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April 09, 2010 BUY Fair Value:N15.04 Current Price:N12.73
Service Beyond Expectation
Ticker NAHCO The unaudited Q3, 2009 result of Nigerian
Sector Airline Services

Valuation/Analyst Recommendation

In arriving at a fair value for NAHCO, we used two
valuation methods which are Discounted Free
Cash Flow (DCF) and Discounted Future
Earnings (DFE). We project Turnover, Eamings
Before Interest and Tax (EBIT), Earnings Before
Interest Tax Depreciation and Amortization
(EBITDA) and Profit After Tax (PAT) for the
periods December 2009, 2010, 2011, 2012 and
2013. We estimate Turnover of N6.09bn,
N8.36bn, N10.87bn, N13.58bn and N16.98bn for
2009, 2010, 2011, 2012 and 2013 respectively.
We estimate EBIT of N1.78bn, N2.45bn,
N2.86bn, N3.57bn and N4.46bn for the same
period based on EBIT Margin 29.28% for 2009
and 2010 and 26.28% thereafter. We estimate
PBT of N2.04bn, N2.80bn, N3.37bn, N4.21bn
and N5.26bn for the forecast period. The forecast
PBT for the period is higher than the EBIT
because there are some non-operating incomes
not included in EBIT. The FCF generates
N967mn, N1.42bn, N1.79bn, N2.38bn and
N3.00bn, PAT of N1.39bn, N1.90bn, N2.29bn,
N2.86bn and N3.58bn. We applied a terminal
growth rate of 6.90%. We use a beta value of
1.36x based on the 4-year historical returns on
the company share price and the Nigerian Stock
Exchange All Share Index (NSEASI). We used
the coupon rate of 8.50% as our risk free rate
and a risk premium of 10.02%. Applying
foregoing parameters on the Capital Asset Pricing
Model (CAPM), the cost of equity generates
22.13%. We used 1.23bn shares in issue. The
DCF Model generates N13.68 per share and the
DFE Model generates N16.71 per share.
Applying a weight of 45% on DFE and 55% on
DFC, we arrived at N15.04, which is our fair
value. The 2009 earnings yield based on our fair
value generates 7.49% while the 2009 Dividend
Yield based on NO0.56 Dividend Per Share
(applying 50% dividend pay-out) at our fair value
generates 3.74%. NAHCO already paid an interim
dividend of N0.25; to end FY 2009 therefore we
expect a dividend of N0.31. We therefore placed
a BUY on NAHCO shares at the current market
price for capital appreciation.

Business Description
|

The principal activity of NAHCO is
the provision of aircraft, passenger
and cargo handling services and

other reléed services.

Aviation Handling Company Plc (NAHCO) for
the period ended September 30, 2009 shows that
its Turnover (TO) increased by 37.36% to
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. N4.40bn, compared with N3.20bn in the
NoZofiOrdinanyiShares iiii1,230,468,750 corresponding period of 2008. Profit Before Tax
Capitalisation (N) 15,663,867,188 (PBT) increased by 33.81% between 2008 and
% of Market Cap. 0.24 2009 to N1.58bn from N1.18bn. The tax provision
52-Week High (N) 12.73 which increased by 33.8% between 2008 and
52-Week Low(N) 5.64 2009 to N506.86mn from N378.88mn resulted in
YTD Return (%) 77.30 the Profit After Tax (PAT) of N1.08bn, from
52-Week Avg. Trade 876,928 N805.11mn in 2008, representing a growth of
Beta Value 1.36 33.77%. The PBT Margin in Q3, 2009 decreased
Current EPS (N) 1.09 marginally over the corresponding period in 2008
Current PE(x) 11.66 but increased over the FY 2008 figure.

The PBT margin decreased marginally to 35.97% in Q3, 2009 from 36.92% as at Q3, 2008, but up from 27.47% as
at the end of the financial year in December, 2008.This shows that the company’s total costs as a percentage of TO
stands at 64.03%, up marginally from 63.08% recorded in the corresponding period of 2008. PAT margin currently
stands at 24.47%, down from 25.13% in the corresponding period of 2008, but up from 18.12% as at FY 2008.The
result also indicates that the percentage of TO, PBT and PAT in the Q3 2009 to the Full Year Audited TO, PBT and
PAT for the period ended December, 2008 are: 99.34%, 130.08% and 134.14% respectively. Given the current run
rates NAHCO should be able to surpass its previous year’s performance with wide margins.

A cursory look at the balance sheet position as at Q3, 2009 compared with the position as at December 2008, shows
that its fixed assets increased by 13.97% to N3.58bn from N3.14bn in FY, 2008. This reflects the continual upgrading
of NAHCO's facilities and equipment to enable it become world-class aviation handling company offering superior
services in a highly challenging environment. The net assets increased by 6.76% to N4.50bn from N4.22bn as at FY,
2008. Cash and bank balances increased marginally by 9.80% from N1.23bn in FY, 2009 to N1.35bn in Q3, 2009.
Other debit balances as at Q3, 2009 was up by 18.95% to stand at N1.86bn from N1.57bn as FY 2008. NAHCO’s
working capital however decreased from N1.57bn as at FY, 2008 to N1.42bn in Q3, 2009.

The recent global and financial meltdown impacted negatively on the aviation industry. A number airline operators
recorded huge losses on account of low passengers’ patronage which in turn affected NAHCO’s business. However,
as the global economy is showing signs of economy, activities in the aviation industry are also expected to pick up.
Other challenges in the aviation handling industry are high cost of ground support equipment and insurance claims;
the need for a total insurance cover to take care of incidents and accidents which cannot be totally avoided in
industry operations; and dearth of skilled manpower. In spite of all this challenges, NAHCO has been able to brace
up its operations to world standard. The company was admitted as a member of the first-ever international alliance of
airport service providers in the world —Aviance. Aviance members are involved in various aspects of ground handling,
including passenger facilitation, cargo handling, executive lounges, ramp services, aircraft de-icing, airport
management, and ground support equipment maintenance. Aviance membership comes with benefits such as
market intelligence, access to aviance global database, cross selling, joint marketing strategy, common purchasing,
equipment pooling, exchange of best practices, staff exchange, international benchmarking, joint venture
opportunities, leveraging to increase market share, increased branding and profile. In addition, NAHCO was admitted
into the membership of the International Aviation Handlers Association, Africa (IAHA Africa) and the Managing
Director of the company, Mr. Bates Sule obtained a seat on the board of the association. NAHCO intends to leverage
on these association to improve its operations in order to satisfy its clients.

NAHCO is Nigeria's foremost aviation ground service provider rendering differentiated services to 33 leading
domestic and international airlines operating in Nigeria. The company's business activities revolve around the
following: Passenger and baggage handling; Cargo handling through its customs bonded warehouse and mail
handling through postal authorities; and Ramp and other ground handling services through the provision of ground
support equipment. NAHCO achieves its objective using modern technology and up to date professionals. The
shareholding structure of NAHCO as at February 28, 2009 shows that the following shareholders held more than 5%
of the issued share capital: British Airways: 10.7%, Air France: 5.8%, Lufthansa Commercial Holding GmBH:
6.0%, Rosehill Group Ltd: 9.8% and other Nigerians: 67.7%.
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This publication is produced by FSDH Securities (FSDH Sec) a subsidiary of First Securities Discount House Limited (FSDH) solely for the
information of users who are expected to make their own investment decisions without undue reliance on any information or opinions
contained herein. The opinions contained in the report should not be interpreted as an offer to sell, or a solicitation of any offer to buy any
investment. FSDH Sec may invest substantially in securities of companies using information contained herein and may also perform or seek to
perform investment services for companies mentioned herein. Whilst every care has been taken in preparing this document, no responsibility
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