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RAM Ratings Lanka reaffirms Tokyo Cement Company (Lanka) PLC 
at A/P2 

 
 
RAM Ratings Lanka has reaffirmed Tokyo Cement Company (Lanka) PLC’s 
(“Tokyo” or “the Group”) long- and short-term corporate credit ratings of A and 
P2 respectively. The long term rating carries a stable outlook. The ratings are 
supported by its sizable market share, its healthy balance sheet, and the healthy 
debt coverage levels. The above positives are, however, moderated by the 
inability to immediately pass on cost increases to the end-customer, funding 
mismatch and the exposure to the cyclical nature of the construction industry. 
The Group is primarily involved in the manufacture and sale of Portland and ready 
mix cement both to retail customers and large projects.  
 
Tokyo is one of the only 2 cement suppliers in Sri Lanka that operate local 
manufacturing plants; Together they supply around half of the cement in Sri 
Lanka. The rest of the market is populated by importers. The Group performed 
well both in the retail and project-based segments during FYE 31 March 2011 
(“FY March 2011), securing approximately the largest share of the domestic 
cement market during the same period.  
 
Tokyo has been utilising its strong cashflow generation to pare down its debts. As 
such, the Group’s debt burden reduced from LKR 4.27 billion as at end-March 
2010 to LKR 3.56 billion as at end-March 2011. Concurrently, its gearing ratio 
eased from 0.75 times to 0.62 times. This further reduced to 0.57 times in end-
June 2011. As the proposed bio mass plant is anticipated to be funded largely via 
internally generated funds, with only the remainder via debt the gearing levels 
are expected to remain at current levels. 
 
Further, the Group’s funds from operations (“FFO”) strengthened to LKR 2.21 
billion in FY Mar 2011, from LKR 2.08 billion a year ago, supported by sales which 
grew 11.92% year-on-year while gross margins also improved to 17.62% in FY 
Mar 2011 from 15.58% last year. This together with the reduced debt burden 
translated into an improved FFO debt coverage of 0.62 times (end-March 2010: 
0.49 times), which is strong compared to similar-rated peers. 
 
On the other hand, cement suppliers are required to adhere to the retail price 
ceiling set by the Consumer Affairs Authority of Sri Lanka (“CAASL”). Therefore, 
performance may be affected during periods of rising raw material costs as they 
may not be able to pass on cost increases to the customer in a timely manner. 
The ceiling price however does not apply to project sales. While the Group is also 
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exposed to exchange rate fluctuations as its raw materials are imported, the Sri 
Lankan rupee exchange rate is managed within a band by the Central Bank of Sri 
Lanka (“CBSL”). 
 
In addition Tokyo relied heavily on short-term borrowings to finance its capital 
expenditure. As a result, its short-term funds to total borrowings stood at 
73.13% as at end-March 2011 compared to 66.25% last year. This together with 
the Group’s low cash holdings translated into a low short-term funds to cash and 
cash equivalents (“CCE”) ratio of 0.08 times. Nevertheless, RAM Ratings Lanka 
derives some comfort from the Group’s short operating cashflow cycle which has 
remained below 1 month and its healthy annual FFO generation of around LKR 2 
billion. 
 
Inherently, the Group is exposed to the cyclical nature of the construction 
industry, which is the largest cement consumer. For example, the downturn in 
the construction industry in fiscal 2009 and 2010 resulted in the Group’s 
Operating Profit before Depreciation Interest and Tax (“OPBDIT”) levels dropping 
to LKR 1.63 billion in FY Mar 2010 from 2.30 billion a year earlier. Nevertheless, 
with the recovery of the sector which improved with economic growth in FY Mar 
2011, it increased to LKR 2.06 billion. Given the construction industry’s positive 
outlook, we anticipate this momentum to continue in the short to medium term. 
The Group’s revenue and the output of the country’s construction sector recorded 
a positive correlation of 0.85 for the past 6 years.  
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The credit rating is not a recommendation to purchase, sell or hold a security, inasmuch as it does not 
comment on the security’s market price or its suitability for a particular investor, nor does it involve 
any audit by RAM Ratings Lanka. The credit rating also does not reflect the legality and enforceability 
of financial obligations, transfer and convertibility risks, repatriation risk, currency risk or any other 
risk apart from credit risk. 
 
RAM Ratings Lanka receives compensation for its rating services, normally paid by the issuers of such 
securities or the rated entity, and sometimes third parties participating in marketing the securities, 
insurers, guarantors, other obligors, underwriters, etc. The receipt of this compensation has no 
influence on RAM Ratings Lanka’s credit opinions or other analytical processes. In all instances, RAM 
Ratings Lanka is committed to preserving the objectivity, integrity and independence of its ratings. 
Rating fees are communicated to clients prior to the issuance of rating opinions. While RAM Ratings 
Lanka reserves the right to disseminate the ratings, it receives no payment for doing so, except for 
subscriptions to its publications. 
 
Similarly, the disclaimers above also apply to RAM Ratings Lanka’s credit-related analyses and 
commentaries, where relevant. 
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