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Historical Background 
Hayleys Fabric PLC, which started its journey in 
1994, is the pioneer in fabric manufacturing in Sri 
Lanka specialised in innovating a wide range of 
knits and fabrics for quality-conscious international 
brands. In 2014, company became the 1st Fabric 
mill that launched its own fabric brand “INNO”. It is 
the largest textile company in Sri Lanka with the 
capacity to offer a complete portfolio of end-to-end 
solutions from fabric design to manufacturing, 
using both natural and synthetic fibres.

As a newly created Group, MGT went to a new growth trajectory with top line growth of 105.9% Year on Year. 
The overall growth in Sri Lankan apparel exports during January-October 2022 amounting to 14 per cent 
contributed to revenue growing to LKR 16.7 billion compared to 8.1 billion recorded in 2QFY22. Additionally, the 
performance growth seen here is proved to be backed by the technological enhancements made by MGT since 
the acquisition of SAT. Additionally, steep depreciation in LKR during the period also stimulated the rupee 
earnings of MGT. As raw material prices increased along with higher freight costs and import bills, combined 
with the economic challenges faced by Sri Lanka resulted in a Gross Profit margin contraction from 12.13% in 
2QFY22 to 10.69% in 2QFY23. Further, overall increase in the in cost of Sri Lankan apparel imports during 
January-October 2022 amounting to 6.7 per cent reflected the increased costs. Company’s financial costs also 
have soared due to the rise in interest rates by 33% from the previous quarter and by 50% from the same time 
the year prior. This increase in finance costs was primarily caused by the company's increased working capital 
needs as a result of the sharp depreciation of the  rupee which is reflected. Moreover, Purchasing Managers 
Index (PMI) which indicate the manufacturing activities recorded a decrease of 10.8% percent on month to 
month basis with index falling to PMI 38.4.

Despite increased finance expenses, the bottomline still managed to increase by 27% to LKR 501 million mainly 
attributable to the increase in revenue. However, the sustainability of current earning will entirely depend on 
improvement of the country and global economic recovery particularly relating to the exports sector. We 
estimate a slight decrease in earnings for the quarter ended 31st December 2022 with improved performance in 
2023.
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The Sri Lankan Textile and Apparel Industry 

The apparel and textile sector plays a significant role in the 
Sri Lankan economy, contributing to 47.66% of the 
country’s total merchandise exports in April 2022.. The 
country is a socially responsible and is a preferred 
destination for apparel sourcing. The local clothing sector 
functions responsibly, offering workers fair wages and 
strongly opposing child labor and sweatshops. Due to this, 
the nation has become a trusted source for global fashion 
brands such as Nike, Next, Gap, Victoria’s Secret and 
Speedo as their clients have become more conscious of 
ethical standards and environmental sustainability. By 
paying close attention to ethical and environmental 
regulations and practices, Sri Lanka's internationally known 
"Garments without guilt" brand is the top revenue-earner in 
the nation's exports basket and a key differentiator globally.


However, the shortage of labor, which is 
caused by migration to other sectors, 
differing professional objectives of the 
younger generations, and rising 
urbanisation, is one of the major reasons 
that is, nevertheless, adversely affecting the 
industry. This can lead to increased labor 
expenses and a fall in productivity.

APPAREL SECTOR OUTLOOK
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The projected global demand for Apparel over 
the next decade spells massive growth 
opportunities for the export Apparel sector in 
Sri Lanka. The increase in earnings from 
exports of textiles and garments during the ten 
months ending in October 2022 was principally 
the result of an increase in earnings from 
industrial exports on a year-on-year basis.


The Sri Lankan apparel manufacturers’ support 
for sustainability initiatives, soaring investments 
in R & D and advanced manufacturing 
technologies, the abundance of local fashion 
design talent and advanced education 
programs to develop that talent, the skilled 
workforce, and the country's visionary 
leadership all work together to help the country enhance its market share both by attracting more 
customers in the country's current markets and by breaking into new markets through marketing 
endeavours and high quality and innovative offerings.


The active intervention and multidisciplinary support led by the BOI and the other government 
agencies in charge of the development of the export apparel sector will encourage the local 
entrepreneurs and the foreign investors further to capitalise on the emerging opportunities and 
double or even quadruple Sri Lanka’s current apparel export earnings. The Apparel Manufacturers 
and Exporters in Sri Lanka including the company is likely pay closer attention to the emerging 
trends and benchmark and their products to suit what’s sought by the global fashion labels and 
explore the possibilities of innovation, capacity expansion and productivity gains.


However, Purchasing Managers' Indices for both Manufacturing and Services activities remained 
contracted in November 2022 indicating a setback in manufacturing activities on a month-on- 
month basis, Manufacturing PMI recorded an index value of 42.1 in November 2022. New Orders 
and Production remained contracted in November mainly due to the subdued demand conditions. 
Export-oriented manufacturers, particularly in the textile & apparel sector, highlighted that the 
subdued demand was due to the economic slowdown in major export destination and shifting of 
orders to other countries amidst stiff competition. Besides these, acquiring required raw materials 
was an issue for certain manufacturers due to a shortage of foreign exchange. Furthermore, 
Employment and Stock of Purchases declined in-line with the decline in New Orders and 
Production. Meanwhile, Suppliers' Delivery Time lengthened in November 2022 compared to the 
previous month. 


If this pattern were to be continued, there is a possibility of seeing a contraction in the coming 
quarter which will be reflected in the forecast earning 31st December 2022.
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PER Based Valuation

As per the past earnings recorded by the 
company, for the 6 months ended 30th 
September 2022, company recorded an 
earnings per share of LKR 5.09/- Further, if you 
take into consideration total Trailing earning of 
the company for the 12 months ended 30 
September 2022 is LKR 9.9/- Company is 
currently trading at a price of LKR 24. Based 
on Trailing earnings, current market PER 
multiple Rate is 2.5 times, which is attractive. 
Further, company has recorded an earnings 
growth of 10.5% YoY. Accordingly, PEG ratio is 
0.23 which is below 1, reflecting that the stock 
is fairly priced or even undervalued at the 
current market price of LKR 24 or future growth 
may not be sustainable. 

In contrast to company’s growth of 10.5%, the 
export sector grew by 14% during the nine 
months period ended October 2022.

Total Asset value of the company as at 30th 
September 2022 amounts to LKR 46.4Bn and 
total liabilities of the company amounts to LKR 
25 Bn.

Total equity value of the company is LKR 12.4 
Bn

Accordingly, Net Asset Value Per Share 
(NAVPS) is LKR 29.93/- 

Current market trading price of the share is 
LKR 24. Therefore company is trading to the 
Book Value of the company at Multiple of 

0.80 x

Therefore, market price fairly reflects the asset 
value of the company.

Asset Based Valuation






Turnover 31,834,196,000
Operating Profits 3,743,576,000
Net Profits 2,111,673,000
Net Profits (Trailing 12 Months) 4,113,269,582
Total Assets 46,433,035,000
Total Liabilities 33,999,512,000
Total Equity 12,433,522,000
Cash and Cash Equivalent 2,098,362,000
Enterprise Value (EV)

(Market Cap + Total Debt - Cash and Cash Equivalent)

41,872,712,624

Total Number of Shares 415,481,776
Earning Per share (EPS) TTM EPS 9.90
Market Price 24.00
Market Capitalisation 9,971,562,624
Book Value (BV) /Net Asset Value Per Share (NAVPS) 29.93
Price to Earnings Ratio* 2.42
Price to Book Value Ratio 0.80
Price Earnings to Growth Ratio (PEG Ratio) 0.23
Annual Growth % 10.5
Return on Investment (ROI)* 41.25%
Return on Equity (ROE)* 33.08%
Return on Assets (ROA)* 8.86%
Net Cashflow per Share 5.05
Total Assets Per Share 111.76
Total Liabilities per Share 81.83
Enterprise Value per Share (EVPS) 100.78
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RATIO ANALYSIS

* Annualised

For 6 months ended 30th September 2022
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FUTURE OUTLOOK 

In the medium run, we believe Hayleys Fabric is well-positioned to maintain above-market growth 
rates.


The demand for apparel sector  is expected to be driven by a recovery in the global  fashion and 
apparel industry, which is expected to increase at a Compound Annual Growth Rate of e.4.5%. This 
is likely due to a shift in consumer preference towards branded products.


The acquisition of Hayleys fabrics’ first subsidiary, South Asia Textiles Limited (SAT) on the 23rd April 
2021, for USD 18.2 Mn set the tone and pace for the rest of the year as the manufacturing capacity 
increased by more than 45% making MGT the country’s largest fabric manufacturer. Despite the 
possibility of a modest drop in orders during FY24E due to fears of a global economic downturn, 
MGT has the ability to benefit  from the progressive diversion of US business from China to other 
regions, such as South Asia. Moreover, with MGT's sustainability and effective cost-cutting 
measures, they would be able to offset the cost pressures caused by rising domestic costs. Setting 
up Sri Lanka’s largest single rooftop project with a generation capacity of 4.6 MW, delivers electricity 
equivalent to 22% of the requirement of the Company leading to a considerable annual saving of 
approximately USD 540,000 (LKR 194,400,000) in 2021/22 on energy costs. Additionally, investing in 
a second knitting plant has enabled the company to reduce its dependency on imported greige 
fabric, thereby reducing costs and ensuring compliance standards and audits by the international 
Tier-1 customers. Recently, the company initiated a project to use natural dyes extracted from waste 
Mahogany timber sourced from local furniture businesses and saw mills to dye fabric as an 
alternative to synthetic dyes. With the ongoing energy crisis in Europe, Hayleys Fabrics sees an 
opportunity to produce and market thicker textile for European countries. 


However, rising expenses and inflationary pressures faced domestically and globally, are a major 
source of concern. Russia’s invasion of Ukraine has extensively impacted the global economies, 
energy structures, disrupted supply and demand patterns, and international trade. Cost increases in 
the production chain have challenging impacts on the energy-intensive textile and apparel industry, 
especially in spinning, dyeing, and finishing. It is difficult to pass on these increased costs on to 
customers as it would reduce the company’s competitiveness in the international market. The global 
textile and apparel industry has been affected by the soaring cost of energy and fuels affecting the 
prices of synthetic yarn and other production costs. Despite impressive exports so far in 2022, 
industry envisages a 25%-30% decline in the remainder of the year mainly due to the economic 
downturn’s impact on future orders from the US and EU, whilst the war in Ukraine has pushed up 
logistics and energy costs. Moreover, apparel exporters forecast a reduction of up to 25% in export 
revenue in the first half of 2023 due to the reduction in global demand and the cost increases within 
Sri Lanka through increases in taxes and electricity tariffs. As the Rupee stabilises against the US 
Dollar, the exchange gains seen by MGT would not be attainable in the upcoming quarter.


Therefore, after taking all these factors into consideration, in the next quarter, the earnings of the 
company would not significantly improve compared to this quarter. 
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DISCLAIMER 

This report has been prepared by the Research Division of Asia Capital Stock Brokers. The 
information on this report is for general purposes only.

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 guarantee, representation or warranty, express or implied is 
made as to its accuracy, completeness. 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. Asia Capital Stock Brokers, is not 
liable for the accurate and complete transmission of the information, 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.
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