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Valuation/Analyst Recommendation
|
In arriving at a fair value for NBC, we used two
valuation methods which are the Discounted
Future Earnings Method (DFE) and
Discounted Free Cash Flow Method (DCF).
We project Turnover, Earnings Before
Interest and Tax (EBIT), Earnings Before
Interest, Tax, Depreciation and Amortization
(EBITDA), Profit After Tax (PAT) and Free
Cash Flow for the periods ending December
2009, 2010, 2011, 2012 and 2013. We estimate
the Tumover of N92.48bn, N106.81bn,
N121.76bn, N138.81bn and N158.24bn and
EBIT of N4.97bn, N5.74bn, N6.54bn, N7.45bn
and N8.50bn for 2009, 2010, 2011, 2012 and
2013 respectively based on EBIT Margin of
5.37% for the period. We estimate EBITDA of
N10.25bn, N11.60bn, N12.87bn, N14.25bn
and N15.76bn; a FCF of N5.80bn, N5.82bn,
N8.13bn, N9.49bn and N10.98bn; PAT of
N2.97bn, N3.43bn, N3.91bn, N4.45bn &
N5.08bn and Dividend Payment of N1.04bn,
N1.20bn, N1.37bn, N1.56bn & N1.78bn for
2009, 2010, 2011, 2012 and 2013 respectively.
The dividend payment is based on a dividend
payout of 35.12% from its eamings. We applied
a terminal growth rate of 4.8%. We used a beta
value of 0.84x based on the 5-year historical
returns on the company share price and the
Nigerian Stock Exchange All Share Index (NSE
ASI). We used the coupon rate of 10.50% as
our risk free rate and a risk premium of 10.04%.
We used a tax rate of 32%. Applying foregoing
parameters on the Capital Asset Pricing Model
(CAPM), the cost of equity generates 18.97%.
We used 1.31bn shares in issue. The DFE and
DFC Models generate N14.60 and N37.60 per
share respectively. The average of the two
valuation methods yields N26.10, which is our
fair value. The 2009 forward earnings yield
based on our fair value generate 3.80%, while
the 2009 forward Dividend Yield based on
NO0.80 Dividend Per Share at our fair value
generates 1.30%. We therefore place a HOLD
on Nigerian
current market price for capital appreciation.

Business Description

NBCbds principal

production and bottling of alcohol free

beverages in Nigeria.

Offering Choices.

Ticker NBC The unaudited Q1°09 results of Nigerian

Sector Food, Beverages &Tobacco
Date of Incorporation November 22, 1951
Date of Listing November 12, 1973

Bottling Company Plc (NBC) for the
period ended 31 March, 2009 showed
that its Turnover (TO) grew by 19.80% to

Year End December N23.20bn, compared with N19.36bn in
No of Ordinary Shares 1,308,733,859 the corresponding period of 2008, Profi
Capitalisation (M) 29,433,424,488.91 Before Tax (PBT) grew marginally by
% of Market Capitalisation 0.48% 7.65% between 2008 and 2009 to
52-Week High (&) 51.50 N1.59n from N148bn in the
52-Week Low (¥) 20.00 corresponding period of 2008. The tax
YTD Return (32.89%) provision which increased by 71.5%
52-Week Avg. Trade 2zl between 2008 and 2009 to N535mn
Beta Value 0.84 from N312mn in 2008 brought about a
Current EPS (&) 1.58 Profit After Tax (PAT) of N1.05bn as
Current PE (x) 14.92 against N1.16bn in 2008, representing a

Bottling

decline of 9.5%.

Looking at the company’s profit margins, the cost associated with a unit sale increased between Q1 2008 and Q1 2009 and
increased over the position as at the end of the FY 2008. The PBT margin decreased marginally to 6.85% in Q1 2009 from
7.63% as at Q1 2008, but up marginally from 6.34% as at the end of the financial year in December, 2008. This shows that
the company'’s total cost as a percentage of TO stood at 93.15% in Q1 2009, up from 92.37% in the corresponding period of
2008. PAT Margin currently stands at 4.54%, down from 6.01% in the corresponding period of 2008 but up from 2.72% as at
FY 2008.

The result also indicates that the percentage of the TO, PBT, and PAT in the Q1 2009 to the Full Year Audited TO, PBT and
PAT for the period ended December, 2008 are: 28.97%, 65.14% and 48.33%, respectively. Going by the current run rate
both in the top-line and the bottom-line the company should surpass its previous year's performance.

NBC increased its TO in 2008 over 2007 by 16.86% to N80.08bn while the cost of sales increased by 23.23% to N58.30bn.
The increase in cost of sales was higher than the increase in TO thereby leading to a marginal increase in Gross Profit (GP)
by 2.65% to N21.78bn from N21.22bn resulting in a decrease in the gross profit margin from 30.96% in 2007 to 27.19% in
2008. The operating profit decreased by 45.04% in 2009 to N2.44bn as a result of weak cost management strategy of the
company. On December 18, 2008, the production plant of the company in Benin City Nigeria was substantially damaged by
fire leading to an impairment charge of N3.17bn against the assets affected by the fire. NBC reported that the affected
assets are fully insured at replacement cost. The inferno led to a charge of extraordinary item of N2.17bn against the Profit &
Loss Account in FY 2008.

Other factors which negatively impacted on NBC's profit in 2008 were higher labour costs following new industry-wide
agreements for all staff members (which increased by 28.04% to N9.82bn) and high depreciation costs. All of these resulted
to a massive decline in PAT attributed to ordinary members of N10.26mn from N3.17bn in 2007 a decline of 99.68%. Both
the capital employed and the shareholders’ funds decreased in 2008 by 8.23% to N28.53bn and 4.15% to N21.86bn
respectively over the previous year. The Return on Capital Employed (ROCE) and Return on Equity (ROE) stood at 9.85%
and 9.98% respectively in 2008. The directors of the company recommended that dividend should not be paid in 2008 due to
uncertainty in economic outlook for 2009.

An analysis of the TO of NBC in 2008 shows that its income of N80.08bn was derived from the sales of Alcohol free
beverages representing 99.99% (N80.07bn) and other sales representing 0.01% (N11.1mn). During the 2008 financial year,
NBC recorded excellent growth of volume and turnover, the highest since 2001. The introduction of new light-weight “Ultra”
glass bottles, although at huge investment, has been boosting volume in its segment of the market. The new line in its lkeja
plant has added significant extra capacity to the fast growing market of bottled water. NBC's growth was driven by Coca-
Cola, Fanta, Sprite, Schweppes, Diet Coke, Eva Water, Five Alive and Burn (Energy Drink) all of which have become
household drinks in Nigeria. Looking at the shareholding structure as at 31 December, 2008 Molino Soft Drink S.A held
55.81%, CCBC Services Ltd held 10.62% while the balance of 33.57% of the shares were held by other shareholders.
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Company TO PBT PAT PAT Margin (%)  ROE (%) EPS* PE*
[NEE 80,081 2,442 2,181** 2.72 9.98 1.58 14.92
[Fup 30572 2,481 1,609 5.26 22.27 3.42 11.09
[DangoteSugaray 20,650 30,660 21,480 26.63 82.75 1.61 11.43
[Nestiemm 51,742 11,862 8,332 16.10 92.25 12.82 13.88
[Fiourilisi 127,662 9,878 6,363 4.98 19.86 2.03 12.06

Source: Company An&NSBFACTR@OKtSDH Researsh Carrent AUl and Blour Mills have different Year EYitY ®7.

0 12009 Q12008 %0 FY 2008 FY 2007 %A FY 2009F
[Turmover I 23,199 19,364 19.80 80,080 68,529 16.86 92,477
[BBT Y 1590 1,477 7.65 2,441 4,346 (43.83) 4,364
[PAT 1054 1,164 (9.45) 2,181%* 3,172 (31.24) 2,967
 PBT Margin (%) 6.85 7.63 (0.77) 3.05 6.34 (3.29) 4.72
PAT Margin (%)  4.54 6.01 (1.47) 2.72 4.63 (1.91) 3.21

** PAT Before Extraordinary Item
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Contact us at Our Offices
Abuja office: Orji Uzor Kalu Plaza, Plot 979, 1st Avenue, Off Ahmadu
Bello Way, Cadastral Zone AO, Central Business District, Abuja.
(Tel) 234-09-6700535

Lagos Office: UAC House (6"-8" Floors) 1/5 Odunlami Street, P.M.B 12913
Lagos. (Tel.) 234-1-2640160-9 (Fax) 234-1-2702890 (Webs,’te)
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Port Harcourt:
Afribank Bank Building (2nd floor, 5 Trans Amadi Road, Port
Harcourt.(Tel) 234-084-463308 (Fax) 234-084-463174

This publication is produced by FSDH Securities (FSDH Sec) a subsidiary of First Securities Discount House Limited (FSDH) solely for the
information of users who are expected to make their own investment decisions without undue reliance on any information or opinions
contained herein. The opinions contained in the report should not be interpreted as an offer to sell, or a solicitation of any offer to buy any
investment. FSDH Sec may invest substantially in securities of companies using information contained herein and may also perform or seek to
perform investment services for companies mentioned herein. Whilst every care has been taken in preparing this document, no responsibility
or liability is accepted by any member of FSDH or FSDH Sec. for actions taken as a result of information provided in this publication.



