ANALYSING OANDO'S 2014 HORROR SHOW
A report to explain the biggest loss in Corporate Nigeria's history

THE QUESTIONS
A lot has already been said about Oando PLC’s (Oando) shocking
2014 results which were released a few days ago.

How does a quoted
public company get
away with flouting
NSE rules on timely
financial reporting?

The NSE confirmed that as at 3rd August, 2015,
only 89 percent of the active listed companies had
filed their audited accounts for the year ended
December 31, 2014. Oando just released its
financial statements for the same fiscal period this
October, late by as much as 10 months!
How does a company
touted as Nigeria’s
12000
largest and best run
oil and gas (or
10000
petroleum)
company
record a loss before
tax which 8000
is -32965%
last year’s figures?
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This probably explains
why the company
2000
failed to release
its
result. Perhaps it was
0
searching the
accounting books for
2000
ways to cushion
the
terrible news.
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OUR STORY STARTS IN 2013
As at December 2013, a year with consistently high oil
prices, Oando’s total assets had topped N585billion:
Its key upstream assets include several oil producing and
mining licenses at various stages of exploration and
production and 4 swamp rigs.
N' million

FYE 2013

Turnover

456,984

Gross margin

59,433

Noninterest expenses

33,331

Other operating income

21,400

EBITDA

47,503

Net finance costs

23,647

Depreciation & amortisation

16.144

Impairment of assets



Profit before tax

7,711

Profit after tax

1,397
Oando's 2013 at a glance: Source  Oando

Basically in business, you acquire assets to generate
revenues and in good economic times, this is what
happened. In fact, Oando generated revenues of over
N456 billion in 2013. To put this into context, GTBank
which is Nigeria’s most profitable bank only generated
N242 billion in 2013. Things were really looking up for
Oando in 2013.

OUR STORY STARTS IN 2013

The year 2013 commenced brightly
with an oversubscribed N54.6
billion Rights Issue exercise which
concluded in February. The success
of the Rights Issue re-affirms
investor’s belief in our strategy of
growing our higher-margin
upstream business, whilst also
optimizing our balance sheet. The
rewards are at the cusp of being
reaped as our upstream business,
Oando Energy Resources, has today
emerged as Nigeria’s leading
indigenous hydrocarbon producer.

Oba Michael Adedotun Aremu Gbadebo III
Chairman, Oando
Despite the challenges faced in 2013 we
came closer to realising our dreams of
being a leader in the local upstream
sector, in terms of production, reserves
and operational activities. In that regard, I
am proud to inform you that the $1.5bn
acquisition of Conoco Phillips’ Nigerian
business places your company as the
leading indigenous oil and gas company,
second only to the International Oil
Companies producing in Nigeria. The
company also received a balance sheet
revitalization with 2 successful capital
raising outings, which totalled $550
million, utilized for Upstream asset
acquisition and working capital. As we
celebrate our upstream achievements,
our dedication to our integrated business
model remains resolute. We will continue
to leverage scale, diversity and market
leadership to consistently deliver in the
face of our challenging operating
environment.

Wale Tinubu
MD, Oando

WHAT HAPPENED IN 2014?
Fast forward to 2014 - crude oil prices which had been relatively
steady above the US$100 per barrel mark throughout 2013
suddenly plunged to an average of $59.46 in December, 2014 as
per the OPEC Monthly Price Report of that month. The same
assets which were generating those huge revenues the previous
year had suddenly become burdensome.

Oil price chart for 2014
Source: Bloomberg

To be fair to Oando, the petroleum industry is a very tough one
with tight margins. The down- and midstream sectors are filled
with uncertainties, and the upstream sector is extremely capital
intensive, requiring sound technological expertise. More
importantly, the terrain of marginal fields which majority of
indigenous companies play in are very risky and uncertain.
According to the Africa Oil and Gas report, the return on average
capital employed (ROACE) declined on the average from 11% in
2012 to 8.6% in 2013 for independent oil and gas companies and
this was with $100+ oil prices.

WHAT HAPPENED IN 2014?
Oando generated N425billion in 2014 but spent N390billion
generating the turnover. After backing out other administrative
expenses, Oando’s operating profit stood at N45billion, just 5%
short of the previous year. Not bad considering the tough
economic conditions, right?.....Wrong!
Oando generated its N45billion with N889billion worth of assets
Something was definitely wrong, and a peek at the table shows
where the issues lie:
NGN ’Million

FYE 2014

FYE 2013

Variance

425,693

456,984

7%

Gross Margin

69,575

59,433

17%

Non-interest
Expenses

88,523

33,331

166%

Other Operating
Income

63,980

21,400

199%

EBITDA

45,032

47,503

5%

Net Finance Costs

32,105

23,647

36%

Depreciation &
Amortization

22,595

16,144

40%

Impairment of
Assets

166,557

-

100%

Loss before Tax
(LBT)

176,224

7,711

2385%

Loss after Tax
(LAT)/Net Loss

183,893

1,397

13264%

Turnover

LESSONS AND CONCLUSION
Oando accumulated a whooping N166billion in impairments for
the 2014 fiscal year. This points to a plunge in value of its
upstream assets following the crash in crude oil prices. This,
along with huge finance costs (mainly bank borrowing) and asset
depreciations condemned the company to a loss of over N183
billion.
Oando’s key assets include property, plant and equipment. One
asset class needing write downs are Oando’s rigs. Rig utilisation
in Nigeria has dropped significantly by over 90% from the mid1980s to mid-2014 (about 300 rigs were operating in the mid1980s but as at June 2014 between 24 and 36 rigs were in
operation). This certainly implies that there are currently fewer
drilling activities in Nigeria due to various reasons including
asset divestments by the IOCs.
The company’s loss was further compounded by a write down of
its long term receivables (up to N12 billion) due from NOAC on
their joint venture due to what it terms as underlift.
Finally, currency devaluation set the company back by over N13
billion. Considering Oando’s business, this was unavoidable but it
comes with the business of trading commodities. Companies in
other climes have been proactive in reducing losses stemming
from this by getting in bed with financial derivatives and related
financial instruments Oando claims to have hedged against a fall
in the price of oil shortly after the completion of the
ConocoPhillips deal. Unfortunately they probably forgot to
include the fact that their main country of operations generates
the largest portion of its revenues from crude oil and would
necessarily devalue its currency in the event of a considerable
downward pressure on oil prices and therefore hedge against
Nigeria.
Perhaps the biggest lesson for Oando and other indigenous
petroleum companies is that integration sounds good on paper,
but it comes at huge risks and with huge implications.

