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Price Movement 

Event: Flour Mills of Nigeria Plc (‘The Group’) recently released its FY 2022 financial

performance where she reported a record N1.16trn revenue, an 51% year-on-year

(YoY) increase from the previous year. However, net profit only grew by 9% YoY to

N28.02bn, effectively implying a c.100 basis points net margin decline.

On the back of the higher profit generated in FY 2022, the management declared a

higher dividend payout of 31% in FY 2022 (FY 2021: 26%). This translated to a N2.15

total dividend for shareholders, up by 30% from N1.65 declared in the previous year.

Improved Distribution and Higher Pricing Drive Revenue Growth: The Group’s

management sustained efforts to deepen market penetration by enhancing route-to-

market and expanding focus on B2C segments. This, in combination with improved

product mix and higher pricing, supported revenue growth. The need to raise prices

became imperative due to a persistent rise in commodity prices in the international

market. Notably, wheat and sugar prices rose by 30% and 20%, respectively during the

financial year.

Global supply chain constraints and the pass-through effect of the geopolitical tensions

in Eastern Europe (i.e., Russia-Ukraine war) were the key catalysts to the higher prices

in the global commodities market. For context, the combined export value of the two

conflicting countries accounted for 22% market share in 2021. Therefore, expectations

of supply disruptions due to the war resulted in significantly higher wheat prices.

Sugar prices increased due to a combination of global supply chain disruptions and

product scarcity. During periods of higher crude oil prices in the global market, the

incentive to produce raw sugar becomes lower because of the higher opportunity cost

(production of ethanol).

Besides from the high raw materials prices, an additional layer of cost pressures during

the financial year was the unavailability of foreign exchange to import.

These factors discussed above drove cost of sales higher by 59% YoY. To manage

margin erosion, the management raised prices on products. However, the cost burden

was not totally passed on to consumers due to the underlying constraints on household

income and consumption. The implication of the partial transfer of cost burden resulted

in a 500 basis points decline in gross margin to 9% in FY 2022.

Improving Asset Turnover Underpins Efficiency: Asset turnover rose to 1.92x in FY

2022 (FY 2021: 1.58x). We note the sustained improvement by the Group in ‘sweating’

her assets. The asset turnover improvement, which began in FY 2018 after a weak

performance in the preceding years, was basically the result of the management’s

strategies over the past the three years. Some of these strategies include product

innovation, market penetration, strengthening of management, and reorganisation of

operating segments for efficient delivery and monitoring.

Weak Margins Due to High Operating Costs: The Group’s EBITDA was flat at

N87.33bn in FY 2022. Meanwhile, EBITDA margin declined by 300 basis points to 8%,

induced by the material impact of higher operating costs.

Lower FX Losses Support Bottomline: Non-operating losses declined by 15% YoY

to N24.12bn, largely due to a lower FX loss incurred in FY 2022. Relative to FY 2021

when the Group was faced with COVID-driven FX illiquidity, the foreign exchange

market was relatively stable, and the currency devaluation was less steep.

Stock Data FY 2021 FY 2022 FY 2023F

P/E 5.49x 5.59x 3.26x

P/BV 0.82x 0.73x 0.62x

PBT Margin 5% 4% 5%

PAT Margin 3% 2% 3%

RoE 16% 15% 22%

Dividend Yield 5% 6% 7%

mailto:a.bello@wstc.com.ng
mailto:j.chinga@wstc.com.ng
mailto:i.osaro@wstc.com.ng


W  S  T  C
The gain from the lower FX loss was partly eroded by a 37% YoY rise in finance cost,

on the back of increased debt levels in FY 2022. As discussed above, raw material

costs were higher, and that led to higher working capital need. Inventory grew by 46%

YoY to N288.52bn, trade receivables rose by 72% YoY to N32.63bn, while

prepayments rose by 18% YoY to N55.29bn. In total, working capital need rose by 43%

YoY to N376.44bn. Also, the Group invested significantly in fixed assets in FY 2022,

related to capacity expansions.

Although trade payables (delayed payments to creditors) rose by 66% YoY to

N189.83bn, the Group still had to borrow more. Total borrowings (leases inclusive)

grew by 20% YoY to N158.77bn.

With the moderation in non-operating losses, profit before tax grew by 11% YoY to

N41.12bn (PBT margin of 4% in FY 2022 versus PBT margin of 5% in FY 2021). Net

margin also dipped to 2% in FY 2022 (FY 2021: 3%).

Operating Segment Performance

Food

Source: Company financials, WSTC Research

Revenue grew by 57% to N748.76bn in FY 2022 on the back of higher market share. In

the review period, the Group improved its route-to-market infrastructures through

advanced technology. This boosted higher volume sales especially in the rural areas.

In addition, the Group increased its product offerings in food portfolio such as

“Amaizing Day” Cereal and goat meat pepper-soup noodle flavour.

However, due to higher input costs and heightened inflationary environment, profit

before tax declined to N28.84bn in FY 2022. The food segment accounted for 50% of

the Group’s profit before tax in FY 2022.

Agro-Allied

Source: Company financials, WSTC Research

Capacity expansions, product innovation, and increased investments in logistics drove

a 53% YoY growth in the agro-allied revenue segment to N213.37bn in FY 2022. In the

review period, the fertilizer business expanded with a new blending plant in Kaduna

state which accounted for a 21% increase in volume sales.

Within the year, the Group implemented cost savings measures and installed a seed

cleaning plant to reduce frequent machine breakdown in production. This further

strengthened the agro-allied operating segment and translated to a 44% YoY rise in

profit after tax to N20.06bn in FY 2022.

Food Segment (N'mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Revenue 748,763 478,332 358,354 335,614 345,701

Revenue growth +57% +33% +7% -3% N/A

Cost of sales (685,942) (424,069) (322,269)(321,890)(296,492)

Cost margin -92% -89% -90% -96% -86%

Profit before tax 28,838 36,432 26,522 22,264 14,776

PBT margin 4% 8% 7% 7% 4%

Agro-allied Segment (N'mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Revenue 213,374 139,439 105,464 88,100 90,684

Revenue growth +53% +32% +20% -3% N/A

Cost of sales (184,511) (120,906) (93,873) (68,879) (89,590)

Cost margin -86% -87% -89% -78% -99%

Profit before tax 20,057 13,911 503 (1,028) (12,523)

PBT margin 9% 10% 0% -1% -14%
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Sugar

Source: Company financials, WSTC Research

In the period under review, the Group introduced brown sugar to the sugar product

portfolio. The introduction of the product was followed by growing demand in the

Northern market, and among other industrial customers. Notably, the sugar is locally

sourced from farms in Sunti Golden Sugar Estate making it easily accessible to the

market.

Unfortunately, consequent to the heightened global sugar prices and challenging

operational landscape of the sugar industry, the Group incurred a loss before tax of

N3.21bn in FY 2022.

Support

Source: Company financials, WSTC Research

Additionally, the support segment which includes logistics services was boosted by

acquisition of new trucks and execution of strategic loading plans; all of which drove

the revenue growth and improved profitability in the segment.

Consequently, the Group sustained a profit before tax of N6.57bn in FY 2022 after

rebounding to a profit before tax of N1.95bn in FY 2021.

Other developments – Update on Honeywell Share Acquisition

The Group recently announced that she had gotten regulatory approvals for the

acquisition of a 71.69% stake in Honeywell Flour Mills Plc (HFMP) together with a

5.06% additional stake held by First Bank of Nigeria Limited. This brings the Group’s

total equity stake to 76.75% with operational and managerial control. The transaction

was executed at a N4.20 per share. In absolute terms, the Group is expected to pay

N25.56bn for the deal.

The Group aims to capture income statement (lower operating costs) and balance

sheet (increased capacity expansion and asset efficiency) synergies to deliver unique

value proposition to her customers.

Sugar Segment (N'mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Revenue 156,022 124,638 97,630 82,691 86,188

Revenue growth 25% 28% 18% -4% N/A

Cost of sales (155,635) (103,331) (83,117) (66,975) (73,380)

Cost margin -100% -83% -85% -81% -85%

Profit before tax (3,208) 6,902 5,132 7,407 3,501

PBT margin -2% 6% 5% 9% 4%

Support Segment (N'mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Revenue 45,644 29,199 12,327 20,999 20,097

Revenue growth 56% 137% -41% 4% N/A

Cost of sales (29,625) (16,545) (8,728) (16,314) (14,433)

Cost margin -65% -57% -71% -78% -72%

Profit before tax 6,572 1,946 (2,615) (6,211) 6,538

PBT margin 14% 7% -21% -30% 33%
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Outlook

We expect to see additional price increases in FY 2023, majorly from the sugar

segment whose margins have been under significant pressure. Across other business

segments, we expect revenue growth to be driven by higher volumes resulting from

capacity expansion and sustained route-to-market strategies. We also expect the

ongoing efforts on product innovation to continue delivering value.

On the back of these, we estimate a total revenue growth of 24% YoY for FY 2023,

and a net margin of 3%, a 100-basis point higher than 2% in FY 2022. Our estimation

of net margin expansion stems from a combined impact of improved product mix,

higher effective pricing, and operating scale. Based on the net margin expansion,

profit after tax is expected to grow by 71% YoY to N43.96bn – which implies a N10.72

earnings per share. Our dividend projection for FY 2022 is N2.50 (7% dividend yield).

Our fair value for the stock is N52.77, which translates to a 4.92x justified price-to-

earning (below the 5-year average of 6.05x). At the current market price, the stock

offers a 58% total return (price return: +51%; dividend yield: +7%). Hence, we

recommend a BUY.
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Financial Performance Trend

Source: Company Accounts, WSTC Research

Income Statement (N’mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Revenue 1,163,803 771,608 573,774 527,405 542,670

Cost of sales (1,055,713) (664,851) (507,987) (474,057) (473,895)

Gross profit 108,090 106,757 65,787 53,348 68,775

Selling and distribution expense (11,080) (12,080) (9,278) (8,166) (6,180)

Administrative expense (31,361) (26,952) (26,335) (19,096) (20,115)

Operating expense (42,441) (39,032) (35,613) (27,262) (26,295)

Operating profit 65,649 67,725 30,174 26,086 42,480

Interest income 1,086 3,652 2,393 769 816

Interest expense (25,482) (18,655) (19,975) (22,891) (32,697)

Other gains/(losses) (136) (15,528) 4,906 6,211 5,943

Profit before tax 41,118 37,194 17,497 10,174 16,542

Income tax (13,103) (11,477) (6,120) (6,174) (2,926)

Profit after tax 28,015 25,717 11,377 4,000 13,616

Non-controlling interest (2,339) 432 (909) 108 (940)

Profit to parent 25,676 26,149 10,468 4,108 12,675

Earnings per share N6.26 N6.38 N2.55 N1.00 N4.83

Dividend per share N2.15 N1.65 N1.40 N1.20 N1.00

Balance Sheet (N’mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Non-current assets

Property, plant and equipment 226,840 208,721 216,890 221,465 217,901

Other non-current assets 28,055 30,006 25,832 15,087 16,201

Total non-current assets 254,895 238,728 242,722 236,552 234,102

Current assets

Cash and cash equivalents 31,621 37,163 26,211 17,206 22,245

Inventory 284,463 195,449 115,596 118,867 111,373

Trade and other receivables 39,901 25,826 25,731 26,085 19,083

Prepayment and other assets 55,290 46,569 18,343 17,895 21,364

Other current assets 841 998 3,851 216 181

Total current assets 412,116 306,005 189,732 180,269 174,246

Total assets 667,012 544,733 432,454 416,822 408,348

Non-current liabilities 

Borrowings 114,811 101,765 80,675 46,231 29,376

Lease liabilities 17,654 14,789 10,703 0 0

Other non-current liabilities 45,056 43,869 36,510 34,990 28,567

Total non-current liabilities 177,521 160,423 127,888 81,221 57,943

Current liabilities 

Borrowings 43,955 30,914 28,886 80,704 123,857

Lease liabilities 0 1,920 2,654 0 0

Other current liabilities 249,632 176,862 117,218 103,925 75,931

Total current liabilities 293,586 209,696 148,758 184,629 199,788

Total liabilities 471,107 370,119 276,646 265,849 257,731

Net assets 195,905 174,614 155,808 150,972 150,617

Cash Flow Information (N'mn) FY 2022 FY 2021 FY 2020 FY 2019 FY 2018

Cash flow from operations 94,964 86,075 59,976 55,617 72,741

Working capital changes (45,244) (52,783) 10,348 19,662 11,851

Taxes (4,833) (2,943) (2,562) (2,584) (1,307)

Others (849) (498) (1,081) (456) (533)

Net cash flow from operations 44,037 29,851 66,680 72,239 82,753

Net cash used in investing activities (44,848) (18,425) (13,793) (24,989) (17,832)

Net cash used in financing activities (11,378) 649 (39,841) (42,012) (56,182)

Net increase/(decrease) in cash (12,189) 12,075 13,046 5,238 8,739
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Financial Projections

Source: Company Accounts, WSTC Research

Income statement (NGN mn) FY 2021 FY 2022 FY 2023F FY 2024F FY 2025F FY 2026F FY 2027F

Revenue 771,608 1,163,803 1,448,368 1,743,938 2,031,081 2,302,673 2,532,940 

EBITDA 91,634 90,113 116,168 160,097 191,882 236,136 231,560 

EBIT 67,725 65,649 91,376 135,381 165,605 206,655 231,560 

Profit before taxation (PBT) 37,194 41,118 70,391 117,439 148,275 189,532 215,735 

Net profit (PAT) 25,717 28,015 47,960 80,015 101,025 129,134 146,988 

EPS (N) 6.38 6.26 10.72 17.88 22.58 28.86 32.85

DPS (N) 1.65 2.15 2.50 2.70 5.84 7.47 8.50 

Balance sheet (NGN mn) FY 2021 FY 2022 FY 2023F FY 2024F FY 2025F FY 2026F FY 2027F

Current assets 306,005 412,116 459,168 534,423 638,076 770,366 830,980

Non-current assets 238,728 254,895 261,595 284,838 307,087 332,620 393,171

Total assets 544,733 667,012 720,763 819,261 945,163 1,102,987 1,224,152

Current liabilities 209,696 293,586 350,274 383,866 422,563 472,366 490,551

Non-current liabilities 160,423 177,521 139,445 141,268 146,954 160,579 159,467

Shareholders’ equity 174,614 195,905 231,044 294,127 375,646 470,041 574,134

Book value per share (N) 42.58 47.78 56.35 71.73 91.61 114.63 140.02 

Cash flow statement (NGN mn) FY 2021 FY 2022 FY 2023F FY 2024F FY 2025F FY 2026F FY 2027F

Cash from operating activities 29,851 44,037 116,670 55,769 124,261 137,276 156,040

Cash from investing activities (18,425) (44,848) (29,734) (45,763) (46,063) (52,400) (89,399)

Cash from financing activities 649 (11,378) (70,138) (14,467) (42,107) (24,638) (71,337)

Net increase/ (decrease) in cash 12,075 (12,189) 16,797 (4,461) 36,091 60,239 (4,696)

Free cash flow to equity 17,068 225 26,380 13,186 47,745 85,033 26,673

Ratio analysis FY 2021 FY 2022 FY 2023F FY 2024F FY 2025F FY 2026F FY 2027F

EBITDA margin 12% 8% 8% 9% 9% 10% 9%

Operating margin 9% 6% 6% 8% 8% 9% 9%

ROE 16% 15% 22% 30% 30% 31% 28%

ROA 5% 5% 7% 10% 11% 13% 13%

Dividend payout ratio (%) 26% 34% 23% 15% 26% 26% 26%
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The value of any investment is subject to fluctuations, i.e. may rise and fall. Past performance is no guide to the

future. The rate of exchange between currencies may cause the value of an investment to increase or decrease.

Hence investors may not get back the full value of their original investment.

Investment Recommendation

WSTC uses a 3-tier recommendation system for stocks under coverage: Buy, Hold, and Sell.

• Buy Rating: estimated fair value is ≥15% above current market price.

• Hold Rating: estimated change in price is between -10% and 15% of current market price.

• Sell Rating: estimated change in price is ≤ -10% of current market price.

This document is not an offer to buy or sell any security. This document does not provide individually tailored

investment advice. It has been prepared without regard to the individual financial circumstances and objectives of

persons who receive it. The appropriateness of a particular investment will depend on an investor’s circumstances

and objectives. The investments and shares referred to in this document may not be suitable for all investors.

This document is based on information WSTC Securities Limited (WSTC Securities) received from publicly

available reports and industry sources. WSTC Securities may not have verified all of this information with third

parties. Neither WSTC Securities nor its shareholders, directors, employees or advisors can guarantee the

accuracy, reasonableness or completeness of the information received from any sources consulted for this

publication; and neither WSTC Securities nor its shareholders, directors, employees or advisers accept any liability

whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its

contents or otherwise arising in connection with this document. This document is not to be relied upon and should

not be a substitute for the exercise of independent judgment.

This document includes certain statements, estimates and projections concerning the anticipated future

performance of securities listed on the Nigerian Exchange and as to the market for these shares. Such statements,

estimates and projections are based on information that we consider reliable and may reflect various assumptions

made concerning anticipated economic developments, which have not been independently verified and may or

may not prove correct. No representation or warranty is made as to the accuracy of such statements, estimates

and projections or as to their appropriateness for the purpose intended and it should not be relied upon as such.

Opinions expressed are current opinions as of the date appearing on this material only and may change without

notice. Other third parties may have issued other reports that are inconsistent with and reach different conclusions

from, the information presented in this report. Those reports reflect the different assumptions, views and analytical

methods of the analysts who prepared them.

This document is for information purposes only and private circulation. No portion of this document may be

reprinted, sold or redistributed without the written consent of WSTC Securities.

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

WSTC Securities Limited is a Trading License Holder of the Nigerian Exchange Limited (NGX) and is registered

with the Securities & Exchange Commission (SEC) as a Broker/Dealer to conduct Securities Brokerage & Dealing

in Nigeria. Therefore, we may deal in any securities listed on the NGX.

WSTC Securities Limited has its registered office at 2, Maitama Sule Street, South-West Ikoyi, Lagos, Nigeria.

Email: research@wstc.com.ng

Website: www.wstc.com.ng

© WSTC Securities Limited 2022.


