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Margin resilience amid market share retention
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Nestlé Nigeria's revenue moderated marginally by 0.46% QoQ to ¥324.63 billion in
Q2'26, although it remained firmly positive on an annual basis, increasing 13.4% YoY Harrison Osagiede
from N286.23 billion in Q2'25. The sequential slowdown was largely anticipated harrison.osagiede@zedcrest.com

following the seasonal strength recorded in Q1 2026 and reflects a more measured

pricing strategy as the company prioritises market share retention over aggressive Rating HOLD

price increases amid a still fragile consumer environment. This mirrors the broader NGX Ticker NESTLE
competitive dynamics within Nigeria's consumer goods sector, where manufacturers Bloomberg Ticker NESTLE NL
have increasingly shifted focus towards volume recovery after successive years of Target Price N3,149.47

price-led revenue growth.
Company statistics (Q2’26)

Return on Asset 16.9%
Profit Margin 7.94%
Debt-to-equity ratio 576.08%
Market cap N2.8 trillion

Despite the softer quarter-on-quarter performance, underlying demand appears to
be gradually improving. Inventory levels declined during the quarter, indicating
stronger product off-take and improved inventory turnover rather than stock
accumulation. This suggests that the company's strategy of moderating price
increases is beginning to support sales volumes, providing a healthier revenue mix
compared with the largely pricing-driven growth observed over the past two years.

Margin expansion amid revenue weakness
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Cost of sales increased by a relatively modest 9.5% YoY to ¥198.17 billion, while rising
2.1% QoQ, broadly reflecting the recovery in sales volumes during the quarter.
Importantly, the pace of cost growth remained below revenue growth on an annual
basis, allowing profitability to improve despite inflationary pressures across energy,
logistics and imported raw materials especially following the middle east tensions.

Consequently, gross profit increased to ¥126.46 billion, with the gross profit margin
expanding to 39.0% in Q2 2026 from 36.8% in Q2'25, highlighting continued progress
in procurement efficiency, local sourcing initiatives and manufacturing optimisation.
Although the margin moderated from 40.5% in Q1'26, this appears more reflective of
quarterly inventory dynamics than a deterioration in operating efficiency. Inventory
balances were elevated at the end of Q12026, likely providing some temporary cost
absorption benefits during the preceding quarter, while the subsequent inventory
drawdown in Q2 2026 normalised production costs as sales volumes recovered.

Operating expenses continued to reflect Nestlé's deliberate investment in protecting
market share. Selling, marketing and distribution expenses increased 27.7% YoY, while
administrative expenses grew a more moderate 8.5% YoY, resulting in an overall 18.7%
YoY increase in SG&A expenses. The higher marketing spend is consistent with the
company's strategy of supporting distribution channels, improving product availability
and strengthening brand visibility amid an increasingly competitive consumer market.
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Consequently, the SGSA margin increased to 18.8% from 17.2% in Q2'25, while
operating profit margin moderated to 20.3% from 23.1% in Q1'26 as higher operating
expenses offset part of the improvement in gross profitability. Nevertheless,
operating margin remained above the 19.7% recorded in Q2'25, reflecting the stronger
gross margin achieved through improved cost management.

Finance income remained exceptionally strong during the quarter, increasing 17.9%
QoQ and 2,687% YoY to ¥18.00 billion from ¥:645 million in Q2'25. The increase was
largely driven by foreign exchange translation gains on foreign currency-
denominated balances, reflecting the relatively stable exchange rate environment
during the quarter. However, we do not view this as indicative of stronger liquidity or
a sustainable improvement in earnings quality. Rather, balance sheet trends point to
tighter working capital conditions, with trade receivables increasing while trade
payables declined during the quarter, suggesting that more cash was deployed to
support day-to-day operations. Consequently, the surge in finance income was largely
exchange rate-driven rather than supported by higher cash balances or increased
returns on interest-bearing investments.

Finance costs, however, increased 57.0% YoY and 82.8% QoQ to N30.93 billion,
reflecting additional borrowings utilised to finance capital expenditure and working
capital requirements.

Profit before tax increased on an annual basis, supported by stronger operating
profitability and lower net financing pressure relative to the corresponding period last
year. However, the increase in finance costs during the quarter weighed on sequential
earnings, with the PBT margin declining to 16.3% from 22.6% in Q1'26, although
remaining comfortably above the 13.0% reported in Q2'25.

Tax expense increased 61.6% YoY to N27.22 billion, reflecting stronger taxable
earnings, although it declined 21.7% QoQ following the exceptionally strong first
quarter. Consequently, PAT margin moderated to 7.9% from Q1'26, largely reflecting
the increase in financing costs, but remained above the 7.1% recorded in Q2'25,
demonstrating the company's continued recovery in underlying profitability.

Volume recovery offset by balance sheet risks

Looking ahead, we forecast FY2026 revenue of N1.47 trillion, representing 21.5% year-
on-year growth, supported primarily by continued volume recovery rather than
aggressive price increases. We expect management to maintain its market share
preservation strategy resulting in more measured pricing actions while supporting
demand across its key product categories.

We also expect cost optimisation initiatives, increased localisation of raw material
sourcing and improved manufacturing efficiencies to continue supporting profitability.
Accordingly, we forecast gross profit margin to improve to 40.5% in FY'26, compared
with 39.1% in FY'25. Having delivered a 39.7% gross margin in H1'26, and considering
the seasonally stronger demand typically experienced during the second half of the
year, we believe further margin expansion remains achievable despite normal
quarterly fluctuations.

At the earnings level, we forecast PBT margin of 17.1% and PAT margin of 9.6% for
FY'26, reflecting continued operating improvements, albeit partially offset by
elevated financing costs. While the company's earnings recovery remains
encouraging, the balance sheet continues to warrant caution. Net debt remains
elevated, with a debt-to-equity ratio of 5.74x, while tighter working capital conditions
evidenced by rising receivables and declining payables suggest liquidity remains under
pressure despite improving inventory turnover.
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Accordingly, we maintain a HOLD recommendation with a target price of
N3,149.47/share, supported by improving operating efficiency, recovering earnings
quality and gradual working capital normalisation, but balanced against elevated

leverage and financing risks.
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N'million 2025A 2026F 2027F 2028F 2029F 2030F
Revenve 1,207,773.08 1,467,444.29 1,819,630.92 2,256,342.35 2,797,864.51 3,469,351.99
Gross Profit 472,610.00 594,314.94 729,401.99 904,458.47 1,175,103.09 1,373,863.39
EBITDA 263,496.84 315,500.52 425,467.17 526,008.44 686,947.30 767,392.32
Profit Before Tax 166,846.78 250,983.18 387,275.74 468,141.70 607,027.11 651,705.42
Profit after tax 104,966.00 140,550.58 213,001.66 257,477.94 333,864.91 358,437.98
‘ 2026F 2027F 2028F 2029F lox{e]d
Gross profit margin 40.50% 40.09% 40.09% 42.00% 39.60%
EBITDA margin 21.50% 23.38% 23.31% 24.55% 22.12%
Operating profit margin 19.89% 21.46% 21.21% 22.35% 19.85%
PBT margin 17.10% 21.28% 20.75% 21.70% 18.78%
PAT margin 9.58% Nn.71% N.41% 1.93% 10.33%
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Important disclosure

This document is issued by Zedcrest Investment Managers Limited (“Zedcrest Wealth” or the
“Fund Manager”), an asset management firm registered with the Securities & Exchange
Commission (“SEC"), Nigeria.

This document is provided exclusively for the information of the recipient. It is not intended as,
and does not constitute, an offer or solicitation for the purchase of Units of any Fund or the
Securities of any Company. Recipients must inform themselves about and adhere to any
restrictions on the distribution of this document and the offering, sale, and trading of the
securities.

The information herein is confidential and intended solely for use by those to whom it is
addressed. It is not intended for public distribution and may not be reproduced, redistributed, or
published without the written permission of Zedcrest Wealth. Zedcrest Wealth, its advisers,
directors, employees, or affiliates do not accept any liability for the actions of third parties in this
respect.

Analyst certification
The research analyst(s) hereby certify that:
1. The opinions and views expressed in this report are their genuine, independent
perspectives, based on publicly available information.
2. Their compensation is not directly or indirectly linked to the specific recommendations,
estimates, or opinions presented in this report.
In other words, the analyst(s) affirm that their research is impartial, unbiased, and free from any
potential conflicts of interest.

Ratings definitions

Buy: A 'Buy'rating is assigned to stocks that we believe are significantly undervalued, yet possess
robust fundamentals, and are expected to generate a potential return of at least 15.00% or more,
based on the difference between the current market price and our analysts' target price

Hold: A 'Hold' rating is assigned to stocks that we believe are fairly valued, with limited potential
for significant price movement, and are expected to generate a potential return within the range
of +5.00% to +14.99%, based on the difference between the current market price and our
analysts' target price

Sell: A'Sell' rating is assigned to stocks that we believe are overvalued, with deteriorating or weak
fundamentals, and are expected to generate a potential return of less than +5.00%, based on the
difference between the current market price and our analysts' target price.

Rating Suspended: This designation is assigned to a stock when we are unable to provide an
investment rating or target price due to insufficient fundamental data, or when legal, regulatory,
or policy restrictions prevent us from publishing a rating or target price.

Extra-normal situations: Our standard rating methodology does not apply in exceptional
circumstances where non-quantifiable factors and material considerations that cannot be
reliably estimated come into play. In such cases, our analysts may exercise professional judgment
to assign ratings that deviate from those expected under our standard methodology, taking into
account unique circumstances that cannot be fully captured by our quantitative approach.

Analyst’s compensation

The research analyst(s) who prepared this report are compensated based on a combination of
factors, including:

- The quality and accuracy of their research

- Client feedback and satisfaction

- Competitive market factors

- The overall performance and revenue of the firm, which includes contributions from Asset
Management, Securities Trading, Stock Broking, and other business units

This compensation structure is designed to align the analysts' interests with the firm's overall
success and the value delivered to clients.

Valuation and risks

For a detailed analysis of our valuation methodology and potential risks associated with any
recommended security, please refer to our most recent company-specific research report. If you
have any further questions or concerns, please don't hesitate to contact the analyst listed on the
front of this report
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Frequency of next update
We will provide an update to our view on the company when significant developments or financial
news occur, prompting a reassessment of our position.

Conflict of interest policy

Zedcrest Wealth and its affiliates maintain a policy ensuring research analysts' independence.
Analysts are not involved in activities suggesting representation of Zedcrest Wealth's interests in
a way that could compromise their impartiality. To avoid conflicts, analysts report to separate
lines, independent of Securities Trading, Wealth Management and Stock Broking departments.
However, these departments may trade based on published research, potentially creating
conflicting interests with clients.

General disclaimer

This research report is based on publicly available information considered credible by our
analysts. However, facts and views presented may not reflect information known to other
Zedcrest business. While reasonable care has been taken, Zedcrest Wealth its officers, and
employees disclaim responsibility for any errors or omissions. The report's accuracy, fairness,
and completeness have not been verified, and its contents should not be relied upon for
investment decisions.

Ratings, forecasts, and opinions are subject to change without notice and may not reflect future
performance. Past performance is not indicative of future results, and investments may fall or
rise due to various factors.

Zedcrest Weadlth and its affiliates shall not be liable for any losses arising from the use of this
report. This report provides general information only and does not constitute personal
investment advice. Investors should independently evaluate investment risks and suitability, and
all investment decisions are their sole responsibility. Any investment decisions should be based on
public information or offering documents, not this report. Zedcrest's other business units may
issue inconsistent trading ideas or recommendations.
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