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CHEVRON LUBRICANTS 

LANKA 

INTERIM UPDATE 2QFY11 

Chevron Lanka Lubricant is a 51% owned subsidiary of Chevron 

Corporation (formally known as Chevron Texaco Corporation) which has 

business activities in relation to the oil and natural gas industry including, 

exploration, production, refining, marketing & sales and power 

generation. Chevron Corporation has been ranked 16
th
 in the list of top 

20 powerful entities in Sri Lanka by business today magazine(Nov 2010 

edition). 

LLUB With A Renowned History In Paying High Dividends, during 

FY10 company paid LKR1,470mn as dividends which is a payout of 98% 

opposed to 96% dividend payout in FY09(LLUB paid LKR1440mn 

dividends in FY09). Going forward we do not expect a drastic change in 

company‟s dividend policy. Hence, LLUB would definitely find its way to 

an equity portfolio based on recurring income in terms of mammoth 

dividends. 

Sri Lankan lubricant market witnesses an annual growth of 6% - 7%, 

as LLUB holds the largest market share, it would be able to enjoy high 

growth in sales volume going forward. Forecasted revenue for FY11 

amounts to LKR10.7bn, up by 13% YoY basis. With the increase in 

vehicle population of the country and expected growth in export 

sales(Maldives and Bangladesh), company would be able to achieve 

such growth in their top line.  

We improve our Forecast for FY11E earnings to achieve LKR 

1,876.6mn whilst FY12E earnings would be to the tune of 

LKR2,128.4mn. Considering the macroeconomic outlook in the country 

and correlating it with the lubricant consumption we improve our forecast 

and maintain LLUB as BUY. 
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Dominant Player in Domestic Lubricant 

market…………. 

Chevron Lanka Lubricant is a 51% owned subsidiary of Chevron 

Corporation (formally known as Chevron Texaco Corporation) which has 

business activities in relation to the oil and natural gas industry including, 

exploration, production, refining, marketing & sales and power 

generation. Chevron Corporation has been ranked 16
th
 in the list of top 

20 powerful entities in Sri Lanka by business today magazine (Nov 2010 

edition). 

Lubricant operation of Sri Lanka was separated from state by 

incorporating Lanka Lubricants Limited as an initiative to privatize state 

own entities. Accordingly in 14th July 1994 a MoU was signed between   

Sri Lankan government and Caltex Ceylon that resulted in 51% stake in 

Lanka Lubricants Limited being transferred to Caltex Ceylon.  

Consequently the ownership of the three acre lubricant blending plant at 

kolonnawa was also transferred to Caltex Ceylon. The company was 

given exclusive rights to import lubricant products till 1997 and 

manufacture lubricant related products till July 2004. Thereafter in 1995 

government disposed the remaining 49% of LLUB to the public and 

consequently the company became quoted in Colombo Stock Exchange 

in October 1996.     

LLUB, the leader in the local Lubricant market, is involved in 

manufacturing, importing, distributing & marketing of different 

types of oils and greases. Company, houses a wide range of products 

under four reputed brand names Caltex, Havoline, Delo and Lanka. Over 

90% of products marketed by LLUB are manufactured at the state of the 

art production plant in Kolonnawa, where the packed and canned 

lubricants are transported to the warehouse in Kelaniya.   

Chevron products are available island-wide, through its distribution 

channels, via Caltex Express Lube, Star Lube and Delo service centers. 

Furthermore, the Chevron products are also sold at Caltex oil marts and 

island wide high street outlets. 
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Quarterly Financial Performance 

 

 

 

 

 

 

 

 

 

 

2QFY11 EARNINGS REMAIN FLAT 

REGARDLESS OF INFLATING BASE OIL 

PRICES………… 

Top line of LLUB increased from LKR4, 582.6mn to LKR4, 981.5mn 

mainly on account rise in lubricant demand in the domestic market 

coupled with increase in Lubricant prices. Demand for lubricants is highly 

correlated with the total vehicles population in the country.  

Sri Lanka witnessed staggering growth in vehicles registrations during 

last year owing to sudden reduction in vehicle imports taxes and 

economic developments taking place around the country. Vehicle 

registrations in the country increased by 65% during first five months in 

the 2011 in comparison to same period in 2010.  

Furthermore during the period under review LLUB increased their prices 

across the board circa 10%. This was primarily owing to match the 

increasing Base oil prices in the world market. There was some supply 

side shortage persisted in the Base oil market that result in Base oil 

prices to move upwards during the last couple of months. 

LLUB cost of sales includes mainly the cost of raw materials which are 

being used for the production of Lubricants. Lubricants are manufactured 

using a combination of base oils and other additives. Some additives are 

primarily used to enhance the performance of base oil and which are 

used to manufacture multiple varieties of products in Chevron. In 

2QFY11 cost of sales depicts 14% growth, which was majorly on 

account of hike in Base oil prices in the world market.  
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Gross profit depicts slight increase of 3% amidst increase in raw material 

acquisition cost. Nevertheless the gross profit margin in 2QFY11 has 

dropped from 34% to 31% in comparison to corresponding previous 

quarter. Other operating income has increased from LKR0.13mn to 

LKR5.15mn due to sale of few vehicles in the company.  

During the period under review LLUB has reclassified some IT related 

expenses under the Distribution cost as well as Administration cost 

which was previously classified in Cost of Sales. That has led the 

distribution cost to increase from LKR83.0mn to LKR96.2mn and 

Administration cost to climb up from LKR80.7mn to LKR112.5mn, 

depicting a growth of 40%. Furthermore outstanding advertising 

campaign carried out by the company has also contributed for the 

substantial increase in distribution cost. 

Increase in operating expenses has adversely impacted on the operating 

profit to dip slightly by 3% to record LKR584.3mn as opposed to previous 

year figure of LKR604.8mn. Finance income of LKR18.5mn in 2QFY10 

has turned into a finance expense of LKR3.2mn during the period under 

review primarily on account of rolling out funds to acquire raw materials. 

The hike in finance expenses coupled with rise in raw material costs and 

operating expenses has resulted in Profit before tax to dip by 7% to 

record LKR 581mn relative to LKR623.7mn in 2QFY10. 

Nevertheless the net earnings has improved slightly to record 2% growth 

in 2QFY11 to reach LKR422.6mn as opposed to LKR413.5mn in 

corresponding previous year, this was primarily due to reduction in 

corporate tax by the government.  

Government reduced the corporate tax rate from 35% to 28%, which 

came into effect from 1st April 2011 onwards. Irrespective of 

improvement in raw material acquisition cost brought together rise in 

operating expenses and finance expenses, the drop in corporate tax has 

driven the Lubricant giant to record a net profit of LKR422.6mn.    
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DuPont Analysis 

 

 

 

 

 

 

DU Pont analysis is carried out to analyze companies in detail purely 

from a financial perspective. It is a view of breaking down Return on 

equity(ROE) into factors that can be further analyzed. These factors are 

profitability margin, asset efficiency and financial leverage. 

 Equity multiplier 

Equity multiplier indicates how a company uses debt to finance its assets 

which is also called as the financial leverage. A high equity multiplier 

shows that company is heavily relying on debt in financing their 

business. LLUB mirrors low financial leverage with the low level of 

borrowings prevailed throughout the past. 

 FY09 shows notable increase in equity multiplier with the substantial 

increase in cash and cash equivalents. Increase in cash position was 

mainly due to delay in dividend payables during the period under review. 

In FY09 dividend payables has risen from LKR60mn to LKR780mn. 

Consequently equity multiplier dipped during FY10 from 1.83X to 1.51X 

with the diminution in cash and cash equivalents to pay off dividends.     

 

 Asset turnover 

Asset turnover would be useful in determining the amount of sales that 

are generated from the existing assets of the company.  This would 

measure the efficiency in usage of assets in the organization. Asset 

turnover of Chevron has come down to 2.16X with reduction in top line 

during FY09. During the period the lubricant consumption was highly 

affected due to adverse economic conditions prevailed in the country.  

Meanwhile, LLUB currently operates with around 90% capacity utilization 

of its blending plant at kolonnawa with a single shift, since company is 

not looking towards any new investments for capacity expansion in near 

future we do not expect significant change in Asset turnover.  
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 NP Margin 

NP margin shows marginal dip during FY10 with the increase in raw 

material acquisition cost, which was majorly shouldered by the inflating 

base oil prices in the world market. Apart from that Chevron has taken 

certain measure to restructure its costs, which has resulted positively to 

bring down its distribution cost during FY10. Interest burden has been 

declining to 103%, which is a dip of 300 basis points from FY08. 

Nevertheless, with the pressure coming from increasing raw material 

prices we expect a slight dip in Chevron NP margins, but with the growth 

in export sales coupled with improved lubricant consumption would 

neutralize the dip in NP margin. 

 ROE   

ROE has dropped by 100 basis points during FY10 to reach 67%. 

Reduction in equity multiplier and 200 basis points dip in interest burden 

has led for such a drop in ROE. Nevertheless with the improved margins 

owing to expected dip in base oil prices we anticipate the ROE to 

improve to 72% by FY11 and 73% by FY12.  

Risk Management 

 Declining market share due to increasing competition 

Chevron enjoyed monopoly status in Sri Lankan lubricant market till July 

2004 but thereafter government opened the door for other companies to 

start manufacture and sell lubricant products in the country. As a result 

Chevron market share dropped drastically and currently it remains at 

circa 65%-70%. Automobile lubricant segment is highly competitive with 

16 players, where the closest competitor being Lanka IOC, which imports 

and distributes lubricants under the “SERVO” brand. SERVO holds 

approximately 15%-20% market share while other players like Castrol, 

Mobil, Shell, Valvoline, Laugfs, Bharat Petroleum, BP and „Total‟ (which 

was recently introduced to the market by Nawaloka group) share the rest 

of the market. 

Meanwhile government expects to further widen the lubricant 

market by issuing more licenses for new entrants and it is further 

expecting to create more competition with the expectation to bring 

the price down. Taking into consideration the threats from counterparts, 

Lanka IOC can be identified as a growing threat to Chevron mainly 

because of the potential expansion in its distribution points. Ceylon 

Petroleum Corporation with its Lanka brand holds the other distribution 

avenue which targets the automotive segment, and Laugfs has legal 

rights to this channel. The combined effects would ultimately result in 

further shrinking of Chevron market share, which would impact on 

company‟s growth prospects. 
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 Product Adulteration 

Lubricant product adulteration is identified as a major risk in the industry, 

where approximately 10% of the lubricant consumption is catered by a 

gray market. Currently 12 ongoing legal cases are filed by the police 

against alleged adulterators, and it is clear that more regulatory 

intervention is required in order to handle this situation. Use of 

adulterated lubricants would cause to ruin the motor vehicle engines and 

indirectly it would cut the government revenue which has to be collected 

as corporate tax revenue. 

 Financial Risk 

Since almost all raw materials including base oil to other additives are 

imported, depreciation of rupee would lead to increase the product 

acquisition cost. In recent past local currency appreciated against US 

dollar, as a result of economical instability in US and European 

economies. Since we cannot expect a immediate recovery in western 

economies we would expect the dollar to remain at current levels, which 

would ultimately result in lower product acquisition costs for LLUB. 

Future Outlook 

Sri Lankan lubricant market witnesses an annual growth of 6% - 7%, as 

LLUB holds the largest market share, it would be able to enjoy high 

growth in sales volume going forward. Forecasted revenue for FY11 

amounts to LKR10.7bn, up by 13% YoY basis. With the increase in 

vehicle population of the country and expected growth in export 

sales(Maldives and Bangladesh), company would be able to achieve 

such growth in their top line.  

Furthermore, with the tendency of crude oil prices to dip in the world 

market due to the prevailing recession in the developed economies, we 

anticipate the Base oil prices to drop due to strong correlation between 

crude oil and base oil that would positively impact on LLUB cost 

structure. Thereby we anticipate improved margins in the company going 

forward. 

During Last year export sales to Maldives increased 24% and 

Bangladesh by 61%. Growth in fisheries, sea transportation & power 

generation on the resort islands has shouldered the growth of lubricant 

consumption in Maldives. Furthermore, going forward Chevron expects a 

growth in industrial lubricant sales in Bangladesh especially in the power 

generation sector.  

LLUB with a renowned history in paying high dividends, during 

FY10 company paid LKR1,470mn as dividends which is a payout of 

98% opposed to 96% dividend payout in FY09(LLUB paid 

LKR1440mn dividends in FY09). Going forward we do not expect a 

drastic change in company‟s dividend policy. Hence, LLUB would 

definitely find its way to an equity portfolio based on recurring income in 

terms of mammoth dividends. 
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Valuations 

We improve our Forecast for FY11E earnings to achieve LKR 

1,867.6mn whilst FY12E earnings would be to the tune of 

LKR2,128.4mn. Nevertheless with the tendency of crude oil price to dip 

in the world market, we anticipate the base oil price to be stabilized in 

mid to long term that would positively impact on LLUB earnings.    

Based on an analysis of a historic 52 week price movement, we derived 

price volatility of +/-5.8 on a mean of LKR162.00. Hence, the flux is circa 

+/-4.0%. Furthermore, if it is assumed that the same upside momentum 

is witnessed pushing the price to LKR 170.8 (from a current level of 

LKR165.00), the forward PE multiple would be 10.9X for FY11E.  The 

price of LKR 170.80 is based on an upside growth of 4% derived via the 

52 weeks standard deviation of the market price and the price of 

LKR181.50 is the highest traded price during FY11. 

 LLUB on a forecasted net profit of LKR1,876.6mn for FY11E, 

amounts to a PE multiple of 10.6X. Furthermore we expect 9.3X and 

7.8X PE on its FY12E and FY13E earnings respectively. In addition the 

counter currently trades on a PBV of 8.9X, which we anticipate to 

improve to 7.6X by the end of FY11E. As opposed to the Manufacturing 

sector PE of 15.6X and PBV of 2.7X, the counter is fairly undervalued at 

this price level. Considering the macroeconomic outlook in the country 

and correlating it with the lubricant consumption we improve our forecast 

on LLUB and thereby maintain as BUY. 

VALUATION DASHBOARD  

 

 

 

 

 

 

ASSIMILATION OF PRICE MOVEMENTS  
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Financial Summary 
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