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PROTECTIONISM BOOST PROFITABILITY

VALUATION NOTE
Fair Value [FY22E]: LKR 280.0 [Range of LKR 250.0-310.0]

Import restriction aids to conquer the market
RCL group, the dominant local player in Tile and Sanitaryware products was a

key beneficiary following the import restrictions employed by the Government
via the implementation of “Special Import License Regulation” dated 16 Jul
2020 resulting in a complete import ban on all Tile and Sanitaryware products.
RCL’s Pre-Covid 52% market share surged across all segments to 75% in floor
tiles and 82% in wall tiles.

P/E 31 March FY17 FY18 FY19 FY20 FY21E FY22E FY23E
Estimates (LKR 'Mn)

Revenue 26,413 29,090 31,499 31,554 40,797 41,819 43,565

Gross Profit 10,863 10,933 10,296 10,481 14,626 14,624 15,040

EBIT 6,076 5,498 4,651 4,449 6,744 6,240 6,001

Net Profit 3,375 2,880 2,632 2,586 5,346 5,173 5,203

EPS (LKR) 30.5 26.0 23.8 233 483 46.7 47.0

YoY Growth (%) 15% -15% -9% -2% 107% -3% 1%
DPS (LKR) 9.0 7.0 5.7 5.7 11.5 11.1 11.2

Valuations

PER (x) 8.5 10.0 10.9 11.1 5.4 5.6 5.5

PBV (x) 1.6 14 13 1.2 1.0 0.9 0.8

DY (%) 3.5% 2.7% 2.2% 2.2% 4.4% 4.3% 4.3%

Double whammy expands earning
RCL earnings growth surged over 100% to reach LKR 2.0Bn for 3QFY21,

compared to the LKR 1.0Bnin 3QFY20 with 9MFY21 earnings expanding by 72%
to LKR 3.3Bn. Profitability was mainly supported by the surge in GP margins,
reduction in finance cost and increased contribution from associate profit from
LFIN. RCL’s GP margins for the qtr was enlarged by 236bpsYoY to 39% amidst
strong growth in volume and economies of scale supported by higher capacity
utilization nearing 100%. Meanwhile EBIT and NP margins jumped 424bps and
691bps respectively.

RCL gears up for capacity expansion
RCL plans to increase tile and bath ware capacity by 10% expansion in the

existing plants while also building a new plant in-order to further expand
overall capacity by 20% during FY22E. New tile manufacturing plant is expected
to target more price sensitive segment of the market. The ceramic industry is
expecting more than LKR 15Bn in new investments, expanding industry
production capacity with potential new players likely to enter the lucrative
industry increasing competition over the next few years.

Import restriction relaxation on the cards
On 2" Feb 2021 import relaxation gazette notification was overturned within

24 hrs maintaining the restrictions until further notice. On the sanitaryware
segment, the Tile and Sanitaryware Importers Association (TSIA) reached an
agreement with the government to allow import of products under restrictive
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conditions. Few weeks later, on 1% Mar 2021, TSIA along with local
manufactures reached an agreement after meeting with Treasury Secretary to
remove restrictions allowing the importation of Tiles subject to “SPECIAL CESS”.
However, gazette notification is yet to be released.

Retaining volume and margin; the biggest challenge

In FY22E, with a more relaxed environment in terms of trade coupled with the
new capacity RCL margins are likely to significantly dip although offset by
increased volumes and higher contribution from LFIN, we expect RCL to
maintain profitability of LKR 4.5Bn-5.0Bn in the next few years.
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Valuation Summary

Expected RCL price for FY22E

DCF based target price 272.9
PER Valuation based target price 280.2
Average Target Price 276.5
Target Price after Rounding off 280.0|

Discounted Cash flow Valuation

DCF based Valuation

Enterprise Value 41,315
Debt (-) -13,308
Cash (+) 2,225
Total Value of Equity 30,232
No. of Shares (Mn) 111
Target Price 272.9

PER Valuation

PER based Valuation

FY22E Earnings (LKR 'Mn) 5,173
No. of Shares (‘Mn) 111
FY22E EPS 46.70
Expected PER 6.0x

Price at 6.0x FY22E Earnings 280.2
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Return

FY22E

Target Price 280.0
Current Price 260.0
Capital Gain (LKR) 20.0
Dividends upto 31.03.2022 (LKR) 10.0
Capital Gain % 8%
Dividend Yield % 4%
Total Return % 11%
|Annualized Return % 11%
COE
Rf 7.0%
Rm 15.0%
Growth % 3.0%
B 1.00

Ke=Rf+B(Rm-Rf) 15.0%

WACC

Ke 15.0%
Kd 7.2%
D/E Assumption 40/60
Terminal Growth (%) 3.0%

WACC 11.5%
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Disclaimer:

This Review is prepared and issued by First Capital Holdings PLC based on information in the public domain, internally developed and other sources, believed to be correct. Although all
reasonable care has been taken to ensure the contents of the Review are accurate, First Capital Holdings PLC and/or its Directors, employees, are not responsible for the correctness,
usefulness, reliability of same. First Capital Holdings PLC may act as a Brokerin the investments which are the subject ofthis document or related investments and may have acted on
or used the information contained in this document, or the research or analysis on which it is based, before its publication. First Capital Holdings PLC and/or its principal, their
respective Directors, or Employees may also have a position or be otherwise interested in the investments referred to in this document. This is not an offer to sell or buy the
investments referred to in this document. This Review may contain data which are inaccurate and unreliable. You hereby waive irrevocably any rights or remedies in law or equity you
have or may have against First Capital Holdings PLC with respect to the Review and agree to indemnify and hold First Capital Holdings PLC and/or its principal, their respective directors
and employees harmless to the fullest extent allowed by law regarding all matters related to your use of this Review. No part of this document may be reproduced, distributed or
published in whole orin part by any means to any other person for any purpose without prior permission.

This report providing a snapshot of fixed income, equity and unit trust is composed and circulated by First Capital Holdings PLC an investment bank in Sri Lanka. The company operates

inthe capital market of Sri Lanka with operations in government securities -treasury bills and bonds, stock brokering and share market investments, asset management, private wealth

management, retirement planning, personal financial planning, unit trust, margin trading, capital market research, trustee services, corporate finance advisory services including

corporate debt structuring (debentures, trust certificates, commercial papers), valuations, restructuring, mergers and acquisitions, initial public offerings (IPOs)and project advisory.

The First Capital Group consists of First Capital Treasuries PLC, First Capital Limited, First Capital Markets Limited, First Capital Asset Management Limited and First Capital Equities
~ (Private) Limited covering Colombo, Negombo, Matara, Kandy and Kurunegala.



