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Highlighting sustainability considerations in FMCG
companies

Sustainable investing is increasingly becoming the new normal Olufisayo Ademilua
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According to the European Commission, research on future scenarios Y

suggests that climate changes could have notable effects on environments,

plants, animals, and sectors that depend on agriculture, aquatic life, Ay smeee (rzam Leat )

energy, tourism, and water. In line with this position, countries/ il @ e e
international agencies are ardently pushing for a renewed commitment to

sustainability via initiatives like the UN SDGs, the COP? climate summits,

and the Glasglow Financial Alliance for Net Zero (GFANZ). In addition, a few

fund managers have mandates that are influenced by ESG (Environmental,

Social, and Corporate Governance) considerations. Therefore, this class of

investors is likely to pay greater attention to fundamentally sound and

value-adding companies that simultaneously tick the boxes on ESG.

The increasing ESG focus is also highlighted by the material growth in the
AUM of sustainable funds between FY'2016 and Q2'2020 (See figure 1
below). These AUMs have surged 4.3 times within the review period, with
Europe and US linked sustainable funds accelerating by 4.4x on average.
Notably, Europe accounted for 74.0%-79.0% of global sustainable funds
across the five years.

Figure 1: AUM of sustainable funds from 2016 to 2020 (Unit: $’billion)
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Source: UNCTAD based on Morningstar and TrackInsight data

! UN SDG- Sustainability Development Goals, in which Goal 13 is related to Climate Action

2 COP- Conference of the Parties. COP 26 was the most recent annual climate change conference
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ESG in FMCG’ companies

Coming closer home, we assess our Consumer Goods coverage to ascertain the level of
ESG considerations in decision-making. From raw material gathering to final delivery,
FMCG companies inadvertently contribute to greenhouse emissions across the value
chain. In response to this growing concern, a few of our coverage companies have set
individual targets geared towards combating environmental and social degradation that
their business operations could provoke.

Figure 2: Key drivers of greenhouse gas (GHG) emission in Nigeria

Power (12.2% of GHG FMCG companies obtain the bulk of their energy from
Nigeria emissions) diesel or gas

Buildings (2.4% of Emissions from FMCG factory buildings usually come
GHG emissions) from cooking, heating, and air conditioning

Source: CardinalStone Research; Crippa, M., Guizzardi et al, “GHG emissions of all world countries - 2021 Report”.

ESG ranking of FMCG companies

To provide an insight into the ESG inclination of our coverage FMCG companies, we
compare their ratings on CSR Hub and Risk Insights. The result of this exercise revealed
that NESTLE appears to be ahead of its peers on the ESG front (96.0% score on CSR Hub).
The company is closely trailed by NB, which obtained a 71.0% score on CSR Hub and a
GOOD rating from Risk Insights.

96.0%, 71.0%,

Excellent Good

NESTLE’s ESG rating according to NB'’s ESG rating according to CSR
CSR Hub and Risk Insights, Hub and Risk Insights, respectively.
respectively.

3 FMCG - Fast-Moving Consumer Goods
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Figure 3: FCMG companies and their ESG Ratings

ESG-Ranking 2020 ESG GPS Ranking (Risk Insights)

Achievements
(CSR HUB) Poor Excellent

NESTLE 96% L1000 & = 90% of NESTLE’s forest-risk commodities (palm oil,
pulp and paper, soya) have been assessed as
deforestation-free. In addition, 88% of its packaging

by weight is reusable or recyclable.

UNILEVER 46% |:| |:| |:| . => Unilever has plans to ensure that all its plastic
packaging is reusable, recyclable, or compostable. It
also aims to use at least 25% recycled plastic in its
packaging activities by 2025.

NB 71% |:| |:| . |:| => NB has reduced carbon emissions per hectolitre by
51% since 2008 and aims to achieve a net-zero
emission by 2030. It is also committed to increasing
renewable energy in production, including
renewable electricity and renewable thermal energy.

FLOURMILL 42% |:| |:| . |:| => FLOURMILL is phasing out old energy-intensive
assets in favour of assets that support a low carbon

economy. It also designed fit-for-purpose initiatives
to reduce, reuse, or recycle waste generated from its
operations.

DANGSUGAR 71%* |:| |:| . |:| => DANGSUGAR has reduced thermal, electrical energy
consumption by 7.0%. It has also embarked on a tree
planting initiative at DSR Numan operations to
preserve the environment.

GUINNESS 45% |:| . |:| |:| = GUINNESS has made significant progress in the post-

consumer recycling initiative for all its formats (cans,
bottles, and PETS).

UACN 3% |:| . |:| |:| = UACN has formulated its products in an eco-friendly
manner without compromising their quality and
standards.

Source: CardinalStone Research, Companies’ Sustainability Reports; CSR HUB-ESG Ranking; Risk Insights- ESG Ranking; .

*We adopted the average rating of companies under Dangote Industries for DANGSUGAR
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Valuation and Financial Metrics
Cherry-picking for long-term returns

In addition to their favourable ESG ratings, NESTLE and NB are trading at material
discounts relative to their historical five-year EV/EBITDA even though their respective
returns on equities are significantly higher. Elsewhere, GUINNESS has an EV/EBITDA
10.4% lower than its historical five-year mean level. The company’s ESG ratings (as per
CSR Hub and Risk Insights) are also a few layers below those of Nestle and NB. Overall,
we see considerable cherry-picking opportunities for ESG-sensitive investors within the

Consumer Goods space.

Figure 4: Five year mean and current EV/EBITDAs of FMCG companies
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Source: Capital |Q; CardinalStone Research

Figure 5: Five-year mean and current ROAs and ROEs of FMCG companies
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Source: Capital |Q; CardinalStone Research
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for this report, the research analysts denoted by an on the cover or within the document individually certifies, with respect to each
security or issuer that the research analyst(s) cover in this research) that: (1) all of the views expressed in this report accurately articulate the
research analyst(s) independent views/opinions, based on public information regarding the companies, securities, industries or markets
discussed in this report. (2) The research analyst(s) compensation or remuneration is in no way connected (either directly or indirectly) to the

specific recommendations, estimates or opinions expressed in this report.

Frequency of Next Update: An update of our view on the company (ies) would be provided when next there are substantial developments/
financial news on the company.

Conflict of Interest: It is the policy of CardinalStone Partners Limited and its subsidiaries and affiliates (individually and collectively referred
to as “CardinalStone”) that research analysts may not be involved in activities that suggest that they are representing the interests of
Cardinal Stone in a way likely to appear to be inconsistent with providing independent investment research. In addition, research analysts’
reporting lines are structured to avoid any conflict of interests. For example, research analysts are not subject to the supervision or control of
anyone in CardinalStone’s Investment Banking or Sales and Trading departments.

However, such sales and trading departments may trade, as principal, based on the research analyst’s published research. Therefore, the
proprietary interests of those Sales and Trading departments may conflict with your interests.

Company Disclosure:

CardinalStone 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 CardinalStone has with companies or in securities
discussed in this report, are disclosed hereunder :

Company Disclosure

Dangote Sugar Refinery Plc H

Flour Mills of Nigeria Plc

Guinness Nigeria Plc

Nestle Nigeria Plc

Nigerian Breweries Plc

UAC of Nigeria Plc H,)

a. The analyst holds 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. CardinalStone is a market maker in the publicly traded equities of the Company

d. CardinalStone has been lead arranger or co-lead arranger over the past 12 months of any publicly disclosed offer of securities of the
Company

e. CardinalStone beneficially own 1% or more of the equity securities of the Company
f. CardinalStone holds a major interest in the debt of the Company
g. CardinalStone has received compensation for investment banking activities from the Company within the last 12 months

h. CardinalStone intends to seek, or anticipates to receive compensation for investment banking services from the Company in the next
3 months
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i. The content of this research report has been communicated with the Company, following which this research report has been
materially amended before its distribution

j. The Company is a client of CardinalStone

k. The Company owns more than 5% of the issued share capital of CardinalStone

I.  CardinalStone has other financial or other material interest in the Company

m. Shareholder and/or bond register(s) managed by CardinalStone Registrars Limited
Important Regional Disclosures

The analyst(s) involved in the preparation of this report may not have visited the material operations of the subject Company (ies) within the
past 12 months. To the extent this is a report authored in whole or in part by a Non-U.S. analyst and is made available in the U.S., the
following are important disclosures regarding any Non-U.S. analyst contributors: The Non-U.S. research analysts (denoted by an * in the
report) are not registered/qualified as research analysts with FINRA; and therefore, may not be subject to the NASD Rule 2711 and NYSE Rule
472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.
Each analyst (denoted by an *) is a Non-U.S. Analyst and is currently employed by Cardinal Stone.

Legal Entities

Legal entity disclosures: CardinalStone Partners is authorized and regulated by the Securities and Exchange Commission (SEC) to conduct
investment business in Nigeria.
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