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RICH: 52-week price/volume chart 

Source: CSE, Taprobane Research 

 

RICHly priced  
Richard Pieris Group PLC (RICH) is a diversified conglomerate with key exposure 
to the retail, plantations and export sectors. In the retail segment, RICH focusses 
on the hyper market model, with average store sizes in excess of c.10,000-15,000 
sq ft. We expect the retail segment, which currently makes up c.50% of group 
revenue to be the key topline driver. We expect retail segment topline growth to 
average at c.6% over the next 2-3 years with EBITDA margins of c.8%. 
Nevertheless, we expect margins to erode as competition increases from 
traditional and online retailers. We expect the plantation segment to be a mixed 
bag as margin expansion is the palm oil segment is eroded by weak performance 
in the Tea and Rubber segments. We expect segment EBITDA margins to hover in 
low double-digit levels. A key assumption is that RICH would not engage in any 
significant Tea or Rubber replanting over the forecast period. We also assume 
that the current impasse over oil palm planting would be resolved in favour of 
the plantation industry. Namunukula Plantations (NAMU) which is RICH's palm oil 
exposure has substantial extent of cultivable oil palm land. This gives us extended 
revenue visibility as oil palms remain mature over a 30-40-year period. We 
believe that the export sector is the key value driver for RICH. Richard Pieris 
Exports PLC (REXP) should see topline grow by high single to low double-digit 
levels over the forecast period. We expect EBITDA margins to hover in the 18-
20% range. Based on our SOTP model, we derive a 12-month TP of Rs.9.3 which is 
a c.9% downside to the current price. We recommend SELL. 

Modest topline growth: Whilst RICH is an interesting portfolio of segments, we 
believe that topline growth from the Retail and Rubber Export segments would 
be diluted by challenging conditions experienced by the Plantations segment as 
Tea and Rubber which account for c.70-80% of segment topline see continued 
decline. We also expect weak topline contribution from the Tyre and Plastics 
segments. 

Stagnant margins:  We believe that superior margins from the Rubber Export and 
Retail segments would be eroded by poor margins from the Plantations, Tyre and 
Plastics segment would. In the plantation sector, Tea and Rubber gross margins 
have thinned and are expected to remain weak as input costs rise and prices 
remain weak. 

Valuation: We have valued RICH using a SOTP model which yields a 12-month TP 

of Rs.9.3. This is a downside of c.9% to the current share price. Our view is further 

supported by RICH’s FY2020E PE of 10.7x and FY2021E PE of 11.0x. We believe 

that RICH should re-rate down further to make an attractive addition. We 

recommend SELL.  
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Company Outlook 

Richard Pieris Group PLC (RICH) is a diversified conglomerate with exposure to a range of sectors including, but 

not limited to Plantations, Exports, Manufacturing, Retail and Finance. RICH carries a well-established brand 

name and brand presence across Sri Lanka.  

RICH's plantation segment consists of Namunukula Plantations PLC (NAMU), Maskeliya Plantations PLC (MASK) 

and Kegalle Plantations PLC (KGAL). These are some of the regional plantation companies (RPCs) which were 

privatised by the Government (GoSL) in the early 1990's. RICH holds controlling interests in these entities, 

through its subsidiary, RPC Plantation Management Services (Pvt) Ltd. This segment contributes c.15% of group 

revenue. This segment consists of 53 plantation estates which span c.32,097 hectares. Tea and Rubber account 

for c.80% of the segment revenue, while Oil Palm accounts for bulk of the balance with small contribution from 

coconut and cinnamon cultivations. Nevertheless, Oil Palm is the primary margin and value driver for the 

segment. NAMU has a 33.3% stake in AEN Oil Mills, which is one of only two palm oil processing centres in Sri 

Lanka. We believe that this investment is an earnings and valuation driver.  

The Rubber segment of RICH consists primarily of Richard Pieris Exports PLC (REXP). REXP exports Latex and 

Hard Rubber based products to markets in the US, Western Europe and the Asia Pacific region. The latex 

segment product line includes natural latex foam mattresses, toppers, pillows etc. Recently, REXP has entered 

the Chinese market for mattresses and pillows, where it hopes to brand its products using its own brand 

names. REXP's hard rubber products include food grade jar sealing rings, crutch tips, rubber shoe soles, rubber 

mats etc. In addition to the above, REXP also exports shoe soles through Arpitalian Compact Soles (Pvt) Ltd is a 

joint venture with Davos SPA, a globally reputed Italian manufacturer of shoe soles and soling sheets. 

RICH's tyre segment consists of re-treading of tyres, the manufacture of solid tyres and the materials for the 

Tyre industry. The Tyre sector consists of Richard Pieris Tyre Company Ltd, Arpidag International (Pvt) Ltd, 

Richard Pieris Rubber Compounds Ltd and BGN Industrial Pvt Ltd. In flux of cheap imported tyres from China 

and India have dampened topline growth for RICH's tyre sector. In a move to adapt, RICH has entered the Tyre 

trading business acting as the sole agent for Nexen Tyre of South Korea and Birla Tyre of India. 

The product range of the Plastics, Furniture and Electronics segment spans Mattresses, Electronics, Furniture, 

Water tanks, Rigifoam products, PVC pipes and fittings, Rubber products Vinyl mats and other Consumer 

durable items. The growth of this segment is correlated with growth in the construction sector, especially the 

construction of domestic dwelling and residential apartments. We believe that this segment may be hard 

pressed for growth in the current economic conditions. 

The retail segment of the business concentrates on the modern retail trade industry. It operates using the 

overarching brand name of "Arpico". Nevertheless, based on product specialisation and store format, sub 

brands such as Supercentres, Superstores, Daily, Showrooms and Furniture are used. The retail segment makes 

up c.50% of group revenue. Key competitors include, Keells, Cargills, SPAR and Glomark. We expect retail to be 

the primary topline driver over our forecast period. Urbanisation, upgrade in consumer tastes from higher 

disposable income as well as increased expatriate population are key growth drivers. Moreover, large scale 

infrastructure projects such as the Western region Megapolis and Port City should also augur well for retail 

revenue growth. Nevertheless, increased competition from traditional brick and mortar stores and adoption of 

online retailing by the masses pose significant threats. 

The Financial Services segment of RICH is made of primarily Richard Pieris Finance PLC (RPF), Arpico Insurance 

PLC and Richard Pieris Securities (Pvt) Ltd. The Financial services segment is yet to mature but has the potential 

to create synergies across other segments, especially Retail. 
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Palm oil segment is a beneficiary of GoSL backed protectionism: The GoSL imposes several taxes and levies on 

the import of palm oil and related products. With palm oil estimated at c.50% of local edible oils consumption, 

such measures to promote local manufacture benefit both GoSL and the sector. In addition to a raft of import 

tariffs and levies, GoSL also imposes a Special Commodities Levey (SCL) on the import of palm oil and related 

products. It is mainly through the SCL which is set administratively, GoSL ensures import of palm oil products 

remain uncompetitive. For instance, the SCL on CPO has changed over the 2017-18 period from Rs.115/kg in 

December 2017 to Rs.155/kg in December 2018, taking into account the changes in CPO prices in the global 

market as well as the depreciation of USD/LKR exchange rate. In addition to protectionist tariffs, GoSL also 

provides tariff concessions on the import of oil palm seeds and a lower tax rate for plantation companies. 

 

 

 

Ample land for palm cultivation: Cultivable land is a key constraint for the palm oil sector. Oil palm cultivation 

was approved by the GOSL after considering the crop diversification programme in the lease agreements signed 

between GoSL and the RPCs. Total allowable extent of palm cultivation was limited to maximum of 20,000 ha in 

the abandoned and economically non-viable lands of the RPCs (e.g. rubber cultivation land over 30 years). 

Moreover only 20% of the total land area of a plantation can be converted to oil palm. Amongst its peer group, 

NAMU has the highest availability of land extent eligible for incremental oil palm planting. We the expect 

current impasse over the ban on the import and planting of palm seedlings to reverse after the end of the 

current presidential term. Though this should see an increase in sector capex spend in the short term, we 

expect incremental cashflow to far outweigh capex spend, as oil palm capex is usually much smaller than tea or 

rubber. Moreover, as oil palm plantations have a much longer replanting cycle, we expect, NAMU’s oil palm 

segment to yield superior cash flows cf. other crops. 
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Tea segment is a laggard with a weak outlook: A combination of soft end market demand, increased 

competition from new entrants and geo-political issues in traditional export markets have dented tea industry 

performance over past decade. In addition to this, local issues such as concerns over the use of certain types of 

agro-chemicals, trade union actions as a bargaining chip by a unionised workforce, lack of new investment etc. 

have also played a significant role in dampening the performance of the tea industry. Whilst not making a 

doomsday prediction, we feel that sans consistent and sustained support by the GoSL, the local tea industry 

could enter a phase of structural decline. Within this context, we expect RICH's tea segment to post mediocre 

performance over the forecast period. A key assumption is that we don't expect RICH to carry out any 

replanting programs over this period, given prevailing weak prices. We expect, prices across all tea categories 

to remain weak, though prices low-grown tea should see marginally better performance over the forecast 

period. 

 

Rubber segment should perform marginally better: We expect the Rubber segment to post weak results, 

albeit marginally better than Tea. Rubber prices have remained largely flat over the year. Nevertheless, KGAL 

has key accounts to which it supplies value added rubber materials and should post modest growth. Key 

factors affecting rubber prices are the current sluggishness in the global economy and the on-going Sino-US 

trade war. Nevertheless, the substitution of synthetic rubber for natural rubber across most industries is a key 

underlying factor for a decline in prices globally. The domestic rubber industry has also experienced a slow yet 

steady decline over the past decade. While the total area under rubber plantation has remained constant, 

replanting and new cultivation has gradually dropped. This has caused a steady decline in yields with average 

yield/Ha decreasing to c.774 Kg in 2018 from c.1437 Kg in 2009. More importantly, export of rubber has 

declined to c.14m Kg in 2018 from c.56m Kg in 2009. 

  

Source: World Bank, Taprobane Research 
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Export sector provides a crucial lifeline: We expect the Rubber export segment of RICH, largely made up by 

REXP to be the principal valuation driver. REXP exports soft and hard rubber products such as mattresses, 

pillows and industrial rubber mats globally. It has an established presence in the Western markets and is now 

exploring tapping into the Chinese market. REXP has ambitious targets to expand its presence in the 

mattresses and pillows market in China. China's increasing middle class and purchasing power should augur 

well for REXP's growth plans. We expect REXP to post high single to low double-digit topline growth over our 

forecast period; of which we expect LKR depreciation to contribute c.3-4%. We expect REXP to maintain 

EBITDA margins c.18-20% over the forecast period. 

Retail sector topline should grow: We expect RICH's retail segment to be its key topline driver over our 

forecast period. RICH operates on a hyper-market model with large store format in excess of c.15,000 sq. ft, 

though recent opening have also focused on a c.10,000 sq. ft. format. RICH's retail business focus is slated to 

remain in the western province, which is the key economic hub of Sri Lanka. Increasing urbanisation, growth in 

key high density sub-urban towns and projected increase in Sri Lanka's population size over the next decade all 

augur well for growth in the modern retail industry. We also expect RICH's retail topline to benefit from large 

scale infrastructure projects such as the Western Region Megapolis and Port City projects. Moreover, growth 

in the expat population also augurs well for RICH's retail business. 

 

Tailwind from competition and inability to synergise with Finance Company: With modern retail penetration 

estimated in the mid-teens cf. to 30-40% seen in regional peers such as Thailand and Malaysia, we expected 

new competition to enter the market from both existing and new firms. John Keells Holdings (JKH) which is 

operates the Keells Supermarket brand has ambitious growth plans over the next 2-3 years. Though, Keells 

store format remain significantly smaller than RICH's (maximum of c.7,000 sq. ft.), Keells along with fellow rival 

Cargills (CARG) have extended value chain reach through their out-grower programmes, which lower input 

costs. This should pose a margin challenge to RICH. Moreover, new entrants such as SPAR and Glomark which 

carry a global brand should attract high spending locals and expats. We believe that online retailing should 

grow exponentially in Sri Lanka as the country already has access to highspeed internet and well-established 

electronic payment infrastructure. The lower cost bases of online retailers pose a margin challenge to 

traditional brick and mortar stores. We also believe RICH's margins maybe impacted by the relatively small size 

of RICH's finance company, Richard Pieris Finance (RPF). This should make it difficult for RPF to offer any 

meaningful synergies to the retail segment through credit card and other consumer finance products. 

 

 

Valuation: We have valued RICH using a SOTP model which yields a 12-month target price of Rs. 9.3. We 

believe that RICH is currently over-valued. Though significant pockets of value do exist such as the Palm Oil and 
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Rubber Export segments, we believe that earnings drag from the Plantation sector which is highly exposed to 

Tea and Rubber as well as moderation in Retail segment margins pose significant downside risk.  We 

recommend SELL. 

 

 

Key Risks: 

• Weather is a key risk for the plantations segment; Tea, Rubber and Oil palms are usually grown in 

tropical regions with the best yields coming from areas closer to the equator. Moreover, yield of palm 

oil, which is a key value driver is affected by excess rain and cold weather patterns. 

• High exposure to Retail may be counter-productive if expected recovery in economic growth and 

consumer spending does not materialise soon. 

• A key concern is analysts’ ability to approach and meet senior management. In the compilation of this 

report, we were unable to meet senior management and discern important information such as 

growth strategy, capex plans etc. 

Source: Company Data, Taprobane Research 
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Disclaimer  

The report has been prepared by Taprobane Securities (Private) Limited. The information and opinions contained herein have 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. 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. 


