Dangote Cement PIc

Nigeria | Equities | Industrial Goods |July 29, 2020

Resilient Performance amidst COVID-19
Challenges

l) PAC Research

| ldeas |Partnerships |Solutions|

PAC RESEARCH

Oluwole Adeyeye
oluwole.adeyeye@panafricancapitalholdings.com

INVESTMENT SUMMARY

Coronavirus outbreak has affected global economy as most businesses
continue to struggle during the lockdown in most countries. One of the
sectors expected to underperform during this period is cement sector due
to reduced activities in constructions. However, Dangote Cement Plc defied
the odds by reporting a modest improvement in performance amidst

COVID-19 challenges as revenue increased by 1.95% to 3¥476.85 billion in

Price:
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H1°20 (vs. 3¥467.73 billion in H1’19). The higher revenue was driven by 30-day Average vol. 3,181,717
higher average net prices realised in Nigeria and Pan-Africa (i.e. other Shates Outstanding (mn) 1,547,422
, , o ) , Matket Cap. @¥bn) 2,416.34
African nations except Nigeria) as well as higher cement volumes in Pan-
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Africa. However, due to the partial lockdown and border closures (which DPS @) - FY2019 16.00
translated to a lower export sales), total cement volume sold in Nigeria fell Sonrce: NSE, Bloomberg, PAC Research
by 2.40%. Of the company’s cement capacity of 45.55 million tonnes per
annum across Affica, a total of 12.11 million tonnes was produced in H1°20 Fig. 3: Key ratios
(vs. 12.29 million tonnes in H1’19). Overall, production cost of sales HI20 HT'19
Gross profit margin 57.55% 58.70%
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increased by 4.79% to }202.42 billion in H1°20 (vs. 3¥193.17 billion in Net profit margin 26.45% 25.49%
H1°19), due to a rise in the manufacturing costs in Nigeria. Consequently, Equity multiplier 2.44x 1.99x
the group’s EBITDA increased marginally by 0.06% to N218.07 billion in Asset turnover 0-26% 0-28¢
Source: NSE, PAC Research
H1°20 (vs. :¥217.94 billion in H1°19).
Fig. 4: Valuations
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Mainly as a result of a higher exchange gain in Nigeria and a higher interest P/E 6.19% 12.05% 12.20% 11.44%
earning cash balances in Ethiopia, net finance loss fell by 29.18% to 3¥10.63 P/B 2.45x 2.69x 2.81x 2.65x
RS
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by 4.74% to ¥:¥162.85 billion in H1°20 (vs. :¥155.49 billion in H1°19). The Ev/Revenue 2.88 2.98 3.01 2.86
company made a provision of }:¥36.71 billion for tax in H1°20 (vs. }¥36.25 Sl Esle SR S ) S0
P/S Ratio 2.68 2.71 2.70 2.54

billion in H1’19). Consequently, profit after tax increased marginally by
5.79% to ¥126.14 billion in H1°20 (vs. :¥119.24 billion in H1°19). With the

impressive performance in the first half of 2020, we upgrade the target price

per share to 3¥173.18 (Previous Target Price: ¥171.38) and maintain a BUY 1.20 NSE DANGCEM
recommendation. 1.00
0.80
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Fig. 5: DANGCEM vs NSE, 52-wk Movement (Rebased)
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Group revenue improves by 1.95% YoY due to increased cement volumes The d€ cline in cement
in Pan-Africa and higher prices across board: Dangote cement reported
N o , volumes sold by the
impressive figure for the top-line amidst COVID-19 challenges in the first half

of 2020 as revenue increased by 1.95% to N476.85 billion (vs. N467.73 billion in Nugerian operation was

the first half of 2019). The increase in revenue was mainly driven by improved wdzﬂé/ attributed to the
average net prices realised in Nigeria and Pan Africa as well as higher cement Jock dOl]/ﬁ #35077077%2‘
volumes in Pan-Africa. Although, total cement volume sold in Nigeria declined
by 2.40% to 7.41 million tonnes in H1°20 (vs. 7.60 million tonnes in H1°19), total

revenue of Nigerian operation increased by 1.20% to }¥332.38 billion in H1°20 States as well as border

activities in various

N328.29 billion in H1’19). The decline i t vol Id by th ,

(vs illion in ) e decline in cement volumes sold by the 6'/0‘5’%7"&", which also
Nigerian operation was mainly attributed to the lockdown of economic activities
T , affected the export sales
in various states as well as border closures, which also affected the export sales

during the period. However, net revenue per tonne in Nigeria increased by dﬁﬁﬁg Zb ¢ P erzo d
3.77% to }¥44,855 in H1°20 (vs. ]¥43,224 in H1°19).

Surprisingly, Pan-Africa recorded the higher cement volumes and improved
price during the period under review. Pan-African volume improved marginally
by 0.70% to 4.73 million tonnes in H1°20 (vs. 4.70 million tonnes in H1°19) due
to improved volumes in Congo, Cameroon, Ethiopia, Senegal and Sierra Leone.
However, Zambia, Ghana and South Africa recorded lower cement sales

volumes as a result of COVID-19 restrictions during the period

Fig. 6: Revenue — 6M’19-12M’22F (Billion NGN)
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Group manufacturing costs rise by 4.79% year-on-year due to higher
energy costs: In the first half of 2020, Dangote cement recorded higher
manufacturing costs as it increased by 4.79% to 3¥202.42 billion (vs. :¥193.17
billion incurred in the first half of 2019), due to higher manufacturing costs in
both Nigeria and Pan-Africa. Nigerian manufacturing costs increased by
8.01% to ¥101.10 billion in H1°20 (vs. :}¥93.60 billion in H1°19). The increase
in the manufacturing costs of Nigerian operation was mainly attributed to
unfavourable fuel mix which led to the use of more expensive gas during the

period.
-_
July 29, 2020 2 www.panafricancapitalholdings.com


https://panafricancapitalholdings.com/

Equity Research |Dangote Cement Plc PAC RESEARCH

In addition, manufacturing cost in other African countries rose by 1.76% to

Mainly as a result of
¥101.32 billion in H1°20 (vs. 3¥99.57 billion in H1°19) due to the rise in Pan- .
salary increments and

Africa sales as well as the depreciation of the Naira which resulted in higher

values in Naira when other Pan-African currencies were converted to Naira. geﬂe 7 d/ Z'i?f/dflbﬂ d% Wﬁg

the period under review,
Mainly as a result of salary increments and general inflation during the period

Dangote Cement

under review, Dangote Cement recorded higher figure for administration

expenses as it increased by 4.30% to ¥26.05 billion in H1°20 (vs. ¥24.98 recorded bl;g/ﬂ??"ﬁg%?’?ﬁ?”
billion in H1’19). However, the increase in administrative expenses was offset a d/ﬁlﬁl SHation e Xp ernses

by the reduction in selling and distribution expenses as it fell by 3.32% to
N77.64 billion in H1°20 (vs. 3¥80.31 billion in H1°19). The reduction in selling
and distribution costs during the period could be attributed to reduced haulage 4.3 0% 10 N 26.05

as it increased by

costs in Tanzania and Zambia due to the reduced cement volumes when bZ//ZO nm
compared with the corresponding period of the previous year. In addition,
Ethiopia recorded lower figure for depreciation charges as some trucks are

getting close to the end of their useful lives.

Fig. 7: Manufacturing Costs — 6M*19-12M’22F (Billion NGN)
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With impressive operating and non-operating performance, profit
before tax rises by 4.74% year-on-year: In addition to the impressive
operating performance during the period, the company also reported an
interesting figure for non-operating activities as net finance costs fell
significantly by 29.18% to 3¥10.63 billion in the first half of 2020 (vs. }15.01
billon in the first half of 2019), due to higher exchange gain during the period.
The Nigetian Naira was adjusted to N387/1$ in H1°20 (H1°19: ¥365/19%) and
this resulted in net exchange gains from inter-group assets and liabilities that
do not eliminate in full on consolidation in the Nigerian operations.
According to Dangote Cement, the part of the exchange gains was reclassified
to Other Comprehensive income on Consolidation which resulted in a net
exchange gain of }¥5.00 billion in H1°20 (vs. exchange loss 3¥4.03 billion in
H1°19) after taking into accounts exchange losses from Pan Africa operations

that use different currencies.
|
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The impressive overall performance reflected on profitability of the company
as profit before tax increased by 4.74% to 3¥162.85 billion in the first half of
2020 (vs. ¥155.49 billion reported in the first half of 2019). The company
made a provision of }¥36.71 billion for tax in H1°20 (vs. 3¥36.25 billion in
H1°19). The moderate tax rate for the group could be attributed to Nigetian
effective tax rate of 16.40% as the portion of the H1°20 performance was
impacted by the tax exemption arising from the Pioneer Status Incentive
scheme for Ibese Lines 3 &4 and Obajana Line 4 which ended in February
2020. Consequently, profit after tax for the period increased by 5.79% to
¥126.14 billion in H1°20 (vs. 3¥119.24 billion reported in H1°19).

Fig. 8: Profit before Tax and Profit after Tax — 6M’19-12M’22F (Billion NGN)
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Source: NSE, Bloomberg, PAC Research

Balance sheet position remains strong; historical dividend payment to
continue in FY’20: The balance sheet position of the company remains solid
and strong, which reflected in improved total assets during the period. Total
assets increased by 8.98% to }¥1.81 trillion in H1°20 (vs. ]}¥1.66 trillion in H1°19),
mainly as a result of improvement in property, plant and equipment. Property,
plant and equipment rose by 5.61% to }¥1.25 trillion in the half yar of 2020 (vs
N1.19 trillion in the corresponding period of previous year). Addition to
property, plant and equipment was 383.20 billion, of which ¥72.50 billion was
spent in Nigeria and ¥10.70 billion in Pan-African operations. However, total
liabilities increased significantly by 29.16% to ¥1.07 trillion in H1°20, from
¥N825.19 billion reported in H1’19. The increase in total liabilities of the
company was attributed to a 59.75% increase in current liabilities mainly as a
result of current tax payable, amount owed to related parties for trucks and the
exchange impact (depreciation of Naira from N365/1% to ¥387/1$ in H1°20).
Consequently, the net assets of the company fell by 11.05% to }¥739.37 billion
in the first half of 2020 (vs. 3¥831.24 billion in the first half of 2019), and this
translated to a net asset per share of 3¥43.39 (vs. I¥48.78 in H1°19). With the
impressive H1°20 performance and solid balance sheet position, we expect the

company to pay at least a dividend of }¥10.50 per share in FY’20.
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Fig. 9: Dividend Per Share and Dividend Yield (FY’18-FY’22F)
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Fig. 10: Total Liabilities Vs Net Asset in H1°20
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Source: NSE, Bloomberg, PAC Research
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Valuation
Our valuation puts the target price of the stock at &173.18, representing an O%?" ﬂél/%&ll‘lbﬂ pﬂl‘j
increase of 22.13%, from the current price of 28141.80. In arriving at the target fbe fﬂ?’gefpf’z.fe Q][fbe

price, we employed Discounted Cash flow Valuation methodology.

stock at N173.18,
representing an

Consequently, we maintain a BUY recommendation on the stock of the

company.

Our valuation and forecasts considered several factors (both quantitative and mcrease OJ[ 22 . 73 0/0,
qualitative) among which are; the previous financial reports of the company, the f;ﬁo 7] Z‘be curvent Pﬁé‘e
current figures released by the company, the impact of COVID-19 on the QfN7 4 7 80

cement industry and the outlook of the management.

Fig. 11: Share Price History (Naira)
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Fig. 12: Statement of Profit or Loss, N’mn

Fig. 14: Profitability Ratio

2018 2019 2020E 2021F

Revenue 901,213 891,671 896,129 949,897
Change -1.06% 0.50% 6.00%
Cost of Sales (383,311) (379,989) (381,751) (397,057)
Change -0.87% 0.46% 4.01%
Gross Profit 517,902 511,682 514,378 552,840
Change -1.20% 0.53% 7.48%
SG&A (189,4206) (214,769) (211,487) (224,1706)
Change 13.38% -1.53% 6.00%
Other Income 10,222 2,980 5,377 5,699
Change -70.85% 80.43% 6.00%
Operating profit 338,698 299,893 308,268 334,364
Change -11.46% 2.79% 8.47%
Finance Income 11,323 7,610 17,923 15,198
Change -32.79% 135.51% -15.20%
Finance Cost (49,778) (57,673) (53,768) (56,994)
Change 15.86% -6.77% 6.00%
Profit Before Taxation 300,806 250,479 273,051 293,233
Change -16.73% 9.01% 7.39%
Taxation 89,519 (49,958) (76,454) (82,105)
Change -155.81% 53.04% 7.39%
Profit After Taxation 390,325 200,521 196,596 211,128
Change “48.63% -1.96% 7.39%
Fig. 13: Statement of Financial Position, N’mn

2018 2019 2020E 2021F
Fixed Assets 1,171,864 1,206,749 1,254,581 1,320,357
Intangible assets 5,969 3,603 5,556 5,889
Deffered tax assets 40,622 44,768 43,910 46,545
Inventories 106,998 114,806 120,977 128,236
Trade and other
recievables 44,468 30,001 35,845 37,996
Bank and Cash Balances 166,896 123,903 116,497 118,737
Total current assets 428,838 400,736 431,486 453,101
Total Assets 1,694,463 1,741,351 1,816,006 1,911,193
Trade and other payables 230,970 284,739 304,684 322,965
Current tax payable 9,223 49,932 71,690 75,992
Financial debt 220,128 260,631 286,761 303,967
Other current liabilities 35,185 34,083 76,171 66,493
‘Total current liabilities 495,506 630,794 740,741 770,936
Deferred tax liabilities 83,350 93,841 96,782 102,589
Net Assets 986,613 897,937 858,940 912,851

2018 2019 2020E 2021F
Return on Equity 39.56% 22.33% 22.89%  23.13%
Return on Assets 23.04% 11.52% 10.83%  11.05%
Gross margin 57.47% 57.38% 57.40%  58.20%
EBITDA margin 48.30% 44.34% 44.97%  45.77%
PBT margin 33.38% 28.09% 30.47%  30.87%
Net Profit Margin 43.31% 22.49% 21.94%  22.23%
Fig. 15: Asset Utilization
2018 2019 2020E 2021F
cash/sales 0.19 0.14 0.13 0.13
Sales to inventory (x) 8.42 7.77 7.41 7.41
Sales to total assets (x) 0.53 0.51 0.49 0.50
Sales to total fixed assets 0.77 0.74 0.71 0.72
Equity multiplier 1.72 1.94 2.11 2.09
fixed asset turnover 1.30 1.35 1.40 1.39
Fig. 16: Liquidity Ratios
2018 2019 2020E 2021E
Quick ratio 0.65 0.46 0.42 0.42
Current ratio 0.87 0.04 0.58 0.59
Cash ratio 0.34 0.20 0.16 0.15
Interest Coverage 6.04 4.34 5.08 5.15
Operating Cash Flow Ratio 1.81 1.45 1.24 1.13
Debt/net income 0.78 1.77 1.95 1.93
Debt/operating cashflow 0.34 0.39 0.42 0.47
Debt to asset 0.42 0.48 0.53 0.52
Total liabilities/ equities 0.72 0.94 1.11 1.09
Inventory turnover 8.58 7.94 7.78 7.62
Inventory turnover days 41.97 45.33 46.26 47.22
Account payable days 216.92 269.76 287.32 292.82
Fig. 17: Shareholders’ Investment Ratios
2018 2019 2020E  2021F
EPS (N) 2291 11.77 11.54 12.39
DPS 3¥) 16.00 16.00 10.50 11.50
NAVPS (¥) 57.90 52.69 50.41 53.57
Earnings yield (%) 16.15 8.30 8.14 8.74
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Equity research methodology employed in this report

Views documented in this equity research report stem from conclusions reached through the use of multiple valuation
methodologies, industry-wide knowledge, company specific information and our near to medium term expectations of industry
and company performance, as well as market outlook. Our forecasts are based on a combination of top-down and bottom-up
analysis, alongside historical trends in industry and company financials. Where appropriate, we factored in available forecasts and
business direction provided by company management.

Our recommendation tends towards value investing. Therefore, our investment rank gauge—a customized scale we use to judge
how well a firm under coverage has performed—is determined using major value parameters as well as relevant ratios and
multiples computed with figures from the company’s most recent financials.

The variables used to arrive at the company’s investment rank cover a wide range of measures which characterize liquidity,
operational efficiency, profitability, profit margins, growth, economic viability, gearing, relative valuation ratios, capital structure
and management performance. Our investment recommendation is underpinned by the upside or downside potential of a stock
under coverage. This potential is estimated by comparing the stock’s current market price to its price target and fair value, on a
percentage increase or decrease basis as summarized below:

Deviation from current price Recommendation
>30% STRONG BUY

10% to < 30% BUY

-10% to < 10% HOLD

<-10% SELL
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IMPORTANT DISCLOSURES

This research report has been prepared by the analyst(s), whose name(s) appear on the front page of this document, to provide
background information about the issues which are the subject matter of this report. It is given for information purposes only.

Each analyst hereby certifies that with respect to the issues discussed herein, all the views expressed in this document are his or her own
and reflect his or her personal views about any and all of such matters. These views are not necessarily held or shared by PanAfrican
Capital Holdings or any of its affiliate companies. The analyst(s) views herein are expressed in good faith and every effort has been made
to base our opinion on reliable comprehensive information but no representation is made as to its accuracy or completeness. The opinions
and information contained in this report are subject to change and neither the analysts nor PanAfrican Capital Holdings is under any

obligation to notify you or make public any announcement with respect to such change.

This report is produced independently of PanAfrican Capital Holdings and the recommendations (if any), forecasts, opinions, estimates,
expectations and views contained herein are entirely those of the analysts. While all reasonable care has been taken to ensure that the
facts stated herein are accurate and that the recommendations, forecasts, opinions, estimates, expectations and views contained herein
are fair and reasonable, none of the analysts, PanAfrican Capital Holdings nor any of its directors, officers or employees has verified the
contents hereof and accordingly, none of the analysts, PanAfrican Capital Holdings nor any of its respective directors, officers or
employees, shall be in any way responsible for the contents hereof.

With the exception of information regarding PanAfrican Capital Holdings, reports prepared by PanAfrican Capital Holdings analysts are
based on public information. Facts and views presented in this report have not been reviewed and may not reflect information known
to professionals on other PanAfrican Capital Holdings business areas including investment banking. This report does not provide
individually tailored investment advice. Reports are prepared without regard to individual financial circumstances and objectives of
persons who receive it. The securities discussed in this report may not be suitable for all investors. It is recommended that investors
independently evaluate particular investments and strategies. The appropriateness of a particular investment or strategy will depend on
an investor’s individual circumstances or objectives. Neither the analyst(s), PanAfrican Capital Holdings, any of its respective directors,
officers nor employees accepts any liability whatsoever for any loss so ever arising from any use of this report or its contents or otherwise
arising in connection thetewith. Each analyst and/or any person connected with any analyst may have acted upon or used the information
herein contained, or the research or analysis on which it is based prior to its publication date. This document may not be relied upon by
any of its recipients or any other person in making investment decisions.

Each research analyst certifies that no part of his or her compensation was, or will be directly or indirectly related to the specific
recommendations (if any), opinions, forecasts, estimates or views in this report. Analysts” compensation is based upon activities and
services intended to benefit clients of PanAfrican Capital Holdings. As with other employees of PanAfrican Capital Holdings, analysts’
compensation is impacted by the overall profitability of PanAfrican Capital Holdings, which includes revenues from all business areas of
PanAfrican Capital Holdings.

PanAfrican Capital Holdings Ltd
8A, Elsie Femi Pearse Street

Victoria Island

Lagos, Nigeria
Tel: +234 (1) 2716899, 2718630
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