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INVESTMENT THESIS



1.1 Margins of CTC to remain stable despite ebbing volumes



As buying power has been significantly 

impacted following the soaring inflation 

and the economic crisis, we expect a 

decline in volumes for CTC in 2022E by 

14.0%

Furthermore, price escalations in CTC 

products following VAT hike is also 

expected to affect volumes of CTC while 

consumers may choose to shift to illicit 

market as a result. 

However, as per our estimates, we expect 

this decline to reverse in 2023E and 

2024E as inflation is expected to stabilize 

while demonstrating a real growth in 

wages, positively impacting buying 

power among CTC consumers.

Source: Company reports & FC estimates
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Volumes of CTC to reverse the negative trend of 2022E and set to 

recover in 2023E and 2024E…



…reversing the momentary shift to illicit market amidst the 

progressive improvement in purchasing power…
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Volume Growth rate

In consequence to the depleting buying power, tobacco consumers of CTC (Low-margin products) are expected to shift to illicit

market products such as beedi. Hence, we expect a jump up in illicit market volumes, reaching 718.0Mn level in their

production in 2022E. However, we expect illicit market volumes to decline from 2023E onwards amidst the improvement in

buying power favouring CTC.

Source: Company reports & FC estimates
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Beedi
61%

Smuggled 
cigarettes

8%

Composition of market share

Source: CTC  official website



…additionally, rise in prices over and above the tax hike in line 

with the historical trend, benefits CTC…

CTC Product Portfolio of Key Brands [LKR per stick]

Brands
2017 2018 2019 2020 2021 2022

Nov Aug Mar Oct May Aug

Lower end

Capstan 20 20 20 20 - - - -

Low Priced - Mid range

Navy Cut - 40 45 55 - - 50 -

Bristol 33 40 45 55 - - 50 -

High Priced - Mid range

John Player Gold Leaf 50 55 65 65 65 70 75 80

Premium

Dunhill Switch 55 60 70 70 - - 85 95

Dunhill Light N/A 55 70 70 - - 85 95

VAT increase 

in May by 

4.0%

CTC price 

increase by 

7.1%

VAT increase 

in Aug by 

3.0%

CTC price 

increase by 

6.7-11.8%

Following the VAT rate hike in May-22 and Aug-22 to 12% and 15%, respectively, CTC 

products were subject to price escalations which were over and above the VAT hike, 

allowing to mitigate pressures on margins of CTC.

Source: Market analysis
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…allowing topline to thrive despite the ebb in volumes
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Source: Company reports & FC estimates
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Average Gross Revenue per CTC stick has climbed up by 27.7% from 2017 till 2021 while we expect 

it to further climb up by 39.5% from 2021 to 2025E



Though Sri Lankan cigarettes stands to be expensive, 86% currency 

depreciation has readjusted the stance……

Country
In reported 

currency*

Currency 

reported
In USD

(rate as at 2021)

95.00 BDT 1.12

190.00 INR 2.54

80.00 PAK 0.48

30,625.00 IDR 2.09

17.40 MYR 4.10

280.00 NPR 2.32

60.00 THB 1.92

100.00 MVR 6.49

1300.00 LKR 7.00 
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In line with WHO MPOWER measures for effective 

tobacco control, Sri Lanka had moved to the best-

practice group by levying taxes that comprise at least 

75% of retail prices.  

In attempt to control tobacco consumption, government 

is much inclined to raise excise related tax in the future.

However, this will favour CTC as prices of their products will 

rise subsequently while maintaining margins. 

As per research by IPS, tax elasticity of cigarette is -0.82 

reflecting the high inelasticity of demand relative to a tax 

hike which is a benefit for CTC to remain at profitable levels.
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*Price of a 20-cigarette pack of the most sold brand (as at 2021)

In 2022, USD/LKR rate increased up to c. LKR 360, 

while a 20-cigarette pack of the most sold CTC brand 

amounted to LKR 1,600.0(c. USD 4.0). Hence, Sri 

Lankan cigarettes have become relatively cheaper in 

dollar terms indicating price escalations in the future.



…allowing potential to further expand margins as purchasing 

power rises….
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Despite the decline in volumes amidst increase in prices, we estimate 

CTC’s margins (Net Revenue/Gross Revenue) to increase narrowly to 

25.2% for 2022E while reaching 26.7% for 2023E (+146bps) and 28.1% 

for 2024E (+143bps) over improved purchasing power
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…elevating bottom line to 

strengthen at a CAGR of 

9% during 2022E-25E

CTC is expected to grow marginally 

for 2022E by 1.5%, but to set off on a 

significant and steady growth from 

2023E onwards while earnings are 

expected to reach LKR 19.3Bn 

(+18.0%YoY) and LKR 22.5Bn 

(+16.3%YoY) by 2023E and 2024E, 

respectively.  
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Source: Company reports & FC estimates 



1.2 Revival in tourism to favour CTC topline



Supported by easing pandemic and successful vaccination drive 

across the country…

Total cases Active cases

Recovered Vaccinated

670,617

653,752

117

39,666,023

The pandemic situation in Sri 

Lanka has significantly 

subsided with recovered levels 

at nearly 97%

Moreover above 90% of the 

population has received the 

jab against COVID-19

Content  Here

In a global context, UNWTO 

World Tourism Barometer 

indicated a 182%YoY increase 

in international tourism during 

Jan-Mar 2022.

A gradual recovery is expected 

to persist in 2022 with many 

countries lifting travel 

restriction while pent-up 

demand is unleashed.
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Source: Health Promotion Bureau, UNWTO

Data as at 20th Sep-22 
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…Sri Lanka’s tourism recovery is on track despite a temporary 

setback in Apr-Jun-22 period…

The Sri Lankan tourism industry that 

was moderately and steadily reviving 

since Jun 21 witnessed a massive 

setback since Apr 22 and continued to 

weaken till May 22 with the ongoing 

crisis in Sri Lanka as a result of 

shortages of fuel, LP gas, food and daily 

power cuts.

Tourism industry fell further vulnerable 

as protests rose across the country 

demanding for a political change which 

even prompted countries like France, 

Switzerland, Norway and the UK to 

issue travel advisories and bans to Sri 

Lanka considering safety issues.

Sep 2022 First Capital Research 14

Source: SLTDA 



…with an optimistic future ahead…
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Rebounding phase

Triple-hit tourism industry eventually began to

show recovery since May-22 and the sector is on a

positive path.

As the economic and political unrest in SL

subsided moderately, countries such as France,

Switzerland and the UK lifted travel restrictions and

arrivals from international borders began to

improve.

Meanwhile government is taking serious measures

to uplift and promote tourism in order to strengthen

foreign reserves indicating a positive environment

for the tourism industry.

Hence, we expect tourist arrivals to peak in the month of Dec-22 with 

total tourist arrivals for 2022E to register at 752.0Mn (+286.6%YoY) and 

continue on a positive uptrend for 2023E (+55.8%YoY) and 2024E 

(+55.2%YoY) and possibly reach 1.8Mn arrivals by the end of 2024.

This will act as a significant catalyst in enhancing the

profitability of CTC as volumes for high margin products

which was negatively affected over the pandemic will

increase as tourist demand rises.
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Source: SLTDA & FC estimates 



…indicating a rise in demand for high margin products…

High Margin Products Low Margin Products

With the revamp in tourism we expect an eventual 

shift in growth for high margin products of CTC 

such as Dunhill and Benson & Hedges which will 

bolster the topline of CTC.

Accordingly, we estimate the volumes of high 

margin products to rise to 55% and 62% of the 

overall volume by 2023E and 2024E, respectively. 

However, we expect a downward trend in demand 

for low-margin products of CTC as the target 

customer base mostly comprise of economically 

marginalized individuals who are much likely to 

shift to the illicit market while a part of the 

customer base would shift to high margin products 

as income levels improve.

Accordingly, we expect volumes of low-margin 

products to decline to 45% and 38% for 2023E and 

2024E, respectively.  
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Source: FC estimates 
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…boosting Net Revenue of CTC, accelerating to a CAGR of 9% 

during 2022E-2025E…
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…spiking EBIT margin to c.79%
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Source: Company reports & FC estimates 
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1.3  High dividend payout of 90% for 2022E-2024E 



CTC dividend is expected to rise at an accelerated pace in line 

with the Earnings…

20Sep 2022 First Capital Research

Source: Company reports & FC estimates 

LKR 79.0

2019 2020 2021 2022E 2023E 2024E

LKR 83.0

LKR 53.0LKR 92.0 LKR 93.0

LKR 108.0

Dividend per Share



Dividend payout 90%

Dividend yield 13.4%

2022E

Dividend payout 100%

2020

Dividend payout 61%

2021

Dividend payout 100%

2019

… with payout expected at 90% yielding c.16% by 2024E 

Dividend payout 90%

Dividend yield  14.8%

2023E
Dividend payout 90%

Dividend yield  15.8%

2024E

CTC is more likely to maintain its average payout of

c.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.

21Sep 2022 First Capital Research

Source: Company reports & FC estimates 



COMPANY PROFILE



CTC at a glance…

Sri Lanka’s only licensed 

manufacturer of cigarettes

Largest individual tax 

contributor to Government 

tax revenue

OWNERSHIP

EMPLOYEES

TRADERS 

& 

RETAILERS

MANUFACTURING 

FACILITIES

British American Tobacco 

International Holdings 

(84.13%)

269

60,063

2

KEY BRANDS OF CTC

KEY ACTIVITIES

SOURCING

Tobacco leaves are 

obtained from contracted 

tobacco farmers

Packaging material

MANUFACTURING

15 SKUs across 5 brands

SALES 

& 

DISTRIBUTION

An island-wide network of 

distributors and retailers
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Source: Company reports 



ENVIRONMENTAL SOCIAL AND GOVERNANCE



E NVIRONMENT

PERFORMANCE HIGHLIGHTSAMBITIONS

Climate change

Eliminating 
waste

Water 
stewardship

Bio diversity and 
reforestation

 Reductions in emissions through increased energy efficiency

 Increase reliance on renewable energy through solar power generation

 Reforestation through maintaining sites of biodiversity and distribution 
of saplings

 1st end-market within British American Tobacco (BAT) group to 
achieve carbon neutrality in Scope 1 & 2 GHG emissions

 67% reduction in Scope 1 & 2 tCO2e (Market-based) emissions

 Commenced 2.8 MW solar panel installation project

 Waste mapping and loss analysis across all operations

 Launch of programme to eliminate Single Use Plastics (SUP) across 
canteen, kitchen, and offices

 Driving food and garden waste recycling initiatives

 456.90 MT of total waste generated

 70% of total waste sent for incineration with energy recovery by a 
third-party, 22.74% sent for recycling and 7.26% sent to landfill

 Reduce water consumption through improved monitoring and increased 
efficiencies

 Optimise water usage across the supply chain by working with 
contracted farmers 

 7.81% water recycled

 Total water withdrawn increased by 13%

 Support farmers in deploying techniques that help reduce agrochemical 
use.

 Promote crop diversity to ensure the optimisation of land resources

 Introduction of innovative curing technology, encouraging contracted 
farmers to use sustainable wood for curing fuels

 Distribution of 2,500 jack-fruit saplings planted in the Kanneliya
buffer zone

 Maintenance of a 123-acre biodiversity site in Matale in collaboration 
with the University of Peradeniya

 Rehabilitation and maintenance of 12-acre degraded land in 
Murungahitikanda in DambullaFirst Capital Research 25Sep 2022



S ocial

PERFORMANCE HIGHLIGHTSAMBITIONS

Farmer 
livelihoods

Human
Rights

Health &
Safety

People & Culture

 Support and empower livelihoods across our value chain via our  
multi-faceted CSI initiatives across the country

 LKR 1.62Bn payments to contracted tobacco farmers

 LKR 73.0Mn investment in CSI projects, with a beneficiary base 
of over 57,000

 Strengthen human rights risk assessments and compliance  across 
the tobacco supply chain

 100% farmers assessed through the Farmer Sustainability 
Management (FSM) app

 Aim for zero accidents

 Provide farmers with adequate PPE

 Zero accidents reported

 100% of farmers with access to PPE

 35,000+ people engaged via farmer health & safety training

 Increase representation of women in Management and Senior 
Management roles in the business

 30% of women in Management roles and 50% in Senior 
Management roles at the end of 2021
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G OVERNANCE

PERFORMANCE HIGHLIGHTSAMBITIONS

Business 
Ethics

Responsible 
Marketing

 Achieve full compliance to the Company’s internal frameworks 
including the SoBC policy

 Strengthen Board Governance with regular review of policies and 
procedures

 Achieve full regulatory compliance to the NATA Act and all relevant 
regulations

 Share corporate governance best practices with Sri Lankan listed 
entities

 Clearly define governance structures and robust policy 
frameworks, in line with BAT standards

 100% compliance to SoBC, ‘Speak-up’, and other relevant 
policies

 Internal Governance Review by the Board

 Zero instances of non-compliance with local laws and 
regulations.

 Launched ‘Beyond Basics’: Excellence in Corporate 
Governance programme

 Stakeholder engagement and rewarding sustainability

 Achieve full compliance to the International Marketing Principles 
(IMP) 
and Youth Access Prevention (YAP) guidelines 

 100% compliance to International Marketing Principles (IMP) 
and Youth Access Prevention (YAP) guideline
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ESG Source: Company reports 



Business 
Ethics

Eliminating 
waste

Responsible 
Marketing
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Corporate Governance Checklist

1)        Company is headed by an effective Board

2)        Role of the CEO and Chairman are two different individuals

3)        Chairman is an independent director

4)        Firm has an audit committee

5)        Firm has a remuneration committee

6)        Firm has at least an additional specialized committee other than nomination, remuneration and

audit committees e.g. risk committee and/or governance committee

7)       Firm discloses individual director’s performance appraisal

8)       Has an equity-based compensation plan (ESOPs)

9)       No adverse opinion by the auditor in the past year

10)      Classes of stocks with different voting rights

11)      Diversity in the Board

12)      Firm discloses the total and breakdown of remuneration as fixed and variable

13)      Announcements to the CSE when required

CTC has also met the corporate governance standards and has complied to best governance 

practices…..



INVESTMENT ANALYSIS



Competition from illicit 

trade and beedi market

Impact of price increase on 

consumer affordability

Macro-economic volatility 

in transactional foreign 

exchange rate

Revamp in tourism with 

increasing tourist arrivals

Continuous rise in prices 

through tax hikes 

Consistent and high 

shareholder returns

BUY SLL

Investment Analysis

Positives

Potential risks
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SHARE PRICE ANALYSIS
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CTC ASPI

Price movement of CTC Vs ASPI (Indexed and rebased to 100)
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INITIATE BUY BUY

Source: CSE & FC estimates 



FINANCIAL ANALYSIS



We estimate a TP of LKR 950.0 for 2022E and LKR 1,100.0 for 2023E
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DCF based valuation estimates a TP of LKR 985.0 for 2022E and LKR 1,028.0 for 2023E 
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PER based valuation derives a TP of LKR 918.0 for 2022E and LKR 1,186.0 for 2023E
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Statement of Income and Expenses
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Statement of Financial position

Sep 2022 First Capital Research 38



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.
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