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GLOSSARY OF TERMS AND ABBREVIATIONS
ACP

Atarah Capital Partners (Pvt) Limited

CAGR

Compound Annual Growth Rate

ADO

Asian Development Outlook

BOI

Board of Investments of Sri Lanka

CBSL

Central Bank of Sri Lanka

CDS

Central Depository Systems (Pvt) Limited

CSE

Colombo Stock Exchange

DCF

Discounted Cash Flow

DF

Discount Factor

EBIT

Earnings before Interest and Tax

EBITDA

Earnings before Interest, Tax, Depreciation and Amortization

EXT, the Company

Exterminators Limited

FCFF

Free Cash Flows to Firm

FY

Financial Year

FYE

Financial Year Ended

GDP

Gross Domestic Production

GICS

Global Industry Classification Standards

IPO

Initial Public Offering

LHS

Left Hand Side

Mn

Million

NAV

Net Assets Value

P/ BV

Price to Book Value ratio

P/ E or PER

Price to Earnings Ratio

PV

Present Value

Rs or LKR

Sri Lankan Rupees

SEC

Securities and Exchange Commission of Sri Lanka

SMEs

Small and Medium Sized Enterprises

UK

United Kingdom

USA

United States

USD

United States Dollars

WACC

Weighted Average Cost of Capital

WC

Working Capital

YoY

Year on Year

1.0 INTRODUCTION
1.1 Executive Summary
We, Atarah Capital Partners (Pvt) Limited has conducted a research and carried out the valuation of
shares using the Discounted Cash Flows valuation technique to arrive at an appropriate equity value for
the Company’s shares. The results are summarized as below.
Valuation Technique

Price/ Price range Per Share
LKR

Discounted Cash flow Basis *
* Within the value range, the per share value resulting from the DCF method is LKR 7.27

7.01 - 7.54

We have adopted the DCF method as the primary valuation technique that most appropriately reflects
the fair value of the shares due to the following reasons:
•
•

•

Given the nature of business operations of the Company and expected business growth backed
by the proposed IPO proceeds, expansion strategies and general macro-economic developments,
DCF will be the most suitable method to capture the growth potential of the Company.
Assets based valuation approach has not been considered since the Company operates as a
service provider hence the value is reflected through cash flows than the assets base. Therefore, a
significant assets base is not required hence does not require a large equity base as in the case of
an assets holding company.
Exterminators is providing pest control related services that are not comparable to the operations
of an existing listed company which is in the ‘Commercial and Professional Services’ sector of the
CSE. Companies classified therein are largely involved in printing related services and sale of such
similar products. Therefore, we have not adopted the market-based approach to valuation.

Based on our analysis, we recommend a value of LKR 6.00 per share as the “Issue Price” of a Ordinary
Voting Share for the proposed Initial Public Offer.
The “Issue Price” recommended by ACP is with a discount of 17,5% to the value per share derived using
the DCF method i.e. LKR 7.27 per share. The aforesaid discount is recommended to maintain the fair value
of a share around the equity value range arrived as explained above, and it would be an attractive price
for issuance of shares to the general investing public. The DCF value per share setout herein is subject to
the viability of the assumptions/ forecasts made in Section 6 and 7 of this Research Report.
1.2 Objectives of the Report
ACP has been engaged by the management of Exterminators Limited (EXT) to determine the fair value of
a share and advise the Company on the appropriate “Issue Price”, for the shares to be offered via the
proposed listing through Initial Public Offer (IPO). Accordingly, this Research Report has been prepared by
ACP in order to provide the said basis in determining the fair value of Ordinary Voting Shares of EXT in
connection with the proposed IPO as required under Rule 3.1.4 (b) of the CSE Listing Rules.
Accordingly, this report provides information pertaining to the industry in which EXT is operating and the
basis adopted in determining the fair value of the Company’s Ordinary Voting Shares.
The pest control market in Sri Lanka comprises of corporates, partnerships and sole proprietorships that
are licensed by the Office of Registrar of Pesticides of the Department of Agriculture. None of these
service providers publish information relating to the business volumes, market share and financial data.
Given the said scenario, independent verification of information pertaining to the market size, value,
relative market share etc. has become a challenge to be published in the Prospectus. Therefore, precise
market positioning of the Company has not been determined. The financial forecasts included in this
report
have been
by reference to historical financial performance of the Company, recent
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OVERVIEW
OFderived
THE COMPANY
developments in the business, the macro-economic factors and demand drivers for the services and
products
offered by the Company together with the future strategies.
2.1
The Company
Exterminators
Limited
was incorporated
in year
2004
as antoEnvironmental
Solution
Services
provider
Considering the
limitations
on the information
with
regard
the local industry
in particular
as explained
specialized
in
pest
control
related
activities.
The
Company
was
founded
by
Mr.
Marlon
Ferreira,
a
above, prospective investors are advised to make note of these factors prior to making an investment
decision.

passionate entrepreneur who believes that the success of any business is highly dependent on
quality of services provided to the customers.
The Company is a licensed Pest Control Service Institution under the Regulations issued in
accordance with the Control of Pesticides Act No. 33 of 1980. The license is issued by the Office of
Registrar of Pesticides of the Department of Agriculture with an annual renewal basis. EXT has
renewed the license in last year which is valid till 5th December 2022.
Exterminators does not have an identifiable parent entity, subsidiary or associate companies. Details
of the shareholders are as follows:
#

Name of Shareholder

1
2
3
4
5
6
7
8
9

Mr. Marlon Ferreira
Mrs. Suhaniya Ferreira
Mr. Travis Ferreira
Ms. Shehani De Waas
Mr. Sajith Bandukumara
Mr. Tharindu Sooriyampola
Ms. Anjela Perera
Mr. Julian Manualpillai
Mr. Mohammed Haaziq
Total

Number of Shares
33,000,000
6,000,000
750,000
50,000
50,000
50,000
50,000
25,000
25,000
40,000,000

%
82.50
15.00
1.88
0.13
0.13
0.13
0.13
0.06
0.06
100.00

2.2 Main Business Activities
Main business activities of the Company are segregated into 2 segments namely, Pest Control
services and Product Sales whilst disinfection services also added to the portfolio in the recent past
and the captioned business significantly improved with the spread of COVID-19 pandemic.
The Company serves to different industry verticals in providing regular pest control services including
manufacturing facilities, office buildings, warehouses, hotels and many more businesses. Such
services are performed under a contract that generally extend up to 1 year and on renewable terms.
Termite control related services are provided on demand basis for residential, commercial and
construction sectors which is also a key business operation of the Company.
Pest control activities are aimed at preventing common pests such as rodents, flies, mosquitos and
termite treatment is focused on preventing damages from termites to buildings and houses.
Disinfection services are mainly carried out to ensure health and safety of the people by avoiding the
spread of diseases in public places, offices etc. where people gather regularly. The Company also
distributes well known international pest control equipment to its customers in Sri Lanka and in
Maldives. These products include equipment used for insect control, rodent control, bird control and
other hygienic products.
At present, approximately 50% - 55% of the annual revenue is derived through recurring business
contracts (recurring pest and termite control activities). According to the management’s information,
one-time termite control business also contributed c. 20% to the total revenue whilst disinfection
services, product sales etc. also being constituents of the revenue (as per latest management
accounts). It is the target of the Company to acquire new business with the proposed branch
network where approximately 15% - 20% additional contribution to revenue is expected once
established.

2.3 Summary of historical financial information
Revenue
Revenue of the Company comprises of Service income and Product (international brands) sales
income, including export income where most of the revenue is derived through Service income. The

Company has contractual revenues as well as on-demand service (job-related) revenues in the pest
control segment. The income is derived as a fee charged for different services provided.
Over the past 5 years period, the Company has managed to register a revenue CAGR of c. 5% owing
to the increase in service income in FY 2020/21 in particular. The Company has been able to secure
new businesses over a period of time, which has resulted in an overall increase in the revenues
despite the declines recorded in FY 2018 and 2019.
Year
Revenue (LKR Mn)
Revenue Growth

2017
95.52
-

2018
90.44
-5%

2019
88.18
-3%

2020
98.76
12%

2021
115.61
17%

Revenue and Revenue Growth
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60.00

0%

40.00

-3%
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-5%

20.00
-

-10%
2017
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2019

Revenue

2020

2021

Cost of Sales

Source: Management Information
Based on the type of main revenue streams, following results were achieved during the past 5
financial years:
Year
Service Income (LKR Mn)
Product sales (LKR Mn)

2017
90.55
4.96

2018
83.53
6.91

2019
79.98
8.2

2020
94.28
4.48

2021
113.9
1.71

Service income consists of recurring revenue from commercial sector clients and periodic termite
replenishment, as well as job-related revenues such as pre-construction termite treatments,
disinfection income etc. Product sales income represents revenues generated through the sale of
equipment such as fly killers, bird spikes, rodent bait stations etc. and hygienic and sanitary products.
COVID-19 pandemic negatively impacted in recurring revenues due to closure of premises, slow
down in construction activities during the lockdowns in 2020 whilst the requirement for disinfection
services helped the Company’s revenues to sustain and grow. Product sales on the other hand also
hampered where new orders were largely dried out during the FY 2020/21 and certain contracts
were postponed.
Despite the challenges faced in FY 2020/21, it also marks the best year in terms of revenues and
profitability for the Company over the last 5 years where the top line has grown by 17% compared
to previous year.
Cost of Sales
EXT uses materials for the services provided to its clients and the services are provided by a team of
technicians. The cost of materials used, and salary costs are the two main elements included under
cost of sales. Materials consists of cost of chemicals used for termite treatments, general pest control
activities and disinfection services. Since these chemicals are high concentrated, only a small quantity
is used at a time.

Apart from the above, cost of pest control products sold are also included under direct costs and
counted as cost of sales. Over the past 5 financial years, average cost of sales was c. 26% of the sales
revenue.
Other Income
Other income includes interest income, gains from disposal of assets and other non- operational
income such as write-back of creditors. Such income categories vary in each year as the majority of
these income components are non-recurring nature. Compared to the revenue, other income has
been an insignificant portion in the past.
Administrative Expenses
Administrative expenses mainly include overhead items such as staff salaries, other staff costs,
directors’ remuneration, office rent utility expenses and maintenance costs etc. relating to daily backoffice activities.
During FY 2019/20 and 2020/21, EXT has taken initiatives to reduce the overhead costs with a view
to improve profitability and to ensure operating efficiency. Accordingly, in FY 2019/20 admin costs
reduced by 23% mainly with the adjustments made to staff related costs and directors remuneration.
With the COVID 19 pandemic during FY 2020/21, the Company managed costs effectively, however
the admin costs increased by 22% largely due to the costs incurred on CSR activities amounting to
LKR 5.3 Mn.
Selling and Distribution Expense
Selling and distribution expenses (S&D) mainly consist of salaries of the Sales & Marketing team, sales
incentives, vehicle rent, motor vehicle depreciation and other sales related expenses. Out of the
above, salaries and depreciation of Motor vehicles are the key components in this expense category.
In FY 2020/21, total S&D expenses increased by 12% owing to higher sales incentives driven by
increase in sales and increase in depreciation charges with the revaluation of Motor vehicles
compared to FY 2019/20.
Finance Costs
Main components included under finance costs are lease interest and loan interest. Motor Vehicles
used by the Company are obtained on lease basis whilst working capital shortages are bridged using
temporary or short-term bank facilities, which are the causes of finance costs. EXT reported a
decrease in finance costs in FY 2019/20 and 2020/21 where improved revenues and cash flows
allowed for a reduction in use of loans. With the gradual repayment of leases, the interest
component kept decreasing over the lease term causing a reduction in overall finance cost.
Profitability
The profitability of the company has been varying with the revenues derived and cost levels in each
year. It is observed that the gross profit margins have improved during the financial year 2020/21
mainly due to the increased contribution from disinfection income where the direct costs of
providing the captioned service is low. Over the period of 2017 to 2021, the gross margin is in the
range of 68% to 79% with an average of 74%. Effective cost management and increased gross profit
allowed the Company to surpass the breakeven levels in both FY 2020 and 2021, yielding a better
operating and net profit margin compared to previous years. The reduction in finance cost as
explained in the preceding section is a significant contributor for the net profits where a 13% net
margin was achieved in FY 2021 compared to 6.5% of the previous year.
The management’s continuing efforts on managing the running cost of operations and the focus on
business expansion will support future profitability of the Company.

Profitability Analysis
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Detailed description of assumptions made in the financial forecast is set out under Section 6 of this
Research Report.
Interim Financial Statements for the period ended 31st December 2021 (Unaudited)
During the nine-month period, the company has been able to record a revenue of LKR 90 Mn, with a
gross profit of LKR 71.5 Mn. The derived gross profit margin for the period was 79%, which is
consistent with the comparable period i.e.: the interim period of FY 2020/21. The Net profit of the
Company for the nine-month period is LKR 16.4 Mn, yielding a net profit margin of 18.1% which is a
notable improvement compared to first nine-month period of last FY. Higher gross profit, savings
from interest costs and reduction in sales & distribution expenses have supported the achievement of
a higher net margin as aforesaid.
Total asset position of the company is LKR 98.5 Mn as at 31st December 2021 without a significant
change compared to that of 31st March 2021, whilst the total equity value has increased to LKR 66.8
Mn at the end of the interim period.

3.0 OVERVIEW OF THE INDUSTRY AND MACRO-ECONOMIC FACTORS
3.1 Global Pest Control Market
Human life on earth and objects created by the humans are susceptible to many threats posed by
the nature. Amongst those, threats from different type of other living species around the people and
their premises is a concern stemming from the early days of the mankind. Insects, rodents, termites,
and ants are common types of species that belong to the pest categories harmful to human beings
and their belongings. As a measure of eliminating and mitigating the threats from these pests,
people have discovered different methods evolved over long period of time with continuing efforts
to improve. These activities are commonly known as pest control services and require special skills,
training and caution on implementation.
Pest Control market is classified into segments on different criteria; Pest types (termites, insects,
rodents other), the Control method (Chemical, Biological, Mechanical), the Mode of application
(Powder, Sprays, Pellets, Baits) and Application (Residential, Commercial, Industrial, Agriculture).
Different pest types are capable of creating nuisance to people by spreading diseases or causing
damages to properties and objects, hence pest control activities comprise of preventive measures as
well as risk mitigation.
Research indicate that the Global Pest Control market is worth c. USD 20 Bn in year 2019 and is
projected to reach c. USD 30 Bn by 2027 with a CAGR of c. 5.2%. (Source: Global Pest Control Market –
Research - https://www.alliedmarketresearch.com/pest-control-market,, - accessed on 15/11/202. The market
growth is driven by growing economic activities, population increase and the consequences of
climate changes and insects, together with pest intolerance. Spread of COVID-19 caused a severe
threat to the public health that demands for hygienic measures such as disinfection of public places,
office buildings and schools etc. where pest control service providers’ service is required. With fast
urbanization, spread of diseases becomes faster where demand for disinfection service is expected to
rise. Out of the different regions around the globe, the Asia-Pacific region pest control market size is
projected to grow at the highest CAGR of 7.9% during the forecast period up to 2027.
(Source: Global Pest Control Market – Research - https://www.alliedmarketresearch.com/pest-control-market,, accessed on 15/11/2021
Chemical based pest control is the largest segment whilst commercial sector pest control activities
remain as the largest segment based on “application”. The industry remains evolving as the pests
become resilient to chemicals, demanding continuous development in chemical compounds and
alternative control and prevention mechanisms are also required to combat the threats. Population
growth over the world resulted in fast spread of communicable diseases amongst the public where
hygiene and disinfection activities to play a vital role in health and safety of the people.
(Sources: Global Pest Control Market – Research - https://www.alliedmarketresearch.com/pest-control-market,,
www.researchandmarkets.com - https://www.researchandmarkets.com/reports/5322170/pest-control-marketby-type-pest-type-and#src-pos-8 - accessed on 15/11/2021)

Challenges faced by the Industry
Climate changes and seasonal pest threats, adoption of pests against chemical compounds, spread
of new diseases and emergence of new pest types are the main challenges faced by the industry.
These challenges demand for regular updates to the service methods, chemicals used and
investment in research and technology to develop sustainable solutions. For example when a new
pest type is emerged, it is required to analyze the behavior, biological factors and treatments to
overcome such a threat also being conscious on possible damages to other types of species and eco
system. These challenges also convert to opportunities where the pest control service providers
should attend to them and provide the required services to households and businesses.
In the absence of publicly available information in particular similar listed companies in Sri Lanka, key
financial highlights of selected listed pest control companies that perform similar business activities in
UK and USA are provided below:

Revenue
CAGR
(20162020)

Operatin
g
Margin
2020

Rentokil Initial PLC - UK
Terminix Global Holdings
Inc. USA

5.4%

-10.4%

6.60%

16%

39.1

2.88

5.2%

8.3%

1.0%

1%

33.8

2.1

Rollins Inc. USA

6.6%

16.7%

12.0%

27.7%

43.85

14.1

Company

NP
Margin
2020

ROE

P/E

P/BV

Sources accessed on 31/01.2022:
- Annual Reports and audited financial statements of selected companies
- Statistics of https://www.nasdaq.com
- Statistics of https://www.bloomberg.com
Despite the business operations of the above companies are similar to that of Exterminators, readers
are also should make note of the fact that these companies are conducting business in different
geographies, therefore, subject to demand trends risks and opportunities of such markets.

3.2 Sri Lanka Pest Control Industry
Pesticides and pest control services in Sri Lanka are regulated by the Control of pesticides Act No. 33
of 1980 and the regulations issued under the said Act. Accordingly, the Responsible authority is the
Office of the Registrar of Pesticides established under the Department of Agriculture. In terms of the
provisions of Control of Pesticides (pest control Service) Regulations No. 01 of 2010, all pest control
institutions/providers must be registered with the Registrar of Pesticides and obtain a license for that
purpose.
Under the aforesaid regulations, pest control institutions are required to obtain a license to carry out
their services and following types of services are governed under such regulations;
•
•
•
•

General Pest Control
Termite and Structural Pest Control
Disinfection and Sanitization Services
Stored & Pre and Post Shipment Quarantine Pest Control using Fumigants

According to the official list published by the Registrar of Pesticides, there are 71 licensed Pest
Control Service Institutions as of 28th September 2021, that operate in the industry
file:///C:/Users/chand/Downloads/Authorized_Pest_Control_Service_Institutions_as_of_September_
28_2021.pdf - accessed on 30/11/2021).
As a regulated industry, all service providers are bound by strict regulations and compliance
requirements to ensure safeguard of the public, as well as safety of people who provides such
services where operating in this space without a valid license is a punishable offence under the pest
control related regulations.
The Pest Control Association of Sri Lanka comprise of 39 registered members as per the list of registered
members (pest control service providers) which represent only c. 55% of the total licensed pest control
service providers. The industry comprises of corporates, partnerships, and sole proprietorships where none
of these parties publish the volumes, turnover or other information, hence collection of data is not feasible to
establishing the market size, volumes and market positioning.
Absence of published information on the competitors and their market share, detailed comparison
has not been included in the Research Report.
.

3.3 Sri Lanka Outlook – Challenged with an anticipated prolonged recovery
GDP Outlook
As in the case for the rest of the world, Sri Lanka too witnessed the adverse impacts of COVID-19
pandemic, whilst the country was progressing towards a recovery from the Easter Sunday attacks
that occurred in April 2019. In 2020, the GDP was severely crippled, especially the second quarter
economic activity due to complete lockdown of the country. The economy showed signs of
resilience towards COVID-19 2nd wave which started in the beginning of October 2020, which in
fact led to a marginal recovery in economic activity for 2020. Such momentum gained continued
into the 1st quarter of 2021; however, the 3rd wave of COVID-19 that hit the country during the
month of April and the 4th wave in August yet again slowed down economic activity for the
remainder of 2021.

GDP Growth
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Sources:
IMF Country Data - https://www.imf.org/en/Countries/LKA#whatsnew - accessed on 15/11/2021
ADB - Economic indicators for Sri Lanka - https://www.adb.org/countries/sri-lanka/economy accessed on 15/11/2021
World Bank – Press Release - https://www.worldbank.org/en/news/press-release/2021/10/06/srilanka-projected-to-grow-by-3-3-percent-amidst-uncertainties-shifting-gears-to-services-led-growthcan-help-build-bac - accessed on 15/11/2021
The country’s Government imposed a locked-down during the months of August / September 2021
and re-opened in mid-October with certain restriction on social gatherings etc. allowing economic
activities to move on. The last lockdown is bound to negatively impact economic activity for the
remainder of the year 2021. However, growth is expected to somewhat rebound during 2022, as
both global and local economic activities are expected to show some recovery, and also the
completion of vaccination drives would allow further relaxation of border controls. Yet, International
agencies maintain positive outlook towards the real GDP growth during the year 2021. ADB, IMF
and World Bank has forecasted a minimum 3% growth for the year 2021 (Information sources as
given in the above graph). However, Sri Lanka’s challenging macroeconomic situation is likely to
moderate growth in 2022.
Monetary and Fiscal Policies to support Economic Recovery
The CBSL slashed policy rates in January 2020, followed by additional cuts during the same year,
lowering the short-term interest rates to unprecedented levels. This has resulted in an excess liquidity
in the market, leading to a sharp decline in the government bonds and bills market. High liquidity
levels caused overnight rates to move towards the lower bound of the policy corridor throughout

3Q and 4Q of 2020. During August 2021, CBSL increased its Standing Deposit Facility Rate (SDFR)
and the Standing Lending Facility Rate (SLFR) by 50 basis points each, to 5.00% and 6.00%
respectively and further revised to 5.50% and 6.50%, respectively in January 2022. This also resulted
in the Bank Rate, which is linked to the SLFR with a margin of +300 basis points, automatically
adjusting
to
9.5%.
[Source:
https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/press/pr/press_20210819_Monetary
_Policy_Review_No_6_2021_e_J72sp.pdf
accessed
on
15/11/2021
and

https://www.cbsl.gov.lk/sites/default/files/cbslweb_documents/press/pr/press_2
0220120_Monetary_Policy_Review_No_1_2022_e_S5kyr.pdf
accessed
on
31/01/2022)

Low-cost financing environment (despite recent increases in rates of government securities) fueled
by low interest rate environment will magnifies the borrowing preference and capacity where
sectors such as real estate and residential & commercial property construction would be benefited.

3.4 Impact of construction sector development
As a developing economy, the country’s construction sector expects to grow in the medium to long
term where house construction and commercial property construction have ample opportunities.
Infrastructure development is leading to fast urbanization and industrialization with new structures
are built regularly and population density around cities is continuously increasing.
The building construction industry in Sri Lanka is expected to record a CAGR of 15.1% to reach LKR
2,231.5 billion by 2024. The residential construction industry in value terms increased at a CAGR of
9.7% during 2015-2019. The commercial building construction market in value terms is expected to
record a CAGR of 16.3% over the forecast period.

(Source: https://www.marketresearch.com/ConsTrack360-v4128/Sri-Lanka-Construction-DatabookSeries-13097385/ - accessed on 15/11/2021)
One of the main segments of pest control is pre and post construction termite treatment where the
increase in building construction creates a fresh demand for such activities. Furthermore, as
population density increases the spread of diseases and spread of pests due to pollution causes
severe threats to public health and safety. In order to prevent and control these threats, service of
pest control institutions is demanded regularly.

3.5 Impact of COVID-19 Pandemic
COVID-19 pandemic impacted the occupancy levels of office premises, hotels and public places
resulting a low demand for general pest control services. However, the same threat has opened up
new opportunities in disinfection services segment where businesses and houses require disinfection
activities to carry out when patients with infections (especially COVID-19) are found in such
premises. Furthermore, public places such as schools, religious institutions require similar services to
ensure health and safety of the people due to regular large gatherings. With the expectation of
complete opening up of office premises, restaurants, hotels etc., pest control service providers would
be able to return to their business as usual.

3.6 Growth Factors and Opportunities in the Pest Control Industry
Rising population and urbanization
Population growth leads to emergence of megacities with high population density and thereby
spread of diseases becomes faster hence the need for pest control activities increases to ensure
public health and safety. Commercial buildings, restaurants and public parks are key locations that
could be impacted from pests such as rodents, flies, and ants hence prevention and control is
required creating high demand for pest control and hygiene services. Spread of COVID-19 for
example resulted in a need for disinfection services as never before to assist businesses to ensure
hygiene and safety for their employees and customers.

According to the World Bank data, Sri Lanka, urban population is only 19% compared to the total
population of the Country (Source: https://data.worldbank.org/indicator/SP.URB.TOTL.IN.ZS accessed on 13/11/2021). There is a great potential for future growth in houses and commercial
properties that could boost the demand for pest control services in the country.
Rising adoption of digital applications and technology
Similar to many other industries, evolving technology has provided opportunity for pest controllers
to develop new solutions to increase efficiency of their services. Early detection of spreading pests by
way of monitoring the moisture, pollution levels etc. enables the service providers to treat them at
the earliest point of detection, reducing the potential damages caused. For example, use of scanning
devices to detect moisture levels and possibility of existence of termites helps to identify and treat the
threats before they spread with fewer disturbances to the living environment.
Adoption of Artificial Intelligence (AI) in pest control
Use of advances technologies such as AI based image recognition techniques to identify the exact
pest types and treatments using mobile devices are novel trends in the pest control industry. Such
technologies assist technicians to determine the best solutions without visiting the sites, resulting in a
low cost service. Use of AI to analyze the trends of spreading different types of pests, impact of
climate changes etc. leads to early detection of threats and design preventive and control
mechanisms.

4.0 VALUATION RESULTS
4.1 Discounted Cash flow Methodology
Equity Value per Share
LKR

For the year
ended 31st
March
EBIT
Tax
Depreciation
and
Amortization
Working
Capital
Investments
Long term
Investments
FCFF
DF
PV of FCFF

EV
Additions
Cash and
Other
Equivalents

Deductions
Loans and
Others
Equity Value
Per Share
Value

2022

2023

2024

2025

2026

Terminal
Value

10,172,194
(1,424,107)

31,295,907
(4,381,427)

40,894,987
(5,725,298)

57,303,426
(8,022,480)

72,226,557
(10,111,718)

1,308,633

9,624,038

9,559,405

10,037,953

10,037,953

5,767,490

(13,081,534)

(3,077,052)

(3,722,933)

(2,560,838)

15,824,210

(33,940,500)
(10,483,516)

41,652,041

(2,000,000)
53,595,967

69,591,954

504,824,858

0.962

0.825

0.707

0.607

0.520

0.520

15,227,180

(8,649,562)

29,465,456

32,508,633

36,192,231

262,540,955

367,284,893

8,870625

(12,879,471)
363,276,047

7.27

Sensitivity Analysis and Price Range
WACC
Terminal
growth
2.00%
2.25%
2.50%
2.75%
3.00%

16.21000%
7.31
7.42
7.53
7.65
7.77

16.38000%
7.21
7.31
7.42
7.54
7.65

16.63000%
7.06
7.16
7.27
7.37
7.48

16.88000%
6.92
7.01
7.11
7.22
7.32

17.13000%
6.78
6.87
6.97
7.07
7.17

Based on the different volatilities on WACC and terminal growth rate, value range based on
discounted cash flow basis to be LKR 7.01 - LKR 7.54 per share.

Key Assumptions
Key Assumptions
5-year T- Bond secondary market avg. yield as of 31.12.2021

10.81%

Market Risk premium1

8.00%

Cost of equity (Ke)

19.7%

Value of Equity2

70.00%

Weighted Avg. Cost of debt

11.00%

Cost of debt (1-T) @14% tax rate
Value of debt
Long term growth rate3
WACC

9.5%
30.00%
2.50%
16.63%

Market risk premium of 8% is considered as appropriate to capture industry related risks. The business
model of the Company permits them to reasonably manage the impact of adverse economic and market
risks, hence we believe the risk premium applied herein is adequate.
1

2 Considering

the fact that the borrowings position is reducing gradually, we assumed a debt and equity
composition of 30%: 70% in the long run, giving due consideration to future strategies of the Company.
Long term growth rate of 2.5% is applied in the valuation, considering the earnings growth and
assuming increasing demand for products and services of the company in the long run.
3

5.0 VALUATION METHODOLOGY
5.1 Discounted cash flow Methodology
Discounted cash flow is a valuation method used to estimate the value of an investment based on its
future cash flows. Based on the future cash flow projection, this methodology will identify the value
of the investment as at the considered valuation date. Given the current operation of the business
and the expected growth backed by internal strategies and macro-economic developments, DCF will
be able to capture the growth potential of the operations of EXT. Hence, DCF is considered as the
primary valuation technique.
Free Cash Flow to Firm (FCFF) was calculated using the following formula:
FCFF = Earnings before Interest and Tax * (1-tax rate) + Depreciation& Amortization - Capital
Expenditure + Working Capital Investment (net)
In order to arrive at an intrinsic value for the company, the future FCFF’s were discounted using the
following formula:
𝒏

∑

𝑭𝑪𝑭𝑭𝒊
𝑻𝑽
+
𝒊
(𝟏 + 𝑾𝑨𝑪𝑪) (𝟏 + 𝑾𝑨𝑪𝑪)𝒏

𝒊=𝟎

FCFFi= Free Cash Flow to Firm in year t
WACC = Weighted Average Cost of Capital
TV = Terminal Value at year n
Where the Terminal Value is calculated through,
𝑭𝑪𝑭𝑭𝒏 × (𝟏 + 𝒈)
(𝑾𝑨𝑪𝑪 − 𝒈)

g = Long term Growth rate

And WACC is calculated through,

Ke = Cost of Equity
oKd = Cost of Debt
T = Company’s tax rate

𝑾𝒅 × 𝑲𝒅 × (𝟏 − 𝑻) + 𝑾𝒆 × 𝑲𝒆

Fair value of equity was computed by deducting net debt and adjusting the Non-operational assets
and liabilities to the total present value of FCFFs.

6.0 ASSUMPTIONS USED IN FINANCIAL FORECASTS
Financial forecasts are based upon assumptions made by the management that would reasonably
reflect the future business potential, and such assumptions are based on best estimates.
Management has taken into consideration the current business levels, possible impact of the macroeconomic environment on its business verticals, business development plans and future capital
requirements of the company etc.

6.1 Revenue of the business
During FY2023, the company expects to set up three (03) new branches, the first in Hambantota and
two other selected locations in Sothern Province and Central province. These locations have been
selected by the management based on current and expected future demand for the company’s
services in these areas. Furthermore, the management intends enhancing revenue streams using
Local Manufacturing strategies which will manufacture rodent bait stations and materials used in
pest control services. Having sufficient funds is a key to expand the business and introduce new
revenue streams (i.e.: increase the volumes). IPO funds of LKR 60 Mn (net of IPO expenses) itself will
be deployed towards expansion of the business which will gradually increase the revenues.
Presently, the company’s revenue is mainly generated from Pest Control and Disinfection service
revenue, which represents around 95% of the total revenue. With the expansion of branches, this
position tends to remain where EXT also plans to uplift the product sales (local and exports) segment
together with the overall revenue growth. Increase in product sales is expected since the business
premises will be opened gradually to revive the demand for pest control products where the
clientele is mostly from the commercial sector. EXT has managed to achieve product sales around
LKR 4 Mn on average in the past.
However, the disinfection service income is bound to decline in the next couple of years where the
same became a significant contributor with the spread of COVID-19. EXT estimate that the demand
could drop as the pandemic situation expected to ease out as time goes on. Nevertheless, main
revenue segment of general pest control and termite control revenues are getting back to normal
levels with a significant increase expected in FY 2024 and 2025 through new businesses targets
using the branch network.
As at December 21, 2021, the company has been able to record a topline of LKR 90.8 Mn.
Management is confident in securing a total revenue of LKR 126 Mn for the FY 2021/22, given the
prevailing service agreements at hand, services offered on demand basis and gradual recovery in
economic activities.
Considering the above factors and 9 Month revenue achieved for the year 2021/22, below
mentioned Revenue growth rates are considered, also factoring the proposed business expansion
plans and they are considered accordingly in the financial forecast.
2022E

2023F

2024F

2025F

2026F

164%*

75%

18%

14%

10%

Service income

7%

17%

18%

21%

15%

Overall Growth

9%

17%

19%

21%

15%

Product sales

* Product sales income reflects a substantial growth compared to previous year, where the same
has been dropped in FY 2021 (LKR 1.7 Mn), however expected to increase by the end of FY
2022 with a boost in demand for products by customers with the opening of the country for
business and economic activities. By 31st December 2021, this income category stood at LKR 3
Mn including exports.

6.2 Cost of Sales and Gross profit
The reported gross profit margin of the company for past 5 financial years has varied from 68% - 79%
with an annual average of c. 74%. The maintained gross profit margins have been volatile with each
of the revenue streams. During the financial year 2021 the gross margin was 79% where high
margins were secured through disinfection services and is expected to be approximately 73% by the
end of FY 2022. In addition, the management expects to maintain a gross margin around 68% - 70%
from FY 2023 onwards considering the cost escalations and with a competitive pricing strategy.
Hence, forecasted Gross profit margin was as follows;
Gross Profit Margin

2022E

2023F

2024F

2025F

2026F

73%

70%

69%

68%

68%

6.3 Other Income
Other income for the company mainly consists from Interest that would be earned on short term
investment during the forecasted period. Such interest income has been factored assuming that the
surplus cash generated from operations would be invested at a rate of 6% p.a. in a suitable
investment opportunity as decided by the Company.

6.4 Administrative Expenses
Together with the establishment of new branches, administrative expenses will increase notably in
FY 2023 where additional rent charges and other overheads will accrue from that year onwards.
Over the explicit forecasted period, staff related expenses including Directors’ Remuneration have
been forecasted to grow at 10% YoY. An annual growth rate in the range of 7.5% - 10% has been
used in order to arrive at other administrative related expenses considering general cost increases.

6.5 Selling and Distribution
Selling and distribution expenses contain certain costs elements such as sales incentives related to
revenues and they are projected to grow in line with the revenue increase. Salaries of the sales team
and other expenses are expected to grow at the rates ranging from 10% - 15% during the explicit
forecast period.

6.6 Depreciation
Depreciation of assets are charged so as to allocate the cost of assets and less their residual values
over their estimated useful lives using the straight-line method, commencing from the month in
which the asset is available for use. Rates used for depreciation are as follows;
Office Equipment
Furniture and Fittings

25%

Pest Control Equipment

25%

Air Condition

25%

Computers

25%

Safety Equipment

25%

CCTV Camera System

25%

25%

Rodent bait stations - Mold

20%

Motor Vehicles

6.5%

6.7 Finance Costs
It is assumed that the dependency on bank funding for working capital requirements will be
minimized with the positive net cash flows expected; hence the total finance cost is expected to
contain lease interest on motor vehicles. New leases to be obtained in respect of motor vehicles (to
be acquired in FY 2023 as described under section 5.6.1 and 5.6.2 of the Prospectus) and will be at

the rate of 11% - 12%. With the gradual reduction in lease payables result in lower finance cost in FY
2025 and 2026.

6.8 Taxation
The Company is liable for income tax at the rate of 14% on taxable profits, which is the corporate
income tax rate applicable for SMEs. There are no tax concessions enjoyed by the Company at
present.

6.9 Working Capital
The management expects to maintain the working capital days as follows:
2022E

2023F

2024F

2025F

2026F

104

104

104

104

104

Trade Receivable Days

75

75

75

75

75

Trade Payable Days

60

60

60

60

60

Inventory Days

6.10 Investments
Investments represent the excess cash flows that is assumed to be channeled to a suitable
investment option. It is assumed that LKR 10 Mn would be invested annually.

6.10 Borrowings
Existing bank loans expected to be repaid .by FY 2023 and thereafter interest-bearing borrowings
will include lease payables on motor vehicles.

7.0 FORECASTED FINANCIAL STATEMENTS
7.1 Statement of Comprehensive Income

LKR
2021

2022

2023

2024

2025

2026

Revenue

115,607,469

126,574,210

148,602,943

176,537,917

213,007,782

244,425,434

Cost of Sales

(24,725,534)

(34,400,663)

(44,431,259)

(54,455,320)

(67,231,059)

(77,052,922)

90,881,935

92,173,547

104,171,684

122,082,598

145,776,724

167,372,512

Other Operating Income

3,831,102

1,348,125

1,948,125

2,548,125

3,148,125

3,748,125

Administrative Expenses

(37,816,732)

(38,225,679)

(49,743,008)

(56,115,112)

(60,803,057)

(65,203,685)

Selling and Distribution
Expenses

(31,350,930)

(23,496,861)

(25,080,894)

(27,620,624)

(30,818,366)

(33,690,396)

Finance Expenses

(5,609,082)

(2,176,431)

(1,585,872)

(1,158,322)

(878,744)

(563,715)

Profit before Tax

19,936,293

29,622,702

29,710,036

39,736,665

56,424,682

71,662,842

Income Tax Expense

(5,076,912)

(4,147,178)

(4,159,405)

(5,563,133)

(7,899,455)

(10,032,798)

Profit for the Year

14,859,381

25,475,523

25,550,631

34,173,531

48,525,227

61,630,044

Gross Profit

7.2 Statement of Financial Position
LKR
2021

2022

2023

2024

2025

2026

ASSETS
Non-Current Assets
Property, Plant and Equipment

41,625,193

35,820,682

60,223,229

50,685,276

42,647,323

207,742

107,536

21,452

-

-

-

41,832,935

35,928,218

60,244,681

50,685,276

42,647,323

32,609,370

Investment

23,000

10,023,000

20,023,000

30,023,000

40,023,000

50,023,000

Inventories

10,342,096

10,342,096

20,546,042

19,530,822

17,860,069

15,579,778

Trade and Other Receivables
Amounts Due From Related
Parties

26,906,917

29,994,782

39,621,234

45,361,297

52,855,105

59,310,787

10,965,462

9,749,316

9,749,315

9,749,315

9,749,315

9,749,315

Cash and Cash Equivalents

4,211,914

68,653,680

45,879,201

72,771,125

112,111,468

167,960,940

Total Current Assets

52,449,389

128,762,873

135,818,793

177,435,560

232,598,957

302,623,820

Total Assets

94,282,324

164,691,091

196,063,474

228,120,836

275,246,280

335,233,190

25,000,000

82,600,000

82,600,000

82,600,000

82,600,000

82,600,000

1,973,022

27,448,547

52,999,177

87,172,709

135,697,935

197,327,980

Intangible Assets
Total Non-Current Assets

32,609,370

Current Assets

EQUITY AND LIABILITIES
Equity and Reserves
Stated Capital
Retained Earnings
Revaluation Reserve

30,250,933

30,250,933

30,250,933

30,250,933

30,250,933

30,250,933

Total Equity

57,223,955

140,299,480

165,850,110

200,023,642

248,548,868

310,178,913

4,193,100
1,031,402

4,741,995
1,031,402

5,345,780
1,031,402

5,994,848
1,031,402

6,692,596
1,031,402

7,442,676
1,031,402

Non-Current Liabilities
Retirement Benefit Obligation
Deferred Tax Liability
Interest Bearing Loans and
Borrowings
Total Non-Current Liabilities
Current Liabilities
Interest Bearing Loans and
Borrowings
Trade and Other Payables
Income Tax Payable
Bank Overdraft

6,019,096

3,013,571

9,487,575

7,282,705

4,798,257

2,207,520

11,243,598

8,786,968

15,864,756

14,308,955

12,522,255

10,681,598

4,193,100

4,741,995

5,345,780

5,994,848

6,692,596

7,442,676

10,831,284
9,254,272
4,425,706
1,303,509

6,218,074
9,386,570
-

4,292,052
10,056,555
-

3,363,192
10,425,048
-

3,363,192
10,811,964
-

3,154,452
11,218,228
-

Total Current Liabilities

25,814,771

15,604,644

14,348,607

13,788,240

14,175,156

14,372,679

Total Equity and Liabilities

94,282,324

164,691,091

196,063,474

228,120,836

275,246,280

335,233,190

7.3 Statement of Cash Flow
LKR
2021

2022

2023

2024

2025

2026

19,936,293

29,622,702

29,710,036

39,736,665

56,424,682

71,662,842

Cash Flows from Operating Activities
Profit/(Loss) before Tax
Adjustments for:
Gratuity
Depreciation

510,600

548,895

603,785

649,068

697,748

750,080

11,117,815

5,804,511

9,537,953

9,537,953

10,037,953

10,037,953
-

Amortization

79,801

100,206

86,084

21,452

-

Loan Interest

3,434,575

1,364,910

56,624

-

-

-

Lease Interest

2,274,637

811,520

(2,686,712)

1,158,322

878,744

563,715

Disposal Profit

(2,771,849)

-

-

-

-

-

(536,900)

-

-

-

-

-

34,044,973

38,252,744

37,307,769

51,103,460

68,039,128

83,014,590

(819,561)

-

(10,203,947)

1,015,220

1,670,754

2,280,291

(13,446,457)

(3,087,865)

(9,626,452)

(5,740,063)

(7,493,808)

(6,455,682)

(4,927,643)

1,216,147

-

-

-

406,263

Income Tax Payable Write Back
Operating Profit before Working Capital
Changes
Working Capital Changes
Increase in Inventories
Increase in Trade and Other Receivables
Decrease/(Increase) in Amount Due From
Related Parties
Increase/(Decrease) in Trade and Other
Payables

2,715,950

132,297

669,986

368,492

386,917

Decrease in Amount Due to Related Party

-

-

-

-

-

-

Cash Generated from Operating Activities

17,567,262

36,513,323

18,147,356

46,747,109

62,602,990

79,245,461

Income Tax Paid

-

(8,572,884)

(4,159,405)

(5,563,133)

(7,899,455)

(10,032,798)

Gratuity Paid
Net Cash Generated from Operating
Activities

(228,900)

-

-

-

-

-

17,338,362

27,940,439

13,987,951

41,183,976

54,703,535

69,212,663

Cash Flows from Investing Activities
Acquisition of Property, Plant and
Equipment

(1,356,733)

-

(33,940,500)

-

(2,000,000)

-

-

-

-

-

-

-

(10,000,000)

(10,000,000)

(10,000,000)

(10,000,000)

(10,000,000)

Acquisition of Intangible Assets
FD Investments
Disposal Proceed of Property, Plant and
Equipment

2,771,849

-

-

-

-

-

Net Cash Generated from/(Used in)
Investing Activities

1,415,116

(10,000,000)

(43,940,500)

(10,000,000)

(12,000,000)

(10,000,000)

-

Cash Flows from Financing Activities
Loans Obtained

21,852,519

-

16,815,960

-

-

Loans Repayment

(28,928,829)

(2,676,000)

(878,000)

-

-

-

Lease Rental Paid

(6,597,713)

(5,754,252)

(8,703,266)

(4,292,052)

(3,363,192)

(3,363,192)

Loan Interest

(3,434,575)

(1,364,910)

(56,624)

-

-

-

7,500,000

57,600,000

-

-

-

-

(9,608,595)

47,804,838

7,178,070

(4,292,052)

(3,363,192)

(3,363,192)

9,144,883

65,745,277

(22,774,479)

26,891,925

39,340,343

55,849,471

(6,236,479)

2,908,404

68,653,681

45,879,202

72,771,126

112,111,469

2,908,404

68,653,681

45,879,202

72,771,126

112,111,469

167,960,941

Share Issued Received From Cash
Net Cash Used in Financing Activities
Net Cash Generated from/(Used in) Cash
and Cash Equivalents
Cash and Cash Equivalents at the
Beginning of the Year
Cash and Cash Equivalents at the End of
the Year

7.4 Financial Ratios
Financial Ratios

2022

2023

2024

2025

2026

Revenue Growth

9%

17%

19%

21%

15%

Gross Profit (GP) Margin

73%

70%

69%

68%

68%

GP growth

1%

13%

17%

19%

15%

Net Profit (NP) Margin

20%

17%

19%

23%

25%

EBITDA Margin

28%

26%

28%

31%

33%

Return on Equity (ROE)

21%

18%

20%

23%

23%

Net Asset Value per share (LKR)

2.81

3.32

4.00

4.97

6.20

Earnings/ (loss) per share (LKR)

0.51

0.51

0.68

0.97

1.23

Debt/ Equity

7%

8%

5%

3%

2%

8.0 THE TEAM
Rohan Senewiratne – Founder| Managing Director
A veteran in the Sri Lankan capital markets industry with three decades of experience across
Regulatory Organizations (Securities and Exchange Commission of Sri Lanka and the Colombo Stock
Exchange) and market intermediary institutions (Securities Brokerage Firms and Unit Trusts) in his
career. Rohan is a Director / Shareholder of ACP, with corporate experience across multiple
industries and institutions.
Rohan joined the capital markets industry in 1992 as a Management Trainee of the Colombo Stock
Exchange. In 1994, he joined Lanka Securities (Pvt) Limited (a joint venture stockbroking firm
between Bank of Ceylon and Merchant Bank of Sri Lanka) as an Investment Advisor and rose to the
level of Director Sales in 2001. In 2003, he joined Lanka ORIX Securities (Pvt) Limited (former
subsidiary of Lanka ORIX Leasing Company PLC) as an Executive Director. During his career in
stockbroking, he has successfully structured many strategic transactions (listed and unlisted) and has
offered investment advice to clients ranging from local retail investors to global foreign funds
functioning in Frontier Markets sphere.
In 2008 Rohan joined the Global Service Delivery Centre of HSBC in Colombo, its Hedge Funds and
Traditional Funds Administration division as Vice President Operations and subsequently rose to the
level of VP / Country Head, HSBC Securities Services COE Colombo in 2011.
Rohan joined the capital markets regulator, Securities and Exchange Commission of Sri Lanka as
Consultant - Special Projects in 2013. He was instrumental in development and implementation of
the first ever USD denominated investment product in the Sri Lankan capital market (Dollar Bond
Fund Unit Trusts) during his tenure at SEC.
Rohan is a Graduate / Passed Finalist of Association of Business Executives UK and also graduated
with a Master’s Degree in Business Administration from University of Wales in 2008.
Chandana Wijesundara – Vice President – Investment Banking
After completing a successful career spanning over 9 years at the Colombo Stock Exchange (CSE),
Chandana joined Atarah Capital Partners in February 2020. His experience encompasses Corporate
Finance / Investment Banking, complemented with vast experience on end-to-end process of public
listing of securities gained whilst holding key responsibilities at the Listings Division of the CSE. He
was a member of the regulatory teams that launched the Multi Currency Board and the Empower
Board (for SME’s) as listing platforms and has been involved in many other regulatory process
implementations and revisions with ample exposure to capital market related practices, laws and
regulations. He has been a key resource person representing CSE at various forums conducted to
promote listing of securities amongst prospective issuers.
Chandana also possesses hands on experience in Financial Reporting and Auditing where he carried
out numerous tasks during statutory audits at Ernst & Young for over 3 years. Formally qualified with
a Bachelor of Business Management (Finance) Special Degree (2nd Lower) from University of
Kelaniya Sri Lanka, Chandana is also an Affiliate of Association of Chartered Certified Accountants
(ACCA) UK.

9.0 DISCLAIMER
Valuation model of this report has been prepared by ACP based on the analysis of historical financial
statements, both audited [FY2017 – FY2021] and unaudited [Interim accounts as at 30th September
2020] of Exterminators Limited and the future plans provided by the management of the Company.
The financial forecasts are based on several assumptions and judgements of significance subjectivity.
Therefore, such information should not be considered as a guarantee or representation, expressed
or implied of the future achievements of the Company and are subject to change according to the
Company’s ability to execute its business plans and may vary depending on the macro-economic
conditions prevailing time-to-time.
ACP’s independent verifications were limited to analysis of historical financial statements of the
Company, present operational structure and use of professional judgement as regard to the
assumptions disclosed under section of ‘Discounted cash flows’. Forecasted results and assumptions
have been discussed with the management of EXT and assumptions used has been compared with
the past trends and macro-economic factors to the extent of availability of such information. ACP has
made inquiries with the management on future plans in place to achieve the expected results.
ACP assumes no responsibility over the omission of information furnished by the Company. The
industry information included in this report is based on external information sources mentioned
therein and ACP has not independently verified such information.
Accordingly, the information and results should not be considered as a representation made by ACP
and does not by any mean is a guarantee of future achievements of the Company. ACP does not
accept any liability of a loss incurred by any person by acting or not acting based on the information
presented in this Report. The recipients of this report are expected to make their own analysis and
judgments considering the historical financial information and macro-economic factors that could
affect the present and future operations of the Company.
The value recommendation provided in this report is valid for a period of 3 months from the date of
the prospectus, provided no material changes are taking place in the Company’s operating
environment during the aforesaid period.
We also confirm that we are neither a related party of EXT as defined in Sri Lanka Accounting
Standards, nor has a significant interest or financial connection with the Company.
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