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MacroeconomidChallengesiimMA Y B A KIRFYReturns
Robust Revenue Growth Amidst Economic Headwinds Company MAYBAKER
May & Baker Nigeria Plc (MAYBAKER) recorded a robust 37.46% YoY increase in its 2023FY revenue, reaching
NGN19.70bn (from NGN14.33bn in the 2022FY. This growth was predominantly fueled by the pharmaceutical y3zJuation
segment, which saw a 37.44% YoY surge in sales, attributed to increased sales volume and upward price adjustments EPS NGNO.78
of products in the segment. As anticipated, the newly launched Multi-Million Naira Lily Water factory (which
commenced operations in the latter end of 2023), significantly boosted the beverage segment's revenue, resulting BVPS NGN>.46
in remarkable 46.86% YoY growth in the segment’s turnover to NGN38.98mn (up from NGN26.54mn in 2022FY). P/E 7.85x
This marks the first revenue growth in the beverage segment in four years. P/BV 0.55x
MAYBAKER sailed into 2024 on an impressive note as revenue surged by 51.16% YoY in Q1:2024 to NGN6.42bn from Target PE 10.40x
NGN4.25bnin Q1:2023. This growth is attributed to sustained impressive growth (50.48% YoY) in the pharmaceutical Dec-2024 Exp. EPS NGNO.75
segment (c.99.46% of total revenue). Maintaining its 2023FY momentum, revenue for the beverage segment surged -
to its quarterly record high (+830.96% YoY), at NGN34.76mn from NGN3.73mn in Q1:2023. Looking ahead to Dec 2023 Target price NGN7.77
2024FY, we anticipate sustained growth in both the pharmaceutical and beverage segments, hinged on price _ Current Price NGN6.6
increases and sales volume expansion. As a result, we project a revenue of NGN25.21bn in 2024FY, reflectinga  Up/Downside Potential +17.79%
27.98% topline growth. Ratings BUY
. . . . . Key metrics

Margin Squeeze: Rising Operational Costs Erode 2023FY Profit Margins ROE 7 13%
In 2023FY, MAYBAKER's production costs printed higher by 25.46% YoY, reaching NGN13.11bn compared to
NGN10.45bn in the previous year. The rise in production cost can be linked to the increase in the cost of key ROA 5.93%
production inputs (active pharmaceutical ingredients) during the year. For context, prices of APl of certain drugs Net margin 6.20%
like paracetamol, meropenem and metformin increased by over 20% in 2023. However, the company regained its  Asset Turnover 0.96x
cost management expertise (which saw a temporary setback in 2022FY) as the cost-to-sales ratio, decreased from Leverage 1.20x
72.95% in 2022FY to 66.59% in 2023FY, resulting in a remarkable 69.83% YoY increase in gross profit to NGN6.58bn
(up from NGN3.88bn in 2022FY). Additionally, the company’s operating expenses (OPEX) surged during the period
by 55.82% YoY to NGN5.27bn (vs. NGN3.38bn in 2022FY), primarily driven by an increase in administrative expenses Yr Hi NGN8.26
(+119.15% YoY). Similarly, distribution expenses ticked up, (+19.42%) owing to elevated fuel, transport, and travel ~ Yr Lo NGN5.08
expenses. Subsequently, MAYBAKER’s operating profit declined by 36.73% YoY to NGN1.37bn (vs NGN2.16bn in  YTD return 25.71%
2022FY) on the back of a foreign exchange (FX) loss of NGN1.09bn due to the free fall of the Naira during the year. Beta 1.19
Moreover, the company’s finance cost rose by 1.52% YoY to NGN290.37mn compared to NGN286.03mn in 2022FY .
mainly due to a 19.80% increase in interest bearing liabilities to NGN6.70bn in 2023FY (vs NGN5.56bn in 2022FY). Adjusted Beta 113
Hence, the company’s profit-before-tax and net profit dipped by 27.09% YoY and 27.34% YoY, to NGN1.52bn and Shares Outstanding 1.73bn
NGN1.08bn in 2023FY (vs NGN2.08bn and NGN1.49bn in 2022FY). Likewise, the net margin, ROA, and ROE declined Market cap [NGN] 11.3%bn
t0 5.50%, 5.31% and 12.32% in 2023FY to 10.40%, 8.30% and 18.12% in 2022FY. Financial year-end December

Most Recent Period Q1:2024

The increasing cost of sales trend continued in Q1:2024 with a 31.97% YoY increase to NGN4.09bn. However, the
cost-to-sales ratio improved to 63.76% in Q1:2024 (vs. 73.04% in Q1:2023). Additionally, MAYBAKER's OPEX surged
by 75.09% YoY to NGN1.28bn from NGNO.73bn in Q1:2023, driven by significant increases in distribution (+87.97%
YoY) and administrative (+55.88% YoY) expenses. As a result of the substantial revenue growth and lower cost-to-
sales margin, the net profitin Q1:2024 soared by 130.42% YoY to NGN655.43mn, up from NGN284.45mn in Q1:2023.
In 2024FY, we project that the rise in input costs (particularly, active pharmaceutical ingredients) will persist
owing to ongoing inflationary challenges. Moreover, the current high-interest environment is likely to escalate
borrowing expenses for manufacturers across board, thus diminishing returns for industry participants. Hence,
we expect MAYBAKER’s net profit to print at NGN1.29bn in 2024FY.

Debt Reduction Bolsters MAYBAKER’s Solvency

The company's debt burden decreased to NGN6.32bn in Q1:2024 (from NGN6.66bn in 2023FY), leading to an improvement
in the debt-to-asset and debt-to-equity ratios to 0.28x and 0.67x, respectively (vs. 0.33x and 0.76x in 2023FY). This shows
that the company has significantly reduced its reliance on debt to finance its assets, which in turn minimizes the risk
exposure for shareholders. However, the company's liquidity position took a hit due to a significant increase in trade
payables, which rose from NGN3.20bn in 2023FY to NGN5.13bn in Q1:2024. As a result, the current and quick ratios
declined to 1.53x and 1.26x, respectively, in Q1:2024, compared to 1.56x and 1.58x in 2023FY. Moreover, MAYBAKER's
earnings quality suffered a setback, falling to 2.17x in Q1:2024 from 2.65x in Q1:2023, due to higher inventory holdings
(+47.84% YtD) during the period. The company's cashflow-to-debt and cashflow-to-equity ratios showed significant
enhancement, rising to 0.22x and 0.15x, respectively, in Q1:2024 (from 0.11x and 0.09x in 2023FY). This improvement is
tied to a substantial 88.58% YtD increase in cashflow from operations during the period, indicating a marked
strengthening in the company's ability to generate cash to meet investment and operational needs.
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Recommendation
We estimate a 2024FY target price of NGN7.77 for the stock, using a target EPS of NGNO.75 and a target PE of
10.40x. This implies an upside potential of 17.79% when compared with its closing price of NGN6.60 as of 9th
May 2024.
Sensitivity Analysis of Dec-2024 Target Price to key model inputs Min 2.58
Earnings per share Max 13.26
299.15 0.25 0.50 0.75 1.00 1.25
10.60 2.63 5.28 7.93 10.58 13.23
10.50 2.60 5.23 7.85 10.48 13.10
Target PE
10.40 2.58 5.18 7.77 10.37 12.97
10.51 2.60 5.23 7.86 10.49 13.12
10.63 2.63 5.29 7.95 10.60 13.26
Financial Highlights and Forecasts (NGN billion)
Profit & Loss Account 2022FY 2023FY  2024FY  2025FY  2026FY  2027FY 2028FY
Revenue 14.33 19.70 25.21 29.75 34.81 40.73 47.66
Cost of sales 10.45 13.11 17.83 21.05 24.36 28.51 33.36
E Gross profit 3.88 6.58 7.37 8.70 10.44 12.22 14.30
Operating expense 1.71 5.21 5.70 6.72 7.87 9.21 10.77
Operating profit 2.16 1.37 1.67 1.98 2.57 3.01 3.52
E Finance cost 0.29 0.29 0.32 0.30 0.31 0.33 0.34
PBT 2.08 1.52 1.91 2.21 2.89 3.41 4.04
! PAT 1.49 1.08 1.29 1.49 1.95 2.30 2.73
Balance Sheet 2022FY 2023FY  2024FY  2025FY  2026FY  2027FY 2028FY
Property, Plant and Equipment 5.01 5.42 8.75 11.99 15.06 19.17 23.71
Total Debt 5.56 6.66 6.49 6.16 6.64 7.08 7.08
Total Assets 17.96 20.38 23.81 25.90 29.42 33.28 37.71
Total Equity 8.24 8.79 9.56 10.54 11.97 13.76 15.97
Total Current Liabilities 6.10 8.80 8.53 9.64 10.77 12.12 13.68
Non-Current Liabilities 3.62 2.80 5.72 5.72 6.68 7.40 8.06
Total Liabilities 9.71 11.59 14.24 15.36 17.45 19.52 21.74
Financial Ratios 2022FY 2023FY  2024FY  2025FY  2026FY  2027FY 2028FY
Gross Margin 27.05% 33.41%  29.25%  29.25% 30.00%  30.00% 30.00%
Operating Margin 15.11% 6.95% 6.64% 6.64% 7.39% 7.39% 7.39%
Net Margin 10.40% 5.50% 5.12% 5.01% 5.61% 5.66% 5.72%
Return on Asset 8.38% 5.65% 5.84% 6.00% 7.06% 7.35% 7.69%
Return on Equity 18.08% 12.32% 13.49% 14.15% 16.31% 16.75% 17.08%
Return on Invested Capital 13.63% 8.58% 7.57% 6.40% 7.64% 6.61% 0.00%
Asset Turnover 0.80x 0.97x 1.06x 1.15x 1.18x 1.22x 1.26x
Financial Leverage 2.18x 2.32x 2.49x 2.46x 2.46x 2.42x 2.36x
Current Ratio 1.93x 1.56x 1.55x 1.22x 1.13x 0.99x 0.89x
Quick Ratio 1.06x 0.82x 0.51x 0.51x 0.51x 0.51x 0.46x
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Anal ystoos Certification and Disclai mer

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 analystdés compensatio
recommendations or views expressed by the research anal
determined basedoon activities and services intended to benefit the investor clients of Meristem Securities Limited (the
Firm). Li ke all of the Firmés employees, research analy
profitability, which includes revenudésom 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 interpretingatenial norpublic or material public

market inbrmation.

As at the date of this report, any ratings, forecasts, estimates, opinions or views herein constitute a judgment, and are not
connected to research anal ywrensyofthe daremfahis sepott,ithe viesys and cantehth e c a s
maynot reflect the research analystsd current thinking. T
While all reasonable care has been taken to ensure that the facts stated herein are accurate and that the ratings, forecasts,
estimates, opiins 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 accuracyifness 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

Anal yst sé Cohmegaity esedrdh 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 rewees from, among other business units, Investment Banking.

Investment Ratings

Fair Value Estimate

We estimate stockés fair value by computing a weighted a
and relative valuation methodol ogi es. The choice of rel a:
peculiar business ndoe | and what in the opinion of our analyst is co
firm specific as well as an industry perspective. However, we attach the most weight to discounted cash flow valuation
methodology.

Target Price Estimate

While we believe that the fair value is underpinned by the future benefits stream and growth outlooks, which are primary
drivers of value, the market might not align to the fair value estimate within the estimated investment horizon. Thus, we
do not deriveour target price from the fair value but from a trading perspective using the year projected earnings or book
value and the respective target multiples. Notwithstanding, we are of the opinion that the variance between the two should
not be too significant

Ratings Specification

BUY: Target Price of the stock is above the current market price by at Gepstdent

HOLD: Target Price of the stock ranges betwekhpercent and10 percentfrom the current market price.

SELL: Target Price of the stock is more thEhpercentbelow the current market price.
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Definitions
Price Targets:Pr i ce targets reflect in part the analystds esti ma
price target may be impeded by general market and macroeconomic trends, and by other risks related to the company or
market and may not occur ifthem@ any 6s earnings fall short of estimates.

Asset allocation: The recommended weighting for equities, cash and fixed income instrument is based on a number of
metrics and does not relate to a particular size change in one variable.

Movementsin Price Target

Company Name:May & Baker NigeriaPIc.

Previous Target New Target Previous New

Date Price (N) Price(N) Price (N) Recommendation Recommendation
09-May-2024 6.60 6.92 7.77 BUY BUY
08-Jan-2024 5.95 22.47 6.92 BUY BUY

Companydisclosures

Meristem or the analy®) responsible for the coverage 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 Meristem or the analy(s) have with companies or in securities discussed in this report, are disclosed below:

Company Disclosure
May & Baker NigeriaPlIc.

a. The analyst(s) hold(s) 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

c. Meristem beneficially owns 1% or more of the equity securities of the company
Meristem has been the lead manager elead manager of any publicly disclosed offer of securities of the company
over the past 12 months.

e. Meristem beneficially holds a major interest in the debt of the company

f.  Meristem has received compensation for investment banking activities from the company within the last 12 months

g. Meristem intends to seek, or anticipates receipt of compensation for investment banking services from the company in
the next 3 months

h. The content of this research report has been communicated with the company, following which this research has been
materially amended before its distribution

i.  The company is a client ¢fie stock broking division of tHderistemgroup.

j.  The company is a client ¢fie investment banking division of tMeristemgroup.

Meristem is the registrar to the company.

The company owns more than 5% of the issued share capital of Meristem

m. Meristem has other financial or other material irgeirethe company.

-~
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Conflict of Interest

It is the policy of Meristem Securities Limited and its subsidiaries and affiliates (Individually and collectively rederred t

as fAiMeristemd) that research analysts may not be involved
of Meristem in a way likely to appear to be inconsistent with providing independent investment research. In addition,
research analystsé reporting |lines are structured so as t

For exampl e, research analysts are not subject to the supyg
or Sales and trading departments. However, such sales and trading departments may trade, as principal, on the basis of the
researchanglst sé published research. Therefore, the proprietar
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 notasated persons of any U.S. regulated bralealer and therefore the analysts are not

subject to supervision by a U.S. brokkraler, and are not required to satisfy the regulatory licensing requirements of
FINRA or required to othavise 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
15a6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S.
Securities and Excinge 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 copieduplicated 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 investniemtking and financial advisorgusiness in NigeriaHowever,the

company through its subsidiaries carries out stock broking, wealth management, trustees and registrars busithesses wh
are regulated by the SEC al@MR.

Copyright 2024 Meristem Securities Limited. All rights reserved. This report or any portion hereof may not be reprinted,
sold, or redistributed without the written consent of Meristem Securities Limited.



