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Hayleys Fabric PLC

6M Earnings Update
Earnings Review: Strong BUY

Current Price Initial Buy Capital Gain Rewset_j Target Capital Gain
Call Price
(LKR) 18" (sﬁgozo To Date (LKR) Expected
23.10 18.90 22.2% 29.30 26.8%

Margins surge with company implementing cost effective measures

Top line comes in slightly lower but was offset by lower operating expenses:
2QFY21 top line reduced 0.36% YoY. However, this was offset by reductions in
costs with administration and distribution expenses falling 3.65% YoY and 37.45%
YoY respectively.

The Nike order book to continue: Our previous report stated that Nike’s full order
book was given to MGT as a part of their vendor consolidation process.
Discussions with management have revealed that this will continue. However, they
did state that in terms of an end date its vendors. Much of this will primarily depend
upon the state of the US economy. Going forward we have revised up our FY21E
targets on the back of the fact that we believe the Nike order book will remain with
the Company.

Continued margin growth in FY21: Gross Margins and Net Margins came in at a
substantial 13.6% and 4.3% respectively despite the initial period being under
lockdown. Going forward, we expect margins to remain on the strong side aided by
lower cotton and oil prices coupled with stronger top line as a result of Nike's
vendor consolidation.Going forward, we expect revenues to grow on the back of
continuation of Nike order book coupled with the potential capacity expansions at
MGT kicking in at 2023E.

Valuation: Our valuation metric is based on a price-to-earnings (PER) analysis.
We value the share at 10.7x forward earnings and arrive at a revised target price of
LKR 29.33 which results in a 26.8% upside. Thereby, we recommend a STRONG
BUY on MGT.
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YE End 30th March 2017 2018 2019 2020 2021F 2022F  2023F
Revenue (LKR.Mn) 10,248 10,645 12,906 12,385 14,476 15915 18,291
Gross Profit (KRMn) 1,198 1121 1539 1605 1,882 2069 2378
Net Profit (LKR.Mn) 90  (125) 195 234 567 624 716
NAV/share (LKR) 15.69 1513 16.42 1587 17.61 18.99 20.57
PBV (x) 087 083 052 055 131 122 112
EPS (LKR) 037 (055 092 111 273 300 345
PE () 369 -226 9.2 7.9 8.5 7.7 6.7
Mrkt. Cap 2,825 2597 1,766 1,807 4,799 4,799 4,799

13.60 1250 850 870 2310 2310 23.10

Share Price** (LKR)

** Current Market Price
Source: MGT Financials and SC Securities Research
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Income Statement

Hayleys Fabrics PLC

(in USDm) 2017 2018 2019 2020 2021F 2022F 2023F
Revenue 55.54 57.69 69.94 67.12 78.45 86.24 99.12
COGS (49.04) (51.61) (61.60) (58.42) (68.25) (75.03) (86.24)
Gross Profit 6.49 6.08 8.34 8.70 10.20 11.21 12.89
OPEX (5.15) (5.15) (5.60) (6.23) (5.75) (6.32) (7.27)
Op. Profit 1.35 0.92 2.74 2.47 4.45 4.89 5.62
Finance Costs - Net (0.93) (0.97) (0.89) (0.80) (0.88) (0.96) (1.12)
PBT 0.41 (0.05) 1.85 1.67 3.57 3.93 4.51
Income Tax Exp. 0.08 (0.63) (0.79) (0.40) (0.50) (0.55) (0.63)
Net Profit 0.49 (0.68) 1.06 1.27 3.07 3.38 3.88

Source: MGT Financials, SC Securities

Quarter and Period Review

6M ended September 2020

Quarter ended September 2020

In USD 2019 2020 YoY 2019 2020 YoY
Revenue 38,141,391 38,004,412 -0.36% 19,395,732 22,386,114  15.42%
Cost of sales (32,285,709) (32,825,290) 1.67% (16,594,417) (19,532,241) 17.70%
Gross Profit 5,855,682 5,179,122 -11.55% 2,801,315 2,853,873 1.88%
Other operating income 13,909 29,210 110.01% 11,622 29,210 151.33%
Administrative expenses (2,493,794)  (2,402,770) -3.65% (1,260,892)  (1,142,639) -9.38%
Distribution expenses (508,603) (318,133) -37.45% (311,927) (205,799) -34.02%
Other expenses (171,254) - -100.0% (128,754) - 100.000/;
Net financing costs (470,575) (653,143) 38.80% (173,562) (288,949) 66.48%
Profit before tax 2,225,365 1,834,286 -17.57% 937,802 1,245,696 32.83%
Income tax expense (189,349) (212,269) 12.10% (177,965) (167,463) -5.90%
Profit for the period 2,036,016 1,622,017 -20.33% 759,837 1,078,233  41.90%

Source: MGT Financials
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Local Institutional Investors

Hayleys PLC No 3 Share Investment Account 122,487,023 58.96
Seylan Bank PLC / ARRC Capital (Pvt) Ltd 6,485,256 3.12
HayleysAdvantis Limited 5,036,850 2.42
Hayleys Agriculture Holdings Limited 3,472,257 1.67
Hatton National Bank PLC- Astrue Alpha Fund 2,119,396 1.02
Ceylon Guardian Investment Trust PLC 1,823,680 0.88
Buildmart Lanka (Pvt) Ltd. 1,417,080 0.68
Bank Of Ceylon No.01 Account 1,056,398 0.51
Commercial Credit and Finance PLC. 945,969 0.46
Mellon Bank N.A-Acadian Frontier Markets Equity Fund. 937,461 0.45
Allnatt Investments (Private) Limited 565,844 0.27
People's Leasing & Finance PLC/ L.P.Hapangama 561,681 0.27
Commercial Bank of Ceylon PLC/Andaradeniya Estates (Pvt) Ltd. 550,991 0.27

Government Institutional Investors

Employees Provident Fund 5,540,727 2.67
Sri Lanka Insurance Corporation Ltd- Life Fund 2,256,627 1.09
Local High Net Worth Individuals

Mrs. V. Saraswathy 2,000,000 0.96
Mr. A.M.Weerasinghe 1,850,000 0.89
Mr. D.K.A.K Weerathunga 1,000,000 0.48
Mr.R.E.Rambukwella 921,330 0.44
Mr. K.A.S.R Nissanka 674,450 0.32

Source: MGT Financials
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This document was prepared under the supervision from the Research Department of SC Securities a
company authorized to engage in Equity trading in the Colombo Stock Exchange in Sri Lanka. Data used in this
document was gathered from reliable sources, but the analyst(s) and the publishers of this document do not hold
themselves responsible for the accuracy or completeness of data used. The document provides the opinions,
analyses and conclusions of the Research division only and is provided without any warranties of any kind. This
document does not constitute an offer, or the solicitation of an offer, for the sale or purchase of any security. The
reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Whilst every care has been taken in preparing this document, no representation, warranty or undertaking (express or
implied) is given and no responsibility or liability is accepted by SC Securities or any employee of SC Securities as to
the accuracy, timeliness, completeness merchantability or fithess for any particular purpose of any such
recommendation or information contained and opinions expressed herein. SC Securities do not accept any liability for
any direct or remote loss or damage arising out of the use of all or any part of the information contained in this
document. This document is published for information purposes only and is not an offer to solicit, buy or sell any
security of any kind. This document does not provide customized investment advice. It has been prepared without
regard to the individual financial circumstances and risk and return objectives of individuals who receive it. The
appropriateness of a particular investment will depend on an investor’s individual circumstances, risk tolerance and
return objectives. The investments securities referred to in this document may not be suitable for all or certain
categories of investors. The Research Division of SC Securities has implemented Chinese walls procedures to
prevent any conflict of interest. The opinions presented in this note may be changed without prior notice or cannot be
depended upon if used in the place of the investor’s independent judgment. The historical performance of a security is
not representative of the security’s future returns. Investment in securities can be highly risky as security prices may
go down in value as well as up and you may not get back the full amount invested. Where an investment is
denominated in a currency other than the local currency of the recipient of the research report, changes in the
exchange rates may adversely affect the value, price or income of that investment. In case of illiquid investments for
which there is no organized market it may be difficult for investors to exit investment positions or to obtain reliable
information about its value or the extent of the risk to which it is exposed. The information contained in this document
is confidential and is solely for use of those persons to whom it is addressed and may not be reproduced, further
distributed to any other person or published, in whole or in part, for any purpose.

Research analyst certification. The research analyst(s) primarily responsible for the preparation
and content of all or any identified portion of this research report hereby certifies that all of the views expressed
herein accurately reflect their personal views. Each research analyst(s) also certify that no part of their
compensation was, is, or will be, directly or indirectly, related to the view(s) expressed by that research analyst in
this research report.

This research report is for distribution only under such circumstances as may be
permitted by applicable law. This research report has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient, even if sent only to a single recipient. This research report is
not guaranteed to be a complete statement or summary of any securities, markets, reports or developments referred
to in this research report. Neither SC Securities nor any of its directors, officers, employees or agents shall have any
liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this research report or lack
of care in this research report’'s preparation or publication, or any losses or damages which may arise from the use
of this research report.

The SC Securities recommendation system is based on the difference between the
current trading price (CTP), and the fair value (FV) of the share as valued by SC Securities. Rating categories are
defined as follow:

Strong Buy: FV more than 20% above Current Trading Price
Buy: FV between 10% and 20% above Current Trading Price
Hold: FV between -10% and 10% around Current Trading Price
Sell: FV more than 10% below Current Trading Price
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