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CEYLON TOBACCO COMPANY PLC [CTC.N0000]

INITIATING WITH A BUY

FAGS IGNITE BOTTOM-LINE BOOST....

P/E 31 December 2019 2020 2021  2022E  2023E FIRST CAPITAL RESEARCH

Estimates (LKR 'Mn) .

Net Revenue 32030 35524 32073 33615 34089 38010 43286 Z2eemalihan - +9411263 9868

Operating profit 25003 27,058 24671 26128 26599 29905 34400 ‘2heema@firstcapital.lk

Net Profit 17,004 17,260 15578 16,146 16,483 18241 20,979

EPS (LKR) 90.8 92.1 83.2 86.2 88.0 97.4 1120

Yo Growth (%) 17% 2% 10% 2% 2% 1% 15% Price Performance (%) 1 mth 6 mths 12mths
Valuations cTC 9% -33% -38%
PER (x) 6.5x 6.4x 7.1x 6.9x 6.7x 6.1x 53x ASPI -11% -38% -6%
PBV (x) 207x  239x  241x  123x  255x  18.0x  13.4x

DY (%) 154%  156%  14.0% 9.0%  13.4%  148%  17.1%

NAVPS 2861 2468 2457 4798 2314  32.88  44.08

DPS (LKR) 90.77 9213 8285  53.00  79.19  87.64  100.79

Div Payout 100%  100%  100% 61% 90% 90% 90%

Gross Revenue to thrive led by price hikes and rebound in tourism sector Price Movement of CTC vs ASPI (Indexed and rebased to 100)

Gross Revenue of CTC is estimated to accelerate to achieve a CAGR of 6% during the period 2022E-
2024E mainly attributing to continuous price hikes and swift bounce back in the tourism sector which

was significantly curbed since 2020. Gross Revenue of CTC is expected to enhance in 2022E amidst 180
the current economic crisis on account of VAT rate hike by 4.0%, which consequently increased the 160
price of a cigarette by LKR 5.00 reflecting a rise in price by 6.3%-7.1% in major brands of CTC. In line 140
with the past trend, we anticipate an annual tax hike in cigarettes resulting in further price hikes which 120

will be far greater than the tax increase as the pricing power the company holds as the Tobacco

Monopolist allows to pass on such increases to the consumer. We estimate the Gross Revenue of CTC 100 = A st

to set on a marginal growth of 1.2% to LKR 135.9Bn in 2022E compared to LKR 134.4Bn in 2021, with 80
volumes reacting negatively to the unfavourable economic climate. However, growth in turnover 60
would expedite in 2023E as turnover is expected to rise by 5.3% to LKR 143.3Bn and by 6.4% to LKR

40

Price Movement (Indexed and rebased to 100)

152.5Bn in 2024E with easing economic conditions improving purchasing power of consumers and

. . - . . . . AR S A SO n O VR v (N L S, L L G L G ¢
positive developments in the political front and expected financial assistance from external parties & & FE G @\4\ &
bringing in hope for revamp in tourism and recovery of volumes.

cTC ASPI
Margins to remain stable despite ebbing volumes Source: CSE

It is expected for CTC’s margins (Net Revenue/Gross Revenue) to increase narrowly to 25.1% for 2022E
while reaching 26.5% for 2023E (+146bps) and 28.4% for 2024E (+186bps). Moreover, operating profit
margin of CTC too is expected to increase marginally to 78.0% in 2022E compared to 77.7% in 2021
(+30bps). A possible shift in demand from domestic consumers to low margin products from high
margin products and an overall decline in volumes coupled with a probable rise in demand for illicit
beedi market as a result of depleting disposable income has a potential of hampering margins of CTC
in the short term. However, the potential negative impact from this is offset by the escalation in
demand for high margin products of CTC owing to the revival in the tourism sector in 2022 with tourist
arrivals expected to rise beyond 800,000 by the end of 2022 while it has already crossed the 400,000
level for the period of January-June for the first time after 2019. Although, we expect volumes to
decline by 12.0% in the current financial year, volumes would normalize by 2023E as the demand for
cigarettes is expected to rebound due to its inelastic nature following the past trend of consumers
adjusting to price hikes at a rapid pace. Thus, bottom line of CTC is expected to grow by 2.1% in 2022E
and record at LKR 16.5Bn while it is expected to grow at 10.7% in 2023E recording an earnings of LKR
18.2Bn.

High dividend payout

CTC is more likely to maintain its average payout of ¢.90.0% in order to repatriate profits to its parent
company British American Tobacco which owns 84% of CTC while providing a dividend yield of 13.4%
and 14.8% in 2022E and 2023E respectively.

Undervalued at the current price level

In FY22E, we expect CTC to record a profit of LKR 16.5Bn (2%YoY) while FY23E net profit is expected
to record at LKR 18.2Bn (11%YoY). For FY22E, CTC is expected to deliver a total return of 94.3%
including a DY of 13.4% while for FY23E a total return of 103.8% is expected inclusive of 14.8% DY.



First Capital Holdings PLC

No.2, Deal Place,

Colombo 3
Tel: +94 11 2145 000

First Capital Fax: +94 11 2145 050

RESEARCH
Dimantha Mathew +94 11 2639 853 Vidushika Perera +94 11 2639 865
Hiruni Perera +94 11 2639 864 Tharusha Ashokgar +94 11 2639 866
Ranjan Ranatunga +94 11 2639 863 Zaeema Jihan +94 11 2639 868

GOVERNMENT SECURITIES SALES

Anjelo Simmons +94 77 3031 636 Neminda Jayawardena +94 76 6644 080
Anushka Dissanayake +94 77 2220021 Arun Kandasamy +94 75 4861 506
Anushi Ranawaka +94 77 3876 819

CORPORATE DEBT SALES

Tharusha Ekanayake +9477 7809 154

EQUITY SALES
CEO Jaliya Wijeratne +94 70 2910 042
Colombo
Rasika Indra Kumara +94 77 7072 698 Chandika Jayawardana +94 77 3940 070
Isuru Jayawardena +94 76 7084 953 Anjelo LaBrooy +94 77 7546 645
Nishantha Mudalige +94 702910 041 Dillon Lowe +94 76 616 0647
Ifadh Marikar +94 77 9625 679 Evelyn John +94 77 779 2452
Anushka Buddhika +94 71 4310 600 Yudheshan Kannadasan +94 77 415 5809
Thushara Pathiraja +94 702910 037
Negombo
Priyanka Anuruddha +94 702910 035 Priyantha Wijesiri +94 702910 036

UNIT TRUST SALES

Kavin Karunamoorthy +94 77 0328 060 Imali Abeygunawardena +94 77 1764 799

BRANCHES

Kandy Kurunegala Matara Negombo

CSE Branch Office, No.174/B2, CSE Branch Office, Colombo Stock Exchange

No. 88, Negombo Road, 1st Floor, E.H.Cooray Tower, Negombo Branch Office,
Dalada Veediya, Kurunegala. No.24, Anagarika Dharmapala Mawatha, No. 72 A, 2/1, Old Chilaw Road,
Kandy 20000. Kurunegala 60000. Matara 81000. Negombo 11500.

Manager: Salinda Samarakoon Manager: Manager: Rohana Jayakody Manager:

Tel: +94 81 2236 010 Tel: +94 37 2222 930 Tel: +94 41 2222 988 Tel: +94 31 4937 072
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 accuracy, usefulness, reliability of same. First Capital
Holdings PLC may act as a Broker in the investments which are the subject of this 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 a connected person or associated person 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 or in 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 in the 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.



