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New players entering into fuel retail market in Sri Lanka

e In 2022, the cabinet decided to open up the retail market to new players amidst the inflated fuel and forex crisis in the country. Accordingly,
the Cabinet approval was granted on 27t Mar 2023, to award licenses to three foreign entities from China, Australia and USA; China’s
Sinopec, United Petroleum of Australia and RM Parks of USA have collaborated with with Shell PLC to enter the local fuel retail market in Sri
Lanka. The licenses are to be granted to operate for 20-years to import, store, distribute and sell petroleum products in the country. Each of
the companies will be allocated 150 fuel stations which are currently operated by the Ceylon Petroleum Corporation (CPC) (Total no. of sheds
owned by CPCis 1,190) and a further 50 fuel stations at new locations.

e  Moreover, refining operations are currently confined to CPC whilst LIOC also has interests in storage. The energy minister also stated that 7
companies from Nigeria, China, Malaysia, Singapore, Iran and UAE have submitted EOIs for the proposed new refinery in Hambantota and

the technical evaluation committee is expected to accelerate the process to evaluate EOIs and issue the request for proposals to a suitable
applicant.

How does the entrance of new players impact LIOC?

e In the liberalization process, LIOC has already obtained approval to open up 96 new sheds out of which, LIOC commissioned 34 new sheds
and plans to commence physical operation by the end of Mar 2023 (commenced operations of 3 sheds on 25™ Mar 2023) while the

remaining is expected to be opened on a monthly basis (8 to 10 sheds monthly). Meanwhile, in terms of fuel retail sales, LIOC holds an
average market share of 20%.
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Despite the new entrants, LIOC is expected to hold the market leadership position among the private companies, and we believe there is
either no or less impact on the market share of LIOC as the new players are given licenses to operate existing sheds owned by CPC, and only
50 new sheds each. However, we anticipate that the move may intensify the competition in the next two years of the fuel retail market.

Moreover, the opening of new sheds by the new entrants is expected to be challenging as the process involves a considerable time period as
it includes issuing of LOls, advertising, inspection, shortlisting the dealer and analyzing the financial strength etc. However, LIOC has an

advantage compared to the new local peers, as the company has already undergone the process, established a brand presence and
commenced operations of 34 new sheds.

Meanwhile, the implementation of the fuel pricing formula which came into effect in May 2022, is expected to create an efficient and stable
operating environment for all the retail fuel market participants. As anticipated, in line with the global oil price trend which plunged below

USD 70.0/barrel, Octane 92 and Auto Diesel have been revised down to LKR 340.0 (-15%) and LKR 325.0 (-20%), respectively effective from
30t Mar 2023.

Fuel demand recovery to drive volume growth of LIOC

We have factored the market liberalization in our valuation and anticipate a GP margin contraction from 19.4% to 14.2% from FY23E to
FY24E and expect it to stabilize at 13.5% afterwards. As LIOC continued to witness overall volume growth on a QoQ basis despite the
economic crisis, we assume that the volumes would continue to improve amidst the recovery in demand on the back of frequent price
revisions based on Singapore Platts price. Hence, given the expansion of new sheds, recovery in demand amidst the price stabilization, and
the expected growth in other segments including bunkering, lubricants and Grease production, we have forecasted LIOC to record a top-line
growth of 11.8%YoY to LKR 317.7Bn in FY24E.

We maintain our earnings and FV target for FY24E

Considering the resilience in key revenue streams and strong growth outlook of the industry, we are broadly maintaining LIOC’s earnings
forecast at LKR 26.8Bn and the FV target at LKR 250.0. At a current market price of LKR 163.75, it is expected to provide an annualized return
of 58% for FY24E MAINTAIN BUY.

Valuation Table

P/E 31 March FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Estimates (LKR 'Mn)

Revenue 86,322 81,947 66,686 89,951 284,234 317,685 372,742

Gross profit 4,133 4,106 3,113 8,845 55,200 45,126 48,888

EBIT 854 635 161 5,410 46,062 38,554 42,651

Net Profit 403 422 883 4,818 36,817 26,757 30,077

Basic EPS (LKR) 0.8 0.8 1.7 9.0 69.1 50.3 56.5

YoY Growth (%) -154% 5% 109% 446% 664% -27% 12%
Valuations

PER (x) 239.6 229.1 109.5 20.1 2.6 3.6 3.2

PBV (x) 5.0 5.0 4.9 4.0 1.7 1.5 1.3

Dividend Yield (%) 0.4% 0.4% 0.5% 1.2% 5.8% 5.5% 7.7%
NAVPS 36.5 36.5 37.4 45.6 109.0 122.0 139.4

DPS (LKR) 0.8 0.8 0.9 2.3 10.5 10.0 14.0

Dividend Payout 99% 95% 51% 25% 15% 20% 25%
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