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Highlights:
> Group Volumes up 10%
> Sales turnover up 18%
» Operating Income up 80%
> Attributable Earnings up 157%
» Earnings Per Share up 136%
> Final dividend per share 0.45c
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Results for the full year to June 2014

A sustained volumes growth underpinned Afdis’ stable but stellar performance
in the year under review. Aggregated group volumes went up by 10% to 6.1m
litres which in turn drove turnover up by 18% to $35m over the comparable
period. Revenue grew at a rate of 8% to $23.9m to achieve a gross profit of
$11.3m implying gross profit margins of 47% which compared favorably to prior
year margins of 44%. Operating income went up by 80% to $2.99m on the back
of firmer operating margins of 13% up 5 basis points on the previous year. PBT
and PAT came in at $2.8m and $2.08m highlighting respective growths of 131%
and 157% respectively. An EPS of 2.01c accrued from the attributable income
which was 136% higher than last year. The group’s balance sheet stood at
$19.5m with $13.1m of these being the owners’ portion.

...volume growth anchors performance
Aggregate volumes growth anchored revenue surge in the period under review
inspired by the local product portfolio which contributed 71% relative to 58%
contribution to the comparable period numbers. Growth in volumes was
achieved on the back of firm demand in brown spirits in the second half of the
year. Due to a favorable product mix which has been deliberately skewed
towards higher margin local products. The company managed to achieve a
growth of 8% in GP margins which improved to 47% from 44% in the prior year
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...duties dampen import portfolio as ready to drink plant is set to start
Import duty increase experienced during the past year resulted in the import
portfolio losing both margins and volumes hence the evolution towards high
margin local produce. In the year the company is set to commence production of
ready to drink products in the form of ciders in the present quarter. This is after
a recapitalization initiative earlier in January 2014 whose proceeds were
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channeled towards plant purchase for the localization of ciders production.
Going forward the company says it will continue focusing on volume and
revenue growth whilst containing costs and improving efficiencies as well as
improve its brand portfolio and invest in upgrading plant and equipment so as to
underpin the growth platform.

Comment

Against a challenging economic background Afdis has however consistently
provided a favorable return for its shareholders through product portfolio
expansion as well as product mix rejiggering. Since retooling, the company has
been able to shift from an import reliant business model to creating a balance
between the two while eventually skewing it towards the domestic front as
envisaged by the 22% growth to 71% in the local portfolio contribution to
turnover. This has ignited firmer gross margins as local produce does not attract
excise duty.

The group’s envisaged product portfolio expansion expedited through
introduction of own ready to drink beverages on the market after a successful
recapitalization earlier this year sets a platform for future growth. This is only
but a harbinger for better things ahead more-so with the better margins on the
local brands.

Valuation

In valuing Afdis we assumed a 5% growth in the topline which is a slightly slower
growth than the recent years owing to the improved base as well as the slowing
demand in the economy; this should see the spirits producer achieve revenues
of $25.2m. Leveraging on emerging favorable gross margins with the shift of the
portfolio skew towards local produce we forecast 50% gross margins. The
company exhibited ability to stably grow margins in the past 3 years which
augurs well with global benchmarks for spirit makers averaging 55% for GP
margins. This therefore places a gross profit forecast of $12.6m and from these
we expect the company to achieve attributable earnings of $2.3m. Based on the
average P/E multiple for African brewers of 32x discounted 34% to 21% for the
constraints on the demand side in the local economy we value the company
Afdis at $48.3m. EFE Target Price is 45c. BUY
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This document has been prepared by EFE Securities (Private) Limited (EFE), for the information of its clients. Although the statements of fact in this report have been obtained from sources that the company believes to be reliable, we do not guarantee their

accuracy, and any such information may be incomplete or condensed. All opinions and estimates included in this report constitute the company’s judgment as of the date of this report and are subject to change without notice. The securities discussed and
mentioned in this report may not be suitable for all investors. Investors must make their own investment decisions based on their specific investment objectives and financial position and using such independent advisors they believe necessary. This report is for
informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. EFE and any of the individuals preparing this report may at any time have a long and/ or short position in any securities of companies

in this report. In addition EFE may from time to time perform investment banking or other services for, or solicit investment banking or other business from any entity mentioned in this report. EFE may at times buy and sell shares on an agency or principal

basis to its clients. Shares may rise or fall and investors may end up with a reduced amount from their initial capital invested. Additional information on EFE’s recommended securities is available on request.
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