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The ceramic tiles and bath
ware sector has seen a
rebound in investor interest

in the Colombo stock market.
This is largely due to improved
earnings potential of the
sector after the Government
imposed curbs on imports,
especially on the tiles, as part
of an overall strategy to save
scarce foreign exchange re-
serves in the aftermath of the
COVID pandemic as well as
to boost local manufacturing
industries.

The conscious strategy by the
Government has paid off so
far with the local producers
who previously languished
with 10 months of stocks,
increasing their share of the
market hitherto dominated

by cheaper imports. Lead-

ing brands Lanka Walltiles
Plc Group including Lanka
Tiles Plc and Royal Ceramics
Lanka Plc Group, claim that
that current shortage experi-
enced by customers would be
temporary as the local indus-
try is ramping up capacity as
they could amidst limitations
whilst the sector is also draw-
ing interest from new local
players. The two Groups are
confident of Sri Lanka becom-
ing self-sufficient in tiles and
bath ware if the Government
persists with the desired policy
of encouraging local manufac-
turing.

The Daily FT-SC Securities
Ltd., as part of its joint initia-
tive “Market Pulse” recently
met up with Lanka Walltiles
Plc Managing Director Ma-
hendra Jayasekera and Royal
Ceramics Lanka Plc Managing
Director Aravinda Perera to
get key insights to the growth,
challenges and opportunities
in the sector. Here are ex-
cerpts of the FT TV interview
conducted by SC Securities
Assistant Manager Invest-
ment Banking and Marketing
Dilusha Gamage:

oGive us a brief overview of
Qo the two Groups.
A.Aravinda — Royal Ceramics

ostarted as a manufacturer of
tiles with a plant at Eheliyagoda.
Thereafter we added another factory
in Horana. In tandem with growth
and future prospects, RCL acquired
control of Lanka Ceramics Plc as well
as Lanka Tiles Plc. Eleven years ago
we diversified into manufacture of
sanitary and bath ware.

Mahendra - Lanka Walltiles start-
ed in 1974. Its origin was interesting.
An American firm sourcing tiles
from Japan wanted to shift the lat-
ter to Sri Lanka. The Japanese plant
was set up in Balangoda as a subsidi-
ary of Ceylon Ceramics Corporation
which was privatised in 1994 as
Lanka Ceramic Ltd. Lanka Tiles was
launched to produce tiles in 1984.
Together we are the largest manu-
facturer of floor and wall tiles in Sri
Lanka.

o Tiles sector shares have per-
Q. formed well in recent years
prompting investor interest. How
do you view this renewed interest?

Mahendra: To put things in proper
perspective, before the pandemic the
tiles companies were really strug-
gling with as much as 10-months
stocks as imports were invading
the Sri Lankan market especially at
lower price levels. There were times
when we had to curtail our produc-
tion. As a Group we had only 20% of
the market. Imports catered to 60%
of the market demand. However,
post-pandemic, the Government
decided to suspend imports in a bid

Rebounding ceramic tiles, bath ware
sector gears for greater resilience

H Curbs on imports especially on tiles to save scarce foreign reserves have triggered turnaround in sector renewing investor interest
H Lanka Tiles and Royal Ceramics leadership expresses confidence in Sri Lanka becoming self-sufficient and better future prospects with the right Government policy
H Soaring energy cost, supply chain issues and lower economies of scale among challenges
H Stresses great potential for exports if operating conditions are favourable

Our bath ware we export
20% of our production. We
have more demand from
our buyers but we can’t ser-
viceall ofitsincethereisa
biggerdemand in thelocal
market. We have begun to
sharpen ourexport focus as
previously given the high
inventories, we were selling
allwhatwe had locally. We
ventured into exports only
when we had difficulty in
the local marketdue tothe
flood of cheap imports—
Aravinda

LTListhe largest exporter
of tiles from Sri Lanka and
our export potential is
immense. The industry must
alsogoupinthevaluechain
to become competitiveand
garner more exports as well
as fighttheimportban,
whichwon’t be long termor
permanent. Inthe past LTL
used tosell tilein the global
marketatan average price of
$60r¢$7asquare metre.On
the other hand, the mosaic
product wesell between $15
to 30 per square metre. This
confirms the premium for
value addition—Mahendra

to save foreign exchange. As a result,
in FY21, we were able to bring down
our inventory from 10 months to a
month and today we are running
into about three-weeks stocks or less.
This is why the tile sector has seen
phenomenal growth in profits spark-
ing renewed investor interest. Going
forward, whether we can achieve the
same phenomenal growth is unlikely.
This is because we are running our
factories at full capacity and plans for
expansion are limited.
eHOW is the industry man-
Qo aging the rising cost con-
sequent to depreciation of the
Rupee in earlier months, rise in
freight and material cost, etc.?
Aravinda: Yes, these factors have
pushed the cost up. Local and over-
seas suppliers too have increased
their prices. When it comes to exports
by Royal Ceramics, recently we
couldn’t handle a single order due to
lack of containers as well as ships.
So, it is a double whammy in terms
of uncertainty and rise in costs. In
recent months we have taken a clos-
er look at our cost structure whilst
in the past five years we have been
implementing cost reduction projects
including energy saving, efficiency
improvements, yield improvements,
reduce waste, from the lowest opera-
tor upwards are involved in these
initiatives. When it comes to bath
ware products and tiles, our last price
increase was prior to the pandemic

Our last price increase was
prior to the pandemicso
the notion that prices have
beenjacked up afterimports
were suspended is not
true. However, energy cost,
whichis the largestin our
coststructure, remainsabig
challenge especially with
the cost of gasrisingand the
scarcity—Aravinda

Riseinenergy costis
beyond our control though
we have endeavoured to
improve our efficiency of gas
use. When LPC prices are at
all-time high, we are pushed
toaverydifficultsituation—
Mahendra
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so the notion that prices have been
jacked up after imports were sus-
pended is not true. However, energy
cost, which is the largest in our cost
structure, remains a big challenge
especially with the cost of gas rising
and the scarcity.

Mahendra: Rise in energy cost is
beyond our control though we have
endeavoured to improve our efficien-
cy of gas use by about 10-15%. Lanka
Tiles is the single largest industrial
user of LPG in the country with a
requirement of over 1,000 metric tons
per month and RCL is over 800 metric
tons. When LPG prices are at all-time
high, we are pushed to a very difficult
situation. The entire ceramics indus-
try is using most up-to-date technol-
ogy and there is little room to drive
up energy efficiency.

Aravinda: The high inventory of
8-10 months stocks prior to the pan-
demic cost the companies dearly in
terms of working capital apart from
cost of running warehouses, etc.
However, post-pandemic improved
cash flows helped us to reduce our
debt apart from the benefit of lower
interest rates.

o HOW have the margins per-
Qo formed?

Aravinda: If we are to maintain
the profit margins as they are we
need to produce more and sell more
whilst ensuring we keep our costs low
or satisfactory level.

eoDue to import restrictions
Q. there is a severe shortage. Is
there room to further boost capac-
ity?

Mahendra: There isn’t much
room. Total tiles market used to be
about 30 million square metres per
annum. Due to the pandemic the mar-
ket has dropped to about 24 million
square metres. The existing three
manufacturers supply is about 20
million square metres which means
there is a 20% shortage. For the time
being we are unable to fill this gap.
At LTL we are running at full capac-
ity which is at 20,000 square metres
per day and have plans to expand the
capacity by 4,500 square metres by
July 2022.

Expansions in the tile sector have
long gestation periods and cannot be
done overnight. The third player has
already undertaken expansion and
that capacity would enable to address
part of the shortage too. So overall,
availability of tiles in the market will
improve in the short to medium term.
Whether we will double our capacity
in the long term is unlikely as I can’t
foresee such a development since it is
very challenging.

Aravinda: Sri Lanka Ceramics
and Glass Council undertook a study
where we looked at capacity and
expansion plans of three tile manu-
facturers and four manufacturers
of bath ware. This report has been
shared with the Government. We
appreciate the Government decision
to curtail tile imports and we have
assured the Government that when
all expansion projects are completed
by July or August 2022 the current
market demand can be met entirely
by local producers. Major expansion
in bath ware will only happen if the
market demand sees high growth on
a sustainable basis as well as if pros-
pects for exports improve. Whilst tiles
import is restricted, sanitary ware
isn’t. A more definitive policy will
weigh heavily in favour of a major
expansion. We also understand that
there are several more local compa-
nies who are looking at entering the

Ifand
when
imports
are resumed,
a proper tariff structure is
important. If not, we will
find the market more chal-
lenging. Prospects and
expansions in the next five
years will heavily depend
onthe Government policy.
Ifthe presentstatus quo
remains, LTLwill be in for
good times. The only head-
wind is supply chain disrup-
tionsincluding suppliers
beingunable to openor
execute LCs given the for-
eignexchangeshortagein
SriLanka—Mahendra

Import
restrictions
have been
only fortwo
yearsso far.
Before thatwe
survived despite the strug-
gle. We will endeavourto be
resilientin the future too.
We have seen costsrisingin
import-source markets such
as China. Wealso have to
ensure operations remain
lean and mean so thatwe
continue to compete and
make profits. We are com-
mitted to that like in the
past—Aravinda
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market.
oHOW are expansions being
efinanced?

Mahendra: Mostly via inter-
nally generated funds. There is no
major requirement for debt or equity
financing because our cash flows
have improved.

eHOW do you see future
Qo growth when considering
the iconic port city project, sever-
al upcoming mixed developments
and condominiums?

Aravinda: Yes, Port City is iconic
and if the requirements of all its
projects come at the same time, then
there will be a big issue. We hope the
development and resultant demand
will be on a staggered basis. However;
such projects also enjoy special facili-
ties for imports.

Mahendra: These new mixed
developments are welcomed as it
will raise the quality of products
required. LTL Group monthly pro-
duction is 600,000 square metres or 6
million square feet of tiles. RCL pro-
duction is very close to that. In that
context the tile industry cannot sus-
tain itself unless there is domestic
construction, especially village level

housing development. People should
be spending their disposable income
in improving their homes and con-
structing new homes.

o What are the prospects for
Qo exports?

Mahendra: LTL is the largest
exporter of tiles from Sri Lanka.
LTL is the only export brand in the
global market with the word “Lanka”
as part of its name. We export to the
US, Australia, Japan among oth-
ers. I agree our export potential is
immense. In 2019, we took a big step
forward in our exports drive. In
August 2019, the US imposed anti-
dumping levies on 2,000 products
from China and one was Ceramic
Mosaic tiles. Soon after we entered
into a tripartite JV involving US and
Chinese firms and us to set up a dedi-
cated plant to manufacture this prod-
uct. This is now operational and its
entire production is exported to the
US.

Whilst there are great export
opportunities Sri Lanka needs to
select the right product. The industry
must also go up in the value chain to
become competitive and garner more
exports as well as fight the import
ban, which won’t be long term or per-
manent. In the past LTL used to sell
tile in the global market at an average
price of $ 6 or $ 7 a square metre. On
the other hand, the mosaic product
we sell between $ 15 to 30 per square
metre. This confirms the premium
for value addition.

Aravinda: Our tile exports are
limited but bath ware we export 20%
of our production. We have more
demand from our buyers but we can’t
service all of it since there is a bigger
demand in the local market. We have
begun to sharpen our export focus
as previously given the high inven-
tories, we were selling all what we
had locally. We ventured into exports
only when we had difficulty in the
local market due to the flood of cheap
imports.

Q: What is RCL and LTL
response to the 25% one off tax
surcharge on corporate profits?

Aravinda: The method of calcula-
tion is still not clearly known. Once
clarified we have no choice but to pay.
However, the tax will have an impact
on our expansion plan

to meet local demand as
we were planning to use [l ILLALLL T

Watch this interview on

internal funds for it.

Mahendra: On the
basis of the wording in
the Budget, the impact
on LTL will be Rs. 600 mil-
lion.

Q: If import restric-
tions were to be lifted
on tiles what kind of
setback will it be?

Aravinda: The import
restrictions have been
only for two years so far.
Before that, we survived
despite the struggle. We
will endeavour to be resilient in the
future too. We have seen costs rising
in import-source markets such as
China.

o What prospects for the next
Qo five years?

Mahendra: LTL and Lanka
Ceramics: The medium-term pros-
pects will depend on the policy
framework. In the meantime, we
will expand our capacity in a lim-
ited way through Lanka Walltiles
thereby improving its profitability.
If and when imports are resumed, a
proper tariff structure is important.
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Readers can watch the
live interview of Lanka
Walltiles Plc and Lanka
Tiles Plc Managing
Director Mahendra
Jayasekera and Royal
Ceramics Lanka Plc
Managing Director
Aravinda Perera on FT TV
by accessing the following
link https://www.ft.Ik/ft-

Total tiles market used to
be about 30 million square
metres perannum. Dueto
the pandemicthe market
hasdropped to about 24
million square metres.

The existing three manu-
facturers’supply is about
20 million square metres
whichmeansthereisa
20% shortage. Forthetime
being we are unable tofill
this gap. At LTLwe are run-
ningat full capacity which
isat20,000 square metres
perdayand have plansto
expand the capacity by
4,500 square metres by July
2022.Expansionsinthetile
sector have long gestation
periodsand cannotbe done
overnight. The third player
hasalready undertaken
expansion and that capac-
ity would enable to address
part of the shortage too. So
overall,availability of tiles in
the market willimprovein
the shortto medium term—
Mahendra

We appreciate the
Government decision to cur-
tail tileimports and we have
assured the Government
thatwhen all expansion pro-
jectsare completed by July
or August 2022 the current
market demand can be met
entirely by local producers.
Major expansion in bath
warewill only happenifthe
market demand sees high
growth onasustainable
basis as well as if prospects
for exportsimprove. Amore
definitive policy will weigh
heavily in favour of a major
expansion. Wealso under-
stand that there are several
more local companies who
are looking atentering the
market—Aravinda

If not, we will find the market more
challenging. Sri Lanka was and will
continue to be finding it difficult to be
globally competitive when it comes
to tiles manufacturing. LTL once
ran seven factories in India in 2018
and imported their output amount-
ing to 1,500 containers to Sri Lanka.
To a supplier from Italy, we paid Rs.
70 per kilo in India due to the econo-
mies of scale whereas for the same
supply we paid Rs. 100 per kilo in Sri
Lanka. Same with machinery.

Therefore, Sri
Lanka’s cost com-
position is very dif-
ferent to other loca-
tions. They also have
massive advantages
when operating
as manufacturing
bases. So, it is a mis-
conception to argue
that if India produc-
es at this price, why
not Sri Lanka too.
Prospects and expan-
sions in the next
five years will heav-
ily depend on the
Government policy.
If the present status quo remains,
LTL will be in for good times. The
only headwind is supply chain dis-
ruptions including suppliers being
unable to open or execute LCs given
the foreign exchange shortage in Sri
Lanka.

Aravinda: As far as RCL is con-
cerned, yes cost matters. At the
same product differentiation such
as design can play a role. We also
have to ensure operations remain
lean and mean so that we continue
to compete and make profits. We are
committed to that like in the past.




