
Guinness Reports Leanest Revenue In 9 Years, First Loss In 30 Years

The management of Guinness Nigeria Plc submitted its full year earnings report for the period
ended June, 30, 2016 to the investing community last week, in keeping with its post-listing
requirement.

The report, which came two weeks late, compared to the release date for the 2015 scorecard,
among others, reflected the current economic situation with manufacturers coming under
more intense pressure. Many of these companies attribute their poor numbers to the new
flexible foreign exchange regime adopted by the Central Bank of Nigeria (CBN) in June 2016.

For the management of Guinness, blaming any of the aforementioned factors for its abysmal
performance may not be tenable. The company's profitability ratios had remained on the
downward slop over the past five years before finally turning red this time, the first in 30 years.

Also, add this to the fact that sales revenue is at its lowest in nine years, an indication that
something had gone wrong long before now. One question that the management may have to
answer soon is whether its R&D has gone asleep.

It is also necessary to note the excessive high cost of operation that had gradually eaten deep
into the company's bottom line as reflected on the numbers posted in recent years as the high
number of expatriates in the company is eating up profit.

A comparison of the latest figures with those of the corresponding period of 2015 shows a loss
of N2.02 billion from N7.79 billion profit, representing a126 percent decline. Shareholders’
funds dropped by 13.8 percent to N41.67 billion from N48.34 billion.

Loss per share (LPS) for the period stood at N1.34 as against Earnings Per Share (EPS) of N5.18
in the 2015. Consequently, investors' waiting period has increased in negativity to (74.70x) from
24.73x, as a result of the loss position and despite the marginal drop in its share price from
N128 as at released date in 2015 to N100 when the current result hit the market. Earnings Yield
also turned negative at 1.34 percent of the market price as at released date, as against the 4.04
percent yield estimated in 2015.
It is evident that the saturated market and stiff competition in Nigeria's brewery industry has
complicated issues for Guinness, whose top line and cost of sales were down, while borrowing
increased by 42.47 percent within the period under review. This was despite the continued
injection of funds by Diageo, its parent company, into Guinness Nigeria's operations.
The escalating foreign exchange rates should therefore not have much impact on the company
performance in the period under review, given that the flexible FX regime commenced in June
2016, the final month of the company's financial year.
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COY

2015 2016

% Chg(N) (N)

Date Released September 4, 2015 September 20, 2016

Price at Released Date 128.00 100.00 -22.00

Revenue 118,495,885,000 101,973,030,000 -13.94

Profit After Tax 7,794,899,000 -2,015,886,000 -125.85

Shareholders' Fund 48,341,376,000 41,660.605,000 -13.82

Dividend 3.20 0.50 -84.38

ESTIMATED RATIOS

Earnings Per Share 5.18 -1.34

PE Ratio 24.73 -74.70

Earnings Yield 4.04 -1.34

Book Value 32.10 27.67 -13.80

P/B 3.99 3.61 -9.52

ROE (%) 16.12 -4.84

Profit Margin 6.58 -1.98

Year End June June

Source: NSE, Company Report & Investdata Research

The loss per share is a reflection of both drop in sales revenue and the seeming ineffectiveness
of the management's cost cutting efforts, if any. This signals slim probability of dividend payout
in 2017, should the situation continue like this.

The recent funds injected into the company by the parent/core investor to mitigate the effect
of the current FX problem on Guinness Nigeria should help turnaround its operations to the



path of recovery. This is also expected to accelerate growth and return the company to profit in
the near future.

Moreso, the possibility of good dividend payout for now is slim as this year's 50 kobo is the
lowest in a decade as against the highest of N10 per share in 2011. Since then, investors have
been shortchanged as operating expense continues to accelerate faster, than revenue, instead
of moderating.

It must also be noted that the declining rate of sales revenue growth revenue is despite the
huge spending on advertising and promotions in the period under review. Rising cost is
hindering the ability of the company to convert any part of its revenue into profit.

Date of closure of the company's register for the recommended dividend of 50 kobo is not out
yet.

Valuation/Recommendations

The company's full year Book Value stands at N27.67, with a negative PE ratio of 74.70x on the
strength of its N1.34 loss per share. The company's EPS is projected to be below 50 kobo.
Investors with medium and long term investment horizon should look away from this stock now
and focus on the first quarter scorecard to wait for improvement its numbers before the
consider buying in. Traders can also take advantage of the bad news if the stock's price drops
further. We have revalued Guinness and downgraded it to a SELL for investors now.

Technical View



The stock has been trending down for more than three years to recently form a descending
triangle chart pattern that indicates reversal or continuation of trend. The price action at the
blue dots form a strong support level that revealed double bottom, which equally supports a
reversal. Traders should watch for the first resistance at N111 and a pullback to strong support
level of N76 as the market and analysts continue to interpret the numbers. investors should
wait to buy low at pull back, while traders should trade the bad news for short term returns by
taking staged positioning.

History

Guinness Nigeria, is a subsidiary of Diageo Plc of the UK, the first Guinness Stout was exported
to Sierra Leone in 1827 and became popular across West Africa. In 1962, the Ikeja brewery was
established in Lagos Nigeria, this was first location outside the British Isles to brew the iconic
dark beer. Three years later, in November 1965, Guinness Nigeria was listed on the floor of the
Nigerian Stock Exchange. This company brews beer, packages and markets beverages such as
Guinness Stout, Malta Guinness, Harp larger, Gordon's Spark and other new products that were
introduced into the market recently. Also the company has expanded its production capacity by
building Benin and Ogba plants to meet demand.

GUINNESS
Share Holding Structure

Guinness Overseas. Limited 46.48%
Atalantaf Limited 7.84%

Nigerian& Other Institutions 45.68%
Other Statistics

Shares Outstanding (MN) 1,505,888,188
Opening Price (2016) N162.81
Closing Price (2016) N109.25
Price as at September 23,2016 N93.00
Date Listed November,1965
Year End June

Earnings Performance

Guinness' dwindling performance for the past four years has reflected on its profitability level
and the dividend of N0.50 for the financial year ended June 30, 2016. The company's sales
revenue is still failing to step up, while major cost lines have continued to rise generally ahead



of income. Its share price lost tempo through the period under consideration to adjust to the
numbers being posted on quarterly and yearly basis in the comparable period of 2016.

It might be slightly difficult to place a fair value on Guinness such as will match the current
market price, except one can actually value investor confidence and sentiments for the equity’s
price to retain strength. Nevertheless, assuming such could be valued along with other ratios
such as the Loss Per Share, dividend payout ratio and Book Value, it will be appropriate to place
the equity at an intrinsic value of N48 to reflect the recent numbers posted for 2016.

Over the past four years specifically, Guinness Nigeria's turnover dropped by 22.40 percent to
N101.97 billion and profit after tax for the period moved from N11.86 billion in 2011 to a red
position of N2.02 billion representing 119.03 percent dropped.

The company’s profit level has been going down since 2011 and at the beginning of the
financial year of 2016. In the same vein, its dividend payout dropped by 92.86 percent from
N7.00 in 2013 to N0.50 indicating weak earnings power of the company that may lead to
investors dumping the company's share for others. But the current shareholding company's
structure and float have supported its share price thus far, keeping it high and not allowing it to
embark on a free fall.

GUINNESS
FOUR YEARS FINANCIAL PERFORMANCE

YEAR 2013 2014 2015 2016
Ticker (N) (N) (N) (N)
Date

Released
Monday, Sept. 16,

2013
Friday, Sept. 5,

2014
Friday, Sept. 4,

2015
Monday,

Sept.20,2015
Price At Rlsd 250.00 181.00 128.00 100.00
Turnover 131,414,352,000 109,202,120,000 118,495,885,000 101,973,030,000

PAT 11,863,726,000 9,573,480,000 7,794,899,000 -2,015,886,000
Net Assets 46,039,111,000 45,061,717,000 48,341,376,000 41,66,805,000
DIVIDEND 7.00 3.20 3.20 0.50
BONUS

Profitability Ratios



The company's weak earning power has finally given way to a loss and the subsequent loss per
share of N1.34 from an EPS of N7.88 in 2013. The said loss could account for negative 74.70xs
of the price at 2016 release date, increasing waiting period to recoup their investment from
31.73xs in 2013, besides the estimated negative yield of 1.34 percent of the price.

Please note the fluctuations recorded year-on-year in PE/Ratio and Earnings Yield in the table
below was due to decline in earnings and the unstable price movement. Estimated Ratios
shows that the Book Value of the company has been unstable in the last four years from N30.57
in 2013 and N27.67 in 2016. Also, profit margin has dropped significantly due to increasing cost
of operations from 9.03 percent in 2013 to -1.98 percent in 2016. Return On Equity for
investors have for four years constantly drop to a negative 4.84 percent from 26 percent in
2013.

GUINNESS
ESTIMATED RATIOS

EPS(N) 7.88 6.36 5.18 -1.34
PE Ratio 31.73 28.47 24.73 -74.70

Earnings Yield 3.15 3.51 4.04 -1.34
Book Value 30.57 29.92 32.10 27.67

Return on Equity 26.00 21.00 16.12 -4.84
Profit Margin 9.03 8.77 6.58 -1.98
Year End June June June June


