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Profitable but Doubtful: Balancing Scepticism and Benefit of the Doubt

Fan Milk Plc (“FML") released its unaudited 102023 financial results yesterday. Contrary to our expectations, the ice cream
manufacturer posted a net profit outturn of GHS 4.9mn, reflecting a sixfold improvement over the previous comparable year's
loss of GHS 1.0mn. From our analysis, FML's profit outturn was largely driven by robust double-digit revenue growth and
effective management of operating costs. Although macroeconomic headwinds drove up FML's costs of sales and constrained
gross margin growth, operating margin and net profit margin expanded on account of the reduced operating costs.

Performance: Profits linger on strong growth in revenue and effective operating costs management

e FML's earnings increased sixfold, from a loss of GHS 1.0mn in 102022 to a profit of GHS 4.9mn 102023

e Weattribute earnings growth to a strong double-digit increase in revenue and effective operating cost management strategies

e Revenue increased by 22.2% y/y to GHS 166.8mn. In our view, FML's revenue growth was largely driven by upward price
adjustments, ranging between 15.0% and 20.0% across pouches, new year festivities, and improved trade networks

e FML's cost of sales increased by 26.4% y/y to GHS 119.8mn on the back of the high average inflation rate of 50.5% in 102023 and
the 22.1%* depreciation of the Ghanaian Cedi against the US Dollar during the same period

e With cost of sales outpacing revenue growth by 4.2pps, gross margin fell by 2.4pps y/y to 28.2%

e However, operating margin improved by 3.9pps to 4.0%, on account of a reduction in operating expenses

e  FMLimplemented stringent operating cost controls, which saw operating expenses reduce by 3.0% y/y to GHS 41.1mn

e This decrease was mainly due to a 4.3% y/y reduction in distribution costs to GHS 23.4mn and a 3.5% y/y marginal increase in

administrative expenses to GHS 10.0mn
e Resultantly, net profit margin increased from -0.7% in 102022 to 2.9% in 102023

Outlook: Balancing scepticism and benefit of the doubt

e Inour previous publication, we indicated that we did not expect FML to post profits in FY2023. We revise this expectation as we are
now cautiously optimistic that FML can post profits in FY2023, albeit marginal

e Qur revised view is based on the observation that while the adverse factors that drove FML into the red continue to linger, we
foresee slight moderations in these factors in FY2023

e Forinstance, we continue to expect cost of sales to be elevated in the short term due to rising input material costs, elevated
inflation, higher utility costs, and local currency weakness

e However, with inflation trickling downwards and the Cedi’s appreciation towards the end of 102023 into early April 2023, we expect
cost of sales to be slightly tamed in the coming quarters

e Onthe OPEX front, however, we remain optimistic that FML will keep a tight lid on its operating expenses

e Onour revenue outlook, we anticipate that FML's approach of prioritizing outdoor growth recovery, enhancing the indoor channel,
expanding the Ice Cream brand, and promoting export business will contribute to a reasonable increase in revenue over the course
of the year

e However, we do not foresee high 20.0% revenue growth resulting from the upward price adjustments as consumer purse strings
continue to tighten, with a potential drag on sales volume

e The above notwithstanding, we expect FML to aggressively pursue the necessary marketing initiatives to help drive sales volume

Valuation: Under Review

e Wearein the process of re-initiating coverage on FML and have therefore placed our recommendation under review
e FMListrading at a P/E of 25.3x and EV/EBITDA of 9.5x

Analyst:
Clevert Boateng: +233 30 825 005

For further information, please contact our Research Team. T: 233 308-250051 +233 302-252517 Email: research@icsecurities.com

Disclaimer:

This report is designed to be utilized by qualified institutional and professional investors only. Private investors must consult their investment adviser or broker for professional advice before seeking to act on the contents of
this report. This advice has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness
of the advice, having regard to their objectives, financial situation and needs. IC Securities’ investment research reports are provided for informational purposes only. All information provided in this report is the intellectual
property of IC Securities, is for the use of intended recipients only, and may not be reproduced in any form whatsoever without the express written consent of IC Securities. Descriptions are not intended to be complete and
cannot be guaranteed to be accurate; therefore, IC Securities does not assume any legal liability or responsibility for any inaccuracies or misrepresentations contained in this report.  Neither IC Securities nor its management,
officers or employees accept responsibility or liability for, or make any representation, statement or expression of opinion or warranty, express or implied, with respect to the accuracy or completeness of the information or any
oral communication in connection therewith. There may be regulatory or confidentiality obligations which prevent IC Securities from disclosing information, material or otherwise, which would normally be expected to be
included in this report. The price of any securities stated in this report is the reported market price as of the date indicated, taken from sources IC Securities believes to be reliable. IC Securities does not represent that this price
may be achieved in any transaction. Due to the inherently illiquid and relatively opague nature of most of the Firm's coverage markets, any price stated in this report may not reflect the true trading price of the security
referenced. This document does not constitute an offer by, or on behalf IC Securities to enter into any transaction with you and will not form the basis of a contract for any such transactions. This report does not constitute an
offer to sell or solicitation of a purchase order in respect of any securities, derivative or other instrument by the Firm.







