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 Earnings jump on strong diesel sales (N174.67 - NEUTRAL) 

 

• Total Oil Nigeria Plc. (Total) released Q1 2016 

unaudited financial statements which show stable sales of 

N59 billion (-0.6% YoY) and a surprise  seven-fold YoY 

jump in earnings to N2.8 billion (+48% QoQ)—the 

highest in 13 quarters and well ahead of our N866 

million estimate.  

 

 

 

• The sharp improvement in earnings was underpinned by 

lower than expected input costs of N50.8 billion (-5% 

YoY) which caused gross profit to hit a record N8.8 

billion (+36% YoY) in Q1 16.  Accordingly, gross margin 

of 14.9% (+400bps) is the highest in 12 years—275bps 

ahead of our estimate.   

 

• Breakdown of results show that input costs gain 

largely stemmed from the corporate segment 

(~17% of total revenue) of the business where 

gross margin expanded a significant 14pps YoY 

to a record 27% in Q1 16, relative to 1.6pps and 5pps 

YoY expansion for the retail and aviation segments, 

respectively.  

 

• Although gross margin expansion business segments 

reflect lower landing costs of petroleum products (~24% 

YoY on average) in lockstep with softer oil prices, the 

sizeable gross margin gain for the corporate segment— 

 

 Income Statement Data (N million)*  

  2016 – 3M 2015 – 3M %chg 
 Revenue 208,028 240,619 -13.5% 
 PBT 6,495 5,558 -4.9% 
 Tax (2,448) (1,135) 58.7% 
 PAT 4,047 4,424 -23.5% 
* unless stated 

otherwise    

 Balance Sheet Data (N million) 

  2016-Mar  2015-Dec  %chg 
Fixed Assets 23,091 21,922 5.3% 
Receivables 24,631 35,380 -31.2% 
Cash 13,502 14,468 -6.7% 
Payables 48,261 61,773 -18.0% 
Net Assets 16,242 13,930 2.0% 

 

 Stock Data  

 Price N152.00   

 52 week range    N137.75– N174.00 

 Market Cap. (N'm)  51,607 
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17pps above 5 year average—suggests a sharp tilt in sales mix in favour of non-

regulated products, like AGO and Lubricants. Indeed, without providing details, 

management linked gross margin gains to significantly higher AGO sales, which, 

incidentally, was also quite evident with the NNPC’s downstream subsidiary 

(PPMC1) which sold ~1.2 million litres/day of the product—50% YoY and 82% 

QoQ—over the period.   With retail prices of AGO averaging N115 – N135/litre 

over Q1 16, we estimate—using PPPRA’s template—that major marketers, like 

Total, enjoyed gross margins well in excess of 40% on sale of the product. Against 

this backdrop we believe that diesel accounted for nearly half of Total’s sales to its 

corporate clients in Q1 16. We think the strong AGO sales was buoyed by an 

increase in the use of diesel generators for power supply, following decline in power 

supply over the period as well as some stockpiling by corporates, perhaps, to avert 

a similar scenario where supply shortfall forced a number of them to shut shop in 

2015.  

 

Figure 1: Total’s gross margins by reporting segment 

 

Source: Company financials, ARM Research 

 

 

 

• Another high point of Total Q1 16 results is the jump in lubricants N8.0 billion 

(+17% YoY) which offset most of the decline in receipts from petroleum products 
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Strategic alliances underpin robust lube sales  
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(N51.7 billion: -3% YoY). With lubricant prices fairly stable over the period, the 

surge was driven by higher volumes, suggesting that the strategic partnerships 

entered with heavy equipment maker (Sany Nigeria) in Q4 15 and car 

manufacturer (Kia motors Nigeria) in February 2016 to supply lubricants across 

outlets might be gaining traction.  

 

• Operating profits rose over three-fold YoY to N4.0 billion due to benign 

operating costs (-4% YoY to N5.4 billion) as management cutback on promotions 

(-40% YoY), maintenance (-26% YoY) and bank charges (-78% YoY). 

Consequently, operating margins expanded 4.6pps YoY to 6.7% which is nearly is 

double our estimate and the average over last 16 quarters.  

 

• Buoyed by lower net finance charges (-41% YoY) PBT jumped 4 fold to N3.8 

billion (Q1 2016E: N1.2 billion), with significantly lower effective tax rate of 

26.5% (vs. 53% in Q1 15) driving PAT to 13 quarter peak of N2.8 billion. 

Lower net finance charges reflect drop in interest cost (-3pps) due to monetary 

easing and lower average debt levels over Q1 16. PBT and PAT margins expanded 

4.8pps and 4.0pps to 6.4% and 4.7%, relative to our estimates of 2.2% and 1.6%. 

 

 

 

• Although flat YoY in Q1 16, Total’s sales which rose 22% QoQ perhaps affirm 

our prognosis that the impact of fuel shortage over the first quarter was more 

prevalent with independent marketers. Going forward, whilst we expect the strong 

run of lubricant sales to continue with the signing of another Lubricant Supply 

Agreement with TATA Nigeria late April, we are more cautious on growth in the 

sale of petroleum products. Our less sanguine view on petroleum products is 

hinged on the uncertainties around pricing of PMS. Since the modest downward 

revision in petrol prices to N86.50/litre (-0.6%) on the back of the switch to price 

modulation2 from fixed pricing, PMS prices remain unchanged despite the 

rebound in oil prices (+25% relative to Q1 16 average). As a result, after subsidy 

free Q1 16, every litre of PMS consumed since April 2016 is subsidised. Without 

full implementation of a transparent mechanism for setting PMS prices, we expect 

                                                 
2 Price modulation allows for quarterly adjustment of PMS prices in line with changes in input costs 

Benign input costs to sustain earnings momentum, albeit at a 

milder pace  
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usually subsidy related issues, particularly delayed payments, to weigh on sector 

volumes as marketers look to minimize subsidy arrears. Nevertheless, due to low 

base in 2015, we have retained our 2016 revenue estimate, which implies a 10% 

YoY recovery.  

 

• However we have revised our cost estimates. For input costs, following record gross 

margin (27%) in Q1 16, we have revised our 2016E GM for general trade segment 

(corporates) to 18% from 13% previously. Our conservative expectations, relative 

to stellar Q1 16, reflect our view that the factors that underpinned higher diesel 

sales—poor power supply and shortage of petroleum products—are largely 

transitory. 

 

• We have cut 2016E operating costs to N20.4 billion (-3% lower than prior) 

following the exclusion of Technical Service Agreement (TSA) costs in compliance 

with court judgment. Consequently our 2016E operating profit is 30% higher than 

previous at N10.2 billion (+63% YoY), implying margins of 4.5%--90bps above 

five year average. However, PBT and PAT of N8.8 billion and N5.9 billion are 

50% higher than prior due to downward revision in net finance charges.  

 

• Over the next five period (2015 to 2020), our revenue and PAT CAGR are now 

higher at 4.5% (vs. 1.5% previously) and 7.1% (vs. 5.2% previously), respectively as 

we roll forward our estimates.  

 

• Net impact of adjustments drives our FVE 50% higher from prior to N174.67 and 

implies a 15% upside from current market price. Excluding the N1.7 billion 

subsidy reimbursements in Q2 2015, Total trades 10.9x and 8.2x on current and 

2016E P/E, respectively, discounts to domestic peers averages of 14.5x and 11.5x. 

We upgrade our rating on the stock to NEUTRAL from SELL. 
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Source: ARM Research *unless otherwise stated 

 

 

 

 

 

 

 

 

QUARTERLY      
Income Statement 
(N’mln)* 

Q1 2016A Q2 2016F Q3 2016F Q4 2016F  
Sales  59,705 56,521 56,977 54,705   
Cogs (50,812) (49,419) (50,013) (47,827)   

Gross profit 8,893  7,103  6,964  6,878    

Operating cost (5,189) (5,107) (5,194) (4,939)   

Operating profit 4,009  2,355  2,120  2,351    

Profit before taxation 3,843  1,960  1,725  1,869    

Tax (1,019) (593) (578) (911)   

Profit after taxation 2,825  1,367  1,147  958    

Earnings per share 8.32  4.01  3.36  2.80   

ANNUAL           
Income Statement 
(N’mln)  

FY 2014A FY 2015A FY 2016F FY 2017F FY 2018F 

Sales 240,619  208,028  227,908  236,856  245,929  
COGS (212,714) (182,682) (198,071) (207,061) (215,475) 
Gross profit 27,904  25,345  29,837  29,796  30,454  
Operating cost (21,240) (20,295) (20,428) (21,202) (21,828) 
Operating profit 7,837  6,255  10,834  10,074  10,410  
Net finance cost (2,278) 240  (1,438) (1,453) (1,467) 
PBT 5,558  6,495  9,397  8,621  8,944  
Tax (1,135) (2,448) (3,101) (2,845) (2,951) 
PAT 4,424  4,047  6,296  5,776  5,992  
Earnings per share 15.58  11.92  18.54  17.01  17.65  

Dividend per share 11.00  14.00  14.83  13.61  14.12  
      

Balance Sheet (N‘mln) FY 2014A FY 2015A FY 2016F FY 2017F FY 2018F 

Assets           
Fixed assets 21,922 23,091 24,121 25,059 25,856 
 Inventories 19,827 17,392 18,857 19,712 20,513 
 Trade debtors   35,789 24,631 26,985 28,044 29,118 
 Cash and other bank 
balances   

14,468 13,502 13,766 14,308 15,368 

 Total Assets 95,512 83,654 88,817 92,241 96,001 
 Liabilities            
 Trade Creditors  58,831 48,261 52,326 54,701 56,924 
 Borrowings 15,683 13,587 13,723 13,929 14,138 
Total liabilities  92,534 80,192 85,366 88,790 92,550 

Shareholders' fund  15,930 16,242 17,205 18,048 19,376 
            
Key Ratios FY 2014A FY 2015A FY 2016F FY 2017F FY 2018F 

Profitability margins           
Gross margin 11.6% 12.2% 12.8% 12.3% 12.4% 
EBITDA margin 3.8% 3.0% 4.5% 4.0% 4.2% 
Operating margin 2.8% 3.1% 3.8% 3.4% 3.6% 
PBT 2.2% 1.9% 2.6% 2.3% 2.4% 
Net margin           

Valuation multiples       
EV/EBITDA 3.6 4.7 3.1 3.2 3.1 
P/CF 3.3 4.8 5.3 5.4 5.2 
P/B 3.2 3.2 3.0 2.9 2.7 
P/E 9.8 12.9 8.3 9.1 8.7 

Total Nigeria Plc - Summary of Results and Forecasts - Naira (N) 
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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  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

ARM ratings and recommendations 



 

 
research@armsecurities.com.ng / +234 1 270 1652 ARM Securities 

 

Copyright © 2016 Asset & Resource Management Company Limited (“ARM”).  

 

All rights reserved. Unauthorised use, reproduction, distribution or disclosure of this document is strictly prohibited. 

 

This material has been issued by Asset & Resource Management Company Limited (“ARM”), a Company regulated by the Nigerian Securities and 

Exchange Commission. The analyst(s) primarily responsible for preparing this research report, in whole or in part, certifies that with respect to each 

security or issuer covered; all of the views expressed accurately reflect his/her personal views about the subject securities and issuers and no part of 

his/her compensation was, is, or will be, directly or indirectly, related to the inclusion of specific recommendations or views in the report. 

This research report is based on information from sources that ARM and its analysts believe to be reliable. Neither ARM nor any of its research 

analysts, nor any member of the ARM Group, gives any representation or warranty, express or implied, or undertaking of any kind or assumes 

responsibility or liability of any kind with respect to the accuracy or completeness of the information set out in this report or any third party’s use (or the 

results of such use) of such information. This report is provided solely for informational purposes and is not to be construed as providing advice, 

recommendations, or endorsements of any kind whatsoever. The investments and strategies discussed here may not be suitable for all investors; counsel 

of investment advisor should be obtained with regard to such investments and or strategies. This research report is not a replacement for advice from an 

accountant, lawyer, personal finance advisor or other category of investment advisor. The investments discussed in this report may oscillate in price or 

value. Opinions and information provided are made as of the date of the report issue and are subject to change without notice. This research report is 

not intended as an offer or solicitation for the purchase or sale of any financial instrument. Reference herein to any specific security or financial 

instrument does not necessarily constitute or imply its endorsement or recommendation by ARM, its directors, officers, employees or designated agents. 

Members of ARM may act as broker, advisor or lender, or make a market in any investments or issuers referenced in this report. Further information 

on any of the securities discussed herein may be obtained upon request to ARM. By accepting this document, you agree to be bound by the foregoing 

limitations. 

 

          

 
 

 
 

 


