Company Update

Flour Mills of Nigeria Plc.

First glance: Q4-18 revenue and margins lower-than-expected;
earnings disappoint

Update: FLOURMILL released Q4-18 and 2018FY results earlier today. The 2018FY result
shows revenue grew by a marginal 3.5% while net profit increased by 54.1% over 2017FY
numbers. Both were behind consensus estimates by 7% and 12% respectively. For Q4-18,
revenue was down 14.4% y/y and 10.8% q/q while net profit was lower by 76% y/y and
91% q/q.

Lower-than-expected Q4-18 revenue: Although Q4 contributes the least to FLOURMILL's
top-line, we were quite surprised by the much lower outcome this year - wherein sales
came short of our estimate by 7% - considering (1) the strong trajectory over 9M-18 and (2)
that prices were lowered in December 2017 to support sales in 2018. We note the surprise
6% g/q decline in Food revenue (vs. our 20% growth estimate), which bucked the quarterly
growth trend of the last two years. Compared to Q3-18 also, Agro-allied revenue was lower
by 32%, but better than we expected, considering the company had reported negative
numbers on this line in the last two years.

Margin slides in Q4-18, after three quarters of expansion: Q4-18 gross profit margin
came in at 11.1%, about 484 bps lower g/q. The margin is the lowest in 2018FY.
Management had informed us in March that it was well on course to achieve minimum 13%
gross margin in 2018FY, despite the price cuts implemented late last year. The 12.67%
margin achieved in 2018FY is below the 13.7% we estimated. On the COGS line, we
observe a significant increase in rent/rates in Q4 compared to previous quarters.

EBIT margin in Q4-18 stood at 3.7%, significantly lower than the 10.3% average achieved
as at 9M-18. Gross opex margin rose to 7.8%, from 9M-18 average of 4.1% while other
gains stood at NGN436 million, 96% lower y/y and below the NGN1.8 billion average
achieved over 9M-18.

In-line finance cost: In Q4-18, finance cost came in at NGN7.54 billion, 2% ahead of our
NGN?7.4 billion estimate, and lower by 49% y/y and 15% q/g. Gross outstanding loan stood
at NGN153.2 billion, from NGN200.8 billion as at 9M-18. Long-term borrowing and bank
overdraft facilities reduced by 53% and 42% respectively compared to previous balances.
Management said during our last meeting that the proceeds of the recent rights issue would
be deployed fully to debt repayment.

Comment: We expect negative reaction to the result on likely downward earnings revision.
Apart from 2018FY net profit coming behind consensus forecast by c.12% (as stated
earlier), the reported Q4-18 EPS of NGNO0.27 (would have been a loss, excluding NGN3.3
billion tax credit) was also way-below the NGN1.30 expected by consensus. Our estimates
are under review

INCOME STATEMENT (N'bn)

31-Mar-18 31-Mar-17 change

Revenue 542.67 524.46 3% 115.16 -14% -11%
Cost of sales -473.90 -457.78 4% -102.42 -16% -6%
Gross profit 68.78 66.69 3% 12.74 -3% -38%
S&D -6.18 -5.34 16% -2.14 135% 69%
Admin -20.12 -18.42 9% -6.80 -19% 37%
Other income/(loss) 5.94 -1.49 -499% 0.44 -96% 1%
EBIT 48.42 41.44 17% 4.23 -70% -71%
Finance costs -32.70 -32.53 1% -7.54 -49% -15%
Finance income 0.82 156 -48% 0.35 -58% 83%
PBT 16.54 10.47 58% -2.96  -1754% -149%
Taxation -2.93 -1.64 79% 3.33 165% -256%
Profit/ (loss) from continued op. 13.62 8.84 54% 0.37 -74% -91%
Profit for the year/period 13.62 8.84 54% 0.34 -76.10% -91.28%
Source: Company account, Cordros Research estimates
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Company Data

NSE Code FLOURMILL

Bloomberg Code FLOURMILL:NL

Reuters Code FLOURMIL.LG

Sector CONSUMER GOODS
Market Cap. (NGN'bn) 131.21
Free Float (%) 45.30

Ratios Q4-18 Q4-17 2017FY]
Gross margin 11.06% 12.68% 12.72%
Opex margin 7.77% 3.96% 4.53%
EBIT margin 3.67% 5.99% 7.90%
PAT margin 0.32% 0.69% 1.68%
ROAE 5.75% 20.23% 7.83%
EPS (NGN) 0.27 0.53 3.03

Price movement (FLOURMILL vs. Benchmark Indices)
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Disclosures.

Analyst:

Christian Orajekwe (christian.orajekwe@cordros.com)

Analyst’s Certification and Disclaimer
The research analyst(s) whose name(s) appear(s) on the cover of this report certifies (y) that:

(1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject
securities or issuers;

(2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed by the research analyst(s) in this report; and

(3) all analysis made by the analyst(s) were in good faith and the views expressed reflect their opinion, without undue
influence or any intervention.

Rating Summary & Definitions
Cordros Capital uses the following rating system:

BUY (OVERWEIGHT) - Over the next twelve months, we expect the stock to return at least 20% above the current
market price.

HOLD (NEUTRAL) - Over the next twelve months, we expect the stock to range between <-10% and <+20% from the
current market price.

SELL (UNDERWEIGHT) - Over the next twelve months, we expect the stock to be more than 10% below the current
market price.

Important Disclosure

This document has been issued and approved by Cordros Capital (Cordros) and is based on information from various sources that we
believe are reliable. However, no representation is made that it is accurate or complete. While reasonable care has been taken in
preparing this document, no responsibility or liability is accepted for errors or fact or for any opinion expressed herein. This document
is for information purposes only. It does not constitute any offer or solicitation to any person to enter into any trading transaction.

Investments discussed in this report may not be suitable for all investors. This report is provided solely for the information of Cordros
clients who are then expected to make their own investment decisions. Cordros conducts designated investment business with
market counter parties and customers and this document is directed only to such persons. Cordros accepts no liability whatsoever for
any direct or consequential loss arising from any use of this report or its contents. This report is for private circulation only and may
not be reproduced, distributed or published by any recipient for any purpose without prior express consent of Cordros. Users of this
report should bear in mind that investments can fluctuate in price and value. Past performance is not necessarily a guide to future
performance.

Cordros and/or a connected company may or may not have a relationship with any of the entities mentioned in this document for

which it has received or may receive in the future fees or other compensation. Cordros is regulated by the Securities and Exchange
Commission to conduct investment business in Nigeria.
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