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Surrendering Market Leader Status? 

From a five-year high of NGN34.85, GLAXOSMITH's share price has slumped 
by 81.35% to settle at NGN6.50 as of 4th November 2021. As a result, its 
market capitalization on the exchange has declined to NGN7.77bn, trailing 
behind FIDSON in the pharmaceutical industry.  

The firm's business cuts across the pharmaceuticals (67% of revenue on a 5-
year average) and consumer health segments. Its principal activities centers 
around the production, marketing, and distribution of healthcare and 
pharmaceutical products in Nigeria.  

Although GLAXOSMITH still recorded the highest revenue in 2020FY 
(NGN21.30bn) relative to the other listed pharmaceutical firms, the revenue 
growth momentum is slowing. To a large extent, the pandemic ushered in an 
opportunity for revenue expansion in the pharmaceutical sector. Industry 
peers like FIDSON and MAYBAKER reported significant revenue growth 
during the heat of the pandemic driven by the surge in demand for drugs and 
related products. However, GLAXOSMITH's revenue only inched upwards by 
2.58%– a low growth rate compared to its peers during the 2020 financial 
year.  

An analysis of the firm's earnings also reveals a consistent decline in recent 
years. Despite undertaking strategies directed at streamlining their focus to 
select segments, performance has remained underwhelming.  

Post Divestment Gains 

Following the divestment of its beverage business in 2016, GLAXOSMITH's 
revenue sustained double-digit growth momentum, expanding by a 4-year 
compounded annual growth rate of 13.01% between 2016-2019. A revenue 
analysis of similar firms reveals that the firm compared fairly relative 
to MAYBAKER's (at -1.55%) and NEIMETH's (at 5.81%).  

The firm was able to sustain market dominance as the divestment gave it 
room to focus operations on pharmaceuticals. In addition, its international 
alliance and premium pricing model were significant buffers against the 
intense competition in the market and helped maintain its market leadership 
status. An increase in its distribution networks in 2020 (to nineteen 
distributors from nine) also contributed to the impressive performance.  

Contrary to the overriding theme for other pharmaceutical companies, 
2020FY was a challenging year for GLAXOSMITH. The firm's topline expanded 
marginally by 2.58% YoY (considerably low compared to FIDSON: 29.97% 
and MAYBAKER: 16.12%).  
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Chart 1: Company Revenue (2015-2020) 

  

Source: Company Fillings, Meristem Research 

First Quarter Result Drags Performance  

As part of the firm's plans to restructure its supply chain operating model, in 
2019, GLAXOSMITH announced the selection of FIDSON Healthcare Plc. as its 
local manufacturing partner. GLAXOSMITH transferred the manufacturing of 
its wellness and respiratory products to FIDSON, a contract scheduled to 
commence in Q3:2021- the most recent financial period.  

During the three months- Q3:2021- the firm recorded revenue growth of 
9.55%YoY to NGN6.59bn from NGN6.02bn in Q3:2020. However, aggregate 
revenue for the 9M:2021 period increased only marginally by 0.03% YoY 
(considerably lower than FIDSON: 59.39%, MAYBAKER: 25.26%), weighed 
down by the top-line contraction in the first quarter (-30.62%). This 
underwhelming performance comes despite the increase in demand for 
products in the pharmaceutical market and an upward price review of some 
core products like Sensodyne.  

While the consumer healthcare unit recovered from the downturn witnessed 
in 2020, expanding by 22.78% to NGN5.77bn in 9M:2021, the performance 
was different in the other business division.  

The pharmaceutical division (c.65% of overall top-line) reported a decline in 
revenue- down by 9.06% to NGN10.69bn from NGN11.75bn in 9M:2020.  

In our view, the competitive landscape of the industry, as well as the firm's 
premium pricing model (in the face of dwindling consumer wallets), are the 
major factors responsible for the underwhelming performance of the 
business unit. Premised on these, we expect the slow growth to persist 
through the fourth quarter of 2021FY.  
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Costs- The Archilles Heel 

In the most recent period, production cost settled at NGN12.08bn, 
representing a cost-to-sales ratio of 73.45% - significantly higher than the 
industry average of 55.29% (data from listed firms), and its 5-year average of 
63.24%. We expect costs to remain elevated mainly due to the inflationary 
environment. Data published by the National Bureau of Statistics (NBS) reveal 
that increases in the prices of pharmaceutical products have been among the 
drivers of the core inflation sub-index (core inflation rate currently at 13.74% 
vs. 11.37% in December 2020).  
  
Over the past four years, intercompany expenses have been at the heart 
of GLAXOSMITH's costs. The intercompany expense, which represents its 
portion of the shared services expenses cross charged from GSK 
Pharmaceutical Nigeria Ltd (a related party), makes up c.35% of its operating 
expenses. We observed a 12.95% uptick in Intercompany expenses in the 
9M:2021 period, coupled with the upsurge in freight costs (+55.48) and 
electricity expenses (+38.47%), drove total operating expense up by 10.42% 
to NGN4.31bn.   
  
The firm's operating margin settled at 0.83%YoY in 9M:2021 (a far cry from 
its 5-year average of 5.02%) as margins buckled under the weight of extra cost 
pressure. This is also considerably lower than the operating margin for other 
firms in the industry (NEIMETH- 13.55%, MAYBAKER- 18.43%, FIDSON- 
19.71%).  
 
Chart 2: 5- year Operating margin of industry players  

 

 

Source: Company Financials, Meristem Research 

 
Profitability Metrics Remain Constrained 
In Q1:2021, the firm recorded a significant loss of NGN238.07mn- masking the 
gains in subsequent quarters and resulting in a decline in Profit After Tax of 
83.10% during the nine-month period.  
However, a quarter-based analysis of Profit After Tax reveals a growth of 
49.41% YoY to NGN62.79mn in Q3:2021- although much lower than the 
earnings growth reported by FIDSON (+138.50%).  
Consequently, net margin slumped to 0.75%, ranking below the industry 
average of 8.35%. Furthermore, trailing Return on Equity (ROE) and Return on 
Asset (ROA) also declined significantly to 1.19% and 0.45% (from 6.81% and 
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2.93% in 9M:2021) and also significantly below the firm's cost of equity of 
21.53%.  
 

Earnings Quality Deteriorates During the Period 
GLAXOSMITH obtains a substantial portion of its raw materials and 
manufactured products from related parties. During the nine-month period, 
trade payables increased by 6.96% to NGN14.53bn from NGN13.58bn in 
2021FY.   
  
Also, trade receivables expanded by 26.38% - higher than the marginal growth 
in revenue of 0.03% during the nine-month period- indicating favourable 
credit terms to distributors and (or) channel stuffing.  
  
In 9M:2021, the firm's current ratio remained flat at 1.44x, while quick ratio- 
a more stringent measure of liquidity- declined to 1.1x from 1.51x in 
9M:2020.  
 
We also observed that earnings quality waned further in 9M:2021 as the firm 
recorded a negative cash flow from operations of NGN2.06bn- significantly 
lower than its net income of NGN122.70mn.  
 

Outlook and Recommendation 
Despite the essentiality of the firm's product and the opportunity presented 
by the pandemic, GLAXOSMITH's performance in recent times has been 
underwhelming.  
  
We cite the intense competition in the industry, the increasing adoption of 
alternative medicines, and the proliferation of counterfeits products as 
inhibiting factors. With three months left to the end of the year, we opine 
that very little can be done to change the firm's fortune for the financial 
year.  
  
Based on these factors, we project a revenue growth of 11.63% YoY in Q4, 
resulting in an overall top-line of NGN21.86bn in 2021FY. This also 
represents an annual revenue growth of 2.67%YoY in 2021FY.  
    
While we expect some cost efficiency benefits to accrue to the firm due to 
the manufacturing contract with FIDSON, the impact in the fourth quarter 
might be marginal given the high costs recorded so far in the year. Hence, 
we expect cost-to-sales ratio to settle at 71.17% in 2021FY (compared to 
72.22% in 2020FY).  
  
Overall, we have modeled a bottom-line of NGN261.24mn, representing a 
decline of 58.02%YoY in 2021FY. This represents a net margin of 1.19%, 
compared to 2.92% in 2020FY. We also project a 2021FY EPS of NGN0.22 and 
a target P/E ratio of 27.36x. This yields a target price of NGN6.02, implying 
a downside potential of 7.40% based on the closing price of NGN6.50 on 
November 4th, 2021. Hence, we rate the ticker HOLD. 
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Sensitivity Analysis of Dec-2021 Target Price to key model inputs Min 5.47 
  EPS Max 6.60 

Target PE 

6.02 0.20 0.21 0.22 0.23 0.24   
26.9x 5.47 5.68 5.91 6.13 6.37   
27.1x 5.52 5.74 5.96 6.19 6.43   
27.4x 5.57 5.79 6.02 6.25 6.49   
27.6x 5.62 5.84 6.07 6.31 6.54   
27.9x 5.67 5.90 6.13 6.36 6.60   

 

 

 

 

 

 

 

 

Financial Highlights and Forecasts (NGN billion)         

Profit & Loss Account   H1:2020A H1:2021 2021F 2022F 2023F 2024F 2025F 

Revenue 16.45 16.45  21.86   22.53   23.48   24.58   25.84  

Cost of sales 12.03 12.08  15.56   15.19   16.08   16.14   17.09  

Gross profit 4.42 4.37  6.30   7.34   7.41   8.44   8.75  

Other gains and losses 0.06 0.08  0.17   0.18   0.18   0.19   0.20  

Operating expense 3.91 4.31  5.72   6.23   6.43   6.36   5.84  

Operating profit 0.58 0.14  0.29   0.61   1.10   1.01   0.76  

Investment Income 0.06 0.05  0.11   0.12   0.14   0.16   0.18  

PBT 0.64 0.12  0.38   0.87   0.63   1.68   2.47  

PAT 0.64 0.12  0.26   0.59   0.43   1.14   1.68  

Balance Sheet 2020A H1:2021 2021F 2022F 2023F 2024F 2025F 

Property, Plant and Equipment  1.83 1.73 1.58 1.47 1.26 1.13 1.06 

Total Assets 23.74 23.49 23.45 23.95 24.90 25.78 27.74 

Total Equity  9.12 8.76 8.90 9.01 8.90 9.45 10.47 

Total Current Liabilities 14.59 14.70 14.52 14.90 15.96 16.30 17.24 

Non-Current Liabilities 0.03 0.03 0.03 0.03 0.03 0.03 0.03 

Total Liabilities 14.62 14.73 14.55 14.93 15.99 16.33 17.27 

Financial Ratios 2020A H1:2021 2021F 2022F 2023F 2024F 2025F 

Gross Margin 26.86% 26.55% 28.83% 32.57% 31.55% 34.33% 33.85% 

Operating Margin 3.50% 0.83% 1.31% 2.71% 4.68% 4.11% 2.94% 

Net Margin 3.88% 0.75% 1.19% 2.62% 1.81% 4.65% 6.50% 

Return on Asset 2.69% 0.52% 1.11% 2.49% 1.74% 4.51% 6.28% 

Return on Equity 7.00% 1.40% 2.96% 6.60% 4.75% 12.46% 16.87% 

Return on Invested Capital 7.65% 1.12% 2.32% 6.03% 4.06% 11.74% 15.85% 

Asset Turnover  0.69   0.70   0.93   0.95   0.96   0.97   0.97  

Financial Leverage  2.60   2.64   2.66   2.65   2.73   2.76   2.69  

Current Ratio  1.45   1.44   1.46   1.47   1.44   1.47   1.51  

Quick Ratio  1.23   1.11   1.12   1.15   1.13   1.17   1.20  
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Analyst’s Certification and Disclaimer 

This research report has been prepared by the research analyst(s), whose name(s) appear(s) on the cover of this report. Each 

research analyst hereby certifies, with respect to each security or issuer covers in this research 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 (the Issuer); and 

(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. Research analysts’ compensation is determined 

based upon activities and services intended to benefit the investor clients of Meristem Securities Limited (the Firm). Like all of 

the Firm’s employees, research analysts receive compensation that is impacted by overall Firm profitability, which includes 

revenues from other business units within the Firm. 

(3) each research analyst and/or persons connected with any research analyst may have interacted with sales and trading 

personnel, or similar, for the purpose of gathering, synthesizing and interpreting non-material non-public or material public 

market information. 

 

As at the date of this report, any ratings, forecasts, estimates, opinions or views herein constitute a judgment, and are not 

connected to research analysts’ compensations. In the case of non-currency of the date of this report, the views and contents may 

not reflect the research analysts’ current thinking. This document has been produced independently of the Issuer. While all 

reasonable care has been taken to ensure that the facts stated herein are accurate and that the ratings, forecasts, estimates, 

opinions and views contained herein are fair and reasonable, neither the research analysts, the Issuer, nor any of its directors, 

officers or employees, shall be in any way responsible for the contents hereof, and no reliance should be placed on the accuracy, 

fairness or completeness of the information contained in this document. No person accepts any liability whatsoever for any loss 

howsoever arising from any use of this document or its contents or otherwise arising in connection therewith. 

 

Analysts’ Compensation: The equity research analysts 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. 

 

Conflict of Interest 

It is the policy of Meristem Securities Limited and its subsidiaries and affiliates (Individually and collectively referred to as 

“Meristem”) that research analysts may not be involved in activities that suggest that they are representing the interests of 

Meristem 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 Meristem’s Investment Banking or Sales 

and trading departments. However, such sales and trading departments may trade, as principal, on the basis of the research 

analysts’ published research. Therefore, the proprietary interests of those Sales and Trading departments may conflict with your 

interests.  

Important Disclosure 
 

For U.S. persons only: This research report is a product of Meristem Securities, which is the employer of the research analysts 

who has prepared the research report. The research analysts preparing the research report are resident outside the United States 

(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analysts are not subject to supervision 

by a U.S. broker-dealer, and are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise 

comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public 

appearances and trading securities held by a research analyst account. 

 

This report is intended for distribution by Meristem Securities only to "Major Institutional Investors" as defined by Rule 15a-

6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and 

Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as 

specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, 

duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.  

 

Legal entity disclosures 

 

Meristem Securities Limited is a member of The Nigerian Stock Exchange and is authorized and regulated by the Securities and 

Exchange Commission to conduct investment banking and financial advisory business in Nigeria. However, the company 

through its subsidiaries carries out stock broking, wealth management, trustees and registrars’ businesses which are regulated by 

the SEC and ICMR. 
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IMPORTANT INFORMATION: DISCLAIMER 

Meristem Securities Limited (‘’Meristem’’) equity reports and its attendant recommendations are prepared based on publicly 

available information and are meant for general information purposes only and it may not be reproduced or distributed to any 

other person. All reasonable care has been taken to ensure that the information contained herein is not misleading or untrue at the 

time of publication; Meristem can neither guarantee its accuracy nor completeness as they are an expression of our analysts’ 

views and opinions.  

Meristem and any of its associated or subsidiary companies or the employees thereof cannot be held responsible for any loss 

suffered by relying on the said information as this information as earlier stated, is based on publicly available information, 

analysts’ estimates and opinions and is meant for general information purposes and should not be construed as an offer to buy or 

sell or a solicitation of an offer to buy or sell securities or any financial instruments. The value of any investment is subject to 

fluctuations, i.e. may fall and rise. Past performance is no guide to the future. The rate of exchange between currencies may cause 

the value of investment to increase or diminish. Hence investors may not get back the full value of their original investment. 

Meristem Securities is registered with the Securities and Exchange (SEC) and is also a member of The Nigerian Stock Exchange 

(The NSE). Meristem Securities’ registered office is at 124 Norman Williams Street, Southwest, Ikoyi, Lagos, Nigeria. Website: 

www.meristemng.com; Email: research@meristemng.com. © Meristem Securities Limited 2021. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


