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We initiate coverage on Dangote Cement Plc, further to its recent merger with
Benue Cement Company Plc and the planned listing of the combined entity. In the
report, we assess the value proposition and long term prospects of the company
under three scenarios for the growth in local cement demand, whilst examining
the impact on DCP’s revenue and profitability.

Stands dauntingly tall among peers: In comparison to local peers, Dangote
Cement Plc significantly outplays other cement manufacturers, as it presently
controls about 57% of local manufacturing capacity; this is expected to rise
even further to about 67% on completion of Ibese plant and Obajana’s 3™ and
4" lines by Q1’11. Combining manufacturing (excluding BCC) and imports,
Dangote Cement accounted for about 40% of total cement supply as at 2009;
overall market share rose to about 49% with the inclusion of BCC.

Matchless organic value: In our view, Dangote Cement’s ability to drive
growth organically is quite enormous, given the anticipated increase in its
production capacity by an additional 11 million tonnes before the end of 2011.
This presents Dangote Cement Plc the opportunity to consistently drive higher
growth through increasing volume and capacity utilisation, at least over the
next 7 to 8 years. Based on the increasing production output in the industry, it
is important to state that the focus would gradually shift to volume growth and
efficiency, as supply pressure would leave little or no room for any price
increase. In fact, we believe prices are more inclined to fall at least in the
major markets - Lagos and Abuja - where the expected increase in cement
output would be targeted.

Figure 1: Total production capacity (million tonnes/annum) of DCP
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Huge infrastructure deficit - our case for continuing growth in
demand: In line with Nigeria’s Millennium Development Goals, the huge

deficit in infrastructure especially adequate housing and transportation -
roads, rails and ports, presents a major case for continuing growth in cement
consumption in Nigeria over the next 10 years at least. Based on a broad base
argument that cement demand is more likely to continue rising in the medium
to longer term, we assess in this report, the key scenarios undergirding our
expectation for cement demand in Nigeria, and present our outlook for
Dangote Cement’s revenue and profitability in the near to long term.
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Dangote Cement Plc

Dangote Cement Plc (DCP) was incorporated as Obajana Cement Plc on
04 November 1992. DCP, prior to the planned special sale of shares, is
95.9% owned by DIL. Following plans by Dangote Industries Limited
(“DIL") to consolidate all the cement entities within the Dangote Group
into a single entity, it initiated the transfer of all cement assets into
Dangote Cement Plc. The current organisation structure of Dangote
Cement Plc is show in Figure 2. Further to plans for an African
expansion, Dangote Industries Limited is currently establishing cement
plants and terminals across Africa. Some of the countries include:
Ghana, Sierra Leone, Liberia, Republic of Benin, Angola, DRC, Congo
Brazaville, Senegal, Zambia and South Africa.

Figure 2: Dangote Cement Pic - Plant /Terminal Structure
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Though, DCW and Benue Cement were previously individual companies prior to the
Scheme of merger and consolidation with the other cement entities, they will all
now operate as “plant/terminal entities with separate management structures
including Production/Bagging, Financial Controller, Logistics and Human Resources
(See Appendix for DCP management structure).

Source: Vetiva Research, Scheme of Merger Document, DCP Analyst Presentation
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Obajana Cement Plant

History

Obajana Cement Plc was incorporated by the Kogi State government in
1992. It was however acquired by Dangote Industries Limited in 2002
and commenced the construction of the first cement production plant in
2004. The company’s name was changed from Obajana Cement Plc to
Dangote Cement Plc in July 2010. Dangote Industries Limited (DIL)
owns 99.14% of the issued shares of the company. The cement plant
was a green-field cement plant initiated in 2003 and commissioned in
2007 with an annual capacity of 5 million tonnes. The Obajana project
comprise a cement plant, limestone quarry, 135 MW captive power
plant, 90 km natural gas pipeline and a 351 unit housing complex for
staff and earth dam, water reservoir and 500 trucks for cement
transportation. The suppliers and technical partners to the project were
F.L Smidth, Haver & Boeker, General Electric and ETS Group.

Financing

The OCP project was estimated at a cost of $798 million, part financed
by equity and debt. The project cost also included a $72 million power
plant loan granted by the project sponsor -Dangote Industries Limited.
In addition to this, Dangote Industries Limited made a 40% equity
contribution, amounting to $319.1 million; the $406.7 balance was
obtained as debt from a number of international financial institutions as
well as local banks. The international financiers mainly comprise of
multilateral organisations including International Finance Corporation
(IFC), European Investment Bank (EIB) and Development Finance
Institutions. The development finance institutions that participated in
the financing include DEG-Deutsche Investitions und
Entwicklungsgesellschaft, Emerging Africa Infrastructure Fund (EAIF),
Netherlands Development Finance Company (FMO), Swedfund, Finnfund
and Industrial Development Corporation of South Africa (IDC).

The local banks that participated in the financing include First Bank of
Nigeria Plc (as local lead arranger), United Bank for Africa (UBA) Plc,
First City Monument Bank (FCMB) Plc, Guaranty Trust Bank Plc, Zenith
Bank Plc, Oceanic Bank International Plc, Diamond Bank Plc, Equitorial
Trust Bank Plc, Access Bank Plc, Afribank Nigeria Plc, Prudent Bank Plc,
Fidelity Bank Limited and Intercontinental Bank Plc. In terms of the split
of the loan, about 75% of the entire debt used to finance the project
came from international finance organisations while the 25% balance
was sourced from Nigerian banks. Among the international financiers,
EIB provided $101.5 million, IFC $69.8 million while the development
finance institutions collectively lent $97.5 million. Figure 14 below
summarises the financing split among the financiers.

Obajana Cement was originally
incorporated by the Kogi state
government

The Obajana Cement Plant,
estimated at a cost of about $800
million was 40% equity financed
and 60% debt financed.

The debt portion was provided by
multilateral finance organisations,
international development finance
institutions and a consortium of
local banks
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Figure 3: Split of financing for Obajana Cement Plant
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Sources: Management, Vetiva Research

Project Development

The key consultants, technical partners, and contractors involved in the
OCP project as well as their specific functions are summarised thus:

" F.L Smidth, Denmark - involved in Design and Engineering;
designed and built storage facilities for raw material and additives,
® Associated Cement Company, India - project management and
consultancy services

= General Electric, USA - provided three LM6000PC SPRINT® aero-
derivative natural gas, dual fuel gas turbine generator sets with
water injection

® Julius Berger, Nigeria - civil works and construction of process and
auxiliary buildings of the cement factory; specifically construction of
two production lines which included two 83m high raw mill silos and
four 60m high cement silos

® Hall Longmore, South Africa - supply, installation and construction
of 90 km long gas pipeline designed to supply natural gas from
Ajaokuta to Obajana which would power the captive plants, and in
turn would operate the 5 million tonnes per annum cement
plant

® Allen and Overy (LLP) - Legal Advisors (project finance advisors-
leader in project finance advisory in Africa)

® According to Africa Investor Infrastructure update report, the OCP

project ranked as one of the top three project finance deals in
Africa in 2005, given the huge financing and technicalities involved.

Dangote Cement Plc: The emergence of a titan | October 20, 2010 3
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Plant Operations

The erection work for the first OCP line was completed at the end of
2006. The commissioning trial for the first line started almost
immediately, however, the second line was commissioned around mid
2007. Third and fourth lines of 2.5 million tonnes / annum each are
currently in progress. The plant is completely integrated and fully
automated, having all the raw materials needed for the production of
cement except gypsum, which is yet to be produced in commercial
quantities, despite its huge natural deposits in Nigeria. Owing to the
undeniable importance of gypsum as an essential binding substance in
final stage of making cement, manufacturers rely more on importation
of the gypsum. To encourage and support local cement producers, the
federal government has put in place a number of incentives to
encourage the importation of gypsum. Some of these include the
removal of all restrictions regarding the importation of the product and
the placement of a ceiling of 5% import duty on the substance.

Apart from gypsum which is imported, other raw materials and natural
additives - limestone, clay, marl and laterite are found at the Obajana
mines.

The Obajana mines have an average depth of 30m to 60m, an
estimated limestone deposit of 450 million tonnes and approximate life
of 75 years. The mine and quarry are located at an approximate
distance of 9km to the plant, hence an 8.5km conveyor belt moves
crushed limestone to the cement plant. After the crushed limestone is
conveyed to the cement plant the next steps in the operation of the
plant in cement production are highlighted below;

For power generation, the cement plant is equipped with a 135 MW
capacity power plant which can utilise gas or diesel. The plant also has
gas supply from Ajaokuta with the 90 km long gas pipe line which has a
capacity to deliver 96,000 cu.m/h. OCP operations are fully automated
and are monitored from a central control room, allowing very limited
human interference. OCP uses the most modern and energy efficient
kiln technology, the Pre-calciner rotary kiln, which is more energy
efficient than the conventional dry kiln process.

Production Dynamics

OCP currently controls the largest market share in the Nigerian cement
producers and also accounts for the larger chunk of Dangote Cement’s
output in the cement industry. Since the plant began operation in 2007,
production has rapidly risen to 3.3 million tonnes in 2009 from 1.62
million tonnes in 2007 - an increase of 106% in just two years. As at
2009, OCP accounted for 46% of the total output of the Dangote
Cement Group, rising from ¢.29% in 2007. Despite the 106% increase
seen in production output of OCP in two years, the plant, as at FY'09,
operated at an average capacity utilisation rate of 66% based on our
estimate.

The Obajana Plant s
integrated and fully automated

fully

The key raw materials, except
gypsum, needed in the production
of cement can be sourced from the
Obajana mines

Figure 4: Cement production process
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The Obajana Cement  Plant
controls the largest market share
in cement manufacturing in Nigeria
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Although we have highlighted the impressive rise in production output
from OCP between 2007 and 2009, we note also that the production
levels achieved in 2009 fell below management’s forecast and
expectation for the year, mainly as a result of unanticipated disruption
in gas supply and labour unrest. Based on our estimate and
management’s guidance, clinker and cement production fell short of
management’s budget by 31% and 33% respectively.

Production levels fell short of
management’' s forec.

Figure 5: OCP output (million tonnes) and %age contribution

to Dangote Cement Plc total output (2007 - 2009)
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Figure 6: Obajana Cement Production Data (2009 estimates) in
Kilotonnes
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Cost Analysis

Production costs: The most important component of production cost

for a cement plant is energy (kiln fuel and power), which typically

makes up about 55% to 60% of total production costs. As we have Obajana Plant uses the PreCalciner
earlier noted, the technology used in the OCP kiln (Pre-Calciner dry) rotary kiln, known to be the most
process is the most energy efficient method in cement production. Its  energy efficient kiln type in the
energy consumption level is significantly lower (c.700 kcal) in cement industry

comparison to the common dry kiln methods (750 to 950 kcal), and the

most energy intensive traditional wet kiln methods (1300 to 1600 kcal).

As an evidence of this, OCP’s energy cost is significantly lower relative

to the others in the sector. According to management’s guidance and

our estimates, energy (fuel and power) constituted about 20% of net

sales revenue, which is far lower than the conventional estimate of

about 40% - 45% for a typical local cement plant. Consequently, we

estimate that Obajana plant’s total input costs as percentage of net

sales revenue for 2009 is about 19.8% - the lowest in the industry.

Figure 7: Comparison of cost of sales as percentage of net sales
(FY’'09)
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Although Obajana Cement Plant (OCP), has the least fuel consumption

in the industry, we note that the company’s actual energy expenditure

in 2009 was significantly higher than budgeted by the company as a Obajana Plant has the least energy
result of unanticipated disruptions in gas supply, the main energy  consumption in the industry; 2009
source for OCP’s cement kilns. Notwithstanding, the flexibility to use  figures for fuel costs were however
LPFO (since the plant was built as a dual firing kiln capable of using  sp0ve management estimates
LPFO and gas) helped reduce the negative impact of such disruptions,

which could have completely hampered production.

Dangote Cement Plc: The emergence of a titan | October 20, 2010 6
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However, our analysis reveals that OCP’s energy expense was higher
than management’s budget by 34.5% as the company’s fuel
consumption was higher by 56.7%. Apart from fuel and power costs,
other variable costs that constitute production costs include royalties,
importation of gypsum, sacks and packaging, explosives, overburden
removal etc.

Distribution & General Administrative Costs: Based on 2009
performance, OCP’s distribution and general administrative costs, on a
comparative basis were the least in the industry. In 2009, OCP’s
estimated selling, distribution and general administrative expenses as a
percentage of net sales stood at 3.03% impressively lower than an
industry average of 19%. Costs incurred for product promotion
constitute the larger proportion of OCP’s selling and distribution,
implying the aggressiveness in pushing its products to the market. As
we have highlighted, OCP’s major market is Abuja, which has rapidly
been undergoing enormous infrastructural development. To keep up
with its aggressive marketing into the Abuja market, OCP’s selling and
distribution costs was higher than budget by c.70%-as a result of
additional expense of about N68 million charged for Abuja warehouse
rent. Manpower costs also accounted for a sizeable portion of selling and
distribution expenses, as it constitutes c.42 % (by our estimate) of total
selling and distribution costs for FY'09.

We believe OCP leverages on
Dangote Industries distribution
network to enhance product
penetration; hence it has lower
distribution expenses

Dangote Cement Plc: The emergence of a titan | October 20, 2010 7
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Gboko Plant - (former Benue Cement Company)

Brief Profile

Benue Cement Company was a product of the industrialisation moves of
the Federal Government of Nigeria in the years following Nigeria’s
independence. Following the discovery of limestone traces in Mbayion,
Gboko Local Government Area of Benue State in 1960, the federal and
regional governments initiated the project to build a cement plant in the
region and invited Cementia Holding AG of Zurich to carry out a
confirmative study of the feasibility of establishing a cement plant in the
region. Eventually the Benue Cement Company (BCC) was incorporated
in July 1975 as a private limited liability company but commenced
operations in August 1980. At this time of incorporation, Cementia
Holding AG of Zurich, which carried out the design and construction of
the cement factory, became the management partners. At the official
commissioning in 1981, the cement plant had a rated capacity of
900,000 metric tonnes per annum. Following the 1990 privatisation of
the company, the company’s name was changed to Benue Cement
Company Plc in March 1992.

In another round of federal government’s privatisation program in 2000,
Dangote Industries Limited acquired federal government’s majority 65%
equity in BCC and effectively took over the management of the company
in 2004. Until the Merger, Dangote Cement is the majority shareholder,
as it owns 74.76% of BCC’s total outstanding shares. BCC's principal
activities are the manufacture and sale of cement. In 2004 when
Dangote Industries took over the management of BCC, the company
had an annual capacity of 900,000 tonnes and capacity utilisation was
largely below 50%, with frequent maintenance challenges due to the
obsolete state of the plant. Management thus embarked on an
aggressive upgrading and rehabilitation of the plant, which transformed
it into a new state-of-the-art cement factory with two 1.4 million tonnes
lines, thereby increasing the company’s annual capacity by more than
three-fold. The first cement line was commissioned in late 2007, while
the second became operation in 2008. Unlike the Obajana plant that
was primarily built to operate on gas (although can also operate on fuel
oil), BCC'’s plants were built to use Low Pour Fuel Oil (LPFO) - although
the process of adapting the plant to be dual-firing capable of using coal
is presently on-going.

Benue Cement was incorporated in
1975, but the plant — 900,000
tonnes capacity was commissioned
in 1981

Prior to the merger, DIL owned
c.75% equity in BCC; in the
enlarged entity, BCC is the third
largest  revenue earner  for
Dangote Cement

In 2000, DIL acquired federal
government ' s 6 5%
and took over management control
in 2004

Due to strained credit and slower
demand, BCC' s proc
so far in 2010 has hovered around
the levels achieved in 2009

Dangote Cement Plc: The emergence of a titan |
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Production Dynamics

BCC is currently the second largest cement plant in Nigeria but have the
third largest market share in terms of cement production and output.
Due to the gradual ramping up of capacity of its new plant, BCC is
overtaken by Lafarge WAPCO, (in terms of market share) despite having
a larger plant. The plants are currently operating at an average capacity
of utilisation rate of c.55% (based on half year 2010 performance), up
from an average of about 24% in 2008 when the second cement line
started operations. Based on 2009 figures, BCC accounts for about
18.9% of Dangote Cement Group total cement output, being the third
largest contributor to the group’s earnings, (the import terminal in
Lagos is the second largest revenue earner for the Dangote Cement
Group after Obajana Cement). Due to power generation challenges, the
capacity utilisation rate reached so far in 2010 has been lower than
anticipated. The strain witnessed in credit flow from the banking sector
earlier in 2010 also impacted adversely on the company’s half year
revenue. The company’s cement brand formerly known as Lion Cement
was rebranded as Dangote Cement last year. BCC mainly sells bagged
cement with little or no sale of bulk cement or clinker. Using FY'09
figures, bulk cement accounted for less than 1% of BCC's total revenue.

Cost Analysis

Production costs: The key components of BCC’'s production costs are
energy costs - kiln fuel (LPFO) and diesel (power generation). Energy
costs as a whole constitutes about 60% of BCC's total production costs,
which is quite higher in comparison to Obajana Plant (energy costs is
about 46% of production costs).

BCC uses Low Pour Fuel Oil, which is more expensive than gas; hence
the disparity in its energy costs in comparison to Obajana.
Notwithstanding, BCC remains the most efficient cement company
among its publicly quoted peers (WAPCO, Ashaka, CCNN) as it had the
highest gross profit margin or least cost of sales as a percentage of net
sales.

Selling, General and Administrative costs: Apart from the usual
selling and distribution costs, other components of BCC's SG&A costs
include information technology and management fees. The company
entered into a Technical and Management Services Agreement with
Dangote Industries Limited, for which it pays a fee amounting to 2% of
net sales. From our analysis, management fee and employee benefits
(salaries and pensions) are the largest constituents of BCC's SG&A
costs, as they make up 30.3% and 30.1% of BCC’s Selling, General and
Administrative expenses respectively using FY'09 results.

BCC has higher production costs
as the plant was primarily built to
run on LPFO which is more than
twice as expensive as gas

Management fee and employee
benefits are the major components
of BCC' s Selling,
Administrative costs
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The Import terminals; Lagos, Port-Harcourt & Onne

Dangote Cement Group has the highest cement importation quota,
which is shared between the Lagos and Port-Harcourt terminals. The
Group operates three cement import terminals in Lagos, namely Apapa,

Aliko and Tincan, all of which have facilities to bag imported bulk Dangote Cement import terminals
cement. The Lagos terminals have an estimated capacity of 3 million have a combined capacity of 6
tonnes. Dangote Cement Group, through its subsidiary-Dangote Bail million  tonnes and have the
Limited- operates two bulk cement terminals at Port-Harcourt (South- highest cost of sales in the group

South) and Onne (South East). Both cement terminals have a combined
annual bagging capacity of 3 million tonnes. As at FY'09, the Lagos
terminals contribute the second largest revenue among other Dangote
Cement entities. Despite this, the import terminals are the least efficient
and profitable among Dangote Cement entities, given the huge cost of
importation. Combined production costs as a of sales for the import
terminals is close to 85% compared to 26% for Obajana and 38% for
BCC (estimates for FY'09). According to management, the import
terminals are gradually been wound up in preparation for the huge
output expected from local production next year. In line with this, the
Port/Harcourt terminal is almost non-operational, and the capacity
utilisation of the Lagos terminals has been significantly reduced.

Figure 8: Cement import quota (Jul. - Dec. 2010) in ‘000

tonnes
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Sources: Industry, Vetiva Research
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Figure 10: Components of cement costs (as part of
production costs) for the import terminals
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Figure 9: Components of production costs for the
import terminals

5.8%
B Cement cost

m Demurrage
m Packaging
Direct Factory

Overhead
Fixed costs

m Cost Insurance &
Freight

m Import Duty and
Charges

Port Dues

Other import charges

Sources: Company, Vetiva Research

DCW Limited (Ibese Plant)

The Ibese Plant is a green-field project of the Dangote Cement Group
located at Ibese, Agbara Ogun State South-West Nigeria. The project
which is being executed under a fixed price contract by Sinoma
Engineering Company (a Chinese Engineering Company) is about 80%
complete and scheduled to commence operation in 2011 (line 1 in
January and line 2 in February). The project comprise of a two lines of 3
million metric tonnes / annum, implying an annual capacity of 6 million
metric tonnes (7,200 tonnes per day) at full completion of the plant.

The project also includes the construction of a 25 kilometre gas pipeline
which would supply gas to the cement plant. The factory occupies 2000
hectares of land with an estimated limestone capacity of 240 million
tonnes and life-span of 90 years. The Ibese Cement Factory is expected
to generate 102MW electricity using three gas turbines. Other
investment projects at the plant site includes a six cement silos, and
roto-parkers that would be capable of packing 2,400 (50kg) bags per
hour and about 18 trucks at a time.

DIL’s other African cement entities

Import Terminal Ghana: Dangote Industries Limited operates
import terminals in Ghana through its subsidiary - Green-view
International Company Limited. Dangote Cement initially had a 750,000
tonne annual capacity import terminal in Tamale Ghana.

Source: Company, Vetiva Research

Dangote Cement’'s 6
Ibese plant is more than half
complete and is expected to
become operational

Dangote Industries operate the
largest cement import terminal in
Ghana

Dangote Cement Plc: The emergence of a titan |

October 20, 2010

11



VETIVA

CAPITAL MANAGEMENT LIMITED
RC.485600

Dangote Cement Plc | Cement | Equities

| Initiation of Coverage

This year, the group expanded its operations in Ghana through a $28
million investment in Tema Cement Factory (also an import terminal)
which has an annual capacity of 1.2 million tonnes per annum.

Onigbolo Cement Benin: Dangote Industries Limited acquired
federal government’s 43% stake in Onigbolo Cement Company, Benin
Republic following the privatisation of the company by the Beninoise
government. The plant has an annual capacity of 0.6 million tonnes and
is currently under management contract that will expire in 2011.

Sephaku Cement South Africa: In 2008, Dangote Industries
acquired 19.8% stake in Sephaku Holdings in South Africa. This year
however, the group has been making plans to increase its stake in the
company to 65% in line with the overall initiative of Dangote Cement
Group to build capacity on the African continent. In August 2010,
Dangote Industries entered into an agreement with Sephaku Cement, in
which Dangote Industries will increase its stake to 64% from 19.8% in
exchange for R779 million in cash (translating to 217.59 million ordinary
shares in the company at R3.58 per share). The equity investment of
Dangote Industries in Sephaku Cement fulfils the equity requirements
for the projects to be embarked upon by the company and would also
make the company well positioned to finalise debt funding terms as the
debt would be guaranteed by Dangote Industries Limited.

The funds would be utilised by Sephaku Holdings to complete its
ongoing projects-Aganang and Delmas projects. The Aganang project
includes a limestone mine and a cement manufacturing plant in North-
West Province, which is scheduled to produce 900,000 tonnes per year
of cement by 2012. The second project - Delmas project includes a
cement milling plant in Mpumalanga province which would also produce
1.25 million tonnes a year of cement by the end of 2012. The cement
plants will be built by Sinoma International Engineering Co. Ltd on a
fixed price full turnkey basis.

Dangote investment in Sephaku Cement would reposition the company
to be third biggest cement plant in South Africa. At the completion of
Sephaku’s cement plants, expected in four years, the company would
likely emerge as the third biggest cement producer in South Africa.
Pretoria Portland Cement (PPC) which has a combined capacity of about
7 million tonnes is the biggest cement producer in South Africa, with
Afrisam (formerly Holcim), which has an annual capacity of about 4.6
million tonnes per annum being the second biggest cement producer.
Another key factor which would also enhance the revenue and
profitability growth of Sephaku Cement would be the new state of the
plants given that the average age of existing cement plants in South
African is about 33 years, even with the two recent brown-field
expansions in the industry.

Dangote Industries recently
acquired federal govern
43% stake in the 0.6 million

tonnes Onigbolo Cement, Benin

Recently also, DIL acquired a
controlling stake (65% equity) in
Sephaku Cement South Africa

The acquisition involves an
exchange of R779 million cash in
exchange for 217.59 million
ordinary shares

DI L’ s acqui sition
well  positioned to pursue its
expansion to add over 2 million
tonnes cement plant
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Dangote Cement Senegal, other African countries: In 2008,
Dangote Industries Limited signed a financing deal with China’s Sinoma

International to construct a 1.5 million tonnes/annum cement plant in ~ Dangote Industries is also building
Senegal. The Senegal investment was a part of the $1.85 billion deal a 2.5 million tonnes cement plant in
signed with the Chinese construction company to install the 3rd and 4th Senegal and plans to expand to

lines at Obajana plant and to construct the Ibese Plant. The deal was other countries like Tanzania and
financed partly with equity and debt. Dangote Group provided equity of DRC
about $600 million, while the balance of $1.25 billion dollars was
sourced from a consortium of ten local banks, which includes Guaranty

Trust Bank (lead arranger), First Bank, First City Monument Bank
(FCMB), United Bank For Africa, Zenith Bank and Stanbic IBTC Bank.

The Dangote Group however has repaid the loan through a refinancing
arrangement from Standard Chartered Bank. DIL’s contract with Sinoma
International also includes the construction of cement plants in
Democratic Republic of Congo, Equitorial Guinea, Ethiopia, Tanzania,
Senegal and Zambia. The 2.5 million tonnes cement plant in Senegal is
scheduled to start operation by end of 2010.

The Merger - BCC and DCP

Earlier this year, Dangote Cement announced plans to consolidate its

Nigerian assets into one entity and subsequently to list the entire At the court-ordered meetings of
Dangote Cement Group, before which Benue Cement Company (the only September 28, 2010, the share-
publicly listed entity) would have been delisted. According to the holders of BCC and DCP approved
management of Dangote Cement Group, the merger was conceived to the merger of the two companies
enhance the consolidation of the cement producing entities of Dangote

Industries in Nigeria into a single entity thus presenting a better

platform for the enlarged entity (post merger) to optimise the

opportunities inherent in the Nigerian Cement Industry.

Some of the expected benefits of the merger are highlighted thus;

® To improve accessibility to financing as the enlarged entity would
have a more robust balance sheet

" To reduce the individual operational inefficiencies of Dangote
Cement and Benue Cement Company

®* Improvement in management efficiencies as the post-merger
entity would only incur a single set of management expenses

® Economies of scale leading to costs reduction, increased synergy
and streamlined operations

®  More value-add for shareholders

The merger was approved at the separate court-ordered meetings for
the BCC and DCP shareholders which held on 28" September 2010. The
merger subsequently became effective on Friday 8" October 2010. In
line with the terms of the merger, BCC minority shareholders received 1
share for every 2 BCC shares originally held.
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The merger excludes Dangote Industries cement producing and
importing entities outside Nigeria, implying therefore that the import
terminals, Ghana, and Sephaku Cement South Africa and other on-going
projects in Senegal are not included in Dangote Cement Plc, but are
rather separate subsidiaries of Dangote Industries Limited (DIL).
According to management however, the other African assets would
eventually be transferred to Dangote Cement in a cash-based
transaction between DIL and DCP.

Dangote Cement Pic

SWOT ANALYSIS

BCC DCP COMBINED ENTITY
Strengths Strengths Strengths
* New, efficient plants = Combined cement company in = Expected emergence of the
= Strong brand SSA largest cement producer in SSA
= Proximity to key raw material = Most energy efficient plants in = Strong brand identity
source - limestone deposit Nigeria = New and highly energy efficient
with long life span = Largest importer of bulk plants
= Pioneer tax-exempt status cement = Full automation and modern
expiring in 2014 — = Combined pioneer tax status technology in cement
for all plants with estimated production, technical support
Weaknesses life till 2017 from DIL
» Key man risk; ownership . Proxmlty to key raw material - Plone_e_r tax exempt status from
concentration source (limestone with long 2 ent_ltle_zs )
life span) * Proximity to key raw material
Opportunities E j Weakn Is.ource (limestone), combined
—Qp—_ _e_uis_ﬁ ife span c. 75 yrs
= Upside on revenue growth from * Key man risk
capacity ramping up, = Corporate Structures Weaknesses
= Reliance on DIL's technical = Key man risk
expertise and distribution Opportunities
network = Proximity to Lagos and Abuja- Opportunities
o opportunity for robust sales = Easier access to financing
Threats growth = Geographical spread across key
= Solely LPFO plant and diesel = Prospects for revenue growth cement markets
power plant; highly susceptible from increasing infrastructural * Prospects for revenue growth
to acute LPFO and diesel development, export revenue, from increasing infrastructural
scarcity, and hikes in price increased economies of scale development, export revenue,
increased economies of scale
= Restive actions from villagers
= Possible disruptions in gas
stl,lpplyl, Sc;rcity of LPFO and :.Ugﬁ;?;tgse of gas supply,
hikes in price unexpected hikes in fuel price,
= Possibility of restive actions restive actions from labour and
from labour and villagers villagers
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Investment thesis - the value proposition

Largest cement plant in SSA: The Dangote Cement Group owns and
operates the Obajana Cement Plant which is the largest cement plant in
Sub-Saharan Africa and the second largest in Africa (see chart below).
This is indeed a big mile stone for an indigenous business in a continent
where the cement industry is largely dominated by foreign
multinationals some of which include globally known names like the
Lafarge group of France, Heidelberg group of Germany and Holcim
group of Switzerland. Obajana Cement Plant current boasts of a capacity
of 5 million tonnes / annum, which is expected to increase to 10 million
tonnes at the completion of the 3™ and 4™ cement lines. Prior to the
commissioning of Obajana Cement Plant, there were about 33 cement
plants in Africa; (Lafarge 15; Heidelberg 11; Holcim; 7). The cement
industry structure however changed in 2007 when Heidelberg and
Holcim both sold some of their investments in Africa.

In 2007, Holcim sold its majority stake in Holcim South Africa to Afrisam
while Heidelberg sold its stake in Sokoto Cement (Cement Company of
Northern Nigeria) and its cement terminal to Damnaz Cement and
Dangote Cement respectively. Next to Obajana in size is Bamburi
Cement, Kenya which is owned by the Lafarge Group and has an annual
capacity of 1.1 million tonnes, significantly lower than Obajana’s plant.
Combining only BCC and Obajana Cement Plant, Dangote Cement Group
has an overall manufacturing capacity of at least 8 million tonnes per
annum (5 million tonnes from OCP, and 3 million tonnes from BCC). In
comparison to other local players, the huge manufacturing capacity of
the Dangote Cement Group makes it well-favoured to benefit from
economies of scale, given the high fixed costs (depreciation,
maintenance costs) associated with the cement sector. The group can
therefore reduce its average cost per unit as it increases output at
higher capacities and utilisation rates.

Figure 11: Selected Cement Plants in Africa by size in annual

capacity
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Sources: Annual Reports, Vetiva Research Estimates

Dangote Cement operates the
largest cement plant in SSA and is
better placed to drive revenue
growth through robust volumes

The cement business in SSA which
was predominantly dominated by
multinationals has recently
witnessed a major shift with the
operation of Obajana Cement Plant
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Increasing utilisation rates and efficiency: Given the current new
state of both Benue Cement Company and Obajana Cement Plant, the
plants have the potential to achieve peak utilisation rate. Also, the
plants are highly energy efficient unlike other cement plants in the
country - most of which are quite old and have not undergone any
major revamping in recent times. Generally in sub-Sahara Africa, most
cement plants are quite obsolete and have low capacity utilisation rates.
According to World Bank/Carbon Finance Assist research in April 2009,
the capacity utilisation observed for most cement plants in sub-Saharan
Africa is quite low, standing at an average (excluding South Africa) of
54%. Until 2006, average capacity utilisation in West Africa and Nigeria
were even lower at about 46% and 22% respectively. In a region where
the cement industry is characterised by low capacity utilisation mainly
as a result of the aged nature of most cement plants, the Dangote
Group is evidently well poised to dominate the market with its relatively
younger and new cement plants. Obajana Cement Plant is about 3 years
old while BCC’s cement lines (following the total overhaul and expansion
of its plants completed in 2008) are also about 2 - 3 years old.

Proximity to key markets: One of the strongest competitive
advantages of Dangote Cement Plc is the proximity of its business units

Owing their new state and current
average capacity utilisation rates,
Dangot e Cement ' s c
(Obajana and BCC) have the potential
to achieve higher utilisation rates

A key competitive advantage of

and cement plants to key markets for construction and building - Lagos Dangote Cement is its close
and Abuja. Lagos and Abuja account for the largest consumption of proximity to the largest cement
cement in Nigeria given the rapid growth in infrastructural development markets in Nigeria — Lagos and
in these regions. By road travel, Obajana Cement Plant located at Abuja
Obajana Kogi state, is approximately 213 km and Benue Cement
Company, at Gboko, Benue state is approximately 404km, to Abuja.
Compared to other players - Ashaka, CCNN, and Lafarge WAPCO -
Obajana Cement Plant is the closest to Abuja market, followed by BCC
as shown in the chart below.
Figure 12: Average Distance of cement plants to Abuja (km)
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Apart from the Abuja market, Dangote Cement’s Ibese plant, (currently
on-going), places the group at the unique advantage of tapping into the
Lagos and the South West, market which hitherto has been dominated
by Lafarge WAPCO. The group, through the operation of its import
terminals in Port-Harcourt - also has significant foot-prints in the oil rich
Niger Delta region. Dangote Cement Group therefore is the only player
in the Nigerian Cement Industry, capable of extending its market
beyond its immediate localised regions, given the strategic positioning of
its cement plants. As previously stated, the bulky nature of cement,
further compounded by a non-functional railway system, makes the
distribution of cement a difficult task for cement producers, thus
resulting in regional monopolies.

The soon to be completed Ibese
plant, which is quite closer to Lagos
further enhances Da
revenue potential in the Lagos
market

Backing of the parent - DIL: Dangote Cement, being a subsidiary of

the entire Dangote Industries Limited has the unique advantage of

benefiting from the haulage business of the group to enhance the

distribution of its products. In effect, distribution costs for Dangote Dangote Cement can leverage on
Cement Group would likely be lower, (relative to other players), as it is the backing of Dangote Industries
expected to benefit from cheaper and more convenient lease terms. Limited to generate additional value
Furthermore, being a part of the DIL, which has a specific haulage

business, implies that Dangote Cement can significantly increase its

penetration since it can entirely contract distribution of cement to the

haulage division of DIL, thus enabling it (Dangote Cement Group) to

focus on its core business. Dangote Cement is also well poised to benefit

from DIL in terms of financial support - either directly as intercompany

funding or guarantees to access cheaper debt financing given the robust

balance sheet size of Dangote Industries Limited (DIL).

Widespread distribution: Another core competitive advantage of
Dangote Cement is its extensive distribution network. Dangote Cement
Plc operates 40 depots or warehouses in all the major cities of Nigeria,
thus easing the burden of distributors in getting the product.
Distributors get the product at the depot at the ex-factory price without
additional premiums. Similar to the distribution network for Dangote
food-based products, the cement division also has a country-wide
distributorship, especially in view of the ready accessibility of the
product at the depots. Despite the bulky nature of cement which
typically limits the penetration of cement distribution over very long
distances, Dangote Cement’s fleet of trucks as well as its leverage on
DIL's haulage and transportation business helps Dangote Cement
penetrate key isolated markets. This further implies that Dangote
Cement is well positioned to capture additional market share in various
regional markets particularly the North-East and North-West where
Ashaka Cement and Sokoto Cement are somewhat predominant brands.

An additional competitive strength of
Dangote Cement is leverage of the
extensive distribution network of the
Dangote Group
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Poised to generate additional revenue through export:

Given the various expansion projects current on-going in the sector,

which would perhaps lead to surplus supply in the near term, Dangote The company can continually sustain
Cement is well-positioned to reduce the likely impact of surplus supply revenue growth through exports if
on its revenue through export. According to management, plans to build  /ocal market becomes saturated
export terminals at its port concessions in Lagos are on-going. With the

expected completion of the second line at Obajana Cement Plant and

Ibese Cement Plant, total cement output by the Dangote Cement Group

(manufacturing) would be about 19 million tonnes per annum at full

capacity utilisation of the plants. As we have noted the expected

additional capacity from Dangote Cement coupled with other expansion

and kiln upgrading projects currently being carried in the sector by other

players, suggests that players may as well be looking beyond local

markets to sell their products.

Pioneer tax status: Another key attraction to the combined Dangote

Cement Plc is the pr_olon_ged period for w_hich th_e company would enjf)y The prolonged tax exemption period
the tax exemption in view of the combined pioneer tax status of its of the combined DCP further
cement plants. BCC and Obajana plants were given pioneer tax status
for three years and five years, respectively effective from 2009. This
exempts both plants from tax payment between till 2012 and 2014
respectively. We believe also that a pioneer tax status would be granted
to Ibese plant at completion (first quarter 2011); implying therefore that
the combined DCP would be further poised to enjoy some tax exemption
for a much longer period, till 2017 perhaps. This further improves the
return outlook for the post merger DCP especially in terms of the
expected absolute dividend payout.

improves outlook on bottom-line
performance
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Investment Summary - How has it fared?

Operating mainly as a cement importer, Dangote Cement
commenced activities as far back as 1992 as a subsidiary of Dangote
Industries Limited. Major investments in local production were
initiated with the Greenfield project at Obajana Cement Plant, and
the Brownfield project at Benue Cement Company after Dangote
Industries acquired management control in the company. Prior to
the commencement of operation at the Obajana Plant in 2007,
Dangote Cement’s revenue grew at a Compounded Annual Growth
Rate (CAGR) of 15.3% between 2001 and 2005.

Following the start of operation at Obajana Plant in 2007, Dangote
Cement recorded a sharp rise in revenue; at a growth rate of 196%
to N113 billion in 2007 from N38 billion in 2005. Although the
Obajana plant had begun operation in the same year, capacity
utilisation rate was still low at about 32%; thus revenue from
Obajana plant only constituted 30% of total revenue of Dangote
Cement, while revenue from imports accounted for the largest chunk
of the revenue (about 65%).

Although we do not have figures for 2006, we estimate that import
level rose substantially in 2006 perhaps a result of increased import
quota to Dangote Cement and price increase in that year. Our
estimate for 2006 revenue was about N80 billion, attributed entirely
to imports, since the Obajana Plant had not begun operation.

By FY’09 Dangote Cement’s revenue had risen to N189.62 billion
(Benue Cement Company inclusive, since the company has a 75%
stake in BCC). The contribution of revenue from cement imports to
Dangote Cement’s total revenue also declined from almost 100% in
2006 to about 34% by FY'09, implying therefore that local
production is gradually out-weighing cement imports for the
company. As at FY'09, revenue from local production (Obajana plant
and BCC) accounted for about 66% of Dangote Cement’s revenue.

Figure 13: Two stage growth representation of Dangote Cement

Revenue (N’'Billion) between 2001 and 2009
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Dangote Cement’'s re
as a cement importer and division of
DIL) grew at a CAGR of 15.3%
between 2001 and 2005

By FY' 09 revenue#l8a
billion, driven mainly by revenue
from the Obajana Plant
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Figure 14: Dangote Cement’s Output (‘000 tonnes) from local

production! and imports between 2007 and 2009
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!BCC’s production inclusive - Dangote Cement owned c.75% of BCC; hence BCC’s
operations, by accounting standard, are consolidated into Dangote Cement

= The drivers of revenue growth for Dangote Cement over the period
highlighted have been volume alongside price increases. Based on
our analysis, average price per tonne for Dangote Cement has risen ~ Between 2004 and 2009, Dangote
by a 5-year CAGR of 22.1% between 2004 and 2009. On a straight ~ Cement average selling price per
line basis, price increase was more than double (171% increase) tonne has risen by a CAGR of 22.1%
between 2004 and 2009. The spike in price occurred between 2005
and 2007; price increases has somewhat slowed between 2007 and
2009 (CAGR of 13%).

Figure 15: Chart showing average price per tonne (N) and

yearly growth (%)
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= Dangote Cement (imports) has shown consistent rise in profitability
over the years. Between 2001 and 2005, the company’s (then a part
of Dangote Industries Limited) EBITDA grew at a CAGR of 16.8%.
However, EBITDA margin rose only marginally to 15.6% from 14.8%.
Since the commencement of local manufacturing nevertheless, there
has been a drastic rise in EBITDA growth and EBITDA margin. EBITDA
margin for the import terminals and Obajana plant (excluding BCC),
was €.46.7% in 2009. We note that the rise in EBITDA margin was a
direct result of local manufacturing given that production costs of
locally manufactured cement is substantially lower (almost
insignificant) relative to importation. In 2009 EBITDA/tonne for
Obajana Plant was about 818,900 compared with 8588 for the import
terminals.

Figure 16: Profitability per tonne of Dangote Cement Entities in

2009
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= It is important to note that Dangote Cement at inception was
incorporated as the Cement subsidiary of Dangote Industries Limited
and mainly carries out the importation of cement through import From being a cement division of DIL,
terminals in Lagos, Port/Harcourt and Onne ports. In 2002, Dangote the company became a distinct entity
Cement acquired Obajana Cement Plc from Kogi State government, as Obajana Cement Plc in 2002, and
began construction 2004, commissioned and started operating the was subsequently renamed Dangote
Obajana Plant in 2007. In 2009, Dangote Cement (Cement Division of Cement Plc in 2009
Dangote Industries Limited) was carved out of Dangote Industries
and infused into Obajana Cement Plc. Earlier this year the name was
changed from Obajana Cement Plc to Dangote Cement Plc.
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What about leverage?

Dangote Cement’s debt ratio (total debt divided by total assets)

currently stands at 22.3% (as at FY'09, BCC inclusive), decreasing

consistently over the last three years from 54.9% as at FY'07. DCP’s

debt ratio, excluding BCC, was 19.7% as at FY'09. The trend indicates Dangote F:e m? nt's .d ebt
DCP’s good stead in terms of solvency as the company has been able to debt_ to e‘{“’fy ratio has consistently
reduce its debt levels (we recall that the Obajana Plant was 60% debt declined since 2007

financed). In a similar vein, DCP’s (BCC inclusive) interest coverage

ratio stood at an average of 571% over the last three years and we

expect this to improve further given that interest payments would be

decreasing as outstanding loan balance reduces while operating profit

(EBIT) is expected to increase substantially on the back of rising

utilisation rates and increasing revenue. We note that the company’s

recent (early this year) refinancing of its local loans by Standard

Chartered Bank would reduce impact of interest payments on its

profitability by FY’10, since the refinancing was done at a lower rate

compared to the locally sourced loans carried on its balance sheet as at

FY'09. Evidently therefore the company is adequately capable to meet

its financial obligations as far as its financial debt levels are concerned.

Figure 17: Dangote Cement Plc historical leverage ratios
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Outlook... what does the future hold

In this section we present, three likely scenarios which the
revenue and earnings profile for DCP may chart, given the
outlook for the Nigerian cement market.

Scenario 1: Base case assumptions in line with management
expectations, but with more conservative capacity utilisation rates.

Scenario 2: Assumes that cement consumption in Nigeria continues to
grow at five year historical cement consumption CAGR of 11.9% over
the next five to ten years.

Scenario 3: Assumes that Nigeria focuses on pursuing the vision 2020
to become one of the top 20 economies (as the government has
announced that it will) and increases its cement production level on this
basis, at a 10-yr CAGR of 13.1%, to the 289kg per capita level that
represents the average for comparable countries within the top 20
economy group.

Scenario 1- Base case

Our base case is derived from the company’s general expectation of
increasing capacity utilization rates and hence local production as
opposed to imports in the medium to long term. There’s a robust
revenue upside potential for enlarged Dangote Cement Plc from the
medium to long term. As we highlight in the chart below, we expect an
additional 11 million tonnes from the Obajana2 and Ibese plants before
the end of 2011.

Figure 18: Total production capacity (per annum) of Dangote

Cement: Current and Expected
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We see a robust revenue upside for
Dangote Cement from the medium
to longer term
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Expected impact on DCP’s Revenue growth

We reiterate that revenue growth would likely stem from volume growth
rather than price. Given the characteristic ramping up phase for a
cement plant, we expect slower growth in the next three years; thus we
anticipate a 33.5% CAGR between 2009 and 2012, slightly higher than a stem from increasing volumes,

CAGR of 29.3% recorded between 2007 and 20009. given the unlikelihood of price
increase in the industry

I n our Vi esw,expettedr
revenue growth would largely

In absolute terms we expect revenue to increase to about 8455 billion in
2012 and &505 billion in 2015, from #8189 billion in 2009. We expect
only an increase of c.10% in revenue by FY’10, mainly from the
expected increase in utilisation rates of the existing Obajana Plant and
BCC plant. Cement demand somewhat slowed down for most part, given
the challenges of credit accessibility by the private sector in 2010 and
the early onset and extension of the rainy season. In the medium term,
the highest growth in revenue is expected from 2011 when the 6 million
tonnes Ibese plant and 3™ & 4™ Obajana lines would have been
completed. Thus we forecast a growth rate of c.70% in 2011. We
believe growth in revenue would eventually slow down in the longer
term (perhaps from six years on), since the plants at that time would be
operating very close to full capacity.

We estimate a revenue growth of
about 10% in 2010, but c.70% in
2011

Figure 19: Scenario 1: Base Case Outlook: Forecasts of DCP’s

revenue and yearly growth
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In the absence of continuing investment in expansion in the longer term,
we believe Dangote Cement’s revenue would eventually be capped.
According to management however, there might still be
additional investment in local production capacity - perhaps up
to 10 million tonnes - if local consumption rise very rapidly in the
longer term (beyond 2015).
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For our forecasts however, we expect a cap on revenue growth
from 2017 because we assumed that there will be no additional
plant.

As we have already begun to see from the structure of Dangote Cement
Plc for FY'09, we expect the revenue from imports to continuously
decline over the longer term. In the medium term (next two years)
however, we believe imports may still contribute slightly to DCP’s overall
revenue as the company may still fall back on importation over this
period to augment the shortfall in supply, which would stem from the
ramp up stage of the new cement plants.

Based on our forecasts under the base case (scenario 1), revenue from

imports would account for 25% of total revenue by 2010, 15% by 2011 Revenue from imports is expected
and would gradually shrink to almost zero by 2015. Beyond 2015 to gradually shrink, becoming
however a resurgence of importation is possible if cement demand almost zero by 2015

grows at historical rates for cement consumption and continuing
investment in capacity expansion is stalled. However, we may not see a
rebirth of imports given DCP’s commitment, as stated by its
management, to invest in additional plant capacity should local cement
demand/consumption continue to rise.

Expected impact on DCP’s Profitability

We project that Dangote Cement’s EBITDA margins will rise to 47.2% by

2011 and 64.2% by 2014 from about 41% in 2009. Similarly, we

forecast that EBIT margins would increase to about 57% by 2014 from

its 35% level in 2009. We note however that the profitability margins of In terms of profitability, we project
DCP are burdened by the import terminals which typically have very that EBITDA margins would rise to
high production costs-importation, freight, shipping, duties and other 47.2% by 2011 and 64.2% by 2014,
variable costs, and therefore much lower margins. Since the assumption using base case revenue growth
under this base case scenario is that import would consistently decline

for the forecast years, we expect Dangote Cement to record increasing

profitability margins as the composition of imports to overall production

costs decline.

For fairness in comparing profit margins therefore, one should compare
only the cement manufacturing plants (Obajana and BCC presently)
excluding the import terminals with other publicly listed cement
companies. For example, Lafarge WAPCO operates Atlas cement import
terminal in Port/Harcourt; the accounts of this entity is however not
consolidated with that of Lafarge WAPCO cement listed on the Nigerian
Stock Exchange). We reiterate therefore that the Dangote cement plants
have the highest profit margins among other local plants - See table
below.
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Figure 20: Comparison of energy efficiency of Nigerian cement
plants

Gross
Profit
Average Margin 3

/tonne

Plant Location

Ewekoro Precalciner 4.03
Lafarge
(WAPCO) Shagamu Wet 5.94 33.1
CCNN Sokoto Small dry kiln 5.13 43.5

Dry

BCC Precalciner 4.03 55.4
Dangote Dry
Cement Obajana* Precalciner 4.03 72.4
Lafarge
(Ashaka) Ashaka Dry 4.29 34.3

Research, I“sAlitrerQemd nwte m
by Energy & Resource Group, and UC Berkeley

Source: Vetiva

Note: 3as at FY’09, “Obajana’s EBITDA Margin is based on 10 month management
accounts for 2009

Scenario 2

Assumption that cement consumption continues to grow at five year
historical cement consumption CAGR of 11.9% over the next five to ten
years.

Based on this assumption of a Compounded Annual Growth Rate of
11.9%, cement consumption would increase to about 16.5 million
tonnes by 2010, 18.53 million tonnes by 2011, 20.74 million
tonnes by 2012 and 23.21 million tonnes by 2013.

On the back of this growth assumption, we do not see local
manufacturing meeting supply in the next three years (up to 2012);
thus imports would still be needed to augment local demand, albeit in
the short term until new capacities are added. By 2013 however, our
forecasts imply that local production would outweigh demand, and
importation would not be necessary. Our forecasts for local production
over these periods are based on the aggregate level of production of
local cement companies, putting in consideration the new plants to be
added in 2011 and 2012 by other players (excluding DCP) and the time
lag for ramping up capacity to full utilisation.

However, if demand continues at this rate beyond 2013, then local
production would no longer be sufficient to meet up with demand. We
would therefore see a reversal to importation albeit at a significantly
reduced level, and likely temporarily, until additional local production
capacity is added.

Based on the revenue growth
assumption of scenario 1, cement
consumption in Nigeria is expected
to rise to about 23 million tonnes
by 2013.

Assuming no new plant is added
beyond 2012, local production
would again be insufficient to meet
consumption if growth continues at
the historical rate of 11.9%
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Our estimate, under this scenario, puts cement importation at about
2.6% of total supply by 2014. If the growth in cement demand continues
at this rate beyond 2015, then there would be a gradual rise in
importation as local manufacturing capacity (unless there’s an additional
investment in new plants), even at full capacity utilisation would again
become deficient in meeting local demand. However, the management
of DCP has revealed that it intends to increase existing manufacturing
capacity by an additional 10 million tonnes if demand continues to rise
as presented under this scenario.

Figure 21: Scenario 2 growth assumption: Forecasts of local

cement consumption, production and imports (in million tonnes)

Local Production likely to sligtly exceed
consumption at this point - potential for

25 1| export

20 \

15 ~

10 -

5

0 - T T T T )

2010E 2011E 2012E 2013E 2014E

m Expected Consumption Local Production Imports

Source: Vetiva Research

Expected impact on DCP’s revenue structure and growth

Under this scenario Dangote Cement’s revenue would likely grow to
N414 billion by 2013, representing a four CAGR of 21.6%. This
represents the point when local production would be fully sufficient to
meet consumption.

= At this point, we project that local consumption would be about

23.21 million tonnes slightly lower than local supply estimated at Under this scenario, we expect
23.30 million tonnes. local production DCP to slightly
= Exports would be possible especially if there’s a faster than exceed consumption only in 2013.

expected ramping up of the new plants and if capacity utilisation
rates outpace our expectations.

= We have already highlighted the fact that DCP can readily export
its cement to neighbouring West African Countries such as Ghana
given the export incentives like the ECOWAS Trade Liberalisation
Scheme (ETLS) and the presence of its sister company, Green-
View Limited also a subsidiary of Dangote Industries Limited, and
the deficit in local cement supply in Ghana.
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Dangote Cement is also investing in cement terminal operations in
other West African countries including Sierra-Leone, Liberia and
Ivory Coast.

= Given that the west African region has perhaps the lowest cement
per capita consumption in Africa, the expected increase in DCP’s
production output in the next couple of years, if not absorbed by
the Nigerian market, would readily be taken in by these West
African markets. It would also be cheaper for these West African
countries to import from Nigeria than from China and other Asian
countries.

= We do not see the likelihood that exports would continue beyond
this point if there are no additional investments in local
manufacturing capacities given the assumption (under this If government spending increases
scenario) of rising local consumption. It is likely therefore that significantly, cement exports may
Dangote Cement’s revenue beyond 2013 would again be partly not be possible beyond 2013, and

split between local production and imports. Based on imports may become necessary if
Management’s intentions however, there might be increased there are no additional investments
investment in local manufacturing capacity if the need arises. At in local manufacturing capacity

this point, imports might only be necessary in the short
term (perhaps 2014 - 2015), until the additional capacities,
if need be, come on board. Under this scenario, importation
may likely account for 4.1% of DCP’s revenue by 2014.

= We project that import utilisation capacity would likely be fully
utilised and the contribution of import to DCP’s revenue would be
capped at about 23% from 2019.

Figure 22: Dangote Cement Revenue split between imports

and production under scenario 2 assumption
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Source: Vetiva Research
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Figure 23: Scenario 2 assumption: Dangote Cement forecast

revenue (N’'Billion) and revenue growth (%)
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Source: Vetiva Research

The concern here is the possibility that cement consumption

would continue to grow at this rate for the next ten years; in In our view, the likelihood of
our opinion the probability is above 50%-the growing cement consumption continuing to
emergence of the middle class, the forecast of a double digit grow at about 11% in the next 10
GDP growth for Nigeria and the centric nature of years outweighs the odds
infrastructure development-affordable housing and good

transportation systems (road and rail networks) - to

economic growth supports our view in this regard.

1 We maintain therefore that a slow-down in cement consumption in
Nigeria is less likely in the next ten years-the period covered by our
forecasts.

Expected impact on profitability

Under scenario 2, EBITDA and EBIT margins are projected to be higher
relative to the base case assumption; EBITDA margin would rise to
50.3% by 2011 and 67.5% by 2014. In the short term beyond 2014,
EBITDA margins may decline slightly if there’s a resumption of import.
In view of the company’s plans to commit to additional capacity if the
need arise, the effect of lower margins would very short-lived.
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Scenario 3
Assumption that Nigeria pursues the vision 2020 to become one of the
top 20 economies and increases her cement production level on this

basis.

For Nigeria to become one of the top 20 economies by 2020, the

provision of adequate housing based on United Nations Standard of Based on scenario 3, we project a
housing according to various declarations and resolutions on Rights of compounded annual growth rate of
Humans) is a key focus, given the huge housing deficit (estimated at 13.1% for cement consumption in
about 16 million units) in the country. In this regard we examine the per Nigeria over the next 10 years

capita cement consumption level of the top 20 economies and arrive at
a realistic average, which Nigeria must strive towards to achieve her
goal. The table below shows the cement production per capita of the G-
20 economies (excluding the European Union). Please note that the
countries are ranked according to per capita consumption.

Figure 24: G-20 Economies (excluding the European Union)
Cement production per capita

Cement Per Capita

Population Production (mill. production

Saudi Arabia 25 32 1294
South Korea 50 54 1078
China 136 1388 1055
Italy 58 43 741
Turkey 73 51 702
Japan 128 63 490
Australia 20 9 447
Mexico 107 48 445
Canada 32 14 424
Germany 83 34 406
Russia 143 s4a 374
France 65 22 332
United States 298 88 294
Brazil 186 52 278
South Africa 48 13 275
Argentina 39 10 250
United Kingdom 60 12 199
Indonesia 223 37 166
India 1103 177 160
Nigeria® 151 15 98

Sources: http://minerals.er.usgs.gov/minerals/pubs/commodity/cement, NPC, Vetiva
Research

2 Nineteen countries, EU excluded - data as at 2008; 3 Nigeria included for comparative
purposes; Nigerian figures are for consumption rather than production - as at 2009.
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As seen in the table above, the top 20 economies have significantly
varied per capita cement consumption levels, with some as low as 160 -
199 kg per capita (India, Indonesia and the United Kingdom) and some
as higher than 1000 kg per capita (Saudi Arabia and South Korea). In
order to arrive at a reasonable average to benchmark Nigeria, we
subdivided the G20 economies into 3 groups as follows:

1. Per capita cement production of less than 400kg per capita

2. Per capita cement production above 400kg but less than 1000kg
per capita

3. Per capita cement consumption above 1000kg per capita.

We arrive at an average of 289 kg per capita from the first subgroup,
and 596 kg and 1,039 kg per capita from the second and third groups
respectively.

In our view, we believe the average of the first group is a reasonable
benchmark for Nigeria, given that the group comprises mainly of
emerging economies - India, Brazil, Indonesia, Russia, Argentina, South
Africa to list a few. Based on this benchmark therefore, Nigeria’s cement
production per capita should move towards 289 kg per capita if it is to
become one of the top twenty economies by 2020. Assuming also that
population continues to grow at an average rate of 2.5%, Nigeria’s per
capita cement consumption would rise to 289 kg per capita by 2020. We
recognise the fact that some of the current top 20 economies would
have also increased their current per capita cement production by 2020.

However, if Nigeria achieves this per capita cement consumption by
2020, we believe Nigeria would be able to displace some of the mature
economies given the slow down expected in infrastructure development
and general economic activities in these countries. From our observation
and analysis, cement production in the more developed economies like
Japan, United States, and Italy have been on a declining trend since
2005, further entrenching the possibility of Nigeria making the list in the
next 10years, if it harness its robust potential for economic growth.

Based on this benchmark, we highlight the following as our outlook on
cement production and consumption over the next 10 years. We note of
course that an increase in Nigeria’s cement production cannot be an
isolated yardstick for Nigeria to meet her goal, but we maintain that an
cement consumption is an indicator for economic growth given its direct
correlation with infrastructure development and housing growth - the
major problems already solved by most developed economies.

1 We forecast that Nigeria’s cement consumption by 2020 would be
about 57.33 million tonnes, which implies a Compounded
Average Growth Rate (CAGR) of 13.1%. On the back of this,
our projection of cement consumption in the next four to
five years (2014-2015) is about 27.39 to 30.98 million
tonnes

Based on the analysis of cement
production of the G-20 economies,
Nigeria’s per ca
production needs to move to at least
280 kg from its current level of about
98 kg over the next 10 years

Cement production in the more
developed economies like Japan,
United States, and Italy have been on
a declining trend since 2005.

Ni geria’s cement [
capita should move towards 289 kg
per capita if it is to become one of
the top twenty economies by 2020
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1 This implies therefore that local production would only be sufficient
till 2013. Beyond 2014 importation may steadily rise in the short
term (2015 to 2016) until new capacities come on board.

Expected impact on DCP’s revenue structure and growth

Under this scenario Dangote Cement’s revenue would likely rise to
N422billion by 2013, a 22.2% CAGR from its FY'09 levels. Based on scenario 3 assumptions,
we project a 22.2%

= At this point local manufacturing would account for the highest level
P g g revenue by 2013

of cement consumption, estimated at 96.2%; on the flipside
importation of cement would be at its lowest level constituting only
3.8% of local consumption.

= As consumption continues to grow beyond this point, the
contribution of local manufacturing to cement consumption would
start declining and imports would again begin to rise. The key
difference between this scenario and our scenario 2 above is that
we will not likely get to a point where local market is sufficiently
oversupplied to warrant exports; so the likelihood of Dangote

Cement exporting cement is nil under this scenario. ) )
Low cement imports may again be

= Beyond 2014, imports may be needed in the short term until the necessary beyond 2014 if cement
new capacities (the additional 10 million tonnes from 2015) consumption grows at the projected
planned by DCP become operational. However, we assume that rate under scenario 3 over the next
local manufacturing capacity is capped around 29 million tonnes by 10 years
2012 ; this has taken into consideration all the expansion plans of
cement producers in the country, currently on-going).

Expected impact on profitability

Under scenario 3, we project that EBITDA margins would rise to 51% by
2011 and 69% by 2014 from 41.1% as at FY’09. EBITDA margins are
higher in the earlier years of our forecast (2010 - 2014) under this
scenario relative to base case above.
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Valuation

Our valuation for the enlarged Dangote Cement is based on the

Discounted Cash-Flow method using segmental forecasts for revenue Using segmental analysis, our
and production costs for each of the entities in the company. Our DCF forecasts for DCP’ s
valuation spans through a period of 10 years, because in our view, a a 10 year period

longer time frame is necessary to capture the value inherent in the
company and in view of the ramping up phase before the plants reach
peak capacity utilisation. DCP’s valuation was carried under the base
case assumptions. The assumptions guiding forecasts for revenue and
production costs under this scenario are presented below:

DCF assumptions - base case (scenario 1)

" An important revenue driver in our DCF forecasts is the
assumptions for capacity utilisation rates in the forecast years. We
believe capacity utilisation would be gradual, as it has been the
norm in the industry. Our forecasts for capacity utilisation over the
forecast period for each of the plants are presented in the table
below;

We also present a valuation based
on the scenarios assumptions
earlier itemised

Figure 25: DCF revenue assumptions

Revenue Capacity®

Drivers (Mn MT)
Capacity Utilisation

Obajana (%) 10.0 90.0 65.0 85.0 92.5 95.0 95.0
BCC (%) 4.0 60.0 80.0 85.0 90.0 95.0 95.0
Ibese (%) 6.0 0.0 50.0 70.0 90.0 90.0 95.0
Import terminals (%) 6.0 36.0 34.7 31.2 28.1 25.1 15.7
Average utilisation® 79.0% 63.0% 81.0% 91.0% 94.0% 95.0%
Output (Mn MT) 5.9 10.3 15.4 18.3 17.9 19.1
Selling price (N'000/tonne) 25 25.4 25.4 25.4 25.2 25.2
Revenue (N’ Bn) 208 354 455 505 509 503

Source: Vetiva Research

5 Only expected capacities are stated ® Average utilisation excludes import terminals

As seen in the table above, we expect average utilisation rate for the
cement plants to move towards full utilisation from 2015, implying
therefore that volume from local production would be capped at this
level. The only prospect for revenue increase would therefore come from
price increase; since we believe that cement prices are more inclined to
fall in the longer term, revenue would at best be capped beyond 2015.

Based on observed industry trend,
we expect a gradual ramp up of
capacity utilisation of both existing
and new cement plants
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Figure 26: Forecasts of percentage contribution of each
cement entity to Dangote Cement Plc
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= At optimal levels, the Obajana Ibese plant can run almost entirely on
gas, or at worst a substitution rate of 10% LPFO (that is 90% gas,
10% LPFO). In 2009, the company was only able to achieve about
60% gas to 40% LPFO in its fuel usage. Taking this into
consideration in our forecasts for production costs therefore, we
assume a year average of 80% to 20% gas to LPFO usage in 2010
on the back of the general improvement in gas supply in the country
since the beginning of 2010, and the fact that the plant has
increased its gas collection points from the NGC pipeline, as revealed
by management. In the medium term of our forecasts (2011 to
2013), we assume the ratio (gas to LPFO) usage would hover around
the 80%/20% region and would subsequently improve further to
90%/10% in the later years - 2014 onwards.

Since the Obajana and Ibese plants
are primarily built to operate on gas,
we expect an increase in gas usage
relative to LPFO over our forecast
period

= Gas pricing is based on the approximate cost per million standard
cubic feet of gas (Mscf) for the company in 2009, scalable by 9%
yearly. According to management, this price would not change in our
forecast years since Dangote Cement has a 20 year (from 2007)
fixed Gas Purchase Agreement (GPA) with the Nigerian Gas
Company for its Obajana Plant and intends to do the same for the
Ibese plant. Thus, we largely believe that gas pricing for the
company would be relatively shielded from fluctuations in gas price
over the period.
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= Also in arriving at our energy consumption split (between LPFO and
gas), we estimated the average energy required to produce the
tonnes of clinker expected in the forecast years and carried out a split
of the overall energy consumption, (based on our forecast ratio of
gas to LPFO usage) and thereafter estimated the monetary value (in
Naira) of the required energy level from each fuel type.

Figure 27: Table showing the segmental forecasts of
percentage contribution to Dangote Cement’s total production

2010E 2011E 2012E 2013E 2014E 2015E

Obajana (%) 20.5 22.7 28.3 31 30.5 40.6
BCC (%) 17.7 18.1 16.7 17.6 19.3 19.6
Ibese (%) 0 11.8 14.9 16.2 15.1 19.5
Import terminals

(%) 61.8 47.5 40.1 35.2 35.1 20.3
Total production

costs (N'Bn) 86.1 102.3 109.1 111.7 111.4 107.8

Source: Vetiva Research
= Obajana plant operates on a captive power plant, which can also run
on gas or diesel. Since we expect some level of stability in gas supply
in the foreseeable term, we believe the power plant would run more

on gas than diesel over our forecast period. Given that electrical Since we see continuing stability
power is central to the operation of the cement plant (limestone in gas supply, we also expect the
mining, crushing, raw meal grinding, clinker grinding to cement, captive power plants to operate
packing, kiln feed, lighting are highly dependent on power), electrical more on gas than diesel in our
power is used in diverse ways in cement manufacturing. Thus, our forecasts

estimate for power consumption is based on a common size analysis
(power costs as % of sales), adjusted for some increases over the
forecast period.

= QOther variable costs - gypsum, explosives, refractories, packaging
materials etc - a minor part of production costs are also estimated
using common-size analysis.

= We kept depreciation charges in line with management’s forecast (as
detailed in the Scheme of Merger) of a fixed depreciation rate of
about 6.7%. The tax exempt nature of the cement plants given their Based on our revenue and cost
pioneer tax status was also considered in our forecast of Net assumptions and a discount rate
Operating Profit After Tax (NOPAT) in the forecast period. This further (WACC) of 14.23%, we obtained
improves the outlook on the company’s free cash flow at least in the
first five years of our forecast.

a mid-point value of #129.66 per
share
= WACC assumptions are as follows; beta of 0.99, (obtained by re-

levering the average unlevered betas of publicly quoted

comparables), risk free rate of 9.5% (average of the yield on the 10

year bond over a 6 month period), pre-tax cost of debt of 4.1%

(average interest rate on Dangote Cement’s current debts), and a tax

rate of 32%. From a combination of these variables, we obtained a

WACC of 14.23%.
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Key risks to our forecasts

Fuel Supply: Given that the operation of a cement plant is absolutely
dependent on adequate fuel and power supply, we highlight this as an
inherent risk to our forecasts for Dangote Cement Plc. While we admit
that volatility in fuel (gas and LPFO) supply would potentially affect
DCP’s operations, we do not see this risk crystallising significantly. On
the back of Federal government’s recent move on privatisation of the
power sector, the amnesty programme which has brought relative
calmness to the Niger — Delta region, and the resumption of operations
at the refineries, we expect to see continuing stability in gas supply and
LPFO supply to cement producers.

Cement Pricing: The risk as regards cement pricing lies in the
possibility of prices falling more than expected. As we have noted, the
expected increase in cement supply indicates that cement prices are
more inclined to fall or at best remain constant, rather than rise. While
we have somewhat taken cognisance of this in our forecasts, we do not
wade off the possibility of prices falling than anticipated especially in
view of the recent slow-down in credits to the private sector. However,
we do not believe prices would continue to fall very significantly, given
the anticipation of improved availability of credit to the private sector
from next year and continuing spending on infrastructure by the
government.

While we admit that volatility in
fuel (gas and LPFO) supply would
potentially af f
operations, we do not see this
risk crystallising significantly

The expected increase in cement
supply indicates that cement
prices are more inclined to fall or
at best remain constant, rather
than rise
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Figure 28: Comparable valuation of DCP’s profitability and valuation multiples with selected emerging markets cement companies

ﬁ:?: EBIT Margin ROE (%) EV/EBITDA P/E (x) Dividend yield

2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E

(Mkt Mn

Company

Pret. Portland

S/Africa 2,715.5 38%  38%  33%  34%  112.9  99.3 8.7 7.8 13.1 11.5 5.9 6.7
Cement
Anhui Hong Kong  13,400.2  26%  26%  20%  20% 15.4 16.5 12.1 9.9 21.5 17.8 0.9 1.1
Ambuja India 4,771.3 28%  26%  21%  21% 19.6 18.0 9.4 9.1 15.9 15.1 1.8 1.9
Eamb”” Kenya 885.5 30%  33%  32%  32%  26.6  29.0 7.1 5.5 12.9 9.9 4.7 6.3
ement

ACC Limited India 4,191.8 25%  24%  22% 19%  20.4 17.9 8.4 8.0 14.1 13.7 2.2 2.3
Gulf Cement UAE 359.8 18% 26% n/a n/a 5.3 12.0 8.5 5.5 24.8 11.5 n/a n/a
Sib Cement Russia 714.0 30% 33% 22% 22% n/a n/a 7.5 5.1 15.0 7.0 n/a n/a
Huaxin Cement China 1,098.9 17%  19% 8% 9% 6.8 9.5 10.7 7.8 23.6 14.9 0.7 1.0
Siam Cement Thailand  12,842.1  17%  17% 11% 12%  22.9 23.9 10.9 9.2 14.7 12.2 3.1 4.0
Holcim I

el Phillipines  1,561.7 33%  33%  27%  27%  23.9 24.9 7.9 7.1 15.0 13.1 3.8 5.5
Phillipines
MISR Cement Egypt n/a 52%  50% = 46%  44%  45.2 41.7 n/a n/a 7.3 7.6 11.7 11.0
Sinai Cement Egypt 588.9 51%  49%  45%  47%  36.6 32.4 3.7 3.9 5.0 5.1 12.1 13.1
Tai Shan Jidong China 4,182.1 20%  26%  20% = 21% 18.0 20.0 12.8 9.9 18.3 13.9 0.7 1.0
Ashaka Nigeria 358.5 25%  34%  23%  32%  20%  25% 10.8 7.4 15.8 11.5 2.3 3.2
Lafarge WAPCO Nigeria 860.2 35%  29%  26% = 22% 14%  18% 9.9 7.8 18.2 12.9 0.6 1.2
gzgge%tte Nigeria  13,553.40 58%  62%  51%  57%  60%  89%  17.4 1023  20.3 11.4 3.7 6.4

Sources: Bloomberg, Vetiva Research Estimates
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Figure 29: Management Structure of Dangote Cement Pic
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Figure 30: Ratio Analysis

2008 2009 2010 E 2011 E 2012 E
Growth (%)
Turnover growth 78.9% 206.3% 10.0% 70.0% 28.5%
Growth in EBITDA 79.2% 102.8% 54.6% 82.1% 38.9%
Growth in PBT 117.3% 139.5% 65.9% 92.2% 40.4%
Growth in PAT 54.5% 241.8% 67.1% 94.2% 40.4%
Profitability (%)
Return on Average Equity 27.5% 53.3% 60.3% 95.4% 102.7%
Return on Average Assets 8.9% 22.2% 28.9% 39.6% 40.4%
EBITDA Margin 62.0% 41.1% 57.7% 61.8% 66.8%
EBIT Margin 52.3% 35.0% 51.2% 57.5% 62.9%
Pretax Profit Margin 43.0% 33.6% 50.7% 57.4% 62.7%
Net Profit Margin 29.0% 32.4% 49.2% 56.2% 61.4%
Liquidity Ratios (x)
Quick ratio 1.06 0.97 1.26 1.53 1.93
Cash ratio 0.19 0.05 0.12 0.46 0.73
Current ratio 1.14 1.02 1.40 1.63 2.02
Days in inventory 101.72 35.63 57.36 45.33 50.16
Days in accounts payable 1109.83 171.34 114.58 95.31 87.70
Days in receivables 11.20 9.38 12.54 10.43 11.68
Activity Ratios (x)
Sales to cash 11.76 17.67 4.13 2.92 2.14
Sales to inventory 22.19 37.60 15.59 32.26 31.19
Sales to total assets 0.26 0.60 0.53 0.58 0.59
Sales to total fixed assets 0.46 1.02 0.97 1.27 1.57
Production Data
Capacity(million tonnes) 8.00 8.00 8.00 19.00 20.00
Production (million tonnes) 3.19 4.67 6.06 10.33 16.10
Average Utilization (%) 39.80 58.37 75.70 54.36 80.50
Import terminal capacity 6.00 6.00 6.00 6.00 6.00
Import terminal utilisation (%) 52.98 42.85 36.00 34.70 31.20
Revenue/tonne (N'000) 25.00 25.35 25.35 25.35 25.20
Per Share Data
Earnings/share 35.92 122.78 6.62 12.86 18.06
Dividend/share! 0.00 2.00 4.97 9.34 13.11
Net Asset/share 116.14 145.02 12.23 15.74 20.67
Sales/Share 123.81 379.24 13.46 22.88 29.40
Valuation Multiples
P/E (x) 3.76 1.10 20.38 10.50 7.47
P/B (x) 1.16 0.93 11.04 8.58 6.53
Dividend Yield (%) 0.0% 1.5% 3.7% 6.9% 9.7%
EV/EBITDA (x) 54.50 26.87 17.38 9.54 6.87

Sources: Scheme Document, Vetiva Research Estimates
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Figure 31: Income Statement and Balance Sheet Forecasts in USD’ million

INCOME STATEMENT (USD'Mill) 2007 2008 2009 2010 F 2011 F 2012 F
Turnover 294 497 1,287 1,345 2,287 2,939
Cost of Sales (70) (113) (641) (500) (665) (708)
Gross Profit 225 384 647 845 1,622 2,231
Operating Expenses (42) (76) (118) (69) (208) (267)
Core Operating Profit 182 308 529 776 1,414 1,964
EBITDA 182 308 529 776 1,414 1,964
Depreciation & Amortization (46) (48) (78) (88) (99) (114)
EBIT/Operating Profit 136 260 450 689 1,315 1,850
Interest Payable & Charges (52) (69) (41) (6) (3) (8)
Profit Before Taxation 84 191 409 682 1,312 1,842
Taxation (5) (70) (16) (20) (26) (37)
Profit After Taxation 99 144 417 662 1,286 1,806
BALANCE SHEET (USD'Mill) 2007 2008 2009 2010 F 2011 F 2012 F
Fixed Assets 1,110 1,089 1,265 1,392 1,796 1,873
Investments 0 0 1 1 1 1
Inventories 24 40 91 71 94 100
Debtors 7 23 46 48 82 106
Bank and cash balances 53 42 73 326 784 1,376
Other Receivables and Current

Assets 238 706 672 702 1,193 1,533
TOTAL ASSETS 1,433 1,901 2,148 3,347 5,205 6,575
Creditors & Accruals 16 19 32 24 74 95
Other Creditors 84 138 444 611 1,039 1,335
Short Term Loan 177 629 123 247 226 226
Taxation 5 11 30 45 68 84
Long-Term Loans 657 457 337 710 251 272
Provision for Gratuity 0 1 7 18 31 40
Prior Year Dividend 0 0 0 0 1,361 1,719
Deferred Taxation 0 64 64 81 81 81
TOTAL LIABILITIES 939 1,319 1,036 1,737 3,132 3,852
Share Capital 4 4 3 66 66 66
Share Premium 361 341 288 361 361 361
Revenue and Capital reserve 129 238 772 1,066 1,016 1,983
Shareholders Fund 494 582 1,070 1,492 1,443 2,409
Minority Interest 0 0 42 59 73 92
Total Equity 494 582 1,112 1,611 1,515 2,723

Sources: Scheme Document, Vetiva Research Estimates, FDHL
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Figure 32: Income Statement and Balance Sheet Forecasts in N’ million

INCOME STATEMENT (N'Mill) 2007 2008 2009 2010 F 2011 F 2012 F
Turnover 34,596 61,906 189,621 208,500 354,444 455,590
Cost of Sales (8,183)  (14,054) (94,345) (77,513)  (103,048) (109,763)
Gross Profit 26,413 47,852 95,276 130,987 251,395 345,828
Operating Expenses (4,992) (9,470) (17,422) (10,634) (32,254) (41,459)
Core Operating Profit 21,420 38,382 77,853 120,353 219,141 304,369
EBITDA 21,420 38,382 77,853 120,353 219,141 304,369
Depreciation & Amortization (5,462) (5,982) (11,527) (13,577) (15,349) (17,627)
EBIT/Operating Profit 15,958 32,400 66,326 106,776 203,792 286,742
Interest Payable & Charges (6,137) (8,647) (6,043) (993) (456) (1,176)
Profit Before Taxation 9,820 23,753 60,283 105,783 203,336 285,566
Taxation (630) (8,665) (2,384) (3,173) (4,067) (5,711)
Profit After Taxation 11,623 17,960 61,392 102,610 199,269 279,855
BALANCE SHEET (N'Mill) 2007 2008 2009 2010 F 2011 F 2012 F
Fixed Assets 130,519 135,622 186,393 215,788 278,316 290,389
Investments - - 99 99 99 99
Inventories 2,790 5,043 13,374 10,988 14,608 15,560
Debtors 876 2,924 6,826 7,505 12,759 16,400
Bank and cash balances 6,291 5,264 10,733 50,532 121,488 213,238
Other Receivables and Current

Assets 28,005 87,867 98,913 108,761 184,891 237,653
TOTAL ASSETS 168,481 236,720 316,339 393,674 612,161 773,339
Creditors & Accruals 1,879 2,411 4,715 2,878 8,729 11,220
Other Creditors 9,833 17,205 65,349 71,855 122,151 157,009
Short Term Loan 20,823 78,339 18,061 29,108 26,602 26,602
Taxation 631 1,336 4,347 5,285 7,998 9,846
Long-Term Loans 77,211 56,890 49,620 83,471 29,544 32,001
Provision for Gratuity 34 67 981 2,169 3,686 4,738
Prior Year Dividend - - - - 160,112 202,143
Deferred Taxation - 7,959 9,475 9,475 9,475 9,475
TOTAL LIABILITIES 110,410 164,208 152,548 204,240 368,297 453,034
Share Capital 500 500 500 7,747 7,747 7,747
Share Premium 42,430 42,430 42,430 42,430 42,430 42,430
Revenue and Capital reserve 15,141 29,582 113,752 125,342 119,482 233,184
Shareholders Fund 58,071 72,512 157,668 175,519 169,659 283,361
Minority Interest - - 6,122 6,943 8,537 10,776
Total Equity 58,071 72,512 163,790 189,434 178,196 320,305

Sources: Scheme Document, Vetiva Research Estimates
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Global Cement Industry

Historical review: Cement forms the essential part of concrete, has
no known substitute in building/construction and is the second largest
consumed substance in the world after water. Also generally referred to
as Portland cement, it was invented in the United Kingdom in mid 19%"
century. Since its inception cement has become the key substance in
economic development, owing to its significance as a material for the
construction industry.

Industry structure and dynamics: Across the globe, the cement
industry is highly energy intensive; most plants operate on a large scale
and are long-lived. With energy cost (kiln fuel and power) constituting
about 60% of input costs globally, economies of scale are important for
players to remain competitive and profitable. Continuous research and
development has been an important activity in the industry given the
energy intensive nature of the industry and the need to consistently
employ a more energy efficient production process. From the traditional
and less fuel efficient wet process, most countries have moved to the
dry process; typically the wet process consumes the highest level of fuel
(about 1300 to 1600 K.cal/Kg of clinker), but lower level of power
consumption (about 110-115 Kwh/tonne of cement), while the dry
process consumes the least level of fuel (about 750-950K.cal/Kg of
clinker and the highest amount of power (which is about 120-125
Kwh/tonne of cement). Globally, industry players are also adapting
other cheaper fuel sources to minimise the huge overheads associated
with fuel costs. Apart from developing countries where Low Pour Fuel Qil
is largely used, coal is the conventional fuel type used in most parts of
the world. Due to the environmental concerns of carbon dioxide
emissions from coal fuel, there has been an increasing diversion to the
use of alternative fuel types like biomass, waste fuel from industrial or
commercial operations and used tyres. While the global industry is
gradually de-emphasizing the use of coal in cement kilns, the Nigerian
cement industry is just beginning to move towards using coal instead of
the more expensive Low Pour Fuel Oil (LPFO).

Global production and consumption: According to available
data, global cement consumption steadily rose to 2,857 million tonnes in
2008, rising at a CAGR of 5.48% from 2,568 in 2006, with China
accounting for about 51% of global consumption. Following China, India,
USA and Russia rank as the next three largest consumers of global
production. Apart from the being the largest consumer of cement, China
and India also rank as the top two producers of cement, thus
constituting ¢.55% of global cement output. Even though India ranks as
the second largest global producer of cement, it does not rank among
the top three exporters of cement, perhaps implying that local
consumption accounts for the larger proportion of its output.

Cement has no known substitute
in building and construction

The cement industry is highly
energy intensive; energy costs
(fuel and power) account for
c.60% of production costs

China is the largest producer and
consumer in the world; Nigeria
ranks as the third largest importer
of cement globally
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China, Japan and Thailand are the top three exporters of cement while
USA, Russia and Nigeria occupy the top three positions as importers of

cement.
Figure 33: Top Ten Cement Exporting Countries Globally, 2008
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Figure 34: Top Ten Cement Importing Countries Globally, 2008
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The Nigerian Cement Industry

The history of cement production in Nigeria dates as far back as 1950
when the Nigerian government invited Associated Portland Cement
Manufacturers (APCM), later renamed Blue Circle Industries, to establish
a cement plant in Nigeria. APCM surveyed Nigeria’s limestone deposits
for two years but eventually did not proceed to establish the cement
plant. In 1954 the federal government entered into a joint venture with
Danish cement-equipment manufacturer, F.L. Smidth, and Tinnel
Portland Cement Company to build a cement manufacturing plant in
Nigeria; this was eventually built in Nkalagu eastern Nigeria and named
Nigerian Cement Company (Nigercem). Eventually, Associated Portland
Cement Manufacturers (APCM), in partnership with the United Africa
Company and the Western Nigerian Development Corporation, formed
WAPCO. The plant eventually commenced production at Ewekoro in
1959.

Post independence in 1961, federal and regional governments saw the
need to increase their participation in the industrial sector and this led
to the establishment of regional cement companies. Sokoto Cement
(now Cement Company of Northern Nigeria) was established by the
northern regional government in 1962, the mid western region
established a cement plant at Okpella, and eventually Ashaka Cement
Company and Benue Cement Company were established in 1975. By
1978, there were seven cement manufacturing companies in Nigeria.
The same year-1978-coincided with the peak of oil boom; thus Nigeria
entered into a joint venture with Benin Republic to build a cement plant
at Onigbolo, Benin. Between the seventies and eighties, there were
eight integrated cement plants in the country. After this period however,
no additional cement plant was added until WAPCO’s new Ewekoro plant
in 2003. Subsequently the cement plants gradually became obsolete and
failed to meet up with local cement demand, hence the liberalisation on
importation of cement. Consequently, only Ashaka and WAPCO
(Ewekoro and Shagamu) can be said to be fairly operational contributing
70% of total industry output at the time.

Nigercem Nkalagu is the first
cement plant in Nigeria

Industrialisation era post
independence led to the
development of regional cement
plants in Sokoto (CCNN), Edo
(Okpella), Benue, (BCC) etc
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Figure 35: Historical development of cement plants in Nigeria

Technical Machinery

Company Location Partner Supplier
F.L. Smidth

Nkalagu Anambra 1954 (Denmark) F.L.Smidth

Wickers-

Armstrong

WAPCO Ewekoro 1959 APCM (Britain) Polysius
Ferrostahl

Sokoto Sokoto 1962 A.G(Germany) MIAG
Continho Caro

Okpella Bendel 1965 (Austria) Krupp/Polysius

Calabar Cross River 1964 Poliysius(Germany) MIAG

WAPCO Shagamu 1975 APCM (Britain) Assorted
Cementia

Benue Gboko 1975 (Switzerland) Polysius

Ashaka Gombe 1975 APCM (Britain) Assorted
Benin F.L. Smidth

Onigbolo Republic 1978 (Denmark) F.L.Smidth

Sources: AERC Research Paper 175, Vetiva Research

Sector players: The cement sector in Nigeria has two major types of
players - importers and local manufacturers. After the post
independence era, most cement plants were owned by regional and
state governments. Due to neglect and continued obsolescence of the
plants, output from local manufacturers consistently fell below cement
consumption; hence the shortfall was largely met by importation. Some
of the major bulk importers in the sector, before the placement of ban
on importation by president Obasanjo’s administration in 2008 include
Flour Mills of Nigeria, Folawiyo Group of Companies, Eastern Bulk
Cement Limited, Bonny Allied Company Limited and Dangote Group of
Companies.

Privatisation - a major shift in the cement sector: Prior to
privatisation policy of Obasanjo’s administration in 1999, government
owned major stakes in most local cement manufacturing companies.
Following the 1999 privatisation policy of the industrial sector however,
government’s stakes in most local cement manufacturing companies
were sold. As a result of this privatisation program, Government offered
its 35% stake in Ashaka Cement for divestment in 2000 while 25% of
the company’s shares outstanding were reserved for Blue Circle
Industries Plc, Uk. In a similar vein, the federal government offered its
stake in Benue Cement Company for sale and Dangote Industries
Limited emerged as the winner of the bid.

Importers and local producers are
the two players in the sector, with
importers being dominant
historically

The moribund state of most state
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With the acquisition of Blue Circle Industries by Lafarge Group in 2001,
Lafarge Group emerged as the new owners of WAPCO and Ashaka, while
Dangote Industries Limited bought government’s stake in Benue Cement
Company to own a controlling stake. Sokoto Cement (Cement Company
of Northern Nigeria) was also privatised in the series of government’s
privatisation programs that occurred in 2000 in which Scancem - a part
of Heiderlberg Cement Group became the owners of Sokoto Cement.
Sequel to this privatisation exercise, most cement companies witnessed
a major shift in operations. For example, shortly after the acquisition of
WAPCO by Lafarge, the new management of the company, in 2001,
began an overhaul of the aged Ewekoro plant under Lafarge managerial
and technical support estimated to be about $160 million, and
completed the project in 2003. In a similar vein, Benue Cement
Company, with the help of its new owners - Dangote Industries Limited
- witnessed a total overhaul of its old and obsolete plants, in a two
phase expansion drive completed in 2008.

Pre-2007 Market dynamics: Prior to 2007 the Lafarge group (WAPCO
and Ashaka) dominated Nigeria’s cement manufacturing space,
accounting for ¢.82% (in 2006) of local production. WAPCO which had a
market share of c.60%, contributed a larger portion of local production.
However since local production constituted only a minute part of supply
as existing capacity of local manufacturers was at a significant shortfall
to demand, importation accounted for c.68% of cement supply in
Nigeria, with Dangote Industries Limited being the market leader in
importation accounting for c.56% of cement importation and c.40% of
total cement supply in 2006.

Industry Characteristics

Huge initial capital investment: The cement industry is highly
capital intensive, thus requiring huge initial investment. Due to huge
initial capital outlay and regulatory concerns associated with the
industry, the threat of new entrant is typically low. According to
International Cement Review (ICR) handbook on cement plant
operations, the construction of a new cement plant (green-field project)
on the average costs $130 - $200 per tonne of annual production while
kiln expansion (brown-field project) is estimated between $80 - $150.
These stated costs are at best only for the construction of cement plants
and in our view may not include associated costs of technical manpower
and specialised power plants. It implies therefore that in Nigeria, the
cost of constructing a new cement plant would most likely be
significantly higher than the stated range, since most green field cement
plants are usually constructed alongside a separate and specialised
diesel or LPFO power (electricity) plants, in view of the comatose state
of the electricity generation in the country. For example, the
construction of the first phase of Obajana Cement Plant (the first 5
million tonnes plant) cost about $1 billion.

Prior to 2007 when Obajana
Cement Plant commenced
operation, Lafarge group was the
dominant local producer

The cement industry requires a
huge capital outlay-cost per tonne
for a Greenfield plant is $130 -
$150
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Using the global average $130 - $200 per tonne of annual capacity
implies that the investment in Obajana Cement Plant should have cost
about $825 million. As we have highlighted, this analysis shows that the
cost of constructing a cement plant in Nigeria is considerably higher. In
a similar vein, the estimated cost of €350 million (approximately $449
million) for Lafarge’s "L a k a t aGraerifield 2.2 million tonnes project at
Ewekoro, when compared with the estimated cost obtained for the 2.2
million tonnes project using the upper limit of the global average cost
per tonne ($200), is significantly higher by c. $9 million, further
substantiating the fact that the associated costs in constructing a
cement plant in Nigeria typically raises the overall cost to a much higher
level than global average The high initial capital investment required in
the industry on the flipside, keeps the threat of new entrants quite low
in the industry; thus industry players can form a cartel to protect
profitability margins.

Bulky nature of cement - source of high distribution costs: Due to
the bulky nature of cement, the industry is susceptible to huge
distribution cost. Haulage costs are particularly enormous in Nigeria
given the poor state of road transportation and the virtually non-
existent rail system which effectively is the most efficient means of
transporting cement. In Nigeria therefore, cement companies generally
sell their products in regions where the plants are located, operating
more like regional monopolists. While there have been indications that
Nigeria would soon become self reliant in cement production as local
production increases and may thus become a cement exporting country,
the poor and inadequate state of infrastructure may strongly mitigate
the realisation of export, even when local supply becomes sufficient.

Owing to the bulkiness of cement,
closeness to raw material and
market are key considerations in
the location of a cement plant

Highly energy intensive: In spite of the global shift to the dry-kiln

process which utilises lesser energy than the traditional wet-kiln In cement production, clinker
process,_ th(_a energy co_nsumption in Tche process of manufacturing production phase is the most
cement is still huge. Typically, cement kilns are heated to about 1450°C energy intensive

in the process of producing clinker, which is grinded with gypsum to
produce cement. According to the US department of energy, the
average energy input required to make one tonne (1000kg) of cement is
4.7 million BTU (British Thermal Units), equivalent to about 400 pounds
of coal or 131.9 litres of fuel oil. In Nigeria, energy costs (kiln fuel and
power generation) constitutes c.60% of production costs. Apart from
fuel costs (that is fuel for heating cement kilns), which only constitutes
45% out of 60% production costs as percentage of sales, the entire
cement production process is quite integrated and runs on electricity.
The abysmal state of power in Nigeria further puts more pressure on
profitability as cement companies typically rely on Independent Power
Producers, captive power plants or run on diesel fuel, all of which are
significantly expensive relative to electricity from the national grid. In
more developed countries like the UK, fuel costs constitute only about
35% of input variable costs.
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Demand Analysis

Government and domestic (private sector) use constitute the two broad
categories for cement demand in Nigeria. While actual demand has been
rather difficult to state specifically, cement consumption has often times
been estimated as demand. In actual sense however, actual demand
has been more than consumption. Using consumption figures as a
proxy, Nigeria cement demand in 2009 was about 14.8 million tonnes,
up by 10.4%, from 2008 level. Due to absence of actual demand figure,
a number of media sources have estimated demand at about 18 million
tonnes, implying therefore a supply deficit of 3.2 million tonnes. One
should note however, that local manufacturing has improved
considerably contributing 58.7% of total cement consumption in 2009,
up from contributing 27.8% in 2004. Owing to the rapid growth in
investments in the cement sector, importation has drastically reduced to
less than 30% of total cement consumption from over 70% in 2004.

Government’s spending on transportation infrastructure- The
notable increase in government’s spending on transportation
infrastructure- road, rail and port construction - has been a major
factor in the increase seen in cement consumption and demand over the
last few years. Cement constitutes about 7% to 15% of concrete-(a
mixture of cement and other aggregates), a key material in
construction; thus an increase in construction activities naturally means
a rise in demand for cement as well. As a pointer to the fact that
increasing government’s spending on housing and road construction has
been a key driver of the upswing seen in demand for cement in Nigeria,
federal government capital spending rose by ¢c.212% between 2004 and
2008. In the same vein state governments (Federal Capital Territory
inclusive) capital expenditure on housing and transportation
infrastructures have also peaked significantly over the last five years.
According to figures from CBN'’s 2008 annual reports, state governments
and FCT capital spending on housing and road construction have also
risen to N388.3 billion in 2008, from N50.2 billion in 2004. Apart from
government’s capital expenditure, recurrent expenditure on road
maintenance and housing are also key contributors to the increase seen
in the demand for cement over the years. Given the enormous use of
cement in road, bridges and highway construction, the significant
increase in governments spending in these areas over the years has,
without a doubt, been the key driver of demand and consumption in the
country.

Public and private sector
consumption constitute the two
broad classes of cement demand

Government ' s recurr
expenditures  on  housing  and
transportation infrastructure

development are the key drivers of
cement demand
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Figure 36: Federal Government Capital Expenditure (N’ Billion)
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Figure 37: State Governments and FCT Capital Expenditure
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Public-private partnership in real estate development: The . .

. . . . . . The growing increase in the number
growing involvement of public-private partnerships in real estate

development across the country is another key driver of demand for
cement. In 2009, the federal government signed partnership
agreements with ten private sector real estate developers and investors
to increase national housing stock by 1,694 units in Osun, Adamawa,
Ondo and Niger states, and the Federal Capital Territory. According to
the erstwhile minister of works, housing and urban development - Dr
Muhammed Lawal, the federal government had signed 80 partnership
and Development Lease Agreement to spur development of affordable
housing in Nigeria. The establishment of Infrastructure Concession
Regulatory Commission to monitor, promote and implement federal
government’s public-private sector partnerships, further shows the
increasing impact of PPPs in real estate development and the entire
economy at large.

Growth in private sector real estate development: Owing to the
poor implementation of the various national housing policies embarked
upon by the federal governments in the post independence and the
military era, there has been a vast deficit in housing provision which has
subsequently led to a huge increase in the number of private real
developers. Backed by the federal government housing reforms of
2003/2004, private real estate developers became quite pivotal in
housing delivery in the country. We note also some key features of the
reform which catalysed the rapid growth seen in the number of private
estate developers between 2004 and 2008. Some of these feature
include assignment to government of primary infrastructure for new
estate development, an amendment of the Land Use Act, development
of a secondary mortgage market, and a five-year tax holiday for
developers. In line with the general economic boom of the 2007/2008
era, real estate development also witnessed a significant boom during
this period, translating therefore into huge demand for cement and
other building materials.

Regional segmentation cement consumption: Although Nigeria’s
per capital cement consumption ranks as one of the lowest in sub-
Saharan Africa, Nigeria is among the biggest cement market in Sub-
Saharan Africa. One should note however that there’s a regional
segregation in cement demand across Nigeria. Driven by a fast growing
urbanisation rate as a result of population growth, the south western
region of Nigeria typically accounts for the largest proportion of cement
demand in Nigeria. Using regional production, importation and
consumption obtained from industry sources, we estimate that Lagos
and the south western market account for about 39% of total cement
consumption, followed by the South East/South South region, which,
based on our estimate accounts for about 33%, while the north-west
region accounts for the least consumption of cement.

of public private partnerships in
infrastructure development would be
another catalyst for the growth in
cement. consumption

In recent times, more private real
estate developers have emerged in
major Nigerian cities like Lagos,
Abuja and Port/Harcourt indicating
the rising demand for houses

Owing to the rising rate of
urbanization in Lagos and
South/Western Nigeria, this region
accounts for the largest cement

Figure 38: Estimate of regional

cement consumption in Nigeria
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Sources: Industry Sources, Vetiva Research
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Supply Analysis

Prior to 2009, cement supply was largely driven by importation.

Between 2004 and 2008, importation accounted for about 64% on

average of cement supply, while local production contributed about

36%. Supply dynamics however changed in 2009 as Dangote Obajana Before 2009, imports account for the
and BCC recorded higher utilisation rates. We note that local production larger chunk of cement supply in the
now accounts for the larger proportion of cement supply in Nigeria. Nigerian market

Industry estimates for 2009 put production at ¢.59% and importation at

c.41% of total cement supply. The bulky nature of cement posts

significant problems in transportation over long distances given the

dilapidated state of rail system in Nigeria. For cement producers, this

means that supply is typically localised to the immediate region of

cement manufacturers. The south west region has historically been

dominated by Lafarge WAPCO'’s Elephant Cement, Flour Mill’'s Burham

Cement and Dangote Cement. In a similar vein, the north-west region is

dominated by Cement Company of Northern Nigeria’s Sokoto Cement

while the north-east region is largely controlled by Ashaka Cement.

Benue Cement Company and Obajana Cement - both owned by Dangote

Industries - accounted for the larger portion of local production and
cement supply in 20009. Cement import is heavily regulated;

import licences are restrictive and

Importation quota and licensing: Since local cement production has import volumes are quota-based

historically been inadequate to meet demand, importation has been the
major determinant of cement supply in Nigeria. Usually, cement
importation is only carried out by specific industry players, which are
given specific importation quota year by year. Cement importation falls
under two categories: bulk and bagged cement. Bulk cement
importation licenses are given only to bigger players who function as
port operators at different port terminals in the country. Given the
closeness of the southern region of Nigeria to the coast, the cement
import terminals are largely located at the Lagos and Port-Harcourt
ports.

Figure 39: Operators of cement import terminals in Nigeria

Capacity

Compan Location tonnes
Eastern Bulkcem P/Harcourt 600,000

Ibeto P/Harcourt 1,500,000
BUA* Floating terminal, Lagos 1,051,000
Flour Mill Apapa Port, Lagos 2,000,000
Dangote Bail Terminal P/Harcourt, Onne 3,000,000
Dangote Lagos Terminal Apapa, Tincan & Aliko terminals, 3,000,000

Lagos
Lafarge WAPCO: Atlas P/Harcourt 2,000,000

Sources: Media, Industry sources
“BUA’s capacity is based on estimate using 120 tonnes per hour
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Local manufacturing capacity and utilisation rates: According to
the Nigerian Bureau of Statistics, Nigeria’s average utilisation rate for
the cement manufacturing sector stood at 53.39% between 2002 and
2007. Owing to the poor state of power supply, average capacity
utilisation rate for the cement sector declined to 55% in 2006 from
61.7% in 2002. However, it rose to 72% in 2007, which we attribute to
the commissioning and operation of Obajana’s cement plant that year.

Cement manufacturing capacity in
Nigeria is typically insufficient to
meet the level of demand in the
market

While we do not have average utilisation figures for 2008 and 2009, we
believe it would have risen even higher to about 80%, due to the
increasing utilisation rate of BCC and Obajana’s cement plant, as these
plants are quite new and modern. The fact that cement importation
declined by 15.6% while local production rose by 41% in 2009 (relative
to 2008) shows further that average sector utilisation rate would have
risen significantly higher than the latest available figure of 72% as at
2007.

Figure 40: Historical Average of capacity utilisation rates of

Nigerian cement industry
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Sources: Industry Sources, Vetiva Research

Cement prices: at the mercy of supply?

Cement price in Nigeria has remained one of the highest in the world

due to a large supply shortfall which has given cement producers higher Cement prices in Nigeria are still
bargaining power. Apart from the shortfall in supply, the high cost of on the high compared to most
production (mainly as a result of huge energy costs has been another emerging market economies given
factor responsible for the upward pressure on cement prices. The recent the high costs of production and
imposition of a 35% import duty on cement importation is seen by importation

many stakeholders as a catalyst for price increase in the short term,

even as price increases in the longer term is likely impossible. The

general slow-down in sales which has been reported by most industry

players so far this year however douse any possibility of a price increase

as consumer demand has been rather low, consequent upon the slow-

down in credit to the real sector.
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Figure 41: Average cement price (USD per tonne) for selected

emerging and developed economies
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Source: Dangote Cement, Vetiva Research Estimates

Dearth of infrastructure — hindrance to lower retail price: Apart
from the production costs, another key contributor to rising cement
prices in Nigeria is the acute dearth of transportation infrastructure.
Owing to the bulkiness of cement, the product is best transported over
long distances through rail. In Nigeria however, the lack of a functional
rail system leaves cement producer to road transportation which results
in an additional 25% to 30% increase in production costs. The
possibilities of lower cement prices in the near term seem unattainable
without the development of adequate rail systems. The expected
increase in cement output in the medium to longer term in Nigeria may
therefore not translate into lower retail price for cement until there are
sufficient and functional rail systems. This undergirds our view that
cement prices would fall only slightly or even remain constant in the
medium term.

Transport costs can increase
production costs by as much as
30%, thus inflating the retail price
at which the final consumer buys
the product

Regional imbalance in cement pricing: It is also important to note
that cement prices vary widely across Nigeria, owing to the regional
monopolistic structure of the sector. As expected supply is concentrated
in the Lagos and Abuja, thus cement prices are relatively lower in these
regions despite huge demand. Further north, cement prices are higher
given the relative isolation of the these regions to the larger cement
producers and importers in the country - Dangote Cement, Lafarge
WAPCO and Flour Mills.

Cement prices also vary in the
different regions of Nigeria
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In 2009 for instance, Cement Company of Northern Nigeria (CCNN) in
Sokoto, North Western Nigeria, implemented close to 7% increase in
selling price, while Ashaka Cement - the dominant player in North -
Eastern Nigeria also increased its selling price (per tonne) by about 8%
in 2009. In contrast, bigger players like Benue Cement only raised
selling prices by 2% in the same period. Lafarge WAPCO, despite its
bigger scale of operation relative to CCNN and Ashaka Cement however
was an exception as it raised selling price by about 17% in the same
period. We note that WAPCOQO's production costs were particularly higher
due to huge cost of imported clinker, which the company had to incur
due to shortage of gas supply that almost crippled the operation at its
plants that year - 2009.

Figure 42: Cement price (N per tonne) for publicly listed cement

producers in Nigeria

32000
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Sources: Annual Reports, Vetiva Research

Impact of production scale on pricing: Another determinant of the
variation in cement pricing among cement producers in Nigeria, is
the scale of production. As we have observed, producers with lower
production output (Cement Company of Northern Nigeria — CCNN, and
Ashaka Cement) have a higher selling price in the sector relative to
players with larger production scale. While Dangote Cement is perhaps
one of the cheapest given its enormous scale of operation, the
operational integration of BCC into the DCP through the recently
concluded merger would further improve efficiency as more cost savings
from the combined scale of production accrue.

Producers with bigger scale of
production can potentially have
lower selling prices due to
economies of scale
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Disparity in pricing - imported cement: The huge difference in the
cost of cement importation relative to local production is another factor
responsible for the high disparity in retail cement price across the
country. Production costs (imports) constitute about 80% - 85% of sales
for import terminals, a far cry in comparison to locally produced cement
in which production costs accounts for about 50% - 60% of sales.

Nigeria: favoured for cement production

Owing to the vast limestone deposits in Nigeria, the country has the
potential to become a top cement producer in the world. Out of Nigeria’s
36 states, there are limestone deposits in about 21 states, including the
Federal Capital Territory (FCT), Abuja. Most of the states having
limestone deposits also have some deposits of gypsum, coal or lignite.
While gypsum is perhaps the second most important raw material in
manufacturing cement (as it gives cement its “binding” ability), coal or
lignite are among the cheapest energy source in cement manufacturing.
Currently Nigeria imports gypsum, due to the poor quality of the locally
produced type, despite the availability of the mineral in commercial
quantities.

Due to the common challenges of fuel shortage and supply, full capacity
utilisation is hardly ever achieved in Nigeria. Therefore cement
production has been augmented by imports in the past. As an evidence
of the rapidly growing pace of the cement consumption in recent times,
about 13 million tonnes cement capacity were added over the last three
years, with an additional 13.2 million tonnes production capacity
expected from Dangote Cement and Lafarge WAPCO by 2011. In
comparison to the relatively more developed African countries, Egypt
and South Africa, Nigeria’s limestone deposits are largely untapped as
Nigeria has fewer cement plants and her overall cement production
output significantly lags these countries.

If fully harnessed, Nigeria can potentially become a net exporter of
cement to the West African region which currently has one of the lowest
per capita cement consumption on the continent. More importantly in

For the import terminals
production costs is about 80% of
revenue

With huge limestone deposits in
more than half of Nigerian states,
Nigeria has a huge potential in
becoming a top exporter of cement
globally

The rapid increase in cement
consumption in recent times has
led to various expansions, as a
result of which an additional 13.2
million tonnes is expected in the
next one year

Nigeria has a huge potential to
become a net exporter of cement

] ) - ; to neighbouring West African
this regard is the fact that most countries on the west African coast . .
) . . L . countries  which  have lower
have lower limestone deposits, thus giving Nigeria the opportunity to . .
; ) ) limestone deposit
grow its cement market through export across neighbouring west
African countries.
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Figure 43: Map of Nigeria showing Limestone, Gypsum deposits and Cement plants
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Dangote Industries Limited (Dangote Group)

With business operations in cement, sugar refining, salt, packaging and
distribution, flour milling, port management, haulage and real estate,
the Dangote Group (Dangote Industries Limited) is unarguably Nigeria’s
largest diversified conglomerate. The Dangote Group was established in
May 1981 as a trading business with a core focus on cement imports but
has over the years diversified its business operations and by the early
1990’s has become one of the largest trading conglomerates in the
country. At the resumption of democratic rule in Nigeria in 1999, the
group took a bold step of transitioning from a trading conglomerate into
a full-fledged manufacturing concern.

Dangote Industries Limited is one
of the largest conglomerates in
Africa with business operations in
sugar refining, cement, flour
milling etc

The group thus embarked on a construction program with initial focus in
flour milling, pasta factory and a sugar refinery. Further expanding its
footprint in manufacturing, the group acquired Benue Cement Company
from Nigerian government in 2000 and in 2003 started the Obajana
Cement Plant, which is now the largest cement plant in sub-Sahara
Africa.

A summary of some of Dangote group’s specific businesses and
operations are highlighted below:

Cement: manufacturing/importing, packaging and distribution
Sugar: manufacturing and refining, packaging and distribution
Salt: refining, packaging and distribution

Flour and Semolina: milling, packaging and distribution

Pasta: manufacturing and distribution

Noodles: manufacturing and distribution

Poly products: manufacturing

Logistics: port management and haulage

Steel: Dangote Integrated Steel Rolling Company

In terms of major business operations, the Dangote Group is divided
into four key subsidiaries: Cement, Flour, Salt and Sugar groups.

Business Divisions

Sugar Refining: As far back as 1978, Dangote Industries had initially
carried out importation and trading of white sugar. In 2001 however,
the company commissioned a sugar refining factory and started local
production of white sugar. Dangote Sugar Refinery commenced
operation in 2001 with annual capacity of 600,000 metric tonnes per the second largest in the world
annum and currently ranks as one of the largest sugar refinery in the

world with a capacity of 1.44 million metric tonnes per annum. The

company’s products can be divided into two broad categories: Vitamin A

fortified Refined Sugar and Unfortified Industrial sugar.

DIL operates the largest sugar
refinery in sub-Saharan Africa and
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Dangote Sugar accounted for 42% of Dangote Group (Dangote
Industries Limited-DIL) turnover in 2005. Our estimate for 2009
however shows that the division’s contribution to DIL’s turnover has
shrunk substantially, as the Cement Division, following the completion
and commissioning of Obajana Cement Plant is now the highest
contributor, (both in absolute and percentage basis) to DIL's overall
turnover. Our estimate puts Dangote’s sugar percentage contribution to
DIL's turnover at 22.5% for 2009, clearly overtaken by the Cement
Division which, based on our estimate, now contributes about 59% to
DIL’s overall turnover.

Flour Milling: The Flour Division has three wholly owned subsidiaries
namely; Dangote Pasta Limited, Dangote Noodles Limited, and Dangote
Agro Sacks Limited. The flour division was un-bundled from Dangote
Industries Limited in 2006 and listed as a separate public company in
2008. Dangote Flour Division comprises five flour and Semolina mills
located across the country. Starting from an initial capacity of 500
metric tonnes per day at its Apapa mill, Dangote Flour Mill has rapidly
expanded with the opening of three additional mills in Kano, Calabar and
Ilorin, which started operation in 2000, 2001 and 2005 respectively.
Each of three additional mill was commissioned with a capacity of 500
metric tonnes per day. Given the company’s continued focus on
expansion, the capacities of the Apapa and Calabar Mills were later
increased to 1000 metric tonnes per day, while Kano mill was increased
to 1,500 metric tonnes per day. In absolute terms, the contribution of
the flour division to DIL’s overall turnover has risen steadily, at a CAGR
of 11.4% between 2003 and 2008. In percentage terms however, the
division contribution to DIL’s overall turnover has steadily declined from
as high as 26% in 2003 to 14% in 2008, owing to the faster growth in
turnover and ramping up in the other divisions, Sugar and Cement
particularly. Our estimate for 2009 puts Dangote flour’s contribution to
DIL’s overall turnover for 2009 at c.17%.

The sugar business is the second
| argest contribut
revenue

Salt Division: Dangote Salt Limited was acquired by the National Salt
Company of Nigeria (NASCON) in 2006. NASCON was incorporated in
Nigeria as Limited Liability Company in 2006. With factories located in
Oregun and Apapa in Lagos as well as Port-Harcourt, the company
currently has an installed capacity of 400,000 tonnes per annum for 25-
50 kg bags of salt and an installed capacity of 100,000 tonnes per
annum for the smaller sachets (250g, 500g, 1kg). The company
specialises in the production of edible salt for industrial use and sachet
types, fortified with vitamin A for domestic use. NASCON contributes the
least to DIL overall turnover.

DIL acquired controlling stake in
NASCON through Dangote Salt
Limited in 2006; the salt division is
the least revenue earner for DIL
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Over the five year period spanning between 2003 and 2008, NASCON's
percentage contribution to DIL’s turnover stood at an average of 2.51%;
our estimate for 2009 is about 2.58%.

Cement Division: Starting out with importation and bagging of
cement, the division (Dangote Cement Group) has grown into a top
manufacturer of cement in Nigeria. The division historically, (except in
2005) can be referred as the backbone of the Dangote Group (DIL) and
accounts for the largest portion of DIL's turnover. The cement division,
jointly known as Dangote Cement Group, operates the Obajana Cement
Company, Benue Cement Comopany, Dangote Cement Works (Ibese),
Lagos, Portharcourt and Onne import terminals, in Nigeria. Dangote
Industries Limited also owns a 22% stake in Unicem, a 2.5 million
tonnes cement factory located in Calabar, a joint venture involving the
Holcim Group, Dangote Cement, Flour Mills of Nigeria and the Lafarge
Group. The cement business also spans to other West Africa countries-
Ghana (import terminal), Benin (43% stake in Onigbolo Cement), South
Africa (about 64% stake in Sephaku Cement).

Figure 45: Historical Performance by Turnover - DIL Divisions
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DI L’ s cement busi ne
the importation and bagging of bulk
cement but has grown rapidly
following the commissioning of the
Obajana plant.

Figure 44: Divisional Contribution

to DIL Turnover (2009 Estimate)
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INVESTMENT RECOMMENDATIONS

Vetiva uses a 5-tier recommendation system for stocks under coverage: Buy,
Accumulate, Neutral, Reduce and Sell.

Buy/Overweight > +25% expected absolute price performance
Accumulate +10% to +25% expected absolute price performance
Neutral/Hold +/-10% range expected absolute price performance
Reduce -10% to -20% expected absolute price performance

Sell/Underweight < -20% expected absolute price performance

Definition of Ratings

Buy/Overweight recommendation refers to stocks that are highly undervalued but
with strong fundamentals and where potential return in excess of or equal to 20% is
expected to be realized between the current price and analysts’ target price.

Accumulate recommendation refers to stocks that are undervalued but with good
fundamentals and where potential return of between 10% and 25% is expected to be
realized between the current price and analysts’ target price.

Neutral/Hold recommendation refers to stocks that are correctly valued with little
upside or downside where potential return of between +/- 10% is expected to be
realized between current price and analysts’ target price.

Reduce recommendation refers to stocks that are overvalued but with good or
weakening fundamentals and where potential return of between -10% and -25% is
expected to be realized between current price and analysts’ target price.

Sell/Underweight recommendation refers to stocks that are highly overvalued but
with weak fundamentals and where potential return in excess of or equal to -20% is
expected to be realized between current price and analysts’ target price.
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Disclosures Section

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

Vetiva Capital Management Limited or any of its affiliates (collectively “Vetiva”) 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 Vetiva may have in companies or
securities discussed in this report are herein disclosed:

= Vetiva may own shares of the company/subject covered in this research report.

= Vetiva does business with the company/subject of this research report

= Vetiva may be or may seek to be a market maker for the company which is the subject of this research
report

= Vetiva or any of its officers may be or may seek to be a director in the company which is the subject of this
research report

= Vetiva may be likely recipient of financial or other material benefits from the company/subject of this
research report.

Disclaimer

This research report is based on public information which the research analyst(s) consider credible and reliable.
Facts and views presented in this material have not been reviewed by, and may not reflect information known to,
professionals in other business areas of Vetiva, including the investment banking team, as Vetiva has established
information barriers between its Research team and certain business groups. Whilst reasonable care has been
taken in preparing this document, no responsibility or liability is accepted either by Vetiva, its officers or any of
its employees for any error of fact or opinion expressed herein. No reliance should be placed on the accuracy,
fairness or completeness of the information contained in this report as it has not been verified by the research
analyst(s) involved or the companies whose securities have been referred to except as otherwise disclosed.
Neither Vetiva nor any of its officers or employees including the research analyst (s) warrant or represent the
accuracy or completeness of information set out in this report. Any ratings, forecasts, estimates and opinions set
forth in this report constitute the analyst(s) position as at the date of this report and may not necessarily be so
after the report date as they are subject to change without notice. It is also instructive to note that a company’s
past performance is not necessarily indicative of its future performance as estimates are based on assumptions
that may or may not be realized. The value, price or income from investments mentioned in this report may fall
as well as rise due to economic conditions, industry cycles, market indices, operational or financial conditions of
companies or other factors. Thus, Vetiva and its officers and employees shall not accept liability for any loss
arising from the use of this report or its contents in making investment decisions or recommendations. This
report provides general information only. It is not intended to provide personal investment advice and does not
take into account the specific investment objectives, financial situation and the particular needs of any specific
person.
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Investments discussed in this report may not be suitable for all investors and the reader(s) should independently
determine their suitability and evaluate the investment risks associated with such investments. All investors are
solely responsible for their investment decisions. Any decision to purchase or subscribe for securities in any
offering must be based solely on existing public information on such security or the information in the prospectus
or other offering document issued in connection with such offering, and not on this report. Vetiva, through
business units other than Vetiva Research, may have issued and may in the future issue trading ideas or
recommendations that are inconsistent with, and reach different conclusions from, the information presented in
this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and Vetiva is under no obligation to ensure that such other trading
ideas or recommendations are brought to the attention of any recipient of this report. To the extent this report
discusses any legal proceeding or issue, it has not been prepared as nor is it intended to express any legal
conclusion, opinion or advice. Information relating to the tax status of companies whose securities are discussed
in this report is not intended to provide tax advice or to be used by anyone to provide tax advice. By accepting
this research report, you agree to be bound by the foregoing limitations. Vetiva Capital Management Limited is
registered with the Securities & Exchange Commission to conduct Financial Advisory, Fund/Portfolio Management,
and Trusteeship business in Nigeria. This document is for information purposes only and for private circulation.
No portion of this document may be reprinted, sold or redistributed without the written consent of Vetiva Capital
Management Limited. Vetiva research report is disseminated and available primarily electronically, and, in some
cases, in printed form.

Additional information on recommended securities/instruments is available on request.
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