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Guinness Nigeria ('Guinness' or 'the Company') delivered a stellar performance in FY

2022. The Company recorded a 29% year-on-year revenue growth to N206.82bn.

Gross profit grew by 59% YoY to N72.66bn while operating profit grew by 135% YoY

to N24.35bn.

Supported by lower finance costs (-54% YoY to N2.13bn), Guinness' profit after tax

grew by 12x to N15.65bn or N7.15 earnings per share. Given the strong profitability,

the Company declared a N7.14 dividend for FY 2022 (FY 2021: N0.46), which

translates to a 100% payout. The dividend qualification date is on September 26,

2022, while the dividend payment date is on October 26, 2022.

Marginal Volume Growth, But Higher Prices Spur Topline Growth

Our estimates revealed that the Company's volume sales grew by 1% in FY 2022, with

the pressure coming from the beer category which declined by 7% YoY. We note that

the beer category accounted for 22% of total volume sales for the fiscal year. Volume

from the Malts category was flat while volume from the Spirits category grew by 3%.

The volume trend in FY 2022 emphasised the Company's strategic focus, amid weak

macroeconomic conditions, pressured household income, and declining purchasing

power. Our perspective is that increased competitive pressures made the Company

lose ground in the beer segment few years ago with the entry of a major player in the

industry. This fundamental situation led the Company to consolidate efforts in

expanding the Spirits business where it had higher competitive advantage, and also

where it is a near monopoly. The margins of the Spirits category are higher than the

margins in other categories. Therefore, we see the 3% volume growth in the Spirits

category as a reflection of the Company's focus. However, we maintain that Spirits

revenue growth seemed weak, in our view.

An average price increase of 28% across all product categories propelled the

Company's revenue growth in FY 2022. We believe that higher product prices became

necessary due to rising input costs, as raw material prices spiked sharply following the

fallout between two powerhouses in the global commodities market (Russia and

Ukraine). The geopolitical tension exacerbated an already-existing supply chain

disruption that was induced by the coronavirus pandemic.

Net Margins Rise to an 8-Year High

On the back of higher pricing which effectively meant a transfer of cost burden to

consumers, the Company's gross margin expanded by c.700 basis points to 35% in

FY 2022. This translated to a 59% gross profit growth.

To compete in the industry and drive sales, significant investments were made in

advertisement and promotions, evident in the 43% YoY increase in marketing

spending - a second consecutive fiscal year of a c.40% increase. Despite these

investments, total volume sales only grew by 1%. While we note the marginal volume

growth, we posit that majority of the investments were made behind brands and to

deepen market penetration. In the medium to long term, we expect these investments

to start yielding results.
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P/BV 2.59x 2.14x 2.09x

PBT Margin 4% 11% 11%

PAT Margin 1% 8% 8%

RoE 2% 19% 20%

Dividend Yield 1% 8% 8%
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Inflationary pressures also factored in the higher operating expenses incurred in FY 2022, and

this was reflected in the 33% YoY increase in administrative expenses. Overall, the Company's

total operating expenses grew by 40% YoY. On a positive note, the increase in gross profit

adequately covered the higher incurred expenses. Thus, operating profit grew by 135% YoY to

N24.35bn.

Higher finance income, lower fx-related losses, and non-recurrence of a one-off tax charge in FY

2021 all resulted in a bottomline improvement, as profit after tax grew to N15.65bn in FY 2022

from N1.26bn in FY 2021 (+1,147% YoY growth).

FY 2022 Financial Performance

Source: Company Accounts, WSTC Research

Income Statement Information (N'mn) FY 2022 FY 2021 % 

Revenue 206,822 160,416 29%

Cost (134,159) (114,706) 17%

Gross profit 72,663 45,710 59%

Other income 2,740 1,030 166%

Operating income 75,403 46,740 61%

Marketing expense (37,347) (26,066) 43%

Admin expense (13,709) (10,317) 33%

Operating expense (51,056) (36,383) 40%

Operating profit 24,347 10,357 135%

Non-operating profit/(loss) (673) (4,587) -85%

Net impairment gain/(loss) 96 48 100%

Impairment loss on PPE (543) (533) 2%

Finance income 1,904 529 260%

Finance cost (2,130) (4,631) -54%

Profit before tax 23,674 5,770 310%

Income tax (8,023) (4,514) 78%

Profit after tax 15,651 1,255 1147%

Balance Sheet Information: (N'mn) FY 2022 FY 2021 %

Assets

Property, plant and equipment 97,686 94,237 4%

Inventories 32,001 21,461 49%

Trade and other receivables 14,079 14,019 0%

Cash 69,104 35,869 93%

Others 2,791 3,821 -27%

Total Assets 215,660 169,407 27%

Liabilities

Loans and borrowings 31,309 15,993 96%

Trade and other payables 69,683 61,676 13%

Others 24,688 17,451 41%

Total Liabilities 125,681 95,120 32%

Net Assets 89,979 74,287 21%
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Outlook

We expect the Company to continue experiencing challenges with volume growth due to the

weak state of the economy, specifically relating to dwindling household purchasing power. Based

on our assessment, we classify the products in the brewery industry as elastic. Hence, we expect

consumers to react negatively to higher prices. However, we continue to see higher prices

offsetting weak volume growth in the near term. In the medium term, we see significant

headwinds to topline growth unless the macroeconomic situation improves.

The key triggers of earnings growth in the near term include i) sustained competitive advantage

and near monopoly in the high-margin Spirits category ii) higher product pricing to protect margin

erosion iii) results from prior investments in route-to-market iv) higher volume sales in the Malts

category due to capacity expansion and growing market.

We forecast a 16% revenue growth in FY 2023 to N239.01bn, while we expect a flat net margin

due to the impact of inflationary pressures and higher raw materials costs. Our fair value

estimate for the stock is N119.20. Based on our estimates, we estimate a 47% total return for the

stock (inclusive of an 8% dividend yield). We recommend a BUY for the stock at current market

prices.

Investment Thesis

We believe that Guinness' fundamentals are relatively strong and slightly different from peers

because of the market structure of its major products. As highlighted above, the focus on Spirits

put the Company on a different growth path. In FY 2022, volume sales in Spirits accounted for

43% of total volume sales. We expect the Company to keep enjoying higher margins in the

Spirits category with a near-zero competition.

We also believe that Guinness is a high-quality stock, given its strong balance sheet (strong cash

balance, and low debt levels), and higher return profile (higher RoE, higher dividend yield)

relative to peers. The current multiple undervalues the earnings growth trajectory, in our view, we

see an upside for the stock.

Downside Risks to our Views

• Inability to produce goods due to possible election-related violence

• Regulatory risks, relating to an unpredictable tax environment

• Continued weakness in its Beer category

• FX illiquidity to import some raw materials and equipment.
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Financial Projections

Source: Company Accounts, WSTC Research

Income statement (NGN mn) FY 2022 FY 2023F FY 2024F FY 2025F FY 2026F FY 2027F FY 2028F

Revenue 206,822 239,006 270,631 306,282 344,305 388,729 432,669 

EBITDA 32,955 37,352 45,106 53,001 58,415 64,131 70,005 

EBIT 24,347 27,093 33,411 39,614 43,264 46,949 49,969 

Profit before taxation (PBT) 23,674 26,346 32,641 39,101 42,685 46,672 49,870 

Net profit (PAT) 15,651 17,915 22,196 26,589 29,026 31,737 33,911 

EPS (N) 7.15 8.18 10.13 12.14 13.25 14.49 15.48

DPS (N) 7.14 7.36 7.60 9.10 9.94 10.87 11.61 

Balance sheet (NGN mn)

Current assets 117,601 104,196 108,796 110,355 112,259 116,397 120,593

Non-current assets 98,059 100,666 103,082 107,649 113,182 119,769 126,805

Total assets 215,660 204,862 211,878 218,004 225,442 236,166 247,398

Current liabilities 113,733 100,596 101,527 97,668 95,990 96,701 97,785

Non-current liabilities 11,948 12,011 12,023 12,067 12,097 12,143 12,183

Shareholders’ equity 89,979 92,255 98,328 108,269 117,354 127,321 137,430

Book value per share (N) 41.08 42.12 44.89 49.43 53.58 58.13 62.74 

Cash flow statement (NGN mn)

Cash from operating activities 28,119 20,338 25,787 29,699 28,583 37,768 40,552 

Cash from investing activities (6,844) (10,647) (12,708) (16,388) (18,748) (21,401) (24,211)

Cash from financing activities 12,052 (25,164) (15,436) (19,473) (19,240) (20,432) (22,937)

Net increase/ (decrease) in cash 33,326 (15,473) (2,357) (6,162) (9,404) (4,064) (6,596)

Free cash flow to equity 33,342 (1,241) 12,670 9,380 9,292 15,939 15,076 

Ratio analysis 

EBITDA margin 16% 16% 17% 17% 17% 16% 16%

Operating margin 12% 11% 12% 13% 13% 12% 12%

ROE 19% 20% 23% 26% 26% 26% 26%

ROA 8% 9% 11% 12% 13% 14% 14%

Dividend payout ratio (%) 100% 90% 75% 75% 75% 75% 75%
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The value of any investment is subject to fluctuations, i.e. may rise and fall. Past performance is no guide to the

future. The rate of exchange between currencies may cause the value of an investment to increase or decrease.

Hence investors may not get back the full value of their original investment.

Investment Recommendation

WSTC uses a 3-tier recommendation system for stocks under coverage: Buy, Hold, and Sell.

• Buy Rating: estimated fair value is ≥15% above current market price.

• Hold Rating: estimated change in price is between -10% and 15% of current market price.

• Sell Rating: estimated change in price is ≤ -10% of current market price.

This document is not an offer to buy or sell any security. This document does not provide individually tailored

investment advice. It has been prepared without regard to the individual financial circumstances and objectives of

persons who receive it. The appropriateness of a particular investment will depend on an investor’s circumstances

and objectives. The investments and shares referred to in this document may not be suitable for all investors.

This document is based on information WSTC Securities Limited (WSTC Securities) received from publicly

available reports and industry sources. WSTC Securities may not have verified all of this information with third

parties. Neither WSTC Securities nor its shareholders, directors, employees or advisors can guarantee the

accuracy, reasonableness or completeness of the information received from any sources consulted for this

publication; and neither WSTC Securities nor its shareholders, directors, employees or advisers accept any liability

whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its

contents or otherwise arising in connection with this document. This document is not to be relied upon and should

not be a substitute for the exercise of independent judgment.

This document includes certain statements, estimates and projections concerning the anticipated future

performance of securities listed on the Nigerian Exchange and as to the market for these shares. Such statements,

estimates and projections are based on information that we consider reliable and may reflect various assumptions

made concerning anticipated economic developments, which have not been independently verified and may or

may not prove correct. No representation or warranty is made as to the accuracy of such statements, estimates

and projections or as to their appropriateness for the purpose intended and it should not be relied upon as such.

Opinions expressed are current opinions as of the date appearing on this material only and may change without

notice. Other third parties may have issued other reports that are inconsistent with and reach different conclusions

from, the information presented in this report. Those reports reflect the different assumptions, views and analytical

methods of the analysts who prepared them.

This document is for information purposes only and private circulation. No portion of this document may be

reprinted, sold or redistributed without the written consent of WSTC Securities.

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

WSTC Securities Limited is a Trading License Holder of the Nigerian Exchange Limited (NGX) and is registered

with the Securities & Exchange Commission (SEC) as a Broker/Dealer to conduct Securities Brokerage & Dealing

in Nigeria. Therefore, we may deal in any securities listed on the NGX.

WSTC Securities Limited has its registered office at 2, Maitama Sule Street, South-West Ikoyi, Lagos, Nigeria.

Email: research@wstc.com.ng

Website: www.wstc.com.ng

© WSTC Securities Limited 2022.


