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DISTILLERIES COMPANY 

OF SRI LANKA 

COMPANY UPDATE  

Distilleries company of Sri Lanka(DIST:LKR171.00), a leading 

conglomerate in the country which has business operations in 

beverages, telecommunications, plantations, textiles, financial services, 

media services and automotive services segments. Distilleries group is 

amongst the top five premier blue chips in Sri Lanka in terms of its 

assets value and turnover whilst, DIST holds circa 75% market share in 

domestic hard liquor industry.  

The brewery giant’s top line has improved by staggering 

25% during FY11 owing to strong demand persisted in the domestic 

alcohol industry. Out of LKR49.8bn of gross turnover 82% was 

shouldered by the beverages segment.  

Forecast FY12E net profit to reach LKR4,758.3mn. Their core 

business operation, which is the liquor segment, is expected to grow with 

the rise in tourism, additional sales coming from North & East regions 

and the growth in disposable income would shoulder the overall growth 

in DIST. Furthermore the recovery in Lanka bell would also strengthen 

the bottom line of the group. 

DIST on a forecasted net profit of LKR4,758.3mn for FY12E, 

accounts to a PE multiple of 10.8X. Furthermore we expect 9.5X on its 

FY13E earnings. In addition the counter currently trades on a PBV of 

1.6X, which we anticipate would improve to 1.5X by the end of FY12E. 

As opposed to the Beverages sector PE of 18.4X and PBV of 4.2X, the 

counter seems fairly undervalued at this price level. Given its proven 

ability to sustain robust earnings through new acquisitions, coupled with 

the favorable macro environment and cash rich liquor business, the 

share is attractive at its present, thereby we recommend DIST as BUY. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

% chg.    1m    3m  12m 

Absolute     -5%     -6% 33% 

Avg. Daily Turnover 
(LKR mn) 

                       
56.5    

Issued Qty(mn) 300 

CDS Qty 138.6 

Market Cap (USD mn) 467.4 

market Cap (LKR bn) 51.3 

Voting (as at 31’st June 11) 
            
             % 

Milford Exports Limited 41.5 

Lanka Milk Food PLC 12.7 

Mr. Muzaffar Ali Yaseen             10.0 

Mrs. Lorraine Estelle Yaseen 7.0 

Goldman Sachs 1.7 

 Price Movement 

 Counter Performance 

 Shareholding 



 

Distilleries Company of Sri Lanka (DIST), 

moving from strength to strength………. 

Distilleries Company of Sri Lanka, a leading bluechip in the country, 

which has business operations across beverages, telecommunications, 

plantations, textiles, financial services, media services and automotive 

services segments. Distilleries group is amongst the top five in Sri Lanka 

in terms of its assets value and turnover.(Distilleries Company of Sri 

Lanka PLC, the flagship brewery company in the DCSL group was 

incorporated in 1992 when the government sold the majority stake of 

State owned distilleries Corporation.)  

Business consortium of Milford Exports (Ceylon) Ltd and Lanka Milk 

Foods PLC   bought the biggest stake from the initial offering, writing 

history books as one of largest transactions took place in the Colombo 

stock exchange.  

Spirits segment is the largest contributor to the group’s top-line 

which accounts circa 80% of the group turnover. The segment has 

three companies under its umbrella viz. Distilleries Company, Periceyl   

(Pvt) Ltd and Beruwala Distillery (Pvt) Ltd, but currently the operations of 

Beruwala Distilleries has been suspended and it has been transferred to 

the parent company(DCSL) from 01st march 2009 onwards. 

 Under the plantation arm of the DCSL group, Balangoda plantation 

operates as a subsidiary holding 43% stake whilst, Madulsima 

plantations is recognized as an associate with a 31% shareholding. 

Telecommunication segment supports the top-line as a second 

largest contributor adding 12.3% to the group performance. Lanka 

bell Ltd with its three subsidiaries, Bellvantage(Pvt) Ltd, Bell 

solutions(Pvt) Ltd and Lanka Bell services (Pvt) Ltd operate under this 

segment. Lanka bell is the largest CDMA „fixed line‟ provider in the 

country with over 1.2 million subscribers. 

DCSL diverted into financial services with the acquisition of Sri Lanka 

Insurance. However, subsequent to the transfer with the Supreme Court 

decision SLIC to the government, DCSL took strategic move to initiate 

Continental insurance. Further, the unit trust fund, National Asset 

management Ltd (NAMAL) which was under the company‟s financial 

services arm was also divested during early 2011 from the Distilleries 

Group.  

During 4QFY11 Distilleries acquired Pelwatte sugar industries PLC 

from Master Divers (Pvt) Ltd. The transaction was carried out via the 

Distilleries group 100% owned investment arm, Melstacorp (Pvt) Ltd, 

hence DIST owns 47% of Pelwatte Sugar.     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

3
 

Diversified segment of the group accounts for circa 2.6% of the 

group turnover and has a relatively diversified portfolio of 

companies which includes even some blue-chip counters. Distilleries 

holds 28% stake in Aitken Spence PLC, a blue-chip stronghold in the 

logistics & leisure industry. Furthermore Texpro Industries, which 

involves in dyeing & printing woven fabrics, functions in the group‟s 

diversified arm.  

Also Milford Holdings(Investment company), AION SG Residencies (Pvt) 

Ltd, Bogo Power (Hydro power generation), Collision Repair centre (Pvt) 

Ltd (Repairing of vehicles), Splendor Media (Pvt) Ltd(Media Buying and 

creative services) also operate under the DCSL diversified business 

segment. 

Spirits Segment 

Company with renowned history for delivering superior quality 

liquor, currently dominates the market with circa 75% share out of 

the spirits. Beverages business is the back bone of the group with 80% 

contribution towards its top-line and is led by the group‟s flagship 

Distilleries Company. In addition, Periceyl (Pvt) Ltd & Beruwala 

distilleries also function under this segment (currently operations of 

Beruwala Distilleries has been suspended and operations of the 

company has been transferred to the parent).  

Local Alcohol Market 

Local alcohol market can be broadly categorized into hard liquor and 

malt liquor, where malt liquor market is made up of beer, which even 

could be subdivided based on its alcohol percentage. Viz: less than 5% 

alcoholic percentage beer and greater than 5% alcoholic percentage 

beer. Total beer consumption accounts circa 53% of the total liquor 

consumption and hard liquor takes care of the remaining 47%.  

Considering the hard liquor consumption in Sri Lanka, 65% of the 

total hard liquor market is made up of illicit alcohol and legalized 

alcohol accounts for the remaining 35%. This situation has been a 

major threat to companies like distilleries and with more and more 

increments in alcohol consumption tax, the tendency of legalized alcohol 

consumers to shift towards to illicit alcohol is increasing. Since alcohol is 

having an inelastic demand, consumption of liquor has been consistent 

irrespective of price appreciation. However, if the price comes to 

unaffordable levels, consumers especially in rural areas may tend to 

switch to illicit alcohol. 

Looking at the hard liquor production in Sri Lanka, major proportion 

manufactured is local Arrack, and apart from that toddy and locally 

bottled foreign liquor is also produced. Arrack the most demanded 

product amongst Sri Lankan consumers, covers 42% in the overall 

alcohol market.  
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There are different types of arrack available in the country, (viz: 

Molasses arrack, coconut arrack, processed arrack and special arrack.) 

However special arrack is more preferred as opposed to others with circa 

35% contribution to the local alcohol industry. 

Currently there are 19 alcohol manufacturers in Sri Lanka where 

Distilleries stands at the top. Out of 19 players eight manufacture 

Molasses arrack, seven manufacture country made foreign liquor, four 

players produce wine and three operate in the malt liquor industry.  

Being the dominant player in Sri Lankan alcohol industry, DCSL 

holds 61% share in terms of volume of the Coconut & processed 

arrack market and 85% share in special arrack market. The country 

made foreign liquor industry is dominated by International Distilleries 

Lanka Ltd with a market share of 48% and DIST‟s fully owned subsidiary 

Periceyl (Pvt) Ltd holds circa 24% whilst other players share the rest.  

Meanwhile W. M Mendis & Company has 57% stake in Molasses arrack 

market and is one of most renowned liquor manufacturers in Sri 

Lanka.Sri Lankan beer industry is dominated by Lion Brewery Ceylon 

PLC with 83% market share, and rest is shared by few other players 

such as Asia Pacific Breweries Ltd, McCallum Breweries(Ceylon) Ltd etc.  

Sri Lankan alcohol consumption shows staggering growth during 

last year with the turnaround in the country’s macro environment. 

According to the available data, hard liquor consumption during January 

to may in 2010 increased by 14% and during the same period malt 

liquor(beer) has shown a growth of 32%. Such a growth has been 

primarily shouldered by mammoth increase in tourist arrivals to the 

island.  

Regulatory Environment 

Liquor is the second largest contributor to the government tax 

revenue, whilst the top contributor being the cigarettes. In 2009 

government received LKR28.6 bn from liquor, however in 2010, during 

the first ten months government was able to collect LKR29.3bn as liquor 

tax. That comes to 16.4% of the total tax revenue of the government. 

During FY10 Distilleries paid LKR20.1bn as tax on liquor and which 

accounts circa 67% to the total liquor tax collected by the government. 

Increasing tax on alcohol is a major threat to hard liquor as well as the 

malt liquor industry. Since companies are unable to absorb the increase 

in tax, they tend to directly pass it to the consumer. This would result 

consumers with low income switching from high quality alcohol to cheap 

illicit alcohol. 65% of the local alcohol market consists of illicit alcohol and 

the increase in government taxes would further lead to widen the spread 

in the illicit alcohol market. In recent budget, government revised the duty 

structure on liquor, with effected from 23.11.2010 onwards.     
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Distilleries Group Structure 
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Distilleries Company  

Tracing back the history of the company; it was incorporated in 1913 at 

the time Excise Department of Ceylon was incorporated and in 1974 

state Distilleries Corporation was created and took over the operations of  

Excise Department of Ceylon. Thereafter in 1992 the State Distilleries 

Corporation was privatized upon a government policy on privatizing state 

owned companies. Company operates with large product portfolio 

including all types of arrack, locally manufactured foreign liquor and 

imported brands.  

Periceyl 

Periceyl (Pvt) Ltd was incorporated in 1996 as a Joint venture between 

Group Pernod Recard France and Distilleries Company. Pernod Recard 

is the world‟s co-leader in wines and spirits, which was founded in 1975. 

In year 2007 DCSL group fully acquired the Periceyl and thereafter it 

became a fully owned subsidiary of Distilleries. 

Periceyl houses renowned portfolio of brands which include Galerie 

Napoleon French Brandy, Franklin Brandy, Black Opal Arrack, Flinton 

Gin, Balmora Rum, Petroff Vodka etc. Furthermore, company also 

functions as the marketing arm of DCSL to distribute world renowned 

imported brands of Group Pernod Recard France. 

Plantation Segment  

DCSL plantation arm includes Balangoda Plantations PLC (43% owned 

subsidiary) and Madulsima Plantations PLC (31% owned associate), 

where both plantations most fertile tea and rubber estates in the island. 

The group acquired Balangoda plantations in 1997 and cultivates mainly 

mid and low grown tea spanning across Badulla and Rathnapura 

districts. 

 Balangoda plantation is managed by Stassen Exports (Pvt) Ltd and it is 

made up of 23 estates which are spread across 13,000 hectares. Out of 

that 16 are tea estates and 7 estates cultivate tea and rubber both 

together. The cultivated land consists of 5,400 hectares of tea and 1900 

hectares of rubber.  

Madulsima Plantation is also managed by the Stassen Exports (Pvt) Ltd 

and company involves in cultivation, manufacture and sale of tea. 

Madulsima plantation has eight estates in Madulsima region and four 

estates in the Bogawanthalawa region, where both regions altogether 

house 3,821 hectares of tea cultivated land.   
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Telecommunication Segment 

Lanka Bell (Pvt) Ltd functions under the telecommunications segment of 

the group, which supports 12% to the top-line of DIST. Lanka Bell was 

initiated in 1997 as a BOI venture with an investment of US $150mn and 

later on in 2005 the company was acquired by the DIST. The company 

operates with three subsidiaries viz, Lanka Bell Services, Bell Solutions 

and Bellvantage, where the Bell group provides a full range of 

telecommunication, BPO, KPO and software development services to 

variety of business and residential customers in Sri Lanka.  

Lanka bell is the largest CDMA „fixed line‟ provider in the country with 

over 1.2 million subscribers and it offers an island wide service, via its 62 

branch offices as well as with the help of distribution network of over 600 

retail outlets. Although the Lanka bell witnessed some difficult time 

period during previous year due to unfavorable macro economic 

conditions prevailed in the telecommunication industry, the company has 

shown better prospects with the recent financial results. In FY11 Lanka 

Bell group has achieved a pretax profit of LKR107.4 as opposed to loss 

of LKR798.0 in FY10. 

Financial Services Segment 

Distilleries group entered into financial services business by acquiring a 

majority stake of Sri Lanka Insurance in April 2003. Thereafter NAMAL 

Asset Management Ltd was added to the group in early 2008 acquiring 

54% stake in the company. During mid 2009 Supreme Court gave a 

decision to return Sri Lanka Insurance back to the government based on 

a fundamental rights case. Subsequent to the divestment of SLIC, DIST 

commenced operations of Continental Insurance in late 2009. 

(Continental Insurance Lanka Ltd was created with an investment of 

LKR500mn on 18
th
 December 2009 in order to fill up the gap which was 

created after transferring back the insurance venture, Sri Lanka 

Insurance (SLIC) to the government.) Currently company provides 

personalized insurance solutions for their customers under four 

categories namely, Motor insurance, Home insurance, Travel Insurance 

and Personal accident insurance. Furthermore, company also provides 

flexible and tailor made solutions to cater to the corporate insurance 

needs. 

Diversified Segment    

The segment contributes 2.5% to Distilleries group‟s revenue and it has 

ventured into business segments varying from Textiles, Land & Property, 

Power Generation, Leisure & Logistics, Automotives, Manufacturing and 

Media. The new comer to the segment was Pelwatte Sugar Industries, 

by owning a 47% stake in the company. The acquisition took place via its 

investment subsidiary Melstacorp and going forward DCSL expects to 

utilize Molasses, produced by Pelwatte Sugar for their distilling 

operations.    
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Financial Performance in FY11 

The brewery giant’s top line improved by a staggering 25% during 

FY11 owing to strong demand persisted in the domestic alcohol industry. 

Out of LKR49.8bn of its gross turnover 82% was shouldered by the 

beverage segment. Alcohol industry is identified as one with an inelastic 

demand, thereby irrespective of increase in alcohol taxes people tend to 

consume the same volume although their income levels prevail at same 

levels. Furthermore, substantial increase in tourist arrivals has further 

supported the increase in alcohol consumption in the country. From 2009 

to 2010 tourist arrivals to Sri Lanka has increased from 447,890 to 

654,477, which depicts 46% growth whilst government expects in 2011 

tourist arrivals would reach to 800,000 and this would eventually 

increase the alcohol consumption in the country. Since DIST holds circa 

75% of total hard liquor industry in the country, the growth in alcohol 

consumption during last year has enormously helped the company to 

improve its top line.     

Distilleries Company of Sri Lanka operates with three different 

types of hard liquor segments i.e. local brands, locally 

manufactured foreign liquor and imported brands. In all the 

segments company has maintained its dominance throughout the period. 

During FY11 contribution from beverages segment to the total top line 

has increased from 78.9% to 82.3%. This was mainly due to substantial 

growth in revenue from beverage segment coupled with the reduction in 

performance of plantation and telecommunication segments. 

During FY11 plantations segment which includes the Balangoda 

Plantations has contributed 5.6% of the total gross turnover of the 

group, this was opposed to 6.3% in FY10. Nevertheless the segment has 

improved their top line by 11%. The underperformance in the plantations 

segment was majorly owing to reduction in average tea prices in the Sri 

Lankan tea market.    
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Recovery of Lanka Bell strengthened the group 

bottom line……. 

Telecommunications segment of the group, which includes Lanka Bell 

Limited and its subsidiaries, has shown sluggish performance during 

FY11. The contribution to group revenue from telecommunication 

segment was 12.3% in FY10 but has dropped to 9.5% in FY11. However 

revenue from Lanka bell has dropped 4% to record LKR4.7bn during the 

period. However the last quarter performance was commendable due to 

favorable conditions prevailed in the telecommunication industry due to 

implementation of floor price rate by the regulator.  

Major Contributor to Gvt Tax Revenue……  

Out of Distilleries revenue derived from the alcohol business, 63% 

is paid to the government as turnover tax, it is to the tune of circa 

LKR26.6bn in FY11. Meanwhile consolidated cost of sales has shown 

an increase of 5% (LKR12.3bn in FY11). However, the cost of sales 

proportion to net sales has dropped from 58% to 53% during FY11. That 

clearly depicts during the period under review DIST was able to 

restructure its cost structure and remain it under control.  

With the acquisition of Pelwatte Sugar…………….. 

(Furthermore, going forward company would be able to curb the impact 

on fluctuating alcohol spirit prices in the market, which can adversely hit 

on company‟s cost structure with the acquisition of Pelwatte Sugar 

Industries.) DIST would be able to use Molasses which is a byproduct of 

the Pelwatte Sugar Industries production process. Hence, it would be a 

quality supply source of Molasses for Distilleries going forward.  

Meanwhile increase in top line coupled with maintaining cost structure at 

manageable levels has resulted in gross profit to increase from 

LKR8.4bn to LKR10.9bn, depicting a 31% gain during the period. In 

addition in FY11 DIST has achieved a gross profit margin of 47.1% as 

opposed to 41.7% in previous year. 

Exits from Health care sector, while booking 

outstanding capital gain…….. 

In early March FY11 Distilleries Group sold its 28.6% stake in Lanka 

Hospitals Corporation PLC to Fortis Global Healthcare Holdings at a 

price of LKR62.00 per share. This brought in a whopping LKR3bn gain 

for Distilleries Group. Furthermore, Distilleries sold its 68% stake in 

NAMAL Acuity Value Fund to Union Bank of Colombo Ltd at a 

consideration of LKR331.5mn. Both the above deals resulted in 

operating profit to grow by staggering 1,164%YoY to LKR5,426.6 mn in 

4QFY11. 
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Administrative expenses dipped marginally to LKR3,142.3 mn whilst 

distribution cost has dipped by 9%YoY to LKR1,823.1 mn in FY11. 

Subsequently, the operating profit during the quarter has grown by 

30.8%YoY to LKR1,405.4 mn.  

FY11 pretax profit has grown 208% YoY to 

LKR10,672 mn.  

DIST‟s finance cost dipped by 33%YoY to LKR381.7 mn in FY11 owing 

to reduced borrowing and low interest rates. During the period under 

review Group‟s long term borrowings dipped from LKR1,025.4mn to 

LKR773.1mn depicting a 25% dip. Further, the share of profit from 

associates has increased by 119%YoY to LKR668.8 mn largely on the 

back of increased earnings from the conglomerate Aiken Spence.  

Plantation and Telco segments strengthened the 

bottom line……… 

The liquor segment of the group has recorded 31% YoY in pre-tax 

profits to record LKR9,481.4 mn, whilst the plantation segment has 

posted a 96% growth recording LKR193.2 mn. Despite the negative 

growth in the top line, owing to cost rationalization programs carried out 

in Lanka Bell coupled with implementing floor rate in the 

telecommunication industry by the regulator has led the telecom 

segment of the group to improve its pretax loss from LKR798.1mn to 

profit of LKR107.4 during FY11.  

Earnings boosted by healthy sales volumes coupled 

with contribution from other segments……. 

DIST records impressive LKR8,195.9 mn (up 284% YoY) in FY11 on 

account of healthy sales volumes witnessed in beverage business as 

well as significant contribution from the plantation, telecommunication 

and diversified business segments. Furthermore, substantial gain 

obtained from disposal of Lanka Hospital Corporation and NAMAL also 

shouldered the staggering growth in bottom-line, However eliminating the 

extraordinary gains from their divestments the company will end up on a 

net profit of LKR4,480mn, depicting an appreciation of 109% in bottom-

line in FY11.  
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DuPont Analysis  

 

 

 

 

 

 

 

DU Pont analysis is carried out to analyze a company 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 its business. 

Equity multiplier has been satisfactorily reducing during last couple of 

years mainly on account of increasing revenue reserves in the company 

leading to uplift the equity levels. 

 From FY08 to FY09 DIST depicts drastic reduction in its asset equity 

ratio from 4.67X to 1.68X on account of significant reduction in total 

assets. Such a diminution was mainly owing to reversal of privatization of 

Sri Lanka Insurance Corporation as per the court judgment on 4th June 

2009. 

 

 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 the company has been consecutively increasing until FY09 

but thereafter it shows slight dip in FY10 from 0.58X to 0.57X.  

 

During FY11 with the acquisition of Pelwatte sugar industries and some 

other new investments compelled to increase the group‟s total Assets 

from LKR34.8bn to LKR53.2bn. This led Distilleries asset turnover to 

further reduce from its previous level of 0.57X to 0.44X. 
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 NP Margin 

NP Margin of the group has edged up by a staggering 35.3% during FY 

11. Such a growth was mainly on account of proceeds obtained from the 

sale of its 28.6% stake in Lanka Hospitals Corporation. However, 

excluding these sales proceeds, DIST normalized NP margin would be 

19.34% that is also a significant improvement compared with FY10 net 

profit margin of 10.7%. Growth in sales volume coupled with managing 

costs has helped the company to depict impressive NP margins.  

 Return on Equity 

Return on equity has been reducing from 27% to 11% from FY06 to 

FY10 due to shrinking bottom line of the company. Unfavorable 

macroeconomic and political environment prevailed in the country has 

primarily resulted in such consequences. 

 In addition, the dip in ROE has been further bolstered by DIST losing 

control in Sri Lanka Insurance that took place in FY10. Nevertheless 

FY11 ROE depicts impressive growth from 11% to 26% majorly on 

account of significant increase in net earnings bolstered by capital gains 

derived from sale of LHCL and NAMAL. When normalizing the net 

earnings by excluding capital gains results in a ROE of 14%.      

Key Risk Aspects…….. 

 Increasing illicit alcohol consumption in the country. 

 

Currently the illicit alcohol consumption in the country accounts 

approximately 65% of total alcohol consumption. Nevertheless with the 

increase in excise duties, and continuous rise in prices of liquor would 

encourage consumption of cheap illicit alcohol, especially people in rural 

areas. Since distilleries accounts for the biggest proportion in domestic 

alcohol industry, increase in illicit alcohol consumption can be identified 

as major threat for the future prospects of the company. 

 

 Legal & Regulatory restrictions and increasing excise duties. 

Government is working towards to bring down the alcohol consumption 

in the country, initiating programmes like „Mathata Thitha‟ and which 

have invariably created some negative perception towards alcohol 

consumption. Accordingly in the recent budget proposals government 

increased duty on liquor as follows.  
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With the increase in liquor taxes, normally company tends directly pass it 

to the customer hence; this would make legalized alcohol to be more and 

more expensive compared with illicit alcohol. 

 Furthermore, the liquor market operates with restrictions on advertising. 

Hence, promoting company‟s existing products as well as new products 

have been highly restricted.  

 Eroding margins in the telecommunication industry  

Considering the telecommunication business of the group, the 

telecommunication industry has been highly regulated and for the last 

couple of years margins of the industry have been eroding due to 

aggressive competition. Nevertheless, the regulator intervened and 

implemented floor rates on price for the industry that has led the industry 

to stabilize in some extent.  

 Adverse conditions prevailing in the plantation industry. 

Plantation industry is exposed to number of risk factors. Distilleries group 

operates with Balangoda Plantations, where it posses 5,400 hectares of 

tea and 1,900 hectares of rubber. High labour inventiveness in the tea 

plantation industry as well as fluctuating tea and rubber prices in the 

world market would have adverse impact on the company.  

Generally the cost structure in tea industry is relatively high owing to high 

labour cost. Due to high bargaining power of plantation workers through 

trade unions, in most cases plantation companies compel to revise 

prices, which is statutorily liable in every two years.  

 Market Risk 

The Company is exposed to various changes in financial market 

conditions. This includes the exposure to fluctuations in interest rates 

and exchange rates. Since DIST operates with number of imported hard 

liquor brands, fluctuations in exchange rates can have a negative 

influence on its bottom line. In addition inflating alcohol spirit prices also 

can have adverse impact on company‟s future earnings. 

In addition Distilleries operates with a widely spread investment portfolio 

especially in listed stocks in Colombo stock Exchange. Therefore risks 

associated with equity investments ale applicable for DIST.  

Future Outlook 

Forecast FY11 net profit to reach LKR4,823.5mn. Their core business 

operation, which is the liquor segment, is expected to grow with the rise 

in tourism, additional sales coming from North & East regions and the 

growth in disposable income would shoulder the overall growth in DIST. 

Furthermore, the recovery in Lanka bell would also strengthen the 

bottom line of the group. 
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Currently the core beverages business of the group operates with well 

diversified product portfolio and DIST has been successful in introducing 

new products to the market viz, „Narikela‟ and „Economic Special Arrack‟. 

Further, with the new eco friendly distilling unit in Seeduwa and the 

investment in caustic soda recovery plant would strengthen future growth 

of the company. 

In addition incremental revenue is expected from the plantation sector 

with the growth in demand for tea and rubber with a price appreciation. 

Nevertheless, company has to be cautious with the increasing cost 

structure in tea plantation, since if it reaches uncontrollable levels it 

would adversely impact on DIST. 

Particularly when it comes to rubber prices in the world market during 

FY11 it doubled on account of supply side constraints as well as 

extensive demand persisted in industrialized countries. 

Group‟s new insurance venture Continental Insurance is primarily into 

motor insurance, and it also renders insurance products including Travel 

Insurance, Home Insurance, Personal Accident Insurance and insurance 

solution for corporate. Thereby with the growth in the automotive sector, 

we anticipate better growth prospects in the company. 

DIST also made an investment of LKR750 mn on a 4MW power plant in 

an estate in Bogawanthalawa which is owned by Madulsima plantations 

PLC, an associate of DIST. The hydro power generation project, which 

has been already entered into a “Standardized Power Purchase 

Agreement”, is estimated to have a payback period of circa three years.  

The beverage giant currently stands with cash balance of LKR11bn and 

which could be utilized by DIST group for any future potential investment. 

During the end of March DIST acquired majority stake in Pelwatte Sugar 

industries through its fully owned investment arm Melstacorp (Pvt) 

Limited. Pelwatte Sugar Distilleries (Pvt) Ltd, subsidiary of Pelwatte 

Sugar Industries produces potable and technical alcohol utilizing 

Molasses, a byproduct of the Sugar Factory. Thereby going forward 

DIST would be able to get molasses directly from the Pelwatte Sugar for 

their alcohol spirit production and that would eventually bring down 

Distilleries cost of production. 

Valuation 

Forecast for FY12E earnings would be to the tune of LKR 4,758.3mn 

whilst FY13E earnings would remain at LKR5,417.0mn. We expect the 

company to perform much better with rise in tourist arrivals, improved 

sales volumes in the north and east coupled with expected increase in 

disposable income. Furthermore, with the cash which Distilleries posses, 

the group has opportunity to capitalize on future lucrative investment 

opportunities. . 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

1
5

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

price volatility of +/-14.0 on a mean of LKR171.79. Hence, the flux is 

circa +/-8%. Furthermore, if it is assumed that the same upside 

momentum is witnessed pushing the price to LKR184.90(from a current 

level of LKR171), the forward PE multiple would be 11.7X for FY12E.  

The price of LKR184.90 is based on an upside growth of 8% derived via 

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

LKR190.70 is the highest traded price during FY11. 

DIST on a forecasted net profit of LKR4,758.3mn for FY12E, accounts to 

a PE multiple of 10.8X. Furthermore we expect 9.5X on its FY13E 

earnings. In addition the counter currently trades on a PE of 6.3X and 

PBV of 1.6X. Once normalize the FY11 earnings, the trailing PE would 

be 11.4X, as opposed to the Beverages sector PE of 18.4X and PBV of 

4.2X, DIST is still undervalued at this price level. 

Given its proven ability to sustain robust earnings through new 

acquisitions, coupled with the favorable macro environment and cash 

rich liquor business, the share is attractive and we recommend DIST as 

BUY. 

 

 

 

 

 

 

 

 

 

Assimilation of Price Movements 
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