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INTERIM RESULTS UPDATE 2QFY12 

 

 

 

Tile star Royal Ceramics Lanka PLC (RCL) focused its efforts 

on being a brand leader in its industry. The new entrant to 

the Milanka Price Index has interests in porcelain tiles 

ceramic tiles, bathware and newly to paints & allied 

products. 

Today it has captured 55% of the Sri Lankan market and 

exports to countries across the sphere. RCL’s marketing 

operations are supported by a strong distribution network 

comprising over 40 showrooms and 3 warehouses 

positioned in strategic areas in Sri Lanka. 

The group reported a promising 46.0% YoY growth in 

1HFY12 to the tune of LKR 887.4 mn as profit attributable to 

equity holders. The 4Q trailing PE is currently at 9.0x at the 

price of LKR138.00. The net revenue at LKR 3.1bn in 1HFY12 

was a circa 21.0% above the LKR 2.5bn recorded in 1HFY11. 

The EPS of LKR8.01 for the first half was 46.4% above the 

LKR5.47 recorded in the corresponding period in the 

previous year. 

RCL acquired 20.03% (associate interest) stake of Lewis 

Brown & Company Ltd (holding company of Delmege 

Forsyth & Co. Ltd) on 16th June 2011 at a consideration of 

LKR623.0 mn. During the current quarter RCL had an 

associate profit of LKR17.0 mn from Delmege which 

favorably contributed to the group’s bottom line. 

RCL’s robust business model expects to generate forward PE 

multiples of 7.6x and 6.7x in FY12 and FY13 respectively, 

solely on recurring earnings. 
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   QUARTERLY SEGMENTAL FINANCIAL PERFORMANCE 
 

 

 

 

 

 

* Since RCL acquired Ever Paint & Chemical Industries (Pvt) Ltd on 1QFY12, the corresponding period of the previous year is not taken into 

consideration. 

  

QUARTERLY RESULTS 
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PERSISTENT REVENUE INCREASE ………… 

The group net revenue increased by circa 22.5% to 

LKR1.7 bn during 2QFY12 compared to LKR1.4 bn in 

1QFY11. This was primarily supported by the tiles division 

with an 85% to the group top line. Tiles division recorded 

a 16.0% growth in revenue in 2QFY12 as compared to 

2QFY11 supported by the heavy demand for tiles from 

commercial constructions such as condominiums and 

resort hotels. The newly acquired paint company 

contributed circa 3% to the group revenue during 

2QFY12. 

In addition during the six months period, RCL increased 

its selling prices on the tile range after one and half 

years. This pumped up the revenue as the demand for 

the merchandise is price inelastic with the prevailing 

quality. 

 

HIKE IN OTHER INCOMES ………… 

RCL’s other operating income mainly comprised of 

realized capital gains on equity investments. During the 

period 2QFY12 other operating income raised to LKR42.2 

mn as opposed to LKR24.1 mn 1QFY11. The prime 

element for this incline was due to the booking of profit 

from the equity investments which were held for trading. 

STABLE EXPENSE LEVELS ………… 

The cost of sales rose by circa 16% during 2QFY12 to 

LKR868.6 mn as opposed to LKR751.9 mn in 2QFY11. The 

prime reason for this was the exorbitant energy cost 

which accounted to 30%-40% of the total cost. Escalating 

kerosene prices had massively increased the production 

cost. 

In addition the distribution expenses had a mild 

diminution as the marketing campaigns were heavily 

launched in FY11; hence the requirement was minimal in 

the current financial quarter. RCL currently possess 43 

island-wide showrooms and over 250 dealers. 

However, the administration expenses increased 15.6% 

YoY during 2QFY12 to LKR102.1 mn. This was due to 

salary increments and rise in overhead expenses backed 

by inflation. 

Sector Revenue Contribution 

Sector EBIT Contribution 
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Moving forward, despite reduced interest rates, finance 

cost rose 40.6% YoY in 2QFY12, due to extensive 

borrowing in order to partially fund the acquisition of 

Ever Paint & Chemical Industries Pvt Ltd and also to fully 

fund the acquisition of an associate interest (20%) of 

Lewis Brown and Company. In addition RCL capitalized its 

finance cost during prior year, however had to expense in 

the current financial period due to absence of any capital 

expenditure. 

Furthermore, in the current quarter, the group 

encountered a tax expense of LKR5.9 mn in 2QFY12 as 

opposed to LKR29.3 mn in the corresponding period the 

previous year. This was due to benefits of corporate tax 

reduction (35% to 28%) during the current financial year. 

HALE AND HEARTY MARGINS ………… 

As depicted by the corresponding table, all 2QFY12 

margins have been superior to that of the corresponding 

year’s period. Robust top line with stable expense levels 

jointly contributed toward healthy margins. 

PERSISTENT YOY NET PROFIT GROWTH ………… 

The group net profit increased by tremendous 121.3% 

YoY to LKR495.9 mn during 2QFY12 compared to 

corresponding period of the previous year. Despite of 

expense hikes, robust revenue levels with hale and 

hearty other incomes drifted RCL’s earnings to the 

positive territory. 

 

  

Sector Net Profit Contribution 
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CONTEMPORARY IMPLICATIONS 

 Devaluation of the Sri Lankan rupee will be favourable to the export cluster as more rupees can be obtained 

for the dollar. This in turn will boost the export revenue of the group contributing to the bottom line in 

future. Nevertheless, the export revenue accounts for a mere 6% of the total revenue, hence the impact is 

negligible. 

 

 Rocell Bathware uses imported clays and glaze raw materials to ensure and enhance quality. This may have 

an adverse impact as the import cost will surge creating an escalation in cost of production. However since 

the products are targeted on up market caliber, additional costs will easily be transferred to the customers. 

 

 RCL’s LKR3.0 bn investment to build its third tile factory in Kiriwaththuduwa to add another 12,000 m2 per 

day to the ceramic tiles segment. However this was post-poned by the senior management. The reason for 

this had been not stated but land preparation had been in progress. 

 

 The cash conversion cycle is expected to move from 100 days in FY12 to 110 days in FY13. A longer cash 

conversion cycle implies that the group must finance its inventory and accounts receivable via delaying 

payables and the need for a higher level of working capital to fund day to day operations. This may have a 

possibility to lead to overtrading which may adversely affect the liquidity position of group. 

QUICK PERFORMANCE REVIEW 
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VALUATION 
Current Status…………… 

Share is valued at 20.3x based on four quarter trailing earnings. The 
four quarter trailing PE is at 9.0x (based on a Share Price of LKR138.00 
and an EPS of LKR15.70) when compared to the Sector PE of 11.00x and 
Market PE of 13.80x.  

Based on a 52 week price movement the share hit its lowest price of 
LKR125.00, whilst reaching the highest price of 165.30. 

Future Prospects………. 

 P/E and PBV Based Valuation 

Forecast FY12E earnings are in line to LKR2, 000.5 mn. With the tiles, 
bathware and paints segments positively progressing we expect the 
earnings to grow by 38.8% YoY in FY12E to LKR2, 000.5 mn and a YoY 
growth of 14.2% FY13E to LKR2, 285.1 mn. 

At a price of LKR138.00, with forecast EPS’s of LKR18.1 and LKR20.6 we 
derived at forward PE’s of 7.6x and 6.7x for FY12E and FY13E 
respectively.  

Similarly, at a price of LKR138.00, with forecasted book values per share 
of LKR58.6 and LKR74.3 we derived a forward P/BV’s of 2.4x and 1.9x for 
FY12E and FY13E respectively.   

 

 Price Assimilation Based Valuation 

Based on an analysis of a historic 52 week price movement, we derived 
a price volatility of 5.9% on a mean of LKR146.11 and a price standard 
deviation of LKR8.77. Furthermore, if it is assumed that the same upside 
momentum is witnessed pushing the price to LKR146.10 (from the 
current level of LKR138.00), the forward PE multiples would be 8.1x in 
FY12E and 7.1x in FY13E.  

Moving forward, based on the 52 week upper bound price of 

LKR165.30, the forward PE multiples would be 9.2x in FY12E and 8.0x in 

FY13E. 

Thus, given the expected strong growth in demand for construction 

sector facilities steered by economic development in the island 

together with the company’s newly acquired paint manufacturing 

company and the renowned brand name ‘Rocell’ in the bathware 

segment, RCL expects to deliver healthy ROE’s in future. Thus, we 

rate in the long term (over a twelve month time horizon) RCL as a 

BUY.  

*Price band LKR146.10 is based on an 

upside growth of 5.9% derived via the 12 

month standard deviation of the market 

price. 

**Price band LKR165.30 is the highest 

traded price over the past 12 month 

period. 
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APPENDIX 1 

 
RCL VS INDICES 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

*The radar charts used, benchmarks the RCL 

performance against the relevant index in terms of 

PE, PBV, ROE and Dividend Yield. 
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