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Management Discussion & Analysis

Browns Investments PLC is a subsidiary and the strategic
investment vehicle of Brown and Company PLC. Taprobane
Holdings PLC is also a major shareholder. The strategic
investments the company makes are in line with the vision
of the company to have a presence in emerging or sunshine
industries that are expected to lead national growth. Some
of the investments the company has made are passive,
while it takes an active management interest in others. As
at the end of March 2012, Browns Investments PLC have a
presence in plantations, agri-business, leisure, construction,
entertainment, and manufacturing. It also manages an equity
portfolio valued at over Rs.1 billion.

In the year under review, the company consolidated its
investments with emphasis on development of its active
holdings, while making strategic acquisitions that expanded
the Group's footprint in key areas. Group profit after tax for
the year was Rs.2,588 million compared to the profit after tax
of Rs.2,103 million for the previous year. This is explained
further in Notes to the Accounts on page 44. The tempered
growth of the company compared to previous years is also
due to the emphasis on consolidation of investments made,
with several projects currently under development and due to
become operational in the next few years.

During the year, Browns Investments PLC issued 50 million
shares at Rs. 5/- a share in an Initial Public Offer, raising Rs.
250 million.

Plantations
Browns Investments PLC has interests in the plantation
sector through Free Lanka Capital Holdings PLC (FLCH).

» Free Lanka Capital Holdings PLC

FLCH is the holding company for Pussellawa and Maturata
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Plantations — a joint venture between Browns Investments
PLC and Perpetual Holdings (Pvt) Limited. The two plantation
companies manage thirty one tea estates and nine rubber
estates — a total of 18,841 acres under tea, producing 13.5
million kilos, 13,620 acres under rubber, producing 3.6 million
kilos, 635 acres under coconut, and 7,776 acres under other
crops, including timber. Pussellawa Plantations also manages
two green tea factories. There are synergies between
management of these estates and the Plantation Support
Services division of Browns, which supplies the plantation
sector with related machinery, technical support and services
as well as supply of fertilizer and crop care products from
group company Agstar Fertilizers PLC.

The year under review was a challenging one for the plantation
sector, following a 27% increase in plantation sector wages,
which in turn affected costs of production on the estates.
Average tea prices in 2011 also dipped slightly to US$ 3.17 a
kilogram, from over US$ 3.31 per kilogram the previous year,
while output also dipped marginally from 326 million kilos to
325 million kilos of black tea for the same period. There was
also a loss of traditional markets in the Middle East due to the
turmoil of the Arab Spring during the year that affected sales.
Rubber however, continued to perform well, with production
increasing by 3.2% to 157.9 million kilos in 2011, while the




average price of rubber sheets in 2011 was Rs. 517 per kilo of
RSS1, driven by favourable weather conditions.

The challenging market conditions were reflected in earnings
during the year. Free Lanka Capital Holdings PLC posted
a turnover of Rs. 5.5 billion in the current financial year as
against Rs. 6.5 billion the previous year, while profitability also
saw a change from Rs.1.2 billion in 2010/11 to Rs. 363 million
in the year under review. Looking ahead, FLCH will undertake
further planting in rubber and cinnamon. Rubber prices have
remained strong as compared to tea, and companies that
have sufficiently diversified into rubber have shown marginal
profitability in a difficult year. The company also achieved
Ethical Tea Partnership Certification for its Hellbodde and
Rothschild Estates during the year.

The company also leveraged on the assets available on the
estates and developed a hydropower plant to supply electricity
to the national grid. Currently, 3.2 MW or 5,368,415 KWh of
electricity is being generated, and this is to be increased to 16
MW over the next four years.

Agri-Business

Browns Investments PLC together with LOLC PLC and
the Sierra Group, hold over 80% of Agstar Fertilizers PLC,
a mid-sized company in the local agri-business industry.
Agstar Fertilizers PLC supply straight and blended fertilizers,
crop care products and planting material to the agriculture
community. With this acquisition, the Browns group is
uniquely positioned to offer a complete range of agricultural
products and services to customers, from seeds, crop-care
and fertilizers, to tractors and agri-machinery, to micro-finance
through LOLC PLC.

In the year under review, the company expanded its product

The investment in Agstar
Fertilizers by Browns Investments
synchronizes perfectly with Brown
& Company's Agriculture business
resulting in the farmer having

access to a full package, of Tractors
& Equipment, Fertilizers, Crop care
& Planting Material. Lanka Orix
Leasing Company is on hand to
provide the required financing.

range to include fertilizers for chilli and maize varieties, with
plans for different blends of fertilizer based on soil and crop
type. Agstar Fertilizers PLC also had a Private Placement of
Rs. 1 billion in the financial year under review.

Some of the challenges facing the business in the year
ahead are delays in the release of fertilizer subsidies for the
sector, as well as a need to improve agricultural practices
and distribution of agricultural produce from farm-gate to
cities. However, the agriculture sector offers tremendous
opportunity for growth, with the clearing up of new agricultural
lands in the North and East of Sri Lanka following the end of
the war. Browns, with its wide range of agricultural products
and services is well positioned to meet this demand. During
the year under review, Agstar Fertilizers PLC was listed on
the Colombo Stock Exchange.
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Browns Investments’s investment
in LOLC Leisure along with its

construction of a Hotel in Kosgoda
gives it a significant presence in
the Leisure Sector in Sri Lanka.

The company which was incorporated in 2003 with an asset
base of Rs. 38 million now boasts of a net asset position of
Rs. 1.9 billion. The company earned a profit before tax of Rs.
314 million for the year.

Leisure

The company has made significant investments in the
leisure sector with the acquisition of select new properties,
as the country’s tourism industry grows rapidly. Sri Lanka
recorded the highest number of tourist arrivals in 2011 of
855,975 tourists, a 30.8% increase over the previous year.
Earnings from tourism were also up by 44.2% to US$830
million in 2011, with targets of 2.5 million tourists by 2016.
Infrastructure development has also been fast-tracked in
key tourist destinations across the island, including the
development of the road and highway network. The industry
has benefitted from the positive political climate in Sri Lanka
following the end of the war, as well as growing recognition of
the island as an attractive holiday destination. In the medium
to long term, Browns is poised to meet the growing demand
for top quality hotels.

Browns Investments PLC currently holds a 30% stake in
LOLC Leisure Ltd the managing company for leading resorts
Palm Garden, Riverina, Tropical Villas and Eden while the
company acquired Dickwella Resort and Spa during the year.

Segment Revenue - Group

B Tea 52.83% |
B Rubber 21.23%
Investments 10.51%
B Porcelain 9.42%
B Leisure 3.53%
Construction 1.15%
MW Hydro Power 0.75%
Coconut 0.13%
W Others 0.46%

This unique property, which is surrounded by the sea on three
sides, will be developed and upgraded over the next few
years. These properties together, account for the highest
number of rooms on the Southern coast. Eden is currently
operational, while an extensive renovation is underway to
combine the other three adjacent properties into a single 500
room hotel. This also includes long-term plans for residential
condominiums. Browns has invested Rs. 1.18 billion in this
venture with LOLC Leisure Ltd.

Browns Investments PLC has commenced construction of
a star class hotel in Kosgoda. The location for the hotel is
considered advantageous as it is surrounded by water bodies
on two sides, and is also situated close to a turtle hatchery
that is a tourist draw card. The company has obtained
approval for a 150 room hotel on four or five star basis, and
are negotiating with an international hotel chain to manage
the property. Construction of the hotel which began in April
2012 is to be completed in 18 months, in time for the winter
tourist season in 2014.

Browns Investments PLC



Browns Investments PLC is also in the process of obtaining
the necessary approvals for two boutique hotels on estates
in Maturata and Pussellawa Plantations, managed by Free
Lanka Capital Holdings PLC.

Construction

Browns Investments PLC and LOLC PLC hold a 10% stake
each in Sierra Constructions (Pvt) Ltd respectively, as well
as a 10% stake each in Sierra Holdings (Pvt) Ltd, with the
balance held by individuals. The Sierra group has become
well known in Sri Lanka for its high quality engineering and
construction work, its expertise and reliability. The group
also has businesses in India, Maldives, Qatar, Saudi Arabia
and Australia. The investment in the Sierra group has been a
passive one for Browns, although it did assist the company
with management support during the year under review. There
are also synergies that can be achieved between the two
companies, with Sierra Constructions (Pvt) Ltd successfully
bidding for and obtaining the contracts for construction of
some of Browns property projects.

During the year under review, Browns Investments PLC
picked up a 51% stake in Ajax Engineers (Pvt) Ltd at a cost of
Rs. 100 million. Ajax Engineers (Pvt) Ltd manufactures glass
and aluminium doors and windows. Browns will restructure
the company and strengthen its manufacturing capacity in the
near term.

A new project that is being developed is the construction
of a commercial building complex by Free Lanka Capital
Properties (Pvt) Ltd at a cost of over Rs. 625 million, in addition
to purchase of the land in Colombo 08. Free Lanka Capital
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