
1 

Guinness Nigeria 
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Ayodele Alabi 

Corporate Communications Manager 

Good morning, good afternoon, good evening to everyone joining us on the call from 

whatever part of the world you are. A belated Happy New Year to you all. I know this 

is the last day in January, but I just want to send you good wishes for 2020.  

Welcome to Guinness Nigeria's F20 Half Year Investor Conference Call. My name is 

Ayodele Alabi, Corporate Communications Manager for Guinness Nigeria. I will be 
hosting this call today with my Managing Director Baker Magunda and my Finance 

and Strategy Director Stanley Njoroge. Also in the room with me are Adenike 

Adebola, Marketing Director, and Hanna Colman, Supply Chain Director. We also 

have members of the team in the room as well.  

In our usual manner, Baker will take us through the business strategy for the period 
under review and Stanley will speak through the financials. After this we will open 

the call for questions.  

Again, thank you for joining us as I hand over to Baker.  

Baker Magunda 

Managing Director/Chief Executive Officer 

Thank you, Ayodele. Good morning, good afternoon, good evening. Happy New Year 
as Ayodele has said. We are very pleased to be talking to you about our half year 

results for Guinness Nigeria PLC. 

I think what I'm going to focus on before I hand over to Stanley really will be how we 

have seen the business evolve in the last six months since we last spoke, areas where 

we see we've made progress, areas where we see some pressure, and a little bit about 
the things that we have been doing to drive the overall performance. I will not speak 

so much to the numbers; Stanley will speak to the numbers.  

Broadly, just a reminder, our story has been that we [inaudible] stronger into spirits 

and premium co-brands like Guinness, Malta Guinness and a mix of spirits. We 

continue advancing reasonable volumes around lager. We continue investing behind 
both of our brands to the A&P and trade investments. We managed strongly our cost 

lines, especially cost of sales and overheads, and obviously maintaining a highly 

engaged employee base in Guinness Nigeria. Those are the key things that stand 

below our strategy. 
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Overall, I am pleased to say that the half under review, half 1, we've seen significant 
positive shifts into the areas where we wanted our strategy to be going into, so a big 

thank you to the team and everybody who has been supporting us through this. Why 

do I say this? In the half under review, we saw a significant positive shift on Brand 

Guinness. Stanley will be talking to the specifics in the numbers, but every time we 

see growth come back into Guinness, everything else around our business seems to 
work. So, strong growth of Brand Guinness which will be very pleasing to see. That's 

one. 

Second thing is we continue to see very strong growth of our mainstream spirit 

brands. These are the big brands that we invested in a few years ago. We've been 

building this business slowly but we're beginning to see real momentum begin to peek 

through.  

Talking to the volumes of that, in the half under review we almost grew by 56% over 

the same period last year on MSS. We're really pleased to see that all the commercial 

efforts, the innovations and the things we have been introducing behind [inaudible] 

spirits are beginning to pay off.  

The third area that's pleased us is the recovery of the international premium spirits. 

We had a soft start in quarter 1 but we saw a strong recovery in quarter 2 and we see 

that as a big shift as well. It's a huge strategic area for us driven by scotch and we saw 

a strong recovery in quarter 2, so very pleased about the recovery of premium spirits.  

Malta Guinness, which is another big area in our business, had a very difficult quarter 
1 but had significantly improved in quarter 2 as well and we will be talking to the 

drivers of that, but we saw a big shift, positive shift in Malta Guinness as well. 

Our RTDs, which is another big area we want to [inaudible] into, we saw continued 

growth of our Smirnoff Ice. We had a bit of difficulty on Orijin RTD and we will be 

talking to that later. Maybe it will be in the questions-and-answers. Overall, we saw - 

maintained momentum behind Smirnoff Ice, which is fantastic to see as well.  

Lager remains difficult. It's an area that we are careful in how we invest and push 

because of the thin margins in that category. However, as we mention in our strategy, 

we will be innovating into premium lager. We've gone –(inaudible) the craft 

innovation we've gone into, so our Gold, Guinness Gold, are still in one city, Lagos 
anddoing very well. Consumer response is very good, the trade is endorsing the brand 

so we feel that we have got the right strategy on that as well, to slowly exit the value 

end of the market and innovate at the top end of the market, and in certainly Guinness 

Gold which has given us a real reason to believe.  

Let me speak a little bit about innovation in a few minutes. Innovation remains a big 

driver of our strategy, like we've been saying. When you look across the pillars there 

we want to go into, innovation has been a big driver for that. On Guinness, obviously 

a year ago we launched Guinness Gold. In the half under review, half 1, we launched 

Guinness Malt in two of our five divisions. That has really started well, and we are 

pleased to see the contribution that Guinness Malt has brought to the Guinness brand.  

On premium spirits, we have gone into the single malts. It's an area where we've not 

been participating but we believe the opportunity is good, the margins are good. We 

started by launching Singleton; we launched that in the month of November. That has 

started well and we continue to see momentum behind single malt.  
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We continue expanding our mainstream spirits portfolio range. Orijin Gin has gone in 
and that is going well. Baileys Delight, the version of Baileys we produce in Nigeria, 

that has also gone really well. It's settling in very well. So, we are pleased to see that 

the innovations we are putting in are beginning to respond in the way that we wanted 

to do. So, that's on the innovations. 

On the costs across the organization, obviously because we have not had big 
opportunities to take price in the last few years, we have been very, very intent in 

driving out costs wherever we can, and you'll be seeing that reflected in the numbers 

that Stanley will be taking you through.  

In a very high inflation market ranging between 11% and 12%, we are really proud of 

the work that the team has done to maintain very, very low levels of cost of sales 
growth. When you look at our overheads numbers as well, the growth in half 1 has 

only been 2% although inflation has average at 11.5%. We think we've done a great 

job on managing costs as we continue searching for opportunities for price increase.  

Talking about those prices, price increase opportunities, we started taking a few 

selected price increases whenever we saw an opportunity. We started by taking some 
prices on lager. We then picked up some prices on beer in the month of November. 

We've been nudging up some prices on mainstream spirits as well and obviously, as 

we go into the future and depending on what happens to the tax deal, we will be 

taking decisions to pass on the new taxes as they come through. Overall, we believe 

that we've been able to take the few opportunities that have presented themselves on 

price and all of that should serve us well as we go into the future.  

Finally, is on the work that we've been doing in the community. We feel good about 

the work that we've done with alcohol in society, really driven by our three big 

platforms, one with don't drink and drive, so a real push there. We've brought in many 

more players to understand the different messages we should all push as an industry, 
which is good, and we continue to invest in that, and our commitment is to continue 

doing that.  

We've also had a big program on responsible drinking, making sure that people below 

18 years do not get into drinking early. We've teamed up with other participants, so 

we've taken this into many schools, and we've had thousands of kids be exposed to the 
message of don't drink underage. So, feeling good about that as well. There, 

obviously, we continue doing the community work that we do in providing water 

[inaudible] but most of all, importantly, the participation with small-scale farmers in 

turning them into viable commercial entities and being part of our supply chain. 

We feel convinced that the strategy that we've chosen is the right one. We're 

beginning to see big shifts in the priority strategy areas, in the numbers that Stanley 

will be talking through. We continue to invest behind our brands, both in trade 

investment and A&P. We remain focused on the cost line to make sure that we keep 

growth under control. On pricing, we'll be careful and selective wherever we see 
opportunities for pricing to support our strategy, and obviously innovation, we'll 

continue going hard at innovation opportunities as we see them. 

With those few remarks, I would like to hand over to Stanley and if there are any 

questions at the back of Stanley's presentation, I will be happy to take them. Thank 

you. 
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Stanley Njoroge 

Finance and Strategy Director 

Thank you [inaudible] and good afternoon everyone, or good morning, wherever you 

may be. I think the financial results have already been shared, so I'll just give 

(inaudible)- in terms of I'll just highlight them.  

Looking through first of all the income statement, there are five key messages which 

come out of these financial trade results. Number 1 is (inaudible)- and I'll just 
highlight them and then I'll talk through them in depth. Number 2 is the quarter 2, our 

fiscal year quarter 2, which is the fourth quarter of the calendar year (inaudible)- was 

a much better performance compared to quarter 1 and it mitigated and reduce quite a 

bit of the shortfall which was there coming out of quarter 1.  

Number 2 is that we have begun (inaudible)- as Baker has mentioned, the growth is 

coming out of principally the areas that we want to focus strategically as a business. 

Branding is growing well, mainstream spirits is growing well, RTDs are growing 

well. If not for the fact that we lost some export opportunities, Malta came very, very 

–(inaudible) back strongly in the second quarter and IPS held its own, albeit in a very, 
very tough trading environment but it was also lacking very, very strong on spirits 

growth from the previous financial year.  

We continue to see significant challenges in terms of lager and strategically, mainly 

because our focus in our resources are moving towards to what we consider the right 

wins for us strategically. The first thing to talk about is the revenues that have been 
impacted by year-on-year excise duty increases, so the previous few years are duty on 

beer NGN30 per liter; this year is NGN35 per liter, thus NGN5 per liter. Obviously, 

we have not been able to pass on most of our big portfolio with the current 

competitive environment.  

The even bigger impact is on the mainstream spirits local duty, so that was increased 
to NGN175 per liter. While we have been engaging the government to take into 

account the fact that this is a significant growth for the industry. For us, it's more than 

double the increase in excise duty on locally produced mainstream spirits. It's not 

something which we were able to resolve in the first half. We were pulling but we had 

not taken price at that point.  

We have seen in early part of this January increased price on our mainstream spirits to 

take into account the duty increases and also the expected VAT increase which is 

coming up. However, for the half, it has impacted us significantly. Just to give you a 

flavor of what that means, is that it shaved off about 2% growth which would 

otherwise have been received without that increase year-on-year. That also has had a 
significant (inaudible)- obviously that flows straight down through the P&L and also 

contributes (inaudible) - our estimate does show that it's about 2% impact on 

profitability in terms of operating margins and gross profits (inaudible)- gross 

margins. 

That's the third thing, about excise duty. The good part about it is that as pricing 
opportunity; there's more pricing opportunities which are coming up in H2 based on 

what we are hearing from the grapevine. Obviously, we have to be very close to what 

is happening and to be competitive, but the increase in VAT which is coming out 
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tomorrow we believe we'll need to add general price increases and we will be 

tactically taking advantage of that as we go along.  

Then fourth big time is around productivity. We live in an inflationary environment, 

which is around 11% to 12%. Obviously, we have to increase salaries of our people, 

we are buying raw materials. The naira is depreciating; probably not as big as most 

people are saying but it's still depreciating a little bit, and also the government also 
increased its bench rate as well in terms of the naira. That has cost us quite a bit of 

that.  

The positive thing which is there is the fact that the prices we have been able to hold 

in low single-digit in terms of the increases year-on-year on all our cost lines, on 

overheads and also on the cost of sales. This is really driven by tightening of 
efficiency within the breweries and our operations being very, very tight in terms of 

cost control. That has helped significantly to keep our costs down. That is going to be 

a pressure again in an environment where there were very few by way of pricing 

opportunity so it's difficult to cover even that low single-digit increase in the cost 

lines.  

The last big item coming out of our numbers is unlike Q1, we had a better Q2 as far as 

the funding and therefore the finance costs which are there. Year-on-year we are 

obviously borrowing a bit more a year as well as the working capital has come under 

some pressure. We benefited obviously by lower interest regime in the quarter. 

Towards the end of the financial year it was 10% and heading downwards on short-

term funding.  

We exited some of the more expensive kind of short-term funding and we've been 

looking forward as we go along in this half for other opportunities to come in there. 

As a result of that then, although there is a growth year-on-year as far as finance 

charges, our next finance charges are for the half. In quarter 2 that growth was much, 
much less and a lot of the half growth was driven by the position [inaudible] in 

quarter 1. So, as a result of that, that's the driver for the numbers that we ended up at. 

We did (inaudible)- we have come up with (inaudible)- we are in a position where we 

have planned around the profitability from the quarter 1 profit to a profit in quarter 2 

versus where we were.  

On the side of the balance sheet and the cash flows, we continue to see basically 

stable, in terms of CapEx, capital expenditure. It's broadly maintenance CapEx, 

mainly more concerned with ensuring that our products have the right packaging so 

it's [inaudible] returnable packaging. Some elements relating to some vehicles or 
some other commercial assets which are required, so there's nothing major, big, big 

item as far as the CapEx is concerned.  

We still see the business being cash-generating. We saw a creeping-up as far as trade 

debt but that is broadly in line with [inaudible]. We are very confident in terms of the 

quality of our debt book and we'll continue to closely watch that. We know that there's 
a lot of concern about debt book in Nigeria at the moment, trade debt specifically. So, 

we are looking very closely at that. Our credit policy has not changed; it is just the 

same way it has been. We know our traders have struggled a little bit more over the 

last (inaudible)- actually more like nine months but we continue to be very, very tight 

on that.  
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Inventories though are reducing and on trade payables we have benefited from some 
of the accruals relating to the intercompany recharges which have not yet got a note of 

approval and which at the end of the last financial year we could (inaudible)- based on 

the changes in the law we could approve. We expect as we get approval, those 

intercompany statements will be made out and therefore we will see a reversal in 

terms of trade payables. 

That's the overall position as far as the performance is concerned. Just to stress again, 

it was a much better Q2 compared to Q1. It was broadly driven by the strategic shift 

that we wanted to make. Excise remains an issue and we did not have much pricing 

opportunities in H1; we think that there is more in H2. Some of them we have 

implemented; others we are watching [inaudible] to practically take in light of the tax 

increases which are coming up. 

The productivity has helped to mitigate quite a bit otherwise, where we have a much, 

much bigger pressure in terms of margins. As far as funding is concerned, we feel that 

we are in a better place as far as tightening of that and reducing the finance charges.  

That's the position as far as the financials are concerned. Going forward, as far as 
what we're expecting in H2, there's really nothing new, different from what we have 

been doing. We'll continue investing significantly behind Brand Guinness, both for an 

extra stout variant and the two innovations of Smooth and Gold. We'll continue to 

drive spirits up significantly. Baker talked about over 50% growth year-on-year on 

mainstream spirits. We'll continue growing that. Obviously, the investment behind 

that with the price increase, we will have to see how that lands in the market.  

We will continue to invest in our imported premium spirits, RTDs, Malta and we will 

try as much as possible to continue to leverage the other parts of the portfolio to make 

sure that we fill the [inaudible] for as much efficiencies as concerned. We will 

continue with our productivity to continue the good progress which we have made in 
the half and we are very, very optimistic about the half given how the quarter 2 has 

panned out.  

That's really it from me as far as the performance is concerned. A really great 

performance coming out of the Brand Guinness, RTD, mainstream spirits which gives 

us a lot of work to look forward to. 

The export volumes we lost of Malta Guinness from Ghana we believe (inaudible)- 

we will have to cover that within the financial year and that is always going to remain 

as a drag because they were pretty hefty and although we have increasing exports to 

other places, it was a big loss for us.  

That's really it as far as performance and where we are expecting to (inaudible)- the 

outlook for H2.  

 Ayodele Alabi 

Corporate Communications Manager 

Thank you, Stanley and Baker. We have now come to the Q&A part of the call. We 

will take as many questions as we can and as time will permit. We will take it in 
batches, so we will take three questions at a time. We will pause to take responses 
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from Stanley and Baker before we take the next batch. I will now allow our operator 

[Ekan] to take us through the process of asking questions. 

 

Q&A Session 

Luís Colaço - [Frontier Markets Equity Research] 

Hi, good afternoon. I have some questions to ask, if I may. The first one is if you can 

give us a breakdown of your sales in terms of spirits, stout, lager, ready to drink and 

the rest.  

The second question, if you can give us some idea, a rough idea of what's your market 

share in terms of spirits in Nigeria. The third question, having in mind that you have 
7.7 million hectoliters of installed capacity in terms of beer, how much of that is being 

utilized, and if you can give us some idea of how much in terms of beer and how 

much in terms of the rest of the segments.  

The fourth question is regarding possible price increases. I don't know if I hear you 
well, but you said that you were going to increase prices from tomorrow. Is that true, 

following the increase in VAT? The fifth question is regarding the margins across the 

different segments. Are the margins quite different between the different segments, 

between lager, stout, spirits, ready to drink? If you can give us some color on that, it 

would be great. Thanks. 

Stanley Njoroge 

Thanks, Luís. Quite a comprehensive list. I'll take some of the questions; Baker can 

talk through the market share in terms of spirits. 

Breakdown of sales. We have generally [inaudible] our strategic intent is to grow 

overall spirits to between 25% and 30% of the business. We have been making 
progress so far. At the moment, the spirits do contribute about 19% of our overall 

revenue. Guinness and Malta Guinness remain a significant bit of our business, 

probably about half of that. That is as much as I can say as far as the breakdown of 

our sales. Strategically, our focus is really to make sure that those three (inaudible)- 

what we have mentioned there are those three items [inaudible] RTDs, that should be 

representing as much as 80% to 90% of our business.  

In terms of capacity, I'm not sure where you got that 7.7 million hectoliters in terms of 

capacity. We have at stretch probably much less than that, probably in the ranges of 

about 5.5 million, 6 million yields and stuff like that, of which part of that is 

obviously (inaudible) - our capacity is a bit more complicated by the fact that our 
portfolio has not just beer but it also has RTDs which come into one part of that area. 

We also obviously have capacity for mainstream spirits, which is probably costing 

quite a bit of that. Are we feeling a drag in terms of the capacity and also, we have 

(inaudible)- no, we feel that what the capacity we have should be enough to tide us 

over several years and we will be reviewing this as we go along. We are not planning 
to increase capacity, but neither are we challenged to an expense such that we start 

suffering from fixed-cost absorption. We will obviously always continue to have a 
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close eye in terms of that capacity view as a business which is very conscious in terms 

of the costs.  

Pricing opportunities. From a category perspective, like I said, we are taking price on 

(inaudible)- we have taken price on mainstream spirits. We intend to take price to 

cover the VAT increase which is happening as of tomorrow. Obviously, we love to 

look at that from a perspective of tactical, how it is happening in the [inaudible] in the 
market, but we are very, very clear that we want to take price to cover at least the 

VAT increase and probably some bit of the excise increases which have been there. 

So, we will be looking to that, the quantum of what is going to be there is something 

which we will be communicating to trade over the next one week as we see that.  

Lastly, is about the question around margins. We do not give out in terms of margins. 
All we can say is that in terms of priority and the focus why we have in spirits, spirits 

are significant to this, significantly better margin-wise than beer and within beer, 

obviously, we'd expect that anything within the premium and upper mainstream 

segments like Guinness is, will have better margins that what you will find in that in 

terms of the lower end. The differential is significant of spirits to the rest and that's 
why we want to focus our main efforts around growing spirits first, growing the 

premium and upper mainstream segments of the first-line focus on that. Those are the 

strategic choices we have made to ensure that we continue to maintain, to focus the 

organization on margin.  

Baker, maybe you can speak to the market share for spirits.  

Baker Magunda 

Thanks, Stanley. Firstly, we don't have reliable data on spirits share in this market yet. 

We have commissioned our partners, our research partners to start reading spirits but 

at the moment we don't have data that I can pass to you in confidence.  

Luís Colaço - Frontier Markets Equity Research 

Okay. Thank you. I got the installed capacity from the prospectus of when you did the 

capital increase; that's why I said 7.7 million hectoliters, so it is less than that? 

Stanley Njoroge  

Like I said, that would include spirits. I also was talking about the complexity, the fact 

that we have capacity which is related to locally produced spirits and beer. There is a 

little bit in terms of  relating between those lines, but thanks.  

Luís Colaço - Frontier Markets Equity Research 

Okay. Fantastic, thanks. 

Babatunde Ogunleye - Stanbic Pension 

Good afternoon.  Thank you for the call.  I just ask on this question on debt. So how 

much is your final expense on loans and borrowing increased by 41% and also, the 

overdraft (inaudible)- and overdraft [inaudible] went also as well from 92 million to 
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[532] million.  I'm just curious to know what is responsible for the jump?  That's what 
–(inaudible) which leads me to the second question, so that we are –(inaudible) year-

end audited financial results I noticed that there was a movement in your short-term 

borrowings of NGN7 billion.  So in first quarter it was NGN3 billion and I think the 

second quarter there was a NGN4 billion, which totals NGN7 billion.  I'm just curious 

as to what's the exact rate you're carrying this short-term borrowing?  That's the 

second question.   

Then the third question is on your debts, which is (inaudible)- [and it's accounting 

loan] (inaudible)- which is US$3 billion, which has a five-year tenure.  I know that 

[inaudible] to last at least until 2021 and then I want (inaudible)- I'm just curious to 

ask, is this debt to be eventually paid off?  Or is this to be refinanced?  Then if it 's 
going to be paid off, what is the Company's target (inaudible)- what is the (inaudible)- 

what is your target capital structure for the Company?  Also, on a final note, which is 

the last question, I just wanted to ask in terms of your (inaudible)- the exact amount 

you charge on your royalty and technical fee?  That is for the last question.  Thank 

you.        

Ayodele Alabi 

Thank you Babatunde.  So I'll hand over to Stanley.   

Stanley Njoroge 

Thanks Babatunde.  Just to understand [the capital].  So then from (inaudible)- like I 

said, in terms of (inaudible)- we came under working capital pressure towards the last 
quarter.  Actually, well, probably most of the last half of the financial (inaudible)- 

post-elections and into the first quarter of this financial year.  This is mainly driven by 

we (inaudible)- we obviously (inaudible)- the trading environment reduced and we 

ended up with higher inventories, as you can see from our financial (inaudible)- 

audited financials.  But also, we also ended up with much more debt.  That led to us 
having to finance the organisation [inaudible] at that point short-term borrowings.  

That has (inaudible)- was (inaudible)- led the finance increases (inaudible)- the 

financial increases.  

That has reduced, to a large extent, in quarter 2.  It is not completely gone, but 

reduced significantly in quarter two.  As you can see, our inventories have gone down 
significantly net-net.  Although trade debt is up, we have (inaudible)- we have seen a 

net-net reduction in terms of working capital a year (inaudible)- a quarter (inaudible)- 

half on half.  That will continue.  Our focus, like I said, will be on making that we 

continue to make sure that that receivable number we have, in terms of quality, is 
good.  We will be dipping into the market for the short-term funding.  It helps, 

obviously that the fact that short-term interest currently are low.  We are cognisant 

that we don't think that that is probably sustainable in the long-term, as far as that is 

concerned.  

We are having a benefit of, yes, in quarter 1 we had significant increases.  That has 
reduced in quarter 2, but also (inaudible)- we also benefiting in quarter 2 from lower 

interest rates, like I said.  Borrowings - short-term borrowings will come and go as we 

improve inaudible)- continue improving the (inaudible)- and [inaudible] improve the 

trade receivables number and that (inaudible)- we expect that that will (inaudible)- are 

coming down.  You can already see one of the (inaudible)- when you look at the 
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balance sheet, you see that we closed with quite a lot of cash.  A lot of that came so 
late in December because of significantly better trading, but it came in too late 

obviously to make an impact in terms of being able to repay some of the short-term 

loans we had already locked in for a bit longer.  That is one of the things which you're 

seeing.   

Moving onto the inter-company loan.  Just to be very clear, this is when - have an 
outstanding 25 million with Diageo.  This is at LIBOR plus 475 basis points.  It 

comes to about 6.8% currently.  We believe and the Board does believe that we are 

getting value for that.  We have traditionally gotten better value than we would have 

otherwise gotten in the market.  We are cognisant of the foreign risk that is coming 

through and it's something we track and we look through and the Board is very, very 
clear and something which we always have to discuss on every Board, in terms of 

where we are.   

We believe that our current capital structure is optimal, even if you look at the net 

debt to equity ratio.  It's pretty on the lower side of where we want (inaudible)- what it 

would be.  The same thing with all the other metrics in terms of the approved capital 
structure, which has been approved by the Board.  The inter-company loan, we will 

(inaudible)- we have(inaudible) - we (inaudible)- you are right.  It is a tenure of until 

May 2021.  We'll be reviewing between now and then about the options available in 

the market and obviously, also talking to our counterparty about that in light of what 

is happening in the macroeconomic environment.  But is the debt itself onerous?  No.  
Is the debt itself expensive?  No.  Is the debt itself required? Yes. So that's the thing 

which I think we just need to highlight.   

The last one around royalties and technical service fees, these again are commercial 

arrangements which are subject to approval by NOTAP.  They're in line with what 

NOTAP has approved in the past.  We're just waiting for renewal of what has been 
approved in the past anyway.  Most of that information, again, is in our audited 

financial statements.  We did (inaudible)- in the previous fiscal year, in light with 

(inaudible)- of the change in the legal environment around the non-approved 

(inaudible)- not (inaudible)- not approved charges, we accrued (inaudible)- but that 

was last financial year, not this half - and that continues to be in our books.  Like I 
said, if we get approval by NOTAP, we will be paying that.  So, we do expect to see 

some challenge in terms of that.   

If that obviously means that we are very cognisant, as a management, and something 

which the Board is also (inaudible)- has oversight on in terms of the outlooks, which 
are  likely to come through in the next 12 months.  It's something which we have a 

very close eye on to ensure that we deliver value to the organisation.  Babatunde, I 

hope that answers your questions.     

Babatunde Ogunleye - Stanbic Pension  

To an extent, yes.  But I'm just curious on the service.  The reason why I ask this  and 
I've already said [inaudible] - that I note (inaudible)- I saw it in the financials that it 

said 2.5%, but when I did my calculations it was 2.7%.  This was coming from a 

lower base of 0.45%.  That was why I just asked the question, just to seek clarity on it.  

But I think that's (inaudible)- thank you.     
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Stanley Njoroge 

[Inaudible].  

Ayodele Alabi  

[Anita], can we take the next question.  

[Albert Lee - Chorus Securities] 

Hi, good afternoon.  I'm just trying to get clarity on your exports.  Last quarter, we 
saw that exports were down significantly.  Here you mentioned that, that was to 

(inaudible)- that was because of Ghana getting a new line.  I just want to ask what the 

timeline on recovering those volumes would be?  Then we saw quite an improvement 

in Q2 compared to Q1 anyway, on those exports.  I just wanted to find out what the 

driver of that was?  Then on excise, what is your view on the future of exist post 

2020?  Do you think the government is going to increase excise duties going forward?   

Then finally, sources of your gross margin pressure.  We're seeing that cost of sales 

continues to outstrip, or run in line with revenue and this is a problem that your 

competitors do not usually have.  I just want to find out, besides issues coming from 

top line, like excise, is there anything else that's affecting cost of sales?   

Stanley Njoroge 

All right, thanks Albert.  I'll just [inaudible] the question in terms of exports.  Like I 

said, the exports are (inaudible)- the drop is mainly because we did load our sister 

Company in Ghana, putting [inaudible] line and [inaudible] and as a result of that, we 

lost some of the exports sales which we used to sell to them.  We have worked to try 
to increase (inaudible)- to find other sources.  That will remain our focus area.  It's not 

as easy to switch on as possible and it's also about a question in terms of frankly our 

ability to produce at a good rate, but also ability to shape, given then the kind of 

challenges logistically that we see across the region, moving stuff from one place to 

the other.   

In quarter 2, we had one instance where we got (inaudible)- to produce for one of the 

sister companies, but we think it's has also presented a lot of logistical challenges.  As 

we get into those conversations we might get recovery, but it's not something 

(inaudible)- it will be (inaudible)- easy to do, right from the beginning.  We are 

forging ahead with (inaudible)- obviously; we need the exports.  They do give us quite 
a bit of in terms of foreign currency, but also at the same time, we do know that can 

be a challenge in terms of area.  Secondly, excise duty outlook.  I think anybody on 

this line is probably (inaudible)- or if you ask, opinions are very different.   

We do know that the government needs to fund its budget.  We have no problem with 
that and we expect and we do know that comparatively, I think Nigeria has a lower 

local excise duty regime than most other countries.  I think the challenge which is 

there is the quantum now faster increase is happening and whether most of the 

companies can pass on that duty to others.  I don't know what's the excise duty and 

(inaudible)- outlook is going to be like.  We are working on the premise of 
government with all (inaudible)- we will need to (inaudible)- will need to grow its 

revenue.  All we can do is engage them to make sure that it is not as [inaudible] 

destroying to the industry as it has been over the last 12 or so months.   
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The third one is around the gross margin pressure.  It is good to hear that people are 
not having gross margin pressures, assuming that (inaudible)- but I think if you look 

very closely, you will not that the margins across the industry, and actually, across 

FMCG, have been challenged recently.  The inaudible)- I think that some of the 

reports which was see in comparative clearly show that.  The gross margin pressures 

will remain so long (inaudible)- because there's some things are very, very clear.  The 
cost will continue going up and now, the biggest question is, are you able to take 

price?  If you're not able to take price, is there anything [inaudible]?   

We have (inaudible)- for us, the biggest pillar of try to mitigate the price (inaudible)- 

the cost increases by (inaudible)- through productivity so that you (inaudible)- instead 

of going growing by 11%, you're growing by probably about 2%.  To ensure that the 
mix improves towards brands which are better margins.  That's why strategically, we 

are focusing on those other areas.  Number three, is just to be tight on every other 

element of the organisation across.  But we (inaudible)- the (inaudible)- and when the 

pricing opportunities do come, we will take them to cover, to ensure that we maintain 

margins in light of the cost pressures.    

That's what I can say, as far as your questions, [Al Lee].   

Albert Lee - Chorus Securities 

All right.  Thank you very much.  

Ayodele Alabi 

Thank you.  May we have the next question please?   

John Munge - Vergent Asset Management 

Hello, thanks for taking my call.  Can you kindly just clarify on the rate of growth that 

you saw in your spirits?  That will be in net sales as well as volumes.  Could you give 

us a sense of the composition of your spirits?  Is it largely from the premium segment, 

or is it mainly mainstream spirit brands?   

Secondly, again on your inter-company loans.  What's your current effective tax rate?  

What would that be if say, this loan was a regular loan from a bank, rather than from 

Diageo?  Thank you.     

Stanley Njoroge 

Well, just on spirit sales, I think we've kind of spoken to it.  There are two items 
which are on (inaudible)- making up our spirits portfolio (inaudible)- which is 

produced locally.  They are what you call mainstream spirits and what we import, 

which is IPS.  I think I have spoken about plus 50% (inaudible)- about 50 (inaudible)- 

plus 50% volume growth.  The revenue growth, within the mainstream spirits, is less 
than that because we've had, obviously, to approved for the duties within that period, 

without pricing opportunities.  But it is still upwards of 30% in terms of that.  We 

expect that that discrepancy between volume and revenue growth with reduce as we 

go along.   

IPS, our international premium spirits, we sense much more growth in terms of their –
(inaudible) much premium, not with a bit of a reduction in terms of the result, but the 

premium alcohol still remains for the Johnny Walker red, black, Bailey's has been 
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(inaudible)- has really worked.  As we have expanded our portfolio, introduced 
Singleton, introduced Johnny Walker green, we have seen much more benefit of that 

coming through.  That comes (inaudible)- that is the major [inaudible] in terms of 

composition of that.  The locally produced spirits, as you know, is mainly within the 

mainstream categories.  We are talking about Mr Dowell's, Gordon's, Moringa, 

Smirnoff X1 and obviously the Orijin drinks in terms of brands. 

That's the kind of thing for other spirit growth.  We have seen significant (inaudible)- 

like I said, we have –(inaudible) and you (inaudible)- we continue to see basically 

close to an improvement of at least 1% as percentage of the overall revenue by spirits 

in totality as we head towards our target of 25% to 30% of the portfolio being in 

spirits.  Second, in terms of inter-company loan (inaudible)- and I do know that there's 
a lot of questions around this.  Just to note that there's not a difference in terms of the 

taxation treatment between the two.  The new Finance Act obviously introduces 

[fincap] rules for the first time.  But fin capitalisation rules have no impact on us 

because we are still below the threshold.   

We don't see (inaudible)- have any differential in terms of net after tax between a 
local loan and the inter-company loan.  In fact, because of the quite significant interest 

differential, the inter-company loan is obviously of more value to use as an 

organisation.       

John Munge - Vergent Asset Management 

That's good, thank you.   

Ayodele Alabi  

Thank you. Anita, can we have the next question?   

Enrico Camata - Cook and Bynum Capital Management 

Hi, good afternoon everyone.  I wanted to dive a little deeper into the beer business.  

First of all, can you give us a sense (inaudible)- you mentioned this earlier, but can 
you give us a sense of what the mix is between premium beer and value mainstream 

brands, kind of on a revenue side and also from a profitability standpoint?  Are the 

value and mainstream brands, are they profitable?   

Then secondly, you guys also talked about de-emphasising the non-premium beer 

portfolio in your strategy.  Can you elaborate a little on that?  What does that mean 
strategically?  Also, more importantly, what does that mean? how will that flow 

through the P&L, maybe on the cost side?   

Stanley Njoroge 

Thanks Enrico.  All right, I did provide clarification on this particular question as far 

as beer is concerned?   

Magunda Baker 

Stanley, do you want me to [inaudible]?   

Stanley Njoroge 

Yes, please, Baker 
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Magunda Baker 

Okay, cool.  I think it's the most asked question and the most answered question.  In a 

market where the cost is what we all know, are the prices [inaudible] beer sold in this 

country, the margins are low.  It differs from brand to brand, but the budgets for value 

brand are really low, all right?  That's the principle which is very obvious.  You're 

currently looking around a huge country.  The cost of logistics keeps going up.  
Obviously, you don't make much money if you can't pass on tax and take price to the 

lower end of the market.  That's the principle we've always spoken to.  We therefore 

say, over time, we'll be [inaudible] this business out of value brands into premium and 

upper mainstream beer brands. 

The reason for that is they command a better price point and they have a better 
opportunity, even this a difficult macro environment, to take price.  That's proven 

across many countries.  As an option, to bring that to light, we started launching 

brands in the premium segment of the market.  We launched Guinness Gold about 

nine or so months ago now.  I spoke to that when I was opening this call.  We feel the 

good momentum to that and we believe that it's the right thing to do.  We followed 
that path by expanding concentration of Guinness with the Guinness [inaudible], 

which is in [inaudible].  But the main source [inaudible] play is really in a lot of 

[inaudible].   

In the last call, I also answered this question by saying because we know that the 

interplay between beer and [RTD] is very strong, we chose that our participation in 
beer occasion will be driven, number two, by RTD.  You'll be seeing a lot more work 

being done a long this.  I reported how we're feeling about [inaudible] a strong growth 

over last year.  Orijin RTD came under pressure, but we've got plans, as we go 

forward, to correct that.  So to the extent that consumers will drink beer, also 

participate heavily with RTD, the margins of RTDs are three, sometimes four times, 
better than beer.  Therefore, we have taken the view that that's where we need to move 

the business into. We're beginning to see momentum behind that.    

The final point is would say, there are some brands where all it needs to give your 

customers an opportunity to have scale, so that then they can move your premium 

brands around the countryside.  We will continue maintaining a limited amount of 
[lager for special] for our customers, not really because we are making money out of 

them, not because they are making marginal [inaudible], but it gives them the vehicle 

they need to fill up trucks and move the premium brands, that we want to grow, across 

the countryside.  That's the strategy.   

Is the strategy beginning to work? The answer is yes. We saw that the numbers we are 

reporting in half one, we saw [inaudible] of our premium category, compared to the 

lower end.  We've invested more in the top end of the market.  We've lost more 

innovation in the price points where we want to go into [inaudible] brand, but the 

higher price point also commands a better margin.  That's what I would say for now.   

Enrico Camata - Cook and Bynum Capital Management 

Okay, great.  Thank you, guys.   
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Ayodele Alabi  

Thank you, Enrico.  I have been told we have no more questions on the call, so I'll 

hand over to Baker to close the call.   

Magunda Baker 

All right, cool.  A big thank you to you for calling.  Every time you call, it gives us an 

opportunity to share our Business and our passion with you. The questions you give 
us help us to think better about what we are planning to  at Guinness Nigeria.  It is our 

intention to hold onto the strategy we have chosen.  We think it is working.  We think 

the right strategy.  It differentiates us from what other people are doing, and I think it 

gives us the best opportunity to win in the market where we understand it.  We thank 

you for that.  If there's nothing else, thank you very much for calling in.  We shall stop 

here, I think, at this moment, if there are no more questions.  Thank you.   

Operator 

Thank you for joining today's call, you may now disconnect.  Hosts, please stay 

connected.   

[End] 


