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November 25, 2009 HOLD Fair Value: N231.68 Current Price: N235.34
Meeting Essential Needs of Life:
Ticker NESTLE The unaudited Q3 2009 result of Nestle Nigeria
Sector Food and Beverages

Valuation/Analyst Recommendation

In placing a fair value on Nestle’s share, we
adjusted our earlier forecast for the FY 2009 and
parameters to reflect current  market
developments and based on its latest result. We
estimated TO, Earning Before Interest Tax
Depreciation and Amortization (EBITDA) and
PAT for December, 2009. We project a TO of
N69.49bn, based on a growth rate of 34.30%
over the previous year. We project EBITDA of
N17.02bn based on EBITDA margin of 24.50%
and a PAT of N10.77bn based on a PAT Margin
of 15.50%. We used 660.45mn Ordinary Shares
which we expect to be in issue as at December,
2009. The Forward Earnings Per Share (FEPS)
generates N16.31. We estimated a total
Dividend Per Share (DPS) of N13.97, based on
a dividend payout of 85.69%. We expect a final
dividend of N12.02 having declared an interim
dividend of N1.95 per share for the shareholders
whose names will appear in the Register of
Member on November 30, 2009. Applying
Enterprise Value EV/EBITDA multiple of 10.17x,
a P/E multiple of 12.90x (which is our estimated
PE for the industry), we arrived at N253.01 per
share using EV/EBITDA multiple and N210.53
per share price earnings multiple. A simple
average of the two valuation methods generates
N231.68 which is our fair value. The forward
earnings yield and dividend yield based on our
fair value generate 7.04% and 6.03%
respectively. We therefore place a HOLD on
Nestle Stock at the current market

Business Description
I ———
Nestlé’s principal activities are the
manufacturing, marketing and
distribution of food products including
purified water and the manufacture of
hydrolyzed plant protein mix of Maggi
cubes.
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Plc (Nestle) for the period ended September 30,
2009 showed that its Turnover (TO) grew by
32.23% to N49.90bn, compared with N37.74bn
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Year End December in the corresponding period of 2008. Profit
No of Ordinary Shares 660,546,875 Before Tax (PBT) grew by 23.97% between 2008
Capitalisation 155,453,101,562.50 and 2009 to N10.04bn from N8.10bn. The
% of Market Capitalisation  3.06 company’s provision for tax which increased by
52-Week High 247.72 8.2% between 2008 and 2009 to N2.82bn from
52-Week Low 104.50 N2.6bn in 2008 brought about a Profit After Tax
YTD Return 28.47 (PAT) of N7.22bn as against N5.49bn in 2008,
52-Week Avg. Trade 161,754 representing a growth of 31.5%. Nestlé’s working
Beta Value 0.47 capital position as at September 30, 2009 shows
Current EPS 15.23 that it was in a good position to meet its short
Current PE 15.45 term obligations as at when due.

The working capital increased by 18.40% to N18.16bn from N15.34bn in Q3, 2008. The fixed assets stood at N21.77bn in Q3
2009, while the net assets increased to N11.74bn in Q3 2009 from N9.03bn in FY, 2008.

A cursory look at the company'’s profit margins reveals that Nestle’s profit margin dropped in Q3 over the corresponding period
in 2008 and FY 2008. The PBT margin decreased marginally to 20.12% in Q3 2009 from 21.46% as at Q3 2008 and down from
22.93% as at the end of the financial year in December, 2008. This shows that the company’s total cost as a percentage of TO
stood at 79.88% in Q3 2009, up marginally from 78.54% in the corresponding period in 2008. PAT Margin currently stands at
14.47%, down marginally from 14.56% and 16.10% in the corresponding period of 2008 and as at FY 2008 respectively.

Looking at the Audited results of the company in 2008, TO increased by 17.52% to N51.74bn in 2008, while the cost of goods
sold increased in 2008 over 2007 by 12.57% to N31.30bn. The increase in TO was higher than the increase in, cost of sales
thereby leading to an increase of 26.01% in gross profit to N20.44bn. This resulted in an increase in the gross profit margin
from 36.85% in 2007 to 39.51% in 2008. The operating profit increased by 41.77% in 2008 to N11.90bn, while PAT increased
by 53.10% to N8.33bn. Analysis of TO of Nestle as at December, 2008 indicates that the N51.74bn was derived entirely from
domestic sales, which represents the invoiced value of goods sold to external customers net of value added tax. Food
accounted for 61.3% of the TO while Beverages contributed 38.7% as at 2008. Looking at the shareholding structure as at
December, 2008, 99.99% of the 31,266 shareholders of the company held 37.70% of the company’s shares totaling
660,546,875. Collectively, 62.3% of the issued and paid up shares were held by Nestle CWA Limited, Ghana and Nestle S.A.
Switzerland as at December 31, 2008 while the remaining 37.7% was held by the Nigerian Public. Nestle Nigeria’s products
includes Cerelac, Golden Morn, NIDO, Milo, Maggi, Nescafe, Pure life Water among others.

Our analysis of the operating environment shows that the manufacturing industry in Nigeria is riddled with multiple taxation
which is a bane on the industry. Governments at both federal and state levels continue to legislate or demand various forms of
taxes, levies and financial supports, which increase the costs to manufacturers in Nigeria. Also, the menace of sub-standard
goods through smuggling is another critical factor that troubles the manufacturing sector. This is in addition to the deteriorating
state of infrastructure in the country. In the last one year the manufacturing sector has not witnessed significant improvement as
the capacity utilization fluctuates between 35 and 40 percent. The contribution to the Gross Domestic Product (GDP) as at June
2009 is 3.95%. This is considered too low for a country that has a huge consumption power like Nigeria. The market in Nigeria
offers 140 million consumers, which desires locally grown products to replace expensive imports. Also, there exists a growing
middle class whose tastes are changing for higher quality goods. Neighboring countries also have potential for new export
market in the near future.

Nestlé’s strategic priorities are focused on delivering shareholders value through the achievement of sustainable, capital
efficient and profitable long-term growth. The company manufactures and markets an impressive array of high quality products.
These products have become household name in Nigeria. The company seeks to achieve a clear-cut advantage over
competitors’ products and to ensure that its products are available wherever, whenever and however the consumers want them.
To stimulate industrial growth, Nestle has a policy of long-term sustainable business practices. Over 75% of its raw materials
are sourced locally through farmers and suppliers.
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Company TO PBT PAT PAT Margin (%)  ROE (%) EPS* PE*
PNestiel 51,742 11,862 8,331 16.10 92.25 15.23 15.45
[Dangote’Sugar ™ 80,671 30,151 21,871 27.11 67.03 1.27 11.56
PFicurMills®== I 180,068 11,917 3,892 2.16 11.16 2.78 11.69
[FUp== 34,864 2,223 1,530 4.38 22.27 2.98 9.38
[NEE 80,081 2,442 2,182 0.02 9.98 - -

Source: Company Annual Reports as at FY '08, NSE FACTBOOK. * Current **7-Up and Flour Mills have different Year End

[ 32009 Q3 2008 FY 2008 FY 2007 3 K FY 2009F
[Turnover Y 49,899 37,736 32.20 51,742 44,027 175 69,490
[BBT T 10,038 8,097 24.00 11,862 8,463 40.2 14,218
AT 722 5,494 31.50 8,331 5,441 53.1 10,771
[PBTMargin (%)  20.12 21.46 (1.34) 22.93 19.22 2.66 20.46
[PATViargin ) = 14.47 14.56 (0.09) 16.10 12.36 3.74 15.50
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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
or liability is accepted by any member of FSDH or FSDH Sec. for actions taken as a result of information provided in this publication.



