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4 Sinceour upgrade of CTC to buy on the 23¢ September, the share price

has appreciated by 5.88%and the ASPI has increased by 4.36%.During
this period, CTC paid their 34 quarter dividend of Rs.4.40per share.
Therefore, during this period an investor would have received a total
return of 8%.

4 The Net Profit for the period rose sharply by Rs.229million or 38%YoY

to reach Rs.833million from Rs.604million the previous year.

CTC has sharply increased its margins in 3Q09. The EBIT Margin for
3Q09went up to 41.9%from the 30.1%achieved in 3Q08,whilst the Net
Profit Margin for 3Q09improved from 21.3%to 27.5%.

In the third quarter financial reports, the Company states that «During
thelast 9 months,theauthoritiescarriedout 1,190seizuresss. 370lastyear.69
million sticksof counterfeitand smuggledcigarettessaluedat overRs. 1 billion
wereconfiscatedmorethan doublethat of 2008.

With profits coming in above expectations we have revised up our
forecastsfor the company.

Furthermore in view of the current falling interest rate scenario
witnessed, we have reduced the Risk Free Rate from 14%to 12%.Hence
the new valuation is based on a Cost of Equity of 18% (reduced from
20%),and the sameDividend Growth Rate of 7%.

Our DDM basedbasecasecurrent fair value for the counter is Rs.185.43.
However the valuation of the counter is sensitive to the Dividend
Growth Rate.
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In our last report on CTC releasedon the 2349 of September2009,we recommended a BUY on CTC when the
share was trading at Rs. 170.00and the ASPI was at 2912.88points. Since then, the CTC share price has
increased by 5.88% and the ASPI has increased by 4.36%. During this period, CTC paid their 3¢ quarter
dividend of Rs.4.40per share. Therefore, during this period an investor would have received a total return of

8%.

Valuation

Our primary valuation for CTC continues to be on a two stage Dividend Discount Model (DDM). In view of
the current falling interest rate scenario withnessed, we have reduced the Risk Free Rate from 14%to 12%.
Hence the new valuation is based on a Cost of Equity of 18% (reduced from 20%), and the same Dividend
Growth Rate of 7%. On that the base case current fair value for the counter is Rs.185.43.However the
valuation of the counter is sensitive to the Dividend Growth Rate. The sensitivity of the valuation is shown

below.

New Sensitivity Table

Sensitivity of DDM Valuation
& COE
g 13% 15% 18% 19% 20% 22% 25%
§ 4% 248.13 202.50 158.66 147.98 138.65 123.14 J05.50
< 6%  300.00 233.27 175.02 161.60 150.12 131.49 110.97
Q 7%  338.91 254.43 185.43 170.12 157.18 136.51 114.16
é 9%  475.09 317.90 213.19 192.27 175.15 148.84 121.74
jg 12% 1700.68 571.80 289.54 249.21 218.96 176.60 1B7.48
Sensitivity Table on the 19" August 2009
Sensitivity of DDM Valuation
o COE
g 16% 18% 20% 21% 22% 24% 26%
§ 4% 155.84 132.94 115.80 108.76 102.50 91.89 83.22
o 6% 176.72 146.87 125.57 117.06 109.61 97.22 87.31
e 7%  190.64 155.73 131.58 122.10 113.88 100.35 89.68
é 12%  364.63 244.37 184.17 164.09 148.01 123.87 106.59
E 17% 1201.28 1219:31 412.06 311.05 250.40 180.97 142.31
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Performance for the 3 months ended September 30th 2009(30Q09)

Gross Revenue for the period increased by 6.3%YoYto reach Rs.14.54billion, while Government Levies rose
by 6.1%YoYto Rs.11.51billion. This led to an increasein Net Revenue by 7.03%YoYto Rs.3.03billion, from
the Rs.2.83billion witnessed for the third quarter 2008.
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The Company stated that «Company volumescontinuedto declinedueto the higher exciséled price increasesand
lower consumeiaffordability. Government Levies as a % of Gross Revenuessaw a marginal drop from 79.29%

in 3Q08to 79.15%in 3Q09.
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The Company also noted that it was able to protect and gain its market share from counterfeit and smuggled

cigarettes. The Company stated that «During thelast9 monthsthe authoritiescarriedout 1,190seizuresss. 370last

year.69 million sticksof counterfeitand smuggledcigarettesvaluedat overRs. 1 billion wereconfiscatedmorethan

doublethat of 2008.
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Raw material costincreasedsharply by 81%YoYto reach Rs.767million. Further, Raw Material Consumption

as a percentage of Net Revenue expanded in 3Q09 to stand at 25.31%as opposed to 3Q08 s14.97%.The

increasein raw material costsduring the third quarter can be attributed to the impact of higher tobacco leaf

prices.

ExpensesBreakdown, 3Q08
Raw
Material

Cost
21.4%
Staff Cost
Other 12.3%
Operating
Expenses
62.8%
Dep &
Amotization
Exp
3.5%

ExpensesBreakdown, 3Q09

Other
Operating
Expenses
37.3%
Raw
Material
Cost
43.6%
Dep &
Amotization Staff Cost
Exp 16.3%
2.9%

Staff Costincreased by 18%YoY whilst Depreciation & Amortization Expensesand Other Operating Expenses

declined by 26.1%YoYand 47.2%YoYrespectively. Aggressive cost management initiatives within all areasof

the organization resulted in the total cost base recording a drop of Rs.219million or 11.1%YoYto end at

Rs.1.76billion. This has offset the impact of higher tobaccoleaf prices and declining volumes. As a percentage

of Net Revenue,total costdeclined from 70%in 3Q08to 58%in 3Q09.
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The EBIT Margin for 3Q09went up to 41.9%from the 30.1%achieved in 3Q08, whilst the Net Profit Margin
for 3Q09improved from 21.3%to 27.5%.
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The highest YoY drop was seenby Other Operating Expenses,which declined by Rs.587million or 47.2%YoY

to Rs.656million from Rs.1.24billion. Operating Profits expanded by Rs.418million or 49.1%YoYto end at
Rs.1.27billion in 3Q09from Rs.852million reported for the corresponding period last year. The Net Interest

Income for the third quarter dropped by 20%YoYto Rs.103million from Rs.129million.
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Theseresulted in the Net Profit for the period rising sharply by Rs.229million or 38%YoYto reach Rs.833

million from Rs.604million the previous year. The Net margin improved from 21.3%to 27.5%.
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Financial Forecasts

shown underneath.

Revised Forecasts

-
o
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With profits coming in above expectations we have revised up our forecasts for the company as detailed

FinancialSummary Quarter FinancialYear

[Rs.Mn] 3Qog 2008" 2009 2016 2011 2015 2013 2014
GrossRevenue 13,676 14,5% 54,7¢3 58,334 63,)57 68§730 74,091 79,871 1006,
YoYGrowth 6.309 176 b% 9% 8% 8% 8% 8%
GovernmentLevies (10,844)  (11,50p) (43,598) (46,587) (51,§25) (55B28) 648 (64,296 (69,31})
YoYGrowth 6.10"{ 14 V% JL0% 8% 8% 8% 8%
%0of GrossRevenue 79.3% 79.%% g% B0% 81% 81% 81% 81% 81%
Net Revenue 2,832 3,03 11,1p0 11,p47 13433 18,402 4,448 15,575 0] 16,79
YoYGrowth 7.039 280 % 7% 8% 8% 8% 8%
Operating Profit 852 1,27¢ 4,1 4,749 4,896 5,435 5,488 550 6]440
YoYGrowth 49.1% 48006 % 34 5% ¥ &) B% 8%

Profit before tax 981 1,37 4,6 5,292 5,390 5,868 6,p63 6p69 1,108
YoYGrowth 40.09 49% 1p% 4% 5% % 8% 8%
Profit after tax 604 833 2,76 3,34 3,536 3,314 4,309 4715 4,254
YoYGrowth 37.9% 460 % 6% 8% 10% 12% 11%
EBITMargin 30.1% 41.')% 31.3% 0.7% 39.4% 38.3% 38.0% 38.2% 38.4%
NPMargin 21.3% 27.p% 24.7% 8.7% 28.4% 28.5% 29.1% 30.3% 31.3%
EPYRs] 3.22 4.4 144 1787 1888 2@.36 .47 P5.17 28.05
DPYRs] 3.13 4.4 14.48 16.p8 1493 1p.34 1.34 23.91 26.64
BVPYRs] 10.1 10.97 11402 .10 11.20 11.34 11.48

Note: Consolidated Results / Forecasts
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Previous Forecastson 19" Auqust 2009

FinancialSummary Quarter FinancialYear

[Rs.Mn] 2Qog 2008" 2009 2016 2011 2015 2013 2014
GrossRevenue 13,913 14,64p 54,743 61,9 67P13 74,541 90,355 6,623 379[93,
YoYGrowth 5.23% 1 3% 10% 10% 8% 8%
GovernmentLevies (11,192) (11,713 (43,483)  (49,499) (54p70) (60J005) ,686M (69,731 (75,17D)
YoYGrowth 4.669 14p0 1% 1L0% 10% 8% 8%

%wf GrossRevenue 80.4% 80.0%0 8( g% B1% 81% 81% 81%

Net Revenue 2,721 2,92 11,1B 12B75 13,243 34,535 115,669 16,891 9
YoYGrowth 7.57% 2806 1% 7% 10% 8% 8%
Operating Profit 791 1,16f 4,l|? 4,6p3 4,460 5§114 9390 ,655 5,904
YoYGrowth 47.39 48y % 2% 7% 5% 5%

Profit before tax 879 1,297 4,61p 5,146 5,2B7 5,§92 6j013 4327
YoYGrowth 47.09 49%6 1p% 34 8% [¢ 2 b%

Profit after tax 533 769 2,76 3,2 3,483 3,438 4159 4U73 4
YoYGrowth 44.39 46)0 1p% 4% 12% 8% 8%
EBITMargin 29.1% 39.4% 343% 47.6% 35.9% 35.2% 34.4% 33.5%
NPMargin 19.6% 26.3% 247% 26.6% P5.9% 26.4% 26.5% 26.5%
EPYRs] 2.85 4.]]1 14.y4 1457 1B.33 20.49 p2.20 P3.88
DPYRs] 2.77 4.0 14.68 16.¢9 1441 1p.47 1.09 P2.68
BVPYRs] 10.1 10.96 11p0 .10 11.19 11.27

Note: Consolidated Results / Forecasts
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ForecastsSummary
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