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Earnings Rebound short-lived?                                                                           (N115.84 - SELL) 

 

• Forte Oil Plc. (FO) released unaudited 9M 2016 

results wherein revenue rose 32.2% YoY to N121 

billion. Though PBT rose 6.5% YoY to N5.6 billion, 

a surge in effective tax rates to 50.3% drove a 34.7% 

YoY contraction in PAT to N2.8 billion. Relative to 

our estimates, earnings are tracking largely behind 

due to weaker revenues, rising input cost and higher 

tax rate for the period.  

  

 

 

 

• Q3 16 was marked by a pull-back in revenues as FO 

posted a 24.9% QoQ decline in revenue to N36.6 

billion largely on the back of a 33% QoQ drop in 

petrol sales to N29.5 billion (Q2 16: N44.1 billion). 

Given higher prices over Q2 16 (+50.2% QoQ to 

N145/litre), the QoQ decline in petrol revenue 

implies a 63.2% QoQ cutback in petrol volumes to 

203 million litres by our estimates. The weaker 

volumes, on the back of 59% QoQ rise to 553million 

litres in Q2 16, comes as a surprise to us as during 

recent discussions with FO, management guided to 

focusing on increasing market share in petrol (H1 16: 

16%) on the back of tacit deregulation of the 

downstream sector which boded well for major 

marketers. Thus we will be seeking greater clarity 

 

 Income Statement Data  

  
2016 – 
9M'n 

2015 – 9M'n %chg 

 Revenue 121,083 91,616 32.2% 

 PBT 5,633  5,288  6.5% 

 Tax (2,836) (1,003) 182.6% 

 PAT 2,797  4,285  -34.7% 

    

 Balance Sheet Data  

  2016-9M 'n 2015-9M’n %chg 

Inventory 7,626 6,851 11.3% 

Receivables 42,013  47,437  -11.4% 

Cash 14,124 11,904 18.7% 

Payables 39,429  42,985  -8.3% 

Net Assets 43,199 45,972 -6.0% 

Total Assets 134,873  131,261  2.8% 

Total Liabilities 91,674 85,289 7.5% 

 

 Stock Data  

 Price N152.00

 52-week range    N152.00 – N342.00

 Market Cap. (N'b)  197.977

 1-month Avg. Vol  101,674

 Curr. PE  43.7x

 Bloomberg Ticker   FO:NL 

 FO Plc. - Share Price Trend 
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Stunted sales in Fuel and Lubricants’ 

segments drive weak top line… 



 

 

from management on the drivers behind Q3 16 

volume slack. 

 

• Elsewhere, FO reported flat QoQ trends in lubricant sales to N3billion and a 

three-fold QoQ increase in revenue from its power business to N3.5 billion—

the highest on a quarterly basis since its acquisition in October 31st 2013.   

 

Figure 1: Attribution analysis of business segments to revenue vs. Gross Margins 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                      Source: Company Financials, ARM Research 

 

 

 

• Compounding the top-line pressures, COGS declined at a slower pace relative 

to revenue, from Q2 16, levels resulting in gross margin contraction (-6.9pps 

QoQ to 8.5%, -6.7pps YoY). On a segment basis, gross margin thinned across 

board with petrol and lubes segment contracting 5.5pps YoY (8.5pps QoQ) and 

27.6pps YoY (24.1pps QoQ) to 4.9% and 16.5% respectively—the lowest 

margins recorded in the last 8 quarters.  

 

• On operating expenses, lower freight costs helped drive moderation in S&D (-

17.8% QoQ to N743 million) while FX gains of N193 million in Q3 16 

compared to FX losses of N389 million in Q2 16 underpinned tamer Admin 

costs (-34% QoQ to N2.0 billion).  

…as higher input cost pressures compresses margins 
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Figure 2: Cost as a percentage of sales across key business segments  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

                       Source: Company Financials, ARM Research 

 
 

 

• Extending the pattern in earlier quarters (Q1 16: 26.7%, Q2 16: 56.8%), FO 

reported an effective tax rate of 58.9% translating to higher taxes of N2.8 billion 

(nearly triple YoY). The impact of the foregoing offset net finance income over 

the period.  The net finance income stemmed from interest on bank deposits 

(five-fold YoY higher) and income from government grant on loans (147.1%). 

Looking through notes provided by management, FO currently enjoys a three-

year tax holiday on its power subsidiary implying that current elevation stems 

from downstream businesses. On this front, recent FO’s tax history, effective tax 

rates hover around statutory corporation tax levels which raises questions about 

the source of elevated levels of 2016. We will take up the issue with management.  

 

 

 

 

 

 

 

 

Elevated taxes offset net finance income  
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Figure 3: Trend in effective tax rate   

 

 

 

 

 

 

 

 

 

 

                                

                             Source: Company Financials, ARM Research 

 

• The elevated tax levels drove PAT margin downwards (-0.8pps QoQ and 4.2pps 

YoY) to 1.5%. Earnings of N564 million or EPS of N0.52 (-50.5% QoQ and -

67.9% YoY) is largely behind our estimate of N1.20 and is the lowest in the last 

7 quarters.  

 

 

• Going into the last quarter, we believe, in addition to the impact of lower 

volumes, higher input cost and finance charge will remain central to our outlook. 

On volumes, the significantly lower petrol volumes in the review period informs 

downward revision to our estimates which we now expect at 1.1 billion litres 

over 2016 (-4.7% lower than prior). Though we expect inorganic market share 

growth on the cards, we do not see this coming off until H2 17. Furthermore, 

stiff competition and brand loyalty in the lubes market limits scope for growth 

in that segment. Consequently, we project a 70% YoY (vs. 85% previously) rise 

lubes revenues. Overall, we estimate FY 2016 revenues at N159 billion (27.6% 

YoY) vs. N198 billion previously. 

 

• With regards to input cost pressures, the modest rebound in crude oil prices 

which we expect to average $45-$50/bbl in Q4 16 combined with recent down-

leg in naira at the interbank to N310/$ leaves room for diffident increase in 

Second-rate numbers prompt downward revision to forecast 
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input cost. More importantly, adjustments to our input estimates imply laxer 

gross margin of 12.9% (-1.75pps) largely on account of weaker margins on lubes 

(-5.1pps to 30%) combined with increase in finance charge estimate to N2.0 

billion (+21.1% YoY) to drive our FY 2016 earnings estimate 40% lower to N3.5 

billion (EPS: N3.16).  

 

• Net adjustment to our model drive our FVE estimate lower to N115.84. Last 

trading price of N152.00 is at a 24% premium to our FVE which translate to a 

SELL rating. FO trades on current and 2016E earnings multiples of 43.7x and 

45.64x compared to peer average of 23.3x and 15.2x respectively.  

 

Figure 4: Trend in price to earnings  ratio 

       Source: Bloomberg, ARM Research 
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QUARTERLY      
Income Statement (N mn)* Q1 2016A Q2 2016A Q3 2016A Q4 2016F  
Sales  35,602 48,821 36,661 37,919  

COGS (30,797) (41,263) (33,528) (32,777)  
Gross profit 4,805  7,557  3,133  5,142   

Operating cost (3,131) (4,000) (2,792) (6,113)  

Operating profit 2,446  4,400  1,021  (381)  

Profit before taxation 1,301  2,961  1,371  135   

Tax (347) (1,682) (807) 412   

Profit after taxation 954  1,279  564  547   

Earnings per share 0.87  1.04  0.52  0.50   

ANNUAL      

Income Statement FY 2015A FY 2016E FY 2017F FY 2018F FY 2019F 

Sales 124,617  159,002  169,407  177,867  186,888  
COGS (106,256) (138,365) (139,433) (146,235) (153,309) 
Gross profit 18,361  20,638  29,974  31,632  33,578  
Operating cost (13,724) (16,036) (20,785) (19,321) (18,596) 
Operating profit 8,688  7,486  12,261  15,538  18,373  
Net finance cost (1,676) (1,425) (484) (387) (246) 
PBT 7,012  6,061  11,777  15,150  18,126  
Tax (1,218) (2,424) (4,711) (6,060) (7,251) 
PAT 5,794  3,637  7,066  9,090  10,876  

Earnings per share 5.31  3.33  6.47  8.32  9.96  

      
Balance Sheet  FY 2015A FY 2016E FY 2017F FY 2018F FY 2019F 
Assets           

Fixed assets 62,810 18,650 18,259 15,702 13,367 

 Inventories 10,060 11,069 11,155 11,699 12,265 

 Trade debtors   34,897 34,897 44,525 47,439 49,808 

 Cash and other bank 
balances   

11,701 -6,777 -2,720 3,125 10,886 

 Total Assets 121,758 30,454 37,900 49,215 62,404 
 Liabilities            
 Trade Creditors  34,183 44,513 44,857 47,045 49,321 

Interest bearing loans & 
borrowings 

0 2,403 2,439 2,475 2,512 

Total liabilities  119,851 30,169 37,615 48,930 62,119 
Shareholders' fund  14,471 546 546 546 546 

      
Key Ratios  FY 2015A FY 2016E FY 2017F FY 2018F FY 2019F 
Profitability margins      
Gross margin 14.7% 13.0% 17.7% 17.8% 18.0% 
Operating margin 5.6% 3.8% 7.0% 8.5% 9.7% 
PBT 4.6% 2.3% 4.2% 5.1% 5.8% 
Net margin 14.7% 13.0% 17.7% 17.8% 18.0% 
EV/EBITDA 17.4 15.8 16.6 11.4 10.8 
P/E 39.1 33.9 45.6 23.5 18.3 

Summary of Results and Forecasts 



 

 

 

 

ARM now employs a two-tier rating system which is based on systemic importance of the security under review and the deviation of 

our target price for the stock from current market price. We characterize systemic importance as a function of a stock’s ranking among 

the group of top 20 stocks by NSE market capitalization over a trailing 6 month period (minimum) to the review date. We adopt a 5 

point rating system for this category of stocks and a 3 point rating system for stocks outside this group. The choice of top 20 stocks arises 

from the consideration that this group of stocks constitutes >75% of overall market capitalization and stocks outside this group are 

generally less liquid and individually account for <<1% of market capitalization. For stocks in both categories, the basis for ratings 

subject to target price deviation is outlined below:  

 

TOP 20    NON-TOP 20   

Rating Deviation  Rating Deviation 

STRONG BUY >20%   BUY >20%  

OVERWEIGHT 10%  — 20 %  NEUTRAL 5%  —  20 % 

NEUTRAL 0%  —  10 %  SELL <5% 

UNDERWEIGHT -5%  —  0%    

SELL <-5%    

 

 

RECOMMENDATION KEY 

Rating Recommendation  

BUY Accumulate security to a substantial extent constrained only by portfolio diversification considerations 

OVERWEIGHT Accumulate security to an extent moderated by cognizance of its benchmark weight  

NEUTRAL 

Maintain status quo for security with respect to current holding—i.e. keep if already holding and don’t buy otherwise—subject 

to reasonable portfolio constraints 

UNDERWEIGHT Minimise exposure to security taking cognizance of its index weighting 

SELL Sell-off security completely from portfolio  
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