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Topline decline continues 

• Oando Plc’s Q2 13 revenues dropped 17.1% YoY 

(+31.6% QoQ) to N159.3 billion--4.6% lower than our 

forecast–in a trend that continues to reflect lower 

throughput volumes in its downstream business division, 

(particularly in the Supply and Trading segment) in a 

bid, according to management, to reduce exposure to 

PSF scheme. However we believe this  also reflects 

funding pressures arising from Oando’s attempts to close 

the COP deal. While the sharp QoQ rise, does suggest 

improved volumes in the downstream segment,  which 

accounts for over 85% of revenues, it must be noted that 

Q1 13 was a particularly poor quarter which 

underperformed even the turbulent (due to the subsidy 

brouhaha) Q1 12.  

• Similarly, while production at its upstream subsidiary 

(OER) dipped 8% YoY to 3880 bbl/d-- due to shut-ins 

at its Ebendo marginal field which was re-opened 

toward the end of April 2013, a 19.7% YoY rise in 

average crude oil prices to $109/bbl, lifted revenues in 

this subsidiary 7.8% to N5.6 billion.  We also believe the 

midstream division continued its impressive run Q1 13, 

still reflecting contribution from East Horizon Gas 

Pipeline. 

 

Income Statement Data  
 2013- 6M’m  2012 –6M’m %chg

Revenue 280,327 350,609 -20%
PBT 6,155 1 0,415 -41%
Tax   (1,884)  (3,809) -51%
PAT 4,271   6,606 -35%

Balance Sheet Data   
  2013-6M’m  FY 12 ’m %chg 

 

Fixed Asset      143,680    130,324 10% 

Stocks  22,284   18,110 23% 

Trade Debtors   142,863   114,385 24% 

Cash 19,717     13,408 47% 
Trade Creditors 139,007 86,399 61% 
Net Assets     161,652    105,354 53% 

 
Stock Data 

Price N12.20
52 week range   N10.43 – N20.18
Market Cap. (N'm)  82,232
1-month Avg. Vol  6,674
Curr. PE 4.3x
Bloomberg Ticker  Oando NL
Reuters Ticker                        Oando.LG
Oando Plc - Share Price Trend 
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• Notwithstanding, gross profits still rose 7.7% YoY to N17.2 billion– 6.4% behind 

our forecast--reflecting faster 19.3% decline in COGS to N142 billion, which we 

attribute to the improved contribution of the higher margin midstream division, 

amidst lower downstream volumes. This drove a 250bps expansion in GM to 

10.8% (vs our 11% estimate), which nonetheless is flat QoQ. 

• SD&A expenses jumped 39% YoY to N13.6 billion, driven by a surprising 30% 

YoY rise in S&D cost to N3.4 billion, and a 42% YoY rise in administrative 

expenses to N10.2 billion. This came amidst a sharp (82.8%) deceleration in other 

operating income to N274 million, due (in part) to a 2.5% depreciation of the 

Naira in the quarter. Consequntly, despite recovery at the gross margin level, 

operating profit halved YoY to N3.8 billion while operating margins shrunk 

160bps YoY to 2.4% margins (vs. our 4.6% estimate).  

 

• Notably, additional depreciation charges particularly from depletion and 

amortization1 at its upstream asset—which accounted for 50% of the YoY 

increase—clearly drove the rise in administrative expense, the YoY surge in S&D, 

amidst lower downstream volumes is surprising and we will no doubt get more 

clarification from management at its scheduled conference call.  

 

                Figure 1: FX gains as % of “Other Operating Income” 

 

Source: Company financials 

                                                 
1 Depreciation, amortization and depletion cost rose 79% to $26/bbl due to increase in estimated future development cost 
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Equity injection improves gearing  

• The 21.3% decline in Oando’s debt level to N234.4 billion from Q1 13, amidst 

increase in equity, does imply reduction in debt with proceeds of right issuance 

and possibly reflects the impact of scaled-down downstream volumes. Thus 

gearing ratio, which has been as source of concern improved significantly to 1.5x 

(from 2.7x in Q1 13), inching closer to the company’s target of 1x.  Net finance 

cost also declined 14.6% YoY to N1.98 billion.  

 

• However, driven by weaker operating income, PBT and PAT plunged 65.5% and 

49.1% YoY to N1.9 and N1.8 billion, respectively-- 65.4% and 40.7% below our 

forecast--yielding 1.2% and 1.1% in the corresponding margins. The slower 

decline in PAT, reflects significantly lower effective tax rate of 2.3% in the period 

(vs. 34% Q2 12), which we link to the utilisation of deferred tax asset, which stood 

at nil, from N5.1 billion in Q1 13.   

             

All eyes on COP transaction closure  

• With just over ~1 month to the long stop date for the consummation of the COP 

deal, we expect volumes at its downstream division to decline QoQ, as 

management will probably look to hold onto any available cash to cover any 

possible shortfall in the financing of the deal. According to recent OER filing, the 

Acquisition Agreement stipulates that the $435 million (N67 billion) deposit is non-

refundable, save in the event of a failure to perform by COP or certain other 

limited circumstances. Based on trend as at Q2, we revise our Q3 13E revenues 

4.8% lower than previous to N141.7 billion, which is nonetheless 3.3% higher than 

Q3 12, a quarter marred by PSF related fuel scarcity. 

 

• Tracking revenues, we also revise our Q3 13E COGS 5% lower to N126.4 billion, 

putting gross profit 7% lower than our previous forecast at N15.3 billion with 

corresponding 10.8% margin matching H1 13 run-rate.   

 

• Still reflecting our views on lower volumes downstream, our SD&A expense 

declines 6% from previous to N10.5 billion, though SD&A ratio is up 30bps in 



 

 

line with H1 13 average of 7.7%. With forex gains the main driver for other 

operating income, recent pressures on the Naira, coupled with Q2 13 figures 

which missed our estimate by a wide margins, leads us revise our estimate 93% 

lower to N89 million. Consequently, our operating income drops 32% lower to 

N4.8 billion (50% lower YoY) with corresponding margin of 3.4%, 20 bps behind 

H1 13. 

 

• With Oando’s total debt having declined for the first time after 5 consecutive 

quarters, amidst rising cash balance (+ 15% QoQ)  to N19.7 billion, we revise our 

net finance cost 20% lower to N2 billion. Net revision cause a 30% and 48% 

decline in our PBT and PAT estimate to N2.8 billion and N1.6 billion 

respectively, yielding margins of 2% and 1.1% respectively.  

 

Improving leverage bodes well for valuation  

• Despite our muted near term outlook on the company, the impact of lower financial 

leverage has an outsize impact on our model FV estimates which rises 57% to 

N12.99; 6.4% premium to current market price. We had held back on 

incorporating this factor pending successful completion of its rights issue.  Notably, 

our valuation still does not incorporate potential upside from the on-going COP 

acquisition scheduled to close on or before the 20th September, 2013, especially with 

confirmation of only $153 million (N23.7 billion) raised so far of the outstanding 

$1.38 billion (N213 billion). Thus, whilst we await the outcome of US$200 million 

(N31 billion) private placement, US$700 million (N108 billion) 7 year debt facility 

and the recently filed C$550 million (N86 billion) base shelf prospectus for issuance 

of common shares on the TSX, partly to finance the deal amongst other uses, we 

will continue to discount the impact. Oando trades at a current and forward P/E of  

4.1x and 8.1x relative to peer average of 11.6x and 9.9x and a 2013E EV/EBITDA 

multiple of 8.4x, compared to peer mean of 7.1x which reflects comparatively 

higher gearing. Nevertheless, we upgrade of rating from a SELL to a NEUTRAL 

on valuation grounds. 

 

 

 



 

 

 

Summary of Results and Forecasts 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company financials, ARM Estimates 

 

 

 

 

 

QUARTERLY           

Income Statement ('mln) 
Q1 

2013A 
Q2 

2013A 
Q3 

2013F 
Q4 

2013F   

Turnover 121,061 159,266 141,736 168,504  

COGS (108,013) (142,081) (126,429) (150,306)  

Gross Profit 13,048 17,186 15,308 18,198  

Operating Costs (8,400) (13,613) (10,512) (12,359)  

Operating Profit 5,842 3,847 4,884 6,055  

Profit Before Taxation 4,290 1,866 2,837 4,296  

Taxation (1,841) (43) (1,220) (1,847)  

Profit After Taxation 2,448 1,823 1,617 2,449  

            

            

ANNUAL           

Income Statement (mln) 2012A 2013F 2014F 2015F 2016F 

Turnover 673,182 590,568 672,443 714,308 750,343 

COGS (591,560) (512,283) (582,809) (619,357) (650,464) 

Gross Profit 81,622 78,285 89,633 94,951 99,879 

Operating Costs (49,594) (44,883) (49,761) (52,859) (55,525) 

Operating Profit 35,619 24,347 30,795 32,096 33,301 

Profit Before Taxation 17,554 16,735 19,016 21,725 23,338 

Taxation (6,768) (7,196) (8,177) (9,776) (10,502) 

Profit After Taxation 10,786 9,539 10,839 11,948 12,836 

            

Balance Sheet ('mln)           

Fixed Assets 130,325 221,832 233,600 247,891 263,850 

Stocks 18,110 23,053 20,398 24,774 29,271 

Trade Debtors 115,755 113,059 131,130 123,375 129,581 

Creditors 87,886 97,334 122,390 130,065 136,598 

Net Assets 105,354 104,984 112,961 121,658 130,909 

            

Key Ratios           

Operating Margin 5% 4% 5% 4% 4% 

Net Margin 2% 2% 2% 2% 2% 

P/E 3.5 9.0 7.8 8.9 8.2 

P/BV 0.3 0.7 0.9 0.9 0.8 

P/Sales 0.0 0.1 0.2 0.1 0.1 

       

       

       

       

  
  



 

 

 

ARM ratings and recommendations 

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  

STRONG 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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