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GUINNESS NIGERIA PLC
A supersized start to the year

In its recently released Q1’22 results, Guinness Nigeria reported a 58% y/y
expansion in topline to §¥47.5 billion, surpassing our §39.1 billion estimate
by 20% and substantially its best Q1 performance so far. What’s more, the
company reported a PAT of 84.4 billion, from a Loss after Tax of #0.8 billion
in Q1’21 reviving EPS from a loss per share of #0.38 in Q1'21 to §#1.85 in
Q1'22.

Why did Guinness do so well?

As at FY’'21, the Lager business still contributed the largest to Revenue
(37%), although Guinness’ de-prioritization on the segment led to a 39%
y/y decline in Lager sales for that period. However, in line with the
company'’s strategy and further aided by the revival in social activities, the
other segments, especially the Spirits segment, are picking up the slack,
and showing sizeable volume growth. Furthermore, in its last earnings call
held in August, management revealed that it had taken price increases (high
single to double-digit increments) across brands in its Spirits (Mainstream
and Premium), Malt and Guinness segments in the Q122 period, further
muting the impact of excise duties on Sales. Given that Guinness’ second
quarter is a seasonally strong quarter, volumes are expected to turn out
more solid than in Q1. Also, we expect the stronger pricing implemented in
Q1 to carry into the next year. Additionally, the company recently launched
a dial-a-delivery service in Lagos, which delivers products directly to
consumers. Although we do not believe that the impact on the company’s
numbers is yet significant, we expect this to gain steam, especially among
its more premium customers. All in, and adjusting for the topline miss in
Q1, we expect Guinness’ FY'22 Revenue figure to print at #189.3 billion
(+18% vy/y).

Robust margins expand profit

Cost of sales surged 40% y/y to 8¥33.0 billion, steered by volume growth as
well as inflationary and FX pressures on raw materials and imported
products. Despite this, gross margin grew 9% y/y to 23% doubling gross
profit y/y to §#15.2 billion. Though lower than our expectation, OPEX rose
35% y/y to §9.0 billion. Meanwhile the impressive Revenue performance
resulted in over 10x growth in EBIT from 0.5 billion in Q1'20. Thus, EBIT
margin soared to 9%, the best performance since Q4’17. Whilst interest
expense printed lower y/y at 8170.5 million (Q1'21: 8580.9 million) driven
by loan repayments and in line with our expectations, the company reported
further losses on foreign exchange balances amounting to #894.8 million.
However, net finance expense declined 38% y/y. This brought PBT to §5.9
billion (Q1'21: ®0.3 billion) and PAT to #4.0 billion, with net margin
improving 12ppts y/y to 9%.

For the rest of the year, whilst we expect Guinness to build on its volume
growth trajectory, we expect costs to follow suit amid lingering FX impacts
on raw and packaging materials. As such, we cautiously estimate that gross
margin will mildly decline by 1% y/y to 31%. This, in line with a projected
OPEX of 8#36.3 billion (-1% y/y), yields an EBIT margin of 12%. Overall, we
estimate a PAT of #d11.8 billion, a TP of #54.37 and place a BUY
recommendation on the stock.

Chinma Ukadike*
c.ukadike@vetiva.com

Equity Research
29 October 2021

BUY

Target price N54.37
Company Statistics

Current Price (M) 33.00
Issue Price (&) 58.00
Market Cap (&'Mn) 72,283
Net Cash (N'Mn) 26,234
Shares Outstanding (Mn) 2,190

NSE GUINNESS
Bloomberg GUINNESS.NL

Ownership Structure

Guinness Overseas Limited 50.18%
Atalantaf Limited 7.84%
Others 41.98%
Share Price Performance

30 days 10.00%
YTD 74.00%
365 days 88.00%

Price Movement
(Rebased)

2.8

2.3

1.8

1.3

0.8

Oct-20 Dec-20 Feb-21 Apr-21 Jun-21 Aug-21 Oct-21

GUINNESS NSE Cons. Goods NGX

Source: NSE, Vetiva Research

Business Description

Guinness Nigeria PLC (GUINNESS) is one of
Nigeria’s largest brewers. GUINNESS’ brand
portfolio includes premium Guinness Foreign Extra
Stout, mainstream Harp Lager, Malta Guinness
and Orijin. Parent company, Diageo owns a 54%
stake in GUINNESS. GUINNESS in 2016, acquired
exclusive rights to distribute Diageo's
International Premium Spirits brands in Nigeria
and brands from United Spirits Limited (Diageo's
Indian subsidiary).

Please Read: Important disclosures and analyst’s certification appear in Appendix
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Income Statement 17744 Vetiva

(N Millions) Change estimate V@rance
Revenue 47,469 30,024 58% 39,413 20%
Gross Profit 15,237 7,011 117% 12,006 27%
Operating Expenses (8,978) (6,632) 35% (9,606) -7%
EBIT 6,506 586 NM 1,475 NM
Net Finance Expense (560) (904) -38% (15) NM
Profit Before Taxation 5,947 (317) NM 1,460 NM
Profit After Tax 4,044 (842) NM 993 NM
Gross Margin 32% 23% 30%
OPEX to Sales -19% -22% -24%
EBIT Margin 14% 2% 4%
PAT Margin 9% -3% 3%

Please Read: Important disclosures and analyst’s certification appear in Appendix
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Income Statement 2020A 2021A 2022E 2023F 2024F 2020A 2021A 2022E 2023F 2024F

Turnover 104,376 160,416 189,291 198,756 204,718 462 485 499 514 530
Cost of Sales (71,046) (114,706) (130,611) (137,141) (141,256) (319) (334) (350) (360) (371)
Gross Profit 33,330 45,710 58,680 61,614 63,463 143 150 150 154 159
Operating Profit (13,335) 8,842 22,336 28,734 29,223 54 70 66 69 72
Other income 503 1,030 766 898 832 2 2 2 2 2
EBITDA 10,818 17,628 31,140 38,256 39,331 76 93 91 95 99
Depreciation 10,343 8,482 8,804 9,523 10,108 21 23 25 26 28
EBIT (12,832) 9,871 23,103 29,632 30,055 56 72 68 71 74
Interest Expense (4,542) (4,631) (2,763) (4,179) (5,340) (7) (10) (13) (13) (12)
Interest Income 301 529 2,450 3,683 4,420 6 9 11 13 11
PBT (17,074) 5,770 22,790 29,136 29,136 56 71 66 72 73
Taxation 4,495 (4,514) (10,939) (13,985) (13,985) (27) (34) (32) (34) (35)
PAT (12,579) 1,255 11,851 15,151 15,151 29 37 34 37 38
Balance Sheet 2020A 2021A 2022E 2023F 2024F 2020A 2021A 2022E 2023F 2024F
Fixed Assets 88,919 94,237 102,036 111,352 117,293 249 272 286 300 313
Intangible Assets 309 2 1 1 551 0 0 1 1 1
Stocks 26,426 21,461 28,269 29,683 31,409 69 72 77 84 91
Trade and other debtors 18,719 14,019 9,335 9,802 14,022 23 24 34 42 58
Cash and bank balances 5,271 35,868 37,790 50,610 48,949 92 123 119 105 42
Total Assets 144,146 169,406 181,251 205,265 216,042 442 501 527 541 515
Creditors and Accruals 31,944 61,676 63,337 66,504 69,492 154 162 169 175 178
Bank Overdrafts 310 (0) 2,400 1,430 580 6 3 1 1 (0)
Borrowings 22,801 15,993 18,443 33,443 35,743 45 82 87 80 73
Total liabilities 0 0 0 0 0 0 0 0 0 0
Net Assets 71,107 95,119 101,631 118,828 123,266 248 290 301 298 293
Growth 2021A 2022E 2023F 2024F
Turnover 54% 18% 5% 3%
EBITDA 63% 77% 23% 3%
PBT -134% 295% 28% 0%
PAT -110% 844% 28% 0%
Profitability 2020A 2021E 2022F 2023F
Return on Equity 15% 18% 16% 15%
Return on Assets 7% 7% 7% 7%
Margins 2020A 2021E 2022F 2023F
EBITDA margin 16% 19% 19% 18%
EBIT margin 12% 15% 15% 14%
PBT margin 12% 15% 14% 14%
Net Profit margin 6% 8% 7% 7%
Per share data 2020A 2021E 2022F 2023F
EPS 5.41 6.92 6.92 6.98

NAPS 36.35 39.46 42.57 45.71

Please Read: Important disclosures and analyst’s certification appear in Appendix
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Disclosures Section

The research analyst(s) denoted by an “*” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analysts denoted by an “*” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst(s) cover in this research) that: (1) all of the views expressed in this report
accurately articulate the research analyst(s) independent views/opinions, based on public information regarding the companies,
securities, industries or markets discussed in this report. (2) The research analyst(s) compensation or remuneration is in no way
connected (either directly or indirectly) to the specific recommendations, estimates or opinions expressed in this report.

Ratings Definitions
Vetiva uses the following rating system:

Buy rating refers to stocks that we consider highly undervalued, but with strong fundamentals, and where potential return in excess
of or equal to 15.00% is expected to be realized between the current price and analysts’ target price.

Hold rating refers to stocks that we consider correctly valued with little upside or downside, and where potential return between
+5.00 and+14.99% is expected to be realized between current price and analysts’ target price.

Sell rating refers to stocks that we consider overvalued, but with good or weakening fundamentals, and where potential return below
+5.00% is expected to be realized between current price and analysts’ target price.

Rating Suspended: applies to a stock when investment rating has been suspended because there is no sufficient fundamental basis
for determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target price.

Analysts’ Compensation: The research analyst(s) responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues, which
include revenues from, among other business units, Investment Banking and Wealth Management.

Valuation and Risks: Please see the most recent company-specific research report for an analysis of valuation methodology and
risks on any security recommended herein. You can contact the analyst named on the front of this note for further details.

Frequency of Next Update: An update of our view on the company would be provided when next there are substantial
developments/financial news on the company.

Conflict of Interest: It is the policy of Vetiva Capital Management Limited and its subsidiaries and affiliates (individually and
collectively referred to as “Vetiva”) that research analysts may not be involved in activities that suggest that they are representing
the interests of Vetiva in a way likely to appear to be inconsistent with providing independent investment research. In addition,
research analysts’ reporting lines are structured so as to avoid any conflict of interests. For example, research analysts are not subject
to the supervision or control of anyone in Vetiva’s Investment Banking or Sales and Trading departments. However, such sales and
trading departments may trade, as principal, on the basis of the research analyst’s published research. Therefore, the proprietary
interests of those Sales and Trading departments may conflict with your interests.

Company Disclosure:

Vetiva may have financial or beneficial interest in securities or related investments discussed in this report, which could,
unintentionally, affect the objectivity of this report. Material interests which Vetiva has with companies or in securities discussed in
this report are disclosed hereunder:

Company Disclosure
Guinness Nigeria

The analyst holds personal positions (directly or indirectly) in a class of the common equity securities of the company

The analyst responsible for this report as indicated on the front page is a board member, officer or director of the Company
Vetiva is a market maker in the publicly traded equities of the Company

Vetiva has been lead arranger or co-lead arranger over the past 12 months of any publicly disclosed offer of securities of the
Company

Vetiva beneficially own 1% or more of the equity securities of the Company

Vetiva holds a major interest in the debt of the Company

g. Vetiva has received compensation for investment banking activities from the Company within the last 12 months

a0 oo

o
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h. Vetiva intends to seek, or anticipates to receive compensation for investment banking services from the Company in the next 3
months

i. The content of this research report has been communicated with the Company, following which this research report has been
materially amended before its distribution

j. The Company is a client of Vetiva

k. The Company owns more than 5% of the issued share capital of Vetiva

Vetiva has other financial or other material interest in the Company

Important Regional Disclosures

The analyst(s) involved in the preparation of this report may not have visited the material operations of the subject Company (ies)
within the past 12 months. Commission is the commission rate or the amount agreed with a customer when setting up an account or
at any time after that. To the extent this is a report authored in whole or in part by a Non-U.S. analyst and is made available in the
U.S., the following are important disclosures regarding any Non-U.S. analyst contributors: The Non-U.S. research analysts (denoted
by an * in the report) are not registered/qualified as research analysts with FINRA; and therefore, may not be subject to the NASD
Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held
by a research analyst account. Each analyst (denoted by an *) is a Non-U.S. Analyst and is currently employed by Vetiva.

Legal Entities

Vetiva Capital Management Limited is registered with the Nigerian Securities & Exchange Commission (SEC) to conduct Issuing House,
Financial Advisory, Fund/Portfolio Management business. The subsidiary, Vetiva Securities Limited is licensed by the SEC and the
Nigerian Stock Exchange to operate as a Broker/Dealer in the Nigerian Capital Market. Vetiva Trustees Limited, which is also a
subsidiary of Vetiva Capital Management Limited, is licensed by the SEC to carry on Trusteeship business in Nigeria.

General

This research report is based on public information which the research analyst(s) consider credible and reliable. Facts and views
presented in this material have not been reviewed by, and may not reflect information known to, professionals in other business areas
of Vetiva, including the Investment Banking team and the Wealth Management team, as Vetiva has established information barriers
between its Research team and certain business groups. Whilst reasonable care has been taken in preparing this report, no
responsibility or liability is accepted either by Vetiva, its officers or any of its employees for any error of fact or opinion expressed
herein. No reliance should be placed on the accuracy, fairness or completeness of the information contained in this report as it has
not been verified by the research analyst(s) involved or the companies whose securities have been referred to except as otherwise
disclosed. Neither Vetiva nor any of its officers or employees including the research analyst(s) warrant or represent the accuracy or
completeness of information set out in this report. Any ratings, forecasts, estimates and opinions set forth in this report constitute
the analyst(s) position as at the date and time of this report and may not necessarily be so after the report date and time, as they
are subject to change without notice. It is also instructive to note that a company’s past performance is not necessarily indicative of
its future performance as estimates are based on assumptions that may or may not be realized.

The value, price or income from investments mentioned in this report may fall, as well as rise, due to economic conditions, industry
cycles, market indices, operational or financial conditions of companies or other factors. Thus, Vetiva and its officers and employees
shall not accept liability for any loss arising from the use of this report or its contents in making investment decisions or
recommendations. This report provides general information only. It is not intended to provide personal investment advice and does
not take into account the specific investment objectives, financial situation and the particular needs of any specific person.
Investments and securities discussed in this report may not be suitable for all investors and certain investors may not be eligible to
purchase or participate in some or all of them. Users of this research report should independently determine the suitability and
evaluate the investment risks associated with investments and securities discussed in this report. All investors are solely responsible
for their investment decisions. Any decision to purchase or subscribe for securities in any offering must be based solely on existing
public information on such security or the information in the prospectus or other offering document issued in connection with such
offering, and not on this report. Vetiva, through business units other than Vetiva Research, may have issued and may in the future
issue trading ideas or recommendations that are inconsistent with, and reach different conclusions from, the information presented
in this report.

Such ideas or recommendations reflect the different time frames, assumptions, views and analytical methods of the persons who
prepared them, and Vetiva is under no obligation to ensure that such other trading ideas or recommendations are brought to the
attention of any recipient of this report. Vetiva may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report. To the extent that this report discusses any legal proceeding or issue, it has not
been prepared as nor is it intended to express any legal conclusion, opinion or advice. Information relating to the tax status of
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companies whose securities are discussed in this report is not intended to provide tax advice or to be used by anyone to provide tax
advice.

By accepting and making use of this research report, you agree to be bound by the foregoing limitations.

No portion of this document may be reprinted, sold or redistributed without the written consent of Vetiva Capital Management Limited.
Vetiva research report is disseminated and available primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities/instruments is available on request.

© 2021 Vetiva Capital Management Limited. All rights reserved.
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