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BPPL HOLDINGS PLC  

BPPL.N: LKR 12.80 

RECOMMENDATION     :  BUY 

FAIR VALUE                     :  LKR 15.02 

  
  New Business Ventures and Margin Recovery to Drive Bottom Line   

            REPORT PUBLISHED     :   5/25/2018  
Yarn and filament businesses to drive business growth: We expect BPPL to deliver a 
strong revenue growth of 29.2% YoY in FY19E with total revenues reaching LKR3.4bn and 
LKR3.7bn by FY19E and FY20E respectively backed by new ventures (filament and yarn 
business). The growth will be mainly driven by the commissioning of the new Yarn and 
Filament extrusion plants which together is expected to account for c. 64% of the revenue 
growth in FY19E. The growth will be further supported by BPPL’s core business line of 
brush exports (c.73% of total revenue in FY19E)- which is catering to commercial & 
households in US & Europe & other markets. This segment is estimated to grow by 11.9% 
YoY driven by customer acquisitions and sound economic conditions in the US (US is BPPL’s 
main export destination – accounts to >70% of total revenues in FY17). Furthermore, BPPL 
is expected to continue its efforts of targeting the much larger household market where its 
branded local sales (“Tip Top” brand under Sri Lankan market) are expected to grow by 
10%-15% during FY19E-20E despite its foreign counterpart facing challenges in terms of 
localizing its brands in their respective markets. (BBPL is currently facing competition with 
local & other brush suppliers in Indonesia). Growth in the medium term is thus believed to 
be driven by branded brush sales getting traction in the south east Asian markets, 
(Indonesia, Malaysia) strong macro-economic conditions in target markets (US. Europe & 
other) and possible expansion of the Yarn business (2nd phase). 
 
Profitability to be supported by steadily improving Margins: We expect BPPL to 
showcase a steady rebound in gross margins from a drop of c.280bps in FY18E to around 
38.5%-38.6% levels in FY19E and FY20E with the (i) commencement   of higher margin 
businesses (ii) switching back to local sourcing from importing timber and (iii) raw material 
cost savings through recycling. We estimate the new businesses -Yarn and Filament to drive 
higher margins (GP margins of c.40%-45% cf. 35%-40% from brushes) while the absence 
of significantly higher costs incurred in FY18 for imported timber (majority of the timber 
was imported due to floods) to further cushion short term margins. Furthermore, the effects 
of rising direct sales (to buying offices, eliminating intermediaries) and raw material cost 
savings through higher usage of recycled materials (PET bottles which are cheaper than 
virgin material) in production is expected to further aid BPPL’s margins. Profitability is thus 
expected to recover after a possible dip in FY18E (-20.6% YoY) due to the drop in gross 
margins in FY18E but should soar by 39.0% YoY in FY19E and grow at a steady pace of 
14.6% YoY in FY20E. The ROE for the years FY19E-20E is meanwhile expected to be c.20%.  
  
Discounted Cash Flow Valuation Indicates BUY: We have selected the Discounted cash 
flow method as our primary valuation method and arrived at a target price of LKR15.0, 
which is an upside of 17.3% on the current market price (LKR12.8). We assumed a WACC 
of 11.7% based on a target capital structure of 40% and a conservative terminal growth rate 
at the end of the explicit forecast of 4.5% (significantly less than the long-term Nominal GDP 
growth of SL). Furthermore, the DCF implies a forward PE of 13.3x which is inline with our 
justified forward PE of 13.2x. In terms of dividends, BPPL is expected to maintain payout 
ratios in the range of 30-40% which will provide dividend yields of 3.5%-4.1% in the near 
term. Thus, we recommend a BUY for the stock. 
 
 
 
 
 
 
 
 
 
 

 

COMPANY OVERVIEW 

BPPL, established in 1986 is a leading brush ware 
manufacturer in Southeast Asian region. The 
company’s main product, brushes are sold to both 
the professional and household markets. BPPL is 
set to expand its operations by entering the Yarn 
business with the commissioning of the Sri Lanka’s 
first spinning plant based on recycled materials. 
BPPL also exports monofilaments. 

 

VALUATIONS 

            Market Sector BPPL SL   
PE (x)    10.9x 6.9x 9.1x   
PBV (x) 1.3x 0.9x 1.7x   
DY (%)  3.7%      6.7% 1.4%   
 
Prices as at : 5/25/2018 

SHARE STATISTICS  

Bloomberg Ticker BPPL SL 

Reuters Ticker BPPL CM  

Market Cap.  (LKR Bn) 3.9 

 (USD Mn) 24.9 

N   - Issued Shares (mn) 306.8 

Free Float (%) 23.4 

(LKR/USD = 157.7) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

SHARE MOVEMENT        YTD         3M        12M 

N - High/ Low (LKR)    14.2/132     14.0/ 12.8      16.0/12.8 

BPPL.N (%)   (8.5)                (3.7)                    0.0 

Avg. Daily T/O (LKR Mn)       0.2                   0.2                    2.1 

ASPI (%) 0.9 (1.3)   (3.6) 

MAIN SHAREHOLDERS   3/31/2018 

  
Infinity Capital (Pvt) Ltd  50.3  
LOLC Investments Ltd    26.3  
Hiredramani Investments   13.4  
Arc Capital  1.0  
J B Cocoshell   0.9  
Deutsche Bank Ag Singapore Branch  0.9 
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EARNINGS FORECAST 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

ANALYST’S NAME :  Manula Vishvajith  
 

 

YE Mar/LKR mn FY15 FY16 FY17 FY18E FY19E FY20E

Net Earnings (LKR Mn) 148.5            307.2            436.4            345.1            479.7            549.7            

YoY Growth % NM 106.9% 42.0% -20.9% 39.0% 14.6%

EPS (LKR) 0.5                    1.0                    1.4                    1.1                    1.6                    1.8                    

YoY Growth % NM 106.6% 42.0% -20.8% 39.0% 14.6%

Recurrent  Earnings (LKR Mn) 129.9            295.4            434.5            345.1            479.7            549.7            

YoY Growth % NM 127.5% 47.1% -20.6% 39.0% 14.6%

EPS (LKR) 0.4                    1.0                    1.4                    1.1                    1.6                    1.8                    

YoY Growth % NM 127.5% 47.1% -20.6% 39.0% 14.6%

DPS (LKR) 0.2                    0.4                    0.4                    0.5                    0.5                    0.5                    

BVPS (LKR) 4.1                    5.5                    6.6                    7.2                    8.3                    9.6                    

PER (x) 26.4                 12.8                 9.0                    11.4                 8.2                    7.1                    

PER (x) - Recurring 30.2                 13.3                 9.0                    11.4                 8.2                    7.1                    

PBV (x) 3.1                    2.3                    1.9                    1.8                    1.5                    1.3                    

Dividend Payout (%) 49.6% 37.4% 29.7% 40.0% 30.0% 30.0%

Dividend Yield (%) 1.6% 2.8% 3.3% 3.5% 3.7% 4.2%

ROE (%) 10.9% 20.0% 23.4% 16.3% 20.1% 20.0%
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Brushes form the core of the business 

 
 

Yarn and Filament Businesses to Drive Growth in the Near Term 
 
Revenues are expected to grow by 29.2% YoY in FY19E and 10.6% YoY in FY20E 
with total revenues reaching LKR3.4bn and LKR3.7bn respectively. The growth 
will be driven by the commission of the yarn plant (polyester) in April 2018 and 
the filament extruder in mid-2018. The Yarn business is expected to generate 
c.LKR210mn in FY19E (c.6% of total revenue) operating at a capacity of 70% and 
increase significantly by 30.8% YoY in FY20E with its capacity reaching 85%-90% 
levels.  
 
BPPL’s plant is capable of producing ~80 tons a month at maximum capacity and 
is expected to have ample demand given a local synthetic demand of c.600 tons a 
month (majority is currently imported). Furthermore, the demand for synthetic 
fabric is set to expand with the local synthetic demand expected to grow at a CAGR 
of 13.2% YoY to USD750mn by 2020E. 
 
Moreover, the yarn manufactured by BPPL is the first of its kind in SL to be based 
on recycled plastic materials which also has a strong demand by global apparel 
manufacturers like NIKE. Thus, this acts as a factor that differentiates BPPL’s yarn 
from others. 
 
Furthermore, the local fabric manufacturers are expected to benefit from the 
reduced lead time by sourcing locally from BPPL. Additionally, BPPL’s yarn is 
produced using the dope dyeing technology which is generally high quality and 
preferred by customers. 
 
BPPL is also expected to commission a new filament extruder (manufacture of 
synthetic fiber used for brushes) in mid-2018 given strong demand from all its 
markets. Incremental revenues from the new filament extruder is expected to 
amount to c.LKR280mn in FY19E (c.8% of total revenue) and is estimated to grow 
to c.LKR317mn by FY20E. 
 
BPPL’s core business -brush manufacturing- (exports – c.72% of total revenue in 
FY19E) is meanwhile expected to post robust growth of c.10%-12% YoY during 
the FY19E-20E period. The growth will mostly come from the commercial market 
as BPPL’s foreign household brands (export) are expected to take a much longer 
time frame to localize in their markets.  
The growth in the commercial market is expected to hover around 10%-12% 
during FY18E-20E underpinned by strong macro-economic conditions in the US, 
which is BPPL’s largest export destination (>70% of total revenues) coupled with 
new customer acquisitions mainly driven by the direct sales (to buying offices). 
 
In terms of branded sales (c.2% of total revenue), BPPL’s foreign sales are 
expected to grow slowly around 5%-10% YoY during FY19E-20E. However, local 
sales are expected to see some traction with growth hovering around 10%-15% 
(YoY) levels in the near term with the local brand Tip Top (launched in 2014 in 
Sri Lanka) now seen gaining consumer interest. which has been in the market 
much longer than BPPL’s foreign brands.  
 
Profitability to be enhanced with steady rebound in gross margins 
 
BPPL’s gross margins are expected to rebound to 38.5%-38.6% in the near term 
from to drop to 37.0% levels in FY18E. This is backed by (i) commencement   of 
higher margin businesses (ii) switching back to local sourcing and (iii) raw 
material cost savings. The drop-in margins in FY18E is led by higher timber prices 
as BPPL had to import timber at a higher cost as a result of the local supply being 
disrupted by the floods during the year (accounts for c.20%-25% of RM cost). The 
subsequent rebound in margins comes as the BPPL’s product mix is adjusted with 
the addition of relatively higher profitability businesses like yarn, filaments and 
direct sales to buying offices coupled with raw material cost rationalization.  
 
 

Significant growth from new plants  

 

GP margins steady rebound with new 
initiatives 

PP and PET forms majority of RM costs 

 

Crude Oil prices hit 3-year high   

 

Profits to recover on healthy margins  
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ROE to hover around 20%  

 

 
The new yarn and filament businesses are expected to command relatively higher 
margins than the brush business (GP margins of c.40%-45% cf. 35%-40% from  
brushes) whereas, the increasing proportion of direct sales (currently c.25%-
30% of total revenue) in the brush business is expected to aid the bottom line by 
reduction in commissions through elimination of intermediaries (commissions 
reducing from c.3% to c.1% levels).  
 
We however view higher crude oil & pulp prices as a considerable risk to our 
valuation.  BPPL is significantly exposed to crude oil price risk as c.35% of the cost 
of sales FY19E is expected to be derived from crude oil-based materials such as; 
PET and Polypropylene used in production. Thereby, the recent increase in global 
crude oil prices (c. 18% in 2017 and YTD 2018 increase of nearly 20%) is expected 
to act as a significant headwind in the recovery of gross margins. However, BPPL 
is strategically placed to overcome this challenge by increasing the amount of 
recycled PET used in production. BPPL currently collects c.20% (c.200-250 tons 
a month) of the country’s total imports of 1200 tons per month, which BPPL is 
expected to increase with the expansion of its collection points. The recycling 
plant has a current processing capacity of c.300 tons a month. 
 
Furthermore, the gross margins are expected to be weighed down by the impact 
of rising pulp prices (c.6% of cost of sales) which will increase the cost of cartons 
used for packaging BPPL products. The global pulp prices are projected to see 
price increases by suppliers of c.5%-8% in 2018. 
 
In terms of the company’s bottom line, the rising crude oil prices are also expected 
to see distribution expenses edge up by c.50bps as a percentage of total revenue 
thus slightly weighing on the net profits.  
 
Furthermore, it should be noted that despite BPPL’s significant usage of debt 
financing in FY18 (debt to total capital increasing to c.32% in FY18E from c.15% 
in FY17), the finance costs are not expected to have a significant impact on the 
profitability as most of the borrowings are denominated in USD, thereby the 
finance cost is expected to be around c.5%-6% going forward.  
 
Consequently, BPPL is expected to record a c.39% YoY increase in PAT in FY19E 
reaching LKR479.7mn while ROEs are expected to hover around 20% levels in the 
near term. 
 
Valuation: We have selected the Discounted cash flow method as our primary 
valuation method and arrived at a target price of LKR15.0, which is an upside of 
17.3% on the current market price (LKR12.8). We assumed a WACC of 11.7% 
based on a target capital structure of 40% and a conservative terminal growth 
rate at the end of the explicit forecast period to be 4.5% (significantly less than 
the long-term Nominal GDP growth of SL). Furthermore, the DCF implies a 
forward PE of 13.3x which is inline with our justified forward PE of 13.2x. In terms 
of dividends, BPPL is expected to maintain payout ratios in the range of 30-40% 
which will provide dividend yields of 3.5%-4.1% in the near term. Thus, we 
recommend a BUY for the stock. 
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Changes in the Top 20 Share Registry 

  

 

 

Name of the Shareholder No of shares %

Infinity Capital (Pvt) Ltd 154,382,777 50.31

LOLC Investments Ltd 80,546,372 26.25

Hirdaramani Investment Holdings Private Limited 41,229,208 13.44

Seylan Bank PLC/Arrc Capital (Pvt) Ltd 3,176,301 1.04

J.B. Cocoshell (Pvt) Ltd 2,945,288 0.96

Deutsche Bank Ag Singapore Branch 2,600,000 0.85

Mr. Samaranayake Nihal Parakrama De Alwis 1,000,000 0.33

Miss. Page Marianne Mahilmalar 1,000,000 0.33

Mr. Udayananda Karagoda Loku Gamage 802,690 0.26

Jafferjee Brothers (Exports) Limited 772,800 0.25

Mr. Fernando Merrill Joseph 750,000 0.24

Mr. Esufally Murtazaali Abidhussen Hassanaly 733,400 0.24

Mr. Hirdaramani Mahesh Lalchand 732,100 0.24

Mr. Hirdaramani Akshay Anil 732,100 0.24

Deutsche Bank Ag-Comtrust Equity Fund 730,000 0.24

Lanka Century Investments PLC 645,100 0.21

Alpex Marine (Pvt) Ltd 585,000 0.19

Gf Capital Global Limited 476,600 0.16

Katunayake Garments Limited 419,200 0.14

Mr. Hirdaramani Siddharth Janak 412,700 0.13

Mr. Hirdaramani Aroon Janak 412,700 0.13

Source: Company Quarterly Statements  
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Softlogic Research Guide to Investment Rating 
BUY  : Share price may exceed 15% over the next 12 months 

Trading BUY : Share price may exceed 7.5% over the next 3 months, however longer-term outlook could vary 

Neutral  : Share price may fall within the range of +/- 7.5% over the next 12 months 

Take Profit : Target price has been attained. Look to accumulate at lower levels 

Sell  : Share price may fall by more than 15% over the next 12 months 

Not Rated  : Stock is not within regular research coverage 

 

Equity Research 
Danushka Samarasinghe    Anjula Nawarathna   
danushka@softlogic.lk    anjula.nawarathna@equity.softlogic.lk   
+94 11 7277901, +94 77-3020231 + 94 11 7277935     

Shadini Silva   Suhendrini Yatawara   Dulan Lokuwithana 
shadini.silva@equity.softlogic.lk  suhendrini.yatawara@equity.softlogic.lk  dulan.lokuwithana@equity.softlogic.lk 
+ 94 11 7277936,     +94 11 7277932  +94 11 7277931 

Manula Vishvajith   Nishanthi Hettiarachchi  
manula.vishvajith@equity.softlogic.lk    nisha.hettiarachchi@equity.softlogic.lk  
+94 11 7277934   +94 11 7277930, +94 11 77 1078499  
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Roshan Noah  roshan.noah@equity.softlogic.lk +94 11 7277000    
Dinesh Rupasinghe dinesh.rupasinghe@equity.softlogic.lk +94 11 7277959, +94 77 2072397 

Branches 
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Madushanka Rathnayaka  madushanka.rathnayaka@equity.softlogic.lk      +94 34 7451000, +94 773566465 
Negombo 
Krishan Williams  krishan.williams@equity.softlogic.lk                     +94 31 7451000, +94 773569827 
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CSE Trading Floor 
Agranath Umayanga agranath.umayanga@equity.softlogic.lk              +94 11 7277098, +94 77-2626895 
Lakmal S. Gunawardana  lakmal.sandaruwan@equity.softlogic.lk              +94 77-3573390 
  
Disclaimer 
Local & Non-USA based clients 
The information contained in this report is for general information purposes only. This report and its content is copyright of Softlogic Stockbrokers and all rights reserved. This report- 
in whole or in part- may not, except with the express written permission of Softlogic Stockbrokers be reproduced or distributed or commercially exploited in any material form by any 
means whether graphic, electronic, mechanical or any means. Nor may you transmit it or store it in any other website or other form of electronic retrieval system. Any unauthorised use 
of this report will result in immediate proceedings. 
The report has been prepared by Softlogic Stockbrokers (Pvt) Ltd, Sri Lanka. The information and opinions contained herein has been compiled or arrived at based upon information 
obtained from sources believed to be reliable and in good faith. Such information has not been independently verified and no guaranty, representation or warranty, express or implied is 
made as to its accuracy, completeness or correctness, reliability or suitability. All such information and opinions are subject to change without notice. This document is for information 
purposes only, descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as, 
an offer, or solicitation of an offer, to buy or sell any securities or other financial instruments. In no event will Softlogic Stockbrokers be liable for any loss or damage including without 
limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising out of, or in connection with the use of this report and any reliance you place on such 
information is therefore strictly at your own risk. 
Softlogic Stockbrokers may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based before the material 
is disseminated to their customers. Not all customers will receive the material at the same time. Softlogic Stockbrokers, their respective directors, officers, representatives, employees, 
related persons and/or Softlogic Stockbrokers, may have a long or short position in any of the securities or other financial instruments mentioned or issuers described herein at any time 
and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other financial instruments from time to time in the open market or otherwise, 
in each case either as principal or agent. Softlogic Stockbrokers may make markets in securities or other financial instruments described in this publication, in securities of issuers 
described herein or in securities underlying or related to such securities. Softlogic Stockbrokers may have entirely underwritten the securities of an issuer mentioned herein. 
USA based clients 
Softlogic Stockbrokers (Pvt) Ltd of Sri Lanka is not registered as a broker-dealer with the U S Securities and Exchange Commission, and it and its analysts are not subject to SEC rules on 
securities analysts’ certification as to the currency of their views reflected in the research report.  Soft Logic is not a member of the Financial Industry Regulatory Authority.  It and its 
securities analysts are not subject to FINRA’s rules on Communications with the Public and Research Analysts and Research Reports and the attendant requirements for fairness, balance 
and disclosure of potential conflicts of interest. 
This research report is only being offered to Major U S Institutional Investors and is not available to, and should not be used by, any US person or entity that is not a Major US Institutional 
Investor.  Softlogic Stockbrokers will not accept orders for the securities covered in this research report placed by any person or entity in the United States.  Orders should be placed with 
our correspondent, Auerbach Grayson & Co. 212-557-4444. 
A Major US Institutional Investor who may receive and use this report must have assets under management of more than US $100,000,000 and is either an investment company registered 
with the SEC under the US Investment Company Act of 1940, a U.S. bank or savings and loan association, business development company, small business investment company, employee 
benefit plan as defined in SEC Regulation D, a private business development company as defined in SEC Regulation D, an organization described in U. S. Internal Revenue Code Section 
501(c)(3) and SEC Regulation D, a trust as defined in SEC Regulation D, or an SEC registered investment adviser or any other manager of a pooled investment vehicle.   

  


