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Recently, Dangote Cement Plc (DANGCEM) released financial reports
for the year that ended 31st December 2018. Therein, revenue grew
11.9% to N901.2bn, missing our FY-18E estimated by c.1.4% while Profit
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After Tax accelerated 91.1% y/y to N390.3bn on pioneer tax windfall.
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share translating to a dividend yield of 8.6%. Below we give our take
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Dangote Cement’s Nigerian operations delivered an 11.9% y/y
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operations (ex-Nigeria), came in at +9.6% y/y mostly buoyed by price
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increases as volume growth was almost flat. The tepid Pan-African
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revenue growth of 29.6% had been majorly driven by an increase in
prices. Meanwhile, revenue generated across the firm’s pan-African
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volumes outcome is traceable to plant shut down in Tanzania and
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N901.2bn, shy of our FY-18E forecast of N913.7bn, with the Nigerian
operations accounting for 68.6%.
While an attendant 9.1% y/y increase in Cost of Sales trailed increase
in volumes, Cost-to-Sales ratio moderated to 42.5% (from 43.6% in FY17) as the firm continued to pursue cheap and readily-available
sources of energy that are devoid of exchange rate risk. Notably, the
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production costs. Accordingly, Gross Profit rose 14.0% y/y to N517.9bn
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its two biggest (Nigerian) plants (Obajana and Ibese) boded well for
while Gross Margin saw an uptick to a comfortable 57.5%.
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Bottom-line cruises on the wings of pioneer tax windfall
Despite the 19.4% surge in operating expenses, group EBITDA (+12.0% y/y to N434.9bn)
and EBIT (+11.3% y/y to N338.7bn) trended northwards respectively. Overall, PBT recorded
a 3.9% y/y growth to N300.8bn (vs our FY-18E of N297.4bn).
Bottomline received a boost on materialization of pioneer tax credit: Bottomline received
a boost on the materialization of a tax credit to the tune of N89.5bn relating to pioneer
status on previous capital investments made on its Nigerian business (Ibese production
lines 3&4 and Obajana production line 4 respectively). Hence, PAT surged 91.1% y/y to
settle at an all-time high of N390.3bn. Meanwhile, we tested the group effective tax rate
paid in FY-17 on the FY-18 PBT numbers, by our calculation the Cement giant would have
recorded a 3.9% growth in bottom-line.
ROE surged to 39.6%, dividend up 52.4%: OPEX margin declined to 37.6% which in
addition to tax credit birthed Net margins of 43.3% and ROE of 39.6%, its highest in recent
history. Our three-level Du-Pont analysis of the firm’s ROE showed that in spite of lower
leverage (1.7x in FY-18 vs 2.1x in FY-17), a surge in Net Margin (from 25.1% to 43.3%) and
improvement in Asset Turnover (0.53x in FY-18 from 0.48x in FY-17) gave ROE a boost. In line
with the huge bottom-line growth, the board of directors have proposed a dividend of
N16.0/share, a 52.4% growth from last years’. With a dividend payout ratio of 70.0%, the
proposed sum of N272.6bn is higher than the historical average of Profit After Taxes
(N193.1bn) declared in the last eight years.
Outlook: BUY recommendation maintained, bottom-line growth to moderate
Looking ahead, we expect continued group revenue growth, we project a 10.7% y/
y increase to N998.1bn in 2019, shy of a possible record N1.0tn revenue. Our expectation
is predicated on an uptick in volume growth in the Pan-African operations, forecasted at
6.1% y/y from the relatively flat outcomes recorded in 2018 as more volumes are sold in
Tanzania and Ethiopia. We also anticipate that the Nigerian operations will continue to
maintain dominance in terms of contribution to group revenue (projected at 67.2%) and
expected revenue growth of 8.4%. Furthermore, we continue to see scope for further
growth in volumes in Nigeria (+7.5% y/y in FY-19f) on favorable industry dynamics and
DANGCEM’s strong industry standing. Yet, the entry of new players intending to nibble at
market share could cap any future dramatic rise in price. Additionally, we expect 8.9% y/
y and 7.6% y/y growth to N473.5bn and N323.6bn growth in EBITDA and PBT respectively.
Finally, we expect Profit After Taxes to settle at N229.8bn, a decline of 41.1%, as the
impact of tax credit fizzles.
Overall, we have revised our TP to N220.0, a 18.5% upside potential. We continue to see
attractive entry opportunity for both long term play and ahead of the dividend closure of
register date, 4th June 2019.
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Dangote Cement: FY 2018 Result Summary
Headlines

FY 2018

FY 2017

Change

Revenue

901,213

805,582

11.9%

Cost of sales

-383,311

-351,290

9.1%

Gross profit

517,902

454,292

14.0%

11,323

35,926

-68.5%

Finance income
Finance costs

-49,778

-52,711

-5.6%

Profit/Loss Before Tax

300,806

289,590

3.9%

89,519

-85,342

-204.9%

390,325

204,248

91.1%

FY 2018

FY 2017

166,896

168,387

Taxation
Profit/Loss After Tax

Cash and bank balances
Trade & Other Receiv ables

-0.9%

44,468

30,155

47.5%

230,970

270,721

-14.7%

986,613.0

781,360.0

26.3%

Gross Margin

57.5%

56.4%

1.1%

Net Margin

43.3%

25.4%

18.0%

Cost to Sales

42.5%

43.6%

-1.1%

Lev erage Ratio (Total Liabilities/Total Assets)

41.8%

53.1%

-11.3%

Price (N)

186.0

Trade & Other Payables
Net Assets

EPS (N)

22.9

BVPS (N)

57.9

P/E (x)

8.1

P/BV(x)

3.2

ROE
Proposed Div idend (N)
Div idend Yield
Div idend Closure Date
Sources: Company Financials, United Capital Research
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39.6%
16.0
8.6%
June 4th - 10th

Dangote Cement Plc (Bloomberg: DANGCEM NL, Reuters: DANGCEM.LG, NSE: DANGCEM)

Disclosure Appendix
Investment Rating Criteria and Disclosure
United Capital Research adopts a 3-tier recommendation system for assets under our coverage: Buy, Hold and Sell. These generic ratings are defined below;
Buy: Based on our valuation and subjective view (if any), the expected upside on the stock’s close price as at 31st December is greater than the Asymmetric Corridor around the MPR
of the Central Bank of Nigeria (which is currently MPR – 500bps; i.e 9%). We consider this as the minimum return that may deserve our holding of a risk asset, like equity.
Hold: Based on our valuation and subjective view (if any), the expected upside on the stock’s close price as at 31st December is greater zero but less than the Asymmetric Corridor
around the MPR of the Central Bank of Nigeria (which is currently MPR – 500bps; i.e 9%).
Sell: Based on our valuation and subjective view (if any), the expected upside on the stock’s close price as at December 31st is less than zero.
NR*: Please note that in addition to our three rating heads, we indicate stocks that we do not rate with NR; meaning Not-Rated. We may not rate a stock due to investment banking
relationships, other sources of conflict of interests and other reasons which may from time to time prevent us from issuing a rating on the shares (or other instruments) of a company.
Please note that we sometimes give concessional rating on stocks, which may be informed by technical factors and market sentiments.
Conflict of Interest: It is the policy of United Capital Plc and all its subsidiaries/affiliates (thereafter collectively referred to as “UCAP”) that research analysts may not be involved in
activities that suggest that they are representing the interests of UCAP in a way likely to appear to be inconsistent with providing independent investment research. In addition,
research analysts’ reporting lines are structured so as to avoid any conflict of interests. Precisely, research analysts are not subject to the supervision or control of anyone in UCAP’s
Investment Banking or Sales and Trading departments. However, such sales and trading departments may trade, as principal, on the basis of the research analyst’s published
research. Therefore, the proprietary interests of those Sales and Trading departments may conflict with your interests as clients. Overall, the Group protects clients from probable
conflicts of interest that may arise in the course of its business relationships.

Risk Rating
Our Risk rating assesses the likelihood of market price deviating significantly from valuation fair prices. Risk factors limit gravitation of market prices towards target prices or result in
significant decline in current price and thus swing buy/sell rating from positive to negative or vice versa. Risk factors are broadly grouped into systematic and unsystematic risk.
Systematic risk (also called market risk or un-diversifiable risk) captures uncertainties or volatilities inherent to the entire market. This also includes macroeconomic shocks emanating from
government actions or inactions, unanticipated policy pronouncements, external shocks and socio-political tensions which may swing market prices significantly away from targets.
Unsystematic risk (specific risk, diversifiable risk or residual risk) on the other hand captures company or sector specific uncertainties which can mostly be reduced by diversification.
These include labour union/industrial actions, corporate governance/management inefficiency, litigation, possible liquidation/winding-down of operation, internal labour unrest,
government action, policy missteps as well as disruptions resulting from innovation, technology and technical progress etc.
United Capital Research adopts a 3-tier risk rating for assets under our coverage: High, Medium and Low. The rating scale is ordinal and captures the diverse risks that we deem
applicable the company of focus. The ratings are defined below;
High: High probability of an imminent systematic risk or/and unsystematic risk
Medium: Slightly high (but lower compared to ‘High’) probability of an imminent systematic risk or/and unsystematic risk
Low: Low probability of an imminent systematic risk or/and unsystematic risk

Analyst Certification
The research analysts who prepared this report certify as follows:
1. That all of the views expressed in this report articulate the research analyst(s) independent views/opinions regarding the companies, securities, industries or markets discussed in this
report.
2. That the research analyst(s) compensation or remuneration is in no way connected (either directly or indirectly) to the specific recommendations, estimates or opinions expressed in
this report.
Other Disclosures
United Capital Plc or any of its affiliates (thereafter collectively referred to as “UCAP”) may have financial or beneficial interest in securities or related investments discussed in this report,
potentially giving rise to a conflict of interest which could affect the objectivity of this report. Material interests which UCAP may have in companies or securities discussed in this report
are disclosed:
UCAP may own shares of the company/subject covered in this research report.
UCAP does or may seek to do business with the company/subject of this research report
UCAP may be or may seek to be a market maker for the company which is the subject of this research report
UCAP or any of its officers may be or may seek to be a director in the company(ies) covered in this research report
UCAP may be likely recipient of financial or other material benefits from the company/subject of this research report
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Fidelity Bank Plc
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Disclosure keys
a. The analyst holds personal positions (directly or indirectly) in one or more of the stocks covered in this report
b. The analyst(s) responsible for this report (whose name(s) appear(s) on the front page of this report is a Board member, Officer or Director of the Company or has influence
on the company’s operating decision directly or through proxy arrangements
c. UCAP is a market maker in the publicly traded equities of the Company
d. UCAP has been lead arranger or co-lead arranger over the past 12 months of any offer of securities of the Company
e. UCAP beneficially own 1% or more of the equity securities of the Company
f. UCAP holds a major interest in the debt of the Company
g. UCAP has received compensation for investment banking activities from the Company within the last 12 months
h. UCAP intends to seek, or anticipates compensation for investment banking services from the Company in the next 6 months
i. The content of this research report has been communicated with the Company, following which this research report has been materially amended before its distribution
j. The Company is a client of UCAP
k. The Company owns more than 5% of the issued share capital of UCAP
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