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Date: 2~ April 2009
Chevron
Lubricants Rebound in Gross Margins Expected.
Lanka
RecomBmue;dation @ Since our last report in 12t October 2008, the share price has
appreciated by 3.6% and if we consider the dividend income
-[ilft(JeBr of Rs.3.5 during this period the total return from the counter

during the period was 7%. During the same period, the
Share Price*

Rs 106.75 ASPI fell by 17.5%.
S. .
Market Cap* @ The gross profit for the period ended was Rs.2,094 million
Rs.6,405,000,192 which is a drop of 8%YoY, while the Gross Margin also fell
52 Week High* to 24% from last year’s Gross Margin of 26%.
Rs.118.00 € In the final quarter the gross profit saw a 57%YoY drop,
ASPI* while the gross margin dropped significantly to 13% from
1,636.33 last years gross margin of 29%.
€ The main reason for the significant drop in the gross profit
& P 8 P
MPI*
1722.92 margin was the increase in the base oil prices in the 3Q&
4Q of 2008. However with the reduction in the base oil
Si Analyflt. prices the company expects that the gross profit margins
innapandiyan
Sivakumaran would return back to the previous level of 20%-25%.
* ur month forward target price is Rs. and with a
CSE DATA a at 200 @®  Our 12 h f d target price is Rs.109 and with
April 2009 projected DPS of Rs.12.25 for FY 2009. These targets are

based on conservative assumptions and as such we are

maintaining our BUY recommendation on LLUB
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LLUB Price/Volume Chart
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In our last report on LLUB released on 12t October 2008, we recommended a BUY on LLUB
when the share was trading at Rs. 103 and ASPI was at 1983.58 points. Since then the LLUB share
price has increased by 3.6% and the ASPI has decreased by 17.5%.

During this period LLUB paid their 38 & 4 Interim dividends of Rs.2.00 per share and

Rs.1.50 per share. Therefore during this period an investor would have received a total return of

7%.
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% Change in LLUB share price and ASPI since our last BUY
recommendation on 12th October 2008
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2008 Results review

For the year ended 31t December 2008 the company’s revenue rose by 3 % YoY to Rs.8,
900 million. The gross profit for the period ended was Rs.2, 094 million which is a drop of 8%
YoY, while the Gross Margin also fell to 24% from last year’s Gross Margin of 26%.

The operating profit for the year ended decreased by 14% YoY to reach Rs.1, 385 million.
The EBIT margin for the FY 2008 was 16%, whilst in 2007 the EBIT margin was 19%.

Overall the net profit recorded by the company for the year ended 31st December 2008

was Rs.948 million, which is a decline of 12% YoY. The net profit margin of the company also

decreased to 11% from 12%.
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2004 2005 2006 2007 2008
m GP Margin 29% 26% 24% 26% 24%
m OP Margin 18% 17% 16% 19% 16%
m NP Margin 14% 13% 10% 12% 11%

Recent Results

Performance for the three months ended 315t December 2008

For the quarter ended 31%t December 2008 the company’s revenue fell by 2% YoY to
reach Rs.2,049 million. The gross profit for the period, was Rs.259 million. The gross profit for
the period exhibited a 57% YoY drop, while the gross margin dropped significantly to 13%
from last years gross margin of 29%. The main reason for the significant drop in the gross profit
margin was the increase in the base oil prices in the 3Q& 4Q of 2008. However with the
reduction in the base oil prices the company expects that the gross profit margins would return

back to the previous level of 20%-25%.
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Ending months of speculation, the company was able to obtain the Cabinet approval to
renew the land lease agreement for further five years for the land on which the blending plant is
located and by signing a new lease agreement with the Ceylon Petroleum Storage Terminals

Ltd (CPSTL) as the existing agreement will expire in July 2009.

The operating profit for the three months ended 31t December, fell by 82%YoY to reach
Rs.78 million. The operating profit margin for the period was 4%. The Administrative expenses
witnessed a marginal drop from the previous year, and stood at Rs.80 million while

Distribution expenses rose to Rs.101 million.

LLUB'’s net profit for the 4Q2008 ended fell by 90%YoY, to reach Rs.32 million. This

represented a net profit margin of 1.5%,which is a drop from previous year’s margin of 14%.

Performance of margins
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Performance comparison of key indicators from the previous year
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Valuation

Our base
We have

that poin

case valuation for LLUB as in our last report is based on Discounted Cash Flow valuation.
projected specific cash flows up to 2015 and taking a terminal growth rate of 11% from

t. Although the recent gross profit margins have dropped due to increased base oil prices,

the company is expected to improve its gross profit margins with falling base oil prices and

therefore

the forecast gross profit margin is 25%. Therefore our new target price for LLUB is Rs

109.00. The forecast DPS is expected to be Rs.12.25.
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New DCF Sensitivity table

Sensitivity of DCF valuation
WACC
% 21% 22% 23% 24% 25% 26%
<= -1% 93 87 82 78 74 70
S 5% 106 98 91 86 81 77
T‘: 8% 117 107 98 92 86 81
§ 11% 135 121 109 102 94 87
@ 13% 155 136 119 111 101 93
15% 188 158 136 124 111 101
Forecast
18,000 -
= 16,000 -
S 14,000 4
= 12,000
= 10,000
= 3,000 -
6,000 -
4,000
2,000
ﬂ. .
2005 2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E
e EPS (Rs.) 1167 1345 17.97 1580 1731 19.05 2089 2361 2640 2045 3280
——Operating income (Rs. millions) | 943 1,227 1,606 1,385 1,554 1,655 1,795 2000 2,228 2430 2,759
—— Netincome (Rs.millions) 700 807 1,078 948 1,039 1,143 1254 1416 1584 1,767 1,968
Sales (Rs.millions) 5560 7,694 8,654 8,900 9,434 10,000 10,800 11,988 13,307 14,771 16,396
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Company Forecasts

Income Statement (Rs. milfions) 000 2002 2003 2004 2005 2006 2007 2008 2009 2010E  2011E
Revenus I 39 ANd4 o 4hde BAE0 TR Bgad  BOO0 9434 10000 10800
Yo% 12% 12% 7% 8% 2% 38% 12% T 6% 6% 8%
C0G3 20 2403 27y 328 4083 5@A8 G360 GR0E 707G 7A00 8100
Gross profit 1282 509 1469 437 472 1836 2286 2004 2350 2500 2700
Gl 36% 9% 35% 28% 26% 24% 26% My W% % 2%
Total operating expenses 595 487 i1 503 529 610 680 109 804 845 905
Operating profit 67 1042 958 id W3 1221 1606 1385 154 1655 1795
Yo% 2% B 15k 16% 30% e % 12% 6% 8%
Pre-tax profit 76 1218 1186 892 04 1246 1658 1483 1808 170 1900
TiX ExpEnsE 5 406 32 245 284 43 580 i3 5 ili i1
Tay rates 40% 33% 0% 7% 0% 3% 30% W W M 3%
Ngt profit 431 2 834 647 700 a7 1078 48 1030 143 1244
Yo% 8% B 2% 8% 15% e 1% 0% 0% 10%
Shares outstanding Bl Bl fil il fil ill fil ill ill fil il
(Grosa dlvidends 2 369 B0 2040 i 510 il B30 73 800 877
EPS (Basic unajusted) 906 2706 1380 1078 MAET 1345 17AT 18B0 73 1908 2089
EPS (adjusted) 803 1353 1390 1078 167 1345 1797 1580 17 1905 2089
DS (unadjusted) 760 1230 1A 300 975 950 1250 1080 1235 13 1482
OPS (adjusted) 3480 615 1150 3400 075 050 1250 10480 1225 13 1462
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5 Floor, Millennium House, 46/58 Nawam Mawatha, Colombo 2, Sri Lanka
Tel: +94 11 231 7766, Fax: +94 11 231 7788, Email: general@capitalalliance.lk

For further information, please contact:

Lakshan Algama Perera: +94 777 447 407 Dumindu Silva: +94 11 2317753

Harsha Gunawardena: +94 11 231 7716 Milindu Arumawadu: +94 77 359 3044

K. H. R. Thilakarathna: +94 11 231 7752 Chanaka Sanoj: +94 11 231 7755

W. A Susantha: +94 112 317757 Lulith Karunaratne (Matara) : +94 41 439 0610
Milanka Induruwage: +94 777 261 893 Inok Wijesuriya (Matara):+94 41 439 0610
Sandeep Fernando: +94 11 231 7716 B. Mugundan ( Jaffna): +94 21 459 1111
Husna Rafeek: +94 11 231 7722 T. Dananjaya( Negombo) : +94 31 222 7843
Mangala Perera: +94 11 231 7717 Sanathana Perera: +94 112 317742

The analyst responsible for producing the report does not work for Capital Alliance Securities (Private) Ltd. This report has been produced
as part of an outsourced research relationship with a specialized research company engaged by Capital Alliance Securities (Private) Ltd.
This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources,
believed to be reliable. Capital Alliance Securities (Private) Limited however does not warrant its completeness or accuracy. Opinions and
estimates given constitute a judgment as of the date of the material and are subject to change without notice. This report is not intended as
an offer or solicitation for the purchase or sale of any financial instrument. The recipient of this report must make their own independent
decision regarding any securities, investments or financial instruments mentioned herein. Securities or financial instruments mentioned
may not be suitable to all investors. Capital Alliance Securities (Private) Limited it's directors, officers, consultants, employees, outsourced
research providers associates or business partner, will not be responsible, for any claims damages, compensation, suits, damages, loss,
costs, charges, expenses, outgoing or payments including attorney’s fees which recipients of the reports suffers or incurs directly or
indirectly arising out actions taken as a result of this report. This report is for the use of the intended recipient only. Access, disclosure,

copying, distribution or reliance on any of it by anyone else is prohibited and may be a criminal offence.
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