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INTERIM RESULTS UPDATE 2QFY12 

 

 

 

Premier blue chip John Keells Holdings (JKH) showed its 

commendable performance during the first half of FY12. 

Fitch Ratings Lanka has re-affirmed the credit rating of JKH 

at AAA (lka); outlook stable for the current period. 

Group revenues of LKR33.13 bn in 1HFY12 was 23%  above 

LKR26.89 bn recorded in the corresponding period of the 

previous year. 

Group gross profit of LKR6.95 bn in the first half were 33% 

above the LKR5.23 bn recorded in the corresponding 

previous year period. 

The group PBT reported a 26% YoY growth in 1HFY12 to 

LKR4.00 bn solely on recurring earnings. This excludes the 

gains of LKR1.79 bn from the sale of stakes in Asian Hotels 

and Properties and John Keells Hotels PLC in 1HFY11. 

The 4Q trailing PE is 20.3x at the price of LKR175.00 during 

2QFY12, whilst both Sector PE and Market PE are at 16.40x 

and 14.30x respectively. 

JKH partnered with Sanken Lanka Ltd to build and manage a 

state of the art 25 storeys, 240 room business hotel in 

Colombo of which construction has commenced. 

John Keells Logistics and USAID, in partnership jointly 

committed an investment of more than Rs.400 million to 

implement a cold chain for agricultural and fisheries 

products in the North and East of Sri Lanka.  

 

Going forward, with the satisfactory 1H results and booming 

economy JKH is expected to perform healthy towards 

medium to long term. Thus we revise the forward PE 

multiples to be 15.4x and 13.0x in FY12 and FY13 

respectively solely on recurring earnings. 

  

JOHN KEELLS HOLDINGS PLC 

Stock Data 
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REVENUE EXPECTATIONS ACHIEVED………………… 

75% of the cumulative revenue was backed by Transportation, 

Leisure and Consumer Food & Retail (CF&R) sectors. The three 

sectors contributed LKR3.9 bn, LKR3.7 bn and LKR5.4 bn 

respectively to the quarter’s top line. Value added products 

and services in the transport sector, heavy influx of tourist 

arrivals coupled with high average room rate in the leisure 

sector and heavy footfall backed by growth real GDP in the 

retail and consumer sector, collectively contributed to the 

healthy top line in the current quarter. 

HALE AND HEARTY QUARTERLY MARGINS…………. 

The Gross Profit increased by circa 41% 2QFY12 compared to 

corresponding period in the previous year, nevertheless YoY 

Gross Profit Margin positively changed from 19% in 2QFY11 to 

21% in 2QFY12. 

The group EBIT margin decreased to 13% 2QFY12 from 26% 

2QFY11. This was primarily due to the unavailability of capital 

gains in the current quarter compared to the previous year’s 

corresponding quarter.  

All sectors saw an improvement in net profit except for the 

property sector where a net loss of LKR20.6 mn recorded 

compared to a profit of LKR103.8 mn in the corresponding 

quarter. The revenue recognition of the Emperor was behind 

schedule which resulted in a loss the current quarter. 

EXPENSE LEVELS IN LINE AMIDST REVENUE 

GROWTH……………….. 

The overall administrative, distribution and other operating 

expenses of the group increased in line with inflation and 

revenue growth. However reduction in interest rates and debt 

levels (YoY reduction of circa LKR3.3 bn on interest bearing 

borrowings) had been evident via circa 25% dip in YoY finance 

cost 2QFY12 compared to 2QFY11. 

SOLID PBT AND PAT ON RECURRING EARNINGS...... 

The recurring group PBT of LKR2.12 bn 2QFY12 grew by 28% 

respectively compared to LKR1.66 bn 2QFY11. This excludes 

gains of LKR1.79 bn from the sale of stakes in Asia Hotels and 

Properties (AHPL) and John Keells Hotels PLC (KHL). 

Recurring profit to equity holders grew 38% for the quarter 

compared to the corresponding quarter of the previous year.  

Sector Revenue Contribution 
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TRANSPORT SECTOR 
 

Businesses within this sector include operations of South Asia Gateway Terminals (SAGT) a 

42.19% owned associate in the Queen Elizabeth Quay Port of Colombo, a marine bunkering 

business which is Lanka Marine Services (LMS) a 99.44% owned subsidiary and joint ventures 

comprising leading logistics, travels and airline services. 

 

Transportation sector revenue witnessed a circa 41% hike YoY during 2QFY12 compared to 

2QFY11; furthermore the net profit gained circa 34% mainly on the back of increased volumes in 

selected grades of products in Lanka Marine Services. 

 

John Keells Logistics and USAID, in partnership jointly committed an investment of more than 

Rs.400 million to implement a cold chain for agricultural and fisheries products in the North and 

East of Sri Lanka. This was commissioned in the latter part of September 2011. 

 

On the whole we expect the sector to produce a top line of LKR17, 415mn FY12 and LKR18, 

407mn FY13 respectively.  

 

 

 

LEISURE SECTOR 
 

The Leisure sector comprises of Sri Lankan City and Resort hotels and Maldivian 

3 star archipelagos. Steady average room rates (ARR’s) and healthy occupancy 

levels drove the leisure sector towards significant growth. 

 

In addition, JKH partnered with Sanken Lanka Ltd to build and manage a state of 

art 25 storeys, 240 room business hotel in Colombo for which the construction 

has commenced. The Project is a joint Venture with Sanken Lanka (Pvt) limited, 

who will be the major shareholder whilst John Keells Holdings will take a 

minority stake. 

 

Leisure sector revenue witnessed a 23% hike YoY; however the net profit 

escalated by 109% YoY 2QFY12 mainly due to heavy tourist influx which is a 

growth of 30.0% in tourist arrivals between the corresponding quarters 2QFY11 

and 2QFY12. 

The improvement in the performance was primarily due to the better results 

achieved by both City Hotels and Maldivian Resorts. Hence over the next half 

with high occupancy levels and refurbished rooms, the sector is expected to 

develop sequential growth throughout FY12. 

Therefore we believe the sector to produce a top line of LKR16, 281mn FY12 and 

LKR18, 355mn FY13 respectively.  
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RETAIL AND CONSUMER SECTOR 

The Consumer Foods and Retail cluster comprises of Ceylon Cold Stores (CCS) and Keells Food 

Products (KFP). The volumes in the Beverage, Frozen Confectionary and Convenience Foods 

sections increased due to high demand with increasing GDP and per capita income and paving 

way to new markets in the North and the East. This helped to maintain dominance in these 

clusters. 

Currently JKH possesses 48 Keells Super Outlets which includes 5 franchise outlets. 

Keells Foods Products PLC signed a Memorandum of Understanding with Bangkok based S. 

Khonkean Foods PLC. 

The sector with an LKR5.35 bn top line and a net profit of LKR172.8 mn contributed 

approximately 31% and 11% to the group respectively. The net profit in 2QFY12 was 331.9% 

above that of 2QFY11. 

The soft drinks and ice creams businesses mainly contributed to this growth with higher 

volumes and improved margins making the group’s market leadership in this sector robust. Also 

the retail business saw higher basket values, footfalls and improved margins. 

Also we expect the sector to produce a top line of LKR21, 080mn FY12 and LKR23, 194mn FY13 

respectively.  

 

  

 

 

PROPERTY SECTOR 

JKH posses a significant land bank in prime areas of Colombo, and is one of the largest private 

sector proprietors of real estate in Colombo. The group owns 33.9 acres of prime property in 

Colombo which can be either developed as commercial or residential property. 

The property cluster contributed LKR256.3 mn to the group’s revenue however a loss of LKR20.6 

mn to the group net profit during 2QFY12. 

The revenue recognition of the Emperor was behind schedule due to the delay in completion 

and the full revenue impacts of the completion of the Emperor will be seen in the second half of 

the current financial year. 

The construction and sales of the LKR9.0 bn “OnThree20” project are progressing as planned. 
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FINANCIAL SERVICES SECTOR 

The segment of financial services mainly comprises of commercial banking (Nations Trust Bank 

PLC), insurance (Union Assurance PLC) and stock brokering (John Keells Stock Brokers). 

The sector contributed with an LKR1.94 bn top line and a net profit of LKR164.7 mn to the total 

Group revenue and Net profit respectively. The net profit in 2QFY12 was 4.6% above that of 

2QFY11. 

JKH’s associate Nations Trust Bank PLC (NTB 29.90%) showed a marginal 2.5% YoY dip in 

associate earnings to LKR197.2 mn in 2QFY12 compared to corresponding period of the previous 

year.  

Union Assurance PLC (UAL) an 95.60% subsidiary recorded a 30% growth to LKR2.2 bn in Gross 

Written Premium (GWP) for the current quarter mainly driven by the life segment.  The net 

profit for the quarter ended 30th September 2011 was LKR58.2 mn, a growth of circa 47% 

compared to 30th September 2010. 

The performance of John Keells Stock Brokers was impacted by the lower market turnover 

witnessed in the CSE during second quarter.  The brokering arm had seen pre-tax profits during 

the first half year plunge to LKR94.4 mn from LKR162.8 mn a year earlier. 

Overall we believe the sector to produce a top line of LKR9, 095 mn FY12 and LKR12, 087 mn 

FY13 respectively.  

 

 

 

IT SECTOR AND OTHER SECTOR 

The BPO business has acquired a number of new high profile customers, while the Office 

Automation division continued to display strong performance, bolstered by higher volumes in 

the mobile phone business. 

Other sector comprises of Plantation services with Tea Smallholder Factories PLC being amongst 

the top manufactures of orthodox low grown tea in Sri Lanka. Shortage in the leaf production 

due to adverse weather conditions increased the purchase cost leading to high cost of 

production. Also crisis in global tea market prices led to low revenue inflow in the current period 

compared to the comparative period of the last year. 

The IT sector with an LKR1.67 bn top line and a net profit of LKR22.8 mn contributed to the total 

Group revenue and Net profit in 2QFY12. The net profit in 2QFY12 was 49.6% above that of 

2QFY11. 
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CONTEMPORARY ECONOMIC IMPLICATIONS 

 Devaluation of the Sri Lankan rupee will be favourable to the tourist sector as more rupees can be 

obtained for the dollar. This in turn will boost the earnings of both JKH’s city and resort hotels in Sri 

Lanka. Furthermore dollar dividends from Maldivian resorts and SAGT can bring more rupees to the 

group at the point of conversion. 

 

 On the contrary, imported food products in the retail sector will be expensive, thereby hindering 

demand from the domestic consumers thus curbing future earnings. Nevertheless, this will not have a 

significant impact on the price in-elastic import goods. 

 

 The IFC loan to JKH will be adversely affected. This is due to the fact that the devaluation will result in a 

major rupee outflow in terms of both debt repayment and finance cost. This will adversely affect the 

overall group bottom line. However appropriate hedging techniques can be used to countervail the 

negativity. 

QUICK PERFORMANCE REVIEW  

Note 1: The ratios calculated above are based on assumptions and formulae of Asia Research which may differ to those 

in the JKH quarterly report. 

Note 2: The prime reason for the dip in profitability ratios in FY12 is due to hefty capital gains which arose during FY11. 
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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 20.3x (based on a Share Price of LKR175.00 
and an EPS of LKR8.62) when compared to the Sector PE of 16.40x and 
Market PE of 14.30x.  

Based on a 52 week price movement the share hit its lowest price of 
LKR174.40 whilst the highest price for the same period is LKR227.30. 

Future Prospects………. 

 P/E and PBV Based Valuation 

Forecast FY12E earnings are in line to LKR9, 531.2 mn. With the 
transport, leisure and consumer food & retail sectors positively 
progressing we expect the earnings to grow by 15.6% YoY in FY12E to 
LKR9, 531.2 mn and a YoY growth of 18.6% FY13E to LKR11, 303.1 mn. 

At a price of LKR175.00, with forecast EPS’s of LKR11.3 and LKR13.4 we 
derived at forward PE’s of 15.4x and 13.0x for FY12E and FY13E 
respectively.  

Similarly, at a price of LKR175.00, with forecasted book values per share 
of LKR80.4 and LKR91.2 we derived a forward P/BV’s of 2.2x 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 6.0% on a mean of LKR211.40 and a price standard 
deviation of LKR12.68. Furthermore, if it is assumed that the same 
upside momentum is witnessed pushing the price to LKR185.50 (from 
the current level of LKR175.00), the forward PE multiples would be 
16.4x in FY12E and 13.8x in FY13E.  

Moving forward, based on the highest price of LKR227.30, the forward 

PE multiples would be 20.0x in FY12E and 16.9x in FY13E. 

 

Proceeding with the economic boom, influx of tourist arrivals, and 

hike in disposable incomes, increase international trade and robust 

1st half results, heavy weight JKH is recommended to be a growth 

stock in medium to long term. 

*Price band LKR185.50 is based on an 

upside growth of 6.0% derived via the 12 

month standard deviation of the market 

price. 

**Price band LKR227.30 is the highest 

traded price over the past 12 month 

period. 
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JKH VS INDICES 

 

 

 

 

 

 

 

    

  

 

 

 

 

 

*The radar charts used, benchmarks the JKH 

performance against the relevant index in terms of 

PE, PBV, ROE and Dividend Yield. 
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