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Nigerian Breweries Plc (NB.NL)

Tough operating environment drives Q3 loss

Nigerian Breweries (NB) posted its Q3 18 result late yesterday,
reporting a loss after tax of M3.6 billion (vs. after-tax profit of 259
million in Q3 17). The lackluster performance pared earnings
reported in earlier quarters, as cumulative earnings for the nine-
month period was down 38.9% YoY to 14.8 billion, translating
to an EPS of N¥1.85 (vs. ¥3.03 in 9M 17). On its 9M 18 earnings,
the company declared an interim dividend of ¥0.60 (-40%
YoY), representing a dividend yield of 0.65% based on

current pricing.

Revenue slows on intense industry competition: Over the
third quarter, NB reported weaker net revenue of 265.4 billion (-
11.2% YoY) on account of lower revenue (-8.8% YoY) and higher
excise duty expense (+31.2% YoY). On revenue, the major
pressure point was volumes as its parent company — Heineken — in
a media release stated that Nigeria’s beer volume declined high
single digit, driven by increased competitive pressure. This reflects
the recent opening of International Breweries (IB)! Sagamu plant
which added ~2.5 million hectoliters to its existing capacity,
enabling the company to increase its presence in the country
beyond the south-west which in turn inflicted pressure on the
market share of other sector players including Nigerian Breweries.
Adding to its woes was higher excise duty rates (+36% YoY) which
couldn’t be passed on to consumers, also due to the competitive

pressure from IB. We recall that in Q2 18, NB reversed product
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price hikes on its mainstream products — Goldberg and Life — following IB’s strategy
to keep pricing unchanged on its mainstream products — Hero and Trophy despite

the hike in excise duty rates.

Profitability margins contract sharply in Q3: In the review quarter, gross
profit declined 26.5% YoY to N18.6 billion while related margin contracted 592bps
to 28.5%. This was mainly due to a slower decline in cost of sales (-3.2% YoY to
N46.8 billion) despite the high single digit slowdown in volumes. We attribute the
slow decline in cost of sales to the 11.9% YoY increase in barley — which is largely
imported — as well as loss of economies of scale on account of lower volumes sold. To
add, we believe the contraction in gross margin was impacted by a further change in
its product mix - in terms of more sales of mainstream than premium products. The
reported weaker gross profit was unable to cover operating expenses (+0.7% YoY to
N22.7 billion) incurred over the period, leading NB to report an EBIT loss of N3.9
billion (vs. operating profit of %2.98 billion in Q3 17). However, EBITDA remained
positive at ¥3.8 billion (-65.6% YoY) while related margin contracted 906bps to
5.7%.

Opverall, we find NB’s third quarter performance disappointing and expect the trend
of weaker margins to persist into the fourth quarter of 2018. It appears IB’s strategy
to gain substantial footprint in Nigeria is to market beer products at affordable pricing
and we believe this will continue to impact on profitability of NB via weaker sales

volume and inability to hike product pricing, particularly for its mainstream products.

Our last communicated FVE on Nigerian Breweries is 8121.46 which translates to a
STRONG BUY rating on the stock. NB trades at a current P/E and EV/EBITDA
of 30.97x and 9.52x relative to Bloomberg Mena peer average of 27.2x and 15.85x.

More analysis to follow.



Summary of Results and Forecast

Deviation
Income statement — from
AP million) YoY growth forecast IM 18 YoY growth
Revenue 65,406 -11.2% 27.1% 4.1% 238,066 9.8%
Cost of sales (46,772) -3.9% -9.4% 24.5% (143,350) 12.8%
Gross profit 18,634 -26.5% -51.0% 3.9% 94,715 5.9%
OPEX (22,737) 0.7% -6.5% 3.9% (67,632) 6.5%
Operating profit (3,875) N/M N/M N/M 27,742 8.0%
Finance expense (1,200) -54.0% -27.4% -29.3% (5,267) -20.7%
PBT (5,074) N/M N/M N/M 22,474 17.5%
PAT (3,645) N/M N/M N/M 14,790 16.3%
*N/M means not meaningful

Key Ratios Q318 Q317 Change(pps) 9M 18 9M 17 Change(pps)
Gross margin 28.5% 34.4% -5.9% 39.8% 41.9% -2.1%
EBIT margin N/M 4.0% N/M 11.7% 16.6% -5.0%
PBT margin N/M 0.5% N/M 9.4% 13.5% -4.1%
PAT margin N/M 0.4% N/M 6.2% 9.4% -3.2%
Effective tax rate N/M 29.6% N/M 34.2% 30.3% 3.9%

*N/M means not meaningful

Source: ARM Research



ARM ratings and recommendations

ARM now employs a two-tier rating system which is based on systemic importance of the security under review and the deviation of our target

price for the stock from current market price. We characterize systemic importance as a function of a stock’s ranking among the group of top 20

stocks by NSE market capitalization over a trailing 6-month period (minimum) to the review date. We adopt a 5-point rating system for this category

of stocks and a 3-point rating system for stocks outside this group. The choice of top 20 stocks arises from the consideration that this group of stocks

constitutes >75% of overall market capitalization and stocks outside this group are generally less liquid and individually account for <<1% of

market capitalization. For stocks in both categories, the basis for ratings subject to target price deviation is outlined below:

NON-TOP 20
Deviation Rating Deviation
STRONG BUY >20% BUY >20%
OVERWEIGHT 10% — 20 % NEUTRAL 5% — 20 %
NEUTRAL 0% — 10 % SELL <5%
UNDERWEIGHT -5% — 0%
SELL <-5%

RECOMMENDATION KEY
Rating Recommendation
BUY Accumulate security to a substantial extent constrained only by portfolio diversification considerations
OVERWEIGHT Accumulate security to an extent moderated by cognizance of its benchmark weight
Maintain status quo for security with respect to current holding—i.e. keep if already holding and don’t buy otherwise—subj
NEUTRAL reasonable portfolio constraints
UNDERWEIGHT Minimize exposure to security taking cognizance of its index weighting
SELL Sell-off security completely from portfolio
In certain circumstances, Asset & Resource Management (“ARM?”) Group policy and/or applicable law and regulations preclude c
types of communications, including an investment recommendation, during the course of ARM Securities' and/or ARM G1
RESTRICTED engagement in an investment banking transaction and in certain other circumstances.




Copyright © 2018 ARM Securities Limited (“ARMS”).

All rights reserved. Unauthorized use, reproduction, distribution, or disclosure of this document is strictly prohibited.

This material has been issued by ARM Securities Limited, a member of the Asset and Resource Management (“ARM”) Group, and a Company
regulated by the Nigerian Securities & Exchange Commission. The analyst(s) primarily responsible for preparing this research report, in whole or
in part, certifies that with respect to each security or issuer covered; all the views expressed accurately reflect his/her personal views about the
subject securities and issuers and no part of his/her compensation was, is, or will be, directly or indirectly, related to the inclusion of specific

recommendations or views in the report.

This research report is based on information from sources that ARMS and its analysts believe to be reliable. Neither ARMS nor any of its research
analysts, nor any member of the ARM Group, gives any representation or warranty, express or implied, or undertaking of any kind or assumes
responsibility or liability of any kind with respect to the accuracy or completeness of the information set out in this report or any third party’s use
(or the results of such use) of such information. This report is provided solely for informational purposes and is not to be construed as providing
advice, recommendations, or endorsements of any kind whatsoever. The investments and strategies discussed here may not be suitable for all
investors; counsel of investment advisor should be obtained with regard to such investments and or strategies. This research report is not a
replacement for advice from an accountant, lawyer, personal finance advisor or other category of investment advisor. The investments discussed in
this report may oscillate in price or value. Opinions and information provided are made as of the date of the report issue and are subject to change
without notice. This research report is not intended as an offer or solicitation for the purchase or sale of any financial instrument. Reference herein
to any specific security or financial instrument does not necessarily constitute or imply its endorsement or recommendation by ARMS, its directors,
officers, employees, or designated agents. Members of ARM may act as broker, advisor, or lender, or make a market in any investments or issuers
referenced in this report. Further information on any of the securities discussed herein may be obtained upon request to ARMS. By accepting this

document, you agree to be bound by the foregoing limitations.



