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Building Healthy Family :

- Ticker GLAXOSMITH The unaudited Q3 2009 result of GlaxoSmithKline

Sector Healthcare Consumer Nigeria Plc. (GlaxoSmith) for the period
Valuation/Analxst Recommendation . ended 30 September, 2009 showed that its Turnover
I — Date of Ir'1cc.)rporat|on June 23,1971 (TO) grew by 22.54% to N11.37bn, compared with
In olaci fair val the Ordi Date of Listing July 1979 N9.28bn in the corresponding period of 2008. Profit
n placing a fair vaiue on fhe 'r mary Year End December Before Tax (PBT) increased by 44.88% between 2008
Shares of GlaxoSmith, we maintained No of Ordinary Shares 956,701,190 and 2009 to N239mn fom N1.65bn in the
our earlier top-fine forecast, but adjusted Capitalisation (N) 22,597,282,107.80 corresponding period of 2008. The tax provision moved
our bottom-line forecast to reflect the % of Market Capitalisation  0.46 in a similar direction, increasing by 47.6% between
company’s improved efficiency. Also, we . . 2008 and 2009 to N740.89mn from N502.06mn
adjusted our earlier parameters to reflect 52-Week High(N) 25.25 bringing the Profit After Tax (PAT) to N1.65bn as
current market developments and its 52-Week Low(N) 9.78 against N1.12bn in 2008, representing a growth of
latest results. We estimated Turnover YTD Return (%) 60.90 47.6%. Earlier in the year, GlaxoSmithkline(UK),
(TO), Earning Before Interest Tax 52-Week Avg. Trade 250,763 stepped up its expansion into Africa and emerging
Depreciation and Amortization (EBITDA) Beta Value 0.59 markets, striking an alliance to sell more than 100 drugs
and PAT for December, 2009. We Trailing EPS(N) 1.89 of Dr. Reddy’s, the Indian generic pharmaceuticals
maintain our earlier estimate of the TO of Trailing PE(x) 12.49 maker. We noted in our Q1 March, 2009 report that the

N15.04bn as released in our Q1 2009
result. We project EBITDA of N3.06bn
based on EBITDA margin of 20% and a
PAT of N1.93bn based on a PAT Margin
of 12.81%. We used 956.70mn Ordinary
Shares that we expect to be in issue as
at December 2009. The Forward
Earnings Per Share (FEPS) generates
N2.02. We estimated Dividend Per Share
(DPS) of N0.97 based on a dividend
payout of 48.25%. Applying Enterprise
Value EV/EBITDA multiple of 7.60x, a
P/E multiple of 10.22x, we arrived at
N24.29 per share using EV/EBITDA
multiple and N20.60 per share price
using earnings multiple. Applying a
weight of 55% on N24.29 and 45% on
N20.60, we arrived at N22.63, which is
our fair value. The forward earnings yield
and dividend yield based on our fair
value generate 8.91% and 4.30%
respectively. We therefore place a
HOLD on the share price of
GlaxoSmith at the current market
price.

Business Description

The compapis engaged in the

manufacture, marketing and

distribution of a wide range of
healthcare brands

alliance would contribute positively to the revenue
growth of GlaxoSmith Nigeria.

A cursory look at the company’s profit margins reveals that the cost management strategies of the company are working well. The PBT
in Q3 2009 increased over the Q3 2008 and over the FY 2008 figure. The PBT margin increased to 21.01% in Q3 2009 from 17.77%
as at Q3 2008, and up from 14.75% as at the end of the financial year in December, 2008.This shows that the company’s total cost as
a percentage of TO stands at 78.99%, down from 82.23% recorded in the corresponding period of 2008. PAT margin currently stands
at 14.50%, up from 12.04% in the corresponding period of 2008 and up from 10.18% as at FY 2008.The result also indicated that the
percentage of the TO, PBT, and PAT in the Q3 2009 result to the Full Year Audited TO, PBT and PAT for the period ended December,
2008 are: 90.66%, 129.07% and 129.13%, respectively. This suggests that GlaxoSmith should surpass its previous year's
performance at the current run rate with a wide margin in 2009.

A cursory look at the balance sheet position as at Q3 2009 compared with the position as at December, 2008 shows that the company
continued its investments to expand its operations to gain additional markets. Its fixed assets increased by 4.72% to N4.15bn from N3.96bn in
FY 2008, while the net assets increased by 19.72% to N6.53bn from N5.45bn as at FY 2008. Cash and bank balances increased significantly
from N1.19bn in FY 2008 to N2.42bn in Q3 2009. Stocks increased by 49.11% to N3.79bn from N2.54bn during the review period.
GlaxoSmith's working capital deteriorated from a negative of N2.33bn to a negative of N3.24bn in Q3 2009. The management of GlaxoSmith
however needs to put in place strategies to reduce the trade debtors which increased by 28.22% to N1.21bn from N942.94mn in order to
improve its cash position. Also, trade creditors increased significantly by 185.99% to N1.21bn in Q3 2009 from N423.79mn as at FY 2008. This
suggests that the company may be employing cash management strategies to conserve its cash for its investment or financing needs in the
near future. However, the trade creditors’ position may also suggest that the creditors of the company may believe that the company is having
liquidity challenges, given the extended length of time it takes the company to pay its trade creditors. In turn, the trade creditors may mark-up
its supply prices.

The establishment of the National Agency for Food and Drug Administration (NAFDAC) has brought about sanity in the healthcare
industry in Nigeria, which had been bedeviled with fake and adulterated products. Lately, government appears to be more responsive
to the industry with the suspension of the imposition of excise duties which came on stream in 2008 and which would have created a
higher price tariff for consumers of pharmaceutical products in Nigeria. Furthermore, the action of government, in response to pleas
made to it in removing Ampiclox from the import prohibition list, should have a positive impact on the company’s business. However,
just like other manufacturing companies in Nigeria, poor infrastructure remains a major set-back for GlaxoSmith, causing their products
to come at higher prices than it should have. In order to become more efficient the company’s plant now operates on two gas based
generators to meet its energy needs. GlaxoSmith has also invested in chillers plant, air compressor machine, a new tetra line, a new
tablet line and improved existing facilities have been made to meet consumer demand for nutritional and OTC products.

GlaxoSmith’s product lines include Panandol, Andrews Liver Salt, Macleans, Phensic, Lucozade, and Ribena, Ribena Apple, and
a wide range of internationally acclaimed pharmaceuticals, including Amoxil, and Augmentin Antibiotics, Zentel, the Anthelmintic,
the anti-malarial, Halfan and Vaccines. Also, it has launched new products: Macleans Herbal, Lucomalt, Panadol 8 Cold & Catarrh
and Lucozade Sport. As at December 2008, the company’s shares were held by GlaxoSmithKline Plc, UK 46.42% through its
subsidiaries Setfirst Limited (27.31%) and by Smithkline Beecham Plc (19.11%) while the remaining balance of 53.58% were held
by Nigerian shareholders. GlaxoSmith has a wholly owned subsidiary, Winter Pharmaceutical Limited, that is engaged in the
marketing and distribution of Over The Counter (OTC) pharmaceutical products. The results analyzed are the consolidated accounts.
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TO PBT PAT PAT Margin (%) ROE (%) EPS** PE**
12,545 1,851 1,277 10.18 23.43 1.89 12.49
3,151 (373) (317) (10.06) (23.95) - -
5,440 708 418 7.68 15.18 0.57 7.57
Source: Company Annual Reports as &0B% NSE FACTBOOKAnnual Reports as at FYO2& Current
Q3 2009 Q3 2008 FY 2008 FY 2007 % Kk FY 2009F
11,373 9,281 22.54 12,545 9,915 26.52 15,054
2,389 1,649 44.88 1,851 1,166 58.72 2,546
1,649 1,117 47.63 1,277 834 52.64 1,929
21.01 17.77 3.24 14.75 12.00 3.00 16.91
14.50 12.04 2.46 10.18 8.44 1.74 12.81
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investment. FSDH Sec may invest substantially in securities of companies using information contained herein and may also perform or seek to
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