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FLOUR MILLS OF NIGERIA PLC

Heading to the trillion-naira mark

Flourmills of Nigeria PLC recently released its H1'22 earnings results where
the company solidified its Q1 topline performance, with a 44% y/y growth in
Q222 to N289.1 billion, taking H1'22 Revenue 47% higher y/y to 8522.8
billion (Vetiva: ®457.4 billion). Over the past two years, driven by its
strategy to produce SKUs in the lower-tier price zones, specifically in its food,
fertilizer and edible oils businesses, Flourmills’ Revenue has grown by an
average rate of 22%. So far this year, volumes have improved 13% y/y. In
line with the increased volume roll-out, Flourmill’s cost of sales grew faster
than Revenue (+54% y/y to 8468.4 billion) in H1, driven by pressures on
raw material imports, specifically sugar and wheat. Meanwhile, due to the
low margins typical with value products, gross margin contracted 4ppts y/y
to 10%. Furthermore, in line with higher volumes, OPEX increased 31% y/y
to ¥22.1 billion, driven by a 68% y/y jump in distribution expenses and a
19% vy/y rise in admin expenses. In Q2, Flourmills reported a 1.8 billion
writeback on impairments bringing H1'22 EBIT to #24.1 billion (+1% vy/y)
and EBIT margin to 5% (H1'21: 7%). Additionally, net finance costs
moderated 6% y/y to 8.6 billion, taking PBT up 6% to #15.4 billion.

Although PAT grew 6% y/y to §10.5 billion, net profit margin tapered 1ppt
y/y. By segments, while the Food and Agro-allied segments have maintained
a PBT margin of 2% and 7% respectively and the support segment has now
turned profitable (+27ppts y/y to 9%), net margin from the sugar segment
has declined significantly. In fact, the sugar business recorded a Loss before
tax of &1.5 billion in Q2'22.

Margins set to taper further.

Given the company’s significant exposure to wheat and sugar importation,
the rising prices of commodities in the international market and the possible
depreciation of the NAFEX rate — where Flourmills currently sources FX, we
expect margins to taper further on increased cost of sales. We estimate a
3ppt decline in gross margins to 11%. Furthermore, with volumes expected
to grow stronger in the coming quarters amid possible new innovations, we
expect an 11% jump in OPEX from increased distribution and marketing
expenses. Thus, we project a PAT figure of 8#26.6 billion for FY'22 (FY'21:
§24.5 billion), bringing our one-year TP to 844.57 per share.

Income Statement Vetiva

17744

(N Millions) Lz e Change Estimate TS
Revenue 522,821 355,109 47% 457,426 14%
Gross Profit 54,415 50,290 8% 53,327 2%
Operating Expenses (22,842) (17,416) 31% (22,124) 3%
EBIT 24,055 23,732 1% 27,145 -11%
Net Finance Expense (8,572) (9,125) -6% (10,344) -17%
Profit Before Tax 15,483 14,607 6% 16,801 -8%
Profit After Tax 10,528 9,933 6% 11,871 -11%
Gross Margin 10% 14% 12%

OPEX to Sales -4% -5% -5%

EBIT Margin 5% 7% 6%

PAT Margin 2% 3% 3%

Vetiva Capital Management Limited
Lagos Office: Plot 266B Kofo Abayomi Street | Victoria Island | Lagos | Nigeria| +234-1-4617521-3
Abuja Office: 62, Lobito Crescent, Wuse 2 | Abuja | +234-9-8700686

Chinma Ukadike
c.ukadike@vetiva.com

Equity Research
01 November 2021

BUY

Target price N44.57
Company Statistics

Price (M) 29.45
Market Cap (N'Mn) 120,757
Enterprise Value (f'Mn) 245,429
Net Debt (N'Mn) 89,855
Shares Outstanding (Mn) 4,100
NSE FLOURMILL
Bloomberg FLOURMILL.NL
Reuters FLOURMILL.LG

Ownership Structure
Excelsior Shipping Co. Limited 63.34%

Others 36.66%
Share Price Performance

30 days -1.67%
YTD 6.91%
365 days 10.94%

Price Movement (Rebased)

. Sep-20  Nov-20 Jan-21  Mar-21 May-21 Jul-21 Sep-21

FLOURMILL

NSE Consumer Goods

NGX

Source: NSE, Vetiva Research

Business Description

Flour Mills of Nigeria Plc is primarily engaged in
flour milling, production of pasta, noodles, edible
oil and livestock feeds, farming and other agro-
allied activities, distribution and sales of fertilizer,
manufacturing and marketing of laminated woven
polypropylene sacks and flexible packaging
materials, operating terminals A and B at the
Apapa Port, customs clearing, forwarding agents,
shipping agents and logistics and management of
third-party mills. The Group derives over 90% of
its sales from its food and agro-allied businesses.

Please Read: Important disclosures and analyst’s certification appear in Appendix
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Income Statement 2019A 2020A 2021A 2022E 2023F 2019A 2020A 2021A 2022E 2023F
Turnover 527,405 573,774 771,608 1,018,706 1,092,438 1,286 1,399 1,882 2,485 2,664
Cost of Sales (474,057) (507,987) (664,851) (906,648) (961,346) (1,156) (1,239) (1,622) (2,211) (2,345)
Gross Profit 53,348 65,787 106,757 112,058 131,093 130 160 260 273 320
EBITDA 52,651 55,189 74,034 90,590 113,115 128 135 181 221 276
Depreciation (21,838) (27,500) (31,182) (33,284) (35,441) (53) (67) (76) (81) (86)
Operating Profit 30,813 27,689 42,852 57,307 77,674 75 68 105 140 189
Other income 6,211 4,906 (15,528) 0 0 15 12 (38) 0 0
EBIT 32,297 35,080 52,197 63,090 81,933 79 86 127 154 200
Interest Expense (22,891) (19,975) (18,655) (25,824) (25,804) (56) (49) (46) (63) (63)
Interest Income 769 2,393 3,652 1,294 1,198 2 6 9 3 3
PBT 10,174 17,254 37,194 38,560 57,327 25 42 91 94 140
Taxation (6,174) (5,877) (11,568) (11,993) (17,830) (15) (14) (28) (29) (43)
PAT 4,185 10,923 24,476 26,567 39,497 10 27 60 65 96

Balance Sheet 2019A 2020A 2021A 2022E 2023F 2019A 2020A 2021A 2022E 2023F
Fixed Assets 221,465 216,890 208,721 233,189 241,480 540 529 509 569 589
Intangible Assets 1,317 954 646 530 435 3 2 2 1 1
Stocks 118,867 115,596 195,449 221,110 234,449 290 282 477 539 572
Trade and other debtors 26,085 25,731 25,826 35,119 38,909 64 63 63 86 95
Cash and bank balances 17,205 26,211 37,163 15,790 13,421 42 64 91 39 33
Total Assets 416,822 432,454 544,733 567,977 590,915 1,017 1,055 1,329 1,385 1,441
Creditors and Accruals 79,040 83,614 120,152 124,198 118,522 193 204 293 303 289
Bank Overdrafts 9,651 5,543 4,001 0 0 24 14 10 0 0
Borrowings 71,053 23,344 26,913 31,913 32,913 173 57 66 78 80
Long term loan 46,231 80,675 101,765 101,765 101,765 113 197 248 248 248
Total liabilities 265,849 276,646 370,119 373,356 366,671 648 675 903 911 894
Net Assets 150,972 155,808 174,614 194,621 224,244 368 380 426 475 547
Growth 2020A 2021A 2022E 2023F

Turnover 9% 34% 32% 7%

EBITDA 5% 34% 22% 25%

PBT 70% 116% 4% 49%

PAT 161% 124% 9% 49%
Profitability 2020A 2021A 2022E 2023F

Return on Equity 7% 14% 14% 18%

Return on Assets 3% 4% 5% 7%

Margins 2020A 2021A 2022E 2023F

EBITDA margin 10% 10% 9% 10%

EBIT margin 6% 7% 6% 8%

PBT margin 3% 5% 4% 5%

Net Profit margin 2% 3% 3% 4%

Per share data 2020A 2021A 2022E 2023F

EPS 2.66 5.97 6.48 9.63

NAPS 38.00 42.58 47.46 54.69
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Disclosures Section

The research analyst(s) denoted by an “*” on the cover of this report certifies (or, where multiple
research analysts are primarily responsible for this report, the research analysts denoted by an “*”
on the cover or within the document individually certifies, with respect to each security or issuer that
the research analyst(s) cover in this research) that: (1) all of the views expressed in this report
accurately articulate the research analyst(s) independent views/opinions, based on public information
regarding the companies, securities, industries or markets discussed in this report. (2) 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.

Ratings Definitions
Vetiva uses the following rating system:

Buy rating refers to stocks that we consider highly undervalued, but with strong fundamentals, and
where potential return in excess of or equal to 15.00% is expected to be realized between the current
price and analysts’ target price.

Hold rating refers to stocks that we consider correctly valued with little upside or downside, and
where potential return between +5.00 and+14.99% is expected to be realized between current price
and analysts’ target price.

Sell rating refers to stocks that we consider overvalued, but with good or weakening fundamentals,
and where potential return below +5.00% is expected to be realized between current price and
analysts’ target price.

Rating Suspended: applies to a stock when investment rating has been suspended because there is
no sufficient fundamental basis for determining, or there are legal, regulatory or policy constraints
around publishing, an investment rating or target price.

Analysts’ Compensation: The research analyst(s) responsible for the preparation of this report
receive compensation based upon various factors, including the quality and accuracy of research,
client feedback, competitive factors, and overall firm revenues, which include revenues from, among
other business units, Investment Banking and Wealth Management.

Valuation and Risks: Please see the most recent company-specific research report for an analysis
of valuation methodology and risks on any security recommended herein. You can contact the analyst
named on the front of this note for further details.

Frequency of Next Update: An update of our view on the company would be provided when next
there are substantial developments/financial news on the company.

Conflict of Interest: It is the policy of Vetiva Capital Management Limited and its subsidiaries and
affiliates (individually and collectively referred to as “Vetiva”) that research analysts may not be
involved in activities that suggest that they are representing the interests of Vetiva in a way likely to
appear to be inconsistent with providing independent investment research. In addition, research
analysts’ reporting lines are structured so as to avoid any conflict of interests. For example, research
analysts are not subject to the supervision or control of anyone in Vetiva’s Investment Banking or
Sales and Trading departments. However, such sales and trading departments may trade, as principal,
on the basis of the research analyst’s published research. Therefore, the proprietary interests of those
Sales and Trading departments may conflict with your interests.

Company Disclosure:

Vetiva may have financial or beneficial interest in securities or related investments discussed in this
report, which could, unintentionally, affect the objectivity of this report. Material interests which
Vetiva has with companies or in securities discussed in this report are disclosed hereunder:

Company Disclosure
Flour Mills of Nigeria

Please Read: Important disclosures and analyst’s certification appear in Appendix
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a. The analyst holds personal positions (directly or indirectly) in a class of the common equity
securities of the company

b. The analyst responsible for this report as indicated on the front page is a board member, officer

or director of the Company

Vetiva is a market maker in the publicly traded equities of the Company

. Vetiva has been lead arranger or co-lead arranger over the past 12 months of any publicly

disclosed offer of securities of the Company

Vetiva beneficially own 1% or more of the equity securities of the Company

Vetiva holds a major interest in the debt of the Company

Vetiva has received compensation for investment banking activities from the Company within the

last 12 months

Vetiva intends to seek, or anticipates to receive compensation for investment banking services

from the Company in the next 3 months

The content of this research report has been communicated with the Company, following which

this research report has been materially amended before its distribution

j. The Company is a client of Vetiva

k. The Company owns more than 5% of the issued share capital of Vetiva

Vetiva has other financial or other material interest in the Company

ao
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Important Regional Disclosures

The analyst(s) involved in the preparation of this report may not have visited the material operations
of the subject Company (ies) within the past 12 months. Commission is the commission rate or the
amount agreed with a customer when setting up an account or at any time after that. To the extent
this is a report authored in whole or in part by a Non-U.S. analyst and is made available in the U.S.,
the following are important disclosures regarding any Non-U.S. analyst contributors: The Non-U.S.
research analysts (denoted by an * in the report) are not registered/qualified as research analysts
with FINRA; and therefore, may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions
on communications with a subject company, public appearances and trading securities held by a
research analyst account. Each analyst (denoted by an *) is a Non-U.S. Analyst and is currently
employed by Vetiva.

Legal Entities

Vetiva Capital Management Limited is registered with the Nigerian Securities & Exchange Commission
(SEC) to conduct Issuing House, Financial Advisory, Fund/Portfolio Management business. The
subsidiary, Vetiva Securities Limited is licensed by the SEC and the Nigerian Stock Exchange to
operate as a Broker/Dealer in the Nigerian Capital Market. Vetiva Trustees Limited, which is also a
subsidiary of Vetiva Capital Management Limited, is licensed by the SEC to carry on Trusteeship
business in Nigeria.

General

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 and the Wealth Management team, as Vetiva has established information barriers
between its Research team and certain business groups. Whilst reasonable care has been taken in
preparing this report, 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 and time of this report and may not necessarily be so after the report date and
time, as they are subject to change without notice. It is also instructive to note that a company’s past

Please Read: Important disclosures and analyst’s certification appear in Appendix
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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. Investments and securities discussed in this report may not be suitable
for all investors and certain investors may not be eligible to purchase or participate in some or all of
them. Users of this research report should independently determine the suitability and evaluate the
investment risks associated with investments and securities discussed in this report. 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.
Vetiva may make investment decisions or take proprietary positions that are inconsistent with the
recommendations or views in this report. To the extent that 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 and making use of this research report, you agree to be bound by the foregoing
limitations.

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.

© 2021 Vetiva Capital Management Limited. All rights reserved.
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