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Flour Mills of Nigeria Plc: Interim Results — Q2, 2008

FLOUR MILLS OF NIGERIA PLC

January 15, 2009 BUY Fair Value: NGM 47.80 Current Price: NGN24.75
= Consolidating Diversification
Ticker Flour Mills The unaudited Q208 result of Flour Mills of
Sector Food, Beverages &Tobacco

Valuation/Analyst Recommendation
1
In placing a fair value on Flour Mills,
we adjusted our parameters to reflect
the current market developments and
in line with its latest result. We
estimated TO, Earning Before Interest
Tax Depreciation and Amortization
(EBITDA) and PAT for 31 March,
2009. We project a TO of N185.99bn,
based on a growth of 45.69%, over the
previous year. We project EBITDA of
N26.66bn based on EBITDA margin of
14.33% and a PAT of N6.40bn based
on a PAT margin of 3.44%. We used
1.708bn Ordinary Shares currently in
issue. The Forward Earnings Per
Share (FEPS) generates N3.75. We
estimated the Dividend Per Share
(DPS) of N1.56 based on a dividend
payout of 41.67%. Applying Enterprise
Value( EV)/EBITDA multiple of 4.34x,
a P/E multiple of 14x, we arrived at
N43.17 per share using EV/EBITDA
multiple and N52.43 per share using
price earnings multiple. A simple
average of the two models generates
N47.80 which is our fair value. The
forward earnings yield and dividend
yield based on our fair value generate
7.83% and 3.27% respectively. We
therefore place a BUY on Flour Mills
Stock at the current market price of
N24.75 for both capital appreciation
and dividend payment.

Business Description

The principal activities of Flour Mills
are: flour milling; pasta production;
operation of bulk cement handling
facilities; sale of bulk and bagged
cement; manufacturing and marketing
of woven polypropylene sacks;
blending, sale and distribution of
Fertilizer.

FSOH Research

Nigeria Plc (Flour Mills) for the period ended
30 September, 2008 showed that its Turnover
(TO) grew by 61.89% to N80.87bn, compared
with N49.95bn in the corresponding period of
2007. Profit Before Tax (PBT) increased by
17.23% between 2007 and 2008 to N3.55bn
from N3.03bn in the corresponding period of

Date of Incorporation September 29, 1960
Date of Listing August 14, 1979
Year End March

No of Ordinary Shares 1,708,373,333
Capitalisation 44,503,125,343

% of Market Capitalisation 0.01%

:;:a::t r:‘;: ileé) 2'550 2007. The tax provision moved in a similar
YTD Return (22.23%) direction, increasing by 17.2% between 2007
52-Week Avg. Trade 336,410.82 and 2008 to N1.07bn from N909mn bringing
Beta Value 0.75 the Profit After Tax (PAT) to N2.49bn as
Current EPS N3.94 against N2.12bn in 2007, representing a
Current PE(x) 6.28 growth of 17.26%.

A cursory look at the company’s profit margins reveals a decline in the PBT margin in Q2 '08 over Q2'07 and over the FY '08 figure.
The PBT margin decreased to 4.39% in Q2 ‘08 from 6.06% as at Q2 ‘07, and down from 7.74% as at the end of the financial year in
March, 2008. This shows that the company’s total cost as a percentage of TO stood at 95.61% slightly higher than 93.94%
recorded in the corresponding period of 2007. From the above margins, the company has to work more efficiently to cut down on its
cost of production which is considerably high. PAT Margin currently stands at 3.07% down from 4.24% in the corresponding period
of 2007 and down from 4.98% as at FY ‘08.

The result also indicated that the percentage of the TO, PBT, and PAT in the Q2 ‘08 result to the Full Year Audited TO, PBT and
PAT for the period ended December, 2008 are: 63.34%, 35.95% and 39.07%, respectively. This suggests that Flour Mills may
barely manage to meet up with its top-line but may not be able to meet it's bottom-line in relation to the performance as at FY 08.

A cursory look at the audited account of Flour Mills as at March, 2008 showed that its working capital position improved significantly
in 2008. It's working capital improved to N5.75bn from a negative position of N2.16bn in 2007. Meanwhile, Flour Mills had recorded
negative working capital consistently between 2002 and 2007.

TO increased in 2008 over 2007 by 20.81% to N127.66bn, while the cost of sales increased by 24.71% to N106.74bn. A higher
proportionate increase in TO than the cost of sales led to a marginal increase in Gross Profit (GP) of 4.20% to N20.92bn from
N20.07bn but a decline in the gross profit margin from 9.27% in 2007 to 7.74% in 2008. The operating profit increased by 39.40% in
2008 to N16.97bn from N12.18bn in 2007. PAT however, declined by (14.87%) to N6.36bn from N7.47bn on account of huge jump
in provision for tax. Capital employed increased in 2008 by 35.32% to N56.63bn from N41.85bn in 2007, while the shareholders’
funds increased by 40.82% to N31.93bn over the previous year’s figure of N22.67bn. The Return on Capital Employed (ROCE) and
Return on Equity (ROE) stood at 22.85% and 19.86% respectively in 2008. The company paid a dividend of N1 and a bonus of 1
for 10 as benefits to its shareholders whose names appeared in the Register of its members as at August 11, 2008.

An analysis of the TO of Flour Mills in 2008 shows that its income of N127.66bn was derived from the sales of: Foods N76.46bn
(60%), Cement N32.35bn (25%), Fertilizer N8.92bn (7%), Packaging N8.85bn (7%) and Port Operations & Services N1.09bn
(1%). The analysis also showed that 98.75% of the company’s sales were within Nigeria, while 1.25% was outside Nigeria. During
the 2008 financial year, Flour Mills failed to produce at full capacity because of the energy crisis witnessed by the company. This
was due to occasional supply failure of natural gas and/or low pressure of its gas plants which led to about 45 days loss of power
generation. Consequently, the company had to resort to its ageing diesel plant which was hardly able to meet up with its energy
needs and was equally costly. The management of the company is however, putting in the appropriate strategies to substantially
upgrade the capacity of its diesel plant in order to meet its future energy needs. This is appropriate at a time the company intends
to put in appropriate strategies to launch new products; strengthen its core business of flour milling; broaden and diversify its
revenue yielding base. The company’s subsidiaries, associated and related companies as at March, 2008 are: Apapa Bulk
Terminal Ltd (100%), Flour Mills Registrars Ltd (100%), Golden Shipping Company Nig. Ltd (100%), Golden Pasta
Company Ltd (100%), Niger Mills Company Ltd. (98.9%), Nigerian Bag Manufacturing Company Plc (70%), Northern Nigeria
Flour Mills Plc (52.6%), Southern Star Shipping Company Ltd (100%), United Cement Company of Nig. Ltd(22%) and
Maiduguri Flour Mills Ltd (16.67%). Looking at the shareholding structure as at 31 March, 2008 Excelsior Shipping Company
Ltd held 51.59%, while the balance of 48.41% of the shares were held by other shareholders.
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TO
127,662
80,649
44,027
68,529
27,309

Company

PBT
9,878
30,661
8,463
4,346
1,961

PAT
6,363
21,475
5,441
3,172
1,219

PAT Margin (%)  ROE (%) EPS* PE*
4.98 19.86 3.94 6.28
26.63 82.75 1.85 7.23
12.36 87.26 9.16 19.85
4.63 13.88 2.74 10.23
4.47 19.42 3.14 12.74

A n nNSESFACTER@Kp *cCurrens 7-Up ¢ F & tandl Blosir Mifis@FY @ Ohave March as their Year End.

D vHosw  vHO7Y g
[Turnover W 80,865 49,951 61.89
[BBT 3551 3,029 17.23
[PAT 2486 2,120 17.26
(PBTMargin (%) | 439 6.06 (1.67)
[PATMSRIREN  3.07 4.24 (1.17)
Flour Mills Vs NSE ASI Rebased (Jan 14, 2008 - Jan 15, 2009)
110
90
70
50
30
10 T
S O o ) o Y
S S N S S s
N3 K3 S Na 4 K3 N3
FLOUR MILLS oo NSE ASI Rebased
Contact us at Our Offices:

Lagos Office: uvac House (6*-8" Fioors) 1/5
Odunlami Street, P.M.B 12913 Lagos. (Tel.) 234-1-

2640160-9 (Fax) 234-1-2702890

FY 2008 FY 2007 2k FY 2009E
127,662 105,669 20.81 185,989
9,878 9,792 0.88 8,495
6,363 7,474 (14.87) 6,398
7.74 9.27 (1.53) 4.57
4.98 7.07 (2.09) 3.44

_ Position Holding
_ Chairman N/A
[AhmedJoda” | Vice Chairman 323,530
_ Group Mgr. Director 2,177,906
[APlytas’ " Director N/A
_ Director N/A
_ Director N/A
[i6rFagbemi I Director 973,306
_ Director 892,456
PAletoka N Director 900,000
_ Director N/A
[VEGIATSAIU Director 657,441
[ERA Williams™ | Director 3,930,693

Port Harcourt:
Afribank Bank Building (2nd floor, 5 Trans Amadi Road, Port
Harcourt.(Tel) 234-084-463308 (Fax) 234-084-463174

Abuja Office:

Sterling Bank Building (formerly: NAL Abuja Complex), Plot
990, Cadastral Zone A O, Central Business District, (behind Leventis
Stores), Abuja FCT (Tel) 234-09-6700535

(Website)

www.fsdhgroup.om, www.fsdhsecurities.com
(Email)fsdhsecurities@fsdhgroup.com

This publication is produced by FSDH Securities (FSDH Sec) a subsidiary of First Securities Discount House Limited (FSDH) solely for the

information of users who are expected to make their own investment decisions without undue reliance on any information or opinions

contained herein. The opinions contained in the report should not be interpreted as an offer to sell, or a solicitation of any offer to buy any

investment. FSDH Sec may invest substantially in securities of companies using information contained herein and may also perform or seek to

perform investment services for companies mentioned herein. Whilst every care has been taken in preparing this document, no responsibility

or liability is accepted by any member of FSDH or FSDH Sec. for actions taken as a result of information provided in this publication.



