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Investment Summary 

 Three-Year Performance: TJL vs. ASPI 

 
 

Top 10 Shareholders (as at 31st March 2014) 
 

Pacific Textured Jersey Holdings Ltd 40.00%

Brandix Lanka Ltd 30.08%

Y.S.H.I Silva 2.44%

Employees Provident Fund 2.11%

Melstacorp Ltd 1.93%

JB Cocoshell (Pvt) Ltd 1.40%

Seylan Bank Plc/ARC Capital (Pvt) Ltd 1.05%

HSBC INTL NOM LTD-HBFS-NAVIS Yield Fund 0.87%

MAS Capital (Pvt) Ltd 0.83%

Nuwara Eliya Property Developers (Pvt) Ltd 0.80%  
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TEXTURED JERSEY LANKA PLC
Price 20.00

Bloomberg TJL SL Equity

Market Capitalisation (Rs. Bn) 13.0

Market Capitalisation (USD. Mn) 99.5

Issued Quantity (Mn) 655.0

Month to Date Turnover (Rs. Mn) 417.9

Year to Date Turnover (Rs. Mn) 1416.7

Current Trading Range (Rs.) 19.90-20.10

Year to Date High1 (Rs.) 20.00

All Time High1 (Rs.) 20.00

Financial Year Ended 31st March
 

 
Key Financials 
Period 2012/13 2013/14 2014/15E 2015/16E

(LKR Mn except per share data)

Revenue 10,951 12,725 13,724 13,937

Revenue Growth (Y-o-Y) -11% 16% 8% 2%

Operating Profit (EBIT) 955 1,054 1,201 1,357

EBIT Growth (Y-o-Y) 15% 10% 14% 13%

Profit Before Tax (PBT) 1,014 1,193 1,280 1,438

PBT Growth (Y-o-Y) 53% 18% 7% 12%

Net Profit 1,016 1,157 1,240 1,394

Net Profit Growth (Y-o-Y) 62% 14% 7% 12%

EPS2 (Rs) 1.55 1.77 1.89 2.13

NAVPS2 (Rs) 8.78 9.73 10.18 10.85  
                                                                                           Sources: Company Annual Reports, Acuity Estimates & Bloomberg 

Note:1. Adjusted for rights, splits, bonuses                                                   Price as at 21/07/14 
          2. Calculated on latest issued share capital                             
 

We believe TJL’s earnings potential will be backed by its 
enhanced capacity and evolving product portfolio while 
easing production costs should boost margins. Demand 
dynamics from the Group’s key US/EU markets meanwhile 
are likely to remain solid. Based on our 2-stage DDM and 
sensitivity analysis on potential growth rates, we estimate a 
target price range between LKR21.97-24.05. While our base 
case scenario is a medium term growth rate of 11%, we 
concede that this could be substantially higher given 
industry and company prospects. Based on potential growth 
rates between 11-15% therefore, we estimate a 10-20% 
upside to current trading levels and recommend a BUY.   

 
 

Strong Topline Growth Amid Robust Demand 
Dynamics |  
Volume growth coupled with TJL’s strategic emphasis on 
value-added fabrics are likely to be key determinants of 
topline growth. TJL’s USD4.0Mn plant modernization and 
expansion project is targeted at improving scale, and should 
boost productive capacity by 10-12%. Revenue is also likely 
to be bolstered by TJL’s increased focus on value-added 
fabrics. Value-added fabrics command a premium to basic-
products and have helped expand TJL’s product & service 
offerings to key and emerging clients. We expect the 
Group’s value-added fabric portfolio to gain increasing 
prominence (medium-term target of 40% (of sales) cf. 23% 
currently) which in turn should support turnover. Moreover, 
we see strong demand dynamics supporting TJL’s topline. 
Both due to i) the end-clients heightened requirement for 
supply chain efficiency and product innovation and, ii) a 
stronger recovery in advanced economies, we see robust 
demand for TJL’s increased product and volume base.  
 

Lower Production Costs to Prop Profit Margins| 

Easing production costs, namely i) declining global cotton 
prices, ii) lower energy costs and, iii) reduced dependence  
on outsourced orders should reinforce TJL’s margins. Higher 
global supplies have pushed Cotton futures into bear 
territory with Cotton for December delivery falling to 
75.26/lb by June, 21% lower than this year’s settlement 
high of 94.75/lb in May. TJL’s multi-fuel boiler plant 
meanwhile, should improve cost efficiencies and decrease 
its dependence on the national grid and furnace oil. We 
expect medium-term utility costs to fall to approx. 8% of 
sales (cf. 10% currently). Margins are also likely to be 
supported by TJL’s reduced dependence on higher-cost 
outsourced orders which should ease once the Group’s plant 
expansion project becomes fully operational.  

 

Earnings Support Robust Dividend Pay-out| 
TJL’s strong earnings potential should translate to a healthy 
dividend payout and we expect the stock to trade at a 10-
20% upside. While we conservatively assume a medium 
term growth rate of 11%, we concede that bourgeoning 
industry and company prospects could imply higher growth. 
For potential growth rates between 11-15%, we estimate a 
target price range between LKR 21.97-24.05 and thus 
recommend a medium-term BUY.  
 



                                                                                       

                                                                                       
                                                                        

 
July 2014                                                                                                                                                                                              Page 3 

 

Textured Jersey Lanka                                       Manufacturing                                   
                                   

ACUITY STOCKBROKERS RESEARCH | SRI LANKA EQUITIES                                   

 

Textured Jersey Lanka                               
 
     Investment Overview 
  
      
 
Segment Review 
     

    Volume & Value Added Products Drive Growth 

          

    Strong Demand Drivers Support Enhanced Scale       

     

    Lower Raw Material Costs to Prop Margins                

     

    Power Project to Lower Medium-Term Energy Cost               
 

 

Valuation 

       

     Earnings Support for Strong Dividend Payout 

 
 

 Summary Financials 
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Investment Overview|  
A major supplier of weft-knit fabric to garment manufacturers, 
Textured Jersey Lanka (TJL) commands a key role in the 
domestic apparel industry production chain. We believe TJL’s 
short-medium term revenue growth will be supported both by, 
i) volume growth and, ii) TJL’s increased focus on value-added 
fabrics. Scale remains a vital component of TJL’s commodity-
oriented goods, and the Group’s USD 4.0Mn plant 
modernization and expansion project is targeted at enhancing 
economies of scale. We estimate an approx. 19.0% increase 
from pre-IPO production capacity levels once the plant 
modernization/expansion project kicks in. Topline growth is 
also likely to be supported by TJL’s increasing strong-hold in 
the value-added fabric market. Value-added fabrics remain a 
tactical direction for the Group both due to changing domestic 
garment industry dynamics and the evolving preferences of the 
end-client (ie: retailers). We expect TJL’s value-added fabric 
portfolio to gain increasing prominence (medium-term target is 
approx. 40.0% of sales cf. current 23.0%) as it  i) commands 
a premium to basic products and, ii) has helped expand TJL’s  
service offering to key clients while moderating the risk of a 
narrow client base.    

TJL’s Productive Capacity to Increase by 10-12%  
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Moreover, demand dynamics for the Group appear largely 
intact. Supply chain efficiency and product innovation have 
been pivotal to end-clients who have had to remain 
competitive despite lackluster GDP growth. TJL’s value-added 
products & service offerings have led to shorter lead times and 
ethically-sourced, better quality products all of which have 
translated to higher business volumes for the end-retailers. 
Like-for-like sales at M&S rose for the 1st time in 3 years in 
response to improved fabric and finish in its higher-end 
clothing lines; inventory discipline (on the back of lead-time 
reductions and in-season agility) at Victoria’s Secret 

meanwhile, resulted in a 3.0% Y-o-Y increase in 2013 LFL 
sales. KPMG estimates that product innovation and 
environmentally-friendly products/initiatives will be among the 
major drivers of retail-industry revenue and we expect TJL’s 
well-established but evolving relationships with its key clients 
to help boost demand. Moreover, the stronger recovery (since 
H2’13) in advanced economies appears to be largely sustained 
with leading indicators such as consumer confidence 
underscoring a steady uptrend. The IMF estimates global 
growth in 2014 will be primarily advanced-economy driven and 
we expect the improving prospects in these economies  
 

(approx. 90% of garment exports are to US/EU) to support 
demand for TJL’s expanded product and volume base.   
 
Easing production costs meanwhile, are likely to reinforce TJL’s 
medium-term profit margins. Production costs are likely to 
trend lower due to i) declining global cotton prices, ii) lower 
energy costs and, iii) moderating reliance on outsourced 
orders. Cotton futures have edged lower due to higher global 
supplies on the back of China’s (largest producer and importer 
of cotton) decision to end its 3-year long stock piling policy 
and better crop from the USA (largest cotton exporter). The 
USDA estimates 2014/15 cotton stock outside China being 
10.0% higher than 2013/14 levels, and Cotton Futures have 
entered bearish territory as forward delivery prices have fallen 
21.0% from this year’s settlement high. While lower cotton 
prices are likely to substantially support TJL’s profit margins, 
lower energy costs are also likely to strengthen margins. Utility 
costs (which include energy/electricity costs) have edged up to 
approx. 10.0% of revenue (cf.7.0% during the IPO) as 
domestic energy tariffs have increased amid operational losses 
at CEB. TJL’s USD 5.0Mn investment in a multi-fuel boiler and 
power plant is thus targeted at limiting reliance on the national 
grid and furnace oil and should enable the group to better 
withstand external energy shocks. We expect utility costs (as 
% of sales) to decline to approx. 8.0% (from 10.0%) once the 
boiler plant is fully operational (est. Q4 14/15E). Margins are 
also likely to be supported by TJL’s reduced dependence on 
outsourced orders. Outsourced orders command a premium to 
in-house production, and we expect this to ease once the 

Group’s USD 4.0Mn plant expansion becomes fully operational 
by H1 14/15E.  

Valuation Indicates 10-20% Upside  
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Based on our 2-stage DDM, we believe TJL provides a 10.0-

20.0% upside to current trading levels and estimate a target 
price range between LKR 21.97-24.05. Although we believe a 
2-stage DDM provides an accurate representation of the 
Company’s prospects, we concede that the Group’s high-
growth stage (ie: stage 1) could be highly variable. While our 
base case scenario is a medium term growth rate of 11%, we 
believe a range between 11.0-15.0% remains a strong 
possibility. We have thus performed a sensitivity analysis on 
potential growth rates for TJL during this period and estimate 
a 10.0-20.0% upside to current trading levels. We recommend 
a medium term BUY.  
 

 

 
 

 

Topline Growth and Cost Efficiencies Improve Margins   
 

Investment Overview 

Source: Company Data & Acuity Research Estimates 

 

Source: Acuity Research Estimates 
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Strong Topline Growth Amid Robust Demand 
Dynamics | 
Volume growth coupled with TJL’s increased focus on value-
added fabrics is in our view likely to be the key determinants 
of topline growth. TJL’s plant modernization and expansion 
project is likely to enhance economies of scale, while its foray 
into the value-added fabric market is likely to prop margins 
due to the price premium value-added fabrics command. 
Moreover, we believe demand for TJL’s product volume and 
portfolio will be supported both by its well-established client 
relationships and the nascent, but strengthening, recovery in 
the key US/UK markets. 
 

Top-Line Growth Backed by Additional Capacity 
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Improving scale while simultaneously being a solutions-
provider for high-value products has been TJL’s strategic focus 

since its IPO in 2011. TJL’s profile as knit fabric producer 
implies that a majority of its products are commodity oriented 
in nature and that economies of scale are a critical component 
in easing production costs. TJL’s USD 4.0Mn plant 
modernization and expansion project is targeted primarily at 
reaching scale (and thus improving efficiencies), key elements 
both in i) catering to increased demand and, ii) reducing 
production costs. The project, which is is due for completion in 
Q1 2014/15, is expected to increase production capacity by 
10.0%-12.0%. We estimate TJL’s total production capacity 
increasing to approx. 25 lb million post the expansion relative 
to the approx. 23 lb million produced currently. The expansion 
represents a 19.0% increase in capacity since pre-IPO capacity 
levels (approx. 21 lb million). While TJL’s longer term plans 
include doubling its regional capacity (from 30 to 60 tonnes 
per day) and implies the possibility of inorganic expansion, we 
believe the current 10.0-12.0% capacity increase in its 

Avissawela plant will boost scale in the short-medium term.    
 
The consequent increase in production volumes is likely to 
contribute strongly to TJL’s topline growth. TJL currently 
utilizes approx. 87.0% of its total productive capacity and is 
expected to increase capacity utilization to 88.0% over the 
medium-term. Higher sales volumes and margins helped TJL 
record a 16.2% Y-o-Y growth in revenue for the 12M ended 
March 2014 and we expect this growth momentum in sales to 
continue. TJL’s increased capacity implies that its reliance  

on outsourced (and hence costlier) orders will minimize and 
that new orders that are currently refused due to capacity 
constraints will ease. While some pressure is likely in Q1 13/14 
due to bad weather in the USA, we expect revenue to grow to 
USD 105.5Mn in FY2014/15E (+7.9% Y-o-Y) and USD 107.2Mn 
in FY2015/16E (+1.6% Y-o-Y), while recording a CAGR of 
4.7% between FY2013/14 – FY2015/16E.   

Current Productive Capacity to Increase 10-12% 
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TJL’s topline growth is also likely to be supported by its 
increased focus on value-added fabrics. TJL’s ongoing R&D to 
upgrade its basic products to more value-added ones has 
helped the group expand its commodity-based product 
portfolio to special finish products. TJL’s value added fabrics 
have taken on an increasingly prominent role since the IPO, 
helping the Group to both i) increase its product offerings to 
key customers and, ii) moderate the risk of a narrow client 
portfolio by diversifying its customer base. Value added 
products currently contribute approx. 23.0% of sales cf. 8.0% 
pre-IPO and the Group targets increasing this to approx. 
40.0% over the next few years with at least two new fabrics 
per annum. Value-added fabrics command a premium to basics 
and have helped the Group expand its service offering to key 
clients. Over the last 3 years for instance, TJL upgraded its 
product range to the higher-end Marks & Spencer (M&S) 
Autograph brand, which generally commands a significant 
premium to lower-end ranges. Some of TJL’s other new 
innovations include the production of 4D & tencel fabric, 
ultracut and finer gauge products and these new value-added 
fabrics have helped the Group expand its client base. 
Emerging, non-traditional brands now account for approx. 
18% of sales, a significant increase from pre-IPO levels when 
non-traditional brands accounted for just 5.0% of turnover.  

Higher Contribution from Value-Added Products   
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Strong Topline Reinforced by Robust Demand Dynamics  

Volume Growth on the Back of Higher Capacity… 
 

Source: Company Data 

 

Source: Company Annual Reports & Acuity Research Estimates 

 

             Source: Acuity Research Estimates 
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Emerging Brands Gain Prominence Since IPO 

During IPO Current

Victoria's Secret

M&S

Intimissimi

Express

Tesco 

Calvin Klein

PVH

DBA

G-star

Lululemon

Key Clients

Emerging Brands

% of Turnover:

87% 73%

5% 18%

 
 
Both due to its well-established client relationships and the 
emerging recovery in TJL’s major export markets US/EU, we 
see strong demand drivers for TJL’s product mix and volumes. 
Given the commodity-oriented nature of the bulk of its 
products, TJL competes with both local (eg: Ocean Lanka, 
Hayleys MGT, South Asia Textile Industries) & regional (eg: 
Ocean India) players for market share. Sri Lanka’s high labor & 
energy costs coupled with its weak raw material base imply 
that competing with low-cost producers such as Bangladesh, 
Vietnam and China is a challenge. To retain a competitive edge 
over the low cost producers, domestic textile manufacturers 
have had to hone their speed and quality. Shorter lead times, 
the ability to cater to flash orders and the provision of value-
added products have helped local textile manufacturers retain 
market share as these improvements translate to greater 
business volume for the end-client (ie: retailers). But, Sri 
Lankan textile manufacturers largely compete for the same 
client base, making client relationships a vital component of 
retaining business. TJL’s main three competitors (Ocean Lanka, 
Hayleys MGT and South Asia Textile Industries Lanka) for 
example all vie for orders from TJL’s main 3 clients (M&S, VS & 
Intimissimi). Still, TJL’s partnership based client relationships 
are long standing ones and the risk of losing key clients is  

Strong Domestic Competition for TJL’s Client Base 
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Calzedonia
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South Asia Textile 

Industries Lanka
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largely mitigated by the fact that TJL’s product & service  
 
 
 
 
 

offerings evolve with the Client’s unique needs. TJL’s product 
upgrade (from commodity range to higher margin Autograph 
range) to Marks & Spencer for instance has helped TJL’s 
business with M&S to grow at a notable pace, a growth that is 
particularly significant given the post GSP+ context.       

TJL’s Value-Add to Key Customers 
Customer Profile TJL Contribution TJL's Value Add

TJL Pioneered to 
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Demand

Continous Supplier 

Since 2003:           
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Supply chain efficiency and product innovation have been 
particularly important to end-clients who have had to remain 
competitive in sluggish economic conditions. TJL’s Value-added 
products & service offerings have led to shorter lead times and 

higher quality products that are ethically sourced, all of which 
have translated to higher business volumes for the end-
retailer. Like-for-like clothing sales at M&S for instance, rose in 
Q4’13 for the first time in three years, as consumers have 
responded positively to the improved fabric, fit and finish in 
higher-end clothing lines such as Autograph. Lead-time 
reductions and in-season agility meanwhile have imposed 
Inventory discipline at Victoria’s Secret resulting in higher sales 
and less mark-downs. Net sales at VS Stores increased 1.6%     
Y-o-Y in FY 2013 while same store sales rose 3.0% as sales 
across its PINK, sport and core lingerie categories have 
increased.    

Strong Rebound in M&S LFL Sales in FY13/14  
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Strong Topline Reinforced by Robust Demand Dynamics 

…While Value-Added Product Portfolio Gains Strong-Hold 
 

   Notes: * General Merchandise includes                               Source: Marks & Spencer Annual Reports 
                  Home & Clothing  

        Source: Company Websites & Acuity Research  

 

                             Source: Company Annual Reports 

                    Source: Company Annual Reports  
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Inventory Discipline Helps Sales Growth at VS  
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Given that the near term US/EU recovery is likely to remain 
tepid, KPMG estimates that product innovation and the 
increase of environmentally-friendly products/initiatives will be 
among the major drivers of retail-industry revenue growth1. 
Survey estimates place the importance of product innovation 

and green products at 16.0%, marginally lower than the 
importance of pricing strategy (18.0%)1. We thus believe that 
TJL’s well-established but evolving relationships with its key 
clients will create the necessary demand dynamics for the 
Group.  

 
New Products & Green Initiatives Increasingly 

Important in Driving Retail Industry Revenue 
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Demand for TJL’s products is also likely to be supported by the 
recovery in its key markets US, Europe & UK. Approx. 90% of 
Sri Lanka’s garment exports are to the US & EU, and TJL’s role 
in the textile industry’s production chain (TJL provides fabric to 
apparel manufacturers) implies that economic developments in 
these regions are a significant determinant of its demand. 
Given its trading exposure, the Sri Lankan Textiles industry is 
particularly vulnerable to economic developments in the US & 
EU. At the height of the 2009 global financial crisis for 
example, Sri Lanka’s total garment exports declined 5.0% Y-o-
Y as exports to the US declined 14.0% Y-o-Y and exports to 
UK fell 3.0% Y-o-Y.     
    

Sri Lanka’s Garment Exports Shadow Economic 

Conditions of its Main Markets 
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But, advanced economies have been indicating signs of a 
stronger recovery since Q3 2013. The IMF estimates that the 
primary impetus for stronger global activity in H2 2013 
stemmed from advanced economies as unfavorable external 
financial conditions resulted in a disappointing performance 
from emerging market economies. With growth in emerging  

Strong Topline Reinforced by Robust Demand Dynamics 
 

Supply Chain Efficiency & Product Innovation Drive End-Client Business Volume… 

 

Source: Central Bank of Sri Lanka & IMF, World Economic Outlook_ April 2014 

 

    Source: KPMG, Retail Industry Outlook Survey_2012 

                                       Source: L Brands 10K Filings 

                      Sources: L Brands 10K Filing (2013) & Marks & Spencer Annual Report (13/14)  
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economies forecasted to pick up only moderately, the IMF 
etimates that global growth in 2014 will be primarily    
advanced-economy driven as the so far largely uneven 
recoveries in these economies take a broader hold. IMF2 
estimates place US growth at above trend (approx. 2.8%) as 
more moderate fiscal consolidation, a supportive monetary 
policy environment and recovering real-estate sector spur 
growth. Despite high debt and financial fragmentation in the 
EU meanwhile, the IMF estimates close- to-trend growth levels 
in the core euro economies.   

 
The implications of a stronger recovery in the US and EU on 
TJL’s bottom-line are clear. TJL’s largest three clients (M&S, 
VS, Intimissimi) are domiciled in the UK, US and EU and the 
Group’s increased capacity will undoubtedly cater to the 
increasing demand from these regions. Indeed, signs of a 
more robust recovery are already becoming evident. US GDP 
grew 1.9% Y-o-Y in 2013 as Q4 growth recorded a robust 
2.6% Y-o-Y increase, while UK recorded a full year growth of 
1.8%, up from 0.3% in 2012. The recovery in the EU 
meanwhile, strengthened as 2013 GDP growth was -0.5%     
Y-o-Y relative to -0.7% Y-o-Y in 2012. Unsurprisingly, Sri 
Lanka’s garment exports in 2013 have rebounded sharply, with 
exports to the US increasing approx. 20.4% Y-o-Y (cf. -3.7% 
Y-o-Y in 2012) while exports to the EU have improved by 5.9% 
Y-o-Y 
 

Sustained Increase in Consumer Confidence  
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(from -8.4% in 2012). Importantly however, the stronger 
recovery in these major export markets appears for the most 
part to be sustained. Leading indicators such as consumer 
confidence underscore a steady uptrend, implying that the  
stronger recovery since Q3 2013 is likely to be sustained. 
Given that expenditure on clothing & footwear on average 
account for between 3.0-5.8% of total personal consumption 
in advanced economies, the improved consumer sentiment 
data implies a positive impact on TJL’s short-medium term 
business volumes. In fact, expenditure on clothing and 
footwear have recovered from their 2009 lows, with US PCE 
(on Clothing & Footwear) rebounding to 3.2% (of total PCE) cf. 
3.1% in 2009. Stronger rebounds have been evident in UK & 
Europe, with UK PCE on Clothing & Footwear rising to 6.3% of 
total expenditure (from 5.7% in 2009) and European 
expenditure rising to 5.7% in 2013 cf. 5.3% in 2009.  
 

PCE on Clothing & Footwear Increases from 2009 

Clothing & Footwear Expenditure 2008 2009 2010 2011 2012 2013

% of Total Household Expenditure

US 3.19% 3.11% 3.14% 3.16% 3.18% n.a

UK 5.13% 5.68% 5.58% 5.89% 6.03% 6.27%

EU 5.80% 5.30% 5.30% 5.20% 5.20% 5.70%
 

 

Given the stronger recovery in its major export markets 
therefore, we believe demand for TJL’s expanded product base 
and volumes will be well-supported. IMF estimates place 
2014E growth in the US at 2.8% Y-o-Y while the EU is 
forecasted to grow by 1.2% Y-o-Y. The UK meanwhile, is 
expected to record a GDP growth of 2.9% Y-o-Y2. We thus 
expect the impact of this broad-based recovery to translate to 
positive topline growth for TJL in the short-medium term.   

 
Recovery in Advanced Economies Gain Foothold 
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Strong Topline Reinforced by Robust Demand Dynamics 

…While Recovery in Advanced Economies Gains Traction 

 

   Source: European Commission, Business & Consumer Survey_2014 & Bloomberg 

                  Source: Eurostat, ONS & US Department of Commerce 

Source: IMF, World Economic Outlook_April 2014 
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Easing Cotton & Energy Costs Boost Profit 

Margins| 
We expect TJL’s medium-term profit margins to be buoyed by 
i) declining global cotton prices, ii) lower energy costs and, 
iii)easing reliance on outsourced orders. Increasing global 
cotton supplies are likely to keep prices of TJL’s key raw 
material yarn costs largely contained; the Group’s USD 5.0Mn 
investment in a multi-fuel boiler plant meanwhile, is likely to 
ease energy costs. TJL’s capacity expansion project meanwhile 
implies that its reliance on outsourced orders (which generally 
command a premium to in-house production) will reduce post 
Q2’14/15E. We thus expect the Group’s GP margins to range 
between 11.8- 12.7% in FY2014/15E-FY2015/16E.     

 

Easing Yarn & Energy Costs Boost Profit Margins  
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Cotton price movements are particularly relevant to TJL as it 
remains the underlying raw material through which knitted 
fabric is produced. TJL’s Yarn costs account for approx. 60-
65% of turnover making it the Group’s largest cost component.  
Fluctuations in global cotton prices therefore, directly impact 
the company’s margins. At the height of China’s stockpiling 
policy in 2011 for instance, TJL’s GP margins fell to 10.3% as 
cotton prices reached an all-time high of USD2.43/lb.  

 

Largest Producer China’s Cotton Policy has Major 

Impact on Price  
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As the largest producer and importer of Cotton, Chinese Cotton 
supply and demand have a significant impact on global cotton 
prices. China produces approx. 28.0% (ie: 33,000 bales) of the 
World’s total Cotton supplies, but imports approx. 44.0% of 
global Cotton. China’s Cotton policy therefore, has largely 

 

 
 

determined global cotton price movements over the last 3 
years. Between 2011-2013, world cotton production exceeded 
demand significantly but this excess supply has not had the 
expected downside pressure on prices. Global cotton prices 
have moved sideways for 21/2 years as China has imported the 
world’s surplus while its own production has been stockpiled3. 
At its peak, Cotton prices reached an all-time high of 
USD2.43/lb in March 2011.                                       
 

Cotton Prices Revert to Mean Amid Higher Supply  
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While China’s stockpiling policy has supported cotton prices 
and reduced overall volatility, it has also delayed the recovery 
in global demand. Despite global Cotton prices having 
gradually regressed closer to its historic mean (USD 0.73/lb), 
Cotton prices are still trading approx. 23.7% above this 
average. By June 2014, Cotton was trading at USD0.904/lb, 
62.9% lower than its peak in 2011, but 23.7% higher than its 

20-year average.  
 
The outlook for global cotton prices however, is bearish. 
Improved prospects for Indian and US crops (the 3rd largest 
producer and largest exporter of cotton) coupled with China’s 
decision to end its 3-year long stock piling policy is likely to 
increase global supplies. Better weather conditions in the most 
concentrated growing region of the U.S. cotton belt (West 
Texas) is expected to boost 2014/15 world production by 
500,000 bales (to 15.0Mn bales)4. Relaxed Chinese Cotton 
policies meanwhile, imply that China will not import the world’s 
cotton surplus, making greater stocks available to world 
markets. USDA estimates place cotton stock outside China in 
2014/15 increasing to 42.0Mn bales, 10.0% higher than at end 
2013/144. The impact of these increased supply data is already 
getting reflected in futures markets. Futures prices for cotton 
delivered after the 2014/15 harvest have been about 10.0% 
lower than prices for cotton delivered from 2013/14 supply4.  
While Chinese policy implementation lags (despite general 
reforms no specifics have been provided thus far) and 
worsened weather in North America pose upside risk to price, 
global cotton prices are expected to decline implying positive 
prospects for TJL’s short-medium term GP margins. Futures 
markets have entered what is typically considered bear market 
territory, as Cotton for December delivery has fallen 1.6% to 
75.26/lb (on ICE Futures U.S) a 20.6% fall from this year’s 
settlement high of 94.75/lb on May 55.  
 
 

Margins Buoyed by Lower Production Costs 
 
Cotton Prices Edge Lower as Global Supplies Increase 

 

    Source: Company Data & Acuity Research Estimates 

Source: National Cotton Council of America 

Source: Bloomberg 
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While lower future global cotton prices are likely to 
substantially support TJL’s profit margins, margins are also 
likely to be buttressed by the Group’s lower energy costs. 
Utility costs (which include energy & electricity costs) currently 
account for approximately 10.0% of revenue, and have been 
edging higher from utility costs during the IPO (approx. 7.0% 
of turnover). Escalating energy costs – particularly electricity 
tariffs and furnace oil – pose downside risk to TJL’s operating 
margins, as energy remains a key component of the 
manufacturing process. TJL’s USD 5.0Mn investment in a new 
multi-fuel boiler and power plant is thus targeted at enabling 
the Group to better withstand external energy shocks by 
limiting its reliance on the national grid and furnace oil.       

Utility Costs Account for Approx. 10% of Sales 
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TJL’s energy costs have been edging higher on the back of 
domestic energy tariff revisions. Between FY12/13-13/14, 
utility costs as a percent of turnover ranged between 9.0-
10.0%, significantly higher than utility costs in FY10/11 (ie: 
7.0% of sales). The increases in cost have been due to energy 
price revisions in the domestic power & energy sector. 
Operational losses at CEB due to global oil price volatility, LKR 
depreciation, and a drought-induced switch to thermal power 
generation resulted in a number of upward tariff adjustments 
between 2012 and 2013.  Despite the CEB trimming some of 
its losses in 2013 due to stabler commodity prices and better 
weather conditions, the CEB’s new cost reflective pricing policy 
has implied that electricity tariffs have remained relatively 
high. In FY 2013/14 for example, TJL’s energy costs rose to 
approx. 10.0% of turnover amid a 35.0% tariff increase in 
April 2013. Although the CEB’s diversified coal-friendly 
electricity generation mix has eased some pressure, renewed 
oil price volatility coupled with rain delays in the first four 
months of 2014 have resulted in further operational losses at 
CEB (-LKR 18.6Bn). In the first four months of 2014, the CEB’s 

CEB Reverts to Operational Losses in 2014 
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per unit generation costs have increased to LKR24.37 (cf. 
LKR17.70 in 2013)6 highlighting the possibility of further 
upward revision in energy tariffs. Once operational, therefore, 
TJL’s multi-fuel boiler and power plant is likely to restrain the 
impact of external energy price shocks on production costs. 

 
TJL’s Utility Costs Vulnerable to External Shocks  
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TJL’s multi-fuel boiler and power plant is expected to produce 
the Group’s total steam requirement, minimize its furnace oil 
dependence and generate 1MW of electricity to reduce its 
dependence on the national grid. This cost-saving initiative is 
likely to temper TJL’s medium-term energy costs and we 
expect utility costs as a percentage of turnover to decline to 
approx. 8.0% (from 10.0%) once the boiler plant is fully 
operational. The project is due for completion in Q2 14/15E 
and is likely to have an impact on the Group’s GP margins by 
FY15/16E.  
                                       

Cost Efficiencies from Power Plant in Medium 

Term  
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TJL’s profit margins are also likely to find some support from 
the reduction in outsourced orders. TJL’s in-house GP margins 
generally approximate 12.0% but given that approx. 1.0% of 
sales are outsourced, the Group’s GP margins average 11.0%. 
With the Group’s plant expansion kicking in however, we 
expect the reliance on outsourced orders to reduce. Given that 
outsourced orders command a premium to in-house 
production, the easing reliance on outsourcing is likely to 
impact margins positively. We thus expect TJL’s profit margins 
to strengthen post FY 14/15E as the capacity expansion 
project impacts operations more wholly.   

Margins Buoyed by Lower Production Costs 
 
Power Project Mitigates Vulnerability to External Energy Shocks 

 

                                 Source: Company Data  

                                        Source: Ministry of Finance & Planning, Mid-Year Fiscal Position Report_2014 

                              Source: Company Data & Acuity Research Estimates  

 Sources: Company Data, Acuity Estimates & IMF Country Report No 13/120:Sri Lanka, May  2013   
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Earnings Support Robust Dividend Pay-out |  
Given its growth stage and track record for maintaining a 
healthy dividend payout, we have used a 2-stage Dividend 
Discount Model (DDM) for our valuation of TJL. We see TJL’s 
strong earnings potential continuing to support a healthy 
dividend payout. Earnings are likely to grow on the back TJL’s 
enhanced capacity and its evolving product portfolio while 
easing production costs should boost margins. We thus 
estimate TJL’s base-case EPS ranging between Rs. 1.89-2.13 - 
which, given the Group’s strong dividend payout record - 
should translate to a DPS of Rs.1.30-1.46 between 
FY2014/15E-2015/16E.  

Base Case DPS Range is Between LKR1.30-1.99 

 
 
Based on our valuation, we believe TJL provides a 10.0-20.0% 
upside to current trading levels and estimate a target price 
range between LKR 21.97-24.05. Given the Group’s stage in 

the business life cycle, we believe a 2-stage DDM provides a 
more accurate representation of the Company’s prospects. We 
have assumed a 5-year high growth period (ie: stage 1) and 
stable growth beyond FY2019E. While the dividend flow during 
FY14/15E-15/16E is derived off our earnings estimates, for the 
years beyond our forecast horizon (ie: FY 16/17E-18/19E) we 
have assumed a growth rate range. We assume a range of 
growth rates both because i) growth during this period could 
be highly variable and, ii) because the dividend discount model 
is extremely sensitive to its inputs. We thus believe our 
sensitivity analysis helps capture a range of possible values for 
TJL.     
 

Medium-Term DPS Could Range Between 
LKR1.62-2.22 

FY 14/15E 15/16E 16/17E 17/18E 18/19E

DPS (in LKR)

@ 11% growth 1.22 1.46 1.62 1.80 1.99

@ 12% growth 1.22 1.46 1.63 1.83 2.05

@ 13% growth 1.22 1.46 1.65 1.86 2.10

@ 15% growth 1.22 1.46 1.68 1.93 2.22  

 

For our base case, we have used the more conservative end of 
our assumed growth range (11.0%-15.0%). Thus, at an 
11.0% growth rate, we derive a DPS range between LKR1.62-
1.99 between FY 16/17E-18/19E and derive a value of        
LKR 21.97 for TJL. We concede however, that TJL’s longer 
term growth could potentially be higher both due to industry 
prospects and TJL’s own strategy to scale up quality and 
quantity. At a 12.0% growth rate therefore, we derive a DPS 
range between LKR1.63-2.05 and value the stock at            
LKR 22.48. At a growth rate of 15.0% meanwhile, we derive a 
DPS range between LKR1.68-2.22 and value TJL at LKR 24.05.    
 

Target Price for TJL Ranges Between LKR 21.97-
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On the basis of this growth rate range therefore, we see a 
10.0-20.0% upside to current trading levels. Assuming TJL 

averages an 11.0% growth rate during its high growth period 
(ie: stage 1), we see TJL trading at a 10.0% upside to current 
price levels. Assuming however, that growth averages 12.0% 
during stage 1, we see TJL trading at a 15.0% upside to 
current prices. If the Group were to grow at an average of 
15.0% for five-years before settling to a more stable growth 
rate beyond this time horizon, we see the stock trading at a 
20.0% upside to current trading levels. On this basis therefore, 
we derive an upside range of 10.0%-20.0% for TJL, and 
recommend a medium term BUY. 

TJL Indicates a 10-20% Upside to Current Price 
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Strong Earnings to Support Continuous Dividend Payout 

DDM Valuation Indicates BUY 

 

Source: Acuity Research Estimates 

Source: Acuity Research Estimates 

Source: Acuity Research Estimates 

Source: Acuity Research Estimates 
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FY 2011/12 2012/13 2013/14 2014/15E 2015/16E

LKR Mn (except per share data)

Revenue 12,364 10,951 12,725 13,724 13,937

Gross Profit 1,275 1,270 1,456 1,613 1,775

Other Operating Income 48 29 16 0 0

Distribution Expenses (93) (79) (87) (82) (84)

Administrative Expenses (397) (265) (332) (329) (334)

Operating Profit 833 955 1,054 1,201 1,357

Profit Before Tax 662 1,014 1,193 1,280 1,438

Profit for the Year 629 1,016 1,157 1,240 1,394

EPS 0.96 1.55 1.77 1.89 2.13

DPS 0.48 1.24 1.30 1.30 1.46

FY 2011/12 2012/13 2013/14E 2014/15E 2015/16E

LKR Mn 

Property Plant & Equipment 2,593 2,289 2,179 2,348 2,587

Capital WIP 17 68 780 629 116

Total Non-Current Assets 2,752 2,491 3,108 3,126 2,852

Inventories 2,075 1,795 1,925 1,925 1,933

Trade & Other receivables 1,465 1,383 1,306 1,692 1,718

Cash & Equivalents 1,279 2,197 2,122 1,833 2,520

Total Current Assets 4,820 5,375 5,353 5,450 6,170

Total Assets 7,572 7,866 8,460           8,576           9,022           

Stated Capital & Reserves 3,789 3,706 3,909 3,787 3,787

Retained Earnings 1,695 2,044 2,462 2,884 3,323

Total Non-Current Liabilities 127 123 194 194 194

Trade & Other Payables 1,304 1,633 1,843 1,659 1,666

Borrowings 594 0 0 0 0

Bank Overdrafts 63 360 52 52 52

Total Current Liabilities 1,961 1,993 1,895 1,711 1,718

Total Liabilities 2,088 2,115 2,090           1,905           1,912           

Total Equity & Liabilities 7,572           7,866           8,460           8,576           9,022           

FY 2011/12 2012/13 2013/14 2014/15E 2015/16E

Gross Profit Margin 10.3% 11.6% 11.4% 11.8% 12.7%

Net Profit Margin 5.1% 9.3% 9.1% 9.0% 10.0%

ROE 14.9% 18.1% 19.1% 19.0% 20.2%

ROA 8.3% 12.9% 13.7% 14.5% 15.5%

Dividend Payout  50.0% 80.0% 74.0% 68.5% 68.5%

Net Asset Value/Share (Rs.) 8.37 8.78 9.73 10.18 10.85
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                                                                                                                            Source: Company Annual Reports & Acuity Research Estimates 

                                                                                                                   Notes: 1. KPMG, Retail Industry Outlook Survey_2012 
 2. IMF, World Economic Outlook_April 2014 

                                                         3. National Cotton Council of America, Outlook for US Cotton 2014_ 2014 
                                4. Cotton Incorporated, Monthly Economic Letter_June 2014 

                                                                                                                                5. Bloomberg, Cotton Futures Enter Bear Market on Outlook for Global Supplies_Marvin G. Perez _June 25 2014 
                                                       6. Ministry of Finance & Planning, Mid-Year Fiscal Position Report_2014 

   



 

 

     

                   

 

 

Research Team  
 
Chethana Ellepola 
(+94) 112 206 256 
chethana@acuitystockbrokers.com 
 
Anouk Weerasinghe  
(+94) 112 206 254 
anouk@acuitystockbrokers.com 
 
Nilruk Soysa 
(+94) 112 206 255 
nilruk@acuitystockbrokers.com 
 

Anjula Nawarathna  
(+94) 112 206 255 
anjula@acuitystockbrokers.com 

 

Sales Team  
 

Deva Ellepola  
(+94) 112 206  220/221 
deva.e@acuitystockbrokers.com 
 
Prashan Fernando  
(+94) 112 206 222 
prashan@acuitystockbrokers.com 
  
Kapila Pathirage  
(+94) 112 206 227/228 
kapila.p@acuitystockbrokers.com 
  
Naren Godamunne  
(+94) 112 206 225 
naren@acuitystockbrokers.com 
  
Roshan Noah  
(+94) 112 306 237/257 
roshan@acuitystockbrokers.com 
 
 Arjuna Dasanayake  
(+94) 112 206 235 
arjuna@acuitystockbrokers.com 
  
Amarasena Liyanage  
(+94) 112 206 231 
amarasena.l@acuitystockbrokers.com 
 
Susil Fernando  
(+94) 112 206 234 
susil@acuitystockbrokers.com 
  
 

Disclaimer: 

“Distributed in Sri Lanka and abroad by Acuity Stockbrokers (Private) Limited (ASB) and its authorized representatives. ASB is 
fully owned by Acuity Partners (Pvt) Ltd (APL) and APL is a joint venture of DFCC Bank and Hatton National Bank PLC.  The 
Information contained herein has been compiled from sources that ASB (“The Research Institution”) believes to be reliable but 
none of the Research Institution holds itself responsible for its completeness or accuracy. It is not an offer to sell or a solicitation 
of an offer to buy any securities.  The Research Institution and its affiliates and its officers and employees may or may not have a 
position in or with respect to the securities mentioned herein. 

The Research Institution and its affiliates may from time to time have consulting relationship with any company, which is being 
reported upon. This may involve the Research Institution providing significant corporate finance services or acting as the 
company’s official or sponsoring broker. 

All opinions and estimates included in this report constitute judgment as of this date of the Research Institution and are subject 
to change or amendment without notice. The Research Institution has the copyright for this report and the views herein cannot 
be reproduced and/or distributed in any form without the explicit (written or otherwise) permission from Research Institution. 
 

 

 

 Chathura Siyambalapitiya  
(+94) 112 206 232 
chathura.s@acuitystockbrokers.com 

 
 S. Vasanthakumar  
(+94) 112 206 250/251 
vasantha.k@acuitystockbrokers.com 
 
Dhammika Wanniarachchi  
(+94) 112 206 229 
dhammika.w@acuitystockbrokers.com 
 
Shivane Wijayaratnam  
(+94) 112 206 236 
shivane@acuitystockbrokers.com 
 
Sameera Rajawatte  
(+94) 112 206 279 
sameera@acuitystockbrokers.com 
  
Dilanjan Perera  
(+94) 112 206 278 
dilanjan@acuitystockbrokers.com  
  
 Rukshan De Mel  
(+94) 112 206 268 
rukshan@acuitystockbrokers.com 
    
Kumar Dias Desinghe  
(+94) 814 474 443 
hnbkandy@sltnet.lk 
  
Prasanna Semasinghe  
(+94) 814 474 443 
hnbkandy@sltnet.lk 
 
Thehani Weerasinghe 
(+94) 112 206 224 
thehani.w@acuitystockbrokers.com 

      ACUITY Stockbrokers (Pvt) Ltd., (Company Reg: No-P.V.3310)  
‘ACUITY House’, No. 53, Dharmapala Mw, 

Colombo 03, Sri Lanka. 
 

TEL : (+94) 112 206 206 
FAX : (+94) 112 206 298 

 

 

mailto:research@acuitystockbrokers.com
mailto:anouk@acuitystockbrokers.com
mailto:nilruk@acuitystockbrokers.com
mailto:anjula@acuitystockbrokers.com
mailto:chathura.s@acuitystockbrokers.com

