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FX loss still a big clog in the wheel

Recommendation Hold
International Breweries demonstrated a relatively stable performance across key metrics in .
H1 2024. The company, known for its Trophy Lager, reported a remarkable 92.2% yjy  |arget Price 4.20
Revenue growth, reaching N223.2bn, up from N116.13bn in the same period of 2023. On a . .
q/q basis, revenue also increased by 16.2%, rising to N119.98bn from N103.22bnin Q12024.  Closing Price 4.60

This substantial topline growth was primarily driven by a price increase implemented earlier ~ *Price as of a4th August
in the year, which was necessary to offset the deteriorating business margins in the face of Key data

the country's high inflation. However, the sharp rise in the cost of raw materials and
overheads led to a significant increase in the cost of sales, which surged by 82.5% y/y to

Year to December, Nbn

N144.99bn, up from N79.43bn in H1 2023. Metrics 2023 2024e  2025e 2026
. k . . . . Sales 260.6 4183 5124 627.7

IntBrew successfully completed its 161.2bn rights issue in June, offering shareholders six

new ordinary shares for every existing share held at an issue price of N3.65/s. The -°''DA 422 542 916 1118

management plans to utilize the net proceeds from the offering to reduce the company's ~ Net Profits (70) (9590 (52 99

leverage, positioning it for profitability following the construction of the Gateway plant, the =~ EV/EBITDA 13.5x __ 18.5x 181X 15.9X

second-largest br_ewe_ry in Africa, _which cost over $250_mi|_|ion. FoIIowi_ng the rights issue, Market cap. N124.37bn (US$77.73m)

IntBrew now maintains a healthier balance sheet, with its N474bn in borrowings fully

repaid. Additionally, the company’s liquidity has improved significantly, as its cash and cash Bloomberg INTBREW:NL

eq:ivz:ljents increased by 50.3%, rising from N123.5bn in December 2023 to N18sbn at the Reuters INTBREW:LG

end of June.

IntBrew has secured the second position in the brewing sector, significantly increasingits  -oNTACT INFORMATION
market share from around 5.9% pre-merger in 2017 to approximately 22.6%. This growth
was driven by the company's strategy of offering competitively priced products, which
effectively boosted sales. However, the current economic environment, characterized by a Analyst: Goke Adetoyinbo
substantial increase in the cost of doing business, has severely impacted the company's
profit margins. As a result, IntBrew implemented price increases across its product
segments earlier in the year. Head of Research: Gloria Fadipe

Lagos: +234 (0)1 448 5436
+234 (0)1 448 5436 ext. 4457

While we do not expect the company to return to profitability in 2024, the recovery could Sales: Walter Bassey
be faster than anticipated, particularly as it has fully repaid its foreign exchange +234 (0) 1 448 5436
obligations. We upgrade our recommendation on International Breweries to a HOLD from

. . . . . London: +44 (0) 20 7220 1043
a SELL previously with a price target of N4.2/s, up from N2.20/s previously. We arrived at
our target price using a blend of DCF and Relative valuation in the ratio of 50:50. Current cslresearch@fcmb.com
Price: N4.6/s.

INTERBREW PLC
Hizo024, Nm

Nm, except where mentioned otherwise Hi'zs Hi'a3 yiy Qz'24 Qa'24 yiy
Revenue 223,199 226,131 92.2% 115,983 103,216 26.2%
Cost of Sales 144,555 75,431 82 5% 28,185 -66,810 17.0%
Gross Profit 78,200 36,700 2a3.2% 41,794 36,400 14.8%
SGEA 41,456 17,238 140.7% -232,864 -18,632 22 796
Impairment (Loss){Writeback a7 -156 MA z as MA
OPEX ~41,479 -17.394 a32.5% -22,862 -28,648 22.8%
EBITDA 36,721 19,306 g0.2% 18,932 17,789 5.4%
Depreciation and Amortization -22,268 -28,128 22.9% -11,480 -10,788 6.4%
EBIT 14,453 1,188 1116 4% Tih52 7,001 6.4%
Other Income 7.993 705 1033.7% 3,136 4,857 -35.4%
Operating Profit / (Loss) 22,445 1,853 10856% 10,587 11,858 -10.7%
Net Finance Income | (Cost) 30,681 6740 35529 21,506 8,776 145.6%
FX Loss “141,999 -36.587 288.2% -49,562 92,436 -46.4%
Profit before tax 150,235 41,433 262 6% -60,881 89,356 -31.5%
Minimum tax o o nfa o o nfa
Tax Income [ (expense) 43,452 17.840 143.6% 14,489 28,963 -50.0%
Profit from continuing operations 106,783 23,593 352 6% 46,391 60,392 -23.2%
Profit from discontinued operations - - - -

Profit [ (Loss) After Tax -106,783 -23,593 352.6% -56,391 -60,392 -23.2%
Gross margin 35.096 31.6%6 3.4ppts 34.8% 35.3%6 -0.4ppts
Opex Margin 18.6% 15.0% 3.6ppts 15 1% 18.0% 1oppts
EBITDA Margin 16.5% 16.6% -0.2ppts 15.806 17.206 -1.5ppts
PET Margin 67 3% 35794 -316ppts  -507% -86.694 35 8ppts
Net margin -47.8% -20.3% -27.5ppts  -38.70% -58.506 19.8ppts

Source: Company, CSL Research
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Strong revenue growth, price hike as driver.

International Breweries, like other brewers, faced significant macroeconomic
challenges in the 2023 financial year. These included the impact of the cash crunch and
fuel scarcity in Q1 2023, which severely affected sales volumes, followed by FX scarcity
and steep Naira depreciation. High inflation and the resulting decline in household real
income also contributed to a slowdown in Revenue growth during the year. To adapt
to the current market conditions, sustain operations, and protect margins, the
company implemented an upward price adjustment of approximately 23.5% across its
product range in Q1 2024. This price increase supported a substantial rise in Revenue
which cushioned margin pressures and helped manage the significant FX losses
impacting the bottom line. International Breweries’ unaudited H1 2024 financial
results showed a remarkable 92.2% y/y Revenue growth, reaching N223.2bn, up from
N116.13bn in H1 2023. On a g/q basis, Revenue increased by 16.2%, from N103.22bnin
Q1 2024 to N119.98bn in Q2 2024. Consequently, we have revised our Revenue growth
forecast for FY 2024 to N418.26bn up 60.5%y/y, up from our previous forecast of
N311.68bn.

Significant rise in cost of inputs.

A steep rise in raw materials and overhead costs caused a significant rise in Cost of
Sales (ex-depreciation), which was up 82.5% y/y to N144.99bn from N79.43bn (H1
2023). Despite the significant rise in Cost of Sales (COS), Gross Margin improved to
35.0% from 31.6% (H1 2023), with Gross Profit reaching N78.2bn, a 113.1% increase
from N36.7bn in H1 2023. Q/q, Gross Profit also grew 14.8% rising to N41.79bn from
N36.41bnin Q1 2024. We have revised our COS forecast for FY 2024 to N285.4bn from
the previous N145.5bn.

Driven by the high-cost business environment, OPEX (ex-depreciation) which includes
Admin, Marketing and Promotion Expense was up 140.7% y/y, reaching N41.5bn from
N17.24bn in H1 2023. IntBrew recorded Other Income (from Scrap sales, sundry &
royalty) of N7.9gbn compared with N7o5m in H1 2023, which supported an increase in
the Operating Profit to N22.45bn compared with Ni1.8gbn in Hi 2023. The
management’s strategy of sourcing raw materials locally seems far-fetched as the
business still relies on imported raw materials for production hence, exposure to FX
pressure.

Business liquidity & strategy.

IntBrew successfully completed its 161.2bn rights issue in June, offering shareholders
six new ordinary shares for every existing share held at an issue price of N3.65/s. The
management plans to utilize the net proceeds from the offering to reduce the
company's leverage, positioning it for profitability following the construction of the
Gateway plant, the second-largest brewery in Africa, which cost over $250 million.
Following the rights issue, IntBrew now maintains a healthier balance sheet, with its
N474bn in borrowings fully repaid. Additionally, the company's liquidity has improved
significantly, as its cash and cash equivalents increased by 50.3%, rising from N123.5bn
in December 2023 to N185bn at the end of June.

The first-phase commencement of the use of gas-powered trucks for products
distribution is expected to effectively come onstream in H2 2024 as 180 trucks out of
the 540 trucks expected will be on board in H2. We expect this to positively impact the
company’s OPEX (Selling, General & Distribution) as diesel prices remain high.
However, with only 180 expected in H2, we expect to begin to see the full impact in
2025. Due to the substantial rise in OPEX seen in H1, we have revised our FY 2024
OPEX forecast to N81.6bn from N77.9bn previously.

CSL Stockbrokers Limited, Lagos (CSLS) is a wholly owned subsidiary of FCMB Group Plc and is regulated by the Securities and Exchange

Commission, Nigeria. CSLS is a member of the Nigerian Stock Exchange.
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Outlook

We believe International Breweries Plc's earnings will likely remain under pressure as
the company continues to navigate challenging macroeconomic conditions. However,
based on our expectations for topline growth and cost of sales, we anticipate an
improvement in the company's operating performance in the near term. We forecast
a gradual recovery in profitability, driven primarily by price increases and enhanced
operational efficiency.

The company has already exceeded our FY 2024 estimate for FX losses, which we
initially projected at N34.5bn. As of Hi 2024, International Breweries reported a
substantial net foreign exchange loss of N141.98bn, with 75% (N106.55bn) realized and
25% (N35.45bn) unrealized. We have adjusted our net FX loss forecast for FY 2024 to
N110.5bn hence we expect the company to close FY 2024 with a loss of Ng5.95bn.
However, since the company has fully settled its foreign currency obligations that
could have caused substantial FX losses in the coming years, we do not anticipate
significant FX losses going forward. With its new capital structure, International
Breweries is expected to have increased flexibility to capitalize on growth
opportunities while reducing earnings volatility.

Valuation: HOLD recommendation

We upgrade our recommendation on International Breweries to a HOLD from a SELL
previously with a price target of N4.2/s, up from N2.20/s previously. We arrived at our
target price using a blend of DCF and Relative valuation in the ratio of 5o:50. Current
Price: N4.6/s.

CSL Stockbrokers Limited, Lagos (CSLS) is a wholly owned subsidiary of FCMB Group Plc and is regulated by the Securities and Exchange

Commission, Nigeria. CSLS is a member of the Nigerian Stock Exchange.
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222 2023 2024e 2025 2026¢
Revenue — 218,650,267.0  260,598,228.0  418,260,155.9  512,368,691.0  627,651,646.5
Cost of sales o 146313110 1455273420 2844169060  322,792,2753  395,420,537.3
Gross Profit e 1040189560  115,070,886.0 133,843,499 189,576,415.7  232,231,109.2
SG&A Expenses — 68,268,529.0 75780,873.0  81,560,730.4  99,911,894.8  122,392,071.1
Operatingincome/ (expense) - 283,200.0 1,912,950.0 1,912,950.0 1,912,950.0 1,912,950.0
EBITDA o 360336270 41,202,930 541954695  91577,4709  111,751,988.1
Depreciation, amort. & ROU _— 42,946,606.0  41,052,784.0  43,474,003.7  44,839,087.4  46,247,034.7
Impairment of financial assets N i 33,823.0 1,273,778.0

Writeoffs on PPE ' 5 913,919.0 7,502,573.0 553,809.0 571,198.6 589,134.2
EBIT — 1 (7,860,721.00  (8,626,172.0)  10,167,656.9  46,167,185.0  64,915,819.2
Interest Income — 5,165,679.0 11,464,181.0  16,737570.1 199634553 24,038 493.8
Interest Expense 7 10677,670.0 297244450  37,652,5135 342075135  34,207513.5
Net Foreign Exchange Loss T 134717510 70,380,858.0  110,500,000.0  40,500,000.0  40,500,000.0
EBT T (6844,063.0) (97,267,240 (121,247,2865) (8576,873.2)  14,246,799.5
Tax Credit / (Expense) -, 5,218,174.0 27,241,3840  25300,0000  3,501,243.0  (4,274,039.9)
Net Profit/(Loss) — (21,626,289.0)  (70,025,910.0) (95,947,286.5)  (5,075,630.2)  9,972,759.7
Earnings per Share, N (0.8) (2.6) (3.6) (0.2) 04
Number of Shares Outstanding (000) 26,862,069.0  26,862,069.0  26,862,069.0  26,862,069.0  26,862,069.0
e A%e ke
Operating Cash Flow 226272,132.3  65,805,927.7  114,367,654.3
Investing Cash Flow (52,168,8044)  (53,806904.9)  (55,496,4417)
Financing Cash Flow (130,000,000.0) -
Closing Cash & Cash Equivalents 167,595,751.9  179,594,774.7  238,465,987.4
2022 2023 202e 2025 20%e
Gross Margin 47.6% 44.2% 32.0% 37.0% 37.0%
EBITDA Margin 16.5% 15.8% 13.0% 17.9% 17.8%
EBIT Margin (3.6%) (3.3%) 2.0% 9.0% 10.3%
PBT Margin (12.3%) (37.3%) (29.0%) (1.7%) 2.3%

Net Profit Margin (9.9%) (26.9%) (22.9%) (1.0%) 1.6%

ROE (18.4%) (60.7%) (18.0%) (1.0%) 1.9%
ROCE (24%) (17%) 3.5% 16.3% 2.1%
OPEX/Sales 31.2% 29.1% 19.5% 19.5% 19.5%
FCF Margin 41.6% 2.3% 9.4%

Net debt/Equity (x) 1.41x 2.17x (0.31x) (0.34x) (0.44x)
Net debt/EBIT (v (21.02x) (29.08x) (16.48x) (3.8%) (3.67X)
Assets Turnover () 0.45x 0.36x 0.67x 0.78x 0.83x
Assets/Equity (x) 4.13x 6.28x 1.1%x 1.25x 1.41x
Interest cover (x) (0.74x) (0.29x) 0.27x 1.35x 1.90x
Effective Tax Rate (19.4%) (28.0%) (20.9%) (40.8%) (30.0%)
EV/EBITDA 13.54x 18.51x 18.07x 15.87x

Source: Company, CSL estimates

CSL Stockbrokers Limited, Lagos (CSLS) is a wholly owned subsidiary of FCMB Group Plc and is regulated by the Securities and Exchange
Commission, Nigeria. CSLS is a member of the Nigerian Stock Exchange.
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Analyst Certification

Each research analyst(s) principally responsible for the preparation and content of all or any identified portion of this research report
hereby certifies that all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or
securities that the research analyst covers in this research report. Each research analyst(s) also certify that no part of their
compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that
research analyst in this research report.

Important disclosures

Ratings and Target Price History

CSL Research Ratings Distribution

BUY HOLD SELL Not Rated Total
Coverage universe 16 11 3 3 33
% distribution 48% 33% 9% 9%
Investment banking clients 0 1 1 0 2
% distribution 0% 50% 50% 0%

Explanation of CSL Research's equity research rating system

Buy: The analyst expects the stock to outperform the Benchmark over the next 12 months or the stated investment horizon.

Hold: The analyst expects the stock to perform in line with the Benchmark over the next 12 months or the stated investment
horizon.

Sell: The analyst expects the stock to underperform the Benchmark over the next 12 months or the stated investment horizon.

Not Rated: The rating and price target have been suspended temporarily to comply with applicable regulations and/or firm policies in

certain circumstances including when FCMB Bank UK or the Group is acting in an advisory capacity in a merger or strategic
transaction involving the company or due to factors which limits the analysts ability to provide forecasts for the company
in question.

Benchmark: The benchmark is the trailing three-year average yield of the 12-month T-Bill plus one standard deviation rounded to the
nearest percent.

Price targets: Price targets, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any price
target may be impeded by general market and macroeconomic trends, and by other risks related to the company or the
market and may not occur if the company's earnings fall short of estimates.

Asset allocation: Asset allocation is the responsibility of the strategy team. The recommended weight (Buy, Hold and Sell) for equities, cash
and fixed income instruments is based on a number of metrics and does not relate to a particular size change in one
variable.

CSL Stockbrokers Limited, Lagos (CSLS) is a wholly owned subsidiary of FCMB Group Plc and is regulated by the Securities and Exchange
Commission, Nigeria. CSLS is a member of the Nigerian Stock Exchange.
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Important Risk Warnings and Disclaimers

CSL STOCKBROKERS LIMITED ("CSLS") is regulated by the Securities and Exchange Commission, Nigeria. CSLS is a
member of the Nigerian Stock Exchange. CSL Capital (UK) Ltd (Firm Reference Number: 913994, Registered Number:
11818051), trading in the name of 'CSL Stockbrokers' for its activities, is authorised by the Financial Conduct Authority
(FCA).

Both CSLS and CSL Capital (UK) Ltd are members of the FCMB Group ("the Group") of Nigeria, a group of companies
which also includes First City Monument Bank Ltd.

RELIANCE ON THIS PUBLICATION FOR THE PURPOSE OF ENGAGING IN ANY INVESTMENT ACTIVITY MAY EXPOSE
YOUTO A SIGNIFICANT RISK OF LOSS. By receiving this document, you will not be deemed a client or provided with the
protections afforded to clients of CSLS and CSL Capital (UK) Ltd. When distributing this document, CSLS, or any member
of the Group is not acting for any recipient of this document and will not be responsible for providing advice to any
recipient in relation to this document. Accordingly, CSLS or any member of the Group will not be responsible to any
recipient for providing the protections afforded to its clients.

If you are in the UK, you are a person to whom either Articles 19 or 49 of the Financial Services and Markets 2000 (Financial
Promotion) Order 2005 apply or a person to whom this communication may otherwise be lawfully made.

In the United Kingdom, this document is available only to such persons described above and persons of any other
description should not rely on this document. Transmission of this document to any other person in the United Kingdom
is unauthorized and may contravene the Financial Services and Markets Act 2000 (FSMA). If you are not such a person or
if the distribution of this document is otherwise unlawful where you are, you are required to return the document
immediately to CSLS. This document is not intended for Retail Clients in the UK.

This document is not an offer to buy or sell or to solicit an offer to buy or sell any securities. This document does not provide
individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and
objectives of persons who receive it. The appropriateness of a particular investment will depend on an investor's individual
circumstances and objectives. The investments and shares referred to in this document may not be suitable for all
investors.

CSLS or any other member of the Group may affect transactions in shares mentioned herein and may take proprietary
trading positions in those shares and may receive remuneration for the publication of its research and for other services.
Accordingly, this document may not be considered as objective or impartial. Additionally, information may be available
to CSLS, or the Group, which is not reflected in this material. Further information on CSLS' policy regarding potential
conflicts of interest in the context of investment research and CSLS' policy on disclosure and conflicts in general are
available on request.

This document is based on publicly available information obtained from sources which CSLS believes are reliable, but
which it has not independently verified. Neither CSLS, or their advisors, directors or employees make any guarantee,
representation or warranty as to the accuracy, reasonableness or completeness of this information and neither CSLS or
their advisors, directors or employees accepts any responsibility or liability whatsoever (in negligence or otherwise) for
any loss howsoever arising from any use of this document or its contents or otherwise arising in connection with this
document. The opinions contained in this document are subject to change without notice and are not to be relied upon
and should not be used in substitution for the exercise of independent judgment.

CSL Stockbrokers Limited, Lagos (CSLS) is a wholly owned subsidiary of FCMB Group Plc and is regulated by the Securities and Exchange
Commission, Nigeria. CSLS is a member of the Nigerian Stock Exchange.
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Past performance is not a guarantee of future performance. Investments may go down in value as well as up and you may
not get back the full amount invested. Where an investment is denominated in a currency other than the local currency of
the recipient of the research report, changes in the exchange rates may have an adverse effect on the value, price or
income of that investment. In case of an investment for which there is no recognised market it may be difficult for investors
to sell their investment or to obtain reliable information about their value or the extent of the risk to which they are
exposed.

The information contained in this document is confidential and is solely for use of those persons to whom it is addressed
and may not be reproduced, further distributed to any other person or published, in whole or in part, for any purpose.

@Copyright CSL STOCKBROKERS LIMITED, 2019. All rights reserved.
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