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COLONIAL MOTORS 

INTERIM UPDATE  

Colonial Motors Plc, a 52% Owned Subsidiary of Diversified 

Conglomerate Colombo Fort Land & Building Co. Plc, primarily 

engages in the sale of motor vehicles, spare parts & repairs business.  

The 102 year old company operates with three fully owned subsidiaries 

namely KIA Motors (Lanka) Limited, Carplan Limited and Union 

Investments (Private) Limited. KIA Motors (Lanka) Limited was 

incorporated in August 2007 and it is basically imports and sell KIA motor 

vehicles. 

COLO posted whopping 1,396% growth in top line to record 

LKR1,199.4mn during 1QFY12 as opposed to LKR80.2mn in 1QFY12 

on the backdrop of reduced vehicle import tax coupled with the strong 

demand in the domestic automobile industry. 

COLO Holds the Exclusive agents for the Popular “KIA” brand of 

Vehicles Manufactured In South Korea. KIA’s Sports Utility vehicles 

(SUVs) are fast gaining market acceptance and the brand was able to 

successfully penetrate into the SUV market due to affordability and 

impressive designs. 

Company witnessed immense customer orders during FY11 and that led 

the order books to be full for the next six months. Therefore the improved 

earnings would be sustainable in going forward. Furthermore, we expect 

COLO would be able to attract substantial proportion of the remaining 

unexecuted permits and that would further strengthen the earnings of the 

company.  

We expect the forecasted FY12E earnings to remain at LKR841.7mn 

whilst FY13E earnings would reach to LKR1,232.3mn. Company has 

exceptionally outperformed in the period under consideration and we 

may expect the same performance level to persist going forward. 
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Colonial Motors writes its history book 

with impressive results in FY11 

Colonial Motors Plc, a 52% Owned Subsidiary of Diversified 

Conglomerate Colombo Fort Land & Building Co. Plc, primarily 

engages in the sale of motor vehicles, spare parts & repairs business.  

The 102 year old company operates with three fully owned subsidiaries 

namely KIA Motors (Lanka) Limited, Carplan Limited and Union 

Investments (Private) Limited. KIA Motors (Lanka) Limited was 

incorporated in August 2007 and it is basically imports and sell KIA motor 

vehicles. 

Carplan Limited was incorporated in October 1987 and it engages in 

importing and selling of motor vehicles, repair & servicing of vehicles. In 

addition the other subsidiary Union Investments Ltd, carries out 

investment activities primarily in the Colombo Stock Exchange and 

mainly focuses on the management of the investment portfolio. 

 The Century year old company operates with well diversified investment 

portfolio which covers number of sectors in the Colombo stock 

exchange. As at 31st march 2011 the total value of its investment 

portfolio has grown to LKR324.2mn as opposed to LKR309.2mn in 

corresponding quarter in the previous year.  

Considering the core business of Colonial Motors which is selling of 

motor vehicles, spare parts & repairs, it has witnessed an exponential 

growth during last year which was mainly owing to relaxation of import 

duties and taxes by the government together with improved per capita 

income in the country.  

Irrespective of the economic turnaround in the country, automotives 

sector didn’t move fast mainly due to high taxes imposed on imported 

vehicles. Considering the stagnant nature of the automotive industry 

government came up with a tax revision for all types of imported 

vehicles. In June 2009 government reduced vehicle import taxes by 

50%, this was immensely helpful for the industry to move ahead with 

strong earnings.  

COLO Holds the Exclusive agents for the Popular “KIA” brand of 

Vehicles Manufactured In South Korea. KIA’s Sports Utility vehicles 

(SUVs) are fast gaining market acceptance and the brand was able to 

successfully penetrate into the SUV market due to affordability and 

impressive designs. 

 The chief design officer in KIA, Peter Schreyer, who worked in Audi for 

25 years, joined KIA Motors Company in 2006 and changed the 

dimensions of the company to a new direction that created immense 

demand for KIA vehicles around the world. In addition, Colonial Motors 

also functions in the spare parts & vehicle repairs business, where the 

company sells TVS brake liners for Tata and Ashok Leyland busses.  
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1QFY12 Quarter Depicts Outstanding 

Performance 

COLO posted whopping 1,396% growth in top line to record 

LKR1,199.4mn during 1QFY12 as opposed to LKR80.2mn in 1QFY12 

on the backdrop of reduced vehicle import tax coupled with the strong 

demand in the domestic automobile industry. This was mainly owing to  

initiatives taken by the government to bring down the taxes on vehicle 

imports(taxes on a 1500 cc engine petrol driven car was brought down 

from around 330 percent whilst it was from 500 percent to 300 percent 

on diesel cars). This gave massive boost to the industry with more 

vehicles being imported to the country.  

New Vehicle registrations in the country 

increased by 65%........  

During first five months in the 2011 in comparison to same period in 

2010.  Meanwhile COLO was able to attract substantial proportion of the 

vehicle permits, which were issued to the government servants during 

2010. Out of the total revenue of the group circa 95% has been derived 

from the sale motor vehicles business which has been 41% to the total 

revenue in corresponding quarter in FY11. The rest is generated from 

the sale of spares & repairs business which amounts to LKR61.6mn in 

the period under consideration.  

KIA the major revenue generator……. 

Currently KIA motors operates with different brands viz, Optima, 

Sorento, Sportage, Rio etc. KIA Sportage and Sorento account for the 

majority of sales volume of the company. KIA SUVs are renowned 

among the SUV lovers in the country and currently it holds approximately 

20% market share in the domestic SUV market.   
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Penetrating into Domestic SUV market……… 

Cost of sales depicts a drastic increase in 2QFY11 from LKR50.1mn to 

LKR903.1mn portraying an increase of 1703%. This was mainly due to 

enhance in sales volumes during the period under review, but company 

was able to keep it under control with the initiatives taken to restructure 

the cost base. 

COLO has penetrated into the domestic market by introducing KIA 

vehicles at significantly reduced prices. That has been highly successful 

though it led to reduce the gross profit margin of the company. Gross 

profit margin has slightly improved from 24% to 25% on QoQ basis 

however it has dipped YoY to record a drop from 37.5% to 24.7% during 

1QFY12. Nevertheless going forward, company would be able to 

improve margins by simply skimming the prices of vehicles together with 

attaining better margins in Sale of spare parts and repairs business. 

Operating Expenses Rise with Handling More 

Volume………..   

Administrative expenses show an increase of 56% to reach LKR39mn 

mainly on account of handling more volumes. COLO witnessed an 

impressive increase in orders during the period under review that led its 

order books to be full and increase the lead time. 

 In addition COLO initiated an outstanding marketing campaign to 

penetrate into the domestic market that led the distribution cost to lift up 

from LKR11mn to LKR50mn portraying an increase of 355%. 

Irrespective of the substantial increase in operating expenses Earnings 

before interest and tax has improved by 606% to reach LKR226.5mn 

during 1QFY12. 

Improved Bank Charges Escalates Finance 

Cost……… 

Finance cost has escalated from LKR4.9mn to LKR6.9mn purely due to 

incurring bank charges and Letter of Credit (LC) commissions. With the 

staggering improvement in customer orders compared to previous year, 

COLO had to open substantial number of LCs that resulted in its finance 

cost to rise during the period under consideration.  

 Earnings depict a staggering 464% growth in 1QFY12, which was 

primarily owing to substantial increase in vehicle sales during the period 

under review. Meanwhile COLO was able to attract substantial 

proportion of vehicle permits and also company was benefited from the 

reduction in vehicle import taxes by the government.    
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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 the financial leverage. A high equity multiplier shows 

that company is heavily relying on debt in terms of financing their 

business. Equity multiplier of the company has been almost flat at 1.5X 

and 1.6X until FY09 and thereafter it has reduced in FY10 on account of 

repayment of long term borrowings. In FY10 COLO has repaid almost 

half of its long term borrowing that led its equity multiplier to come down 

from 1.6X to 1.3X. Improved sales during FY11 accumulated more cash 

in the company that assisted COLO to settle almost all of their long term 

borrowings. Minimized borrowings facilitated to bring down the equity 

multiplier from 1.3X to 1.2X in FY11.    
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 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 COLO has been continuously dipping until 2010 which was 

further supported by the revaluation of free hold land in FY10.  

 

Company has carried out a revaluation in FY10 that has increased its 

freehold land value from LKR159mn to LKR716.5mn and buildings from 

LKR67.5mn to LKR101.5mn resulting a dip of asset turnover from 0.3X 

to 0.2X. Eventually FY11 witnessed a significant hike in asset turnover 

from 0.2X to 0.9X owing to sky rocketed turnover during the period under 

review. Top line of the company increased from LKR290.1mn to 

LKR1,542.1mn during the period under consideration recording a growth 

of 432%, which mainly contributed for the sharp increase in asset 

turnover in FY11.  

 

 

 NP Margin 

 

Net profit margin has been highly volatile in the past due to unfavorable 

macroeconomic environment prevailed in the country as well as in the 

automotive industry. As a result of that COLO earnings dipped drastically 

during FY09 and NP margin turns to minus. Thereafter with the end of 

ethnic crisis followed by economic turnaround in the country, demand in 

the automotive sector improved which led to positive earnings in the 

company. 

 

With the relaxation of vehicle imported taxes by the government resulted 

a massive boost in the motor sector and it was further shouldered by 

expanded public transformation in north and east. Negative NP margin 

turned into positive 13.9% in FY10 and with the improved sales in FY11 

the NP margin further improved to 14.8%.    

 

 ROE 

ROE has been minus in FY09 owing to losses made in the period on 

account of reduced sale of vehicles on the backdrop of unfavorable 

economic circumstances prevailed in the country. Soon after the end of 

conflicts in mid 2009, Sri Lankan economy rebounded and that led to 

improved vehicle sales. Increased sales in 2010 resulted in improved 

earnings in the company and that led the equity multiplier to improve 

during FY10.  

In 2008 Colonial Motors initiated KIA Motors(Lanka) Ltd and meanwhile 

that became the main revenue generator in the company. Eventually in 

2010 government relaxed the taxes on vehicle imports that gave massive 

boost to company earnings resulted in increase of ROE from 3.7% to 

16.6%.     
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Key Risk Aspects 

 Uncertainty in regulatory environment 

 

In the past industry was highly stagnant due to the high tax rates 

prevailed in the automotive industry, thereafter the government slashed 

import duty by around 50% and that gave a boost to the industry that 

facilitated for better earnings in the industry. Nevertheless in April 2010 

government again increased the taxes but it doesn’t have any impact 

over the market segment which COLO is catering, but with the future 

developments government may increase the vehicle import taxes again 

that might negative impact on company’s future prospects. 

 

 Financial Market Risk  

The Company is exposed to future exchange rate fluctuations and 

interest rates changes. Company also exposes to foreign currency 

exposure arising out from trading activities. Depreciation of local 

currency would result in exchange loss for the company that would 

ultimately impact on firm’s earnings.   

 Increase in receivables 

During course of the business company is tended to give credits to 

customers. This would expose the company towards default risk in 

future.  

 Risks arising from economic uncertainty 

The risks that arise from the changes in the economic environment could 

possibly affect the Company adversely. The Group is highly sensitive to 

interest rate changes as it could impact the demand for vehicles due to 

high cost of financing and increase the cost of borrowings due to higher 

level of borrowing it has on its capital structure.  

 

 Risks arising from sudden changes in the industry. 

Industry risks arise from sudden changes within each industry. These 

could be driven by new customer trends and new or alternative products 

into the market. With a view to minimizing these risks, the Company 

closely monitors developments in its business domain including 

competitor strategies and promptly develops counter strategies as 

necessary. 

 

 Disruptions in global automobile freight shipping channels. 

 

Global freight forwarding channels can be interrupted due to several 

reasons including changes in weather patterns, political unrests, issues 

in shipping lines etc. Thereby such issues would negatively impact on 

continues supply of pre ordered vehicles. Furthermore delays in vehicle 

clearance in the harbor would also be identified as a risk factor, which 

can disturb the continuous flow of business activities.   
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Future Outlook 

With the reduction of vehicle import duties, number of vehicles imported 

to the country massively increased and ultimately it came to an 

uncontrollable level. Thereafter on 24th April 2011 government increased 

the taxes for petrol cars below 1000cc from 95% to 120% while taxes on 

vehicle from 1000 to 1600 cc increased from 119% to 128%. 

Nevertheless, Colonial Motors does not have any impact from the 

change in tax rules sine COLO does not cater to the affected market 

segments.  

Company witnessed immense customer orders during FY11 and that led 

the order books to be full for the next six months. Therefore the improved 

earnings would be sustainable in going forward. Furthermore, we expect 

COLO would be able to attract substantial proportion of the remaining 

unexecuted permits and that would further strengthen the earnings of the 

company. Though the sale of vehicles would not be sustainable long 

term, sale of spares and repairs would kick-in in two to three years time 

and that would shoulder the margins of the company.  

Colonial Motors is one of the key distributors of Tata, Leyland and TVS 

spare parts and the performance of spare parts business for the quarter 

is impressive due to outstanding growth in the domestic public 

passenger transportation industry. The growth in the industry was 

majorly bolstered by the reopening of North and East road network to the 

rest of the island together with overall improvement of economic 

activities in the country. In addition with the improved earnings we 

anticipate significant amount of cash accumulated in the company, 

COLO may look for potential strategic investments that would further 

enhance the value of the company. 

Valuation 

We expect the forecasted FY12E earnings to remain at LKR841.7mn 

whilst FY13E earnings would reach to LKR1,232.3mn. Company has 

exceptionally outperformed in the period under consideration and we 

may expect the same performance level to persist going forward. 

According to the available information more than 2/3 of permits holders 

have not used their permits up to now and if the company would be able 

to attract the larger proportion remaining permits this would generate 

significant revenue for the company.   

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

price volatility of +/-62.0 on a mean of LKR289.24. Hence, the flux is 

circa +/-21.4%. Furthermore, if it is assumed that the same upside 

momentum is witnessed pushing the price to LKR579.23 (from a current 

level of LKR477.00), the forward PE multiple would be 6.3X for FY12E.  

The price of LKR530.00 is based on an upside growth of 21.4% derived 

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

LKR530.00 is the highest traded price during FY11. 
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Currently trade on low multiples relative to 

sector and overall market…………. 

COLO on a forecasted net profit of LKR841.7mn for FY12E, amounts 

to a PE multiple of 5.2X. Furthermore we expect 3.5X PE on its FY13E 

earnings. In addition the counter currently trades on a PBV of 1.9X, 

which we anticipate would improve to 1.4X by the end of FY12E. As 

opposed to the Motor sector PE of 8.4X and PBV of 3.4X. 
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