 

environment risk alongside a weaker franchise could put pressure on the bank's 

National Long-Term Rating. 

 
 

DATE OF RELEVANT COMMITTEE 

17 January 2020 

ESG CONSIDERATIONS 

Unless otherwise disclosed in this section, the highest level of ESG credit 

relevance is a score of 3 - ESG issues are credit neutral or have only a minimal 

credit impact on the entity, either due to their nature or the way in which they are 

being managed by the entity. 



 
 

 

Additional information is available on www.fitchratings.com 

ADDITIONAL DISCLOSURES 

Solicitation Status 

Endorsement Policy 

DISCLAIMER 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND 

DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY 

FOLLOWING THIS 

LINK: HTTPS://WWW.FITCHRATINGS.COM/UNDERSTANDINGCREDITRATIN

GS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF 

SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE 

AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND 

METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. 

FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 

INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT 

POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF 

CONDUCT SECTION OF THIS SITE. DIRECTORS AND SHAREHOLDERS 

RELEVANT INTERESTS ARE AVAILABLE 

AT HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY 

HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED 

ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR 

RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-

REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE 

FOR THIS ISSUER ON THE FITCH WEBSITE. 
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the NRSRO. However, non-NRSRO personnel may participate in determining 

credit ratings issued by or on behalf of the NRSRO. 
SHOW FULL TEXT 

SOLICITATION STATUS 

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. 

ENDORSEMENT POLICYFitch's approach to ratings endorsement so that ratings 

produced outside the EU may be used by regulated entities within the EU for 

regulatory purposes, pursuant to the terms of the EU Regulation with respect to 

credit rating agencies, can be found on the EU Regulatory Disclosures page. The 

endorsement status of all International ratings is provided within the entity 

summary page for each rated entity and in the transaction detail pages for all 

structured finance transactions on the Fitch website. These disclosures are 

updated on a daily basis. 
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