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• Dangote Sugar yesterday announced its third quarter results for the period ended 30th
September, 2011. The company recorded a 22.1% rise in turnover from the N65.2bn reported in
Q3 2010 to N79.6bn. Profits were however unimpressive; PBT and PAT came in at N6.5bn and
N4.4bn, representing 48.5% and 48.7% declines from the N12.6bn and N8.6bn posted in Q3 2010.
Similarly, quarter-on-quarter (q-o-q), turnover grew by 14.6% from N27.1bn in H1 2011 to
N31.0bn, while pre and post-tax profits fell by 11.9% and 12.6% to N2.1bn and N1.4bn
respectively. PBT and PAT margins also tanked by 1,117bps and 762bps to 8.2% and 5.5%
respectively.
• These results deviated considerably from our unannualized FYE 2011 estimates. Although turnover
came in 9.2% ahead of our N72.9bn expectation, pre and post-tax earnings were 38.2% and
35.1% below our N10.5bn and N6.8bn forecasts. We note that Dangote Sugar has been battling to
contain spiraling costs, while a spike in global raw sugar prices in recent times has further
increased the strain on profits. Concerns about weak sugar production following poor weather
conditions -particularly in Brazil, the biggest sugar producer in the world and the company’s major
supplier of sugar- saw a sharp rise in global raw sugar prices. This price, which had previously
fallen by 26.6% from 29.7cents/pound in January to 21.8cents/pound in May, spiked by 22.0% to
26.6cents/pound in September (based on the “Index Mundi” Commodity Price Index). We believe
that this increase cascaded to the company’s cost profile (which rose by 35.7% y-o-y), considering
the fact that raw sugar is a key input in the sugar production process and makes up c.70.0% of the
company’s total costs. That said, we remain positive on the prospects of Dangote Sugar as we
expect its retail packaging strategy, which focuses on higher margin retail consumer space, as well
as its exportation plans, to bear positively on revenues in the medium-to-long term.
• Based on current results, Dangote Sugar trades at a trailing P/E of 6.0x, a significant discount to its
peer average of 12.1x trailing 2010 earnings, based on its 2010 EPS of N0.94 and current market
price of N5.68 (as at 01 November, 2011). While our long term view on the stock is positive, we
remain cautious on the back of the unpredictability of global raw sugar prices which bears heavily
on the company’s cost profile. Nonetheless, we place a BUY recommendation on the counter as
our established blended target price of N7.97, translates to a 40.4% upside potential to its current
market price.
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Table: Dangote Sugar Refinery Plc; Q3A 2011, Q3A 2010, Q3F 2011

30-Sep-11

30-Sep-10

N'000

N'000

TURNOVER

N79,600,000

N65,200,000

22.1%

N72,915,690

109.2%

PBT

N6,489,000

N12,600,000

-48.5%

N10,491,770

61.8%

TAX

(N2,070,000)

(N4,036,000)

PAT

N4,400,000

N8,570,000

PBT MARGIN

8.2%

19.3%

14.4%

PAT MARGIN

5.5%

13.1%

9.3%

DANGOTE SUGAR
REFINERY PLC

% change

Analyst's Forecast % of Forecast
N'000

(N3,266,747)
-48.7%

N6,782,430

64.9%

Source: NSE, Afrinvest Research
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